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THE MAI AND THE WORLD ECONOMY

by Gregory Albo and Chris Roberts

lrurnooucTtoN

A dizzying array of  new internat ional  inst i tut ions have
emerged to forge a new international economic order: the powerful
World Trade Organization (wTO) has replaced the General Agree-
ment on Tariffs and Trade (GATT); the North American Free Trade
Agreement (NAFTA), the European Union (EU), and the Asian
Pacific Economic Cooperation group (APEC) mark the formation
of new regions of accumulation; and Western hemispheric and even
trans-Atlantic free trade loom on the horizon.

The current efforts to construct a liberalized world economy,
at times coordinated and at others ad hoc, stand in a long line of
such efforts that can be traced back to the early period of merchant
capitalism. The arguments of neo-liberals in favour of globaliza-
tion date back to Adam Smith, who argued that mutual exchange
between countries allows an international speciali zation in the di-
vision of labour in areas of comparative advantage that raises the
general welfare of both (although a range of dubious assumptions,
including full employment and perfect competition, are necessary
for the results to hold). The neo-liberal thinkers who dominate the
World Bank continue to assert that "the hberalization of trade and
investment laws around the world has contributed to an enormous
increase in the volume of world trade and foreign direct and port-
folio investment, whose impact on the welfare of participants has
been considerable and for the better."l



The case for free trade has been for a reduction in tariffs to

reallocate factors of production to more 'efficient' uses within a

national economic space. The internationalization of economic ac-

tivity is also defended today in terms of "more efficient" interna-

tional f inancial activit ies. The freeing of currency trading, the l ift-

ing of restrictions on capital movements, the proliferation of off-

shore credit sources, and the deregulation of national banking laws

are all defended as adding to 'efficient' global capital allocation

and balancing risk in an 'integrated' world economy. The Interna-

tional Monetary Fund's (IMF) policies of l iberalization of balance

of payments transactions and the Bank of International Settlements'
(BIS) defense of international banking and advocacy of lower re-

serve requirements have been central to the processes of financial

internati onalization.

Free trade advocates have come to defend the international

mobility of investment in production, on the grounds of market 'ef-

f iciency,'favouring the global reallocation of production as if the

world constituted a single market. The investor-protection and

national treatment clauses of NAFTA are an example of the neo-

liberal defense of this side of internationalization.

The Multi lateral Agreement on Investment (MAI) is a fur-

ther effort to liberalize investment in the world economy which

expands the investment provisions won in NAFTA and seeks to
generalize them to the world economy as a whole through a WTO-

like treaty process.2 The preamble in the draft MAI promises that

investor protections "will contribute to the efficient utrlization of

economic resources, the creation of employment opportunities and

the improvement of l iving standards."3 In this view, the MAI is an

engine of growth which wil l contribute to the elimination of inter-

national economic inequality and raise incomes.

The MAI proposes to protect not just foreign direct invest-

ment (FDI), but also financial internationalization in an all-encom-

passing definit ion of investment as "every kind of asset owned or

controlled, directly or indirectly, by an investor," including intel-

lectual property rights, a range of legal claims, and seemingly all
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private property forms.a FDI has usually been differentiated from
short-term capital flows and defined as the internationalization of
capital via transnational corporations (TNCs) investing in new plants

or engaging in merger and acquisitions outside their home country.
TNCs are increasingly active in the internati onalization of

services, from financial services to producer and marketing serv-
ices. In other words, TNCs are national firms operating across na-
tional boundaries.

Portfolio capital may be invested for the long-term in acqui-
sition of foreign securities (without control over the management
of the company), although the structure of secondary markets and
the strategies of institutional investors have certainly made them
less so. Financial flows internationalizing production also take the
form of direct investment diversifying production sites of a com-
mon process across national boundaries and linking different proc-
esses in production networks that span several countries.

Internationalization of production has been a response to stag-
nant output and cost conditions in the corporate search for a 'spa-

tial fix'to increase profits. The volatility due to international costs,
currency and interest rate movements has provided further impetus
to diversify production sites. This aspect of internationalization, it
needs to be stressed, has not produced a global production system out-
side of national states and indifferent to local production conditions.

There are distinct geographical and temporal limits to the
mobility of fixed capital. Foreign investment in productive activ-
ity is internalized within the host country, in linkages to the rest of
the econoffiy, and to the constellation of political power, even as it
redefines national political autonomy and shifts a larger portion of
economic activity outward.

In this essay, we note that the expansion of the capitalist world
system has seen successive phases of hberalization and inte gra-

tion, contraction and disintegration. It is necessary, in assessing
liberalization measures like the MAI, to avoid "confusing the ef-
fects of continuing stagnation in the world capitalist economy with
the auguries of a transformation of the global capitalist order."s
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Alongside'cooperat ion and growing interdependence' between
countries, we also see the 'chaos' and 'sources of tensions between
the leading capitalist powers' that Magdoff warned about.

Contrary to the claims made for globalization, the interna-
tionalization of capitalism has frequently brought periods in which
inequality and instability have increased rather than lessened. In-
deed, as more resources have been thrown into export-oriented eco-
nomic strategies by all countries adopting trade liberalization at
the same time that domestic demand is being curtailed, the world
economy is more and more reproducing conditions of 'competitive

austerity'. The neo-liberal project of globalization cemented in the
MAI contributes to an unstable and polarizing world economy and
impedes democratic capacities to establish alternative distributional
systems that support egalitarian economic outcomes.

1 Nnlorunr EcoNowrES rN n Wonro Sysrru

Capitalism is inherently an expansionary productive system.
Social and polit ical institutions, not least military force, have been
crucial to providing the labour force, resources and organized co-
ercion necessary for this expansion within nation-states.6 The ex-
pansion of trade and the export of capital across boundaries, under
the state system, is a logical extension of the internal expansion
within states.T

The institutionalrzed regimes of the world economy struc-
ture the flows of capital and commodities connecting national
spaces, of value formation, combining the development of national
economies within an evolving international division of labour.

The international expansion of capital, whether via trade,
portfolio investment, or foreign direct investment, has always oc-
curred within the patterns and structures established by interna-
tional regimes, which historically have been organrzed under the
leadership of a hegemonic political power and encompass trade,
the international monetary system, the international credit system
(including a loan enforcement and repayment regime), and the se-
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curity regime.s The evolution of these regimes establish distinct
phases of world order, which facilitate and constrain the national
and international expansion of capital in different ways.

In any given period, the construction of a trade and invest-
ment regime faces the task of orchestrating the expansion of na-
tional capitalisms growing at different rates and occupying differ-
ent niches within the world economy. The world economy does
not consist of spontaneously complementary national economies.
Rather, the world economy amounts to 'a world configuration'be-
tween different national economies within a historically and geo-
graphically variable international division of labour). As Lipietz
points out, globalization as a process of universalizing capitalist
exchange relations has not effaced the problem of world order:
"...the world economy has not (yet?) developed beyond this im-
plicit level of organization. No institutional form regulating world
demand has been possible. No supra-national authority to control
money supply has been created. The complementar i t ies and
antagonisms that exist between national economies remain unsta-
ble, constituting little more than partial and rand om configura-
tions."e

The integration of national sites of production into the world
of circulation always produces tensions and potential contradic-
tions, setting up tensions between national modes of economic regu-
lation and the international conjuncture.

Investment capital itself embodies this tension between the
local and the global. As a stock of capital, investment must be
rooted in local production relations to produce a surplus; as a flow,
investment capital seeks to overcome all fixed relations and barri-
ers to its circulation and realization. National and international
investment regimes, from local zoning restrictions to national for-

eign investment review agencies and international agreements on
investment measures, link local accumulation with the world of
capital circulation.

The relationship between the international regime and na-

tional economic development has had different consequences for
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democratic capacities to pursue egalitarian goals at different times.
The struggle to constrain (and even to disengage from) the market
and impose social priorities on its workings has historically been
most effective at the national level, primarily because the political
and institutional means to control capital have been developed most
strongly at the level of the nation-state.

Capitalist development has always required the visible hand
of the state to counteract its crisis tendencies, and labour move-
ments and other groups have historically organized at this level to
attempt to contain, and even reverse, what Polanyi identified as the
tendency of the self-regulating capitalist market to 'disembed' the
economy from the social protections of non-market relations.r0 In
reaction to the fact that capital has always been better able to com-
mand social space, labour movements seeking to constrain market
processes and counteract competition have directed their energies
at trying to 'anchor' capital within national and local spaces.rr

Democratic struggles over egalitarian objectives to direct
economic activity where it is needed or to redistribute income, have
benefited from international regimes that regulate and constrain
trade and capital mobility, permitting the imposition of social and
polit ical controls on the market. Liberal international regimes,
conversely, have historically weakened domestic constraints on the
market to serve domestic welfare goals. During historical phases
in which the international regimes facilitating the world expansion
of capital undermine the national regulation of capitalism, the ef-
fects have often been stagnation, increasing polarization, and inse-
curity.

The key question raised by the MAI is whether, in the con-
text of a liberalizing international financial and trading order, the
expansion of FDI in the 1980s and 1990s is a force for growth,
stability and growing equality in the world economy, or whether it
promises to do little to rectify mounting imbalances and instabil-
ity. What is the relation between the growth and liberalization of
international investment (globalization) and the dismal state of the
world economy today (stagnation, polarization and instability)?
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Globalization in Historical Perspective
The present period of liberalized portfolio and direct invest-

ment flows is commonly compared with the period between 1870
and 1913, which also witnessed the growth of large-scale interna-
tional flows of both short-term and long-term (primarily portfolio)
capital. '2 During this period, the world economy reached levels of
openness unmatched until the 1970s; trade and output grew stead-
ily, though somewhat more slowly than portfolio capital flows,
which also outstripped FDI growth.13 In the quarter-century after
1880, however, with the spread of tariff barriers among the late-
industrializing economies of North America and beyond, FDI be-
gan to take on added importance. Technological advances in trans-
portation, communications and storage promoted the internation-
alization of production, as did the transformation of business or-
ganization, which permitted firms to develop greater coordination
and efficiency over an expanded scale. In the industrialized and
industrializing world, a substantial proportion of FDI went into
manufacturing; in the Third World, primary production was the
principal outlet for direct investment flows from abroad (Canada,
of course, being a case of both).

The period spanning the late 19th and early 20th centuries
saw many states that today belong to the advanced industrialized
world successfully 'catch-.rp' to the leading capitalist economies,
and it is therefore pointed to as evidence of the "convergence ef-
fects" of a regime of free trade and capital flows. However, the
context and nature of economic development in the earlier period
was very different from the laiss ez-faire environment of today.

In the late l9th century, late-follower countries everywhere
contended with the challenge of capital shortages, imported tech-
nology, and infant industries which necessitated a role for barriers
to trade and state involvement in the development process.ra De-
spite free flows of capital and trade among a number of regions,
the world economy could still be characterized as strongly protec-
tionist; FDI and portfolio investment assisting the industrialization
of late-followers after 1880 increasingly needed to jrr*p tariff walls,
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as the example of U.S. companies entering into Canada suggests.
Unlike the present, the context for expansion at the turn of

the century was one of active state involvement in the mobilization
and allocation of capital required for the large-scale infrastructural
projects of industrialization. Moreover, in the colonial possessions

of the South, where the pattern was more consistently liberalized
trade with the imperial powers, de-industrialization and declining
shares of world manufacturing resulted. If the world economy is
considered as a whole, global investment flows prior to World War
I did not produce international convergence. Rather, the period is
remembered as marking an historical divide between the industri-
alized world and the non-industrialized world-the classic 'age of
imperialism'-from which time world inequalit ies widened con-
siderably.r5

The international monetary regime increasingly adopted af-
ter 1880-the classical "gold standard" under Brit ish hegemony-
was as much a barrier to employment and income equality as a
force for stable growth. Under the inflexible rules of the gold stand-
ard, the imperative of balancing international accounts displaced
the objectives of employment and stable incomes. By forcing defi-
cit countries to adjust via deflation, the gold standard placed the
burden of external adjustment on working-class incomes and the
unemployed, the social consequences of which were only offset by
large-scale migration from Europe to the New World.

In the wake of World War I, the reconstructed gold exchange
standard was more clear ly a destabi l iz ing force in the world
economy. Amidst the trade dislocations of post-war reconstruction
and the global imbalances of the 1920s, the return to gold forced
deflationary adjustment onto the weaker economies. The 'beggar-

thy-neighbour' tariff spiral was the result-and not the cause-of
the structural imbalances in the world economy. With world eco-
nomic collapse, adherence to gold impeded reflation and spread
deflationary pressures around the world. Only with a break from

the gold standard, the imposition of exchange controls, and the shift
to divergent development strategies and managed trade were states
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Tnslr I

INptceroRs op EcoNourc PrRronvANCE lN rna G7 CouNrnres
UNorn Vnnrous lNrrnNarroNel MoNsrnny RecrvEs

Indicator

Real Growth Per Capita
Inflat ion

Real Long-te term
Interest Rate

Change in Real
Exchange Rate

Gold Standard Brctton
l 88 l - t913 1946-s8
Mean Variation Mcan Variation

1.5  2 .s  4 .3  0 .5
1.0  3 .4  3 .9  1 .5

Woods Floating Ratcs
1959-1970 t974-r989

Mcan Variation Mean Vanat.

4.5  0 .4  2 .2  l . l
3 .9  0 .5  7 .2  0 .5

3.5 2.02.00.7

2.01.55 .80 .90 .9

2.7 0.4  2 .7  1 .6

1 .0  8 .2  0 .8

Source: UNCTAD, Trade and Development Report, 1997, p.79.

able to take steps to expand and cope with the high unemployment
and social crisis of the Great Depression.r6

The Bretton Woods System
Capitalist expansion in the post-war period mainly took the

form of a deepening of national markets. To be sure, trade ex-
panded internationally (mostly conducted within the industrialized
core), as did flows of FDI, from an initially low level. In particu-
lar, American investment abroad grew rapidly. On the whole, how-
ever, investment was largely confined to national spaces, and growth
was centred around the deepening of national markets.rT While
foreign investment grew at a rapid pace, faster than output or trade,
among the industrialized economies it remained a minor share of
GNP.

The international regime provided a framework supportive
of the unprecedented growth of the post-war boom, partly through
default from the collapse of trade in the inter-war period and the
needs of reconstruction, and partly through restrictions on the mo-
bility of short-term capital flows and currency trading from coun-
tries facing large debts and minimal foreign exchange reserves.



292 CRtrtRorlru CEnrnr ron Poltcv Alrunrunrtvas

The institutional framework established at the 1944 Bretton

Woods conference was designed with the memory of the instabili-

ties and inflexibilities of the inter-war system in mind, and was

meant to achieve a system of international integration permitting

flexible adjustment that would not come at the expense of employ-

ment and welfare goals.

The Bretton Woods institutions established the foundations

for a new world economic regime, reconstructed under American

political and economic hegemony, and committed to the reconstruc-

tion of the European and Japanese economies within the capitalist

world, the restoration of currency convertibility, and the formation

of a free trading world order in which trade and international capi-

tal flows would be subordinate to domestic job growth programs

and welfare programs. The deflationary bias of the gold standard

was replaced by the flexible and expansionary regime of national

currencies pegged to the American dollar, which was in turn ex-

changeable for gold.

Over the post-war period, the liberalization of the flow of

goods interacted virtuously with growth, employment, and rising

incomes: both trade and output expanded at unprecedented rates,

and the world economy moved from an initially low level of inter-

national openness towards a more open trading environment at a

faster pace than prior to World War I.r8 Approximately 80% of all

tariffs were eliminated in less than l5 years after the establishment

of GATT, and colonial markets were opened up to the penetration

of foreign, especiatty American, capital.re Despite the commit-

ment to, and growth of, a liberal world economy, however, world

trade remained fragmented, uneven, and subject to controls. Most

of the socialist bloc remained disengaged, and Japan and other capi-

talist economies retained controls over the creation and flow of

credit in the interests of national industrial strategies. Capital con-

trols and planned credit allocation systems kept finance centred on

national spaces, subordinated to the imperatives of reconstruction

and domestic-economy-centred growth, and permitting fiscal and

monetary policy to be utilized to support domestic welfare goals.2O
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Moreover, private international lending took a back-seat to

official lending from the World Bank and the other international

financial institutions channelling direct investment to the develop-

ing world. Only by the end of the 1960s did private international

lending regain its pre-war importance.2r FDI grew steadily and

substantially, especially U.S. TNCs, but this activity remained small

relative to output and was often subject to government screening

and monitoring.

As world economic integration proceeded, however, the con-

tradiction between growing trade imbalances and the international

monetary system helped undermine the post-war institutional or-

der. The reconstruction of the devastated economies of Europe and

Asia, and world liquidity, relied on the United States running per-

sistent balance of payment deficits, financed by the export ofAmeri-

can currency.

In the 1960s and 1970s, unregulated capital markets made

possible speculative attacks on weak currencies that helped under-

mine the Bretton Woods system. The integration and rapid recon-

struction of the European economies and the return to convertibil-

ity of the European currencies set the stage for sharpened interna-

tional competit ion in the form of a 'non-American challenge' as

European states and firms, in particular, used their growing dollar

reserves to purchase foreign assets as well as invest in new plants.

A corresponding accelerated expansion of direct investment

from American TNCs followed, reproducing the imperialist rivalry

of the early part of the century.22 With the offshore accumulation

of U.S. dollars, American banks began to pressure for deregulation

in order to compete in Eurocurrency markets, setting in train pres-

sures for the competitive deregulation of financial markets.23 Specu-

lative flows soon created accumulated pressures on the system of

fixed exchange rates, sparking the United States to suspend parity

with gold in 197I, a process that eventually broke the fixed ex-

change rate regime and ended the Bretton Woods system by 1973.
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After Bretton Woods
The demise of the Bretton woods system ushered in a period

of economic internationalization of trade, financial flows and cur-
rency and banking deregulation, equally a period of stagnation,
mounting instability, and growing income inequality. Intensified
international restructuring and a dramatic growth of the world stock
of FDI have coincided with a significant slowdown in growth.
Output growth across the OECD after 1974 fell to an annual aver-
age of 2.9% for the years 1973-1989, having averaged 4.g% be-
tween I 960 and I 97 3 .24

Similarly, after the stock of business capital grew at an an-
nual average of 5.3oh between 1965 and I 973, it fell to 3.2o/o yearly
growth in 1982, and manufacturing accumulation especially has
fallen off.2s The 1980s expansion failed to restore private invest-

Tes le  2

Gnowru or REnl GDP, 1966-95
(r,rncelrrecES, ANNUnI nvrnacEs)

1966-73 1974-80

World total

OECD countr ies

Transition countries

Eastern and Central Europe
Former Soviet Union

Developing countr ies
East Asia

Ch ina
South Asia
Sub-Saharan Africa
Latin Ameri calCaribbean
Mi ddl e EastArlorth Africa

3.45.1

2.9

l98r-90

3.2

3.1

1.8

2.1
1.0

3.3
7.6
9.9
5.7
1.7
1.7
0.2

r99l-93

1.2

1.2

-12.5

-9.0
-  15.5

4.6
8.7

12.3
3.2
0.6
3.2
3.4

1994 t995

2.9 2.8

4.8

7.0

6.9
7.1

6.9
7.9
8.5
3.7
4.7
6.4
8.5

5.1

6.1
l . l

5 .0
6.8
6.3
4.0
3.4
4.8
4.7

2.9

-8.4

-7 .5
-12.6

4.6
9.3

12.2
4.7
2.2
3.9
0.3

2.4

-2 .5

-0.7
-4.0

4.9
9.2

10.2
5.5
3.8
0.9
2.5

Source: ILO, lVorld Employment 1996/97, p. 3.
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ment to post-war 'Golden Age' rates, despite the apparent restora-
tion of favourable conditions for investment and profits in the
1980s.26

Amidst slower growth, the liberalization of financial mar-
kets and the growth of enormous pools of highly-mobile short-term
financial capital, uncoupled from output, trade and productive in-
vestment, have been a major force behind the destabilization of the
international monetary system. In the 1990s, the world's financial
markets are integrated on an unprecedented scale; short-term capi-
tal movements have grown to the point where turnover in currency
markets now dwarfs the value of trade, or for that matter, the com-
bined official reserves of the world's governments. In the 1990s,
daily foreign exchange trading is estimated at over US$ I trillion,
50 times the value of daily trade volumes, with no sign that the
pace of growth is likely to slacken.2T

Relative stagnation in manufacturing has sparked a shift of
capital out of long-term productive investment and into financial
speculation, encouraged by the adoption of floating exchange rates
and the removal of capital controls which had separated national
financial markets. Financial liberalization has been permitted by
the same technological developments-computer and information
technology networks-that have enabled the global coordination
of production and distribution by transnational corporations. How-
ever, the movement in the direction of liberalization is not a conse-
quence of technology, but was driven by states.

Tnsle 3

Cnoss-sonoeR TneNsAcrroNS rN BoNos eNo EqurrrEs, 1975-1996
(nnncrNrecE oF GDP)

1975 t980 1992|  9 9 1l 990

United States 4
Japan 2
Germany 5
France
Italy I
Canada 3

1995  t996

r35  164
65 84

172 200
180  227
253 468
194 258

9
8

5
I

t 0

|  985

35
62
J J

2 l
4

27

I  989

t 0 t
1 5 6
66
52
l 8
55

l  993

129
78

l 7 l
1 8 7
192
r 5 3

89 96 t07
l l 9  92  72
57 s5 85
54 79 122
27 60 92
64 8 l  i l3

1994

l 3 l
60

r 5 9
201
207
2t2

Source: Bankfor International Settlements, Annual Report, 1997, p. 79.
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The shift to floating exchange rates, together with the liber-
alization of capital movements, has created the opportunity for
speculative activity, bringing with it exchange rate volatility and
an uncoupling of currency values and output and trade perform-
ance. A quarter of a century after the end of fixed exchange rates,
the vast majority of short-term capital movements are unrelated to
the state of production and trade in individual economies, and cur-
rency values offer little or no indication of the balance of trade or
current account.28

The fact that the American dollar has remained the interna-
tional currency standard despite stagnant productivity, chronic trade
deficits and a massive world surplus of dollars is a particularly glar-
ing example of this.

This development has made a mockery of neo-liberal assur-
ances that moving from a system of fixed exchange rates to a float-
ing system would result in greater national policy autonomy. The
deregulation and international integration of national f inancial
markets has increased the ability of capital to constrain domestic
monetary policy. Speculative short-term capital movements have
forced governments to direct energies towards stabilizing the ex-
ternal balance. This stabilization increasingly comes, as in the gold
standard period, in the form of the competitive austerity of defla-
tion and cuts in working class l iving standards.

Ad hoc attempts to coordinate exchange rate policy among
the G-7 have ensued. Indeed, emergency world economic summitry
to battle payments crises is a constant feature of the world configu-
ration today, though the currency crises in Italy and the U.K. in
1992, in Mexico in 1994, and East Asia in 1997-98 underline the
volatility generated by unregulated short-term capital movements.

Despite fears of a revival of protectionism amidst a stagnant
world economy, the international trade regime continues to be lib-
eralized; a proliferation of bilateral, regional and multilateral trade
liberalization agreements now pursue the 'deep integration' of na-
tional economies through the removal of non-tariff barriers and the
harmonizationof trade-related legislation.2e The GATT rounds have
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moved beyond trade in manufactures, to provisions around agri-
culture, intellectual property and trade-related investment meas-
ures (TRIMs).

Under the stewardship of the WTO, which replaced the GATT
in January 1995, service-sector activity has become the focus of
trade liberalization efforts, as trade in services has doubled over
the last l0 years to reach US$ I trillion per annum, representing
over 20% of total trade.30 Most recently, the Uruguay Round con-
cluded under the WTO with an agreement committing member states
to liberalize their markets in financial services, an astounding leap
of faith amidst the currency turmoil, banking crises and debt prob-
lems plaguing all zones of the world.3r

Tesls 4

Iuponrs eNo Exponrs or Gooos.1970-1993
(nencrNrece or GDP)

Imports of Goods Exports of Goods

United States
Japan
Germany
France
Italy
United Kingdom
Canada

OECD Average

t970 1980

4.0 9.2
9.3 13.3

16.2 22.9
13.2 20.2
t  3.9 2 l  .8
17.4 21.9
15 .3  21  .8

I 985

8.9
9.6

25.3
20.4
20.8
23.7
21.7

27.6

1990

9.3
7.9

22.2
19.4
16.2
22.9
20.2

25.1

I 993

9.5
5 .7

t 7 . 9
1 6 . 0
14.6
22.4
23.6

23.0

1970

4.2
9 .5

1 8 . 5
12.4
t 2 . 3
1 5 . 5
19.0

t 7 . 7

I 980

7.9
t2.2
23.6
16.7
t7 .4
21.2
23.8

22.8

|  985

5 . 1
t  3 . l
29.4
1 8 . 5
l 8 . 5
21.9
24.s

26.0 23.4

t990 1993

6.7  6 .8
9 .8  8 .6

25.9 t9.9
11 .5  16 .4
t  5 . 5  t 1 . l
1 8 . 8  |  8 . 2
20.8 24.5

26.9 23.s

Source: OECD, OECD Economies at a Glance: Structural Indicators (Paris:
OECD, 1996), p. 63.

Since the mid-1980s and the slowdown in world output
growth, foreign direct investment has replaced trade as the princi-
pal form of international capitalist expansion. Global sales of for-
eign affiliates since 1987 have climbed faster than exports, as the
extension of production facilities to foreign markets has allowed
the exploitation of economies of scale unavailable from the contin-
ued penetration of markets through exports.32 Between 1982 and
1994, the world's stock of FDI increased by a factor of four, dou-
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bling its share of world GDP to 9o/o, and growing twice as fast as
gross fixed capital formation between 1986 and 1 995.33 Much of
the growth of FDI has taken the form of cross-border mergers and
acquisitions, rather than new investment.

Alongside this concentration and centralization of FDI, the
share of intra-firm trade in total trade flows has also risen, while
the internatronalization of services, and especially business and fi-
nancial services, has driven much of the growth of FDI. An ever-
growing share of output, trade and investment is organizedby TNCs,
as integrated international production links national economies more
closely.

TnsLe 5

Ver-ug oF THE Gnoss Pnooucr or FoRrrcN Arrrlrerrs
eNn Tuern Ssnns rN GDP By Rscron

(nrl lroNs oF DoLLARS AND lrnceNrecr)

Gross Product
of Foreign Affi l iates

Gross Product
of Foreign Affi l iates

as percentage of GDP

Region

World

Developed Countries
Western Europe
European Union
Other Western Europe
North America
Other Developed Countries

Developing Countries
Africa
Latin America/Caribbean
Asia
West Asia
South, East &

South-East Asia

Central and Eastern Europe

t982

553

403
t79
164
l5

177
47

150
l5
59
74
30

M

0.1

I 990

1  383

l 098
607
570
31

407
84

283
28

l0 l
l5 l
39

n2

2.3

r994

| 557

I 099
610
568
43

392
97

445
32

162
248
36

2tl

t2 .6

1982

5.2

5.1
6.0
5.7
9.9
5.1
3.4

6.0
4.4
7.6
5.6
6.7

5.0

0.1

I 990

6.7

6.7
8 .7
8 .6

10.7
6.7
2.4

7 .0
7.4
9 .3
5 .9
4.0

7 .0

l . l

t994

6.0

5.4
7.9
7 .7

I  1 .0
5 .2
1 .9

9 .1
8 .8

10 .3
8 .6
6.7

9.0

2 .3

Source: UNCTAD, World Investment Report 1997, p. 267.
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Tnsle 6

INweno nNo Ourweno FDI Srocr By RrcroN, 1980- I 995
(nrnceNracE op Gnoss Doussrrc Pnonucr)

Source: UNCTAD, World Investment Report 1997, annex table 8.6

Tnelg 7

INweno AND ourwAno FDI FI-ows
AS A PERCENTACE OF CROSS FIXED CAPITAL FORMATION.

By REcroN AND EcoNovv, 1985-1995 (eenceNrece)

Region

World
inward
outward

Developed Countries
inward
outward

Developing Countries
inward
outward

Rcgion/cconomy

World
inward
outward

Developed Countries
inward
outward

Developing Countries
inward
outward

1980 1985 1990 1995

4.6 6.4 8.3 l0 . t
4 .9  5.9 8.1 9.9

4.8 6.0 8.3 9.1
6.5 7.5 9.8 l  1 .5

4.3 8.1 8.7 15.4
0.5  L0 1 .8  4 .s

1985-1990 l99l 1992 t993 1994 1995
(annual average)

5.4 3.1 3.3 4.4 4.5 5.2
6 3.9 3.8 4.8 4.7 5.6

5.5 3.2 3.2 3.7 3.5 4.4
8 5.3 4.8 5.4 5.1 6.3

8 4.4 5.1 6.6 8 8.2
3.s  0 .9 2.2 3.  r  3 .6  4

Source: UNCTAD, World Investment Report 1997, annex table 8.5.
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Tnsls 8

Cnoss-Bonorn MTRcER AND AcqursrroN PuncHesss, I 990- 1996
(vrr-r-roNs or oollans)

Rcgion

World

Dcvclopcd
countrics

Europcan Union

North Amcrica

Dcvcloping
countrics

| 990

I 59 959

152201

90 967

26234

7 548

8s 279

79 900

50 s37

15 690

5  199

t99l t992 1993 1994 I 995 1996

t2t 894 162 344 196 367 237 184 274 6tl

99 t68 r34 895

50 0r7 74 770

2636t 44 655

22319 26 858

163 010 2r2084 239 139

75 333

52 042

32 36s

98725 i l4  316

80 386 87 496

24 4& 32827

Source: UNCruD, World Investment Report 1997, p. 358.

While most FDI originates in the industrialized countries of

the North, in the 1990s a growing share has been directed at the

developing world, increasingly in manufacturing and services. The

privatization of state industry in the South, and the opening up of

national infrastructure to direct foreign involvement has presented

opportunities for FDI originating in the North.3a A number of newly-

industrializing economies account for the majority of inward in-

vestment; countries traditionally closed to foreign penetration, such

as China and India, have grown in importance as sites for foreign

direct investment.

The increasing role of transnational corporations in reshap-

ing and integrating production systems on a global basis is behind

much of the increase in FDI flows. But control in the form of prod-

uct ownership (in the form of patents) rather than equity ownership

have allowed corporations to control production and marketing

(practices that the MAI would enhance). The influence and control

of TNCs over the growth and integration of international produc-
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tion and marketing extends beyond what is indicated by FDI indi-
cators and other measures of capital ownership:

.. by dffirentiating their machinery, processes, and product,
transnational corporations can preserve supply, servicing, and
maintenonce linkages.... Many of the ventures of transnational
corporations therefore no longer include much or all equity:
joint ventures, manegement agreements and service contracts,
l icensing and franchise arrangements, production-sharing
agreements, and subcontracting can all replace equity.35

Profits on foreign direct investments may thus be comple-
mented or substituted for by interest, royalties, management costs,
and service charges, so that the scale of TNC influence is under-
represented if FDI figures are considered alone.

The pattern of trade and investment flows is producing re-
gional economic integration in the shape of continental trading
blocs. Integration via trade and investment is occurring to its great-
est extent between member states of the European Union, and be-
tween Canada and the United States. TNCs operating at a Euro-
pean or North American level make use of different national labour
markets, capital markets and technological networks to coordinate
a continental intra-industry division of labour.36

Regionally-operating firms can take advantage of resource
and wage differentials between production sites to reshape the in-
tra-firm division of labour. "Firms are increasingly able to divide
the production process into different stages and locate them ac-
cording to comparative advantags-6slicing up the value chain'-
thus increasing trade in inputs and semi-finished manufactures."3T
Even within blocs, TNCs are still reliant on home-base support,
economically and polit ically, and competit ion between nationally-
based transnational firms has in many respects intensified.

Despite increasing regional integration, trade and investment
flows between blocs remain substantial. Capitalist rivalry via in-
ternationalization has by no means disappeared.3s Capitalist com-
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petition is most visibly taking the form of imperialist rivalry at the
margins of the world economy-for example, in the struggle for
advantage in the newly-integrating regions like Cuba and lran, in
the newly-privatized state sectors of telecommunications and in-
frastructure in the South, in the often-criminal scramble over the
division of assets and markets in the 'transition economies' of East-
ern Europe, and in the struggle to pry open East Asian markets to
Western buyouts and joint ventures with the aid of IMF adjustment
packages.

Competitive Austerity and Economic Instability
Balance of payments equilibrium in capitalist economies cru-

cially depends upon unit labour costs at the prevailing exchange
rate. Any country that can combine new techniques with relatively
cheap labour will gain competitive advantage and increased pro-
duction. All countries cannot run a surplus. Trade can turn nasty,
as some countries run into balance of payments problems and stag-
nation.

Trade deficits require financing in the hope that borrowing
to get in balance will later generate the surpluses to pay off loans.
To do so requires that investments build up competitive capacity
and not be used to finance consumption. More importantly, sur-
plus countries must later go into deficit so that foreign exchange
may be earned for repayment of loans and interest. This typically
depends in deficit countries upon some mixture of devaluation and
deflation in an attempt to reduce imports while increasing exports.

These policies, however, raise their own problems. Defla-
tion reduces demand and creates unemployment, while devalua-
tion destabilizes investment although industrial capacity must be
developed to meet import substitution and export demands. The
more widespread are payments imbalances between countries, the
less likely the adjustment process can work for any single country
without damaging its economy. The repeated failures of structural
adjustment polices for developing countries have all too clearly
shown this.
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Moreover, there is a competitive incentive for other coun-

tries to match devaluation and austerity to avoid large losses. Lib-

eralization of trade and financial flows cannot be justified on the

basis of actual remedies, but by the religious faith that capital and

exchange markets are always efficient and in the long run it will all

work out.
Structural imbalances have characterized capitalism for some

time now. In the post-war period, the U.S. supplied dollar l iquidity

to the world through capital exports to finance trade imbalances.

This continued unti l the dollar became unsustainable as the hub

currency and Bretton Woods collapsed in the early 1970s.

Since the late 1970s, the IMF and the World Bank have pro-

moted financial liberalization as the mechanism to finance trade
adjustments and have used foreign exchange markets to impose

market imperatives on national economies. Yet trade imbalances
and debt loads have not cleared. Many countries, especially in

Africa, have pushed the effort to meet external obligations and to
increase exports to desperate levels of poverty and environmental
destruction. The Asian economies, which but a few months before
they became enveloped in economic crisis were being touted as the
model and locomotive of economic advance, now potentially face

the same dire consequences.
The lesson that flexible rates had the capacity to destabllize

national economies moved the world economy to more managed

rates after the Plaza and Louvre Accords of the 1980s. Through

the 1990s, fears of inflation and external instability have imposed

a quasi-fixed exchange rate system. This is especially so for the

U.S., where capital inflows have again raised the value of the U.S.

dollar out-of-synch with its trade position: yet currency devalua-

tion (or even the U.S. bringing its trade balance under control) would
potentially throw the world economy into enormous turmoil.

Hence adjustment of trade imbalances has increasingly had

to fall entirely on what the IMF calls expenditure reductions and

more flexible labour markets-austerity and unemployment. The

trade imbalances, however, remain and it is becoming quite un-
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clear, even to those favourable to this approach, how they can be
corrected and financial obligations be met without politically un-
palatable measures.

Regional and national policies for competitiveness through
high-technology have everyone trying to export more, while cut-
ting wages and social expenditures, under the discipline of portfo-
lio and direct investment financial flows. This has established an
international configuration of intense structural conflict-the in-
terdependence and rivalry of national states, the stagnation and in-
stabil i t ies of the economic system.

Liberalization of international economic activities has nei-
ther been smooth nor soundly based. It has occurred in a context
of deepening stagnation, redistribution of productive activity from
the domestic to the traded sector dominated by TNCs, and the growth
of hyper-active international financial markets. Against the one-
sided accounts of globalization generated by the World Bank, the
International Labour Organization's recent survey of world labour
conditions concludes that "the world employment situation remains
grim...there has been growing concern over the social exclusion
that is breeding."3e Far from being unique, the recent turmoil in
Asia shows just how unstable world capital ism is.

2, ConrnnsTtNc PERSpECTIvES oN GLOBALIzATIoN or lruvEsrMENT

The imbalances and precariousness of the world economy
have kept discussion of reform front and centre. It is notable that
further expansion of the world market has been persistently invoked
as a solution to both payments imbalances and national income and
employment problems. FDI figures prominently in these discussions.

Neo-liberalism, Direct Investment and the MAI
Llberalization of investment flows is defended by neo-liber-

als on a number of specific grounds, over and above the invocation
of the imperatives of globalization. A treaty to protect the gains
from open investment flows is being pursued as a necessary insti-
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tutional support to market processes that are seen as too often sub-
ject to capricious actions by states (even if these states are acting
through constitutional means and democratic mandates).

The fundamental argument, of course, is that market alloca-
tions of investment are inherently efficient and that lifting barriers
to investment flows wil l increase competit ion, and thus efficiency
and innovation. Performance requirements, protections for home
industry, incentives and the l ike that distort the 'efficient' alloca-
tion of capital, as much within states as between them, should be
dismantled.

Free markets, rather than state planners, allocate resources
best via price signals free of the distortions of regulation and screen-
ing of foreign investment (or other short-term capital f lows). For-
eign direct investment, freed from distortions and barriers, allows
industrial rationalization so that higher-productivity, more competi-
t ive firms wil l prevail and 'best-practice' technologies spread.

Liberalizing and deepening international capital markets, it
is argued, would also be equalizing internationally insofar as pro-
tected investment flows encourage and permit private lenders in
the mature economies of the North, where savings exceed invest-
ment opportunities and investments face declining returns, to lend
to the savings-constrained economies of the South or the emerging
markets of the transition economies of Europe and Asia, just be-
ginning to develop and promising higher returns on
investments.a0Profit incentives would therefore direct flows of port-
folio and direct investment from the mature economies of the rich
world to newly industrializing states and emerging markets, and
thereby contribute to global convergence of incomes through mar-
ket processes.

These alleged gains from trade and specialization should, in
their turn, be stabilizing of the world payments system in the long-
term. There is an additional, more immediate reason to favour in-
vestment liberalization. The debt burden and the instability of short-
term financial flows has made it less than prudent for countries, it
is argued, to rely on private bank lending for financial requirements.
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External financing to support the domestic growth process, and to
strengthen long-term economic capacities to innovate and trade, is
better in the form of direct investment that lengthens the payments
period and, in an open trading system, would earn foreign exchange.

Thus, neo-liberal proponents conclude: "An MAI would pro-
vide a better institutional structure with which to reflect the inter-
related and complementary nature of investment, trade, services,
intellectual property, standards setting, competition policy and re-
lated 'domestic' policies, all of which have become key determi-
nants in the international contestability of markets."4l

The argument for FDI is really the contention that unimpeded
market forces offer direct benefits to host countries. TNCs are the
source of technical and social progress in a globalized world. This
result, of course, depends upon the absence of market failures such
as externalities, research and development spread effects, non-mo-
nopolistic market structures, linked investments, and so on. All of
these types of technological and institutional capacity-building have
depended upon industrial policy-making, especially the political
capacity to enforce TNC performance requirements and to review
and even prohibit market access.

There is even less guarantee that the investment that does
take place will be of the type that addresses any kind of social and
democratic prioritizing of needs. Only in the idealized view of
TNCs, legitimate shepherds of the development process, can the
limitations that an MAI imposes be justified.

There are few grounds for claims about the global allocational
efficiency of liberalized investment flows. Instead of capital flow-
ing into long-term productive investment in the South, the debt cri-
sis of the early 1980s combined with monetarism and tax cuts in
the North to produce capital flight out of long-term lending to the
South to finance consumption and the upwards redistribution of
wealth in the developed countries of the North. Such misallocation
is in fact a more common feature of deregulated markets than neo-
classical economists concede, as investors' 'herd instincts' can lead
flows to become cumulative rather than stabilizing.
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Global capital flows have recently produced disastrous flights
of short-term and long-term capital in Mexico and EastAsia. These
forms of investor uncertainty' go far deeper than the risks of 'ex-

propriation' or 'discrimination' that MAI advocates warn. The
source of investor uncertainty lies in the asymmetries in the world
economy that have massively increased the risk (the rational basis
for the irrational growth in hedge markets, and so on) and severed
any strict relation between capital flows and allocative efficiency.
FDI raises these risks by committing in the long term a significant
portion of the payments balance to capital outflows through even-
tual prof i t  repatr iat ion. Thus, FDI may wel l  add to present
destabilizing elements in the world economy.

The second claim that l iberalization wil l be equalizing his-
torically only holds for the advanced industrial countries and fails
to explain the persistence of world inequalit ies.

More recently, the growth of FDI and liberalization of FDI
flows have coincided with increasing global inequality, including
greater impoverishment of the poorest. According to UNCTAD,
the richest 20o/o of the world's population increased its share of
world income from 69% in 1965 to 83o/o in 1990.a2 Per capita in-
come among the richest quinti le averaged 31 times that of the poor-

est; by 1990 it had reached a factor of 60.
The growing inequality during this period of liberalisization

extends to inequalities between countries and within rich and poor

countries, as well. When one considers that 98Yo of world FDI
comes from TNCs based in 23 OECD countries, and is in fact re-
invested in this zone, there is good reason to be skeptical about the
equalizing tendencies of financial liberalization, including that of
the MAI.

The 'deep integration' proposed by MAI investment liberali-
zation is, finally, likely to be destabilizing. The interaction be-
tween trade balances, national demand conditions and increasing
economies of scale from investment in advanced technologies re-

inforces patterns of relative economic strength and weakness. The
persistent world inequalities stem from this tendency, as "existing
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Tnsr-E 9
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26.40
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5 l  . 39
40.98
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3 . l 3
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r 5.58
8.20

4.7 |

4.05

5.08

6.  l0

27.85 3.09

30.53

36.20

44.64
38.03
31 .28

14.46
8.29

4.56

9.s2
6.57
4.63

Source: UNCTAD, Trade and Development Report, 1997, p. 108.

advantages are reinforced and the resulting spatial distribution of
economic activity is likely to exhibit strong divergences, leading
to increasing inequalities within and between regions."a3

The tendency is the reverse for deficit countries which are
compelled to adjust by deflating and use their price advantage in a
liberal trading environment to export their way to economic ad-
vance. But, with slow output growth, global overcapacity and the
fact that the richest and largest economy in the world capable of
absorbing imports must also begin running a surplus to pay off the
largest buildup in sovereign debt ever make this a precarious propo-
sition. The threat to transmit deflation around the world is now an
active concern, even among the backers of llberalization.*

As under the gold standard, deregulated capital flows and
bond rating agencies are the anonymous disciplinary agents enforc-
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ing deflationary regulation of economic policy. Investment liber-
alization encourages the vicious interaction of austerity and polari-

zation: it strengthens the capacity of firms to invest internationally
and, through competition to capture investment, to engage in com-
petit ive bargaining over taxes and wages (a process well under-
stood by the architects of post-war order capital controls).45

This also explains why lower wage countries in the South,
with lower labour and environmental standards, are seeking to avoid
having their 'competit ive advantages' prohibited by the inclusion
of labour and environmental standards in the WTO or the MAI. By
casting a 'chill' on government reflationary or redistributive inter-
ventions, the MAI would further enforce the fiscal austerity and
monetary tightening of the past decade around competition for in-
vestment. Indeed, as external financing in the form of private fi-
nancial flows continues to account for a significant proportion of
capital formation and to claim a larger portion of payments bal-
ances, the liberalization of investment flows will carry potentially
greater consequences as national and economies become more and
more dependent on an uncertain and competitive international situ-
ation. By entrenching investor rights and fully deregulating short-
term and long-term flows, the MAI makes the world economy more
unstable and uncertain.

Open-Economy Social Democracy
The failures of neo-liberalism have led many to become

skeptical of the panacea of globalization. However, confusion
around what medium and long-term alternatives there might be to
global neo-liberalism is equally pervasive. Just as Keynes observed
in 1933, there is a growing feeling today that-

...decadent international but individualistic capitalism...is not
a success. It is not intelligent, it is not beautiful, it is not just, it
is not virtuous-and it doesn't deliver the goods. In short, we
dislike it and we ere beginning to despise it. But when we won-
der what to put in its place, we are extremely perplexed.a6



310 CRrunorRrl Crrurne roRPortcv Almnrunrrvrs

Opposition to neo-liberal globalization is certainly building
everywhere. But what might replace it remains an exacting ques-

tion.

For one strand of left critics, globalization represents a'world
market of opportunities' in which domestic prosperity and interna-
t ional  capi ta l  mobi l i ty  are mutual ly  re inforc ing.  Hirst  and
Thompson, for example, argue that "free trade, in combination with
the management of investment, offers the best prospect for pro-
moting growth through fairer redistribution."aT Investment regula-
tions such as the UN Droft Code of Conduct on TNCs, which epito-
mize an outdated era in which TNCs were viewed as "exploiters

and a threat to national economic autonom!," need to be replaced
by a regulatory regime able to realize mutual gains from global
capital mobility. Such an accord "would avoid 'beggar-my-neigh-

bour' policies, first by governments in terms of their competitive
attempts to attract FDI, and second by firms in their attempts to try
to play one country off against another."a8

In addition to setting out the property rights of TNCs, such
an agreement would protect labour rights and working conditions,
and "recognize the rights of government to defend certain of their
legitimate national functions in respect to the economy- support
for R&D, defence considerations, balance of payments issues, etc."4e

Precisely because the tendency of international investment
to exacerbate inequalities within and between regions threatens to
undermine growth, Kozul-Wright similarly argues that "the full
benefits of international integration require a complementary and
robust framework of social agreements and constraints-including
strong nation states-to resolve problems generated in production

and to manage distributional conflicts."50
Above all else, this 'open-economy social democracy' view-

point is concerned to preserve governance functions that facilitate
accumulation within legislative frameworks of minimal social pro-

vision. It devotes little attention to strengthening the ability of
democratic authorities to constrain capital, a view that they would
no doubt charge with anachronistic "hostility" and "antagonism"
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towards TNCs, as if capitalist agencies had suddenly become merely

efficient organizations of social progress apart from the economic

stagnation and social inequalit ies that have been growing.5r

In this strategy, there is no conception of conflicting inter-

ests that involve power and struggle between the objectives of pri-

vate accumulation and of democratic provision for social need. The

revisionist naivet6 of such arguments is alarming in a period where

capital mobility and threats of capital strikes are regularly being

invoked to overturn redistributional policies. The capacity to de-

termine social priorit ies is being displaced, through trade l iberali-

zation in general and investor-protection proposals like the MAI in
particular, from democratic deliberation and coordination of eco-
nomic activities to the ability of the state to supply profit-enhanc-

ing inducements to capital ists, national and foreign, to invest and

hopefully to then be taxed. But why floors on these inducements

should not be eroded by mobile capital-especially as states com-
pete to provide competit ive investment locales, i f  there are no di-
rect constraints placed on capital- is left unexplained. This is ul-
timately the view that there are forms of 'progressive competitive-
ness' where social partnerships can be struck between workers and

capitalists, national and foreign, that advance a general interesfapart

from class divisions.

A more common Left critique is far less naive about the ob-

stacles that TNCs pose to social priorit ies that confl ict with the

logic of the market, and some of the power issues at stake. An al-

ternative investment treaty to the MAI is needed, it is argued, that

protects redistributional goals against the deterioration of public

goods and the environment from commodification and social dump-

ing. The alternative, possibly fashioned around the 1974 tlN Charter

of Economic Rights and Duties of States, would begin by recog-

nizing and protecting the sovereign right of states to regulate in-
vestment in the 'national interest'.52

Explicitly raising performance requirements for corporations
around employment, labour adjustment, and the environment would
be complemented by a tighter competition policy that restricted cor-
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porate concentration (especially via foreign acquisitions of Cana-

dian companies) and speculative activity. Although often ambigu-

ous on this point, some form of international agreement on capital

controls and profit repatriation is also often sought, as for example

in the endorsation of the Tobin Tax on currency trading. This per-

spective is clear, if not always forthright enough about where con-

temporary social democracy is placed, in the polit ical opposit ion

and mobilization necessary to install these provisions into any mul-

tilateral investment agreement.

This critique has a number of limitations, however. Strategi-

cally, social forces attempting to rein in capital are better placed to

be effective organizing on national and local levels rather than the

international level, where the political base to mobilize pressure

for constraints on capital are stronger. Politics remain principally

national rather than supranational, and, without strong national bases

of support, the scope for re-regulating capital at the international

level, and forming a wider and necessary internationalist poli t ics,

is l imited.

In the absence of national and local movements, side agree-

ments on environmental and labour standards contained in interna-

tional trade deals will remain marginal and weak protection against

the imperatives of capitalist competition and economic internation-

alization, if the NAFTA side-agreements are at all indicative.53

International solidarity and pressure for regulation is a cru-

cial and effective part of confronting globalization. But it is most

effectively organized as stemming from strong national and local

efforts to control and shape market processes. Local communities

and nation-states have historically permitted workers the means,

through struggle and political mobilization, to impose social and

political controls on the logic of capitalist accumulation, thereby im-

proving working conditions and extending some limited measure of

democracy into the economic sphere.sa As Bienefeld has noted,
...history has demonstrated the importance of the nation state as
the one arene within which it has occasionally been possible to
harness and channel the explosive but volatile and potentially de-
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structive power of the market...The absence of a plausible global
alternative implies that national controls over capital must remain

the most important immediate object of struggle.tt

International effectiveness is therefore a reflection of the

balance of social forces within local and national bases. Only un-

til significant opposition is mounted in a significant number of 1o-

cal and national settings can the balance of power be shifted.s6

However, allowing capital mobility and international com-

petitiveness to determine the value-formation process, while im-

posing performance requirements on transnationals and limits on

the downward levell ing of competit ion, contains a more basic con-

tradiction. To begin with, the internationalization of production

has provided the ammunition for the attack on national controls on

capital. With capital mobility preserved, domestic welfare goals

such as employment and redistribution can be met only to the ex-

tent competit iveness is secured.
Yet floors placed under competition by international agree-

ments wil l always be at risk in a world of massive inequalit ies and

labour surpluses. Burdened by debt or plagued with faltering com-

petit iveness, it wil l always be in the interest of some countries to

exploit their'comparative advantage' of surplus labour or lax envi-

ronmental protection. Insofar as the imperative of competitiveness

and rapid export-led growth is preserved, so is the incentive for

states to remove restrictions on competit ion, precisely in the inter-

ests of employment and income.

The threat of mobility of investment is frequently sufficient

to extract concessions from defensive workers and unions, leaving

aside the actual capacity of firms to shift production activity. Fa-

cilitating the expansion of production on an international scale pre-

serves the external orientation of national economies, maintains

the dependence of national economies on private decision-making,

and sustains the terrain of operation from which capital can whipsaw

governments and labour forces.
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3 Bryoruo THE MAI

After two decades of freer markets and policies, neo-liberal

globalization continues to strip away the limited stabilizing and

redistributive structures of state regulation built up over the post-

war period, without constructing any stable institutional order in

its place. This threatens to reinforce and aggravate the relationship

between greater inequality, slower growth, and financial instabil-

i ty. Far from being inevitable or desirable, therefore, global

neoliberalism is looking increasingly unsustainable economically,

socially, and environmentally.

The deep-seated contradictions of the present volatile and
polarized world economy point to the need to encompass opposi-

tion to the MAI within a broader strategy of confronting globalism.

The ability to impose performance requirements on TNCs will be

of limited value in reversing the downward pressures of globaliza-

tion if they must be restricted to measures promoting competitive-
ness: labour standards enshrined at the international level will be

weak if states and firms-and workers themselves-are under con-

stant pressure to ignore them.

Entrenching property and mobility rights for corporations

undermines labour and other groups, not by weakening the state,

but by diminishing the political space from which to impose demo-

cratic priorities on capital. Globalization, even in the shape of the

MAI, is not so much a threat to state sovereignty as it is to popular

sovereignty in the form of substantive capacities to democratically

coordinate economic activities and enforce egalitarian measures.

For this reason, the restructuring of the state in response to the in-

ternationalization of capital, the problem of envisaging and pursu-

ing a more democratic state is more pressing than ever, if we are to

break the impasse of seeking international guarantees for regula-

tory powers that political 6ltes and capitalist classes are doing their

utmost to rid themselves of.

Expanding the scale of democracy will require reimposing

controls on capital, redirecting production, re-establishing the cred-
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ibility of public ownership, reversing the polartzation of work and
income, and fashioning institutions and industrial strategies to de-
velop workers' skills and democratic capabilities.

At present, it is difficult to envisage institutions existing at
the international level that might be capable of subordinating capi-
talist power to democratic decision-making apart from strong local
and national movements.5T The construction of these institutions is
daunting. Yet market liberalization measures like the MAI that
continue to strengthen unaccountable private power have placed
the building of democratic institutions adequate to a more egalitar-
ian and sustainable society more firmly on the agenda.
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