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CHAPTER 1

An American Crisis; A Global Recession

Since the end of the Second World War, the USA has been the dominant
capitalist country in the international system. It has been central to the
expansion of businesses into new markets and into new territories. While
America has relied upon incentives, it also has at its disposal the most
advanced military in the world to ensure the stability of the capitalist
system. During the financial crisis of 2008, the USA was the source of
crises, with the financial contagion spreading to the rest of the global
economy. Since then, this superpower has been mired in poor economic
growth with its political system seemingly unable to contend with these
new problems. A relatively minor crisis in the American housing market
has had far-reaching and dire ramifications in seeming unrelated parts of
the world. The problems quickly spread to the Eurozone, which could
soon be on the verge of collapse due to a series of sovereign debt crises.
Even in East Asia, China has taken measures to ensure the continuity of
its regime and the country’s continued economic growth. The recession
has highlighted that capitalism is a global system that interconnects dis-
parate countries and peoples. And yet after all these difficulties with mas-
sive unemployment and an increase in poverty, reform of the financial
system remains tentative and difficult. The costs of the crisis are borne
by some of the poorest people, while investors and corporations receive
tax cuts and government bailouts. Even the USA, the largest economy
in the world, seemed unable to mitigate the effects of the recession.

The purpose of this book will be twofold: first, to explain the historical
development of the financial system as a political project that conditions
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the response of political leaders to the Great Recession that began in
2007. Contrary to the Great Depression where a series of new domes-
tic and institutional arrangements have been put in place, the outcome
of the Great Recession was to reinforce the international status quo, with
America remaining dominant (Helleiner 2014). While the power and
influence of the financial industry is a contributing factor, there are far
more complicated reasons for the inaction. In each region, the responses
to the recession have been inhibited by the limitations of institutional
arrangements dictating a series of policies, on the one hand, and pressure
from financial markets and the financial industry to maintain the financial-
ization of the system, on the other. In the immediate wake of the crisis,
there was considerable political will to reshape the international financial
system, but as the immediacy faded, orthodoxy remained, despite years of
tepid economic growth in most OECD countries.

Secondly, and most critically, this book will intervene in a debate on
the future of American hegemony. The response of the USA to the crisis
has developed a contradiction: the main threat to American hegemony is
not from the global capitalist system, nor from foreign competitors, but
its political system. Since the Second World War, the USA has been the
hegemon of the international capitalist system—promoting free trade,
market liberalism and a central player in many international institutions.
Polarization is common in American politics. The American public is
divided on a wide array of social and economic issues: whether the state
should promote school prayer, women’s access to abortion, the role of
government in health care and same-sex marriage. While each of these
issues is significant in their own right, they have not had global ramifica-
tions. Since the onset of the Great Recession conflict has expanded into
areas that were previously non-politicized or where there was cross-party
consensus. With an increasingly ideologically divided Congress, the rise
of the Tea Party, and the success of Donald Trump in 2016, Americans
are now seriously debating whether the USA should remain committed to
global free trade and open markets, and whether America should continue
to maintain its role in institutions like NATO (the North Atlantic Treaty
Organization). However, despite the politics, the USA currently has low
unemployment, decreasing budget deficits and a booming stock market.
Compared to other countries, the USA has come out the Great Recession
in a stronger position than its major contenders. My analysis is not that
America lacks the economic resources or policy tools to manage contra-
dictions in capitalism or international crisis, but, the crisis has shown the
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American political system is becoming increasingly unwilling due to poli-
tics. To put the overall thesis of this book succinctly, the greatest threat to
American hegemony and the stability of global capitalism in the twenty-
first century is America.

I will also provide an analysis of the major challengers on an interna-
tional stage to American hegemony in order to show that they suffer from
significant institutional, political and economic problems. In Europe, the
institutional framework of the EU and the Euro has constrained both
wealthier northern countries and the economically weak south. While the
economic crisis in Southern European countries is abated through loans,
along with austerity measures, politically, there is little popular will to
increase the political unity of Europe. On the contrary, years of recession, a
migration crisis from the Middle East and the rise of right-wing nationalist
parties have made many Europeans far more sceptical of “Project Europe”.
The Recession has shown the fissures within the European Union, along
geographic lines. In 2016, Britain voted for a “Brexit” from the European
Union, and while the details have yet to be worked out, this is a worrying
sign for future integration in Europe. It continues to be unlikely Europe
will be able to seriously contend with the USA as a unified global super-
power in the near future.

The other major contender that many expect to compete with the
USA is one of its largest trading partners: China. While the country has
experienced a dramatic economic transformation since it began opening
in the late 1970s, China now faces a series of new problems as it tries
to move from a middle-income country and “go global” (Shambaugh
2013). Certainly, the rapid development of China and other countries
such as India and Brazil represents a shift in regional power towards
these new, growing economies, but as of yet they lack the military
or economic capacity to challenge the USA as a dominant actor on a
global stage (Christensen and Xing 2016). China faces a series of eco-
nomic, social, demographic and political problems that have under-
mined the optimism about its ascendency as a Superpower. The driving
force behind China’s policy prior to and during the recession has
been due to its demographics. China must keep its economy growing
in order for the regime to keep its legitimacy, thus it has kept buying
American and even European debt to ensure global economic stability.
Yet, there remain numerous questions about China’s long-term stability
and capacity for economic growth. Its domestic housing sector is over-
valued in certain markets, while its stock market crashed in mid-2015
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and has yet to recover. Furthermore, there are numerous social factors
that could undermine its stability, including its ageing population plac-
ing pressure on the state, its demographic disparity between men and
women due to China’s One Child Policy, and dramatic unrest among
its working population. Institutionally, the capacity of the Chinese
Communist Party to maintain its control over the country is the case a
protracted recession remains an open question, but at least several years
on, it appears premature to suggest China has the capabilities to match,
or overtake, the USA.

In the wake of crisis, there have been two major schools of thought
on the future of the USA as the dominant country in the global capital-
ist system. The first group of so-called declinists, which include Zakaria
(2009), Ferguson (2011), Friedman and Mandelbaum (2012), Bremmer
(2012), Panitch and Gindin (2012), argue that American power is in
relative or absolute decline, either due to foreign competitors or due to
contradictions in capitalism. The “anti-declinist” group, which include
Helleiner (2014), Vermeiren (2014), Prasad (2014) argue that America’s
decline is overstated. The USA remains a politically stable, economically
affluent and militarily dominant country despite the recent protracted
recession. While this book firmly belongs in the anti-declinist school of
thought, it makes a significant observation that differs from the other
scholars by examining the role of domestic politics on the long-term
prospects of American hegemony.

The book will balance a comprehensive overview of the changes in the
international economy since the recession with the domestic policies of
each major region. It will provide an analysis of the globalization of the
international economy: how global finance in particular no longer has
political boundaries, but is transnational in scope. This book will evalu-
ate how each region has responded to the crisis and offer some criticisms
and policy suggestions based on what has been successful and where
there have been failures.

I will rely on a series of distinct literature throughout this book that
will help to examine the global economy as a whole and the domes-
tic factors in each case study, borrowing much from the International
Political Economy and Comparative Political Economy literature. In
Chaps. 3 and 4, I will assess the problems in international capitalism
that started just prior to the Great Depression, as well as the major reor-
ganization of the international system that occurred after the Second
World War. The interwar period was the most recent time there was a
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hegemonic vacuum in global politics. Britain had declined as a Great
Power, and the USA was constrained by domestic institutions which
prevented it from participating in European affairs and in the League of
Nations. Then, I will evaluate the major economic and geopolitical con-
flicts of the Cold War, including the Korean and Vietnam wars. From
there in Chap. 2, I will examine the origins of the decline of the Bretton
Woods system of capital control and the rise of the neoliberalism in the
1980s. It will also outline the origins of the globalization of finance in
the 1970s, which accelerated during the 1980s and 1990s. It will briefly
discuss the periodic crisis caused by the financialization of the system,
such as the peso crisis, the Southeast Asian crisis and the dot-com bub-
ble. This will be followed by a discussion of the opening of the Chinese
economy, and the collapse of the Soviet Union. By the 1990s, America
was the lone superpower and neoliberal capitalism was popularized as
the only path to economic prosperity.

In the year 2000, America was booming, China had joined the
World Trade Organization, and countries in Europe adopted the Euro.
However, shortly after the terrorist attacks of September 11th, 2001,
problems started to arise. The USA began to accumulate massive deficits
in the War on Terror, provided by Chinese financing. Countries opposed
the US war in Iraq. Yet, the global economy for the most prospered due
to low inflation, high growth, fuelled by debt, and cheap borrowing. By
2007, the USA entered a recession due to collapsing housing prices. By
the summer of 2008, firms such as Bear Sterns and Lehman Brothers
began to show signs of trouble. In September 2008, the US government
decided to let Lehman Brothers fail, leading to a massive crisis in the
global financial system. I will spend time discussing the causes of the crisis
and the ramifications of it for the USA, the Eurozone and China. Initially
governments throughout the G20 united in a coordinated response to
the crisis, introducing stimulus packages and targeted bailouts. After the
worst of the crisis abated, the response of each region began to differ in
policies towards the recession.

The approach I will use recognizes that capitalism is a systemic and
totalizing force, but that it must be discussed in its historical context to be
appropriately understood. It is even more pertinent at this time when capi-
talism is in crisis and the developed world is mired in recession. Moreover,
this section will reference the mainstream International Relations (IR),
Comparative Political Economy (CPE) and the International Political
Economy (IRE) literature. Scholars in mainstream IR often argue the
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America promotes international stability, free markets and political liberal-
ism; it is often viewed as benevolent, progressive and necessary in global
politics.! IPE often integrates production and the capitalist system in their
analysis, but shares a number of assumptions with IR, emphasizing the
actions of the US government as the main agent that spreads capitalism.?
The focus of these chapters will be a re-examination of the USA using
Marxian analysis as a theoretical guide.

Chapter 4 will examine the Eurozone crisis and its ramifications for
Europe’s place as a potential competing superpower. The economic crisis
has led to a series of bailouts from national governments. Since 2008,
there has been a considerable increase in sovereign debt in the PIIGS
(Portugal, Italy, Ireland, Greece and Spain). Prior to the recession, many
of these economies could borrow cheaply, but now international con-
fidence has turned against them. Although the crisis is economic, the
limitations of the Euro limit the policy responses from national govern-
ments. Essentially, the PIIGS must undergo painful austerity measures as
a condition of bailouts rather than lowering the price of their currency or
inflating their way out of debt. The problems with Eurozone are institu-
tional. Though there are methods to overcome the crisis, they are com-
plicated by the institutional structure of the EU.

The 2008 financial crisis and the subsequent recession have highlighted
the problems associated with trying to develop a common currency for
a region as varied as the Eurozone. The 17 countries that use the Euro
are bound by treaty commitments to abide by the policies set out by the
European Central Bank (ECB), which sets interest rates for the Eurozone.
Nonetheless, a true fiscal union does not exist between EU member-states.
Guidelines do exist to limit overall debt-to-GDP ratios and curtail annual
deficit spending, but the enforcement mechanism for these rules is weak,
and is often disregarded by the more powerful countries in the EU.3 At
the national level, each country sets its own budget, allocates its resources
according to its own priorities and accumulates its own sovereign debt. This
has led to high degree of incoherence in European policy, as well as sparking
a crisis between prudent northern European countries and the spendthrift
south. In contrast their northern counterparts, Mediterranean governments
chose to borrow cheaply using the favourable interest rates that they gained
through the adoption of the Euro.

As a result of this borrowing and the crisis, a major sovereign debt crisis
has occurred in Portugal, Italy, Ireland Greece and Spain (PIIGS), all of
which, with the exception of Ireland, accumulated high levels of debt in
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the years prior to 2008. So far, it is the Greek economy that has teetered
closest to a full default, reaching an unsustainable 140% debt-to-GDP ratio
in 2011.* Financial markets, sensing that Greece is unable to carry such a
large debt given the size of its economy fled Greek bonds, driving up bor-
rowing costs. In response, Germany, France and the IMF have provided
ad hoc bailouts through the European Financial Stability Facility (EESF)
in order to prevent a default that could undermine the Euro and lead to
a broader crisis in the Eurozone. But despite receiving billions of Euros
in aid, Greek 10 year bond yields remain high, indicating a low degree of
investor confidence in Greece’s long-term economic prospects.’ This is
partially due to the unpopularity of the austerity measures demanded by
Germans in return for bailouts. The situation has deteriorated to the point
where German and French leaders have started to openly discuss the pos-
sibility of an orderly default, in recognition that Greece is too deeply in
debt to ever pay back investors. The lack of central control over fiscal policy
has led to disparate responses to the crisis. The wealthy countries of the
north do not want to burden their citizens with supranationalizing the debt
through the extensive use of Eurobonds, nor do they want to lower the
debt burdens through inflationary policies. Thus, growth remains anaemic
and periodic bailouts remain the orthodox policy due to the institutional
limitations of the Euro.

To compound the problems, a variety of nationalist movements
across Europe have gained popularity. Countries like Austria, Hungary
and Poland have experienced a dramatic increase in the support for par-
ties that promote nationalist or neo-fascist agendas. Even in France—a
country at the hub of the European project—support for the National
Front has increased both due the economic problems associated with the
Great Recession and domestic racial tensions along with terrorist attacks.
Similarly, in Britain, the Conservatives party made a promise to hold a
referendum on its continued role in the European Union as a method to
appease supporters of the United Kingdom Independence Party (UKIP).
When the referendum was held, the exit side narrowly pulled oft a vic-
tory and will have to negotiate some form of an exit from the EU. While
Britain has a history of Euroscepticism, this trend appears to be occur-
ring across Europe, undermining the EU’s unity and capabilities should
another economic crisis occur.

The next chapter will continue by discussing the role of China.
Although out of all the major regions China appears to have come out
of the recession with few economic problems, underlying a seemingly
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assertive China is a self-conscious regime and a highly corrupt politi-
cal and economic system. China has gone through 30 years of integra-
tion into the international economic system. It is now a hub of low-cost
manufacturing for American companies. Many were expecting the reces-
sion to be the start of a newly assertive China emerging on the inter-
national scene. Indeed, it seemed the twenty-first century would belong
to China. However, the regime has only participated in incremental
domestic and international reforms. The central issue limiting China’s
advance is demographic. The regime must keep economic growth for
fear a legitimacy crisis due to poor economic growth. The Chinese econ-
omy must absorb 30 million new workers every year into its major cities.
Also, leading up to the recession China’s relatively poor social security
system means workers save a large portion of their income, leading to
lower global interest rates. These factors prevent China from undergoing
substantive economic reforms. It has to keep investing in American debt
for fear that lower American consumption will negatively impact Chinese
job growth. The nearly two trillion of debt owned by China has limited
its policy options. If it tries to sell off its assets slowly, it will undermine
confidence in the remaining US debt the Chinese government holds.
Furthermore, any major recession in the USA will lower American con-
sumption of Chinese-made goods. China’s financial system and labour
market is now dependent on US growth and economic stability.
Moreover, despite considerable improvements in living standards,
China remains a poor country that must grapple with a range of domes-
tic and regional challenges before it can hope to compete with America
for pre-eminence. Yet again, China’s difficulties are mainly demographic.
Even after two decades of exponential growth, the Chinese economy is
still less than one-third of the size of its American counterpart,® despite
the fact that China’s population is over four times larger than that of the
USA. In China, domestic challenges have taken the form of a series of
social pathologies that include rampant inequality, a greying population
and an unbalanced gender ratio. Even though China has had an impres-
sive level of economic growth in recent years, it must be kept in mind
that, despite its growing prosperity, it is still a very poor country. Much
of the population has been untouched by its rapid economic develop-
ment. The bulk of China’s workforce remains poor, especially in the
countryside. In fact, the high level of economic inequality between
rural and urban workers has led to concern that the Chinese economy
is becoming “Latin Americanized”, or extremely economically unequal.
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Given the depth of these problems, it is unclear whether the government
has the political or economic resources to deal with any or all of these
issues.

Chapter 6 will change pace and build upon the earlier chapters by
examining the response to the recession and the political polarization in
the USA. I will provide an account of America’s government structure
and political culture. I will also discuss how its foreign policy has been
motivated by both geopolitical threats and the interests of corporations
and financial institutions. With the rise of neoliberalism in the 1970s,
financial markets and corporations emerged as a major transnational force
in the international system that overcame the boundaries and regula-
tory limitations of most nation-states. Most of the time, the relationship
between the US government and global finance has been cooperative.
In the 1980s and 1990s, the American government often yielded to the
demands of finance capital by providing bailouts to prevent a broader sys-
temic crisis in capitalism.

This chapter will continue the discussion of the American reaction to
the terrorist attacks of September 11th, 2001, the resulting wars in Iraq
and Afghanistan, and the after effects of the 2008 financial crisis. There
were tensions between the American state, corporations, and financial
markets due to the war in Iraq and the financial crisis. The subsequent
Great Recession of the late 2000s was experienced differently in the USA,
the EU and China due to the unevenness of the global capitalist system.
Initially, President Barack Obama brought the promise of substantial
change in the USA from the previous administration of George W. Bush.
Yet very little has changed. The Obama Administration did not substan-
tially regulated finance capital—if it is even possible for a single state to do
so—nor has he radically altered US military policy in the Middle East and
other regions. Global finance has shown throughout the global economy
that it has the ability to condition the response of countries, punishing
those that act contrary to the demands of investors.

While it is too soon to see the long-term economic ramifications of the
recession on the USA, this crisis does show that America is under many con-
straints and suffers limitations due to its political system. America can benefit
from the development international capitalism, particularly in the financiali-
zation of the system, but it can also be punished by financial markets. In
the post 2008 election, the Democrats had control of the Whitehouse and
Congress. Although Obama passed a bailout package, both Republican
opposition and the Tea Party began to limit the policy options available. In
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the wake of 2010 midterms, the Republicans are in control the House of
Representatives, with a sizable portion of the caucus part of the Tea Party.
The opposition from the House has prevented major policy initiatives
from the Obama administration. Republican opposition has almost led to
another global financial crisis. In the summer of 2011, the USA nearly went
into default on its debt, due to the inability of the government to agree to
raise the debt ceiling. This chapter will highlight the polarization of the
American political system as the main reason reform of the financial sys-
tem is unlikely to be substantive. It will also discuss the subsequent rise
of Republican presidential candidate Donald Trump and the right-wing
populist backlash against the Republican and Democratic establish-
ment. Rather than a political exception, Trump represents a rejection of
America’s role as hegemon and the USAs’ continued support for the very
institutions that are the cornerstone of the international world order.

The final chapter will discuss the consequences of inaction, polariza-
tion and anger by providing a series of prescriptions. The liberalization of
the financial system has led to a protracted economic crisis in America and
the Eurozone, and even China’s economic system shows signs of troubles.
Despite some stability in the global economy, the recovery remains fragile
and any number of issues could lead to another crisis. Political polariza-
tion in the USA could lead to series of bank failures, or America could sim-
ply default on its debt, leading to a global economic catastrophe. Trump’s
presidency could undermine long-standing institutions, like NAFTA and
NATO. The Eurozone is far from stable—a sovereign default of Italy or
Spain could have far-reaching consequences. As well, China’s economic
system is rife with corruption and favouritism. There have been widespread
fears of a housing bubble in major cities that could undermine China’s
economic growth and political stability. Any of these issues, or indeed all of
them, could jeopardize the stability of the global economy and make a pro-
tracted economic slump into a much longer and more serious depression.

This, however, does not have to be the case. There are reforms that
could be undertaken—some simple others more serious—that could
prevent another crisis from occurring. In the USA, political reforms of
its electoral system and the regulation of campaign finance could lessen
the effects of polarization. A US government not limited by factional
infighting could provide leadership to reform its financial sector and
potentially global economic system. In Europe, countries either have to
supranationalize, providing more fiscal authority to the EU or radically
reform the member-states tied to the Euro. As is, the forced austerity
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measures as part of the conditions for periodic bailouts are having delete-
rious effects on both the economies of Europe’s south and their political
stability. China’s demographic problems are more structural and difficult
from a policy perspective, but the negative effects of can be ameliorated.
First, its economy needs further reform. The nexus between state-owned
enterprises and the Communist Party has led to widespread corruption,
there needs to be a clearer separation between business and the govern-
ment. Also, China’s government could provide more services to the poor
though changes to its social insurance system. Although it would be
expensive, it would lessen the discrepancy between rich and power and
lower the savings rate since many in China have to provide for their old
age and medical bills. Obviously some political reform would be desir-
able, but as of yet, it remains improbable compared to other, more read-
ily achievable policies.

There are several overall goals for this book. First, my work will con-
tribute to a growing body of the literature on the Great Recession.
However, where this book differs is that it offers a broader examina-
tion of the crisis. My examination will not just look at institutions, but
on the politics that can either challenge or underwrite the very institu-
tions that keep global order. Also, I will examine the complex intersec-
tions of a variety of approaches. I will appropriate the critical literature to
examine the global economy as a whole, but from there I will delve into
the literature on polarization to evaluate the American case, the institu-
tional literature for the Eurozone and work on demographics in China.
Capitalism is a decentralized system of accumulation that breaks down
spatial and political boundaries in search of profit, but along the way it
has to deal with domestic, contingent factors.” So while it would be sim-
pler to focus on the political apparatus or on the capitalist system, each
side represents two interlinked determinants.
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CHAPTER 2

The Great Wars and the Post-war Consensus
1914-1979

Throughout the twentieth century, there have been contradictions in
capitalism that have reached the point of crisis. This chapter will exam-
ine the historical determinants behind the Great Depression in the 1930s,
the period of stagflation during the 1970s and the Great Recession that
began in 2008. This chapter will set the stage by discussing the founda-
tions of American hegemony and the establishment and collapse of the
Bretton Woods system of finance. It will begin by discussing the economic
and political chaos of the post-WWI era. A remarkable feature of the time
was the political unwillingness of the USA to play a key role in European
affairs, particularly in the League of Nations after the First World War. The
failures of the interwar years are many: a global depression and the failure
of the USA and European powers to prevent another catastrophic global
conflict. In the wake of the worst war in human history, the USA along
with its allies forged a new economic and political order—the Bretton
Woods system which regulated the flows of finance and promoted free
trade and open markets. However, as I will elaborate upon in greater
detail by the late 1960s, contradictions began to arise in the post-war con-
sensus. By the 1970s, the Bretton Woods system began to be dismantled
by the USA before being fully rejected in the Reagan-Thatcher era. This
chapter will conclude just prior to election of Margaret Thatcher in Britain
1979 and Ronald Reagan as US President in 1980 and the ramifications
of their election will be explored in more detail in Chap. 3.

A goal of these next two chapters is to show how events cannot be
abstracted from their historical and social context. For example, the
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recent recession has far-reaching historical roots, dating back to policy
decisions made by President Roosevelt during the 1930s. Although
these chapters place emphasis on the USA, they will also discuss trans-
formations in the broader global system. I will examine how changes in
capitalism can, at times, emerge gradually before leading to a broader
transformation in the entire system, most recently evident in the rise of
neoliberalism in the late 1970s and early 1980s. Although neoliberal-
ism is often attributed to the policies of Margaret Thatcher and Ronald
Reagan, as I will show, quantitative changes had begun to occur by the
late 1960s in the capitalist system, leading to experimentation in places
like Chile. The qualitative global transformation to neoliberalism did not
occur suddenly, but took nearly 20 years to become orthodox in most
Western countries. Even still, there remains a great deal of tension both
within and between governments over economic policy and distribution.

Technological changes also had an impact on the political and social
changes that occurred due to major innovations in production and
finance, such as air transportation technology and the Internet. At the
same time, these innovations are not always progressive, but can lead
to new forms of opposition in the system, such as global terrorist net-
works like Al-Qaeda. These technological advances have linked govern-
ments and economies together at a historically unprecedented level.
Furthermore, a fundamental methodological distinction of this analysis
is its focus on determinants rather than absolute causes of processes. It
avoids generalizations that abstract phenomena from their history and
context and will discuss concepts as open-ended, requiring contextualiza-
tion to understand their meaning.

LESSONS FROM THE GREAT DEPRESSION

This section will outline the contradiction in capitalism that occurred in
the 1930s, and the inadequate response of the USA to manage the ensu-
ing crisis. This was a period of a high degree of international instability
due to the recent experience of the First World War. Although the USA
was a major economic power, it had not yet become the hegemon of the
capitalist system, but instead had an ad hoc role in managing periodic eco-
nomic and political crises. Also European countries had become reliant on
American loans to ensure their economic stability. Without financing from
the USA, the German government was unable to pay its reparations. When
the crisis hit, the reluctance of Washington to properly mitigate the crisis,
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the limitations of the gold standard, as well as an already weakened global
economy led to a decade-long depression.

One of the determining factors of the depression was the inability of
a potentially hegemonic country, the USA, to organize a coordinated
response to a crisis in capitalism. The “victors” of the First World War,
France and Britain, were economically bankrupt having spent most of
their resources fighting the Central Powers.! Moreover, the war left Russia
in the middle of a civil war. Two defeated empires, Austria-Hungary and
the Ottoman Empire, were partitioned along national lines into a series
of new countries. For the Germans, the Treaty of Versailles required
financial reparation payments (although under relatively flexible terms),
as well as recognition that the Central Powers caused the conflict.? The
only state that could reorganize the system and take a hegemonic posi-
tion was the USA. Due to the massive costs of the First World War for
Britain, America had become the international financial hub of the global
economy as well as its main lender.> The USA had the potential to take
over the role of Britain as hegemon of the capitalist system. Germany
defaulted on repaying its reparations in 1924 leading to hyperinflation.
In response, Washington took a leadership role providing loans through
the Dawes Plan. Republicans in the USA were sceptical about intervening
in European affairs, having previously prevented America’s entrance into
the League of Nations. However, the economic hardship in the heart of
Europe, the Americans provided access to financial assets so that Germany
could repay its debts to Britain and France, which helped alleviate post-
war tensions. This had two significant economic and political implications
for the interwar years: it provided the Germans a period of stability, and it
made European prosperity dependent upon the American economy. Thus,
when the USA entered a period of crisis in 1929, it had repercussions
throughout Europe and the global economy.

In the 1920s, there was a large amount of speculation on Wall Street
as many Americans borrowed money in order to invest in the booming
stock market. By 1928, the American Federal Reserve recognized that
the stock market was crowding out investment in other productive areas
and decided to raise interest rates to stem bank loans.* In October 1929,
the speculative bubble burst. In two days, the stock market lost nearly
30% of its value.> Many investors could no longer repay their bank loans
due to the abrupt decline. But rather than a minor downturn, the stock
market did not rebound to its pre-1929 level until the early 1950s.
Banks were over-leveraged due to the generous loans they provided,
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partially to the German government, and could not pay back their depos-
its.” This resulted in a series of bank runs throughout the USA as citizens
worried their savings would be lost due to the collapsing banking system.
The liquidity crunch made it difficult for both businesses and individu-
als to obtain loans, leading to a dramatic decline in employment as the
demand for goods and agricultural products collapsed.® Unemployment
increased dramatically from 3% in 1929 to 25% by the end of 1930.°
With the entire American economy on the verge of collapse, the US gov-
ernment under the Republican Herbert Hoover started to intervene in
order to alleviate the crisis.

However, the policies of the American government worsened an
already precarious economic situation. In response to the banking crisis,
the Federal Reserve cut interest rates, but this proved to be an inadequate
measure to stem bank failures.!® The banking system was already far too
weakened for a reduction of interest rates alone to resolve the crisis. In
1930 and 1931, the American government could not prevent them from
failing, with over 900 banks closing in total at a loss of billions of dollars
of deposits.!! The problem became cyclical: as banks failed, people lost
their faith in the financial system, and as people were no longer willing
to deposit in banks the situation further deteriorated. Moreover, federal
government spending remained constant—there was no fiscal stimulus
in order to counteract the collapse in demand and purchasing power,
nor bailouts of major financial institutions.!> To make the situation even
worse, in 1930, Congress enacted a series of taxes on imported goods
with the Smoot-Hawley Tariff Act.!® This was intended to bolster the
domestic market, but the tarifts closed off markets for American exports
as countries retaliated by increasing their own tariffs. Both as a result of
the collapse in demand and new tariffs, world trade collapsed from $5.3
billion in 1929 to $1.3 billion by 1933 (figures in 1933 US dollars).!*
The failure of the Federal Reserve and the US government to respond
appropriately to the crisis led a downturn on Wall Street to become a
widespread global depression.

Another major determinant of the depression was the gold standard,
which proved to be a major constraint on government spending. The
inflation that followed the First World War led France, the USA, Germany
and the UK to return to the gold in order to provide financial stability.!
Germany in particular had experienced a period of hyperinflation after
the First World War due to the inability of its government to pay its war
reparations. By fixing the value of a currency to gold, the system heavily
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restricted the growth in the money supply by allowing domestic and
foreign investors to transfer their money to gold.!® During the interwar
years, investors had the ability to undermine a country’s financial system if
a government tried to devalue its currency or undertook long-term defi-
cit spending. The gold standard led to competition between countries as
investors could easily move their assets due to the international acceptance
of gold.!” After the Wall Street crash and subsequent bank failures, the
gold standard ended up being a major contributor to deflation. It pre-
vented governments from injecting liquidity in order to prevent bank fail-
ures or using protracted deficit spending in order to shore up demand.
But more importantly, the gold standard prevented governments from
coordinating economic policy and contributed to rising international ten-
sion brought on by the depression.

The gold standard proved to be significant—it restricted governments
intervention in the economy and a determinant of the depression. By the
late 1920s, there had been a substantial increase in economic inequality in
the USA. After the war, it became politically difficult to tax the wealthy,
and the gold standard made it impossible for countries to engage in defi-
cit spending to promote economic equality. By 1929, the top 1% owned
30% of all household wealth, a level that was not reached again until the
1990s.!8 Unlike Britain during the pre-war period, the US government
refused to take a leadership role to coordinate countries to alleviate the
depression. The USA undermined economic cooperation by introduc-
ing tariffs in order to protect domestic industries. America’s trading
partners responded by enacting a series of “beggar-thy-neighbour” poli-
cies to promote their own industries, undermining global free trade and
global economic growth. Internationally, America was willing to finance
loans to Europe as long as its own economy was growing, but when the
depression hit the entire system collapsed. The Germans depended upon
American financing in order to finance their post-WWTI reparation pay-
ments through the Dawes Plan.!” By cutting off the money, the crisis
to Europe. In Germany, this led to a massive economic depression with
unemployment reaching over 25% and GDP contracting by nearly 30% by
1932.20 The depression fuelled the rise of radicalism throughout the West
and contributed to the rise of Adolf Hitler’s Nazi Party to power in 1933.

In the USA, the depression led to the election of Franklin Roosevelt
in 1932 with the support of labour unions, farmers, Southern whites and
minorities. Roosevelt promised to reinvigorate the economy and provide
relief for the unemployed. His administration began the New Deal which
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introduced a series of social programs and industrial planning through
the National Recovery Act, and the Wagner Act which promoted unioni-
zation.?! Roosevelt was sympathetic to the plight of the working class
and the poor. However, his administration faced opposition from corpo-
rate and financial interests:

the growth of (noncompany) unions threatened capitalist prerogatives
in the workplace, and the disproportionate expansion of industrial as
opposed to craft unions united broader sectors of industrial labour than at
any previous period in U.S. history. Capitalists (with very few exceptions)
regarded all of this as threatening and believed that the federal government
was encouraging labour... whose results were not fully predictable or nec-
essarily controllable.??

American investors and corporate owners were worried about the amount
of power unions gained from Roosevelt’s government, fearing that it
would undermine profitability and challenge private property. Under
Roosevelt’s tenure, unions took an unprecedented amount of power in
collective bargaining. Furthermore, the social programs introduced by
Roosevelt expanded the role of government in the economy, providing
old-age pensions, unemployment relief, infrastructure projects, and farm
subsidies.?® The federal government tried to combat the deflationary spi-
ral of the Great Depression through job creation programs. Despite the
opposition from a variety of capitalists, Roosevelt began to reorganize the
American economy in order to decrease economic inequality and lower
unemployment through the creation of a welfare system.

Much to the disappointment of domestic and international financi-
ers, Congress passed legislation to regulate the American financial sys-
tem. In order to prevent further bankruptcies, the Glass-Steagall Act of
1933 was signed into law. The act founded the Federal Deposit Insurance
Corporation (FDIC)—this was intended to return confidence to the bank-
ing system through a government guarantee that deposits would be safe.?*
More consequentially, the Act put in place a firm legal barrier between
commercial and investment banking.?> Commercial banks were restricted
to day-to-day banking, small loans and mortgages while investment
banks could trade stocks and bonds. The general purpose was to limit the
exposure of people’s savings—now insured by the government—from
the fluctuations of the stock market.?® It prevented bankers from using
higher interest rates to attract deposits, and then using that money to
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invest in risky business ventures. Roosevelt also started to introduce incen-
tives to increase home ownership by insuring mortgages for people with
low down payments (though this program was only available to whites),
which was later turned into a formal institution the Federal National
Mortgage Association or Fannie Mae.?” Roosevelt’s reforms meant nearly
every aspect of the financial system had some form of government over-
sight, whether in the form of insurance or regulation. In order to enforce
these regulations, the federal government established the Securities and
Exchange Commission (SEC) to ensure that corporations followed the
new laws to give accurate information to investors. The overall aim of the
new legislation was to prevent problems related to the Great Depression
from recurring and to restore confidence in the economy.

Many industrialists and investors worried that capitalism itself would
soon be threatened by the “radical” reforms of the Roosevelt administra-
tion.?® Initially, the New Deal was met with resentment from moneyed
interests in America, to the point of tentatively plotting his overthrow in a
failed coup attempt to replace the president with Major General Smedley
Butler.?? Yet Roosevelt was far from a revolutionary even by the stand-
ards of the era. Countries throughout Europe were becoming even more
extreme, either adopting fascism or communism. Roosevelt’s New Deal
was a reformist attempt to preserve and regulate American capitalism in
order to save the system by preventing the radicalization of the working
class and the poor. Regardless of the policies that empowered the work-
ing class, Roosevelt was still constrained by the American political and
economic system. During the early phases of the New Deal, the Supreme
Court ruled that several programs, such as the National Recovery
Act, were unconstitutional, and after 1938 a conservative coalition of
Republicans and Democrats held the majority of seats in Congress.3?
Moreover, due to the inability of the USA to coordinate with Britain and
France, even the widespread abandonment of the gold standard between
1933 and 1936 did little to strengthen the global economy.3! Roosevelt’s
financial reforms were intended to return confidence to the free market
rather than alter its role. Though the New Deal may have seemed radi-
cal by the standards of the USA in the 1930s, Roosevelt’s policies offered
only incremental change to deal with the economic hardships brought on
by the Great Depression.

In the area of fiscal policy, the New Deal did not offer the stimulus
required to deal with unemployment or to stabilize the financial sys-
tem. In 1932, Roosevelt had campaigned calling for “the one sound



20  B.TOZZO

foundation of permanent economic recovery—a complete and honest
balancing of the federal budget”.32 A return to balanced budgets was
orthodox thinking at the time. Roosevelt’s administration was reluc-
tant to increase taxes on the wealthy in order to pay for wider economic
distribution, which limited government spending and redistribution
efforts.33 Roosevelt became president 3 years before Keynes’ views were
popularized in The General Theory of Employment, Interest and Money.
Keynes argued governments must produce deficits in times of hard-
ship in order to boost aggregate demand to return the economy to full
employment.?* Once in office Roosevelt introduced several new social
programs, but the federal debt remained constant throughout the 1930s
at around 40% of GNP.3® This brought down unemployment, but it
still remained high compared to the pre-depression era. The New Deal
pushed unemployment down from its height of 25% in 1933 to 15% in
1937.36 Even these policies were hampered by the conservative coalition
elected in the 1938 midterms whose austerity measures pushed the job-
less rate back to 19% by 1939.37 It would take the Second World War
before the USA returned to full employment.

The inability of the USA to take a leadership role to mitigate the eco-
nomic crisis of the Great Depression led to a global depression and the
outbreak of the Second World War. Prior to the First World War, Britain
coordinated the global economy, acting as hegemon. With its empire frag-
menting and the country bankrupt, the UK did not have the political will
or economic ability to foster the international consensus required to pre-
vent another global conflict.3¥ The only country that had the economic
strength to underwrite the international financial system in the interwar
period was the USA. It did so intermittently in the 1920s and failed com-
pletely to react to the emerging crisis is capitalism in the 1930s. In 1933,
there was an international conference held to find consensus to deal with
the crisis by regulating currency exchanges.? Rather than taking a leader-
ship role, the American government acted as obstructionists, refusing to
take part in any agreement, rendering the conference futile.*? This was due
to competing interests. America had the capability to act as the hegemon
of the international system, but domestic political and economic interests
coincided to prevent it from being the dominant country. The USA was
far more concerned with its own short-term economic gain regardless of
the consequences for the international community. With the prospects for
profitability low and states closing oft their economies to foreign trade,
global capital investment ground to a halt, worsening an already dire
situation.
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The Great Depression of the 1930s was the result of a global reorgan-
ization of capitalism due to the First World War and a major speculative
bubble in America. The USA, now central to the global economy, refused
to coordinate a coherent response to the crisis, leading to a protracted
depression in the global economy. There were several determinants of this
lack of coordination. The first was due to the orthodox political thinking of
the time—the American government tried to keep deficit spending low and
only incrementally increased regulation of the economy. The second deter-
minant was the way the monetary system was organized immediately after
the First World War. Countries were worried about inflation and returned
to the gold standard, thereby heavily constraining liquidity and reining
in government spending. When Wall Street collapsed the gold standard
proved to be a major barrier to government intervention and international
cooperation. The historical legacy of American scepticism towards involve-
ment in Europe led to “beggar-thy-neighbor” policies. By the late 1930s,
Roosevelt began to recognize that America had to play a leadership role in
international military, political and economic affairs. But by this time, the
damage was done. It was far too late to avert the Second World War.

THE PosT-WWII AMERICAN NEW ORDER

After the Second World War, America was in an unprecedented supe-
rior position vis-a-via the other former belligerents. Moreover, its lead-
ers had the political will, due to international competition, to act as the
hegemon of the capitalist system. The other remaining superpower, the
Soviet Union, had lost millions of people in a war fought over its home
territory. The two objectives would become the priority of the US gov-
ernment in the post-war period: to prevent the spread of communism
in Europe and elsewhere and to open new markets by free trade. As the
hegemon of the capitalist system, the US government worked to man-
age the capitalist system, intervening when the interests of investors and
corporations were threatened. Yet the Americans were also compelled to
prevent the expansion of the Soviet Union. The American government’s
fear of Communism led to the domestic rise of McCarthyism, as the
government tried to eliminate subversive people in the media, academia
and in government. These two features would be the main determinants
of the post-war system: America had to prevent the sphere of influence
of the Soviet Union, while, at the same time, promoting the expansion
of capitalism. Although these two tasks were often complementary, as
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I will discuss, there arose contradictions between the containment of
Communism and the expansion of markets.

In order to prevent another catastrophic global depression and major
international conflict, the USA along with Britain as a junior partner
instituted an international regulatory regime. The agreement reached at
Bretton Woods, New Hampshire (called the Bretton Woods system) regu-
lated finance through the International Monetary Fund (IMF) by pegging
currencies to the US dollar, which then could be exchanged for gold.*!
The system was intended to prevent massive currency fluctuations from
speculators, yet still allows countries flexibility to devalue in case of a crisis.
To further ease a balance of payment problem, the IMF provided short-
term loans to countries and the International Bank of Reconstruction and
Development (later the name was changed to the World Bark) was put in
charge of rebuilding Europe.*? Each of these institutions was put in place
due to the experience of the depression. The goal was to ease the business
cycle to produce full employment, to prevent countries from defaulting on
their debt, and to lower tariff barriers to promote and expand free trade.
The Americans were the undisputed hegemon in the capitalist system and
the new global order reflected their values.

While trade barriers were to be lowered and Europe rebuilt, invest-
ment, capital and finance were to be highly regulated. As John Maynard
Keynes stated “control of capital movements” would be a “permanent
feature of the post war system”.#3 To this end in 1947, many Western
countries signed the General Agreement on Tariffs and Trade (GATT)
which through a series of agreements liberalized trade and reduced tariff
barriers. In response to the post-war devastation, the USA introduced the
Marshall Plan to aid in the reconstruction of Europe. In 1951, in order
to foster free trade and to prevent France and Germany from having sole
ownership of the materials needed for war, the European Coal and Steel
Community was adopted—a precursor to the European Union. The
post-war period was one where America used its position to open markets
through the use of incentives, both through international organizations
and through aid. Due to the relative devastation of the rest of the world,
America could dictate the shape of new international order. Trade became
progressively liberalized, with America as a central producer, lender and
consumer in the global capitalist system.

There had been a significant amount of technological development
in the areas of medicine, industry, and in air and motor vehicles from
Germany, the UK, France and the USA.** With the onset of the Second
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World War, government had invested heavily in military technology and
industrial infrastructure, with the USA winning the race to develop the
first atomic bomb. Consequently, the technologies that were developed
during the war ended up having numerous civilian applications, from
producing relatively inexpensive automobiles to advances in air trans-
portation and travel.*> America’s war experience left the country with
control over most of the world’s money and gold reserves. As Arrighi
discusses:

As a result of... its trade and current account surplus, the United States
came to enjoy a virtual monopoly of world liquidity. In 1947, its gold
reserves were 70 percent of the world’s total. Moreover, the excess
demand for dollars by foreign governments and businesses meant that US
control over world liquidity was far greater than implied by this extraordi-
nary concentration of monetary gold.*¢

By almost any measure, America was in the best position relative to
the other allies. The war had left Europe in ruins. Britain was bankrupt,
France had been occupied from 1940 to 1945 and the Soviet Union had
lost nearly 30 million people due to the war. With its strong and produc-
tive industrial base, a plethora of new technologies, and its mass reserves
of capital, the USA was in the unique historical position to dictate the
terms of the post-war order. The USA began to govern the international
economy according to its own preferences in order to rebuild Europe,
prevent the spread of Communism and open markets to trade.

The rebuilding of Western Europe and Japan became of paramount
importance for Washington. With the USSR an aggressive and expan-
sionist superpower, there was an immediate need ensure the survival of
capitalism in Germany, France, the UK and Japan. A result of American
loans was an “economic miracle” in Germany and Japan. This was par-
tially determined by macroeconomic factors such as access to the wealthy
US consumer market, while maintaining a favourable exchange rate.*”
There was also a shift throughout Western countries towards consumer-
oriented economies. Germany and Japan were also helped by domestic
factors since both countries had access to a pool of highly educated and
skilled labourers. A corporatist model of industrial organization brought
capital and labour together in policy-making in Germany. In Japan, a sys-
tem of worker patronage developed that guaranteed lifetime employment
in order to ensure the loyalty of workers.*8 Indeed, the period from 1946
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to 1971 was the pinnacle of the “historic compromise” between capital
and labour in most developed countries.** Although trade was becoming
increasingly free, foreign investment was highly regulated to prevent com-
petition between countries for finance. Moreover, sectors of the economy
in Western Europe and North America were nationalized in order to meet
the demands of the public.?? States provided more comprehensive social
insurance programs, such as old-age pensions, universal health care and
unemployment insurance—though this varied from country to country. It
seemed that capitalism was becoming increasingly dominated by govern-
ment intervention.

There were geopolitical reasons behind the USA replacing Britain as
the dominant capitalist country after the Second World War. There was
a threat from the Soviet Union which had occupied most of Eastern
Europe and sought to increase its sphere of influence. Devastated by two
world wars, Britain no longer had the financial and military capacity to
ward oft Soviet expansionism, which became apparent when America
took over Britain’s role in the Greek Civil War in 1946.51 The USA
alone had the military and economic resources to prevent the spread of
international communism. Prior to the Second World War, the US gov-
ernment was reluctant to involve itself in European affairs. With the
onset of the Cold War, the American military became necessary to pro-
tect financial and political interests against the Soviet Union. America
formed an international defensive pact, the North Atlantic Treaty
Organization (NATO), which formalized a protective military alliance
with Western Europe against the Soviet Union. Also the United Nations
was established as an intergovernmental institution committed to global
peace and security. The USA had become the guarantor against Soviet
expansion, contributing to proxy wars in Korea (1950-1954), Vietnam
(1955-1975) and Afghanistan (1979-1989). While at the same time, the
USA propped up regimes with military and foreign aid—at times unsuc-
cessfully—in Cuba and later Iran. The policy of America and its allies was
one of “containment” to prevent Soviet influence from spreading glob-
ally and undermining US economic and security interests.’? Indeed, the
Cold War conflict became one of the most prominent geopolitical fea-
tures of the twentieth century, with the USA and USSR competing for
allies, territory and spheres of control with nuclear war a constant threat.

During the Cold War, many countries instituted Marxist-Leninist
state control of their economy, though not all the countries that did so
allied with the Soviet Union. The world market was divided between
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free market economies and statist economies in the model of the USSR.
Eastern Europe, many parts of the Middle East, China in 1947 and
India in 1949 adopted central planning and state control of the econ-
omy—although India remained a democratic country. After the Second
World War, the former Japanese colonies in Southeast Asia were divided
between the allies, and the bankrupt British and French ended formal
colonial rule of India and most African states.>® Many countries followed
the Soviet model of planned economies after they were decolonized
by Britain and France. This formal decolonization and socialist central
planning effectively limited the pool of global labour, closing off many
countries from the global economy. Decolonization was a reflection of
the American cultural aversion to formal empires as well as the decline in
military and economic power in Britain and France. Although the USA
often dictated the political regime’s affiliation and economic system, and
intervened only when its interests were threatened, it left day-to-day
management to local elites.>* Washington did not care if a regime was
authoritarian, or even if it perpetuated human rights abuses, such as in
Saudi Arabia or the Philippines, so long as it did not ally with the Soviet
Union.

The Korean War was a major military conflict in the early part of
the Cold War. Up until the end of the Second World War, Korea was
a Japanese colony. After the war, it was partitioned along the 38th par-
allel between the Democratic People’s Republic of Korea (DPRK) in
the North, a regime installed by the Soviets, and the Republic of Korea
(ROK) in the South a regime created by the Western allies. With each
side committed to reunification, North Korea’s leader Kim II-Sung
invaded the South after securing arms from the Soviet Union and per-
sonnel from the newly communist People’s Republic of China (PRC).%®
The ROK was short on war materials and had poorly trained troops
compared to the North Koreans who had fought in the Chinese civil
war.?® The South would have almost certainly lost if it did not have out-
side intervention from the USA. At the time, the American government
had most of its energy and resources devoted to rebuilding Western
Europe and did not want to devote the time nor military resources to
preserve the ROK—the US Congress even defeated an aid package for
South Korea in 1950.57 Though pressure was placed on the American
government to act, it was reluctant to get involved in Korea due to its
own domestic politics. Eventually though, with the backing of the
United Nations, the USA sent forces into Korea in order to prevent the
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peninsula unifying under the Communists. The war went on until a truce
was signed in 1954 with Korea permanently divided between the North
and South.

Although the USA recognized it had an economic and geopolitical
interest in preventing the expansion of the Soviet Union in Europe, South
Korea was a different situation altogether. There were few economic incen-
tives to invest in South Korea for the USA. The Americans were reluctant
to send forces to protect the ROK as the country was poor, politically
unstable and had few natural resources.?® Even losing the peninsula to com-
munism was not, at first, important to Washington. However, once the
USA realized there was foreign involvement supporting the DPRK, the
need to counterbalance the Soviet Union was a major determining factor
behind American intervention. If the USA did not get involved, the South
would have been overrun by the well-trained and better-armed military of
the DPRK. The intervention was not motivated by an accumulation strat-
egy, in fact, quite the opposite, there were few direct profits to be made
in the impoverished South Korea. It was the involvement of the Soviet
Union and China that compelled the USA to send in its military. After the
war, the Americans supported the regime in South Korea by placing troops
along the 38th parallel and with military aid. The ROK government tried
an import-substitution industrializing (ISI) strategy by placing tariffs on
imports in order foster domestic industry. This policy failed and the Korean
economy stagnated in the 1950s leading to a military coup in 1961—
though the dictator Park Chung-hee was an ally of the USA.%°

With nearly $4.2 billion in economic assistance to South Korea
between 1952 and 1969, the Park government started to invest in indus-
tries that exported to the American market. The Koreans started with
low-end goods, promoted strong successful national corporations, and
eventually invested in heavy industry.®® The pace of South Korea’s eco-
nomic development was impressive, moving to higher tech industries
as wages and the standards of living increased throughout the 1970s.%!
Unlike other developing countries in much of Africa, the USA had a stra-
tegic reason to prevent South Korea from collapsing due to economic
stagnation. It provided the ROK with aid to construct its domestic
industries, allowed it to have protective barriers around key corporations,
and access to the wealthy American consumer market. At the domestic
level, the Park government provided the stability to build an industrial
base. So though initially this was done for geopolitical reasons, South
Korea eventually became an important provider of cheap labour and
imports for the USA, integrating the country into the capitalist system.
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American military dominance and the expansion of markets defined the
post-war era, as the USA needed to expand markets as an accumulation
strategy and to counterbalance the USSR. The immediate post-war period
sought to limit the ability of finance to move between states, with a high
degree of regulation and oversight. When foreign capital was invested,
the American government protected it through the use of its military.
Washington propped up regimes that were sympathetic to Western cor-
porations. In the case of Cuba, American firms had had invested more
than in any other Latin American country prior to the revolution.®? The
USA had invested over $2 billion (in 1959 figures) in Cuba in agriculture,
mining and infrastructure.®® This was a large sum of money in a coun-
try relatively close to the US mainland. When a revolution occurred in
1959 with Fidel Castro’s communists overthrowing the regime in Cuba,
the interests of American capital and the US government coincided. The
Americans tried, but failed, to overthrow Castro during the Bay of Pigs
invasion in 1961. The Cold War context constrained military options
for the USA with Cuba. The USSR became a guarantor of Cuba’s inde-
pendence, even to nearly leading to all-out war during the Cuban Missile
Crisis. Eventually, the USA brokered an agreement with the USSR that
prevented an invasion of Cuba. The demands of capitalists came into con-
flict with the geopolitical tensions of the Cold War. Although there was an
initial attempt to reconcile capital interests in Cuba, the possible retalia-
tion from the USSR prevented a broader response from the USA.

Although the interests of American and British capitalists often coin-
cided with the need to counterbalance the USSR, the war in Vietnam
was a protracted conflict that was not exclusively determined by an accu-
mulation strategy. Again the politics of the Cold War was a significant
factor behind American military intervention. American intervention in
Vietnam was a response to the expansionism of the Soviet Union. The
economic motivations for expansion into Vietnam are less than com-
pelling. Mainly, Vietnam produced agricultural products, particularly
white rice®*—hardly a vital economic resource for global production.
Moreover, there were cheaper and better-skilled workers in the recently
conquered Japan for Vietnam to be needed as a labour market. So while
the material interests of capitalists may not have been the main deter-
minant in this conflict, it is not that it was not a factor a¢ al/l. Many
American defence firms profited from the mass investment of the US
government due to the conflict, as the government provided billions for
arms and weapons.®® The war provided money for the private military
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establishment in the USA, but there were also many indirect indus-
tries that profited from the war.®® So it cannot be discounted the war in
Vietnam benefited domestic industries, however, the US economy as a
whole was not strengthened from the war as there were little profit to be
made in Vietnam to American firms. In the 1960s, Vietnam was a poor
agrarian country used mainly by the French for raw materials and miner-
als—hardly a motive for the US government to spend the $101 billion
cost of fighting the Viet Cong ($680 billion in 2008 dollars).®” A major
reason for the length of war was geopolitical—as a proxy war against the
Soviet Union.

Despite some firms and corporations profiting from the war in Vietnam,
the protracted and expensive conflict was detrimental to the broader
American economy. The low unemployment, liberal domestic monetary
policies, and massive social and military spending led to inflation reach-
ing 10.6% in the second half of 1966, and remained around 5% through-
out the remainder of the 1960s.¢ Compared to the higher inflation rates
in the 1970s, this may not appear to be problematic, but it was coupled
with the decline of public support for the war in Vietnam. There were few
economic and even fewer political reasons to continue the war in Vietnam
outside of the Cold War context.® The conflict ended up costing Lyndon
Johnson re-election in 1968 as he decided not to run for president again
due to his unpopularity. In addition, the inflationary consequences of the
war and the simultaneous attempt to conduct a domestic War on Poverty
decreased the overall economic competitiveness of American indus-
tries. The government spent billions on the war at the cost of thousands
of lives with little profit to show for the conflict. The Cold War was the
main motivation behind the American involvement in Vietnam. The deter-
minants for the conflict are not exclusively for the purposes of accumula-
tion. In fact, quite the contrary, American foreign interventions may run
counter to the demands of local and international capital. The economic
consequences of the policies during the Vietnam conflict had significant
implications for the USA and the global economic system.

In the post-World War II period, the USA constructed a Western
economic and military order that sought to expand trade and mar-
kets while at the same time preventing the spread of communism.
Washington needed to rebuild the economies in Western Europe and
Japan to have markets to sell goods and fully entrench the ideals of a
capitalist democratic order. This aligned with the goals of the military
to prevent the spread of communism. Where American and Western



2 THE GREAT WARS AND THE POST-WAR CONSENSUS 1914-1979 29

economic interests were not threatened, such as in the case of Korea
or Vietnam, there was an initial reluctance of the USA to commit
resources to prevent their collapse. Once America committed its forces,
as it continues to do in South Korea today and in Vietnam until the
fall of Saigon, it becomes increasingly difficult to withdraw its troops.
Even when there were tensions between the interests of capitalists and
the government, international competition often led Americans to use
the military to combat the Soviet threat in proxy wars. Panitch and
Gindin”® and David Harvey argue that markets must forcibly expand
through the use of the US government in order to overcome the inter-
nal contradictions in capitalism. Certainly, this does characterize many
conflicts during the Cold War, but this assumption downplays a key sys-
temic pressure that shaped a large portion of America’s foreign policy.
The USA was involved in conflicts that had little foreseeable medium- or
short-term economic gain. In the case of Vietnam, there was an abun-
dance of cheap labour in Japan and Western Europe, and the incentive
of capturing Vietnam’s rice fields is uncompelling as necessary to the
expansion of capitalism in comparison with the expense of the conflict.
Washington’s commitment of resources in the long run ended up harm-
ing the American economy.

The history of American involvement in Vietnam suggests capitalism
is not the sole driving force behind the conflicts. This implies the two
processes were interrelated in the post-war system but vary in degree,
time and place. American foreign policy shifted as the geopolitical and
economic demands of capitalism changed. American antipathy towards
communism and radical labour movements influenced its dealings with
Stalin and Mao. During the 1950s, the red scare led many to fear com-
munists had infiltrated the US government, businesses and the enter-
tainment industry. This was based on recent experiences with the Soviet
Union: it had stolen plans to produce their own nuclear weapon and was
supporting communist parties throughout the world. The anti-Soviet
rhetoric was also a useful method to divide the world between those that
aligned with the Western capitalist order and those that did not.

From the post-war period until the early 1970s, the system of regu-
lated finance, free trade, consumerism and rising wages paved the way for
long period of widespread sustained economic growth in the West. The
American-led economic system was extremely successful in rebuilding
Western Europe and Japan after the Second World War. Capital was able
to find profit in new consumer economies in Europe and South Asia, while
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at the same time, wages and union movements gained strength. Due to the
geopolitical and economic threat of communism, the USA constructed a
post-war Western order against the Soviet Union. The USSR posed an exis-
tential threat to the West and acted to counter the expansion of the USA
and global capitalism. In the 1960s, however, the burden of fighting a
proxy war in Vietnam along with the increased foreign competition led the
USA to begin to undermine the regulatory framework that underscored
the global economy. As I will discuss in the next section, these domestic
and international barriers to capitalism began to falter, and along with a
prolonged period of economic crisis in the 1970s, created an economic,
political and ideational shift that led to the emergence of neoliberalism.

TaE 1970s: THE BEGINNING OF THE SHIFT TO
NEOLIBERALISM

The 1970s marked the beginning of the end of the post-World War 11
system of embedded liberalism.”! Liberalized finance was the norm prior
to First World War, with international finance largely mobile, unregu-
lated, and driven by market demands.”?> The interwar years and the Great
Depression were decades of economic chaos, with rising tariff barri-
ers and global finance grinding to a halt.”? Financial markets during the
immediate post-WWII period were regulated for the most part. But in
the late 1960s, various contradictions began to break down the barriers
put in place to prevent the free flows in finance. The system started to
fracture in the hub of the international capitalist system: the USA. Out
of slight quantitative changes that occurred in the 1960s and 1970s in
the USA, emerged a new economic order—a qualitative transforma-
tion of the entire global economy. Indeed, it was America’s rejection of
embedded liberalism that launched the deregulation of finance. America
tried to manage this crisis by lowering the economic and political barri-
ers put in place to restrain financial capital. At times these barriers were
gradually reduced, while at other times it was done forcefully, allowing
for the re-emergence of the power of finance on a global scale. As I will
discuss, the transition to neoliberalism was partially determined by trans-
formations in information and communication technologies that made
it possible for capital to flow across borders with greater ease at lower
costs.”* The ideas of Hayek about the reduced role of the state had been
around since the 1930s and 1940s, yet they became prominent in the
late 1970s due to the economic problems faced by Western countries. So
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although this new technology allowed money to move around the world
with fewer restrictions, it was one of several significant determinants that
began in the 1970s that led to the neoliberal shift.

The contradictions in the post-war order started to appear as America
began to lose its economic competitiveness. The post-war economic system
proved to be extremely successful in rebuilding the economies in Western
Europe and Japan. As these countries regained their economic competi-
tiveness, American goods could no longer dominate the market, nor could
the US dollar be easily devalued due to its transferability to gold. The
post-WWII system to rebuild Europe worked incredibly well, with West
Germany becoming a major economic power. Believing the USA unable
to limit its deficits, West Germany and France started to convert their
reserves into gold undermining the American dollar’s place in the system.
Moreover, under Lyndon Johnson, the USA initiated the “Great Society”
programs, while, at the same time, pouring resources into the expensive
Vietnam War. The American economy started to experience 5% inflation
per year, with the Nixon administration imposing wage and price con-
trols in the early 1970s.”®> Due to inflation, American corporations further
lost a competitive edge to Europeans and the Japanese. Furthermore, the
American economy had trouble attracting investment capital due to regula-
tions on foreign investment. One of the major consequences of the post-
war years was the transfer of money from public control and oversight to
private firms. Washington started to lose control of capital as investment
moved to companies in Western Europe.”® As private capital increased in
European firms, it was often outside the American regulatory framework.
For example, both Petrodollars and Eurodollars were inaccessible to the
American economy due to restrictions on the movement of finance.””

There were a series of international and domestic problems at the end
of the 1960s that led the American government to withdraw from the
system of capital controls. In 1971, the Nixon administration decided
to unilaterally end the US dollar’s convertibility to gold as a method to
regain America’s competitiveness. In the early 1970s, the USA had to
contend with both a budget and balance of trade deficit.”® The dollar’s
convertibility allowed governments to trade their cash reserves should
America face a prolonged period of economic instability. Unlike the con-
temporary period, the dollar’s convertibility and capital controls made
American deficit financing difficult and harmful to the overall economy.
Though the USA was not the first country to float its currency—West
Germany did so in 1971—but when America did so, it undermined the
entire system. Nixon’s decision was a method to attract capital and to
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regain the competitiveness the USA had lost. By 1973, most developed
countries had floated their currencies; this was quickly followed by a
flurry of “competitive deregulation” of the financial system in order to
attract money.” The barriers put in place after the Second World War
for finance were taken apart as each country competed for investment.
Since finance could flow anywhere unimpeded by oversight from gov-
ernment, there was an incentive to make domestic economies attractive
for international investment. Capital could move with increasingly fewer
restrictions, and with advances in communication technology it could
rapidly leave a country creating a panic—this would be a key feature in
the global economy after the abandonment of the system of currency
and capital controls.

The US government left the regulatory regime it was central to estab-
lishing and maintaining. The decision to abandon the dollar standard
was intended to increase the competitiveness of the USA by lowering the
value of its dollar. With fewer regulations, the Americans could attract
foreign capital from Europe and the Middle East.8? The decision from
the Nixon administration was effective in strengthening the American
economy in the short-term. As expected, foreign capital invested heav-
ily in the USA, leading to an increased demand for American goods.3!
By 1973, America’s current account deficit had largely been eliminated
as European currencies strengthened against the dollar.8? Morecover,
suspending convertibility launched a series of industries that specialized
in foreign investment, risk management, futures and currency specula-
tion.83 Since currencies could fluctuate in a single day, these industries
worked to hedge against the risk in order to mitigate market volatility. In
1972, the International Money Market (IMM) opened, trading futures
contracts on numerous currencies, such as the US dollar, the peso and
the yen.3* These industries provided financial firms a powerful voice
over the economic policies of the state, threatening investor retaliation
should policies be unfavourable to the interests of capital. The financial
industry became even more important as countries progressively reduced
capital controls and foreign investment regulations in the 1980s.8% But
more importantly, the era of institutional cooperation and coordination
on currencies came to an end, as states competed against each other for
investment. Although the USA retained its position as the central econ-
omy in the global system for the time being, the market could penal-
ize countries that deviated from the demands of international finance.
In effect, financial markets had started to return to the international
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economic system and began to restrict the ability to national govern-
ments to regulate their economies.

If the floating of currencies started the transition towards neoliberal-
ism, it was aided by the economic turbulence in the 1970s. From the
mid-1970s to the early 1980s, the USA went through a period of stag-
flation—high unemployment with high inflation. Though the causes of
stagflation are widely contested and poorly understood, one of the main
determinants was the oil embargoes of 1973 and 1979. The oil embargo
from the Organization of the Petroleum Exporting Countries (OPEC)
was a response to America’s support of Israel in the Yom Kippur War.8¢
After Israel was invaded by Syria and Egypt in October of 1973, the
USA supplied the Israeli army with weapons. In response, the OPEC
cut off oil supplies to countries that supported Israel. By the 1970s, the
American economy had become increasingly dependent upon cheap
imported oil from the Middle East. Due to the embargo, global energy
prices tripled and immediately led to a recession that lasted until 1975.87
Though inflation in the USA had already reached 5% by the late 1960s,
the decreased supply of oil led to a price increase in almost every major
sector of the international economy, pushing inflation as high as 10% by
1975.88 By the second oil shock of 1979 that followed the Iranian revo-
lution, the American economy had already experienced a decade of high
unemployment and high inflation.8? The overthrow of the Shah led to
another embargo against the USA, leading to yet another energy crisis in
the USA.?% Along with the embarrassing Iranian hostage situation, the
prolonged period of economic stagnation led many to start to challenge
the orthodoxy of the post-war consensus.

Another determinant of inflation was the power of labour move-
ments. Labour unions were capable of gaining higher wages, more ben-
efits, and greater regulation in the workplace.”! The strength of labour in
the 1960s and 1970s led to increased production costs and the scope of
the welfare state, undermining American competitiveness in the face of
foreign competition.”? By the late 1960s and carly 1970s, unions began
to strike with greater frequency and militancy, demanding higher wages
and better working conditions.”® As the economic situation started to
worsen through the 1970s workers became more militant in their aims.”*
The success of labour unions contributed to inflationary pressures in
the 1970s by driving up prices to pay for better wages and benefits. The
restrictions on foreign investment made it difficult for capital to invest in
low-wage countries; profits began to decline as American labour drove
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up the cost of production.”® The post-war accumulation strategy in the
USA was based upon a consensus between labour and capital to share
the outcome of economic growth. This relied upon profitability, which
was threatened by the strength of unions, the supply shock of two oil
crises, competition from Europe and Japan, and the problems associated
with prolonged inflation.

By floating the US dollar to overcome one contradiction in capital,
Nixon started a long-term process of continual financial deregulation
that fundamentally undermined the post-war economic order. Though
it may have started by the abandonment of the gold standard to regain
American competitiveness, it had unforeseen consequences for both
the American and global economy. Financialization may have been a
method to prolong American hegemony, but by the 1980s, the financial
industry began to more assertively shape the policies of the US govern-
ment. The energy crisis led to almost 10 years of high unemployment
and inflation in America. Profitability was threatened, and it seemed that
the Keynesian policies of government intervention and regulation could
no longer ensure high standards of living. In response to the inability
of governments to adequately deal these economic problems, by the
late 1970s and early 1980s, countries throughout the developed world
elected politicians that promised a return to prosperity through reaction-
ary economic and political platforms.

NEOLIBERALISM COMES OF AGE

Though the election of Margaret Thatcher in Britain in 1979 and
Ronald Reagan in 1980 is often viewed as the start of neoliberalism as
a political force, the transition was already well under way by that time.
Nevertheless, it was during the 1980s that the globalization of finance
became a dominant process in the global economy. Reagan and Thatcher
argued government intervention was the cause of the economic prob-
lems of the 1970s and that a reduction in public spending would lead
to prosperity. They believed in the economic philosophies of Fredrick
Von Hayek and Milton Friedman where the market would be guided
by supply and demand.”® While the politics of the Reagan administra-
tion were important in ending embedded liberalism, it was not the only
determining factor that led to the onset of neoliberalism. There were
technological and political shifts that led to the opening of large pools of
cheap labour in China the 1980s and later India in the 1990s. Moreover,
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innovations in shipping and communications technology became cheaper
allowing for greater outsourcing, leading to just-in-time inventory con-
trol systems and international production chains. There were broader
systemic changes in the global economy that occurred along with neolib-
eral policies being instituted throughout the West.

The US government instituted a series of policies to weaken the
power of unions and retrench the welfare state in order to make the
business climate more favourable for investors. This initiated a process
that would become commonplace: the government would deregulate or
privatize a sector of the economy, private financiers would invest heav-
ily, then its value would collapse requiring public money to prevent a
broader crisis. Although Reagan and Thatcher are often viewed as the
catalysts for deregulation and “the return of the market”, it was first tried
in South America. The “success” of these policies spread throughout the
West in the 1980s and led to an expansion of the wealth of financiers and
investors at the expense of the public and labour. By the 1990s, neoliber-
alism would become the new orthodoxy for left- and right-wing parties
through the developed world.

The first significant post-war experiments with neoliberalism were
under the rule of the Chilean dictator Augusto Pinochet. In the 1970
election, Salvador Allende of the Socialist Party led the “Popular Unity”
coalition of socialists, communists and social democrats to power.
Allende instituted a series of policies to nationalize major industries such
as the American-owned telecommunications industry without compen-
sating Chilean and American investors.®” The Americans feared, realisti-
cally or not, that Allende would ally with the USSR, creating a domino
effect for communism in South America.?® With both the profitability
of investors under threat and the possibility of Chile falling in line with
the Soviets, Washington took measures to undermine the Allende gov-
ernment. The USA vetoed loans to Chile from multinational financial
institutions, and American banks cut off short-term credit, leading to
hyperinflation due to Chile printing money to meet its foreign obliga-
tions.”? This sparked an uprising from Chile’s middle class due to the
prospect that they would lose their wealth from the inflation as well as
from Allende’s perceived association with the Soviet Union.!% By 1973,
the situation had become critical as the CIA, Chile’s middle class, and
the military started to undermine the authority of regime. These groups
finally decided they had enough of Allende’s radical reforms replacing
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him with Augusto Pinochet, a general in the Chilean military, on 11
September 1973.101

After Pinochet’s overthrow of Allende’s Popular Unity government,
the new regime hired a group of economists influenced by Milton
Friedman known as the “Chicago Boys”.192 In order to eliminate the
policies of the Allende’s regime, these economists proposed a pro-
gramme of radical reforms of market deregulation for the Chilean econ-
omy. These recommendations included reducing the size of government,
lowering tariff barriers to introduce foreign competition, and privatizing
public industries and social programs such as pensions and health care.103
The regime instituted the recommendations on an ad hoc basis, with
the first set of liberalizations in 1975, then again from 1978 to 1981.104
The overall goal of Pinochet’s government was to integrate Chile into
the global economy, clamp down on inflation by linking the peso to the
US dollar, and loosen trade and financial restrictions. Unlike democratic
regimes, Pinochet had complete freedom to repress opposition to the
regime, committing thousands of human rights abuses against dissent-
ers. The economic policies made some in Chile very wealthy, namely
entrepreneurs, industrialists and the middle class, yet it led a substantial
increase in inequality as 3—4 million people fell into poverty due to the
chronic underfunding of social programs and highly regressive tax sys-
tem.!%5 The dramatic increase in poverty and inequality would become
commonplace in countries that adopted neoliberalism in the 1980s: peo-
ple on the margins of society would bear the brunt of market liberaliza-
tion as states reduced taxes and cut back or abolished social programs.
The wealthy would benefit from a reduced tax burden, cheaper labour
power and gain lucrative investment opportunities.

Under the Pinochet regime, neoliberalism began to reshape the
Chilean economy. The liberalization of finance led to a massive amount
of foreign investment in Chile. The deregulation of the banks coupled
with lax government oversight and low reserve requirements led to an
explosion of private lending to both business and individuals.!%® This led
to a contradiction in the Chilean economy. In 1982, faltering commod-
ity prices along with overleveraging led to a debt crisis in Chile as banks
began to fail.1%” Along with the rest of South America, Chile experi-
enced a severe recession as unemployment increased to nearly 30% while
nearly 50% of the population fell below the poverty line.!® The wide-
spread deregulation of the financial industry almost led to the collapse
of the Chilean economy. Despite the rhetoric of free market capitalism,
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Pinochet’s government ended up nationalizing nearly 70% of the banks,
and floated the peso leading to a 60% drop in its value.!% The private
losses due to the deregulation of the financial industry were be subsi-
dized by the state, adding to public debt. From this time onwards, bank-
ing regulation was liberalized to attract foreign and domestic investment
to provide risky loans with the knowledge the state would step into pre-
vent bank failures. This, in effect, socialized the risk from the financial
industry and became commonplace in the 1980s under the presidency of
Ronald Reagan.
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CHAPTER 3

The Neoliberal Orthodoxy 1979-2000

Economics Are the Method; the Object Is to Change the Heart and Soul.
—Prime Minister Margaret Thatcher.!

This chapter will examine the political instiutionalization and normali-
zation of neoliberalism, but recognizes that neoliberalism is not a sin-
gular global process. It interrelates with a country’s politics, culture
and institutions. As was discussed in the last chapter, rather than neo-
liberalism suddenly becoming mainstream in the 1980s, it began due
to the economic and political contradictions of the late 1960s and
early 1970s. Even after the election of Margaret Thatcher in 1979 and
Ronald Reagan in 1980, the shift towards neoliberalism—the retrench-
ment of the welfare state, the deregulation of the financial system and
the popularization of the “magic of the market”—did not occur imme-
diately, but was part of a longer economic, political and ideational
process. Moreover, when traditional centre-left parties returned to power
in the 1990s, with Bill Clinton in the USA and Tony Blair in the UK,
neoliberal policies were not abandoned in favour of a return to state
intervention, but rather championed by so-called progressives.

For the USA and Britain, 1979 proved to be a pivotal year for the
popularization of the neoliberal project. In America, the Carter admin-
istration appointed Paul Volcker as Federal Reserve chairman with
the promise that he would finally get inflation under control. Since the
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New Deal the objective of both monetary and fiscal policy had been to
achieve full employment, Volcker abandoned this goal and instead focused
on lowering inflation regardless of the consequences it might have on
employment.? Volcker raised interest rates to nearly 20%, a monetary
contraction that started a prolonged recession in the USA. In addition,
it drove many countries with a high level of debt (such as Chile) into the
brink of bankruptcy.? In the USA, Britain, Canada and Australia unem-
ployment rates reached over 10% by 1983 due to the sudden contraction
of the money supply.* The use of monetary policy to quell inflation
would be the primary goal of the Federal Reserve from Volcker’s tenure
onwards. The recession that followed the spike in interest rates, along with
failures in foreign policy, contributed to Jimmy Carter’s defeat by Ronald
Reagan in the 1980 election. The rise of neoliberalism in the USA is often
attributed to the policies of the Reagan administration—and indeed he did
further deregulate the financial sector—but the deregulation of the finan-
cial sector was already well under way by the time he took office.

The Reagan administration instituted polices to undermine any threat
to profitability of the wealthy and the financial sector. One of the first poli-
cies under his presidency was to substantially lower taxes on top income
earners, from 73% to 50%, and cut capital gains taxes to reward invest-
ment.> Reagan held the belief that by cutting taxes across the board it
would facilitate economic growth and therefore government revenue.
Though many of Reagan’s cuts were scaled back in subsequent pieces of
legislation, the overall tax rates for the wealthy continued to drop through-
out his time in office.® This was part of an overall goal to limit government
intervention in the economy, without angering the Republican electoral
base. Regardless of the rhetoric of Reagan, politics still matter. Popular
government programs such as social security remained untouched, while
programs that mainly targeted labour and blacks—a bastion of support
for the Democrats—were reduced in scope.” More importantly, Reagan
altered the popular discourse in the USA on taxes and entrepreneurship:

Reagan’s policy discourse is evidence of the religious zeal with which he
condemns the evils of “big government” and proclaims his faith in the
inherent goodness of the market. Reagan believes “big government” is
a destructive force that restricts competition and opportunity, constrains
progress and prosperity, and ultimately erodes the public’s work ethic.8

While America had a long legacy of scepticism towards government,
Reagan’s near veneration of the free market changed the popular
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perspective on the role of government in society. Already, the legacy
of conservative domination of Congress meant the USA did not have as
comprehensive a welfare state as many European countries.” After Reagan,
low taxes became a mantra of the Republican Party, and the chanting
became much louder after the 2010 midterm elections in which Tea Party
candidates were elected to Congress. It became the goal of the Republicans
to limit the financial ability of governments to expand the welfare state.

The Reagan administration continued to liberalize the financial sector
by further deregulating the savings and loan industry. Yet again, this pro-
cess started long before Reagan came to office. Under Carter transpor-
tation industries including rail, the trucking industry and air travel were
all deregulated.!® At the time there was a Democratic majority in both
the House of Representatives and the Senate, so deregulation influenced
policy regardless of the political party. By the 1980s, the savings and loan
industry, or “thrifts” were deregulated entirely. The industry lent to peo-
ple to buy a home, finance a car or start a business. The New Deal had
set restrictions on the amount of interest on deposits since if a company
went bankrupt, the public insurer would have to pay. The Carter admin-
istration started the liberalize interest rates, but required companies
match this with more insurance.!! The Reagan administration did away
with this insurance and permitted the industry to increase the amount of
long-term commercial loans to pay higher interest on deposits.!? It also
allowed lenders to provide 100% financing, eliminating any requirement
for a down payment.!® The Reagan administration believed the market
could regulate itself: the savings and loan industry would not provide
loans to those at high risk of default, while borrowers would not over-
burden themselves with an unsustainable level of debt.

As was the case in Chile, the savings and loan industry experienced an
economic boom for several years, but this was followed by an unprec-
edented number of bankruptcies. Initially, investors were attracted to the
interest rate premiums compared to regular savings accounts.'* Large
investment firms, such as Merrill Lynch, played a role by connecting
investors with this, at the time, lucrative opportunity.'®> Competition
within the industry led to an incentive to provide higher interest rates
for investors; in order to do so, thrifts took on riskier loans, especially
in mortgages.!® The American housing market increased in value due to
the rise in demand created through easy loans. However, by 1986 the
housing market started to slow and the failure rate for thrifts started to
skyrocket, with over $113 billion worth of losses.!” By the end of the
year, the Federal Savings and Loan Insurance Corporation (FSLIC), the
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public insurer of the thrift industry, was insolvent.!® Congress eventually
had to intervene to bailout the FSLIC in order to protect the deposits
at a cost of over $125 billion to the taxpayer.!® The collapse of thrifts
along with the loss of investor wealth and the value of mortgages played
a significant part in leading to the recession in the early 1990s, adding to
unemployment and government budget deficits. The failure of the sav-
ings and loan industry also started the precedent of bailouts by the fed-
eral government to prevent a bank failure from spreading to the overall
economy. Similar to Chile, the profits from risky financial ventures were
privatized, while the public through the government absorbed the costs
in a time of crisis.

Due to the reintroduction of neoliberalism that started in the 1970s,
the economies of the USA and Britain had to be transformed to benefit
investors and corporations. In order to do so, the post-war consensus
between capital and labour had to be broken. In the USA, this started with
the air traffic controllers who went on strike in the summer of 1981.29 The
newly inaugurated Reagan administration seized this opportunity to send
a clear message to labour: dissent from unions would be met with a harsh
response.’! When the union refused the government’s demand to return
to work, Reagan decided to fire the striking air traffic controllers and made
it illegal for another company to hire a striking worker.?? These layoffs
led to the near collapse of the industry, with many non-certified control-
lers taking the place of the well-trained workers.?? Yet this measure sent
a message to the workforce and to public sector unions to not interfere
with the government’s agenda. The Reagan administration would clamp
down on labour and ensure profitability for capital. Prior to the 1980s the
USA had some strong unions, but the labour movement was not as great
of a political force as in some areas of Europe, such as Britain or Germany.
However, even with America’s history, Reagan represented a different kind
of response to union dissent. Though the air traffic controllers were rela-
tively small compared to some of the larger unions, the government would
go to extremes to undermine even minor threats to the wealthy.

This was replicated in Britain. Thatcher followed similar tactic to
respond to the Coal Miners’ Strike of 1984-1985. By the 1980s, for-
eign competition had greatly undercut the profitability of coal produc-
tion in the UK. The Thatcher government decided to close down nearly
half of the working mines which would lay oft nearly 70,000 people
over the next 5 years.?* To do so, the Conservatives had to fight against
the National Union of Mineworkers (NUM) one of the country’s most
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powerful and well-organized unions.?®> Unlike the USA, where the air
traffic controllers were relatively weak, the coal miners were extremely
well organized and had ties to Britain’s Labour Party. The strike lasted
well over a year and at times became violent as miners clashed with the
police.2® Thatcher’s government did not have the financial constraints of
the miners. The government could afford to wait out a protracted strike
whereas the working-class miners needed their wages to maintain their
livelihood and feed their families. So despite taking on one of the most
powerful unions in country, the Conservative government won the labour
dispute in 1985.27 The collapse of the union allowed Thatcher to close
down half the mines, throwing thousands of people out of work. By the
early 1990s, without a strong union to counterbalance the whims of the
government, the entire industry was completely privatized.?® Although
Britain had a legacy of worker rights, it could not stop the policies of the
Thatcher government, nor the demands of the global financial system.

While the Reagan and Thatcher governments did limit the power of
labour, they were only the political apparatus of the newly empowered
financial industry. Initially in the 1970s, the liberalization of finance
was intended to enhance American policy autonomy and to prolong its
hegemonic position in the system. But once deregulated, the financial
system placed pressure on these leaders to introduce market-oriented
policies and to alter the role of government in the economy. The end of
the Bretton Woods system of capital controls forced countries to com-
pete against each other for scarce investment dollars, starting a period
of competitive deregulation of labour and financial markets. From this
point on, the financial centres of New York and London would vie for
foreign investment, resources and talent.?” The USA started this trend
with many other developed countries following suit in the 1980s, such
as Germany, France and Japan.3? Some did so to remain competitive
with the USA and the UK, others, like France during the presidency
of Francois Mitterrand did so in order to prevent capital flight.3! And
although the process was uneven and varied—some countries, particu-
larly in Scandinavian and Central Europe kept generous welfare states—
barriers to finance and foreign investment were progressively lowered in
the 1970s and 1980s.32 Thus, through the hegemonic capabilities of the
USA, the ability of global finance to condition and, at times, harm an
economy, compelled governments, regardless of their political affiliation,
to adopt policies favourable to international investors.
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Through the USA, financial markets reshaped the economic policies
of a wide variety of governments in the global south through the IMF.
Due to the energy crisis of the 1970s and the sudden deregulation of
finance, many petroleum exporting countries had excess liquidity and
lent out vast sums of money to Brazil, Chile, Argentina and Mexico.3? By
the early 1980s, the spike in interest rates in the USA reduced demand
for a wide array of commodities from Latin America ranging from oil to
copper. These countries were faced with two problems: higher interest
rates made refinancing difficult due to relatively large sums that were bor-
rowed in the 1970s, and they experienced a severe recession compound-
ing their debt.3* With the prospect of numerous defaults on sovereign
debt, the IMF was called upon as a “lender of last resort”.3> However,
by the 1980s, the IMF placed new conditions on the terms of the loans.
It required countries that received loans undergo a “structural adjust-
ment program” in order to lower state intervention in the economy,
devalue the currency, reduce budget deficits and make the economy
favourable for international investors.3® As a result of the IMF condi-
tions, many state enterprises were privatized, wages were repressed and
poverty increased among some of the poorest people in Latin America.?”
The IMF—an organization largely financed and its policies are set by the
USA—took advantage of an opportunity to make the conditions favour-
able to finance capital. The USA had already started to deregulate its
own economy, and it used its position in the IMF to further weaken state
intervention in the global South. From the 1980s onwards, the demands
of financiers and investors would take priority over full employment and
the regulation of economies in both the developed and developing world.

The 1980s led to neoliberalism as a way to deal with the economic
problems of the 1970s. The post-war consensus had been built upon
three foundations: a system of regulated currencies, American primacy
and a consensus between labour and capital. By the 1980s, contradic-
tions within the capitalist system began to unravel this consensus. In the
USA and Britain, interest rates were raised to lower inflation and striking
unions were broken. In the USA, which never had a strong welfare state,
pro-market policies were more readily adopted. Also the rise in interest
rates led to a debt crisis in many countries throughout South America,
providing the American-backed IMF the ability to enforce painful struc-
tural adjustment programs to attract investment. The international eco-
nomic system would be reorganized to protect capital and investors. The
spatial fixes would no longer be kept within a country, now capital would
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be able to invest almost anywhere in the world. Countries could be
punished by the rapid movement of financial markets.

THERE Is NO ALTERNATIVE? NEOLIBERALISM GOES GLOBAL

By the end of the 1980s, the neoliberal process of accumulation of break-
ing down barriers and opening previously untapped markets became the
new orthodoxy. Neoliberal economic policies coupled with advances in
technology allowed finance to move rapidly across borders in search of
profit. The dominant western power, the USA, used its centrality in the
economic system to compel other countries to liberalize their financial
systems. It had a role in international institutions such as the IMF to force
countries to adopt market-oriented policies. However, financialization
was not an even process; many countries still retained significant control
over their domestic economic policies. Nevertheless, by the 1990s pres-
sure from the international financial system or international institutions
began to compel countries to adopt market-oriented economic policies.
As Panitch and Gindin argue, for the most part, the American economy
was strengthened rather than weakened by the financialization of the
global economy in the 1980s.38 America had the unique ability to attract
foreign investment capital from foreign markets, and despite ending trans-
ferability to gold, the US dollar served as the world’s reserve currency. By
the late 1980s and early 1990s, these processes appeared to be seamless
and beneficial to America: the geopolitical interests of the USA coincided
with the accumulation strategies of both domestic capital and interna-
tional finance. This was also a period of dramatic transformations in the
international system. The collapse of competitors to the USA, namely the
fall of the Soviet Union and the opening up of China, only further popu-
larized the idea that there was no alternative to neoliberalism.

The end of the Cold War can be partially attributed to the long-term
stagnation of the Soviet economy. When Reagan came to power in 1981,
his administration took a much more aggressive approach to the Soviet
Union with a large military build-up.?® By 1985, the leader of Soviet
Union, Mikhail Gorbachev, recognized the Soviet economy was stag-
nant—corruption was endemic, and productivity was extremely low—
making it difficult for the USSR to compete with the USA.#% In response
to these international and domestic problems, Gorbachev initiated a new
period of détente with the USA to reduce military spending, while at
the same time instituting glasnost and perestroika to liberalize the Soviet
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economy. Once these reforms were instituted, the entire Soviet system
started to fall apart. By 1989, the Soviet bloc faced a series of revolu-
tions with Communist governments in Eastern Europe overthrown by
mass protests. Rather than use the military to suppress these movements,
Gorbachev chose to tolerate dissent against the authority of Moscow.
Economic and political liberalization proved to be too much for the
regime, and the Soviet Union itself dissolved at the end of 1991, ending
50 years of geopolitical tension between the superpowers. The countries of
the former Soviet Union ended state control of the economy and adopted
many of the free market reforms prescribed by the USA.

The collapse of the USSR was perhaps one of the most important
political events of the late twentieth century and was an example of the
three processes of working in tandem. First, the USA had been a com-
petitor of the Soviet Union since the end of the Second World War, fac-
ing off in series proxy wars. The collapse of the Soviet Union removed
the USSR as a threat to American security interests. The USA was the
sole remaining global superpower with unmatched military capacities.
The heightened tension between the two superpowers was also benefi-
cial to American corporate interests. In 1979, the Soviet Union invaded
Afghanistan, and in response the Carter and Reagan, administrations
responded through more military spending. For example, in 1980 the
USA spent just under $200 billion on defence, by 1988 defence spend-
ing increased to almost $350 billion per year (all figures in $US 1995).4!
Furthermore, Washington proposed the Strategic Defense Initiative (SDI)
to use lasers to shoot down incoming warheads (a program that as of
2012 has yet to yield any positive results), making the 1980s a very profit-
able time for defence contractors and other related military industries.*?
The increase in defence spending had the added bonus of promoting job
growth, which aided Reagan in his re-election campaign in 1984. The
collapse of the Eastern bloc led to the liberalization of the economies in
the former USSR, which opened up new markets for American consumer
goods.*3

The changes in the financial system were a determinant in the down-
fall of communism as well. When the Reagan administration bolstered
defence spending, it also reduced taxes on the upper and middle class,
leading to nearly quadrupling US public debt to $4 trillion by 1992 .4
Despite the profligacy of the American government, it had the ability to
attract capital in order to continue to finance this debt. Moreover, since
the dollar was no longer pegged, countries did not have a method to
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exchange their US dollar reserves for gold. Since US treasuries were
considered to be the safest investment, their yields—and the cost of
borrowing—remained low, this provided the American government
with greater fiscal flexibility to spend without having to raise taxes or cut
entrenched and popular social programs.#® Financialization allowed the
USA to borrow enough money to outspend the Soviet Union. Certainly,
this was not the only reason the Soviet Union collapsed, but it did give
the Americans a financial advantage over its competitor. Furthermore,
after the collapse of communism, an unexploited market was now open
to investors. Initially, investment started slowly and unevenly as coun-
tries transitioned towards market economies in the early to mid-1990s,
but by the 2000s there was massive investment from banks in Western
Europe, particularly in more market-friendly countries such as the Czech
Republic, Hungary and Slovenia.*6 Many of these countries privatized
their telecommunications industry and public utilities which were sub-
sequently purchased by investors from Western Europe.#” Some Eastern
European countries joined the European Union to facilitate greater
trade and attract investment. So the liberalization of finance gave the
Americans the ability to outspend the Soviet Union, and eventually protf-
ited from the opening of new markets to investment.

Also during the 1980s, the economy was opened in the most heavily
populated country in the world: China. By the 1970s, the long-standing
split between the PRC and the USSR led China to open diplomatic rela-
tions with the USA. From a geo-strategic perspective, it was to America’s
advantage to normalize relations in order to draw China into the west-
ern fold away from the Soviet Union.*3 The political opening of China
was shortly followed by economic openness after the death of Mao in
1976 and the ascension of Deng Xiaoping.* By the 1980s, Deng intro-
duced reforms to China’s legal and economic system, slowly opening the
country to foreign investment.>® At the time, China was a poor agricul-
tural society—Mao’s Cultural Revolution and Great Leap Forward killed
millions and left the economy in ruins. The purpose of these reforms
were to gradually introduce capitalism but with state oversight over
banks and corporations. Some degree of private ownership was tolerated,
but the government still maintained a controlling share.’! During the
1980s, the experimentation met with success—China could attract
low-wage low-skill industries and export goods to the USA.>?
However, this development was not without some problems: China’s
economic development was hampered by trade sanctions after the
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government brutally crushed dissenters during the Tiananmen Square
protests in 1989. Learning from the successes of the 1980s, the Chinese
government fully opened its economy to foreign investment in the 1990s
and began to grow at an unprecedented rate, finally joining the WTO in
2001, adopting most global trade and investment standards.>?

By the late 1990s, the former USSR and China were starting to be
integrated into the global capitalist system. As foreign investment regula-
tions were deregulated throughout the world, financial markets gained
the ability to enrich or punish a country’s economy at an unprecedented
speed. Moreover, after a brief recession in the early 1990s, most econ-
omies in the developed world entered a prolonged period of economic
growth due the technological advancements in computers and informa-
tion technologies. This tech boom coupled with the opening of China
led to a substantial increase in Global Production Networks (GPN)
where firms produced goods where labour was cheap and sold them to
consumers in the developed world.>* One such example, the American
retailer Wal-Mart became one of the world’s largest companies in the
1990s by streamlining the production process. Wal-Mart gathered
information at the point of sale to automatically generate production
orders in China, cutting down on overall costs.>® Corporations were
increasingly taking advantage of deregulated markets and loose financial
restriction in order to produce on a global level. The liberalization of
finance was supposedly beneficial to both Chinese workers and American
consumers. China had a vast pool of workers and wealthy American
consumers could purchase Chinese-made products at a lower price. By
the 1990s, policies to retrench government and liberalize finance and
production were widely instituted by politicians throughout developed
and developing economies.

In the 1990s, many of the conservative parties that enacted neolib-
eral policies were defeated and traditional centre-left parties were given
the opportunity to govern. In the USA, the Democrat Bill Clinton
was elected president in 1992 and in Britain Tony Blair’s Labour
Party attained a majority in parliament in 1997. Once in power,
though, Clinton and Blair continued many of the same policies as their
predecessors. Clinton cut government spending, lowered taxes on
corporations and the wealthy and reformed welfare. In the UK, Blair
broke with the old affiliations to the labour movement and promised a
“third way” between the free market agenda of the Conservatives and
socialism.>® There are many reasons for this continuity, but paramount
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was the ability of financial markets to force governments to comply with
demands of international investors. By 1995, according to the Bank of
International Settlements (BIS) over $1.2 trillion dollars were traded
over currency exchanges per day in investments, swaps and derivatives.®”
By the 1990s, many developed and developing countries, with the excep-
tion of India and China where the government still played a large role,
had removed capital controls completely.’® The massive amount of
investment dollars move with little regulatory oversight across interna-
tional boundaries. The sheer size and volume of global financial markets
made any government, regardless of its size in the global economy, cater
to the demands of international investors in order to prevent volatility in
financial markets.

The liberalization of finance was not without a tendency towards crisis.
In the 1990s, a series of sudden and rapid panics occurred in emerging
economies. The first significant panic was in Mexico after the government
deregulated capital controls. Mexico was neither heavily in debt by global
standards nor did it have an overly expansive welfare state, yet investors
lost confidence and the value of the peso collapsed.? Since borrowing
costs had risen due to the rapid devaluation of the peso, the Americans
provided Mexico with a bailout to prevent a default on their debt and
the crisis from spreading. A similar panic occurred in 1997 in East Asia,
a region that had developed quickly since the 1970s. When Thailand
floated its currency, investors set off a speculative run against the econ-
omy. The crisis quickly spread to South Korea, Malaysia, the Philippines
and Indonesia threatening the region’s banks and stock markets.%® In
order to mitigate the crisis, the IMF provided these countries with US
$95 billion in loans to restore the confidence of international investors
and calm financial markets.®! However, the IMF required a series of dif-
ficult austerity measures as part of the loan conditions—the countries had
to cut government spending and increase taxes.®> The Asian financial cri-
sis had one other significant ramification: it weakened the already fragile
Russian economy. Similar to the Asian crisis, the IMF offered the govern-
ment of Russia a loan package. Yet financial markets proved too powerful
for the IMF and undermined the value of the Ruble, leading a default on
the country’s debt in 1998.9% Though Russia started to recover by 1999,
the political damage had been done: Russia fell back into authoritarianism
under the presidency of Vladimir Putin.

By the year 2000, in advanced economies, capital markets had been
deregulated allowing investors to move money quickly and with minimal
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government oversight. Even corporations that produced goods would
often use their assets to leverage in order to lower costs through global
production chains. Deregulation would often lead to an asset bubble as
investors rush in for quick profit, followed by a crisis that undermined the
economic stability of a country. The US government, either directly or
through an intermediary like the IMF, would act as lender of last resort
or intervene to prevent the panic from spreading. A discussed earlier, the
East Asian and Russian crisis continued a pattern of targeted bailouts to
prevent a systemic crisis. For developing countries, loans came with the
conditions to retrench government spending and to cater to the interests
of international investors. At the end of Clinton’s term in office, America
had unquestionably benefited from the liberalization of capital markets.
The advances in technology led to a high level of employment, while
trade with China kept inflation low and provided the country with cheap
imports. Though there had been periodic crises throughout the 1990s
in emerging economies, for the most part, the problems had been con-
tained. With the USA acting in the interests of international investors, it
seemed that there was no alternative to neoliberalism.

By the turn of the millennium, it appeared the American govern-
ment, corporations and international investors worked together to
spread capitalism. With China and Russia being brought into the global
economy, there was no longer any viable alternative to capitalism. Even
India started to open its economy in the 1990s to foreign investment.
However, underlying the supposed unity of the American government,
corporations, developed and emerging economies and finance there
were marked differences and new sources of conflict. Systemic fault lines
appeared between those that benefited from this phase of free market
capitalism and those that did not. For developed economies, Canada,
the USA and Mexico signed the North American Free Trade Agreement
in the early 1990s, while a single currency, the Euro, started to become
adopted by continental European countries in the year 1999. It was dur-
ing the late 1990s that the antiglobalization movement gained support.
People protested against the neoliberal agenda of the G8 and WTO argu-
ing that it exacerbated global inequality and led to the exploitation of the
developing world as countries “raced to the bottom” for investment.%*
Corporate practices were scrutinized by activists who argued many work-
ers in developing economies were poorly paid and had few employment
rights.®® Many journalists and academics argued the new economic order
gave too much power to corporations, banks and financial markets at
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the expense of democracy and human rights.®® It is no coincidence that
Hardt and Negri’s assumption that economic and political power had
become harmonized was a product of the experience of the 1990s.9” In
their view, Empire represented the synchronization of an economic, polit-
ical and cultural process that exploited the global multitude.

With the demise of the Soviet Union and the opening of China, there
were no longer any remaining major geopolitical threats to America.
Washington was free to use its role as the sole superpower to promote
American corporate interests and integrate previously untapped markets
into the world economy. Corporations could use China and Eastern Europe
as cheap sources of labour, lowering the price of goods to sell to wealthier
countries. The quick movement of finance compelled governments to
deregulate their financial sector in order to attract investment. Although
this led to the need to bailout Mexico and East Asian countries, for the
most part, the 1990s were a profitable time for investors. The dot-com
boom in the USA led to one of the longest periods of economic growth
in the USA since the 1960s. In the 2000 presidential election between the
Democrat Al Gore and the Republican George W. Bush, the debate cen-
tred upon how the federal government should spend its projected surpluses.
However, this peace and prosperity proved to be short-lived as the events of
the next decade, as well as the decisions made by George W. Bush as pres-
ident, produced tensions and contradictions between the financial system
and American government.

THE BusH WARS

The Bush administration’s poorly executed invasion of Iraq as a response
to the terrorist attacks of September 11th, 2001 began tension in the
seemingly harmonious process between the spread of capitalist markets
and the objectives of American foreign policy. The purpose of this section
will be to examine the broader systemic processes that took place in the
post-9/11 period. Similar to previous Cold War conflicts, there was no
dominant economic motive for the invasion of Iraq for the Americans.
Though there are vast oil reserves in Iraq, the war, if anything, has not
proved beneficial to the American economy nor American corporations.
The war in Iraq was in fact a new phase of American dominance, one led
by neoconservatives. The Bush administration promised to spread democ-
racy, freedom and markets in the Middle East as a method to ensure
the security of Americans. The domestic circumstances in a post-9 /11
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context were a major determinant behind the invasion. Although the
war in Iraq was costly for the American government, for many firms, it
has been extremely profitable. Investors in military and oil corporations,
particularly those from China and Russia, profited from the war at the
expense of the American government.

As a response to the terrorist attacks of 11 September 2001, the USA
started a series of military invasions in order to bring greater domestic
security. For the American government, “The War on Terror” became
a priority rather than just economic liberalization. Although the USA’s
commitment to free trade and open markets was not abandoned com-
pletely, the war on terror became a paramount consideration for the Bush
administration.®® As a consequence of the attacks, NATO launched the
war in Afghanistan hoping to eliminate Al-Qaeda and the Taliban. The
war was viewed by most as a multilateral conflict that had the support,
or at least the tacit acceptance, of the international community. The
Bush administration went through institutional channels for the war and
attained the consent of the UN to launch an attack on Afghanistan. For
the war on terror, geopolitical interests took priority. The USA had been
attacked by a sub-state terrorist organization, and, at least for this con-
flict, was willing to work through the UN to attain a sense of interna-
tional legitimacy for the war. However, this conciliatory approach was
shortly thereafter rejected as the USA launched a war that violated of
international law and infuriated its allies.

In the spring of 2003, the Bush administration decided to invade Iraq
with a coalition of willing countries, but without the consent of the UN.
There were many reasons given by the Americans for the removal of
Saddam Hussein by force. The administration argued that Saddam was a
security threat to the USA and likely would harbour terrorists and pro-
vide them with weapons of mass destruction.®® However, this justifica-
tion was widely refuted by the American security establishment. As John
Mearsheimer and Steven Walt argue, even with nuclear weapons, Iraq
could easily be contained and posed little threat to international peace.”®
During the 1991 Gulf War when Iraq invaded Kuwait, the Americans led
a coalition to remove Iraq’s forces. Saddam was left in power in Iraq, but
the regime was essentially isolated from the international community, pos-
ing a negligible threat to the region.”! Yet despite these protests from the
security establishment, the threat of WMDs was cited as a major reason to
use force to oust Saddam.



3 THE NEOLIBERAL ORTHODOXY 1979-2000 57

Another justification for the invasion was to spread democracy to
Iraq.”? American liberal scholars and policy-makers have an ideologi-
cal commitment to democracy. And although in practice the USA gov-
ernment has supported right-wing dictators throughout Latin America
and Southeast Asia, by 2001 many Republicans believed that the best
method to ensure America’s security and economic prosperity was
through regime change in the Middle East.”? Bush stated in a weekly
radio address in 2005: “A democratic Iraq will be a powerful setback
to the terrorists who seek to harm our nation... A democratic Iraq will
be a great triumph in the history of liberty. And a democratic Iraq will
be a source of peace for our children and grandchildren”.”* The war in
Iraq was an attempt by the Bush administration to bring democracy to
a region through the use of force. Bush’s decision was at least in part
a way to combat hostile regimes. There was a belief that a democratic
Iraq would not pose a threat to American interests and would not be
a launching ground for terrorist cells. Of course, the war did not go as
planned and democratic institutions in Iraq remain fragile. But at least
on the part of the Americans, regime change was a determinant behind
the decision to invade.

Though the USA lost international prestige and economic resources,
the protracted conflict in Iraq has been beneficial to the financial indus-
try and TNCs. As with Vietnam, the war has been profitable for specific
industries. The Americans provided contracts to develop Iraq’s oil to
companies such as Halliburton and British Petroleum until 2007 when
Indian, Chinese and Russian companies took over.”> Certainly these cor-
porations profited from the war and Halliburton had ties to the Bush
administration, but as the war went on, other firms were awarded Iraq’s
oil contracts. Also since these corporations are, for the most part, pub-
licly traded companies, regardless of where the oil is sold, the profits go
back to the shareholders of these corporations, whether it be international
investors or, in the case of Chinese firms, the Chinese Communist Party.
The reconstruction and security costs, upwards of $50 billion a year,
were paid by the American government with over a third going to pri-
vate security firms.”® Common in the neoliberal process, throughout the
war the costs have been paid by American taxpayers, and a government
that has grown its debt to fight this war, while the profits have been
privatized.”” The group that has profited from the war in Iraq has been
investors. Geopolitical interests may have been a major determinant of
the American invasion, but the opportunity soon arose for corporations
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and investors to profit from the war at the expense of the Americans.
Capital, though it was not the only driving force behind the initial inva-
sion, took advantage of the situation once the Americans overthrew
Saddam’s regime. So though capitalism was a factor, the ideological com-
mitment of Bush administration to democracy and the perceived national
security threats were large determinants of the invasion.

Whether the Iraq war was motivated by the by the Bush administration’s
desire to prolong American hegemony, or whether it proves to be a harbin-
ger of the end of USA remains uncertain. By all measures—in terms of lives
and money spent—the war was expensive for the Americans and, as of yet,
has shown very little direct return for the US government. Some American
firms have profited from the initial few years of the conflict, but, in the end,
it was international investors that have gained the most. As Arrighi sug-
gests the war was an economic drain for the Americans—taxes were cut by
the Bush administration and the war was financed by large deficits, often
borrowing money from the Chinese.”® Yet there was no massive financial
or geopolitical crisis as a result of America’s unilateralism, nor did the inva-
sion of Iraq foreshadow further American interventions into regimes such
as North Korea or Iran. And although the USA went further in debt due
to the war, financial markets continued to function normally with the abil-
ity to borrow cheaply from the savings glut in Southeast Asia. It would take
a domestic housing market crisis before the eftects of neoliberalism began
to challenge the political and economic power of the USA.

SUMMARY

The purpose of this chapter has been to analyse the development of
the financial system and American hegemony throughout the twentieth
century. I traced the historical rise of the USA after the Second World
War, and how it has been trying to manage, albeit with varying degrees
of success, the global capitalist system. The material transformation of
capitalism was assessed throughout this chapter, from the near collapse
of global trade and finance during the depression, to its regulation in the
post-war era. It seemed countries had learned from the depression and
sought to institute a framework to foster a compromise with labour and
capital. In the immediate post-war period, corporations often worked in
tandem with the American government—when business interests were
threatened, the US military intervened. Yet, there were other motiva-
tions for the USA than just promoting business interests. The threat of
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the spread of communism compelled the USA to expend vast military
and economic resources to prevent the spread of communism. These two
interrelated processes of American military expansion and the opening of
markets for investment defined the post-war system, with America as the
dominant hegemon of the capitalist system.

The contradictions in capitalism of the 1970s gave way to the incre-
mental rise of neoliberalism. There were many determinants that led
to this transition. One reason was the very way the post-WWII regime
was constructed with the USA as the centre of the global economy.
The Bretton Woods system had created a stable international eco-
nomic order that relied upon the Americans to underwrite the sys-
tem. By the 1970s, the rapid growth in competition from Europe
and Japan, along with the power of the labour movement and the toll
of the Vietnam War, led to the unravelling of the post-war consensus.
This started with an economic decision of the Nixon administration
to suspend the US dollar’s convertibility to gold, thereby undermin-
ing the entire Bretton Woods system of currency controls. This proved
to be a short-term solution, but had unforeseen consequences. It
paved the way for broader deregulation in the global economy. The
energy crises of the 1970s led to a decade of high inflation and low
economic growth that further destabilized the post-war consensus.
Although the degree to which neoliberalism was adopted was uneven,
it set off the new phase—the ability of corporations and finance to
condition and penalize a country that goes against market principles.

When the Soviet Union collapsed and China started on its path to
reform, capital has fewer barriers in the global economy. By the 1990s,
the USA government, international financial institutions and corpora-
tions worked in tandem to open markets and protect the rights of inves-
tors. Even traditional centre-left parties in the USA and the UK had
adopted pro-market policies. And though there were periodic crises in
Mexico, South Asia and Russia, the Americans and the IMF were avail-
able to prevent a broader systemic crisis of capitalism. By the turn of the
millennium, it seemed as though the processes of American expansion-
ism and neoliberal markets had harmonized. Yet despite the seeming syn-
chronization of these forces, by 2001 tensions began to arise between
the USA and the financial system. In the post 9/11 period, these
interests began to diverge with the American-led invasions of Iraq and
Afghanistan, yet it would take the global crisis of the Great Recession to
show that fault lines in the American political system.
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CHAPTER 4

A Crisis in the European Union

The Great Recession has led many scholars to question the hegemony
of the USA, which was at the centre of the crisis. Since the 1980s, the
American government has promoted the financialization of both the US
and global economy. Financing was used to overcome barriers to accumula-
tion, opening up new untapped markets for profit. In the USA, lax credit
requirements integrated lower income Americans into the financial system.
Meanwhile, the savings of people in China was used to keep interest rates
in the USA low, perpetuating a credit bubble by linking American consum-
ers to the Chinese economy. When periodic crises occurred prior 2008, it
was usually in emerging economies, such as South America in the 1980s
and Southeast Asia in the 1990s. The subprime mortgage crisis of 2008
showed the USA was just as vulnerable to global finance as any other econ-
omy. Moreover, America was the hub of a financial system, so the conta-
gion quickly spread to Europe and Asia becoming a truly global financial
crisis. After the crisis began, the power of the financial system has continued
to be dominant process that conditions the global economy.

The financial crisis cannot be understood without a broader understand-
ing of the global expansion of capitalism in South Asia, the complexity of
the financial system, and the specifics of the American housing market.
Neoliberalism arose out of the contradictions in the post-war consensus.
After the collapse of the Soviet Union and the opening of China, there
were fewer international barriers to investment and profit. The reduction
of these barriers led to an explosion of global investment capital, particu-
larly in East Asia. However, along with the growth in scope of the financial
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system, its ability to rapidly undermine the strength of an economy also
grew as discussed previously with the 1997 Asian Financial Crisis. Yet,
when periodic crises occurred, the American government was available to
provide assistance and prevent a broader downturn in the global economy.
Prior to 2008, it seemed as though major developed countries benefited
from the financialization of markets, with the USA retaining its status of
hegemon for nearly two decades after the fall of the USSR. Yet the very
method for prolonging America’s dominance through the liberalization
of finance led to a contradiction in the global economy in 2008, with the
USA at the centre.

Since the crisis of 2008, the recession has spread throughout the
global economy. Though the crisis is global, linking countries and regions
together through the international financial system, each region has expe-
rienced it in unique ways based on numerous domestic factors. The pur-
pose of this chapter is to explore the consequences of the recession in
each major region in the global economy. Within the global financial sys-
tem, each country is trying to manage its place within the global capital-
ist system. For the USA as I will discuss later, with its divided branches
of government, the recession has brought about a variety of populist
movements against the intervention of the government in the economy.
Initially, both the Bush and Obama administrations enacted policies to
help manage the effects of the crisis, but since the economic downturn
has been protracted, the polarization of American politics has led to
political deadlock over the appropriate response of the government to the
recession. This almost led to a default on US debt—a historically unprec-
edented event that would have been an economic catastrophe.

For countries in Europe, the problems are related to the debt levels
brought on by the recession and the monetary restrictions of the Euro.
The main determinants of the crisis in Europe are political, economic
and institutional. Financial markets will not lend the PIIGS money which
only further raises borrowing costs. The prospect of a looming default
undermines confidence in the Euro. Due to the institutional restrictions
of the EU, the policy options are limited: the PIIGS cannot devalue their
currencies, nor can they engage in quantitative easing like the American
government. Instead, they have become reliant upon wealthier countries
like Germany and France for periodic bailouts and been forced to adopt
painful austerity measures. If a country is forced to leave, or there are
widespread defaults, there is fear that it could lead to another panic and
spread to other countries.
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TaE EurozONE CRISIS

The period following the financial crisis has, if anything, shown the abil-
ity of financial markets to condition the economics and politics of states
throughout Europe. The subprime contagion quickly spread, albeit to
varying degrees, to the rest of the global economy. Initially, in response
to the crisis, there was a great deal of consensus between countries over
how to mitigate the impact of the crisis: countries would effectively
absorb the costs of their financial institutions, thereby nationalizing pri-
vate losses. However, by 2010, financial unevenness in the global econ-
omy began to re-emerge. In countries tied to the Euro, this mounting
debt led a sovereign debt crisis in many regions as international investors
dumped bonds from European countries out of fear of a default. The
events since the crisis have led to growing conflict between in almost
every major economy. In each case, with the exception of China for
unique reasons, the demands of domestic politics, regional and location
and financial markets have led to the political and economic conflict. For
the EU, capital markets have threatened the stability of the Eurozone,
forcing governments to adopt painful and unpopular austerity measures.

The ongoing debt crisis has revealed the shortcomings of Europe’s
monetary union to allow countries to deal with a debt crisis; this will
likely cripple the EU for years to come. The strains imposed by the
ongoing debt crisis will only be protracted by the inability of the
Americans and Europeans to adequately deal with crisis. Yet again,
Gowan and Harvey provide valuable theoretical insights into the ris-
ing tensions within Europe and between the Eurozone and the USA.
During the period immediately following the adoption of the Euro,
Europe’s loose monetary union seemed to benefit every country that was
involved.! European firms were able to sell their goods with fewer barri-
ers in Eurozone markets, and European governments were able to take
advantage of the lower interest rates that resulted from what was essen-
tially the supranationalization of the Deutschmark. During the 2000s
when the global economy was relatively prosperous, the situation worked
out well. Germany could sell its goods in an open market with limited
trade restrictions and southern Europeans counties could borrow at low
rates to fund their social expenditure.

However, the 2008 financial crisis and the subsequent recession have
highlighted the problems associated with trying to develop a common
currency for a region as varied as the Eurozone. The 17 countries that
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use the Euro are bound by treaty commitments to abide by the policies
set out by the European Central Bank (ECB), which sets interest rates for
the Eurozone. Nonetheless, a true fiscal union does not exist between EU
member-states. Guidelines do exist to limit overall debt-to-GDP ratios and
curtail annual deficit spending, but the enforcement mechanism for these
rules is weak and is often disregarded by the more powerful countries in
the EU.2 At the national level, each country sets its own budget, allocates
its resources according to its own priorities and accumulates its own sov-
ereign debt. Contrary to the assumptions of Hardt and Negri, this has led
to high degree of incoherence in European policy, as well as sparking a
crisis between prudent northern European countries and the spendthrift
south. In contrast their northern counterparts, Mediterranean govern-
ments chose to borrow cheaply using the favourable interest rates that
they gained through the adoption of the Euro.

Immediately after the crisis, the Americans were involved as was the
IMEF to provide financing for the troubled economies in Europe. However,
over time Washington has become more inward-looking and reluctant
to take a leadership role in problems on the continent. Contrary to the
expectations of Panitch and Gindin, the USA has withdrawn politically
and economically from the European debt crisis. In a meeting of the G20
in November 2011, Obama pledged the USA would not offer further
financial assistance to beleaguered European economies.® This is due to
America’s own debt problems, but it is also motivated by domestic political
concerns. The Obama administration has difficulty convincing its Congress
to spend money on its own economic issues without the added burden of
providing more financing for Europe. This is a clear indication of domes-
tic American politics taking priority over the demands of the financial sys-
tem since the fallout of a sovereign default would likely harm the entire
global economy.* As we can see, the tensions arising have begun to create
conflict between major capitalist countries. Financial markets are compel-
ling wealthier countries to provide money for southern European coun-
tries, but domestic politics prevents more comprehensive policies to deal
with the sovereign crisis. It is now up to the Europeans through the ECB
and EESF to prevent the crisis from spreading from Greece to Italy and
other indebted countries. The USA no longer is willing, or able, to take
an active role as the lender of last resort in times of crisis. The withdrawal
of the USA from international financial affairs has left an opening for other
regional and international powers to fill the void.
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As a result of this borrowing and the crisis, a major sovereign debt crisis
has occurred in Portugal, Italy, Ireland, Greece and Spain (PIIGS), all of
which, with the exception of Ireland, accumulated high levels of debt in
the years prior to 2008. So far, it is the Greek economy that has teetered
closest to a full default, reaching an unsustainable 140% debt-to-GDP ratio
in 2011.5 Financial markets, sensing that Greece is unable to carry such a
large debt given the size of its economy fled Greek bonds, driving up bor-
rowing costs. In response, Germany, France and the IMF have provided
ad hoc bailouts through the European Financial Stability Facility (EFSF)
in order to prevent a default that could undermine the Euro and lead to
a broader crisis in the Eurozone. But despite receiving billions of Euros
in aid, Greek 10-year bond yields remained high, indicating a low degree
of investor confidence in Greece’s long-term economic prospects.® This is
partially due to the unpopularity of the austerity measures demanded by
Germans in return for bailouts. The situation has deteriorated to the point
where German and French leaders have started to openly discuss the possi-
bility of an orderly default, in recognition that Greece is too deeply in debt
to ever pay back investors.

The issues surrounding Greece’s looming possible default have pro-
found implications for the long-term economic prospects of the Eurozone
as a whole. In responding to this crisis, European leaders have been forced
to choose between three untenable courses of action, all of which have the
potential to undermine the European Union and its common currency.
The first option open to European governments is to continue to provide
bailouts to its insolvent members on an ad hoc basis; by drawing upon the
resources of its richer members and the IMF, the EU’s leaders can stave
off the immediate threat of default. So far this has been the policy adopted
for dealing with Ireland and Greece, but the strategy is untenable in the
longer term; a programme of open-ended bailouts is deeply unpopular in
Germany and France, while the austerity measures designed to end the
need for external loans have been met with protests in debtor states. Given
current conditions, even with Greece’s “haircut” of its debt in early 2012,
it is probably futile to hope that indebted countries will eventually become
solvent, or that Europe’s debt crisis will abate in the absence of structural
reforms or sovereign default. Moreover, endless bailouts would set the
precedent that southern European countries can amass massive debts at
the expense of the prudent North, which would only further alienate elec-
tors and corporations in countries such as Germany where the crisis has not
been as protracted.
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There are also the social and political ramifications throughout Greece
and the rest of the Europe for the lack of economic growth and forced
austerity measures. The public response to austerity measure and anaemic
growth has been to turn to increasingly radical parties. Indeed, in Greece
the election of SYRIZA—a communist party—in 2015 was supposed to
bring about the end of the austerity. However, despite the promises of
the Tsipras government, Greece was unable to negotiate more favourable
terms from the “Troika” of the IMF, ECB and EC even after the 61%
of the people of Greece voted against a new bailout package (Endghal
2015). The popular movement against austerity was shown to be insuf-
ficient compared to the capacity of foreign lenders to cut oft Greece from
European financial markets. The Tsipras government, despite popular
rhetoric and the support from a majority of the people of Greece were
unable to fundamentally change the terms of negotiations of the 2015
bailout package. The troika had too much leverage and institutional
strength for Greece to negotiate an alternative to continued loans for
austerity measures.

The socio-economic factors that led to the rise of SYRIZA should
not be ignored. The long-term economic crisis in Greece after the onset
of the recession was met with stringent austerity measures as a condi-
tion for loans. This crisis, however, has had dire social ramifications
on the Greek people. SYRIZA and racialism within Greece, including
the neo-fascist Golden Dawn, represent a broader populism, and disil-
lusionment, with European institutions and “elites” (Stavrakakis and
Katsambekis 2014). This populism usually stems from right-wing par-
ties throughout Europe, but in the case of Greece, the left has been its
main beneficiary. What the rise of these parties represents, even if they
cannot negotiate successfully with the troika, is a schism between the
views of many voters and the interests and demands of the so-called
elites in European institutions. While it may be tempting to dismiss the
Tsipras government as the exception, given the context, it represents a
failure for conventional liberal parties to maintain control of the domes-
tic political establishment within Greece. Furthermore, the scepticism of
the people of Greece with their government and European institutions
has become commonplace throughout Europe with the rise of populist
movements.

Even with the crisis temporarily abated, a scenario facing European
states is a major restructuring of the Eurozone, which may end with
several countries being forced to abandon the common currency. Such
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a retrenchment would recognize that the structure of the system is
unworkable and leads to the stronger countries retaining the Euro and
the weaker economies reverting to their old national currencies. At first
glance, this scenario may not seem overly likely, since the mere mention
of Greece leaving the Eurozone can spark fears about capital flight that
will threaten the overall economic stability of the EU.” As in the case of
sovereign defaults, European leaders do not want to set the precedent
that members can leave the Eurozone, particularly since there is no estab-
lished method for a state to return its traditional currency.® Nonetheless,
if Greece is forced to leave the union or leaves of its own volition, and
the other PIIGS start to consider default as well, there will be intense
pressure brought to bear on policy-makers to drastically restructure the
Eurozone, which can only undermine the EU’s long-term goal of con-
tinental integration. Even in the event that the Eurozone remains intact,
European leaders will be left with a financially weakened institution suf-
fering from severe internal cleavages between its members. At the same
time, since the economic prospects for the Europe Union remain so dim,
it is unlikely that its member-states will be able to overcome their loom-
ing social, demographic and security challenges.

A solution to this crisis proposed in November of 2011 was for fiscal
integration of the European economies in exchange for liquidity injections
from the ECB. This measure was introduced after Italian bond yields rose
to an unsustainable level with many leaders worried the country was far too
large and in debt to bail out should investors lose faith in Italian bonds.
The fiscal union is intended to ensure greater stability from some of the
weaker southern economies through stringent fiscal regulations and new
austerity measures.” The purpose of this union is to provide money from
Germany through the ECB to buy bonds in order to stabilize the PIIGS.
In return, southern European countries lose a degree of fiscal autonomy
through oversight over their budgets by limiting deficits to 0.5% of GDP.10
This proposal will limit the growth of government programs by placing
budgetary oversight in the hands of the European Commission instead
of national legislatures. Ideally, this stipulation is intended to ease investor
confidence by ensuring a restricted role for governments in their econo-
mies. Even in good times, but particularly during recessions, this is an
extremely stringent limitation on the ability of governments to introduce
fiscal stimulus. The intent of the union is to keep governments in future
from too much intervention in their economies regardless of the circum-
stances or the demands of the public.
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There are several obvious political issues with the proposed union. To
begin with, the UK has vetoed its participation in this union—it does
not want the financial centre of London to have to comply with far more
stringent continental standards, nor does it want to pay a proposed finan-
cial transaction tax.!! London has long been an international financial
centre and does not want to invite competition from other cities. More
substantively, the proposed fiscal union is wildly elitist and undemocratic.
It takes away approval of national budgets from democratically elected
legislatures and places it in the hands of technocrats at the EC. While
the EU has traditionally been an elite-driven institution, this proposal
will dramatically constrict national governments’ intervention in their
economies through extremely tight limits on deficit spending. Ironically,
the outcome of the recession for the Euro—and saving the Eurozone—
draws quite similar parallels to the gold standard in the 1930s. It is dif-
ficult and costly for countries to abandon the Euro for fear of capital
flight and instability for the region, yet the austerity measures required
to maintain the currency will lead to public outcry and will likely prolong
the recession. And similar to the 1930s, without international leadership,
the Europeans have elected to meet to demands of the financial system
regardless of the consequences this will have on the public.

Moreover, the scepticism of the European Union is not limited to its
members that are experiencing debt problems, the crisis of legitimacy
has hindered the politics of its northern European members as well. In
Great Britain, the UK Independence Party (UKIP) has increased its pop-
ular support in 2009 European parliament, despite finding itself unable
to win seats in the British parliament the following year (Heyton 2010).
While relatively small compared to other major parties in the UK, such
as Labour and the Conservatives, UKIP has garnered the attention of
the media and a core constituency of voters angry at the perceived injus-
tice of the European Union, vowing “independence” from supposedly
onerous European regulations and financial commitments. While initially
it was assumed that the UK electoral system, First-Past-the-Post would
“doom” the UKIP to being a largely irrelevant group unable to gain
seats in parliament, its leader, Nigel Farage, turned out to be capable of
building a sizable constituency for its views at the local level (Abdei and
Lundburg 2009).

The popular support for UKIP in a series of local and European elec-
tions in Britain in 2014 had long-term political consequences for the UK
and its place within the European Union. In the series of local elections
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in 2014, UKIP received 17% of the popular increased its number of seats
and became the fourth largest party for local councils after Labour, the
Tories and the Scottish National Party (Goodwin 2015). The local elec-
tions also coincided with elections to the European parliament. In this
election with its proportional representation system, UKIP formed the
largest group of MEPs, winning out over Labour and the Conservatives.
This, of course, creates two problems: first, the largest group of elected
officials representing the UK is actively opposed to the intrusion of the
EU on British sovereignty; second, it creates an incentive for mainstream
political parties to try to adopt some of the key policies of UKIP in order
to attract some of their voters, particularly since the UK general election
was to take place in 2015.

The sudden rise of UKIP left many in mainstream British parties
afraid of a possible breakthrough of the party in the general election,
particularly the governing Conservatives under the leadership of David
Cameron. The British Conservatives have had a long-standing tradition
of Euroscepticism, reluctant to join in Continental institutions and in the
Euro currency. This tradition, along with pressure from UKIP and the
Tory backbench, led Cameron to promise in 2013 a “yes or no” refer-
endum on Britain remaining in the EU after the next election. This, of
course, was a political tactic for Cameron in the lead up to the election
in 2015. Cameron could ease the fears and anger from his caucus over
Britain’s role in the European Union, while also attracting supporters
from UKID, then after the election he could actively campaign to prevent
the exit side from winning, leading to market instability and a political
crisis within the UK.

The subsequent election in the UK led to a majority for the govern-
ing Conservatives, who had been part of a coalition government with the
Liberal Democrats. The election proved to be disastrous for the opposi-
tion parties: the Labour vote increased but thanks to the popularity of
the Scottish National Party in Scotland, Labour lost seats in parliament.
The coalition partners of the Tories, the Liberal Democrats, had their
vote collapse throughout the country, thereby losing their place in the
coalition. Furthermore, contrary to the expectations of the UKIP mak-
ing a breakthrough similar to those of the local elections, the party only
attained a single seat in parliament despite receiving 12.7% of the popular
vote. This result meant that the Cameron government would have little
internal opposition to fulfil his promise to hold a referendum on Britain’s
continued presence in the European Union. In response to both winning
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a majority government and the policy as a main feature of the election
platform of the Conservatives, David Cameron fulfilled his promise by
setting up a referendum for the summer of 2016.

The so-called Brexit referendum created a schism within British politi-
cal circles. On the “remain” side was the Prime Minister, a sizable por-
tion of the Conservative caucus, the Opposition leader Jeremy Corbyn,
most of Labour and the SNP, while the “leave” side was championed by
Conservative MP Boris Johnson and Nigel Farage of UKIP. Along with
its political infrastructure, the remain side had the support of academics
and the financial industry from the City of London—they warned leav-
ing the European Union would have a deleterious impact on the British
economy and that Europe offered more benefits than costs (Jenson
and Snaith 2016). The leave side emphasized the perceived costs of the
European Union, as well as played upon the fear of immigrants and refu-
gees, becoming a tone becoming commonplace among right-wing par-
ties since the Syrian refugee crisis (Ibid). Initially, it appeared as though
the remain side would win an easy victory, the popular support to remain
seemed fairly consistent in polling. However, as the vote loomed, the
race narrowed between the remain and leave sides, until on referendum
day the leave side won a 51-48% margin (Surowiecki 2016) sending
markets, and the British political establishment, into chaos.

The economic reaction from markets on the result of the Brexit vote
was harsh and immediate. In response to the vote, the British Pound
Sterling dropped to its lowest levels since 1987, even after recovering by
mid-July of 2016, the Pound had declined in value compared to prior
to the Brexit vote (Chu 2016). Moreover, the longer-term projections
for Britain after it leaves the EU are even more troubling. By 2030, the
GDP of Britain is projected to be lower by between 1.5 and 3.7% com-
pared to baseline forecasts, with real wages falling by between 2.2 and
6.5% (Ebell and Warren 2016). The economy of the UK has become
reliant upon the City of London and financial services. The Brexit vote
could potentially harm Britain’s access to the common European mar-
ket—a necessity for a services-based economy. Furthermore, the decline
of real wages will also harm the very people who voted in favour of
leaving the European Union. The leave side often asserted that Britain
was unfairly being constrained by European regulation and contribut-
ing more than it was receiving from the EU. Yet, the very people who
voted in favour of leaving the EU, often older people from outside urban
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centres (Ibid), will feel a further decline in wages and economic opportu-
nity as a result of Britain’s exit from the European Union.

The economic crisis was temporarily abated by the resignation of
David Cameron and his replacement by Theresa May, as well as a lack of
pressure from the leave side to press the issue for a quick exit. Regardless
of political postponements, both the EU and the Conservative caucus are
aware they have to eventually turn the referendum outcome into tangible
policy. The Conservative government is caught between several subop-
timal options: either ignore the Brexit vote and find a way to avoid or
ignore the issue altogether; face a backlash from the Conservative back-
bench and UKIP supporters who voted in for Brexit; present a renego-
tiation of the terms of the EU, which is by no means guaranteed since
the EU will be party to the negotiations; or enact Article 50 and with-
draw from the EU despite the considerable economic and political costs.
In each of these circumstances, Britain faces considerable economic and
political problems regardless of the choice of the British government;
the project of a further integrated Europe, even among its northern
European members, seems unlikely.

The Brexit vote has also raised concerns about the political unity of
Britain and whether the country will be able to maintain its integrity. In
the wake of the vote, leaders from the SNP and Northern Ireland, places
where the remain side overwhelming won the vote, began openly dis-
cussing leaving the UK. Scotland, in particular, already held a referen-
dum on whether to remain in the UK in 2014—which the “No” side
to remain won by a margin of 55.3-44.7% (Hazell and Renwick 2016).
If a hard Brexit occurs, and Britain is cut off from free travel and the
common market, it could lead to a backlash from Scotland and Northern
Ireland. Under these circumstances, if conditions were favourable, the
SNP could call for a second referendum on independence and Sinn Fein
could start negotiations to join with the Republic of Ireland (Ibid).
Whether any of these scenarios actually come to pass is unclear, how-
ever, the Brexit vote has opened up a series of internal political issues
that Britain did not face prior to the vote. It has exacerbated a schism
between older voters and younger voters, England and Scotland and
Northern Ireland, and between the financial interests and economic
interests wanting access to FEurope and nativist sentiments looking
inwards.

The populist right-wing backlash against the displacement of eco-
nomic globalization, the liberalization of finance and the integration of
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Europe is occurring across the continent. Populist parties have become a
prominent feature in countries as disparate as France, Hungary, Austria,
Romania and Poland. Regardless of the specific national character of
these movements, they share many of the same features: a scepticism of
European integration, a resentment of the political establishment and a
promise to shield the national “us” from the foreign “them” that seek
to undermine economic prosperity (Rooduijn 2015). The popularity of
these groups has been exacerbated by the dual problems of the Syrian
refugee crisis and economic stagnation and decline in the aftermath of
the Great Recession. These populist parties represent a constituency of
voters that feel left behind by the European integration project. The sup-
porters of right-wing nationalist movements often come from the tra-
ditional working class, whom have faced two pressures: from economic
competition due to integration, but also from their cultural identity
being threatened by immigrant communities (Oesch 2015). The promise
of right-wing parties to protect cultural identity from fear of the other,
more so than any specific economic grievance, particularly against the
project of European integration, is one of the key reasons for their rise in
support. Thus, rather than Britain’s experience with Brexit and Greece’s
rise of radical parties, the phenomenon of nativist backlash in Europe is
occurring across the continent.

TaE RISING THREAT TO AMERICAN HEGEMONY?

The purpose of this chapter has been to evaluate the relative economic
and political capabilities of an alternative global power: the European
Union. In this, domestic political, economic or social problems will pre-
vent both from challenging the USA as the dominant hegemonic power
in the global capitalist system. For the countries tied to the Euro, the
continuing debt crisis has bled into a political crisis, with leaders from
Europe’s south resenting the austerity measures demanded by politicians
from Germany and France as a condition for loans. Since the post-war
years, the European project has largely been an elite-driven process, one
that hopes to bind Europe together both economically and politically.
Now Europe is anything but unified. Many in the north of Europe,
particularly in Germany, resent providing money for their southern
counterparts. As a response, politicians in the South are seeking more
radical alternatives, such as SYRIZA in Greece, a communist, anti-aus-
terity party. In all regions of Europe, the prospect of further unifying
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Europe into a more cohesive political union remains unlikely in the face
of popular opposition, recession and demographic challenges.

Furthermore, the Eurozone has been mired in slow economic growth
since 2009 and, even with a haircut on Greek debt activating its sover-
eign default swaps, the crisis has no spread beyond the continent. With
the election of SYRIZA in 2015, there was even the notion of Greece
leaving the Eurozone if it could not negotiate a better deal with its lend-
ers. However, even with Greek voters rejecting the terms of the loans by
major European countries, the Greek government, led by Alexis Tsipras,
eventually capitulated, well aware that leaving the Eurozone would
be even more catastrophic for the Greek economy than the austerity
demanded by the Germans. Yet, despite these political and economic
problems causing anaemic growth for the entire region, the rest of the
global economy was more affected by a downturn in energy prices than
problems in the Eurozone. Even in the North, the economic and politi-
cal hub of Project Europe, there is discontent. In Britain, always reluc-
tant of closer ties to the continent, the government is facing domestic
and international divisions. Scotland held a referendum in 2014 over
whether to separate from the UK. While the Scots voted to stay in the
UK, the demands for greater autonomy within the union show that even
countries with a relatively stable political system face internal divisions
in face of recession and economic hardship. In the summer of 2016,
Britain also voted in favour of a Brexit, leading to a political crisis within
Britain’s political class. With new found popularity of the British “going
it alone”, it does signify a worrying sign: European integration will be
politically difficult in the UK for the foreseeable future, ensuring that
the other major powers on the continent will not be able to rely upon
London for support.

Thus far, I have highlighted the structural economic problems
between the European North and South, the institutional problems
within the European Union and the political backlash from Greece and
Britain. Altogether, these factors make it unlikely further integration will
be possible among European partners, let alone forming a union capa-
ble of becoming a counter-weight to American economic hegemony.
These political problems within Europe are not easily mitigated given
the longer-term demographic, social and political issues within Europe.
Even with German leadership under Angela Merkel trying to keep the
project together, she too faces a nativist backlash within Germany that
could threaten her leadership. The future for the European Union as
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both an economic and political union looks bleak. Its regions are mired
in recession and low growth, there is no consensus on moving the region
towards a fiscal union, and its monetary union has experienced a series
of crisis from its indebted southern members, and many of its keep core
countries are facing the rise of right-wing populist parties or other anti-
integration movements. While the European Union may survive these
crises, for the time being, it is far from challenging the USA’s dominance
on a global level.
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CHAPTER 5

The Demographic and Economic Problems
of China

On the surface, it seems as though the Chinese economy has come
through the recession relatively unscathed. One of the key assump-
tions of the International Relations literature is that as countries become
more powerful, both in terms of economics and military might, they
will start to displace the pre-existing world order (Christensen and Xing
2016). China’s dramatic rise since the 2000s, along with America’s
foreign policy problems and the Great Recession, could further
contribute to its challenge to the hegemony of the USA. Yet the
financial crisis has highlighted numerous potential problems that could
undermine its economic growth and stability. The country has become
too reliant upon American consumption for economic growth. The
massive investment in US debt kept Americans buying Chinese goods
throughout the 2000s, and another downturn in the USA could have
significant repercussions for the regime. In America, it has also led to a
contradiction between those in defence and in business. China is viewed
as a major security threat by the defence establishment, yet business and
the US economy are reliant upon its cheap labour. However, beneath
the ostensibly stable face of the regime, there are signs of internal weak-
ness in the Chinese economy, particularly in its housing market and
stock market, and dissatisfaction among its populace. China was often
lauded during the recession for having a stable economic and for its eco-
nomic growth, yet it appears to be facing a problem commonplace in
middle-income countries: transition to a high income country without
undermining the regime’s hold on power. Unlike Europe and USA
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where citizens have the capacity to air their grievances through elections
and referenda, China has an authoritarian regime. Furthermore, since the
Great Recession, China’s seemingly stable economy and internal drive
to “go global” have been wrought with internal political strife and eco-
nomic hardship (Shambaugh 2013). An economic crisis in China has the
potential to undermine the regime and could have dire consequences for
the rest of the global economy. As a possible contender to compete with
American hegemony, China has numerous demographic, political and
economic issues.

Crisis IN THE WEST, OPPORTUNITY FOR CHINA?

China has certainly achieved an impressive level of economic growth
since opening its economy to foreign investment in the late 1970s. The
recession in China was neither as protracted nor as deep as it was in
America and Europe. It still had a significant drop in trade due to the
collapse in demand from its largest exporters, but it quickly rebounded
due to a rapid and well financed stimulus package and relatively diversi-
fied trade.! Also, China has been a major financier of American deficit
spending since the start of the crisis, allowing the Americans to spend
at low interest rates. Many scholars from both the mainstream literature
such as Niall Ferguson and the critical literature such as Giovanni Arrighi
have even predicted the twenty-first century will see China arise as the
new hegemon.? Of course, it is beyond the parameters of this book pre-
dict the future of the international system. However, contrary to the
expectations of Arrighi, several domestic and international problems
could inhibit China’s ascent. Though Beijing has built institutional and
economic barriers to prevent a similar financial catastrophe that struck
the USA and Europe, there are numerous potential weaknesses in the
Chinese economic model that make it susceptible to flucuations. There
are also several looming demographic and social problems that could
derail China’s continued economic development.

China’s sheer economic growth and financial resources over the past
few decades have been impressive, however, since the recession, its eco-
nomic model has started to show its flaws. In comparison to New York
or London, government bureaucrats have a high degree of oversight
over China’s financial system. The Chinese Communist Party (CCP)
through the People’s Bank of China has a dominant presence in China’s
banking sector and can target investment, even foreign investment, to
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meet political and policy objectives.? This system has obvious advantages:
it provides government resources to undertake large projects that private
investors may be unwilling to finance. It has been under close govern-
ment scrutiny that development has taken place. However, the system
has numerous flaws. The Chinese government is prone to factionalism
where investments are made for political reasons to maximize the power
of one faction over another.* Due to the secrecy of China’s government,
this has led many analysts to estimate there may be billions worth of bad
loans which in the aggregate could inhibit China’s future growth.® So
although the oversight of the government in China’s financial system
makes it less sensitive to the fluctuations of a private market, the system
is prone to corruption due to factional infighting from the CCP.

Despite considerable improvements in living standards, China remains
a poor country that must grapple with a range of domestic and regional
challenges before it can hope to compete with America for pre-eminence.
Even after two decades of exponential growth, the Chinese economy is
still less than one-third of the size of its American counterpart,® despite
the fact that China’s population is over four times larger than that of
the USA. In China, domestic challenges have taken the form of a series
of social pathologies that include rampant inequality, a greying popu-
lation and an unbalanced gender ratio. Even though China has had an
impressive level of economic growth in recent years, it must be kept in
mind that, despite its growing prosperity, it is still a very poor country.
In 2010, the per capita income in China is only USD $7600 (PPP) per
year, lower than Jamaica or Albania.” In addition, the distribution of this
newfound wealth is incredibly uneven. In 2010, the average rural income
was in China only $935 (PPP) per year, while urban workers have an
annual income of $2965 (PPP), more than three times as much as their
rural counterparts.® Even if entreprencurs are making millions from
China’s rapid development, the bulk of China’s workforce remains poor,
especially in the countryside. In fact, the high level of economic inequal-
ity between rural and urban workers has led to concern that the Chinese
economy is becoming “Latin Americanized”, or extremely economically
unequal.

As part of its efforts to tackle these problems, Beijing has begun to
undertake reforms to lower education costs and increase the amount of
low-income housing, but these policies are proving expensive, particu-
larly in light of its rapidly greying population.” It is estimated that by
2020, one in five people in China will be over the age of 65, placing
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further pressure on its old-age pension program already viewed as
inadequate in many rural regions of the country.!? By 2050, the median
age in China will be 45, and over a third of the Chinese population will
over 60 years of age. Even if China can maintain its impressive growth
rates, which is by no means assured, the Chinese government will still
face enormous challenges providing services to a population that is
growing older and more unequal.

In addition to the problems posed by inequality and an ageing pop-
ulation, in the next few decades, China will face a devastating demo-
graphic crisis due to the retention of the “family planning policy”, put
in place in 1978 to curb massive population growth by restricting the
number of children born to urban families. While the one child policy
has been successful in limiting population growth, it has had the unin-
tended effect of creating an increasingly large disparity between males
and females, as Chinese parents have demonstrated a marked willing-
ness to abort or abandon unwanted girls. Most countries possess a gen-
der ratio of 103-107 males for every 100 females, in China the gender
gap was already 119 men for every 100 women in 2005. If these trends
continue, this will lead to 40 million more men than women by 2020,!!
and anywhere from 17 to 42 million more adult men than women by
2050.12 There can be little doubt that the high gender imbalance will
create a massive strain on the social order, since less wealthy men will be
unable to marry and have children, creating a large underclass of poor,
low-status males who are unable to find wives. Research conducted in
this area has shown that unmarried, economically disadvantaged men
tend to commit more violent crime and are more likely to join radical
militant movements,!3 and China’s skewed demographic ratio is likely to
result in a large pool of frustrated and disenfranchised males. Thus, in
coming decades, China will be forced to cope with a population of mil-
lions of adult men with little wealth and no stake in the existing order,
which will undoubtedly place a significant strain on the resources of
the Chinese government as it attempts to maintain order and facilitate
economic growth.

So far, China’s high level of economic growth has meant that widen-
ing social cleavages have not presented a serious threat to the rule of the
CCP, which has managed to bolster its legitimacy by positioning itself
as a regime capable of delivering prosperity to its people.'* However, it
must be kept in mind that China’s developmental model is predicated on
economic growth and positive relations with the USA, the country that
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its rise is supposedly threatening to unseat as hegemon of the interna-
tional system. Despite the global economic downturn, the USA remains
China’s most important export market, making up close to 20% of
China’s foreign trade in 2010.!> There are two major reasons why this
is the case. The first has to do with the value of the Renminbi vis-a-vis
the US dollar. By comparative standards, China’s currency is pegged well
below its US counterpart, providing an immediate economic incentive to
American consumers to buy Chinese goods. The second has to do with
the low wages paid to Chinese workers. Although the wages of China’s
urban workforce have increased over the past decade, they still remain
extremely low by American standards. These low wages decrease produc-
tion costs, which further lowers the price of goods and encourages US
consumption.!® As a result of these factors, Washington has been placing
pressure on China to revalue the Renminbi, arguing that it provides an
unfair advantage to Chinese producers while at the same time hinder-
ing domestic production and consumption.!” Beijing’s resistance to this
pressure stems from its fear that increasing the value of the Renminbi too
rapidly could serve as a disincentive for investment, slowing exports to
the USA and leading to unemployment to China. Since a major down-
turn in the economy could lead to protests and riots against the ruling
party, as well as reducing the resources available for programs designed
alleviate China’s social ills, the Chinese government remains dependent
on US consumer demand in order to provide the prosperity that it uses
to justify its rule.

One consequence of China’s reliance on American consumption to
ensure its own economic prosperity has been willingness of the Chinese
government to invest heavily in US debt. Throughout the 2000s,
Americans were able to borrow massive sums of money at low interest
rates without having to worry about a negative reaction from financial
markets, and much of that money was provided by Chinese banks. The
Chinese were willing to invest in American debt for a number of reasons,
the most important being that US Treasury bonds were seen as a safe
investment, but also because buying up these assets allowed American
consumers to keep spending money on Chinese goods. The trillion dol-
lar obligation the US owes the Chinese places Washington in a weakened
position, and on the surface, it does seem as if China holds a great deal
of economic leverage over the USA.

However, China’s vast exposure to American debt is a double-edged
sword. The Chinese are oo invested in the USA to withdraw their
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financing, which in turn decreases any leverage Beijing might have over
American economic policy. This reason behind this entrapment has to
do with several important pathologies of Chinese development. State-
owned enterprises continue to be a key component of China’s domestic
economy; they depend upon growth in China’s privately owned foreign
investment for growth and profitability (Vermieren 2014). This has led
to a broad penetration of the use of fixed assets in both state-owned
enterprises and in private enterprises that rely upon exports (Ibid 2014).
Deleveraging itself from the USA would be difficult. Even if the govern-
ment slowly started selling off Treasury bonds, it would shake the con-
fidence of international investors, leading to an increase in interest rates
as the USA struggled to finance its deficit and avoid default.!® Higher
interest rates would also slow US consumer spending, hurting Chinese
exports and its state-owned enterprises and leading to unemployment
as factories close and workers are laid off. In addition to the domes-
tic repercussions, any remaining US debt held by the Chinese govern-
ment would decline in value, since it would become harder to sell off
bonds as US interest rates rose. China’s economic future is therefore
tightly bound to that of America, since any action that undermined the
US economy would have dire consequences for the Chinese economy as
well.

Also, China has not completely insulated itself from domestic and
international economic turmoil. It has started to reach a development
plateau with its low-wage workforce requiring higher value-added indus-
tries in order to keep up its economic growth.!? Similar to other Asian
countries, China must diversify its economic and political system if it
wants to continue to develop. This does not suggest China will democra-
tize in the near future, however, China’s continued development requires
increasing the value of the Renminbi to lower the cost of purchasing for-
eign technology and reducing the intervention of the Chinese govern-
ment in order to better meet domestic and foreign consumer demand.??
Thus far, the CCP has been willing to gradually increase the Renminbi
but has been far more reluctant to withdraw its control from the
economy—a testament to a regime that is highly self-conscious. Though
China’s growth since 2008 had been mainly due to domestic consump-
tion, there are limits on how protracted this recovery can be if the EU
and America fall back into recession. Despite a burgeoning middle
class, China still relies on foreign exports in order to keep its job market
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growing. If another major financial crisis hits a major trading partner,
despite the resources of the CCP, it could hamper China’s economic
growth.

There are also fears China could experience a housing market collapse
similar to the USA and Europe. Since the crisis occurred in 2008, the
CCP introduced a series of stimulus measures coupled with low inter-
est rates on loans from Chinese banks.?! The intent of these policies was
to prevent a protracted economic recession from threatening China’s
growth and ipso facto the legitimacy of the regime. Similar to the USA
in the early 2000s, many Chinese people took out cheap loans and began
to speculate on the value of their property.?? This has led to a housing
market boom in areas of China, but has led many to worry that a col-
lapse of the market may harm the Chinese economy. The government
has begun to raise interest rates to lower demand, but a correction in the
value of the market of this scale could represent the loss of the billions
in equity for many Chinese people. While China’s banks have consider-
able government oversight—preventing a similar bankruptcy to Lehman
Brothers in the USA—there is potential for a major recession to hit the
Chinese economy. So, despite its institutional barriers in place by the
CCP, the liberalization of the economy has made China vulnerable to
financial markets. This could have massive potential consequences on the
stability of the Chinese regime and on global economic stability.

More recently, China’s economy has experienced a stock market crisis
in 2015, though this has not translated into a broader economic down-
turn in the economy. There is, of course, some difficulty in relying upon
government-based reports, since the government has a political incen-
tive to promote data favourable to the regime. Nonetheless, despite the
lack of reliable information there has been a slowdown in private-sector
investment, from growth of more than 40% in 2011 to just 2.8% in the
first half of 2016 (Economist 2016). Rather than an anomaly, the lack of
private-sector investment is indicative of other worrying signs in the econ-
omy. Although the Chinese economy is still growing, there are other sign
of underlying economic strain. The credit market in China is on a sharp
increase compared to nominal growth, growing at 16% this year, meaning
loose monetary policy set by the central bank is allowing for both private
and state-owned enterprises to leverage at a rapid pace. Moreover, China’s
debt-to-GDP level has exploded—from roughly 150% before the 2008
global financial crisis to more than 250% in 2016 (Economist 2016). This
puts it similar to countries such as Spain and Japan, both have long-term
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structural economic problems that will undermine growth for the foresee-
able future. In a period of eight years since the onset of the financial crisis,
China has gone from a country that was praised for its resilience, to one
of the most in debt large economies in the world. While it would be pre-
mature to suggest China will face similar economic problems, the sheer
amount of debt in China has led the IMF to publish a working paper on
how to ease China’s debt problems before they lead to a crisis that will
affect the domestic and international economy.

The IMF report identified several measures to ease China’s debt bur-
den and aid its economy to transition from a middle-income country to
a higher income country. The paramount recommendation is that the
Chinese government must recognize and cease supporting, through
favourable loans and government-backing, failing and bankrupt compa-
nies (IMF 2016). The Chinese government has long protected industries
that have close ties to the party. Though there has been a recognition by
the Chinese government to tackle corruption within state-owned enter-
prises, there is still a reluctance by officials to let companies go bankrupt
if they face significant economic problems. There is excessive corpo-
rate debt and a reluctance among the political establishment to lift the
implicit guarantees on SOEs and make the necessary structural changes
to reform China’s economy including the privatization of telecommu-
nications and energy sectors (Economist 2016). While these economic
recommendations may be necessary to avoid a crisis in China’s economy
by providing some “short-term pain for long-term gain”, the political
will to implement them is lacking (IMF 2016). There is a reluctance
within the Chinese political establishment to accept policies that may
undermine economic growth for fear of causing political strife in the
country, even if in the long-term it may be beneficial to the country.

These economic problems have not gone unnoticed by the people of
China—there has been an exponential increase in the quality and quan-
tity of strikes and protests from Chinese workers and social groups.
As economic growth has slowed, wages and job growth have declined
as well—many workers have been denied wages, leading to strikes and
labour protests erupting across the country (Hernandez 2016). A labour
rights group based in Hong Kong—the Chinese Labour Bulletin—
recorded more than 2700 strikes and protests in 2015, more than dou-
ble the number in 2014; the strife appears to have intensified in the early
months of 2016, with more than 500 protests in January alone (Ibid).
Yet again, we get a significant tension between the top-down policy from
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the Chinese government and the response from people who are faced
with precarious working conditions and less pay. If the Chinese govern-
ment does implement structural reform to the economy, it will lead to
the failure of many SOEs that have been propped up through favoura-
ble conditions by the Chinese government. However, if they are allowed
to fail, more protests with erupt from angry workers who are either
unemployed or must continue to accept less wages.

Despite the sophisticated mechanisms for repression from the Chinese
government, the protests are becoming increasingly better organized
and sophisticated. Since protests have become widespread, protesters
have been using social media as an organizational tool (Minter 2016).
The response of the Chinese government to these protests across state-
owned and private enterprises has been the same: to arrest dissidents,
clamp down on social media and delete news reports on strikes (Ibid).
In particular, the Chinese government has devoted more resources to lim-
iting social media and quickly deleting protests and anti-government riots
from dissenting workers. The Chinese government has a long-standing
policy to block platforms that may be used to organize dissent or spread
messages that threaten its legitimacy. For example, some of the largest
social media sites used in the West, like Facebook and Twitter, have been
blocked by the Chinese government and politically sensitive phrases are
often quickly deleted from blogs and other websites (Bamman 2012).
Even with these obvious impediments, labour groups use social media
platforms to organize and spread their discontent. Some of the largest
and well-organized protests, typically numbering in the thousands though
difficult to confirm, have come from China’s north-castern state-owned
coal industry, which has been hit by the slowing of the Chinese econ-
omy. The demands of the workers are commonplace payment of wages
and better working conditions. However, the state-owned coal industry is
caught in a bind: demand for coal has declined by 6% in 2015, while the
industry must provide the supply at below market prices to keep energy
prices low for other Chinese industries and for growing cities (Hornby
2016).

The case of the coal worker strike highlights a growing tension within
China: between the economic restructuring that is necessary to prevent a
widespread recession throughout the country and the expedient political
and economic policies that maintain control for the Communist Party.
Indeed, the crackdown on worker protests and censorship is not a sign of
strength, but speaks to the fragility of the regime:
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Despite appearances, China’s political system is badly broken, and nobody
knows it better than the Communist Party itself. China’s strongman leader,
Xi Jinping, is hoping that a crackdown on dissent and corruption will
shore up the party’s rule. He is determined to avoid becoming the Mikhail
Gorbachev of China, presiding over the party’s collapse. But instead of
being the antithesis of Mr. Gorbachev, Mr. Xi may well wind up having the
same effect. His despotism is severely stressing China’s system and soci-
ety—and bringing it closer to a breaking point. (Shambaugh 2015: 2)

The actions of the Chinese party against dissent are not a testament to
its power, but a sign of its weakness. Unlike democratic countries, where
people can voice their dissent and periodically vote their leaders out,
the Chinese government is unwilling to tolerate political opposition to
the regime. While the methods to combat protesters are getting more
sophisticated, every time the Chinese government intervenes, it shows
the vulnerability of the government: it is a self-conscious regime that is
aware that its own legitimacy may be threatened. The actions of the busi-
ness elite in China are another sign of discontent with the regime: 64% of
393 millionaires and billionaires polled by the Hurun Research Institute
are currently emigrating or planning to leave China, and they are send-
ing their children to study abroad (Shambaugh 2015). While it is far too
premature to tell if the regime is threatened, the protests from industrial
workers and the reluctance of elites to commit to the country’s future
offer worrying signs for the regime.

Moreover, China’s rapid development has not gone unnoticed by the
American security establishment. Currently, two contradictory streams of
thought about the relative rise of China are common among Washington
policy-makers. First is that a prosperous China will be a positive outcome
for regional and global security and development.?? Some policy-makers
argue China has already integrated peacefully into the international insti-
tutions and a wealthier China could be a large market for imports from
the USA. Thus far, at least, Beijing has been relatively accommodating to
Western interests and open to Western investment. Even when tension
has occurred in the past, such as when the Americans bombed a Chinese
embassy in Kosovo, the close economic ties have been a stabilizing
force in China’s relationship to the West.?* Thus China’s ascent could
be peaceful if both sides are willing to continue compromising on eco-
nomic and security matters. Indeed, thus far, the relationship between
China and the USA has been called “interdependent hegemony”: the
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two powers have built a political and economic framework that provides
accommodation and integrates China into the pre-existing hegemonic
system where conflict can be resolved through institutional channels
(Christensen and Xing 2016).

On the other hand, some in the security establishment believe it is
only a matter of time before China becomes more assertive over Taiwan
and scarce oil and other natural resources.?®> They argue a rising China
will displace the contemporary balance of power and instigate conflict
with the USA. The past may not be indicative of the future and China
is facing a series of domestic and international challenges moving from
a middle-income to high income country. Also due to US pressure,
China is facing growing pressure to realign its currency, a greater num-
ber of trade investment and intellectual property disputes, a more hostile
security environment and exclusionary regional trans-Pacific and trans-
Atlantic trade agreements, such as the Trans-Pacific Partnership (Glenn
2017). While US—China relations have been relatively stable for the
past 40 years, it is not necessarily an indication that they will remain so
inevitably as China continues to grow as a global power and the USA
becomes more protectionist. With recent historical examples such as the
ascent of Germany leading to the two world wars or the Soviet Union’s
50-year Cold War, they argue Washington should take precautions over
a rapidly developing China. These policy-makers advocate heightened
preparedness with increased military spending and stronger ties to allies
in Southeast Asia.?® Washington should not be reluctant to take a hard
line to defend its economic and security interests when they will be,
inevitably, threatened by Beijing.

This has led to a contradiction between those in the security estab-
lishment and those in the economic and business community. China is
both a potential threat and a potential stabilizing force. As discussed
earlier, China and the USA are highly interdependent with the Chinese
holding trillions in US debt while relying upon the Americans to con-
sume Chinese-made products. Many realists often point out Europe was
highly integrated prior to the First World War, particularly Britain and
Germany, but this did not prevent a catastrophic conflict from engulfing
the continent.?” This ignores the fact many European leaders believed
the war would be short and inexpensive, and not a long, protracted, vio-
lent affair that left millions dead and four empires in ruins.?® The war
also displaced international economic integration for the next 50 years—
not exactly a predictable outcome from a conflict that was supposed to
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be over by the Christmas of 1914. Few, if any, scholars or policy-mak-
ers are under the illusion that a conflict between China and the America
would be cheap in terms of materiel or human lives or easily resolvable
once started. Both Beijing and Washington recognize their mutual eco-
nomic reliance and the advent of nuclear weapons, perhaps a key reason
the Cold War did not cascade into a full out war, raises the costs of great
power conflict even further. Yet, many in Washington still view China as
threat to American interests.

While seemingly unaffected by the financial crisis, by 2015, China
began to experience an economic downturn of its own. In many ways,
China is a victim of its own economic model. Its stock market, which
continued to grow after many in the West were mired in recession, expe-
rienced a rapid decline in the summer of 2015, losing almost $5 trillion
in value. While stock markets are not the only, or even the best, test of a
country’s economic vitality, there are other worrying signs China may be
in for a difficult period. The very industrial process behind China’s eco-
nomic development—manufacturing goods for export—is being adopted
by other countries in the region with cheaper labour markets, such as
Vietnam. Though China is still a strong regional power, it seems to be
experiencing a middle-income country trap. It is finding the transition
from middle-income status to high income, difficult for a series of inter-
national and domestic economic problems.

The rise of China could lead to tension with the USA, but conflict
between these two countries would have dire economic consequences
for the global economy. It is possible that domestic or international fac-
tors could lead Beijing to be more aggressive on issues such as Taiwan
leading to a direct confrontation with the USA, but if the economic
consequences of 9/11 or the financial crisis are any indication, financial
markets will limit the policies of these countries. Both countries are reli-
ant upon the free mobility of goods and finance to maintain economic
growth and prosperity. In China’s case, the regime depends on job crea-
tion for stability. The international economy in this case has conditioned
the two countries to, at least thus far, peacefully co-exist with each other,
with neither country willing to destabilize the global economy. Financial
markets have the capacity to punish countries for acting contrary to the
demands of capital and the USA and China are no exception.

Even with a downturn in China’s stock market, the American econ-
omy is projected to grow at almost 3% due to cheaper energy and its
economy finally coming out of recession. While broader economic
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instability could potentially have reverberations in the USA, or in other
regions where the Chinese government has made investments, for the
time being the American economic recovery is proceeding despite prob-
lems with one of its largest trading partners. However, China’s economic
problems remain both political and economic problems for China. It is
a political problem for the Chinese government because its legitimacy is
derived largely from its ability to provide economic returns to its people.
If it enters a period of poor growth, its political leaders could face pres-
sure both from within the Communist party and from the public. Unlike
democracies, there is no formal institutional mechanism for the public to
voice its dissent. However, even with China’s ascent as a global economic
superpower, its economic problems seem to be isolated within China and
have not led to a broader global crisis in capitalism. As I will discuss in
the next chapter, the most significant threat to the global economy is
from the very country at the hub of the global financial system: the USA.
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CHAPTER 6

American Political Polarization and the Rise
of Trump

This chapter will continue the analysis started in Chap. 3 by examining
the events leading up to the Great Recession and the polarization that
has hampered the American political response to the crisis since the
2010 midterm elections. The weakness in the American economy led
to a global financial crisis in 2008 and the subsequent Great Recession.
The crisis spread throughout the global economy, yet the recession is
not a uniform problem: its characteristics vary with a specific region’s
economy, politics, culture and institutions. I will show how the Great
Recession is both parts of the same global crisis in capitalism and a series
of local crises. In America to reform finance, Obama proposed new
regulations for the global economy in order to prevent another major
downturn. However, the response of the Obama administration has been
complicated by polarization of American politics. The bailout of the
financial system has been contested by the Tea Party on the right and
the Occupy Wall Street movement on the left. These social movements
along with America’s divided government have hampered its ability to
deal with domestic economic issues, as well as its capacity to take a lead-
ership role in order to mitigate the broader global crisis.

Critical theories tend to argue American policy is dictated by the
demands of the capitalist system, whether it be corporations or financial
markets. I will provide an analysis of these events by examining a com-
plex series of determinants of American policy and global finance. A
major theme of this chapter will be the spatial displacement due to the
recent contradictions in capitalism. With the financial crisis of 2008, the
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neoliberal agenda that America had been central in promoting through-
out the twentieth century began to harm the economy of the USA. The
election of Barack Obama led many scholars and journalists to hope the
USA could resolve the tensions with the financial system. They hoped
the Obama administration would be able to manage the recession, which
started as one of the largest downturns in the American economy since
the 1930s.

Yet despite Obama’s presidency little has changed: the USA still regu-
larly intervenes in the Middle East, and despite the several stimulus pack-
ages, several rounds of Quantitative Easing, America’s economic future
remains uncertain among the population. The gradual deregulation of
the financial system over the past 40 years provided private investors the
ability to condition both the US government and the international bank-
ing system, limiting the options for the Obama administration. While the
crisis itself was brought about by the bankruptcy of Lehman Brothers,
the role of derivatives, and a failing mortgage market, the determinants
of the recession have deeper historical roots. By the time the financial
crisis hit, America alone could not, and cannot, manage the financial
system. Although the crisis and the recession started under the presi-
dency of George W. Bush, the recession has shaped the policies of Barack
Obama. Indeed, there has been a remarkable continuity between these
two administrations. This is due to politics, on the one hand, forcing
Washington to enact policies that are popular on the home front, and
through international financial markets, on the other, constraining the
options for the American government. The central thesis of this is that,
despite the economic pressures and contradictions of the international
financial system, the main threat to the stability of the capitalist system
is the inability of the American government to manage crisis due to its
polarized and ineffectual political system. To explore this, I will examine
the immediate response of the American government to financial crisis
through its haphazard response to the bankruptcies of Lehman Brothers,
the failure to pass a bailout package of the banking system, the con-
tinual problem to pass a budget and coming within hours of failing to
pass the debt ceiling—an arbitrary limit on government debt—on several
occasions. The polarization of the American political system is nothing
new, of course. The system was polarized between Federalists and
Anti-Federalists shortly after its inception, and the divisions caused
by slavery led to the American civil war. In the twentieth century,
Americans were divided on whether to participate in the world wars,
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whether to institute social programs, and on civil rights. However, as I
will discuss, the most recent iteration of polarization in its political sys-
tem has significant consequences for the American and international
economy—one that could undermine America’s position as hegemon
and the stability of the global capitalist system. The most striking inter-
nal threat to American hegemony has been with Donald Trump winning
the Republican nomination and the presidency in 2016. Rather than an
exception, Trump’s platform is the culmination of many long-standing
pathologies within American politics, fuelled by populist resentment at
the economic displacement in the wake of the Great Recession.

THE GREAT RECESSION AND AMERICAN PoLiticAL CONELICT

The Great Recession has led many scholars to question the hegemony
of the USA, which was at the centre of the crisis. Since the 1980s, the
American government has promoted the financialization of both the US
and global economy. Financing was used to overcome barriers to accu-
mulation, opening up new untapped markets for profit. In the USA, lax
credit requirements integrated lower income Americans into the finan-
cial system. Meanwhile, the savings of people in China was used to keep
interest rates in the USA low, perpetuating a credit bubble by linking
American consumers to the Chinese economy (Panitch and Konings
2009). When periodic crises occurred prior 2008, it was usually in
emerging economies, such as South America in the 1980s and Southeast
Asia in the 1990s. The subprime mortgage crisis of 2008 showed the
USA was just as vulnerable to global finance as any other economy.
Moreover, America was the hub of a financial system, so the contagion
quickly spread to Europe and Asia becoming a truly global financial
crisis.

The financial crisis cannot be understood without a broader under-
standing of the global expansion of capitalism in South Asia, the com-
plexity of the financial system, and the specifics of the American housing
market. As discussed in Chap. 2, neoliberalism arose out of the con-
tradictions in the post-war consensus. After the collapse of the Soviet
Union and the opening of China, there were fewer international barriers
to investment and profit. The reduction of these barriers led to an explo-
sion of global investment capital, particularly in East Asia. However,
along with the growth in scope of the financial system, its ability to
rapidly undermine the strength of an economy also grew as discussed
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previously with the 1997 Asian Financial Crisis. Yet, when periodic crises
occurred, the American government was available to provide assistance
and prevent a broader downturn in the global economy. Prior to 2008,
it seemed as though major developed countries benefited from the finan-
cialization of markets, with the USA retaining its status of hegemon for
nearly two decades after the fall of the USSR. Yet, the very method for
prolonging America’s dominance through the liberalization of finance
led to a contradiction in the global economy in 2008, with the USA at
the centre.

With trillions of dollars moving around the world in a single day,
the financial system gained the power to condition countries and bring
about abrupt collapses in the confidence in an economy. One such tool
is through the derivatives market. Derivatives are a risk-assessment tool
that is not regulated by the Securities and Exchange Commission (SEC),
they are mainly traded over-the-counter (OTC) without publicizing the
contract over exchanges. The mortgage-backed securities of Lehman
Brothers were largely insured by Credit Default Swaps (CDS). The deriv-
ative market linked together investment banks, mortgage-backed secu-
rities and insurance companies, making the failure of one institution a
systemic threat to the capitalist system. The value of the overall deriva-
tives market is estimated by the Bank for International Settlement (BIS)
to be around $83 trillion for the futures market, $594 trillion for over-
the-counter exchanges, and central to the credit market $57 trillion in
CDS in June of 2008.1

While these CDSs and derivatives do have some link to an underlying
asset, albeit a far removed one, the growth in this market, particularly
when firms leverage billions to hedge against risk using CDSs, is a mod-
ern account of what Marx called fictitious capital. As Marx stated:

All this paper actually represents nothing more than accumulated claims,
or legal titles, to future production whose money or capital value repre-
sents cither no capital at all, as in the case of state debts, or is regulated
independently of the value of real capital which it represents ... In all
countries based on capitalist production, there exists in this form an enor-
mous quantity of so-called interest-bearing capital, or moneyed capital.
And by accumulation of money-capital nothing more, in the main, is con-
noted than an accumulation of these claims on production, an accumula-
tion of the market-price, the illusory capital-value of these claims.?
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The nearly $600 trillion dollars is not invested in an underlying asset
where actual commodities are produced. Rather this money is invested
to mitigate the risk of an asset declining in value. Essentially, investment
firms bet whether an asset will gain value and profit if it does. Hedge
funds can also short sell an asset. Short selling occurs when investors bet
a stock or asset will lose money then reap a profit if the value of a stock
declines.® This financial tool was brought into markets as an incentive
for investors to publicize bad business practices. However, since the mar-
ket is largely unregulated, shorting a firm can set off a panic, turning a
minor downturn into a crisis. Nothing tangible is produced despite the
vast amounts of money. The role of derivatives was largely ignored until
the collapse of the American housing market, turning a recession into a
global economic crisis.

The downturn in the American housing market began in 2007 and
led to a full financial crisis in the autumn of 2008. The long-term deter-
minants of the crisis range from the American proclivity towards home-
ownership to the gradual loosening of regulations over finance and
mortgage lending since the 1980s. A key institutional change passed by
Congress in 1999, the Financial Services Modernization Act, eliminated
the barrier between commercial and investment banks, leading to the
securitization of mortgages—bundling together numerous mortgages
for the purposes of investment. This Act also struck down one of the
most significant regulations, the Glass-Steagall Act passed during the
Great Depression, though many of the provisions of the Act have already
been avoided by financial firms. The liberalization of mortgage terms
led homeowners to take out variable-rate interest mortgages in order
to finance the purchases of a home; by 2004-05, nearly one-third of all
homes purchased in the USA had an adjustable rate.* The popularity of
these loans was due to the availability of cheap credit, the lack of regula-
tion over the term of mortgages, the seemingly endless rise in the value
of the housing market and the sales practices by mortgage companies.

After the dot-com bubble burst and the terrorist attacks in 2001, the
American Federal Reserve decided to keep interest rates low in order to
prevent a recession. This was to resolve one crisis through a spatial fix by
providing a highly profitable market for investors through housing.® This
method of “solving” the recession in 2001 had two consequences: it led
banks and investment firms to over-leverage to maximize their profits,
and it created an incentive for individuals to take out mortgages with the
knowledge that they would be able to sell their home for a substantial
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profit. However, since profits were so high, it created an incentive for
lenders, the government and homeowners to expand the housing market
by lowering the requirements for a mortgage. Homeowners with poor
credit were offered mortgages at variable or subprime interest rates—that
was lending to people who were deemed medium to high risk. In 2002,
subprime loans made up only 6% of overall mortgages; by 2007, nearly
30% of mortgages were subprime.® In order to finance these mortgages,
banks securitized, or bundled together, mortgages into Collateralized
Debt Obligations (CDOs) and sold them to investors. From 2002 to
2006, the general value of houses in the USA increased, allowing eve-
ryone involved in the mortgage market to make a substantial profit.”
Beginning in 2006, an increasing amount of foreclosures led to a down-
turn in the value of the housing market, creating a cascade of problems
for the overall economy.

Financial institutions could borrow vast sums of money to invest in
mortgages due to arbitrage between the American and Chinese econo-
mies. China began to develop at an extremely rapid pace throughout the
1990s and early 2000s, largely due to its cheap labour and the low value
of its currency.® From 1995 to 2005, US consumers borrowed at low
interest rates and then some corporations and firms invested that money
into the dot-com firms and the housing markets.® For consumers, this
also kept interest rates low. The rest of the world relies upon US con-
sumer demand in order to the buy goods produced in emerging econ-
omies. Consequently, countries such as China were willing to lend the
Americans money in order to keep the process going. If this easy liquid-
ity were to dry up, it would place pressure on Federal Reserve to raise
interest rates to attract capital, but it would also make borrowing far
more costly to Americans thereby slowing consumption. To prevent this
from taking place, the Chinese kept purchasing US debt in order to fund
American private and public spending.!® This is an obvious contradic-
tion in the relationship between China and America. China is America’s
largest modern geopolitical competitor, but it is also the country that is
financing its consumer debt and military spending. Despite the unity of
global economy, there may be tension and conflict on the political level.
The financial markets push the two countries together, but political lead-
ers are hesitant about a closer partnership.

The system of arbitrage was disrupted when the decline in the hous-
ing market took place in 2007 and began to have significant repercus-
sions on the American and global economy. The problem started with
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the investment firms Bear Stearns, which required a bailout in the spring
of 2008 and was eventually sold to JP Morgan. The downturn of the
financial industry became even more evident when two government-
backed institutions, Fannie Mae and Freddie Mac, which invested heav-
ily in subprime loans, required government intervention in September
2008. By the end of 2008, the problem became cyclical: many home-
owners who took out subprime loans had their interest rates rise, which
led to greater difficulty refinancing and selling their homes, placing fur-
ther downward pressure on the housing market. Those capable of mak-
ing their mortgage payments were left with negative equity—the value of
their homes was less than the mortgage, leading to a substantial loss of
savings. As foreclosures increased, banks were left with homes that could
not be sold and were steadily decreasing in value. Furthermore, many
major financial institutions were over-leveraged in order to sell mort-
gages, making them even more vulnerable to a decline in the housing
market. To make matters worse, investors, often afraid of losing money
in an already fragile economic climate, were far less likely to invest in
banks and institutions that had sold subprime mortgages, making liquid-
ity increasingly scarce. These three factors led to what may have started
as a downtown in the American economy becoming a global financial
crisis.

Although the underlying problems in the housing market may have
laid the foundations for a downturn in the US economy, the initiating
factor for the crisis was the bankruptcy of the investment firm Lehman
Brothers. Like many other firms, Lehman Brothers invested heavily in
mortgage-backed securities. By September 2008, Lehman Brothers had
$600 billion dollars worth of subprime mortgages.!! These “toxic assets”
led to a decline in stock value, and the inability to secure private-sector
loans due to over-leveraging—it became increasingly evident Lehman
would need a bailout like Bear Stearns and Fannie Mae and Freddie Mac.
The US government made a key decision that had repercussions for the
entire global economy—Treasury and the US Federal Reserve decided to
break the precedent of bailing out institutions and let Lehman Brothers
declare bankruptcy. This was a surprising outcome given the history of
Washington and Wall Street. The financial industry has had open access
to US policy-makers and the Federal Reserve, often dictating the terms
of the regulatory debate.!? Wall Street firms have a vast pool of lob-
byists both outside and within government, with many members of
the Treasury Department coming directly from the financial sector.'3
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So when the Federal Reserve and Treasury did not provide a loan to
Lehman Brothers, it had dramatic effects on the global economy.

The immediate reactions of both domestic and international markets
were severe: credit markets froze as the market for commercial paper
dried up.'* Banks could no longer risk lending to each other. The cri-
sis went global and by the end of October most major stock markets
were down by around 30%.!5 According to the International Labour
Organization, by the end of 2009, 34 million people across the global
had lost their jobs due to the recession that followed the crisis (a statistic
which does not include those underemployed or already unemployed).!6
The decline in the US housing market after the bankruptcy of Lehman
Brothers spread to other countries: AIG, a global insurance company
almost went bankrupt due to insuring mortgages with CDSs; Britain’s
Northern Rock was nationalized; and Iceland had a banking crisis. These
events led Britain’s The Economist to argue that “the world economy is
“entering a major downturn” in the face of “the most dangerous shock”
to rich-country financial markets since the 1930s”.17

The crisis that resulted from the Lehman Brothers bankruptcy initi-
ated a financial panic throughout the global economy. The housing
market went through a period of boom—where investors and banking
institutions amassed vast profits—which was followed by panic requir-
ing government intervention. Where this crisis differed is that it was
started in the largest economy in the world and the government acted
atypically by not providing public money for a bailout.!® The result-
ing collapse of Lehman Brothers threatened the stability of the entire
global financial system. The USA deregulated its financial markets from
the 1970s onwards in order to strengthen its economy against competi-
tors, but the credit crunch had the opposite outcome. By 2008, New
York had become central to the global financial system, with the Federal
Reserve, Treasury and presidential administrations often capitulating
to the demands of the financial industry (Panitch and Konings 2009).
However, the very process that was intended to empower the USA
undermined its economic stability and prosperity.

Furthermore, the financial crisis highlights the duality of the financial
system. It is a transnational process of accumulation that can go where
markets are open, but it takes on specific characteristics of the culture,
institutions and politics of a country. Investment money can come from
almost anywhere in the world. Yet financial markets have their own
unique qualities which condition the response of governments to a crisis.
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For example, since it was the global reserve currency, the USA has many
methods at its disposal to mitigate the crisis, such as the TARP program
and quantitative easing, that might otherwise be unavailable to another
country.! The crisis showed the ability to spread a financial contagion
from the USA to the rest of the world. Countries attached to the Euro
cannot devalue their currencies and are constrained by their institutional
commitments.?? As the wide array of responses to the crisis showed, the
recession is an uneven process that varies depending on the context, the
level of financialization and the specific economic and political structure
of'a country.

THE CREDIT CRUNCH AND THE RESPONSE OF THE US
(GOVERNMENT

The credit crunch that followed the bankruptcy of Lehman Brothers
led a crisis in the global financial system and a massive recession—a
problem that persisted several years after the initial panic. Since the
1970s, America has been the main beneficiary of the financialization of
the global economic system. In the past, Washington used its economic
and political resources to prevent a financial panic from turning into a
global catastrophe. There were numerous times throughout the 1980s
and 1990s Washington intervened to prevent the failure of a major
investment bank or a country defaulting on its loans. But by the turn of
the millennium, finance capital had become too large for the American
government to try to manage. When the American government allowed
Lehman Brothers to declare bankruptcy, it sent a wave of panic through-
out the global financial system. Investors were worried that even the
largest firms could potentially fail and quickly withdrew from the finan-
cial system. The crisis may have started in the USA, but due to economic
globalization, it quickly spread to Europe, South America and Southeast
Asia.

After the collapse of Lehman Brothers, there was pressure on the US
government to offer a bailout to the financial industry to unfreeze capi-
tal markets—the failure of AIG, JP Morgan and Bank of America would
have dire repercussions for the global economy. However, contrary
to the expectations of the financial industry, the initial stimulus bill—
TARP—failed in the US House of Representatives, bringing markets to
the point of collapse.?! For political reasons, the US government would
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not ensure the viability of some of the most powerful banks in the finan-
cial system. Political leaders in one of the most powerful states that per-
petuate Empire ignored the pressure of the financial system. Some of the
largest financial corporations relied upon the Washington for a bailout to
prevent their collapse. The US government acted contrary to the goals
of finance capital, showing tension between politicians and the financial
industry within the USA.

Initially, there was a consensus among wealthy industrialized countries
to work together to mitigate the crisis. The G20 meetings in London
and Pittsburgh were hailed as a success, with the hope of forging a
“Bretton Woods II”—a new major regulatory regime of global finance.??
Yet this accord quickly fell apart: there has been disagreement over the
implementation of new financial regulations. Several key proposed pol-
icy changes have met with criticism from the international community.
There are disputes over whether to implement new regulations, such as
a proposed $2 trillion bank tax to pay for future bailouts, with Japan,
China and Canada in opposition, with support from USA, UK and the
rest of Europe.?? While these conflicts may seem minor on the surface,
each country is asserting its national interest based on the degree it has
been affected by the financial crisis, not on the whims of the USA or the
demands of the financial system.

American and British banks were over-leveraged and overexposed,
requiring substantial government funds to bailout; the USA and UK
would then benefit from a proposed bank tax. Canada and China did not
require a massive bailout of their banking sectors, and a tax would penal-
ize their intuitions despite their solvency during the crisis. Instituting
new international regulations relies on countries independently agree-
ing to implement substantive policy changes. In the post-World War II
period, America would act as the hegemon and others would tend to
follow. Now, there appears to be little the Americans can do to compel
other countries to enact new regulations.

Despite the problems of the crisis, the American financial system has
the unique ability to attract capital due to its central position in the
global economy. The USA serves as the global reserve currency, and its
treasury bills are considered among the safest investments. This privi-
leged position had led many critical theorists to assume the USA has
control over the global financial system. Panitch and Gindin argue the
increased intervention of the USA in the economy—particularly in the
creation of too-big-to-fail corporations—expanded the USA’s control
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over the international economy.?* The US government willingly insti-
tuted the neoliberal policies that facilitated the creation and enlargement
of the financial industry—the US Federal Reserve and Treasury were
capable of bailing out intermittent crises.?® Furthermore, the US govern-
ment chose not regulate many of the financial tools used by the financial
sector that led to the crisis. The repeal of the Glass-Steagall Act allowed
deposit banks to engage in investment banking. Low interest rates were
set and prolonged by the Federal Reserve, promoting over-leveraging
and taking on riskier assets. The government also gave Fannie Mae and
Freddie Mac explicit targets for lending to lower income people on
subprime terms.2®

The US government did institute many of the policies that led to the
creation of financial crisis, however, the government could not control
nor predict many of the consequences of these policies. Panitch and
Gindin conflate the centrality of the USA in the international economic
system, which is indisputable, with its control over the economic system.
The American economy does give the government certain capabilities
over its competitors, but the government does not automatically act in
accordance with the wishes of finance capital. If this were the case, the
US government would have bailed out Lehman Brothers or passed the
first TARP bailout. Not doing so led to a loss of trillions of dollars in
future bailouts and an increase in unemployment throughout America.
Washington had already set a precedent to markets that the Federal
Reserve was willing to bail out corporations, creating an expectation the
government would act as lender of last resort. There was pressure on
the US government to bail out Lehman Brothers, but was ignored by
Congress. The best account behind letting Lehman Brothers fail was to
reintroduce “moral hazard” to the banking system.?” While the principle
of moral hazard is an important ideal for capitalism, the US government
had a history of not following this principle by previously bailing out
Bear Sterns and Fannie Mae and Freddie Mac. It was willing to inter-
vene when necessary to protect the interests of capital. However, because
the US government did not know how much Lehman Brothers, or any
other bank, held in mortgage-backed securities, nor the deep intercon-
nection of the international financial system it led a crisis that threatened
the entire capitalist system. Despite its centrality, America is still
vulnerable to crises.

A contributing factor to the crisis was the American govern-
ment’s lack of regulation of derivatives. The decline of the housing
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market created a systemic crisis in the financial system. When Lehman
Brothers went bankrupt, the CDSs were activated. However, the major
insurer, AIG, did not have the money to pay the massive amount for
Lehman’s default on its debt. These derivatives represent trillions
of dollars of fictitious capital that have minimal oversight by the US
government. The sheer scope of the money in risk mitigation in the
financial system dwarfs the size of the American or for that matter the
global economy.

If the US government is directing the global financial system, and
working for its benefit, there is no reasonable explanation why it left
this multi-trillion dollar market unregulated or acted so contrary to its
demands to the extent that it almost destroyed the American economy.
The US government had information about the possible detrimental
effects of OTC derivatives and CDSs, and there was even internal pres-
sure from Treasury in the 1990s under the Clinton administration to
regulate the derivatives market.?® In 2002, Warren Buffet, a financial
speculator who made billions in the 1990s, called derivatives “financial
weapons of mass destruction” due to the incentive for financial institu-
tions to increase the amount of risk and over-leverage.?? However, regu-
lation of this market was rejected by the Federal Reserve as going against
the basic ideals of the free market. Indeed, derivatives are a part of the
system—trillions of dollars of private unregulated money that has the
ability to destroy corporations and governments at an unprecedented
pace.

Eventually, the economic downturn and the prospect of a prolonged
global depression put enough pressure on the US government to act,
but even that reaction shows a clear indication of tension between poli-
ticians and capitalists that continue with the Obama presidency. When
passing TARP, both Democrats and Republicans faced pressure from
constituents not to bail out the financial industry.3? In fact, Congress
did not pass the first bailout package in September of 2008 which exac-
erbated the crisis. If the government was working in the interests of
capital, the US government would not have acted so contrary to their
demands. However, there were other determinants at work. Politicians
were afraid of the voter backlash in the 2008 election and ignored the
pressure the financial industry was putting on the government to intro-
duce legislation to unfreeze credit markets to ensure no other major
industries would collapse. In the face of a massive recession in 2009,
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there was even a political battle to pass Obama’s stimulus plan. But even
then, it has been criticized by a wide variety of academics and journal-
ists. The economist Paul Krugman argued Obama’s stimulus package did
not go “far enough” in order to get the US economy growing and that
much more spending is required.?!

The economic situation had abated by the end of 2008 but still
remained unfavourable: unemployment reached 9%, and the American
economy grew by only 0.25% in 2009.32 Growth since then was slug-
gish until 2015. Despite this, further stimulus spending was politically
difficult—there has been significant pressure both inside government and
from Tea Party groups to tighten government spending. The political
pressure to do so has made significant interventions to regulate the econ-
omy difficult: TARP failed initially and Obama’s stimulus plan was influ-
enced largely by the political concerns of a Democratic Congress rather
than the needs of the economy.33 Political and economic motivations
are not always harmonious. Politicians may act in order to promote the
interests of capital, but due to their geographical and institutional posi-
tion, political concerns often take priority over the demands of finance
capital.

In times of economic crisis, the US government and the interests of
the financial system can diverge. Policy outcomes to crises tend to be
a catch-all shaped by domestic political considerations, ideology, and,
only at times the needs of the economy. Also, the American govern-
ment does not exclusively control its own nor the international economy.
Although its wealth and central market position give it certain unique
characteristics, there are aspects of the international economy, like deriva-
tives and CDSs, that the SEC does not regulate. This makes it difficult
to argue the government is directing global financial flows when they
cause an economic meltdown in the USA. Though the US government
does often work harmoniously with the interests of the financial indus-
try, tensions can arise between these institutions when political motives
and the needs of the financial sector diverge during times of crisis.3*
Two seemingly contradictory outcomes of this crisis have been to place
further pressure on the US government to cater the interests of finance
capital on the one hand and to create more conflict between politicians,
the financial industry and the American public on the other. TARP
and the Obama stimulus package gave the financial industry billions
of dollars of public money in bailouts and tax breaks, while provoking
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small-government conservatives and libertarians in the USA. This is
a clear tension between the demands of the capitalist system and the
domestic considerations that come from the American public.

While it is the subprime mortgage crisis led to one of the largest con-
tractions in the American economy since the Great Depression, it has
not hampered the viability of America’s economy, nor threatened its
economic hegemony. As Eric Helleiner argues, the response to the Great
Recession has empowered conservative movements and reinforced the
economic primacy of the USA. Even following the devastating losses
of 2008, American GDP growth had recovered by the middle of 2009,
and actually grew at rate of 3.1% in the last quarter of 2010.3% Although
economic growth did slow to 1.9% in the first quarter of 2011,3¢ which
is not high by contemporary standards, this is still impressive given size
of the US economy and the uncertainty present throughout the rest
of the global economy. It is important to keep in mind that America is
recovering from the worst financial crisis in 70 years, and four quarters
of lost growth are actually a modest impact on the American economy
as a whole. At the same time, the housing market—the catalyst of the
recession—has stabilized over the past 3 years, with homes in most mar-
kets regaining the value they held in 2002, before the excesses of the
subprime market.3” Although readjustment represents a great deal of
lost equity for homeowners and mortgage firms, the period from 2003
to 2007 was the exception for the housing market rather than the rule,
in the sense that home prices were over-inflated due to low interest
rates, cheap credit and low standards for borrowing. Yet even with the
dramatic collapse of the housing market, by 2011 prices and home sales
had stabilized at pre-bubble levels, and America had begun to experience
modest levels of economic growth.

While it is difficult to assess whether the crisis is the harbinger of the
end of American economic primacy, the impact of these crises should
not be overstated. Even with the uncertainty surrounding its recov-
ery from the Great Recession, America still accounts for roughly one-
fifth of global economic output in 2009,38 more than three times the
total of any other state. Furthermore, compared to other countries,
the American recession was neither as deep nor as prolonged as it
otherwise might have been—a testament to the strength of the economy
of the USA. Despite mounting concerns over its overall debt level, the
American dollar still functions as the world’s reserve currency, easily out-
stripping the Euro and the Yen as the medium in which international
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monetary transactions are denominated. As a consequence, while it can-
not be denied that there are problems facing the American economy, it
would be premature to suggest that due to the crisis alone America lost
its position as the largest and most affluent actor in the global system or
that these challenges will lead to the terminal decline in American eco-
nomic primacy.

THE AMERICAN DEBT CEILING AND AN ARTIFICIAL CRISIS

Although by most accounts the USA is in a favourable position vis-a-vis
the rest of the major countries in the global economy, its position as
a central network in the capitalist system could be threatened by its
domestic politics conflicting with the demands of the financial system,
not due to the level of debt, or market forces undermining the American
economic system. While crisis can be viewed as a positive for capitalists,
often it forces open new markets or to privatize assets, a default on debt
would undermine the entire capitalist system and threaten the assets of
the wealthy. One such event took place in the summer of 2011 when the
American government reached its debt ceiling. A political crisis ensued
between President Obama who wanted to raise the limit while imple-
menting tax increases on the wealthiest to lower the deficit and House
Republicans who refused to agree to higher taxes and demanded sub-
stantial cuts to the budget.?® The debt ceiling originated during the
First World War to prevent the US government from deficit spend-
ing without the consent of Congress by establishing an arbitrary limit.
The Republicans were using a default on American debt as a political
tool to extract concessions from the Obama administration. The cri-
sis lasted until the day of a potential default, with Obama agreeing with
Republicans to cut $2.4 trillion from the budget for the debt ceiling to
be raised past the 2012 presidential election.*® While a crisis was averted,
the polarization of the debate on such an important issue as America’s
debt does not bode well for the future of the USA within the capital-
ist system. For one, the spending cuts demanded by the Republicans are
reminiscent of the cuts demanded by Congress during Roosevelt’s presi-
dency in 1938. Unemployment remains high in the USA as the TARP
money did not translate into loans to consumers—most American finan-
cial institutions paid down debt or simply purchased US debt for a safe
return.*!’ Without banks lending to consumers, and the government
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initiating a series of austerity measures, there are fears the USA could fall,
yet again, into crisis.

However, a more substantial matter is that the US debt ceiling was
used for partisan politics with Republicans willing to allow the American
government to go into default. Many Republicans in the House of
Representatives were elected in 2010 advocating the libertarian views
of the Tea Party which sought to dramatically reduce the intervention
of government in the economy. A default was viewed by this group
as a method to heavily constrain the Federal government—the USA
would no longer be able to run a deficit.*?> The US Treasury would take
“extraordinary measures” in order to pay down the minimum interest
on the debt, but there would be massive cuts to social spending such
as Medicare, Social Security and military personnel paychecks.*3 On the
domestic front, the withdrawal of nearly 70% of government discretion-
ary spending from the economy would grind consumer spending to a
halt, leading to a massive recession.** This of course does not take into
account the international ramifications of a default on US debt. The
outcome for the global economy would be catastrophic. First, the col-
lapse in American consumer demand would lead to a drop in trade for
almost every economy that sells goods and services to the USA, which
would affect almost every country in some form. Second, US Treasury
bills denominated in US dollars—the world’s reserve currency—would
effectively be worthless, meaning that any country, government, cor-
poration or pension fund that holds US debt would lose trillions.*?
Third, Treasury bills are also viewed as a baseline for other stocks and
bonds due to the fact investors view US debt as the safest. Without
such a barometer, financial markets would descend into chaos as inves-
tors would dump Treasury bills onto the market. The combined result
of these three factors—plus numerous other unforeseeable negative
outcomes—would have likely have led to the most protracted and dire
global depression since the 1930s.4

With the severity of these consequences, it is surprising how quickly
the Republicans proposed it as a way to curtail government spending,
and how close the government came to defaulting on its debt. Previous
increases to the debt ceiling have been relatively apolitical affairs: regard-
less of the administration, the debate is typically over budgetary mat-
ters rather than the total accrued debt. From its inception during the
First World War, each time the debt limit was reached, Congress would
often debate the issue and the US budget.*” It was not politicized until
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1995 when the Republicans under Newt Gingrich were in control of
the House, but even in that case, the Republicans decided to target
the budget rather than the debt ceiling. The politicization during the
Obama administration over an issue of vital importance to the American
and global economy is problematic for the long-term viability of the
USA as a central network in capitalism. If another major crisis occurs—
perhaps an investment bank failure or the potential default of a European
economy—Washington may not respond, or enact policies that will exac-
erbate a crisis. The result could irreparably damage the global economy
and undermine the USA as a global superpower.

Yet even with these stark consequences, there have been two other
subsequent occasions when the US nearly defaulted on its debt. The
second time was in the autumn of 2013 when Republicans refused to
pass and threatened to, yet again, default on US debt by not increas-
ing the debt ceiling due to the institution of the Patient Protection and
Affordable Care Act. The sequester alone was damaging to the US econ-
omy causing almost 7,00,000 job losses and an almost 0.6% decline in
GDP for the brief period of government shutdown.*¥ Eventually, though
within hours of the debt ceiling deadline, an agreement was reached
between Republicans and Democrats to avert an economic disaster by
increasing the debt ceiling and reopen government. The next time the
debt ceiling limit was reached, in early 2014, it was increased without
much political infighting in Washington, yet beneath, there remain ten-
sion between the Democrats and Republicans over the role of its national
debt.

Each time the debt ceiling is temporarily lifted, often only for a few
months, it requires a cross-section of Democrats and Republicans in
Congress. Members of the House of Representatives come from smaller
districts and represent a smaller constituency than Senators. Indeed,
the votes in the House to increase the debt ceiling show an incred-
ibly problematic trajectory. In the immediate aftermath of the election
of Tea Party members in the 2010 midterms, the House eventually
increased the debt ceiling on 1 August 2011, by a vote of 269-161;
174 Republicans and 95 Democrats voted for it, while 66 Republicans
and 95 Democrats voted against it. In 2013, the House approved the
measure 285-144. With 87 Republicans joined a united Democratic cau-
cus, allowing Congress to meet a critical Treasury Department deadline
with one day to spare.*” In 2014, the numbers were even more strik-
ing with 221-201, which relied almost entirely on Democrats in the
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Republican-controlled House to carry the measure. Only 28 Republicans
voted yes, and only two Democrats voted no.>® Each time the debt ceil-
ing requires an increase, fewer Republicans vote in favour of doing so.
While it would be premature to predict that an economic catastrophe
is inevitable, as I will discuss in the next section, domestic political and
financing laws substantially raise the prospect of a default in the near
future.

If much of the research on the default on America’s sovereign debt
remains speculative, it is because its consequences would be so dire for
both the US and global economy. It is incredibly difficult for many pol-
icy analysts to predict how far the economic chaos would spread. There
would almost certainly be a global depression as markets panic in the
wake of existing US treasuries essentially becoming worthless in a matter
of days. China would be affected as its assets declined in value and much
of its savings evaporated, and pension funds would lose a large portion of
their value. Every person, institution and country that held US debt or
US dollars would be immediately impacted by a default on US debt. The
longer-term prospects also remain uncertain: there simply is, as of yet,
no alternative widely accepted asset that could replace US debt in the
global economy. Perhaps one, or a number, could develop after a pro-
tracted period of time. Moreover, this does not even address the political
upheaval that would follow a massive global depression. One only needs
to look at the rise in extremism in Europe due to the Euro crisis to envi-
sion a rise in political conflict. Indeed, even a temporary period of failing
to raise the debt ceiling could lead to a global depression the world has
not experienced since the 1930s.

POLARIZATION AND THE POLITICS OF DEFAULT

Prior to 2011, increasing the debt ceiling was a relatively apolitical affair.
There was a brief period after the 1994 election when Newt Gingrich
considered using the debt ceiling to extract concession from the Clinton
Administration, but this was quickly abandoned to focus on the US
budget. With the midterm elections of 2010 bringing in members of
the Tea Party—a loosely affiliated group dedicated to small government
and low taxes—as part of the Republican caucus, the debt ceiling became
politicalized, and the US government came within days of a default in
the summer of 2011. There are three interrelated reasons to explain
why this contradiction has come to the debt ceiling. The first reason is



6 AMERICAN POLITICAL POLARIZATION AND THE RISE OF TRUMP 111

due to high incumbency rates in the US congressional districts. Most
members of the House of Representatives have a significant advantage
during elections and are in demographically “safe” districts with little
competition from the opposing party. Along with this is the US primary
system, which removes power from party elites and gives it directly to
party members in the district. Thus, counter-intuitively, a member of
the House often has more to fear from a primary challenger than from
the opposing party in an election. Finally, the liberalization of campaign
finance laws has freed up money to fund challengers to moderates in
both parties. The very laws that allow for the wealthy to have more influ-
ence in American politics may ultimately undermine the entire economic
system due to polarization. In culmination, this has led to a more polar-
ized Congress, and one that is willing to politicize an issue as consequen-
tial as the debt ceiling.

Conflict extension partially explains why the debt ceiling has become
politicized by party elites in the USA. Certain issues in the USA, such
as welfare, gun rights and abortion, have become polarized along party
lines.®! The reason for this polarization is simple: there is no firm consen-
sus on these issues in American society. There is a sizable portion of the
population that believes in one policy, and another portion that holds a
contrarian perspective. Thus, the political parties merely reflect the views
of their constituents. Parties adopt either conservative or liberal poli-
cies to attract certain segments of the electorate. Despite the dire conse-
quences, defaulting on US debt has a base of support in the electorate.
In a CNN poll around the 2013 debt ceiling and sequester crisis, 56%
of Americans said it would be a bad thing if it was not raised, with 38%
saying it would be a good thing for the country.>?> While 38% is not a
majority, it is a large enough segment of the population to support the
obstructionism in Congress. Political parties are aligning along a con-
servative /liberal spectrum in regards to the debt ceiling to attract votes
and as a reflection of the views of their constituents.

These partisan views are further exaggerated by the composition of
Congressional districts and the advantages of incumbency. In the latter
part of twentieth and early twenty-first centuries, nearly 95% of incum-
bents on average were re-elected to their positions in Congress—this is
partially due to gerrymandering, fundraising advantages and name rec-
ognition.>® Unlike many other countries which rely on an independent
national body to form electoral boundaries, Congressional districts are
decided by state governments and are highly politicized. Both parties,
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in fact, have an interest in protecting incumbents in an election, and
thus Congressional districts are shaped to exaggerate this advantage.’*
Moreover, incumbent has the financial resources to outspend their com-
petitors. On average, House incumbents, regardless of political affilia-
tion, outspent their rivals $1.7 million to $5,87,000, a ratio of almost
a 3-1. Incumbent senators spent on average $10.7 million compared
to $7.2 million for challengers.>® This is a considerable hurdle for chal-
lengers to overcome in order to run for office. For the debt ceiling, the
incumbency re-election rate insulates members of Congress from elec-
toral consequences of poor policy decisions, if, in fact, members of their
districts opposed raising the debt ceiling in the first place.

Another explanation for the large amount of members of Congress
who refused to raise the debt ceiling is due to the presence of prima-
ries. Elites within parties only have modest control over members of
their own party that are nominated for Congress. Indeed, the basis of
power for each member of Congress is not within the political party,
but rather from their home districts. Ironically, the largest threat to
a Congressperson is not from being defeated in an election, but rather
from loses the party’s primary to a far more ideologically “pure” candi-
date, since primaries are largely decided by Republican and Democratic
activists. Particularly in the 2010 midterms, Tea Party members won
against traditional Republican establishment candidates in 5 Senate races
and 39 House races.>® More importantly, though for policy decisions,
the threat of primaries tends to force incumbents to their ideological
extremes to ward off possible challengers.>” In effect, political radicals
do not need to get elected. Merely, the threat of a primary challenge is
enough to force well-established candidates to adopt an obstructionist
position on important issues like the debt ceiling. This could also poten-
tially explain the far-reaching impact of the Tea Party beyond the rela-
tively few candidates that are part of its official caucus. This, of course,
makes building a consensus across party lines increasingly difficult,
if even the relative power of the Tea Party wanes in the coming years.
Primaries then serve to further polarize Congress, making consensus on
major issues where the parties differ on policy much more difficult.

Finally, money and relaxed campaign finance laws play a role in the
polarization of the US Congress. Running for Congress is extremely
expensive: the average House race costs nearly $2 million, while Senators
have to raise almost $10 million to run for office.’® Yet this is rela-
tively small compared to the amount of money spent by private donors
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to influence the electorate. In 2010, the Supreme Court struck down
existing campaign finance laws in the Citizens United versus FEC, lifting
the already weak limit on corporations, individuals or unions spending
money to elect or defeat a candidate. In the 2012 election cycle alone,
Political Action Committees or PACs spent over $567 million on presi-
dential and congressional races.’® The US electoral system is flooded
with money, which along with a politicized news media, amplifies the
policy differences between the two political parties.®® This creates a feed-
back loop between politicians, PACs, and the media: politicians have an
incentive to take an extreme position on an issue, PACs will either pro-
vide money to support or oppose this position, and this view is prom-
ulgated by news broadcasters.®! In fact, politicians are aware of this
feedback loop and use simple ideological messages that it can be repeated
through the media and in political ads.%> The incentives then are for
candidates to follow the party’s position, obstruct any policies of their
opponent and use the media and money from PACs to ensure their re-
election. For moderate candidates that seek consensus away from the
party line, there is also a readily accessible pool of money to be spent on
their defeat. The Citizens United decision did not create this system—
private money already had a presence in American elections—it merely
removed another barrier between moneyed interests and the political
class.

In sum, each of these factors provides some insight into why Congress
experiences a crisis each time the USA reaches its debt limit. Members of
Congress, particularly in the House of Representatives, align themselves
around wedge issues. From there, there is a high degree of incumbency
due to a combination of money, name recognition and gerrymander-
ing. Finally, there is a nexus between politics, easily accessible money,
and the news media that further exacerbates the polarization between
Republicans and Democrats. Members of each party have both an elec-
toral and economic incentive not to reach a consensus with the opposi-
tion. If a candidate does deviate from the party line, there is both the
money and a primary process to force a candidate to reconsider their
position. This is one of the reasons why Congresses elected since 2010
have been so unproductive—the 110th Congress, elected in the wake of
the 2010 midterms—passed only 173 laws—far fewer than the infamous
“do-nothing” Congress during Truman’s tenure of 1947-48.93 While
each party has an incentive in continuing this gridlock, the tone this has
sent to the American public—political inaction in the face of crisis—has
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the potential to ultimately jeopardize America’s position as the global
hegemon or lead to a mounting frustration with the system from the citi-
zens to create a political backlash.

AMERICAN HEGEMONY AFTER THE RECESSION

Despite the tumultuous domestic situation, the USA has actually faired
rather well in the long-term aftermath of the Great Recession. While
financial markets may have reacted poorly to policy decisions and inac-
tion from the US government, eventually the economy improved,
real wages starting to rise and unemployment reached pre-crisis levels.
Internationally, rather than a great restructuring of world order with
power moving to the European Union or to China, the USA retained
its economic and political hegemony. Indeed, many of the structural
advantages of the USA: the role of the dollar as reserve currency, its
dominance in international institutions and the ubiquity of US debt and
centrality of its market have reinforced rather than undermine American
hegemony. By 2016, the economic recovery was well underway: the
American unemployment rate dipped below 5% of the labour force and
real wages, which had stagnated, began to grow due to the increased
demand for labour (Schwartz 2016). The Great Recession, then, proved
to be a protracted economic downturn for the USA, but due to demo-
graphics, a stable country and its long-term role as global hegemon,
from a systemic perspective, it looks as though American will remain
the dominant country in international politics. Indeed, Eric Helleiner
(2014) called the recession the “Status-Quo Crisis” where America
retained its intuitional dominance on the international stage, however,
as I shall continue to argue later, America’s most significant threat is not
from objective systemic factors or international threats, but from domes-
tic pathologies that may jeopardize its hegemony.

Unlike previous periods discussed earlier, America’s role in global
affairs and international institutions did not decline in the wake of the
Great Recession, indeed in the years following the crisis the USA remains
a dominant actor. Even many of the key features of the pre-recession era
remain or have been strengthened by the crisis, such as the neoliberal
agenda of open markets and free trade, at least until 2016 (Helleiner
2014). In the aftermath of the Great Recession, as discussed earlier,
there was a brief movement to regulate the financial system, but rather
than substantive reforms being introduced, similar to the Bretton Woods
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era, most of the banking reforms were market-oriented, such as reserve
requirements and “stress tests” were intended to preserve the integrity of
the capitalist system. Most of the features of the pre-crisis system remain
in place as well: international financial transactions move across borders
without a “Tobin Tax”, capital controls were not put in place, and moni-
toring OTC derivatives remain largely unchanged (Helleiner 2014). Part
of the explanation for the lack of changes to the system has to do with
role of US policy-makers. After the initial shock of the crisis, and cer-
tainly after 2010 midterm election, there remained little political will
for the Americans to institute domestic and international reforms. The
Americans remained committed to market-friendly approaches rather
than introducing a series of anti-market reforms that would have con-
strained private financial interests. The other reason is a lack of pressure
from other major partners in the G20—there was no broader interna-
tional consensus on reforms. There were few new international institu-
tions formed in the wake of the crisis and no new international financial
architecture for the system. Neoliberal American-dominated orthodoxy
won the day.

Despite the protracted long-term recession, America was capable
of further entrenching the dollar, as central to the financial system. In
response to the Great Recession, with the political situation in the USA
making fiscal stimulus impossible after 2010, the Federal Reserve under-
took three rounds of Quantitative Easing, adding more than 3.5 trillion
to its balance sheet (Prasad 2014). The goal of this was to aid in the
economic recovery of the USA by lowering interest rates and providing
access to liquidity for financial institutions to incentivize borrowing
money. Indeed, the Fed Reserve amplified the same policies that led to
the recession in the first place: it made borrowing easier for the very
institutions that over-leveraged. Traditionally, the scope of this liquid-
ity would send a message to international institutions and corporations
that the USA was in an economically precarious situation. Paradoxically
through, these policies, along with the centrality and ubiquity of
American dollars in the economy have actually strengthened American
hegemony:

The US economy is now too big and too important to stumble without
pulling the rest of world down with it. If it were to experience a fiscal or
financial meltdown, the reverberations would be damaging for every coun-
try in the world. Just the fear of this devastation points to how central the
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US economy is to the global financial system. The dubious promise of
safety from this very devastation is the irresistible lure of the dollar trap.
The situation is rife with paradox. (Prasad 299: 2014)

Here we have an incentive problem, as has been discussed earlier in the
chapter on China, for countries that may be opposed to US interests.
The US dollar has become entrenched in the international financial sys-
tem and has become an unavoidable method for financial transactions.
Of course, this also makes other countries vulnerable to the policies of
the Federal Reserve and the American government. Each time the Fed
lowers interest rates and increases the money supply, it lessens the overall
value of the dollar, yet other countries are too invested in the American
financial system to find an alternative. The prosperity and stability of the
international financial system are interlinked with the American economy.
Hence if the USA experiences an economic downturn, as it did during
the Great Recession, the contagion spreads throughout the rest of the
financial system.

Despite the severity of the crisis, the recession did not change the
overall neoliberal orthodoxy of US economic policy, at least in the
medium term. Indeed, the solutions presented by the Obama adminis-
tration, even in the early phase with Democratic majorities in the House
and Senate between 2009 and 2011, were favourable to the banking
industry. The largest investment banks not only received bailouts under
the TARP system, but due to phases of Quantitative Easing could bor-
row money cheaply (Helleiner 2014). An explanation for the lack of
alternatives to neoliberalism was due to the weakness of possible alter-
natives. While neoliberalism helped to facilitate an economic and politi-
cal crisis in the Great Recession immediate alternatives were not readily
available due to the lack of a counter-hegemonic project (Overbeek and
van Apeldoorn 2012). While there were protests in Europe against
austerity and an unfocused movement against the banks with Occupy
Wall Street, these did not represent a significant challenge to neoliberal
hegemony.

From a historical institutionalist perspective, the Great Recession was
an unremarkable challenge to the dominance of the USA. The neolib-
eral market policies that had their origins in the late 1970s and early
1980s were not challenged, but merely subtle changes to the American
and international finance system were put in place. Neoliberalism with
its emphasis on open markets, trade, property rights and free exchange
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remained the dominant macroeconomic policy for the international sys-
tem (Overbeek and van Apeldoorn 2014). The reforms that were put in
place were friendly to the overall goals of the financial industry, requiring
some oversight, but not qualitatively altering the pre-crisis institutional
framework. The promise of a new Bretton Woods system with greater
regulation and domestic control over finance quickly fell off the policy
agenda. America remained a dominant player in international institu-
tions, such as the IMF, G7 and G20. In the international financial sys-
tem, the American dollar, rather than weakened by the USA at the hub
of the crisis, was further strengthened as the reserve currency. Disparate
countries, even those that supposedly are contenders for American
hegemony such as China and Russia, have incentives to hold US dollars,
even as the Federal Reserve debases the currency and American political
infighting reaches new levels of partisanship. The problem with American
hegemony, then, is not from an international or domestic threat. Purely
examining America by most indicators such as economic growth, unem-
ployment rates, stock market levels, the role of the dollar in the financial
system, the USA seems to have maintained its hegemony in the system.
However, the real threat to its place as hegemon lies in its polarized and
malfunctioning political system.

TruUMPISM AND THE UNDERMINING OF AMERICAN HEGEMONY

The political infighting over the past few years is often dismissed as
merely part of business-as-usual in Washington. As discussed earlier,
political polarization is commonplace in American society. These peri-
odic crises with the debt ceiling, the government shutdown, led many
Americans to believe that both parties were simply out of touch with
Americans and many began looking for a political outsider to solve
this inaction. These scope of events, particularly in the wake of the
Great Recession that unevenly impacted middle-class and working-class
Americans, provided support for the successful nomination and elec-
tion of Donald Trump as president during the 2016 election. Trump
and what he represents is not an anomaly in American politics, but a
cause of pre-existing pathologies in society that ultimately overwhelmed
the Washington political establishment and could jeopardize American
hegemony. The Tea Party originated with many Americans angry as
the perceived overreach by the Obama administration in the area of
healthcare. The fighting and political logjam between Republicans and
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Democrats in the 2010-2016 period even further exacerbated the belief
both parties were “broken” and controlled by financial interests, rather
than working to help the American people. Ironically, Trump’s ascent
with his message of American declinism could not contrast further with
the evidence: by the November election, the American economy was fair-
ing far better than its European and Chinese counterparts. Yet Trump’s
message resonated with a sizable plurality of the American population to
win the presidential election. The success of Trump and his radical views
towards free trade, open markets and international institutions represents
one of the largest challenges to contemporary American hegemony.

It is not historically unprecedented for domestic politics to have
large ramifications on international order and stability. Indeed, one of
the cornerstone texts in International Relations theory recognizes the
“second image” or the domestic politics of a country may be a driving
force behind foreign policy (Waltz 1959). In America’s case, the presi-
dential campaign of Donald Trump, a New York developer and Reality
TV star, was initially met with scorn, humour and derision, both from
the political establishment and the media. He launched his campaign in
Trump Tower, New York by calling Mexicans “rapists and drug dealers”,
promised to build a wall between the USA and Mexico, ban Muslims
entering the USA as the campaign progressed. Initially, it was assumed
that Trump’s chances would fade as the early primaries and caucuses
began and that Republicans would favour candidates more palatable to
the mainstream. While Trump’s antics garnered him considerable media
attention, many pollsters predicted Trump’s popularity would fade as
more Republicans became interested in the race and voted in primaries
(Silver 2015). However, they underestimated several important fac-
tors that differed in the 2016 cycle. Trump had touched upon a level of
anti-establishment that was exacerbated by the inaction in Washington
in response to the crisis, along with the racial resentment that went with
the first African American president and broader demographic changes to
American society (Tesler 2016). Trump promised that he was the solu-
tion to the gridlock in Washington and that his business acumen could
bring about an economic renewal for Americans who were impacted by
the recession and globalization. Trump was also the champion of the
Birther movement, a racist attempt to “prove” President Obama was not
an American. In tandem, Trump was able to form, and keep, a coalition
of voters who were angry at the establishment throughout the primary
process.
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In the early primaries, Trump faced a divided field of mainstream
Republicans, which led him to electoral success in the New Hampshire
and South Carolina primary, despite losing the Iowa Caucus. Each of
the “mainstream” establishment Republicans had significant problems
attracting a large enough base of voters to challenge Trump’s 30-35%
support. Of the leading challengers, Jeb Bush had the most finan-
cial resources, but had a difficult time separating himself from the leg-
acy of his unpopular brother, while Florida Senator Marco Rubio had
poor debate performances and was considered weak on immigration.
Throughout the primary processes, mainstream Republican voters did
not have a clear frontrunner to support to oppose Trump, so they ended
up dividing their votes among numerous other candidates, leading to a
victory by Donald Trump in New Hampshire and in South Carolina. By
the end of Super Tuesday in March, a date for numerous simultaneous
primaries, despite his divisive rhetoric, Trump’s early wins led him to be
the frontrunner to win the Republican primary. There was a final attempt
by the Republican establishment to prevent Trump from becoming the
nominee, but the momentum was on Trump’s side, by May, in an almost
unprecedented event in modern American history, an outsider with no
government or military experience gained enough delegates to be the
Republican nominee for president.

Initially, the Trump presidential campaign seemed like a histori-
cal aberration for an established political party as the Republican Party.
Trump eschewed Many of the long-standing traditions of American elec-
tions: consolidating the establishment of the party, trying to appeal to
undecided and moderate voters, spending money on advertising and
get-out-the-vote staff. His opponent, former Secretary of State, First
Lady and Senator Hillary Clinton, appeared to have an overwhelming
amount of support both in the popular vote and in the ever-important
Electoral College. Moreover, Trump promised to substantially alter the
international economic and security framework should he be elected.
Several of these promises included renegotiating or fully withdrawing
from NAFTA, undermining the NATO alliance, easing relations with
Putin’s Russia, providing nuclear armaments to Japan and South Korea
and committing war crimes by bombing the families of supposed sympa-
thizers of ISIS (Paletta 2016). While much of this can be interpreted as
the campaign rhetoric of someone with little foreign policy experience,
it does enter into the political discourse and send to message to allies
and partners that the USA is no longer politically willing to act as global
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hegemon of the international order. Trump’s popularity was partially due
to him being an outsider from the Washington establishment—both the
Republicans and the Democrats—and his willingness to challenge long-
standing norms of American political discourse and policy. Similar to the
unexpected outcome of the Brexit vote discussed earlier, Trump sur-
prised many observers, pollsters, and pundits by winning the 2016 presi-
dential election and becoming the 45th president of the USA.

While the institutional limitations of the presidency should not be
ignored, there remains a great deal of agency in the presidency, particu-
larly since the Republicans also hold majorities in Congress. Prior to the
election, Tea Party Republicans’ mistrust of government and the system
moved Congress to almost default on the debt ceiling and shut down the
government. Thus, Trump is a consequence of this anger and frustra-
tion with government rather than the exception. With a mandate to gov-
ern, his supporters will expect him to fulfil at least some of his campaign
promises, and while Trump has alienated many Republicans in Congress,
there will be an inevitable push to enact policy with their newfound con-
trol of the legislative and executive branches, some on Trump’s terms.
Furthermore, rather than an aberration, there have been numerous suc-
cesses for Right-wing Populists in countries like Britain, the Philippines,
Poland, Austria, Hungary, and France (Greven 2016). The election of
Trump as the American president can only further spread scepticism of
elites, the popularity of closing borders, nativism, xenophobia, and racial
resentment. The success of Trump, and those sharing his ideas, sets
a precedent for other countries, legitimizing this brand of politics and
potentially undermining the liberal consensus that has been the corner-
stone of the international system since the end of the Second World War.
While one isolated case could be ignored, multiple countries falling to
populists could make for a rejection of the current system and renewal of
hypernationalism.

Due to structural limitations and the trappings of being the world’s
hegemon, there has been a great deal of foreign policy continuity from
administration to administration. The American presidency is relatively
weak in the realm of domestic policy, but has a greater degree of dis-
cretion over foreign policy. Whether Trump will continue to uphold
America’s role as global hegemon by providing assurances to Eastern
Europe in the face of a Russian threat, or continue the Pacific Pivot
against China remains uncertain. There has never been an American
president in modern history like Trump, unwilling to accept the role of
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the USA as a status quo power and uphold the very institutions that have
been the hallmark of American hegemony. An underlying assumption
in the historical institutionalist literature is that the domestic politics of
the USA will not undermine its own role in these institutions (Helleiner
2014; Prasad 2014). The election of Trump, along with a general dissat-
isfaction of the American public with elites, government and institutions,
could place pressure on the governing Republicans to alter America’s
long-standing support for these institutions. Sensing this lack of commit-
ment, markets could react in a way that could throw the global economy
into another recession or further undermine the global economy recov-
ery, thereby incensing even more populist sentiment against the system.
The election of Donald Trump as president has introduced uncertainty
about the role of the USA as hegemon.

SUMMARY

The USA is an important network in the international capitalist sys-
tem, but it too can face problems beyond its control due to the tension
between its political interests and the demands of the economic sys-
tem. While it is premature to argue that the financial crisis undermined
America’s dominant role in the global economy, it does indicate that
there are significant tensions, and potential contradictions, between the
American government and global finance in times of crisis, particularly
in the wake of the 2016 presidential election. The deregulation of the
American financial sector in the late 1990s coupled with low interest
and high savings from China and South Asia led to an inflating hous-
ing market in many developed countries. When prices collapsed in
2008, forcing Lehman Brothers into bankruptcy, international financial
markets expected the US government would act as lender-of-last resort.
Domestic politics took priority over the bailout of Lehman Brothers as
well as the initial TARP package leading to conflict between the financial
system and the US government. These diverging interests led to the fail-
ure of Lehman Brothers, which froze credit markets, and the failure of
the first TARP bailout further exacerbated the crisis.

It is undeniable America has been a central network for the capital-
ist system, often leading the way to opening new markets and liberal-
izing finance. Yet after the 2008 credit crunch, it too has been trying to
manage a crisis in capitalism. America’s centrality should not be conflated
with the assumption it has control over the capitalist system. Certainly,
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its large wealthy consumer base and its status as the world’s reserve cur-
rency provide it unique capabilities, but finance is global in scope and
larger in wealth than the US real productive economy. The financial sys-
tem compels countries to enact policies favourable to investors, financial
firms, and corporations, yet the US government has reacted erratically to
this pressure. This is due to domestic political pressure from Americans
and the structure of the US political system. Providing public loans to
the financial industry has proven unpopular for left-wing Democratic and
right-wing Republicans. Also, the Tea Party Republicans have proven to
be obstructionist when it comes to even simple functions of the govern-
ment, such as raising the debt ceiling which up until 2011 was a stand-
ard procedure. Though America may have a relatively strong economy
considering the depths of the recession, its politics have proven to be a
barrier to its recovery from the Great Recession, and there are worrying
signs with the 2016 presidential election of a candidate who has cam-
paigned on overturning the global order its politics rather than economic
factors could undermine its position as global hegemon.
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CHAPTER 7

The Coming Global Crisis

The purpose of this book has been to reconsider American hegemony
from its rise after the First World War to the current period after the Great
Recession through to the election of Donald Trump as president. I have
examined American hegemony in the contemporary period. I have placed
most of the emphasis on the USA as the dominant capitalist country since
the Second World War, though at times I have examined other regions such
as Europe and East Asia and other financial and international institutions.
This book provided an analysis that offers insight to both the mainstream
and critical literature. This recognizes that a hegemonic state is a multifac-
eted, contradictory, and complex expansionary force that varies depending
on time and place. Throughout this discussion, I have sought to examine
the historical origins of American hegemony and how it has been trans-
formed by the ideational, political, economic and technological changes in
the twentieth and early twenty-first century.

My analysis started shortly after the First World War as a point of
departure, which coincided with the decline of the UK as the dominant
state in the capitalist system and the ascent of the USA. I have discussed
how system emerged due the Bretton Woods to the crisis of the Great
Depression, which then collapsed in the 1970s with the rise of neolib-
eralism. America remains important to the promotion and regulation
of the system, but more recently it too has been conditioned by inter-
national financial markets. Capitalism is itself a general and a specific
process. Particularly since the deregulation of finance in the 1980s, it
compels states to compete against each other for scarce resources, but
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also must find some place to be part of an accumulation cycle. Although
financial markets are global in their breadth and scope, they are by no
means abstracted from the geographical location of an economy. When it
does find a location inevitably it interrelates with a region’s history, cul-
ture and politics.

There are several conclusions that can be drawn about American
hegemony and global capitalism in the wake of the Great Recession. The
distinguishing feature of the global economy since the crisis has been the
sheer power of the financial system to weaken even the largest economies.
Rather than the demands of global finance dictating the policies of the
Americans and Europeans, it is remarkable how unresponsive governments
have been to the recession. This is mainly due to institutional and cultural
factors. With their commitment to the Euro, the Northern Europeans
have found it difficult and unpopular to continue to finance the debt of
Southern Europe. This uncertainty has only further worsened the situa-
tion and has made possible solutions much more difficult. For the USA, the
crisis has been exacerbated through inaction and government infighting.
Even though Washington has a well-established history of bowing to the
demands of the financial system, it too is constrained by domestic political
and institutional factors. The polarization of the American electorate, along
with the divided powers of the federal government, has led to an inade-
quate response to the crisis and the recession. America has only avoided fac-
ing a debt crisis similar to the Europeans due to its legacy as the hegemon
of the international financial system and the reliance of the rest of the global
economy on the American consumer market.

For the financial system, which has been the central focus my analysis
of the global capitalist system since the 1980s, resistance and reform
are far more complicated. As discussed throughout this book there has
been a blurring between corporations and financial institutions, with
many companies that used to produce goods now relying on financing
for profitability. Moreover, many corporations are no longer bound to
a single state, but have global production networks, further limiting the
regulatory capacity of states. In the twentieth century, the state has been
a useful apparatus to spread capitalism and punish opposition to finance
capital and corporations. In the post-WWII period states even played an
important role in regulating finance and establishing a stable economic
system with the USA as the central actor. While it is likely impossible
to return to the period of embedded liberalism, international agreements
can have a role in mitigating the power of global finance should there



7 THE COMING GLOBAL CRISIS 129

ever be the political will to do so. Here is where the USA can leverage its
key position to regulate international finance, if it has the political will to
do so. There was some discussion from major countries in the immediate
post-2008 crisis to forge a new international economic system, but this
consensus quickly dissolved. There are simply too many incentives and
powerful interests for countries, particularly the major financial centres
of the USA and the UK, not to enact meaningful regulation on financial
markets. Individual corporations or financial institutions can be targeted
and CEOs can, but more often do not, go to jail, but this ignores the
fact that the problem is systemic.

Financial firms and corporations have had 40 years to amass power and
political influence. The role unregulated finance plays in the modern global
economy must start to be contested. One of the few positive outcomes
of the financial crisis and the recession is that it has brought attention to
the social costs of financialization. In the 1980s and 1990s, economic glo-
balization was viewed as a positive and inevitable force that would bring
prosperity to everyone. With the possible exception of a few sycophants in
the financial industry, media, and in academia, hardly anyone believes this
myth anymore. In Europe, finance has ruined most of the economies and
governments are left trying to stop the haemorrhaging. There have been
periodic bailouts with the hope that the crisis will abate. Europeans must
now live with harsh austerity measures and reduced social spending. Even
with these measures, there is a possibility the Eurozone will collapse due to
the pressure of financial markets. In the USA, ironically both the Tea Party
and the Occupy movements are angered by the nexus between finance and
the government—albeit with a different emphasis on the culprit. Despite
the rhetoric from Obama and Trump, the American government has been
unable to meaningfully regulate international finance.

This does not, however, suggest that rethinking the role of finance
capital is impossible; it requires political will, international consensus from
major stakeholders, and people willing to risk producing tangible goods
instead of finding easy profits through finance. The overall thesis of this
book is that the greatest threat to global economic stability is due to the
politics of the USA, but in a contradictory manner, it is simultaneously
uniquely positioned to reform the system if it has the political will to do
so. After the Great Depression and the Second World War, there was a
broad-based agreement from countries, capital and labour to limit the
potentially destructive power of finance. As unlikely as this appears in a
modern context, particularly with the election of Donald Trump and the
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dominance of the Republican Party, but the architecture for some dem-
ocratic oversights exists. New York and London are centres of global
finance, and are thus amenable to regulation should there be new com-
prehensive laws introduced and enforced. Heads of governments were at
one point after the crisis considering new guidelines for financial firms,
including a bank tax, and greater government oversight over investment
banks. However, before too long finance capital and domestic political and
economic considerations took precedent over meaningful reform of the
system. In an unfortunate turn of events, attention has shifted from the
financial industry to sovereign debt to immigrants as the main economic
problem in the global system.

Although the USA remains by most accounts the wealthiest domi-
nant country in the world, its future in the system is by no means assured.
The conflict between the demands of the financial system and incentives
of politics may result in Washington ending its primacy through its own
action or inaction. The misadventures in Afghanistan and Iraq have proved
costly. Another expensive foreign policy campaign against potential “rogue
states” like Iran or North Korea could bolster America’s competitors into
taking a more assertive response and further undermine the USA’S fragile
economy. However, if the events of the past few years are an indication of
what is to come, it may be the internal problems of the American politi-
cal system that undermine it global position rather than overreach alone.
The USA has a privileged position in the international financial system,
but through its own actions, it may jeopardize its hegemony. For example,
it the USA decided to allow major investment firms to collapse, the credit
markets to freeze, or to default on its debt as it almost did in the sum-
mer of 2011, this may lead to irreparable damage to both the American
and global economy. The cases of Southern Europe show the power of
financial markets to undermine a country’s economy. Although unlikely
in the short-term, it is not unthinkable a conflict between capitalism and
Washington could occur as it did in September 2008. With the election of
Trump as president—a man who campaigned against the current global
order—the prospect of America undermining its own hegemony has
grown considerably.

For most of the twentieth century, the USA has been central to expan-
sion of capitalism, but it is not essential to its continuance. As Britain was
once a hegemonic power that was replaced by the USA, it is conceivable
an alternative country could overtake America as the main state within
capitalism. As discussed though, at this time, major contenders have a
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long way to go before they replace the USA. In the years since the cri-
sis, especially with the decline of energy prices in 2015, other geopoliti-
cal contenders such as Russia have been economically weakened. However,
it current pathologies continue, it is more plausible regional actors will
eventually replace America in matters of economics. In Europe, Germany
has taken a leadership role in dealing with the PIIGS sovereign debt cri-
sis through the ECB and the EESF. If it were just 10 years ago, the USA
would almost certainly have played a more dominant role, as it did during
the peso and East Asia crisis. The legacy of the Bush administration has left
the American government with fewer economic resources and less political
influence worldwide. Whether America’s withdrawal from European affairs
is due to its economic problems at home and not a protracted trend in
global politics remains to be seen.

Regardless of the dominant country in the international system, a major
systemic source of conflict in the twenty-first century will be capitalism.
In recent years, financial markets have led to crisis in the American and
European economies. And while China seems to have been left relatively
unscathed from the recession, there are warning signs of problems,
especially with its stock market and housing market. Few countries can
isolate themselves from the international financial system. This is due to
the breadth and scope of the modern capitalist. Critics often suggest that
too-big-to-fail firms caused the financial crisis, but as I have shown, the
dominance of financial firms and the protection of investors is, in fact, an
effect of a multitude of historical processes. Though countries may cre-
ate institutional barriers against rapid fluctuations, 40 years of liberalizing
financial markets along with innovations in communication and trans-
portation technology have fundamentally changed the global economy.
People can potentially invest in any market anywhere in the world where
it is profitable. In response, states have instituted policies to attract invest-
ment, effectively making finance a transnational phenomenon. The sheer
size, breadth and complexity of the modern forms of fictitious capital defy
the understanding and control of both governments and many in the
financial industry. As experienced during the crisis of 2008, the collapse
of one American investment firm nearly brought down the entire global
economic system. Since then almost every major government has enacted
policies to mitigate the effects of the recession with varying degrees of
success.

If these forces of are indeed problematic, then a topic which mirrors
this discussion is how reform is possible. Although thus far I have avoided
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a broad evaluation of this issue, these are some tentative suggestions. We
must try to understand the process of capitalism at work and how they
interact with the cultural, political and social context. These are not always
easy to differentiate since an event often has multiple forces at work. But
from there, a plan for resistance can be formulated. Foreign policy is often
determined by the geopolitical distribution of power in the international
system and by domestic factors. The fall of communism brought a new
unipolar system with the USA as the lone superpower. It no longer had a
competitive military power to prevent its foreign policy excesses. Under
President Clinton, this led America to expand the role of markets through-
out the global economy. When George W. Bush came to power, American
foreign policy changed due to the terrorist attacks of 11 September
2001, with the principles of pre-emptive strike and democracy promotion
through force.

Recent history suggests that this can be combated in two ways: by
fostering international geopolitical opposition to the US government,
or by domestic pressure on the American government. The interstate
opposition was unsuccessful in halting America’s invasion of Iraq, but
due to the weakness of the USA after the financial crisis and the election
of Obama, it may yet prove a method to moderate US foreign policy.
Furthermore, some presidential administrations are more amenable to
building international consensus than others. George HW Bush and Bill
Clinton were far more willing to work through international institutions
than George W Bush in the aftermath of September 11. Although pres-
sure from America’s international commitments creates a great deal of
continuity between administrations, as I have shown there are differences
between the foreign policies of Republican and Democratic presidents.
Moreover, domestic politics matter. The Tea Party almost led House
Republicans to default on America’s debt commitment despite pres-
sure from both domestic and international finance. There are of course
limitations on how effectively domestic political pressure can challenge
elites in the USA, but it is not entirely an unsuccessful method to shape
American foreign and domestic policy. Despite the dominance of finance
and corporations, the American government is at least somewhat respon-
sive to its citizens if they are organized.

Since the onset of the Great Recession, the USA has been mired in
political polarization and conflict. While is not unusual given the cul-
ture and institutional design of the USA, the stakes are now extremely
high, both for American hegemony and for the capitalist system. The
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American government has been central to the promotion and expansion
of the free market system, but since 2008, it has been bogged down in
politics and infighting. Obama’s presidency has led to continual conflict
over health care reform, increasing the debt ceiling or passing a budget.
If another crisis occurs, with deep divisions between the Republicans and
Democrats, its highly likely ideology or partisan interests may win out
over the demands of the financial system. America’s hegemony may be
threatened not due to its lack of responsiveness to crisis rather than any
objective economic metric. Leading up to the 2016 presidential election
two outsiders, Bernie Sanders and Donald Trump, for the Republican
and Democratic nomination respectively have garnered a great deal of
attention and support. What they represent is the disillusionment of
many Americans with a system that is increasingly unresponsive to their
interests.

There is also the distinct possibility neoliberalism may be followed by a
more insidious phase of neo-nationalism or, in some countries, neo-fascism.
Progressive counter-hegemonic projects have, thus far, been unable to
challenge the inequality and economic destabilization from 40 years of
neoliberal orthodoxy (Overbeek and van Apeldoorn 2012). Trump
and Brexit may not be the aberration but the new norm. Europe and
America could go through a phase of reasserting national barriers to trade,
bolstering domestic industries, and marginalizing the other and refugees.
The USA has a history of slavery, segregation and imprisonment of surplus
populations. While it is philosophically committed to liberal values, its
history is rife with bigotry, racism and xenophobia. The Trump adminis-
tration could continue and enhance Obama’s policies of mass deportation
of illegal, undocumented immigrants. Other presidents, such as Franklin
Roosevelt and Ronald Reagan have reshaped the popular discourse in
American and global politics: Trump could be a harbinger of a global shift
towards a new, more repressive phase in global history.

The paradox of American hegemony is that it has come out of the
Great Recession with fewer social, demographic, economic and institu-
tional problems than either China or the European Union, yet it appears
to be undergoing an existential crisis. With the election of Donald
Trump, along with success of the populist right in other countries, there
is yet another impediment to any changes to the political or financial sys-
tem. Indeed, Breixt and the election of Trump may be a harbinger of the
future, as there is a backlash against “elites” and the unequal distribution of
economic gains in the post-Great Recession period. It’s not inconceivable
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that America may use its hegemony to pursue a completely different
strategy, such as raising tarift barriers, undermining NATO and other
major alliances and mass deportations. While it is premature to assume
the President will turn campaign rhetoric into policy given the institu-
tional composition of the American political system, the popularity of
these ideas and the election of Trump are worrying signs for the stability
of American hegemony. His election has sent a signal to other nativist
parties throughout the world that their ideas are attractive and they are
capable of gaining power. Trump’s election will be a test for America’s
institutions, both those that defend the rights of the marginalized and
those that will prevent Trumpism from fracturing the current world
order, leaving a power vacuum that could potentially be filled by regional
powers. It is not unthinkable for this to take place. As I discussed ear-
lier, one of the reasons for the Great Depression of the 1930s was a lack
of American leadership due to the domestic political limitations by US
government. This led to an anarchic situation of economic collapse and
interstate conflict. History could be repeating itself.
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