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Introduction

By the beginning of the twenty-first century, capitalism truly encompassed
the world. The fashionable discourse of “globalization” vaguely spoke to
this, yet cogent explanations of what had brought it about were in short
supply. This was in good part due to the mistaken notion that, in going
global, capitalist markets were escaping, by-passing or diminishing the state.
This was seen to be true of all states, even the most powerful among them,
including the American state.' In showing that the making of global capital-
ism cannot be understood in these terms, this book seeks to transcend the
false dichotomy between states and markets, and to come to grips with the
intricate relationship between states and capitalism.

In contrast with those who have emphasized the marginalization of
states, our argument is that states need to be placed at the center of the
search for an explanation of the making of global capitalism. The role of
states in maintaining property rights, overseeing contracts, stabilizing
currencies, reproducing class relations, and containing crises has always
been central to the operation of capitalism. Far from multinational corpo-
rations (MINC:s) finding it most convenient to have a world “populated by
dwarf states or by no states at all,” they depend on many states to see to it
that these things are done.’

The American state has played an exceptional role in the creation of a
fully global capitalism and in coordinating its management, as well as
restructuring other states to these ends. Although there has also been a
certain renewed fashionability of the term “empire” to designate the United
States, the imperial practices of the American state are usually presented as
accompanied by economic decline and explained in terms of fending off
challenges from rival states.? The reality, however, is that it was the immense
strength of US capitalism which made globalization possible, and what
continued to make the American state distinctive was its vital role in manag-
ing and superintending capitalism on a worldwide plane.*

The insights of an Adam Smith or a Karl Marx into capitalism’s DINA
have often led people to imagine that globalization is no more than an
inevitable outcome of capitalism’s structural tendencies to expansion. Yet
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the spread of capitalism throughout the world was not the automatic result
of the operation of any historical “law”; it was brought about by human
agents and the institutions they created, albeit under conditions not of their
choice. It has become quite commonplace to praise Marx in particular for
recognizing that capital’s competitive drive led it to “nestle everywhere,
settle everywhere, establish connections everywhere,” so that “in place of
the old local and national seclusion and self-sufticiency, we have intercourse
in every direction, universal inter-dependence of nations.” Rarely quoted,
however, has been Marx’s no less perceptive insight that, while national
barriers are “constantly overcome,” so are new ones “constantly posited.”’

The globalizing tendencies of capitalism may have seemed close to being
realized by the end of the nineteenth century when, as Karl Polanyi wrote,
“only a madman would have doubted that the international economic
system was the axis of the material existence of the human race.”® Yet the
first half of the twentieth century—punctuated as it was by inter-imperial
capitalist rivalry, world war, economic crisis and state protectionism—pain-
fully suggested that, far from being inevitable, the very processes of capitalist
globalization produced such morbid symptoms for humanity, and therefore
such counter-tendencies, as to render the realization of a global capitalism
quite unlikely. As Philip McMichael has argued, globalization is “immanent
in capitalism, but with quite distinct material (social, political and environ-
mental) relations across time and time-space . . . Globalization is not simply
the unfolding of capitalist tendencies but a historically distinct project
shaped, or complicated, by the contradictory relations of previous episodes
of globalization.””

That capitalism’s globalizing tendencies were revived after 1945 through
the postwar “golden age” had a great deal to do with the way the capitalist
states of Europe and Japan were restructured under the aegis of the American
state. And although the economic turmoil of the 1970s demonstrated that
capitalist crises were by no means a thing of the past, the degree of integra-
tion between the advanced capitalist states led them—in contrast to the
1930s—to promote the acceleration of capitalist globalization, rather than
retreat from it. This soon included helping to turn the formerly Communist
countries, as well as those of the third world, into “emerging market states.”
What the first great economic crisis of the twenty-first century, which
began with a crisis in American finance in 2007, will eventually bring
remains to be seen; but particularly notable is the strength of the interstate
commitment—now extended from the G7 to the G2o—to avoid protec-
tionism, and the cooperation with the American state in containing the
crisis so as to keep capitalist globalization going.
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States in the Making of Global Capitalism

How global capitalism came about, and the nature of the American empire
that superintends it today, are the central themes of this book. But before
outlining them, a few general points must be made about states and capital-
ism, and about empire and imperialism. In the work of most economists,
capitalism is seen as virtually synonymous with markets. In this framework,
globalization is essentially the geographic extension of competitive markets,
a process dependent on the removal of state barriers to this, and the over-
coming of distance through technology. Political scientists, for their part,
have usually understood that markets are not natural but had to be made,
and that states are fundamental actors in this process; however, they rarely
probe deeply into the ways this process has been shaped by the intersections
of capitalist social relations and the dynamics of capital accumulation.

The mutual constitution of states, classes, and markets has been the main
focus, of course, of political economists working within a historical-materi-
alist framework. But they have often been hampered by Marxism’s
inclinations to analyze the trajectory of capitalism as derivative of abstract
economic laws.® The conceptual categories Marx developed to define the
structural relationships and economic dynamics distinctive to capitalism can
be enormously valuable, but only if they guide an understanding of the
choices made, and the specific institutions created, by specific historical
actors. Building on earlier attempts to develop a theory of the capitalist state
along these lines, it is this approach that guides this study of the role of the
American state in the making of global capitalism.®

One of capitalism’s defining characteristics, compared with pre-capitalist
societies, is the legal and organizational differentiation between state and
economy. This is not to say there was ever anything like an actual separa-
tion between the political and economic spheres of capitalism. The
distinction between differentiation and separation is so important because as
capitalism developed states in fact became more involved in economic life
than ever, especially in the establishment and administration of the juridical,
regulatory, and infrastructural framework in which private property,
competition, and contracts came to operate. Capitalist states were also
increasingly major actors in trying to contain capitalist crises, including as
lenders of last resort. Capitalism could not have developed and expanded
unless states came to do these things. Conversely, states became increasingly
dependent on the success of capital accumulation for tax revenue and popu-
lar legitimacy.

It is one thing to say that capitalism could not exist unless states did
certain things, but what states do in practice, and how well they do them,
is the outcome of complex relations between societal and state actors, the
balance of class forces, and, not least, the range and character of each state’s
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capacities. Capitalist states have developed varying means of promoting and
orchestrating capital accumulation, as well as anticipating future problems
and containing them when they arise, and this has often been embodied in
distinct institutions with specialized expertise. It is in these terms that we
should understand the “relative autonomy” of capitalist states: not as being
unconnected to capitalist classes, but rather as having autonomous capacities
to act on behalf of the system as a whole. In this respect, capitalists are less
likely to be able to see the forest for the trees than officials and politicians
whose responsibilities are of a difterent order from that of turning a profit
for a firm. But what these states can autonomously do, or do in response to
societal pressures, is ultimately limited by their dependence on the success
of capital accumulation. It is above all in this sense that their autonomy is
only relative.

Capitalism’s development was inseparable from the deepening of
economic ties within particular territorial spaces, and indeed from the
process through which formerly pre-capitalist states constructed and
expanded their borders and defined modern national identities.™ The differ-
entiation between state and economy, which was a key aspect of the
distancing of political rule from the class structure in capitalism, eventually
allowed for the organization of class interests and their representation vis-a-
vis opposing classes and the state. As capitalists, farmers, and workers
developed distinctive institutions, the arbitrary authority of states was
constrained, but the capacities of states were at the same time generally
enhanced. One aspect of this was the establishment of the rule of law as a
liberal political framework for property, competition, and contracts.
Another was the establishment of specialized agencies to facilitate accumu-
lation through regulating markets. Yet another was the establishment of
liberal democracy as the modal form of the capitalist state, although this was
not realized in any stable fashion even in the advanced capitalist states until
the second half of the twentieth century.

As part of the differentiation between economic and political spheres,
particular capitalists extended their range of activity beyond the territorial
boundaries of their respective states. Insofar as states often encouraged and
supported capitalists in doing this, there was always a specifically national
dimension to processes of capitalist internationalization. And as the interac-
tion with foreign capital affected domestic social forces, this in turn
contributed to generating that combination of inside and outside pressures
through which states came to accept a certain responsibility for reproducing
capitalism internationally. As we shall see below, it is mainly in this sense
that we can properly speak of the “internationalization of the state.”™

It is therefore wrong to assume an irresolvable contradiction between the
international space of accumulation and the national space of states. Rather,
when looking at the role that states have always played on the international
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economic stage, we need to ask how far their activities have been consistent
with extending capitalist markets internationally—and also consistent with
the actions of other states. Some states have played a much greater role than
others in this respect, of course, and in the making of global capitalism none
has been greater than that of the American state.

Capitalism and Informal Empire

The age-old history of empires as involving the political rule over extended
territories was fundamentally affected by the differentiation between state
and economy under capitalism. Before the late eighteenth century all
empires had combined economic control with military and political control.
It fell to Britain, where the diftferentiation between economy and state was
most advanced, to develop a conception of empire based as much on
economic expansion and influence—the “imperialism of free trade”—as on
the military and political control of overseas territories.” This prototype of
an “informal empire” did not of course mark the end of territorial expan-
sion, military conquest, and colonialism. Well into the twentieth century,
international capitalist competition was still accompanied by formal impe-
rial rule, and a tendency to dangerous inter-imperial rivalry. Nonetheless,
by the late nineteenth century, even at the height of the scramble to extend
old-fashioned formal empires, the development of capitalism had gone so
far that, when capital expanded abroad, it was increasingly looked after by
other states that were themselves spawning capitalist social orders.

The analysis of the international dimension of capitalism, and the insight
that the export of capital was transforming the role of the state in both the
capital-exporting and importing countries, was the most important contri-
bution of theorists of imperialism writing at the beginning of the twentieth
century. But the link these theorists made between the export of capital and
the inter-imperial rivalry of those years was problematic, and would become
even more so over the years from 1945 onwards. The problem was not only
that the classical theories of imperialism saw states as merely acting at the
behest of their respective capitalist classes, and thus did not give sufficient
weight to the role of pre-capitalist ruling classes in the inter-imperial rival-
ries of their own time. It was also that they treated the export of capital itself
as imperialist, and thus their theories did not really register the differentia-
tion between the economic and political spheres in capitalism, or the
significance of informal empire in this respect. This was itself a product of
the failure, as Colin Leys once noted, to “disentangle the concept of impe-
rialism from the concept of capitalism.”"

Although this was perhaps not surprising, given the conjuncture in which
these theories were formulated in the run-up to and during World War I,
their tendency to directly associate the new export of capital with the old
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history of imperialism (as the extension of rule through armed conquest of
territories), led them to mistakenly conclude that this fusion defined the
historical terminus of a mature capitalism. Moreover, the notion of “finance
capital” (extrapolated far too generally from the monopoly trusts formed
between industrial and financial firms at the turn of the century in Germany)
was a hindrance to understanding the much looser relationship between
production and finance that increasingly became the norm, along American
lines, through the course of the century. But most problematic of all was the
attempt to explain the export of capital in terms of the saturation of domes-
tic markets in the major capitalist countries. This failed to recognize the
long-run implications of the growth of working-class organizations for the
dynamics of capitalism. In the “golden age” after 1945, domestic markets
were anything but saturated; profits were realized through expanding
working-class consumption, yet capital exports continued, driven by quite
different factors, as the export of capital itself was transformed over the
twentieth century in the context of the international integration of produc-
tion through multinational corporations and the extensive development of
international financial markets.™

On the basis of the changes capitalism had undergone by mid-century,
the American state was not only uniquely placed but uniquely capable, for
reasons related to its institutional capacities as well as class structure, to
relaunch capitalist globalization after its interruption by world war and
economic depression.” This was a crucial moment in the historical differ-
entiation between the economic and political in the making of global
capitalism. In the passage from Britain’s only partially informal empire to
the predominantly informal American empire, something much more
distinctive had emerged than Pax America replacing Pax Britannica. The
American state, in the very process of supporting the export of capital and
the expansion of multinational corporations, increasingly took responsibil-
ity for creating the political and juridical conditions for the general extension
and reproduction of capitalism internationally.

This was not just a matter of promoting the international expansion of
US MNCs. That state actors explained their imperial role in terms of
considerations of universal rule of law was not mere dissembling, even if
they always also cast an eye to whether this would benefit US capitalism. As
with the informal regional empire that the US established in its own hemi-
sphere at the beginning of the twentieth century, a proper understanding of
the informal global empire it established at mid-century requires a scale of
analysis that can identify not only the domestic but also the international
role of the American state in setting the conditions for capital accumulation.
It also requires a very different understanding of the roots of US empire
than those advanced by critical historians who linked the American state’s
“Open Door” policy too directly to its own capitalists’ needs for exports
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due to over-accumulation at home (or even to businessmen’s belief in that
need).” As Chapter 1 shows, economic crisis and class struggle at the time
of the so-called closing of the US frontier in the 1890s contributed to the
imperial posture of the American state at the turn of the century. But
American capitalists invested abroad through the ensuing decades not
because of the lack of opportunities at home, but to take advantage of addi-
tional opportunities.

It is incorrect, however, to try to explain US imperial practices in aid of
commercial interests merely in terms of capitalists imposing them on the
American state. The danger with this type of interpretation is that it exag-
gerates the extent to which capitalists’ consciousness of their interests was
always so fixed and clear. It also often leads to drawing far too rigid distinc-
tions between internationally oriented and domestically oriented elements
of the US capitalist class. The tensions, as well as synergies, between the
American state’s role vis-a-vis its own society and its growing responsibili-
ties for facilitating capital accumulation in the world at large cannot be
reduced to the lobbying of various “class fractions.”"’

Most crucially, such an interpretation gives insufficient weight to the rela-
tive autonomy of the American state in developing policy and strategic
directions and bringing about political compromises among diverse capitalist
forces—and between them and other social forces. This lack of attention to
institutional capacity is also evident in Charles Kindleberger’s highly influen-
tial argument that the Great Depression (and by implication perhaps even the
world war that followed it) could have been avoided had the US state been
willing to step into the “hegemonic” role that Britain could no longer play as
underwriter of the system. This puts too much emphasis on US “reluctance”
and too little on its institutional incapacity to manage the international system
until the changes it underwent during the New Deal and World War IL.*
Despite the US already having become the leading industrial power and
banker to the world by the end of the Great War, and despite the internation-
alist inclinations of many Republicans as well as Democrats in office, it was
only through the crucible of the 1930s and 1940s, as Chapter 2 shows, that the
American state developed sufficient institutional capacity to take the helm in
a project for making capitalism global.”

The American Empire and the Internationalization of the State

The most important novelty of the relationship between capitalism and
imperialism that World War II set in train was that the densest imperial
networks and institutional linkages, which had earlier run North—South
between imperial states and their formal or informal colonies, now ran
between the US and the other major capitalist states. The creation of stable
conditions for globalized capital accumulation, which Britain had been
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unable to achieve (indeed hardly even to contemplate) in the nineteenth
century, was now accomplished by the American informal empire, which
succeeded in integrating all the other capitalist powers into an effective
system of coordination under its aegis.

The significance of this can only be fully appreciated with a proper
understanding of what it meant in terms of the internationalization of the
capitalist state. The creation of new international institutions in the postwar
era did not amount to the beginnings of a proto-global state; these institu-
tions were constituted by national states, and were themselves embedded in
the new American empire. National states remained primarily responsible
for reorganizing and reproducing their respective countries’ social relations
and institutions of class, property, currency, contract, and markets. But they
were now “internationalized” in a different way than they had been before.
Now they too had to accept some responsibility for promoting the accumu-
lation of capital in a manner that contributed to the US-led management of
the international capitalist order. The American state did not so much
dictate this to other states; rather it “set the parameters within which [the
others] determined their course of action.”

At the same time, while the policies of the new imperial state continued
to reflect pressures coming from domestic social forces, including pressures
to represent US capitalists’ interests abroad, the state responded to these
pressures in a way that redefined the American “national interest” in terms
of the extension and defense of global capitalism. Domestic tensions with
respect to its international role were reflected in heated debates, and even
conflicting definitions of institutional responsibilities, within the American
state. These tensions were eased by the fact that the accumulation strategies
of the dominant sections of the US capitalist class were themselves increas-
ingly global. That said, the state’s actions in support of global capitalism
were not merely dictated by American capitalists, even if their growing
international interests and connections structured the range of options open
to the state in its international role. Moreover, the capacity to generate
coherent international policies in the face of the conflicts and compromises
inside the American state, as it took on the central responsibility for global
capitalism while remaining the nation-state of the USA, was never achieved
once and for all. Nor was policymaking ever centered in any singular state
“brain.” It was only in the context of dealing with specific problems thrown
up by an international capitalism, and of the accompanying shifts in the
hierarchy of US state agencies, that key actors inside the American state
struck the compromises and developed the common tactics to produce the
kind of policy cohesion that allows us to speak in terms of the American

20

state’s imperial strategies.
Apart from its importance as the world’s leading capitalist economy,
what added to the legitimacy of the informal American empire was the
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cachet that liberal-democratic ideas and the “rule of law” lent to the US
abroad, even if this did not always provide credibility to the claim that
American military interventions were all about human rights, democracy
and freedom. And justas the liberal democratic project of reconciling formal
equality of citizenship with the inherently unequal social relations of capi-
talism obscured the realities of class, so did the attempt to reconcile national
self-determination and the formal equality of states with the inherently
asymmetric inter-state relations in a capitalist world economy likewise
obscure the new realities of empire.

Many US administrative, legal and constitutional forms were imitated in
other states, but this was always mediated and refracted by the specific
balance of social forces and the institutional make-up of each of them. Their
politics were never a direct reflection of American economic penetration of
their economies. Nor did other states become merely passive actors in the
American empire; “relative autonomy” characterized the internationaliza-
tion of these states as well. It was relative autonomy within the American
empire that allowed other governments to pressure US governments to
carry out their pre-eminent responsibilities in the management of global
capitalism in ways that would not simply reflect the political and economic
pressures to which American political actors were subject at home. But in
doing so, these other governments recognized, usually explicitly, that the
US alone had the capacity to play the leading role in the expansion, protec-
tion, and reproduction of capitalism.

The US-led postwar order is usually presented in terms of “the victory
of the interventionist, or welfare, economy over the market economy,”
which allowed states to cushion their populations from external disruptions
in the context of “the movement towards greater openness in the interna-
tional economy.””" But what the notion of this so-called “embedded
liberalism” obscures is that the social welfare reforms were structured so as
to be embedded in capitalist social relations. They facilitated not the
“decommodification” of society, but rather its increasing commodification
through full employment in the labor market and through the consumer
demand that the welfare state made possible.”> The social reforms of the
welfare state were extremely important in terms of employment and income
security, education and social mobility, and they strengthened working
classes in many respects; but at the same time these reforms were limited by
the way they were linked to the spreading and deepening of markets amid
the relaunching of global capitalism.

Chapter 3 shows that, contrary to what is often supposed, it was precisely
the concern to lay a stable basis for the spreading and deepening of global
financial markets that was embodied in the 1944 Bretton Woods agree-
ment—and the IMF and World Bank that were established under its
auspices. In effectively putting the capitalist world on the dollar standard,
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that agreement reflected the recognition on all sides of the immense size,
depth, liquidity, and openness of US financial markets, and it ushered in the
steady expansion of the financial sector both in the US and internationally.>?
The considerable power that bankers retained within the American capital-
ist class and the institutional intertwining of the US Treasury and Federal
Reserve with Wall Street were registered in the American state’s abandon-
ment of its capital controls after the war. The controls that other capitalist
states maintained represented not the defeat of international finance, but
rather a pragmatic conjunctural response to postwar economic realities.
Most US political actors regarded these controls as temporary arrangements.
The explicit long-term goal of the American state was to create the material
and legal conditions for the free movement of capital throughout the world.
Precisely because these conditions were so successfully fostered in the
advanced capitalist countries during the Bretton Woods era, those years
should be understood as “the cradle of the global financial order that even-
tually emerged.”*

One key feature of this transformation was the deeper incorporation of
the American working class despite its considerable militancy immediately
after World War II. As Chapter 4 shows, another of its crucial aspects, for
which there was no historical precedent, was the extent to which US
governments supported the revival of potential economic competitors—
through low-interest loans, direct grants, technological assistance, and
favorable trading relations—so that they could sell their products to the US.
A pattern was thereby set for the economic integration of all the leading
capitalist countries, and continues to this day. This laid the basis for the
spread of US MINCs, whose growing strength and reach in turn reinforced
the imperial capacities of the American state. The increasing flow of invest-
ment from Europe and Japan to the US further deepened the shift from
“soft” integration based on lower tariffs to “hard” integration in the shape
of cross-border networks of production. This did not mean that trade had
become less important, but it was now structured by a broad range of MNCs
that were more and more dependent on the regular flow of cross-border
inputs and outputs. This increased pressures on states to support the “consti-
tutionalization” of free trade and capital movements through both bilateral
and multilateral agreements that effectively protected the assets and profits
of MNC:s around the world.*

As capitalist states increasingly sought to attract foreign investment, their
policies became more oriented to offering equal treatment to all capitalists,
independent of their nationality, which was precisely what the American
state had pressed for. MINCs came to depend on equal national treatment by
many states; and these states were also internationalized in the sense of
coming to take on more and more responsibility for creating and strength-
ening the conditions for non-discriminatory accumulation within their
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borders. This eventually included legal and regulatory changes that facili-
tated the development of their own MNC:s along the lines pioneered by the
American state. This did not spawn a “transnational capitalist class,” loos-
ened from any state moorings or about to spawn a supranational global state;
“national capital,” in the shape of firms with dense historic linkages and
distinct characteristics, did not disappear.*®
between various centers of accumulation. But the interpenetration of capi-

Nor did economic competition

tals did largely efface the interest and capacity of each “national bourgeoisie”
to act as the kind of coherent force that might have supported challenges to
the informal American empire. Indeed they usually became hostile to the
idea of any such challenge, not least because they saw the American state as
the ultimate guarantor of capitalist interests globally.

The dense linkages binding these states to the American empire were
also institutionalized, of course, through NATO and the hub-and-spokes
networks of intelligence and security apparatuses between Washington
and the other capitalist states. The containment of Communism, whether
in the Cold War in Europe or the very hot wars in East Asia, was largely
about ensuring that as many of the world’s states as possible would be
open to the accumulation of capital. As Bacevich has put it: “US grand
strategy during the Cold War required not only containing communism
but also taking active measures to open up the world politically, cultur-
ally, and, above all, economically—which is precisely what policymakers
said they intended to do.”*” They made this quite clear, moreover, as is
now widely accepted among historians, “well before the Soviet Union
emerged as a clear and present antagonist.”*® This was not, as has often
been suggested, an extension of the old Open Door policy.” That earlier
policy had been conceived as securing equal treatment for American
products and businessmen within the rival capitalist imperial spheres of
influence, whereas the central strategic concern of those who planned the
new American empire during World War II was to do away with discrete
capitalist spheres of influence altogether. Their prime goal was to “alter
the character of the capitalist core.”°

The new relationship between capitalism and empire established at this
time should not be understood in terms of the old “territorial logic of
power” long associated with imperial rule merely becoming fused with the
“capitalist logic of power” associated with “capital accumulation in space
and time.”¥ The US informal empire constituted a distinctly new form of
political rule. Instead of aiming for territorial expansion along the lines of
the old empires, US military interventions abroad were primarily aimed at
preventing the closure of particular places or whole regions of the globe to
capital accumulation. This was part of a larger remit of creating openings for
or removing barriers to capital in general, not just US capital. The mainte-
nance and indeed steady growth of US military installations around the
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globe after World War II, mostly on the territory of independent states,
needs to be seen in this light, rather than in terms of securing territorial
space for the exclusive US use of natural resources and accumulation by its
corporations.’* For instance, US interventions in the Middle East—from the
overthrow of Mossadegh in Iran in 1953 to the overthrow of Saddam fifty
years later—cannot be understood simply in terms of keeping US gas prices
low or winning exploration contracts for American companies. Such narrow
concerns would not themselves “merit the intense level of US intervention
in the region . .. Rather, America ensures that oil flows from the Persian
Gulf are available to fuel international trade and economy as part of its
global superpower responsibilities.”

The fact that the US could also plausibly present itself as anti-imperialist
(in the old sense of the term) was based on its general encouragement of
postwar decolonization and its promotion of an open and inclusive world
capitalism. Of course, both the legacy of the old imperialisms, and the vast
imbalance between the size of the Marshall Plan and Third World develop-
ment aid, reproduced global inequalities between the new states and the
advanced capitalist ones. Critical use of the term “imperialism” now became
ever more loosely associated with core-periphery relations, dependency,
and unequal exchange, with little focus on what distinguished the US from
other empires. All the advanced capitalist countries might continue to
benefit from the North—South divide, but any interventions abroad by
them had to be either American-initiated or at least have American approval.
The American state arrogated to itself the sole right to intervene against
other sovereign states (which it repeatedly did around the world), and
largely reserved to its own discretion the interpretation of international
rules and norms. Its global reach and responsibilities made it not so much
primus inter pares as qualitatively distinct from the other advanced capitalist
states. (The Soviet Union was of course an entirely difterent matter, and
insofar as it also played an imperial role in the postwar era, it did so in a very
different way, precisely because it was not a capitalist state.)

Economic Crisis and the Illusion of Hegemonic Decline

By the 1960s, alongside the activities of MINCs abroad, the international
operations of US management, legal, accounting, and consultancy firms
also facilitated the making of global capitalism under the aegis of the
American empire. This was further enhanced when the City of London
switched its international allegiance from sterling to the dollar, and became
by the 1960s the Eurodollar satellite of Wall Street. But, together with the
appearance of US balance of payments deficits due to the flow of imports
from Europe, as well as increased US foreign direct investment (FDI from
here on) in Europe, this raised severe problems for the dollar’s fixed
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exchange rate, even though the US Treasury bond market still served as
the foundation for all calculations of value in the global capitalist econ-
omy. As Chapter s shows, it became the remit of the international nexus
formed by the staffs of the US Treasury and Federal Reserve with those
of the finance ministries and central banks of Europe and Japan to try to
cope with the dollar’s problems. In the end they failed to do so within the
Bretton Woods framework. That failure was ultimately due to the contra-
dictions produced by the success of the “golden age” in producing near
full employment by the 1960s. Growing worker militancy in the advanced
capitalist countries, and assertions of economic nationalism in the Third
World, combined to deepen the “crisis of the dollar.” This was a situation
that proved confusing to all the main actors—including the Americans.

Many observers thought that the policy tensions among states around the
time of the breakdown of Bretton Woods were a sign of challenges to
American hegemony, and the clear beginnings of its decline.** As usual, the
most prominent US political scientists were picking up the unease of
American policymakers themselves, who, having “encouraged as a deliber-
ate act of American policy” the growth of the US’s main trading partners in
the postwar era, were by the 1960s speaking privately in terms of “trying to
make the decline of the United States in the world respectable and orderly.”?
In many respects, the expectations of US international relations “realists”
were similar to those of Marxists who continued to expect a resurgence of
inter-imperial rivalry.’® Yet, as Nicos Poulantzas was one of the few to
understand clearly at the time, this failed to appreciate the depth of the
incorporation of other advanced capitalist states into the new American
empire. As he put it just when the first serious postwar capitalist economic
crisis was unfolding, in the early 1970s, there was “no solution to this crisis,
as the European bourgeoisies themselves are perfectly aware, by these bour-
geoisies attacking American capital . . . The question for them . . . is rather
to reorganize a hegemony that they still accept.”¥’

American “structural power” (to employ Susan Strange’s term) was actu-
ally enhanced in the wake of the jettisoning of Bretton Woods, although
this was not widely recognized until long after the dust from the crisis of the
1970s had settled.?® It was only well into the 1990s, for instance, that Peter
Gowan could plausibly present an account of the Nixon administration’s
1971 decision to detach the dollar from gold as a “Faustian bid for world
dominance” designed to give the US “monocratic power over international
monetary affairs.”®® Yet despite its insights, this interpretation not only
downplayed the importance of the links between New Y ork and Washington
throughout the postwar period; it also overplayed the coherence and clarity
with which US policymakers responded to the crisis. In fact, the American
state had embarked on an uncharted voyage through the “stagflationary”
crisis decade of the 1970s.
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But what was most significant was that this crisis did not produce anything
approaching the kind of inter-imperial rivalry to which earlier capitalist
crises had given rise. As Chapter 6 shows, the institutional infrastructure for
the internationalization of the state built by the US, Europe, and Japan in
trying to save Bretton Woods would lead in the 1970s to the creation of the
G7, and would be crucially important in guiding the passage of international
capitalism through the crisis. The fears of overwhelming currency instability
once gold was demonetized “along with copper, nickel, silver, not to
mention wampum and clam shells” (as Kindleberger once sarcastically put
it*) proved unfounded, not least due to the development of currency deriv-
atives by US financial markets. The development of derivative markets
provided risk-insurance in a complex global economy without which the
internationalization of capital via trade and FDI would otherwise have been
significantly restricted.

In 1978 a scarcely noticed US law formally repealed the century-old
Coinage Act, which had obliged the American state to convert dollars into
gold coins or bullion. That this act was passed without any fanfare reflected
the fact that “nobody seriously thought of the dollar in terms of its gold
equivalent any longer.”+ But this certainly did not mean that no one any
longer thought about the dollar’s substantive value. On the contrary, the
issue was now not just one of fluctuating exchange rates, or the US balance
of payments, or even the price of Treasury bonds; the dollar’s growing
centrality as the measure of value in the global circuits of capital after the
collapse of Bretton Woods made the American state’s responsibility for
sustaining capitalist confidence in the dollar more critical than ever.
‘What had really sapped this confidence was the inflationary threat which
full employment had given rise to, especially as this was associated with
increasing labor militancy and popular pressures for greater social expendi-
ture, economic planning, and controls over investment.

It was only when class discipline was eventually imposed inside the
advanced capitalist economies that an exit from the crisis of the 1970s was
found.* Amid a run on the dollar at the end of the decade, as Chapter 7
shows, the stage was finally set for the policy, introduced by the US Federal
Reserve under Paul Volcker in 1979, which imposed that discipline. The
“Volcker shock,” as the Fed’s draconian increase in interest rates became
known, was designed to establish a permanent anti-inflation parameter
which would guarantee that the dollar, backed by Treasury bonds, would
provide a reliable anchor for international finance. This was accompanied
by a broader neoliberal turn in the US, and its subsequent near-universal-
ization as almost all the world’s states, soon including Communist ones,
opened themselves up to free trade and the free movement of capital, and
promoted the spread and deepening of capitalist social relations.

The common tendency to analyze these developments in terms of the
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key tenets of neoliberal ideology as articulated by Reagan or Thatcher, or
for that matter by Milton Freidman or Alan Greenspan, is a classic case of
failing to see the wood for the trees. It misses the continuities between their
prescriptions for free markets and the long-term goals already articulated by
the American state at the time of the relaunching of global capitalism in the
postwar era. And it fails to register the growing contradictions within the
postwar class compromise, as the realization of near full employment and
growing social expenditures took place alongside rapidly increasing
commodification and ever-deepening  capitalist social  relations.
Neoliberalism involved not only the restructuring of institutions to ensure
that the anti-inflation parameter was enforced, but also the removal of barri-
ers to competition in all markets, and especially in the labor market. Breaking
the inflationary spiral involved, above all, disciplining labor. By accomplish-
ing this, it secured the confidence of industrial as well as financial capital.
Despite the Reaganite rhetoric in which neoliberal practices were envel-
oped (“government is not the solution, government is the problem”), it was
the state that was the key actor. The mechanisms of neoliberalism—under-
stood in terms of the expansion and deepening of markets and competitive
pressures—may have been economic, but neoliberalism was essentially a
political response to the democratic gains that had been previously achieved
by working classes and which had become, from capital’s perspective, barri-
ers to accumulation. It was only on the most stylized and superficial reading
that the state could be seen to have withdrawn. Neoliberal practices did not
entail institutional retreat so much as the expansion and consolidation of the
networks of institutional linkages to an already globalizing capitalism.

In understanding both the trajectory and the contradictions of capitalism
in the second half of the twentieth century, it is very significant that the
new period of financial competition, growth, and innovation was spawned
not in the era of neoliberalism during the reactionary 1980s under the
imprint of Reaganism and Thatcherism, but rather, as we shall see, during
the heyday of Keynesianism in the radical 1960s, under the imprint of
Kennedy’s Camelot and Johnson’s “Great Society.” The ever-increasing
importance of the Treasury and Federal Reserve within the American state
was directly related to this, as well as to the further explosion of global
finance in the 1980s, at the center of which were the large US international
banks. Apart from being the key vehicle for the diffusion of American
policy abroad through the liberalization of regulations on capital flows,
financial markets also contributed in crucial ways to the renewal of the
American empire. It was not so much that the American state “exploited”
its power to secure favorable treatment from financial markets; rather, over-
seas central banks and private investors, whether structurally dependent on
the US or attracted to the safety and returns in US financial markets, had a
strong interest in moving funds to the US. As capital markets everywhere
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became increasingly internationalized, the US could take advantage of the
depth and breadth of its financial markets to supplement its trade in goods
with its international financial services. This is why US trade deficits no
longer led to a crisis of the dollar.

Nevertheless these trade deficits, combined with the manifest effect of
economic restructuring in industrial shutdowns and layofts, fomented
further widespread angst about “American decline.”* An insistent theme
of more critical analysts was that the new age of finance was a symptom of
the failure to resolve the profitability crisis of the 1970s.#* In fact, the
weakening of labor provided American capital with competitive flexibil-
ity, and the explosion of finance contributed to the restoration of general
profitability, both through the disciplinary impact of the “shareholder
value” precepts it sponsored within firms and through the allocation of
capital across firms. Firms restructured key production processes,
outsourced others to cheaper and more specialized suppliers, and relo-
cated to the US south—all as part of an accelerated general reallocation of
capital within the American economy. Amid the bravado and almost
manic competitiveness of Wall Street, pools of venture capital were made
available for the high-tech firms of the “new economy.”

By the late 1980s these transformations in production laid the basis for
US exports to grow faster than those of all other advanced capitalist coun-
tries. Moreover, the American economy’s unique access to global savings
through the central position of Wall Street in global money markets allowed
it to import freely without compromising other objectives. Despite very
high rates of growth in the newly industrializing countries of the global
south—the so-called NICs—the US proportion of world production
remained stable, at around one-fourth of the total, right into the twenty-
first century. In terms of the strength of American capitalism, there were
indeed really two golden ages—the quarter-century up to the crisis of the
1970s (approximately 1948—73) and the quarter-century following the reso-
lution of that crisis (approximately 1983—2007).

Many people initially expected that the Western European and East
Asian “varieties of capitalism,” characterized by “strong states” with “coor-
dinated market economies,” would provide an alternative to the allegedly
“weak” type of Anglo-American states that were fully subjected to free
market ideology and practice.* Even apart from the wildly erroneous desig-
nation of the American state as “weak,” this view failed to recognize how
far the increasingly transnational orientation of the leading sectors of capital
in Europe and Asia necessarily involved greater ties with American capital.
As Chapter 8 shows, the heady enthusiasm that attended the Common
Market’s completion in the 1960s soon gave way to “Eurosclerosis.” The
first steps towards a common European currency, in 1979, were seen by
many as the battering ram for a challenge not only to the dollar but also to
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US imperial hegemony. But the persistent inability to develop adequate
mechanisms for transfers from surplus countries to deficit countries within
the EU, together with the defeats suffered by the Left in the 1980s, rein-
forced Europe’s economic dependence on the US as “consumer of last
resort,” and made “delinking” European capitalism from American capital-
ism virtually impossible.*

A similar mistake was commonly made in relation to Japan. The massive
flow of Japanese capital to the US in the 1980s gave rise to widespread
predictions that Japan would displace the US as capitalism’s hegemonic
power. But this reflected a fundamental misconception, namely that foreign-
ers’ purchases of US financial assets were all about compensating for the US
trade deficit. Rather, as foreign capital was keen to invest inside the giant
US economy and foreign states were eager to stabilize their currencies at
competitive levels, both were attracted by deep US financial markets and
their broad array of products and services. In practice, the flow of Japanese
funds into US private assets and securities as well as Treasury bonds had the
effect of reinforcing the American empire, not of turning the US into a
supplicant debtor. It validated the dollar’s role as the global currency and
gave the Federal Reserve enormous leeway in setting interest rates, while
permitting not only a large trade deficit but also the fiscal deficits that came
with Reagan’s policy of tax cuts combined with increased military spend-
ing. And, by no means least important, it enabled the Treasury and Federal
Reserve to play an indispensible role as the world’s firefighters-in-chief,
turning on the taps of liquidity to douse the repeated crises that were an
inevitable consequence of the increasingly volatile global financial system.

Consolidating Capitalism and Containing Crises

The extension of capitalism as a global project through the final quarter of
the twentieth century was intimately related to the development of the new
mechanisms of international coordination sponsored by the renewed
American empire. As Chapter 9 shows, the practice of neoliberalism rein-
forced the material and ideological conditions for international legal rules
guaranteeing free trade and for the national treatment for foreign capital in
each social formation. This was exemplified by NAFTA, European
Economic and Monetary Union, and the WTO, as well as by the bilateral
investment treaties promoted by the US Trade Representative. In addition
to the G7’s role in forging a consensus first among finance ministries and
then among heads of state, the Bank for International Settlements re-emerged
as the major coordinating agency for central bankers, while the IMF became
the vehicle for imposing neoliberal “structural adjustments” on Third
World economies.

None of this could, in fact, go very far, or be very stable, without a much
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deeper process of capitalist state-building, or what the World Bank called
developing “effective states.”* Moreover, far from neoliberal legal rules
finally creating a crisis-free world order, as the proponents of free trade
promised, periodic interruptions in accumulation now more than ever took
place on a global plane. The intensified competition characteristic of neolib-
eralism, and the hyper-mobility of financial capital, aggravated the uneven
development and volatility inherent in this global order. In fact, although
global financial markets were increasingly important for mediating the inte-
grated production circuits of global capitalism, they also vastly increased the
likelihood of currency and bank crises.

So the consolidation of capitalism through the last decades of the twen-
tieth century did not bring a new plateau of global stability. Instead, this
global financial volatility left the developing countries of Asia, Africa, and
Latin America increasingly dependent on the crisis-management role of the
US empire, as Chapter 10 shows. In the 1990s, at the same time as the US
was called upon to act as the global policeman against human rights viola-
tions by “rogue states,”® so was it also expected to put out financial
conflagrations around the world. In the wake of the 1997—98 Asian financial
crisis, with the US Treasury now explicitly defining its role in terms of
“failure containment” rather than “failure prevention,” the cover of Time
pictured Alan Greenspan of the Federal Reserve and Robert Rubin and
Lawrence Summers of the US Treasury beneath the banner “THE
COMMITTEE TO SAVE THE WORLD.”* Conjured up here was an
image of the American state as a global “executive committee of the bour-
geoisie” (as Marx famously called the capitalist state). In advance of the
creation of the G20 at the initiative of the US Treasury in 1998, Summers
himself paraphrased the opening words of the Communist Manifesto: “[A]
spectre is haunting the world’s governments: that of the global capital
market whose advances they cannot resist, whose sudden rejections they
cannot survive . . . We need systems that can handle failure because until
the system is safe for failure, we will not be able to count on success.”*

Those at the pinnacle of the American state clearly shared Paul Volcker’s
view that both the volatility embedded in the globalization of finance and
the US global role in containing the crises this produced were “a price we
pay for the enormous advantages, the indispensable advantages, of open and
competitive financial markets. It’s part and parcel of the process of ‘creative
st Even as they bore responsibility for managing crises, they
were determined that such changes as were introduced to the regulatory
“architecture” of international financial markets should not get in the way
of the “indispensable advantages” the markets offered for making more and
more of the world capitalist.

As Chapter 11 shows, by the millennium all the elements of “globaliza-
tion”—the transformations in the global division of labor, the development

destruction.
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of competitive networks of production, and a new financial architecture to
facilitate accelerated financialization—were implicated both in the US
economy’s continuing centrality in global capitalism and in the successful
integration into it of the huge and fast-growing Chinese economy. At the
beginning of the twentieth century the Communist Manifesto’s prediction
that the bourgeoisie would soon “batter down all Chinese walls” was,
despite the Open Door policy, still very far from being realized.’ Half a
century later, when the American informal empire was still at an early stage
of expansion beyond its own hemisphere, the US was primarily concerned
that China’s Communist revolution should not have any domino effects in
Asia. Three decades later, however, when the Chinese Communist elite
made its historic determination that the most promising path to develop-
ment passed through capitalism, this coincided with a new stage in the
informal American empire’s drive to realize a fully global capitalism.

The failure to grasp the centrality of the American empire to capitalist
globalization led many commentators to predict that China’s entry into it
marked a fundamental “re-Orientation” of the global capitalist order.®
Concerns over American dependence on external finance shifted from
Japan to China, while fears that persistent US trade deficits reflected a
“hollowing out” of the American economy were revived and intensified.
But the US trade and credit “imbalances” were actually indicative of the
extent of China’s integration into the American-led global capitalist order.
US imports from China provided low-cost inputs for businesses and cheap
consumer goods for workers, while China’s march to capitalism at home
was characterized by the largest inflow of foreign capital and technology as
well as the greatest export dependence of any late developer in history.

The New Crisis

The foreign reserves that not only China but other export-oriented devel-
oping states invested in US Treasuries were explicitly designed to prevent
any recurrence of the vulnerability to capital outflows that South Korea and
the other East Asian NICs had experienced in 1997-98. But the financial
volatility that attended an increasingly integrated global capitalism was
nevertheless preparing the ground for the first great capitalist crisis of the
twenty-first century. If the financial crisis that began in 1997 deserved to be
called the Asian Crisis, because of where it emanated from, the global crisis
that started a decade later, in 2007, deserves to be known as the American
Crisis. This is the subject of Chapter 12.

The nature of this crisis cannot be grasped if it is not first understood how
not only labor but also capital—and not least finance—were strengthened in
the postwar Keynesian era, how that determined both the causes and the
outcomes of the 1970s crisis, and how the particular resolution of that crisis in
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turn set up the conditions for the American and global crisis three decades
later. The failure to recognize this obscures the fundamental differences
between the 1970s crisis and the present one in terms of the degree of work-
ing-class strength; the transformations in finance, technology, and the
international division of labor; and key institutional changes that have occurred
within and among states. By the 1980s and 1990s the greater mobility of
financial capital across sectors, space, and time (especially via derivatives)—
that is, financial capital’s quality as general or “abstract” capital—greatly
intensified domestic and international competition at the same time as it
brought a much greater degree of financial volatility. Thus, while the
phenomenal growth of financial markets since the 1980s led to over-leverag-
ing and excessive risk-taking, this was tolerated and in fact encouraged for
reasons that went far beyond the competitive dynamics and power of finance
itself. It was accepted because financial markets had become so crucial to the
domestic and global expansion of capitalism in general.

Despite the sheer tenacity of the view, going back to the theories of
imperialism a century earlier, that overaccumulation is the source of all
capitalist crises, the crisis that erupted in the US in 2007 was not caused by
a profit squeeze or collapse of investment due to general overaccumulation
in the economy.** In the US, in particular, profits and investments had
recovered strongly since the early 1980s. Nor was it caused by a weakening
of the dollar due to the recycling of China’s trade surpluses, as so many
had predicted. On the contrary, the enormous foreign purchases of US
Treasuries had allowed a low-interest-rate policy to be sustained in the US
after the bursting of the “new economy” stock bubble at the beginning of
the new century. While this stoked an even greater real-estate bubble, after
a brief downturn economic growth and non-residential investment resumed.
Indeed, investment was growing significantly in the two years before the
onset of the crisis, profits were at a peak, and capacity-utilization in industry
had just moved above the historic average.

It was only affer the financial meltdown in 2007-08 that profits and
investment declined. The roots of the crisis, in fact, lay in the growing
global importance of US mortgage finance—a development which could
not be understood apart from the expanded state support for home owner-
ship, a long-standing element in the integration of workers into US
capitalism. Since the 1980s, wages had stagnated and social programs had
been eroded, reinforcing workers’ dependence on the rising value of their
homes as a source of economic security. The decisive role of American state
agencies in encouraging the development of mortgage-backed securities
figured prominently in their spread throughout global financial markets.
The close linkages between these markets and the American state were thus
crucial both to the making of the US housing bubble and to its profound
global impact when it burst, as mortgage-backed securities became difficult
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to value and to sell, thus freezing the world’s financial markets. But crucially
important in explaining why the financial crisis turned into such a severe
economic crisis was that the collapse of housing prices also undermined
workers’ main source of wealth, leading to a dramatic fall in US consumer
spending. The bursting of the housing bubble thus had much greater effects
than had the earlier bursting of the stock-market bubble at the turn of the
century, and much greater implications for global capitalism in terms of the
role the US played as “consumer of last resort.”

In true imperial fashion, the US fully shared its problems with the rest of
the world. Given the role of US financial assets and consumer spending in
global capitalism, illusions that other regions might be able avoid the crisis
were quickly dispelled. But the centrality of the American state was at the
same time made clearer than ever. Its key role in global crisis management
was confirmed as the crisis unfolded, from the US Federal Reserve directly
bailing out foreign banks and providing other central banks with much-
needed dollars, to the Treasury’s coordination of stimulus policies with
other states. The enormous demand for US Treasury bonds right through
the crisis reflected the extent to which the American state continued to be
regarded as the ultimate guarantor of value, and demonstrated how much
the world remained on the dollar standard. Even while international tensions
surfaced, what was so striking when the G2o leaders were gathered together
to meet for the first time in late 2008 in Washington, DC was the consensus
on avoiding protectionist measures.

The establishment of the G20 was not a matter of shifting effective deci-
sion-making powers from the national to the international level, much less
from the American state to an international body. The G7 had never been
about this in any case, and US hegemony within it was even further
enhanced by the turn of the century. But it did symbolize the growing
importance, and at the same time the difficult challenge, of integrating the
leading developing states into the management of the global capitalist system
under the aegis of the American empire. As we argue in the Conclusion,
the severity of the first great crisis of the twenty-first century clearly exposed
how far all of the world’s states are enveloped in capitalism’s irrationalities.
Yet it was especially notable that the fissures the crisis produced did not take
the form of conflicts between capitalist states, but of social conflict within
them. The significance of the fact that the political fault-lines of global capi-
talism run within states rather than between them is, we suggest, replete
with implications for the American empire’s capacity to sustain global capi-
talism in the twenty-first century. It is also pregnant with possibilities for the
emergence of new movements to transcend capitalist markets and states.
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