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ABSTRACT

This paper examines the Third World economic crisis. It
first discusses the historical setting of colonialism and
dependence. Next, it compares competing explanations from
conservative and Marxist camps regarding the present crisis.
Ironically, both sides of the debate concur on the
theoretical conclusion that investments should flow from the
industrialized to the developing world. Most scholars
dispute these conclusions, arguing that investment in fact
flows northward.

The study then begins its own analysis of the crisis. Data
seem to show that the conservative and Marxist models may
have been correct. Investment may flow from the center to
the periphery.

Assuming investment does flow from the industrialized
nations, it remains uncertain why the developing nations have
failed to improve their situation. The paper tries to
explain this contradiction by looking to theories on the new
international labor relations as a justification for the lack
of third world development.
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ks Summary of the fSrticle

The era of Colonialism set the stage for the modern post-
colonial era. Under Imperialism, it was hoped that developed
nations could aid their territories in economic development.
While some benetits were bestowsd upon the dependant states, on
balance, many scholars believe the financial relationship favored
the Imperialist powsar. fs  this era came fto & close, some
scholars  beliesve that the economic relationship of dependance
continuad.

There are diftfering perspectives and models which can  be
applied to the post-colonial era to aid in judging whether the
poorer nations of the world will be able to escape domination by
their more affluent neighbors. Marxist and conservative models
appear to project a flow of investment from the center to  the
periphsry, .althmugh these theories do so for different reasons.
I+ this iz the case, we might expect that the third world would
be able to throw off the yoke of economic dependancy and develop
into a more mature economic condition. However, other scholars
believe this is too optimistic. They instead affirm that the old
colonial relationships die hard and investments flow from the
poor to the rich, leading to a more pessimistic result.

I =t Horih to discover in which direction in +fact
investments flowed, believing this to be a crucial ingrediant of
the progress towards modernization in the periphery. Using World

Hank data, which incorporates International Monetary Fund data, I
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found that the average periphery nation experiences an inflow of
capital. Further, the poorer the nation was, on average, the
more capital that state received.

While the results of my study appear quite optimistic, we
must look to other factors which may prevent capital +from
generating the desired effects of modernization. Here, the
.in+1uence e the multinational corporations and the Merw
Industrial Relations comes into play, retarding or in some cases
reversing the expectations of the periphery economies. To  deal
with this dilemma, I suggest that the periphery states attempt to
learn more for themselves aboubt the new technologies. In this
way they will be in a better position to minimize the negative
effects of investment by multinational corporations through
governmental regulation, while retaining the benefits. Further,
this learning and regulation process should become esasier for the

state over time.



1% Introduction-—-the Age of Colonialism

A contemporary view of third world development begins with
an examination of the past. Much is known about the period of
"Colonialization" in ouwr history. The British Empire, at its
apoges, included sections of Africa, the Indian Bub-continent,
and China. Nearly as impressive was the French Empire, which
controlled territories spanning Africa and Indochina. Spain

dominated Latin America, the Metherlands ruled over Indonesia,

Japan control led Korea, the United States governed the
Fhillipines, Belgium ruled the Congo, and Fortugal retained
power over Brazil and parts of Africa. in short, the "first

world” nations ruled over the developing ones.

Because of the diverzsity of "ruling nations" it is
difficult to lump them all into one group. Each colonial power
exarsized its power for varying objectives and with different
motives., Thus, developing nations were not uniformly affected by
"Imperialism.” Yet, the developed countries did have one element
in commor-—-—their search +for economic gain through their
territorial possessions.

Imperialism has been justified on several hases.
Originally, third world nations had feudalistic economies. By
introduction of industrialized methods, it was hoped that an
organized, market regulated labor system could be established in
the poor nations which could in turn bhelp pull the rural
population out of its backward condition. Further, based on the

principal of comparative advantage, the developing nations could



produce raw materials and agricultural products in return  for
manutactured goods. Through exchange, in theory, it was possible
for both industrialized and agrarian-based sconomies to become
waalthiar through specialization. Finally, and perhaps most
importantly for this study, it was arqgued that unrestricted free
market capital would be invested into the wunderdeveloped world,
allowing those nations to experience economic growth, instead of
reEmaining in a stagnant economy. In short, national incoms and
production would increase as the allocative efficiency of capital
increasad. Further, growth would come as the rate of the
accumul ation of capital guickened. (1)

Untortunately, as Griffin and GBurley note, "Economic power
and political power usually go hand in hand. " (3) Historically,
the age of Imperialism did not usher in a period of global
harmony and transition from the backward to the progressive, but
instead laid the groundwork for manipulation and exploitation.
The labor force in the third world was subjugated to low wages,
decreased mobility and occupational hazzards. As documented by
Wolff(3), the labor market operated under conditions far from the
goals of the laissez-fair sconomic system. Through labor 1aws
and  shear monopsony power, colonial governments were able to
cosrce workers to accept harsh conditions. These laws coexisted
with the regulation of slavery which this discussion leaves
aside.

Yet, the lack of Free trade was not the only problem
resulting from Imperialism. Bagchi has argued that growth in the

resource sector of the economy came at the expense of the



industrial sector.{(4) The end result was a movement away from
food crops to cash crops and an overall decline in the standard
of living for poor peoples in both urban and rural settings. (5)
This manipulation has been termed "Export-led exploitation” by
some leftist scholars.

There is disagreement between modern scholars regarding the
influence of colonialism on investment in the third world.
Leftists maintain that economic returns for the agrarian produce
of the poorer nations were transferred back to the Colonial
powers. The money was then used to increase consumption in those
nations or alternatively used for reinvestment back in the
colonized esconomy. While this reinvestment in turn lead to
increases in  subseqguent production and thus economic surplus,
leftists assert that the net flow of resowces went Ffrom the
Colonies to their controlliing power. (&) These scholars note that
Spanish consumption, for example, rose with increases in export
surplus in Latin Amsrica. FBritish income likewise rose 8 to 104
at the expense of the West Indies at the end of the eighteenth
century. (73 Similar transactions occurred between Indonesia and
Halland and between Bengal and Britain. (8)

0On the other hand, conservatives would discount these
examples. To be fair, they contend, there is no authoritative
documentation of the comprehensive effects of Imperialism in this
area. (9) These specific incidents may well have been the results
of monopolistic and monopsonistic behavior by the Colonial
DOWET S . Yet that does nmt_mean these practices were the norm.

The significance of this debate is important. I+ we accept

the leftist perspective, the economic surplus which could have



been wsed {for domestic investment in the third world was instead
consumed in the industrialized nations, or was used to pay for
armed forces and the governmental administration of territories
within the protectorate. Money flowed from the capital-scarce
underdeveloped nations to the capital-rich industrialized world.
With the political independence of the third w1
colonies, the debate now shifts to the current world economic
o der ., Both conservatives and leftists have adapted their views
to the changes taking place in the political arena, the field of
labor relations, and more gensrally the new economic crisis  of
the third world. In this manner, the debate over the flow of

investnents takes on a new degras of importance.




: 8 4 Fost—Colonial Developments

Mow that political imperialism has been all but eliminated
from the developing nations, we can examine whether the economic
aspects of the era of Colonialism will persist. fAs expected,
ditfering political groups offer differing explanations. In this
next section, each of these views will be examined individually,
begining with the Marxist vantage, +followed by a conservative

view and finally the position of economists Amin and Griffin.

s The Leftist Standpoint

Ironically, the Marxist and conservative models converge in
their conclusions. ¥et their reasoning process is significantly
different. In short, the Marxist position can be capsulized by
the assumption that in the long run, the rate of profit declines.
This leads industry to search for new areas of increased profit
and thus a Flow of net investment from the ‘“"center," or the
industrialized nations, to the "periphery," or developing
nations. (10) To see exactly how this works, we can examine the
reasoning process step by step.

According to Amin, (11) Marx viewsed technical progress as

capital-consuming by increasing the "organic composition of
capital” or in other terms, the ratioc of constant to variable
capital. Amin notes that in the short run, this has held true

due to increased production per capita through capital savings

methods. (12) Yet, better utilization of labor and eguipment will



at some point ereach a natural limit bevond which there can be no
increase in productivity without increased technology.

Marx attempted to quantity the relationship by measuring
production’s capital intensity. The formulation, called the
"oprganic composition of capital® looks to the ratio of purchase
of raw materials to labor. fs btechnical progress increases, so0
doss the ratio. This occwrrs because there is a decrease in the
velocity of turnovers as organic compostion rises along with a
correspondl ng stability with respect to the quotient o f
wagsas. (135 This turnover of capital affects the organio
composition wvia the ratio of fixed egapital o circulating
capital. As would seem logical, a "heavier" industry, like the
auto industry for example, would have a slower turnover and thus
a higher ratio, as compared to a "lighter" industry, assuming
constant credit conditions. (14} Assuming further a relatively
constant rate of surplus value, or in other terms the profit-
wages quotient, it follows that progress will produce a falling
rate of profit.

On theoretical grounds, this position has been attacked for
being inadeguats. Fart of the rise in organic composition will
be the result of increases in real productivity. This in turn
will lead to a rise in the rate of surplus value. Ultimately,
this will translate into increasing profits, the theorv's
antithesis.

Yet, Marxists are not left without a counter position.
Whnile acknowledging the market force that would tend +to 1ift
profits, They maintain that the overall, net sffect is

cdiminishing profitability. Two arguments are used to support
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this claim. First, the increment in productivity is strongsr in
the subsistance industries. While the rate of surplus value may
be increasing, it is not enough to offset the change in organic
composition. Second, or perhaps better said, in the alternative,
productivity increases may fall within other industries. I+ this
occursg, neither of the two ratios is altered. (15)

To conclude, the Mardist view forsess several important
devel opments. Capital will flow from aresas of falling
profitability, in ow case the center, to areas of better

profitability, or the periphery, using the Marsist terminology.

Thus, there should esmerge an export of capital to the developing
world. This will allow those capital-scarce nations to
modernize. Interestingly, a oconservative analvsis comes to

this same basic result.

h. Conservative Approaches

John  Mevnard Eeynes set the stage for a new view of
economic  growbh. Decoupling supply and demand-—a link earlier
made explicit by Bay’'s Law, and the Classical School—-—Keyvnes
established his own monstary transmission mechanism, wher e
savings was linked to the rate of interest. With his ingenious
assertion of a "liquidity trap," Keynes was able to establish the
framaeworlk for later growth modeling.

Marrod and Domar built on the Feyvnesian theory to describe
the dyvnamics of internal growth and investment. Harrod assumed

any advance in technical progress which did not alter the
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capital—income ratio to be "neutral."” In this, he implicitly
assuned a stable organic composition and a constant rate df
surplus value. Aoccording to Harrod's model, to preserve steady
and continuous growth, savings would have to increase at exactly
the sams rate as income. In other terms, the marginal propensity
to save must remalin constant even as the level of total income
augments. Ty deo this, the interest rate must fall steadilvy.
Further, as the population increases, o does the trend for
further savings on & national level. Thus, to induce this level
of savings, the rate must be lowse still.

The floor to the +talling rate of interest would become the
Fevnesian liguidity trap, where savers are indifferent to holding
liguidity of investing their savings due to the low rate of
return. In this way, savings, which for HEeynes was by definition
independant of investment, would drop to zero, and the developed
countries would be just that, "developsd.® No further investment
would occocur. Rather, higher returns could be sought in economies
which still maintained a relatively high rate of return on
investment above the liguidity trap. (1&) Thus, rather than hold
unproductive liguidity, rational savers would invest their money
OVErSeas,  Causing a net Qutflﬁw from the industrialized world to

the developing world.

i The works of Griffin and amin

Both OGriffin and Amin have Ffaulted the HMarxist and

Conservative vantages. They both believe that investment
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