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Instead of the conservative motto, “a fair day’s wage for
a fair day’s work!” . . . the revolutionary watchword,
“abolition of the wages system!”



The Global Commodity

eral textile factories, a bank, and some shops in an industrial

district north of Dhaka, Bangladesh’s capital, on 24 April 2013,
killing 1,133 garment workers and wounding 2,500, was one of the
worst workplace disasters in recorded history.” This disaster, and gar-
ment workers™ grief, rage, and demands for justice, stirred feelings of
sympathy and solidarity from working people around the world—and a
frantic damage-limitation exercise by the giant corporations that rely on
Bangladeshi factories for their products yet deny any responsibility for
the atrocious wages, living, and working conditions of those who pro-
duce all their stuff. Adding to the sense of outrage felt by many is the fact
that, the day before, cracks had opened up in the building’s structure and
an initial inspection resulted in its evacuation and a recommendation
that it remain closed. Next morning a bank and shops on the ground
floor obeyed this advice, but thousands of garment workers were ordered
back to work on pain of dismissal. When generators illegally installed on
the top floor were started up the building collapsed. Jyrki Raina, gen-
eral secretary of IndustriALL, an international union federation, called it
“mass industrial slaughter”

The screams of thousands trapped and crushed as concrete and
machinery cascaded down upon them unleashed a full-spectrum shock-
wave, amplified by the anguished howl of millions around the world.
The calamity made instant headline news. Consumers of clothes made
in Bangladesh’s garment factories were confronted by their palpable con-
nection to the people whose hands made their clothes, and about their
miserable existence on this earth. Like an intense x-ray beam, the shock-
wave from Rana Plaza lit up the internal structure of the global economy,

The collapse of Rana Plaza, an eight-story building housing sev-
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throwing into sharp relief a fundamental fact about global capitalism that
is normally kept out of sight and mind: its good health rests on extreme
rates of exploitation of workers in the low-wage countries where produc-
tion of consumer goods and intermediate inputs has been relocated. The
attention of the world was drawn in particular to Bangladesh’s poverty
wages—the lowest factory wages of any major exporter in the world, even
after a 77 percent pay increase in November 2013; to its death-trap fac-
tories—just five months earlier a fire at nearby Tazreen Fashions killed
112 workers, who were trapped behind barred windows and locked
doors while working long into the night; to the violent suppression of
union rights—union activists are routinely blacklisted, beaten up, and
subject to arbitrary arrest; and to the incestuous relations between fac-
tory owners, politicians, and police chiefs in Bangladesh—no employer
in Bangladesh’s garment industry has ever been convicted of an infringe-
ment of health and safety laws.> What makes all of it particularly relevant
to this study is that the garment industry is “the quintessential example
of a buyer-driven commodity chain . . . [where] global buyers determine
what is to be produced, where, by whom, and at what price”* As such,
Bangladesh’s garment industry distils the export-oriented industrializa-
tion strategy pursued by capitalist governments across the Global South.
As British Trades Union Congress General Secretary Frances O’Grady
said in response to the Ran Plaza disaster, “This appalling loss of life
proves that, in the global race to the bottom on working conditions, the
finishing line is Bangladesh.

The starvation wages, death-trap factories, and fetid slums in
Bangladesh are representative of the conditions endured by hundreds
of millions of working people throughout the Global South, the source
of surplus value sustaining profits and feeding unsustainable overcon-
sumption in imperialist countries. The people of Bangladesh are also in
the front line of another calamitous consequence of capitalism’s reckless
exploitation of living labor and nature: “climate change,” more accurately
described as the capitalist destruction of nature. Most of Bangladesh is
low-lying, and as sea levels rise and monsoons become more energetic,
farmland is being increasingly inundated with salt water, accelerating
migration into the cities. As a result Bangladesh’s capital city, Dhaka,
whose population has doubled in the last twenty years and is already one
of the largest and most densely populated cities in the world, is growing
by more than 600,000 people each year.® Over-extraction of fresh water
is depleting Dhaka’s aquifers and, worse still, exposing them to contami-
nation with seawater. To cap it all, Dhaka sits atop an active earthquake
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zone. Seismologists warn that a Richter 7.5 earthquake would reduce
Dhaka to rubble and 80,000 buildings could go the same way as Rana
Plaza. The predicted scale of destruction is that high because, sur-
rounded by marshland, much of Dhaka’s chaotic, unplanned expansion
has been vertical rather than horizontal, typically with the same stan-
dard of construction that was exhibited at Rana Plaza.” None of these
negative consequences of capitalist development figure in calculations
of Bangladesh’s GDP, yet they are real, and are borne by its workers and
farmers and by its natural environment. They pay the price, but who
profits? How much do the proceeds of their exploitation fuel capitalist
development in Bangladesh, and how much of it feeds capitalist accumu-
lation in imperialist countries?

Many commentators have drawn an analogy between the Tazreen
and Rana Plaza disasters and notorious disasters in the United States and
Europe more than a century ago, arguing that by catalyzing concerted
action to tackle underlying causes these recent tragedies could force
Bangladesh’s garment factory bosses to finally clean up their act. Thus
Amy Kazmin, writing in the Financial Times, argued:

Across the globe, industrial disasters have proved effective catalysts
for change. New York City’s 1911 Triangle Shirtwaist Fire, in which
146 garment workers— mostly women—were killed in part because
fire exits were locked, helped spur the growth of the International
Ladies’ Garment Workers” Union, which successfully fought for
better conditions for factory workers, including safety. Many now say
that the Rana Plaza disaster—which came five months after a fire at
another Bangladeshi factory, Tazreen Fashions, killed 112 people—
could start to force similar change.®

There is no doubt that the Rana Plaza disaster will spur the struggle
to unionize Bangladesh’s garment industry. But the FT journalist forgets
two things. The response of garment employers to the rise of the ILGWU
was to move production to non-union states in the U.S. South, and, even-
tually, out of the United States altogether, to countries like Bangladesh.
Today, just 2 percent of the clothing worn in the United States is actually
made there. Peter Custers points out the other weakness in the naive
liberal view expressed by Amy Kazmin:

It is necessary . . . to be aware of structural differences between
nineteenth-century British industries and those in contemporary
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Bangladesh. For, unlike owners of the former, Bangladeshi garment
owners are at the lower end of an international chain of subcon-
tract relations, extending from production units in Bangladesh, via
intermediaries, to retail trading companies in the countries of the
North. . . . Garment production has been relocated to, and re-relo-
cated within, the Third World, in order to tap cheap sources of wage
labor. While local entrepreneurs obtain a part of the surplus value
created, they do not get the major share. Thus, whereas the extrac-
tion of surplus value is organized by Bangladeshi owners, its fruits
are overwhelmingly reaped by companies in the North.’

The collapse of Rana Plaza not only shone a light on the pitiless and
extreme exploitation of Bangladeshi workers. It also lit up the hidden
structure of the global capitalist economy, revealing the extent to which
the capital-labor relation has become a relation between Northern capi-
tal and Southern labor. The garment industry was the first industrial
sector to shift production to low-wage countries, yet power and profits
remain firmly in the grip of firms in imperialist countries. This reality is
very different from the fantasies projected by neoliberalisms apologists.
Few informed observers would dispute that Primark (JCPenney in the
United States), Walmart, M&S, and other major UK and U.S. retailers
profit from the exploitation of Bangladeshi garment workers. Why else
have they raced to outsource the production of their clothes to the lowest
of low-wage countries? A moments thought reveals other beneficiaries:
the commercial capitalists who own the buildings leased by these retail-
ers, the myriad companies providing them with advertising, security, and
other services; and also governments, which tax their profits and their
employees” wages and collect the VAT on every sale. Yet, according to
trade and financial data, not one penny of U.S., European, and Japanese
firms’ profits or governments’ tax revenues derive from the sweated labor
of the workers who made their goods. The huge markups on produc-
tion costs instead appear as “value-added” in the UK and other countries
where these goods are consumed, with the perverse result that each item
of clothing expands the GDP of the country where it is consumed by far
more than that of the country where it is produced.'” Only an economist
could think there is nothing wrong about this!

All data and experience, except for economic data, point to a signifi-
cant contribution to the profits of Primark, Walmart, and other Western
firms by the workers who work long, hard, and for low wages to produce
their commodities. Yet trade, GDP, and financial flow data show no trace
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of any such contribution; instead, the bulk of the value realized in the
sale of these commodities and all of the profits reaped by the retail giants
appear to originate in the country where they are consumed. Exploring
and resolving this conundrum is a central task of this book. Our first step
is to examine the social, economic, and political relations between work-
ers and employers that are woven into the fabric of each article of apparel
produced in low-wage countries like Bangladesh and sold in shopping
malls across the imperialist world, where more than 80 percent of gar-
ments made in Bangladesh are sold. This will then be augmented by a
forensic examination of two other representative “global commodities™:
the Apple iPhone and the cup of coffee.

THE T-SHIRT

In The China Price, Tony Norfield recounts the story of a T-shirt made
in Bangladesh and sold in Germany for €4.95 by the Swedish retailer
Hennes & Mauritz (H&M)."! H&M pays the Bangladeshi manufacturer
€1.35 for each T-shirt, 28 percent of the final sale price, 40¢ of which
covers the cost of 400g of cotton raw material imported from the United
States; shipping to Hamburg adds another 6¢ per shirt. Thus €0.95 of
the final sale price remains in Bangladesh, to be shared between the fac-
tory owner, the workers, the suppliers of inputs and services and the
Bangladeshi government, expanding Bangladesh’s GDP by this amount.
The remaining €3.54 counts toward the GDP of Germany, the country
where the T-shirt is consumed, and is broken down as follows: €2.05
provides for the costs and profits of German transporters, wholesalers,
retailers, advertisers, etc. (some of which will revert to the state through
various taxes); H&M makes 60¢ profit per shirt; the German state cap-
tures 79¢ of the sale price through VAT at 19 percent; 16¢ covers sundry
“other items.” Thus, in Norfields words, “a large chunk of the revenue
from the selling price goes to the state in taxes and to a wide range of
workers, executives, landlords, and businesses in Germany. The cheap
T-shirts, and a wide range of other imported goods, are both affordable
for consumers and an important source of income for the state and for
all the people in the richer countries”

The central point Norfield is making cannot be emphasized enough,
because so many liberals and socialists in imperialist countries try very
hard to put it out of their minds. H&M makes handsome profits, to
be sure, but these are dwarfed by the state’s take, once taxes on wages
and profits of H&M and suppliers of services to it are added to its VAT
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receipts. In 2013, the tarifts charged by the U.S. government on its apparel
imports from Bangladesh alone exceeded the total wages received by the
workers who made these goods. The state uses this money, as we know,
to finance foreign wars, health care, and Social Security, and even returns
a few pennies to the poor countries in the form of “foreign aid” As Tony
Norfield argues, low wages in Bangladesh help explain “why the richer
countries can have lots of shop assistants, delivery drivers, managers
and administrators, accountants, advertising executives, a wide range of
welfare payments and much else besides.”*> His blunt conclusion: “Wage
rates in Bangladesh are particularly low, but even the multiples of these
seen in other poor countries point to the same conclusion: oppression of
workers in the poorer countries is a direct economic benefit for the mass
of people in the richer countries.”

In Norfield’s account the Bangladeshi factory makes 125,000 shirts
per day, of which half are sold to H&M, the rest to other Western retailers.
A worker at the factory earns €1.36 per day, for 10-12 hours, producing
250 T-shirts per hour, or 18 T-shirts for each euro cent paid in wages.
Her factory is one of 5,000 garment factories in Bangladesh employ-
ing 4 million people, 85 percent of whom are women. According to the
ILO, the average wage of female “machine operators and assemblers” is
73 percent of their male counterparts.”® Despite the massive influx of
women into garment factories, female participation in the labor force in
Bangladesh as a whole remains one of the lowest in the world. In 2010,
33.9 percent of working-age women were employed, compared with 79.2
per cent of working-age men.

As noted above, factory wages in Bangladesh are the lowest in the
world. An investigation by a UK parliamentary committee into condi-
tions in Bangladesh’s garment industry following the Rana Plaza disaster
reported that “Bangladesh’s comparative advantage, its sole asset value, is
cheap labor and its correspondingly low unit costs”* An in-depth report
by leading U.S.-based management consultancy McKinsey & Co. into
the growth of Bangladeshi apparel exports included an extensive survey
of the outsourcing behavior of U.S. retailers, reporting that Bangladesh
“competitive price level is clearly the prime advantage—all CPOs [chief
purchasing officers] participating in the study named price attractive-
ness as the first and foremost reason for purchasing in Bangladesh.”"* The
price that CPOs find so attractive, of course, is the price of labor-power,
but McKinsey & Co., not wishing to offend the sensibilities of their big-
business clients, make no mention of low wages anywhere in their study.
For months following the Rana Plaza disaster, Bangladesh’s Ready-made
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Garments (RMG) industry was hit by waves of strikes and demonstra-
tions centering on the demand for wage increases (or payment of wages
due), the right to form unions, and the enforcement of widely ignored
health and safety legislation. The Bangladeshi government, many of
whose top officials are factory owners, responded in the same way to
previous upsurges in 2006, 2010, and 2012—with violent repression,
using the regular police, the ansars (village-based militias), and the “anti-
terrorist” Rapid Action Battalion—in addition to the Industrial Police,
formed in the midst of the 2010 strike wave, whose sole task is to police
garment districts and repress workers’ protests. Its 2,900 officers contrast
with the grand total of 51 inspectors who, at the time of the Rana Plaza
disaster, were charged with enforcing health and safety, minimum age
and minimum wage laws in all of Bangladesh’s 200,000 workshops and
factories, including 5,000 in the garment sector."®

Nevertheless, with worker militancy growing and with the glare of
world attention upon them, in November 2013 the government con-
ceded a 77 percent increase in the minimum wage. This was a significant
victory, but far short of the 170 percent wage increase the workers
demanded and for which they continue to struggle. It leaves their wages
a long way below all estimates of what is needed to feed, clothe, and
house their families. According to the Asia Floor Wage Alliance, an alli-
ance of Asian trade unions and activist groups such as the Clean Clothes
Campaign, the new basic wage is barely one-fifth of what is necessary to
nourish, house, and clothe a garment worker, one adult, and two child
dependents.”” The 2013 wage hike was the first increase since 2010, and
since then inflation has raised overall prices by 28 percent, and basic
necessities like food and cooking oil by much more.

Low wages make big markups possible. In this example, the total
markup on the production cost of the “fast fashion” T-shirt is 152 per-
cent. Much higher markups are to be found on more expensive products;
one notorious example being the replica football shirt, “a big money-
spinner with 80 percent of those sold in the UK made in the Far East
for around £5. The factory then sends them on to the sportswear com-
panies at around a 50 percent markup. They in turn mark them up by
another 100 percent and sell them to the retailers for around £14. The
retailers add their own markup of at least 150 percent to bring the price
tag up to the recommended retail price of at least £35. That’s 700 per-
cent more than the manufacture cost”'® Another analyst estimates that a
Bangladesh-made KP MacLane polo shirt, retailing in the United States
for $175, generates a cool 718 percent markup on its cost of production,
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and a Hermes polo shirt retailing at $455 boasts a markup in excess of
1800 percent.” These eye-watering markups contrast with the wafer-thin
margins left to Bangladeshi suppliers. Writing in the Wall Street Journal,
Rubana Hug, owner of a garment factory in Bangladesh, claims to make
12.5¢ on each shirt, whose cost of production is $6.62, a markup of 2 per-
cent.” This Bangladeshi factory owner is hardly a disinterested party and
her claims must be taken with a pinch of salt, but ruthless price-gouging
by global buyers is an incontrovertible fact, as a report by British parlia-
mentarians recognized: “In the buyer-driven supply chain margins are
thin and the fear of undercutting is strong. As such the purchasing prac-
tices of brands can incentivise violations of health and safety through
undisclosed subcontracting, excessive working hours, and unauthorized
factory expansions.”*!

Eloquent testimony to the pressures focused on supplier firms by
TNCs was provided by factory owner Ali Ahmad, speaking after 289
garment workers were burned to death in a factory fire in Karachi in
September 2012:

You have strikes, load shedding [power outages], local mafias charg-
ing you turf protection money—you name it. . . . Plus you have
ruthless buyers sitting in the U.S. who don’t care what you do, as long
as you do it on time. . . . We take a hit every time we're late. That
means lost margins. That means we do what we need to do to make
our orders, fast. This factory owner may have been working extra
shifts just for that purpose.

According to John Pickles, a leading authority on the global apparel
industry, so successful have global buyers been in forcing down wages
that they have recently shifted their attention elsewhere: “Marginal gains
from squeezing labor costs have been reduced significantly in recent
years. When wage levels were driven below subsistence costs, and could
not be driven any further down, buyers and suppliers sought out savings
in other areas of the value chain (input costs, transaction costs, logistics,
coordination costs, demand management, etc.).’” The result is intensi-
fying pressure on suppliers to slash overheads, ignore health and safety
legislation, to impose forced overtime, and to subcontract work to other
factories lower down in the pecking order, where working conditions
are typically even worse than in the first-tier suppliers, or, as UNCTAD’s
World Investment Report 2013 put it: “In labor-intensive sectors (such
as textiles and garments) where global buyers can exercise bargaining
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power to reduce costs, this pressure often results in lower wages. . . . In
addition to downward pressure on wages, the drive for reduced costs
often results in significant occupational safety and health violations.”**

The “global buyers” can, however, count on some academic witnesses
to protect them against charges of culpability. “Factory owners face huge
losses if they cannot complete an order and stift financial penalties if they
do not complete it on time,” reported a major study by Sarah Labowitz
and Dorothée Baumann-Pauly for New York’s Stern School of Business.”
Yet this report blames low wages and lethal workplaces on Bangladeshi
government corruption, intermittent power supplies, overpopulation—
anything but the conscious and deliberate policies of multinational
corporations. Abandoning even the pretense of objectivity, Labowitz
and Baumann-Pauly state at the outset that their study “is written in the
context of . . . a shared desire for higher standards.... It starts from the
premise that the garment sector has greatly benefited the people and the
economy of Bangladesh . . . [and] that business can and does work for
the good of society. We support the goal of business to create value while
emphasizing high standards for human rights performance.”* This fawn-
ing tone contrasts with the harsh rebuke handed down by the authors to
“the government of Bangladesh [which] lacks the political will, the tech-
nical capacity, and the resources necessary to protect the basic rights of
its workers. Bangladesh ranks at or near the bottom across all measures
of good governance, including civil justice, regulatory enforcement, and
absence of corruption.”

Also jumping to the defense of big business is Professor Jagdish
Bhagwati of Columbia University, considered to be among the foremost
theorists of international trade and who confesses to feeling miffed that
he is yet to be awarded the Nobel Prize for economics.?® “Since the facto-
ries were locally owned and operated, the blame surely belonged to their
owners and managers, not to their clients any more than to those of us
who purchased the garments at home or abroad.”* For such a brilliant
theory, he clearly deserves something!

WELL BEFORE THE RANA PLAZA DISASTER, Bangladesh’s dismal
record of factory fires and building collapses had provoked intense dis-
cussions between NGOs, international union federations IndustriAll
and UNI Global Union, and representatives of Western clothing giants.
Within two weeks of the building collapse the parties announced the
“Accord on Fire and Building Safety in Bangladesh,” whose centerpiece
is the formation of a new factory inspectorate overseen by a Steering
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Committee, chaired by the International Labor Organization, made up
of three representatives from international unions and three from inter-
national companies.* Several months of lobbying of U.S. and European
retail giants resulted in the endorsement of the Accord by over forty
leading brands, with GAP and Walmart being notable exceptions. The
parties to the Accord agreed to make “all reasonable efforts to ensure
that an initial inspection of each factory covered by this Agreement shall
be carried out within the first two years,” and promised the publication
of safety reports, remediation, and safety training. Supplier companies
are required to form health and safety committees made up of manag-
ers and workers, the latter to be selected by unions or by “democratic
election” where no union is present. Touted as “legally binding,” the
Accord only envisages penalties—that is, loss of orders—against sup-
plier companies. The whole program is to be financed by the Western
“brands,” through a subscription related to the size of their business in
the country.

As we have seen, the fundamental driving force of the race to the
bottom and its attendant ills—starvation wages, rickety buildings, atro-
cious living conditions—is price-gouging by leading firms. How does
the Accord address this? Section 22 responds to complaints by factory
owners that relentless pressure from international retailers to cut pro-
duction costs forces them to cut corners: “In order to induce factories
to comply with upgrade and remediation requirements of the program,
participating brands and retailers will negotiate commercial terms with
their suppliers which ensure that it is financially feasible for the factories
to maintain safe workplaces and comply with upgrade and remediation
requirements instituted by the Safety Inspector” Nobody and no admin-
istrative body is tasked with implementing or monitoring this clause. It
can only be activated by a factory owner who believes s/he is not receiv-
ing “commercial terms” from a global buyer and decides to arraign the
global buyer before the Accord’s Steering Committee. Should either
party disagree with the Steering Committee’s ruling, they may submit
the dispute to legally binding arbitration. To protect the factory owner
from the threat of cancellation of orders, the Accord obliges buying firms
to maintain existing contracts for two years. But legal safeguards do not
change the extreme power asymmetry—fear of reprisals from their own
buyers and blacklisting by others mean factory owners will hesitate to
take this path. And the Accord’s mechanisms involve international union
representatives in giving their assent to “commercial terms” that do not
provide for garment workers to be paid a living wage.
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SUSCEPTIBILITY TO FIRE AND COLLAPSE are far from the only
building safety issues in Bangladesh. Most deaths and injuries in the year
following the Rana Plaza disaster resulted from stampedes sparked by
the outbreak of small fires, revealing the lack of exits and stairwells.”!
Despite Bangladesh’s sweltering climate, where temperatures often reach
into the mid-90s and humidity is high year-round, lack of ventilation,
often compounded by chemical vapors from dyes and other inputs, are
among the unhealthy and unsafe working conditions not covered by the
“Accord on Fire and Building Safety” Nor is there any mention in the
Accord of excessive and forced overtime, a key health and safety issue;
nor are supplier factories required to allow trade unions to organize—
despite shop-floor union organization being the most important line of
defense against dangerous working practices. Nevertheless, Jyrki Raina
described the Accord as “historic”; Philip Jennings, General Secretary
of UNI, defined it as a “turning point” that marked “the end of the race
to the bottom in the global supply chain”; and a joint press release from
IndustriALL and UNI generously described their multinational partners
as “the most progressive global fashion brands.”*

After Rana Plaza, Jyrki Raina pledged to “use the global muscle of
IndustriALL to create sustainable conditions for garment workers,
with the right to join a union, with living wages, and safe and healthy
working conditions.” Yet unions in Western Europe and North America
outsourced the organization of protests to anti-sweatshop activists and
campaigning charities and did nothing to mobilize their members in sol-
idarity. Unions in North America added their names to an “international
day of action to end deathtraps” in June 2013, but there is no evidence of
any serious effort to build this action. Instead, their reflex has been to act
in partnership with imperialist governments and international brands.
The UK trade union Unite and North America’s United Steelworkers,
both of which are affiliated to IndustriALL, issued a joint statement a few
days after the Rana Plaza disaster urging the U.S. and European govern-
ments “to immediately suspend Bangladesh’s market access under the
Generalized System of Preferences” and “to enact laws . . . that would ban
the importation of goods produced under sweatshop conditions.”* The
Generalized System of Preferences (GSP) allows tarift-free imports into
North America and Europe from the “Least Developed Countries.” In the
United States, union officials successfully petitioned the U.S. government
to rescind Bangladesh’s tariff-free access to the U.S. market, inducing
President Barack Obama to piously declare to the U.S. Congress on June
27, 2013, that Bangladesh “is now taking steps to afford internationally
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recognized worker rights” Richard Trumka, president of the AFL-CIO,
welcomed the decision, declaring, “The decision to suspend trade ben-
efits sends an important message to our trading partners. . . . Countries
that tolerate dangerous—and even deadly—working conditions and
deny basic workers’ rights, especially the right to freedom of association,
will risk losing preferential access to the U.S. market.**

This move was largely symbolic—because of protectionist pressure
from U.S. employers and union officials, less than 1 percent of imports
from Bangladesh enter the United States free of tariffs. Until Obama
rescinded even this, the biggest beneficiary was tobacco, followed by
plastic bags, golf equipment, and hotel crockery. In 2013, the U.S. gov-
ernment received $809.5 million in customs duties on $4.9 billion of
garment exports from Bangladesh, an average tariff of 16.5 percent.”
The average wage of the 4 million workers in Bangladesh’s RMG indus-
try in the year of the Rana Plaza disaster, before the November 2013
increase, was $780 per year, for a total wage bill of $3.1bn.* The United
States imports 22 percent of Bangladesh’s apparel exports, so it can be
estimated that 22 percent of $3.1bn, or $690m, was paid in wages to the
workers who produced goods destined for the United States. In other
words, the tariffs charged in 2013 by the U.S. government on its apparel
imports from Bangladesh alone exceeded the total wages received by the
workers who made these goods. And this punitive protectionist policy
is carried out at the behest of union officials who claim to be concerned
about the plight of Bangladeshi workers!

The protectionist policies supported by union officials in imperial-
ist countries are roundly opposed by Bangladeshi trade unions and
labor activists and for this reason are not promoted by IndustriALL or
UNI, which include Bangladeshi trade union affiliates. Dr. Supachai
Panitchpakdi, Secretary-General of UNCTAD (United Nations Con-
ference on Trade and Development), denounced calls for punitive tariffs
as a “a serious threat to the rule-based global trading system,” adding
that, instead of penalizing Bangladeshi employers and workers in the
name of “labor rights,” importing countries “must look at the business
practices of their retail and wholesale industry because the problem with
global value chains is the way they are exploiting the sweatshops in poor
countries which are providing cheap labor?’

These issues are not new. Union officials and social-democratic poli-
ticians in imperialist countries have long sought to protect their workers
from “unfair competition” from workers in poor countries, hiding behind
feigned concern for human rights in oppressed nations. Their hypocrisy
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was exposed by Palash Baral, a representative of UBINIG (Policy Research
for Development Alternatives), a Bangladeshi NGO, in remarks to a
seminar in London organized by the UK campaigning charity War on
Want in the mid-1990s:

The issues of “labor standards” and “workers rights” have been raised
out of no concern for our workers, neither do they constitute any
concern for human rights. They are neo-protectionist slogans and
reflect attempts by the ruling class of the North to smokescreen the
real cause of the economic crisis the North is going through. . . . The
World Bank and IMF create the conditions for “social dumping” . . .
[then] some NGOs as well as some trade unions propose to “civilise”
us. .. by twisting our arms when we come to sell our products to their
markets. They have nothing to say against the World Bank, no com-
plaints about Structural Adjustment and no attempt to understand
the transnationals and their behaviour . . . if one is really serious about
labor standards and workers’ rights, then one should join hands with
the workers of Bangladesh.?

THE iPHONE

In contrast to the humble T-shirt, iPhones and laptops are technologi-
cally complex commodities. Their dazzling sophistication and iconic
brand status can too easily blind the observer to the exploitative and
imperialist character of the social and economic relations they embody.
Nevertheless, the same fundamental relationships that can be seen in
the simple article of apparel are also visible in the latest high-tech gad-
getry. The same question that we have asked of the T-shirt hanging from
your shoulders could also be asked of the smartphone in your trou-
ser pocket, or indeed of any other global commodity; that is, any other
product of globalized production processes. The question we have asked
of the T-shirt can also be asked of the iPhone: what contribution do the
1.23 million workers employed by Foxconn International in Shenzhen,
China, who assemble Dell’s laptops and Apple’s iPhones—and the tens
of millions of other workers in low-wage countries around the world
who produce cheap intermediate inputs and consumer goods for
Western markets—make to the profits of Dell, Apple, and other leading
Western firms? Or to the income and profits of the service companies
that provide their premises, retail their goods, etc.? According to GDP,
trade, and financial flow statistics, and to mainstream economic theory,
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none whatsoever. Apple does not own the Chinese, Malaysian, and
other production facilities that manufacture and assemble its products.
In contrast to the in-house, foreign direct investment relationship that
used to typify transnational corporations, no annual flow of repatriated
profits is generated by Apple’s “arm’s length” suppliers. Just as with the
T-shirt, the standard interpretation of data on production and trade
assumes that the slice of the iPhone’ final selling price captured by each
U.S., Chinese, and other national firm is identical to the “value-added”
that each contributed. They reveal no sign of any cross-border profit
flows or value transfers affecting the distribution of profits to Apple and
its various suppliers. The only part of Apple’s profits that appear to origi-
nate in China are those resulting from the sale of its products in that
country. As in the case of the T-shirt made in Bangladesh, so with the
latest electronic gadget: the flow of wealth from Chinese and other low-
wage workers sustaining the profits and prosperity of Northern firms
and nations is rendered invisible in economic data and in the brains of
the economists.

APPLE’S PRODUCTS, AND THOSE OF DELL, Motorola, and other
U.S., European, South Korean, and Japanese companies—an esti-
mated 40 percent of the world’s consumer electronics, according to the
New York Times—are assembled by FoxConn, the major subsidiary of
Taiwan-based Hon Hai Precision Industries.*” Its complex of fourteen
factories at Shenzhen in southern China became famous both for its
sheer size and for the fourteen suicides among its workers in 2010—and
for the management’s ham-fisted attempts to show its concern, by erect-
ing nets to catch workers jumping from dormitory windows. FoxConn’s
Shenzhen workforce peaked that year at around 430,000 workers and
was then scaled back in favor of plants elsewhere in China. Most of these
are young migrant workers whose right to reside in the city is depen-
dent on their employment, who have no access to municipally provided
health and education services, and who cannot bring their families to
live with them. In 2013, according to Chinese government figures, 260
million workers were officially defined as residents of their rural places
of origin, denying them legal rights and access to a wide range of benefits
in the cities where they now live and work.** This is the hukou system,
through which the CCP government has sought to control the influx of
labor from the countryside and to create a cheap captive labor force for
TNCs and their suppliers. Hukou is a source of deep social divisions and
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tensions, as the regime promises its reform but resists growing demands
for its abolition.

Citing a 2012 survey of “ten factories producing Apple products in
China, including a Foxconn plant,” Marty Hart-Landsberg reports:

Low wages compel workers to accept long overtime hours. Most of
the factories pay a basic salary equal to the minimum wage stipulated
by the local law (around $200/month), so low that workers have to
work long hours to support themselves. . . . The average overtime
in most of the factories was between 100 and 130 hours per month,
and between 150 and 180 hours per month during peak production
season, well above Chinas legal limits. In most factories, workers
generally work 11 hours every day, including weekends and holidays
during peak seasons. Normally they can only take a day off every

month, or in the peak seasons may go several months without a day
OE 41

In one of the studies cited by Hart-Lansberg, Pun Ngai and Jenny
Chan gathered testimonies from workers at Foxconn’s Shenzhen facto-
ries that provide many insights into the brutal labor regime that is part of
the hidden price for Apple’s super profits and Western consumers’ access
to the latest high-tech gadgets:

No admittance except on business—every Foxconn factory build-
ing and dormitory has security checkpoints with guards standing
by 24 hours a day. In order to enter the shop floor, workers must
pass through layers of electronic gates and inspection systems. Our
interviewees repeatedly expressed the feeling that the entry access
system made them feel as if working at Foxconn is to totally lose one’s
freedom.... While getting ready to start work on the production line,
management will ask the workers: “How are you?” Workers must
respond by shouting in unison, “Good! Very good! Very, very good!”
This militaristic drilling is said to train workers as disciplined labor-
ers. . . . Workers recalled how they were punished when they talked
on the line, failed to keep up with the high speed of work, and made
mistakes in work procedures.*

Not only does the length of the workday and the workweek test the
limits of human endurance, workers are forced to work with great inten-
sity throughout their long hours:
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“We can’t stop work for a minute. We're even faster than machines”
A young woman worker added, “Wearing gloves would eat into
efficiency, we have a huge workload every day and wearing gloves
would influence efficiency. . .. ” On an assembly line in the Shenzhen
Longhua plant, a worker described her work to precise seconds: “I
take a motherboard from the line, scan the logo, put it in an anti-
static-electricity bag, stick on a label, and place it on the line. Each of
these tasks takes two seconds. Every ten seconds I finish five tasks.”

THESE TESTIMONIES REMIND US THAT ultra-low wages are not
the only factor attracting profit-hungry Western firms to newly indus-
trializing countries. As in the case of Bangladesh’s garment industry,
they are also attracted by the flexibility of the workers, the absence of
independent unions, the relative ease with which they can be forced to
submit to working days as long as those described by Marx and Engels in
mid-nineteenth-century England, and the intensity with which they can
work. Charles Duhigg and Keith Bradsher, in a widely quoted New York
Times study, provide a vivid illustration of this:

One former executive described how [Apple] relied upon a Chinese
factory to revamp iPhone manufacturing just weeks before the device
was due on shelves. Apple had redesigned the iPhone’s screen at the
last minute, forcing an assembly line overhaul. New screens began
arriving at the plant near midnight. A foreman immediately roused
8,000 workers inside the company’s dormitories, according to the
executive. Each employee was given a biscuit and a cup of tea, guided
to a workstation and within half an hour started a 12-hour shift fit-
ting glass screens into beveled frames. Within 96 hours, the plant was
producing over 10,000 iPhones a day.*

Terry Gou, chairman of Hon Hai, FoxConn’s parent company, pro-
voked a storm of criticism in January 2012 with his remark, during a visit
to Taipei zoo, that “as human beings are also animals, to manage one mil-
lion animals gives me a headache,” following this up with a request to the
zookeeper for advice on how best to manage his “animals” Want China
Times commented, “Gou’s words could have been chosen more carefully.
... Atits huge plants in China . . . working and living conditions are such
that many of its Chinese employees might well agree that they are treated
like animals”*
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IT IS WORTH PAUSING AT THIS POINT to see how the ideologues
of neoliberalism justify the brutal labor regimes fostered by the policies
they have designed and promoted. Jagdish Bhagwati argues that TNCs
provide job opportunities to eager workers at higher rates of pay than
alternative jobs and therefore cannot be said to be exploiting anyone: “If
the wages received are actually higher than those available in alterna-
tive jobs, even if low according to the critics . . . surely it seems odd to
say that the multinationals are exploiting the workers they are hiring!”*
Such charges seem absurd to him because, whatever the level of wages
that prevail within a country, if they are market-determined then that is
what these workers are worth, and TNCs paying slightly more cannot be
accused of exploitation. Whether or not these wages meet the worker’s
minimum biological needs, and how hard or long s/he has to work to
earn that wage, is irrelevant. Moreover, “By adding to the demand for
labor in the host countries, multinationals are also overwhelmingly likely
to improve wages all round, thus improving the incomes of workers in
these countries”*® Yet, as we shall explore in chapters 4 and 5, nowhere,
not even in China, have jobs generated by export-oriented industrializa-
tion kept pace with the growth of the labor force, greatly limiting these
alleged beneficial effects.

In a similarly cavalier manner, Bhagwati dismisses charges that there
is any problem with hazardous working conditions and violations of
labor law in poor countries—or, if there is, none that multinational com-
panies should take responsibility for:

It is highly unlikely that multinational firms would violate domes-
tic regulatory laws, which generally are not particularly demanding.
Since the laws are often not burdensome in poor countries, it is hard
to find evidence that violations are taking place in an egregious, even
substantial fashion. . . . Sweatshops are typically small-scale work-
shops, not multinationals. If the subcontractors who supply parts to
the multinationals, for example, are tiny enterprises, it is possible that
they, like local entrepreneurs, violate legislation from time to time.
But since the problem lies with the lack of effective enforcement in
the host country, do we hold multinationals accountable for anything
that they buy from these countries, even if it is not produced directly
by the multinationals?*’

The reality Bhagwati so blithely dismisses is succinctly summarized
by UNCTAD:
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Buyer-driven GVCs [Global Value Chains] are typically focused on
reduced sourcing costs, and . . . this means significant downward
pressure on labor costs and environmental management costs. Some
suppliers are achieving reduced labor costs through violations of
national and international labor standards and human rights laws.
Practices such as forced labor, child labor, failure to pay minimum
wage and illegal overtime work are typical challenges in a number
of industries. In addition to downward pressure on wages, the drive
for reduced costs often results in significant occupational safety
and health violations. . . . Downward pricing pressure has created
economic incentives for violating environmental regulations and
industry best practices, leading to the increased release of disease-
causing pollutants and climate change-related emissions. Cutting
costs by engaging in negative social and environmental practices is a
particularly acute trend in developing countries.*

Bhagwati even uses a feminist argument to defend his beloved multi-
national corporations, and was one of the few to spring to the industries’
defense after the Rana Plaza disaster. Casting around for evidence of
the “liberating effect [on] young girls in Bangladesh” of employment in
garment factories, he quotes a study on girls’ adolescence in developing
countries:

Unmarried girls employed in these garment factories may endure
onerous working conditions, but they also experience pride in their
earnings, maintain a higher standard of dress than their unemployed
counterparts and, most significantly, develop an identity apart from
being a child or wife. . . . Legitimate income-generating work could
transform the nature of girls’ adolescent experience. It could provide
them with a degree of autonomy, self-respect, and freedom from tra-
ditional gender work.*’

This is, to say the least, shallow and one-sided. It casually dismisses
the conclusions of decades of feminist-inspired research into “the ways
in which apparently modern factory organization drew on, and indeed
actively promoted, cultural norms of femininity which helped to legiti-
mate employers’ ‘super-exploitation’ of their predominantly female
workforce”* It forgets that TNCs and their suppliers hire “young unmar-
ried girls” in order to profit from their oppression, not to liberate them
from it; and it follows from Bhagwati’s own theories of self-interested,



The Global Commodity 27

profit-maximizing behavior that employers and politicians, who in
Bangladesh are often the same people, have every interest in maintain-
ing the double oppression of women—from which they benefit directly,
through even lower wages, and indirectly, by entrenching gender divi-
sions among workers. To this end they counter the potentially liberating
effect of female factory employment by using every weapon at hand
to perpetuate female submissiveness—including endemic violence,
humiliation, and sexual abuse of women workers by male overseers,
non-enforcement of laws on maternity leave and childcare, and the
use of definitions of “skill” to downgrade women’s labor. *! This is not
to mention the broader ideological offensive, in which promotion of
obscurantist religious ideology, which in Bangladesh takes the form of
Islamic fundamentalism, is aimed at preventing women workers from
seeing themselves, and from being seen by others, as workers rather than
housewives, as full and equal members of society rather than as posses-
sions and appendages of present or future husbands.

The enormous influx of women into factory labor, even in countries
like Bangladesh where they have traditionally been confined within the
home, will be analyzed in more detail in a later chapter; so too the relation
between capitalist exploitation of waged labor and women’s oppression
and their performance of unpaid domestic labor.

THE APPLE IPHONE AND RELATED PRODUCTS are prototypical
global commodities, the result of the choreography of an immense diver-
sity of concrete labors of workers in five continents. Contained within
each hand-held device are the social relations of contemporary global
capitalism.

Research on the Apple iPod published in 2007 by Greg Linden, Jason
Dedrick, and Kenneth Kraemer is particularly valuable because it does
something not attempted in the more recent studies cited here. These
researchers attempt to quantify the living labor directly involved in the
design, production, transportation, and sale of this Apple product, and
also report the vastly different wages received by these diverse groups of
workers.*

In 2006, the 30GB Apple iPod retailed at $299, while the total cost
of production, performed entirely overseas, was $144.40, giving a gross
profit margin of 52 percent. What Linden et al. call gross profits, the
other $154.60, is divided among Apple, its retailers and distributors,
and—through taxes on sales, profits, and wages—the U.S. government.
All of this, 52 percent of the final sale price, is counted as value-added
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generated within the United States and contributes toward U.S. GDP.
Linden et al. found that “the iPod and its components accounted for
about 41,000 jobs worldwide in 2006, of which about 27,000 were outside
the U.S. and 14,000 in the U.S. The offshore jobs are mostly in low-
wage manufacturing, while the jobs in the U.S. are more evenly divided
between high-wage engineers and managers and lower-wage retail and
non-professional workers.”>?

Just thirty of the 13,920 U.S. workers were production workers
(receiving, on average, $47,640 per year), 7,789 were “retail and other
non-professional” workers (average wages, $25,580 per year), and 6,101
were “professional” workers, that is, managers and engineers involved
in research and development. The latter category captured more than
two-thirds of the total U.S. wage bill, receiving, on average, $85,000 per
annum. Meanwhile, 12,250 Chinese production workers received $1,540
per annum, or $30 per week—just 6 percent of the average wages of U.S.
workers in retail, 3.2 percent of the wages of U.S. production workers,
and 1.8 percent of the salaries of U.S. professional workers.>* The number
of workers employed in iPod-related activities was similar in the United
States and China, yet the total U.S. wage bill was $719m and the total
Chinese wage bill was $19m.

A study published by the Asian Development Bank (ADB) in 2010
reported on the first version of Apple’s next big product, revealing an
even more spectacular markup: “iPhones were introduced to the U.S.
market in 2007 to large fanfare, selling an estimated 3 million units in
the U.S. in 2007, 5.3 million in 2008, and 11.3 million in 2009 The
total manufacturing cost of each iPhone was $178.96 and sold for $500,
yielding a gross profit of 64 percent to be shared between Apple, its
North American suppliers and distributors, and the U.S. government,
all appearing as value-added generated within the United States. The
main focus of the ADB study was the effect of iPhone production on
the U.S.-China trade deficit, finding that “most of the export value and
the deficit due to the iPhone are attributed to imported parts and com-
ponents from third countries. . . . Chinese workers . . . contribute only
US$6.50 to each iPhone, about 3.6 percent of the total manufacturing
cost”> Thus, more than 96 percent of the export value of the iPhone
is composed of re-exported components manufactured elsewhere, all of
which counts toward China’s exports but none counts toward Chinas
GDP** The authors do not investigate in detail how these gross profits are
shared between Apple, suppliers of services, and the U.S. government, but
they can hardly avoid commenting on their spectacular size: “If the market
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were fiercely competitive, the expected profit margin would be much
lower. . . . Surging sales and the high profit margin suggest that . .. Apple
maintains a relative monopoly position. . . . It is the profit maximization
behavior of Apple rather than competition that pushes Apple to have all
iPhones assembled in the PRC” >’

This leads the ADB researchers to imagine a scenario in which Apple
moved iPhone assembly to the United States. They assume U.S. wages to
be ten times higher than in China and that these hypothetical U.S. assem-
bly workers would work as intensely as the real ones do at FoxConn,
calculating that “if iPhones were assembled in the U.S. the total assembly
cost would rise to US$65 and would still leave a 50 percent profit margin
for Apple”*® They finish with an appeal to Apple to show some “corporate
social responsibility” by “[g]iving up a small portion of profits and shar-
ing them with low skilled U.S. workers” and re-shore iPhone assembly to
the United States.” The researchers do not consider Apple’s “corporate
social responsibility” to the Chinese workers who are paid a pittance for
their labor and who would be made redundant if Apple were to follow
the ADB’s advice. And it should be noted that whether the profit margin
is 64 percent or 50 percent, it is not just “Apple’s profit”’—Apple must
share this markup with its service suppliers and the U.S. government.

The first version of the iPhone was also the first-ever smartphone, so
Apple’s initial markup might be thought of, in part at least, as a reflec-
tion of its unique status. ® Since then Samsung, HTC, Nokia, and other
producers have launched their own smartphones—indeed, in the first
quarter of 2014 Apple’s share of the global smartphone market had fallen
to just 15 percent by units sold, half Samsung’s share. “Apple remains
strong in the premium smartphone segment, but a lack of presence in
the entry-level category continues to cost it lost volumes in fast-growing
emerging markets such as Latin America,” said one industry analyst.*’
Yet, seven years after the launch of the first iPhone, Apple has broadly
succeeded in maintaining these exorbitant markups. According to a
report by UBS researchers published in September 2013, the production
cost of a 16GB iPhone 5C was $156, rising to $213 for a 16GB iPhone5S,
while the retail price for each unlocked handset is $549 and $649 respec-
tively, yielding gross profit margins of 61 percent and 67 percent.*
Nevertheless, according to the Financial Times Lex column, “Phones,
even Apple’s, are becoming commoditised. Apple is selling more phones,
but making less money: each iPhone went for an average $41 less than in
the previous quarter as cheaper older models spearheaded an emerging
markets push”” ¢
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IT IS PARTICULARLY INSTRUCTIVE TO COMPARE Apple’s profits
and share price with those of its principal supplier. In the year to May
2013 Hon Hai made $10.7bn in profits (on sales of $132.1bn), which
works out as $8,685 for each of its 1,232,000 employees, compared to
Apple’s $41.7bn profits (on sales of $164.7bn), or $572,800 profit for each
of its 72,800 employees (47,000 of whom are in the United States). In May
2013, Hon Hai’s share price valued the company at $32.1bn; while Apple,
with not a factory to its name, was valued at $416.6bn.* Since overtaking
Exxon in 2011, Apple has reigned supreme as the world’s most valuable
company. During that year Apple’s earning growth was large enough to
cancel out the decline in the earnings of all other U.S. companies, thereby
providing crucial support to the U.S. economy as it struggled to emerge
from the post-Lehman crash.®® Further boosting its share price, it has
accumulated a huge cash stockpile—standing at $146.8bn at the begin-
ning of 2014, despite returning billions of dollars to shareholders in a
share buy-back scheme—that it has no productive use for.%

Meanwhile, in what one study called a “paradox of assembler misery
and brand wealth,” Hon Hai’s profits and share price have been caught in
the pincers of rising Chinese wages, conceded in the face of mounting
worker militancy, and by increasingly onerous contractual require-
ments, as the growing sophistication of Apple’s and other firms’ products
increase the time required for assembly.”” While Apple’s share price has
risen more than tenfold since 2005, over the same period Hon Hai’s share
price slumped by more than 80 percent. The Financial Times reported
in August 2011 that “costs per employee [are] up by exactly one-third,
year-on-year, to just under U.S5.$2,900. The total staff bill was $272m:
almost double gross profit. . . . Rising wages on the mainland helped to
drive the consolidated operating margin of the world’s largest contract
manufacturer of electronic devices . . . from 4-5 percent 10 years ago to
a 1-2 percent range now.”®

The company is seeking cheaper labor and reduced dependence on
the increasingly restive Shenzhen workforce, and as FT columnist Robin
Kwong reports, “Hon Hai . . . has invested heavily in shifting produc-
tion from China’s coastal areas to further inland and is in the process of
increasing automation at its factories. As a result, Hon Hai last year saw
its already-thin margins shrink even further”® FoxConn, which in 2013
reportedly relied on iPods and iPhones for at least 40 percent of its rev-
enue, has moved its iPhone 5 assembly to Zhengzhou in northern China,
where 100 assembly lines, each with three shifts of 600 workers working
around the clock and exclusively occupied in iPhone assembly, churn
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out 500,000 handsets every day.”’ Along with thousands more employed
in the production of metal casings and ancillary staff, a total of 300,000
workers are dedicated to meeting Apple’s iPhone orders. Apple’s depen-
dence on Hon Hai is a vulnerability as well as a source of revenues and
profits; industry analysts report in April 2014 that Apple is set to dilute
its dependence on FoxConn and outsource part of the production of the
iPhone 6 to another Taiwan-based electronics contract manufacturer,
Pegatron, which to this end is building a giant factory near Shanghai.

The combination of sharply rising wages, heavy capital spending, and
relentless cost-cutting by Apple is bad enough, but worst of all is the
chronic sickness into which Hon Hai’s and China’s principal export mar-
kets have fallen. Kwong concludes, “it is not hard to see why the last thing
Gou needs now, after building all those inland factories, is a slowdown
in demand.”!

THE CUP OF COFFEE

Our picture is completed by the addition of a third iconic global commod-
ity—the cup of coftee. Perhaps you have one clasped in your hand—don't
spill any on your T-shirt or your smartphone as you read this! Coftee is
unique among major internationally traded agricultural commodities in
that none of it, apart from small quantities grown in Hawaii, is grown
in imperialist countries, and for this reason it has not been subject to
trade-distorting agricultural subsidies such as those affecting cotton and
sugar. Yet the world’s coffee farmers have fared as badly if not worse than
other primary commodity producers. Most of the world’s coffee is grown
on small family farms, providing employment worldwide to 25 million
coffee farmers and their families, while two U.S. and two European firms,
Sara Lee and Kraft, Nestlé and Procter & Gamble, dominate the global
coffee trade.

In common with other global commodities, the portion of the final
price of a bag or a cup of coffee that is counted as value-added within the
coffee-drinking countries has steadily risen over time. According to the
International Coffee Organization, the markup on the world market price
of coffee for nine imperialist nations that account for more than two-
thirds of global imports averaged 235 percent between 1975 and 1989,
382 percent between 1990 and 1999, and 429 percent between 2000 and
2009.% As this report points out, these impressive figures significantly
underestimate both the magnitude of the markup and also the pace of its
increase, since it is based on the assumption that all imported coffee is
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sold to consumers at market prices, whereas an increasing percentage of
coffee consumption takes place in local cafés, where the markup is con-
siderably higher. How much higher can be estimated by considering that
a barista typically obtains 60 shots of espresso per pound bag of coffee,
that is, approximately 15¢ per shot. Adding another 15¢ for milk, sugar,
and a disposable cup, the $3 retail price represents a 900 percent markup
over the cost of its ingredients.”

It is notable that the trend toward ever-higher markups has continued
whether the world market price of coffee is rising or falling. The period
between 1975 and 1989 was marked by increasing overproduction and
falling world prices, despite the operation of the International Coffee
Agreement, established in 1962, which attempted to protect both pro-
ducers and consumers from wild fluctuations in coffee prices through
a complex system of quotas and the use of buffer stocks. Driven by ide-
ological opposition to interference in free markets, the coffee-swilling
nations torpedoed the agreement in 1989. The 1990 to 1999 period
duly saw wild fluctuations in the world market price of coffee, which
finished the decade even lower than it started, reaching rock bottom in
2002, 83 percent below its 1980 level. In 2002, coffee exporters earned
a total of $5.5bn, to be shared among export companies, governments,
and an estimated 125 million coffee farmers and their families. Ignoring
the slice taken by exporters and governments, this works out to $44 per
person per year, way below the $1.25/day that the World Bank defines
as “extreme poverty. Oxfam reported that “there has never been such
a dramatic collapse in the coffee market,” and urged immediate action
to mitigate the devastating effects on coffee producers and coftee-pro-
ducing nations, pleas that were completely ignored.” During the first
decade of the new millennium coffee prices recovered from their historic
lows, tripling in value by the decade’s end, yet the markup in the impe-
rialist nations and therefore the contribution of coffee to their GDPs
continued to rise. By 2010 coffee had been swept up in the “commod-
ities supercycle,” fueled by increasing demand in China and other new
consumers and also by speculative financial flows driven by ultra-low
interest rates in the main imperialist economies. Having tripled between
2002 and 2010, in a matter of months the market price of coffee doubled
again, reaching a thirty-four-year high in March 2011, only to fall 60
percent by November 2013 as speculators took their profits. An unprec-
edented drought in Brazil, the world’s biggest producer, provoked an 85
percent rise in the world market price in the first four months of 2014,
amid accumulating evidence that capitalism-induced climate change is
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already wreaking havoc on tropical agriculture and ecosystems. These
wild gyrations have terrible consequences for coffee producers, but they
create immense opportunities for speculation and profiteering for impe-

rialist coffee monopolies and financial speculators.
The real human cost of the imperialist-dominated global coftee

market cannot be grasped by mere statistics, however. The destruction of
the International Coffee Agreement in 1989 played a crucial but almost
completely unacknowledged role in the creation of the conditions for
genocide in Rwanda. This poor African nation relied almost exclusively
on coffee for its export earnings. As the world market price of coffee
plummeted so did the Rwandan economy, bringing famine, hyperin-
flation, and government collapse down on the heads of the Rwandan
people. When the Rwandan government begged the IMF for emergency
assistance, the latter duly responded with a stingy loan and a savage struc-
tural adjustment program that only intensified the misery and insecurity
of the Rwandan people.” Isaac Kamola, in the aptly named The Global
Coffee Economy and the Production of Genocide in Rwanda, adds that
“these economic stresses created the conditions in which state-owned
enterprises went bankrupt, health and education services collapsed,
child malnutrition surged and malaria cases increased by 21 percent.””
Michel Chossudovsky, in The Globalization of Poverty, comments that
“no sensitivity or concern was expressed [by the IMF] as to the likely
political and social repercussions of economic shock therapy applied
to a country on the brink of civil war. . . . The deliberate manipulation
of market forces destroyed economic activity and people’s livelihood,
fuelled unemployment and created a situation of generalized famine
and social despair”77 Apart from these and a few other exceptions, it is
shocking the degree to which the causal role played by the destruction of
the International Coffee Agreement and the IMF’s imposition of brutal
austerity in Rwanda’s genocide has been ignored, both in the copious
Western media coverage of the terrible events of 1994 and in the aca-
demic literature generated by it.

Coffee differs from the T-shirt and the iPhone in one important
respect: unlike the other members of this profane trinity, coffee does
not arrive in the consuming nations as a finished good, already bagged
and labeled and ready for sale. Part of the gross value-added captured
by coffee retailers within the imperialist countries production therefore
corresponds to the roasting and grinding of the dry cherries, and also, in
the case of coffee consumed in cafés, the production labor of the barista.
Yet this does not change the overall picture. Roasting and grinding coffee
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beans, in contrast to their cultivation, is not labor-intensive, one reason
why the imperialist monopolies that dominate the global coffee econ-
omy have not been tempted to outsource this production task. Another
reason is to ensure that monopoly power remains concentrated in their
hands: the big markups and juiciest profits are in the processing of the
raw beans, unlike in the clothing industry, where the big markups are
obtained from the retailing of finished garments, or smartphones, where
Apple’s fat profits arise from patented technology as well as branding and
retailing. Those who cultivate and harvest the coffee receive less than 3
percent of its final retail price.”® In 2009, according to the International
Coffee Organization, the roasting, marketing, and sale of coffee added
$31bn to the GDP of the nine most important coffee-importing nations,
more than twice as much as all coffee-producing nations earned from
growing and exporting it—and, as noted above, this does not include the
value-added captured by cafés and restaurants.

Just as, according to the economists and accountants, not one cent of
Apple’s profits comes from Chinese workers and just as H&M'’s bottom
line owes nothing to super-exploited Bangladeshi workers, so do all of
Starbucks’ and London-based Caffe Neros profits appear to arise from
their own marketing, branding, and retailing genius, and not a penny
can be traced to the impoverished coffee farmers who hand-pick the
fresh cherries. In all of our three archetypical global commodities, gross
profits, that is, the difference between their cost of production and their
retail price, are far in excess of 50 percent, flattering not only Northern
firms’ profits but also their nations’ GDP.”

Squeezing wages allows markups to increase. Thus UNCTAD reports
that “clothing, footwear, textiles, furniture, miscellaneous manufacturers
(which includes toys) and chemicals all experienced import price declines
(relative to U.S. consumer prices) over two decades of more than 1 per-
cent per year on average, or 40 percent over the period 1986-2006."%

THIS CHAPTER’S INVESTIGATION INTO THE SOCIAL relations
embodied in three global commodities yields some important para-
doxes and anomalies requiring further analysis and a series of distinct
dimensions that need to be investigated separately before they can be
brought together in a synthesis, a theory of the latest stage of capitalism’s
imperialist evolution. Together they shape the book’s overall structure,
and can be resolved into seven themes that will be addressed in the fol-
lowing sequence:
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1. THE GLOBAL SHIFT OF PRODUCTION TO LOW-WAGE COUNTRIES.
The T-shirt, the iPhone, and the cup of coftee are representative examples
of the universe of global commodities, i.e., the products of global value
chains and globalized production networks. Chapters 2 and 3 turn the
telescope around, so to speak, and survey the transformation and global
shift of production that these archetypical commodities are representa-
tive of. Chapter 2, “Outsourcing, or the Globalization of Production,’
analyzes neoliberal globalization’s most important transformation: the
globalization of production processes, discovering its antecedents, its
proportions, its qualities, its dynamism, and its driving force: the hunger
of Northern capitalists for low-wage labor corralled in Southern nations.
Chapter 3, “The Two Forms of the Outsourcing Relationship,” continues
the study of global outsourcing by analyzing three aspects of particular
importance: the differences and similarities between the two forms of
the outsourcing relationship—“in-house” and the increasingly favored
“arm’s length” relations with an independent supplier; the peculiar struc-
ture of world trade, in which firms in low-wage nations compete with
each other in export markets, as do firms in imperialist nations, but com-
petition between firms in imperialist and low-wage nations is by and
large absent, their relationship is complementary, not competitive; and
the divergence between the low-wage nations’ increasing share of manu-
facturing trade and the much less impressive growth in their share of
global manufacturing value-added.

2. CONDITIONS IN LABOR MARKETS ARE AT LEAST AS IMPORTANT
AS CONDITIONS IN PRODUCT AND CAPITAL MARKETS. This first
chapter has highlighted the critical importance of conditions in labor
markets, as well as product and financial markets, to any understanding
of the forces shaping the global political economy. Chapter 4, “Southern
Labor: Peripheral No Longer;” examines the economic and social condi-
tions that determine the terms on which Southern workers can sell their
labor-power, paying particular attention to the massive structural unem-
ployment and underemployment in low-wage nations and to the violent
suppression of the free movement of working people across the borders
between imperialist and low-wage countries, arguing that this lies at the
root of the vast wage differentials. The role of these characteristic features
of so-called development in the promotion of informal, flexible, and pre-
carious labor regimes is analyzed, and the chapter concludes by studying
the intersection of patriarchy, class, and imperialism that gives rise to
another striking feature of the global transformation of production, one
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that is highlighted in particular by Bangladesh’s ready-made garment
industry: the massive influx of women into wage labor in general and
manufacturing production in particular.

3. GLOBAL WAGE DIFFERENTIALS AND THE MYTH OF CONVERGENCE.
As chapter 1 has revealed—and as chapters 2 and 3 will confirm—capi-
talists’ lust for ultra-cheap labor-power is a fundamental determinant of
the global shift of production. Chapter 5, “Global Wage Trends in the
Neoliberal Era,” attempts to bring global wage trends into focus, singling
out three aspects for special attention: international wage differentials,
growing in-country wage inequality, and the accelerating decline in
labor’s share of national income. Along the way, the accuracy and reli-
ability of data on wages is questioned and found wanting, especially in
low-wage countries. Calculation of real wages paid in domestic currency
requires their conversion into “purchasing power parity”—adjusted
dollars—thereby correcting for the failure of market exchange rates to
equalize the purchasing power of “hard” and “soft” currencies. Since this
adjustment is large and affects all international comparisons of wages,
living standards and much else, it will be examined in some detail.

4. WAGES AND PRODUCTIVITY—GLARING PARADOXES THAT MAIN-
STREAM AND HETERODOX ECONOMIC THEORY CANNOT EXPLAIN.
Chapter 6, “The Purchasing Power Anomaly and the Productivity
Paradox,” marks a transition from the analysis of empirical data that
preoccupies the first five chapters to the theoretical development and
critique presented in chapters 7 to 9. Chapter 6 begins by asking why the
purchasing power anomaly exists, discovering that two recurring themes
of this book are centrally implicated: international differences in labor
productivity (as conventionally defined and measured) and restrictions
on the free international mobility of workers. As we discovered in chap-
ter 1 and is further discussed in chapters 2 and 3, supposed international
differences in labor productivity are used by mainstream economists
and neoliberal apologists to explain and justify global wage differentials.
This standard view, an ideological belief with little basis in empirical
data, gives rise to a series of paradoxes and absurdities, for instance that
the “productivity” of Bangladeshi garment workers is a tiny fraction
of the European and North American workers who place the finished
goods on shop shelves. Despite its central importance to neoliberal
ideology, the “wage reflects productivity” argument has never been sys-
tematically criticized by heterodox and Marxist critics of neoliberalism.
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Examination of mainstream theories claiming to explain the purchasing
power anomaly adds a further set of paradoxes and absurdities to this
list. The remainder of chapter 6 identifies the source of the problem: the
failure of ruling economic theory to distinguish between use-value and
exchange-value, a distinction that is the very foundation of Karl Marx’s
theory of value. Thus the necessity for a reengagement with this theory
is derived from analysis of empirical data and from the failure of main-
stream economic theory to explain its key findings.

5. WAGE DIFFERENTIALS AND DIFFERENCES IN THE RATE OF EXPLOI-
TATION. The most important fact revealed by our analysis of three global
commodities is the centrality of vast international wage differences in
driving and shaping the global transformation of production during the
neoliberal era. Chapters 2-6 analyze different dimensions of this, creat-
ing the basis for the development of a theoretical concept of it in chapters
7 and 8, in which international wage differentials are seen as a surface
manifestation and distorted reflection of international differences in the
degree of exploitation. Chapter 7, “Global Labor Arbitrage: Key Driver
of the Globalization of Production,” considers attempts by mainstream
economists to understand the significance of wage-driven production
outsourcing. Finding these to be, at best, purely descriptive, we turn to
contemporary Marxist scholarship, and find this, with few but important
exceptions, to be astonishingly indifferent to and accepting of bourgeois
economists’ argument that international wage differentials merely reflect
international differences in labor productivity. The remainder of chapter
7 continues the quest for a concept of international differences in the
rate of exploitation by visiting the debate on “dependency” that accom-
panied the anticolonial national liberation movements of the 1960s and
1970s, while chapter 8, “Imperialism and the Law of Value,” completes
the quest by testing the ability of Marx’s theory of value, as presented
in Capital’s three volumes, to explain the ancient and modern reality of
super-exploitation.

6. HOW IMPERIALIST EXPLOITATION IS OBSCURED BY CONVEN-
TIONAL INTERPRETATIONS OF ECONOMIC DATA. Chapter 9, “The
GDP Illusion,” explains one of the most striking paradoxes revealed in
the analysis in chapter 1 of the global commodity: commodities pro-
duced mostly or entirely in low-wage countries and consumed mostly
or entirely in imperialist countries expand the GDP of the nations where
they are consumed by far more than the GDP of the nations where they
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are produced. The source of this optical illusion is found in a fallacy
that is at the heart of mainstream bourgeois economic theory and its
heterodox variants: the tautological conflation of the value generated in
production of a commodity with the price realized by its sale.

7. THE ORIGIN, NATURE, AND TRAJECTORY OF THE GLOBAL ECO-
NOMIC CRISIS—WHY THE “FINANCIAL CRISIS” IS ROOTED IN
CAPITALIST PRODUCTION. The first nine chapters of this book analyze
the defining transformation of the neoliberal era, namely the outsourc-
ing and global shift of production. Chapter 10, “All Roads Lead into the
Crisis,” shows why this transformation, itself a response to the system-
threatening crisis of the 1970s, prepared the ground for the reappearance
of systemic crisis in 2007. Contrary to the economists’ cozy consensus,
this concluding chapter argues that this is a financial crisis in form only,
and that no understanding of the origin, nature, and trajectory of the
global economic crisis is possible unless it is seen as the inevitable result
of explosive contradictions at the heart of globalized capitalist produc-
tion. The chapter concludes by arguing that the current crisis is the most
profound in the two centuries of capitalism’s existence—and this is before
we include, as we must, the added dimension of climate change, a euphe-
mism for the capitalist destruction of nature. A decades-long economic
depression, increasingly punctuated by wars and revolutions, is now
unavoidable. There are two possible outcomes: either humanity resumes
the transition to socialism inaugurated by the Russian Revolution one
century ago, or it will descend into barbarism.



Outsourcing, or the
Globalization of Production

ow the capital-labor relation has evolved during the neoliberal

era is the subject of this book. Chapter 1 zoomed in on three

representative global commodities; this chapter turns the tele-
scope around, presenting a historical and panoramic view of the global
transformation of production and of the producers, the global work-
ing class. The purpose of this and the next chapter is to develop a rich,
sharply focused concept of the globalization of production. To develop
tools needed for analysis of this phenomenon, we will critically examine
standard definitions of “production,” “industry;” and “services”

ANTECEDENTS OF GLOBAL OUTSOURCING

In order to oppose their workers, the employers either bring in work-
ers from abroad or else transfer manufacture to countries where there
is a cheap labor force. Given this state of affairs, if the working class
wishes to continue its struggle with some chance of success, the national
organisations must become international. Let every worker give serious
consideration to this new aspect of the problem.’
—KARL MARX, 1867, Address of the General Council to
the Lausanne Congress of the Second International

The wildfire of outsourcing spread during the past three decades is the
continuation, on a vastly expanded scale, of capital’s eternal quest for
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new sources of cheaper, readily exploitable labor-power. What began
as a trickle in mid-nineteenth-century Europe and became a steady
stream in North America in the early twentieth century had, by the end
of that century, become a flood tide, described by Kate Bronfenbrenner
and Stephanie Luce as “a systematic pattern of firm restructuring that
is moving jobs from union to non-union facilities within the country,
as well as to non-union facilities in other countries”” Antecedents of
modern wage-arbitrage—driven outsourcing of production can be found
in diverse branches of the nineteenth-century economy. Clothing and
textiles, which played an important role in all stages of capitalist devel-
opment, provide many early examples of the wage-arbitrage-driven
production outsourcing that Karl Marx warned about 150 years ago.

The story of jute, the “golden fiber” native to Bangladesh and used
for sacking and canvas sheets, contains important elements and fea-
tures that foreshadow modern low-wage-seeking production. In the
early nineteenth century, industrialists in Dundee worked out how to
modify their linen- and flax-spinning machinery to process jute, spell-
ing the demise of India’s hand-spinning industry. By 1860, Dundee’s
sixty jute mills employed some 50,000 mostly female workers, many of
them Irish migrants who had fled the Great Famine to find work in
what was a notoriously low-paid sector of the economy. They were nev-
ertheless more expensive than Indian workers, prompting Dundee’s jute
barons to shift production to Bengal. Chhabilendra Roul reports that
the first mechanized jute spinning mill in India was established in 1855
on the banks of the Hoogli River near Kolkata by a George Auckland,
an Englishman, “with machinery imported from John Kerr of Douglas
Foundry, then the leading machine manufacturer for flax machinery in
Dundee.”® By the first decade of the twentieth century the bulk of pro-
duction had shifted to India, yet remained in the possession of Scottish
jute barons, who successfully blocked the entry of Indian capitalists and
who went on to provide a billion sandbags for Britain’s trenches in the
First World War.*

IN LINKED LABOR HISTORIES, A STUDY of the co-evolution of the
labor movements in New England and Colombia since the late 1900s,
Aviva Chomsky argues that modern outsourcing “continues a pattern
begun by the earliest industry in the country, the textile industry, a cen-
tury earlier,” and recounts how flight “from strong trade unions and
toward cheap labor” saw New England textile mills pioneer international
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production outsourcing in the Americas, relocating first to North
Carolina in the first decades of the twentieth century, then to Puerto
Rico in the 1930s, and to Colombia and beyond in the decades since the
Second World War.

The absence of international borders aided capital mobility in North
America, where, as Gary Gerefhi recounts, by the early twentieth century
“many industries . . . began to move to the US South in search of abun-
dant natural resources and cheaper labor, frequently in ‘right to work’
states that made it difficult to establish labor unions. The same forces
behind the impetus to shift production to low-cost regions within the
United States eventually led US manufacturers across national borders.

Global outsourcing of manufacturing production began in earnest
in the 1960s and 1970s, with the exodus of production jobs in shoes,
clothing, toys, and electronic assembly to low-wage countries, provid-
ing a new generation of commercial capitalists such as Tesco, Walmart,
and Carrefour with the battering rams and trebuchets that helped them
to end the reign of the “manufacturer’s recommended retail price” and
established the supremacy of commercial capital in consumer goods
markets. As U.S. labor historian Nelson Lichtenstein has observed:

For more than a century, from roughly 1880 to 1980, the manufactur-
ing enterprise stood at the center of the U.S. economy’s production/
distribution nexus. . . . Today, however, the retailers stand at the apex
of the world’s supply chains. . . . The dramatic growth in the power of
the American retail sector began in the 1960s and 1970s when Sears,
K-Mart and some U.S. apparel makers/distributors began to take
advantage of the cheap labor and growing sophistication of the light
manufacturers in the offshore Asian tigers, especially Hong Kong,
Taiwan and South Korea.”

Unable any longer to dictate prices to its distributors, the shift in
power toward commercial capital increased pressure on the producer
monopolies to ax agreements with their labor unions and to de-unionize
and “flexibilize” their domestic labor force—and follow the trail blazed
by the retail giants and outsource their labor-intensive production pro-
cesses to low-wage countries. This involved both a redistribution of
profits from industrial to commercial capitalists and the distribution of
some of outsourcing’s bounty to increasingly wide sections of the work-
ing class through falling prices of consumer goods.
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From the early 1960s, while the emerging retail giants were pioneering
the outsourcing of toys, clothing, and other consumption goods, promi-
nent electronics firms such as Cisco, Sun Microsystems, and AT&T were
unleashing what was soon to become a torrent of outsourcing by high-
tech industry. Its driver was not the domestic battle with commercial
capital but competition between U.S. and Japanese corporations. Until
manufacturers learned how to print electronic circuits, circuit-board
manufacture was exceedingly labor-intensive; its outsourcing to Taiwan
and South Korea helped U.S. electronics firms to cut production costs
and gave a mighty impulse to export-oriented industrialization in what
became known as “newly industrializing countries”'® The electronics
and other high-tech industries have been at the forefront of the out-
sourcing wave. As an UNCTAD study found, “Strikingly, the growth
rates of exports from developing countries exceed those of world exports
by a higher margin the greater is the skill and technology intensity of
the product category. . . . However, this does not signify a rapid and sus-
tained technological upgrading in the exports of developing countries”
Far from it—“The involvement of developing countries is usually limited
to the labor-intensive stages in the production process.”"!

The high-water mark of production outsourcing occurred, not coinci-
dentally, in the period leading up to the outbreak of global crisis in 2007,
or as UNCTAD put it, “Since around 2000, global trade and FDI have
both grown exponentially, significantly outpacing global GDP growth,
reflecting the rapid expansion of international production in TNC-
coordinated networks”'? Mainstream and radical explanations of the root
causes of the global crisis have focused almost exclusively on balloon-
ing debt, the derivatives explosion, and the financial feeding frenzy that
preceded its outbreak, but have given scant attention to the accompanying
transformation and global shift of production. Kate Bronfenbrenner and
Stephanie Luce estimate that each year from 1992 to 2001 between 70,000
and 100,000 production jobs “from ICT to high-end manufacturing of
industrial machinery and electronics components to low-wage manufac-
turing in food processing and textiles” shifted from the United States to
Mexico and China."” This sharply accelerated at the start of the new mil-
lennium, when “the total number of jobs leaving the U.S. for countries
in Asia and Latin America increased from 204,000 in 2001 to as much as
406,000 in 2004.”** Epitomizing this epochal shift was the decision by the
iconic “made in the U.S” brand Levi Strauss, which in the 1960s operated
sixty-three factories across the United States, to sack 800 workers at its
last U.S. factory in 2004 and move production to Mexico and China."”
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Outsourcing and Migration

Aviva Chomsky makes a crucial connection: “Most accounts treat immi-
gration and capital flight separately. My approach insists that they are
most fruitfully studied together, as aspects of the same phenomenon of
economic restructuring.”'¢ She adds that “capital flight [which here means

Note on Trade Statistics

Conventional trade statistics double-count imported inputs—for
example, Bangladesh’s earnings from garment exports include the cost
of the imported textiles that Bangladeshi garment workers fashion into
clothes.As the share of intermediate inputs in total trade increases this
distortion has grown ever larger. Statisticians at WTO and the OECD
have forged new analytical tools and datasets capable of measuring,
sector by sector, how much of a given country’s exports were actually
generated in that country. Results from this enormous labor are
presented in UNCTAD’s 2013 World Investment Report, which estimates
that “today, some 28 percent of gross exports consist of value added
that is first imported by countries only to be incorporated in products
or services that are then exported again. Some $5 trillion of the $19
trillion in global gross exports (in 2010 figures) is double counted.”®
lllustrating this, China’s export performance is not quite so spectacular
when full account is made of its export-processing regime, which allows
imports for processing and re-export to enter duty-free. This trade
accounts for more than half of China’s exports, and is mostly conducted
by U.S., European, Taiwanese, and South Korean TNCs.Van Assche et al.
found that in 2005 processed imports made up 90 percent of the value
of China’s high-tech exports, compared to 50 percent in the medium-
high-tech category and 30 percent in the low-tech category. In other
words, the greater the sophistication of the goods being exported,
the smaller the fraction of the export value actually added in China.
Correcting for this distortion, China’s share of world trade in 2005 was
4.9 percent, more than a third lower than the 7.7 percent reported by
World Bank and IMF data.Van Assche et al. comment, “China has turned
into a global assembly platform that sources its processing inputs from
its East Asian neighbors while sending its final goods to high-income
countries. Since China is often only responsible for the final assembly of
its export products, this puts into question China’s responsibility for the

growing U.S. trade deficit.”
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outsourcing] was one of the main reasons the textile industry remained
one of the least organized in the early to mid-twentieth century, and it
was one of the main reasons for the decline of unions in all industries at
the end of the century”"” At the beginning of the neoliberal era, Jeffrey
Henderson and Robin Cohen made the same connection: “While some
fractions of metropolitan capital have taken flight to low-wage areas,
partly in response to the class struggles of metropolitan workers, less
mobile sections of Western capital have enormously increased their reli-
ance on imported migrant labor to cheapen the labor process and lower
the costs of the reproduction of labor in the advanced countries”*®

Bangladesh provides a vivid example of how, during the neoliberal era,
outsourcing and migration have become two aspects of the same wage-dif-
ferential-driven transformation of global production. Speaking of 1980s
and 1990s Bangladesh, Tasneem Siddiqui reported that “the continuous
outflow of people of working-age . . . has played a major role in keeping
the unemployment rate stable””” It has also become a crucial source of
income for poor households. According to the International Organization
for Migration, 5.4 million Bangladeshis worked overseas in 2012, more
than half of them in India, around a million in Saudi Arabia, with the
rest spread between other countries in the Middle East, Western Europe,
North America, and Australasia. They sent $14bn from their wages to
their families back home, equivalent to 11 percent of its GDP. In the same
year, Bangladesh received $19bn for its garment exports, 80 percent of
Bangladesh’s total exports, $4bn of which was paid out in wages to some
3 million RMG workers. Gross exports earnings includes the cost of
imported cotton and other fabrics, typically 25 percent of the production
cost, thus remittances from Bangladeshis working abroad approximately
equalled total net earnings from garment exports. According to the World
Bank, in 2013 each of Britains 210,000 Bangladeshi migrant workers
remitted an average of $4,058, three times the annual wages of his (most
Bangladeshi migrant workers are male) wife, sister, or daughter working in
a garment factory back home. Why export-oriented industrialization has
not provided enough jobs to absorb the growth of the workforce, obliging
so many to migrate in search of work, will be considered in chapter 4.

Outsourcing and the Reproduction of Labor-Power
in Imperialist Nations

Neoliberal globalization has transformed the production of all com-
modities, including labor-power, as more and more of the manufactured
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consumer goods that reproduce labor-power in imperialist countries are
produced by super-exploited workers in low-wage nations. The globali-
zation of production processes impacts workers in imperialist nations
in two fundamental ways. Outsourcing enables capitalists to replace
higher-paid domestic labor with low-wage Southern labor, expos-
ing workers in imperialist nations to direct competition with similarly
skilled but much lower paid workers in Southern nations, while falling
prices of clothing, food, and other articles of mass consumption pro-
tects consumption levels from falling wages and magnifies the effect of
wage increases. The IMF’s World Economic Outlook 2007 attempted to
weigh these two effects, concluding: “Although the labor share [of GDP]
went down, globalization of labor as manifested in cheaper imports
in advanced economies has increased the ‘size of the pie’ to be shared
among all citizens, resulting in a net gain in total workers’ compensation
in real terms”*® In other words, cost savings resulting from outsourcing
are shared with workers in imperialist countries. This is both an eco-
nomic imperative and a conscious strategy of the employing class and
their political representatives that is crucial to maintaining domestic
class peace. Wage repression at home, rather than abroad, would reduce
demand and unleash latent recessionary forces. Competition in markets
for workers’ consumer goods forces some of the cost reductions resulting
from greater use of low-wage labor to be passed on to them.

Perhaps the most in-depth research into this effect was conducted by
two Chicago professors, Christian Broda and John Romalis, who estab-
lished a “concordance” between two giant databases, one tracking the
quantities and price movements between 1994 and 2005 of hundreds of
thousands of different goods consumed by 55,000 U.S. households, the
other of imports classified into 16,800 different product categories. Their
central conclusion: “While the expansion of trade with low wage coun-
tries triggers a fall in relative wages for the unskilled in the United States,
it also leads to a fall in the price of goods that are heavily consumed by
the poor. We show that this beneficial price effect can potentially more
than offset the standard negative relative wage effect” They calculate that
China by itself accounted for four-fifths of the total inflation-lowering
effect of cheap imports, its share of total U.S. imports having risen during
the decade from 6 to 17 percent, and that “the rise of Chinese trade . . .
alone can offset around a third of the rise in official inequality we have
seen over this period.”*!

The conclusion to be drawn from this brief survey is that the globali-
zation of the production of intermediate inputs and final goods on the
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one hand and the globalization of the production of labor-power on the
other are two dimensions of the outsourcing phenomenon. They pro-
duce contradictory effects and interact in complex ways. They must be
studied both separately and together. The increasingly global character
of the social relations of production and the increasing interdepend-
ence between workers in different countries and continents objectively
strengthens the international working class and hastens its emergence as a
class “for itself” as well as “in itself;” struggling to establish its supremacy;
yet, to counter this, capitalists increasingly lean on and utilize imperial-
ist divisions to practice divide-and-rule, to force workers in imperialist
countries into increasingly direct competition with workers in low-wage
countries, while using the cheap imports produced by super-exploited
Southern labor to encourage selfishness and consumerism and to under-
mine solidarity.

THE GLOBALIZATION OF PRODUCTION PROCESSES

In the early stages of the Industrial Revolution, before the widespread
introduction of power machinery, the various stages in the processing
of raw materials into final goods typically took place within a single
factory, often supported by armies of homeworkers working up raw
materials for final processing. Waves of mechanization over the next
hundred years spurred concentration and specialization, fostering
the growth within national borders of more complex production net-
works. For most of these two centuries international trade consisted of
raw materials and final goods. Neoliberal globalization, by extending
the links in the chain of production and value-creation across national
borders, has profoundly transformed this picture. As William Milberg
noted in a study for the ILO, “Because of the globalization of produc-
tion, industrialization today is different from the final goods, export-led
process of just 20 years ago.”” The big difference, “the defining mani-
festation of globalized production,” no less, is “the rise in intermediate
goods in overall international trade, whether it is done within firms as
a result of foreign direct investment or through arm’s length subcon-
tracting.” This does not mean, however, that outsourcing can be reduced
to trade in the intermediate inputs—our concept must also include the
export of finished goods from low-wage countries to firms and consum-
ers in imperialist countries.

Mainstream theory has ill equipped International Financial
Institutions such as the IMF and World Bank to conceptualize and
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measure the outsourcing phenomenon. As late as 2007 the IMF esti-
mated that “offshoring intensity,” defined as the “share of offshored
inputs in gross output,” has “increased only moderately since the early
1980s. The share of offshored inputs in gross output ranges from 12
percent in the Netherlands to about 2-3 percent in the United States
and Japan.”? Yet this definition omits the export of intermediate inputs
to low-wage nations for final assembly. It also excludes finished goods
destined for use as inputs by Northern firms, including computers and
other electronic goods, and it excludes finished goods destined for con-
sumption by workers.** According to the IMF’s definition, none of the
three global commodities I examined in chapter 1 would count toward
the offshoring intensity of the nations whose firms and citizens supply
final demand. The result is an absurdly low estimate of the extent and
pace of the globalization of production processes. Particularly risible
is the IMF’s estimate of the offshoring intensity of Japanese manufac-
turing. Japan’s signature form of outsourcing is known as “triangular
trade,” in which “Japanese firms headquartered in Japan produce certain
high-tech parts in Japan, ship them to factories in East Asian nations
for labor-intensive stages of production including assembly and then
ship the final products to Western markets or back to Japan.™ This pat-
tern evolved after the 1985 Plaza Accord, when Japanese manufacturers
responded to sharply declining competitiveness resulting from appre-
ciation of the yen by offshoring labor-intensive production processes
to neighboring low-wage countries,* often referred to as the “hollow-
ing out” of Japanese industry. Yet the IMF calculates Japan’s offshoring
intensity to be a negligible 2-3 percent.

Another defect of the IMF’s approach is that it takes no account of
where these imported inputs come from. It discovers a more or less
stable ratio of imported inputs to total inputs, but this conceals a big
swing toward lower-cost suppliers in low-wage countries. Three OECD
researchers reported that “while intermediate imports into the OECD
as a whole from China and the ASEAN have risen sharply (as a share of
total manufacturing imports), this has been oftset by reductions in inter-
mediate imports from other countries”—“other countries” being other
rich nations in the OECD.?” The U.S. auto industry, which imports more
than 25 percent of its inputs, more than any other industrial sector, pro-
vides a clear example of this.? The OECD’s Trade in Value Added (TiVA)
database reveals that in 1995 the U.S. auto industry imported four times
as much automotive value-added from Canada as from Mexico, just
10 percent more in 2005, and by 2009, the latest year for which data
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is available, Mexico had overtaken Canada to become the source of 48
percent more automotive value-added than the United States’ northern
neighbor—a striking indication of how the global economic crisis has
accelerated the southward shift of production.?’ The shift would be even
more pronounced but for the odd behavior of non-U.S. auto companies
that have set themselves up in the United States to win a share of the
U.S. market. As a study for the World Bank noted, “Political sensitivity
.. . explains why Japanese, German, and Korean automakers in North
America have not concentrated their production in Mexico, despite
lower operating costs and a free trade agreement with the United States,”
while the United States’ own auto giants, who are evidently less patriotic
than U.S. consumers, relocate more and more of their production to the
other side of the Rio Grande.”

An alternative and widely used way to estimate the magnitude
of outsourcing is to measure the share of intra-firm trade in overall
international trade. This is the antithesis of the IMF’s approach, since
it captures both intermediate inputs and finished goods, but it has no
place for the increasingly important arm’s-length relations between
Northern firms and their Southern suppliers.*! Peter Dicken comments
that “unfortunately there are no comprehensive and reliable statistics
on intra-firm trade. The ballpark figure is that approximately one-third
of total world trade is intra-firm although . . . that could well be a sub-
stantial underestimate”** Princeton economists Gene Grossman and
Esteban Rossi-Hansberg are more helpful, reporting that, “in 2005,
related party [i.e. intra-firm] trade accounted for 47 percent of U.S.
imports. . . . This fraction has risen only modestly since 1992, when it
was already 45 percent”* This modest rise, however, conceals a dra-
matic reorientation of this trade toward low-wage economies: “Imports
from related parties [i.e. subsidiaries] accounted for 27 percent of total
U.S. imports from Korea in 1992, and 11 percent of total U.S. imports
from China. By 2005, these figures had risen to 58 percent and 26 per-
cent, respectively”

Reviewing these attempts to quantify production outsourcing,
William Milberg has pointed out that “most attempts to measure the
magnitude of the phenomenon of vertical disintegration have captured
only parts of the process. Some analysts focus on intra-firm imports and
others on the import of intermediate goods whether these are intra-firm
or arm’s-length”** However, the total outsourcing picture is captured
by one set of comprehensive and readily available data—manufactured
exports from low-wage nations to imperialist nations as a whole. Milberg
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and Winkler, in a study of the impact of the crisis on global production
networks, explain the simple, powerful logic behind this approach:

Standard offshoring measures capture only trade inputs . . . [yet]
much of the import activity in global supply chains is in fully fin-
ished goods. In fact, the purpose of corporate offshoring, whether at
arm’s length or through foreign subsidiaries, is precisely to allow the
corporation to focus on its “core competence,” while leaving other
aspects of the process, often including production, to others. Many
“manufacturing” firms now do not manufacture anything at all. They
provide product and brand design, marketing, supply chain logistics,
and financial management services. Thus, an alternative proxy for
offshoring may simply be imports from developing countries.®

According to this broad measure of goods offshoring, “develop-
ing-country imports constitute over half of total imports by Japan (68
percent) and the United States (54 percent), while the European coun-
tries range from 23 percent in the United Kingdom to only 13 percent
in Denmark™¢ This must be qualified in two ways. First, imports of raw
materials and foodstuffs from developing countries reflect the tradi-
tional, pre-neoliberal pattern of North-South trade, and do not in general
correspond to cheap labor-seeking outsourcing. Second, a small but sig-
nificant fraction of developing nations’ manufactured exports arise not
from outsourcing relationships controlled by imperialist leading firms
but from home-grown industrial development. Brazil's aerospace indus-
try and China’s solar panel and wind-turbine industries are examples of
this. But, as we shall see in more detail in the next chapter that discusses
the structure of world trade, these higher value-added exports form a
small part of overall South-North trade. With these caveats, then, we
can agree with Milberg and Winkler and regard manufactured imports
by imperialist countries from low-wage countries as a whole to be a com-
posite of diverse outsourcing and offshoring relationships, manifested
in different types of global value chains. Developing countries” share of
imperialist nations’ manufactured imports have rocketed since 1980,
more than tripling their share of a cake that itself quadrupled in the
subsequent three decades. In a study published by UNCTAD in 2013,
Rashmi Banga found that 67 percent of the total value-added generated
in global value chains is captured by firms based in rich nations.”

Transnational corporations, the majority of which are headquar-
tered in imperialist countries and owned by capitalists resident in those
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countries, are the supreme drivers of the globalization of production.
Their connection with production processes in low-wage countries takes
two basic forms: an “in-house” relation between the parent company
and its overseas subsidiary, as in FDI, or an “arm’s-length” relation with
formally independent suppliers—an important distinction that will be
examined in the next chapter. Its diverse forms, problems of definition,
and non-availability of data mean that obtaining a precise measurement
of the magnitude of outsourcing is fraught with difficulties. Nevertheless,
UNCTAD estimates that “about 80 percent of global trade (in terms of
gross exports) is linked to the international production networks of
TNCs*® The extent of this transformation is indicated by UNCTAD’s
2013 World Investment Report, which estimates that “about 60 percent of
global trade . . . consists of trade in intermediate goods and services that
are incorporated at various stages in the production process of goods
and services for final consumption.”*

In conclusion, South-North (S-N) export of manufactured goods as
a whole must be thought of not so much as trade but as an expression of
the globalization of production, and this in turn must be seen not as a
technical rearrangement of machinery and other inputs, but as an evo-
lution of a social relation, namely the relation of exploitation between
capital and labor. International competition between firms to increase
profits, market share, and shareholder value continues, but the fate of
each worker is no longer tied to the fortunes of her/his employer; on
the contrary, the employers that survive are those who most aggressively
substitute their own employees with cheaper foreign labor.

The production process can be thought of as a sequence or chore-
ography of tasks, of different concrete labors, in which “task” means a
production task; as the labor expended in the production of commodities,
“industry” is where this takes place. A striking feature of neoliberal glo-
balization of production is the outsourcing of individual segments and
links of production processes, leading analysts to talk of the fragmen-
tation of production, or “slicing up the value chain,” as Paul Krugman
described it in a much-commented-upon article.*” The old conception
of North-South trade of raw materials for finished goods sorely needs
updating. Baldwin’s notion of “task trading” captures a change in the
nature of global competition, “which used to be primarily between firms
and sectors in different nations, [but] now occurs between individual
workers performing similar tasks in different nations”*' This manifests
an evolution of the capital-labor relation, which increasingly takes the
form of a relation between Northern capital and Southern labor. Before
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the transformations of the neoliberal era, when competition consisted
of firms producing different final goods, the relative wages and security
of employment of workers in imperialist countries was dependent on
their employer’s defense of market share and conditioned by the threat of
redundancy resulting from the introduction of labor-saving technology.
Before the neoliberal era the more successful and dominant the TNC,
the greater the number of direct employees it concentrated in domestic
factories. “Task trading” signifies that employers now have an alternative
way of making their employees redundant, an alternative way of cutting
production costs, by outsourcing individual tasks, that is, jobs, to where
wages are significantly lower. Now the successful TNC is the one that has
outsourced production to low-wage countries and does as little as possible
itself. Apple has replaced GM in terms of market capitalization by going
much further down the road that GM itself is traveling. Competition
between workers is therefore sharpening and becoming more direct, and
is less and less a simple function of their firm’s competitiveness.

EXPORT-ORIENTED INDUSTRIALIZATION: WIDELY SPREAD
OR NARROWLY CONCENTRATED?

For nearly half a century, export-oriented industrialization has been
the only capitalist option for poor countries without abundant natural
resources.”” Yet it is a widely held view that the growth in the Southern
industrial proletariat is highly concentrated in a small number of
Southern nations, namely China, “the supplier of choice in virtually
all labor-intensive global value chains,”* and a handful of others. Ajit
Ghose, a senior economist at the ILO, argues that “what appears to be
a change in the pattern of North-South trade is in essence a change in
the pattern of trade between industrialized countries and a group of 24
developing countries. . . . The rest of the developing world, in contrast,
remained overwhelmingly dependent on export of primary commodi-
ties”** “The rest,” comprising more than 107 developing countries, “face
global exclusion in the sense that they became increasingly insignificant
players in the global marketplace’™ Yet the 24 countries that Ghose
reports have “shift[ed] their export base from primary commodities to
manufactures” include eight of the ten most populous Southern nations,
home to 76 percent of the total population of the global South. Of the
ten most populous Southern nations, only Nigeria receives more from
primary commodity exports than from manufactures.” In addition,
many other smaller nations have made a brave effort to reorient their
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economies to the export of manufactures and play host to manufacturing
enclaves, also known as export processing zones, which exert a powerful
and distorting influence on their national economies.

The southward shift of production during the neoliberal era is strik-
ingly portrayed in Figures 2.1, 2.2, and 2.3. The solid line in Figure 2.1
shows that Southern nations’” share of global exports of manufactured
goods began its steady rise in the late 1960s. Its ascent steepened in the
second half of the 1970s, rising from around 5 percent in the pre-glo-
balization period to 30 percent by the first decade of the twenty-first
century. Figure 2.2 decomposes this trace to shows the share of devel-
oping nations in Europe, Japan, and the United States’ manufactured
imports. The traces for Japan and the United States show a dramatic
increase in their manufactured imports from low-wage countries,
rising from around 10 to 45 percent in the case of the United States
and to nearly 60 percent in the case of Japan, results that make IMF
estimates of Japan’s static outsourcing intensity reported above appear
ridiculous.”

The second trace in Figure 2.1 (broken line) shows that the share of
manufactured goods in developing nations’ total exports commenced
its astonishing ascent around 1980, increasing from 20 percent in that
year to more than 60 percent in barely one decade. It then stabilized
at this much higher level and, from the early 2000s, sloped down-
ward, reflecting buoyant primary commodity prices and deteriorating
manufacturing terms of trade. Figure 2.3 (page 54) decomposes this
into different regions, revealing the widespread yet uneven charac-
ter of the shift from the export of raw materials and foodstuffs to
manufactured goods. If the different regions were disaggregated into
individual countries we would find, as Ghose argues, that many small
nations have not followed this pattern of development, yet the overall
picture is clear.*

China’s rise is depicted in the trace for East Asia and Pacific, of which
it is by far the largest component. There is other interesting detail in the
graph—for example, manufactured exports as a share of total exports
from South Asia, which includes India, Pakistan, Bangladesh, and Sri
Lanka, was high even in 1980. Africa’s trace (data only from 1996) shows
the continent has not made the transition to export-oriented industrial-
ization—on the contrary, its domestic light industries have been ravaged
by competition from China and other Asian countries. And the trace for
the Middle East, for which manufactures make the smallest contribution
to overall exports, is explained by the weight of oil in the regions’ total
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exports—its low score is therefore a sign of abundant wealth (which is
not, of course, shared evenly between different Middle Eastern coun-
tries), and not, as in Africa’s case, a sign of poverty.

FIGURE 2.1: Developing Economies’ Trade in Manufactures
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FIGURE 2.2: Developing Nations’ Share of Developed Nations’ Manufactured Imports
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FIGURE 2.3: Manufactured Exports as a Percent of Merchandise Exports, by Region
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Export-Processing Zones (EPZs)

The proliferation of EPZs, now found in more than 130 countries, pro-
vides further evidence that though industrial development in the global
South may be unevenly distributed it is nevertheless very widespread. It
also adds more detail to our account of the insatiable appetite of impe-
rialist TNCs for ultra-flexible, low-waged employment in which all their
needs are laid out on a carpet and “the burden of the cyclical nature of
demand is placed on workers”*

According to the World Bank, an export-processing zone is “an
industrial estate, usually a fenced-in area of 10 to 300 hectares, that
specializes in manufacturing for export. It offers firms free trade
conditions and a liberal regulatory environment.” EPZs exhibit the
following characteristics: “duty-free imports of raw and intermediate
inputs and capital goods . . . red tape is streamlined . . . labor laws are
often more flexible than . . . in the domestic market . . . generous, long-
term tax concessions . . . infrastructure more advanced than in other
parts of the country. . . . Utility and rental subsidies are common.”' A
long list, yet it is strangely incomplete—“flexible labor laws” is a euphe-
mism for almost universal hostility to trade unions; the predilection of
investors in EPZs for female labor is not mentioned—invariably, the
large majority of the workforce are women (see chapter 4 for more on
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this), and neither is the most important factor of all, indeed the EPZs’
raison détre—low wages.

EPZs in their various forms have played and continue to play a key
role in the competitive race for export-oriented industrialization. Not
only are they now found in a large majority of Southern nations, their
classic features have become generalized: neoliberal globalization has
gone a long way toward turning the whole of the global South into a vast
export processing zone. As William Milberg comments, “The distinction
between EPZ and non-EPZ activity has diminished in many countries
as liberalization policies have expanded in the WTO and regional trade
agreements.” ** Yet far from declining in significance, EPZs have expe-
rienced accelerating growth—the numbers employed in them nearly
tripled between 1997 and 2006, the latest year for which there are sta-
tistics, when 63 million workers were employed in EPZs located in
132 countries. Milberg’s study of EPZ reports figures for a selection of
economies, revealing that in 2006 EPZs were responsible for 75 percent
or more of export earnings in Kenya, Malaysia, Madagascar, Vietnam,
Dominican Republic, and Bangladesh, while Philippines, Mexico, Haiti,
and Morocco earned 50 to 60 percent of exports from their EPZs. Between
regions, however, significant disparities persist. The ILO’s Employment
in EPZs database reports that Asias 900+ zones employed 53 million
workers, 40 million of them in China and 3.25 million in Bangladesh.
Another 10 million workers were employed in EPZs elsewhere in the
world, 5 million in Mexico and Central America, with another million or
so in each of Africa, the Middle East, and Central Europe. South America
lags, with half a million employed in EPZs.

Although China remains the most important host, EPZs have been
growing faster still in other low-wage countries: 80 percent of EPZ
employment was accounted for by China in 1997, falling to 63 percent in
2005-6.>* After China, the largest EPZ employer is Bangladesh, with 3.25
million employees in 2005-6.

Since their inception, EPZs have been the focus of intense contro-
versy, and were singled out by scholars and activists influenced by the
New International Division of Labor school as the epitome of unbridled
exploitation of low-wage labor by TNCs.** In a survey for the ILO pub-
lished in 2007, Milberg concludes that “despite the presence of EPZs— for
over 30 years in some cases—there are very few cases where EPZs have
played an important role in accomplishing . . . direct developmental
goals,® and UNCTAD warned in 2004 that manufacturing EPZs were
reproducing colonial forms of “enclave-led growth” in which “a relatively
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rich commodity-exporting sector, well connected to roads, ports and
supported by ancillary services, exist side by side with large undeveloped
hinterlands where the majority of the population live”

The general failure of EPZs to stimulate economic development
outside of the zones, typically importing all inputs except labor and
paying little or no taxes to host governments, has aroused further con-
troversy. EPZs have also received much criticism because the export
subsidies and other trade-distorting emoluments dangled by host gov-
ernments to lure outsourcing TNCs confound efforts by the World
Trade Organization to create a “level playing field” Given the contro-
versy surrounding EPZs and their paltry contribution to the economic
and social development of their hosts, the question arises, why are they
continuing to proliferate? The answer is that, having signed up to the
IMF/World Bank-promoted strategy of export-oriented industrializa-
tion, EPZs provide governments in low-wage countries with a way to
attract inward FDI and connect to global value chains. In addition, what
“may be the most important political factor,” according to Milberg, is
that “governments find the employment creation in EPZs to be essential

for absorbing excess labor.”*

SERVICES AND THE GLOBALIZATION OF PRODUCTION

Until around the turn of the millennium, outsourcing was associated
with labor-intensive links or “tasks” in the manufacture of commodi-
ties. This took place on a massive scale, despite the significant costs and
delays involved in transporting commodities over long distances. The
eruption of this into “services,” in particular any service that can be
delivered instantaneously to a computer screen with zero transportation
costs, has only become a practical possibility for most firms since the late
1990s. Richard Freeman’s prediction that “if the work is digital—which
covers perhaps 10 percent of employment in the United States [around
14 million workers]—it can and eventually will be offshored to low-wage
highly educated workers in developing countries,” was widely reported in
the U.S. news media.”® So too an article in Foreign Affairs in 2006 by Alan
Blinder, an eminent economics professor at Princeton University, titled
“Offshoring: The Next Industrial Revolution?,” which warned “we have
so far barely seen the tip of the offshoring iceberg, the eventual dimen-
sions of which may be staggering”® Suddenly a layer of professional,
middle-class workers began to feel the cold breath of global competi-
tion. As Gary Gerefli remarked, “While low-cost offshore production
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had been displacing U.S. factory and farm jobs for decades, the idea that
middle-class office work and many high-paying professions were now
subject to international competition came as something of a shock”*
Under the subheading “This time it’s personal,” Blinder concluded,
“Many people blithely assume that the critical labor-market distinction
is, and will remain, between highly educated (or highly skilled) people
and less-educated (or less-skilled) people. . . . The critical divide in the
future may instead be between those types of work that are easily deliv-
erable through a wire . . . and those that are not.”"

Services made up 75 percent of the GDP of “high-income countries”
in 2013, but only 22 percent of their gross exports,* but this understates
their contribution because services also form part of the value added
of exported manufactured goods. “While the share of services in gross
exports worldwide is only about 20 percent,” reports UNCTAD, “almost
half (46 percent) of value added in exports is contributed by service-sec-
tor activities, as most manufacturing exports require services for their
production.”®

Clearly, a concept of the globalization of production that concen-
trates exclusively on manufacturing and ignores so-called services would
be seriously deficient. Mainstream conceptions of industry and services
classify economic activities according to the physical properties of their
output, and therefore of the specific nature of the tasks, of the concrete
labors, that generate it. Services are conventionally defined as weight-
less, intangible commodities; they cannot be stored and transported and
therefore must be consumed in situ and at the moment of their pro-
duction, as in the case, for instance, of a haircut or a bus journey. Thus,
according to The Economist, services are “products of economic activity
that you can’t drop on your foot”**

Yet tangibility is not firm enough to serve as the criterion for dividing
industry from services. In the first place, the delivery of the intangible
service invariably also involves the consumption of a tangible product of
“industry;” as in the scissors used to cut hair or the bus used to transport
its passengers. A musical performance cannot be touched, but it does
touch the human eardrum by means of a tangible perturbation of the
air. Telecommunications are also classified as a service: as with a musical
performance, a telephone conversation is consumed at the moment of its
delivery and cannot be stored for later use.®® Yet this, too, involves a phys-
ical, tangible alteration of matter. Even transportation, also classified as
a service, involves a change in the physical location of a product if not in
its physical characteristics.
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In contrast to the crude physicalist definition, what is critical from a
Marxist perspective is not the nature of the specific labor but the social
relations of its employment—whether it is employed in the production
of commodities or as a personal service, and, if the former, whether the
labor is performed in production or in circulation. To develop a valid,
concrete and useful concept of the distinction between industry and ser-
vices it is therefore necessary to consider the distinction between the
production of commodities and their circulation.

The Production and Circulation of Commodities

The simplest form of market relation is barter. A barter trade, in which
one commodity (for example, a pair of trousers) is exchanged directly for
another (for example, a sack of flour), can be expressed by the expression
C-C. Assuming equal exchange, C, representing the exchange-value of the
commodity, is the same on both sides of the formula. The exchange-value
of a commodity is determined not by the subjective desires of the buyers
and sellers, as both orthodox and heterodox economic theory maintains,*
but by how much effort it took to make it. If, for example, it takes twice as
long to produce a pair of trousers as a sack of flour, then the equilibrium
exchange-value of a pair of trousers would be two sacks of flour.

As market relations expand, one commodity becomes the money
commodity (usually gold), against which all other commodities are
measured. Here, again assuming equal exchange, the formula now
becomes C-M-C. In this case, market participants sell something they
don’t need in order to buy something they do. Money (M) now interme-
diates between trouser-sellers and flour-sellers, thanks to which they do
not need to meet face-to-face.

Unlike simple commodity producers, who sell in order to buy, mer-
chants buy in order to sell. Their aim is not to acquire something they
need, but to acquire money. Their starting and end points begin not with
C, but with M. They buy some commodities and then sell them for a
higher price. The formula now becomes M-C-M" where the apostrophe
signifies that s/he ends up with more money then s/he started with; in
other words M’'>M. For this to be so, at least one of these transactions
(M-C or C-M") must be an unequal exchange, a violation of the law of
value, in which the merchant takes advantage of surfeits or shortages
which cause prices to move away from values.

John Maynard Keynes, who boasted of his ignorance of Marx’s eco-
nomic theories, commented that:
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real exchange relations . . . bear some resemblance to a pregnant
observation by Karl Marx. . . . He pointed out that the nature of
production in the actual world is not, as economists seem often
to suppose, a case of C-M-C’, i.e. of exchanging commodity (or
effort) for money in order to obtain another commodity (or effort).
This may be the standpoint of the private consumer. But it is not the
attitude of business, which is a case of M-C-M/, i.e. of parting with
money for commodity (or effort) in order to obtain more money.”*’

However, in one crucial respect, this garbles Marx’s concept. M-C-
M’, as we have seen, describes the behavior of the merchant, who buys
and sells C, commodities, in order to increase M, his money, but not the
behavior of the capitalist. Whereas small commodity producers sell in
order to buy, and merchants buy in order to sell, capitalists buy in order
to make. The merchant does not physically alter the commodity that
has come into her/his possession (s/he does not in any way produce it).
Mercantile capitalism is a primitive form, in which capitalists have yet to
separate the producer from the means of production and take possession
of the production process. This distinction between simple commod-
ity production and capitalist production, which Keynes omits from his
reference to Marx, requires a fundamental modification of the formula
expressing the circuit of commodities, which now becomes M-C-C'-M'.
Here the merchant has turned into a capitalist. M-C is now the purchase
not of commodities for resale, but of “factors of production” labor-power,
means of production, and raw materials. C-C" is the production process,
in which living labor replaces C, its own value and that of materials, etc.,
used up in production, and generates a surplus value (the difference
between C and C’). The time spent by living labor producing this sur-
plus value Marx called surplus labor. This surplus labor is the source and
substance not only of profit in all its forms, but of capital itself, which
is nothing but accumulated surplus labor. Marx commented, “The pro-
duction process [C-C'] appears simply as an unavoidable middle term, a
necessary evil for the purpose of money-making.”*®

In this schema, value production takes place only in C-C’; the other
two links, M-C and C'-M’, encompass the circulation of these values,
the exchange of titles of ownership. Whether or not a task or link in a
value chain is productive of value depends not on the specific nature
of this particular task or link, but where in the circuit of capital it is
situated. This forms the foundation for Marx’s theory of productive and
non-productive labor.
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Productive and Non-Productive Labor

As with our earlier discussion of different ways to measure the magnitude
of outsourcing, what is of fundamental importance is not the physical
properties of the commodities being produced but the social relations of
their production. And more important than the largely spurious distinc-
tion between services and industry is another that is often confused with
it—the one between productive and non-productive labor. As Anwar
Shaikh and E. Ahmet Tonak have pointed out, “The very term ‘services’
conflates a vital distinction between production and nonproduction
labor”® This question is of great relevance to our investigation into labor
productivity and the “GDP illusion,” and to the development of a theory
of the imperialist form of the value relation. Its introduction at this point
is necessary in order to liberate our concepts of industry and services
from the vulgar physicalist approach that dominates mainstream con-
ceptions and has contaminated Marxist approaches.”

Marxist value theory maintains that economic activities that are not
integral but contingent to the production process, for example banking
and finance, police and security services, government bureaucracies and
so forth, make no net addition to social wealth; they therefore produce
no value and should instead be regarded as nonproduction activities, as
forms of social consumption of values produced elsewhere. Nonproduction
activities also include security, administration, advertising—activities
that may be no less necessary than production activities but do not in
themselves add to social wealth and should instead be regarded as forms
of social consumption. Commerce, too, pertains to the circulation of
commodities, and therefore consumes value but does not produce any.
As Marx explains:

Since the merchant, being simply an agent of circulation, produces
neither value nor surplus-value . . . the commercial workers whom
he employs in these same functions cannot possibly create sur-
plus-value for him directly. . . . Commercial capital’s relationship to
surplus-value is different from that of industrial capital. The latter
produces surplus-value by directly appropriating the unpaid labor of
others. The former appropriates a portion of surplus-value by getting
it transferred from industrial capital to itself.”

Marx’s rejection of a crude physicalist conception of value is per-
haps nowhere clearer than in his attitude to transportation, where “the
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purpose of the labor is not at all to alter the form of the thing, but only
its position.”’? Provided this transportation is socially necessary, the pro-
ductive labor of the transport worker is materialized as the enhanced
exchange value of the commodity that has been transported, yet the
physical properties of the commodity show no trace of this. But this is
not necessarily the case, as Shaikh and Tonak point out:

It is important to understand that not all transportation consti-
tutes production activity. . . . Suppose our oranges are produced
in California to be sold in New York, but are stored in New Jersey
because of cheaper warehouse facilities. . . . The loop through New
Jersey has no (positive) effect on the useful properties of the orange
as an object of consumption [thus] this loop is internal to the distri-
bution system. It [is] therefore . . . a nonproduction activity.”?

We therefore need to radically redefine what we mean by industry
and services. For Marx, industry is the application of human labor to
harness or alter natural forces and resources in order to satisfy human
needs. From this perspective, agriculture, and much of what is counted
as services, are all “industry.” Agriculture differs from manufacturing
industry in that the productivity of agricultural labor is determined
by the inherent fecundity of soil and climate as well as the efficient
application of technology, and is similar to the case of extractive indus-
tries. These natural monopolies give rise to differential profits, and
provide the point of departure for Marx’s theory of rent developed in
Capital, vol. 3.* Though of necessity we have no choice but to work
with the categories of bourgeois economic theory and the statistical
data based on them, the theoretical concept of industry informing this
study includes all that is encompassed by the standard International
Labour Organization (ILO) classification of industry and agriculture,
and also includes many production tasks conventionally counted as
services.

Services in low-wage countries comprise a very different mix of
ingredients than in imperialist countries. Financial services and other
non-productive, rent-seeking activities that have come to dominate
the “financialized” economies of the imperialist nations have a much
smaller weight in the economies of the Global South (and are them-
selves increasingly dominated by Northern financial TNCs). With the
exception of tourism, services as a whole make a proportionately smaller
contribution to the exports and GDP of Southern nations than of the
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imperialist countries. But by far the biggest difference is that in the South
the services sector encompasses—and is almost everywhere dominated
by—the informal economy where people scratch out a subsistence by
providing ultra-cheap services to the formal economy.

Finally, data on services trade are much less reliable than data on
trade in minerals and agricultural and manufactured goods. In contrast
to merchandise trade, most services trade does not pass through cus-
toms and is not subject to import tariffs. For this and other reasons, data
on the outsourcing of services is vitiated by under-reporting and dubious
accounting practices.”

THE MAINSTREAM ECONOMISTS® TAUTOLOGICAL equation of
value with value added not only makes exploitation disappear, it also
obliterates the classical distinction between productive and non-pro-
ductive labor. If every price is by definition a value, then any activity
that results in a sale is by definition productive. “To the practical econ-
omist . . . if it is sold, or could be sold, then it is defined as production.
Thus—within orthodox accounts—commodity traders, private guards,
and even private armies are all deemed to be producers of social output,
because someone is paying for their services” 7

A distinction between productive and non-productive labor exists in
all modes of production and is not specific to commodity exchange in
general, let alone to capitalism. What is specific to capitalism is that this
distinction is veiled by universal commodification, and by the capitalists’
new criterion for productivity, profitability.

It may be asked, are not these non-productive activities providing
‘common goods” necessary for the reproduction of society? Shaikh and
Tonak provide a cogent response: “To say that these labors indirectly
result in the creation of this wealth is only another way of saying that
they are necessary. Consumption also indirectly results in production,
as production indirectly results in consumption. But this hardly obvi-
ates the need for distinguishing between the two””” To see the veracity
of this argument, consider an economy made up of laborers and security
guards.”® The laborers produce all of the goods that both they and the
security guards need to live on; the security guards provide a “common
good,” security. It is plain that the higher the ratio of security guards to
laborers, all other things being equal, the lower the total product, and it is
therefore logical to regard this economic activity as unproductive labor, a
form of social consumption. Once this distinction is established for one
category of economic activity, the door is opened for more additions to
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the list. Suppose, for instance, our imaginary community finds it nec-
essary to allocate part of its social labor to weighing and recording the
output of the production workers, and that the only available means of
doing this is to carve the data into stone tablets, a slow process requir-
ing many hours of labor. Their labor is non-productive in exactly the
same way as it is of the security guards. These stones do not add to social
wealth, they are merely representations of the wealth created by pro-
duction labor. Were a technological advance to replace chisel and stone
with pen and paper, much of this nonproduction labor could be released
for production, thereby increasing total social wealth, or redeployed as
security guards, resulting in no change to social wealth. Designation of
security and administrative functions as nonproduction activities does
not at all imply that they are unnecessary—in our simple model, both
the security guards and the stone-carvers perform necessary functions.

In this simple model, as in reality, the social wealth that is consumed by
the nonproduction laborers derives from the surplus labor of the produc-
tion laborers, that is, the labor they perform in excess of what is required
to replace their own consumption, what Marx calls necessary labor. Just
as with the distinction between productive and non-productive labor, the
division of the working day or week into surplus labor time and necessary
labor time exists in all modes of production—for example, serfs working
three days on the manor lord’s land and three days on their own. In its
capitalist form, surplus labor results from extending the workday beyond
the time needed to replace the value of the basket of goods for which they
exchange their wage—what Karl Marx called necessary labor time. In the
Marxist framework, the ratio of surplus labor to necessary labor, or “the
rate of surplus value” is synonymous with the rate of exploitation.

It might be asked: If workers in finance, advertising, security, etc., pro-
duce no value, how can they be exploited? So long as workers are obliged
to work for longer than the labor-time needed to produce their basket of
consumption goods, they are exploited. This is independent of the spe-
cific way their labor is employed and of whether they are employed in
production, circulation, or administration. For present purposes, we can
assume that all these workers endure the (nationally prevailing) rate of
exploitation in common with production labor.

Nonproduction sectors are sustained by part of the surplus value
extracted in production; the values consumed by them subtract from
what is available for realization as profit in all its forms. The rate of sur-
plus value can be ramped up, for instance by holding down wages, and yet
the rate of profit may still decline. The more that social labor is employed
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non-productively, in commerce, finance, security, legal services, etc.—
exactly what has been happening on an accelerated scale in the imperialist
economies during the neoliberal era—the greater the downward pressure
on profits and the greater the imperative to compensate for this by inten-
sifying the exploitation of productively employed workers. The growing
weight of services in imperialist economies is therefore as much the cause
of the outsourcing pressure as it is the consequence of it.

Services and the Productivity Paradox

This brief survey of the role of services in the outsourcing of production
concludes by summarizing the paradoxical effects of services outsourc-
ing on measures of labor productivity in industry. First, we must note
that many service tasks are inherently labor-intensive and cannot easily
be mechanized, resulting in what appears to be stagnant or even fall-
ing levels of labor productivity in the service sector. Thus Katharine
Abraham, a leading authority in the field of national accounts, reports
that, in the United States,

labor productivity in the services industries . . . actually declined over
the two decades from 1977 through 1997. . . . Among the individ-
ual service industries showing declines in labor productivity were
educational services and health services, as well as auto repair, legal
services and personal services. Construction was another problem
industry, with the implied labor productivity falling by 1 percent per
year over the entire 20-year period.”

In contrast, “the rate of productivity growth in U.S. manufacturing
increased in the mid-1990s, greatly outpacing that in the services sector
and accounting for most of the overall productivity growth in the U.S.
economy, * releasing labor for redeployment to service jobs or to the
reservoir of unemployed, resulting in a relative decline in manufactur-
ing’s contribution to GDP and in an even faster decline in manufacturing
employment as a share of total employment.®! This points to the first of
a series of paradoxes that we must note for further study: the more rap-
idly that labor productivity advances in industry, the more important
industry becomes in sustaining the rest of the economy and society. But
at the same time, this means the more rapidly industry’s share of GDP
and of total employment diminishes, an effect that gives rise to all kinds
of nonsense about “post-industrial society.”
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But the paradoxes arising from the tendency of productivity in indus-
try to advance faster than in services do not stop here. Intensification
of the labor process through brutal speed-ups and the introduction of
labor-saving technology have undoubtedly made their contribution to
productivity advances in industry, but some of the apparent increase
in labor productivity in manufacturing is due to firms in this sector
externalizing service tasks. When an industrial firm contracts out
labor-intensive services such as cleaning, catering, etc., the productivity
of its remaining employees increases, according to the conventional and
most widely used measure of productivity. This occurs even if nothing
about their work may have changed, and is the simple result of the firm’s
unchanged output now being divided by a smaller workforce. The trend
in this direction accounts for a part of industry’s rise in productivity and
exaggerates the decline of industry’s reported share of the total work-
force. If an industrial firm contracts out service provision to a firm that
employs cheap labor in another country the apparent gains in productiv-
ity in the industrial firm’s productivity are even larger, since labor has not
only been outsourced, its price has been slashed, reducing the cost of this
input and therefore boosting the numerator in the formula for produc-
tivity (the firm’s value added) while reducing the denominator, the size of
the directly employed workforce. As Susan Houseman found, “Services
oftshoring, which is likely to be significantly underestimated and associ-
ated with significant labor cost savings, accounts for a surprisingly large
share of recent manufacturing multifactor productivity growth.”®* Thus,
she argues, “to the extent that offshoring is an important source of meas-
ured productivity growth in the economy, productivity statistics will, in
part, be capturing cost savings or gains to trade but not improvements
in the output of American labor”® Houseman believes this solves “one
of the great puzzles of the American economy in recent years . . . the fact
that large productivity gains have not broadly benefited workers in the
form of higher wages . . . productivity improvements that result from off-
shoring may largely measure cost savings, not improvements to output
per hour worked by American labor”* The important point here is that
Houseman’s argument applies just as much to the outsourcing of low
value-added production tasks as it does to the outsourcing of services.

Three years before Houseman published her paper, Morgan Stanley
economist Stephen Roach made the same point: “In the case of the United
States . . . offshore outsourcing of jobs [is] the functional equivalent of
‘imported productivity; as the global labor arbitrage substitutes foreign
labor content for domestic labor input. In my view, that could well go a
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long way in explaining the latest chapter of America’s fabled productiv-
ity saga”® Where Houseman and Roach are wrong is in thinking that
this solves the “productivity paradox,” which they narrowly define as
the divergence between wages and productivity in U.S. industry, thereby
calling into question something that is an article of faith for these
bourgeois economists, namely the direct relation between wages and
productivity. On the contrary, the paradoxical effects of outsourcing
on measures of productivity are merely superficial and relatively trivial
consequences of the profoundly contradictory nature of labor produc-
tivity in capitalist society, which can be defined either as the physical
quantity of useful goods (use-value, in Marxist parlance) created by
workers in a given time or as the quantity of money they generate for
their employer. In different ways, each chapter of this book tries to cast
empirical and theoretical light on this most important of questions, and
it will be given special attention in chapter 6.

TO SUMMARIZE THE FINDINGS OF THIS CHAPTER, export-ori-
ented industrialization is extremely widespread throughout the Global
South. It is just as true that this industrialization is extremely uneven,
and is highly concentrated in some countries and some regions within
those countries. The Global South has made significant progress in
implementing the export-oriented industrialization strategy urged on
them by imperialist governments, international financial institutions
(IFIs}, and mainstream academics. The large majority of the roughly five
billion inhabitants of the Global South now live in countries where man-
ufacturing exports—mainly to the imperialist economies—form more
than a half of their total exports.

Outsourcing has been a conscious strategy of capitalists, a powerful
weapon against union organization, repressing wages and intensifying
exploitation of workers at home, and has led above all to a huge expansion
in the employment of workers in low-wage countries. The wage gradient
between imperialist and developing nations also generates migration of
low-wage workers in the opposite direction. Outsourcing and migration
should therefore be seen as aspects of the same process, driven by the
efforts of capitalists to profit from divisions among workers and from the
huge wage differentials these divisions give rise to.

It is widely insinuated that if large parts of the Global South remain
mired in extreme poverty it is because of the failure of many Southern
economies to successfully integrate into world markets, “integration”
meaning that if they have no natural resources, they must export more
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manufactured goods. Evidence presented in this chapter, and in chapters
to come, indicates that, with few exceptions, those poor nations that have
found success in reconfiguring their economies in line with neoliberal
prescriptions have succeeded only in joining a race to the bottom.



The Two Forms of the
Outsourcing Relationship

roduction outsourcing takes two basic forms: foreign direct

investment (FDI), where the production process is moved over-

seas but kept in-house, and arm’s-length outsourcing, when a
firm outsources part or all of the production process to an independent
supplier, independent in the sense that the “lead firm” owns none of it
even though it may control its activities in many ways. Yet, according
to the conventional definition, transnational corporations are “enter-
prises comprising parent enterprises and their foreign affiliates,”' in
other words, enterprises that indulge in FDI. According to this defi-
nition Tesco and Walmart only count as TNCs to the extent that they
operate retail outlets in other countries—Walmarts 2.1 million global
workforce (up from 2,600 in 1971) does not include any of the work-
ers who produce the goods that fill its shelves.? Until the first decade of
the twenty-first century, both mainstream and Marxist analysts tended,
as William Milberg observed, “to see globalization through a foreign
direct investment lens. Like the proverbial drunk who searches for his
lost keys under the streetlight only because that is where he can see best,
economists have overemphasized the relevance of foreign direct invest-
ment.”? The rapid growth of arm’s-length outsourcing has made this
approach increasingly anachronistic, and has also stimulated the rise of
value-chain analysis and related approaches that see in-house FDI and
arm’s-length contractual relations as two different types of links compris-
ing global value chains. Similar considerations have led many analysts
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to propose a fundamental change to the definition of transnational cor-
poration, which, instead of denoting a firm with wholly or partly owned
subsidiaries in other countries, should be redefined as “a firm that has
the power to coordinate and control operations in more than one coun-
try, even if it does not own them*

UNCTAD’s World Investment Report 2011 is a watershed in research
into arm’s-length, contractual relationships, defining these as

a cross-border nonequity mode of TNC operation [in which] a TNC
externalizes part of its operations to a host-country-based partner
firm in which it has no ownership stake, while maintaining a level
of control over the operation by contractually specifying the way it
is to be conducted. . . . the defining feature of cross-border NEMs, as
a form of governance of a TNC’s global value chain, is control over a
host-country business entity by means other than equity holdings.®

The differences and commonality between these two forms of out-
sourcing can be seen with the help of a thought experiment. A TNC
can, and often does, convert a direct in-house relation with a subsid-
iary into an arms-length relation with an independent supplier simply
by signing some legal documents, erecting new signage, opening up a
new bank account—without making any changes to the work regimes or
to the labor processes, or to the price of inputs, or to the profits realized
upon the sale of the output. The actual process of production and value
creation/extraction would then be identical in every respect. Nothing
would change except titles of ownership. Yet surface appearances would
show a profound change: a visible South-North flow of repatriated prof-
its from subsidiary to HQ would vanish without trace, even if the new
arrangement turned out to be more effective in squeezing production
costs and boosting the HQ’s profits. As we saw in the case of the three
global commodities in chapter 1, in the arm’s-length relationship all of
the lead firm’s profits appear to arise as a result of its own value-added
activities in the countries where the commodities are consumed, while
their suppliers and the super-exploited workers employed by them make
no contribution whatsoever.

This chapter examines these two forms of the outsourcing relation-
ship, first separately and then together, in order to further enrich our
concept of the globalization of production, and in order to identify ques-
tions and paradoxes that both mainstream and heterodox approaches
cannot explain.
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FOREIGN DIRECT INVESTMENT

According to the internationally accepted UN definition, “FDI is made
to establish a lasting interest in or effective management control over
an enterprise in another country. . . . As a guideline, the IMF suggests
that investments should account for at least 10 percent of voting stock
to be counted as FDI”® However, the contrast between portfolio and
FDI investment is not as clear-cut as this excerpt from the standard
UN definition of FDI suggests. As Ricardo Hausmann and Eduardo
Fernandez-Arias note, “FDI is not bolted down, machines are. If a for-
eigner buys a machine and gives it as a capital contribution (FDI) to a
local company, the machine may be bolted down. But the company’s
treasurer can use the machine as collateral to get a local bank loan and
take money out of the country”” This is not the only way that financial
imperatives can override the production relation—retained profits may
be reinvested in domestic government debt or other financial assets;
alternatively, repatriated profits may exceed the affiliate’s earnings, sig-
nifying disinvestment.

FDI can be categorized into four different types according to the
motive of the investor. “Efficiency-seeking” FDI is neoliberalism’s para-
digmatic form—efficiency means cutting costs, in particular the cost of
labor—and is the prime concern of this study. “Market-seeking” FDI was
the dominant form in the years before neoliberal globalization, when
protectionist barriers obliged TNCs to move production close to markets,
and it is still important, as in the example of Japanese- and European-
owned car plants in the United States. In contrast to efficiency-seeking
FDI, market-seeking FDI typically does not involve the fragmentation of
production processes but their replication in the host country. Since the
most important markets for final goods are in the imperialist nations,
market-seeking FDI is dominated by cross-border investments between
imperialist countries—or, as a study by three UNCTAD economists put
it, “Trade based on horizontal international production sharing occurs
mainly between developed countries.™

“Resource-seeking” FDI refers primarily to foreign investment in the
extractive industries (hydrocarbons and minerals), but natural resources
can include foodstuffs, ingredients of cosmetics, and much else. When
these are not merely harvested or extracted but have first to be culti-
vated, they are regarded as agricultural products, not natural resources.
Agriculture and natural resource extraction have important features in
common: FDI in these sectors is primarily determined by the location of
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mineral, hydrocarbon deposits, and the like, or of fertile tracts of land,
in contrast to efficiency-seeking production outsourcing, whose location
is primarily determined by the location of pools of cheap, super-exploit-
able labor. To resource-seeking FDI the availability of low-wage labor
is an added bonus. The shift from in-house to arm’s-length production
arrangements is much less evident in extractive industries, because the
collection of rents from rich deposits of ore or oil are much easier to
protect when the lead firm directly owns the resources and the means of
their extraction. The two forms of TNC exploitation of low-wage labor
seen in manufacturing industry—in-house and arm’s length—are also
evident in agriculture. Nestlés 800,000 contract farmers display many
similarities to the arm’s-length relations in manufacturing value chains;
while, in contrast, plantation capitalism in old and new forms correspond
to FDI, in that they involve direct ownership of capital in the low-wage
economy. Finally, “technology-seeking” FDI seeks access to scientific or
technological knowledge available in the host location. This is rarely an
important motive for FDI flows into poor countries.

Until the first decade of the new millennium, it was a widespread,
almost universal view that FDI in developing nations was of peripheral
importance to rich-nation TNCs. Thus David Held, the social demo-
cratic visionary, argued that “the vast majority of . . . FDI flows originate
within, and move among, OECD countries” Kavaljit Singh, writing
from a radical-reformist perspective representative of many NGO critics
of globalization, concurs: “The bulk of global FDI inflows move largely
within the developed world. . . . This situation could be aptly described
as investment by a developed country TNC in another developed coun-
try. The U.S. and the EU . . . continue to be the major recipients of FDI
inflows”’ Sam Ashman and Alex Callinicos, writing in the Marxist jour-
nal Historical Materialism, similarly conclude that “the transnational
corporations that dominate global capitalism tend to concentrate their
investment (and trade) in the advanced economies. . . . Capital contin-
ues largely to shun the Global South”"" Chris Harman, like Ashman
and Callinicos, a partisan of the “International Socialist Tradition,”
draws out the big implication of this: if N-S FDI is so weak, so too must
N-S exploitation be: “Whatever may have been the case a century ago,
it makes no sense to see the advanced countries as ‘parasitic; living off
the former colonial world. . . . The centres of exploitation, as indicated
by the FDI figures, are where industry already exists.”> Alex Callinicos,
writing in 2009, similarly argued that data on FDI flows “are indica-
tive of the judgments of relative profitability made by those controlling
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internationally mobile capital: these continue massively to favour the
advanced economies,’® flatly contradicting the finding of UNCTAD’s
2008 World Investment Report that TNC profits “are increasingly gener-
ated in developing countries rather than in developed countries.”"*

The massive pre-crisis surge of outsourcing to low-wage countries, a
trend that the global crisis has only intensified, has finally demolished this
consensus view—in 2013 FDI flows to developing countries surpassed
those to developed countries for the first time."” But this consensus view
was false even when Held et al. enunciated their words. The biggest prob-
lem with peering through an FDI lens is that arm’s-length outsourcing is
rendered invisible, but even before we bring this into the picture, a cur-
sory examination of the relevant UNCTAD data is sufficient to refute the
Eurocentric consensus and demonstrate that in fact the opposite is true,
that Northern capital is increasingly dependent on exploiting low-wage labor.

As soon as we look beneath the headline UNCTAD data on gross
FDI stocks and flows and examine their composition, a different pic-
ture begins to emerge. Headline data on total FDI flows, on which the
“capital is shunning the Global South” thesis rests, are misleading for
three reasons. First, they take no account of the extent to which FDI
flows between imperialist countries are puffed up by non-productive
investments in finance and business services. Between 2001 and 2012,
developing economies received $464bn in such flows, compared to
$609bn flowing into developed countries, and in the most recent years
reported, from 2010 to 2012, manufacturing FDI flows into developing
countries reached $151bn, surpassing the $145bn received by developed
countries.'® On the other hand, between 2001 and 2012 inward FDI in
“Finance” and “Business Activities” in imperialist countries totalled
$1.37 trillion in these years, more than twice the inward flow of man-
ufacturing FDI into these countries, compared to $509bn in “Finance”
and “Business Activities” FDI into developing countries.

Second, a much greater proportion of FDI flows between imperialist
countries is made up of mergers and acquisitions (M&A), that is, FDI
that transfers ownership of an existing firm, as opposed to “greenfield”
FDI, that is, investment in new production facilities. M&A FDI reflects
the accelerating concentration of capital, a process superbly documented
in chapter 4 of The Endless Crisis by John Bellamy Foster and Robert
McChesney, and is fundamentally different from the disintegration of
production processes and their dispersal to low-wage countries, which
are most clearly reflected in data on greenfield FDI. In 2007, for example,
developed economies received 89 percent of the $1.64 trillion in M&A
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FDI, more than half of which (51.4 percent, to be exact) occurred in
financial services. In that same year, total FDI flows were $1.83 trillion.
Though differences in the way these figures are collated means they are
not directly comparable, they starkly highlight the overwhelming weight
of M&As in overall FDI flows on the eve of the crisis. M&A have markedly
declined since the pre-crisis feeding frenzy, but the pattern persists—
between 2008 and 2013, M&A formed 45 percent of total inward FDI
flows into imperialist countries and just 14 percent of flows into develop-
ing countries. On the other hand, developing nations received 69 percent
of total greenfield FDI between 2008 and 2013, accentuating a pattern
that was clearly established in the five years before the outbreak of the
global economic crisis—between 2003 and 2007, developing nations
attracted 59 percent of global greenfield FDI flows."” Overall, between
2003 and 2014 developing nations were the destination for $5.9 trillion
in greenfield FDI, compared to $3.3tr in developed nations As Alexander
Lehmann reported in a 2002 IMF working paper, “FDI in the developing
world is predominantly in the form of so-called greenfield investment,
rather than through the acquisitions of existing enterprises.”®

Third, and perhaps most important of all, much of what is counted as
FDI flows between imperialist countries are investments in firms that have
relocated some or all of their production processes to low-wage nations. To illus-
trate this, the 2005 restructuring of the world’s second-largest oil company,
Royal Dutch Shell, increased the UK’s inward FDI by $100bn, causing it to
leap above the United States to become that year’s prime destination for FDI.
Yet, wherever they may book their sales and their profits, the great majority
of the 98 countries hosting Shell affiliates (second only to Deutsche Post
AG with majority-owned affiliates in 111 countries) are in Latin America,
Africa, Central Asia, and the Middle East."”

The dangers of looking no further than headline figures on N-S FDI
are highlighted by a cursory examination of the M&A data cited above.
In conventional accounting, the merger or acquisition of one European,
North American, or Japanese firm with or by another is regarded as
an unambiguous instance of North-North FDI. A brief examination
of the three largest M&A deals in 2007—which, like all but seven of
the fifty largest M&A deals in that year, were between firms in impe-
rialist nations—shows why such a reading of the data is simplistic and
misleading. The largest cross-border M&A deal in 2007 was the ill-
fated acquisition of the Dutch bank ABN-AMRO by the Royal Bank
of Scotland for $98.2bn. Banks circulate titles to wealth, skimming
off some of it for themselves, but produce none of it. In a multitude
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of ways—through their loans and investments, participation in hedge
funds and futures markets, handling of flight capital, etc., and indirectly
through the TNCs they finance—their tentacles are coiled around the
Global South. Second on the list of the largest M&A deals in 2007 was
the mining and packaging giant Alcan, purchased from its Canadian
owners by the UK’s Rio Tinto. Alcan employs 65,000 workers in 61
countries, 28 percent of them outside of Europe and North America.?
Number three was the acquisition of the Spanish-owned utilities giant
Endesa SA by a group of Italian investors for $26.4bn. In that year,
Endesa operated affiliates in Spain, Portugal, Italy, and France, and also
in Morocco, Chile, Argentina, Colombia, Peru, Brazil, Central America,
and the Caribbean. In 2007, it earned 18 percent, or €471m, of its oper-
ating profits from its business in Latin America and the Caribbean.”!
Continuing down the list the picture becomes ever clearer. Every time
a company or group of investors acquires or merges with a TNC head-
quartered in another imperialist country, counted as North-North
FDI by the UNCTAD statisticians, they are likely to be buying into an
entity with assets and activities spread on both sides of the North-South
divide. No such ambiguity exists in the case of North-South FDI, since
FDI originating from Southern nations is not only a small fraction of
the FDI, but the bulk of it is in other emerging economies—UNCTAD
reports that “FDI from developing economies has grown significantly
over the last decade and now constitutes over a third of global flows.
. . . [However,] most developing-economy investment tends to occur
within each economy’s immediate geographic region.” Despite this
recent rise of FDI by Southern TNCs, in 2014 79 percent of the $25.9
trillion global stock of FDI was owned by TNCs headquartered in impe-
rialist countries.”

The overwhelming weight of M&As in N-N FDI flows in the years
before the onset of global economic crisis reflects a process of concen-
tration and monopoly-formation among TNCs, in the financial sector
and in all industrial sectors, proceeding in parallel to the shift of pro-
duction processes to low-wage economies. These diverse phenomena are
all lumped together as FDI. William Milberg is among those who have
drawn attention to this dual process: “The global wave of merger and
acquisition activity constituted a consolidation of the oligopoly position
of lead firms who, in the process, focused their efforts on ‘core compe-
tence’ and outsourced other activities”* Gary Gereffi has also pointed
to these “two dramatic changes in the structure of the global economy.
The first is a historic shift in the location of production, particularly in
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manufacturing, from the developed to the developing world. . . . The
second is a change in the organization of the international economy. The
global economy is increasingly concentrated at the top and fragmented
at the bottom, both in terms of countries and firms”*

FDI statistics thus merge three very different trends: the concentra-
tion of imperialist banks and finance capital; a process of concentration
among Northern industrial and commercial capitals, many of them lead
firms in value chains in which the actual production is performed by
workers for distant Southern suppliers; and a process of disintegration
of production processes and their dispersal to Southern nations in the

quest for super-exploitable labor.

TNC Employment, North and South

UNCTAD’s 2007 World Investment Report boasts a particular focus on
the employment effects of foreign direct investment. Yet even here the
amount of information is meager, providing data on total TNC employ-
ment in only a handful of developing countries. The most interesting
and relevant part of this study was an analysis of the employment effects
of foreign direct investment by U.S. TNCs. It reported that, in 2003, 9.8
workers were employed for each $1 million of FDI stock owned by U.S.
TNCs in the manufacturing sector in developed countries, whereas the
same stock of FDI in developing countries employed 23.8 workers, or 2.4
times as many.*® As a result, a stock of $281bn in U.S. manufacturing FDI
in developed countries employed 2.76 million workers, while a stock of
$88bn in developing countries employed 2.1 million workers. The same
quantity of investment in extractive industries (mining, quarrying, and
petroleum) employs a much smaller number: 1.3 workers in developed
countries per $1 million of FDI, compared to 2.5 workers in developing
countries. To complete the picture, each $1 million invested in services
leads to the employment of 2.1 workers in developed countries and 2.3
workers in developing countries.

However, this data underestimates TNC employment, since UNCTAD
does not count temporary, casual, and subcontracted workers as employ-
ees, yet U.S. TNCs have led the way in casualizing Southern labor, as in
the case of Coca-Cola, considered below. Counting all of these employ-
ees, it is reasonable to conclude that TNCs headquartered in the United
States employ more workers in low-wage countries than they do domes-
tically, and, by extension, the same is true of TNCs headquartered in
Europe and Japan.”
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The Profits of FDI

Qualitative differences between N-N FDI and N-S FDI mean they
cannot be simplistically compared. Flows of investment and repatriated
profit between the United States, Europe, and Japan are symmetrical
inasmuch as they invest in one another. In striking contrast, cross-
border investments between the Global South and the Triad nations
are extremely asymmetric: S-N FDI is negligible in comparison to N-S
FDI. UNCTAD reported in 2008 that “the large gap between TNCs
from the developed and developing groups remains. For instance, the
total foreign assets of the top 50 TNCs from developing economies
in 2005 amounted roughly to the amount of foreign assets of General
Electric, the largest TNC in the world.”*® In consequence, direct invest-
ment and profits flow in both directions between the United States,
Europe, and Japan, but between these nations and the Global South
the flow has been and continues to be overwhelmingly one-way. As the
accumulated stock of FDI in the South has increased, so the return flow
of profits has grown into a mighty torrent, which, as Figure 3.1 shows,
are now of a similar magnitude to new N-S FDI flows. A particularly
striking feature of Figure 3.1 is the steepness of the increase of both
FDI flows and profits in the early years of the millennium, consistent
with evidence cited elsewhere on the acceleration of outsourcing fol-
lowing the bursting of the dot-com bubble at the beginning of the new
millennium.

According to UNCTAD’s 2008 World Investment Report, the world’s
TNCs earned $1,130bn in 2007 in profits from their foreign subsidiaries,
406,967 of which are located in developing economies and 259,942 in
developed economies.”” The report provided no breakdown or detailed
analysis of FDI profits by firm, sector or country, except for “Annex Table
B.14,” which reports that in 2005, the most recent year for which data is
available, U.S. TNCs earned $549bn in profits from what it elsewhere
reports to be their $2.05 trillion stock of direct investments. Japan, the
only other country to report profits from FDI, earned $87bn.

This UNCTAD table with just two entries exemplifies the scanty
information on global profit flows in data provided by public bodies.
Furthermore, there are many reasons to question the accuracy of the
sparse data. FDI income has three components: repatriated profits,
retained profits, and interest payments on loans extended to the affili-
ate by the parent company, but “many countries fail to report reinvested
earnings, and the definition of long-term loans differs among countries.”*
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FIGURE 3.1: North-South Flows of FDI and Profits ($bn)
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Alexander Lehmann, in a rare IMF working paper on the subject of cor-
porate profits, says, “In practice, only few emerging markets adhere to
these standards.”*' So poor were the data published by his employer, the
IME Lehmann turned instead to the U.S. Department of Commerce and
its data on FDI by U.S. firms, from which he concluded that the rate of
return on FDI in developing countries in the 1995-98 period was at least
twice as high as was reported by the IME He adds: “The estimates for the
return on foreign direct investment suggest that profitability is widely
underestimated. U.S. data show returns on total foreign direct invest-
ment in emerging markets in the order of 15 to 20 percent. An additional
three percent on invested capital [is] paid to parent companies for royal-
ties, license fees and other services”*

Twelve years on (Lehmann’s paper was published in 2002), neither
the IMF, UNCTAD, or any other IFI has shed any further light on this
murky and decidedly non-trivial matter—no further working papers, no
studies, no “FDI profits” theme for any of the annual reports, no revision
of the data discredited by Lehmann, no attempt to publish new, more
credible data. Instead, some dubious estimates with minimal informa-
tion about how they were compiled and none about how the problems
identified in Lehmanns paper have been addressed. However, what
UNCTAD does report is interesting. Its 2013 World Investment Report
informs us, “While the global average rate of return on FDI for 2006-
2011 was 7.0 percent, the average inward rate for developed economies
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was 5.1 percent. In contrast, the average rates for developing and tran-
sition economies were 9.2 percent and 12.9 percent, respectively.”* In
other words, the rate of return on FDI was twice as high in developing
countries as in imperialist countries.

UNCTAD publishes no tabular data on income from FDI, even
though FDI is central to its remit. This it leaves to the World Bank,
which manages the “Primary Income on FDI” database, whose data is
presented in Figure 3.1. For the reasons cited by Lehmann and others
discussed here, this surely significantly underestimates the true flow of
profits from FDI in developing countries. The figures it provides for the
1995-98 period suggest a rate of return of around 4 percent, just one-
fifth of the rate of return discovered by Lehmann for this same period.

Lehmann pointed in particular to a general failure by national author-
ities to collect data on reinvested income, that is, FDI profits that are not
repatriated but used to finance an expansion of the TNC'’s affiliate. The
World Investment Report of 2013 reported that around 40 percent of FDI
profits in developing countries is retained in the host country, but “not all
of this is turned into capital expenditure; the challenge for host govern-
ments is how to channel retained earnings into productive investment.”**
This alludes to the fact that not all retained earnings are reinvested in
the affiliate that generated this income. The TNC may use these funds to
invest in domestic government debt, in portfolio investments, in domes-
tic stock markets, or any other legal or illegal activity that it thinks will
be profitable, yet there is no publicly available information on the extent
to which TNCs use their foreign subsidiaries as financial conduits rather
than production facilities.

Declared profits also ignore underreporting, transfer pricing, and
other widespread practices of dubious legality. Jennifer Nordin and
Raymond Baker, a leading authority on “the countless forms of finan-
cial chicanery . . . prevalent in international business,”” reported in the
Financial Times that

over the past four decades or so, a structure has been perfected
that facilitates illegal cross-border financial transactions. . . . Many
multinational companies and international banks regularly use this
structure, which functions by ignoring or skirting customs, tax,
financial and money laundering laws. The result is nothing less than
the legitimisation of illegality. . . . By our estimate, it moves some
$500bn a year illegally out of developing and transitional economies
into Western coffers.*
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The profits that firms repatriate from their foreign subsidiaries are
very much smaller than the surplus value extracted from its employees
in these low-wage nations. We saw in chapter 1 that this surplus value is
shared among many capitals in the imperialist economies, and a large
chunk of it is captured by their states. And leaving aside firms’ conceal-
ment of their actual profits, profit as such is what remains of surplus
value after the subtraction of many unproductive yet necessary activi-
ties (necessary from the perspective of capitalists seeking to crystallize
their profits, if not from the perspective of society as a whole), all of
which consume surplus value extracted from exploited workers. Zero
profits, or even large losses, are therefore quite compatible with major
flows of surplus value and high rates of exploitation. The profits that are
so imperfectly and partially described in statistics therefore suffer from
much more fundamental problems than poor coverage and technical
deficiencies, considerable as they are.

ARM’S-LENGTH OUTSOURCING

In contrast to FDI, where the production process and associated revevues
are offshored but kept in-house, an outsourcing firm may choose to con-
tract out some or all of production to an independent supplier while
retaining effective control over both the final product and the process
of its production. According to Gene Grossman and fellow Princeton
economists, “It does not matter much whether the firm opens a subsid-
iary in a foreign country and employs workers there to undertake certain
tasks within its corporate boundaries, or whether it contracts with a
foreign purveyor under an outsourcing arrangement. . . . In either case
the effects on production, wages and prices will be roughly the same.””’
The Princeton professors neglect to mention the effect of outsourcing
on profits—which is odd, since the maximization of profits is the whole
point of the exercise. But what’s really odd is that, despite the fact that
FDI generates a flow of repatriated profits while an arm’s-length rela-
tion does not, multinational corporations increasingly favor arm’s-length
relationships over FDI. As Gary Gerefhi points out, “While companies
regularly decide whether they wish to produce goods and services ‘in-
house’ or buy them from outside vendors, the tendency in recent years
has shifted in the direction of ‘buy’”** Timothy Sturgeon, another leading
researcher into global value chains, also “detect[s] a shift in the organiza-
tion of global production toward external networks.”* William Milberg
concurs: “Despite the stunning increase in the transnational activity of
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large firms . .. such firms find it increasingly desirable to outsource inter-
nationally in an arm’s length rather than non-arm’s length (intra-firm)
relation”*’

China provides an eloquent illustration of this. Grossman and Rossi-
Hansberg report that intra-firm trade, as a proportion of total U.S.
imports from China, rose from 11 percent in 1992 to 26 percent in 2005.*
But in 1992, following the relaxation of restrictions on inward FDI in
1991, the doors were only beginning to open to U.S. TNCs; since then
they have built a giant exporting platform almost from scratch, resulting
in annual imports into the United States from U.S.-owned TNC subsid-
iaries in China leaping from $3bn to $63bn, a thirty-fold increase that
is exaggerated by the exceedingly low initial level. On the other hand,
imports from independent suppliers in China increased “only” nine-
fold, from $22bn to $180bn.*> Thus, while China-U.S. intra-firm trade
increased its share from a tiny base, arm’s-length outsourcing by U.S.
companies in China greatly increased its absolute lead over direct U.S.
investments in that country, accounting, on the eve of the global crisis,
for three-quarters of total China-U.S. trade.

The Mysteries of Outsourcing

Milberg’s recognition of outsourcing’s growing preponderance leads
him to rhetorically ask, “Why should arm’s-length outsourcing be of
increasing importance in a world where transnational corporations
play such a large role? . . . Why should cost reductions be increasingly
prevalent externally rather than within firms?”* He answers, “The
growing tendency toward externalization implies that the return on
external outsourcing—implied by the cost reduction it brings to the
buyer firm—must exceed that on internal vertical operations. . . . These
cost savings constitute rents accruing abroad in the same sense that
internal profit generation does for a multinational enterprise”** This is
a crucial insight, yet it poses a perplexing puzzle. As the three global
commodities discussed in chapter 1 illustrate, “rents accruing abroad”
appear, in company and national accounts, to accrue instead from the
domestic design, branding, and marketing activities of the lead firm.
We will return to this puzzle a few pages hence, but first we’ll consider
some reasons why the arm’s-length relationship might be increasingly
tavored over FDI.

One reason why arm’s-length outsourcing may be more profit-
able than FDI is that, as Martin Wolf notes, “transnational companies
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pay more—and treat their workers better—than local companies do™*

Citing “detailed econometric evaluation” that takes into account “the
educational levels of employees, plant size, location, and capital- and
energy-intensity . . . the premium is 12 percent for ‘blue-collar’ workers
and about 22 percent for the ‘white-collar’ workers.”*® Jagdish Bhagwati
also reports that TNCs “pay an average wage that exceeds the going
rate, mostly up to 10 percent and exceeding it in some cases.”*” Writing
in The Economist, Clive Crook gives much higher estimates: he claims
that wages in the affiliates of TNCs in “middle-income countries” are 80
percent higher than those paid by local employers, and in “low-income
countries” their wages are 100 percent higher.*® Thus one reason why
TNC:s increasingly prefer to externalize their operations is that forcing
outsourced producers into intense competition with one another is a
more effective way of driving down wages and intensifying labor than
doing so in-house through appointed managers.

A further incentive to “deverticalize”—that is, to move from a verti-
cal parent-subsidiary relationship to a horizontal contractual relation
between formally equal partners—is that arm’s length also means
“hands clean”—the outsourcing firm externalizes not only commer-
cial risk and low value-added production processes, it also externalizes
direct responsibility for pollution, poverty wages, and suppression
of trade unions. One notorious example is Coca-Cola’s operations in
Colombia, the hub of its Latin American soft drinks empire, where
the food workers’ union, SINALTRAINAL, accuses company man-
agement of colluding with death squads who have assassinated nine
union members and leaders since 1990 and forced many others into
exile. “Eighty percent of the Coca-Cola workforce is now composed
of non-union, temporary workers, and wages for these individuals are
only a quarter of those earned by their unionized counterparts. . . .
Coca-Cola is in fact a stridently anti-union company, and the destruc-
tion of SINALTRAINAL, as well as the capacity to drive wages into
the ground, is one of the primary goals of the extra-judicial violence
directed against workers”*’ Coca-Cola’s Atlanta-based international
directors wash their hands of any responsibility either for the poverty
wages paid to their workers or for the violent repression of their efforts
to remedy this, on the grounds that its Colombian bottling plants are
independent companies operating under a franchise, enabling it to
make the legally precise claim that “Coca-Cola does not own or oper-
ate any bottling plants in Colombia”*® Mark Thomas, an investigative
journalist, commented that this is
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the “Coca-Cola system,” operating as an entity but claiming no legal
lines of accountability to the Coca-Cola Company. . . . The case here
is similar to that of Gap and Nike in the 90s . . . [who] outsourced
their production to factories in the developing world that operated
sweatshop conditions. It was not Nike or Gap that forced the workers
to do long hours for poor pay, it was the contractors.”!

The “Coca-Cola system” not only distances TNCs from direct respon-
sibility for super-exploitation, pollution, etc., during normal times, they
don’t have to take responsibility for imposing mass layoffs during times of
crisis. Though the arm’s-length relationship may have political or public
relations benefits, the bottom line is its effect on TNC profits and asset
values. A third reason is that arms’s-length relationships also allow TNCs
to offload many of the costs and risks associated with cyclical fluctua-
tions in demand and with much larger disruptions in world markets, as
exemplified by the whiplash effect felt in the lowest rungs of global value
chains following the collapse of Lehman Brothers in 2008. As UNCTAD
reports, “Jobs in labor-intensive NEMs [Non-Equity Modes] are highly
sensitive to the business cycle in GVCs [Global Value Chains], and can
be shed quickly at times of economic downturn.”

Finally, not only does the arm’s-length relationship not generate any
S-N flows of repatriated profits, it does not involve any N-S capital flows,
enabling Northern firms to divert investment funds into what Silver et
al. call “financial intermediation and speculation.” In other words, the
increased profits delivered by outsourcing are not invested in produc-
tion either at home or as FDI, and can be entirely devoted to leveraging
asset values, through share buyback schemes and generous dividend
payments, or invested in financial markets in order to reap speculative
profits, thereby feeding the financialization of the imperialist economies.

In sum, it is possible to identify four major reasons why outsourc-
ing firms might favor an arm’s-length relationship with their low-wage
suppliers: 1) foreign investors find it necessary to pay higher wages than
domestic employers, limiting the desired reduction in costs; 2) arm’s-
length means hands clean; 3) transference of risk; 4) avoidance of FDI
in favor of what UNCTAD calls a “non-equity mode” releases funds for
investment in financial markets or to finance acquisitions and share buy-
backs (two ways in which the fragmentation of production can accelerate
the concentration of capital).™

The puzzle posed by Milberg’s insight that a large portion of the prof-
its of firms in imperialist countries (he does not call them this) is accrued
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in distant production processes can be restated as follows. The foreign
direct investments of northern TNCs generate a gigantic S-N flow of
repatriated profits, but in complete contrast, between Southern firms
and Northern lead firms there is, in the data on financial flows, neither
sign nor shadow of any S-N profit flows or value transfers. Furthermore,
the various subterfuges indulged in by transnational corporations to
conceal part of this flow from tax authorities (transfer pricing, under-
invoicing, etc.) are not available in arm’s-length relationships. These are
large benefits to forgo—yet TNCs increasingly find the arm’s-length rela-
tionship to be more profitable than in-house FDI. Does the fact that the
S-N flow of value and profit is invisible mean that this flow doesn't exist?
If not, what becomes of the profit-flows that are visible in the case of an
in-house relationship but completely disappear when this is replaced by
an outsourcing relationship?

This is the question left unanswered by Milberg, Gereffi, etc., a
conundrum that cannot be resolved without breaking free of the neo-
classical framework, which presumes markets to be the “ultimate arbiter
of value” and price to be its ideal measure,” precluding the possibility
of hidden flows or transfers of values between capitals prior to their
condensation as prices. This calls to mind the physical phenomenon
known as sublimation—when the application of heat to a visible solid
turns it into a flow of invisible vapor, only for it to rematerialize as a
visible solid at a different relocation. Similarly, the flow of value from
Southern producers to Northern capitalists is invisible—that is, there’s
no sign of it in standard data on global capital and commodity flows.
According to the bourgeois economists, if it’s not visible it doesn't exist;
and since value can only appear in the form of price, this, to positiv-
ist economics, is its measure.* This, the central premise of neoclassical
economics, crassly precludes the possibility that value is transferred or
redistributed between capitals in order to achieve equilibrium prices
that equalize profits. Conversely, to recognize the existence of such
flows is to dislodge the keystone of the ruling economic theory, caus-
ing the entire edifice to collapse. Renaming “profit’ as “rent,” as do
Milberg, Kaplinsky, Gereffi, and others studying this phenomenon,
does not clarify this question. In fact, it blurs the important distinction
between profit and rent.”” Milberg’s notion of “rents accruing abroad”
implies that the South-North flow continues; and simply calling it rent
says nothing about a really interesting implication of this. These “rents
accruing abroad” appear in the GDP—the gross domestic product—of
the importing nation—even though they were “accrued abroad.” The
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solution of this paradox, which we have been hinting at so far, will be
presented in chapter 9, “The GDP Illusion.”

THE STRUCTURE OF WORLD TRADE

A most striking feature of the imperialist world economy is that, as we
have seen, Northern firms do not compete with Southern firms, they com-
pete with other Northern firms, including to see who can most rapidly
and effectively outsource production to low-wage countries. Meanwhile,
Southern nations fiercely compete with one another to pimp their cheap
labor to Northern “lead firms” We therefore have N-N competition,
and we have cutthroat S-S competition, but no N-S competition—that
is, between firms, if not between workers. Of course, important excep-
tions can be identified and qualifications can be made, but the overall
pattern is clear: Apple competes with Samsung and Nokia, but not with
FoxConn, Taiwan Semiconductor Manufacturing Company (TSMC),
and its other suppliers. Similarly, British Home Stores (BHS) and
Marks & Spencer (M&S) compete with each other but not with their
Bangladeshi suppliers, and the same goes for Tesco, General Motors,
or any other TNC sourcing its final goods or intermediate inputs from
suppliers in low-wage countries. The lead firms’ relationship with their
suppliers is therefore complementary, not competitive, even if it is highly
unequal. This important point was underlined by Richard Herd, head
of the China division at the Organisation for Economic Co-operation
and Development (OECD), who noted that “at the moment, China is not
a threat to Japan’s core industries”; on the contrary, outsourcing labor-
intensive production tasks to China has given many Japanese firms “a
new lease on life . . . if you look at Chinese exports and Japanese exports
they are not competing, they are complementary.”**

The complementary relation between Japanese and Chinese firms
can be applied to relations between firms in imperialist and oppressed
nations in general. China’s manufacturing industry is no more a threat
to the supremacy of U.S. TNCs than are the maquiladoras along the
U.S.-Mexican border. Not only do the headline figures that show a huge
deficit in trade with China actually reflect the importation of intermedi-
ate inputs produced in Japan, Malaysia, South Korea, and elsewhere, a
great deal of it results directly from the decision of U.S. firms to move
their production to take advantage of low Chinese wages. There cannot
be anything more absurd nor more disingenuous than the nationalist-
protectionist hoopla over the U.S. trade deficit with China!
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The same is true of Europe’s TNCs. As Ari Van Assche, Chang
Hong, and Veerle Slootmaekers explain in a study of EU-Chinese trade,
“Europe’s importers and retailers . . . increasingly rely on cheap inputs
and goods from Asia. . . . EU companies are now also producing in
low-cost countries, and not simply importing inputs”® Far from being
locked in competition with China, “the possibility of offshoring the more
labor-intensive production and assembly activities to China provides an
opportunity to our own companies to survive and grow in an increasingly
competitive environment,* and they conclude, “Our direct competitors
in the tasks in which we have a comparative advantage are not located in
China, but continue to be the usual suspects: the United States, Western
Europe and a handful of High-Income East Asian economies.” !

Competition between firms in imperialist and developing countries
does exist. Even in the garment sector, where the global shift of produc-
tion to low-wage countries is most advanced, low-end producers have
not entirely disappeared from imperialist countries and residual compe-
tition with firms in low-wage countries persists. Competition between
firms on both sides of the global divide is much more intense in branches
and sectors where the global shift is still under way, as in the automobile
industry. Finally, great significance must be attached to rising compe-
tition between imperialist firms and firms in China, South Korea, and
Taiwan and elsewhere that are beginning to directly compete with them
in strategic and/or higher value-added products. A prime example of the
latter is China’s rapid rise to dominance of solar panel and wind turbine
production; another is the rise of Chinese civil engineering behemoths
now regularly undercutting their European and North American rivals
in tenders for railway, port, and power station construction; companies
such as HTC, Samsung, and Xiaomi are challenging Apple’s suprem-
acy in smartphone production. The pharmaceutical industry is another
important terrain of competition, with firms based in imperialist coun-
tries with Indian firms like Cipla and Ranbaxy challenging the supremacy
of the West’s “big pharma” This is an important trend, a real exception
to the dominant pattern of trade established during the era of neoliberal
globalization, and is part of the evidence that, in some sectors at least,
the grip of imperialist capital is being loosened by Southern competitors

Nevertheless, despite these and other high-profile examples of N-S
competition, the overwhelmingly dominant form of interaction between
firms in imperialist and low-wage economies is synergetic and comple-
mentary. The general absence of head-to-head competition between
firms on opposite sides of the N-S divide is brought into sharp focus
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by the “complexity index” developed by Arnelyn Abdon, Marife Bacate,
Jesus Felipe, and Utsav Kumar at the Asian Development Bank and by
Harvard’s Ricardo Hausmann and César Hidalgo. This approach clas-
sifies both national economies and individual commodities according
to their complexity, “complex economies” being “those that can weave
vast quantities of relevant knowledge together, across large networks
of people, to generate a diverse mix of knowledge-intensive products,’
while complex products, for example, “medical imaging devices or jet
engines, embed large amounts of knowledge and are the results of very
large networks of people and organizations. By contrast, wood logs or
coffee embed much less knowledge, and the networks required to sup-
port these operations do not need to be as large*

The “Index of Complexity”

To explain the idea of complexity, Abdon et al. use the simile of a Lego
bucket to represent a country and various kinds of Lego pieces to repre-
sent the capabilities available in the country:

The different Lego models that we can build (i.e., different products)
depend on the kind, diversity, and exclusiveness of the Lego pieces
that we have in a bucket. . . . A Lego bucket that contains pieces
that can only build a bicycle most likely does not contain the pieces
to create an airplane model. However, a Lego bucket that contains
pieces that can build an airplane model may also have the necessary
pieces needed to build a bicycle model. . . . Hence, determining the
complexity of an economy by looking at the products it produces
amounts to determining the “diversity and exclusivity” of the pieces
in a Lego bucket by simply looking at the Lego models it can build.®*

Hausmann and Hidalgo provide a useful illustration of the number-
crunching methodology used to generate their Index of Complexity:

Consider the case of Singapore and Pakistan. The population of
Pakistan is 34 times larger than that of Singapore. At market prices
their GDPs are similar since Singapore is 38 times richer than
Pakistan in per capita terms. . . . They both export a similar number
of different products, about 133. How can products tell us about
the conspicuous differences in the level of development that exist
between these two countries? Pakistan exports products that are on
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TABLE 3.1: Total Exports, by Product Complexity
Percent of total exports in each Product Complexity Level (I = highest; 6 = lowest)

| 2 3 4 5 6
Japan 40 19 22 I 7 2
Germany 40 25 16 Il 6 4
USA 28 22 23 13 9 5
France 26 22 22 16 8 6
Singapore 15 14 38 11 4 18
Korea 18 19 34 14 8 8
Malaysia 5 15 38 15 7 20
India 8 10 8 10 30 34
China 6 16 22 19 15 23
Thailand 7 10 32 16 1 24
Philippines 3 7 50 20 7 13
Indonesia 3 5 13 15 15 49
Vietnam 2 3 4 8 14. 67
Pakistan | 2 2 4 12 78

Source: Table 6 in Arnelyn Abdon, Marife Bacate, Jesus Felipe and Utsav Kumar, Product Complexity and
Economic Development, Levy Economics Institute Working Paper No. 616 (2010).

average exported by 28 other countries (placing Pakistan in the 60th
percentile of countries in terms of the average ubiquity of their prod-
ucts), while Singapore exports products that are exported on average
by 17 other countries (1st percentile). Moreover, the products that
Singapore exports are exported by highly diversified countries, while
those that Pakistan exports are exported by poorly diversified coun-
tries. Our mathematical approach exploits these second, third and
higher order differences to create measures that approximate the
amount of productive knowledge held in each of these countries.*

“Diversity” is here defined as the number of products that a country
exports with “revealed comparative advantage,” that is, where their share
of the global market in that good is greater than their share of global
population, the idea being that countries specialize in what they do best,
thereby exploiting their comparative advantage, and this is revealed in
the composition of their exports.

One deficiency of complexity theory is that unavailability of data pre-
vents its extension to trade in services. More serious, in the context of the
present discussion, is that, in the words of World Bank researchers, “The
technological sophistication and competitive stature of an exporter’s
industrial base can be exaggerated when exports are used as a measure of
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industrial capability.”® Thus China’s complexity score will be exaggerated
by its export of iPhones and other electronic goods that are assembled,
but not manufactured, in that country. Complexity theorists are aware of
this problem, but their remedy is ineffective: “Countries may also export
things they do not make. To circumvent this issue we require that coun-
tries export a fair share of the products we connect them to”*® “Fair share”
means when the share of a given commodity in a country’s total exports
is greater than the global share of this commodity in global exports as a
whole, that is, when its revealed comparative advantage (RCA) is greater
than one—but iPhones, etc., will all pass this test and thus lead to an
overestimation of China’s complexity score .

Abdon et al’s Complexity Ranking lists 124 nations according to the
complexity of their exports (see Table 3.2), while Hausmann and Hidalgo
generate an Economic Complexity Index comprising 128 countries.
Both present a broadly similar picture rich with fascinating details. In
Abdon et al’s ranking, all of the ten most complex nations are imperial-
ist nations. In Hausmann and Hidalgo’s table Singapore, Slovenia, and
the Czech Republic make it into the top ten most economically com-
plex nations. Norway, Australia, and New Zealand, also members of
this exclusive club, appear much further down among a slew of middle-
income Southern nations, their position depressed by the large share of
primary commodities in their exports. Also notable is the lowly posi-
tion of Greece and Portugal, the two countries most battered by the
Eurozone crisis, indicating that these nations directly compete not with
core Eurozone countries, but with China and other low-wage nations.®’
Pakistan, Sri Lanka, Bangladesh, and Cambodia, four countries whose
exports consist mostly of garments, languish at the bottom of the table
among the poorest nations on earth.

There is a broad consensus among economists and policy makers that
the loss of competitiveness by peripheral countries in the Eurozone vis-a-
vis Germany and other core countries is at the heart of the forces tearing
Europe apart. Unable to restore their competitiveness through currency
devaluation, their only option is savage cuts in nominal wages, including
that part of it received in the form of social benefits. Contemplating the
divergence between German and Mediterranean productivity, Financial
Times journalist Samuel Brittan commented that “even the Greek colo-
nels, Franco, Mussolini or Salazar would have been hard put to reduce
nominal wages on the scale required.”®
a false premise—that Germany is Greece’s, Spain’s, etc., principal rival.
As Jesus Felipe and Utsav Kumar have pointed out:

But this broad consensus rests on
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Ireland, Spain, Portugal, and Greece do not compete directly with

Germany in many products that they export and hence comparing

their aggregate unit labor costs and drawing conclusions is probably

misleading. . . . German exports are concentrated in the most-com-

plex products of the complexity scale . . . in the case of Greece and

Portugal, their exports are concentrated in the least-complex groups.

.. . Their export shares (by complexity groups) are similar to those

TABLE 3.2: Complexity Ranking
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Japan
Germany
Sweden
Switzerland
Finland
USA

UK

Austria

Belgium

. France

. Ireland

. Netherlands
. Czech Rep.
. Canada

. Denmark

. Norway

Slovenia

. Russia

. Singapore

. Israel

. South Korea
. Slovakia

. ltaly

. Hungary

. Ukraine

. Poland

Spain

. Mexico
. Belarus
. Brazil

31.

Georgia

32.
33.
34.
35.
36.
37.
38.
39.
40.
41.
42.
43.
44.
45.
46.
47.
48.
49.
50.
51.
52.
53.
54.
55.
56.
57.
58.
59.
60.
6l.
62.

Saudi Arabia
New Zealand
Armenia
Argentina
South Africa
Croatia
Malaysia
Sierra Leone
Australia
Latvia
Kazakhstan
Venezuela
Lithuania
Bosnia
Chile
Bulgaria
Romania
India

China
Greece
Portugal
Uruguay
Azerbaijan
Lebanon
Hong Kong
Jordan
Colombia
Thailand
Turkey
Kyrgyzstan
Costa Rica

63.
64.
65.
66.
67.
68.
69.
70.
71.
72.
73.
74.
75.
76.
77.
78.
79.
80.
8l.
82.
83.
84.
85.
86.
87.
88.
89.
90.
91I.
92.
93.

Algeria
Macedonia
Iran
Senegal
Libya
C.AR.
Moldova
Niger
Uzbekistan
Egypt
Burundi
Philippines
Panama
Indonesia
Tunisia
Jamaica
Kenya
Guatemala
Peru
Albania

Dominican R.

Uganda

El Salvador
Zambia
Rwanda
Burkina Faso
Nepal

Mali

Bolivia
Tajikistan

Paraguay

94.

95.

96.

97.

98.

99.

100.
101.
102.
103.
104.
105.
106.
107.
108.
109.
110.
1.
112
113.
114,
I15.
I16.
117.
118.
119.
120.
121.
122.
123.
124.

Ecuador
Togo

Chad

Syria

Viet Nam
Nicaragua
Morocco
Pakistan
Honduras
C[te d[dive
Tanzania
Mozambiue
Benin
[dmen

Sri Lanka
Turkmenistan
Ethiopia
Cameroon
Ghana
Sudan
Malawi
Angola
Madagascar
Bangladesh
Guinea
Laos
Congo
Haiti
Nigeria
Papua NG
Cambodia

Source: Appendix C in Arnelyn Abdon, Marife Bacate, Jesus Felipe, and Utsav Kumar, Product Complexity and
Economic Development, Levy Economics Institute Working Paper No. 616 (2010).
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of China. If China were the correct comparator, then perhaps the
situation of the European countries would be significantly worse. We
believe that this is where the real problem of the peripheral countries
lies. . . . The problem is that they are stuck at middle levels of technol-
ogy and they are caught in a trap. Reducing wages would not solve
the problem. *

The European Union is a club of imperialist nations, part of the
united front with other imperialist powers against so-called emerging
nations, and which during the neoliberal era has considerably deep-
ened its exploitative and parasitic relation with the Global South. Spain,
Portugal, and Greece are minor imperialist nations whose economies,
banking systems, political structures, and military forces are an integral
part of Europe and whose history is of marauding, oppressor nations.
The short list of core nations, Fred Halliday reminds us, has “remained
the same for a century and a half, with the single addition of Japan’® But
now at least one of them—Greece—is threatened with ejection from this
club, and finds itself increasingly in competition with China and other
low-wage countries, a competition that it is unable to win because of its
much higher wages and its lack of a technological edge.

The Index of Complexity suggests that a Grexit from the EU would
merely formalize its demotion from this imperialist club. In 1978,
Greece’s complexity index was 0.64, the lowest in Western Europe. By
2008 this had collapsed to 0.21, on a par with China, as can be seen
from Greece’s ranking in Table 3.2. In contrast, the indices of Portugal
and Spain which in 1978 stood at 0.85 and 1.05 respectively, have suf-
fered a much gentler decline, to 0.70 and 0.93.”" In other words, though
Europe’s core nations have a complementary relation with Chinese
firms, using them in the competitive battle against each other and with
those in Japan and North America, Greek firms increasingly find them-
selves in direct competition with Chinese firms. It is no surprise to
find Greece in the relegation zone. Relegation, that is, from the club of
imperialist nations. Consumption levels are declining rapidly, but ejec-
tion from the Eurozone will very likely result in Greece’s precipitous
collapse. Bourgeois democracy would be unlikely to survive such an
eventuality, with the return of military dictatorship a distinct medium-
term possibility. Should Greek workers show signs of challenging
Greece’s capitalist rulers for power, fascist violence will be mobilized
against them, opening the possibility of a fully fledged fascist govern-
ment taking power on the mainland of Europe.
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Asymmetric Market Structures: Monopolistic “Lead Firms” in the
North, Cutthroat Competition in the South

The Index of Complexity, whose most striking feature, according to
Abdon et al., is that “richer countries are the major exporters of the more
complex products while the poorer countries are the major exporters of
the less complex products,””* reveals with remarkable clarity the extent
to which poor countries, and therefore firms in poor countries, do not
compete with firms in rich countries. The enormous significance of this
for the operation of the law of value in the contemporary global economy
will be considered in chapter 8. The aim of this and the preceding chapter
is to to identify and analyze the most important empirically observable
features of the outsourcing relationship, in particular the fact that, in the
words of UNCTAD economists, “developing country exports tend to be
increasingly concentrated in . . . labor-intensive production processes.”
This raises the “risk that the simultaneous drive in a great number of
developing countries . . . to export such dynamic products may cause
the benefits of any increased volume of exports to be more than offset
by losses due to lower export prices.”” In other words, what has become
known as “the race to the bottom.”

William Cline was one of the first to warn of the danger that “first
mover” advantage would not be available to latecomers:

Other developing countries would be . . . ill-advised to expect
free-market policies to yield the same results that were achieved by
the East Asian economies, which took advantage of the open economy
strategy before the export field became crowded by competition from
other developing countries, and did so when the world economy was
in a phase of prolonged buoyancy. . . . Elevator salesmen must attach
a warning label that their product is safe only if not overloaded with
too many passengers at one time: advocates of the East Asian model
would do well to attach a similar caveat to their prescription.”

The success of the “first movers,” especially South Korea, Taiwan, and
Singapore (often termed the Newly Industrializing Countries), seemed
to show the path for other poor and underdeveloped to follow, but, as
Raphael Kaplinsky and many others have noted, “the so-called gains from
outward-oriented manufacturing may reflect a fallacy of composition. In
other words, it may make sense for an individual country such as China
to expand massively its exports of manufactures, but if the same path is
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adopted by all low-income economies, everyone will lose”” Kaplinsky
bleakly concludes that for every winner there will inevitably be many
losers, and that firms occupying lower links in the chain can only escape
the race to the bottom if they succeed in erecting some form of barrier to
competition, that is, some degree of monopoly. “When barriers to entry
are eroded . . . the best option may be to vacate the chain altogether” and
find something else to do.”

Intense competition between Southern producers, combined with
what Kaplinsky has called a “fierce oligopsony””” of global buyers, drains
wealth from Southern producers and supports profits and asset values
of firms in imperialist countries. Gary Gereffi identifies the root cause
of these unequal outcomes to lie in “the fundamental asymmetry in the
organisation of the global economy between more and less developed
nations. To a great extent, the concentrated higher-value-added portion
of the value chain is located in developed countries, while the lower-
value-added portion of the value chain is in developing economies.””®
Robert Feenstra and Gordon Hanson, two other leading lights of value-
chain research, give a similar description of asymmetry:

The asymmetry of market structures in global production networks,
with oligopoly firms in lead positions and competition among first-
and certainly second-tier suppliers, has meant intense pressure on
suppliers who, in seeking to maintain markups, must keep wages low
and resist improvements in labor standards that might lead to a shift
... to another firm or country.”

The acknowledgment by these researchers that the promised level play-
ing field is in fact steeply sloping leads them to pessimistic conclusions.
In particular, Southern suppliers “have no rents to share with employees,
and can survive only if wages are kept at a minimum. The increased use
of sweatshop labor today, which has come with the rise in arm’s-length
outsourcing, can be seen as tied to global production sharing””®

There is a high degree of unanimity among these researchers about
the pernicious combination of oligopolistic global buyers and unbridled
competition among Southern producers. They accurately describe some
important facts in plain view about the unequal relations between the
Northern and Southern links of the value chains, but their explanatory
power is limited, because, in line with the value-chain literature in gen-
eral, “asymmetry in market structures in global production networks”
includes product and capital markets in its gaze, but ignores the role
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of asymmetry in labor market structures, including the suppression of
labor mobility, the vast reserve army of unemployed workers, repressive
labor regimes, etc., in determining the distribution of value added. To
explain anything about real relationships and actual outcomes—super-
profits, swollen asset values, and high(er) wages at one end of the chain;
sweatshops and starvation wages at the other—our concept of asymme-
try must be extended far beyond product market structures to include all
asymmetries of wealth and power.

UPGRADING, OR “MOVING UP THE VALUE CHAIN”

Export-oriented industrialization was presented as the route out of the
impoverishment resulting from dependence on the export of primary
commodities suffering chronically declining terms of trade vis-a-vis
manufactured goods. However, as UNCTAD reported in 1999:

Terms-of-trade losses are no longer confined to commodity export-
ers. Many manufactures exported by developing countries are now
beginning to behave more like primary commodities as a growing
number of countries simultaneously attempt to raise their exports in
the relatively stagnant and protected markets of industrial countries.
For example, the prices of manufactures exported by developing
countries fell relative to those exported by the European Union by
2.2 percent per annum from 1979 to 1994.8!

Three years later, UNCTAD delivered a damning verdict on the
results of two decades of export-oriented industrialization: “Of the econ-
omies examined here, none of those which pursued rapid liberalization
of trade and investment over the past two decades achieved a signifi-
cant increase in its share in world manufacturing income, although
some of them experienced a rapid growth in manufacturing exports.”®
Faced with this harsh reality, “upgrading,” which means capturing a
bigger share of the total value of the finished commodity by moving into
higher value-added activities, has become the mantra of development
economics, or as Milberg and Winkler put it, “Economic development
has increasingly become synonymous with ‘economic upgrading’ within
global production networks”®* In other words, adoption of the export-
oriented industrialization strategy is an insufficient condition for the
attainment of development. But if overcrowding has stranded the EOI
elevator in the basement, the upgrading elevator, which has a much
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smaller capacity, suffers even bigger problems. Before we examine the
evidence for this and consider its implications, we should note the major
problem that the upgrading imperative poses for mainstream economic
theory: upgrading contradicts dominant models of international trade,
which stress that, rather than trying to do things that they presently
cannot do, countries should concentrate on what they are able to do
best and employ the resources they are most generously endowed with,
that is, they should exercise their “comparative advantage” Milberg and
Winkler add,

The general perspective of upgrading is anathema to traditional
theories of trade based on comparative advantage. The notion of eco-
nomic upgrading is largely about gaining competitiveness in higher
value-added processes, a strategy that may conflict with the dictates
of the principle of comparative advantage in which an “optimal”
pattern of trade may call for countries remaining specialized in low
value-added goods.**

The implication is that “traditional theories of trade”, that is, the
modern variants of the theory of comparative advantage that occupy a
sacrosanct place in mainstream economic theory, are useless as a guide
to nations seeking development. (Mainstream trade theory will be dis-
cussed in later chapters.) Milberg and Winkler propose that “absolute
upgrading” occurs when “value added per worker engaged” rises faster
than the value of exports; “weak upgrading” when it rises, but more
slowly than exports, and if value added per worker rose less than a
quarter as fast as exports, no upgrading is taking place. The logic of this
approach is that there are two possible conditions that might cause the
value of exports to rise faster than domestic value added per worker: a
rise in the import composition of those exports, or an increase in the
size of the workforce producing them. In the first case, the shrinking
domestic contribution to the value of exports is symptomatic of race-
to-the-bottom competition; in the second case the developing country
is doing more of the same thing but with diminishing returns. In their
sample of thirty developing countries drawn from three continents, not
one achieved absolute upgrading and just nine of the thirty countries
experienced “weak upgrading”®

Milberg and Winkler see this as “a contemporary version of the
Prebisch-Singer dilemma,’* in other words, a repetition of the deterio-
rating terms of trade suffered by the South’ traditional primary exports
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over much of the twentieth century, now as then blighting hopes of
development and depriving producers of the fruits of their labor.*” Thus
they argue that “the export-led growth strategy adopted by most devel-
oping countries following the debt crisis in the 1980s (in place of the
previous strategy of import substitution industrialization) has suffered
from a ‘fallacy of composition’ problem. . . . The result can be a dis-
proportionately small rise in value added, implying minimal economic
upgrading”®® Their conclusions are apt, as is their tinge of scorn for
the failure of analysts to challenge the hyperbole and false promises of
the proponents of neoliberal reforms: “There is a need for a theory of
‘downgrading’ Our cross-country results are consistent with many find-
ings that most countries and sectors are not experiencing upgrading by
acceptable definitions. Since these instances predominate, it would be
useful to theorize this rather than simply label them as instances where
upgrading does not occur”® A “theory of downgrading,” that is, a new
version of dependency theory, is precisely what the present work is seek-
ing to develop.

SLOW GROWTH IN THE SOUTH’S SHARE OF GLOBAL
MANUFACTURING VALUE ADDED

Manufacturing value added (MVA) is often only a small fraction of the
value of Southern manufactured exports and has been growing much
more slowly than employment, trade, or just about any other measure of
globalization.” Had the IMF used this measure in place of gross exports,
instead of reporting the dynamic growth of the globally integrated
Southern workforce, it would have had the embarrassing task of explain-
ing why this growth has been so lackluster.

The long-running decline in MVAs share of GDP in imperialist
nations is widely interpreted to mean a corresponding decline in the
importance of manufacturing production, giving rise to notions of a tran-
sition to a “post-industrial society” or a “knowledge economy,” notions
that are Eurocentric in that industry hasn’t diminished, it has moved, out
of sight and out of mind, and reflect the petit-bourgeois social milieu of
their proponents, far distant from the sphere of production. Industry’s
real contribution to GDP is far greater than the statistics appear to show,
since it is the source of the value consumed by non-productive sectors
of the economy and misread as their contribution to GDP. Indeed, once
we dispense with crude physicalist definitions of industry and services,
and reclassify so-called service tasks intrinsic to the production process
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as “industry, industry is then, by definition, the source of all value, and
therefore of all value added, in an economy.

Two factors account for the apparent decline of industry’s contribu-
tion to GDP: the substitution of workers by machines resulting in the
rising productivity of industrial labor, and the substitution of higher-
paid domestic workers with low-wage workers in poor countries. The
latter is analyzed in depth in this book. Considering by itself the effect
of the introduction of labor-saving technology, advancing productiv-
ity means industry supports an ever-more complex society with fewer
workers—yet this shows up in standard economic data as a decline in
industry’s importance, leading to the simplistic and misleading notion
that we now live in a “post-industrial society.”

The World Bank’s World Development Indicators provide data on
MVA growth (for 1990 and 2002) and on growth in export of manufac-
tures (for 1990 and 2004) for 55 low- and middle-income nations and
16 high-income nations.”’ Manufactured exports from the 55 low-wage
nations increased by 329 percent between 1990 and 2004 (434 percent
if China is included), while their combined MVA grew by just 46.3 per-
cent.”” During this decade and a half of intense globalization, the 16
high-income nations increased their exports of manufactures by 127.4
percent, while their combined MVA grew by 14.2 percent, and by just
1 percent if the United States is omitted—the United States’ 40.6 per-
cent growth in MVA accounted for nearly all of the MVA growth of
high-income nations, boosting its share of all 71 nations’ MVA from 29
percent to 34 percent.

AS THE PORTION OF GDP CONTRIBUTED by manufacturing has
declined in imperialist economies so it has increased in many Southern
nations, yet the leap in the South’s share of global manufacturing trade is
not reflected in its share of global MVA, which has increased by a much
smaller amount.”” The continuing global shift in production is indi-
cated by WDI data reporting that between 1996 and 2005 high-income
nations’ share in global MVA declined from 80 percent to 74 percent,
with the share of low- and middle-income nations rising from 20 per-
cent to 26 percent. Given the qualitative advances in the globalization
of production this is, to some extent, to be expected. It also reflects the
shrinking share of the value of the final product that is captured by the
Southern producer. Thus, in 1990, the MVA of the 55 low- and middle-
income nations was 1.8 times the value of its exports of manufactures;
by 2002 this had fallen sharply, to 0.6. This major decline has three main
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components: the demise of ISI-protected industry, increased imported
value-added content of exports, and deteriorating terms of trade (falls in
relative prices) of manufactured exports.

Mexico offers the most extreme example of booming manufactured
exports and bombing MVA. Boosted by membership of the NAFTA free
trade area with the United States and Canada and by the collapse of the
peso in 1994, which made Mexican labor even cheaper, between 1990
and 1998 Mexicos manufactured exports increased nearly tenfold, yet
total value-added in its manufacturing sector increased by barely 50
percent and its share of world MVA actually fell. High-income nations
present a mirror image: their ratio of MVA to manufactured exports
doubled, from par in 1990 to 2.0 in 2002. As UNCTAD has pointed out,
“in relative terms, industrial countries appear to be trading less but earn-
ing more in manufacturing activity**

Despite the enormous increase in the global south’s manufactured
exports from 1980 onwards, the rate of growth of MVA in these nations
slowed down compared to the pre-.globalization period. Figure 3.2 com-
pares the growth of MVA during the first two decades of export-oriented
industrialization with the previous crisis-ridden decade of import sub-
stitution industrialization in four Latin American nations and six Asian
nations at the forefront of the EOI stampede. Remarkably, only Chile saw
an improvement in MVA growth.

FIGURE 3.2: Annual Growth in Manufacturing Value-Added Percent for Selected
Developing Nations
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Source: Ozlem Onaran: The Effect of Neoliberal Globalization on Labor’s Share in Developing Countries, Table 1, p. 31,
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Prior to the neoliberal era, Southern MVA growth exceeded manu-
factured exports by a wide margin, signifying that manufacturing was
oriented to satisfying domestic needs. As we saw in chapter 2 (Figures
2.2-2.4), the transition to neoliberalism was marked by an astonish-
ing increase in Southern manufactured exports, with major but much
slower growth in MVA, signifying that more and more of the value of
the South’s exports are made up of imported inputs.”® The consequence,
that “developing countries have greatly expanded their share of global
manufacturers’ exports while seeing their share of global value added
in manufacturing rise by proportionally much less,”*® dashed hopes that
export-oriented manufacturing provides the path to prosperity.

The pronounced tendency of the MVA of emerging nations to decline
relative to the value of their manufactured exports, a strong indication
of the existence of a race to the bottom among Southern manufactures-
exporting nations, is revealed in Figure 3.3, which shows the ratio of
MVA to manufactured exports between 1980 and 2007.

Figures 3.3 and 3.4 reveal a contrast between the early globalization
period of 1980-1995 and the late globalization period from 1995 to the
onset of the global financial crisis in 2007. Close inspection reveals that
the sharp divergence between MVA and manufactures-exports growth
rates began in the early 1990s and accelerated in the early 2000s.

An outstanding feature of the entire postwar period is the relative
decline of manufacturing as a contributor to the GDP of the dominant
nations and to global GDP. In the United States, for example, the major
imperialist country where it has held up best, manufacturing industry
accounted for 65 percent of GDP and 38 percent of employment in 1939,
falling to 54 percent of GDP and 28 percent of employment by 1979, and
to 43 percent of GDP and 17 percent of employment by 2004.””

IN CONCLUSION, COPIOUS EVIDENCE has been amassed that out-
sourcing, otherwise known as export-oriented industrialization, is not
a path to development or to convergence with developed countries. On
the contrary, extreme power asymmetries and race-to-the-bottom com-
petition results in much of the proceeds of this expanded exploitation
of low-wage labor being captured by imperialist firms and imperialist
states. The global shift of production has fuelled the development of
imperialist countries at least as much as it has fostered development
in the supposedly developing countries, who are also left to deal with
the hidden costs of development—the damage to the environment and
workers’ health.
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FIGURE 3.3: MVA vs. Manufactured Exports, 1980-2007
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Source:World Development Indicators (September 2009, available at http://esds80.mcc.ac.uk/wds_wb).

FIGURE 3.4: MVA Growth and Export Growth, Selected Nations
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mcc.ac.uk/wds_wb).

The study of the economic processes of global outsourcing con-
ducted in this and the preceding chapter focused on commodity and
capital markets, yet a central finding of chapter 1’s study of three global
commodities is that conditions in the labor market—which include
imperialist borders, the “planet of slums,” informalization, chronic and
massive unemployment and under-employment, and gender dynamics,
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or the so-called “feminization” of labor—are at least as important as con-
ditions in commodity and capital markets. Accordingly, our attention
now shifts to the conditions in which workers in low-wage countries are
forced to sell their labor-power. In doing so it makes these hundreds of
millions of women and men visible, brings them into our consciousness,
places their contribution to global wealth, their agency and their place in
history at the center of this enquiry, and aids discovery of the real ques-
tions about the world that analysis and theory must answer.



4

Southern Labor, Peripheral
No Longer

A striking feature of contemporary globalization is that a very large and
growing proportion of the workforce in many global value chains is now
located in developing economies. In a phrase, the centre of gravity of
much of the world’s industrial production has shifted from the North to
the South of the global economy.

—GARY GEREFFI

he momentous, continuing and indeed accelerating shift in the

center of gravity of capitalist production examined in the past

two chapters has its counterpart in a similarly momentous trans-
formation of the global working class.' So far we have discussed labor
processes, the instruments of labor, the products of labor; we have con-
sidered the behavior and motivations of those who come into possession
of this living labor by paying wages. Now we turn to analyzing the work-
ing class itself.

Figure 4.1 (p. 103) shows the growth of the global industrial work-
force between 1950 and 2010 in “more developed regions” and “less
developed regions” In 2010, 79 percent, or 541 million, of the world’s
industrial workers lived in “less developed regions,” up from 34 percent
in 1950 and 53 percent in 1980, compared to the 145 million industrial
workers, or 21 percent of the total, who in 2010 lived in the imperi-
alist countries.> For workers in manufacturing industry this shift is
more dramatic still, since in low-wage countries manufacturing forms
a much higher proportion of total industrial employment than in the
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imperialist economies, and therefore, as John Bellamy Foster, Robert
W. McChesney, and R. Jamil Jonna point out, “The broad category of
‘industrial employment’ systematically understates the extent to which
the world share of manufacturing has grown in developing countries,’
citing figures for the United States and China showing these ratios to
be 58.1 percent and 75.2 percent respectively.’ Extrapolating these two
ratios to “more developed” and “less developed” countries as a whole, 83
percent of the world’s manufacturing workforce lives and works in the
nations of the Global South.

This quantitative growth is an indication of a qualitative transforma-
tion: the industrial workers of the Global South have not only become
more numerous, they have become very much more integrated into the
global economy, greatly magnifying their economic importance and
social weight. The IMF has attempted to capture this qualitative change
with its “export-weighted global workforce,” constructed by multiplying
the numerical growth of the workforce by the increasing degree to which
they produce for the global market rather than the domestic market,
as is indicated by the growing ratio of exports to GDP. Since Southern-
manufactured exports grew more than twice as fast as GDP during the
quarter-century leading up to the outbreak of the global crisis in 2007,
the IMF reckons that the “effective global workforce” quadrupled in size
between 1980 and 2003.* On the other hand, in the imperialist nations,
while the proletarians (those who live by selling their labor-power) have
increased their already overwhelming predominance within the eco-
nomically active population, the industrial working class has declined
both absolutely and relatively.

In absolute terms, and as a share of the global industrial proletariat,
the South’s industrial workforce has seen spectacular growth since 1980,
yet its share of the South’s total workforce has been much more modest,
rising from 14.5 percent in 1980, to 16.1 percent in 1990, to 19.1 per-
cent in 2000, to 23.1 percent in 2010 (by comparison, industry’s share of
employment in imperialist nations declined from 37.1 percent in 1980,
to 33.2 percent in 1990, to 27.2 percent in 2000, to 22.5 percent in 2010).

Between 1980 and 2000, only in the United States did the industrial
working class avoid an absolute decline, reflecting the much greater suc-
cess of U.S. employers in holding down wages, intensifying labor, and
recruiting large numbers of low-wage migrant workers. But a sharp
corner was turned at the end of the 1990s. One outcome of the “Asian
contagion,” the waves of bankruptcies and currency devaluations that
swept through Thailand, Indonesia, Malaysia, South Korea, and other
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FIGURE 4.1: Global Industrial Workforce
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Asian economies in 1997, was to substantially cut the cost of labor in
these countries. This, and the rise of China, helped stimulate a big out-
sourcing surge; between 2000 and 2010, industrial employment in the
United States fell by 12 million to 29.6 million, now comprising 16.7
percent of the employed population, down from 23.2 percent in 2000.°
Manufacturing employment fared worse: 19.6 million were employed in
this sector in mid-1979, the highest level in history, falling to 17.3 mil-
lion by 2000, before tumbling by 37 percent to 11.5 million by 2010. The
anemic economic recovery since then saw U.S. manufacturing employ-
ment climb to 12.3 million by 2015.

Meanwhile, agricultural employment in the Global South has
declined to 48 percent of its EAP, down from 73 percent in 1960, and
from “approximately one-third” to just 4 percent of EAP in developed
countries. Yet the ILO reports: “Despite the declining share of agri-
cultural workers in total employment, the absolute numbers of those
engaged in agriculture are still rising, most notably in South Asia, East
Asia, and sub-Saharan Africa”®

As noted above, despite the rapidly growing numerical preponder-
ance of Southern industrial workers in the global industrial proletariat,
between 1995 and 2005 their share of total Southern employment grew
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modestly, from 19.4 percent to 20.2 percent. With the partial and tem-
porary exception of China—a special case because of the one-child
policy that reduced births by an estimated 200 million since its intro-
duction in 1979 and because of its extraordinarily rapid GDP growth
since then—no economy has grown fast enough to provide jobs to the
legions of young people entering the labor market and the rural exodus
to swollen cities in search of work. Even at the zenith of export-oriented
industrialization the ILO reported that “in the late twentieth century,
manufacturing ceased being a major sector of employment growth,
except in East and Southeast Asia. Senior ILO economist Nomaan
Majid expanded on this, pointing out that “manufacturing is not the most
important sector of employment growth. . . . The commerce sector . . .
is the main employment growth sector in both low- and middle-income
groups. . . . [This] shows that the expectation on manufacturing leading
employment growth is unwarranted”’® As it does so often, Bangladesh
provides an extreme case, where the structure of the labor market “is
characterized by a very high rate of labor force growth (8 percent per
annum), low employment growth rate and declining absorption in the
industrial manufacturing sector. . . . The decline in the relative share of
agricultural employment is not matched by increase in manufacturing
employment.”!!

The relative stagnation in Southern industrial employment (relative,
that is, to the growing pool of labor) continued into the first five years
of the new millennium. As the ILO commented in 2006, “Despite robust
economic growth . . . the global economy is failing to deliver enough
new jobs for those entering the job markets”'? Thus, even in those
unprecedented and not-to-be-repeated years, the Southern capitalist
economies fell far short of being able to absorb the growing workforce.
The result—massive structural unemployment, misery and destitution
for an immense multitude, and an enormous downward pressure on
wages for those able to find work.

THIS CHAPTER HAS TWO PARTS. The first considers how the impe-
rialist division of the world into oppressed and oppressor nations has
shaped the global working class, central to which is the violent sup-
pression of international labor mobility. Just as the infamous pass-laws
epitomized apartheid in South Africa, so do immigration controls form
the lynchpin of an apartheid-like global economic system that system-
atically denies citizenship and basic human rights to the workers of
the South and which, as in apartheid-era South Africa, is a necessary
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condition for their super-exploitation. The second part of the chapter is
concerned with the dynamics of this process of class formation, resolved
into three distinct dimensions: the relative weight of wage-labor vis-a-
vis self-employment; formal employment vis-a-vis employment in the
informal economy; and “gender;” that is, the intersection of class exploi-
tation and women’s oppression, and why this resulted in the massive
incorporation of women into the Southern workforce.

THE SUPPRESSION OF FREE LABOR MOBILITY AND
THE MAKING OF THE SOUTH

The proclaimed free movement of capital and commodities must also
be applied to that which must be above all else: human beings. No more
bloodstained walls like the one being constructed along the American-
Mexican border, which costs hundreds of lives each year. The persecution
of immigrants must cease! Xenophobia must end, not solidarity! **
—FIDEL CASTRO, Durban, 2 September 1998

A facile analogy between the modernization processes taking place
in the Global South since the Second World War and the nineteenth-
century development of capitalism in Europe and North America is
central to capitalist ideology in both its liberal and neoliberal variants.
Convergence between developing and developed nations was both the
premise and the prediction of Walter Rostow’s paradigm-setting The
Stages of Economic Growth: A Non-Communist Manifesto, which argued
that developing countries would naturally pass through the same stages
of development as did Europe and North America a century earlier, from
agrarian societies to industrialized societies, eventually attaining devel-
opment and convergence with developed countries. Sixty-five years on,
and only Taiwan and South Korea have risen from the ranks of develop-
ing nations, and the global crisis will test how secure is their grip on the
higher rungs of the development ladder. Rostow’s seminal work helped
to turn this deterministic and Eurocentric notion into the intellectual
foundation both for the mainstream academic theories of development
and for the policies promoted by imperialist governments and interna-
tional financial institutions (IFIs) from the 1960s until now.

Rostow argued that Europe’s takeoft resulted from internal processes:

All that lies behind the breakup of the Middle Ages is relevant to the
creation of the preconditions for takeoff in Western Europe. Among
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the Western European states, Britain, favored by geography, natural
resources, trading possibilities, social and political structure, was the
first to develop fully the preconditions for takeoff. The more gen-
eral case in modern history, however, saw the stage of preconditions
arise not endogenously but from some external intrusion by more
advanced societies.'*

But is it true that Britain and Europe’s “takeoff” was due to endog-
enous factors alone, as Rostow asserts? Marx had a different view: “The
veiled slavery of the wage laborers in Europe needed the unqualified
slavery of the New World as its pedestal. . . . The treasures captured out-
side of Europe by undisguised looting, enslavement and murder flowed
back to the mother-country and were turned into capital there”>

Rostow presents the more recent external shocks triggering modern-
ization processes in “traditional societies” as benign and progressive. In
continuation of the earlier quote, he says: “These invasions—literal or
figurative—shocked the traditional society and began or hastened its
undoing; but they also set in motion ideas and sentiments which initi-
ated the process by which a modern alternative to the traditional society
was constructed out of the old culture”

But did the “invasions” of ideas, commodities, missionaries, and sol-
diers from “advanced societies” play a beneficient, progressive role, or did
they create obstacles to progress? “Politically, the building of an effective
centralized national state—on the basis of coalitions touched with a new
nationalism, in opposition to the traditional landed regional interests,
the colonial power, or both, was a decisive aspect of the preconditions
period; and it was, almost universally, a necessary condition for takeoff”
But corrupt, kleptocratic elites often violently resisted change, and elites
in the advanced nations—and states under their control—often colluded
with them, out of desire to continue plundering natural resources and
exploiting cheap labor, or for fear of independent nation-states pursuing
their own interests and making their own friends, or to crush rebellious
subject populations, and often all three.

Rostow was well aware of this: “In . . . a setting of political and social
confusion, before the takeoft is achieved and consolidated politically and
socially as well as economically . . . the seizure of power by Communist
conspiracy is easiest; and