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 Economics of Neo-Liberalism 





Pete Bohmer 1/16/07, 1/17/07
I. Neoliberalism and Development

A. Claim of neoliberalism, globalization that it leads to development—
B. Economic growth does not equal development, insofar as development is positive


   1. To International Monetary Fund (IMF), World Bank, Treasury and State Dept.                                        development is primarily growth in per capita production, output (GDP/person)
        
   2. Growth is quantitative, development is qualitative, meeting needs, self-determination, see                              Walter Rodney, How Europe Underdeveloped Africa
II. Note on Globalization
A.       “Globalization: “a process of interconnectedness among states and societies. It describes how events and activities in one part of the world come opt have significant consequences for distant people and communities, A reduction in the cost and an increase in the speed of communication and transportation deepen the process. … Globalization remakes the world’s trade and finance regimes… Globalization, in short, is about relations of relative power, dependence as much as exchange… Far from being a merely technical matter, globalization is a deeply political process.    refers to the process of reducing barriers between countries and encourages closer economic, social and political interaction” ( Tabb, The Amoral Elephant, pp. 19)

Globalization “is the inexorable integration of markets, nation-states and technologies to a degree never witnessed before—in a way that is enabling individuals, corporations and nation states to reach around the world farther, faster, deeper and cheaper than ever before. This process of globalization is also producing a backlash from those brutalized or left behind by this new system.” (Thomas Friedman, The Lexus and the Olive Tree ,pp. 9)

B. General points:

     1. Globalization, created by human beings, not inevitable—much more than Internet or the market –              can be changed by human beings. 

     2.    Facilitated by technical changes—reduced cost and speed of transferring information,                           reduced cost of transportation and travel. 

     3.   Some positive aspects—Solidarity across borders, coordination of protests against U.S. going to war with Iraq, , Feb 15th 2003 impossible without Internet. What Egyptian writer Nawal El Saadawi and Jeremy Brecher and others have called globalization from below.  

    4. Globalization-in terms of movement of goods, global market, production; huge international flows,     money and finance, investment, ideas and culture, people across the globe, domination by one           country of others, has been going on for 514 years, at least; but what has developed in the last 25         years has a lot of distinguishing features that make it unique, so it is both old and new.

  5. I call it capitalist globalization or global capitalism, Juhasz calls it corporate globalization.
III. Neoliberalism is the dominant economic philosophy and economic policy today-- although                        increasingly discredited, particularly  in South America. 
     NEO-LIBERALISM,   


Neoliberalism is worship of the market and laissez-faire or non-regulated capitalism, argues it                    is the path to freedom, development and democracy. Not to be confused with liberal in the sense              of Ted Kennedy, many Evergreen students and  faculty,  social welfare state in capitalist society,              Franklin Roosevelt’s New Deal

     A.  Origins, philosophical--18th century classical liberalism of John Locke, Adam Smith--Wealth of  

Nations;  19th century of Ricardo, Mill—updated with much of mainstream economic theory today, called neoclassical economics—markets as efficient. Also with monetarism—idea that key to growth is no or low inflation, can only be achieved by slow growth in money supply, with a government bank that is independent of the central government.  

B.  Political-Economic origins and determinants of neo-liberalism 
      1. Margaret Thatcher and Ronald Reagan--No alternative, turn back the clock--rejection of                        New International Economic Order (NIEO), demonization of state; promotion of  1st world                      values and culture. TINA, 1980-1983
            2.  As a response to the "failures?" of state capitalism  in  the South or  Third World in the                              1970's and  early 1980's, put forward as solution to third world  debt, government deficit                           spending and high inflation,  inefficient state and private enterprises. Failure of Import                             Substitution Industrialization--protect inefficient industries, countryside starved for funds.                         Balance of Payments  problems—Chile so-called “success” story, post 1973; after a                                   murderous   coup against a democratically elected and socialist  oriented govt. Also,                                   Argentina in late 1970’s.                    


3. The 1982 Mexican debt crisis--growing Mexican debt crisis--also Brazil, Argentina,                                   Philippines--borrowed at increasingly higher interest rates--some loans financed                                        industrialization--fueled by petrodollars—balance  of payments problems,--borrow at higher                      and higher rates-- loans to pay off  what was due--only on condition of structural adjustment,                       move towards  neoliberalism. Conditionality of loans.
            4. Collapse of Soviet Union and Eastern bloc--alternative model, source of funds, poverty less                      of an issue, less fear of revolt by U.S—also new neoliberal location.
            5. Growing power of financial capital—make money from stock markets, bonds, paper; favor                         and  promote deregulation of capital flows around world- a central aspect. $2 trillion/day in                      currency transactions. Exponential growth—currency exchange is only 2% for trade and direct                  investment, 98% for currency and financial speculation.            

         6. Not only imposed by West, Global North--supporters included those in South with sufficient                      income to consume imports, particularly consumer durables; local managers of transnationals,                  also growing power of ideology, economics students who learned neoclassical and pro-                              neoliberal economics, e.g.,  Mexican  Presidents from 1983 to present. .  
C. Economic theory behind neoliberalism,  briefly--more on Friday, read 8.1-8.6 of Real World Macro 

        1. Belief in market determined outputs and prices embedded within a production for profit                             system  will lead to a system that maximizes choice, freedom, growth, 
     2.   Unregulated capital will flow to where it has the highest return, where it is the most productive—.             Similarly technological diffusion. Labor flow to where it is the most productive and gets paid a                  wage that reflects its productivity (its marginal product, what it adds to revenues).
     3.   Invisible hand—coordinates these activities without plan—efficiency. Resources flow to where                  they are the most productive; goods get produced efficiently and what is wanted. 
     4.   Free Trade—Theory of Comparative Advantage—Specialize in what one produces best—also                   production for, will lead to efficient production of quality goods—unlike protectionism 
     5.  Macroeconomics —IMF, non-Keynesian—key is creating favorable climate for investment, for           markets to function well—little inflation, low growth of M, (Monetarism),  property  rights.  Little           concern about aggregate demand, mainly about increasing supply.
          Both direct investment and financial investment must be guarantied and unrestricted.

Critique-demand is effective demand so demand of poor and low income count for little, one dollar one vote in market; also may be lack of aggregate demand , monopoly distorts prices, consumerist values encouraged, minimizes private but not social costs in production; instability in labor markets and community;  financial markets, boom and bust, instability.

Focus is individual choice, not how choices are constrained by income, lack of: resources, good jobs, or knowledge about products.
D. Key Aspects of Neo-Liberalism and Structural Adjustment, their rationale (a); and critique (b).                until recently dominated Latin America (today primarily Central America, Mexico);  more and more of    Africa, In  Asia-Philippines, India, Thailand, Indonesia, others, Eastern Europe--also more and                 more of first world, U.S., Great Britain, European Union,  Clinton,  Blair and Bush—see Juhasz,
  Also called the Washington Consensus for IMF, Worl Bank, U.S. Treasury Department policies. 

There are variations.  

          1. Worship of market and production for profit--deregulation, market determination of                                      prices, wages, interest rates, credit.
   

a. taxes and government spending are a drain on  savings and  hence private investment,  growth will be hampered--don't ration credit, let it go to who pays the highest  price, this is where capital  is the most productive; Subsidies cause inefficiencies, corruption. Prices represent cost of production and benefit. 

                   b.   depends on who pays taxes, what they are spent on--who benefits from                                                      deregulation, peasants cannot  get credit, squeezed off land. basic goods too expensive


           Prices, wages often represent balance of power not free market. 

       2. Privatization of state enterprises and lands to a  privileged few, domestic and foreign. 


     a.   to reduce subsidies, government spending; so they will be run more  efficiently;                                          banks,  public utilities such as water, manufacturing; reduce government deficit, 


    b. Should goods, services be produced for profit or need, is public necessarily                                                  inefficient? corruption may continue privately and often in sale of public good 

  3.  Reducing government spending, usually through  reducing or ending subsidies on basic                             goods; cutting  services and/or charging for them, user fees, also tight money.

 
  a. balance budget to end inflation, tight money, cut govt. deficits-will restore confidence, 

                     reduce imports;   Zero inflation as goal.--key to bringing in investment   

               b.  should budget be balanced, is a little inflation bad, why not raise taxes on the                                             wealthy, what about demand for goods;  aggregate demand? There is however, danger  of                          hyperinflation—very large deficits financed by large increase of money supply can increase 

                      rates of inflation which can become self-perpetuating.  
  4. Flexible Labor markets

a. Reduce excess and unnecessary labor, less rules for employers, no minimum wage. Weaken power of organized labor. Firms will be more competitive and efficient, expand and hire more people. U.S. vs. Western Europe in the 1990’s. The latter had inflexible markets.

              b. End of job security—job as a right. Flexible labor weakens bargaining power of labor.

 5. Production for export, non-traditional (flowers) and  traditional exports, based on                                        comparative advantage of  "cheap  labor",  pollution, waste, natural resources

            a. to bring in foreign exchange, improve balance of  payments, be globally  competitive,                               supposed model  of Japan, Taiwan, S. Korea, success stories—China, Vietnam  today.                   

            b. what about production for local needs, the race to  the bottom, are these East Asian                                    countries  models, success for whom? did they even follow this model? NO!       

   6. “Free” Trade, No restrictions on trade, more Friday
             a. theory of comparative advantage--prevent  inefficiencies, globally competitive industries                             reduces rents or monopoly power of local industry,  and corruption. 

b. Destruction of local production, crafts, dependency, profits flow out, cultural                 imperialism, negative impact on women, rural areas, instability

   Note: two different meanings of Free Trade:  economists—restrictive; Juhasz—more expansive.               

   7. Financial liberalization (domestic and international)
            a.    Money flows in and to where it is most productive, funds for investment
            b.   Debt payments to international  lenders, huge and never ending. Squeezing out of small                              businesses, peasants as no subsidized loans, can’t pay market rates.

   8.   No restrictions on foreign direct investment (national treatment, NAFTA, MAI)

a. Encourages inflow of foreign capital, technology, provides jobs, skills

b. How much flows in to most countries, type of job?, destruction of local industries; race to the bottom –foreign direct investment, yes, but with strong regulations, share technology.
  9. Convertible currency--usually devaluation first-- real aim is stable currency--can take money out, no          restrictions on capital and currency flows in or out.

            a. Brings in foreign, investment, confidence, and/or outflows can’t be stopped.

            b. No control over huge capital outflows—Mexico, 1994-5; South Korea and others, 1997,                           1998, Argentina, 2001-2002.  Human costs paid for by the poor, women through austerity.

              Poor gain less by capital inflow, pay price of adjustment, austerity.
  10.  State as protecting property rights—transparency 
           a. Builds confidence of foreign investors, encourages innovation, domestic investment, give poor                 property rights in their homes, Soto
          b. Excludes those without property, repression, increased police, prisons, state doesn’t necessarily                shrink but changes functions (iron fist of neoliberalism).                 

      11.  Democracy in the most limited sense of voting, rule of law.
              a. Furthers choice, stress on individual freedom
              b. Very limited, who controls society—domestic and foreign big capital-also repression to deal                     with poverty, inequality (see 10)
  Neoliberal--Getting the macroeconomic fundamentals right—Government spending low,  balanced          budget or small deficit; slow monetary growth, low inflation, official reserves constant in relation to         imports or some other  measure of economy—IMF policy
   Increasingly, spending for health, education encouraged (increase human capital)  but with user     fees. Also, limited taxes on wealthy.

E. Economic claims of its supporters--high investment, entrepreneurial forces are let loose, technological       transfers and innovation; capital stays in and flows in and trickle down growth. Growing                  

      inequality is path followed by West, based on  studies by Simon Kuznets. inverted U curve, first more       inequality, than more equality-also claimed for environment.
III. The failure of neo-liberalism, Structural Adjustment Programs (SAPs)

    A. May reduce inflation, the government deficit; balance of payments problems likely to be improved,               banks get paid interest, “from getting fundamentals right”-             

     B. Financial instability—George Soros, Jagdish Bhagwati, others at World Bank (WB),  Stiglitz, call             for control of  short-term capital flows—some challenge to Washington consensus-- IMF,                       although may be limited  to critique of financial speculation. and short term capital flows. 
     C. Disastrous in terms of quality of life for majority


  1. Questionable on economic growth but for most part. not development; e.g., supposed success                     story, Peru, Bolivia, Chile, Argentina, Dominican Republic (high growth, growing poverty) 

               2. Lower real incomes for the significant minority or majority --malnourishment, poverty and                         unemployment grows--look at Nicaragua, Guatemala for particularly vivid examples.
               3. Worsening health--cholera, tuberculosis, AIDS;  reduced spending on education, social                              services. Central America, Africa, Russia. Life expectancy has increased in many places                          but  much of it, prior to 1980’s and 1990’s, similarly fall in infant mortality

               4. Falling wages--race to the bottom, e.g., Mexico for the majority   

       
  5. Environmental destruction--air pollution--Jakarta, fires, deforestation to export; again race to                          the bottom

   
   6. Cultural imperialism--local production undermined; e.g. food, crafts, art, standards of beauty
                7.  Women hurt particularly by cuts in social wage and often local food production


   8. Repression to lock up the malcontents--market values--less concern about others.
Overall—Free Market Fundamentalism—argument to explain failures is that it hasn’t been tried enough, take-off about to happen, see Wall Street Journal, The Economist, Financial Times,  bibles of neoliberalism.

     1. Who benefits from production for export, maquiladoras?-some jobs but often few linkages

         particularly if foreign owned—remember Export Processing Zones in Global Assembly Line . 

    2. Lack of income for majority to buy goods-limited demand--not every country can run trade                  surplus-- 


   

    3.  Westernized elites who manage corporations, import  luxuries; they benefit but what                                  about rural population, most women, the underemployed and unemployed.

    4. Many people in the U.S. are also, increasingly, the  losers--class divide --consumers and                              managers may gain, financial speculators and investment firms, Wall Street

    5. Discard most of neoliberalism—a few policies are good but not package--transparency, yes; anti-              corruption good but not fundamental problem. Limits to expansionary and monetary policy, 

E. Difficulty for nations; particularly less powerful ones—
     1.  If you are integrated into the golden straitjacket (Thomas Friedman’s term),, you lose self-                        determination; acquire all of the problems mentioned above
      2.  If you opt out-
           a. Left out of capital flows, some products, technology transfers
           b. Probable subversion

 Hope with Bolivarian Alternative (ALBA) , Cochabamba Declaration, possibly even Mercosur
IV. Key Institutions, forces behind neoliberalism


             A. Financial institutions such as Investment Banks, Insurance companies, Hedge Funds
                  Gain from world as place to make money off by speculating in money and finance, loaning                       money, mutual funds, stocks —probably   more important than international institutions.

             B. International Monetary Fund (IMF)--set up in 1944 to provide loans for countries with balance                  of payments deficits, loans but conditional on imposing neo-liberal policies--controlled by G-8                  countries. Without IMF conditionality can't get private bank loans--shock treatment.                                   Macroeconomic stabilization. U.S has veto power, 17.5 % of vote, (determined by reserves at                   IMF)
            C.    The World Bank (International Bank for  Reconstruction and Development)


      Structural adjustment of one's economy to get  loans or debt reduction from them--, also big                        projects--good cop-somewhat critical of financial liberalization--discussion of poverty,                              gender  equality, environmental impact  but look at main thrust. Neo-conservative, Paul                             Wolfowitz is current President, focus on anti-corruption. U.S. decides head. 

           D.   World Trade Organization (WTO)—deregulate trade, 1995—powerful, new round being                          negotiated,--Doha, issues-agriculture, investment (TRIMS), intellectual property rights                              (TRIPS). WTO used language of non-tariff barriers to trade to challenge environmental                         regulations.  Has power to impose major sanctions unlike GATT which preceded it. 
          E. Classes within countries in South that clearly benefit—managers, owner of firms tied to TNC’s

           F.  The Washington Consensus—U.S. Treasury Department, IMF and World Bank and extreme                       set of neoliberal policies.— modified by World Bank, some in WTO but not overturned.  

         G. Ideology and Language—freedom, progress, modern.  Promotion for many years, There is No                   Alternative (TINA)

SYNTHESIS—Capitalist Globalization--All of these institutions increase power of capital globally--which furthers globalization--which furthers power of capital-which must be challenged.

V. A few thoughts on Resistance to Neoliberalism; Strategies to Oppose it, the Global Justice Movement            A. Increasing resistance, e.g. Latin America—both in rhetoric and practice of governments, of                        political parties when outside of power. e.g., Venezuela Ecuador, Bolivia, Uruguay, Argentina,                 Worker’s Party   in  Brazil—in  power more mixed. Movements such as MST in Brazil, anti-                    privatization of water movement in Bolivia. Growing opposition to Free Trade Area of the                        Americas (FTAA)  by more and more  governments, e.g., Ecuador and by grass roots                                  movements.(it is on the defensive, probably dead, U.S. is moving to bilateral agreements.
         B. Globalization from Below—solidarity across borders, unions, World Social Forum 

             Anti-sweatshop movement—support struggles of workers from South and North
              Seeing allies across borders, Support Fair Trade, listen to demands of groups in South.
      C. Canceling the Debt—Debt is major force for hurting standard of living, social services-force for 

            imposing neoliberalism. Jubilee 2000 South—large movement. Canceling debt creates                               possibilities  for government using resources to meet people’s needs, not guarantee, provides                   possibility of social  movements and political parties to fight for meeting people’s needs. 

           Read the small print—Iraq—reduction of 80% of debt for a strict IMF austerity program, e.g.,                   food rations, more privatization and layoffs (see  Naomi Klein, Nation, January 10/17,2005)   
        Support movement for cancellation of third World Debt, e.g. World Bank Bond Boycott

        Highly Indebted Poor Countries (HIPC) Initiative—conditionality for debt relief—who determines            this. Must be unconditional cancellation. Banks in Global North won’t collapse, 
     D. Support restriction, regulation of capital, e.g., Tobin Tax on currency—ATTAC key NGO, , tax on           stock transfers

     E. Challenge neoliberalism in the U.S. and in the South—e.g., higher tuitions, privatization of social             security in U.S, cutbacks in poverty programs, anti-union offensive.  Push for decommodification,       society meeting economic & social rights; make connections between neoliberalism, home and abroad

     F. Popular education—critiques and alternatives.

    G.  Protests, Resistance  in the streets to the key institutions
    H. Link anti-war and Global Justice Movement, e.g., In Iraq

    I. There is an alternative—production for need not profit, logic of the majority, see Hahnel,
        check out Venezuela, Bolivia, Cuba, Kerala in India

Some Key terms useful for understanding Neoliberalism

1. Protectionism—Use of import quotas, tariffs, or export subsidies.

2. Structural Adjustment—transform economy so economic decisions are made by private markets with        little government regulation except for enforcing property rights, reducing government sector, 
3. Liberalization—financially (credit) , international trade, currency;  labor, deregulation, .

4. Macroeconomic Stabilization—IMF policies since late 1950’s and even more since early 1980’s—          sometimes called getting the macroeconomic fundamentals or basics right, 1) aims at balancing                government budget or a small govt. deficit; 2) low monetary growth, claim is it leads to low inflation,      3) stable currency, balance of  payments equilibrium  

 5. Privatization-selling of government or publicly owned enterprises to private capital, domestic or                foreign 

 6. Deregulation—reducing government regulations of private market, e.g., ending rent controls, ending         government setting prices on certain goods, e.g., airline tickets; less environmental regulations.

7.  Aggregate Demand = Consumption + Direct Investment + Govt spending + Exports –Imports

8. Balance of Payments (surplus or deficit)—many different balances, more Friday

     a. Balance of Trade (goods and services) includes but not limited to exports minus imports

 b.   Balance on Current Account—includes short term capital flows, interest payments as well as                  balance of trade, a. (This is the most commonly reported one) 

    c.   Balance on Capital Account—includes only direct investment, stocks, 

d. Official Reserve Transactions—changes in holding of reserves by central banks and governments, 
      official reserves decline with deficits in b and/or c; grow with surpluses  

    Debt, international—is a stock, net asset position of country, (debt if negative)
9.  Government deficit and debt—government spending minus revenues = government deficit.  Sum of            deficits  = government debt, not the same as international debt

10. Devaluation of Currency—reducing value of currency in relation to others, Argentinean peso goes            from 1   to the dollar to 2.5 to the dollar. This is done to raise exports and  reduce imports.

11. Depreciation of the currency—decline over time of the value of one’s currency in relation to other              countries; unlike devaluation, it  take place over time-not through government announcement.

 12.  Overvalued currency-early 1990’s, Mexican currency stayed at 3 to the dollar in spite of rapid                      domestic  inflation. This makes exporting very difficult and imports are cheap. . 

13. Floating or flexible exchange rate—value of currency set by supply and demand-supposedly moves in       same direction as trade surpluses & deficits but increasing importance of financial flows undermines         this. 

14.  Fixed Exchange Rates—currencies fixed in relation to a reserve currency, e.g. to the dollar or gold
15.  Foreign Exchange Speculation—making money by expecting value of currency to change

     (Currency Arbitrage)
16.  Interest Rate—rate paid for borrowing money or for loaning it out, depends on risk, change in value           of  currency,  inflation. There are short term and long-term rates. .

17. Inflation and the Money Supply—rise in prices, believed by Monetarists to be caused by changes in          money supply. There are many other factors.

18. Convertible currency—can convert local currency to dollars or other reserve currency

19. Capital controls—limiting inflow or outflow of financial or direct investment

20.  Foreign Direct Investment, building of plant and equipment, buying majority share in enterprise 

21.  Economies of Scale—As you expand production, you do not need to expand inputs proportionately  

22. Fallacy of Composition-what is true for one is not true when many do it, e.g.,. one country produces             more   coffee, income increases—not when many countries do it

23. Productivity is output per worker, sometimes measured as output per hour-key concept. .

24. Infrastructure—roads, rail, harbors, bridges, airports, public utilities, communication, internet, water        and energy
25. Uneven Development-growth of wealthier areas, decline of poorer areas—growing gaps. Belief by           political economist that this is the dominant tendency under capitalism
Good sources for more info, political economic analysis. (besides Juhasz, The Bush Agenda)

Delia Aguilar and Anne Lacsamana, ed.  Women and Globalization
Samir Amin, Obsolescent Capitalism (we will be reading some of this later in the quarter)

Sarah Anderson, Field Guide to the Global Economy
Walden Bello, Future in the Balance
Lourdes Beneria, Gender, Development and Globalization
Bill Bigelow, Rethinking Globalization
Robert Blecker, Taming Global Finance (Economic Policy Institute, 1999)

Patrick Bond, Against Global Apartheid 

Jeremy Brecher, Costello, Smith, Globalization from Below
Ha-Joon Chang and Ilene Grabel, Reclaiming Development: An Alternative Economic Policy Manual  
Dollars and Sense, Real World Globalization, 9th edition
Thomas Friedman, The Lexus and the Olive Tree (Neoliberal but less evidence than Martin Wolf)
Eduardo Galeano, Upside Down  (for history, see Open Veins of Latin America) 
Duncan Green, Silent Revolution (Monthly Review, 2003)

Robin Hahnel, Panic Rules
David Harvey, A Brief History of Neoliberalism
Naomi Klein, No Logo
David Ranney, Global Decisions, Local Collisions   
Walter Rodney, How Europe Underdeveloped Africa (historical)
William Robinson, Transnational Conflicts: Central America, Social Change and

             Globalization                             

Joseph Stiglitz, Globalization and Its Discontents.
William Tabb, The Amoral Elephant (excellent overall)
Martin Wolf, Why Globalization Works (pro neoliberal)



