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Revolutionary changes to our world economy and their impact on the
environment are presenting formidable problems for human society.
Global Change and Challenge examines some of the crucial challenges
facing society in the 1990s and how geography can contribute to their
understanding and management. '

Using the theme of how societies adapt to change, the contributors — at
the time of writing all members of the Geography department of the
London School of Ecdnomics — deal with some of the issues confronting
modern geography in three broad groups. The early chapters examine the
impact of human activity on the environment in a global context — looking
in particular at the management of resources and of the natural
environment. The book then examines from a variety of perspectives how
global economic change offers both new constraints and new opportunities
for economic development at all levels — local, regional and global. The
shifting patterns of social and economic change are examined with respect
to the industrialised, newly industrialised, and Third World countries at
both national and regional levels. The final chapter assesses how new
technology can influence the geographer’s perspective and aid in the search
for management solutions.

By employing the general theme of adaptation to change, the
contributors seek to present a range of views on the ‘geography of change’
in a single and accessible form for school and university students. The aim is
as much to encourage students to understand where we are and where we
have come from, as to where we may be going.

Robert Bennett is Professor of Geography at the LSE, having previously
held positions at Cambridge University and UCL. His recent publications
include Decentralisation, Local Governments and Markets (Editor, Clarendon
Press, 1990) and Local Economic Development (Bellhaven, 1991). Robert
Estall is Emeritus Professor of Geography at the LSE, from where he
graduated in 1955. He has had three extended stays in the United States as
Visiting Professor or Research Fellow, but his academic career has centred
on the LSE. His major publications include Industrial Activity and
Economic Geography (Hurchinson, 1980), New England: A Study in
Industrial Adjustment (Bell, 1966) and A Modern Geography of the United
States (Pelican, 1976).
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INTRODUCTION

Robert Bennett and Robert Estall

PERSPECTIVES ON CHANGE

This book examines some of the major current challenges of our
society and how geography can contribute to their understanding
and management. It presents a diversity of views by authors
working in one umversaty geography department at the London
School of Economics.! It does not seek to provide the answer to all
questions, nor to give an exhaustive coverage of all issues of concern
to modern geographers. Instead, one theme is examined: the
adaptation of society to change. The aim is to present a range of
views on the theme ‘geography of change’ in a single and accessible
form for school and university student readers. We also suggest
ways in which geography might help to arrive at management
solutions to major current policy problems. This is part of the
tradition of the discipline. It has been the particular role played by
the LSE department since at least the 1930s when, under Professor
Sir L. D. Stamp, it directed the Land Utilisation Survey of Britain.

The issues confronting modern geography are dealt with in three
broad groups. The early chapters of the book seck to put the study
of change and development in a global context. The problems
experienced in British society are not unique, but are part of a more
general restructuring of the economies and environments of the
world. In the first three chapters we examine the impact of
environmental change. The problems that we are now facing are the
result of economic and technological developments that are placing
increasing pressures on the physical world. In Chapter 1 Judith

! One author, Judith Rees, has now moved to become Professor of Geography at
Hull University, but her teachmg mterests have been enlarged at the LSE with new
staff appointments.
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Rees examines the great challenges to the management of our
environment and its resources, particularly in the fields of minerals
and water use. David Jones then reminds us, in Chapter 2, that in
spite of our growing ability to manage and regulate the environ-
ment, the problem of natural hazards and disasters, such as floods,
hurricanes and drought, often on a massive scale, are ever present,
One major set of hazards and environmental management pressures
is then examined in more depth. In Chapter 3 Helen Scoging
demonstrates how desertification is a problem arising from the way
in which different societies use, and abuse, the environment.

In the next seven chapters we examine how global economic
change offers both new constraints and new opportunities for
economic development. Such changes place regions and towns in
new positions relative to each other, relative to the governments of
their countries and relative to the rest of the world. These chapters
give particular attention to the transformation of the world economy
through the institutions of multinational and transnational corpora-
tions, as well as via modern production technology and the revolu-
tion in communications. ,

Ian Hamilton, in Chapter 4, shows how global change and
restructuring are leading to a new role for the ‘Pacific Rim’
countries, especially for Japan. A shift of the ‘core’ of world
economic activity is taking place, producing major new ‘control’
centres. This, in turn, creates particular difficulties for the older
industrial centres. Robert Bennett, in Chapter 5, takes up this theme
at the national level and examines developments in capital invest-
ment and labour skills which have led to contrasted experiences of
regional growth, decline-and revitalisation. The problems of adapt-
ing to change within ‘old’ regions are examined by Robert Estall in
Chapter 6, using the particular example of the USA. This theme of
regional change is further developed in Chapter 7, where Robert
Bennett and Robert Estall examine a range of case studies of
economic development - for the ‘old’ region of New England, for
the new ‘silicon landscapes’ in the USA and Britain, the Japanese
‘technopoles’, “Third Italy’ and worker co-operatives.

The Third World is another major arena of change, containing
over three-quarters of the world’s population. The way in which the
Third World develops economically and socially has enormous
significance for us all. These developments are examined by Sylvia
Chant for the Third World as a whole in Chapter 8 and for the
internal geography of Third World countries in Chapter 9.’
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In the next two chapters we again change the focus to consider
certain more local problems of change that are faced in the advar}ced
economies. In Chapter 10 Michael Hebbert examines the tensions
that exist between town and country, and the role of the planning
system in managing them; while, in Chapter 11, Derek Diamond
examines the management problems created by urban change,
illustrating them chiefly from British experience.

Finally, in Chapter 12 Christopher Board describes how the use
of new means of communication can affect the geographer’s percep-
tion and solution of problems. The geographer’s role is to oi:fer
means to develop and present information in new ways by using
innovative forms of computer information systems, and devising
new uses for traditional maps and diagrams. The development of
these new presentations of data, using gec?graphical information
systems, can itself be fruitful in suggesting new management
solutions.

OUR PLACE IN TIME

The book secks to look forward. We are now experiencing a period
of unprecedented change as part of what is a revolution of our
world economy and society and a growing impact on the environ-
ment. We ask where the future will lie. Study of the present position
allows us to see how our roles are changing. But it is clear that many
further changes will be needed everywhere in our global community
if our societies are to be sustained.

One aspect of change is the use of education to found a set of
lifetime skills that will help students and teachers alike to adapt
learning to new demands. Indeed, the challenge of change is as
much a problem of finding ways of adapting <')ld -and familiar
practices as it.is of understanding where we are going n the future.
The management of change therefore requires us o understand
where we are, and where we have come from, as much as where we
may be going. .

The individual chapters of the book are each intended as state-

_ ments of this belief. They are offered as case readings to stimulate

the student to understand each geographical problem, the issues that
arise in its management, and how progress can be acl'fieved. To aid
learning, each chapter is accompanied by a bne.f list of ffn‘ther
reading and by a range of essay or discussion questions, drawing on
the material covered in each chapter.

3
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RESOURCES AND THE
ENVIRONMENT

Scarcity and sustainability s
Rtpbey fompai et A R

Judith Rees’ ‘

Change in the ecoriomy and society of the countries of the world
has led inevitably to changes in the role of resources and the
environment. Resources are the keystone of civilisation. The
development of individual nations and, indeed, of the entire inter-
national economic and social system, is dependent on their con-
tinued availability. Given their importance, it is understandable that
fears of impending resource scarcity have periodically emerged.
Among the most well known are, perhaps, the gloomy forecasts of
Malthus in the late eighteenth century, and the recent studies of ‘the
limits to growth’. Such fears have been based on the belief that
either the physical sy’étem, or human institutions, or both, must fail
in the relatively near future to deliver the extra resources needed to
satisfy growing human demands. These fears provide the focus for
this chapter.

Traditionally, concern has been centred on the limited capacity of
the world to provide the minerals essential for economic develop-
ment. However, it has long been clear that the physical adequacy of
mineral stocks.is in many ways the least critical part of the problem.
Apart from physical scarcity, other scarcity problems exist that can
 be grouped together as ‘geopolitical’, ‘economic’ annd ‘environ-

_mental’ (Table 1.1). Recognition that scarcity is not one problem,
but many, is crucial not only to our understanding of the issues but
also. to the development of resource management policies. The
reality of threats of scarcity varies between problems and also over
time and geographical space. In addition, given the range of
concerns about scarcity, it is now clear that there is no one set of

1 Judith Rees is now Professor of Geography, University of Hull.
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Table 1.1 The dimensions of scarcity

Concern

- Type of scarcity
Physical scarcity

-

Exhaustion of minerals and energy;

2 Human populations exceed the food production
capacity of the land;

3 Depleton of renewable resources such as fish,

soils or timber.

Use of mineral exports as a political weapon

(e.g. sales embargoes);

2 Shift in location of low cost mineral sources to

*hostile’ bloes of nations.

Demand at current price levels exceeds the

quantity supplied (therefore shortages);

2 Needs exceed the ability of individuals or

countries to pay for resource supplies;

Geopolitical scarcity 1

Economic scarcity 1

3 Rich economies can always outbid the poor for

essential resources, creating unequal patterns
of resource use;

4 Economic exhaustion of specific minerals or

renewable resources causes economic and

social disruption in producer regions or in

nations dependent on them,

Disruption of essential biogeographical cycles

(e.g. the carbon dioxide cycle and the

greenhouse effect) threatening sustainability of

life on earth;

2 Pollution loads exceeding the ‘absorptive’
_capacity of the environment causing economic,
health and amenity problems;

3 Loss of plant and animal species and landscape
values, with wide, but poorly understood,
long-term consequences.

Renewable and 1
environmental
resource scarcity

causes common to them all, nor is there a single appropriate policy
response.

THE NATURE OF RESOURCES

We must understand the term ‘resources’ and classify them before |

we can discuss the various problems arising from potential scarcity
and evaluate the threats they pose.

Natural resources are those products or properties of the physical
environment which human beings are technically capable of utilis-
ing and which provide desired goods and services. Both these
criteria must be satisfied before a particular part of the physical

6
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world can acquire a value as a resource. Technological innovation
and improved knowledge only create the opportunities for utilisa-
tion. Whether these opportunities are taken up depends upon
economic, social and political demands. Resources are, therefore,
defined by human desires, needs and capacity. They are phenomena
which depend greatly on the prevailing culture. This helps to
explain the many disagreements over which particular elements in
the environment are resources.

Just as it is difficult to define what resources are, so the task of
assessing whether future supplies will be adequate is also highly
complex. We have not only to evaluate the capacity of the world to
sustain adequate resource supplies over time, but we must also
assess the extent to which human intervention (intended or un-
intended) will act to change those supplies. In addition we must try
to predict which particular resources will be judged to have value by
future generations.

As human societies have evolved so has the definition of poten-
tially usable resources. Today’s list vastly exceeds that of Stone Age
economies. Inevitably, too, reappraisal will continue in the future.
Innovations and changes in life style will continue to change natural

~ substances or environmental properties from ‘neutral stuff’ into

valued resources. It must be stressed that this transfer process-is not
one-way. Just as flint lost value when metal tools were developed,
50 copper, coal, tin or uranium could all lose value, or revert to
neutral stuff, if more effective or lower cost substitutes are found, or
if consumer tastes change. It may be, for example, that the risks of
radiation could eventually become so politically unacceptable that
nuclear power generation will be phased out and uranium will lose
the resource value it acquired in the 1940s, when atomic energy was
first harnessed. . j

Since the value of resources is determined by the culture that uses
them, it follows that the value of particular resources varies not only
over time but also over space. But the geographical diversity of the
value given to metals and fuels has been reduced by modern
communication systems and expanding world trade. Generally the
global value of such resources is determined by the -demands and
technologies of the advanced nations. However, there is much
less international consensus over the assessment of environmental
resources such as air, landscapes, wilderness areas or plant species.
To a Brazilian peasant farmer, for example, the tropical rain forest
may simply be an impediment which must be removed before the

7
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valued resource, land, can be utilised. The notion that the forest
itself is a vital resource, either through its contribution to the global
carbon cycle or because of the diversity of tropical forest species, is
unlikely to mean much to the farmer. Similarly, the long term
possibilities of global warming of the climate are of little concern to
those living on the edge of starvation.

Conflicting assessments of environmental resources can exist
even among individuals sharing a common cultural heritage and
living in the same small community. What for a local farmer is a
weed-strewn piece of unproductive wasteland could be a rich |
aesthetic and ecological resource to others. Such differences in © \
valuations and priorities lie at the heart of many of the current |
conflicts over environmental protection. :

Maturally Renewabie
independent of use
as

THE RESOURCE CONTINUUM

Tt has been conventional to split resources into two types — non-
renewable (stocks) and renewable (flows). This terminology is
misleading, however, and it has limited value in the debate over
future resource availability. All resources are renewable on some
time scale — new oil, coal, natural gas and metal deposits are being
formed today. What matters for the sustainability of future supplies
is the relative rates of replenishment and use. Morcover, replenish-
ment cannot simply be regarded as a natural process. In some cases,
human intervention can significantly alter the rate of replenishment.
Tt seems better, then, to think in terms of a resource ‘continuum
rather than of stocks and flows (Figure 1.1).

- At one end of the continuum are the fossil fuels, such as coal and
oil, which are being formed too slowly for the replenishment §
process to be relevant to human needs. They are consumed by use |
and cannot, as yet, be replenished artificially (at least, not at ¢ \
reasonable price levels and in significant quantities). Heavy use of {
such resources cannot be sustained indefinitely and scarcity will
ultimately occur unless substitutes are found. At the other end of
the spectrum is a group of resources which should be infinitely
renewable and the supplies of which are unrelated to current use
levels. This group includes solar, tidal and wind energies and the
global system of water circulation. However, the word ‘should’
needs to be emphasised. Evidence is accumulating which suggests
that inadvertent human intervention can affect levels of incoming
and outgoing solar radiation and, in so doing, can also alter

8
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precipitation patterns. If this is the case, then such resource flows |

will no longer be naturally but partly affected by human activity.

Most resources lic between the extremes of the resource con- |
tinuum. Hence their future availability depends to a large degree on
human choices. The supply of those resources that reproduce |

biologically, for example, can be sustained only by ensuring that use

rates remain below natural replenishment rates, or by investing in |
planting or breeding programmes. Unless the use/investment balance |
is maintained such biological resources can be ‘mined’ to extinction. |

Likewise the continued supply of minerals such as iron, lead or
copper, will depend on the willingness and ability of society to

mnvest in recycling. However, unlike the fossil fuels and biological {
resources, the element minerals cannot be destroyed by use; human
beings therefore, retain the option to collect and recycle them, if |
necessary, in the future. The future availability of acceptable air and ©
water quality will also be determined by the levels of investment in =
pollution abatement and the development of technologies to in- |
crease the natural assimilative capacity of the environment. River |

water quality, for example, can be improved by adding oxygen,
which increases the speed with which natural processes break down
pollutants. '

Once we are aware of the cultural definition of resources and the
nature of the resource continuum, there is nothing inevitable about
scarcity. Any future problems of resource scarcity will not be
caused by nature but by the failure of human institutions to adopt
appropriate management practices and develop adequate substitutes.
How likely is it, then, that scarcity problems will arise? To examine
that question we return to the four types of scarcity listed in Table
1.1.

PHYSICAL SCARCITY: MINERALS

A great debate raged in the late 1960s and early 1970s over the
imminent scarcity of mineral and energy supplies. It was argued that
this scarcity would bring about a collapse of the global economic
system. Today the debate appears remote, even irrelevant. The
pressing problems now being faced, particularly in Third World
nations, are of mineral surpluses and falling prices of primary
products. However, continuing surpluses are no more inevitable
than was imminent scarcity. Future availability depends on three
key variables: :

10
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1 Investment in searching for and developing new sources.
2 Development of substitutes.
3 Levels of demand.

In an ideal free market system these variables would adjust
automatically to prevent both shortages and surpluses. When any
mineral is in short supply its price rises. This triggers a whole series
of changes in demand, supply and techmological effort.' Thf_:se
should eventually overcome the shortage (Figure 1.2). Rises in price

in the short term lead to falling demand as consumers practise

greater economy in use, turn to substitutes or adopt more recycling.
If prices remain high for long enough, technological innovations
will be stimulated. This enables demand for the resource to fall stil
further in the longer term. At the same time, changes in supply will
also occur. Rising prices will allow the exploitation of known, but

Figure 1.2 Thetidealised market response to resource scarcity

Scarcity

\

Extraction Costs Rise

Prices Rise

Y

Demand Decrease Supply increase

Increased viability of

increase use of substitutes, L
known deposits

A

More recycling

L [wwownons
{ ¥

Development of new substitutes, Search for new deposits,
Development of improved Development of methods to
conservation methods, increase the output from
Improved recycling techniques known sources
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_ previously uneconomic, sources of supply, promote the develop-
ment of more efficient extraction technologies and encourage the
search for new sources. The same process works in reverse if
surpluses result in falling resource prices.

Clearly, such supply responses camnot go on for ever. With
rates of use of the fossil fuels, for example, far exceeding the
exceptionally slow pace of natural replenishment, absolute physical
limits will in time be reached. However, physical exhaustion need
not mean scarcity in a functional sense. If alternative ways can be
found to provide the same goods and services, then the exhaus-
tion of a particular physical substance need not matter. Optimists
thus argue that no one resource is irreplaceable; in time substitu-
tion will occur or the same mineral may be found in different
geological sources. For example, if bauxite supplies fail, then
aluminium could be obtained from carboniferous shales, kaolin
clays or other widely available substances. Alternatively, the
scarce mineral could be replaced by entirely different materials
capable of fulfilling the same functions. For example, solar,
nuclear or tidal energy could replace fossil fuels. It is also possible
that technology will provide the required substitutes. Modern
communication technologies using the silicon chip have already
reduced the demand for metals such as copper. For many
minerals, too, shortages of freshly mined products could be
overcome by increased recycling. Finally, a kind of substitution
could occur in a rather different way. Human life styles and
patterns of demand may change and alter the mix of resources in
demand. According to some analysts such changes are already
occurring as people in ‘post-industrial’ societies shift away from
demanding more material goods and purchase more services,
which require fewer material resource inputs,

The scope for substitution is immense and the robustness of the
market response to threats of scarcity can be seen in the speed with
which adjustments were made following the large o1l price increases
in 1973 and later years. In the case of oil it was geopolitical scarcity,
not physical exhaustion, that produced massive price rises (Figure
1.3). The Organisation of Petroleum Exporting Countries (OPEC),
formed in 1960 to increase the revenues of oil producing nations,
successfully pushed up the price of oil in 1973. But the response
mechanism of substitution came into play. As a result the contribu-
tion of oil in the global pattern of energy use declined after 1973
as consumers turned to coal, nuclear power and the renewable

12
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Figure 1.3 Oil price index, 1974-90
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resources. New non-OPEC oil sources were developed, and energy
conservation measures were introduced (Figure 1.4). As a -result, 7
oil prices fell sharply in the 1980s and OPEC’s contribution to
world oil production fell from 53 per cent 1973 to 32 per cent in
1987. _ )

Market changes of this type are bound to impose costs of a socio-
economic and environmental nature. But most analysts now agree
that the economic system in advanced countries bas sufficient
mechanisms to allow it to adapt to shortages of specific resources
when these are needed to sustain growth and c:fpital accumulation.
In other words strong economic self-interest 1s a pov_verful force
preventing physical scarcity of key resources, at least in advanced
nations.

13
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Figure 1.4 'The declining oil import dependence of industrial countries,
1970-86 :
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GEQPOLITICAL SCARCITY

Conceri over the physical scarcity of essential minerals in the 1970s
was compounded by the popular notion that Third World and
socialist country mineral producers could gain 2 monopoly over the
supply of key resources. Such fears were derived from the observa-
tion that advanced Western nations, with their long histories of

resource exploitation, had exhausted their own low cost supplies

and would, therefore, have to rely increasingly on imports. Import
dependence would then leave them vulnerable to price rises, such as
those imposed by OPEC, or trade embargoes.

Such shortages are geopolitical in nature. They could conceivably
cause short term problems for the capitalist countries, but many
analysts now believe that few significant medium to longer term
threats are posed. There are several reasons for this optimistic view.
First, it is argued that the developed countries, as a whole, have
normally taken 60 per cent or more of their energy and non-fuel
mineral requirements from other developed countries. This position
is unlikely to change in the foreseeable furure. Over the last twenty-
five years approximately 80 per cent of all investment in the
exploration and development of new mineral sources has been
concentrated in politically ‘safe’ advanced countries, particularly
Australia, Catiida, the United States and South Africa.

Second, a long history of mineral development in a particular
region does not necessarily mean that future supplies will be high in
cost. The assumption made by the geopolitical scarcity pessimists is
that areas with the most favourable geological conditions, or
deposits with the highest quality minerals, offer the lowest costs,
and will be used up first. But this assumption’ is based on a
misunderstanding of the nature of mineral reserves and of the
factors which determine total exploitation costs. When all costs (for
infrastructure, mining, milling, transport, administration, taxation
and marketing) are taken into account, it is clear that the issues are
not that simple. Canada, South Africa and the United States, for
-example, all possess relatively low grade copper deposits. Never-

" theless, their overall mining, transport and marketing costs are

below those of the relatively high grade copper ores mined in
Zambia, Zaire and Peru. _

One crucial cost saving for established mining centres in advanced
countries is that the necessary infrastructure is normally available.
Rarely has it all to be provided by the mining company. On the
other hand, when developing a new source in a Third World
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country, mining companies may have to undertake massive invest-
ment in transport facilities, energy and water supply, workers’
housing and so forth. Similarly, the advanced nations have the
capital and technology to help ensure that their mining costs remain
low. Highly mechanised production techniques enable even very
low grade sources to become viable in such countries.

A third reason for suggesting that geopolitical scarcities will not
be a significant problem in the foreseeable future is that, for most
minerals, current production sites, as well as known or potential
reserves, are geographically widespread. They occur in numerous
countries with varied political affiliations and economic interests.
The stimulus to diversify supply sources can have many causes, but
one major factor has been the rise of nationalism in the less
developed countries and the threat this was thought to pose to
multinational companies and consumer nations. The proverb ‘Don’t
put all your eggs in one basket’ has clearly been taken to heart.
Diversifying sources of supply reduces the likelihood of geopolitical
scarcity, since it makes it much more difficult for producers to get
together and take concerted action against consumers,

A fourth consideration is that few minerals have no substitutes. It
is possible, of course, to find cases where there are, as yet, no
satisfactory substitutes for a given mineral in a particular end use.
There is still no satisfactory substitute for the cobalt needed in
carbides for machinery and machine tools, while chromium is
essential to the production of stainless steel. However, these non-
substitutable end uses normally account for a small proportion of
total demand, and it is highly unlikely that all sources of supply of
the mineral would fail. The availability of substitutes, and the
possibilities of recycling, mean that the same economic forces that
work to overcome physical inadequacy can also operate to minimise
the risk of geopolitical scarcity.

Finally, it now seems likely that both the less developed and most
of the old ‘socialist’ countries are far too dependent on the earnings
from their resource exports to wage a ‘resource war’. The need for
foreign exchange, investment capital, plant and machinery and
Western technology ties both groups of countries into interdepen-
dence with the West. As the aftermath of the 1970s oil crises clearly
showed, economic recession in the advanced Western economies
soon has major effects elsewhere in the world trade system. This
places severe constraints on the use of resources as political weapons
by the producer nations.
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All in all, it now appears that earlier fears of physical shortages or
geopolitical scarcity were largely unfounded. However, this does
niot mean that society does not face any scarcity problems. General-
ising broadly, there are two main areas where technological pro-
gress, market forces and political responses ‘have conspicuously
failed to stave off the advent of scarcity. These are in the field of
economic scarcity, demonstrated in the supply of the resources
needed for the development of many Third World countries, and in
the protection of renewable and environmental resource supplies.
Each of these is discussed below.

ECONOMIC SCARCITIES

Major problems of resource adequacy are occurring, and will
undoubtedly continue to occur, in less developed countries (LDCs),
where they affect the well-being of many millions of people. Water
shortages are endemic for nearly half the world’s population; soil
erosion and desertification are creating critical food scarcities,
particularly in the semi-arid areas of Africa; the chief domestic
energy resource in many LDCs - fuelwood - is in desperately short
supply as deforestation continues; and economic development in
countries such as Tanzania is crippled by lack of energy supplies
and metals. However, such scarcity problems rarely mean that some
absolute physical limits to supply have been reached. Rather, the
limiting factors are economic and cultural. The big impediments to
development are low purchasing power and a lack of sufficient
capital, knowledge, technology, skilled manpower and appropriate
management institutions.

Water, food, timber and energy have for long been marketable
products, with a recognised price, even in the poorest areas of the
world. But, unlike in the advanced countries, market mechanisms
have not operated to ensure adequate supplies. The reasons for this
are complex, but one factor is of fundamental importance. In
developed countries the market operates to reduce scarcity by
increasing prices, which reduces demand and stimulates investment
in new supplies. However, this process is dependent on the price
people are able to pay being sufficient to provide the necessary
incentives to increase supply. In less developed countries, where
households live in abject poverty, price rises tend simply to increase
the problems of scarcity. Higher prices mean that people can no
longer afford to buy the food, fuel or water they need even to
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survive at ‘baseline’ standards of living. In these circumstances, the
consumers lack the effective demand to justify private sector
investment to overcome the problem of scarcity.

Improvements in supply are made even more difficult if the
resource that is marketed competes with a free, naturally available,
supply. For example, a local river could provide a substitute, albeit a
highly polluted one, for piped water. Gathering fuelwood from
open access areas in the countryside could be an alternauve to
buying wood in the market place. Governments concerned to
protect public health or prevent deforestation (and thus limit the
attendent problems of soil erosion and desertification) may wish to
discourage the use of these alternative sources, and so subsidise
piped water and wood production. However, such subsidies cost
money and, unless aid from overseas is available, these subsidies
divert much-needed resources from other uses. With a limited supply
of financial capital a country can provide more water or wood only at
the expense of less investment in industry, agriculture or energy.
Thus the cycle of underdevelopment and poverty goes on.

Further problems arise when expansion of supply can occur only
by importing resource products or by importing the capital and
technology needed to develop potential local supplics. It is necessary
to remember that import prices are largely determined by the
income and demand levels in the advanced countries. Inevitably this
means that the supplies available to Third World nations are
severely limited by inability to pay. In times of relatively ught
world supplies and high prices, available resources are invariably
channelled to countries with the greatest buying power. During the
1970s oil crises, for example, the countries hardest hit by price
increases were the oil-importing LDCs. Even during periods when
particular products are in global surplus, shortages can be acute in
low income countries simply because they lack the hecessary
foreign exchange.

Such foreign exchange shortages also place severe limits on the
ability of many countries to develop indigenous resource supplies.
This is particularly so today, when Third World debt burdens,
accumulated in the late 1970s and early 1980s, mean that a high
proportion of export earnings is required simply to service the
loans. Often 40-50 per cent of export earnings has to be devoted to
debt repayment. This also makes further borrowings out of the
question. In these circumstances it is all too easy for countries to fall
into a ‘development trap’. :
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Tanzania, for instance, became heavily indebted in the 1970s by
importing expensive oil for its industry and transport system. This
debt meant that it had to strive even harder to increase exports to
pay off interest. But interest payments to service the debt now take
such a high proportion of export earnings that Tanzania can no
longer afford to import the oil, machinery and transport equipment
needed to keep its exports flowing. Likewise, the Zambian economy
is rapidly falling into chaos because its foreign exchange earnings,
after debt servicing, are too low to maintain the imports of spare
parts and new equipment needed by its copper industry. Copper
production is, therefore, reduced, which means that the shortfall on
foreign exchange earnings increases. Since copper sales represent
over 90 per cent of all Zambian ezport earnings the problems of the
copper industry have a dramatic effect on the whole economy.
These two examples illustrate the way LDC producers can shde into
a vicious cycle of decline. Neither market mechanisms nor inter-
national political responses appear capable of arresting this cycle.

RENEWABE‘E AND ENVIRONMENTAL RESOURCES
SCARCITY

Economic and cultural responses have also failed to arrest the
depletion and degradation of a number of resources which have
traditionally been regarded as plentiful and naturally renewable.
These include forests, fish, plant species and the capacity of the
environment to absorb and degrade waste products. It is increas-
ingly clear that such resources are not naturally renewable in the full
sense. Either rates of use have to remain at or below the natural
regenerative capacity or this capacity must be artificially increased
up to levels of use. If the balance between use and regeneration is
not achieved, then the ‘renewable’ resources (including the quality
of the environment) will be “mined’ as surely as any metal or energy
stock. It is well known that over-use, pollution or habitat destruc-
tion has already resulted in the extinction of dozens of plant and
animal species. The existence of hundreds more is threatened.

In a very real sense these problems of exhaustion or degradation
are not physical in origin, but result from the failure of human
beings to devise appropriate methods of management. They arise
because some of these resources have traditionally been regarded as
“free’. As a result they have not been marketed (or by their nature
cannot be marketed) as other resources have been. They have often

19




JUDITH REES RF.{SUURCES AND THE ENVIRONMENT

been regarded as common property resources. This term simply Figure 1.5 Areas in breach of Community nitrate limits, England and
means that they have been conventionally freely available, for use Wales, 1987

by all, and are not owned and controlled exclusively for the benefit
of one person, company or even nation. Clearly, if a resource is not
marketed it has no market vatue or price. There is then no incentive
to increase or improve its supply when scarcity problems arise. =
Likewise, if a resource is openly accessible to everyone, individuals
are unlikely to take conservation measures, since any benefits will
be reaped by all other users. No fisherman, for example, is going to
reduce his own catch to conserve a species unless he can be sure
everyone else will do the same. Still less is he going to spend money
on fish hatcheries to increase the stock in rivers or the sea unless he
can charge others for the resulting increase in stocks.

For these free, or common property, resources some form of
governmental action is necessary to ensure that individual, short
term, self-interest does not degrade or exhaust the supply. Even
when the resource in question occurs within one country, the task
of control is never easy. Let us consider the topical case in Britain
and Europe of the degradation of water resources by nitrate
pollution. For well over twenty years it has been known that
excessive levels of nitrates in drinking water may be associated with
stomach cancer and can cause the ‘blue baby” syndrome. (This is a
disease called methaemoglobinaemia, which reduces oxygen levels
in the blood of babies.) It has also long been known that the two
major sources of nitrates in water are nitrogen fertilisers applied to
increase crop vields, and the ploughing up of grasslands (which
releases nitrogen stored in the soil). The European Commission has
recognised these nitrate risks. It incorporated a maximum accept-
able concentration of 50 mg per litre in its Directive on Water
Quality for Human Consumption. Britain accepted the directive,
and with it the responsibility to ensure that all water supplies met
the nitrate standard by July 1985. However, it is quite easy to pass a
law, but much more difficult to enforce it (Figure 1.5).

The British government faces two options. Either it has to
persuade, or force, farmers to curb fertiliser application and restrict
the conversion of grasslands to arable farming, or it has to persuade,
or compel, water suppliers to invest heavily in treating water before
delivering it to the consumer. Neither option is problem-free. In the
first place, there are administrative difficulties involved in attempt-
ing to control the activities of thousands of farmers scattered over
the country. Second, all current farmers will be economically
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disadvantaged, irrespective of whether they actually contributed to
the present nitrate build-up, since it can take over twenty years for
the nitrates to reach water aquifers. Such a time-lag also means that
reductions in fertiliser application or grassland conversion will not

necessarily solve present problems, although clearly they will ease.

future difficulties. It is also possible that nitrate control measures
could lower yields and increase food prices. This could have the
undesirable consequence that poorer people would suffer more,
Einc; they tend to spend a higher proportion of their income on
ood. '

These difficulties, plus the political power wielded by the farm
lobby (and its influential friend, the Ministry of Agriculture,
Fisheries and Food), have ensured that in Britain the polluter has
not had to pay for the damage caused. Rather the potential victim,
the water consumer, will have to bear the costs in increased water
charges for purification. While the water industry was publicly
owned, relatively little was done to reduce nitrate levels. In large
measure this was because the government was committed to reduc-
ing public spending and public sector borrowing. As a result, capital
expenditure on water services fell by 40 per cent from 1974 to 1987
and, hardly surprisingly, little investment in new treatment facilities
took place. Pressure from the Furopean Community and from
public opinion has resulted in a shift of policy, and the required
investments will now be made; not now, however, by the public
sector but by the newly privatised water companies. These new
companies are not, of course, charitable institutions and they have
made it clear that improved treatment facilities will be provided
only if the costs can be recouped from increased water prices.

This example shows that measures to reduce pollution, or the
overuse, of renewable resources involve costs. Disagreement over
who should bear these costs is the greatest barrier to the prevention
of further degradation of renewable and environmental resources.
In the British nitrate case we have the problems of the distribution
of costs confined within one country. Even more intractable
difficulties will be encountered when a global common property
resource is under threat.

Perhaps the most critical scarcity issue currently facing human
society is the limited capacity of the global environmental system to
absorb ‘greenhouse’ gases. These gases are derived largely from
burning fossil fuels such as coal and oil. For at least thirty years
scientists have argued that we cannot go on assuming that the
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environment will continue to act as a waste dump for carbon
dioxide (CO,) and other gaseous pollutants without adverse effects.
Certainly, we cannot make this assumption when by destroying
forest cover we are also reducing the capacity of the environmental
system to absorb carbon dioxide. The tropical rain forests play a
vital role in converting CO; into the oxygen on which all human hife
depends. Yet, every minute of the day, about eighteen hectares are
either cut down for timber or burnt to clear land for agriculture.

The concentration of CO; in the atmosphere bas risen from 270
parts per million (p.p.m.) before the industrial revolution to around
350 p.p.m. today. Methane concentrations have doubled since the
beginning of the eightcenth century and carbon monoxide levels
have doubled over the last hundred years. These physical facts are
known. What is uncertain is whether these increasing pollutant
concentrations are causing global warming. Neither do we know
with any certainty what the cffects of global warming would be.
However, available data suggest that temperatures are rising (Figure
1.6) and that further warming could disrupt critical bio-geochemical
cycles. Most governments now accept that risks exist, although their
response so far has been stronger on rhetoric than on action. Some
governments, including that of the UK, have preferred to delay
decisions to control emissions until undisputed scientific proof of
man-induced temperature increases has been gathered and until
international agreements have been signed so that all countries take
action together. )

Controlling the discharge of CO, and other greenhouse gases will
certainly be costly. Major improvements will have to be made in the
fuel efficiency of vehicles; new technologies will be needed to
reduce industrial energy use; homes and offices will have 1o be built
to conserve heat; and rapid progress will need to be made in the
development of-hon-fossil fuel energy sources. To stimulate such
innovations it has been suggested that a new ‘environmental tax’
should be imposed on the use of fossil fuels and that strict pollution
emission controls should be imposed on manufacturing industry,
electricity generation and vehicles. However, such measures will
inevitably (at least in the short run) increase manufacturing costs,
increase inflation and reduce economic growth rates and standards
of living. Why should any single country bear these costs when it
cannot be sure that others will do the same? This is the nub of the
problem. _

Less developed countries are in an especially difficult position.
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Figure 1.6 A century of global warming, 1880-1990
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They would clearly suffer greatly if they were required to shoulder
the heavy burden of control costs as they strive to raise their
standard of living. Indeed, many countries, such as China, argue
forcefully that the now industrialised and wealthy nations have

" created the problems by their prolific past use of fossil fuels, and the
underdeveloped countries should not have their future growth
hampered by costs which the advanced nations did not have to bear.
Likewise, Brazil has argued that the conservation of its tropical rain
forests would impose a major burden on its economy, while all
other nations would gain the benefits. Understandably, many Third
World states are prepared to make a contribution to solving the
global warming problem only if the advanced nations are willing to
give them help.
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CONCLUSION

National self-interest, the preoccupation of governments with short
term priorities, and the vested interests of so many individuals and
groups in growth and capital accumulation, hardly portend well for
the future sustainability of our global common property resources.
The real problems of resource scarcity in the future are not likely to
be shortages of mmaterials. Market processes, as we have seen,
contain powerfu]l mechanisms to combat both the physical scarcity
of ‘developmental resources’ and any geopolitical threats to
resource supplies that may arise. But these same processes have not
acted to protect the common property, the renewable and the
environmental resources. Nor can they do so unless there is the
political will to change management institutions and to alter
the conventional values that have been placed on the environment.

QUESTIONS

1 How far will controls, such as those imposed by OPEC, be able
to affect resource prices in the future?

2 Which kinds of resource scarcity are most easily solved by market
forces?

3 What factors lead to changes in the value of resources over time?

4 Why do less developed countries find it so difficult to implement
resource conservation?

5 Explain the difficulties faced in regulating the factors contributing
to global warming. ‘
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GLOBAL ECONOMIC
CHANGE

F. E. Ian Hamilton

FROM HOME-MADE TO WORLD-MADE

Economic life on our planet has changed very dramatically in recent
decades. Thirty years ago, the world largely comprised quite
distinctive national economies which were relatively self-sufficient
in many goods. Their production systems were partly sheltered
from each other by distance and the costs and time of transport.
They were also divided from each other by the local ownership of
firms and by national policies, such as trade barriers, to limit
competition from goods made elsewhere. British students in the
1960s probably wore clothing made in Lancashire, Yorkshire or
London, shoes from Northampton and hosiery from Leicester,
They watched television on a set produced in Cambridge, Southend
or London. At home were furnishings and electrical appliances
produced in London, High Wycombe, South Wales or central
Scotland. The parents ran a car which had rolled off an assembly
line in Birmingham, Coventry, Dagenham, Linwood, Liverpool,
Luton or Oxford. Boots of Nottingham supplied medication to
cure many ailments. True, many of the raw materials embodied in
these products were imported: cotton came from the USA or India,
iron ore from Sweden or West Africa. But most intermediate
manufactures required for them — like yarns, fabrics, steel, copper
wire or transistors — were manufactured in British-owned factories,
located in the United Kingdom.

The situation today is radically different. We live in a ‘global
village’ in which momentous world events are transmitted
instantaneously by television into our homes and products made
abroad are integral to our daily lives. Shirts and blouses may come
from Hong Kong or India, skirts and suits from Finland or Israel,
pyjamas from Hungary or Portugal, anoraks from China, shoes
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from Korea or Italy. Students listen to hi-fi audio systems assernbled
in Korea, Singapore or Taiwan. Home furnishings originate from
Scandinavia, Poland, Thailand or the Philippines; electrical appli-
ances from Italy, West Germany, Singapore or Hong Kong. The
tamily car is more likely to have been assembled in Paris, Turin,
Antwerp, Wolfsburg, Munich or Valencia than in Britain. And far
larger shares of intermediate goods are also produced abroad.
Fabrics used by UK clothiers are imported from Hong Kong,
Greece or Egypt. Japanese television sets are assembled in Britain
from parts made in Asia. A Dagenham or Halewood-built Ford car
contains parts which have been manufactured in almost all countries
of Western Europe, the USA and Japan.

This simplified picture suggests some key global changes in
manufacturing since 1960 and how they have affected what we buy.
The so-called ‘de-industrialisation’ of the UK now seems well
established. Not only did the number of jobs in industry virtually
halve between 1970 and 1990, creating mass unemployment, but it
also transformed Britain in the 1980s from a net exporter into a net
importer of manufactures for the first time since 1700. The process
also characterises some other old industrial regions (see Chapter 6)
whereas many ‘new’ countries of the world, notably in East Asia,

- are attracting industry for the first time. Changes in industrial

organisation are also seen in a shift from integrated ‘national’
manufacture to fragmented “international’ production. Such change
means a replacement of coherent ‘regional’ industrial systems — like
that of the former West Midlands motor industry ~ by output
dispersed amongst plants in several countries. Closely linked with
this trend, of course, has been a steep rise in the foreign or
‘multinational” ownership of manufacturing and related service
activity.

THE WATERSHED YEARS

Many long-established forces underlie these changes, but a series of
events made the early 1970s a major watershed in the evolving
world economy. First, microprocessors, which were invented in
1969, triggered an information technology boom, so stimulating
the rise of new industries (such as the manufacture of personal
computers) and services (such as computer software design) and the
restructuring or decline of old ones like steel production. Second,
the historic Bretton Woods agreement of 1944 that had established

81




F. E. IAN HAMILTON

the General Agreement on Tariffs and Trade (GATT) broke down
in 1971, creating global economic uncertainty through the floating
of currency exchange rates and oscillating international produc-
tion costs. Third, 2 United Nations Industrial Development
Organisation meeting in Lima (Peru) in 1974 called for the creation
of a ‘new international economic order’ in which Third World
industrial output would rise from below 10 per cent to more than 25
per cent of the world total by the year 2000. Some states sought to
form international cartels of raw material producers as a way of
raising export prices, increasing their revenue and funding develop-
ment of the new order. The Organisation of Petroleum Exporting
Countries, for example, pushed oil prices from US$3-00 per barrel
in 1973 to US$30-00 in 1980. Last, but not least, pressure rose for
resource conservation and environmental protection, further
slowing growth in advanced economies. These and other major
events during the 1970s and 1980s have greatly changed the global
patterns of development and trade.

A DIVIDED WORLD

This chapter focuses on manufacturing industry, but a wider review
of global change can first set the framework for this, and later,
chapters. One measure often used to gauge a country’s level of
economic development is its gross national product (GNP). This
figure represents the value of the output of all the extractive,
manufacturing and service activities of a nation. The measure is
approximate, but limits to its use need not detain us here. Figure
4.1, which maps GNP per capita for all countries of the world,
shows the enormous gap between ‘rich’ and “poor’ today.

Much of Africa, Latin America, South Asia and the tropical island
triangle of Indonesia, the Philippines and Papua New Guinea is
desperately poverty-stricken. National income is below US$240 per
capita (one tenth of the world average) in twenty-four states of sub-
Saharan Africa and South Asia. Kampuchea (US$50 per head) and
Chad (US$90) are poorest. Yet the wealthiest — the United Arab
Emirates (UAE) (US$16,250 per head) and the United States
(US$14,900) - lead a group of thirty-three states whose peoples
enjoy per mpzm income levels which, at worst (the UK, with
US$7,200, is in thirty-third place), are three times the world
average. People in the UAE enjoy as much national mcome in a
day as Kampucheans have in a year. Such great diversity suggests
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that many different economic ‘worlds’ coexist on this planet of
ours.

One approach to generalisation has been the idea of ‘three
worlds’ that emerged after the Second World War. A ‘First World’
comprised the industrialised free-market economies. Led by the
USA, militarily its core embraced the North Atlantic Treaty
Organisation (NATO), while economically it was linked in
the Organisation for Economic Co-operation and Development
(OECD). A “‘Second World” of centrally managed, industrialising
states under Soviet influence rivalled the First via the Warsaw Pact
(WTO) group of countries and the Council for Mutual Economic

~ Aid (CMEA or Comecon). A “Third World” consisted of mostly
excolonial lands which gained independence after 1945. Fragmented
and vulnerable to border disputes, this Third World has been an
arena for the First and Second Worlds to stage their economic,
political and military rivalries. Such conditions gravely undermine
efforts to shake off underdevelopment, especially in the face of
rapid population growth and often adverse physical environments.
Seven of the world’s ten poorest states still suffer from conflict
rooted in the First and Second World Wars — Kampuchea, Laos,
Vietnam, Afghanistan, Chad, Ethiopia and Mozambique.

By the late 1970s this threefold division of the globe was felt by
some observers to be inadequate. Economic trends were diverging
considerably among Third World countries. A few of these states
were becoming ‘newly industrialising countries’ (NICs), while
others raised cash from natural resources, especially oil (OPEC),
and became richer. These states were regarded as forming new
Third and Fourth worlds while, elsewhere, rapid growth of popula-
tion continued, and poverty, illiteracy and hungér worsened. This
created a Tifth, low income, world which itself could be conceptually
divided to leave a Sixth world of quite desperate poverty.

But this complex, if more realistic, view of the world has not been
widely adopted, being overtaken by a broader, simpler, concept of
two worlds: ‘North’ and ‘South’. This was popularised by the
Independent Commission on International Development Issues in
1980. The two worlds are well defined latitudinal zones, divided
along an imaginary line which loops south to embrace Australia and
New Zealand (Figure 4.2). Geographical location, however, was not
the prime feature distinguishing the two zones, but rather their
economic conditions. North and South are synonymous with ‘rich’
and ‘poor’, ‘developed’ and ‘developing’. The former, including
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Eastern Europe and the USSR, has a quarter of world population,
four-fifths of its income and 90 per cent of its manufacturing. The
latter contains three-quarters of the people but only a fifth of world
income. Most new technology belongs to multinational firms
headquartered in the North which

conduct a large share of world investment and trade in raw

materials and manufactures. Because of this ... northern

countries dominate the international economic system — its

rules ... regulations ... institutions of trade, money and
finance.

(Independent Commission on Internatiorial

Development Issues, 1980, pp. 31-2)

This focus on North-South served to make it clear that the East—
West division, born of the Cold War, was diverting attention and
resources from the solution of real global problems. Such a view 1s
even stronger today when the Gorbachev era in the USSR has
helped end, formally at least, the ideological, military and economic
conflict between Fast and West. In essence, of course, discussion of
how many worlds there are is not the key issue. What matters are
the great economic disparities that lie behind the groupings. These
disparities, in turn, depend to a significant degree on the varying
role of manufacturing. Thus trends in national patterns of manu-
facturing industry are fundamental features of the changing world

economy.

GLOBAL MANUFACTURING TODAY

Although economists, commencing with Adam Smith, have studied
the nature and causes of national wealth creation for 200 years,
policy interest in development came only after 1930 when the
League of Nations advocated industrialisation in Eastern Europe to
combat rural poverty. Subsequent work by the United Nations
concluded that the expansion of manufacturing raised productivity
and incomes by drawing labour from less productive farming, and
fostering investments in services and community infrastructure. So
‘industrialisation’ became a major goal of governments in the
‘South’ right through three United Nations Decades of Develop-
ment; 196070, 1970-80, 1980-90. Have the goals been achieved?
Table 4.1 ranks the largest sixty states by value added in manu-
facturing in 1985. ("‘Value added’ is the difference between the value
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Table 4.1 Value added in manufacturing in the sixty largest economies,

1985 (US$§ billion)
Value

Country added Country ﬁiﬁ

1. United States 803-4  31. Bulgaria 9.9
2. Japan ) 3951 32. Denmark 97
3. Soviet Union . 313-8" 33. Hungary 81
4. West Germany 2016 34. Philippines 8-0
5. Fra.‘nce . 1244 35. Norway 79
6. United Kingdom 1015  36. Thailand 77
7. China 95-1  37. Saudi Arabia 76
8. Italy 93-9 38, Nigeria 7-4
9. Canada 589  39. Hong Kong 67
10. Brazil 581 40. Algenia 62
11. Spain 449 41. New Zealand 60
12. Mexico 436 42. Colombia 56
13. East Germany 401" 43. Greece 5-4
14, India 356  44. Pakistan 49
15. Czechoslovakia 323" 45. Singapore 43
16. Australia 30:7  46. Peru 3-4
17. Poland 284! 47. United Arab Emirates 2.7
18. South Korea 245 48. Ecuador 2-4
19. Netherlands 231 49. Morocco 20
20, Sweden 209 50. Kuwait 1-7
21. Belgium 186 51. Bangladesh 13
22. Yugoslavia 18-4' 52, Zimbabwe 13
23. Romania 183! 53, Libya 12
24. Austria 183 54, Tunisia 1-0
25. Argentina : 180 55. Cameroon 10
26. Turkey 12-3 56, Ivory Coast 09
27. Fipland 122 57. Bolivia 08
28. Indonesia 11-4  58. Sri Lanka 0-8
29. South Africa .; 11-1 59, Nicaragua 08
30. Venezuela 106 60. Dominican Republic o7
Total of sixty largest states 2,846'5
World total 3,3000%

Note: : Estimated, but figures include mining and utilities.
Includes' thefe%madevdue added in manufacturing in other socialist
economies of Eastern Europe, Cuba, Mongolia, Vietnam and North K.
g«:t;kn:ef: Wﬁ)rld Bank, WarlddDewelopment Report 1988, New York: I.nt:ernmico;:::tl-l'3 >
or Reconstruction and Development; Fconomist Publicati
World in Figures, London: The Eéon%mist, 1987 st Publicadions, 1988 The

of thf:‘ product as it leaves the plant and the cost of all parts,
materials, etc., bought into the plant for the manufacturing process.)
It shows the North’s continuing dominance. Four states in the

North — the USA, Japan, the USSR and West Germany — account
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for 52 per cent of world value added; the top twenty, 73 per cent.
By contrast, the top four in the ‘South’, China, Brazil, Mexico and
India, account for just 7 per cent, while the twenty largest southern
economies provide only 11-6 per cent of the world total. Very little
progress has been made, therefore, towards the ‘new international
economic order’.

Figure 4.3 presents these international comparisons of the value
per capita that manufacturing adds. The pattern reflects differences
in both the volume and the quality of manufacturing between states.
Very few states —in North America, north-west Europe and Japan —
exhibit value added exceeding US$2,500 per head. These are world
leaders in output, productivity and innovation of high-technology
products such as computers, electronics, chemicals and pharmaceu-
ticals. Lower values of US$1,250 to US$2,500 per head imply
developed but mature, more standardised industrial production in
countries like the UK, Australia and New Zealand, the advanced
centrally managed states like East Germany or the USSR, and NICs
like Hong Kong. Most peripheral European states exhibit interg
mediate manufacturing values (US$600-$1,250 per head), as do
Korea, the Persian Gulf and Latin American oil producers. These
nations tend to concentrate on lower value material processing
(like steel, aluminium or copper) or labour-intensive functions (in
clothing, shoes or simpler metal products). Meanwhile the low
levels of per capita value added throughout the South reflects its
limited industry, mainly the semi-processing of materials, or low
quality finished goods fashioned by very poorly paid labour in
much of Africa and South Asia.

In most industrial economies today manufacturing creates 2540
per cent of GNP. This apparently low figure is explained by the

high income generated in such countries by efficient agriculture
and, especially, by high value services. Even so, the share of GNP
contributed by manufacturing still remains a useful index of the
level of economic development. It usually generates 10-20 per cent
or less of GNP in underdeveloped Africa, the Middle East and Latin
America. It accounts for more than 40 per cent of GNP only in
nations which rely heavily for their income on a single resource for
which they do primary processing, such as oil in Norway, Sauds
Arabia or Mexico, copper in Zambia and Congo, or where, as in the
centrally managed economies of the Soviet Union and Eastern
Furope, governments have given priority to industry and defence
over services.
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During the phase of global economic gro.Wth that ran from
1950 to 1975, sustained industrial expansion in advanced market
economies was surpassed by even faster growth in centrally planned
and developing countries. This began to narrow the globa:l gap. But
stagnation followed from 1975 to 1982, involving recession In the
First and Third Worlds because of steep rises 1n the: price of
imported oil. Only centrally planned and oil-exporting states
achieved growth as new factories built in the 1970s, using Western
bank loans, came into production. Since 1983, %mwever, a phase of
global divergence has become evident and is typlﬁec}_ by_two marked
features. First, ‘re-industrialisation’ has been occurring in the North
as the market economies, especially in Western Europe and Japan,
recorded faster growth in manufacturing (1-5-6:0 per cent per
annum) than either the centrally managed economies (2:0 per cent)
or the Third World (08 per cent). Second, an eastward shift has
been apparent, diluting the historic Atlanuc—centred_pattcrn'an_d
bolstering a Pacific-centred location of .mzf.nufacturmg. This is
occurring because of (1) sharper differentiation aang contment_al
lines within the South as more Asian states — Thailand, Malaysia,
China and India — join the ‘Gang of Four’ (Hong Kong, Korea,
Singapore and Taiwan) in rapid industrial gfowth W}:lllf: output per
capita actually declines in Africa and Latin America; and (2) a
sirnilar shift in the North as the Soviet Union and Eastern Europe
stagnate, the EC grows weakly, and Japan and the western USA
erience faster business expansion.
eXpl\/l:s.ny important forces have shaped these global trends: here,
three — transport and communications, technology,.and the growth
of the multinational enterprise — are discussed briefly by way of
illustration.

IMPROVEMENTS IN TRANSPORT AND
COMMUNICATIONS

New types of transport underpin the growth, diversification and
changing location of industry. Transport has become faster,
cheaper, more flexible, able to carry more perishable and bulkier
loads; and with the advent of lighter, compact and high value
products such as pocket calculators or microcomputers, transport
has become an ‘enabling’ rather than a ‘determining’ factor in
location. Better communications, too, make cities, regions or
nations more accessible to each other across the globe for all kinds
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of business transactions, improving contact between people for
decision-making, and the exchange of information or money. This
has major effects on industry.

First, such improvements have stimulated the geographical
separation of distinct production stages and business functions from
each other, and encouraged the growth of multinational firms to
exploit appropriate Jocational advantages for each function.
Metropolitan regions like New York city, London, Paris or Tokyo
are specialising more in management and research; other regions in
the North, the NICs and the Third World engage in factory
processing. This ‘new spatial division of labour’ differentiates the
former regions with national and global control functions, special
skills and high incomes from the latter type with more routine
output, work and lower incomes. No longer can geographical
differences be explained by different manufacturing sectors alone,

Second, there are two particular transport innovations that have
played a significant role in global manufacturing change. Container-
isation has permitted quicker, cheaper intermodal transfer of freight
between sea, road and rail - making industrialisation possible in
places where traditional port docking facilities have been physically
constrained. Hong Kong, for instance, has become the world’s
second busiest container port (after Rotterdam) by using barges to
load and unload container ships out in the harbour waters. Second,
the introduction of long-haul jumbo aircraft has made air transport
a locational force, able to attract plants making light and valuable
high-technology products, or firms offering producer services like
computing, to sites on or near ‘airport business parks’. This has
fostered major new manufacturing growth in areas like the Thames
valley west of London, near Washington, D.C., and in Singapore
and Taipei.

Yet, third, faster communications now mean that tme is worth
more money. This is encouraging the use of just in time’ delivery
systems in manufacturing to reduce the need for, and costs of,
holding stocks of materials or components. One result in both
developed economies and NICs alike has been the clustering of
suppliers — usually other manufacturers or waréhousing firms — in
central but less congested areas within a few hours’ easy travel
of major assembly plants. In Europe this sometimes involves
international movement between factories sited strategically near
national borders. Another effect is that satellite telecommunications
are stimulating an expansion of global banking to profit from
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instantaneous data on curency exchange rates and company
performance throughout the world. Before the advent of twenty-
four-hour banking and share dealing, Hong Kong and Singapore
were able to become second rank global banking centres (following
London, New York and Tokyo) by trading in the hours when
Tokyo was closed and before London opened the same day. Such
growth of international financial services attracted foreign firms to
invest in manufacturing in these and nearby Asian NICs like
Taiwan, Indonesia, Malaysia and Thailand.

TECHNOLOGICAL CHANGE

Technology affects manufacturing in many ways. Directly, it yields
new industries making products like computers or disc brakes, and
new processes like oxygen steelmaking which can change existing
industries and their location. New products can themselves become
processes: motor vehicles revolutionised transport, and computers
are doing the same to society. Indirectly, innovations alter the
materials, capital or labour used in production, the character of
manufacturing firms, and the locational attributes required for their
survival or development. Two concepts related to technology have
commanded attention recently: Kondratiev waves and the product
life cycle. Both assist in understanding global change.

Tn 1925 a Russian, Nikolai Kondratiev, claimed that ‘long waves’
of fifty to fifty-five years’ duration typified the growth of market
economies. In the 1930s an Austrian, Joseph Schumpeter, showed
that such waves reflected ‘innovation cycles’. New technologies
‘energise’ each wave, yield groups of new industries, and may shift
production advantage to new places. Thus the first Kondratiev wave
(1770-1825) followed the innovation of techniques in Britain to use
coal for heat to make better iron, and to make stcam to power textile
spinning and weaving machines. It moved manufacturing from
scattered workshops to factories sited on coalfields. Application of
steam to rail and sea transport then ushered in a second wave (1825—
80) in Britain, creating new cngineering industries both on and off
coalfields in places like Crewe, Derby or Swindon. A third wave
(1880-1930) came mainly in the USA, Germany and France with
the invention of clectricity, the telegraph, the telephone, the internal
combustion engine, and the development of oil-based chemical
manufacture and photography. Leadership slipped from Britain to
continental Europe and North America. A fourth wave (1930-80)
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emerged in the USA, Germany and the UK with audio-visual,
aerospace, synthetic fibre, electronic and petrochemical industries.

We now live in a fifth ‘innovation wave’ which is creating a
‘thoughtware’ or ‘information’ economy which articulates bramn
power by research and development (R&D) in such fields as
producer services (like computer software), biotechnology and
robotics, and involves close links between costly R&D and manu-
facturing. Japan rivals the USA for leadership in these new activities.
Recession after 1974 resulted from a coincidence of energy price
rises and the transition from the fourth wave to the fifth. The
closure in developed countries of many factories was in part due to
competition from new producers in the NICs and Third World, but
it was paralleled by a continued growth of services. People argue
that all this heralds a ‘post-industrial society’.

The Kondratiev cycle theory attempts to contribute to the
understanding of the development of entire economies. The product
cycle theory, by contrast, is concerned with the fortunes of
individual industries. Product life cycle theory postulates that a new
product will be innovated and developed in an advanced economy,
like the USA or Japan, where the necessary skills, capital and
support services are available. As world demand grows for the
product, its output will require standardised production techniques,
larger factory space and cheaper semi-skilled labour so as to lower
costs. This en_:_}:bles a diffusion of production elsewhere, at first,
perhaps, to plices like Western Europe where know-how and
markets exist, later to NICs or the Third World with their low cost
labour. Such ‘maturity’ of the product helps explain the global
spread of the industries of the first, second, third and fourth ‘long
waves’ (textiles, shoes, metal, plastic or electrical goods) to the latter
types of locations. But it also explains why new fifth wave activities
are causing re-industrialisation in the North.

MULTINATIONAL ENTERPRISES (MNEs)

World industry comprises a ‘population’ of private firms such as
Ford or Toyota, state-owned enterprises like Renault or the Soviet
Ministry of the Automobile Industry, and co-operatives. All private
firms start small, often as family businesses. Many die, but some
survive and expand to medium size while a few become very large
corporations with many shareholders. The tendency to concentrate
business into larger and larger firms is very strong in market
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economies. In 1909 the top 100 manufacturing firms in the USA and
UK produced 22 and 16 per cent of national industrial output
respectively; by 1970, 33 and 41 per cent. Schumacher’s conira-
dictory idea that ‘small is beautiful’, however, spread after 1973 and
coincided with two developments.

The first linked the size of plants and firms with technological
and market change. The transition from the fourth to the fifth
Kondratiev wave involved plant closure and job loss in old, large
scale industries and the opening of small firms in new activities."ﬂus
appeared to be most marked in the USA, where the share ?f national
output from the 100 biggest firms dropped to 24 per cent in 1980. In
the UK it slid only slightly, to 39 per cent, thus expressing slow
adjustment there to the fifth wave. ' .

The second development was connected with public policy.
Much established regional development policy in the Third W?rld
and Europe — which had been based on large, high_ly capitahse:d
plants like steelworks or petrochemical complexes — failed to sustain
economic progress in lagging or problem regions, often _Ie.awmg
them with so-called ‘cathedrals in the desert’. This precipitated
policy shifts to tap the ‘indigenous potential’ of small firms, i.e.
to enhance the role of local enterprise in so-called ‘self-reliant’
development in the problem regions. ‘ .

Yet, despite the recent boom in small enterprise, the proliferation
of MNEs has accelerated throughout the First and Third Worlds
during the 1980s. Firms become MNEs when they produce in two
or more countries. This requires capital export, which 1s u51.1a.lly
termed “foreign direct investment’ (f.d.i.). MNEs have their origins
Jong ago in the trading companies that spearheaded European

colonial expansion after 1600. But manufacturing MNEs emerged
with the third Kondratiev wave: with large electrical or chemical
firms after 1880, motor vehicles or camera firms after 1920. The first
really big surge of MNE expansion, though, followed the US
Congress’s removal of restrictions on capital exports from the USA
in 1955. American foreign direct investment flowed into Europe
and Latin America in steadily increasing volumes. World f.d.i. rose
from US$14-3 billion in 1914 to US$63 billion in 1960, US$386
billion in 1978 and US$950 billion in 1988. Giant MNEs have thus
grown to be an integral part of a current trend towards the
‘globalisation’ of production organisation. They currently engage
some 65 million workers worldwide, 3 per cent of world labour.
Why produce abroad? Some factors operate at home to ‘push’

94

o
i

“GLOBAL ECONOMIC CHANGE

firms to locate plant overseas, while other factors ‘pull’ them to host
countries abroad. Market trends (demand) and cost factors (supply)
operate in both cases. The General Agreement on Tariffs and Trade,
and ‘customns unions’ like the EC, freed global trade in manufactures,
so intensifying competition: the phenomenon of import penetration
of home markets became far more common both from within the
North and from NICs. This ‘pushed” firms to ‘retaliate’ by inter-
penetrating each others’ markets and finding sheltered markets in
the South. Thus British firms moved output abroad as sales by
foreign manufacturers rose sharply in their domestic UK market,
while Japanese, West German, Swiss and American firms also built
or acquired plants in Britain.

From 1979 to 1986 the forty biggest UK firms raised the
proportions of their workers located overseas from 34 to 44 per cent
— making somg 415,000 workers redundant at home and creating
125,000 new jobs abroad. Yet, besides import penetration, firms
perceived a deterioration in UK demand and supply conditions.
High and rising unemployment squeezed home markets. Labour
costs rose, strikes disrupted production, and unions resisted
the introduction of new technology, work practices and sharper
competitiveness. High interest rates made investment and stock-
holding costly. All contributed to Britain de-industrialising and
‘pushed’ firtns to invest abroad in multinational ventures. In
contrast, rapidly appreciating values of currencies mainly explain
shifts of output abroad in the early 1980s by firms kke Brown-
Bovert or Bally from Switzerland, Siemens or Bayer from West
Germany, and Sony or Toshiba from Japan.

Plenty of ‘pull’ factors also exist to encourage firms to locate
production in host countries abroad. Untapped and growing
markets have attracted American, European and Japanese firms to
set up production in both North and South. More, and rising,
proportions of f.d.i. flowed within the North after 1960, as it
offered big, vigorous markets and benefits from freer trade
within customs unions like the EEC, EFTA, UUS—Canadian and
Australlan—-New Zealand trade pacts. Thus American MNEs like
General Motors or Ford, component suppliers Borg-Warner or
Goodyear and oil majors like Texaco, Mobil or Exxon brought new
manufacturing capacity to Europe in the 1960s. In the 1980s their
Japanese rivals, such as Nissan or Sumitomo tyres, followed suit.
On the other hand, Volkswagen, Honda and Toyota built in the
USA. Recently, the high profits achievable from fifth wave functions
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and the availability of capital and skills have induced US
information technology firms like IBM, Hewlett-Packard, Digital
Equipment Corporation and Data General to establish plants
and R&D facilities in the EC, whilé Japanese firms, like Fujitsu
computers, have opened facilities.in the USA. The UK, also, more
recently began to gain £.d.i. as business confidence returned and at
 least some foreign-owned MNEs perceived it to be a low wage
offshore platform from which to supply continental Europe.

Before the oil and debt crises of the early 1970s, Third World
governments fostered inflows of foreign manufacturing to serve
national markets behind protective tariff walls. This brought car
assembly plants by Peugeot, Fiat, VW, GM and Ford to Latin
America, for example. After 1970, cheaper energy and labour
became the prime motive for investing in the South, a trend
augmented by the introduction of free enterprise zone concessions
and policies for the export orientation of output. MNEs responded
by building plants as ‘export platforms’ to supply finished goods
like Sony radio-cassette players from Singapore or Fairchild semi-
conductors from Hong Kong to markets in the North. Capital did
not flow everywhere: it avoided areas of high political or military
risk in Africa, the Middle East, Indochina or Central America, and
concentrated in stable hosts like the Gang of Four, Zimbabwe or
Argentina. The establishment of cartels or resource nationalisation
in the Third World often drove MNEs out of their traditional
resource extraction activities and this, along with restructuring into
fifth wave activities (like Exxon into computers), led to the stagna-
tion, even decline, of MNE investment in parts of the “old’ Third
World — like West Africa, the Middle East or Indonesia.

So the geography of MNE activity is very dynamic. Since about
1975, Western Europe has displaced the USA as the main global
source of outward f.d.i. Japan ranks third, but is rapidly threatening
to surpass both the USA and Western Europe in this respect.
Western Europe and the Third World have both recorded fast
growth in inward f.d.i., but Japan still hosts very little. Yet perhaps
the most spectacular growth in MNE activity is in the USA,
especially from Japan, which registered the fastest rise in outward
f.d.i. after 1975. By 1986 half of Japanese outward investment was
destined for the USA, induced by threats of protectionism (e.g.
quotas on car imports), incentives by state governments jockeying
for investment, and sharp appreciation of the yen. Europe follows,
for similar reasons. The allure of a foothold in the European
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Common Market of 1992 has attracted much Japanese manufacturing
f.d.1., like Nissan to Sunderland, Toyota to Derby and Honda to
Swindon.

Since 1986, however, more Japanese f.d.i. has been flowing to
neighbouring East and South East Asian countries where, in 1987
for the first time, China displaced Hong Kong as the main host
country for Japanese capital, followed in descending order of rank
by South Korea, Indonesia and Singapore. This redirection reflects
rising labour costs in the Gang of Four countries compared to
China. Yet Japanese f.d.i. in' the whole region, especially for
making components and subcontracted consumer goods, has
enabled Japanese multinational firms to maintain low production
costs and market products aggressively in America and Europe.
Overall, therefore, it is clear that the rise of the multinational
enterprise, with the high capital mobility that it brings in the flows
of capital, management, new technology and different production
systems, has been a key feature of global economic change.

A CASE STUDY: THE CAR INDUSTRY

Car manufacture is a ‘mature’ activity, and one that illustrates well
many of the influences at work in global changes in recent times.
Two trends indicate the industry’s maturity. First, growth in world
car output and ownership, rapid in the 1950s and 1960s, dramatically
slowed after 1970 (see Table 4.2). Though the slowdown was
accentuated by oil price rises which inflated production costs, made
cars expensive to run and reduced demand, it also reflected satura-
tion of northern markets, where most sales replace existing cars.
Second, making car parts and car assembly have become more
standardised, requiring less skilled labour. Thus decentralisation of
the industry from traditional locations has become a key feature
since 1970. In this respect, car production mirrors more general
global industrial shifts.

Decentralisation sharply altered the importance of producers in
the North and made the South more prominent (Table 4.2). Former
American dominance of world output has been replaced by a
situation in which manufacturers in Western Europe, Japan and
North America fight for a share of global markets. Significant shifts
of car manufacturing have also occurred within Europe, where
Italy, France, Belgium, Spain and the USSR have all displaced the
UK as major car producers, while elsewhere the NICs have gained
prominence. What forces underlie these changes?
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Table 4.2 The changing world pattern of car production, 196088

Areal Main 1960 1970 1980 1988
countries M- Mill- Mill- M il
ion % ion % dom % dom %
“North® 1266 990 222 976 270 928 3t1 937
North America 70 547 76 333 72 247 &0 240
USA 67 52-1 66 292 64 21'9 71 214
Canada 03 2:6 1-0 41 08 28 09 26
West Europe 504 394 108 473 114 395 136 414
Belgium’ - - 07 31 08 27 12 37
France 1-1 36 25 10-8 35 1220 32 9-7
Italy 06 47 1-7 76 14 50 19 57
Spajn 0-04 o3 G5 20 10 36 15 4-5
Sweden 01 08 03 11 03 1 04 1-3
UK 14 109 1-6 72 09 31 ii 34
West Germany 18 141 35 155 35 121 43 131
East Enrope 02 16 06 28 21 72 20 &0
Poland 0-01 01 06 03 04 13 03 09
USSR G-14 11 03 1-5 133 46 13 39
Yugoslavia 001 o1 006 03 02 o7 03 09
East Asia, Oceania 036 29 36 157 73 251 85 256
Australia 02 16 04 17 03 10 03 09
Japan 016 1-3 32 140 70 241 82 247
‘South’ 013 10 05 2.4 21 72 21 63
Brazil 005 03 025 11 07 24 07 21
Korea - - 001 o0 02 07 08 2-4
Mexico 003 02 014 06 03 i1 03 0-8
World total 12-8 1000 227 1000 291 1000 332 1000

Notes: * All but 02 million units from Belgium are wholly assembled from parts
manufactured in other European countries. Statistical authont:es_assume,
therefore, that such assembled units, which numbered 1 million in 1988,
duplicate those in other Furopean countries.

Al} figures are rounded.
Sources: The Economist, The World in Figures for data for 1960, 1970 and 1980;
Society of Motor Manufacturers and Traders, World Production Data 1988, for 1988

Multinational firms are mainly responsible for the industry’s
growth and dispersion in the First and Third Worlds. North
American output is controlled by the ‘big three’: General Motors
(GM), Ford and Chrysler. Firms like Toyota, Nissan and Honda
have spearheaded Japan’s phenomenal rise, while most European
cars come from firms like Volkswagen (VW), Renault, Peugeot—
Citroen, Fiat and subsidiaries of the US corporations. These
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multinationals also brought car assembly to Third World countries.
But, until the 1970s, they concentrated production in integrated
plants. Ford’s plants at River Rouge (Detroit) and Dagenham
(London) took in iron ore and coal at one end, and turned out
finished cars at the other. Volkswagen in Wolfsburg, Renault in
Billancourt (Paris) or Fiat in Turin, and the Soviet ZIL works in
Moscow, were all much the same. Today, improved transport has
enabled firms to “fragment’ production among dispersed plants,
each specialising in certain parts or in final assembly. But they have
done so mainly in response to oscillating currency exchange rates
which cause international fluctvations in the production costs they
seek so hard to minimise. Ford Europe, for example, makes engines
in Bridgend (Wales), gearboxes in Bordeaux (France), electronics in
Cadiz (Spain) and assembles different types of cars in Spain,
Belgium, England and Germany.

The 1970s oil crises pressured firms 1o search for ways o lower
costs. They innovated fuel-efficient engines and small, light vehicles
using alloys and plastics (instead of steel) to reduce car prices and
running costs and so reinvigorate sales. As competition hotted up in
stagnant markets, firms needed larger-scale, specialised and lower
cost plants; so they relocated some output, mainly of component
suppliers, to places where cheaper production factors — especially
land and labourss could help them achieve profits from sales of
small, low-priced cars. This explains why Ford, GM, Renault and
VW have set up new small-car assembly plants in Spain and why
Fiat made engines in Brazi! and Poland for its “minis’. Decline of the
UK motor industry followed from poor management, increased
labour costs, strikes, union resistance to new technology and
work practices in the 1970s, and from high unemployment which
squeezed home markets in the 1980s. All this facilitated rising
import penetration by cheaper foreign-made cars and ‘pushed’ plant
capacity abroad. The industry became a symbol of Britain’s de-
industrialisation.

Many ‘pull’ factors have also encouraged firms to locate produc-
tion abroad. National policies have played a key role. Under UN
encouragement in the 1960s, Third World governments fostered
foreign investment in manufacturing to serve local markets protected
by tariff walls. This attracted Fiat, Ford, GM, VW and Peugeot
to establish plants in Latin America and the British Motor
Corporation (later British Leyland, now Rover) to open production
in India. But often the plants make outdated mode local use as
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they are protected from imports of new cars: Argentina still makes a
Ford Falcon, Mexico the VW ‘Beetle’, India the Morns Oxford.
Further global decentralisation of the industry has been augmented
by state policies to introduce pational manufacturing of cars for
export. Recent sales launches in Western Europe of the Proton from
Malaysia and Stellar from Hyundai of Korea are examples which
follow in the ‘treads’ made earlier by the Soviet Lada, Polish
Polonez, Czechoslovak Skoda and Yugoslav Yugo.

CONCLUSION: TOWARDS ONE WORLD

The preceding pages offer sweeping brush strokes on the canvas of
the world economy. The broad frame seems remarkably stable:
East-West division and dominance of North over South. Beneath,
though, is kaleidoscopic change. The Pacific is seriously challenging
the Adantic as the “workshop of the world’. Industry is dispersing
from older centres in the USA, Europe and Japan into ‘sunbelt’
areas and NICs. Unfortunately, however, inflation, debt, political
and military instability have limited further manufacturing diffusion
into the middle and low income South. Many forces shape these
trends. This chapter has focused mainly on technology, transport
and communications and the spread of multinational firms, but the
car industry briefly illustrates also the roles played by floating
currency exchange rates, cheaper factors of production, and state
policies to foster manufacturing to supply national or international
markets.

Tightening, and more complex, interdependence has typified the
industrial market economies since 1945. Trade in manufactures
boomed within and between Western Europe, North America,
Japan and Australasia, gradually intensifying competition between
firms. For thirty years, raw materials and oil flowed from the Third
to the First World in exchange for manufactures. Workers followed,
in search of better paid jobs. That helped to dampen costs and
thus sustain industrial growth in the northern market economies.
Industrialisation in the Second World — which was largely isolated
from the outside world — depended mainly on vast Soviet raw
material and energy resources, and Polish coal, and on their barter
for East European manufactures. '

Interdependence changed after 1975. Recession halted migration:
workers returned south and those staying in the North faced
unemployment. Capital flowed more copiously to the NICs as
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multinational firms and local industrialists began tapping their
advantages of low labour costs and substantial skill. As the NICs
developed, they sold manufactures in exchange for services from
northern market economies, where uncompetitive manufacturing
industries declined. Materials and labour movement from South to
North stagnated or shrank as cartels such as OPEC needed workers
to expand local processing for export and as knowledge-based fifth
wave functions ‘began to displace older material processing and
standardised labour-using industries in the North. OPEC members
became focal points on the globe and from 1975 to 1985 labour
poured into, then out of, Middle Fastern and African oil states.
‘Petro-money’, fuelling global finance, flowed from these countries
nto banks _in London, New York, Frankfurt and Zurich and, from
there, to Latin America, Asia, Eastern Europe and the USSR. Now
there is a chance that, by 2000, demilitarisation and political and
economic reform in the former Warsaw Pact countries of Eastern
Europe will further open their economies to trade and so propel the
Second World into closer interdependence with the First and Third
Worlds, just as in the case of China since 1978. The global
kaleidoscope of change whirls on.

QUESTIONS

1 Discuss the advantages and disadvantages of seeing the world as
three, four or five ‘regions’,

2 What ha.we been the main factors leading to differences in the
economic development of different regions since the 1960s?

3 Evaluate the relative importance of technological changes in
transport and'production in shaping global economic trends over
time.

4 What factors have led to the growth of multinational enterprises
(MNEs)?

FURTHER READING

Dicken, P. (1986) Global Shift: Industrial Change in a Turbulent World
Kn(HarIl))er &dRXW: London). An excellent introduction.
ox, P. and Agnew, J. (1989) The Geography of the World Economy
(Edward Arnold: London). A good regional ‘vievir of change. o
Gwynne, R. N. (1990) New Horizons? Third World Industrialisation in An
International Framework (Longman: London). A detailed examination

of change in the Third World.
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DEVELOPMENT AND THE
THIRD WORLD

Sylvia Chant

DEFINITIONS

The term “Third World’ is normally used of those regions which are
less developed than advanced capitalist countries, such as the UK
and the USA (the ‘First World’) or what have until recently been
centrally planned economies, such as the USSR or Eastern Europe
(the “Second World®). Geographically speaking, the Third World
covers Latin ‘America, the Caribbean, Africa (excluding South
Africa), the Middle East, South and South East Asia, and most of
QOceania except Australia and New Zealand. Given that all these
regions lie south of northern America, Europe and the USSR, the
term ‘South’ is also used to refer to the Third World, especially
since the publication of the Brandt Report (1980) North-South: A
Programme for Survival (see Figure 4.2). '

The term “less developed’ itself is, of course, relative. It also
embodies a varied range of economic, demographic, social and
political characteristics which may not always apply, or apply in
equal measure, to all Third World countries. The conditions used to
describe such countries normally include, on the one hand, low
levels of industrialisation, urbanisation, per capita gross national
product, life expectancy, literacy and nutritional intake and, on the
other hand, high rates of infant mortality (alongside population
growth), poverty, inflaton, reliance on primary export products,
and per capita debt. Another notable feature of Third World
countries is that most have been subject to some form of colonial
rule in the last 500 years.

A commonly used development indicator is the level of per capita
GNP. This gives a measure of income disparities between countries
and was discussed in more detail in Chapter 4. Richer countries
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such as the USA and Japan boast per capita GNPs (1988 levels) of
above US $19,000 and US $21,000 respectively. Some of the
poorest, such as Haiti and Bangladesh, have only US $380 and US
$170 respectively.

While per capita GNP has long been used as the main too] for
measuring development, in 1990 the United Nations proposed its
replacement by a composite measure of economic and social well-
being known as the buman development index (HDI). This takes
into account average per capita purchasing power within each
country, together with levels of literacy and life expectancy. Use of
the HDI is argued to provide a more rounded measure of develop-.
ment than one which concentrates solely on economic performance.
Conversion of a country’s gross national product into hard currency
(US dollars) may mean little in terms of what people can actually
afford to buy, while GNP measurement may fluctuate dramatically
in the light of variable exchange rates. Figure 8.1 shows four major
HDI groupings for the 130 countries in the wotld with 2 population
of 1 million or more. The HDI tends to raise the development status
of countries which may be rather poor, such as Jamaica and Costa
Rica, but which have committed resources to public expenditure on
health and education. It also draws attention to the lower human
development achievements of some richer Third- World countries
such as the oil-exporting states of the Middle East, where wealth
remains concentrated in the hands of a few. Overall, however, it is
apparent that in general, high per capita GNP is usually accompanied
by higher levels of social development, so that the map of human
development contains few surprises.

In free market economies, high per capita income is also usually
linked with high levels of industrialisation, itself an important
contributor to economic growth, as shown in Chapters 5 and 6. In
France and the Netherlands, for example, 37 per cent of gross
domestic product is provided by manufacturing industry, compared
with only 18 per cent in Malawi, 14 per cent in Bangladesh and 9 per
cent in Somalia. (GDP is the total earnings or product of the
economy excluding overseas earnings.)

Urbanisation is another commonly used indicator of develop-
ment, since, on the whole, it displays a positive relationship with
levels of industrialisation and per capita income. One estimate
suggests that there is a correlation coefficient of 0-75 between GNP
per capita and the percentage of the population in urban areas.
But definitions of what constitutes an ‘urban settlement’ vary
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Figure 8.1 The human development index. The rank order depends on levels of develo

pmeit as measured by average per

capita purchasing power, literacy and life expectancy.

2
o
he)
E
=
]
3
-]
a
—_

11 Upper middie

IV High

2500

miles

2500

km

Source: United Nations Development Programme, Human Development Report, 1990




SYLVIA CHANT

considerably. In countries such as Liberia and Honduras any
settlement of 2,000 inhabitants or more is classified as urban. In
India, Ghana, Chad, Mali and Botswana the urban cut-off point is
5,000. More generally a threshold of 20,000 is used. But when one is
concerned with establishing the proportion of people living in cities
(as opposed to towns), international bodies such as the United
Nations use a figure of 100,000. Differing definitions make it hard
to compare levels of urbanisation between countries and continents
but, bearing in mind this problem of comparability, the average
level of urban population of all World Bank reporting members in
1988 was 47 per cent; with 78 per cent in high income economies
and 41 per cent in low and middle income economies. This testifies
to the fact that less developed countries are generally less urbanised.

There are obvious problems not only with most indicators of
development but also with the use of the term “Third World’. The
most important include, first, the often implicit assumption that
“West is best’, and that Third World countries should try to emulate
the example of the industrialised economies. The term ‘Third
World’ itself implies an inferior position in the global hierarchy.

Second, the terms. ‘First’, ‘Second” and “Third” Worlds tend to
foster an idea that they are separate entities, rather than parts of the
same interlocking global system. Many would argue that the Third
World exists only becanse of its dependent relationship with the
advanced economies (see below).

A third problem is that, as some of the above figures have
indicated, there are huge disparities between various regions and
countries of the Third World which make the term rather too broad
to be very useful. One major differentiating factor is politics.
Socialist Third World countries such as Cuba and Vietnam may be
fairly poor in economic terms but tend to have higher levels of
social facilities, such as medical and educational provision, than
many other developing countries. Another major differentiating
factor between Third World regions is economic performance.
Latin America, South East Asia and the oil-exporting countries of
the Middle East are economically much more developed than, say,
sub-Saharan Africa or various Southern Asian countries such as
Bangladesh and Nepal. The former have higher per capita incomes,
and higher levels of industrialisation and urbanisation.

Within separate Third World regions there are again vast
disparities. For example, Latin American countries such as Brazil,
Mexico and Argentina have comparatively high levels of per capita
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GNP and a large percentage of the labour force in industry
compared with Bolivia and Honduras, which are far poorer and
where most of the economically active population is in agriculture
(see Table 8.1). The same diversity is apparent in Asia, where Taiwan,
South Korea, Hong Kong and Singapore have been pariicularly
successful in achieving high levels of industrialisation and economic
growth. In 1988 the latter two countries had per capita GNPs of over
US$9,000, contrasting markedly with other predominantly agricul-
tural countries in the region such as the Philippines and Indonesia
where per capita GNP was well under US$1,000 (Table 8.1).

Within each Third World country, too, there are wide social
differences. Urbanisation is a useful measure of this situation. Rural
or urban residence plays a major role in influencing levels of
economic and social well-being among the population. Contrasts
between city and countryside are usually extremely marked, not
only in visual terms, but also in terms of access to material and
social resources. The provision of medical care, schooling and
physical infrastructure such as roads and services is usually far
better in cities. In Colombia, for example, the ratio of doctors per
head of population is 1 : 1,000 in towns, but 1 : 6,400 in rural areas.
This kind of phenomenon plays a major part in influencing national
spatial variations in well-being.

APPROACHES TO DEVELOPMENT

With these various indicators of development in mind, it is now
necessary to examine some of the main ideas put forward to explam
how development, or underdevelopment, occurs, and what policy
measures for improving Third World prospects might be most
appropriate. There are several theoretical strands in the literature,
although two major schools of thought may be identified: ‘modern-
isation theory” and ‘dependency theory’. These are discussed below,
along with two more recent approaches known as ‘alternative
development’ and ‘basic needs’.

Modernisation theory

Modernisation theory emerged in the 1950s and 1960s in a surge
of post-war optimism about the prospects for world peace and
development. It emphasises the necessity of shifting from traditional

to modern values in order to accelerate the development process.
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model for Third World countries. However, one key difference
between seventeenth and eighteenth century Europe and post-war
developing societies was the belief that the latter could be helped on
their way to developmental success by the benign intervention of
the advanced countries. This idea had far-reaching implications for
the development policies adopted in the Third World from the
1950s onwards, and in particular between 1960 and 1970, the period
of the United Nations First Development Decade, when increased
levels of GNP became the primary aim of developing economies.

One major policy which derived from this commitment to
economic growth was to promote more rapid change in Third
World countries. This could be achieved by exposing them to the
technology, practices and ideas of the West, and by diffusing
development as far and wide as. possible through trade and foreign
mvestment.

A second implication was that Third World countries should
imitate the Western development process and, in particular, that
they should industrialise. Given that industrial development in
nineteenth century Europe had been associated with a massive
increase in urbanisation, in the Third World, too, it was imagined
that industrial investment could be most rapidly stimulated in cities.
Cities were not only an efficient way of centralising productive
activities, but they could also help to break down the traditional
social customs that inhibited economic progress.

Both rural-urban and interregional inequalities became necessary
evils in this particular strategy of economic development. As a
means of getting growth under way, money was poured into cities
at the expense of the countryside, and into industrial regions at the
expense of the non-industrial. However, according to modernisa-
tion theory, inequality would be only a short term phenomenon. In
the future the benefits of growth in favoured areas would ‘trickle
down’ into the ‘backward’ rural regions. Although many writers
were sceptical that growth would automatically spread to all regions
over time, these ideas remained pervasive. They ultimately became
embodied in John Friedmann’s ‘centre~periphery’ model, whereby
cities were seen as mechanisms to stimulate economic change, using
them as ‘growth poles’ that would gradually throw development
impulses outwards to the periphery.

Criticisms have been levelled at modernisation theory’s inter-
pretation of development on a number of counts. First the use of

terms such as ‘traditional’ and ‘modern’ have come under attack,
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this dichotomy being viewed as being present only in the minds of
Western academics and planners and thus inapplicable to the real
world. Moreover, many so-called ‘wraditional’ values not only
persist in ‘modern” societies but actually operate to sustain develop-
ment. One might cite here the importance of kinship networks in
bolstering the survival of the urban working classes through
providing shelter, job contacts and economic support.

A second njajor criticism of modernisation theory is that it was
overly descriptive and never really stated convincingly how social
change was to occur. Third, modernisation theory dwelt too much
(and too naively) on the role of attitudes in influencing develop-
ment. It tended to ignore the fact that attitudes themselves are
shaped by external influences, which in the case of many Third
World countries have involved negative experiences of colonial rule
and severe restrictions in determining their own development goals
and strategies.

Fi{lally, modernisation theory has so far proved incorrect in its
predictions of evolutionary economic progress. Although GNP
growth rates showed dramatic rises in the 1950s and 1960s, sub-
sequent experience has shown that this period of development was a
purely economic phenomenon and tended to lead to considerable,
and persistent, inequities. As a result not only have the vast majority
of Third World countries’ remained peripheral to the world
economy, but, only a few people within those countries have
actually benefited in any direct way from growth. Indeed, condi-
tions for many of the rural and urban poor have actually worsened
over time. These problems were recognised at the end of the 1970s
by the Independent Commission on International Development
Issues chaired by the West German Chancellor Willy Brandt, who
recommended that, in order to alleviate world poverty, the wealthy
North would have to double its aid expenditure and concede
improved terms of trade to the South. The medicine prescribed by
the Brandt Commission was, therefore, more North-South co-
operation, not less; a treatment which, in the opinion of the
dependency theorists, could only spell further disaster for less
developed economies. '

Dependency theory

Depen-dency theory rose to prominence in the late 1960s and early
1970s in the wake of disillusion about the prospects of economic
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growth in Third World countries. It provided a radical departure
from the precepts of the modernisation school. While the latter had
stressed that one way of aiding the development process was to
cxpose the Third World to the influences of the West, dependency
theorists argued that this exposure itself was highly damaging and
frustrated the potential for self-determined growth. Growth in the
West, the ‘core’ of the world economy, was seen to be achieved at
the expense of exploitation of the Third World ‘periphery’. As such,
development and underdevelopment were two sides of the same coin.
Dependency theory suggested that contemporary relationships
had their roots in past periods of merchant capitalism and colonial
rule, when Third World areas had been pressed into specialising in
the production of primary export products to suit the needs of the
imperial powers. Those areas which had had closest links with the
advanced economies were those most likely to be underdeveloped
today. Despite the post-war efforts of Third World countries to
diversify their economies, and in particular to promote industrial-
isation, the continued strength, dominance and intervention of the
West meant that the surplus value created by the labour of “satellite’
Third World nations was transferred (in the form of trade, interest
payments and so on) to the advanced econotnies, thereby preventung
any significant generation of wealth in less developed countries. This
pessimistic scenario was often borne out in practice. For example,
the ‘import substitution industrialisation” model followed by major
Third World regions such as Latin America (with the objective of
cutting reliance on imports from the West and generating self-
sufficiency) almost universally failed to produce the desired results.
Dependency theory not only drew attention to the way in which
advanced economies might restrict the development potential of
Third World nations, but also identified the role played by national
elites in this process. The richer urban classes in Third World
countries were seen to act as intermediaries between the capitalist
core and the underdeveloped periphery. There was thus a chain of
dependence from rural satellites of Third World countries, via the
cities and elites of the developing periphery, to.the capitalist centres
of the advanced economies. But, although dependency theory offers
more insights into the reasons for underdevelopment than modern-
isation theory, it has several problems.
First, the idea that the world consists of two major groups, the
‘exploiters’ and the ‘exploited’, based primarily on money flows and
outflows, is far too simplistic. Many have argued that it is not justa
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case of how much surplus is extracted from Third World nations,
but also of the way in which that surplus is extracted. In this
respect, it is vitally important to take account of the class structures
of Third World countries as well as their external relationships with
advanced economies. The role of the internal elite is argued by
many to be just as much to blame as external dependency for
creating widespread poverty and social inequality.

A second inadequacy of dependency theory is its argument that
underdevelopment would be most acute in areas of greatest involve-
ment with the advanced economies. In practice, places such as
Mexico City and Sdo Paulo, with long exposure to the West and
with a good deal of multinational investment, turned out to be two
of the richest cities in the Third World.

A third problem with dependency theory is that it offered little in
the way of realistic policy measures. Dependency theory argues for
a complete break with the capitalist metropolises, for socialist
revolution znd for collective self-reliance between Third World
nations. Not only are each of these objectives extremely difficult to
achieve, but in terms of people’s everyday lives they can often
cause serious upheaval and hardship (viz. the situation in Ethiopia
today). Furthermore, many socialist countries such as Cuba merely
exchanged one form of dependence (trade with the USA) for
another (trade and aid from the Soviet Union).

The ‘alternative development’ and basic needs’ approaches

As aresponse to the inadequacies of the policy prescriptions of both
modernisation theory and dependency theory, a third set of ideas
about development emerged in the 1970s, often referred to as the
‘alternative development’ approach. Alternative development is
concerned less with explaining how contemporary patterns of
global inequality have emerged than with policies for doing
something about them. The main criticism of most development
approaches has been that large scale, overly technological pro-
grammes with an industrial bias are totally inappropriate for the
needs and resources of the Third World. In its place have been
advocated approaches relying on small-scale self-sufficiency. This
allows a much greater emphasis on equitable development, in-
digenous techniques and organisation, and lower levels of environ-
mental disturbance.

Closely associated with alternative development thinking has
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been a recent body of thought referred to as the ‘basic needs
approach’. This urges that the primary goal of development should
be the eradication of poverty and the fulfilment of basic needs. The
question of what is meant by basic needs is open to debate but,
generally speaking, it is thought that as an absolute minimum every-
one should have guarantees of certain material resources such as
food, fuel and shelter, and social resources such as health and
education. Beyond these, other items which may enter a basic needs
agenda include access to employment and political freedom.

Common to the alternative development and basic needs ap-
proaches is the idea that development strategies should be “bottom
up’; in other words that they should build upon the economic
and social traditions of Third World people and be sensitive to
their needs. This concept is diametrically opposed to previous
approaches, whereby development projects have been ‘top down’,
i.e. originating from national and international agencies and elites
which often have little concern for traditional life styles or about
whether particular forms of development are genuinely desired by
the poor.

In the UN Second Development Decade (1970-80) there was a
clear movement by the World Bank, the International Labour
Office and other key agencies towards the basic needs approach.
This emphasised the goal of development as the improvement of
‘welfare for all’, rather than economic growth for the benefit of only
a few. Thus ‘development’ as a concept has begun to escape the
definitional straitjacket of earlier modes of thought and is becoming
a broader concept, more sensitive to local needs.

AGENTS IN THE DEVELOPMENT PROCESS

From the preceding accounts of approaches which have dominated
development thinking over the last thirty to forty years, one thing is
clear: an emphasis on simplistic ideas of Western models of
economic growth does not lead to ‘development’ in Third World
countries. But the various efforts and approaches have led to the
growth of a number of means of institutional intervention. This
intervention is undertaken by national governments, international
development agencies or non-governmental organisations, and is
frequently a critical determinant of whether development efforts
occur and what form they take. A brief summary is provided below
.of the major agents in the development processes.
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Third World governments

The types of policies implemented by national governments
obviously vary according to the political regimes involved. Socialist
governments and long-standing centralised authoritarian and/or
military states are usually more likely to undertake long term plans
than those countries with an active party system and/or where
turnover of government personnel is more frequent.

Whatever the resources and political leanings of national govern-
ments, most are concerned first and foremost with large scale
infrastructure development schemes, particularly the building of
roads, dams, communications and energy supplies which facilitate
economic development. They also oversee the growth of the
economy via legislation on tanffs, exchange rates and industrial
subsidies. Sometimes national governments group on a regional
basis for the purposes of trade and investment, examples here
being the Inter-American Development Bank and the African
Development Bank.

International development agencies

International aid and development agencies wield an important
degree of power over Third World governments in two main ways.
First, they are often a critical source of funding and as such may
determine the deévelopment path along which a Third World
country proceeds. Second, they are frequently important in influen-
cing tl}e general direction of global development objectives and
strategies.

The two most important international institutions responsible
for providing financial aid to Third World governments are the
International Monetary Fund (IMF) and the World Bank. Both
were set up at, the Bretton Woods conference in 1944 and today
provide majorsources of funding to Third World countries. IMF
loans are genérally deployed on a short term basis to solve
immediate balance of payments problems, whereas World Bank
money is generally used for longer term development projects such
as the building of roads, schools and houses or the creation of
employment. Both these organisations are heavily dominated and
funded by the United States and do not have representatives from
several centrally planned economies such as the USSR and various
countries in Eastern Europe.
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Beyond the IMF and the World Bank, the United Nations, whose
membership 15 drawn from a far more representative number of
countries (154 out of a world total of 162), is also very powerful
and has long been concerned with the social consequences of
development. To this end it has a number of agencies specifically
concerned with social and welfare issues, including the Fund for
Population Activities, the Children’s Fund, and the Centre for
Human Settlements and Housing. The United Nations plays a
critical role in shaping global social policy initiatives and also
attempts to promote international discussion and collaboration
by sponsoring conferences and publications on themes designated
as priorities for development. Recent examples here include the
United Nations Decade for Women (1975-85) and the International
Year of Shelter for the Homeless (1987). Similar international
collaboration is stimulated by organisations such as the World
Health Organisation and the International Labour Office.

Government development organisations in advanced economies

In addition to regional and international agencies, several Western
governments have their own development organisations. These
are usually concerned with promoting bilateral trade and other
agreements with Third World states, as well as providing finance
for development projects. Undoubtedly one of the most power-
ful organisations of this type is the United States’ Agency for
International Development, but other major organisations include
the Swedish International Development Authority and the Danish
International Development Agency.

Non-governmentaf organisations

Although on a far smaller scale than international development
agencies, NGOs often play a major role in Third World develop-
ment. Because they rely on private sources of income and are not
tied to government policy, they are generally freer to experiment in
the choice of development projects. Usually NGOs are much more
committed than larger organisations to reaching the poorest of the
- poor, to respondmg to local needs and initiatives (1 €. to pursuing
‘bottom up’ development), to encouraging the participation of the
beneficiaries in project implementation and to help Third World
communities help themselves.
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Some NGOs are sponsored by Church organisations such as
Christian Aid, the Catholic Institute for International Relations, the
Catholic Agency for Overseas Development and the National
Christian Council of Kenya. However, others, such as Oxfam and
Voluntary Service Overseas, have no religious affiliation.

The methods of different NGOs vary widely. For example, VSO
responds to direct requests from Third World governments for
personnel trained in specific skills such as carpentry, nursing or
administration who in turn train Third World people to do the job
themselves. Christian Aid, on the other hand, tends to provide
funding rather than personnel.

CONCLUSION

Although economic growth is still a primary concern of Third
World countries, and many still believe that the wealth generated by
growth in modern industrial production and trade will in time
spread to all segtions of society, past experience has shown that even
dramatic and sustained improvements in GNP performance have by
no means guaranteed the extension of benefits to the Third World
poor. If ‘development with equity’, along the lines suggested by the
advocates of the alternative development and basic needs strategies,
is to become a realistic prospect, then major changes in the handhng
of development planning are called for.

Such planning must take into account the fact that the Third
World is not a uniform place. The development process must
recognise the particular characteristics and problems of each area,
along with the needs of particular social groups within those areas.
More detailed examination of particular Third World problems, and
a range of policy responses, is undertaken in the following chapter.

QUESTIONS

1 What are the main characteristics and problems of modernisation
theory? f

2 Why is dependency theory inadequate as a guide to policy?

3 What are the characteristics of the alternative development and
basic needs approaches?

4 Who are the chief agents in Third World development and how
has their role changed in recent years?
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