Capital Unbound: New Reality of World Economy

Manufacturing and Trade 



Shift of Production Facilities: 

· “Off-shore” production and “out-sourcing.”

    From “first world” to “developing world.”

· Second Industrial Revolution?

   From source of raw materials, cash crops, monoculture to manufacturing of durable goods.

What is Deregulation? From State to Market

· Western industrial economies – 

· Deregulation and privatization

  --Thatcherism,  Reaganism, Social Darwinism
· Developing countries – 

· structural adjustment

· Post-communist societies – 

· marketization and shock therapy

Deregulation

· Privatization

· Deregulation 

· -- smaller state

· -- lower social safety nets

· -- remove supports for industry

· Free Trade – removal of tariffs and quotas

· Deregulation of financial markets

· -- the market knows best

· Competition and comparative advantage

· - competition - efficiency – productivity - growth

Effects

1. Neo-liberal “free trade” in manufacturing.

2. De-industrialization of north.

3. New Global Division of Labor?



--Mental (developed world) 


 
--Manual (developing world)

4. Migrations:



--Rural to urban



--Developing to developed (‘brain drains’)

Deregulation, Structural Adjustment Programs, and Financial Crises

New Reality of World Economy
Capital Movement

Is Trade the Driving Force of the world economy?

· Trade in goods and services is about $4 trillion/yr

· London Eurodollar = $400 billion/day ($100 trillion/yr)

· Foreign exchange transactions c. $1 trillion/day 


($250 trillion/yr)

Institutions of deregulation?

· IMF

· World Bank

· World Trade Organization (WTO)

· Government and private institutions in the North.

· Multi-national corporations (MNCs/TNCs)

· International finance and banking

· Government and private institutions in developing countries and emerging markets (in the South)

Example of Mexico in 1994
· 1994 Mexico declared it was going to default on debt payments. 

· $50 billion rescue package (biggest in history to that date).

· IMF forced Mexico to repay debt before any other national expenditures – ‘austerity’.

· Mexico diverted energies to exports - to pay creditors, the banks.

· 1995:  GDP fell by 6.6% – bankruptcies – over 2 million redundancies – 52% inflation.

· 'IMF riots' over the past 15 years: 

Moral hazard, Mexican peso, Thai Bhat, SE Asian Crisis, IMF flu

Structural adjustment programs
SAPS  -- Austerity measures

· The pain of structural adjustment on the poor is justified through the long-term gains to a nation's economy.

· These gains will benefit the poor in the future. 

· But, in country after country these gains have failed to materialize

· -- Zambia, Venezuela, Jordan, the Philippines,  Jamaica, etc. 

· World Bank has accepted that SAPs have failed the poor, with a special burden falling on women and children. 

· Yet together with the IMF it still demands developing countries persist with SAPs if they wish to have access to future loans or debt relief.

T H E   W O R L D   B A N K / T H E   I M F

· 'Economically speaking, we are more dependent on the ex-colonial powers than we ever were. The World Bank and the IMF are playing the role that our ex-colonial masters used to play.' 

IMF

· Enhanced Structural Adjustment Facility (ESAF).

· Stand-By Arrangements (SBA).

· Extended Fund Facility (EFF).

· Supplemental Reserve Facility (SRF). 

· Contingent Credit Lines (CCL).

· Compensatory Financing Facility (CFF).

· Emergency assistance. 

· Poverty Reduction and Growth Facility (PRGF).

