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Abstract

Tn the last 250 vears, capitalism has been the cause of great wealth and affluence. This was brought about by the
interaction between a dynamic mobilisation of resources and the efficient allocation of production factors, produced
goods and services through control of the market, technical progress, the spread of trade and use of comparative cost
advantages. In this respect, classical and neoclassical economics since Adam Smith has been proven correct. However,
this school’s postulation that the market’s invisible hand will also provide for a balanced development of wealth between
rich and poor regions and nations has nol been proven cotrect. On the contrary, the gap between rich and poor has
grown. The contradiction between theory and reality is not at all coincidental, Classical and neoclassical economics
subordinate absolute equal opportunities between all (world) market actors and exclude extra-economic factors such
as, for example, the disparity of power as a lever of wealth increment, Furthermore, it neglects the circumstance of capital
accunmilation and growth in consumption through the cost-free use of nature, which has many consequences for the
destruction of the ecological balance. These methaodical foreclosure proceedings do not only have fatal consequences

- _for the theory; politics is also especially affected. To be sure, neoclassicism offers no solutions to the greatest challenges

L /of the present, namely, social inequality on a global scale and the ecological crisis. The individual measures which have
been enacted, such as the IMF’s structural adjustment progranine, often cause the opposite social and ecological effects.
An important prerequisite for the development of strategies in a global reform perspective is, therefore, the dealing

»  with some fundamental deficits in the dominant economic theory. This paper will (a) develop the idea that the disparity
of political and economic power has historically promoted the externalisation of social and ecological costs and, as
a result, caused the rise of non-sustainable structures in the world economy as well as social and ecological crises, and
(b) prove that cost internalisation by means of new basic conditions in the world economy is an indispensable must
for sustainable development in the world economy. © 1997 Elsevier Science B.V.

Keywords: Cost externalisation; Structural dumping; (World) social dual system

! The author teaches political scicnce/international economic relations.

0021-8009/97/$17.00 © 1997 Flsevier Science B.V. All rights reserved.
PIFS0921-8009(96)00110-3




30 M. Massarrat / Ecologieal Economics 22 (1997) 29-39

1. What does “cost externalisation’ mean?

The problem of cost externalisation is not un-
known within neoclassical theory. Alfred Mar-
shall discovered that a higher standard of worker
education and training can have positive effects
on the profits of an enterprise (Marshall, 1890). In
the meantime, external effects have taken on an
increasing importance in the environmental econ-
omy. Arthur C. Pigou interpreted the failure to
consider the costs of environmental pollution gen-
erated by smoke emitted from factory chimneys in
the cost accounting as an example of cost exter-
nalisation (Pigou, 1920). The environmental econ-
omy limits external costs to economic costs
resulting from environmental damage, which are
not accounted for in the operational bill of costs.
The externalisation of costs were analysed in a
considerably more detailed and comprehensive
manner by Karl William Kapp in his study, The
Social Costs of Private Enierprise, which was pub-
tished in 1950 (Kapp, 1950). Kapp also developed
a more precise and complete definition of external
costs, which he characterised as social costs.
These are: “all direct and indirect losses which
cither third parties or the general public are
forced to bear as a consequence of uncontrolled
economic activity. Such social costs can be ex-
pressed through damage to human health, the
destruction of or reduction in property value and
the premature exhaustion of natural resources”
{Kapp, 1963, p. 10).

In the opinion of the author, the core of this
definition is still fully applicable today. However,
some specific points require further precision and
addition. It is not incorrect to summarise losses
through damage to human health and the prema-
ture exhaustion of natural resources within the
term social costs. It is imperative, however, to
decide between what constitute socia! and ecologi-
cal costs in order to formulate differentiated re-
form measures for socially and ecologically
sustainable global economic structures. This and a
number of other considerations resulting from
personal research have led the author to suggest a
more comprehensive definition for cost externali-
sation, as shown below:

Externalised costs are real social and ecological
costs, which individuals, groups and nations push
onto the general public, other groups, nations and
future generations in order to minimise expendi-
ture and maximise profits, thereby increasing their
own affluence and economic growth at the ex-
pense of others.

2. Forms of cost externalisation

On the whole, three main forms of cost exter-
nalisation can be identified: (a) externalisation
through cost-free environmental damage, (b) ex-
ternalisation through the cost-free utilisation of

non-renewable raw materials and (c) the externali-:

sation of social costs, Important studies have
already been produced concerning the externalisa-
tion of environmental costs and their monetary
valuation.?

This section will investigate forms of cost exter-
nalisation which until now have not been clearly
identified, and which have been systematically
suppressed within scientific and political discus-
sion. The mechanisms responsible for the enforce-
ment of cost externalisation in the genesis of the
world economy and North-South relations will
also be analysed. This will be done by the presen-
tation of representative examples of historic and
current importance, each of which is intended to
portray an important dimension in the coming
into being of non-sustainable global economic
structures.

2 As an example here, reference can also be made to the
work of Christian Leipert (Leipert, 1989} and the results of
research pul forward by an internationally rccognised research
team: {van Dieren, 1995). This theme also plays an important
role in relation to the concept of the ecolvgical national product
(Eeipert, 1995). Here, the methoedic aspects of the calculation
for savings in avoidance costs and the capital costs of nature
are placed in the foreground, in that scientific interest orients
itself towards the monetary quantification of the product
within the whole political-economic balance. In any case, in all
considerations made to date, only ecological externalised costs
have to be taken into consideration. Social externalised costs
remain unaccounted for, however,
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2.1. The externalisation of social costs in early
capitalism

The striving {or affluence at the expense of third
parties is not a phenomenon of mankind’s most
recent history., With the beginning of the Indus-
trial Revolution and capitalistic development in
Europe, however, this method of increasing wealth
attained a new and incomparable quality through
the intense and systematic way in which it was
practiced. The increase in the number of wealthy
and the affluence of the factory owners during the
Industrial Revolution, combined with the dynamic
expansion of capitalism in Europe, was on the one
hand due to technology-related increases in pro-
ductivity and performance. On the other hand,
however, it was also due Lo a global externalisa-
tion of social costs through reductions in wage
levels, increased hours of work and the introduc-
tion of women and children into factories and
mines. The labour force surplus, initially due to
the mass exodus from the pre-industrial agricul-
tural hinterfand into the towns, gave rise to merci-
less competition for the low-waged labour force.
The resultant negative effects upon health, human
working and living conditions and ultimately on
human resources through the drastic fall in life
expectancy is generally accepted. The labour force
surplus and the political powerlessness of the de-
pendent workers as opposed to the predominance
of the propertied classes made possible an over-ex-
pleitation of the workforce via the externalisation
of social costs from the place of work into the
family, and from the town into the agricultural
hinterland. The first seeds of a legal, power-politi-
cal dual-system of historic significance were sown
here. This is explored in greater detail below. The
European labour movement was only able to
overcome the disparity of power and begin to put
a stop to the externalisation of social costs in
Europe after decades of struggle. However, neither
the dual-system nor the problem of externalisation
disappeared. On the contrary, while the legal,
power-political dual system was transferred out of
Europe to establish itself on a global scale, the
increase in affluence within the global dual system
was not the result, as the following examples will
show, of the externalisation of social costs, but

increasingly also of the externalisation of ecologi-
cal costs.

2.2. The externalisation of secial costs through
colonial slave labour

On the threshold of the Industrial Revolution,
plantations were established in overseas colonies
using slave labour to supply Europe with food and
semi-luxurious foodstuffs and tobacco at dumping
prices. The social costs hidden behind these dump-
ing prices were withheld from the slaves by the
plantation owners, who expected them to take on
the burden of a drastic reduction in life expec-
tancy. Whereas one group was condemned to eke
out an existence without rights in the newly estab-
lished global dual system, the others, slave owners
in the colonies and the consumers in Burope,
enjoyved the imcreased supply of semi-luxurious
goods and the increase in wealth, The lack of
rights and the impotence of colonial slaves repre-
sented a magnification of the lack of rights of the
working masses in the motherland. The extreme
form of legal inequality which was needed to
maintain the most extreme form of cost externali-
sation by means of slave labour required an
equally extreme form of legitimation — racism. If
the part-systems’ inequality of rights and power
are completely left out of consideration, the inter-
national division of labour, together with the flow
of trade that results from this, can be interpreted
by the classical and neoclassical theories and
thought structures as the result of comparative cost
advaniages and the varied provision of factors. In
reality, however, hidden behind these forms of
labour division and trade in the global dual system
was primarily the principal of externalising social
costs by means of violence and racist ideology,
which existed for the benefit of the privileged
minority within the system. Apartheid and migra-
tory labour, the dualistic coexistence of home-
lands, skyscrapers and wealthy villa districts,
privileged rights for the few and lack of rights for
the many are weakened forms of slavery, but,
however, also represent a model of wealth incre-
ment through the externalisation of social costs
which has been practiced into the present.
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2.3, The externalisation of social costs through
child labour

The use of child labour requires particular em-
phasis because this method of minimising costs
has grown at an alarming rate over the last two
decades. Despite the 1LO Convention, which pro-
hibits the employment of under fifteens, an esti-
mated 200 million children worldwide were
working in 1986 — a fourfold increase compared
to seven years before (Pollmann, 1988, p. 9). At
the end of the twentieth century we are clearly
experiencing a renaissance of those methods of
Manchester Capitalism once presumed dead,
which are now becoming established in a variety
of countries in the southern hemisphere. In the
south, child labour is on the increase in many
industrial sectors producing for export to the
industrial nations, such as mining, agriculture and
the textile industry. A more recent ILO study has
shown that every fourth child in the Third World
now works (Frankfurter Rundschau, 4-5 April
1996). The increased use of child labour in the
Indian carpet industry, for example, caused drastic
price cuts and ruinous competition among the
suppliers on the world market. Hand woven car-
pets have long since lost their status as a luxury
item in industrialised countries, and have in the
meantime become a product for the mass market.
Even here we are purchasing a piece of affluence
with a minimum of effort, being well positioned to
exploit the merciless competition between two
Southern countries. Furthermore, through our
failure to contribute to the social costs in the
carpet industry, instead loading these onto Indian
children and their familics, we participate in the
exposure of countless numbers of children to the
danger of illness duc to infections and tuberculosis
stemming from anaemia, over-tiredness, and lack
of sleep, or to the danger of becoming crippled
through damaged posture and slipped disks, as
well as damage to the bone structure and eyesight.

2.4, The externalisation of ecological costs
through the overexploitation of resources with

higher natural productivity

The natural productivity of resources is highly

varied, It is dependent upon the degree of concen-
tration, chemical composition, on physical condi-
tions and the geographical location. The differing
degree of natural productivity is, in the case of
valuable non-renewable resources, also the basis
for the origin of economic surplus. In contrast to
this, absolute ground rent is the product of non-re-
newability and the ability to monopolise on the
resource itself. The sum of both forms of rent
amount to ‘matural capital’ inlerest or resource
capital costs (refer to Massarrat, 1993 for more on
this).

This ecological interest rate, which has been
discovered in the present debate (Schily, 1994), is
not at all new. It existed within all forms of
expanding capitalism during the 18th and 19th
centuries, both within economic reality and eco-
nomic theories. For the classicists, such as Adam
Smith, Malthus, Ricardo and others, land existed
self-evidently in parallel to labour and capital as a
production factor. For the physiocrats, land and
nature were even considered the sources of all
wealth. Marx differentiated between three differ-
ent sources of income, the wage representing the
price for manpower, profit representing the inter-
est or price of capital and ground rent as the
interest or price of property in land or natural
resources. And he differentiated between two main
sources of material wealth, Auman manpower and
natural forces.

In the capitalist Europe of the last centuries,
ground rent increasingly became an effective ob-
stacle against the unrestrained growth of ‘artificial’
capital. If today’s worldwide environmental move-
ment and all critics of the prevailing growth model
are cluelessly seeking a possible way of introduc-
ing an ecological interest rate for ‘natural capital’
so that prices become real ecological prices, the
emerging industrial countries of the 19th century
were faced with the opposite problem, namely,
what they should do to eradicate the burden of
ground rent, that is to say, the burden of ‘natural
capital’, or, in more modern terms, to externalise,

For most of the European states with colonial
experience, the solution lay practically before their
noses: expansion in all directions at the turn
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of the century (1900) and the acquisition of non-
settled or sparsely populated areas, expulsion of
the original inhabitants from their homelands
when it was assumed that some sort of natural
riches were to be found and the subseguent in-
trusion into societies which were neither eco-
nomically nor politically strong enough to
profect their inhecrent natural riches from exter-
nal intervention. This external expansion was
founded on domestic political consensus; the his-
torical  compromise between the socially
democratised labour movement striving for in-
creased affluence on the one hand, and the capi-
tal factions of FEuropean - companies on the
other. In the opinion of the author, this com-
promise still represents the political foundation
for the growth model still present in today’s
affluent countries (see Massarrat, 1995). By
means of free access to the still untouched, and
from the perspective of the turn of the century
apparently renewable natural riches of other na-
tions, which had comparatively higher and in
some cases very high natural productivity, natu-
ral capital costs could in the first instance be
drastically reduced, and in the second economic
power retained by the landed owners in the Eu-
ropean couniry of origin could be broken. The
nature of this global development, which is new
in the history of the development of the world
market, was to be found in the actual elimina-
tion of the raw material owner states by the
globally active European and American raw ma-
terial companies, consequently, therefore, in the
establishment of demand side structural domi-
nance (Europe and USA), and, in the end, in
the elimination of the resource owners’ market
sovereignly and market control functions.
Henceforth the demand side does not only regu-
late the demand, but also the amount on supply
— a process which inevitably leads to the over-
exploitation of scarce natural resources, to struc-
tural overproduction, to inelastic prices at a low
level and to the loss of scarcity signals in the
case of non-renewable resources. Raw material
prices have decreased over the decades instead
of rising, as should actually be the case with
non-renewable resources and functioning meth-
ods of market control. Basically, the first stage

of the globalisation of production historically
took place here and was based on the massive
externalisation of industrialised countries’ costs
for the use of natural resources to the countries
of the South. Whereas the consequences of cost
externalisation made a positive ditference in the
industrialised nations through lower costs for the
use of natural resources and higher growth rates,
the raw material owners of the south registered
a minus due to the decreased income. By means
of the globalisation of raw material production,
it was also possible to produce global basic con-
ditions for the partial or complete elimination of
natural capital costs, for unrestrained growth
and the enforcement of the Fordian model, for a
new world division of labour and for the emet-
gence of new goods and trends in trade. Eu-
ropean expansion at the turn of the century
paved the way for this development.

From this point onwards, the exploitation of
the rich oil wells of the Middle East, North Africa
and South America, the development ol copper
mines in Chile and gold mines in South Africa, to
name just a few important examples, became the
indispensable material basis for unbridled eco-
nomic growth in the affluent countries. In the
place of rising scarcity prices, which especially
occurred in the 19th century, overexploitation,
overproduction and dumping prices have become
the norm in the 20th century which the Neoclassi-
cists ahistorically interpret as the result of the free
play of market forces. In reality, the globally
interrelated dualistic systems also become recog-
nisable here, which are equipped with desperate
political and military means of power and legal
positions. The one appropriates foreign natural
resources by forming direct or indirect relation-
ships based on strong-arm tactics and sanctions
its position through a monopoly on know-how,
information, finance and credit policy instru-
ments. Even in respect of their own assets in
scarce resources, the others fail to appropriate
economic validity in relation to the opposing
power. In terms of the present, the international
division of labour between the industrial North
and the raw material exporting Scuth is in no way
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the result of an asymmetric distribution of global
resources.’

As a matter of fact, North America, Russia and
Europe alone, with a combined population of
much less than a billion, possess farger reserves of
non-renewable energy and mineral raw materials
than the three continents of the South with a
combined population of nearly four billion people
(Simmmons, 1991; Massarrat, 1993, p. 1850). If per
capita resource provision is used as a base, a
globally asymmetric distribution of resources can
indeed be shown. However, this distribution would
favour the South. The present asymmetric interna-
tional division of labour, whereby continents rela-
tively poor in raw materials jointly supply, for
example, a country such as the USA which is rich
in raw materials, is in reality, as has been shown
above, the result of the massive cost externalisa-
tion of the use of natural resources from the
industrial nations to the nations of the South.

2.5, The theories of externalisation and
exploitation: What's the difference?

The theory of cost externalisation is not a para-
phrase of Marxist exploitation theory. Both theo-
ries describe thoroughly different, though
complementary levels of national and global eco-
NOMmIC processes.

The relationship of social classes in the work-
place and national economy feature at the heart of
Marxist exploitation and surplus value theory. To
this extent, it is primarily a question of the source
of the creation of values and distribution mecha-
nisms under normal, i.e. balanced and symmetrical
market conditions. The object of the externalisa-
tion theory, is, however, the distribution of real

3 This widespread supposition, which substitutes fiction for
reality, is founded on the forming of legend by Neoclassical
theory, which in furn attributes the asymmetric division of
labour to the South’s provision with abundant natural re-
sources. As a result of its acceptance, the Neoclassical theory
of the division of labour, the factor proportion theory, method-
ically anticipates the result. H, of cousse, power and violence
asymmetries fail to materialise in the theory and the North—
Scuth labour division remains exclusively atiributable to the
Jfree play of market forces, then only one reason remains for
the asymmetric North—South division of labour: an unequal
provision with natural forces.

ecological and social costs between the companies
and the social classes within a national economy,
between regions and nations within the world
economy with imbalanced and asymmetrical mar-
ket conditions, and between generations within the
universal historical context. While the theory of
surplus value has the working relationship between
unequal social classes as its base, the external-
isation theory confirms the unequal exchange be-
tween companies, regions, nations and genera-
tions, whereby the margins of both theories are
fluid ujfhén it comes to social costs, According to
the theory of cost externalisation, the unequal
exchange between the generations is to be seen in
the light of the interest-free indebtedness of today’s
generation towards future ones. To be sure, this is
difficult to quantify, but may be of existential
importance for the creditor generations.

2.6. Growth, externalisation, globalisation

Growth models which either fully or partially
draw on the externalisation of social or ecological
costs are not self-supporting and are therefore not
sustainable. We are therefore dealing with models
of pauperisation and environmentally destructive
growth or a mixture of both.* The historic forms of
globalisation (production of raw materials and
agricultural export plantations with slave labour)
have, in their turn, contributed to the establish-
ment of these growth models. Present globalisation
appears to have varied effects. On the one hand, it
has set a process of redistributing global employ-
ment from North to South in motion, whereby it
must be seriously doubted whether real self-sup-
porting growth processes are appearing through
the transfer of employment to the South. On the
other ha}f‘fd it clearly strengthens the tendency to
play social systems off against each other globally,
dismantling the relatively high social standards in
the North without simultaneously and automati-
cally raising the social standards in the South.

4 The latest Human Development Report differentiates be-

tween five non-sustainabie types of economic growth: growth
without new jobs, unscrupuious growth (the rich get richer, the
poor poorer), growth without codetermination, growth with-
out reots and growth without & future (due to the excessive
consumption of environmental resources) (UNDP, 1996).
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3. Structural dumping through cost externalisation

Viewed macroeconomically, and assuming that
cost externalisation does not occur, ecologically
and socially correct market prices are formulated
as follows:

P.=MC+E +P,, H

whereby P, represents ccologically and socially
correct {absolute) market prices, MC economic
marginal costs, Er the ecological costs of repro-
ducible environmental resources (for the avoid-
ance and elimination of environmental damage)
and P the scarcity price for non-reproducible
-.resources (see Massarrat, 1994). Then, in line with
- the externalisation theory, it is possible to see that
actual market prices on the world market are not
the ecologically and socially correct prices, but
rather macroeconomic dumping prices, which are
formulated as follows:

Pd = (MC - ECI) + (E - Ecrr) + (Pnr - Ecnr):
2

whereby EC, represents externalised labour costs
or the social dumping factor, BC,. externalised
costs of reproducible environmental resources,
ECnr externalised costs from non-reproducible
resources (and EC, 4+ EC,, the ecological dumping
Sfactor) (see Massarrat, 1994). Macroeconomic
market prices move, in accordance with the exter-
nalisation theory, below the level of pure business
marginal costs (sce Eq. (3)} in the case of ecologi-
cal costs (FE=EC, and P,,=EC,) being com-
pletely externalised, as is in practice very often the
.case, and as a result of the externalisation of
social costs

Py=MC — EC, (3)

Since these dumping prices do not represent a
temporary bui a permanent feature in the (world)
social dual system, structural dumping in the world
econoty must therefore be established in all pro-
duced and monetarily valued finished goods. This,
on the one hand, increases poverty, illness and the
danger of epidemics due o the overexploitation of
human labour and prevents socially sustainable
structures from emerging. On the other hand, it is

responsible for the emergence of socio-economic
non-sustaingble  structures through the overex-
ploitation of ‘natural capital’, unbridled environ-
mental damage and wasteful consumption.

On the basis of the externalisation theory, the
per capita income structure of the industrialised
nations over the last 250 years can systematically
be demonstrated in Fig, 1.

The graph is based on the well-founded as-
sumption that the social dumping facior, i.e. the
externalisation of social costs, was the dominant
form of externalisation until the middle of the
twentieth century, whereas after the transition
from Manchester Capitalism to the social market
economy {end of the Second World War) high
economic growth rates and an exponential in-
crease in affluence were partially attained through
the externalisation of ecological costs.

4. (World) social dual system

The theories of classical imperialism and the
dependencia theories have more or less systemati-
cally neglected the phenomenon of asymmetrical
wealth division as well as the inner-social and
inter-generative  distribution levers caused by
structural dumping. Moreover, their analytical
scope is limited to the behaviour between states
and regions (centre—periphery valuation). On ac-

Income per Capita

T 1 T T kgl
1750 1800 1850 1900 1950 2000

Fig. 1. Affluence (per capita income) of industrial nations
through cost externalisation (schematic presentation).
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count of their methodically questionable assump-
tions, the uneven exchange theories of Emmanuel
(1969), Amin (1975) and others did not lead to any
clear findings about economic distribution and
redistribution mechanisms (see Massarrat, 1978).

The dual system theory represents an attempt to
analyse systematically asymmetrical wealth distri-
bution on the basis of cost externalisation and
structural dumping. Disparity of power represents
the key concept in this theory. In keeping with
previous deliberations (Massarrat, 1993), the f{ol-
lowing will at first describe the core of the theory
before going into the manifold effects of the dual
system in actual world society.

The (world) social dual system is formed from
two organically interwoven, yet qualitatively dis-
tinguishable social systems. On the one hand, the
social system of a minority furnished with all the
privileges of power and law, with a behaviour
pattern and value system based on the individual
maximisation of benefits; on the other hand, the
social system of a majority furnished with a clearly
weaker potential for power, usually locked into a
largely handed-down system of values and, due to
competition with the dominant social system first
referred to, forced to make survival assurance
strafegies. The ability to maximise benefits in this
second social system is largely limited or even
totally excluded. The (world) market is the basis
for interaction and communication between the
two. In this dual system, the market participants
from the lower-placed social system lose their
market sovereignty, are deprived of the opportu-
nily to act as equal players and are forced mnto
passive behaviour as both suppliers and cus-
tomers; structurally imbalanced market refation-
ships, asymmetrical labour division and wealth
distribution are reproduced; the gap between rich
and poor and the gulf between social groups and
nations in world society become deeper; market
control mechanisms are turned into effective in-
struments of extending the dominant system’s
wealth and power; the economic and rational logic
of market control is turned upside down and
effects runming counter to market laws are
achieved (dual system effect). The disparity of
power category in this theoretical rudiment com-
prises, as well as opportunities for political and

military intervention, unequal opportunities to use
economic and cueltural instruments, institutions
and regimes, thus enabling the dominant part-sys-
tem to achieve additional wealth and growth ef-
fects regardless of performance and productivity.
The dominant part-system propagates and influ-
ences lifestyles and consumer habits and exerts, in
a comprehensive sense, cultural hegemony.

4.1. Dual system effect

The characteristic of the (world) social dual
system is that instruments of economic and devel-
opment policy as well as mechanisms of market
control in the part-systems lead to different, even
partially antagonistic results, which, on the one
hand, conform the market and, on the other hand,
are paradoxical to it. This I describe as the dual
system effect.

(1) In historic (Manchester) capitalisrn, disparity
of power causes industrialisation, increased pro-
ductivity and economic growth to lead to wealth
increment and luxury in the dominant part of the
system, whereas the results in the weak part of the
system feature an increase in working hours, 4
decrease in real wages and misery (pauperisation
growth), .

{2) Unbalanced resource markets with structural
overproduction result from the unevenness of
market sovereignty in global markets in the first
half of this century. The demand side (dominant
part-system) also simultaneously controls the sup-
ply amount — the owners of resources (in the
weak part-system} do not have the power to assert
a regulative control over the market (market para-
doxical). Signals of scarcity for non-renewable
resources lose their function of regulating demand
(also market paradoxical). Structural overproduc-
tion and inelastic world market prices become
essential characteristics of global resource mar-
kets. Whereas high growth rates are attained in the
dominant part of the dual system thanks to a
surplus of resources at dumping prices, which also
gives the Fordian model a powerful boost, the
weak part of the system loses its resource base and
becomes a monostructural appendage of the dom-
inant part-system.
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(3) The economic disparity economically and
politically causes opposite effects in the present
dual system. This is especially true in interna-
tional monetary and interest rate policy and in the
GATT system. Leading and key currencies (US
dollar, DM, yen, Sir) are found in the dominant
part of the dual system. Economies in this part
have, on the whole, balance of payment surpluses
and are creditor nations, whereas a majority of
debtor economies are to be found in the weak
part-system. A policy of high interest rates in the
dominant part-system usually leads to import of
capital and job creation, for example in the public

sector. Iligh international interest rates have,

however, fatal consequences for the weak part-
system: (&) a growing rate of resource exploitation
in the case of stagnating raw material prices and
receipts {interest rate—raw material price—mecha-
nism, Massarrat, 1993, p. 76). (b) Exodus of
capital and growing servicing of debts in debtor
cconomies, implying an additional negative effect
on resource exploitation and raw material prices
in indebted raw materia} export countries. A pol-
icy of high interest rates in the weak part-system
could, to be sure, also lead to the import of
capital where there is a clear interest differential,
but admittedly, at the same thme lead to consider-
able investment barriers for the domestic market.
The GATT system has aggravated the asymmetri-
cal effects of the dual system for developing coun-
tries. While the latter have often been coerced into
liberalisation at the negotiations, many restric-
tions aimed at protecting Japanese and European
agricultural products remain unfouched, as do
measures protecting US industrial products
against European and Japanese competition.

(4) Neoliberal development strategies such as
the World Bank’s export assistance policy and the
IMIs structural adjustment policy in monostruc-
tural economies in the weak part of the dual
systemn (over 70 developing countries are strongly
monostructural economies) usually lead to the
strengthening of existing asymmetries in foreign
trade (raw material exports in exchange for im-
ports of finished products). Recent studies (Reed,
1996) have shown that aims such as export diver-
sification, self-supporting growth and positive en-
vironmental effects have seldom been attained.

The reason for this is the survival strategy of the
smaller supplier states (in the case of mineral
resources) and the great masses of small scale
farmers (in the case of agricultural raw materials),
who, in order to stabilise their own income, in-
crease the supply amount by means of greater
labour intensiveness and overexploitation of re-
sources, factors heightened by the displacement
competition caused by export assistance and struc-
tural adjustment. By means of this, the already
inelastic tendency of raw material prices is
strengthened and demand can therefore be sa-
tisfied at a low price. Whereas displacement com-
petition in the dominant part of the dual system
usually ushers in a balanced market and sets
limits to price culs in the weak part of the dual
system it leads, market paradoxically, to struc-
tural imbalance and overproduction. The market
sovereignty of a seemingly powerful resource sup-
plier such as OPEC is in this way undermined,
demoted to its original role as a hanger-on after a
short-term period of successful market sover-
etgnty. OPEC’s high price policy has long since
given way to a policy of overproduction and
dumping prices.

A recent World Bank study (World Bank,
1995) has shown that the growth success of sev-
eral developing countries (with the exception of
South Asia) has proceeded with an overexploita-
tion of natural resources (environmentally de-
structive growth).

According to the dual system theory, a sort of
ladder of dual systems can be identified: in a
vertical direction in individual societies (asset
owners, dependent workers, subsistence produc-
ers, ethnic minorities); and in a horizontal direc-
tion between societies and regions (industrialised
countries, new industrialised countries in Tricont
and Eastern Europe, developing countries). In
world history, future generations are placed at the
end of this ladder due to their utter powerlessness
as opposed to the present generation. The gender-
specific dual system, the patriarchy, is deeply
rooted in all stages of the hierarchical pyramid of
dual systems, whereby the male has historically
been granted special privileges in the family and
in society, whereas the female has been doubly
burdened with legal inequality and real discrimi-
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nation, The dual system ladder finds its equivalent
in the (world) social ladder of growth and devel-
opment potential: on the one hand within individ-
ual societics and regions through the increase of
wealth and growth potential in either a few hands
or a few afffuent countries; and on the other hand
in the decrease in development and survival
chances for a large part of the world’s population
and future generations. These historically-evolved
structures in world society are fundamentally non-
sustainable. All reform strategies which neglect
these structures in their conception are bound to
fail.

5. Global reforms for a sustainable world society
through equal opportunities

Three observations deriving from the previous
analysis can be made before presenting possible
solutions: (a} The externalisation and dual system
theory should in no way give credence to the
popularly-held notion that the wealth of the in-
dustrialised nattons is based exclusively on the
South’s poverty. This wealth is partly the result of
increased performance and productivity, but only
partly. (b) The prevailing international division of
labour and all the trade, money and capital flows
stemming from it are not only a result of differing
provision of factors and comparative cost advan-
tages, but are to a large part the result of strate-
gics to externalise social and ecological costs. (c)
International labour division and free trade per se
are not the main causes of structural defects in the
world economy, as critics would have us believe.
Having said that, free trade is also not a sacred
cow which brings wealth and happiness to people
everywhere.” Free trade is an effective instrument
of allocation in a market economy. In conjunction
with the limitless freedom of a privileged minority
to externalise costs, free trade can metamorpho-
stse itsell in development and environmental pol-
icy into an efficient instrument in the
establishment of non-sustainable structures.®

>In relation, compare ihe controversy between Jagdish
Bhagwati and Herman E. Daly in “Spektrum der Wis-
senschaft, Digest: Umwelt und Wirtschaft™ (Bhagwati, 1994;
Daly, 1994},

The third UN report on human development
(UNDP, 1992) supplied for the first time a sys-
tematic empirical list of involuntary transfers
from the South to the North. In the report which
has just been published (UNDP, 1996), it has
been shown that the difference in wealth between
the 15 richest and the 70 poorest nations of the
world community has dramatically increased. The
concept presented here provides the theoretical
base for these empirically proven processes. While
the cost externalisation theory theoretically sub-
stantiates the involuntary South—North transfer,
the inner structure of the (world) social dual
system accounis for the increasing global gap
between poor and rich.

The fundamental prerequisite for the establish-
ment of sustainable structures is, therefore, the
surmounting of dual systems. The reforms neces-
sary for this are mainly to be found in the politi-
cal arcna. A mere reversal of the prevailing
principle of the disparity of power into a principle
of equality would only give weight to the illusion
of egalitarianism and would, in the face of the
diversity of human and natural abilities and po-
tential in so many varied regions of the world,
also lead us practically nowhere, The key to
global reforms for the future is, in the author’s
opinion, the principle of equal opportunities,
which should be established in individual soci-
etics, between North and South and between
present and future generations in order to gnaran-
tee the lasting sovereignty of all affected players.

Equal opportunities between the part-systems
in a spatial-horizontal direction requires, as a first
step, the introduction of social and ecological
minimum standards, inciuding internationally
agreed sanction mechanisms to ensure their imple-
mentation. By means of globally valid minimum
standards for weekly working hours, annual holi-
day, social security in pension age and in case of

¢ Only when free traffic could fulfil its allocating function on
the basis of ecological and social comparative advantages
without cost externalisation and structural dumping would a
globai implementation of Herman E. Daly’s demand to re-
place the principle of Integrating Political Economies By Free
Trade In All Circumstances with that of As Much Integration
And Free Trade As Is Absolutely Necessary be possible (Daly,
19943,
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sickness, outlawing child labour and removing
gender-specific  discrimination as well as by
means of global environmental minimum stan-
dards, it should be possible to prevent social
and ecological costs within the dual system hier-
archy being externalised from top to bottom and
the social systemm of localities, regions and the
world society being played off against one an-
other.

Equal opportunities between generations
means the present generation making a commii-
ment to limit the worldwide use of the environ-
ment and punish any violation with sanctions.
By the recognition of their fundamental legal
position, future generations will be involved in

~ all existential decisions of the present. A quasi-
" market sovereignty will be produced for poten-

tial, yet currently absent, actors. Equal
opportunities in relation to the environment re-
quire that a new evaluation of property rights to
existential natural resources (water, forests, en-
ergy sources and raw material sources) be put
on the agenda of the world community. Special
privileges which are based on coincidence funda-
mentally restrict the establishment of equal op-
portunities in several parts of the globe.

The globally comprehensive implementation of
equal opportunities would at first produce the
basic conditions for new global relations, taking
into account the thorough differences in wage
levels, lifestyles and profiles depending on re-
gional potential, human ability and cultural
characteristics. The rearranging and reordering
from non-sustainable to sustainable structures in

/ individual states and regions will, in this way,

become the real challenge of sovereign actors,
However, one question remains unanswered
above all these considerations for reform. If, as
a resulf, the inner motor of capitalistic compul-
sive growth could actually by brought under
control.
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