Hartmut Elsenhans

The Empowerment of Labor and the Transition
to Capitalism

In the following contribution I want to show that the choice of economic
model has important implications for the internal and external dynamics to
be attributed to a capitalist system. How a capitalist world system is seen to
operate is also the result of the economic dynamics thought to underlie it.
With this in mind, I would like to present a model I have been working on
for three decades now. I will describe some of its characteristics, and discuss
some of the more relevant empirical aspects in order to demonstrate the
plausibility of my underlying assumptions.

One of the characteristics of this system is its limited expansionism. I
therefore attach great importance to the characteristics of regions not yet ab-
sorbed into the capitalist world system. By generalizing my model of growth
and adapting it to noncapitalist structures, I have developed a theory of the
" technical and political blockages hindering the transition to capitalism.

The interaction between a model of capitalist systems marked by limited
expansionism and the blockage of noncapitalist systems in their transition to
capitalism lends itself to a theory of the capitalist world system where capi-
talism dominates the center without being able to fully transform its periph-
ery. I also propose that a theory of modern globalization can be deduced
from the limited expansionism of capitalist systems. According to this the-
ory, globalization in its present-day form would appear to be only an episode
in the unfolding of our current capitalist world system — globalization based
on increased international transactions which, at least for the time being, are
too weak to transfer capitalism to every periphery of the global system.

The illustration of my approach to the conditions of a capitalist system
with basically limited expansionary tendencies suggests certain elements of
a theory of history.

Capitalism requires rising mass incomes and expanding mass markets.
Capitalism does not depend on capital accumulation, but on the capacity of
labor to reap the benefits of rising income through an increase in labor in-
comes.

In his critique of capitalist crisis resulting from the rising organic
composition of capital, Bortkiewicz (1907) introduced the condition of a
minimum productivity increase for any new technology, i.e., that a new
technology can be introduced in a capitalist system only if it lowers unit
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be introduced in a capitalist system only if it lowers unit costs. Any increase
of capital per worker has to increase production more than the increase in
total factors of production employed. With a stable supply of able-bodied
workers no full employment solution can be had simply by increasing the
capital employed without raising wages. With stagnant real wages and a sta-
ble supply of able-bodied workers, the process of capital accumulation is
blocked.

The condition of a reduction of unit costs is removed if real wages can
rise. Not all technologies serve to produce known products or products that
replace known ones. The Bortkiewicz criterion does not apply in such cases.
Some technologies produce products serving new needs. The unit costs for
these products do not compare directly with those for products serving
known needs. They can be sold at any price as long as new needs are satis-
fied, and can require heavy outlays of physical capital. Their share in total
production may increase, allowing Marx’s organic composition of capital to
rise — in standard economic jargon, allowing the capital-output ratio to in-
crease. If real wages increase at all, their rate of increase may be considera-
bly lower than the rate of increase in total output in line with the develop-
ment of the capital-output ratio.

The development of the profit rate is not determined by the Bortkiewicz
criterion, even in its modified form. With any general rate of profit, a new
technology is competitive in the case of known products if it reduces unit
costs, in the case of new products if the price is low enough to trigger off
sufficient demand. The rate of profit is determined by the ratio of new capi-
tal outlays to capital stock. A positive rate of profit is based on new invest-
ment spending, that is, investment spending higher than amortization. Ac-
cording to the Bortkiewicz criterion in its modified form, any amount of
investment spending beyond replacement is capacity-increasing and requires
higher demand. A higher demand originating from investment spending re-
quires rising consumption incomes. Although investment spending net of
replacement is not directly related to rising real wages, the factors determin-
ing such investment spending are related to expanding consumption. Entre-
preneurs may spend in the hope of growing demand, but they will not do so
indefinitely if demand does not expand subsequent to their initial investment
spending.

If expectations justify new investment, investment net of replacement
creates additional incomes for workers employed in the production of in-
vestment goods. Under the usual assumptions of workers spending all of
their incomes on consumption goods and entrepreneurs saving all of their
incomes, there is an additional demand for consumption goods. Its amount is
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equal to the amount of wages paid in the production of new investment
goods. With additional investment-goods production net of replacement,
enterprises producing consumption goods have to enjoy a positive profit.
Nobody will engage in investment-goods production where no profit is to be
had if it is possible to use resources otherwise and make a positive profit.
The producers of investment goods have the technical capacities at their dis-
posal to produce the investment goods required for producing specific con-
sumption goods. They can therefore limit their investment-goods production
to the amount necessary to equip themselves for the profitable production of
these consumption goods. A positive rate of profit in consumption-goods
production implies a positive rate of profit in investment-goods production.
Total profit is then the sum of profit in investment and consumption-goods
production, with profit in consumption-goods production being equal to the
wages paid in investment-goods production. Total profit is also equal to the
wages paid in investment-goods production and the profit in investment-
goods production. Total profit is therefore equal to the value of investment-
goods production. The profit rate rises if the demand for non-investment
goods expands. An increase only in investment goods spending leads either
to excessive rates of growth or declining capital productivity. If capital pro-
ductivity does not decrease when capital accumulation outstrips consump-
tion, the surplus between income and consumption increases more rapidly
than income between periods of production. New investment would rise
from period to period, and so would increases in income, resulting in unreal-
istically increasing rates of labor productivity. If, however, capital produc-
tivity is allowed to decline, rates of increase in capital stock in excess of in-
creases in national income would entail shifis in distribution which
ultimately lead to a decline in consumption. If perfect markets are main-
tained, the expansion of non-investment goods demand requires rising in-
comes for the only resource capable of being in short supply without market
imperfections: labor with average skills. Any other resource, investment
goods but also labor skills (through training), can be produced by capital
itself.

Labor cannot eat up the resources necessary for investment. Any increase
in mass incomes requires commensurate productive capacity. If the economy
is brought back to full employment in the wake of demand expansion, any
further increase in real consumption requires additional productive capacity.
As no supplier can offer additional consumption goods without additional
capacity, an increase in productive capacity may be accompanied by rising
prices. Any increase in consumption beyond the long-term growth of capac-
ity leads to forced savings.
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In the case of perfectly competitive markets, capitalism itself triggers off
the rise in mass incomes. There is no fundamental divergence between neo-
classical economics and Keynesian economics conceming the rise of mass
incomes under capitalism; the only disagreement concems its degree of
automaticity. With an innovation in a branch of production, the producers
either fetch better prices or enjoys lower costs. The branch’s profit rate in-
creases as long as there is a demand for its products. It attracts additional
resources for investment on the basis of better earnings for capital. The flow
of capital into these branches takes place even if there are barriers to entry.
Enterprises in the branch will not find better uses for their temporary mo-
nopoly profits and will invest them in their own branch. The increase in
capital stock is accompanied by an increase in employment. Moreover, the
increase in production will lead to falling prices. If the economy operates
near full employment, the migration of additional labor to the innovative
branches requires rising wages. Non-innovative branches can maintain their
employment only by offering higher wages, which drives up their costs. The
only alternative is a decline in employment and decreasing production,
which ultimately increases their prices.

As long as a capitalist economy is characterized by full employment it can
be flexible in adjusting to innovation and changes in demand through move-
ments of capital and labor, possibly supported by training measures. In this
manner, it constantly reproduces the conditions for its own flexibility. Even if
physical productivity is limited to certain sectors, value productivity con-
verges. The innovative branch faces declining prices and the non-innovative
branch faces rising prices so that salaries and profit rates converge.

The rise in wages according to the increase in marginal product of labor
is important for maintaining capital productivity and flexibility. Rising mass
incomes reduce the surplus potentially available for investment, limiting in-
vestment to technologies where higher growth per additional investment can
be expected. Rising mass incomes allow for economies of scale in the pro-
duction of consumption goods as well as in the production of technologies.
This, in turn, increases capital productivity. Once again, the rise in produc-
tivity itself is connected to rising mass incomes.

Underlying the separation between state/administration, economy, and
civil society is the capitalist economy’s flexibility of adjustment, as well as
its tendencies to rising mass incomes and positive profit rates without state
interventionism. Capitalist profit does not depend on monopoly, but on out-
lays for workers in investment-goods production, hence investment. Labor
incomes follow the rise in marginal product of labor. Both main classes of a
capitalist society achieve their most basic and immediate economic goals by
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means of their interaction on labor markets. They develop an interest in cut-
ting back state spending, which detracts from their incomes. They oppose
monopoly when they are not capable of exercising monopoly power them-
selves. The state is limited to the production of public goods, a category that
changes over time. Civil society draws its resources from citizens who are
scarce on labor markets. The state is not needed for legitimacy except to pre-
serve the sanctity of legally admissible contracts. Labor market regulations
such as the length of the working day are therefore essential elements of the
struggle between labor and capital.

The lean state, the autonomy of civil society, the secular character of the
state, and the self-steering character of the economy are the result of tenden-
tial full employment of the economy which, in turn, requires rising mass in-
comes. What is more, the doubly free proletarian of Marx underlying his
idea that the emancipation of labor leads to the abolition of all fetters has its
origin in the scarcity of labor. Labor is prepared to free itself of all precapi-
talist links of dependency as long as it can reliably expect to negotiate fair
labor contracts on the basis of its productivity. Capitalism is an economic
system that allows all conflicts to become private ones, with the exception of
the sanctity of contracts and high levels of employment. This does not mean
that trade unions and state intervention are irrelevant. Indeed, they aim to
keep the economy at high levels of employment. There is no theory of state
failure in Keynesianism, since the only goal of deficit spending according to
Keynes is to bring the economy back to high levels of employment so that
efficiency is guaranteed by the competition between private enterprise.
Keynes chose the state for this task not because he thought the state capable
of raising productivity, but because state spending was the simplest way to
avoid flagging demand.

If the empowerment of labor via high levels of employment is not
achieved, labor addresses itself to existing organizational setups that may
help it ward off the helplessness that arises as soon as a part of this labor is
no longer in demand. The fragile and shifting equilibrium of power in capi-
talism therefore entails the constitution of mass organizations which propose
general measures to keep employment levels high and may also introduce
regulations providing for some measure of income security for labor apart
from its position on the labor market. With the generalization of universal
suffrage, the non-labor forces have to devise employment-oriented measures
themselves, or diffuse the claims of labor to high levels of employment
through other means of political integration, among which nationalism or
ethnic solidarity play a prominent role.
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In addition, if the condition of high levels of employment is no longer
met, there are no incentives for capital to proceed to capacity-increasing in-
vestment. Profits tend to zero if perfect competition is maintained, net profit
possibly even becoming negative. Capital calls for state protection and exer-
cises political pressure. If the condition for capitalist growth — full employ-
ment and high mass incomes — is not met, capitalist modes of regulation,
especially competition, decay.

The transition to capitalism therefore depends on rising mass incomes
which render all forms of surplus appropriation apart from profit obsolete,
because profit grows in the wake of investment and allows for the develop-
ment of a new, profit-based class of the privileged. A major question is how
to bring about this result from precapitalist structures,

Capitalism is also an unstable arrangement, since it is based on high lev-
els of employment. Two major questions are: Which endogenous forces will
create obstacles to a return to full employment? What external shocks are
conceivable in the expansion of the capitalist system to the world level
which could have an impact on high levels of employment?

The capitalist system is contagious because of its superiority in produc-
tivity, and more so because of rising mass incomes being translated into new
needs and allowing the development of new products. It is these new prod-
ucts which make it impossible for noncapitalist elites to keep aloof from
capitalist economies.

There is no automatism for the development of capitalist systems out of
precapitalist ones. Precapitalist efforts at social differentiation on the basis
of an increasing surplus of food production face structural blockage under
tributary modes of production. Tributary modes of production are character-
ized by the simultaneous existence of a surplus of able-bodied workers and a
surplus of resources. There is no mechanism compelling the ruling classes to
invest the surplus of resources into productive capacity, which would allow
the absorption of surplus labor into surplus-yielding labor. Instead, rent-
based mechanisms which politicize the economy are dominant at the top as
well as at the bottom of society and keep tributary modes of production in
place in a cyclical pattern: from breakdown, reconstitution of a centralized
surplus-appropriating class, increased exploitation, overexploitation to
breakdown.

I consider a society to be characterized by tributary modes of production
when a surplus, mainly from agriculture, is appropriated by a centralized
class on the basis of its political clout. The share of each member of this
class in the surplus depends on his position within the hierarchy of this class,
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i.e., on political efficiency with respect to a rather well-known political
hierarchy, and not on economic efficiency on an anonymous market.

The transition of communitarian modes of production to tributary modes
of production can be stylized as an economic need to produce a surplus that
needs to be managed once it emerges. A surplus will be produced whenever
communities shift from hunting and gathering to agriculture and livestock
breeding. No community can plan to limit its sowing to what is required in
ordinary years in order to produce harvests sufficient to feed the members of
the community until the next agricultural period. There is always the possi-
bility of bad harvests. No other explanation is required for the emergence of
the surplus, even if there are many explanations for how this necessity of
producing a surplus collides with egalitarian principles of community.

Whenever property rights in land are introduced into the management of
a surplus, it is possible that there will be families having no direct rights to
sufficient harvests nor to the surplus. They will oppose the main mechanism
of rendering the surplus socially harmless based on long-standing egalitarian
principles of community, i.e., the periodical wasteful destruction of the sur-
plus in religious celebrations. They become partners to an emerging ruling
class which claims to have a permanent mandate from heaven. Those with-
out direct rights to the surplus may be ready to worship the symbols of
power of the new ruling class in exchange for a share of the surplus. The
ruling class has a political basis to establish permanent rights to the produce
of the land.

This process occurs when agriculture becomes more productive. Agricul-
tural production is characterized by declining returns, at least when a certain
amount of labor is engaged in this activity. Agricultural production is a
nonlinear function of the labor engaged, with increases in marginal output
ultimately tending to zero. With an increasing population as a result of
demographic growth, more food is needed, with each additional worker re-
quiring an equal amount of food. The consumption of agricultural products
by agricultural laborers is a linear function of the labor employed, with sta-
ble positive increases. At some level of production, the marginal product has
to become lower than the marginal consumption of agricultural labor.

With decreasing returns and demographic extension the threshold of
marginality is achieved. This threshold of marginality is defined as the level
of labor engaged in agriculture where any additional labor produces less
than it needs for its survival and the survival of its nuclear family, the so-
called costs of reproduction.

If demographic growth is large enough, a marginal population will inevi-
tably emerge which is unable to produce what it needs for its survival. It is
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often called a surplus population. This surplus population can survive be-
cause other labor, working on more productive land, produces a surplus.
Thus, under tributary modes of production there is a surplus of labor and a
surplus of agriculture. The surplus of food is appropriated by the ruling class
on the basis of its military power and the legal structure it defends. This ba-
sically political appropriation of the surplus makes it a rent. A rent is an in-
come from surplus which can be appropriated in the future, too, as long a the
monopoly-creating, often political-military structure underlying its appro-
priation is maintained. In contrast to profit, it does not have to be produc-
tively invested in economic efficiency. It is always linked to a political
power system and monopoly, not to free-market competition.

The ruling class is interested in maintaining the surplus of labor. A given
“lord” draws his power from his political clout. The rent as a form of surplus
appropriation corresponds to the political system of power relations (laws)
and politicized economy characterizing it. Political clout ultimately depends
on the capacity to mobilize labor power for the violence (force) and worship
(justice and prestige) a politicized class hierarchy is based on. A lord be-
comes a more valuable alliance partner the more he is able to produce these
two types of support in addition to a surplus of agriculture. Lords will there-
fore establish redistributionist systems which allow the marginal population
to survive. A marginal laborer does not need to have his full costs of repro-
duction covered, since he produces some of the resources required for his
survival himself. Even if he is less valuable to the lord than the fully rent-
financed soldier, he may still be useful, as marginal laborers produce parts of
their subsistence goods and therefore cost less than rent-financed soldiers.

At the bottom of the society, labor engages in strategies of survival
which result in the maintenance of a population surplus. Beyond the thresh-
old of marginality, labor has to accept work contracts providing them with
earnings lower than what is required for their survival. Survival is possible
only if some contracts are better than others. If the better contracts are
awarded in a lottery-type manner, every family has an interest in being large,
in staying together, and possibly engaging in association-building in order to
spread the risk of nonrewarding work contracts. If participation in this lot-
tery is closed to unruly or even seditious elements, the latter are disowned by
their families. Marginality introduces the necessity of accepting the existing
order as a God-given one. The popular, magic-oriented worship of nature is
complemented by the worship of areopaguses of gods to which the ruling
class and its apex, the son of God on earth, have special access.

The lords establish vertical links of obedience within the ruling classes
and with the exploited class which are more or less readily accepted by the
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exploited class. The cement holding all of this together is the religious ex-
planation and justification of an unchanging order made prestigious through
monuments of power. With the access to lottery-type contracts being contin-
gent upon good behavior there are moral rules to be followed and interdic-
tions against ideas of solidarity and equality which, if they exist at all, are
stubbornly integrated into systems of moral economy and moral order. In
this context, the invention of monotheism or quasi-monotheist religions
{Buddhism, Jainism) can be considered major intellectual revolutions on the
part of the masses against the tributary order,

: The marginality-cum-rent structure resists most forms of technical inno-
vation. The main aim of those in control of the economic surplus are works
of prestige and luxuries. A higher productivity in the production of luxuries
leads to more or, most likely, better luxuries being produced. An additional
demand for luxury workers does not increase mass incomes, since it does not
improve productivity in mass consumption-goods production. When the re-
serve of labor for luxury production is exhausted, production is stopped. In
contrast to capitalist modes of production, there is no non-zero-sum relation
between invested profit and mass consumption, but a zero-sum-relation be-
tween luxury consumption and mass consumption. An increase in productiv-
ity in the production of non-agricultural mass-consumption goods lowers the
gradient of the cost line of agricultural labor thereby raising the threshold of
marginality. More labor produces more than it necessarily consumes. This
effect cannot surpass the level where the consumption of non-agricultural
necessities by agricultural labor reaches zero in their household budgets (ei-
ther because these non-agricultural necessities have become free goods or
because their further consumption is denied).

Agricultural progress may take two forms. In one form, the surplus per
labor already employed increases. In the other form, i.e., colonization and
bringing new land under the plow, marginal product of labor increases. It is
only this form of agricultural progress than can free labor from the fetters of
the marginality trap. Out-migration to open frontiers can therefore be con-
sidered a major form of labor resistance in tributary modes of production.

The dependency of lords on a relatively inelastic supply of surplus leads
to fierce competition. Ibn Khaldin has shown how rising consumption by
the court is a major instrument for prevailing in this competition. Ultimately,
the increasingly rapacious exploitation of existing resources makes the ex-
ploited class less able to remain obedient. The sheer struggle for survival
eventually causes a break with the existing legal order and a withdrawal
from the world regulated by law and order as prescribed by the powers in
place. The social rebel is one symptom of the decay of power, allying him-
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self with elements of the powers in place that fear a complete breakdown of
law and order, especially the lower ranks of the class of lords, If there is no
massive reduction of the laboring population or a major agricultural break-
through, the idealistically minded revolutionary leadership and the reform-
oriented, fairer parts of the powers in place with a moral-economy mindset
will not be able to transform the tributary mode of production, but can only
establish a new one, with initially lower levels of repressiveness as described
in the theory of the dynastic cycle.

A theory of the history of the global capitalist system does not have to be
a theory of world history. It should be more narrow. The interactions be-
tween regions that have achieved a transition to capitalism and regions that
are about to achieve it or, conversely, fail to do so are the focus of a history
of the capitalist world system. The European expansion of the sixteenth cen-
tury laid the foundations for the transition to capitalism in Europe, for the
expansion of capitalism to other regions of the world, and for shaping other
regions into patterns where the transition to capitalism became unlikely. The
European expansion of the sixteenth century was not capitalist in character.
The transition to capitalism was not triggered off by new possibilities of ex-
ploitation created through this expansion. It depended on the expansion of
mass markets for relatively simple, standard-quality products whose fabrica-
tion could be mechanized. These markets were initially internal. The capital-
ist economies that were capable of overcoming marginality expanded the
most. The specific features of Europe are based on its deviation from the
mainstream of humankind’s development to tributary modes of production.
These mechanisms are forms of resistance against the centralization of
power in Europe, and explain why a greater decentralization of surplus was
possible there. A friendly environment (water plus a good amount of sun)
allowed small-scale decentralized agriculture to become an instrument to
reduce marginality in place of large hydraulic works. A large variety of fac-
tors of this type explains why European agriculture was transformed and be-
came characterized by low levels of marginal labor.

Once capitalism became established in a particular center, it tended to
expand because of shifting comparative advantage and rising labor incomes
in the capitalist world. It was capable of transforming existing noncapitalist
structures into capitalist ones only when complementary conditions were
fulfilled. Capitalism by itself had too weak an impact to spread, and was re-
jected by collaborationist and reformist elites in the noncapitalist world.
Economic crisis did not trigger off self-centered capitalist growth, but state-
led, rent-based and often lopsided economic “development.”
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The transition to capitalism in Europe is, however, based on characteris-
tics which — by some accident, and not by a specific (Western) European
cultural development — happened to operate in Western Europe. Although
capitalism showed expansionist tendencies, these were too limited to
achieve transformation in many parts of the world. Thus, some parts of the
world were included in this expansion, other parts deformed by it. Popular
movements emerged in the latter parts and led to changes in the internal
structure of these societies. Some of them were capable of an easy transition
to capitalism. Others were not.

Limits to a history of the world system can be drawn from the two mod-
els favored in my approach. It is not necessary to include all of world his-
tory. The idea that the whole world constituted a single system since the es-
tablishment of transcontinental long-distance-trade routes explains little. The
history of the world system is about how capitalism emerged, how it ex-
panded, what the results of this expansion were, and how these results con-
tributed to the transformation of newly integrated economies into true capi-
talist ones. :

Part of this theory could be on how the newly integrated economies con-
tribute to the transformation of capitalism itself. This question will be omit-
ted here. From my analysis of capitalism it is clear that the growing new
needs of the masses can be thought of as being historically limited in time.
When the mechanism of rising demand creating opportunities for profitable
investment is exhausted, there is the alternative of returning to a modern
variant of a tributary mode of production or a truly egalitarian association of
producers. My analysis suggests that the first alternative is more likely.

The time and space to be covered in my history of the capitalist world
system corresponds to what Frank and Wallerstein, among others, initially
called a capitalist world system. Although the two authors later expanded
this framework, I maintain the initial limits in my own approach.

The topics to be analyzed are the long sixteenth century and feudalism,
not because they are capitalist in themselves, but because both elements are
closely, albeit contradictorily, associated to the process of transition to capi-
talism in Western Europe. The overseas expansion of Western Europe was
not capitalist in itself. It was the creation of an overseas empire. Rome, too,
primarily created an overseas empire. Portugal and Spain’s forms of expan-
sion were not entirely different from other expansionist ventures under tribu-
tary modes of production. That there may have been special instruments of
rational management such as ship insurance, associations for special ven-
tures or double bookkeeping is highlighted in academic research because so
much of the well investigated data concerns Europe’s prehistory of capital-
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ism. The Mughals and the Chinese also had cadastral surveys for taxpaying,
and probably other instruments of rational management as well. I assume
that further investigations by the historians of Indian or Indonesian princely
courts will unearth more such materials. The sources of non-European socie-
ties may have been tapped into, but historians have not yet really worked
through them.

The organization of the new periphery of Europe followed the more de-
veloped tributary pattern. The issue has been debated in the non-feudal prin-
ciples of exploitation of Latin America. There were no feudal landlords who
let cities and markets grow, but a rather centralized oligarchy that relied on
the state and state centralization of the surplus under a European monarchy,
Spain — the first Continental European monarchy to succeed in overcoming
feudalism by establishing a form of absolutism as a tributary mode of pro-
duction. Long-distance trade had been known for centuries all over world. It
always relied on monopoly. Its profit was not dependent on perfect competi-
tion, and was spent first of all on the protection of trade routes, then on ac-
quiring other forms of monopoly power, offices and/or land. Even the slave
trade, in which commercial relations seemed to be prominent, was a mode of
production that lacked the typical characteristics of a capitalist pattern of
behavior. Monopoly profit was not used to increase labor productivity (ex-
cept for a few minor examples in sugar manufacturing), but was wasted on
conspicuous consumption. Slave labor was superior in “profitability” to feu-
dal exploitation because the cost of raising it was shifted to the societies tar-
geted for slave raiding, securing the lowest possible costs through the spe-
cialization of these societies on slave-raiding The low prices of child slaves
in relation to adult ones is proof of this. Because the cost of child-rearing
was externalized, overexploitation, with the life expectancy of a slave at
about seven years after enslavement, became economically rational for
slaveholders. The major impact of the particular degree of rationality of the
European tributary mode of production was not productivity increase, but
the removal of fetters of moral economy in relation to “barbarians.” This was
greatly supported by the strict differentiation between internal Christians and
external non-Christians in a European society where Christianity with its
egalitarian tendencies had created a sense of community, which at times
could be turned into racial discrimination, not only against Jews but also
Muslims and, later on, blacks, whose baptizing was initially forbidden.

There is, however, one specific European feature which is accidental in
character: the difficulty to establish a single-apex hierarchy of the ruling
class under tributary modes of production. The Pope never yielded to the
Emperor’s claim to be the supreme head of Westemn Christianity. It could
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not be deduced from the teachings of Christian faith that the Pope should be
independent. The same texts did not exclude the constitution of a centralized
caesaropapist regime in Eastern Rome, or, later on, Gallicanism in France,
where French kings had a decisive say in the nomination of bishops. The
“captivity” of the Church in the fourteenth century reflected its complete
subordination to territorial princes. Even the reform of the Church did not
exclude its subordination to the English crown, nor the so-called alliance
between Throne and Altar in Germany. For some time, however, there was
acute rivalry in the most important tax-collecting regions (Germany and It-
aly) of the two powers, Pope and Emperor, which ultimately allowed smaller
powers to further free themselves of tutelage.

One of the new categories of power was the city. City government, too,
originated in structures quite similar to the ones in the world of Islam, India,
and China. There was a governor who did not rule through village headman
but through representatives of the various trades active in the cities. It was
the weakness of the governors that allowed the development of municipal
government as a sort of configuration of different trade associations. It was
the weakness of the central institutions of monarchy which allowed the rise
of regional powers. Finally, it was the checks of regional rivalry on regional
powers which increased the autonomy of local powers, including the cities.
The more decentralized power was, the more rent was kept from flowing to
the center. The German monarchy devised a supreme scheme for keeping
local powers from perpetuating themselves. The exercise of power was
delegated to clerics who, in Christianity, cannot transfer power to legitimate
descendents. The conflict between the Pope and the Emperor over nominat-
ing these clerics ultimately led to the destruction of the old German Empire,
which at the same time had represented the claim to universal monarchy as
the European form of a tributary mode of production.

Because of its weakness, the city as a self-governing body and not as a
center of imperial administration was forced to trade with its environment.
Peasants turned from mere objects of exploitation into traders. Because of
the weakness of the central monarchy, landholders could not increase their
income by holding office in the centralized structures of the monarchy. They
also had to trade. They became interested in the productivity of their peas-
ants. A market for mass-produced goods strengthened the artisan sectors in
the city or rural industries whenever the city tried to monopolize trade. The
artisan sector was no longer oriented solely to luxuries. Some basic necessi-
ties and some supra-regional activities (such as salt-production) were neces-
sary. Certain automatisms of the market economy began to manifest them-
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selves. Peasants and burghers joined in the early bourgeois movements
against monopoly and exploitation by newly emerging tributary powers.

Investment in agriculture was able to be decentralized due to ecological
conditions. Europe did not need large irrigation systems to overcome the
ecological constraints on agriculture, since there was sufficient rainfall. The
most centralized investment in agriculture was in mills. All these invest-
ments were able to be made in close cooperation between farmers and land-
holders, making profit-sharing an instrument for mobilizing additional labor,
There was an economic basis for decentralized structures early on in Europe.

Unlike in tributary modes of production, decentralized structures are not
confined to times of disorder, although they definitely have some of these
aspects: they are fought by the forces of order like the movements for treuga
dei, general peace-making in the countryside. Recentralization of the tribu-
tary state, which for centuries had been the essence of state-building in
Western Europe, faced peasant resistance early on. The success of peasant
resistance was rather accidental, however; the population reduction caused
by the Great Plague played a more important role, as it made labor scarce.
Whereas lords were able to introduce “second serfdom” in Eastern Europe,
they failed to do so in Western Europe.

It was therefore the result of class struggle in a basically favorable envi-
ronment for decentralized structures which kept Western Europe from turn-
ing tributary. As shown by Absolutism later on, this outcome cannot be ex-
plained by cultural heritage. The result was often achieved on a razor’s edge.
For a long time, the society with the most developed tributary mode of pro-
duction, China, was a shining example for European elites.

Decentralization made resistance worthwhile and especially allowed for
simple deals involving some sort of compromise about financial obligations
and, ultimately, purchasing power. The generalization of private property in
land, which had existed in large parts of the Roman Empire, but also in
Moghul India and major parts of China, produced paupers. Paupers had to
be given support, as was the case in China and India, too. The European so-
lution of holding parishes responsible for paupers is not radically different
from making temples, caste organizations, or villages responsible. What has
to be explained is why the European solution of subsidizing paupers out of
taxable rent led to their being effectively farmed out as cheap labor to pro-
ducers. Explanations have to concentrate on the transformation of the need
for food among Europe’s poor into effective demand for food production
and rising incomes. This demand gave incentives to a multitude of small
producers to invest in the putting-out and rural industries of the countryside,
which cared for poor people’s needs. The increase in mass demand through
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support to the poor, which ultimately transformed the negotiating capacities
of the non-poor, created ipso facto new possibilities for employment in agri-
culture and in small-scale industry, introducing to these sectors decentral-
ized relations of market competition.

The external market played its role. It was not a source of accumulation
as described in the theories about the exploitation of “open veins” of pre-
cious metals in Latin America or the drain of India. But it made Europe spe-
cialize on simple low-quality products which increasingly lent themselves to
manufacturing by means of machinery. Among the European territories, the
ones where this pattern of specialization was most intensive became the
birthplace of the Industrial Revolution.

The Industrial Revolution transformed whole territories. It certainly led
to processes of homogenization, but also polarization. Not all protoindustrial
regions with comparative advantage in manufacturing for mass consumption
and accompanying long-distance trade activities were successful. Europe
was marked by both industrialization and deindustrialization.

Uneven development, however, occurred within economic regions where
factors of production were mobile. The English Midlands certainly experi-
enced in-migration from other regions of Britain due to push and pull fac-
tors, and not only because survival had become impossible in the regions
they migrated from.

Hence regional imbalances within industrializing Europe do not account
for far larger imbalances at the international level.

Capitalism is expansionist for two major reasons:

— it causes shifts in the relative prices of products;
— it implies rising mass incomes, which has different effects on different
products.

There is no non-expansionary phase of capitalism. The withdrawal of
Europe from its overseas undertakings in the so-called imperialism of free
trade is not just a specific phase between two expansionary phases of capi-
talism. It was the beginning of capitalism which rendered precapitalist rent-
maximizing empires obsolete.

Capitalism is connected to innovation. Whenever innovation occurs, the
relative prices between products change. When relative prices change in one
economy, this economy experiences shifts in comparative advantage, as do
other economies. The opportunities for profitable trade increase for all
economies.

Capitalism is accompanied by rising average incomes for the mass of its
labor with average skills. But physical productivity will only increase in
some branches, and there to different degrees. Some products become rela-
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tively more expensive, others become cheaper. The system of relative prices
changes.

Even an economy that does not experience any innovation at all gets
drawn into the international division of labor. As the prices for non-
innovative products also rise in the innovative economy, the manufacturing
of these products in a backward economy at the same level of productivity
but at lower wages offers the backward economy new export opportunities.
In addition, rising real wages in capitalist countries give rise to new needs.
Some of these needs are satisfied with products whose natural conditions of
production are especially favorable in noncapitalist countries: at first sugar,
then tea, coffee and chocolate, later on products from the coconut tree as
well as tropical fats and fruits, and nowadays long-distance tourism. Other
new products satisfy needs previously unthinkable, such as automobiles and
airplanes. The production of such luxuries depends on the concentration of
skills available locally in the centers of industrial production. They replace
at least in part the traditional luxury products of the noncapitalist world. The
capitalist world sells its own mass-consumption goods to the privileged in
the rest of the world. In exchange for access to these products, the privileged
act as bridgeheads of colonialization and imperialism, thwarting attempts at
“counterintegration.”

The role of “mediating and collaborating” elites in capitalism’s intrusion
into all societies was more important the more inegalitarian, hence the more
developed, pre-existing tributary modes of production were. Without them,
India could never have been occupied by the ultimately tiny British army on
the subcontinent. A few years after the opening of the Chinese market for
European exports, the Chinese imperial government appealed for European
help to defeat its own internal rebels and quell the Taiping Rebellion, at that
time the largest popular movement in world history. In 1840 Mohammed Ali
was defeated by the Turkish Sultan, who had asked for British assistance.

Despite elites of the South laying open their societies for integration into
the world economy, the periphery was never integrated into the capitalist
world economy. Europeans had tapped the mine of marginal peasants in
China in the nineteenth century. The theory of the backward-bending supply
curve of labor was developed in the context of communities exercising pas-
sive resistance against exploitation, not only, but especially, in Africa. There
was considerable out-migration of labor from India and China to Oceania,
the Caribbean and the Americas. Some of the American infrastructure was
built by Chinese contract labor. Yet even despite much lower levels of popu-
lation growth in the main human settlements of the world in the late nine-
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teenth century — India, China, and Southeast Asia — surplus labor could not
be absorbed by the capitalist world economy.

Three reasons may be advanced for the limits to capitalist penetration
into the not yet capitalist world. The noncapitalist world was rich in raw ma-
terials and minerals, but unproductive and reluctant to be integrated.

The capitalist world was the first to exploit easily accessible mineral de-
posits near its industrial centers. The rest of the world still had easy access to
plentiful deposits, the exploitation of which became increasingly cheaper
due to the technical innovations of capitalist countries in their struggle
against rising costs of raw-material production. Thus, the noncapitalist world
began its integration into the capitalist world economy as raw-material ex-
porters with at least initially high prices for these minerals (and raw materi-
als) due to its dependency on Western large-scale mining and transport tech-
nology. The tin barons and oil sheiks are part of Western fantasy. They owe
their existence to differences in the costs of production between different
raw-material deposits providing a differential rent to all producers but the
marginal ones. This, of course, allowed high incomes in other sectors of the
economy. The noncapitalist world was, in end effect, too rich to prosper.

The noncapitalist world was not productive in industry and food produc-
tion. Agricultural yields, and hence agricultural surplus, were low for most
of the noncapitalist world. The same was true of average incomes, which
obviously depended on productivity. Comparative advantage can be trans-
formed into cost competitiveness if the labor additionally employed in ex-
ports earns incomes in local currency that it can spend on locally produced
nontradables, especially food. This transformation of comparative advantage
into cost effective exports requires a surplus of agriculture if at purchasing
parity of real wages in international currency exports are not yet competitive.
Only India and Japan achieved international competitiveness in textiles be-
fore World War 1.

Nevertheless, noncapitalist economies benefited from the expansion of
the capitalist world economy. Crises in the capitalist world, such as the
world economic depression of the 1930s, severely hit the noncapitalist
world. The crisis of the “center” did not start economic growth in the pe-
riphery. It did, however, lead to political innovation by complementing col-
laborationist with reformist elites. The elites of the noncapitalist world were
reluctant to be integrated into the capitalist world economy, both their col-
laborationist and reformist elements. The collaborationists benefited from
rents and low labor costs. They did not want to make their countries more
expensive through industrialization. The reformist elements wanted to cen-
tralize rent and use it as a subsidy for industrial diversification. The collabo-
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rationists prevented rent from trickling down to the poor because of greed,
the reformists because of a higher sense of duty placing investment above
mass consumption.

Capitalism’s expansion was further blocked because its limited impact
and the nevertheless significant dislocations and deformations caused by it
provoked a reinforcement of rent-based centralized structures and politicized
economies whose leaders took over power from the West in the form of na-
tional liberation movements.

The current globalization process is not due to low real wages in under-
developed economies. It is based on low labor costs which are achieved
through devaluation. There is no possibility of blocking devaluation-driven
exports through wage restraint in more developed countries. The only possi-
bility of blocking devaluation-driven exports is either the disappearance of a
surplus of locally produced wage goods for the additional labor employed in
export sectors or full employment translating further tension on the labor
market into so-called “imported” inflation.

New comparative advantage is achieved not only in the less modern and
less dynamic industrial sectors. Overtaking can occur, and is most probable
if a certain degree of basic infrastructure is established in the technically
less-developed world, as comparative advantage is linked to learning-by-
doing processes. If learning-by-doing is an important element of disembod-
ied technical progress, the most developed economy should normally fall
behind, because of comparative advantage in industries that are lagging be-
hind. Strategies of remaining first therefore depend on the state-guided mo-
bilization of rent.

Devaluation is a costly process. It can be limited if industrial diversifica-
tion is pursued by means of state subsidies to industries with backward link-
ages or industries in the value chain with a potential for diversification. If
catch-up economies cut costs through devaluation and indirect subsidies to
exports and if technically leading capitalist economies pursue the strategy of
being first by means of subsidies and wage restraint, underconsumptionist
tendencies are likely to appear. Strategies for dealing with underconsump-
tionist threats are linked with strategies of rent appropriation. The political
structures of capitalist economies are threatened by increasing rent-seeking.
A world fit for the internationalization of rent emerges.

The current process of globalization is not caused by low wages in the
underdeveloped world. It is caused by an important group of underdevel-
oped economies having become capable of devaluation. Devaluation means
fixing the exchange rate below purchasing-power parity. Exports become
more competitive. Imports become more expensive in relation to import-
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competing local products. Levels of employment increase as a result. Addi-
tional workers in export-augmenting and import-substituting branches re-
ceive wages in local currencies well exceeding the purchasing power of
these wages on the world market. There is an increase in local demand from
experts without a commensurate increase in locally available supply from
imports. Increasing exports by means of devaluation is possible only if there
is a local capacity for wage-goods production which can cover this deficit.
With low levels of real incomes and poor households spending half of their
incomes on food, devaluation-driven export-oriented industrialization is
possible as long as agriculture produces a surplus. Devaluation-driven ex-
ports are possible only for countries that have a simultaneous surplus of
wage goods and labor, where the surplus of wage goods does not lead auto-
matically to the absorption of a surplus of labor. A surplus of labor and a
simultaneous surplus of resources are the defining characteristics of under-
development. If there is no surplus, any level of devaluation would lead to
inflationary pressures — from the supply side via scarcity of labor, from the
demand side because of excessive demand from workers in the export sec-
tors whose additional incomes are higher than the available supply of locally
produced additional products.

Foreign exchange rates for most Asian countries are about four times
their purchasing-power parity. The successful export-oriented economies are
not the poverty-stricken economies of sub-Saharan Africa, but Asian coun-
tries, especially the rice-growing East and Southeast Asian countries where
the green revolution was successful. In China, an ordinary household can
purchase about ten times as much as it could in Canada if its income were
converted into Canadian dollars. All successful export-oriented newly indus-
trializing countries were self-sufficient in food when they started their ex-
ports drives.

There is no way for technically more advanced economies to use wage
restraint to block the transformation of comparative advantage into cost
competitiveness via devaluation. The only means of keeping catch-up
economies from transforming comparative advantage into cost competitive-
ness would be to destroy their capacity to produce food surpluses — at the
risk of causing famines. The other solution is the transformation of devalu-
ing economies by means of full employment. With rising employment, no
surplus of labor would be available anymore to support export industries.
Continued undervaluation of the currency would lead to shortages on the
labor market with inflationary pressures.

A low level of average productivity blocks the transformation of com-
parative advantage into costs competitiveness. Devaluation-driven export-
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oriented industrialization lifts these blockages, which have existed for dec-
ades.

Furthermore, the noncapitalist world continuously acquires new com-
parative advantage due to innovation in the capitalist world. As technical
progress is different in different branches, any attempt to increase competi-
tiveness through innovation creates branches that lag behind and where non-
capitalist economies have to acquire comparative advantage. Since the
1930s, productivity in food production has been growing more rapidly than
productivity in some of the lagging industrial branches. Terms of trade im-
prove between food and the products of industrial branches with low pro-
ductivity increases. The noncapitalist world experiences new comparative
advantage in branches whose products enable the workers producing them to
buy more food than before on the world market. Under these conditions,
even countries which cannot devalue because of their incapacity to produce
surpluses can transform comparative advantage into cost competitiveness.
Thus, absolute differences in wages matter more and more. The high level of
real wages in technically leading economies is, however, not only the result
of trade-union activity; it corresponds to the requirement of purchasing
power being commensurate to productive capacity. If internal purchasing
power can no longer grow because of devaluation-based catching up or low
international labor costs based on low food prices, the capitalist mechanism
of mass incomes rising in line with productivity increases is blocked.

The acquisition of new comparative advantage following technical inno-
vation in the technically leading economies has long been disregarded be-
cause of the parallel assumptions contained in the theory of the product cy-
cle, the theory of uneven development, and the theory of imperialism and
neocolonialism. These three theories assumed that the leading capitalist
economies maintain their advance in productivity in the technically most
advanced branches and abandon the less innovative branches to the less de-
veloped world. There are close links between these theories and the theory
of endogenous growth, which insists on path-dependent, non-identifiable
technical progress as a key source of economic growth.

There is, however, a major contradiction between these theories and the
theory of endogenous growth with respect to the pattern of international spe-
cialization. Suppose that technical progress depends on something which is
conveniently summed up as learning-by-doing, and which we divide into
two elements, an organizational variable and a technical variable. Any econ-
omy operating industries with a reasonable share in total employment devel-
ops the organizational values or “culture” necessary to implant a given in-
dustry. This is a fair assumption given the multitude of European societies
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which managed their breakthrough to industrialization in the nineteenth and
twentieth centuries. The technical aspect of learning-by-doing is assumed to
involve knowledge about a specific branch. The leading economy will have
comparative disadvantage in new branches vis-a-vis economies that are in-
dustrialized yet still lagging behind. The leading economy is more produc-
tive in the hitherto leading branch, where it has acquired technical learning-
by-doing. It is technically superior to economies that lag behind and that,
because of their pattern of specialization, have not acquired technical learn-
ing-by-doing. In the production of the newly emerging branch, the leading
and the still backward economies start out with the same general level of
organisational learning-by-doing. They are equal in this respect, whereas the
hitherto leading economy has comparative advantage in a branch which is
destined to become obsolete. It is improbable that technical learning-by-
doing in an existing branch confers the same advance on a leading economy
vis-a-vis a still backward one as in a branch where only the leading economy
is active. The fact that Germany has specialized on old branches (cars,
chemicals and machine-building) is an illustration of this argument.

There is, however, one important stable element in the international hier-
archy of the division of labor. An economy which supplies the world market
with technology will tend to continue producing equipment. New equipment
is purchased as long as it reduces the user’s unit costs. To achieve this, the
producer of equipment has to increase the performance-cost ratio of this
equipment. Any user of this equipment enjoys a higher productivity through
decreasing costs of technology in relation to performance. This applies to the
home economy of the investment-goods producer as weil as to any foreign
economy. Only the investment-goods producer captures the knowledge of
learning-by-doing achieved through investment-goods production. The
economy of the investment-goods producer acquires comparative advantage
in investment-goods production, and maintains it as long as it continues to
plow back profits in investment-goods production. If investment-goods pro-
duction has any spin-off and trickle-down effects, those who happen to be in
this club will remain there, with newcomers possibly facing increased barri-
ers to entry.

Let us now assume that the sources of disembodied technical progress
change. One might think that the importance of skills and the craftsmanship
of workers is supplanted by research and development, which does not take
place automatically in enterprises, but requires heavy government spending.
The insistence by some authors of endogenous growth theory on govern-
ment-financed innovation systems can serve as an illustration in this respect.
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In a similar way, catch-up economies, too, are encouraged to go for state
interventionism. Devaluation is a costly solution, even though it may be
necessary in order to enter the world market with a diversified mix of prod-
ucts. The disarticulation of the product chain tends to limit the effects of de-
valuation the more complex a product becomes. The starters of export-led
industrialization were simple labor-intensive products with a limited foreign
content. When the foreign content is about 50%, devaluation by 50% re-
duces the supply price on the world market by only 25%. If half of the for-
eign content can be produced locally at double the price, the same rate of
devaluation will maintain the current supply price but allow producing half
of the foreign content locally. A subsidy to this part of the product chain
would lead to the same result. If long-term perspectives indicate that it is this
part of the value chain where most of the learning occurs, a subsidy like this
can be justified. This is nothing other than the strategy of using forward
linkages to climb up the value scale, which in most of today’s industrial
countries led from the production of consumption goods to the local produc-
tion of investment goods. The dangers of mismanagement are limited. There
is no better extension worker than an export-oriented enterprise that has to
address local suppliers of spare parts and investment goods. South Korea
and Taiwan developed their investment-goods industries through mixes of
state-sponsorship (e.g., import restrictions) and demand pull.

The competition for world-market shares on the basis of devaluation has
implications for world consumption. Anyone who supplies part of the wage
goods for export workers from their own surpluses accepts lower incomes
from the world market. Such an economy contributes more to supply on the
world market than to demand from the world market, In a capitalist econ-
omy, the two titles for appropriating income are scarcity of labor and scar-
city of consumption goods caused by incomes paid out to labor in invest-
ment-goods production.

Devaluation-driven export-oriented industrialization does not increase
the amount of demand under either of these titles. It increases the volume of
demand for locally produced consumption goods in economies which, by
means of devaluation, accept lower incomes for their factors of production
than they pay out to them in local currency. Devaluation-driven export-
oriented industrialization triggers off underconsumptionist tendencies. The
argument that some of these economies are characterized by balance-of-
trade deficits, and therefore by overconsumption, does not refute this threat.
Balance-of-trade deficits may emerge because of deterioration of the terms
of trade. In order to maintain local consumptive capacities, those benefiting
from improvements would have to increase consumptive capacity more rap-
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idly than productivity, i.e., in line with the combined rate of productivity
growth and improved terms of trade.

Strategic-trade-based attempts to be first and devaluation-driven attempts
to be cheapest disestablish the capitalist mechanism of growth of consump-
tive capacity matching the growth of productive capacity. This leads to re-
cession and further restraints on investment.

When the market mechanisms to secure access to income are blocked by
underconsumptionist tendencies, both camps of a capitalist economy give up
their orientation to the world market and fall back on combinations of a
market economy and a moral economy. There may be many specific instru-
ments to gain access to resources, from supporting investment to supporting
the poor. All of these programs have a political character in common. Just as
in the case of rent, the mode of access to the appropriation of income de-
pends on power, and hence on institutions legitimizing this access. The latter
have to be circumscribed in their constituencies, creating identities with ins
and outs. Although it may be possible to have constituencies based purely on
“acquired” (as opposed to “ascribed”) characteristics, the binding character
of decisions and of representation will be best promoted by territorially cir-
cumscribes constituencies. Nobody has a problem complying with right-
hand or left-hand traffic once it becomes established somewhere. In an un-
derconsumptionist world, all actors will fall back on rent-seeking, and use
existing powers to do so. These existing powers will be territorially circum-
scribed like states.

In a Keynesian interpretation of the world capitalist system, the transition
to capitalism is open. The system is open with respect to the future as well,
with the possibility that it might revert to a noncapitalist system. Its instabil-
ity is due to the weakness of consumption, and over longer periods to the
weakness of labor. It can also contribute to an immense increase in con-
sumption. When more and more needs become satisfied, the search for fu-
ture security gains in importance. Some even claim that such a shift in needs
from actual consumption to future security is already taking place in some of
the leading capitalist economies. This leads to a loss in demand and a de-
cline in profit. Underconsumptionist tendencies of this sort occur when large
parts of the world enter into the capitalist world system through devaluation-
driven export-oriented industrialization. The stress on world consumptive
capacity is mitigated by the fact that the larger among the newly industrializ-
ing countries not only rely on devaluation, but continue to use state-
sponsored rent-seeking to subsidize industrial diversification. Two possible
outcomes may be stylized: a homogeneous world economy resulting from
the generalization of profit, and a fragmented world economy based on the
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rent appropriation of territorially circumscribes units called states. Because
of their sheer size, which in most cases is larger than ethnically homogene-
ous groups, these states will not be nation-states but empires. The interna-
tional system will not become a society based on intemational law, but an
international society of states where states continue to jealously guard their
sovereign rights.

World system theory can acquire completely new dimensions according
to the economic paradigm chosen. The attempts of the late nineteenth cen-
tury based on classical economic theory (Weber and Sombart) with growth
depending on limited resources for investment yielded comparative histories
of economic and social development which proceeded in stages. On the ba-
sis of a Marxian theory of capital accumulation and exploitation, Wallerstein
and Frank constructed world systems where the capacity to exploit deter-
mines the capacity to accumulate.

A Keynesian model is at the basis of my own contribution. Regarding the
characteristics of capitalist growth, technical progress and not the accumula-
tion of physical capital is decisive. The capital-output ratio tends to be stable
and the role of exploitation in capital accumulation is limited. The position
of an economy in the international division of labor is important, however.
Economies specializing on mass consumption industries with the potential
for rapidly growing markets have the best chances to grow and acquire the
technical capacities for investment-goods production and further technical
innovation. Still, the course of history and the pattern of globalization are
open.

The model I propose implies that the transition to capitalism is an acci-
dental development. There is no automatism in the transition from non-
capitalism to capitalism. I surmise that a world history without capitalism,
characterized by the rise, flourishing and demise of dynasties ruling over
rising, expanding and decaying empires, could have equally occurred. The
model claims that, despite its expansionism, capitalism is sometimes unable
to establish itself in noncapitalist peripheries, which it proceeds to deform
without implementing the complementary measures required. The model is
also open with respect to the future.

In the Ieading capitalist economies, the level of satisfaction of material
needs leads to shifts in the structure of needs. Some of these needs translate
into demand for the productive sector. This is the case for many environ-
mental goods. Higher environmental standards translate into lower capital
productivity. The need to employ more capital (and labor) to produce the
same level of output reduces the rate of total factor productivity growth.
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Productivity growth can be more easily matched by a moderate growth of
consumption.

Other needs are pure losses of demand. This is the case with saving for
the future. The increasing propensity to save is nothing other than the ab-
sence of demand. Full employment demand could be maintained if entrepre-
neurs raised their investment-goods demand and proceeded to invest on the
basis of debts. The German case shows that the current pattern of growth can
be financed mostly from write-downs, and that therefore a productive recy-
cling of additional household savings is difficult. Rising public debt can be
considered an instrument for offering the counterpart to private savings.

The underconsumptionst tendencies in the capitalist world are reinforced
at the same time the catching up of not yet capitalist economies requires ex-
panding internal markets. A slow-down of expansive tendencies in the cen-
ter coincides with more externally oriented growth in the periphery follow-
ing the failure of the previous internally oriented strategies of import-
substituting industrialization.

It is possible that the expansion of capitalism to its periphery finds politi-
cal alliances favorable to a deepening of capitalist penetration. There is a
variety of ways with a common characteristic: the mobilization of rent for
subsidizing marginal labor creating labor markets that allow productive la-
bor to share in productivity increases because of its scarcity and establishing
the capitalist mechanism of rising mass incomes creating outlets for profit-
able investment. These measures include agrarian reform, nongovernmental
organizations subsidizing marginal employment, redistribution in favor of
the poor in a manner similar to the English poor laws, as well as import-
substituting industrialization, which is complementary to export orientation,
and, of course, export-orientation itself, which has been shown to be a strat-
egy of mobilizing rent from agriculture in order to subsidize additional em-
ployment in export-oriented sectors.

It is not to be ruled out that complementary reforms of this type will be
increasingly applied. Globalization is accompanied by four types of political
alliances in the not yet capitalist world. Where marginality has been over-
come at an early stage of export-led industrialization, export orientation
leads to important multiplier effects and to the emergence of an initially
radical but increasingly reformist working class. The respective societies in
East and Southeast Asia will proudly follow the Continental European
model of democratization. In Latin America, state intervention, but also the
market, have been discredited. This has resulted in political apathy, occa-
sionally challenged by populist outbursts. The elites are committed to a
purely Western-style discourse on democratization, and are satisfied with a
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lack of popular mobilization. In sub-Saharan Africa, there is no significant
agricultural surplus. Authoritarian regimes are challenged by urban elites
connected to the state’s patrimonial power. In order to fill these structures
with rents, a superficial discourse persists on democratic change and the
values of 1776 and 1789. Finally, China has been able to win over substan-
tial parts of its elites for a program of political dictatorship combined with
economic liberalization.

There is a large group of countries in Africa and Asia, from Morocco to
Indonesia, including many Muslim countries, but also Hindu India, where
import-substituting industrialization has not succeeded in overcoming mar-
ginality. Self-sustained growth has not been achieved. Nevertheless, the re-
sults of development efforts have been strong enough to spur on further ef-
forts combining inward-looking diversification with outward-looking export
promotion. State intervention has not been completely discredited in these
countries, but the old movements of secular nationalism and their macroeco-
nomic planning have suffered a severe loss of prestige. Political movements
have to find new bases for popular mobilization. Within nationalist move-
ments, colonial powers faced with granting independence and neocolonial
powers during the phase of Western development assistance have both privi-
leged relations with secular nationalists. New values for mobilizing support
can come from the old, traditional segments of the nationalist movement.
New cultural identitarian movements have arisen because the secularly ori-
ented nationalists failed to deliver the goods they had proposed as the basis
of their legitimacy. These new cultural identitarian movements vaciilate be-
tween violent deformation of identity and a reformist opening to the main-
stream of their societies. The more middle strata representing the economic
interests of small and medium-scale entrepreneurs latch onto these move-
ments against socially rootless political entrepreneurs, the more likely it is to
expect a slow shift to nonviolent means and pragmatic support for democ-
racy, where toned down movements can eventually hope to constitute ma-
jorities or major elements in government coalitions. There are some similari-
ties here to nineteenth-century populist (Social Christian) movements in
Western Europe with respect to the use of traditional values, moral econ-
omy, and the lack of determination in fighting exclusionist, anti-out-group
tendencies like fascism.

One can assume that these movements defend the sovereignties of the
states they get hold of, since they do not participate in universal, worldwide
ideologies, even though some of their ideologies may be shared in other
states.
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The movement towards a law-based international community is strong in
the OECD world, but especially in Western Europe. It will, however, not be
able to impose a subordination of major powers comparable to that in
Europe. It is highly improbable that a civil society of transnational character
will emerge in the rest of the world like it did in Western Europe. Obviously,
most of these newly emerging powers are multiethnic. More than half of the
world’s population lives in states with almost continental dimensions:
China, India, Brazil, the United States, Indonesia, and South Africa with its
zone of immediate influence. With the exception of the United States, these
states have no national identity based on a common spoken language. It can
be assumed that these powers will form a great power system organized ac-
cording to the principles established in Vienna in 1815: mutually respected
legitimacy with saturated spheres of interest and interstate cooperation.

Peaceful coexistence is probable if these powers succeed in establishing
two conditions:

— abalance between their own consumptive and productive capacity so that
no major power beggars the rest of the world for growth incentives;

— the ability to address falling behind in technical development with state
interventionist measures, in opposition to the logic of the WTO.

It is clear that an interstate system of this sort will be more easily attain-
able if the transition to capitalism succeeds in today’s underdeveloped
world. The new cultural identitarian movements are important players in a
major part of the world where this transition is most precarious. Facilitating
this transition would strengthen the elements in these movements that are
prepared for-international cooperation and peaceful internal political dynam-
ics.
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