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ABSTRACT 

This study introduces a new theory, called group hegemony, that 

explains how a group of wealthy countries maintains the liberal economic 

order, and how this order helps sustain the economic disparity between the 

core and the periphery in the post-WWII era. The theory of group hegemony 

advances three propositions. 

First, the Group of Seven (G-7) has replaced the US as the hegemon. 

The evidence indicates that a hegemon exists. The concentration of power 

within the core has remained relatively constant since the earlv 1960s. The 

US is not responsible for this concentration of power since its economic 

superiority has declined, whereas the power of the G-7 has remained 

constant. The G-7 accounts for about three-fourths of the core's power 

throughout the post-war era even though it constitutes less than one-third of 

the core's membership. In the early post-war period, the majority of the G-7's 

power was attributed to the US, but by the mid-1970s, power was more evenly 

distributed among the G-7 countries. The evidence indicates that the G-7 is 

the group hegemon. 

The second proposition contends that the group hegemon maintains 

the stability of the liberal economic order. The G-7 is the only group with 

enough power to provide liquidity, manage exchange rates, maintain large 

open markets, and supply foreign investment. The G-7 countries coordinate 

their policies when necessary to stabilize the liberal economic order. They 

collectively intervened in the 1970s and 1980s to stabilize exchange-markets. 

They coordinated their policies to offset the stock market crash in 1987. They 
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also helped ease the debt crisis, finance the Gulf War, and aid Russia and 

other economies in transition. 

The third proposition holds that the rules governing the liberal order 

help sustain the gap between the core and the periphery. The rules are biased 

in favor of the core. These rules include preferential treatment for core 

members, tariff peaks on goods of particular export interest to developing 

countries, and tariff escalation. The liberal economic order benefits all, but 

some more than others. 
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CHAPTER 1; INTRODUCTION 

The US emerged from World War II as the dominant world economy 

with its strong currency and vast resources. The superior power of the US 

enabled it to create and enforce norms of behavior and rules to regulate 

monetary and trade transactions among states. Conventional wisdom in 

international relations holds that the hegemon, the most powerful leader in 

the world, maintains the liberal economic order. However, US economic 

power declined relative to other countries by the 1970s, yet the liberal 

economic order continues to thrive. How has this order been maintained? 

The vast majority of states, the developing countries, continue to participate 

in this order even though they remain an international under-class. Global 

instability seems inevitable given that the system works to the advantage of a 

minority rather than a majority of countries. Instead, global stability has been 

maintained over most of the post-WWII period. This phenomenon begs the 

question, how is stability maintained given that the liberal economic order 

works to the advantage of a few wealthy nations, yet involves the 

participation, or at least the compliance, of a majority of states in the world? 

This study proposes a new theory, called group hegemony, that 

explains how a group of wealthy countries sustains the stable, liberal 

economic order, and how this order contributes to the economic disparity 

between the rich and poor of the world. This world-system is analogous to a 

company town. The hegemon represents the proprietor, the liberal economic 

order is like the company, and states are akin to workers. A few economically 

powerful countries, acting as the group hegemon, maintain the liberal 
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economic order. The group provides open markets and capital much as a 

proprietor supplies jobs, housing and stores to integrate workers into the 

system. The hegemon also resolves global crises. The liberal economic order 

is a construct designed to facilitate international economic transactions. It is 

like an organizational chart complete with rules and norms of behavior to 

govern the economic relationships among states. Countries depend on trade 

and financial flows for their economic well-being just as workers rely on the 

company town for their economic survival. The group hegemon provides 

enough goods to integrate a majority of states into the capitalist world-

economy, but not enough to change the global distribution of power. The less 

economically developed countries remain dependent on and indebted to the 

wealthy states. 

The Group Hegemon 

While the US still enjoys a pre-eminence in military power, it is 

experiencing a relative decline in economic resources. Both Japan and 

Germany, for example, outrank the US in terms of external reserves 

(International Monetary Fund 1994). The US is still a great power, but it does 

not reign alone.' It needs the collaboration of other great powers as was 

demonstrated in the Persian Gulf crisis. Although the great powers appear to 

be solitary, competing countries, the combined effect of their self-interested 

'l am using Goldgeier and McFauI's (1992:467) definition of great powers as countries "possessing 
the will and the capability to alter events throughout the international system." See also 
Goldgeier and McFaul (1992) for a discussion of united core states. They argue that core states 
share norms pertaining to democracy and markets which contribute to the peaceful mteraction 
of these countries. 
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actions is the same as if they intentionally behaved as a group hegemon. For 

instance, the great powers collaborated to restore stability in the Persian Gulf 

because each had an economic interest in doing so. The great powers 

continue to promote freer trade and provide international capital because 

they benefit from global economic stability. Certainly the composition of 

hegemonic power has changed, but the global structure remains intact. A 

small group of countries possess an overwhelming share of the world's 

power and use their capabilities to maintain stability. 

During the Cold War, the US integrated countries into the "Western" 

system to promote American security and economic concerns. The US was 

the hegemon in that it used its predominant power to influence states and 

create and maintain the global economic order. The US traded some of its 

hegemonic power for strategic security against the communist threat. For 

instance, the US shared not only wealth but also decision-making power with 

Western European countries, Japan, and Canada as exemplified by the Group 

of Seven (G-7) summits. The US also integrated Third World countries into 

the system by providing military and economic aid, loans, and other goods. 

By the late 1970s, even Eastern bloc countries, such as Poland and Hungary, 

sought capital from the West and were thus integrated into the prevailing 

Western system. US hegemony resulted in a well-integrated capitalist world-

system. The mechanisms were already in place for multicentric cooperation 

when US economic power declined relative to other great powers. The threat 

of communism no longer exists nor is the US economically powerful enough 

to be called the sole hegemon, but the US and other great powers continue to 
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support the integrated liberal economic order because they benefit from a 

stable world-economy. 

The Group of Seven, the most powerful capitalist nations, has replaced 

the US as the hegemon. The Western industrialized powers cooperate with 

one another to preserve their privileged international positions. The policy 

of cooperation was implemented after WWII in order to combat Soviet 

communism and to rebuild the economies of the Western powers. By the 

1970s, cooperation among core powers became imperative to prevent global 

economic crises and a complete shift in the global distribution of power. This 

need to cooperate was due to the waning of US economic hegemony, the 

waxing of OPEC power, and the potential power of the Group of 77, the main 

caucus of Third World countries to demand a more equitable system. 

By 1975, the G-7 held their first of many summits. This group included 

the US, Japan, the Federal Republic of Germany, Britain, France, and Italy. 

Canada joined this elite club in 1976. The following year, the President of the 

European Commission was invited to be a member of the summit group. 

This invitation served to thwart the challenge to the legitimacy of the 

summits posed by secondary European countries. The G-7 was restricted to 

these members despite pleas for membership from other countries (Putnam 

and Bayne 1984:6; Kirton 1989:xxiii-xxiv). The main purpose of these annual 

summits is to maintain stability by coordinating policies among the members, 

and between them and the rest of the world. 
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The Group Hegemon and the Liberal Economic Order 

Like the single world leader, the group hegemon provides goods, such 

as open markets and foreign investment. The price of these goods is 

adherence to a particular world order determined by the group hegemon. 

Continuously high flows of trade and capital among countries characterize a 

liberal economic order. The group hegemon supports international rules to 

promote open markets and safeguards to limit the costs of participating in the 

capitalist world-economy. It is logical to assume that the few wealthy states 

will promote a liberal order since their economies are rooted in capitalism. 

Rules reduce uncertainty in the anarchic international environment. 

Countries must abide by the rules in order to reap the benefits of the liberal 

order. If they take unilateral action and close their markets, they will receive 

reciprocal treatment from others. Safeguards, such as aid or foreign 

investment, help countries overcome economic difficulties so that they will 

not resort to protectionism or other measures that disrupt the liberal order. 

These rules and safeguards facilitate economic integration. States that 

participate in the order are dependent on trade and capital flows for their 

economic well-being. Participation and interdependency indicate that states 

adhere to the rules governing international transactions. They use the 

safeguards provided within the system to reduce the costs of interdependency. 

The well-integrated capitalist world-economy is synonymous with the stable, 

liberal economic order. 
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The Liberal Economic Order and the Core-Peripherv Gap 

The members of the group hegemon subscribe to a capitalist world-

economy. An inherent character of this world-economy is the hierarchical 

ordering of units that constitute the system, be they classes or groups of states. 

The global stratification of wealthy or core countries and less developed or 

peripheral states is an extension of this hierarchical ordering. The group 

hegemon, through international rules, sustains the status quo. The rules 

include preferential treatment for core countries. States acquiesce to these 

rules that govern economic transactions in exchange for goods. This process 

promotes the economic gap between the rich and poor of the world or the 

core-periphery structure. This structure consists of stratified groups of states 

with the group hegemon presiding over the world-system and the less 

developed countries being relegated to a less powerful international status. 

Conventional wisdom suggests that trade and the transfer of capital 

from the economically developed countries (EDCs) to less developed 

countries (LDCs) indicates a cooperative relationship between the two groups 

that benefits the LDCs. I argue that this cooperation between the group 

hegemon and the LDCs, that is, the transfer of wealth, helps sustain the 

hierarchical structure. This cooperation encourages LDCs to participate in a 

capitalist world order and abide by the rules and norms of that system. For 

instance, Peru is highly integrated into the international capitalist system. It 

attempted to reduce its economic dependency on the wealthy countries in 

1985. President Garcia declared that Peru would use only ten percent or less of 

export earnings to service public debt, and it u'ould also suspend all pavments 
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to commercial banks until 1986 (Aggarwal and Cameron 1994:65-6). The most 

powerful economic players responded by economically "cutting off" Peru like 

a parent suspending a disobedient child's allowance. Peru's heterodox action 

resulted in the collapse of its economy. It also led to intense domestic 

political instability. Eventually Peru had no choice but to return to the 

international capitalist system and comply with the rules set by the group 

hegemon. Economic cooperation results in the majority of LDCs being highly 

integrated into the capitalist world-system rather than being mobilized 

against this hierarchical order. 

The wealthy few provide open markets, foreign investment, and aid to 

the less developed countries. This transfer of wealth is enough to integrate 

the developing countries into the liberal economic order, but not enough to 

change the global distribution of power. The few make the rules governing 

international economic transactions. For example, the economically 

advanced countries have negotiated and substantially reduced tariffs on 

products of importance to their economies. By contrast, those products of 

particular interest to LDCs, such as textiles and footwear, are subject to much 

higher tariffs. The LDCs do not have the power to bring these goods to the 

negotiation table. The wealthy states preserve their privileged positions and 

reinforce the global hierarchy. In short, the integration of countries is 

necessary to maintain the stability of the liberal economic order. The 

constancy of this inequitable system over time institutionalizes the economic 

gap between the wealthy few and the poor majority. The abilitv and 

willingness of a small number of wealthy states to maintain an integrated 



17 

liberal economic order shall herein be referred to as the theory of group 

hegemony. 

Conclusion 

The purpose of this research is to develop a theory, herein referred to 

as group hegemony, that explains both the continued stability of the liberal 

economic order and the persistent economic gap between the economically 

developed countries and the developing countries. Chapter two provides an 

overview of the theoretical underpinnings of group hegemony and the 

research design. The theon,' of group hegemony advances three propositions. 

Chapter three examines how the G-7 has replaced the US as the hegemon. 

Chapter four discusses how the group hegemon sustains the liberal economic 

order. Chapter five investigates how the liberal economic order contributes 

to the economic gap betu'een the rich and poor of the world. These 

propositions comprise the explanatory' map of group hegemony theory. 
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CHAPTER 2: THE THEORETICAL UNDERPINNINGS OF GROUP 

HEGEMONY 

The theory of group hegemony builds on the foundations of 

hegemonic stability theory and dependency/world-systems theory. This 

juxtaposition of the two well-known theories is not the non sequitur that it 

appears. Hegemonic stability theorists contend that cooperation through 

international regimes maintains international order or the status quo, while 

world-systems theorists describe the status quo as the core-periphery 

structure. Both theories explain the same phenomenon — the effect of the 

global distribution of power on international relations. Hegemonic stability 

theory addresses the question of how a hegemon creates and maintains global 

stability, while world-systems theory examines why there is a perpetual gap 

between the economically developed countries of the North and the less 

developed countries of the South. The theory of hegemonic stability fails to 

see the connection between hegemonic stability and the economic disparity' 

between the wealthy few and the poor majority. Dependency/world-systems 

theory focuses on the exploitation of the South. It neglects the fact that LDCs 

benefit from participating in the liberal economic order. The periphery's 

average GDP per capita increased by 38 percent from 1970 to 1990. The relative 

gap between the rich and poor countries grew by about 21 percent over the 

same time period as will be discussed in chapter five. Neither of the 

prevailing theories account for both the benefits of the liberal economic order 

and the persistent gap. The theorv of group hegemony contends that the 

group hegemon provides enough goods to other EDCs and LDCs to integrate 
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them into the world-economy, but not enough to change the distribution of 

global power. The rules governing the liberal economic order reflect the 

interests of the most powerful. They are biased in favor of the core. The 

liberal economic order benefits all participants, but some more than others. 

Although group hegemony builds upon dependency/world-systems 

and hegemonic stability theory, it challenges some of their basic premises. 

Dependency/world-systems theory emphasizes the detrimental effects of 

trade and foreign investment dependency. However, in the last half of the 

post-WWn period, peripheral countries have reduced their dependency on a 

single, colonial power. Many have become competitive producers of semi-

processed manufactured goods, and have diversified their markets. In 

addition, most of the foreign investment in the South goes to a small handful 

of countries. Then why has the economic gap grown? The theory of group 

hegemony contends that the rules governing the liberal economic order 

contribute to the gap. These rules include: greater preferential treatment for 

core countries than LDCs; higher tariffs and non-tariff barriers on products of 

particular interest to developing countries; and tariff escalation, i.e., tariffs 

increase as products undergo greater processing. These rules will be further 

elucidated in chapter five. Suffice it to say here that the core retains its 

privileged position by granting its members greater preferential treatment 

than it extends to the periphery. The theory of group hegemony advances a 

political argument as opposed to an economic discourse advanced by 

dependency/world-systems theory. 

Group hegemony also challenges the basic premise of hegemonic 

stability theory, namely that stability is beneficial to ail especially the smaller 
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states. The hegemon provides goods. The payoff for the hegemon is global 

stability or the maintenance of the status quo. The payoff for others is the 

good itself. In contrast to this conventional view, I argue that this 

international economic process has a negative side effect: the integrated 

liberal order is associated with the economic gap between the wealthy few and 

the poor majority. The wealthy and the poor cooperate through the exchange 

of goods. The group hegemon provides open markets, foreign direct 

investment, and aid in exchange for the Souths participation in the capitalist 

world-economy. It seems counter-intuitive to think of the transfer of wealth 

as being exploitative unless the transfer actually maintains an inequitable 

system. The few wealthy states must benefit from the system or else they will 

not maintain it. They transfer just enough goods to the vast majority of poor 

countries to integrate them into the international capitalist system. Stated 

differently, the developing countries benefit from participating in the liberal 

economic order. The transfer of capital from the wealthy North to the South 

is too insignificant to change the global distribution of economic power. The 

need for capital, however, is great enough to induce countries to comply with 

the capitalist world-system. The few wealthy states secure their privileged 

positions by perpetuating an integrated liberal economic order. In short, the 

flow of trade and capital among wealthy countries as well as between the 

North and South maintains the system without substantially changing the 

global distribution of wealth. The exchange of goods may appear to benefit all 

participants in the short term, but it also serves to reinforce the hierarchical 

structure by integrating the countries into the capitalist system. 
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The Group Hegemon 

Group hegemony provides a comprehensive perspective of global 

stability. Cooperation not only among wealthy states but also between the 

core and the periphery is a central tenet of group hegemony. It is the means 

by which states are integrated into the international capitalist system. 

Cooperation refers to a concerted attempt to coordinate and adjust policies to 

accommodate others as well as oneself. As Keohane (1984:51) defines it, 

"intergovernmental cooperation takes place when the policies actually 

followed by one government are regarded by its partners as facilitating 

realization of their own objectives, as the result of a process of policy 

coordination." This concept of cooperation will be more fully addressed in 

chapter three. Suffice it to say here that wealthy states provide goods, such as 

capital, not only to other EDCs but also to LDCs in exchange for adherence to 

international rules and norms set by the group of wealthy states. This process 

of policy coordination and exchange between the core and periphery is a form 

of self-enforcing cooperation. LDCs usually participate in the system designed 

by and for the wealthy states because the system offers LDCs means to advance 

their own interests. 

Self-enforcing cooperation among EDCs as well as between the group 

hegemon and the LDCs is governed by the creation and maintenance of 

international regimes. Regimes, in essence, refer to the expected coordination 

of policies or behavior according to agreed upon principles, rules, norms, and 

decision-making procedures in a given issue-area (see Krasner 1983:1). 

Krasner (1983:2) identifies principles as "beliefs of fact, cai-sation, and 
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rectitude. Norms are standards of behavior defined in terms of rights and 

obligations. Rules are specific prescriptions or proscriptions for action. 

Decision-making procedures are prevailing practices for making and 

implementing collective choice." Regimes govern international interactions 

in particular issue-areas. They promote world order in an anarchic 

international system. 

Group hegemony owes an intellectual debt to hegemonic stability 

theory. These theorists posit that the US played a crucial role in creating and 

maintaining international regimes (see, e.g., Kindleberger 1973, 1978). The US 

emerged from World War II as the most powerful country in the world. It 

created and enforced norms of behavior and rules to regulate international 

transactions. The theory of hegemonic stability is thus premised on two basic 

assumptions (see Keohane 1980, 1984:31). First, stability or order in an 

international issue-area depends upon the preponderance of power of a single 

state. The second central proposition assumes that the maintenance of 

regimes requires continued hegemony. Accordingly, the decline of 

hegemonic power should presage a decay in international regimes (Keohane 

1984). 

The ebbing of US hegemony does not appear to portend the breakdown 

of the international economic system as predicted by the theory of hegemonic 

stability. Instead, declining US hegemony indicates a change in the 

composition of global power — a metamorphosis from single to group 

hegemony. For example, as the US percentage of global monetary reserves 

suffered a dramatic decline from 50.1 percent in 1950 to nine percent in 1990, 

Japan and Germany enjoyed a tremendous increase in their percentages of 
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world reserves over the same time span, each possessing eight percent of 

global monetary reserves in 1990 (IMF 1991:69, 1986:64). Monetary reserves 

indicate a country's potential comparative control over international capital 

flows (Gadzey 1994:55). As Snidal (1985:603) notes, "the decline in the 

importance of the United States in the global economy has been balanced by 

the rising importance of Japan and West Germany." The question of concern, 

therefore, is not whether or not the US remains a hegemon, but whether or 

not a group of wealthy countries cooperate with one another to maintain 

economic stability? 

Both Keohane (1984) and Snidal (1985) provide functional explanations 

of why regimes persist beyond American hegemony: they facilitate much 

needed cooperation among countries. The institutional framework for 

cooperation is already in place and therefore it is less expensive to maintain 

regimes than to begin anew. This notion of cooperation is premised on the 

concept of "power size" and collective action. The power size refers to a 

country's interest in and capacity for providing goods (Snidal 1985:597). As 

the hegemon declines, other states increase in size. In this situation, the 

hegemon will not be willing, nor able, to provide goods by itself. Secondary 

powers realize their cooperation is essential in order to maintain regimes. 

Collective action is increasingly likely to occur as the hegemon declines since 

no one state can provide goods by itself (Snidal 1985). 

Building on this functional explanation, scholars turned their 

attention to why rational egoistic states cooperate given the anarchical nature 

of the international system (see Oye 1986; Axelrod and Keohane 1986). They 

identify three factors that promote cooperation under anarchy. The first 
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factor is 'mutuality of interest.' The story of the stag hunt illustrates how 

individuals may cooperate to realize mutual interests (Oye 1986:8). In 

Rousseau's story, if the hunters cooperate they can trap the stag, and eat well. 

The stag will escape, however, if one person hunts rabbit instead. In this case, 

the rabbit hunter will eat lightly and the rest will go hungry. Each person 

may be tempted to hunt rabbit rather than taking the chance of going hungry, 

yet all prefer stag over rabbit. In international relations, actors cooperate to 

maintain economic global stability. When the major players erect trade 

barriers or restrict the flow of transnational capital it is analogous to them 

hunting for rabbit. Each is pursuing particularistic rather than universalistic 

interests. The result is economic instability characteristic of the 1930s. If states 

pursue universalistic policies they may realize their mutual interest of a 

stable liberal economic order. 

Oye (1986) refers to the second factor necessary to promote cooperation 

as the shadow of the future. This simply means expectation of future 

interaction increases the likelihood of cooperation among egoists. The 

incentive to cooperate is strong not only because they prefer stag over rabbit, 

but because iterated games reduce uncertainty and the temptation to defect. 

International actors expect to continually interact with others short of a 

nuclear holocaust. They also know that their actions will probably be 

reciprocated, that is, if they erect barriers others will do likewise in the future. 

The point here is that the shadow of the future increases the likelihood of 

cooperation based on continual interaction and reciprocity. 

The third factor has to do with the effect of the number of actors on 

cooperation (see Olson 1965; Oye 1986; Keohane 1984: chap. 6). Oye (1986:18-
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20) argues that as the number of players increases the likelihood of 

cooperation lessens for three reasons. First, it is much more difficult to 

identify and coordinate policies to realize mutual interests when there are 

more players. As Oye (1986:19) states it, "As the number of players increases, 

transactions and information costs rise." Second, it is hard to detect defectors 

and control the players as their numbers increase. And third, if defectors are 

identified, who should bare the responsibility and cost of sanctioning them? 

Oye (1986:20) asserts that regime creation can rectify the problems of large 

numbers. "First, conventions provide rules of thumb that can diminish 

transaction and information costs. Second, collective enforcement 

mechanisms both decrease the likelihood of autonomous defection and 

permit selective punishment of violators of norms." This is consistent with 

Keohane's (1984:88) proposal that international regimes help establish 

patterns of legal liability, provide information that would otherwise be too 

costly to obtain on an individual basis, and act as a forum for bargaining so 

that specific agreements can be made more easily. 

The above explanations of cooperation and stability reveal three 

theoretical voids. First, the existence of regimes alone does not adequately 

account for global cooperation and stability. The hegemon is still necessary. 

If the most powerful countries do not support the trade and financial regimes, 

these subsystems will cease to exist. The G-7 members, the largest economies 

in the world, are the main export destinations for most countries, bi 

addition, G-7 countries are the largest and second largest export destinations 

for one another (IMF 1989; The Economist 1990). The G-7 also provides the 

bulk of the world's foreign investment. The point here is if the G-7 countries 
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close their markets, there is no liberal economic order. The trade and 

financial subsystems depend on the support and cooperation of a few, 

powerful countries. This group of wealthy states has replaced the US as the 

hegemon. The G-7 countries coordinate their policies in times of global 

economic crises to restore the stability' of the liberal economic order as will be 

discussed in chapter three. They act as the stabilizer when necessary. The 

express purpose of the G-7 summits is to maintain a stable, liberal economic 

order by coordinating policies. The group hegemon advances and adheres to 

rules and decision-making procedures to govern trade and foreign 

investment. Chapter four will further examine the necessity of the group 

hegemon to sustain the main international economic regimes. 

The second void of more traditional theories is that they assume 

regimes and cooperation are beneficial for all participants. After all, both 

providers and recipients receive a payoff. However, the payoff structure is 

asymmetrical. The wealthy provide enough goods to integrate international 

actors into the system, but not enough to change the global distribution of 

power. They maintain their privileged positions; otherwise, why would the 

great powers, as rational egoists, provide goods at considerable costs to 

themselves? The possession and provision of these goods enables the few to 

impose their rules and norms on the majority of international actors. This 

concept will be further elucidated in chapter five. 

The maintenance of the status quo is contingent upon the 

asymmetrical distribution of power. The powerful must be few in numbers 

in order to effectively cooperate (see Oye 1986; Axelrod and Keohane 1986). 

Wallensteen (1984:243) refers to this multicentric cooperation as 
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universalistic policies. He defines them as "concerted efforts among major 

powers to organize relations between themselves to work out acceptable rules 

of behavior (general standards)." These principal players must have common 

interests to agree upon a system and impose their choice on a majority of 

international actors. The fewer the great powers, the more likely they are to 

agree, coordinate policies, and develop a system with a payoff structure and a 

means to maintain the system. If there were too many participants in the stag 

hunt, for example, the hunt would be disorganized. In addition, the greater 

the number of members, the fewer the benefits. The payoffs would be so 

inconsequential that many players would be better off defecting and hunting a 

rabbit on their own. The hunt would become highly unstable, that is, 

uncertainty and fear of going hungry would prevent the hunters from 

cooperating to trap the stag. The wealthy few regulate the hunt or maintain 

order. They own the land or the necessary tools for hunting. The powerful 

few use their possessions to protect their positions and maintain order. Thus, 

cooperation and the resulting stability of the world-system have very dark 

sides as well as positive aspects. 

The third void of hegemonic stability theory and more recent 

explanations of cooperation under anarchy is that their scope is limited to just 

the advanced capitalist countries. They do not include a discussion of the 

majority of states in the world. Although I define the group hegemon as a 

minority of wealthy states, the theory of group hegemony also examines the 

relationship between the wealthy few and the poor majority. Group 

hegemony extends the explanation of cooperation under anarchy to include 

all countries. It accepts the three basic factors for promoting cooperation 
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among the advanced capitalist countries — mutuality of interests, iterated 

interaction, and a limited number of core players — as necessary but not 

sufficient for a theory of global stability. By definition, a stable liberal 

economic order means that a number of countries participate in or at least 

comply with the system. If we logically assume that the wealthy create and 

maintain a capitalist system that works to their advantage, then the question 

is, how do they maintain stability when the majority of countries perpetually 

remain an international under-class? Stated differently, how do they 

perpetuate the status quo, that is, the global hierarchy? The explanation for 

cooperation under anarchy fails to address this question. Group hegemony 

theory contends that the group hegemon is necessary for the functioning of 

the liberal economic order. The hegemon integrates a majority of countries 

into the capitalist world-economy. The order, in turn, is associated with the 

economic gap between the wealthy few and the poor majority because the 

order consists of rules and decision-making procedures that are biased in 

favor of the few. The status quo remains intact. 

The theory of group hegemony examines the global distribution of 

power among groups of states including the group hegemon and the LDCs. 

This class analysis approach should provide a more comprehensive 

perspective of hegemonic stability. It allows us to see whether or not the 

distribution of global economic power has remained constant despite 

individual changes of power within a class or group of international actors. If 

the power of the single hegemon has declined, but the overall power of a few 

Western states including the past hegemon remains constant then the global 
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power structure remains relatively unchanged. I argue that the hegemonic 

structure is intact despite the relative economic decline of the US. 

In the above discussion, states are the units of analysis. It may be 

argued that the increase in transnational corporations (TNCs) and 

transnational banks lessens the importance of states. However, the majority 

of transnational firms are headquartered in the major capitalist countries. 

For example, in 1985 the G-7 accounted for approximately 78 percent of the 

total outflow of foreign direct investment (United Nations 1988:503-510). 

Similarly, the 25 largest banks in the world in 1986 were Japanese, American, 

French, German, and British (United Nations 1988:546-48). The world's 

largest firms are controlled primarily by capitalists headquartered in the most 

powerful capitalist nations (Chase-Dunn 1989:75; Bergesen and Sahoo 1985). 

Firms with transnational operations still have national identities and are 

therefore considered part of the state rather than separate international actors. 

They depend on their "home" states. As Chase-Dunn (1989:76-6) concludes, 

these firms "cannot suppress strikes, political challenges, or nationalizations 

without being able to mobilize the police forces and armies controlled by 

states, and so they must maintain influence and control over states." This 

may be accomplished by supporting friendly politicians and paying taxes. The 

power of TNCs and banks are manifested in the power of states, and thus the 

state is still the expedient unit of analysis. 

In short, the group hegemonic model asserts that a stable, liberal 

economic order will be maintained despite the absence of a single hegemon 

and individual changes of economic power as long as a small group of 
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powerful nations benefit from the system, the group is the main provider of 

open markets and foreign investment, and the majority needs these goods. 

The Liberal Economic Order 

The main purpose of this study is to develop a systemic theory of global 

economic stability. How is the system maintained and how does it affect 

international relations? The concept of systemic stability will be elucidated in 

chapter four. It identifies the liberal economic order and its continuity over 

time. According to Waltz (1979:99), the two essential elements of a systems 

theory are the structure of the system and its interacting units. By focusing on 

these elements we can go beyond thinking of international relations as 

simply the sum of its parts. The structure is significant because it allows us to 

examine how the ordering of units affect the actors and their interaction. 

This ordering principle is a systemic factor. That is to say, a hierarchic realm 

will have a significantly different effect on international relations than a 

homogeneous structure in which the actors are equal. Systems theory 

concentrates on the distribution of capabilities across units rather than the 

attributes of a single actor. Waltz (1979:100-101) argues that a change in the 

structure and/or distribution of power constitutes a change from one system 

to another. 

According to the above discussion, systemic stability may be defined as 

the continuity of the structure or distribution of capabilities over time. 

Instability usually refers to a break or interruption in the system such as those 

caused by major wars or global economic crises. Conversely, the lack of these 
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events is equated with stability. But using these events, or the lack thereof, as 

a measure of stability tells us very little about the system. These events are 

interruptions. They do not necessarily change the structure nor the 

distribution of capabilities. For instance, a hegemonic war may be just a 

changing of the guard. Alternatively, we may think of stability as the status 

quo, the continuity of the world-economy. The question is, what systemic 

characteristics must be present to maintain the status quo? 

My interpretation of global stability differs from Waltz's (1979:161-162) 

exposition of a stable international-political system. He argues that stability is 

contingent on the presence of two characteristics of the international system. 

First, the system must remain anarchic. The principal parties that constitute 

the system naturally form a balance of power for purposes of self-preser\'ation 

within an anarchic system. By contrast, I argue that in an anarchic system, the 

group hegemon is necessary to respond to and ameliorate individual and 

systemic crises such as the debt crisis in the 1980s. This is especially true when 

countries are interdependent. If Mexico or Brazil defaulted on their loans, the 

US would certainly experience severe adverse effects from such action. There 

is no higher international authority to force countries to repay their loans. 

There is, however, a group hegemon to help broker and finance solutions to 

international problems. The group hegemon is charged with the 

responsibility of averting major disruptions or changes in the world-system. 

According to Waltz's (1979:161-162) second characterization, the system 

will be stable as long as the number of principal parties remain constant. 

Significant variation in number would "lead to different expectations about 

the effect of structure on units." This means that changes in number of great 



32 

powers transforms the system unless a decline in power in some units is 

balanced by the rise in power of other units. Group hegemony builds on this 

latter assumption. The reemergence of great powers, such as Japan and 

Germany, compensates for the declining power of US hegemony. These great 

powers do not pose a threat to one another because they are interdependent. 

The US is only able to maintain its global power by becoming part of the 

group hegemon. For example, the US could not afford to act as the sole great 

power in the Persian Gulf crisis. It maintained its global status by 

collaborating with other great powers. The group maintained the status quo 

or their privileged economic global positions and restored peace." The global 

hierarchical structure and its effects on the units that constitute the system are 

intact. 

The overall power of the principal players, the G-7, has remained 

relatively constant over the post-WWII period. These countries benefit from 

continuously high flows of trade and investment. These transactions link 

their economies or integrate them into the liberal economic order. The G-7 

members do not threaten or challenge one another because they are 

interdependent democratic states. They control 64 percent of world GNP 

(Hirsh 1993:1170). The point here is that the group hegemon retains its 

stranglehold on global power despite the addition of newly, independent 

Third World countries and the decline in US power. The international actors 

may change, but the global construct is constant. The upper echelon of the 

global hierarchy possess an overwhelming share of global power and uses it 

'A disruption in the flow or control of energ\' sources would serously weaken the economies of 
most major powers as was demonstrated by the oil price hikes in the 1970s, and therefore would 
constitute an economic crisis. 
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to make international rules and norms of behavior. The global distribution 

of power remains constant because the decline in US power was balanced bv 

the increase in power of other G-7 countries. 

This study will focus on world economic order although the argument 

advanced herein may also apply to international political-military stability. 

Kindleberger (1981:247) argues that "for the world economy to be stable, it 

needs a stabiliser, some country that would undertake to provide a market for 

distress goods, a steady if not counter cyclical flow of capital, and a rediscount 

mechanism for providing liquidity when the monetary' system is frozen in 

panic." Lake (1993:462-3) simplifies Kindleberger's definition. Lake refers to 

stability as the international economic infrastructure. Accordingly, Lake 

characterizes a stable international economy as one that includes: 1) a 

medium of exchange, which incorporates the idea of exchange rate 

management and domestic monetary policy coordination; 2) sufficient 

liquidity to encourage economic growth over the long term, to counter 

business cycles in the medium term, and to manage panics in the short term. 

In addition to the above necessary functions, "a stable international economy 
•!  ̂

must define and protect basic property rights for goods in transit and overseas 

(portfolio and direct) assets. The more fully specified and secure property 

rights are, the more easily the wheels of commerce and finance can turn." 

Following the lead of most international political economists, I divide 

the liberal economic order into three subsystems: monetary, trade and 

foreign investment. The monetary subsystem involves the provision of 

liquidity and the management of exchange rates. Open trade and investment 

flows ensure open markets and capital. Rules govern each of the subsystems 
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to reduce uncertainty in the anarchical international environment. In 

addition to rules, each subsystem has safeguards. These safeguards include 

the G-7's commitment to manage exchange rates, maintain open markets, 

and provide foreign investment and aid. These safeguards encourage 

participation in the liberal economic order and avert economic crises. States 

are integrated into the liberal economic order. Integration means that states 

participate in the economic order, and are dependent on trade and capital 

flows for their economic well-being. 

Economic integration depends on the presence of the group hegemon 

for two main reasons. First, the G-7 is the only group with enough power to 

provide liquidity, manage exchange rates, maintain open markets, and supply 

foreign investment. For example, the G-7 countries are the main export 

destination for the vast majority of countries. The G-7 members also supply 

an overwhelming amount of the world's total foreign investment. In 

addition, stabilizing exchange rates is primarily the responsibility of the G-7. 

Second, the G-7 members cooperate to provide safeguards since no one 

country is powerful enough to bear the burden alone. The group ameliorates 

individual and global economic crises. It is doubtful that the liberal economic 

order could survive, let alone continue to benefit most countries without the 

presence of the group hegemon. 

The Core-Peripher\' Gap 

The above discussion examines how the liberal economic order is 

maintained. The question still remains, does economic integration promote 
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the economic disparity between the wealthy few and the poor majority? It is 

true that LDCs profit from participating in the liberal economic order just as 

workers benefit from joining a company town. Like the workers, the LDCs 

are mired in dependency and debt. The group hegemon provides enough 

goods to integrate LDCs into the liberal economic order, but not enough to 

change the global distribution of power. The decision-making procedures 

remain biased in favor of the wealthy few as will be discussed in chapter five. 

If the interests and desires of the majority, i.e., the LDCs, dictated the rules, we 

would see a redistribution of global wealth. Rules work to the advantage of 

the core and continue to relegate the LDCs to the periphery of the world-

economy. These rules include which products will be subject to lower tariffs 

or how much profits TNCs can repatriate to their home bases in the core. Of 

course there are exceptions, like Taiwan and South Korea. Their success, at 

least in part, has to do with their strategic importance to the hegemon; they 

were at one front of the Cold War. The US gave these countries enormous 

sums of aid. Some countries do overcome the barriers and move up the 

world's economic ladder. However, the basic core-periphery structure — the 

gap between the rich and poor ~ remains constant. 

Chapter five examines the association between economic integration 

and the gap. If countries are integrated into the liberal economic order, i.e., 

they increasingly depend on trade and foreign investment for their economic 

well-being, then they adhere to its rules in order to receive reciprocal 

treatment from others. Stated differently, they only reap the benefits of open 

trade and capital flows if they obey the rules. If the rules work to the 

advantage of the wealthy few, then they will maintain their privileged 
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positions. The gap will remain constant, if not widen. This prediction is 

consistent with dependency/world-systems findings. Wallerstein (1974), for 

example, posits that the world-system is comprised of states arranged in a 

hierarchical structure consisting of the core, semi-periphery, and the 

periphery. This system has been in place since the 16th century. A historical 

process of core countries extracting primary commodities from the peripheral 

nations cultivated asymmetrical economic dependency. The theory of group 

hegemony complements dependency/world-systems theory by providing a 

more political explanation of the perpetual economic gap between the core 

and periphery. It examines the rules governing the liberal economic order, 

and how the rules are associated with the gap between the rich and poor 

states. 

Group hegemony theory contends that the structure of the capitalist 

world-system is and has always been hierarchical. The hierarchy is the status 

quo. There may be a balance of power or multicentric power within the 

upper echelon, but the global distribution of power has been asymmetrical 

since the beginning of modem history. The hegemon uses its economic 

power to construct the liberal economic order complete with decision-making 

procedures and rules that work to its advantage. The hegemon integrates 

countries into the order by providing goods, such as large import markets or 

foreign investment. This enables the group hegemon to preserve its 

privileged position by providing enough capital, or another form of 

dependency, to integrate the wealthy and poor into the world-system without 

changing the systemic distribution of power. The poor have no choice but to 

comply with the rules set by the wealthy. The group hegemon thereby 
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maintains world order and imparts an institutional stability to the inequitable 

system. 

Group hegemony theory accounts for continued systemic economic 

stability despite new faces of power. It examines the stability of a system that 

works to the advantage of only a few. The more traditional stability theories 

rarely look at the negative aspects of cooperation and stability. Since 

dependency/world-systems theory focuses primarily on economic factors, 

group hegemony theory complements rather than competes with world-

systems theory. 

In sum, this study will address the following questions. Does a group 

hegemon exist? Does it maintain the liberal economic order? Does this order 

help sustain the economic gap between the wealthy few and the poor 

majority? 

Research Design 

To address the above questions requires the development of a new 

theory — group hegemony. This involves probing the plausibility of the 

candidate-theory. According to Eckstein (1975:109), "at a minimum, a 

plausibility probe into theory may simply attempt to establish that a 

theoretical construct is worth considering at all, i.e., that an apparent 

empirical instance of it can be found." Probing the plausibility of group 

hegemony theory is a two-step process. The first step examines the 

relationship between power and stability. More specifically, how is the group 

hegemon associated with the continued stability of the liberal economic 
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order. This entails demonstrating the existence of a group hegemon as well 

as translating the stable, liberal economic order into a measurable concept. In 

the second step, the same measurement of economic order is used, but it 

becomes the independent variable. I investigate the relationship between the 

liberal order and economic inequality. Does the liberal economic order help 

sustain the disparity between the wealthy and the poor? I begin probing the 

plausibility of group hegemony with a discussion of the operational 

definitions of the group hegemon, the liberal economic order, and the 

economic gap. 

The Group Hegemon 

Three traits characterize a hegemon; capabilities, global interests, and 

influence. The first characteristic refers to a country's assets. The second is its 

will to act as the hegemon. And the third is its ability to translate its 

capabilities into international influence. These hegemonic indicators are 

intended to reflect system-wide concepts. Global economic power is 

distributed across states. This means that a state's power is relative to that of 

others. It denotes a state's position within the global hierarchical structure. 

In addition to these three traits, members of the group hegemon are 

collaborators rather than contenders. They coordinate their policies in times 

of global economic crises to maintain the stable, liberal economic order. 

Although they compete in the world-economy, they do not undermine, 

sabotage, or challenge one another. Presented below are indicators of these 

four hegemonic traits. 
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Capabilities. A state has to have the necessary capabilities to be the hegemon. 

It must possess an overwheIn:iing share of the world's wealth. Both gross 

domestic product (GDP) and total monetary reserves are widely used 

aggregate measures of economic capabilities. The former is calculated as the 

total goods and services produced within the borders of a country. The latter 

is "the sum of a country's monetary authority's holdings of special drawing 

rights (SDRs), its reserve position in the IMF, its holdings of foreign exchange, 

and its holdings of gold." (World Bank 1994:180) GDP illustrates the overall 

wealth of a country, whereas a country's international reserves indicate its 

potential comparative control over international capital flows, international 

banking and international bond financing (Gadzey 1994:55-56). Both 

measures of capabilities will be presented in this study. These measures of 

capabilities will be calculated as relative indicators. For instance, the total 

GDP for a country will be presented as a share of the total gross domestic 

product of all economically developed countries (EDCs). This gives us a 

convenient means of ranking EDCs in terms of their power (Peet 1992:109). 

According to the theory of group hegemony, the waning of US 

capabilities should be balanced by the waxing of the other G-7 members' assets 

by approximately the late 1970s. The collapse of the Bretton Woods monetary 

system, the extreme oil price hikes and the potential power of the Group of 77 

in the early 1970s threatened economic global stability or the status quo. The 

major capitalist countries had to cooperate or risk losing their privileged 

positions. If group hegemony is a plausible theory we should see a decline in 

US power until the mid 1970s when the face of power metamorphosed from a 
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single to a group hegemon. The same trend should be visible for interests 

and influence. 

Global Interests. Hegemons do not emerge simply because they have the 

capabilities to do so. The benefits of maintaining stability must outweigh the 

costs. Here I am taking a realist position in assuming that states are rational 

egoists. They would not partake in altruistic actions if they were 

uneconomical. Hegemons have global economic interests in maintaining 

stability. Global interests may be measured by a country's share of core trade 

and foreign investments. The greater the shares, the greater the global 

interests. These indicators are consistent with the conception of advanced 

capitalist states as alliances between capitalists and state managers. Countries 

with far reaching interests need a stable, liberal economic order to advance 

their trade and protect their investments. 

Influence. There are three basic hegemonic methods of persuasion. First, the 

hegemon uses its capabilities as inducements or threats. It is able to influence 

others because it provides large import markets and an overwhelming 

amount of the world's foreign investment. Second, the hegemon supports 

rules and institutions that direct the interests and policies of other states. For 

instance, it promotes the rule of reciprocity under the General Agreement on 

Tariffs and Trade (GATT) in which countries must agree to lower tariffs in 

order to enjoy access to the hegemon's domestic markets. Third, the 

hegemon promotes itself as a model of economic development. It encourages 
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others to adopt similar economic and political systems. These three methods 

of hegemonic influence will be examined in detail in chapter three. 

Conditions for Group Hegemony. Seven of the most advanced capitalist 

countries have been meeting on a regular basis for over 20 years. Their 

purpose — to coordinate their economic policies. Certainly, the annual G-7 

summits manifest the three factors for facilitating cooperation: mutuality of 

interest, iterated interactions, and limited numbers. These summits are 

restricted to an exclusive group including the heads of states of Britain, 

Canada, the European Commission, France, Germany, Japan, and the United 

States. Not only do the heads of states meet on an annual basis, but their 

sherpas (political and economic assistants) meet a number of times in 

preparation for each summit. Each summit declaration also demonstrates 

mutuality of interest. For example, the declaration for the first summit in 

1975 reads, "We came together because of shared beliefs and shared 

responsibilities...We are each responsible for assuring the prosperity of a 

major industrial economy." A similar sentiment was echoed at the 1995 

summit. In addition, all of the summit members advocate a combination of 

domestic Keynesian economics and international liberal economic policies. 

Chapter three addresses the issue of whether or not the G-7 has 

replaced the US as the hegemon. The analysis focuses on the core of 23 

advanced economically developed countries. There are a number of reasons 

for choosing this set of states. First, all of the EDCs have been sovereign states 

throughout the post-WWII period, whereas many Third World countries 

gained their independence as late as the 1970s. There are no reliable data on 
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these states prior to independence. Second, the data on EEXIs are readily 

available and standardized. And third, it is only necessar\' to examine the 

distribution of power among the advanced capitalist countries to detect 

whether or not one or a few countries possess the necessary' traits to be a 

hegemon. The core controls the majority of the world's power. We already 

know that a concentration of power exists within the world-system; the test is 

to see if it is present within the core. 

Is there a hegemon? In this study I define hegemony as a function of 

economic power. Power includes: providing liquidity or a widely accepted 

means of international payment, managing exchange rates, maintaining large 

open import markets and obtaining wealth through exports, and supplying 

foreign investment. Therefore, a hegemon is a country or group of countries 

that control an overwhelming share of the system's economic power. GDP 

and monetar}' reser\'es represent a country's ability to supply money and 

manage exchange rates. A country's imports and exports indicate the 

importance of its markets and production to international trade. Its outflow 

of foreign investment represents its role in supplying much needed capital. 

Economic power is an average of these four indicators. 

If there is a concentration of power within the core, then the next 

question is who is the hegemon? The examination of the power of 

individual countries should reveal who accounts for this concentration of 

power. If American economic power has declined, while the concentration of 

power within the core remains constant, then the US is not the hegemon. 

The theoretical discussion indicates that the other G-7 members consort with 

the US to maintain a stable, liberal economic order. In chapter three, I will 
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compare the US, the G-6 (the G-7 minus the US ), and the G-7's share of core 

power. According to the theory of group hegemony, as American power 

wanes, that of the G-6 waxes. The overall power of the G-7 remains constant. 

If the G-7 controls the vast majority of the core's power, then they account for 

the concentration of power within the core. If the total power of the G-7 is 

evenly distributed among the seven members, then the group, rather than 

any individual country, is the hegemon. The remainder of chapter three will 

consist of a qualitative analysis of the downfall of the US and the emergence 

of the G-7 as the hegemon in terms of its capabilities, interest, influence, and 

ability to cooperate with one another. 

The Liberal Economic Order 

Many leading scholars associate a liberal economic order with open 

trade and the availability of international capital. For example, Kindleberger 

(1981:247), Lake (1993:462-3), and Webb and Krasner (1989:185) argue that the 

provision of capital is necessary for a stable liberal world-economy. It 

encourages economic growth, counters business cycles, and ameliorates 

financial panics. In this study, economic integration is an indicator of the 

stable, liberal economic order. In the theoretical section I argued that stability 

is synonymous with integration. A majority of countries participate in, or at 

least comply with the world-system. They depend on trade and foreign 

investment for their economic well-being. 

Both trade and foreign investment are good measures of global 

stability, especially as it pertains to the theory of group hegemony. According 

to the theory', a stable world-system is contingent on the presence and 
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constancy of three characteristics of the international system: the global 

distribution of power, the provision of goods such as open markets and FDI, 

and the hierarchical structure. A change in any one of these traits would 

constitute a change from one system to another or instability of the present 

world-system. The flow of trade and foreign investment will test whether or 

not there has been a change in any of these characteristics. The flow of trade 

and foreign investment represent the provision of important goods. Both 

measures involve the transfer of resources. Profit motivates trade and 

foreign investment. These international transactions integrate countries into 

the world-economy. The transfer of resources should narrow the gap 

between the wealthy and poor. This would result in global instability because 

it would alter the hierarchical structure and/or the global distribution of 

3 power. 

In sum, a liberal economic order refers to open trade and capital flows 

among countries. Stability, in this case, means a continuously high flow of 

trade and capital. Integration implies that states participate in the economic 

order, and are dependent on trade and capital flows for their economic well-

being. Countries need to participate in the world-economy just as workers 

need their jobs. Participation means that states maintain relatively open 

markets in order to receive reciprocal treatment from others. Participation 

and interdependency indicate that states adhere to the rules governing 

international transactions. They use the safeguards provided within the 

system such as IMF funds or aid rather than resorting to other means, e.g., 

'The difference between the hierarchical structure and the distribution of power is that the 
former means the ordering of states, whereas the latter refers to the power of the core or 
principal parties (see Waltz 1979:161-162). 
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protectionist measures, to reduce the costs of interdependency or to overcome 

economic difficulties. 

The set of states to be analyzed is the core countries. Economic 

integration is measured by a country's exports plus imports as a share of its 

GDP, and by its inflows of foreign investment as a share of fixed domestic 

capital formation. The data should show that economic integration is 

maintained at high levels. 

The Core-Periphery Gap 

The theory of group hegemony contends that the liberal economic 

order benefits most participants, but some more than others. The rules 

governing economic transactions are biased in favor of the core and a few 

targeted countries. If this theory is plausible, the following evidence should 

be apparent. 

First, economic integration for all countries should remain constant at 

high levels. This measure indicates a relatively stable economic order. It 

assumes that sovereign states will only participate in the order if the benefits 

outweigh the costs. The measurement of economic integration was discussed 

in the previous section. 

Second, the data should show that most countries benefit from the 

liberal economic order. This assumes that trade increases wealth. This 

common assertion among liberal economists is based on the rationale that 

countries benefit from producing that in which they have a comparative 

advantage. Countries are dependent on trade and benefit from it. This 

prediction is tested by looking at the average wealth of the core in comparison 
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to the periphery. Real gross domestic product per capita (in constant US 

dollars) represents wealth. The analysis includes all countries for which there 

is data from 1970 to 1992 (Summers and Heston 1994). This time period was 

chosen because most countries were independent by the 1970s. This data 

should also demonstrate that the core's wealth has increased at a greater rate 

than the periphery if the theory of group hegemony is plausible. It theorizes 

that the liberal economic order is biased in favor of the core. 

The third piece of evidence pertains to the association between the 

liberal economic order and the gap. It is common knowledge that a gap exists 

between the core and periphery. This study examines whether or not the 

correlation between economic integration and wealth is different for the core, 

semi-periphery and periphery. The point here is to investigate the gap rather 

than the effects of economic integration on national economies. There are a 

number of excellent studies on the latter issue (see Dixon and Boswell 1996; 

Wimberley and Bello 1992; Wimberley 1990; London and Williams 1988; 

Bornschier and Chase-Dunn 1985; Bornschier, Chase-Durm, and Rubinson 

1978). 

If it is true that the liberal economic order is biased in favor of the core 

and a few targeted countries (the semi-periphery) as will be argued in chapter 

five, then the correlation between economic integration and the gap should 

be positive for the targeted countries and negative for the periphery. A 

positive sign indicates that the semi-periphery is gaining on the core, whereas 

a negative correlation indicates that as economic integration increases, the 

gap between the core and periphery widens. The gap is measured by the GDP 

per capita of each country as a percentage of the average GDP per capita of the 
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core countries. This statistic is referred to as a country's gap status. It 

represents a country's economic position relative to the average core position. 

The gap status of the periphery is calculated by taking the average gap status of 

all members of the periphery. The same is done for the semi-periphery. The 

correlation between the group's integration and gap status is then calculated. 

The correlation determines the magnitude and direction of association. 

Conclusion 

The group hegemon maintains global stability and reinforces the 

hierarchical structure. The group hegemon refers to a small number of 

wealthy states that maintain the stability of the liberal economic order. 

Stability, in this case, refers to continuously high flows of trade and capital 

throughout the post-WWII period. The hierarchical structure of the capitalist 

world-economy refers to the grouping and ordering of international actors 

according to their wealth. 
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CHAPTER 3: THE GROUP HEGEMON 

The hegemon is the financier of the capitalist world-economy. It 

provides goods to enlist other states into the system much like the proprietor 

supplies wages, a store, and housing to attract workers. These hegemonic 

goods may include the provision of capital, favorable trading terms, or a 

secure international environment. The majority of participants need these 

goods; otherwise they would not comply with an economic system created by 

and for the hegemon. Stated differently, the hegemon possesses an 

overwhelming share of the world's wealth. It has the necessary capabilities to 

supply goods. 

The hegemon must also have an interest in maintaining the capitalist 

world-economy. Its tremendous share of world trade and foreign investment 

manifests this desire. The hegemon profits from an open or liberal economic 

order. In this system, states strive to produce commodities, sell them, and 

make a profit (Chase-Dunn 1994:362). This economic activity requires an 

order characterized by relatively free trade and the free flow of capital. The 

hegemon strives to sustain a relatively open economy instead of a world 

empire because it attains wealth through global capitalism rather than 

through taxation or tribute (Chase-Dunn 1994:363). The hegemon does not 

need to protect its infant industries and therefore can take advantage of 

expanded world markets both in trade and in foreign investment (Krasner 

1976:320). 

The hegemon has the resource capabilities and global interest to 

maintain the capitalist world-system, but how does it influence others to 
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comply with its global economic order? There are three basic methods of 

hegemonic persuasion. First, the hegemon uses its capabilities as 

inducements or threats. As Krasner (1976:322-23) explains it, "in terms of 

positive incentives, it can offer access to its larger domestic markets and to its 

relatively cheap exports. In terms of negative ones, it can withhold foreign 

grants and engage in competition, potentially ruinous for the weaker state, in 

third country markets." Second, the hegemon shapes the interests and 

policies of other states by establishing institutions and norms of behavior 

(Nye 1990:32-33). For example, countries must comply with the General 

Agreement of Tariffs and Trade (GATT), which includes trade reciprocity, if 

they wish to receive most-favored-nation status. Of course states prefer 

favorable trading terms for their exports, but they would like to protect some 

of their domestic sectors from imports. The hegemon encourages free trade 

through GATT, and more recently through the World Trade Organization 

(WTO). It directs the interests and policies of others. The third method of 

hegemonic persuasion is referred to as hegemonic emulation. The hegemon 

creates a global order in its own image. If it is a capitalist democracy, it abets 

others to adopt similar forms. In such a system states thrive only if they 

emulate the hegemon (Krasner 1976; Taylor 1994; Arrighi 1994). In this case, 

the hegemon influences countries by promoting itself as a model of economic 

development. 

It is easier to understand these concepts of capabilities, interest, and 

influence by examining the hegemon's global advantage in aggregate wealth, 

monetary reserves, world trade, and foreign direct investment. The first two 

attributes measure a country's resource capabilities and its potential power to 
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persuade others. World trade and investnnent indicate a state's global 

interests and influence within the world-economy. Since the US held most 

of the world's gold after WWII, the dollar was the natural choice for the legal 

reserve-currency. In terms of influence, Calleo (1987:84-5) concludes that "the 

accumulating dollar balances in the central banks of Europe and Japan were 

seen as little better than forced loans, sometimes to finance activities that 

many Europeans opposed, like the Vietnam War, or that even seemed 

directly inimical to their own interests, like the heavy influx of U.S. 

corporations." Brawley (1993:197) espouses a similar argument when he 

states that "American capital became a significant economic factor in many 

countries around the globe in the form of American multinational 

corporations." Accordingly, the second set of measurements, world trade and 

investment, indicate a state's global interests and influence within the world-

economy. The need to import and export goods, services, and capital explains 

the American interest in maintaining a stable, liberal economic order. As 

other capitalist states acquire wealth, they develop similar requirements. The 

hegemon is influential because almost all countries need to export goods and 

a large majoritv' need to import capital. The hegemon satisfies these needs. 

Economic openness eventually hampers the relative growth of the 

hegemon as it disseminates its capital and technology to potential 

competitors. This phenomenon is known as the hegemon's dilemma (Gilpin 

1975; Stein 1984). For example, US economic power has waned over the post-

World War II period. While it is still one of the wealthiest countries in the 

world, the US no longer possesses an overwhelming share of the world's 

resources nor is it able to bare the burden of being the sole hegemon. Its 
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unilateral abandonment of the gold standard in 1971 demonstrates this 

condition. It follows then that a declining hegemon should portend a change 

in the capitalist system. Yet, the ebbing of US economic power has not 

resulted in the breakdown of the liberal economic order. 

In their power transition model, Kugler and Organski (1989:116) 

characterize a stable international order as one in which a dominant nation 

has a preponderance of power. States are hierarchically ordered according to 

the distribution of power. "The dominant nation is at the apex of the power 

pyramid."(Kugler and Organski 1989:11) Great powers are a step below and 

weaker states form the base. Instability or challenges to the order arise when a 

great power is dissatisfied with the status quo and attempts to overtake the 

dominant state. As the hegemon's power decreases that of its potential 

challenger's increases. Certainly the waxing of Japanese and European power 

over the post-WWII period balanced the waning of American superiority. 

However, these great powers are not challengers. They support the US-

created economic order. Even China profits from the capitalist world-

economy.'* The US no longer stands alone at the apex of the power pyramid. 

The question remains, is there still a concentration of power, and, if so, what 

accounts for it beyond American hegemony? 

If a hegemon is analogous to the proprietor of a company town then 

what happens if a number of owners exist within the same territory, that is, if 

power is distributed among a few companies? They may undercut one 

•"China may still pose a potential threat to the liberal economic order or status quo in the future. 
Although it is one of the largest recipients of foreign investment in recent years, it is not a 
capitalist democracy that developed supporting the US-created economic system. It also has 
one of the largest armies in the world and a booming economy. It should be noted, however, 
that China is still a relatively poor country in terms of GDP per capita. In addition, foreign 
investment accounts for a substantial portion of China s exports. 
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another until only the strongest remains, or, given the proper conditions, 

they may cooperate with one another to set industry standards. They still 

compete, but they also comply with agreed upon rules to ensure the 

perseverance of the company town construct. In this chapter, I argue that the 

proper conditions exist for the few powerful to be a collective hegemon. 

These conditions include mutual interests, iterated interactions, and the 

group being limited to a small number as discussed in chapter two (Keohane 

1984; Oye 1986; Axelrod and Keohane 1986). The G-7 members, Canada, 

France, Germany, Italy, Japan, the United Kingdom, and the United States, 

satisfy these conditions. All are democratic capitalist states that benefit from a 

liberal economic order. They have held annual summits since 1975 and have 

limited these meetings to the members of the G-7 plus the president of the 

European Commission. 

I argue that the G-7 has replaced the US at the apex of the power 

pyramid. Together, this group displays enough power to be labeled the 

hegemon. As a group, the G-7 manifest the characteristics of a hegemon, that 

is, an overwhelming share of the world's resource capabilities, interest, and 

influence. They still compete for economic power, but they also cooperate to 

maintain the capitalist world-system. The few powerful do not form a 

balance of power. They collaborate to preserve the hegemonic or hierarchical 

order. Stated differently, they cooperate as a group to perform the duties of 

the hegemon. In times of global economic crises, they intervene to restore 

stability. 

This chapter defines a hegemon in terms of its resource capabilities, 

interest in the job, and global influence. I will compare the US, the G-7 
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without the US, herein referred to as the G-6, and the core with regard to 

these three factors. This investigation concentrates on the core players or the 

advanced capitalist states since they are most likely to vie for the position of 

hegemon. It begins with a discussion on the necessary conditions for a group 

of countries, namely the G-7, to emerge as the hegemon. I then empirically 

address the following questions. Does a hegemon exist, more specifically, has 

the concentration of economic power continued throughout the post-WWII 

era? And if so, who is the hegemon? Chapter four addresses the question of 

whether or not there is a correlation between the hegemon and the stable, 

liberal economic order. 

Conditions for Group Hegemony 

The inability of the US to sustain the Bretton Woods System in 1971, 

the first oil shock in 1973, and the worst economic downturn in global 

economic activity since the great depression prompted the most powerful 

capitalist countries to meet in 1975. They intended to replace American 

predominance with collective leadership (Putnam 1984:44). Stated differently, 

the G-7 would maintain hegemonic stabilitv. They would coordinate their 

policies in times of world economic crises to sustain the liberal economic 

order. Cooperation under anarchy among the G-7 countries is possible if they 

satisfy three conditions: a limited group size, iterated interactions, and 

mutual interests (Keohane 1984; Oye 1986; Axelrod and Keohane 1986). In 

addition to these three conditions, the G-7 countries must coordinate their 

policies to stabilize the liberal economic order since no one country is 
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powerful enough to be the sole hegemon. These countries collectively defuse 

global crises and restore stability. 

Limited Group Size 

The G-7 summits began as confidential meetings among finance 

ministers in the early 1970s. The meetings were held in response to the 

economic uncertainty at that time. The US, Britain, France, and Germany 

held secret and informal meetings between their attendance of meetings of 

larger international groups, such as, the Group of Ten and the Committee of 

20. The small group met secretly because they feared protests from excluded 

countries and they wanted to avoid the bureaucratic trappings of larger and 

more open meetings (Putnam 1984:53). Membership in the G-7 has been 

restricted to Britain, Canada, France, Germany, Italy, Japan, and the US. The 

President of the European Commission also attends the summits. 

Membership is limited because it is much easier to coordinate policies and 

realize mutual interests when the group size is small (Oye 1986:18-20). As 

Webb (1995:177) describes the potential for G-7 policy coordination, "the 

number of states represented is relatively small, they are the most important 

states in the system, and the individuals who attend the meetings are top 

political leaders who have the power to implement international 

agreements." The G-7 preference for fireside chats, disconnected from the 

official governmental apparatus, continues today. The sherpas prepare the 

meetings. They are personal representatives of the heads of government and 

are appointed by the heads. 
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Iterated Interactions 

The G-7 summits are not simply once a year events. The sherpas 

generally meet three to four times a year. Finance deputies now meet eight to 

ten times a year. These iterated interactions suggests that these governments 

cannot solve their problems without cooperating on an international level 

(Putnam 1984:52). Expectation of future interaction increases the likelihood 

of cooperation among egoists. Oye (1986) refers to this as the shadow of the 

future. 

The regular meetings of the seven countries contributes to the trust of 

one another. Putnam (1984:52) explains why countries attend the summits: 

"Every nation goes there, first of all, to explain its own problems, and 

secondly, to see how far it can get others to help it with its own problems." 

This suggests that the summiteers trust one another. They do not use this 

information to exploit the weaknesses of others. They share information 

with the aim of helping one another. Heads of state, foreign and finance 

ministers, and sherpas have to answer to their colleagues each year. They 

develop personal ties that improve communication and reduce 

misunderstandings. For instance, the Japanese made trade concessions prior 

to several summits to save the prime minister from 'losing face' (Putnam 

1984:74). Personal relationships develop among these colleagues. 

Mutual Interests 

The G-7 members share a mutual interest in cooperating and 

maintaining the liberal economic order. However, in a competitive world-

economy states are more concerned with relative as opposed to absolute gains 
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unless they do not threaten one another. As Mearshein\er (1990:44-45) 

argues, "cooperation is much easier to achieve if states worry only about 

absolute gains, as they are more likely to do when security is not so scarce. 

The goal then is simply to insure that the overall economic pie is expanding 

and each state is getting at least some part of the resulting benefits." The G-7 

countries coordinate their policies to increase economic benefits. In fact, in 

her study on G-7 economic policy coordination from 1985-1989, Dobson 

(1991:131) concludes that there is a positive correlation between G-7 

coordination and their improved economic performance. 

The G-7 countries share mutual political interests. They are all well-

established capitalist democracies. Democratic states are commonly 

characterized by universal suffrage, fair and contested elections, public 

contestation and rule by constitutional law (Upset 1981; Dahl 1971). Dixon 

(1993) suggests that although there are a number of different types of 

democracies their common characteristics, as described above, converge into a 

universal trait that he terms "bounded competition." Democracies are 

distinguished by norms of behavior and rules to peacefully manage 

competing interests and values. Democracies recognize this universal trait 

for peacefully resolving disputes in other democracies. This explains why 

democracies rarely engage other democracies in war even though 

democracies are not more or less war prone than other types of regimes 

(Small and Singer 1976; Chan 1984; Weede 1984; Maoz and Abdolali 1989). It 

also elucidates why interstate disputes involving democracies are more 

amenable to third party intervention (Raymond 1992; Dixon 1993). As Doyle 

(1986:217) argues, as democracies gained deeper domestic foundations and 
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longer international experience, a pacific union of these liberal states became 

established. Based on this norm-based explanation of the democratic-peace 

phenomenon, advanced capitalist democracies do not pose a threat to one 

another. 

These countries also enjoy economic convergence or compatible 

economic systems. Many economists characterize the post-WWII era as a 

catch-up period in which industrialized countries followed in the footsteps of 

the US (Baumol 1986; Baumol, Blackman, and Wolff 1989; Dorwick and 

Nguyen 1989; Rowthom 1992). In the wake of the Cold War, the US used its 

capabilities to encourage others, especially potentially powerful rivals, to join 

the American sphere of influence. Japan and Western Europe benefited from 

emulating and improving on the economic model set by the US. These 

followers imported technology from the US at a relatively low cost. This 

resulted in the convergence of their economies. Dowrick and Nguyen (1989) 

empirically show that total factor productivity (TFP) for OECD countries 

converged on a common growth path over the post-war period. TFP is an 

aggregate measure of productivity, of inputs used, rather than just 

productivity of labor alone (Baumol, et al., 1989:92). The underlying reasons 

for the convergence of advanced capitalist economies involve the public 

goods nature of technological progress and the changing preferences for 

quality of work and life rather than quantity of goods. Likewise, Baumol 

(1986) found convergence of income levels within the richest group of 

capitalist economies for the period 1950-80. These wealthy countries adopted 

the American model of economic development based on production and 

consumption. 
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The convergence hypothesis asserts that within a group of advanced 

industrialized countries, economic forces enable countries to catch up to the 

leader, but not necessarily to surpass it (Baumol, Blackman, and Wolff 

1989:85). These followers must be privy to inexpensive capital and technology. 

They must also have the industrial foundation to make use of these elements 

of economic growth. Baumol, et al., (1989:93) present data indicating that 

there has been a steady convergence of TFP levels among the G-7 countries. 

The similarity of the countries is determined by the coefficient of variation. If 

the coefficient is low the countries are comparatively close to one another. 

Baumol, et al., (1989:93) found that "the coefficient of variation of TFP levels 

among these seven countries declined from 0.4 in 1950 to 0.1 in 1979." As 

industrialized countries reach the technological frontier, that is, they catch-up 

to the leader, their growth rates diminish as exemplified by Japan's declining 

trade surpluses (Christian Science Monitor 5/1/96:20). These seven countries 

have reached the apex of the world-economy. They share mutual political 

and economic interests. They cooperate to realize these mutual interests. 

G-7 Policy Coordination 

The G-7 summits have been most successful in terms of policy 

coordination when responding to crises. The G-7 is best described as a crisis 

manager. The leaders and central banks of these countries coordinate policies 

to defuse global economic crises. They maintain the stability of the liberal 

economic order. The G-7 members do not continually coordinate their 

policies. They are self-interested, rational actors, each with their own 

politicians, economists, and interest groups. It is doubtful whether a group of 
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expert economists could agree on the correct path to promote growth for all 

let alone a group of sovereign states with ver\' different domestic concerns. 

Brv'ant (1995:111) makes this point in his discussion of the difficulty of 

achieving successful international consensus and cooperation. The key point 

here is that coordinated inter\'ention occurs when necessary to sustain the 

stable, liberal economic order. The G-7 countries coordinate their policies 

when a stabilizer is needed. 

Evidence of policy coordination is present in the G-7 process, especially 

the meetings among finance ministers and their deputies. This process 

produces collective mechanisms. The 1978 Bonn summit exemplifies policy 

coordination among the G-7 countries (Brvant 1995; Kahler 1995; Webb 1995; 

Putnam and Henning 1989; Bonn Summit Declaration 1978). It demonstrates 

"mutual adjustment of economic policies to achieve a superior joint 

outcome", according to Kahler (1995:56). During the 1970s, the G-7 countries 

needed to coordinate their policies to sustain the liberal economic order. 

They needed to combat the detrimental effects of the breakdown of the 

Bretton Woods system of fixed exchange rates, the first oil shock, and the 

inflation that plagued advanced Western countries and Japan (Putnam and 

Henning 1989). In essence, policy coordination among the G-7 countries vs'as 

necessary to jump-start the world-economy. The Germans agreed to and 

adopted specific reflationan,' measures." Putnam and Henning (1989:97) note 

that "two months after the summit the Schmidt government introduced a 

substantial pump-priming program, and by November 1978 a DM 13.5 billion 

measure had been approved by the Bundestag, producing a budget deficit 

•Reflation refers to a policy to stimulate aggregate demand. Retlationary measures mclude 
expanding the money suppK', lowering interest rates, and increasmg government expenditure. 
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significantly higher than would have been expected on the basis of earlier 

trends." The French also followed expansionary policies. The Japanese 

stimulated domestic demand as illustrated by their adoption of a public works 

program. They also agreed to export restraints, which resulted in a significant 

decline in their trade surplus. The Americans committed to raise domestic 

oil prices. 

These policy adjustments were controversial at the domestic level 

although they were necessary to stabilize the liberal economic order. Putnam 

and Henning (1989) argue that it is unlikely that these governments would 

have pursued such policy changes in the absence of the Bonn accord. They 

state for example that the US "president's commitment to his colleagues at 

Bonn played a central role in the heated intramural debate about the 

administration's energy policy, and was probably crucial in the final decision 

to decontrol oil prices." (Putnam and Henning 1989:97) External pressure 

provided the extra impetus that governments needed to make these 

controversial domestic policy adjustments. These adjustments were in each 

narion's long-term interest, but they also had short-term costs such as higher 

oil prices for Americans and deficit spending for the Germans. Putnam and 

Henning (1989:18) conclude that the 1978 Bonn summit accord represented a 

"case of comprehensive policy coordination among the industrial 

democracies." They coordinated their policies to defuse the economic crises 

that plagued the 1970s. 

In the early 1980s, the dollar began to rise in foreign-exchange markets. 

It was grossly overvalued, and heightened the massive American trade 

deficit. The US could have responded to this situation by implemenhng 
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protectionist measures. Instead, the finance ministers of the major industrial 

countries, the G-5, agreed to the Plaza Accord.^ These countries intervened 

and implemented policies to appreciate the value of nondollar currencies and 

reduce the value of the dollar. The US, for its part, adopted macroeconomic 

policy adjustments to reduce the deficit and relax monetary policy (Webb 

1995:206-213). 

The G-7, once again, agreed to coordinated intervention in the foreign 

exchange market under the 1987 Louvre Accord. The G-7 countries decided 

on set target ranges for the mark and yen against the dollar (Webb 1995:213). 

Since the Louvre Accord, target ranges have been widened to such a degree as 

to render them meaningless (Dobson 1991:70). Coordinated intervention in 

the foreign exchange market is now ad hoc as the need arises. It should be 

noted that the G-7 central banks are relatively small in comparison to the 

global capital markets. They cannot control currency markets, but they can 

defuse currency crises through coordinated intervention. 

The summits develop personal relationships among the G-7 

colleagues. These personal relationships enable the G-7 members to 

effectively respond to crises. For example, the G-7 made a concerted collective 

effort to respond to the October 1987 stock market crash. The stock markets 

declined sharply in many countries in a period of a few days in October 1987. 

The G-7 countries reached an accord over the telephone to mitigate the 

economic effects of the stock market declines (Dobson 1991; Kahler 1995:58; 

Bryant 1995:105). The G-7 central banks quickly pumped liquidity in the 

The G-5, i.e., the G-7 countries minus Canada and Italy, concluded the Plaza Agreements. 
Italy then boycotted the G-7 Louvre meeting. Soon thereafter, the Italian finance mmister was 
included in important meetings. 
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system to offset the fall (Dobson 1991:118). No one country was able or willing 

to act alone to resolve the crisis. They needed to coordinate their policies. As 

Bryant (1995:105) notes, "Concerns that any one central bank might have had 

that its own currency would depreciate unduly in response to a unilateral 

lowering of its interest rates were dissipated when the central banks promptly 

acted together." The telephone accord exemplifies the necessity of the seven 

countries to act as a group hegemon to stabilize the liberal economic order. 

According to Dobson (1991:118), treasury ministers and deputies and their 

central bank colleagues were in constant communications with each other. 

She concludes "that these extensive communications were able to take place 

relatively smoothly was one of the great benefits of regular G-7 meetings in 

preceding years and other investments in building familiarity among the 

players." If the G-7 had not cooperated, it is very likely that the crisis would 

have deepened. The G-7 collectively intervened in order to stabilize the 

system. 

The summits are significant for facilitating cooperation among the 

seven countries. They provide the necessary conditions for cooperation 

including mutual interests, iterated interactions, and a limited group number 

(Keohane 1984; Oye 1986; Axelrod and Keohane 1986; Snidal 1985). The 

multilateral surveillance system agreed to at the 1986 Tokyo summit clearly 

exemplifies macroeconomic policy coordination among the G-7 countries. 

This system established a set of economic indicators to be reviewed at regular 

meetings of G-7 finance ministers and central bank governors (Webb 

1995:230). The indicators include GNP growth rates, inflation rates, interest 

rates, unemployment rates, fiscal deficit ratios, current account and trade 
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balances, monetary growth rates, reserves, and exchange rates. After 

reviewing these indicators, the ministers and bankers recommend remedial 

measures if needed. For instance, they called for Japan and Germany to 

stimulate domestic demand and imports (Webb 1995:231). Both Japan and 

Germany ran fiscal deficits in the late 1980s despite their desire to reduce their 

national debt (Webb 1995:229). 

The G-7 countries need to cooperate to maintain the capitalist world-

system. Cooperation has been simplified by ongoing relationships and 

institutions. As Keohane (1984:246) argues, regimes "are often most useful 

when relatively few like-minded countries are responsible for both making 

the essential rules and maintaining them. " This same logic can be applied to 

the G-7. These seven countries have compatible views of the liberal 

economic order. They also have the largest economies and are therefore the 

most likely to preserve or challenge the existing order. The fact that these 

states are at the apex of the hierarchical order implies that they wish to 

maintain the status quo. No one state is able or willing to perform the 

necessary hegemonic functions by itself to maintain stability. The group size 

is small enough to achieve collective action and powerful enough to be the 

group hegemon. 

In sum, the G-7 countries have exhibited their ability and willingness 

to coordinate their policies to sustain the liberal economic order. They 

coordinated national exchange-rate policies in the 1970s. They coordinated 

currency and monetary policies in the 1980s, "helping to correct the 

enormous overvaluation of the dollar that threatened both the openness of 

the world trading system and international financial stability ", according to 
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Bergsten and Henning (1996:10). The G-7 also helped resolve the debt crisis of 

the developing countries. The London G-7 summit encouraged longer, 

multi-year rescheduling of commercial debts. At the 1988 Toronto G-7 

summit, the members adopted what is called a "menu" approach to address 

the problems of severely indebted low-income countries (SILICs). According 

to James (1996:529), "the creditor government could choose between three 

options in the case of SILICs: first, a partial write-off (of one third of the 

outstanding debt) and a rescheduling of the rest; second, longer repayment 

terms (25-year maturity, with a grace period of 14 years); and third, a reduction 

of interest rates (to the lowest of 3.5 percent below the commercial rate or half 

the commercial rate) with repayment over 14 years with an 8-year grace 

period." The G-7 also helped finance the Gulf War in 1991, and promoted the 

stabilization of Russia and other transition economies (Bergsten and Henning 

1996:10; Summers 1996:8). The G-7 acts as the stabilizer, i.e., the group 

hegemon. They coordinate their policies when necessary to defuse global 

economic crises. 

Defining the Hegemon 

Capabilities 

A hegemon performs four basic functions to maintain the liberal 

economic order (Webb and Krasner 1989:185; Keohane 1984; Krasner 1976; 

Kindleberger 1973). First, it provides liquidity to the system or a widely 

accepted means of international payment. This job includes being an 

international lender-of-last-resort. Second, the hegemon supplies 
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international currency and manages exchange rates to facilitate international 

transactions. Third, it maintains open markets for other countries surpluses, 

and generates wealth via a competitive advantage in the production of highly 

valued goods. A liberal economic order is an open trade system. Those 

countries with large import markets have influence over those who need the 

markets. Obtaining wealth through exports means that the economic powers 

support the liberal economic order rather than acquiring wealth through 

international taxation. And fourth, the hegemon supplies a steady outflow of 

capital for productive investment abroad. Most countries need capital for 

economic growth. Advanced industrial countries need to extract 

commodities and to manufacture abroad to be competitive. The performance 

of these jobs offsets short-term panics and business cycles, and encourages 

economic growth and development. 

In this study, hegemony is a function of economic power. Therefore, a 

hegemon is a country or group of countries that control an overwhelming 

share of the system's economic power. Four variables represent a country's 

ability to be a hegemon. The first two measures, gross domestic product 

(GDP) and monetary reserves, are like a proprietor's sizable income and 

bankroll. Both are necessary to be credit-worthy and to finance the operation. 

These are resource capabilities. GDP indicates a state s aggregate wealth. It is 

the total goods and services produced within the borders of a country on an 

annual basis. The hegemon's monetary reserves are its bankroll. This means 

that the hegemon has a high degree of control over capital flows, 

international banking and international bond financing (Gadzey 1994:55-56). 

Reserves are used to pay for imports and influence currency exchange rates in 
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a floating exchange rate system. GDP and monetary reser\'es are both widely-

used measures of economic hegemony (Gadzey 1994; Webb and Krasner 1989; 

Keohane 1980). They represent a country's ability to supply money and 

manage exchange rates. 

In addition to GDP and monetary reserves, a hegemon exhibits a 

comparative advantage in the value of trade and outflow of foreign direct 

investment (FDI).' The former is analogous to a proprietor having a 

competitive advantage in the supply of certain goods, while providing a large 

market for other products. Imports and exports indicate the importance of a 

country's markets and production to international trade. Of course the 

proprietor has to first invest in the company town including the plant, 

equipment, infrastructure, housing, and stores for the workers. A country's 

outflow of foreign investment represents its role in supplying much needed 

capital. 

A hegemonic order exhibits a high concentration of economic power as 

represented by an average of GDP, monetary reser\'es, trade, and FDI. It is 

only necessary to calculate the concentration of power in the core. The core 

consists of the most economically advanced capitalist states.'' If a hegemon 

exists it will be a core member(s). The core is an excellent sample for such a 

test. It is common knowledge that most of the world's wealth is concentrated 

in the core. For example, Orr (1992:4) finds that the "developed economies of 

I have omitted the inflow of foreign direct investment because it has never accounted for a 
significant share of total investment in the advanced capitalist countries (Webb and Krasner 
1989:190). 
"As grouped by the IMF, the core includes: Australia, .'\ustria, Belgium, Canada, Denmark, 
Finland, France, Germany, Greece, Iceland, Ireland, Italy, Japan, Netherlands, New Zealand, 
Norway, Portugal, Spain, Sweden, Sitzerland, United Kingdom, and United States. I should 
note that the IMF refers to this group as industrial countries. 
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the OECD produce 78% of global output." If the whole population of 

countries were used, the world-system would undoubtedly exhibit an extreme 

concentration of economic power. But this phenomenon may reflect the 

continued wealth of the core countries in relation to the less economically 

developed countries. If, on the other hand, we see a concentration of 

economic power in the core throughout the post-WWH period, then we need 

to ask whether the US is still the sole hegemon or has it been replaced? 

I use the methodology proposed by Ray and Singer (1973) to estimate 

the concentration of power within the core (see also Janda 1970).'' Figure 3.1 

graphs the concentration of power within the core. The concentration of 

power declines from 1950 to 1970. It then appears to stabilize. The gradual 

recovery of war-torn European countries and Japan, what Nye (1990:4) refers 

to as the "World War II effect," probably accounts for the decline in 

concentration through the 1950s and 1960s. As these countries recovered, 

power was more evenly distributed among core members. The continued 

concentration of economic power within the core after the 1960s is intriguing, 

especially given the economic decline of the United States. Hegemony, i.e., 

The methodology and formula are as follows; 1) calculate each core country's share of the 
total core value for each variable; 2) average the percentages across the four indicators to 
determine each country s final score; 3) the final scores are used m the following formula to 
calculate the statistic for the concentration of power in the world svstem 

VIE'-I/N 
l - l / N  

where P is each country's share of resources. 

The four variables are GDP, monetary reser\'es, trade, and FDI. Each country' s share of the 
total core value for each variable is calcualted. Since the resulting ratios are all on the same 
scale, they are easily combined. A countn,' s or group s economic power is measured bv its 
average share of the four variables. 
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the concentration of power within the core, still exists today. One or a few 

countries possess an overwhelming share of power. 

The question still remains, who is the hegemon? Figure 3.2 displays 

the economic power of the US, the G-6 (the G-7 without the US), and the G-7, 

each as a share of the core's total power. Clearly, the US does not account for 

the constant power concentration since its power has declined. The power of 

the G-7 has remained constant throughout the post-war period despite the 

decline of US predominance. The waxing of G-6 power compensates for the 

waning of US superiority. The G-7 accounts for three-fourths of the core's 

power even though the G-7 constitutes less than one-third of the core's 

membership. The G-7 has an enormous comparative advantage over the 

other 15 core countries. Even if these other countries joined forces, their 

share of economic power does not come close to matching that of the G-7. 

The G-7 is responsible for the concentration of economic power within the 

core. 



Figure 3.1 Concentration of Power within the Core 
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Figure 3.2 Shares o f  Core Power (in percent) 
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The next question that needs to be addressed is, do one or two G-7 

countries account for the concentration of economic power or is the G-7 the 

group hegemon? Figures 3.3 - 3.6 show how the total power of the G-7 

countries are divided among the seven states. These graphs may look rather 

confusing, but all of them show a similar pattern with the possible exception 

of GDP shares, which will be discussed below. The US is clearly the hegemon 

in the 1950s and 1960s with an overwhelming share of GDP, monetary 

reserves, trade, and investment. From the 1970s on, the distribution of power 

among these seven countries looks more like parity rather than a 

preponderance of power. No one country has a sizable margin over the 

others with the exception of US GDP. US capabilities steadily declined in 

comparison to the other members of the G-7. For instance, figure 3.4 

illustrates that by 1975 Germany's share of monetary reserves surpassed that 

of the US. Japan's share was also greater than that of the US by 1977. In terms 

of trade, figure 3.5 presents a picture of relatively evenly matched countries. 

The trend in foreign investment lags behind by approximately a decade. This 

issue will be addressed below. 
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Figue 3.6 Shnies of Ci-7 Foreign Investment Outflows 
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In short, Nye (1990) describes the decline of US economic power as the 

"World War II effect." As the war-torn nations recover, their power relative 

to the US increases. This explanation is consistent with the obser\'ed patterns 

of economic performance. US power declines until the 1970s, and thereafter 

becomes relatively stable, while other G-7 members increase their share of 

power over the post-war era. Figures 3.4 - 3.6 clearly display this pattern. In 

1950, the US has a huge comparative advantage. By 1975, US economic power 

has declined precipitously, and parity rather than a preponderance of power 

characterizes the distribution of power among the G-7 countries. 

The US stands out among this group in terms of GDP because of its 

comparatively large size. The US has twice the population of Japan, the next 

largest G-7 member. It is unlikely that Japan and the European powers will 

catch-up to the US in terms of GDP given their relatively small populations. 

What is amazing is that the other G-7 countries have caught up to the US in 

terms of monetary reserx-es, trade, and foreign investment despite the US 

advantage in having such a large economy. American economic power is 

unique in that it is the only countr}' that can run an enormous deficit with 

impunity (Strange 1987:569). Strange (1987) argues that this is a sign of 

American power or its importance in the world-economy; it also indicates 

that the US has to cooperate with other economically powerful countries if it 

wishes to maintain the status quo. It needs global trade and the inflow and 

outflow of investment capital to maintain a high standard of living for its 

citizenry. 

Strange is not alone in arguing that the US is still the most important 

and powerful country in the world (see Russett 1985; Kugler and Organski 
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1989; Nye 1990). Russett (1985) argues, for example, that continuity rather 

than decline better characterizes American power in the last half of the post

war period. He (1985:210) concedes that, "While virtually all power base 

measures show a clear decline in American predominance over the past forty 

years, they do not agree on the rate or the depth of that decline. Some few 

show the United States slipping to second place in the world, but many more 

show merely a shrunken lead for the front-runner." The "anti-declinist" 

scholars neglect to consider the group aspect of hegemony. The US still 

displays characteristics of a hegemon because it is part of the group hegemon. 

The US is not powerful enough to rule alone. It needs to collaborate with the 

other G-7 powers as it did in the Persian Gulf crisis and the stock market crash 

to name a few examples. The stabilizer has been transformed from a single to 

a group hegemon. 

The trend toward multilateralism or greater parity among the G-7 is 

visible with regard to foreign investment in the 1980s. This trend occurred 

later because foreign investment follows from rather than accompanies 

greater economic performance. Once a country gains superiority in 

technology and industry as well as dominance as an exporter of goods and 

services, greater foreign investment ensues. The Netherlands, the United 

Kingdom, the United States and japan have all traversed this path to world 

economic eminence. "Japan's leadership as a trading nation is being followed 

by the spread of its corporations - financial as well as industrial - into 

transnational activities and the emergence of the country as a major 

international financial center."(UN 1988:2) Japan took over the position of 

the largest investor in the late 1980s. The United Kingdom held the position 
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in the mid 1980s. I am not suggesting that Japan has become the hegemon. In 

the early 1990s, Japan not only relinquished its position to the US, but it fell to 

third place behind France in terms of share in world outflows (UNCTAD 

1994:41).^° While the US has maintained a high level of outflows, "it is not as 

dominant as a source of FDI as it used to be during the 1970s, when it 

accounted for 45 percent of the world FDI outflows, far above its share of 

world GDP (36 per cent in 1970) and exports (12 per cent during the 

1970s)."(UNCTAD 1994:38) What is notable here is that a more even 

distribution of foreign investment shares followed greater equality in 

economic performance among the G-7 members. The evidence is consistent 

with the theory of group hegemony, namely, that the G-7 has replaced the US 

as the hegemon. 

Interest 

The more international interests a country has, the more likely it is to 

promote the liberal economic order. Economic interests include benefits 

from trade and foreign direct investment. As countries become more 

economically developed, they specialize in producing certain goods and 

services. Other countries may find it more economical to purchase these 

goods rather than produce them. As countries produce that in which they 

have a comparative advantage, trade becomes essential not only because they 

need to import goods, but also because they have to export surplus products. 

This Ricardian principal of comparative advantage also increases the 

propensity for trade for another reason; as people become more affluent they 

'"For a discussion on the causes of decline in Japanese outflows see UNCTAD 1994;41-47. 
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demand more luxurious and specialized goods. They need a liberal economic 

order. They need open markets or freer trade. 

A country may also have political interests in promoting the liberal 

economic order. Brawley (1993:169) argues that capital-abundance drives a 

democratic state to become a leader of a liberal economic order. The US 

enjoyed a surplus of capital after WWII. Capital-intensive sectors within the 

US lobbied the state for help in expanding their activities abroad. The US 

obliged these capitalists by insuring the relatively free movement of capital 

across borders and protecting overseas investments. The US defense of the 

United Fruit company in Guatemala is a salient example of government and 

capitalists collaborating abroad. The abundance of capital provided the 

necessary incentives for the US to become the hegemon. It had a vested 

economic interest in promoting a liberal economic order. 

I am defirung a hegemon as a state that responds to the needs and 

desires of powerful domestic sectors that have global economic interests. I am 

not suggesting that a hegemon has to be a capitalist democracy. The 17th 

century Dutch state, as an oligarchic republic, became a hegemon when it 

responded to its wealthy mercantilist class. The Dutch state used economic 

and military force to promote freedom of the seas and end outright 

prohibitions on trade. Britain emerged as a hegemon when it responded to 

its growing industrial sector. It promoted production and export to the world 

market. Britain resorted to force on occasions, but it usually encouraged 

others to join its trading system through incentives like access to the large 

market of Britain's empire (Brawley 1993:196-7). The US, as a liberal 
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democracy, responded to its affluent society. It promoted production and 

consumption (Taylor 1994:364). 

The US is still interested in being the hegemon, but, beginning in the 

1970s, it became more interdependent or less able to unilaterally implement 

policies. Like the US, the other G-7 members have a vested interest in 

maintaining the status quo. They produce highly-valued goods and have 

very powerful capital-intensive sectors. As capitalist democracies, these states 

encourage the flow of trade and capital abroad. The G-7 countries not only 

have the resource capabilities and interest in being the hegemon, they also 

have the necessary influence to sustain the capitalist world-economy as will 

be discussed below. 

Influence 

As previously stated, there are three basic hegemonic methods of 

persuasion. First, the hegemon may use its resources as inducements or 

threats. Second, it may create and support international institutions in order 

to coordinate the interests and policies of participants in the world-economy. 

Third, the hegemon encourages others to emulate it. The following section 

will examine these three types of hegemonic influence as they pertain to the 

US as the hegemon, the economic decline of the US, and the emergence of 

the G-7 as the hegemon. 

Inducements and Threats. The US emerged from WWII as the wealthiest 

country in the world. It used its advantage in resource capabilities to induce 

others to join its liberal economic order. The US first set about rebuilding the 
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war-tom nations of Europe and Japan through massive aid and loan 

programs. The US feared that a weak Europe and Japan would succumb to 

communism. The US also gave considerable amounts of aid to Taiwan and 

South Korea. These countries along with Japan were located at the Western 

front of the cold war. Their economic development was essential to 

America's political interests. 

Keohane (1984:32) notes that access to capital is not an obvious source 

of power, but it is a very important one. The hegemon may influence others 

by providing or denying credit to them. The hegemon's well-functioning 

capital market not only indicates that it can supply capital, but it can also 

borrow cheaply. American capital could be obtained through the US 

government, private US-based multinational companies or through 

institutions such as the World Bank. Dollar reserves were the most 

important source of liquidity especially given that the war drained almost all 

other wells of capital. Aid and loans were pivotal for economic recovery and 

the development of a liberal economic order in the short term. They would 

not be sufficient to sustain the world-economy in the long term. As these 

countries realized economic power they would become less dependent on the 

hegemon. 

The US used commercial agreements to knit together a coalition of 

capitalist states (Stein 1984:380). War-tom nations depended on US capital 

goods for industrial reconstruction. This demand for American goods 

resulted in a US balance-of-payments surplus. This, in turn, created a dollar 

shortage (Eichengreen 1989). The US responded by providing liquidity and 

incentives for European and Japanese exports to the US. It agreed to 
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asymmetrical trade relations during the recovery period. The US consumed 

large volumes of products from these countries, while accepting restrictions 

against US exports. It was assumed that when Europe and Japan recovered, 

they would provide healthy markets for US exports. The US would continue 

to lower its trade barriers "in return for an easing of protectionism by others, 

and it assured it would not retaliate against others' departures from free trade 

as long as these exceptions remained within specified boundaries." (Stein 

1984:380) 

In the 1950s, the US performed its hegemonic duty by providing 

liquidity to the system and an open market for distressed goods. It 

encouraged the outflow of dollars by allowing discriminahon against 

American exports and European currency devaluation's, which made their 

exports to the US more attractive. The US also awarded massive Marshall 

Plan grants. Korean War expenditures provided additional liquidity. 

America's advantage in wealth and trade enabled it to influence the major 

capitalist countries to join its liberal economic order. 

The US also flexed its economic muscle to achieve its political and 

economic goals in the Third World. The US strongly encouraged 

decolonization for two main reasons. First, it feared that European countries 

would become embroiled in costly and losing battles against Third World 

independence. Second, the US hoped to link the Third World to political and 

economic liberalism rather than totalitarian and protectionist communism. 

Although American policy emphasized free trade and private multinational 

investment, it used its vast resources to grant subsidies and trade concessions 

in order to bring the Third World into its sphere of influence (Calleo 1987:21). 
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Decolonization may seem counterintuitive to hegemonic rule, but, in fact, it 

is consistent with hegemonic aspirations under the current liberal economic 

order. The hegemon creates and maintains inter-state economic relations. It 

does not attempt to attain a world empire. Instead, the hegemon uses its 

political and economic advantages to restructure the world market and 

interstate system in its own image (Taylor 1994:363-4). 

It is ironic that by the late 1960s, the US was embroiled in its own 

Third-World war ~ Vietnam. President Johnson refused to pay for the war 

and his domestic 'great society' program through taxation. Increased dollar 

outflows paid for military expenses. This action contributed to inflation. 

Other countries adjusted to the inflation by altering their exchange rates. The 

dollar became highly over\'alued. The fact that the US had successfully 

disseminated the dollar throughout the world greatly contributed to its 

overvaluation. While America's provision of capital and its appetite for 

imports fostered the world's economic growth and development, it also 

resulted in the decline of the US as the sole hegemon. By the late 1960s, 

Europe and Japan had narrowed the economic gap between themselves and 

the United States. 

The increase in power of the other G-7 members compensates for the 

decline in US predominance. The G-7 now provide aid to enlist others into 

the capitalist world-system. For example, Germany facilitated the opening of 

the Eastern bloc with substantial financial assistance. Latin America has 

experienced an increasing Japanese presence in terms of aid, foreign direct 

investment, and tourism. Tlie US has gone from the only major aid donor in 

the immediate post-WWII period to one of several major donors in the last 
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half of this era. Japan, France, and Italy increased their aid to less developed 

countries over the 1980s by more than 50 percent, while the US reduced its 

aid. Japan surpassed the US as the largest aid donor in 1988 (Cassen and 

Assoc. 1994:5). In May 1996, a spokesperson for the US Agency for 

International Development said that France may have overtaken the US as 

the world's second largest donor (Zipp, et. al. 1996:2). Germany and Italy are 

the next biggest OECD donors followed by the United Kingdom and Canada 

(Cassen and Assoc. 1994:206-8)." It appears that the US has relinquished some 

of its hegemonic burden given that one of the hegemon's primary functions 

is to encourage economic development and provide liquidity in order to 

maintain a stable world-economy. Together, the G-7 members act as a group 

hegemon. 

The erosion of United States' trading dominance culminated in a trade 

deficit in 1971. In that same year, all other G-7 members experienced a trade 

surplus (IMF 1986). Japan and Germany continued to enjoy substantial 

surpluses for years to come, while chronic deficits plagued the US for most of 

the last half of the post-WWII period. As the US trade balance deteriorated, 

its dependence on trade became more pronounced. Between 1950 and 1975, 

trade as a percentage of US GDP almost doubled from 8.5 percent to 16.4 

percent (Summers and Heston 1994). The US became more interdependent 

and less able to use asymmetrical trade relations as inducements. Other 

countries now share the hegemonic burden of providing large domestic 

markets for foreign products. For instance, Germany's share of G-7 imports 

"l should also note that the Netherlands is ranked along side the UK and Canada as a major 
donor. Only these eight countries are considered major' donors because each gave aid of more 
than S2 billion in 1988-9 (Cassen and Assoc. 1994:208). 
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grew from 13 percent in 1955 to 18 percent in 1975. Even Japan, with its 

reputation of having a closed border, imported its fair share of goods by 1975. 

It increased its share of G-7 imports from six per cent in 1955 to 14 percent in 

1975 (IMF 1981 and 1995). In 1978, Japan pledged at the Bonn summit to 

increase its imports (Bonn Summit Declaration 1978). Japanese imports in 

1978 were 10 percent above 1977 (Putnam and Bayne 1984:95). 

I have already demonstrated how other G-7 countries, namely Japan, 

the United Kingdom and France, have achieved parity with the US in terms 

of being the world's largest foreign investors. The most advanced capitalist 

states provide the brunt of world investment capital, and therefore exert 

considerable global influence. The developed market economies secure 

hospitable environments for their investments by insisting on bilateral 

investment treaties with developing countries. The treaties usually include 

clauses referring to fair and equitable treatment of foreign investors including 

compensation and due process of law (UN 1988:332-337). The LDCs have little 

choice, but to agree to the terms because they lack capital and technology, and 

often face a large foreign-debt burden. The World Bank established the 

Multilateral Investment Guarantee Agency (MIGA) in 1988 to insure foreign 

direct investment. It was intended to encourage private investment flows to 

LDCs to offset the debt crisis in the 1980s. Following the Bretton Woods 

model, the MIGA has a weighted voting scheme, i.e., each member receives 

an amount of membership votes for each share held by the member. This 

means that the wealthiest are the most influential. Bilateral agreements 

concomitant with MIGA encourages states to participate in the foreign 

investment regime and discourages host states from breaking the rules. The 
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bilateral agreements influence the majority of countries in the world to 

comply with the liberal economic order since they are binding treaties. MIGA 

encourages the major industrialized countries to participate in the world-

economy, while protecting them against Third World disobedience. For 

example, according to MIGA (1994:15), its "insurance program focuses on 

protecting investors against losses from currency transfer, expropriation, and 

war and civil disturbance." 

Flexible exchange rates also encouraged the wealthy countries to 

become active participants in the world-system. Gundlach and Sinn 

(1993:135) present empirical evidence showing an increase in international 

capital mobility since the breakdown of the Bretton Woods system. The 

reason for this is that international capital flows "did not respond freely to 

shocks in investment opportunities or saving behavior as they did under the 

system of flexible exchange rates." Governments intervened to reach current 

account targets under fixed exchange rates, which most likely lowered capital 

flows. Current account targets are less important under a system of flexible 

exchange rates. Under this latter system, countries such as Germany and 

Japan increased their participation in international capital markets and thus 

their global influence. 

The trend in foreign investment over the post-WWII period has 

changed considerably. The US shares the position of the world's largest 

investor with the other G-7 countries. They cooperate with one another to 

maintain the status quo. This illustrates how the G-7 has replaced the US as 

the hegemon. The G-7 exerts formidable influence over the majority of 

countries in the world in terms of providing much needed investment 
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capital. It also shapes the interests and norms of behavior of most countries 

by creating and supporting institutions and policies like MIGA and bilateral 

investment treaties. 

In short, the hegemon may grant or deny access to goods such as open 

markets or foreign investment. These inducements and threats are usually 

carried out indirectly through international institutions and multilateral and 

standardized bilateral agreements. For instance, the principal of reciprocity 

under GATT induces countries to open their markets and threatens them 

with the promise of reciprocal treatment if they implement protectionist 

measures. Multilateral trade agreements and bilateral foreign investment 

agreements encourage countries to participate in the trade and foreign 

investment regimes. These agreements reduce uncertainty and facilitate 

international transactions. Potential threats include denying access to large 

import markets, withholding foreign aid or investment. These potential 

threats induce countries to abide by the rules for fear that they may become an 

"international economic pariah" as Peru did in the 1980s and Iraq in the 

1990s. The G-7 countries provide the world's largest import markets and the 

vast majority of foreign investment. Most countries need access to these 

resources and thus will abide by the rules set by the most powerful players. 

The preceding discussion examines how the hegemon uses 

inducements and threats to influence others. This appears to be "politics as 

usual," i.e., all countries use this method of influence. The hegemon is 

different because of its vast share of global wealth. It is able to exert 

international influence necessary to maintain the liberal economic order. Its 
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influence is systemic rather than just having an effect on a country by country 

or policy by policy basis. 

Shaping the Interests and Policies of Others. The second method of 

hegemonic persuasion is coordinating interests. The dominant state 

establishes and supports regimes. These regimes refer to the norms, rules and 

decision-making procedures along with institutions that direct the activities 

of others to coincide with the hegemon's preferences in trade and monetary 

matters (Nye 1990: 32-3). Norms and rules govern behavior pertaining to 

these economic transactions. This method of persuasion legitimates 

hegemony in that all participants agree to the basic principals of the liberal 

economic order. The hegemonic order or unequal power structure takes a 

primarily consensual form involving compromise between dominant and 

subordinate groups (Cox 1977:387; 1981:153). For instance, a wealthy and a 

poor country negotiate terms of a loan. A hegemon may support an 

international institution such as the International Monetary Fund (IMF) to 

not only standardize these negotiations, but also to influence them. Private 

lenders often send potential borrowers to the IMF to negotiate a stabilization 

program before granting a loan or refinancing previous loans (Cohen 1982; 

Lipson 1979). The US created and was the primary financier of the IMF in 

order to develop a stable liberal order. 

The US encouraged open markets through the General Agreement on 

Tariffs and Trade (GATT). The US offered to reduce American trade barriers 

on a reciprocal basis. This offer induced other countries to reduce tariffs and 

to limit discrimination (Baldwin 1985:208). Participating nations agreed to the 
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use of most-favored-nation trade reduction treaties, lower trade barriers, and 

reciprocity in trade negotiations (Brawley 1993:185). By establishing 

institutions and norms of behavior, the US coordinated or shaped the 

interests and policies of all participants. In essence, the hegemon rebuilt 

states in its own image to fit its system. 

Economically advanced countries continue to support the basic 

principals of GATT as demonstrated by successive GATT negotiations. GATT 

is biased in favor of the wealthy. The bargaining principle of reciprocity 

underlies all tariff reductions under GATT. Poor states are at a disadvantage 

by the necessity to offer rich states an equivalent tariff concession for every 

tariff redu.-iion they receive from them (Blake and Walters 1987:35). The 

poor have few bargaining chips (Spero 1990:204). The wealthy profit from 

GATT and therefore will continue to support it or similar institutions. In 

short, the US created an institution to benefit the advanced capitalist 

countries and now that group supports the basic principals and norms of 

behavior of GATT. 

The US also established the Bretton Woods system (including the IMF 

and World Bank) to maintain a liberal economic order well into the future. 

This monetary system molded the interests of participants. According to Bird 

(1996:149), "the Bretton Woods system sought to create order by co-ordinating 

economic policy internationally through adherence to a set of agreed 

exchange rates, by liberalising trade flows, and by providing external finance 

to cushion balance of payment adjustment." The World Bank would provide 

long-term finance when private capital failed to do so. The Bretton Woods 
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system provided currency convertibility, which facilitated the international 

flow of capital and trade. 

The dollar played a pivotal role as the key currency of international 

exchange and reserve. Participants agreed to a fixed exchange rate system 

defined in terms of the dollar price of gold. US leadership was crucial for 

monetary management in that the US agreed to preclude a dollar 

devaluation. In the first decade of the Bretton Woods system, the 

accumulation of dollar balances accounted for roughly half of incremental 

liquidity with gold accounting for less than one-third (Eichengreen 1989:275). 

This means that countries had confidence in the dollar. They were willing to 

accumulate wealth in the form of dollars. After all, America s gold stock was 

worth six times the value of the dollar claims accumulated by foreign 

governments in 1949 (Eichengreen 1989:275). The dollar was the most 

important source of liquidity in the immediate post-WWII period. 

By the end of the 1960s, foreign exchange reserves again accounted for 

about half of total global reserves, but the share of US dollars declined as 

Eurodollars and other foreign currency grew in importance (Eichengreen 

1989:276). It makes sense that the value of Eurodollars increased as Europe 

recovered from the war. What is curious is the fact that countries continued 

to hold dollars even though the value of foreign government claims on the 

US exceeded US gold reser\'es by 1965. Europe wanted to maintain the status 

quo. As Eichengreen (1989:277) explains it, "in part, the importance of 

American foreign investments and the size of the U.S. market for European 

exports caused other countries to hesitate before cashing in their chips. Yet 

foreign governments also saw dollar convertibility as essential to the defense 
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of the gold-dollar system and viewed the fixed exchange rates of that system 

as an international public good worthy of defense." The US could no longer 

sustain the Brctton Woods System. President Nixon took the US off the gold 

standard in 1971. The fixed exchange rate system collapsed. 

Against a background of extreme economic uncertainty, the G-7 rose to 

the occasion. It collectively managed the floating exchange rate system or at 

least the effects of flexible rates. The major monetary powers - the US, the 

UK, France, VV. Germany, Japan, and Italy held their first official economic 

summit at the French chateau of Rambouillet in 1975. They agreed to the de 

facto floating exchange rate system. By 1977, it was apparent that flexible 

exchange rates did not obviate the need for international collaboration. The 

dollar had plummeted, and most oil-importing countries were mired in a 

recession. At the Bonn summit in 1978, Carter advanced the 'locomotive 

strategy' for economic growth. It called for coordinated national economic 

policies. In the summit declaration, as previously stated, the German 

delegation promised to take measures to strengthen demand and achieve a 

higher rate of growth. Likewise, Japan and France agreed to follow 

expansionary policies. The Japanese committed to import growth and export 

restraint. For its part, the US declared it would curb inflation by reducing 

proposed tax cuts and government expenditure projections. The US also 

promised to reduce its dependency on imported oil and raise the prices paid 

for oil in the US. These policy commitments were actually implemented at 

the national levels (Putnam 1984:81). They stabilized exchange rates by 

affecting a better pattern of world payment balances. Since the 1970s, the G-7 

governments have intervened and coordinated their policies to manage 
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exchange rate crises as demonstrated by the Plaza Agreement in 1985 and the 

Louvre Accord in 1987. Both dealt with exchange rate adjustments and 

stabilization. The G-7 summits, especially the meetings of finance ministers, 

have become the main institutions for exchange rate management. The G-7 

exerts considerable influence over the world-economy and its participants 

through exchange rate management. 

In short, the G-7 countries collectivelv intervened in the world-' J 

economy in 1978 to stabilize exchange-markets. They successfully reduced the 

variance of daily exchange-rate changes for the currencies of the seven 

countries (Von Furstenberg and Daniels 1992:14). The G-7 members also 

successfully coordinated their policies to stabilize exchange rates under the 

Plaza Agreements and the Louvre Accord in the 1980s. The 1990 Houston 

Summit provides another example of effective policy coordination among 

the G-7 countries. They developed an approach to aid Eastern Europe and the 

former Soviet Union including endorsing the European Bank for 

Reconstruction and Development (EBRD). In addition, the G-7 continue to 

support the main institutions of the liberal economic order: the IMF, World 

Bank, and GATT. The means to achieve stability and economic development 

sound very familiar. The main difference between more recent years and the 

immediate post-WWII period is that the G-7 has replaced the LFS as the 

hegemon. 

Emulation. The third method of persuasion entails the hegemon promoting 

itself as a model of economic development. Great capitalist powers have 

large shares of world trade and investment. Other states, wanting to be rich 
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and powerful, will enxulate the hegemon's policies even if they are 

inappropriate for development in that particular state (Krasner 1976:322). 

Countries follow the lead of the hegemon. For instance, in the 19th century, 

American entrepreneurs modeled their industrialized company towns after 

those in northern England (Taylor 1994:364). The US as well as European 

countries profited from emulating the British industrial state. In the 20th 

century, the Americans created what Taylor (1994:364) refers to as the first 

corporate state based upon an affluent society. A combination of production 

and consumption are the driving forces of the corporate state. Western 

European countries and Japan adopted this "consumerist" path of 

development (Arrighi 1994:365). 

The US, as the hegemon, created a system in which economies are 

compatible. Secondary powers caught up to the US, but they did not surpass 

or challenge the US as they gained economic power. The major powers did 

not threaten one another, but instead became more interdependent as 

evidenced by the fact that most trade and foreign direct investment flows 

among a few core countries. Their economies converged or became 

integrated into the liberal economic order. Convergence of their political and 

economic systems explains why the G-7 countries drift within a narrow range 

of economic performance. Their economies are congeneric. They have 

developed along similar lines, all converging at the apex of the hierarchical 

order. None are powerful enough to remain at the top alone, but together 

they can maintain the hegemonic order. 

If states are emulating the hegemon, by definition, their political and 

economic systems are compatible with the hegemon. This is not to suggest 
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that these countries do not compete with one another. They are economic 

competitors, but it is not a zero-sum game. According to advocates of free 

trade, all may gain in a liberal economic order. In such a system, the size of 

one's GDP, monetary reserves, trade, and foreign investment measures one's 

success. States attempt to acquire these capabilities. They encourage trade and 

investment. The hegemon abets this behavior by reshaping the world-

economy, norms, and interests of states to coincide with its own preferences. 

Stability or the constancy of the liberal economic order is easier to 

maintain when states are similar -- when there are few dissenters. If 

countries participate in the capitalist world-economy, i.e., they adhere to the 

rules and norms governing the main economic regimes, then they are 

consenting to the hegemonic order. Legitimate hegemonic power encounters 

less resistance. As Nye (1990:32-3) states it, "if it can help support institutions 

that encourage other states to channel or limit their activities in ways the 

dominant state prefers, it may not need as many costly exercises of coercive or 

hard power in bargaining situations." The US did not need to use military 

force to establish a liberal economic order. American capital was much 

needed and sought-after. The US concentration of economic power enabled it 

to create international institutions and implement liberal rules (Brawley 

1993:196-7). States consented to the basic principles of the liberal economic 

order. In short, the US created a hegemonic order in which power took a 

primarily consensual form (Cox 1981:153). The stage was already set for 

multicentric cooperation to take place when US economic power declined. In 

the last half of the 20th century, the G-7 countries, as a group, have the 

necessary capabilities, interest, and influence to be called the group hegemon. 
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Conclusion 

The G-7 can only perform hegemonic functions as a group. 

Individually each country falls short of having the necessary capabilities and 

influence to provide liquidity, manage exchange rates, maintain large open 

markets, and supply productive capital investment for the world. The 

evidence presented herein indicates that the US is no longer the sole 

hegemon. While the US ranks in the top seven in terms of aggregate wealth, 

trade, and FDI, it does not dominate the world-economy. Despite the decline 

of US economic superiority, the concentration of power within the core has 

remained relatively stable. The total concentration of G-7 power has also 

remained constant throughout the post-WWII period. This indicates that the 

waning of US predominance was balanced by a waxing of G-6 power. The G-7 

has replaced the US at the apex of power. This group acts as a collective 

hegemon in "ihat it supplies liquidity for the world-system, manages exchange 

rates, maintains large open markets for goods, and provides an 

overwhelming share of the world's productive capital investment. 

The members of the G-7 are completely entrenched in the liberal 

economic order. They are the largest aid donors. The G-7 members also have 

huge shares of world trade and investment. The fact that the G-7 members 

are the largest importers gives them leverage over the majority of countries 

that need access to their markets. Individually, the members of the G-7 do 

not have a large enough comparative advantage in resource capabilities nor 

in influence to be the hegemon. They can only perform hegemonic functions 

as a group. The G-7 summits foster the necessary conditions for cooperation 
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among the members. These include mutual interests, a shadow of the future, 

and a limited group number. Group hegemony is predicated on the 

assumption that its members share a compatible view of the liberal economic 

order. They have a mutual interest in sustaining the liberal economic order, 

and know that they must cooperate to maintain the system. The G-7 

countries still compete with one another, but they also comply with agreed 

upon rules and coordinate their policies in times of crises to ensure the 

perseverance of the capitalist world-system. Chapter four examines the 

correlation between the group hegemon and the liberal economic order. 
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CHAPTER 4; THE HEGEMON AND THE LIBERAL ECONOMIC ORDER 

In the company town analogy, the liberal economic order is like the 

company. Two basic factors characterize a smoothly operating company. 

First, the workers are well-integrated into the company. They are dependent 

on their jobs for income. Second, the company competes in open markets. 

This optimizes efficiency in production and fosters economic growth. The 

proprietor intervenes to facilitate integration and maximize profits. Like the 

company town, integration and economic openness represent a well-

functioning or stable, liberal economic order. Integration means that 

countries are dependent on trade and capital flows for their economic well-

being. Economic openness refers to minimal trade barriers and capital 

controls. The hegemon facilitates the integration of countries into the world-

economy and fosters economic openness. It accomplishes this by maintaining 

international rules to promote open markets and safeguards to limit the costs 

of participating in the capitalist world-economy. Rules reduce uncertainty in 

an anarchic international environment. They standardize behavior with 

respect to trade and capital flows. Safeguards assist countries during 

economic difficulties. Rules and safeguards encourage countries to participate 

in the order. These features ultimately result in a well-integrated and a more 

open economy. 

In essence, the hegemon, via international rules and safeguards, 

maintains stability. Stability simply refers to the continuity of the capitalist 

world-economy. Its defining features, the flow of trade and capital across 

borders, are maintained at high levels over time. In this chapter, I argue that 
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the main features of the liberal economic order have endured. Although the 

hegemon and the rules governing trade and capital movements have 

changed over the post-WWII period, the underlying principal of the liberal 

economic order has remained constant: to foster international transactions 

among states. 

A liberal economic order advances economic growth, maximizes 

market and production efficiency, and increases overall well-being of states. 

Most states are not self-contained entities. They cannot fulfill the needs and 

desires of their citizens alone. Countries need to participate in the world-

economy just as workers need their jobs. Participation means that states 

maintain relatively open markets in order to receive reciprocal treatment 

from others. Each country produces that in which it has a comparative 

advantage. Economic rewards are not equal, but all participants profit in 

absolute terms (Gilpin 1987:22). This sounds simple; a global division of 

labor, based on specialization, benefits all participants. 

If countries gain from participating in the liberal economic order, then 

why is a hegemon necessary? Without the hegemon countries would lose 

most of their benefits because the hegemon furnishes the world's main 

supply of liquidity, stabilizes exchange rates, provides the largest open import 

markets, and supplies the vast majority of foreign investment. The hegemon 

is the only country or group of countries with enough economic power to 

supply these goods. As was shown in chapter three, the G-7 accounts for 

about three-fourths of the core's power even though the G-7 constitutes less 

than one-third of the core's membership. During the 1950s and 1960s, the US 

was responsible for a majority of the G-7's power, but by the mid-1970s, parity 
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rather than preponderance characterized the distribution of power among the 

G-7 countries. The G-7 is the group hegemon. In short, the G-7 controls an 

overwhelming share of economic power. This group alone has the ability to 

supply money and manage exchange rates as demonstrated by the fact that the 

world's mailt currencies are that of the G-7 countries. The G-7 countries are 

also the main export destination for the vast majority of countries in the 

world (IMF 1995a; The Economist 1990). In addition, the G-7 supplies an 

overwhelming amount of total foreign investment (IMF 1996). Given the 

enormous power of the G-7 and its provision of resources, the liberal 

economic order would cease to exist without the participation and support of 

the G-7. 

The G-7 countries coordinate their policies in times of crises to restore 

stability to the liberal economic order. The G-7 has effectively intervened in 

currency markets as was demonstrated in chapter three. When the 

overvaluation of the dollar threatened both the openness of the world 

trading system and international financial stabilit)', the G-7 coordinated their 

national exchange-rate and macroeconomic policies to defuse the crisis 

(Bergsten and Henning 1996:10). The G-7 members also coordinated their 

policies to ameliorate the stock market crash of 1987. Their coordinated 

intervention eased the debt crisis of the developing countries, and the 

transition of Russia and other Eastern bloc countries. In addition, the G-7 

countries helped finance the Gulf War in 1991 (Summers 1996:8; Bergsten and 

Henning 1996:10). The hegemon is necessary' to resolve global economic 

crises. 
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The difficulty of maintaining a liberal order arises from the costs of 

economic interdependency. By definition, participation means that states are 

integrated into the capitalist world-economy. They are interdependent. Each 

state attempts to maximize its economic well-being by gaining greater profits 

or larger shares of global markets. Competition imposes considerable costs on 

countries. These may include lower profits, higher unemployment rates, and 

lower savings due to competition from imports, cheaper labor, and monetary 

incentives abroad. Protecting oneself against the costs of interdependency 

may be individually rational, but collectively irrational. Protectionism may 

result in disaster as it did in the 1930s. Each state faces a tug-of-war between 

international interdependency and national autonomy. Geiger (1988:6) 

summarizes the problem as follows: "the more highly integrated an 

international system is, the greater are the basic tensions within it between 

the pressures to obtain the benefits of international interdependence and the 

pressures to limit the costs by preserving and increasing national freedom of 

action." 

The hegemon provides a balance between the benefits and costs of 

integration. Ruggie (1982:393) refers to this balance as the compromise of 

embedded liberalism. This compromise, in the words of Ruggie (1982:393), 

"would safeguard and even aid the quest for domestic stability without, at the 

same times triggering the mutually destructive external consequences that 

had plagued the interwar period." The hegemon contributes to the domestic 

stability of states by providing safeguards, such as, aid or foreign investment. 

It also promotes international stability by establishing rules to lessen 

uncertainty. These rules, for example, regulate currency convertibility and 
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trade negotiations to reduce tariffs. In short, the hegemon supplies liquidity, 

manages exchange rates, maintains open markets, and provides foreign 

investment even during global recessions. After WWII, for instance, the US 

acted as the primary financier of the International Monetary Fund (IMF). One 

of the Fund's mandates is to reduce the domestic costs of engaging in 

international trade. It finances short-term balance of payments deficits. States 

can depend on the IMF instead of restricting imports or devaluing their 

currency to correct short-term deficits. Of course this safeguard depends on 

the IMF being funded. 

The purpose of this chapter is first to identify the liberal economic 

order in terms of its three basic subsystems: money, trade, and foreign 

investment. For the v^hole to be stable, each of its parts must have rules to 

promote openness and safeguards to limit costs. This chapter examines these 

three subsystems with respect to their rules and safeguards. These liberal 

economic features characterized the world-economy in the 1950s and the 

1960s. The US integrated countries into the capitalist world-economy, and 

fostered freer trade and capital movements across borders. It achieved 

international integration and openness by establishing rules and safeguards. 

It is widely agreed that the capitalist world-economy was stable during 

America's reign. The task ahead is to examine whether or not these features 

continue to describe the world-economy in the latter half of the post-WWII 

era. Do international rules and safeguards still exist? Do they continue to 

facilitate trade and capital movements across borders? And if so, is a 

hegemon still necessary to maintain them? 
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Identifying the Liberal Economic Order 

The liberal economic order emerged from the ashes of the inter-war 

trade experience. Policy makers in the 1930s were aware of the benefits of free 

trade, yet they could not implement liberal trade policies. Countries 

conducted international economic transactions on a bilateral basis, each trying 

to gain the advantage over their neighbor. These national policies created an 

international environment plagued by uncertainty. It was better to protect 

one's domestic economy by erecting barriers than to risk the consequences of 

being one of the few with an open economy. A League of Nations report 

describes the problem as follows. 

Trade was consistently regarded as a form of warfare, as a vast 
game of beggar-my-neighbor, rather than as a co-operative 
activity from the extension of which all stood to benefit. The 
latter was the premise on which the post-war conferences based 
their recommendations - a premise accepted by all in theory but 
repudiated by almost all in practice. It was repudiated in practice 
because, as the issue presented itself on one occasion after 
another, it seemed only too evident that a Government that did 
not use its bargaining power would always come off second best. 

League of Nations 1942:22 

Countries resorted to economic nationalism. They erected trade barriers and 

imposed controls on capital. Slower growth accompanied falling trade levels 

(Moon 1996:4). Restrictive trade and exchange significantly contributed to the 

instability of the world-economy in the 1930s. 

What would prevent the post-WWII order from suffering the same 

fate as the inter-war system? The world-economy, like the company, is not a 

steady, automatic operation. The hegemon resolves global economic crises. 
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and facilitates trade and capital flows. If countries with an overwhelming 

share of the world's power refuse to participate in and support the system, the 

liberal economic order would cease to exist as previously discussed. In the 

post-war era, the most powerful countries advocate and adhere to a 

multilateral system of rules and regulations. This code of conduct governs 

the monetary, trade, and investment subsystems. In terms of the monetary 

aspect, the US created a system of currency convertibility based on the gold-

dollar standard. It provided a widely accepted means of payment for 

transnational transactions. The rules governing the monetary system 

changed in the early 1970s, but the function of the monetary system remains 

the same: to provide currency convertibility and liquidity in order to conduct 

international transactions. With respect to the trading system, countries 

continue to negotiate tariff reductions, and world trade has expanded 

throughout the post-WWII era. Multilateral or international rules govern 

both the monetary and trade subsystems. If states wish to benefit from these 

regimes, they must comply with the liberal rules. The foreign investment 

subsystem differs in that bilateral treaties are common rather than one set of 

rules applicable to all. However, since the most economically powerful states 

provide foreign investment, they set the terms. As we shall see below, the 

terms reduce controls on capital. One reason that this subsystem is different 

may be that it is relatively new. Currency convertibility and trade have been 

around since the beginning of the state system, whereas flows of foreign direct 

investment became wide-spread in the late 20th century. The foreign 

investment system appears to be moving in the same direction as the money 

and trade systems with respect to one set of rules applicable to all. For 
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example, foreign investment issues were brought within the framework of 

GATT at the Uruguay Round. All members of GATT must implement the 

trade related investment measures (TRIMs) agreed to at the multilateral trade 

negotiations as will be discussed in chapter five. 

The US along with the major Western powers established three 

institutions to promote these rules and safeguards: the International 

Monetary Fund (IMF), the International Bank for Reconstruction and 

Development (IBRD), and the General Agreements on Tariffs and Trade 

(GATT). These institutions serve two purposes. First, they Integrate 

countries into the liberal economic order. Countries have to become 

contractual-partners or abide by the liberal rules in order to receive benefits. 

Second, these institutions facilitate freer trade and capital movements. As 

Moon (1996:77) states it, "Each institution was designed to prevent one of the 

three forms of beggar-thy-neighbor policies that abounded in the 1930s: tariff 

barriers (GATT), competitive exchange-rate devaluations (IMF), and capital 

controls (IBRD)." These institutions are tools used to expand trade and capital 

flows. Hirsh (1993:119) concludes that "by virtue of controlling 64 percent of 

world GNP, the G-7 countries set policy in multilateral institutions; the 

World Bank and the IMF only finance it." If the hegemon retracted its 

support from the IMF, World Bank, and GATT, it would severely weaken 

these institutions, if they survived at all, since the hegemon is the main 

financier and world trader. The hegemon is the principal player in the 

monetary, trade, and foreign investment subsystems because of its vast global 

economic power. 
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The following discussion examines the three subsystems, money, trade, 

and foreign investment. Each part begins by identifying the purpose and 

rationale of the subsystem. It then specifies the conflict between the costs and 

benefits of integration within each subsystem. The remainder of each section 

investigates the association of the hegemon and economic integration or 

openness. 

The Monetary Subsystem 

The purpose of the monetary subsystem is to provide a means to 

conduct transnational economic transactions. This involves the 

maintenance of currency convertibility and liquidity. The difficulty arises 

from linking national money supplies, while avoiding competitive exchange 

rate devaluations. If currencies are interdependent then countries will gain a 

comparative advantage in trade by devaluing their currency. The US 

provided a balance between international interdependency and self-interested 

national autonomy. It established a multilateral system of payments based on 

world-wide convertibility of currencies, and created safeguards to protect 

domestic stability (Kenwood and Lougheed 1992:236; Gilpin 1987; Spero 1990). 

This monetary system, known as Bretton Woods, was based on international 

rules to reduce uncertainty in the anarchic international environment. 

When the US could no longer maintain the Bretton Woods system in the 

early 1970s, the G-7 inter\'ened. The group hegemon revived the monetary 

system by maintaining or creating new multilateral rules and safeguards. 
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The Early Years. In the immediate post-WWII period, currency convertibility 

was synonymous with the gold-dollar standard. Fixed exchange rates were 

the rule of the day. Countries could peg their currency to either gold or the 

dollar. The US supplied the necessary dollars. It also provided the principal 

financing for the IMF. The IMF was charged with the duty of managing 

exchange arrangements and providing funds to correct short-term 

disequilibriums in member's international balance of payments. In short, the 

IMF eliminated foreign exchange restrictions and provided resources. Both 

actions encouraged world trade. The rules governing the monetary system 

included a fixed exchange rate based on the dollar. Countries made and 

accepted international payments premised on this standard. 

The IMF also provided safeguards for countries that encountered 

difficulties due to exchange rate interdependency. In the words of Kenwood 

and Lougheed (1992:237), "the fund established a pool of currencies upon 

which members could draw. This was made of the contributions of members, 

based on assigned quotas, the individual size of which was determined by the 

level of the contributing country's gross national product and its importance 

in world trade." By the 1960s, the IMF's compensatory financing allowed 

countries experiencing a shortfall in export receipts to draw up to 50 percent 

of its quotas (Kenwood and Lougheed 1992:265). A country could count on 

the IMF to carry it over short-term balance of payment difficulties. If deficits 

persisted, the Fund would sanction currency devaluation as long as the 

problem was not due to the country's domestic economic policies. These 

international rules and safeguards exemplify the comprise between 

international and national policy commitments. The US, via these rules, 
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facilitated the switch from rigid bilateral to multilateral transactions. It 

established the necessary conditions for the growth of world trade. The IMF 

provided the institutional arrangement to link national money supplies and 

promote financial integration (Shephard 1994:17). The US was the principal 

financier of the IMF. The US also supplied the necessar}' dollars to finance 

the international system of payments. 

The Later Years. The US abandoned the gold-dollar standard in 1971. 

Flexible or floating exchange rates replaced the Bretton Woods system 

although most peripheral nations continued to peg their currency to one of 

the core nation's currency, usually their main trading partner. This economic 

integration caused the peripheral economies to be sensitive to economic 

fluctuations in the core. It is thus the responsibility of the core plavers to 

maintain stability. Although the IMF continued to provide safeguards, the 

group hegemon had to establish new rules to govern the changing monetary' 

system. 

Policv autonomv and massive financial flows caused flexible rates to 

function poorly or result in instability (Gilpin 1987). Cohen (1993:147) labels 

the intrinsic incompatibility of exchange-rate stability, capital mobility, and 

national policy autonomy as the "unholy trinity." The conflict arises from 

states attempting to pursue independent monetary objectives within an 

integrated financial market. According to Cohen (1993:147), "to preserve 

exchange-rate stability, governments will then be compelled to limit either 

the movement of capital (via restrictions or taxes) or their own policy 
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autonomy (via some form of multilateral surveillance or joint decision 

making)." 

In 1986, the G-7 countries settled on the latter solution. They agreed to 

surveillance of their macroeconomic policies and coordinated management 

of exchange rates. In essence, they realigned their economic policies. 

Realignment involves three elements: surveillance, policy guidelines, and 

adoption of recommended policies (see Dobson 1991; Crockett 1989). 

Surveillance refers to monitoring statistical indicators to measure economic 

performance of the G-7 members. These performance indicators include GNP 

growth rates, interest rates, exchange rates, and trade balances among others. 

Policy guidelines were developed with the knowledge that the members are 

interdependent. Any action one takes may affect another country. Remedial 

action would be taken if a member's policy adversely affects another member. 

The Managing Director of the IMF acts as an objective supervisor. This policy 

coordination process maintains economic stability. It is most successful at 

ameliorating crises as was discussed in chapter three. The rules are flexible in 

order to meet the changing nature of the world-economy. The monetary 

subsystem continues to perform its function; it facilitates economic 

transactions and fosters monetary integration. The G-7 members coordinate 

their policies when necessary to stabilize exchange rates as was demonstrated 

in chapter three. They facilitate the operation of the monetary subsystem. 

Two events, in addition to flexible exchange rates, precipitated 

monetary integration in the latter half of the post-WWII period (see 

Kenwood and Lougheed 1992; Spero 1990:41-43). The first event, the growing 

number of multinational banks, spawned large financial flows. For example. 
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reciprocal currency swaps between European countries and Japan and the US 

contribute to economic stabilization. Kenwood and Lougheed (1992:267) state 

that in "several of the British payments crises of the 1960s, the Bank of 

England was able to maintain the value of sterling by borrowing extensively 

from continental central banks at the critical moment." Loans from 

commercial banks to less developed countries also increased dramatically. By 

the 1980s, debtors experienced severe financial difficulties due to a second oil 

crisis and a global recession. The debt crisis threatened to dissolve important 

banks in the advanced industrialized countries, especially the US. The 

economically developed countries dominate the International Monetary 

Fund. The Fund, at the urging of these countries, played the leading role in 

brokering a settlement to the debt crisis. The settlement involved a package 

deal in which the private banks, the Fund, and wealthy countries loaned new 

money (Henning 1996:178-180). The debt crisis exemplifies the costs of 

interdependency and the necessity of the hegemon to provide safeguards to 

mitigate the costs. As Henning (1996:179) concludes, "the debt crises is thus a 

classic example of the major governments applying the resources and 

capabilities of the Bank and the Fund to manage a serious policy problem, the 

solvency of their banks and domestic banking systems and the international 

financial system." The G-7 ultimately proposed that the Fund create an 

'Emergency Financing Mechanism' to address future crisis (Henning 

1996:190). In this case, the support of the group hegemon was vital to anchor 

the stability of the monetary subsystem. Without their support, the debt 

crisis, more than likely, would have ended in the disintegration of the 

current system. 
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The second event to precipitate monetary integration entails the 

evolution of Euromarkets. Beginning in the 1960s, Eurocurrency markets 

provided another source of lending. The prefix "Euro" is a misnomer 

because Eurocurrency refers to all offshore currency deposits and loans. 

Eurocurrency markets can offer highly competitive interest rates both for 

depositors and borrows because they are not subject to state regulation. Even 

though Eurocurrency markets depart from the IMF system, they uphold its 

basic principle: they provide a means to conduct international economic 

transactions. Wealthy countries benefit from participating in Eurocurrency 

markets. These markets integrate the economic powers into the liberal 

economic order. This is a safeguard in the sense that the system would not 

prevail without the support of the most powerful countries. These private 

sector developments, both the growth of multinational banks and 

Eurocurrency markets, greatly contribute to monetary integration and to the 

internationalization of production and distribution of goods and services 

(Shephard 1994:39). 

The Trading Subsystem 

The purpose of a trading regime is simply to expand trade. The 

underlying rationale is that the growth of world trade results in high levels of 

employment and real income at the national level. As international trade 

expands, countries increasingly specialize in producing that in which they 

have a comparative advantage. The effect is the availability of more goods for 

consumption at lower prices. Domestic benefits would be even greater if 

countries could export to open markets, but control imports. Open trade is 
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collectively desirable but not individually rational. In an anarchical system, 

the incentive to defect is great unless there is a dominant actor to sustain the 

system (Kindleberger 1973,1981:247; Gadzey 1994:62). 

The Early Years. The US laid the basis for trade relations. It encouraged trust 

by accepting, even advocating, asymmetrical trade relations. It promised to 

keep its markets open as long as countries acted within boundaries as 

specified by the General Agreement on Tariffs and Trade. In the early post-

WWII years, the US was the most productive economy, which cushioned it 

against import competition and thus, protectionist pressures. Powerful 

business and labor groups within the US supported open trade. This allowed 

the US to implement more liberal trade policies (Wiener 1995:16). The fact 

that the US was the largest importer and exporter influenced others to comply 

with the GATT system. Krasner (1976) concludes that hegemony explains the 

open trade structure in the 1950s and 1960s. "During these years the structure 

of the international trading system became increasingly open. Tariffs were 

lowered; trade proportions [to aggregate economic activity] were restored well 

above interwar levels." (Krasner 1976:337) 

For trade to expand, markets must be open and predictable. States must 

commit to international rules and obligations. Multilateral trade 

negotiations are the means to create such markets and government policies. 

The GATT provides the procedural basis for reducing world-wide import 

duties and institutionalizing fair trading relations. Members negotiate 

reciprocal tariff reductions on a product by product basis. Agreed upon 

concessions are extended to all members under the most-favored-nation 
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principal. This is a multilateral approach, which eliminates preferential or 

discriminatory trade arrangements. It precipitates reasonably fair trading 

relations in which each contracting party enjoys access to markets on a 

reciprocal basis (Kenwood and Lougheed 1992:24). 

The rule-based multilateral GATT system greatly contributes to the 

success of free trade. It brings entire areas of commercial activity under law. 

GATT is equipped with two mechanisms for interpreting and enforcing 

international trade laws. The first is a panel process. A panel of experts, 

drawn from member countries that have no direct interest in the conflict, 

review and settle trade disputes. The second mechanism is a surveillance 

system to assess trade policies. These mechanisms impose international 

constraints on national trade behavior. Countries are unlikely to deviate 

from the norms because reputation is extremely important in repeated and 

interlinked games. Any action a state takes today will have future 

consequences in trade and capital flows. In short, the GATT system reduces 

uncertainty in the international environment, and thus increases 

participation. Only countries that are integrated into the liberal trade regime 

benefit from it. 

The Later Years. As American economic domination eroded and other 

countries "caught up" to the US, the American demand for protectionism 

resonated throughout the world. As the world's largest importer, the 

consequences of American defection could be dire. Yet, global protectionism 

has not accompanied a decline in US economic power (Krasner 1976:340). 

The fact is that international trade has continued to expand throughout the 
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post-WWn period, with the exception of a few recessionary years, namely 

1958, 1975, and 1982 (Kenwood and Lougheed 1992:286). The GATT system 

has improved rather than disintegrated. For example, the Uruguay Round 

negotiations, which were set in motion in 1986, refined the panel process and 

the surveillance system. The panel process is now subject to strict timetables. 

In addition, it more clearly specifies enforcement procedures. According to 

Gardner (1996:199), a country that loses its case before GATT must bring its 

laws into conformity with its GATT obligations within a set period of time. If 

it fails to do so, "it must compensate the affected countries with equivalent 

trade concessions, or trade retaliation will be authorized against it."(Gardner 

1996:199) Under the new World Trade Organization (WTO), trade retaliation 

is not necessarily equivalent. For example, the Organization may authorize 

retaliation in the form of higher tariffs on exports from a country that 

violates intellectual property rights (Gardner 1996:200). The WTO also has 

greater power to address the "free rider" problem. In the past, GATT 

members have received the benefits of most-favored-nation treatment 

without extending the same commitments to others. Under the WTO, 

contracting parties must submit schedules of market access commitments for 

industrial goods and agricultural goods and services (Gardner 1996:200). 

Multilateral trade negotiations continue to be incredibly successful in 

reducing trade barriers. Tariffs have declined from their peak in the 1930s, 

and are generally very low throughout the world today (Moon 1996:19). As a 

result of eight trade rounds, GATT has lowered the average tariff in industrial 

countries from approximately 40 percent before the first MTN in 1947 to 
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approximately 4 percent after the Uruguay Round negotiations in 1994 (Laird 

and Yeats 1990:1; Moon 1996:77; Gardner 1996:196). 

Multilateral trade negotiations began in 1947 with 23 countries. By 

1949, GATT already governed four-fifths of global trade (Moon 1996:77). Most 

countries have become more dependent on trade over the post WWII period 

for their economic well-being. They must join GATT to reap its international 

trade benefits. The GATT membership has grown from its original 23 

signatories to 96 countries in 1994, with 28 others in the process of negotiating 

accession into the GATT trading system (Moon 1996:77). GATT provides a 

means to expand trade. It establishes a set of rules to reduce uncertainty about 

future market access, and a forum for multilateral trade negotiations (World 

Trade Organization 1995:20). 

The liberal trade ideology does not eliminate protectionism. The 

GATT system is replete with exceptions. Indeed, the rise in non-tariff barriers 

(NTBs) in the late 1970s, early 1980s, appeared to signal a relapse into 

protectionism. NTBs are important because they undermine GATT. NTBs 

involve bilateral or other discriminatory arrangements. These replace the 

cornerstone of GATT ~ its multilateral, non-discriminatory trading policies. 

For example, the US and Japan have negotiated bilateral export restraint 

arrangements on cars. A number of events precipitated the rise in this new 

protectionism. Two successive oil shocks in 1973 and 1979 resulted in a global 

recession. Another cause of rising protectionism was the surge of imports of 

inexpensive manufactures from first Japan, then the newly industrialized 

countries, and later China. These imports threatened industrial sectors in 

western Europe and North America (Boltho 1996:253). 
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The evidence on the increase and effect of non-tariff barriers is 

ambiguous. For example, Boltho (1996:252) notes that although the share in 

GDP of government subsidies rose in the 1970s and 1980s, it "has since 

declined almost back to its 1973 level." Laird and Yeats (1989) present 

empirical evidence on the growth of NTBs from 1966 to 1986. They use direct 

measures (e.g., export restraints, quotas, anti-dumping duties) and indirect 

measures (e.g.., advertising restrictions and customs clearance procedures). 

Both direct and indirect measures distort trade flows. They found that the 

imposition of NTBs increased by 23 percent from 1966 to 1986. This evidence, 

however, is misleading. According to Laird and Yeats (1990), upon a closer 

examination of the statistics, voluntary export restraints constituted the 

major form of NTBs. Their use is concentrated in a few specific sectors such 

as ferrous metals, agriculture and transportation equipment. In addition, the 

OECD points out, in regard to Laird and Yeats' 1989 findings, that these 

statistics do not indicate the restrictiveness of the measures or whether quotas 

actually succeed at restricting imports (OECD 1993:23). Furthermore, the 

massive growth in transnational corporations lessens the effect of trade 

barriers. The bottom line is that the trade regime has not fallen apart and, in 

some areas, trade has become more open (Webb & Krasner 1989:195). World 

trade continues to expand and integrate countries. As the World Trade 

Organization (1995:21) concludes, "the rising ratio of world trade to world 

output is the centerpiece of evidence on the pace of global integration and 

growing interdependence among nations." 

The group hegemon is essential for the maintenance of the 

international trading subsystem. Without the support of the G-7, the svstem 
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would cease to exist. The major capitalist countries continue to be contractual 

members of GATT. They are also the main export destinations for goods 

from most countries. One of the G-7 members is the largest export 

destination for almost three-fourths of all countries for which there was data, 

141 in total, in 1987-88 (The Economist 1990:158-161; IMF 1989). The hegemon 

provides the main safeguard. It assures countries that their main export 

markets will remain open. The G-7 states are also the largest and second 

largest export destination for one another (The Economist 1990; IMF 1989). 

This suggests that the G-7 countries are interdependent. They have a mutual 

interest in coordinating their policies to maintain open markets among 

themselves as well as between the group and the rest of the world. Wiener 

(1995:12) implies that the interdependence between the largest players in the 

GATT regime may account for the success of the Uruguay round. They are 

integrated into the liberal economic order and cooperate to maintain it. 

The dependency of countries on international trade determines their 

integration into the world-economy. Trade integration is easily measured by 

calculating a country's trade as a share of its GDP. Summers and Heston 

(1994) provide this measurement. This indicator reveals how dependent a 

country is on global trade for its economic well-being. This measurement 

avoids some common problems of simply looking at the value of trade as an 

indicator of a liberal economic order. The latter measurement is difficult to 

compare over time and across countries because of fluctuating exchange rates, 

oil price shocks, and other disturbances. 

Integration indicates economic openness. States maintain relatively 

open markets to receive reciprocal treatment from others. A liberal trade 
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order should not be confused with free trade. The latter would be measured 

by national protectionist policies such as tariffs or government subsidies. No 

state has agreed to free trade. Trade relations among states are negotiated 

within the framework of GATT. The major players, those with the most 

bargaining power, have agreed to certain levels of protectionism. Even so, 

tariffs have become almost irrelevant (Webb & Krasner 1989:194). Non-tariff 

barriers are concentrated in a small number of sectors and are extremely 

difficult to quantify. The point here is that it is almost impossible to measure 

national protectionist policies, and even if they could be measured 

adequately, they would have to be considered in conjunction with agreed 

upon protectionist policies. Only those policies beyond the agreed upon 

protectionism would be considered international trade barriers. 

Figure 4.1 plots levels of power concentration with trade integration.^" 

The latter increases, for the most part, throughout the period, while power 

concentration decreases from its high in the 1950s. The initial decrease in 

power is probably due to the WWII effect (Nye 1990). As war-torn nations 

recovered, power was redistributed throughout the system. In the late 1970s, 

the level of power decreased slightly, perhaps due to the oil shocks, and then 

levels off. The scatter diagram (figure 4.1) strongly indicates a structural 

break, i.e., the slope for the earlier period is different from that of the later 

period. The line of best fit appears to be a downward-sloping, vertical line for 

the 1950s and 1960s. By contrast, the slope of the line is clearly horizontal for 

'"Ray and Singer s (1973) formula was used to derive a power concentration statistic, as 
previously stated. Figure 4.1 covers 43 annual observations of economically advanced capitalist 
countries from 1950 to 1992. This set of countries was chosen for a number of reasons. The 23 
countries included in this set were sovereign states over the entire period. Data are readily 
available and reliable. In addition, these countries account for about 70 percent of world trade 
(IMF 1995a, 1989). 
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the 1970s on. It is interesting to note that trade integration does not increase 

substantially until the latter period.'^ The group hegemon accounts for the 

relatively steady level of power in the last half of the post-war period. The 

presence of the group hegemon, that is, the stability of power concentration 

from 1975 on, is positively associated with trade integration as predicted by 

the theory of group hegemony. As the power of the group hegemon remains 

fairly stable, economic integration is maintained at high levels. 

'•^The change from US hegemony to group hegemony has been gradual. The concentrahon of 
power declined until approximately the mid-1960s. The change from single to group hegemony 
took place in the 1970s. The transition was completed by the 1980s. Declining hegemony, the 
transition phrase and group hegemony should each affect trade integration differently, 
.^alysis of variance was used to test the difference of means for these three phases. They were 
statistically significant at the .05 level and the n* was .83. 
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The Foreign Investment Subsystem 

The purpose of the foreign investment subsystem is to reorganize 

financing, production, and distribution on a global scale. International 

production optimizes efficiency and profits. The problem is that it also 

expands international integration, while reducing national autonomy. The 

American car industry illustrates the point. There is a great deal of pride and 

nationalism tied to the American car industry, yet there is no such thing as an 

all-American car. If its resources, parts, and assembly were ail-American, the 

car would cease to be competitive internationally or domestically. Once 

again, the hegemon provides a balance between the costs and benefits of 

integration. It is the largest supplier of foreign investment, which creates 

capital and jobs abroad. For instance, while some American assembly plants 

are moving abroad, Japanese companies are locating in the US. Chrysler 

assembles the Sebring automobile in Toluca, Mexico, while Mitsubishi's 

primary assembly site for the Eclipse is located in Normal, Illinois (Cobb 

1996:31A). The hegemon increases predictability by continually providing 

foreign investment. It also decreases uncertainty by establishing standardized 

rules and providing safeguards for both home and host countries. 

Foreign direct investment (FDI) means that a corporation or investor 

owns a share in economic units in other countries (Gilpin 1987:231). FDI 

inflows and outflows take three forms: equity capital (the purchase of shares 

of an enterprise in a foreign country); reinvested earnings (the investor's 

share of earnings reinvested); and intra-company loans or intra-company debt 

transactions (borrowing and lending of funds between parent and affiliate 

enterprises) (UNCTAD 1995:384). Funds held and moved by transnational 
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corporations (TNCs) augment or deplete available capital resources in home 

and host countries (Shepherd 1994:31-2). The initial direct investment 

appears as a capital account outflow in the home country and an inflow in the 

host nation. Remitted earnings and disbursements of interest and dividends 

contribute to current account inflows and thus GNP in the home country, but 

detract from the economy of the host country. This is an important point to 

note because FDI integrates both capital and current accounts of participating 

countries (Shepherd 1994:31-2).'"* Stated differently, FDI links national 

economies. 

The home industry and country benefit from international production 

by becoming globally competitive. The corporation decreases overhead, 

increases profits, and expands market access by investing overseas. Its 

repatriated profits contribute to the home country's GNP. On the negative 

side, the home country loses capital, technology and jobs as they move 

overseas. The home country's loss is the host (recipient) country's gain. The 

costs incurred by the host country include the loss of national autonomy as 

foreign investors gain control over local capital, businesses, workers, and 

even consumption habits as the investor advertises and introduces new 

products to local markets. Both home and host countries need rules and 

safeguards to reduce uncertainty and promote participation. They need the 

hegemon to provide the bulk of FDI and to compensate those who cannot 

compete in open capital markets. 

'•"Capital accounts refer to international capital inflows and outflows, whereas current accounts 
are based on trade balances and earnings from foreign investment, services, and transfers. 
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The Early Years. The US was one of the few countries able to export capital in 

the early post-WWII years. Most countries, especially those of war-torn 

Europe and Japan, needed foreign investment. Although the host countries 

resented the growing American influence within their countries, FDI was a 

necessary evil. It was not an issue or problem to be rectified. The Bretton 

Woods system made few references to capital movements and controls. In 

fact, controls on capital were sanctioned in order for countries to avoid capital 

flight. Individual members retained almost complete authority over this area 

as long as they did not impede currency convertibility and multilateral 

payments. 

The US gained economic preeminence in world markets, especially in 

Western Europe and Japan, through foreign investment (Gilpin 1987:242). 

FDI linked the US to its host countries. The US produced overseas, and 

imported goods from these countries (Gilpin 1987:244). It created an 

integrated economic order through the exchange of capital, technology, and 

goods. In the early years, the need for capital and the benefits of foreign 

investment for the US were enough to encourage integration and greater 

liberalization of capital. 

The Later Years. Despite America's declining prominence in foreign 

investment in the last half of the post-war period, the trend continued toward 

greater liberalization of capital. By the 1980s, the other G-7 members 

achieved parity with the US, with respect to foreign investment, and even 

surpassed it at times. According to Wiener (1995:14), "the volume of foreign 

investment has grown four times faster than world output and three times 
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faster than world trade from 1983-1990." International monetary integration 

expedited the increase in transnational capital flows in the 1970s and 1980s 

(Goodman and Pauly 1995:303). Technological advances increased the ease 

and decreased the time needed to transfer funds across borders. In addition, 

the growth of multinational banks and Eurocurrency markets rendered 

capital controls ineffective. Cohen (1996:279) notes, for example, that the 

emergence of the Eurocurrency markets "eroded the effectiveness and raised 

the cost of existing restrictions on financial flows and eventually led 

governments to grant even more freedom for private operations." 

Multinational banks and Eurocurrency markets provided alternative sources 

of funding for TNCs engaged in reorganizing their financing, production, and 

distribution on a global scale. 

In an integrated monetary system, the costs of imposing capital controls 

are too high. Goodman and Pauly (1995:303) illustrate the point. If a country 

desired to stimulate growth and create jobs, it would pursue an expansionary 

monetary policy and reduce interest rates. This policy results in capital 

outflows as investors seek higher rates of return on their money abroad. The 

country then imposes controls to stop the outtlow. Transnational 

corporations, or any businesses for that matter, may respond by moving 

operations offshore. As Goodman and Pauly (1995:303) conclude, "the 

domestic savings base essentiallv shrinks. In this instance, the countr\' finds 

itself in a worse position than when it started." 

The key point is that countries must deregulate and liberalize capital in 

order to attract foreign and domestic investment. Industries go where costs 

are lowest and profits are highest. As Webb (1995:17) notes with regard to 
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financial industries, "Once a major state begins to liberalize its capital 

markets, others are forced to follow if they do not want to lose business to 

foreign financial centers. This process of competitive deregulation can lead to 

a situation in which international capital controls are significantly less 

restrictive than would be preferred by any individual state." The 

governments of economically developed countries substantially relaxed 

controls on international capital movements in the 1980s (Webb and Krasner 

1989:191). Others were forced to follow suit. According to the UN (I995:xx), 

368 out of 373 FDI regulatory changes around the world from 1991-1994 

encouraged greater liberalization. Legislative changes contributed to a more 

liberal FDI framework. 

Unilateral legislative changes were followed by bilateral treaties 

between developed and developing countries. The developed economies 

demanded protection after some Third World host states nationalized TNCs. 

LDCs had to prove they were friendly toward TNCs in the form of legislation, 

and then conclude bilateral treaties. Developing countries, faced with 

indebtedness and shortages of foreign exchange resources, agreed to these 

treaties that protected TNCs (UN 1988). As stated in chapter three, almost all 

of these bilateral treaties include a provision on fair and equitable treatment 

of foreign investors including compensation and due process of law (UN 

1988:334-5). They also include dispute settlement clauses. They usually 

mandate arbitration within the framework of the International Centre for 

Settlement of Investment Disputes. The Centre provides a complete legal 

structure for dispute settlement. It is the administrative branch of the 

Convention on the Settlement of Investment Disputes between States and 
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Nationals of other States (1965), concluded under the auspices of the World 

Bank (Fatouros 1996:543). More than 400 highly standardized bilateral 

investment treaties are in force today (Fatouros 1996). This fact indicates that 

more and more countries have opened their economies to foreign direct 

investment. 

Flows of foreign investment continue to flood the world-economy-

"Their nominal annual average growth rate of 34 per cent between 1985 and 

1990 exceeded by far that of merchandise exports (13 per cent) and nominal 

GDP (12 per cent)," according to the UN (1992:1). Figure 4.2 shows the growth 

in outflows and inflows from 1975-1992. Clearly, world-wide investment 

flows have grown over this period. Figure 4.3 demonstrates the importance 

of FDI to domestic economies. It measures the average ratio of inward FDI 

flows to gross domestic capital formation. This measure represents FDI 

integration. Like trade, FDI integration continues to be maintained at high 

levels.'' 

'"It should be noted that trade is a more important indicator of integration for reasons that will 
be discussed in chapter five. Suffice it to say here, that the ratio of total gross domestic capital 
formation to GDP is much less than the ratio of trade to GDP as will be demonstrated in chapter 
five. This means that trade is more important to the economic well-being of countries. 
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Figure 4.3 Share of Foreign-Direct-Investment Inflows to Gross 
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The bulk of foreign investment flows within the industrialized West. 

According to the World Investment Report (1992:2), "some three fourths of 

world investment flows take place among developed countries and, in 

particular, are concentrated in the Triad (the United States, the European 

Community and Japan)." This indicates increasing economic integration 

among these countries. Advanced market economies are extremely 

compatible in terms of their monetary, trade, and foreign investment 

systems. This interdependency provides a safeguard in that these countries 

have a stake in preserving the liberal movement of capital. Without the 

support of these states, as was the case in the trade regime, the foreign 

investment system would cease to exist. In addition to foreign investment, 

the group hegemon supplies aid and continues to support the World Bank. 

The World Bank does not compete with private investment; it offers funds to 

countries that cannot obtain them in private capital markets. 

In short, the rules and safeguards of the foreign investment subsystem 

have become increasingly similar to those of the trade regime. Almost all 

EDCs are signatories of the Convention Establishing the Multilateral 

Investment Guarantee Agency (MIGA) (adopted in 1985), and the Settlement 

of Investment Disputes between States and Nationals of Other States (adopted 

in 1965). The former agreement protects those who supply foreign 

investment. The latter safeguards both home and host countries. In addition 

to these agreements, a multilateral framework governing international 

transactions in services was negotiated during the Uruguay Round of GATT. 

Services-sector FDI constitutes approximately half of total outflows from most 

major home countries (UN 1992:2). A multilateral code of conduct is 
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currently being proposed by the wealthy few to further govern the majority of 

capital movements. According to the UN (1995:xxi), OECD countries intend 

to negotiate a Multilateral Agreement on Investment. They hope to complete 

a treaty, open to OECD and non-OECD members alike, by 1997. There has also 

been a proposal to negotiate an investment agreement in the World Trade 

Organization in the same vein as the multilateral trade negotiations. Greater 

integration of the most economically powerful countries acts as a safeguard in 

that it ensures their continued support of the system. Safeguards are also 

provided for those who cannot compete successfully in the system. 

Conclusion 

The group hegemon pursues policies that promote relatively free trade 

in goods and services and deregulation of capital markets. In this type of 

global economic environment, it is difficult for any country to rebel without 

paying a costly price. The hegemon, through its rules and policies, curtails 

options open to states, and molds their national policies. As countries 

become more integrated, and rivers of trade and capital flow freely 

throughout the world, each country becomes more susceptible to policy 

changes in other countries. The group hegemon is necessary to thwart crises 

and maintain openness. 

G-7 summits force ministers and central bankers to justify their 

domestic policies to their international counterparts (Hirsh 1993:119). The G-

7 maintains stability. The liberal economic order has weathered shocks such 

as the oil crisis, exchange rate fluctuations, and the debt crisis. The G-7 
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members cooperated in each of these instances to ameliorate the crises. They 

have coordinated their policies to stabilize exchange rates, kept their markets 

opened, and provided financing for Third World debtors. In essence, they 

support multilateral rules and provide safeguards to maintain the stability of 

the monetary, trade, and foreign investment subsystems. 

The rules governing the monetary subsystem have changed from fixed 

to flexible exchange rates. The Fund managed exchange arrangements in the 

early years, whereas the G-7 countries agreed to multilateral surveillance to 

stabilize exchange rates in the latter post-WWII period. The safeguards, 

provided by the Fund, remain intact today. The most economically powerful 

countries continue to finance the IMF as well as provide loans and aid to 

countries in need. In addition to these safeguards, the EDCs have become 

increasingly integrated into the capitalist world-economy through the growth 

of multinational banks and Eurocurrency markets. Integration of the most 

powerful is an important safeguard because the EDCs have traditionally been 

the most independent states, yet their support is crucial for the survival of the 

liberal economic order. 

International trade rules have gained greater substance over the post-

WWII period. The extent to which commercial activity is subject to 

international regulation has increased tremendously with each successive 

multilateral trade negotiations round. The last negotiations, the Uruguay 

Round, strengthened enforcement procedures and mechanisms. Certainly, 

these rules reduce uncertainty in the international environment and increase 

participation in the trading system. Safeguards continue to be provided as the 
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largest importers, the G-7 countries, maintain open markets as long as 

countries act within specified boundaries. 

The G-7 opened their economies to foreign investment flows. Other 

countries were forced to follow their lead in order to attract domestic and 

foreign investment. The rules governing world-wide flows of investment 

are standardized. They protect investors against undue seizure of property. 

They also provide legal means for dispute settlement to safeguard both home 

and host countries. As the world's largest supplier of foreign investment, the 

group hegemon's participation is essential to maintain the flow of capital. Its 

integration into the world-economy affirms that it will continue to support 

the foreign investment regime. It is dependent on inflows and outflows of 

capital to be globally competitive to maintain its high standard of living. 

Countries are integrated into the world-economy through trade and 

capital flows. These transactions link national economies. These exchanges 

must be reciprocal in nature or open within specified limits to reduce 

uncertainty for participants. Economic integration or relatively open 

markets are key indicators of a stable, liberal economic order. Economic 

integration has increased throughout the post-WWII period. The evidence 

provided in this chapter indicates that the group hegemon contributes to 

greater integration. It provides safeguards and adheres to international rules 

to reduce uncertainty and to standardize economic behavior. It is highly 

doubtful that the liberal economic order could have survived the exchange 

rate and debt crises without the presence of the group hegemon. Given that 

the G-7 controls a majority of thtr world's trade and capital flows, their 

cooperation and support is essential to maintain a stable world-economy. 
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Chapter five examines the effect of economic integration on the gap 

between the rich and poor of the world. 
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CHAPTER 5: ECONOMIC INTEGRATION AND THE CORE-PERIPHERY 

GAP 

Most workers join a company-town because they benefit from such 

action. Yet, company-towns are commonly perceived as quagmires in which 

victims sink into a pit of debt and dependence. In a similar manner, 

developing countries find the capitalist world-economy advantageous. Their 

average annual growth rate was 4.6 percent between 1980 and 1991 as 

compared to 3.0 percent for the industrial countries (United Nations 

Development Programme 1994:183). And yet, the gap between the rich and 

poor has grown over the post-World War II period. "Between 1960 and 1991, 

the share of world income for the richest 20% of the global population [mostly 

in the industrial countries] rose from 70% to 85%", according to the United 

Nations Development Programme (1994:35). If developing countries (LDCs) 

benefit from participation in the liberal economic order, why has the 

economic gap between the developed and developing countries increased? 

The purpose of this chapter is to examine how the rules governing 

international transactions help sustain the gap. Countries are integrated into 

the liberal economic order. They abide by its rules. Although all participating 

countries benefit in absolute terms, the rules governing international 

transactions contribute to inequality within the capitalist world-system. The 

rules are biased in favor of the wealthy few. The LDCs do not have the power 

to change the rules. For example, the economically developed countries 

(EDCs) have negotiated and substantially reduced tariffs to about four percent 

on products of importance to their economies. By contrast, those products of 
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particular interest to LDCs, such as textiles and footwear, are subject to tariffs 

that are over twice as high as those for the EDCs' goods. This chapter 

examines international rules that help maintain the core-periphery gap. 

The liberal economic order was discussed in chapter four in terms of 

three subsystems: money, trade, and foreign investment. The focus herein is 

on trade. The monetary system simply provides a medium of exchange to 

facilitate flows of trade and investment across borders. It does not necessarily 

contribute to or detract from the international gap. By contrast, the benefits 

from trade and investment are directly associated with economic 

development and growth. The wide-spread flow of foreign investment is a 

relatively recent phenomenon. Multilateral or international rules governing 

investment are new. They appear to be moving in the same direction as 

those of trade as will be discussed. In terms of the long-standing core-

periphery gap, the focus should be on the well-established trade rules. 

This study begins with a discussion of the two prevailing theories that 

address international comparative development. The first perspective, 

modernization, is based on the "Western" development experience. 

Countries advance through stages of economic development, which 

culminate in industrialization and economic growth. Over the post-WWII 

era, the developing countries have greatly increased their production of 

manufactured goods. They have modernized and participate in the world-

economy, and yet, the gap persists. Modernization theory fails to explain 

growing economic disparity between rich and poor countries. 

The dependency/world-systems approach offers ar alternative 

explanation of comparative development. It focuses on historical processes of 
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the core's exploitation of the periphery. Exploitation began with colonialism 

and the core's extraction of primary commodities from the periphery. Today, 

exploitation takes the form of foreign direct investment. It is true that foreign 

investment flows may be beneficial, although they are less productive than 

domestic investment. However, the detrimental impact of foreign capital 

penetration on developing economies is well documented (see, e.g., Dixon 

and Boswell 1996; Wimberley and Hello 1992; Wimberley 1990; London and 

Williams 1988; Bomschier and Chase-Dunn 1985; Bornschier, Chase-Dunn, 

and Rubinson 1978).'^ The theory of group hegemony does not debate the 

merits of the dependency argument. Group hegemony is intended to 

complement rather than compete with dependency/world-systems theory. 

Group hegemony examines the rules governing international trade rather 

than foreign investment dependency. 

Most financial flows to the South go to a small handful of developing 

countries. During 1989-92, 72 percent of all foreign investment flows to the 

South went to only 10 countries: China, Mexico, Malaysia, Argentina, 

Thailand, Indonesia, Brazil, Nigeria, Venezuela and South Korea (UNDP 

1994:62). In addition, foreign investment constitutes a very small portion of 

most developing countries' capital formation as illustrated in table 5.1. This 

explains why the majority of LDCs have not gained on the core with respect 

to capital accumulation and development; the periphery is severely limited 

in its ability to raise investment capital. Given these facts and the existence of 

a vast literature on how foreign investment affects LDCs domestically, this 

'"See Firebaugh (1996, 1992) for a counterpoint. 
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chapter will focus on the rules of trade as a less obvious, but predominant 

means to maintain the core-periphery structure. 

Table 5.1 

The Ratio of Foreign Direct Investment Inflows to 
Gross Fixed Capital Formation and the Ratio of Gross Fixed Capital 

Formation to Gross Domestic Product, 1981-1993 
(in percent) 

Host Region 
1981-1985 1986-1990 1991 1992 1993 

Host Region (annual average) 
1991 1992 1993 

Developed Economies 2.2 4.6 3.3 3.0 3.5 
(20.9) (20.9) (20.2) (19.7) (19.9) 

Developing Economies 3.3 3.2 4.4 5.8 7.1 
(23.3) (24.5) (21.0) (18.4) (19.7) 

Source: UNCTAD, Division on Transnational Corporations and Investment. World Investment 
Report 1995: Transnational Corporations and Competitiveness. NY; United Nations, Annex, 
Table 5. 

Note: Figures in the first line in each region indicate the ratio of FDI flows to gross capital 
formation. Those in the second line, in parentheses, indicate the ratio of gross fixed capital 
formation to gross domestic product. 

Over the last two decades, the focus of dependency research has shifted 

from trade to foreign investment dependency. One of the main reasons for 

this change of venue is that the developing countries have gained a greater 

share of world exports and the exports of manufactured goods over the post

war period. They have also diversified with respect to export markets or 

trading partners. This means that developing countries have become less 

dependent in terms of trade concentration. Trade, however, still significantly 

impacts the economic well-being of almost all countries. Exports of goods and 
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services as a percent of GDP in 1993 averaged 32.42 percent for industrial 

countries and 37.02 percent for developing countries (IMF 1995:150-1). Given 

the importance of trade, a new theory is needed to explain the role of trade 

integration in maintaining the economic gap between the wealthy and poor 

countries of the world. 

Group hegemony examines how the rules governing transnational 

trade facilitate the gap. This does not diminish the role of history, national 

attributes and policies in development. It simply means that international 

rules play a large part in maintaining the core-periphery structure. These 

rules include: greater preferential treatment for core countries than LDCs; 

higher tariffs and non-tariff barriers on products of particular interest to 

developing countries; and tariff escalation, i.e., tariffs increase as products 

undergo greater processing. Raw materials are often tariff free. This 

encourages developing countries to export primary products rather than 

investing in the production of processed goods (Finger and Messerlin 1989:6). 

These rules will be discussed in terms of how they maintain the gap between 

the rich and poor countries of the world. 

Theoretical Background 

With the collapse of colonial empires after WWII and the 

establishment of new, independent states, a vast literature on the 

"developing" nations emerged. Social scientists working in this area attempt 

to explain why the gap between the advanced North and the underdeveloped 

South persists. Modernization theorists, like Apter (1965), Levy (1966), and 
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Rostow (1971), posit that the Third World will eventually follow the same 

path of deveIopmer\t as the industrialized countries. This approach 

emphasizes Weberian concepts of rationality, institutionalization, 

specialization and differentiation of political and economic institutions 

within a state. In sharp contrast, the dependency/world-systems approach 

derives its theoretical basis from Marxist notions of structural 

transformations and the role of economic forces in explaining social reality 

(Almond 1987). It focuses on the capitalist world-system and the constraints it 

imposes on developing nations. 

The following discussion will broadly compare the two prevailing 

theories based on what they attempt to describe, their basic assumptions, and, 

most importantly, their relative utility in explaining the persistent gap 

between rich and poor nations. The focus will then turn to the theory of 

group hegemony. I argue that the prevailing theories fail to adequately 

address the issue of international inequality. Modernization theorists neglect 

to consider the effect of the international environment on national 

development. Dependency/world-systems theorists focus on how 

international economic factors, such as trade and foreign investment 

perpetuate the core-periphery structure. By contrast, the theory of group 

hegemony takes a more political approach. It is the rules that govern these 

economic transactions that maintain the gap in the post-war era. These rules 

are biased in favor of the wealthy few. 
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The Modernization Perspective 

Traditional theories of modernization view political and economic 

development as an evolutionary continuum of societies moving from the 

traditional to the modern. Traditional societies are characterized by little 

social mobility, mostly primary economic activities, undifferentiated political 

structures and hierarchical sources of authority. Modem societies, in contrast, 

exhibit high rates of social mobility, complex and highly differentiated 

economic systems and highly differentiated political structures with rational 

legal sources of authority. These features are characteristic of advanced 

industrialized countries in the West. Modernization theorists assume that 

traditional states will undergo the same processes of modernization as the 

industrialized Western nations. Almond (1960:64) notes, for example, that 

the study of developing countries requires one to "master the model of the 

modem" which is derived from an analysis of Western industrialized 

countries. This assumption suggests that developing nations should attempt 

to simulate Western technology, values (i.e., secular rationality), and 

economic and political institutions. It also assumes that economic growth 

and political development are compatible. In sum, traditional theories of 

modernization imply that there is a single inevitable and uniform process of 

development that closely resembles the path followed by the United States 

and Western Europe. 

Huntington (1968) attempts to take modernization beyond its 

monolithic approach to development. He agrees with traditional theorists 

that modernization involves industrialization, economic growth, increasing 

social mobility, and political participation. He argues, however, that 
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modernization is also accompanied by rapid social and economic changes, 

which may result in political decay rather than development. Economic 

growth and political development are not always compatible. Huntington 

analyzes the relationship between economic growth and stability. Violence 

and instability or the breakdown of the political system is "most likely to 

occur in societies which have experienced some social and economic 

development and where the processes of political modernization and 

political development have lagged behind the process of social and economic 

change."(Huntington 1968:265) Huntington (1968:314) goes on to argue that 

the "impact of modernization on political stability is mediated through the 

interaction between social mobilization and economic development." In the 

same vein, Muller (1988) demonstrates that middle income countries, such as 

Brazil and Chile, tend to be more unstable than low income countries because 

these middle income nations also tend to exhibit a higher level of income 

inequality. The success of modernization, both in economic and political 

terms, appears to depend on it being coupled with growth with equit)'. 

Growth with equity played an important role in the success of South 

Korea, Taiwan, and to a certain extent, China. These countries implemented 

land redistribution programs early in their development efforts. In South 

Korea, for example, land was taken from the Japanese owners and 

redistributed to the Koreans under the auspices of the Americans in 1949. 

Land tenancy dropped from 70 percent to 30 percent that year. These 

countries also increased their health and education benefits for the majority 

of citizens and developed a low cost delivery program (Grant 1976). While 
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efficiency and careful investment greatly contributed to the success of these 

countries, the role of equity should not be minimized. 

The Asian newly industrialized countries (NICs), including South 

Korea, Taiwan, Hong Kong, and Singapore, are classified as semi-peripheral 

countries. They are gaining on the core with respect to overall wealth. Other 

countries, such as Brazil, India, and Mexico, have also moved up the global 

economic ladder in terms of their GDP and industrial base. Unlike the Asian 

NICs, these other middle income countries exhibit tremendous income 

inequality within their borders. The elite few benefit from modernization 

rather than the masses. The internal distribution of wealth is important 

because it relates to the domestic stability of a country as discussed above. 

Income inequality is positively correlated with instability in middle income 

countries (Muller 1988). The more stable a country the more likely it is to 

attract foreign commerce and investment. 

At best, modernization theory explains, to a small extent, the 

development of the newly industrialized countries. It fails, however, to 

seriously consider international forces in contributing to the success of 

countries such as South Korea and Taiwan. Both countries were at the 

Western front of the Cold War. This may be one reason the US gave 

considerable amounts of aid and favorable trading status's to both countries. 

When the most powerful sell some of their power for strategic or economic 

reasons, the recipients advance. In the immediate post-war period, the US 

exchanged some of its power for strategic security in Europe, Japan, Taiwan 

and South Korea. The US also played its "China" card against the former 

Soviet Union. This argument is consistent with Billet's (1993:16-17) assertion 



142 

that "some LDCs are in essence 'targeted' for economic development, 

whereas others are, in relative terms ignored." In short, there are two main 

reasons countries are targeted: their geopolitical location and their economic 

potential. The former referred to a country's strategic importance to the 

Western containment doctrine. "The latter was especially important in 

illustrating to the non-aligned and radicalized' LDCs that economic growth 

and development was best facilitated by association with democratic 

capitalism and the United States", according to Billet (1993:17). More recently. 

Western capitalists have targeted big emerging markets (BEMs) because the 

BEMs offer large, untapped consumer markets, low wages, and other 

profitable investment opportunities such as large government contracts to 

build their infrastructure. BEMs include China, Hong Kong, Taiwan, 

Singapore, South Korea, Indonesia, India, South Africa, Poland, Turkey, 

Mexico, Brazil, and Argentina (U.S. Dept. of Commerce 1995). 

Modernization theory neglects to consider the importance of the 

"Western" capitalist system in explaining the development of targeted 

countries and the underdevelopment of most of Africa and a large part of 

Asia and Latin America. Modernization theorists ignore both historical 

conditions as well as the relationship between the advanced industrialized 

countries and the developing nations. How can we apply the development 

experience of the industrialized West to the developing countries when we 

are looking at different time periods, different global and domestic 

conditions? Modernization theorists fail to account for these factors. 

Moreover, they neglect to take into consideration that development takes 

place within the larger realm of the capitalist world-system. International 
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factors, such as the asymmetrical economic relations between economically 

advanced countries and developing nations, affect domestic conditions. 

These voids in modernization theory prompted many scholars to search for 

alternative theories and interpretations of underdevelopment. 

The Dependency/World-Systems Perspective 

The dependency theory offers an explanatory approach to comparative 

economic growth and income inequality. This perspective stems from the 

work of several social scientists (Prebisch 1959; Frank 1969; Dos Santos 1970; 

Galtung 1971; Emmanuel 1972; Amin 1977) who analyzed historical processes 

of imperialism. Through colonialism most societies were brought into the 

modern world-system by the nineteenth century. The historical evolution of 

core nations extracting commodities from the peripheral nations cultivated 

dependent, asymmetrical economic relations. A world order evolved from 

these dependent relations which worked to the advantage of core countries 

and to the disadvantage of the peripheral nations. 

Dependency theory was often criticized as being too simplistic. A 

broader theory was needed that examined the dynamic processes of the world-

economy and the long-term structural constraints imposed on developing 

states, rather than focusing on just the effects of imperialism. In essence, 

Wallerstein globalized dependency theory. The world-systems perspective is 

a holistic approach to the political economy of the world order.'' The system 

''The difference between dependency and world-systems theory is vague. Smith (1985:54) 
argues that the dependency literature studies the effects of imperialism itself. Its focus is 
therefore on a part and not on the whole. Many social scientists working in this area, with the 
exception of Smith, combine dependency and world-svstems theor\- (see Dixon 1985; Rothgeb 
1987; Marshall 1985; Semyonov and Shenha\' 1988). 
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provides a framework within which states operate and which conditions the 

relationships between states. This world-system is comprised of states 

arranged in a hierarchical structure consisting of the core, semi-periphery and 

periphery (Wallerstein 1974). The relationships among countries in this 

three-tiered structure form a pattern characterized by asymmetrical economic 

dependency. The system is manifested and perpetuated through processes of 

unequal exchange and capital accumulation. 

Wallerstein (1974:401) asserts that the operation of unequal exchange is 

enforced by core states on peripheral areas. In the 1950s, the vast majority of 

developing countries exported primary commodities, and imported most of 

their manufactured products. This resulted in dependence on foreign 

exchange earnings to purchase manufactures. This dependence retarded the 

growth of developing countries in comparison to industrial states because it 

was accompanied by declining terms of trade. The value of primary 

commodities declined relative to the value of manufactured products in 

world trade. 

Two market factors underlie declining terms of trade. Emmanuel 

(1972) refers to the first factor as the theory of unequal exchange. 

Manufactured products translate into higher wages and higher prices due to 

higher input costs (see also Amin 1980). This is especially true in the core 

where labor is highly organized and thus has greater bargaining power. 

Primary commodities do not result in the same spin-off effects (Galtung 1971). 

This means that one day of labor in the periphery produces less purchasing 

power in the world-economy than the equivalent time of labor in the core. 

The core reaps a greater profit from trade than the peripherv. The second 
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factor underlying declining terms of trade is that primary products experience 

relatively lower income elasticity than manufactures. Stated differently, the 

demand for primary products does not increase proportionately to increases 

in income. As people become more affluent they buy more manufactured 

goods rather than primary commodities. 

The developing countries responded to declining terms of trade by 

pursuing an import-substitution strategy. The idea was to restrict imports in 

order to encourage domestic industrialization, or to replace imports with 

domestic production. Savings from the reduced expenditure on imports 

along with export earnings from primary commodities were invested in 

industry and the infrastructure ~ energy, transport, and communications ~ 

needed to support industrial development (Krueger 1995:7). Import-

substitution strategy was intended to increase autonomy and decrease 

dependence of the periphery on the core. However, this strategy required the 

import of capital equipment and intermediate goods, which often exceeded 

restricted-import savings and export earnings (Krueger 1995:9; Diaz-Alejandro 

1965). Moreover, domestic demand for these manufactures was not great 

enough to spur economic growth. Internationally, industrial goods in which 

the LDCs had the greatest comparative advantage — textiles, apparel, and 

footwear (unskilled labor-intensive products) ~ faced high tariffs in the core. 

The exports of manufactures, on average in the periphery, grew slowly, if at 

all (Krueger 1995:10). 

Countries pursuing an import-substitution strategy experienced 

negative balance-of-payments. Many countries turned to the International 

Monetary Fund (IMF) for help. Under the direction of the IMF, these 
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countries implemented "stabilization" programs. According to Krueger 

(1995:11), these programs included "'austerity' measures to reduce the 

demand for foreign exchange, a change in the nominal exchange rate, some 

liberalization of the trade regime, and several other reforms." The 

implementation of these policies was also necessary to attract the inflow of 

capital. Additional financing was crucial, especially in the 1970s to offset oil 

price increases. By the 1970s, it was clear that the export-oriented strategy 

adopted by Taiwan, South Korea, Hong Kong, and Singapore was more 

successful than the import-substitution approach to development.'^ Most 

developing countries abandoned import-substitution and adopted more 

export-oriented policies. By the 1980s, the developing countries had become 

more integrated into the world-system rather than less dependent. 

In sum, dependency/world-systems theory takes an international 

approach to development, whereas modernization theory begins from the 

position that development is national. The modernization approach focuses 

on indigenous characteristics of states. Development involves implementing 

the "right" domestic policies. The traditional modernization approach 

assumes that states and individuals operate on relatively equal footing in the 

market place. In short, development is a matter of relatively autonomous 

states advancing roughly along the same paths at different times and at 

different speeds. Modernization theory adequately describes Western 

development, but fails to account for the widening gap between rich and poor 

countries. By contrast, the dependency/world-systems approach examines the 

hierarchical ordering of the capitalist world-system and how it inhibits 

"'See Krueger (1995) for details on the experience of East Asian NlCs and the failure of import-
substitution strategy. 
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development in the Third World. National economies are incorporated into 

the global capitalist economy. This perspective assumes that the market is 

not internationally free and a state's competitive ability depends on its 

international status as well as its attributes. Stated differently, a state's 

economic development reflects the particular structural position a country 

occupies within the capitalist world-system. Rectifying asymmetrical 

economic relationships between states requires international structural 

changes rather than domestic policy adjustments. The dependency/world-

systems approach provides a more comprehensive perspective of 

development since most countries must operate within the capitalist world-

system. 

The dependency/world-systems approach simplifies the study of 

development by focusing on the global capitalist system. This is 

concomitantly a great contribution and great weakness of the world-systems 

perspective. It offers a parsimonious explanation of the advanced 

development of the core nations as well as the underdevelopment of the 

peripheral states, but its scope is limited because its theoretical construct is 

based primarily on historical processes and international economic factors. 

World-systems theory is often criticized as leading to economic reductionism 

which, in turn, results in a deterministic perspective of development. It fails 

to take into account that since WWII, the US has used its global dominance to 

encourage trade, and thereby growth in the Third World, and discourage 

dependency and colonial ties (Chirot 1986). A historv of imperialism and 

dependency still affect LDCs today, but the gap should have narrowed given 

the following facts. Peripheral countries have reduced their dependency on a 
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single, colonial power. Many LDCs have become competitive producers of 

manufactured goods, and have diversified their markets. Many core 

countries, such as Belgium and the Netherlands, are equally dependent on 

trade for their economic well-being. Other core states are highly in-debted. 

Then why has the economic gap between the few wealthy states and the 

majority of poor countries persisted throughout the post-war period? 

The theory of group hegemony articulates the international political 

factors that contribute to the economic gap in the post-WWII era. Group 

hegemony theory exposes the underlying rules or framework that maintain 

the core-periphery structure. It advances a political argument as to why the 

core-periphery structure prevails in contrast to dependency/world-systems 

theory, which presents an economic discourse. Group hegemony 

complements rather than competes with dependency/world-systems theory 

as previously stated. This new theory examines the global distribution of 

wealth — the gap ~ rather than the underdevelopment of individual 

countries. The theoretical discussion focuses on political factors, i.e., the rules 

that govern international economic transactions. 

The theory of group hegemony contends that the power structure 

remains constant despite the fact that the majority of countries benefit from 

participating in the liberal economic order. The developing countries join 

the capitalist world-system because they benefit from it in absolute terms. 

They have increased their exports, which results in greater economic growth. 

As previously discussed, the core countries, headed by the G-7, provide the 

largest import markets. This gives them the power to make the rules. These 

rules reflect the interests of the hegemon as well as the other core countries. 
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Since these states are more powerful than peripheral countries, it seems 

logical to assume that the core would demand greater benefits from the 

system. The core countries must be satisfied with the distribution of benefits. 

The majority of trade and foreign investment flows among core countries, 

which means that they have the potential power to disrupt the system. As 

long as the core members are satisfied with their benefits they will not 

challenge the hegemon nor the system. The rules are biased in favor of the 

most powerful. These rules include preferential treatment, high tariffs and 

non-tariff barriers on sensitive products, and tariff escalation. The focus here 

is on tangible actions and outcomes rather than the intentions or motivations 

of states. The hegemon adheres to and enforces rules and provides safeguards 

to maintain a world-system biased in its favor. The rules and safeguards also 

benefit the periphery, but they do not facilitate equality. Individual countries 

may move up and down the economic ladder, but the basic core-periphery 

structure remains constant. 

The following section examines whether or not the liberal economic 

order, i.e., post-WWII economic integration, contributes to the gap. Is 

hegemonic economic integration, as represented by the rules that govern 

economic transactions, associated with the core-periphery structure? 

Economic integration benefits LDCs, but not enough so that they have the 

power to change the rules. The core makes concessions and transfers enough 

resources to the periphery to integrate developing countries mto the liberal 

economic order, but not enough to change the global distribution of power. 

The rules governing transnational economic interactions remain biased in 

favor of the core. 
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The Theory of Group Hegemony 

The focus here shifts from economic factors to the rules that govern 

international economic transactions with an emphasis on trade. The world 

trading subsystem is commonly characterized as a liberal, or open subsystem. 

This is not the same as laissez faire. In the liberal economic order, states 

intervene to implement nondiscriminatory and predictable policies under 

the GATT system (Finger and Dhar 1994:196-7). The emphasis here is on 

government intervention or policies rather than market forces. Countries 

negotiate tariff reductions or openness. Successive rounds of negotiations 

have resulted in rules to regulate international trade. Bhagwati (1990) refers 

to this trading subsystem as a "fixed rule trading regime" in which a set of 

rules governs access to markets. 

The rules under GATT are intended to regulate the trade behavior of 

states. It appears, however, that the most powerful determine the rules. 

Negotiations under GATT are based on reciprocity. The negotiation process 

takes place among importing countries and principal suppliers of a specific 

good. LDCs are not large importing countries nor are they principal suppliers. 

Developing countries are not able to offer developed countries equivalent 

tariff concessions for tariff reductions they receive. This means that the LDCs 

are restricted in effectively negotiating policies pertaining to their key exports. 

Products of particular interest to LDCs, such as semi-processed materials, 

rarely receive comparable reductions in tariffs at multilateral trade 

negotiations as those products of export interest to EDCs. 
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In the world-economy, those with the largest import markets are the 

principal players. This group primarily consists of the core countries with the 

G-7 members heading the list. They are the most powerful because the 

majority of countries in the world need access to their markets. For example, 

in 1985, the G-7 imported 87 percent of developing countries' exports of 

manufactures to the core (Finger and Messerlin 1989:16) If the few have 

economic power, do they have political power as well? Are the rules 

governing international trade biased in favor of the few powerful countries? 

The answer, according to Finger and Dhar (1994:196), is that "the elaboration 

and application of GATT rules has been an exercise in the application of 

economic and political power, not in its control." The rules do not constrain 

the power of the core countries. Instead, the rules reflect the interest of the 

most powerful. 

The following discussion contains three sections.The first pertains to 

preferential treatment. Do the developed or developing countries receive 

greater preferential treatment? The second section addresses the issue of tariff 

peaks. Are tariffs and import quotas higher on products of particular interest 

to developing countries? The third part examines tariff escalation, i.e., tariffs 

increase with greater processing of products. Does tariff escalation hinder the 

LDCs from exporting greater processed goods? These sections examine how 

the general rules contribute to the North-South gap. 

'"This discussion draws largely on a studv b\' Finger and Messerlin (1989). They examined how 
the developed countries policies affected the developing countries. 
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Preferential Treatment 

Do the core countries tip the balance of world trade in their favor even 

though the developing countries appear to enjoy a special status in the 

multilateral trade system? Developing countries are not held to the same 

contractual obligations of most-favored-nation (MFN), reciprocity, or non

discrimination. Articles of Part IV of the GATT exempt LDCs from making 

concessions that may be incompatible with their economic development 

needs (OECD 1992:10). Part IV was implemented in 1965. It states that LDCs 

are exempt from the rules of reciprocity and most obligations in the GATT. 

Part IV was also a nonbinding call for states to lower barriers against products 

of particular export interest to developing countries. 

The generalized system of preferences (GSP) was introduced into the 

GATT in the 1970s to improve the export capacity of developing countries. 

The GSP reduces the tariffs faced by products from developing countries. The 

idea is that industrial exports from LDCs would be given preferential 

treatment. This means that the applied tariff rate would be less than the 

most-favored-nation rate. MFN rates are standardized import duties agreed 

to under the GATT. All GATT contracting parties promise to charge import 

duties on products from other GATT members at or below the MFN rate. 

Preferential treatment is reflected in the differences between MFN and 

applied rates on imports (Finger and Messerlin 1989:7). 

The Tokyo Round of multilateral trade negotiations (1975-79) granted 

legal authorization to the GSP. The legally binding aspect of GSP, however, 

was rendered ineffective by the inclusion of a "graduation clause" in the 

GATT articles. As states reached higher levels of development, they would 
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graduate from the GSP and assume full rights and obligation of the GATT. 

The requirements for graduation were not specified. This lack of specification 

provided a legal loophole for advanced capitalist countries wishing to 

circumvent the GSP. The irony here is that as LDCs become globally 

competitive in labor-intensive products, they graduate from the generalized 

system of preferences, but graduate to what? The developing countries are 

economically better off, but they have not achieved the status of 'core 

country' by any measurement. The concessions made to LDCs under GATT 

encouraged their participation without changing the distribution of power 

within the international trade system. In short, the general system of 

preferences was not a multilateral, nondiscriminatory program. It was left to 

the discretion of each developed country to determine which countries and 

products would receive preferences. 

The question of concern here is do the core members grant one another 

greater preferential treatment than they extend to developing countries? As 

stated above, preferential treatment is measured as the difference between 

MFN and applied rates. The MFN rate is the highest import duty allowed 

under GATT. The GATT system of reciprocity implies that the more you 

have to offer, the more you get. Given the principal of reciprocity, it is logical 

to assume that core countries will offer one another greater preferential 

treatment than LDCs who have less to offer in return. Table 5.2 corroborates 

this assumption. It illustrates the difference between the core's most-favored-

nation and applied tariff rates on manufactures from developed and 

developing countries. Clearly core countries impose higher tariffs on imports 

from developing countries than from core members, which will be discussed 
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in the next section. What is even more revealing is the difference between 

MFN and applied rates. Core countries grant one another much greater 

preferential treatment than they extend to developing countries as illustrated 

by the percentage reduction from MFN to applied rates in table 5.2. There was 

a 43 percent reduction for core countries as compared to a 30 percent break for 

developing states. 

At the Uruguay Round, the developed countries agreed to cut their 

average tariff on imports of industrial products from all sources from 6.3 to 

3.8 percent, a reduction of 40 percent. In comparison, the developed countries 

cut their tariffs of industrial products from developing countries from 6.8 to 

4.3 percent, a reduction of 37 percent (GATT 1994:12). In short, UNCTAD 

(1994:23-29) concludes that in the post-Uruguay Round, "there is an overall 

loss in preference margins for all GSF-covered products" imported from 

developing countries. Preference margins eroded by "about 82 percent in 

Canada, 61 percent in Japan, 50 percent in the United States, and 32 percent in 

the European Union."(UNCTAD 1994:28-29) The fact is that developing 

countries never gained an initial advantage in export markets from 

preferential treatment as table 5.2 shows. Developing countries' exports that 

compete with industrial country products are often excluded from the GSP 

and suffer from extraordinarily high tariffs or other barriers as will be 

demonstrated in the next two sections. 
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Table 5.2 

Core Members' Tariff Averages on Manufactures 
(import-weigh ted of post-Tokyo round MFN rates and applied rates as of 

1983) 

Origin of imports MFN Applied Percentage Reduction from 
Rate .Rate MFN to Applied Rate 

Core Countries 7.36 4.18 43 

Developing Countries 9.91 6.94 30 

Source: calculated from Finger and Messerlin (1989:7) 

Tariff Peaks and Other Barriers to Economic Growth 

The generalized system of preferences often excludes export products of 

particular importance to developing countries (Finger and Messerlin 1989:21). 

The fact is that tariffs, on average, are higher for developing countries' key 

exports. Tariff peaks refer to high import duties levied to protect industries 

that are deemed too sensitive to liberalize. Textiles and footwear were among 

the products most protected by tariffs (OECD 1996:16). LDCs tend to be or have 

the potential to be the leading exporters of these labor-intensive products. 

These tariff peaks, according to Safadi and Laird (1996:1225), constitute what is 

"seen as a systemic bias against developing countries." 

The South can successfully compete with the North in sectors such as 

textiles, footwear, and steel. These sectors, however, provide high 

concentrations of employment in the North. The North, responding to 

domestic political pressures, protects these jobs. Tariffs provide protection 

and assistance for domestic activities. These tariffs employed by the United 
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States, European Union and Japan can have serious repercussion on 

developing countries (OECD 1996:7). According to Finger and Messerlin 

(1989:20-1), "Industrial country protection reduces developing country 

national income by roughly tw^ice the amount provided by official 

development assistance." 

The Multifiber Arrangement (MFA) is an explicit example of how the 

rules are biased in favor of the core countries. The core countries used their 

power to conclude the MFA within the framework of GATT. The MFA sets 

quantitative limits on imports of textiles and apparel into industrialized 

countries. These quotas only affect the exports of developing countries. No 

quotas are imposed on imports from other developed countries (Krueger 

1995:46). Newly industrialized countries such as South Korea, Hong Kong, 

and Singapore also benefit from this arrangement. Their access to the 

markets of the North is secure and protected against increasingly competitive 

producers like India and Pakistan (Winham and Kizer 1993:19). Although 

quotas are left to the discretion of the importer, established exporters still reap 

large profits. The MFA and other such trade control measures, according to 

Finger and Messerlin (1989:20-1), "assure strong exporters of continuing 

profits and seduce potential suppliers to negotiate for a share of controlled 

markets rather than compete for a share of an open one." 

Prior to the Uruguay Round, the latest multilateral trade negotiations, 

the developing countries were not active participants in trade rounds. They 

had little power to negotiate effectively. Article XVIII permits developing 

countries to impose quantitative restrictions on imports if balance-of-

payments difficulties or development requirements necessitate such action 
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(Krueger 1995:39). Since LDCs could easily invoke quantitative restrictions, 

they could also revoke reciprocal concessions they had made during 

multilateral trade negotiations. Their exemption from GATT obligations 

diminished their power within the framework of GATT. 

During the Uruguay Round, the developing countries assumed greater 

GATT obligations, and greater negotiating power. They were chiefly 

concerned with improving market access in developed countries. An 

agreement was reached at the Uruguay Round to phase out the Multifiber 

Arrangement beginning in 1995. The dismantling of the MFA will be 

extremely slow. The phase out is to be done in stages over a 10 year period. 

Almost 50 percent of trade in textiles will still be governed by MFA seven 

years after the dismantling process is to enter into force (Agosin, et. al., 

1995:8). It is expected that developing countries will not experience 

substantial benefits until the last stage of liberalization (UNCTAD 1994:33). 

As Agosin, et. al., (1995:8) explain it, "the selection of actual products to be 

integrated in each stage is left up to the importing countries. It can be 

expected that the products that have the less stringent restrictions will be 

integrated first, leaving for the last stage the most 'sensitive' (and therefore 

restricted) products." Importing countries can also impose new quantitative 

restrictions during the transition period under the special transitional 

safeguard provisions of the Agreement (UNCTAD 1994:33). This safeguard 

will mitigate the damaging effects of liberalization to the economies of the 

core countries. 

Even after the Uruguay Round, tariffs are still considerably higher on 

product groups such as textiles and clothing, and leather and footwear - i.e.. 



158 

products of substantial export interest to developing countries - as compared 

with the average tariff rates for other product groups traded mainly among 

developed countries (UNCTAD 1994; Agosin, et. al. 1995:3)). Developed 

countries impose tariffs above 15 percent on over one quarter of their imports 

of textiles and clothing. The same high tariffs are also imposed on 11 percent 

of their imports of leather, rubber, footwear and travel goods (GATT 1994:10). 

Textiles and clothing and fish and fish products constitute almost one-half of 

the least-developed countries exports to developed countries. Tariff 

reductions on these and other key export products for developing countries 

are much more modest than the average tariff reductions for industrial goods 

as a whole. For instance, the average tariff reduction on all industrial 

products from all sources was 40 percent at the Uruguay Round. Tariffs on 

fish and fish products were reduced by only 26 percent. Tariffs on textiles and 

clothing were reduced by 22 percent, and by 18 percent on leather, rubber, and 

footwear (GATT 1994:12). Agosin, et. al. (1995:4) conclude that the Uruguay 

trade negotiation "follows the pattern of previous Rounds, in which products 

that are traded heavily on an intra-industry and intra-firm basis, and mainly 

among industrial countries, benefited from tariff cuts to a considerably greater 

degree than products traded on an inter-industry basis of which developing 

countries are important suppliers." 

The core countries gain more than developing countries from 

multilateral trade negotiations. For example, the developed countries 

insisted on and reached an agreement at the Uruguay Round to govern trade-

related investment measures (TRIMs). TRIMs bring foreign investment 

issues within the framework of GATT. The advanced capitalist countries 
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wanted to remove conditions imposed on transnational corporations (TNCs) 

operating in developing countries. These conditions include: requiring 

exports of a certain percentage of output, or using a specified percentage of 

domestic components, as a precondition for permitting foreign investment 

(Krueger 1995:54). Both of these conditions benefit the host, in this case the 

developing countries, but the conditions are not always the most profitable 

course of action for the TNCs. The TRIMS agreement prohibits these 

conditions. These conditions are to be eliminated over a five year period for 

developing countries and a two year period for developed countries. This 

restrictive policy may have an adverse impact on development strategies of 

developing countries because it reduces their bargaining power vis-a-vis 

transnational investors (UNCTAD 1994:41). They cannot negotiate with 

foreign owned corporations to use domestic materials or to export from the 

host country. 

Tariff peaks prevent developing countries from exploiting their 

comparative advantage in labor-intensive products. This is a tremendous 

handicap in a system in which each country benefits according to its 

comparative advantage. In addition, TRIMs diminish their ability to make 

autonomous decisions in their own best interest. The developing countries 

are not following the same development path as the advanced capitalist 

states. The latter exploited their comparative advantage. The rules 

governing economic transactions over the post-WWII period are biased in 

favor of the few wealthy countries. 
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Tariff Escalation and Other Barriers to Industrial Development 

Historically, developing countries have primarily exported raw 

materials. It seems logical that they would process these domestically-

produced primary products, for instance, turn logs into two-by-fours, to attain 

greater wealth and development. However, as raw goods undergo processing, 

they face higher tariffs. MFN tariff averages are higher for semi

manufactured and finished goods than for raw materials in all core countries 

except Iceland (OECD 1996:16). This practice is known as tariff escalation. 

Finger and Messerlin (1989:7) argue that tariff escalation "protect workers in 

the processing industries in the North since high import duty rates shield 

them from competition." This Northern practice encourages developing 

countries to export raw materials rather than processed or semi-processed 

products. Stated differently, escalating tariffs discourage industrial 

development in the South. 

The core countries impose substantially higher tariffs on semi-finished 

manufactured and finished manufactured goods. Table 5.3 illustrates this 

tariff escalation. It shows the rates of tariffs as raw materials undergo 

processing. It is often more profitable for developing countries to export raw 

materials than to invest in the production and export of manufactured goods. 

This practice further hinders industrial development in the South because it 

reduces the need to cultivate the necessary skills and factor inputs for higher-

stage processing and manufacturing. Tariff escalation also has a negative 

effect on terms of trade for LDCs. While the price on primary products 

remains low, tariffs increase the price of finished products. 
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Tariff escalation insures, in essence, that the North retains its 

comparative advantage in processed goods. This Northern rule poses a major 

obstacle to industrialization of developing countries (OECD 1996:16). It 

encourages developing countries to specialize in the export of raw materials, 

while core countries diversify their exports (Page 1994:12). Page (1994:14) 

argues that "the escalation applied to developing countries is worse than that 

for industrial countries. This is partly because some important manufactured 

products are excluded from the Generalized System of Preferences by some of 

the industrial countries...and, partly because there are more preference areas 

which include manufactures among the industrial countries." The 

developed countries are not significantly affected by tariff escalation because 

they have already invested in the infrastructure and industry needed for 

industrial development. Moreover, the core countries are the largest 

importers of manufactured goods, and extend greater preferential treatment 

to one another than to LDCs. The data presented in the sections on tariff 

peaks and preferential treatment corroborate this argument. Developed 

countries often grant one another greater preferential treatment. In addition, 

those products of particular interest to developing countries are sometimes 

excluded from the GSP or face tariff peaks. For instance, the US excluded 

textiles and clothing from the GSP. The EC only grants preferences to those 

countries that have accepted quotas under the Multifiber Arrangement (Page 

1994:22). Footwear and semi-processed food and tobacco products also face 

substantially higher tariffs than other product groups. Developing countries 

would have a comparative advantage over the core in producing these 

products if it were not for high tariffs or other barriers. If goods compete with 
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"sensitive" industrial country products, they are often excluded from the GSP 

or severely restricted by bilateral agreements or high tariffs."^ The result of 

these Northern rules, according to Page (1994:14-16), is "'to divert the 

processing stages either to the importing country or to other industrial 

countries." 

Industrial development in the periphery faces another obstacle: trade-

related intellectual property rights (TRIPs). The developed countries insisted 

on the TRIPs agreement at the Uruguay Round. The agreement covers most 

fields of technology including copyrights, industrial patents, trademarks, trade 

secrets, industrial designs, and layout designs of integrated circuits (Agosin, et. 

al. 1995:19). The core countries engage in most of the world's research and 

development. They have the most to gain from an agreement on intellectual 

property rights. Under the Uruguay Round agreement, all signatories will 

adopt protection for intellectual property rights. Most developing countries 

will have five years to implement the agreement, while the developed 

countries must do so within a year. 

In the past, the developing countries were permitted to acquire a 

certain degree of core state technology. Certainly, Japan benefited from this 

diffusion of technology. As UNCTAD (1994:40) states it, "Reverse 

engineering is a tried and trusted mechanism of technology transfer that has 

been crucial in the industrial development of manv countries. In this respect, 

the absence of a strict IPR [intellectual property rights] protection obligation 

on the part of developing countries contributes to their industrialization 

""'Sensitive' products refer to those produced in the North that need to be protected to be 
competitive in the international market. The protected Northern industries usually have 
large, well-organized labor forces that have the bargaining power to demand protection. 
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efforts." Similarly, Agosin, et. al., (1995:18) points out that "like all 

industrializing countries in the past, most developing countries have chosen 

to obtain foreign technology through diffusion (including copying, reverse 

engineering, and the hiring of foreign experts)." The TRIPs agreement 

curtails the ability of the South to inexpensively appropriate technology from 

the North. 

The dispute settlement procedure for intellectual property rights (IPR) 

is further biased in favor of the core countries. Dispute settlements regarding 

IPR fall under the jurisdiction of the World Trade Organization (WTO). If 

countries wish to participate in the WTO, they must implement the TRIPs 

agreement (Agosin, et. al. 1995:20). In litigation procedures, the burden of 

proof falls on the violator rather than the patent holder. The violator has to 

prove that his or her idea does not violate any previous patents. Non

compliance will be met with cross-retaliation meaning that the violator will 

be denied market access covering a wide range of goods and markets. 

Retaliation could be ruinous for developing countries that rely on a few core 

markets for their economic well-being. The TRIPs agreement amounts to 

international law that closely resembles intellectual property legislation in 

developed countries. It is international law in that countries have few 

options but to adhere to it. 
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Table 5.3 

Tariff Escalation in Core Countries 
(based on simple applied MFN tariff averages, in percent) 

1993 1993 
Australia Japan 

Raw Materials 0.9 3.8 Raw Materials 
Semi-Processed Goods 9.3 6.8 Semi-Processed Goods 
Processed Goods 9.0 7.8 Processed Goods 

Austria New Zealand 
Raw Materials 4.8 1.7 Raw Materials 
Semi-Processed Goods 8.5 4.9 Semi-Processed Goods 
Processed Goods 11.2 11.6 Processed Goods 

Canada Norway 
Raw Materials 3.3 1.3 Raw Materials 
Semi-Processed Goods 9.4 5.5 Semi-Processed Goods 
Processed Goods 9.6 6.6 Processed Goods 

European Union Sweden 
Raw Materials 6.0 1.3 Raw Materials 
Semi-Processed Goods 7.3 4.6 Semi-Processed Goods 
Processed Goods 8.1 5.2 Processed Goods 

Finland Switzerland 
Raw Materials 3.8 2.1 Raw Materials 
Semi-Processed Goods 5.3 3.5 Semi-Processed Goods 
Processed Goods 9.6 4.9 Processed Goods 

Iceland US 
Raw Materials 2.2 3.3 Raw Materials 
Semi-Processed Goods 0.4 7.0 Semi-Processed Goods 
Processed Goods 6.0 6.6 Processed Goods 

Source; OECD 1996:44-45 
Note: semi-processed goods refer to semi-finished manufactured goods. Processed goods are 
finished manufactured goods. 

In sum, the development of trade relations under the GATT has not 

resulted in the most beneficial trade pattern for LDCs (OECD 1992:10). While 

it is true that the GATT grants LDCs preferential treatment, the LDCs pay for 

these benefits with reduced bargaining power. According to the OECD 

(1992:11), this "has meant that tariff rates have remained relatively higher on 
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their export items and that tariff escalation, particularly for semi-processed 

raw materials and food products, has not been reduced." Core-biased 

preferential treatment, tariff peaks and escalation mean that the LDCs cannot 

exploit their comparative advantage in semi-processed commodities. 

Economic Integration and the Gap 

The preceding discussion presents evidence showing that the rules 

governing economic transactions are biased in favor of the core and a few 

targeted countries. This evidence is consistent with the theory of group 

hegemony. It contends that the liberal economic order benefits all 

participants, but the core gains more than the periphery. This prediction is 

easily tested by looking at the average wealth of the core in comparison to the 

periphery. The analysis includes 85 countries (21 core countries and 64 

peripheral states) for which there was data from 1970 to 1992 (Summers and 

Heston 1994)."^ This time period was chosen because most countries were 

independent by the 1970s. Figure 5.1 presents the average annual real gross 

domestic product (GDP) per capita of the core and the periphery. Clearly, the 

core has gained much more than the periphery in terms of wealth in the last 

half of the post-WWII period. 

"'Greece and Portugal were omitted from the analysis due to missing data. The Asian MICs 
(Hong Kong, Singapore, South Korea, and Taiwan) were excluded from the analysis because 
they are indisputably classified as semi-periphery countries. Other countries such as Mexico 
and Brazil were included as members of the periphery even though they are sometimes 
classified as semi-peripheral countries. I would rather over-estimate the wealth of the 
periphery given that the theory of group hegemony predicts that there is a contmual gap 
between the core and periphery. 



Figure 5.1 Average GDP per Capita of the Core and the Periphery 
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The next step is to examine the correlation between integration and the 

gap between the wealthy and poor countries. To reiterate, countries are 

integrated into the liberal economic order. Integration implies that states 

agree to abide by a set of international rules that govern economic 

transactions. According to the theory of group hegemony, the rules 

underlying trade integration should maintain the status quo. The core 

countries retain their privileged international economic positions. The 

targeted or newly industrialized countries move up, and the peripheral states 

are relegated to the bottom of the world economic ladder. The data to 

measure the rules, i.e., preferential treatment, tariff peaks, and tariff 

escalation, over the post-war period are not available. Trade integration will 

be used as a substitute measure for these rules. The theory of group 

hegemony argues that the rules governing international economic 

transactions are biased in favor of the core and a few targeted countries. It 

predicts that trade integration will maintain the international position of core 

countries; positively impact targeted states; and have no or an adverse effect 

on peripheral states. 

The gap is measured by the GDP per capita of each country as a 

percentage of the average GDP per capita of the core countries. This statistic is 

referred to as a country's gap status. It represents a country's economic 

position relative to the average core position. The gap status ranges from 0 to 

100, with 100 equaling the average core country. The gap status of the 

periphery is calculated by taking the average gap status of all members of the 

periphery. The same is done for the Asian NICs. Figures 5.2 through 5.4 

demonstrate the relationship between trade integration and gap status. The 
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former is measured by calculating a country's trade as a share of its GDP. 

Summers and Heston (1994) provide this measurement as well as GDP per 

capita. The average for the core, semi-periphery (Asian NICs), and periphery 

is then calculated. 

The core's trade integration has remained relatively stable throughout 

the period, ranging from a low of 56 percent to a high of 75 percent as 

illustrated in figure 5.2. The trade integration of the NICs is substantially 

higher, over twice as much, as that of the core. What is particularly 

interesting about figure 5.3 is that the NICs have closed the gap as they have 

increased their trade integration. Trade integration and gap status are 

positively correlated in the semi-periphery. The correlation coefficient of 

trade integration and gap status in the semi-periphery is .87. As trade 

integration increased from 126 percent to about 197 percent, the gap status in 

the semi-periphery increased from 32 percent to 75 percent from 1970 to 1990. 

In contrast to the semi-periphery, trade integration and gap status are 

inversely associated in the periphery with a correlation coefficient of -.16 (see 

figure 5.4). Trade integration has increased in the periphery from about 50 

percent to 65 percent, yet its gap status has declined from about 23 percent to 

18 percent. Keep in mind that the gap status of the periphery is a very 

conservative or high estimate. This group includes countries, such as Poland, 

Turkey, Mexico, and Brazil, that have recently become big emergiTig markets. 

In short, figures 5.2 through 5.4 corroborate the predictions of group 

hegemony. The core countries maintain their privileged positions. A few 

targeted countries benefit from increased integration, while stasis or a slight 



decline characterizes the status of the vast majority of states participating 

the liberal economic order. 



Figure 5.2 The Relationship between Trade Integration and Gap Status in 
the Core 
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Figure 5.3 The Relationship between Trade Integration and Gap Status in 
the Asian NICs 
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re 5.4 Tlie Relationship between Trade Integration and Gap Status in 
tlie Periphery 
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Conclusion 

There are nnore major players today, but the basic global company town 

remains intact. In this scenario, the major players agree and abide by rules 

from which they benefit rather than undercutting one another. The object of 

the game has changed in the post-WWII period. Profits for the major players 

are no longer based on greater exploitation of developing countries; benefits 

are derived from greater preferential treatment for core members. 

Developing countries also benefit from participating in the liberal 

economic order. Their average GDP per capita increased from $1723.25 in 

1970 to $2375.91 in 1990. Yet, the relative gap between the rich and poor 

countries of the world has also grown by about 21 percent over the same time 

period. The prevailing theories in comparative development do not account 

for both the benefits of the liberal economic order and the persistent gap. 

Modernization theory adequately describes the success of the advanced 

industrialized West and the newly industrialized countries. These countries 

have advanced through various stages of industrial development. Many 

peripheral countries have also attempted to follow the same industrial 

pathway, yet the gap between the wealthy and poor has increased. 

Modernization theory does not explain the ever widening gap. 

Dependency/world-systems theory does account for the development 

of the core and the underdevelopment of the periphery. A history of 

imperialism and the core's continued exploitation of the periphery explain 

the economic disparity between the two groups. More recent versions of 

dependency/world-systems theory emphasize the role of foreign investment 
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in the uneven development in Third World countries. Foreign investment 

provides the necessary capital for industrialization within peripheral states. 

However, foreign investment has few spill-over effects for Third World 

economies. The benefits are restricted to small export enclaves within these 

countries. There are a number of reasons why foreign investment benefits 

are limited for peripheral countries. Suffice it to say here that transnational 

corporations (TNCs) operating in the periphery usually have the financial 

expertise, global name recognition, and employment opportunities to attract 

local capital, consumer loyalty, and the best workers at the expense of local 

firms. While the initial investment boosts the GDP of the host economy, 

future benefits are limited as TNCs repatriate profits to their headquarters 

located in core countries, and resort to inter-industry trade. This practice, in 

essence, robs the host country of the benefits of exporting high-valued 

finished products. The detrimental effects of foreign investment explain why 

many LDCs have modernized, yet continue to suffer from 

underdevelopment. Dependency/world-systems theory focuses on 

international economic factors, whereas the theory of group hegemony 

examines the political factors of international trade. 

The G-7 transfers resources and provides enough incentives to 

integrate the vast majority of states into the liberal economic order, but not 

enough to change the balance of power. The rules governing international 

economic transactions reflect the interest of the most powerful. The trading 

subsystem favors the core. Core countries must be satisfied with the world-

system or else they may potentially threaten the hegemon and its liberal 

economic order. In this system, the core and a few targeted countries benefit 
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more than LDCs. This is achieved through government policies. Countries 

negotiate tariff reductions or openness. In general, the most powerful are the 

most effective negotiators. Those with the largest import markets and the 

most diversified and valued exports have the most to offer and the least to 

lose in trade negotiations. They are the core countries and have the power to 

make the rules governing international economic transactions. These rules 

sustain the privileged position of core countries. They are associated with the 

gap-

This chapter examines three rules in particular. First, the core 

countries afford one another greater preferential treatment than they extend 

to developing countries. The difference between the core's MFN and applied 

tariff rates on manufactured goods from developed and developing countries 

represents preferential treatment. The core granted itself a 43 percent 

reduction from MFN to applied rates as compared to a 30 percent break for 

developing states at the Tokyo Round. The LDCs continued to fare poorly at 

the Uruguay Round in terms of preferential treatment for their important 

export products. 

The second rule that tips the trading system in favor of the core is 

known as tariff peaks. The core deems certain products too sensitive to 

liberalize. Countries may levy high import duties on these products with the 

consent of GATT. These sensitive product groups include textiles, clothing, 

footwear, leather, and semi-processed food products. These industries are 

sensitive because they provide high concentrations of employment in the 

North. Moreover, the South can successfully compete with the North in 

these areas. Tariff peaks provide protection for Northern jobs. They also 
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prevent developing countries from exploiting their comparative advantage 

in labor-intensive products. 

The third rule involves tariff escalation. The core imposes 

incrementally higher tariffs as raw goods undergo processing. For instance, 

the core's average tariff rate on raw materials is 2.88. As these raw materials 

undergo processing, the average core's applied tariff rate is 6.04 for semi

finished manufactured products, and 8.02 for finished manufactured goods. It 

is often more profitable for developing countries to export raw materials than 

to invest in the production and export of manufactured goods. Tariff 

escalation discourages industrial development in the South. It does not have 

the same effect in the North because the developed countries have already 

invested in the infrastructure and industry needed to produce semi-processed 

and finished goods. Moreover, the core countries grant one another greater 

preferential treatment in terms of imported manufactured products. 

The group hegemon sustains the stable, liberal economic order. The 

rules governing the order help sustain the gap. 
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CHAPTER SIX; SUMMARY AND CONCLUSION 

The global company town personifies the world-economy in the late 

Uventieth century. Construction of this order began as WWII came to an end. 

The US, with its overwhelming share of global power, financed the liberal 

economic order. W^ar-tom nations depended on US capital for industrial 

reconstruction. The US dollar provided a means of international payment. 

National money supplies were linked by the convertibility of currencies based 

on the fixed gold value of the dollar. The US shaped the interests and policies 

of a large segment of the world's countries. It used its wealth to rebuild 

Europe and Japan so that they would be compatible with .American economic 

and political interests. The US agreed to asymmetrical trade relahons during 

the recovery period. It would lower its trade barriers if these countries would 

assent to the liberal economic order. The US formed a coalition of capitalist 

states. America's advantage in wealth and trade enabled it to influence the 

major capitalist countries to join its liberal economic order. 

While America's provision of capital and its consumption of imports 

fostered the world's economic growth and development, it also resulted m 

the economic decline of the US as the sole hegemon. Yet, the liberal 

economic order has been maintained. The increase m power of the other G-7 

members by the mid-1970s, compensated for the decline in US predominance. 

These countries did not challenge the US. They shared a mutual interest in 

maintaining the liberal order. The G-7 members coordinate their policies in 

times of crises to stabilize the economic order. The G-7 is the onlv group of 

countries with enough economic power to act as the hegemon. It integrates 



countries into the order by providing goods. The G-7 furnishes liquidit}', 

stabilizes exchange rates, maintains large open import markets, and supplies 

the vast majority of foreign investment. Although developing countries 

benefit from their participation in absolute terms, they remain an 

international under-class. The rules governing international transactions are 

biased in favor of the wealthy few. These rules help sustain inequality within 

the capitalist world-system. 

Like the company towns of yesteryear, the group hegemonic order will 

eventually come to an end. Since the emergence of the group hegemon was 

different from the rise of past hegemons, its demise will also be distinct. Past 

hegemons have declined in power relative to others because the\-

disseminated their capital and technology to potential competitors (Olson 

1982; Keohane 1984). In both hegemonic stability theor\' and power transition 

models, a more even distribution of power is associated with conflict (Doran 

and Parsons 1980; Organski and Kugler 1980; Gilpin 1981; Doran 1983; Rasler 

and Thompson 1983). The most powerful countries are likelv to challenge 

one another as they achieve parity in power. This challenge culminates in a 

global war (Modelski 1978). The challenger, if successful, becomes the new 

hegemon, and the hegemonic cycle begins anew. 

According to the above conventional wisdom in international 

relations, a rising power will one day challenge the group hegemon. 

However, the emergence of the group hegemon broke the cycle of the rise and 

fall of the hegemon. The waxing of Japanese and European powers and the 

waning of American power did not result in war. Instead, the great powers 

cooperated to support the US-created economic order. It is highly unlikeK-
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that a single country would increase its power to such an extent as to pose a 

threat to the group hegemon. In addition, large countries, such as China, 

profit from the capitalist world-economy. Other countries, like Russia, are 

dependent on the most powerful for aid, foreign investment and trade. 

These large countries benefit from participation in the group hegemonic 

order, yet they incur little of the costs of maintaining the order. Thus, there is 

no economic basis for them to challenge the group hegemonic order. It is also 

improbable that a group of countries would cooperate to challenge the G-7. A 

challenge would require most countries in the world to pool their resources 

to be as powerful as the G-7. According to the explanation of cooperation 

under anarchy, however, cooperation among countries can only take place if 

the group size is limited, the countries continually interact and they have a 

basis for solidarity as was discussed in chapters two and three (Oye 1986; 

Axelrod and Keohane 1986). 

The demise of the group hegemon is most likely to emerge from 

within the group. A number of factors could trigger the dissolution of the 

group. For instance, domestic strife within G-7 countries, especially the 

reduction in social welfare programs, may prompt the call for greater 

protectionism. This violates three conditions of group hegemony. First, if 

one or a few G-7 countries are erecting trade barriers then they do not share a 

mutual interest with the other members in promoting free trade. Second, the 

protectionist countries are not maintaining large, open import markets, 

which is one of the indicators of hegemonic power or capabiliries. Third, 

these countries lose their global influence over those who need their open 

markets. A second factor that may topple the group hegemon, and in turn 
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the hegemonic order, is if the G-7 countries did not coordinate their policies 

to resolve global economic crises. If, for example, the G-7 countries failed to 

collectively intervene in the next stock market crash, this inaction would 

indicate that the G-7 countries are not coordinating their policies to stabilize 

the liberal economic order. The cause of the fall of the group hegemonic 

order is subject to speculation. How do we know whether or not these factors 

will result in change? The conditions for the continued existence of the 

group hegemonic order, however, may be specified. Conditions that are not 

satisfied may presage the fall of the present order. The following discussion 

summarizes these conditions. It begins with a general overview of the theor\' 

of group hegemony, and then examines which conditions must be satisfied 

for the survival of the group hegemonic order. 

The theor}' of group hegemony explains how a group of wealth\' 

countries sustains the stable, liberal economic order, and how this order 

contributes to the economic disparity between the rich and poor of the world. 

There are three prevailing explanations of stabilitv' and disparity: hegemonic 

stabilit}' theorv^ cooperation under anarchv, and dependency/world-svstems 

theory. The theor}' of group hegemony builds on these existing explanations, 

while challenging some of their basic premises. 

The theory of group hegemony, like the traditional theor)' of 

hegemonic stability', contends that a hegemon maintains the stabilitv of the 

liberal economic order. It provides goods including a stable medium of 

exchange, open markets, and the tlow of capital. There is no doubt that the 

US played a crucial role in creating and maintaining the main international 

regimes. However, the decline in .American economic power has not 
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resulted in the breakdown of the liberal economic order as predicted by 

traditional hegemonic stability theorists. The theory of group hegemony 

argues that a small group of countries has replaced the US as the hegemon. 

Group hegemony is consistent with the explanation of cooperation 

under anarchy, which argues that cooperation is possible among a small 

group of economically advanced capitalist countries (Oye 1986; Axelrod and 

Keohane 1986; Keohane 1984). Snidal (1985) contends that cooperation takes 

place because the hegemon's power declines relative to others. The hegemon 

cannot supply goods by itself to maintain regimes. Secondary powers realize 

their cooperation is essential in order to maintain regimes. Collective action 

is increasingly likely to occur as the hegemon declines since no one state can 

provide goods by itself. This argument complements Keohane's (1984) 

discussion on how regimes foster cooperation. The framework for 

cooperation is already in place and it is less expensive to maintain regimes 

than begin anew. As long as states cooperate, all is well. Contrary to the 

explanation of cooperation under anarchy, the theory of group hegemonv 

posits that this cooperation has a negative effect. It is associated with the 

perpetual gap between the rich and poor of the world because it maintains the 

status quo. 

Dependency / world-systems theorists certainly address the issue of 

global inequality, but they do not examine the relationship between 

hegemonic stability and the gap. Some world-systems theorists, such as 

Chase-Dunn (1989:166), do look at hegemony or the concentration of power 

within the core of advanced capitalist countries. They focus on conflict and 

competition among core members of advanced capitalist countries. Thev 



182 

argue that periods of a more even distribution of power within the core are 

usually associated with higher levels of conflict among core powers. Bv 

contrast, the theory of group hegemony proposes that the advanced capitalist 

countries cooperate with one another to preserve their privileged 

international positions. The core derives benefits from granting preferential 

treatment to other core members. Benefits for the core in the post-VVVVII 

period are no longer based on exploitation of developing countries as 

assumed by dependency/world-systems theorists. Most participants benefit 

from the liberal economic order, but some more than others. 

Hegemonic stability, cooperation, and world-systems theories fail to see 

the connection between hegemonic stability and the economic disparit}-

between the wealthy few and the poor majority. Group hegemony makes this 

connection by examining how the stability of the liberal economic order is 

maintained through the integration of countries into the capitalist world-

economy. The group hegemon transfers enough goods to other EDCs and 

LDCs to integrate them into the system, but not enough to change the 

distribution of economic power. States remain integrated into the inequitable 

system. They abide by the rules of the liberal economic order and thus the 

system remains stable. These rules are biased in favor of the core countries. 

The LDCs still benefit from participation in the world-economy, but not as 

much as the wealthy few. The group hegemon maintains the liberal 

economic order. The rules governing this order contribute to the continual 

gap between the core and the periphery. 

The theory of group hegemony advances three propositions. First, the 

G-7 has replaced the US as the hegemon. In this study, hegemony is defined 
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as a function of economic power. Indicators of economic power include the 

ability to provide liquidity, manage exchange rates, maintain large open 

import markets, obtain wealth through exports, and supply foreign 

investment. A hegemon is a country or group of countries that controls an 

overwhelming share of the system's economic power. GDP and monetary 

reserves represent a country's ability to supply money and manage exchange 

rates. A country's imports and exports indicate its capacity to maintain open 

import markets and to obtain wealth through trade. Its outflow of foreign 

investment signifies its role in supplying much needed capital. The index of 

economic power is an average of each country's share of these four indicators. 

Figure 3.1 illustrates that the concentration of power in the core has 

remained relatively constant since the early 1960s. This indicates that a 

hegemon exists, but it does not identify the hegemon. The US is no longer 

responsible for the concentration of power because its economic superiorit\' 

has declined throughout the period, whereas the power of the G-7 has 

remained constant. The increasing power of the G-6 (the G-7 minus the US) 

compensated for the declining power of the US. The evidence shows that the 

G-7 continuously accounts for about three-fourths of the core's economic 

power throughout the post-war period even though the G-7 constitutes less 

than one-third of the core's membership. During the 1950s and 1960s, the US 

accounted for a majority of the G-7's power, but by the mid-1970s, paritv 

rather than preponderance characterized the distribution of power among the 

G-7 countries. Therefore, the G-7, rather than any single country, is 

responsible for the constant concentration of power within the core. 
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Membership in the G-7 is limited because it is easier to coordinate 

policies and realize mutual interests when there are fewer players. Mutual 

interests provide a basis for solidarity. Their political and economic systems 

are compatible. Their focus is to insure that the world-economy is expanding 

and that all derive some benefits from it. Iterated interactions increase the 

likelihood of cooperation because countries know they will continually be 

interacting and that their actions will probably be reciprocated. G-7 ministers 

and deputies meet a number of times throughout the year in addition to the 

annual G-7 summits. These meetings develop personal relationships among 

the G-7 heads of state. These relationships help the G-7 members to 

collectively resolve global crises. 

The G-7 countries coordinate their policies when a stabilizer is needed. 

They collectively intervened in the 1970s and 1980s to stabilize exchange-

markets. They continue to support the main institutions of the liberal 

economic order: the IMF, World Bank, and GATT. They have demonstrated 

their ability and willingness to collectively intervene to offset stock market 

crashes. They also helped ameliorate the debt crisis, finance the Gulf War, 

and aid Russia and other economies in transition. To reiterate, the G-7 

countries coordinate their policies when necessary to sustain the liberal 

economic order. 

The G-7 possess an overwhelming share of the world's wealth. This 

group has the necessary capabilities to provide goods to enlist other states into 

its liberal order. These goods include large import markets and capital, which 

other countries need. The G-7 also has an interest in maintaining the 

capitalist world-economy. It profits from world trade and investment. As 
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stated above, the group hegemon uses its capabilities to intluence other 

countries to participate in the liberal economic order. The hegemon 

promotes more open markets through the General Agreement of Tariffs and 

Trade and through standardized bilateral agreements on foreign investment. 

Institutions and established international norms of behavior shape the 

interests and policies of states. The hegemon advocates liberal economic 

behavior and supports institutions such as the GATT, IMF and World Bank. 

If countries wish to receive the benefits offered by these institutions, the\' 

must obey the rules. For example, a country often has to implement more 

liberal economic policies in order to obtain loans from the IMF. The 

hegemon encourages other countries to emulate it, to become capitalist 

democracies. It creates and maintains a global order in its own image. 

In sum, the existence of a group hegemon depends on the fulfillment 

of seven basic conditions: a limited group size, iterated interactions, mutual 

interests, the coordination of policies in times of global economic crises, a 

concentration of capabilities, global interests, and influence. These conditions 

are based on two assumptions. First, no one country is able and willing to act 

as the sole hegemon. Second, there is no world government or supranational 

organization with the power to influence countries to adjust their policies to 

comply with the rules or to resolve global economic crises. The G-7 possesses 

all of the above attributes. Thus the G-7 has replaced the US as the hegemon. 

The theory of group hegemony advances a second proposition. The 

group hegemon maintains the stability of the liberal economic order. 

liberal economic order refers to open trade and capital flows among countries. 

Stability, in this case, means continuously high flows of trade and capital. 
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The group hegemon advocates international rules to promote open markets 

and provides safeguards to limit the costs of participating in the liberal order. 

Rules standardize behavior and reduce uncertaint}' in an anarchic 

international environment. Safeguards, such as aid, assist countries during 

economic difficulties. International trade rules are well-established under 

GATT. Each round of multilateral trade negotiations have strengthened 

enforcement procedures and mechanisms. The G-7 countries, as the largest 

importers, assure other states that their main export markets will remain 

open as long as countries act within specified boundaries. The rules 

governing world-wide flows of investment are also standardized. Thev 

protect investors against undue seizure of property and provide legal means 

for dispute settlement to safeguard both home and host countries. The group 

hegemon's participation in the investment regime is essential. It supplies the 

vast amount of the world's foreign investment. Given that the G-7 controls a 

majority of the world's trade and capital flows, their support is necessary to 

maintain the liberal economic order. 

Economic integration is synonymous with the stable, liberal economic 

order. The group hegemon integrates countries into the liberal order through 

trade and capital flows. Integration means that states participate in the 

economic order. They maintain relatively open markets in order to receive 

reciprocal treatment from others. Economic integration is measured bv a 

country's exports and imports as a share of its GDP, and by inflows of foreign 

investment as a share of fixed domestic capital formation. These measures 

indicate how dependent countries are on trade and foreign investment for 

their economic well-being. Integration has increased and been maintained at 
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a high level over the last half of the post-war era as was illustrated in figures 

4.1 and 4.3. In this integrated capitalist world-system, each country produces 

that in which it has a comparative advantage. Economic rewards are not 

equal, but all participants profit in absolute terms. Simply put, a global 

division of labor, based on specialization, benefits all participants. 

If countries gain from participating in the liberal economic order, then 

why is a hegemon necessary? The maintenance of the order depends on the 

presence of the group hegemon for two reasons. First, the G-7 provides the 

necessary goods to sustain the order. It is the only group with enough power 

to provide liquidity, manage exchange rates, maintain open markets, and 

supply foreign investment. As previously stated, the G-7 countries are the 

main export destination for the vast majorit}' of countries. The G-7 members 

furnish an overwhelming amount of the world's foreign investment. This 

group also stabilizes exchange rates when necessary since the\- supply the 

main currencies. It is doubtful that the liberal economic order could survive, 

let alone continue to benefit most countries, without the support of the group 

hegemon. Second, the group hegemon is necessar}' to stabilize the liberal 

economic order in times of crises such as exchange rate problems and stock 

market crashes. The evidence indicates that the G-7 countries coordinate 

their policies and intervene in the world-economv to resolve crises. Thev 

ameliorate domestic and global economic problems, sometimes at 

considerable costs to themselves such as helping to pay for a solution to the 

debt crisis or making large contributions to the IMF and World Bank. The G-

7 members must cooperate with one another to provide these goods since no 

one countr\' is able to act as the sole hegemon. 
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The difficulty of maintaining the liberal order arises from the costs of 

economic interdependency. By definition, participation means that states are 

integrated into the capitalist world-economy. They are interdependent. Each 

state attempts to maximize its economic well-being by gaining greater profits 

or larger shares of global markets. Competition imposes considerable costs on 

countries. These may include higher unemployment rates due to less 

expensive labor, and lower savings because other countries offer greater 

monetary incentives. Protecting one's country against the costs of 

interdependency may be individually rational, but collectively irrational. 

Protectionism may result in global disaster. Each state faces a tug-of-war 

between international interdependency and national autonomy. It is a 

conflict between the benefits and costs of interdependency. 

The hegemon provides a balance between the benefits and costs of 

integration. The hegemon contributes to the domestic stability or economic 

well-being of states by providing safeguards, such as aid, open markets, and 

foreign investment. Countries use the safeguards provided within the 

system rather than resorting to other means, including protectionist 

measures, to reduce the costs of interdependency. The hegemon also 

promotes international stability by establishing rules to lessen uncertainty. 

These rules, for example, regulate currency convertibility and trade 

negotiations to reduce tariffs. The hegemon ensures the benefits, while 

lessening the costs of economic integration. As shown in figure 4.1, economic 

integration increased only slightly as hegemonic power declined in the 1950s 

and early 1960s. By contrast, when the G-7 replaced the L'S as the hegemon in 

the 1970s, economic integration increased substantially and remained at high 
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levels throughout the rest of the post-WWII period. The data presented in 

chapter four supports the theory of group hegemony. The presence of the 

group hegemon, that is, the stability of power concentration from the 1970s 

on, is positively associated with trade integration as predicted by the theory of 

group hegemony. 

In sum, stability of the liberal economic order depends on three 

conditions. These include: a hegemon to stabilize the system in times of 

economic crises; rules to govern international economic transactions; and 

safeguards to protect against the costs of interdependency. If the hegemon 

fails to adhere to and enforce rules, such as maintaining open markets, 

countries would lose most of their benefits from participating in the liberal 

economic order. The hegemon provides the largest, open import markets as 

well as other goods. The presence of a stabilizer, rules, and safeguards 

encourage participation and integration in the liberal economic order. The 

underlying assumption here is that the satisfaction of these conditions 

ensures that most members benefit from participation. If thev did not benefit, 

they would defect, that is, cease to abide by the rules. The key here is that the 

economic order must benefit most participants. Benefits should be 

commensurate with a country's power. If core countries are not satisfied with 

their share of the global economic pie, they may challenge the hegemon or 

disrupt the system. 

The third proposition of group hegemony theory contends that 

economic integration helps sustain the continual gap between the core and 

the periphery. The theory of group hegemony advances a political argument 

as to the causes of international economic disparitv'. The theory of group 



190 

hegemony holds that the hegemon adheres to and enforces rules to maintain 

a world-system biased in its favor. The rules also benefit the periphery, but 

they do not facilitate international equality. The LDCs do not have the power 

to change the rules. 

There are three basic rules governing international transactions that 

are associated with the persistent core-periphery structure. The first is 

preferential treatment for core countries. The data presented in chapter five 

shows that the core countries grant one another greater preferential treatment 

than they extend to developing countries. At the Tokyo Round, the 

developed countries agreed to cut their average tariff on imports of 

manufactured goods from other core countries from 7.4 to 4.2 percent, a 

reduction of 43 percent. In comparison, the developed countries reduced 

their tariffs on manufactured goods from developing countries from 9.9 to 6.9 

percent, a reduction of 30 percent. The periphery fared better at the Uruguay 

Round, but the core still extends preferential treatment to its members. 

The second rule that tips the balance of trade in favor of the core is the 

use of tariff peaks. With the permission of the GATT, the core countries 

often exclude sensitive products from the generalized system of preferences 

and levy extraordinarily high import tariffs on these products. According to 

Finger and Messerlin (1989:7), "Most of the higher rates protect textiles and 

clothing and miscellaneous manufactures; categories where developing 

countries tend to have significant export positions." Tariff peaks permit core 

countries to retain their comparative advantage in the protected areas, and 

prevent developing countries from exploiting their comparative advantage. 



191 

The third rule is the practice of tariff escalation- Goods face higher 

tariffs as they undergo processing. The data presented in chapter five 

demonstrates that core countries impose substantially higher tariffs on semi

finished and finished manufactured goods. The practice of tariff escalation 

encourages developing countries to specialize in the export of raw materials, 

while core countries diversify their exports (Page 1994:12). The developing 

countries suffer more than the developed countries from tariff escalation for 

two main reasons, both having to do with preferential treatment (Page 

1994:14). First, some manufactured products, which are important exports of 

LDCs, are excluded from the generalized system of preferences. Second, the 

core countries grant one another preferential treatment in the trade of 

manufactured goods. 

In addition to the above policies, new rules agreed to at the Urugua\-

Round are also biased in favor of the core. For instance, the developed 

countries insisted on an agreement on trade-related investment measures at 

the Uruguay Round as was discussed in chapter five. These investment 

measures prohibit certain conditions that were previouslv imposed on 

transnational corporations by host countries. These conditions include 

requiring exports of a certain percentage of output and using a specified 

percentage of domestic components. These conditions were part of 

development strategies for developing countries. 

The trade-related intellectual propert}' rights agreement is another 

example of an important international rule that favors the core. Under the 

Uruguay Round agreement, all signatories \vill adopt protection for 

intellectual property rights. The core countries have the most to gain from 
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such an agreement because they engage in most of the world's research and 

development. The intellectual property rights agreement curtails the ability 

of developing countries to follow the same path of development as Europe 

and Japan. These developed countries were privy to inexpensive American 

capital and technology in the immediate post-WWII period. Intellectual 

property rights raise the cost of acquiring core state technology. Countries 

may face retaliation if they attempt to obtain foreign technology through 

reverse engineering or copying. Dispute settlement for violations of 

intellectual property rights falls under the jurisdiction of the WTO. 

Retaliation may take the form of denial of market access. Countries have to 

implement the TRIPs agreement if they wish to participate in the WTO. 

The rules examined above govern the liberal economic order. Thev are 

biased in favor of the core and a few targeted countries as was discussed in 

chapter five. The theory of group hegemony proposes that these rules are 

associated with the core-periphery structure. They contribute to the 

maintenance of the economic gap between the wealthy few and the poor 

majority in the world. Figure 5.1 shows that the core has gained much more 

than the periphery in terms of wealth in the last half of the post-WWII 

period. The relationship between trade integration and the gap is even more 

revealing. Trade integration in this study represents the degree of 

participation in the liberal economic order and adherence to the rules. While 

the "targeted" NICs have gained on the core in terms of wealth, the periphery 

has lost ground. Trade integration and a closing gap are positivelv correlated 

for the NICs. In comparison, trade integration and wealth are inversely 

associated for the periphery. As trade integration increased slightly in the 
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periphery, the gap between the periphery and the core also increased slightly. 

The gap remains intact. The core has gained much more than the periphery 

in terms of wealth. 

The theory of group hegemony takes a novel approach to explain the 

persistent core-periphery structure. The benefits for the major players are no 

longer based on greater exploitation of developing countries as assumed bv 

dependency theorists. Benefits are derived from preferential treatment for 

core members. The group hegemon sustains the stable, liberal economic 

order. This order benefits all, but some more than others. The rules 

governing economic transactions are biased in favor of the core. These rules 

help sustain the gap. As long as there is a concentration of power, the most 

powerful coordinate their policies to maintain the liberal economic order, 

and this order benefits all, especially those who have the power to threaten 

the system. The present liberal order will continue. 

Biased rules help sustain the core-periphery structure. If the rules were 

not biased, the benefits derived from the order \vould be more equitably 

distributed. The elimination of the biased rules would not necessarily result 

in the demise of the core-periphery structure. Certainly power and market 

forces perform pivotal roles in the existence and destruction of the core-

periphery structure. However, multilateral negotiated policies also play a 

major part in regulating international economic transactions in the last half 

of the twentieth century. In the post-war liberal economic order, 

governments intervene to negotiate and implement these policies. Power 

and market forces affect a country's ability to negotiate effectively, but the 
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rules also contribute to the gap between the wealthy few and the poor 

majority of the world. 

The implication of group hegemony theory is that a few countries can 

cooperate to maintain a liberal economic order. It predicts that hegemonic 

factors such as a concentration of power and the need for a stabilizer 

determine the rules governing international economic transactions. These 

rules help shape the structure of the world-system. If the factors pertaining to 

the hegemon, the liberal economic order, or the core-periphery structure 

change, so does the world-system. The periphery is gaining a comparative 

advantage in areas where the core traditionally dominated. In the past, the 

core has responded to this situation by implementing policies like tariff peaks 

and escalation. These policies, however, do not necessarily signal the end of 

the liberal economic order. The core countries appear to be retooling their 

economies toward service and high technology industries. They are also 

slowly allowing developing countries to exploit their advantage in semi-

processed goods as was demonstrated at the Uruguay Round. The wealth)' 

few will initially encourage the liberalization of global markets in services 

and high technology industries. They will continue to profit more than the 

periphery, and the status quo will be maintained. The only difference will be 

that power-biased rules will eventually apply to service and high technology 

industries rather than processed goods. The group hegemon will continue to 

intervene to stabilize the liberal economic order, all will benefit from 

participating in the world-economy, and the rules governing this order will 

help sustain the core-periphery gap. 
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