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THE MONEY GAME

In this new market… billions can flow in or out of an economy in seconds.  So powerful has this force of money become that some observers now see the hot-money set becoming a sort of shadow world government one that is irretrievably eroding the concept of the sovereign powers of a nation state.

Business Week

Each day, half a million to a million people arise as dawn reaches their part of the world, turn on their computers, and leave the real world of people, things, and nature to immerse themselves in playing the world’s most lucrative computer game: the money game.  As their computers come on-line, they enter a world of cyberspace constructed of numbers that represent money and complex rules by which the money can be converted into a seemingly infinite variety of forms, each with its own distinctive risks and reproductive qualities.  Through their interactions, the players engage in competitive transactions aimed at acquiring for their own accounts the money that other players hold.  Players can also pyramid the amount of money in play by borrowing from one another and bidding up prices.  They can also purchase a great variety of exotic financial instruments that allow them to leverage their own funds without actually borrowing.  It is played like a game.  But the consequences are real.

The story of economic globalization is only partly a tale of the fantasy world of Stratos dwellers and the dreams of global empire builders.  There is another story of impersonal forces at play, deeply embedded in our institutional systems – a tale of money and how its evolution as an institution is transforming human societies in ways that no one intended toward ends that are inimical to the human interest.  It is a tale of the pernicious side of the market’s invisible hand, of the tendency of an unrestrained market to reorient itself away from the efficient production of wealth to the extraction and concentration of wealth. It is a tragic tale of how good and thoughtful people have become trapped in serving, even creating, a system devoted to the unrestrained pursuit of greed, producing outcomes they neither seek nor condone.  

Although the consequences are global, our primary focus here is predominantly on the United States – because, since World War II, the United States has had the dominant role in shaping the global economy and its institutions.  Thus there has been a tendency for the strengths and dysfunction of the global system to first become revealed in the United States and then spread throughout the larger system.

Delinking Money from Value

To understand what has happened to the global financial system, we must begin with an understanding of the nature of money.  Money is one of humanity’s most important inventions, created to meet an important need.

The earliest market transactions were based on the direct exchange of things of equal values, which meant that a transaction could occur only when two individuals met who each possessed an item they were willing to trade for an item possessed by the other.  The useful expansion of commerce was greatly constrained.  This constraint was partially relieved when people began to use certain objects that have their own intrinsic value as a medium of exchange – decorative shells, blocks of salt, bits of precious metals or precious stones.  Eventually, metal coins provided more standardized units of exchange, based on the amount of precious metal, generally silver or gold, they contained.  Later,        the idea emerged that it was more convenient to keep the precious metal in a vault and issue paper money that could be exchanged for the metal on demand.  In a sense, the paper bill was the equivalent of a receipt showing that the bearer owned an amount of precious metal, but the paper was more convenient and transportable.

Each of these innovations was, however, a step toward delinking money from things of real value.  An additional step was taken at the historic 1944 Bretton Woods conference that created the World Bank and the International Monetary Fund.  The countries represented at this meeting agreed to create a new global financial system in which each participating government guaranteed to exchange its own currency on demand for U.S. dollars at a fixed rate.  The U.S. government, in turn, guaranteed to exchange dollars on demand for gold at a rate of $35 per ounce.  This effectively placed all the world’s currencies on the gold standard, backed by the U.S. gold stored at Fort Knox.  Many governments thus came to accept the U.S. dollar as gold deposit certificates and chose to hold their international foreign exchange reserves in dollars rather than gold.

This system worked reasonably well for more than twenty years, until it became widely evident that the United States was creating far more dollars to finance its massive military and commercial expansion around the world than it could back with its gold.  If all the countries that were holding dollars decided to redeem them for gold, the available supply would be quickly exhausted, and those who had placed their faith in the integrity of the dollar would be left holding nothing but worthless pieces of paper.

To preclude this eventuality, on August 15, 1971, President Richard Nixon declared that the United States would no longer redeem dollars on demand for gold.  The dollar was no longer anything other than a piece of high-grade paper with a number and some intricate artwork issued by the U.S. government.  The world’s currencies were no longer linked to anything of value except the shared expectation that others would accept them in exchange for real goods and services.

Once computers came into widespread use, the next step was relatively obvious-eliminate the paper and simply store the numbers in computers.  Although coins and paper money continue to circulate, more and more of the world’s monetary transactions involve direct electronic transfer between computers.  Money has become almost a pure abstraction.  And the creation of money has been delinked from the creation of value.

Four developments are basic to this transformation of the financial system:

1. The United States financed its global expansion with dollars, many of which now show up on the balance sheets of foreign banks and foreign branches of U.S. banks.  These dollars are not subject to the regulations and reserve requirements of the U.S. Federal Reserve system.

2. Computerization and globalization melded the world’s financial markets into a single global system in which an individual at a computer terminal can maintain constant contact with price movements in all major markets and execute trades almost instantaneously in any or all of them.  A computer can be programmed to do the same without human intervention, automatically executing transactions involving billions of dollars in fractions of a second.

3. Investment decisions that were once made by many individuals are now concentrated in the hands of relatively small number of professional investment managers.  The pool of investment funds controlled by mutual funds doubled in three years to total $2 trillion at the end of June, 1994, as individual investors placed their savings in professionally managed investment pools rather than buying and holding individual stocks.  Meanwhile, there has been a massive consolidation of the banking industry – more than 500 U.S. banks merged or closed between September 1992 and September 1993 alone – concentrating control of huge pools of funds within the major international “money center” banks.  Pension funds, now estimated to total $4 trillion in assets, are managed mostly by trust departments of these giant banks, adding enormously to their financial power.  The pension funds alone account for the holdings of about a third of all corporate equities and about 40 percent of corporate bonds.

4. Investment horizons have shortened dramatically. The managers of these investment pools compete for investors’ funds based on the returns they are able to generate.  Mutual fund results are published on a daily basis in the world’s leading newspapers, and countless services compare fund performance on a monthly and yearly basis.  Individual investors have the ability to switch money among mutual funds with the push of a button on a Touch-Tone phone or with their personal computers on the basis of these results.  For the mutual fund manager, the short term is a day or less and the long term is perhaps a month.  Pension fund managers have a slightly longer evaluation cycle.

Individual savings have become consolidated in vast investment pools managed by professionals under enormous competitive pressures to yield nearly instant financial gains.  The time frames involved are far too short for a productive investment to mature, the amount of money to be “invested” far exceeds the number of productive investment opportunities available, and the returns the market has come to expect exceed with most productive investments are able to yield even over a period of years.  Consequently, the financial markets have largely abandoned productive investment in favor of extractive investment and are operating on autopilot without regard to human consequences.

The financial system increasingly functions as a wold apart at a scale that dwarfs by orders of magnitude the productive sector of the global economy, which itself functions increasingly at the mercy of the massive waves of money that the money game players more around the world with split-second abandon.

Joel Kurtzman, formerly business editor of the New York Times and currently editor of the Harvard Business Review, estimates that for every $1circulating in the productive world economy, $20 to $50 circulates in the economy of pure finance – though no one knows the ratios for sure.  In the international currency markets alone, some $800 billion to $1 trillion changes hands each day, far in excess of the $20 billion to $25 billion required to cover daily trade in goods and services.  According to Kurtzman:

Most of the $800 billion in currency that is traded… goes for very short-term speculative investments – from a few hours to a few days to a maximum of a few weeks…  That money is mostly involved in nothing more than making money…   It is money enough to purchase outright the nine biggest corporations in Japan – overvalued though they are – including Nippon Telegraph and Telephone, Japan’s seven largest banks, and Toyota Motors…  It goes for options trading, stock speculation, and trade in interest rates.  It also goes for short-term financial arbitrage transactions where an investor buys a product such as bonds or currencies on one exchange in the hopes of selling it at a profit on another exchange, sometimes simultaneously by using electronics.

This money is unassociated with any real value.  Yet the money managers who carry out the millions of high-speed, short-term transactions stake their reputations and careers on making that money grow at a rate greater than the prevailing rate of interest.  This growth depends on the ability of the system to endlessly increase the amount of money circulating in the financial economy, independent of any increase in the output of real goods and services.  As this growth occurs, the financial or buying power of those who control the newly created money expands, compared with other members of society who are creating value but whose real and relative compensation is declining.

The Great Money Machine

There are two common ways to create money without creating value.  One is by creating debt. Another is by bidding up asset values.  The global financial system is adept at using both of these devices to create money delinked form the creation of value.

Debt

The way in which the banking system creates money by pyramiding debt is familiar to anyone who has taken an elementary economics course.  Say Person A, a wheat farmer, sells $1,000 worth of wheat and deposits the money in Bank M.  Retaining 10 percent of the deposit as a reserve, Bank M is able to loan $ 900 to Person B, which person B deposits in her account in Bank N.  Now Person A has a cash asset of $1,000 in Bank M and Person B has a cash asset of $900 in Bank N.  Keeping a 10 percent reserve, Bank N is able to make a loan of $810 to Person C, who deposits it in Bank O, which then loans $ 729 to Person D, and so on.  The deposit of the original $1,000 earned from producing a real product for consumption by real people ultimately allows the banking system to generate $9,000 in additional new deposits by generating corresponding $9,000 in new debt – new money created without a single thing of value having necessarily been produced.

The banks involved in this series of transactions now have $9,000 in new outstanding loans and $10,000 in new deposits on the loans on the basis of the original deposit of $1,000 from the sale of wheat.  They expect to receive the going rate of interest, let us say 6 percent.  This means that the banking system expects to obtain a minimum annual return of $540 on money that the stem has basically created out of nothing.  This is part of what makes banking such a powerful and profitable business.

In this instance, we have used the classic textbook example of how banks create money, taking into account the 10 percent reserve (the actual average is a bit less) that under present law must be deposited with the U.S. Federal Reserve system.  Without such a reserve requirement, the banking system could, in theory, pyramid a single loan without limit.

As the United States has spent beyond its means, a growing portion of the total supply of dollars circulating in the world has accumulated in the accounts of foreign banks or foreign branches of U.S. banks.  Known as Eurodollars, they are not subject to the reserve requirement of the U.S. Federal Reserve.  In instances where the governments under whose jurisdiction the banks holding these accounts fall do not impose a reserve requirement, these banks can loan out the full amount of these deposits, should they choose to do so, giving the global banking system the capacity to expand the supply of dollars without limit.

As the global financial system has expanded, many kinds of financial institutions other than banks have become involved in large-scale lending operations. Each contributes to the money creation process in ways identical to the banks system, but often with less stringent controls and reserve requirements than those placed on banks located within the United States.

Asset Values

The price of a stock or of a tangible asset such as land or a piece of art is determined by the market’s demand for it.  In an economy awash with money and investors looking for quick returns, that demand is substantially influenced by speculators’ expectation that other speculators will continue to push up the price.  Nicholas F. Brady, who served as U.S. treasury secretary under President George Bush, observed, “If the assets were gold or oil, this phenomenon would be called inflation.  In stocks, it is called wealth creation.”   The process tends to feed on itself.  As the price of an asset rises, more speculators are drawn to the action and the price continues to increase, attracting still more speculators – until the bubble bursts as wen the crash of the over-inflated Mexican stock market caused the 1995 peso crisis.

Vast changes in the buying power of people who own such assets can occur within a very short time, with no change whatever in the underlying value the asset represents or in the ability of society to product real goods and services.  We are so conditioned to the idea that changes in buying power are related to changes in real wealth that even those who know the difference well often forget it. Consider the following excerpt from Joel Kurtzman’s book The Death of Money – a book specifically about how money creation has been delinked from the creation of value.  Kurtzman is describing what happened on October 19, 1987, when the New York Stock Exchange’s Down Jones Industrial Average fell by 22.6 percent in one day:


If measured from the height of the full market in August 1987, investors lost a little over $1 trillion on the New York Stock Exchange in a little more than two months.  That loss was equal to an eight of the value of everything that is manmade in the United States, including all homes, factories, office buildings, roads, and improved real estate.  It is loss of such enormous magnitude that it boggles the mind.  One trillion dollars could fee the entire world for two years, raise the Third World from abject poverty to the middle class.  It could purchase one thousand nuclear aircraft carriers.

Those who were invested in the stock market did indeed lose individual buying power.  Yet the homes, factories, office buildings, roads, and improved real estate to which Kurtzman refers did not change in any way.  In fact, this $1 trillion could not have fed the world for even five minutes for the simple reason that people could not eat money.  They eat food, and the collapse of stock market values did not in itself increase or decrease the world’s actual supply of food by so much as a single grain of rice.  Only the prices at which shares in particular companies could be bought and sold changed.  There was no change in the productive capacity of any of those companies or even in the cash available in their own bank accounts.

Furthermore, although stock values represent potential purchasing power for individual investors, they do not accurately reflect the aggregate buying power of all investors in the market for the simple reason that you can’t buy much with a stock certificate.  You cannot, for example, give one to the checkout clerk at your local grocery store as payment for your purchase.  You first have to convert the stock to cash by selling it. Now, although any one individual can sell a stock certificate at the prevailing price and spend the money to buy groceries, if everyone with money in the stock market decided to convert their stocks into money to buy groceries, much the same thing would happen as happened on October 19,1987.  The aggregate value of their stock holdings would deflate like a pricked balloon. The “money” – the buying power – would instantly evaporate.  What we are dealing with is a situation in which market speculation creates an illusion of wealth.  It conveys real powers on those who hold it – but only as long as the balloon remains inflated.

The whole nature of trading these vast sums in the world’s financial markets is changing dramatically.  The trend is toward replacing financial analysts and traders with theoretical mathematicians, “quants,” who deal in sophisticated probability analysis and chaos theory to structure portfolios on the basis of mathematical equations.  Since humans cannot make the calculations and decisions with the optional speed required by the new portfolio management strategies, trading in the world’ financial markets is being done directly by computers, based on abstractions that have nothing to do with the business itself.  According to Kurtzman:


These computer programs are not trading stocks, at least in the old sense, because they have no regard for the company that issues the equity.  And they are not trading bonds per se because the programs couldn’t care less if they are lending money to Washington, London, or Paris.  They are not trading currencies, either, since the currencies the programs buy and sell are simply monies to be turned over in order to gain a certain rate of return.  Any they are not trading futures products.  The futures markets are only convenient places to shop.  The computers are simply… trading mathematically precise descriptions of financial products (stocks, currencies, bonds, options and futures).  Which exact product fits the descriptions hardly matters as long as all the parameters are in line with the description contained in the computer program.  For stocks, any one will do if its volatility, price, exchange rules, yield, and beta [risk coefficient] fit the computer’s description.  The computer hardly cares if the stock is IBM or Disney or MCI.  The computer does not care whether the company makes nuclear bombs, reactors, or medicine.  It does not care whether it has plants in North Carolina or South Africa.

The decisions of the financial system are increasingly being made by, computers on the basis of esoteric mathematical formulas with the sole objective of replicating money as a pure abstraction.  It is a long way from the invisible hand of the market Adam Smith had a mind when The Wealth of Nations was published in 1776. It is the reality of a world ruled by “free-market” forces in the 1990s.  The global financial system has become a parasitic predator that lives off the flesh of its host – the productive economy.

PREDATORY FINANCE

You can’t make any money like this.  The dollar is moving sideways, the movement is too narrow…  Anyone speculating or trading in the dollar or any other currency can’t make money or lose money.  You can’t do anything.  It’s been a horror.


- Carmine Rotondo, foreign exchange trader

at Security Pacific Banks

One of the ideological premises of corporate libertarianism is that investment is by nature productive in the sense that it increases the size of the economic pie, adds to the net well-being of society, and therefore is of potential benefit to everyone.  In a healthy economy, most investment is productive. The global economy is not, however, a healthy economy.  In all too many instances, it rewards extractive investors who do not create wealth but simply extract and concentrate existing wealth.  The extractive investor’s gain is at the expense of other individuals or the society at large.

In the worst case, an extractive investment actually decreases the overall wealth of the society, even though it may yield a handsome return to an individual.  This occurs when an investor acquires control of a productive asset or resource – such as land, timber, or even a corporation – from a group that is maintaining the asset’s productive potential and liquidates it for immediate profit.  The investor is extracting value, not creating it.  In some instances, such as an ancient forest, the asset may be irreplaceable.  When an investment simply creates money or buying power – such as through the inflation of land or stock values – without creating any thing of corresponding value, this is also a form of extractive investment.  The investor creates nothing, yet his or her share of a society’s buying power is increased.

Speculation is another form of extractive investment.  The financial speculator is engaged in little more than a sophisticated form of gambling – betting on the rise and fall of selected prices.  When the speculator wins, he or she is simply capturing wealth.  When the speculator loses, the survival of major financial institutions may be placed at risk – resulting in demands for a public bailout to protect the integrity of the financial system.  In either instance, the public loses.  Rarely does the speculator’s activity contribute consequently to the creation of new wealth.

Although in some instances there is merit to speculator’s claims that their activities increase market liquidity and stability, they have a hollow ring in increasingly volatile globalized financial markets in which speculative financial movements are a major source of instability and economic disruption. Furthermore, whatever contribution speculators may make to increasing the efficiency of financial markets, it comes at a substantial cost in terms of the profits and fees they extract.  The additional risks and economic distortions created by a sophisticated class of financial instruments known as derivatives are an especially important source of concern.

The derivatives contracts that are currently a hot topic in the financial press involve bets on movements of stock prices, currency prices, interest rates, and even entire stock market indices.  Futures contracts on interest rates didn’t exist until the late 1970s.  Now outstanding contracts on interest rates total more than half the gross national product of the United States.  The total value of outstanding derivatives contracts was estimated to be about $12 trillion in mid 1994 – with growth projected to $18 trillion by 1999. In 1993, The Economist estimated the value of the world’s total stock of productive fixed capital to be around $20 trillion.

What makes derivatives particularly risky is the fact that they are commonly purchased on margin, meaning that the buyer initially puts up only a small deposit against the potential financial exposure.  The largest players may not be required to put up any money at all – even though their potential financial exposure may run into hundreds of millions of dollars.

The more sophisticated derivatives are highly complex and are often not well understand, even by those who deal in them.  In the words of Fortune:

When they are employed wisely, derivatives make the world simpler, because they give their buyers an ability to manage and transfer risk.  But in the hands of speculators, bumblers, and unscrupulous peddlers, they are a powerful leveraged mechanism for creating risk.

Creating Uncertainty and Risk

Corporations engaged in producing real goods and services prefer a stable and predictable financial system that provides reliable source of investment funds at stable exchange and interest rates.  For them, fluctuations in the financial markets are sources of risk that may disrupt their operations and balance sheets with little warning.  For global firms, the sometimes considerable, swings in the exchange relationships among different currencies can be a serious problem, possibly playing a larger role in determining profit or loss than productive efficiency or market share.  Those who manage productive investments see this volatility as a major problem, a source of unwanted risk.  The situation is exactly the opposite for speculators, who are looking for quick extractive returns.  Speculators thrive on volatility – it is their source of opportunity.

Although the specifics of their strategies may be extremely complicated, those who specialize in financial extraction profit from volatility through three activities.

1. Arbitraging temporary price differences for the same or similar commodities or financial instruments in two markets.  The arbitrageur makes a simultaneous purchase in the market where the price is lower and a corresponding sale in the market where the price is higher.  The margins are narrow, but the action is essentially risk-less, and when large sums of money are involved, the strategy can be quite profitable.  The key is to act before anyone else notices the same opportunity.  Speed is so important that one firm recently spent $35 million to buy a super-computer simply to gain a two-second advantage in arbitraging stock futures in Tokyo.

2. Speculating on price changes in commodities, currency exchange rates, interest rates, and financial instruments such as stocks, bonds, and various derivative products.  Speculation involves betting on short-term price fluctuations.  These bets can involve significant risks, especially if they are leveraged with borrowed money or by use of margin accounts.

3. Insuring others against the risks of future price changes.  Those who sell derivatives contracts promote them as a form of risk insurance.  The more sophisticated derivative packages that have become popular may involve complex combinations of speculating, insuring, and arbitraging.

None of these sources of profit would exist in a perfectly stable financial market.  In each instance, the extractive investor is taking advantage of price fluctuations to claim a portion of the value created by productive investors and by people doing real work.  The speculators take represents a kind of tax on the financial system to no useful end.  It is difficult to see, for example, how arbitraging electronically linked markets to reduce two-second differentials in price adjustments serves any public purpose.  The greater the volatility of financial markets, the greater the opportunity for these forms of extraction.

The riskier and more destabilizing forms of extractive investment have received a major boost from the formation of a new breed of mutual funds – called hedge funds – that specialize in high-risk, short-term speculation and require a minimum initial investment of $1 million.  The biggest of these, Quantum Fund headed by George Soros, controls more than $11 billion of investor money.  Since aggressive hedge funds may leverage investor money to borrow as much as $10 for every investor dollar, this gives the Quantum Fund potential control over as much as $110 billion.  Many of the largest hedge funds produced a return of more than 50 percent for their shareholders in 1993.  The downside risks are also substantial, however.  One small hedge fund lost $600 million in two months in the mortgage markets and went out of business.

The fact that hedge funds are generally highly leveraged greatly increases both the potential gains and the risks.  It also ties up the funds of the banking system in activities that are of questionable benefit to society when the credit needs of home buyers, farmers,  and productive business go unmet.

The claim that speculators increase price stability by moving markets more quickly toward their equilibrium was recently debunked by George Soros himself in testimony before the Banking Committee of the U.S. House of Representatives.  Soros told the committee that when a speculator bets that a price will rise and it falls instead, he is forced to protect himself by selling, which accelerates the price drop and increases market volatility.  Soros, however, told the committee that price volatility is not a problem unless everyone rushes to sell at the same time and a “discontinuity” is created, meaning that there are no buyers.  In such an instance, those with positions in the market are unable to bail out and may suffer “catastrophic losses.”  His testimony clearly revealed the perspective of the professional speculator, for whom volatility is a source of profits.  If he were involved in productive forms of investment, he would surely have had a different view. 

Soros speaks from experience when he claims that speculators can shape the directions of market prices and create instability.  He has developed such a legendary reputation as a shaper of financial markets that a New York Times article titled “When Soros Speaks, World Markets Listen” credited him with being able to increase the price of his investments simply by revealing that he has made them.  After placing bets against the German mark, he published a letter in the Times (London) saying, “I expect the mark to fall against all major currencies.”  According to the New York Times, it immediately did just that “as traders in the United States and Europe agreed that it was a Soros market.”  On November 5, 1993, the New York Times business pages included a story titled “Rumors of Buying by Soros Send Gold Prices Surging.”

In September 1992, Soros sold $10 billion worth of British pounds in a bet against the success of British Prime Minister John Major’s effort to maintain the pound’s value.  In so doing, he was credited with a major role in forcing a devaluation of the pound that contributed to breaking up the system of fixed exchange rates that governments were trying to put into place in the European union.  Fixed exchange rates are anathema for speculators because they eliminate the volatility on which speculators depend. For his role in protecting the opportunity for speculative profits, Soros extracted an estimated $1 billion from the financial system for his investment funds.  The resulting gyrations in the money markets caused the British pound to fall 41 percent against the Japanese yen over a period of eleven months.  These are the kinds of volatility that speculators considered a source of opportunity.

There is a substantial and growing basis for the conclusion of Felix Rohatyn, a senior partner with Lazard Freres & Co, that:

In many cases hedge funds and speculative activity in general, may now be more responsible for foreign exchange and interest rate movements than interventions by the central banks.

…… Derivatives ……create a chain of risks linking financial institutions and corporations throughout the world; any weakness or break in that chain (such as the failure of a large institution heavily invested in derivatives) could create a problem of serious proportions for the international financial system.

The fact that many major corporations, banks, and even local governments have become active players in the derivatives markets as a means of boosting their profits began to attract the attention of the business press in 1994. The risks can be substantial, yet the institutions that have been major players generally do not disclose their financial exposure in derivatives in their public financial statements, preferring to treat them as “off-balance-sheet” transactions.  This makes it impossible for investors and the public to properly assess the real risks involved.  

The truth becomes known only as major losses are reported, as when Procter & Gamble announced a $102 million derivative loss when interest rates rose more sharply than anticipated, or when bad real estate loans required a federal bailout of the Bank of New England.  The bank’s balance sheet showed about $33 billion in total assets.  Regulators, however, found that it had off-balance-sheet commitments of $36 billion in various derivatives instruments.  The Paine Webber Group announced in July 1994 that it would spend $268 million to bail out one of its money market funds, which had been marketed as a safe and secure investment, when it came up short on a derivatives speculation.  In 1994, Bank America and Piper Jaffray Companies took similar actions.

The most publicized derivatives shock of 1994 came in December, when California’s Orange County announced that its investment fund of $7.4 billion in public monies from 187 school districts, transportation authorities, and cities faced losses of $1.5 billion.  It had borrowed $14 billion to invest in interest-sensitive derivatives and lost its bet when interest rates turned up.  News then began to break regarding the extent of derivatives holdings and losses of other local governments, and on December 7, prices in the usually stable $1.2 trillion municipal bond market dropped more than a point.  Questions were raised whether the investment houses that had loaned Orange County the $ 14 billion to finance its speculation had informed their own shareholders where their money was going. Orange County faced a severe cutback in public services, including its schools, and the possibility of sharp tax increases.

Other major shocks followed, including the announcement on February 25, 1995, that a twenty-eight-year old trader in the Singapore office of Barings Bank had, over roughly a four-week period, bet $29 billion of the firm’s money on derivatives tied to Japanese Nikkei stock-index futures and Japanese interest rates – and ran up losses of $1.3 billion. The loss wiped out the venerable 233 year-old bank’s $900 million in capital and forced it into bankruptcy.  In the first four hours of trading following the announcement, the Tokyo Nikkei index fell by 4.6 percent.  That the actions of a single trader of no particular personal wealth or reputation could produce such a consequence is one of a growing number of indicators of the instability of a globalized financial system in which hundreds of billions of dollars may move instantly in response to the latest news break.

Profiting from Volatility

The financial resources that private financial institutions can bring into play in the world’s money markets now dwarf even those of the most powerful governments.  That power mocks governmental efforts to manage interest and exchange rates to maintain economic stability and growth.  Allen Metzler, one of the world’s leading authorities on central banks and monetary policy, estimates that if the world’s central bankers agreed among themselves on a coordinated commitment to protect a currency from a speculative attack, they might at best be able to muster $14 billion a day, a mere drop in the bucket compared with the more than $800 billion that currency speculators trade on a daily basis.

The U.S. dollar fell by approximately 10 percent against both the Japanese yen and the German mark during the first half of 1994.  On June 24, 1994, the U.S. Federal Reserve and sixteen other central banks mobilized a coordinated intervention and bought an estimated 3 to 5 billion U.S. dollars to slow the fall.  The market scarcely noticed.

We have reached a point at which such interventions do little to decrease volatility.  They simply transfer taxpayer dollars into the hands of speculators.

The onset of the Mexican peso crisis in December 1994 gave new insight into how costly the dysfunctions of the financial system have become.  Although little discussed by the financial press, the backdrop to Mexico’s financial crisis was very different from the picture of an economic miracle that had been presented to the public by big business and the Clinton administration during their campaign to sell the North American Free Trade Agreement (NAFTA).

For years, Mexico increased its foreign borrowing – and thereby its foreign debt – to cover consumer imports, capital flight, and debt service payments.  This borrowing took many forms, including selling high-risk, high-interest bonds to foreigners; selling public corporations to private foreign interests; and attracting foreign money with the speculative binge that sent Mexico’s stock market skyrocketing.  As little as 10 percent of the some $75 billion in foreign “investment” funds that flowed into Mexico over the previous five years actually went to the creation of capital goods to expand productive capacity and thereby create a capacity for repayment.  Prices of many of the assets transferred to foreign ownership were based on fictitiously inflated balance sheets.  Projected debt service payments alone came to exceed the country’s projected export revenues.   Mexico’s “economic miracle” was little more than a giant Ponzi scheme.

Who benefited from these inflows?  A few Mexicans built huge fortunes during this period. Forbes identified fourteen Mexican billionaires in its 1993 survey of the world’s billionaires.  It identified twenty-four in its 1994 survey.

The bubble burst in December 1994.  The Mexican stock market lost more than 30 percent of its money value in peso terms as speculators rushed to pull their money out.  Downward pressure on the overvalued peso due to the flight of money out of Mexico pushed the Mexican government into a deep financial crisis and forced it to devalue a highly overvalued peso.  This resulted in a dramatic shift in the terms of trade between the United States and Mexico and priced most U.S. imports out of reach of the Mexican market.  When it appeared that the Mexican government might be forced to default on its foreign obligations, the Wall Street investors who held Mexican bonds ran to the U.S. government with cries that the sky would fall unless U.S. taxpayers financed a bailout.  President Clinton responded by circumventing a reluctant Congress to put together a bailout plan totaling more than $50 billion in taxpayer money to ensure that the Wall Street banks and investment houses would recover their money.  Critics of the bailout noted that not a penny of this money would go to the millions of poor and middle class Mexicans who are bearing the major burden of the crisis.

Neither the bailout nor interest rates as high as 92 percent on Mexican governments securities had stemmed the continuing decline of the peso by mid-March 1995.  Austerity measures imposed by the Mexican government were expected to put 750,000 Mexicans out of work during the first four months of 1995, and interest rates of 90 percent or more on mortgages, credit cards, and car loans would push many families into insolvency.  Estimates of the number of U.S. jobs that would be lost due to the related drop in exports to Mexico ran as high as 500,000.  

Shock waves from the Mexican crisis reverberated throughout the world’s inter linked financial markets as speculators scurried to move their money to safer havens.  When the Mexican stock market bubble burst, speculators with holdings in other Latin American countries got nervous and quickly pulled out their money, resulting in a fall of more than 30 percent in one month in the per share value of the leading Latin American stock funds.  When the U.S. bailout linked the dollar to the falling peso, way currency speculators sold dollars to buy German marks and Japanese yen – further weakening the dollar in international currency markets.

How did this look to the Stratos dwellers from high above the clouds?  I happened to be flying from New York to San Francisco in the midst of the Mexican peso debacle.  The March 1995 issue of the United Airlines magazine Hemispheres, placed in every seat pocket, featured an article praising the success of NAFTA and calling for its extension to the rest of the Western Hemisphere.

The global system of speculative flight money did not create the Mexican crisis. It did, however, help make it possible and greatly exacerbated and spread the consequences when the bubble burst.

The ability to move massive amounts of money instantly between markets has given speculators a weapon by which to hold public policy hostage to their interests, and they are increasingly open about calling attention to it.  Economist Paul Craig Roberts of the Cato Institute, a Washington, D.C. think tank devoted to the propagation of corporate libertarianism, lectured President Clinton in a Business Week open piece:

The dollar is also under pressure because investors have realized that Clinton favors big  government “solutions,” while other parts of would, especially Asia and Latin America, are curtailing the scope of government and growing rapidly as a result.  Equity investors have developed a global perspective, and they prefer markets were government is downsizing and the prospects for economic growth are good…. It would also help if Congress were to repeal hundreds of ill-considered laws that benefit special interests at the expense of the overall performance of the economy, and if thousands of counterproductive rules in the Code of Federal Regulations were removed.

The process is simply.  If the speculators who are shuffling hundreds of billions of dollars around the world decide that the policies of a government give preference to “special interests” – by which they mean groups such as environmentalists, working people, or the poor – over the interests of financial speculators, they take their money elsewhere, creating economic havoc in the process.  In their minds, the resulting economic disruption only confirms their thesis that the policies of the offending government were unsound.  Typical is the view expressed to the Washington Post by a New York foreign exchange analyst:  “A lot of central banks love to blame it on the speculators.  I think it’s more a question of their gross incompetence in managing their monetary policy than a speculative attack.”

The fact that most of these financial movements occur in a globalized cyberspace makes, oversight or regulation by any individual government extremely difficult, and those who profit handsomely from the resulting lack of public accountability are quick to assure lawmakers and the public that the system is working in the public interest.  They maintain that the only threat to the public good is from regulation itself. Typical is the position articulated by Thomas A. Russo, managing director and chief legal officer of Lehman Brothers, Inc., a major investment house, in a New York Times op-ed piece.

Derivatives play a key role in the formation of capital and the management of risk by helping governments, manufacturers, hospitals, utilities and fast-food chains deliver the best products and services at the lowest cost…. The evaluation of financial products has not been followed by a regulatory evolution, and the mismatch has created problems…. The system’s artificial distinctions create legal uncertainty, hamper, and distort the development of new products and encourage self-interested tinkering with product definitions.  In the fast-moving field of derivatives, these failings inflict great harm, including chasing the American derivatives business offshore.

To add more rules to a system that was never designed for derivatives can only enlarge these problems.  On the other hand, a complete overhaul of the system is politically unrealistic.  The only remaining remedy: derivatives dealers and regulators should jointly formulate principles of good business practice for the industry.

….new derivatives should be evaluated for risk not only by the people who develop and trade them, but also by an independent group within the company.  Another principle might advise that traders – the first line of defense in managing risk – be urged to admit mistakes quickly and be fired for hiding them.

Russo’s observation that the financial system has acquired such political power as to virtually preclude its reform is, of course, accurate.  Regulation is made all the more difficult by the fact that, in the words of James Grant, editor of Grant’s Interest Rate Observer, “The markets are global and sleepless and will flow to the area of least regulation.  As for Russo’s argument that derivatives and other speculative financial tools strengthen the productive economy and that the system is capable of self-regulation, the most polite thing that can be said is that it demonstrates the extent to which Stratos dwellers have become detached from reality.

Almost coincidentally with the publication of Russo’s op-ed piece touting the adequacy of self-regulation, Kidder, Peabody and Company – an investment house that prides itself on integrity and tight controls – announced that one of its senior traders had, over a more that two-year period, single-handedly recorded trades totaling $1.76 trillion – nearly 10 percent of total annual global economic output – and reported profits on those trades of $349.7 million.  Yet no one in the firm had noticed that only $79 billion of these trades had ever actually been made or that these trades had cost the firm $85.4 million in losses.  Accepting the trader’s report, management had given him $11 million in bonuses, a promotion, and a chairman’s award and reported his false profits as real profits to General Electric, the firm’s parent company.  It took more than two years for either his supervisors or the firm’s accounting and internal audit systems to pick up the discrepancies.

Edward A Cerullo, the $20 million a year head of the Kidder, Peabody division in which the fraud had occurred, gave the following explanation of his failure to detect the problem earlier: “Somehow, to single out one supervisor as singularly responsible for a department with 700 or 800 people, $100 billion in assets and $20 billion in daily transactions and earnings of $1 billion is totally unrealistic.”  With a system so out of control that its best and soundest institutions cannot protect themselves from flagrant fraud and abuse by their own staff, it takes an enormous leap of faith to assume that these institutions are capable of self-regulation in the public interest.

It is worth a passing note that while this was going on, senior officers of Kidder, Peabody were engaged in pitting Connecticut, New Jersey, and New York City against one another in a bidding war for the company’s headquarters.  According to Michael A Carpenter, Kidder, Peabody’s chairman, New York City’s offer of subsidized electricity, sales tax breaks on equipment and services, and property tax reductions worth a total of $31 million would enable Kidder, Peabody to continue to operate in Manhattan on a cost-competitive basis.

The financial press continues to describe what is happening in terms of global investors and international capital flows -–as though we were still living in  a world in which those who have savings seek to commit them to productive uses beneficial to society in the expectation of steady long-term returns.  When the system falters, the blame is placed on a lack of management controls and the failure of governments to submit to the beneficial discipline of the market to maintain investor confidence.

The reality that the Stratos dwellers are loath to acknowledge is that as corporations have delinked from the human interest, the institutions of finance have delinked from both the human and the corporate interest.  Financial institutions that were once dedicated to mobilizing funds for productive investment have transmogrified into a predatory, risk-creating, speculation-driven global financial system engaged in the unproductive extraction of wealth from taxpayers and the productive economy.

This system is inherently unstable and is spiraling out of control spreading economic, social, and environmental devastation and endangering the well-being of every person on the planet.  Among its more specific sins, the transmogrified financial system is cannibalizing the corporations that once functioned as good local citizens, making socially responsible management virtually impossible and forcing the productive economy to discard people at every hand as costly impediments to economic efficiency.

CORPORATE  CANNIBALISM

Mergers, acquisitions, and leveraged buyouts completed in 1988 cost a staggering $266 billion…. None of this…. Paid for as much as a single connecting bolt in a new machine… for an ounce of new fertilizer nor a single seed for a new crop… A corporation that takes the long view of its profits and the broad view of its social responsibilities is in great danger of being acquired by an investor group that can gain financially by taking over the corporation and turning it to the pursuit of more immediate profit.  

- William M Dugger

Finding ways to create new value in a sophisticated modern economy is seldom easy. Finding ways to create new value that will produce returns in the amount and with the speed demanded by a predatory financial system many times larger than the productive economy is virtually impossible.  The quickest way to make the kind of profit the system demands is to capture and cannibalize existing values from a weaker market player.  In a  free market, the “weaker” player is often the firm that is committed to investing in the future; providing employees with secure, well-paying jobs; paying a fair share of local taxes; paying into a fully funded retirement trust fund; managing environmental resources responsibly; and otherwise managing for the long-term human interest.  Such companies are a valuable community asset, and in a healthy economy, they pay their shareholders solid and reliable – but not extravagant – dividends over the long term.  They do not, however, yield the instant shareholder gains that computerized trading portfolios demand.

As Joel Kurtzman points out, by current market logic it is the duty of such firms to sell their assets and pay out the proceeds to shareholders:

Companies dismembering themselves look good on the computerized maps in the investors’ nose cones.  They pay rich rewards, their stock prices remain high, and they have virtually no investment in the future in research and development.  This sort of company would be all payoff, and the computers would fight one another to buy it.

When responsible managers are disinclined to cannibalize their own companies, the financial system stands eager to fund those who will buy them out.  In consequence, a predatory financial system teams up with a predatory market to declare responsible managers “inefficient” and purge them from the system.  It makes the socially responsible corporation an endangered species.

Raiding the “Inefficient” Corporation

A special breed of extractive investor, the corporate raider, specializes in preying on established corporations.  The basic process is elegantly simple and profitable, though the details are complex and the power struggles often nasty.  The raider identifies a company traded on a public stock exchange that has a “breakup” value in excess of the current market price of its shares.  Sometimes they are troubled companies.  More often, they are well-managed, fiscally sound companies that are being good citizens and looking to the long term.  They may have substantial cash reserves to cushion against an economic downturn and may have natural resources holdings that they are managing on a sustainable yield basis.  Often the raider is looking specifically for companies that have reserves and long-term assets that can be sold off and that have costs that can be externalized onto the community.

Once such a company is identified, the prospective raider may form a new corporation as a receptacle for the acquired company.  Often the receptacle corporation is financed almost entirely with debt and has little or no equity.  The borrowed funds are used to quietly buy shares of the target company on the public stock exchanges at the prevailing market price up to the maximum allowed by law.  An offer is then tendered to the company’s board of directors to buy the outstanding shares of the company’s stock at a price above the going market price, but below its breakup value.  If the takeover bid is successful, the acquiring company consolidates the purchased company into itself-thus passing to the acquired company the debt that was used to buy it.  Through a bit of financial sleight of hand, the acquired company has been purchased by using its own assets to secure the loans used to buy it.

Those who organize the deal ensure virtually risk-free gains for themselves by collecting large frees for their “services” in putting the deal together.  Since the deals are financed mostly with money from banks or investment funds, the risks are borne largely by others, including the public that insures that bank deposits and gives up tax revenues to subsidize interest payments on the loan financing, and the small investors and pensioners whose money is at stake.

The “new” company now has considerable additional debt.  To pay off that debt, the new management may draw down its cash reserves and pension funds, sell off profitable units for quick cash returns, bargain down wages, move production facilities abroad, strip natural resources holdings, and cut back maintenance and research expenditures to increase short-term gain – generally at the expense of long-term viability.  Nearly 2,000 cases have been identified in which the new owners have virtually stolen a total of $21 billion of what they often declare to be “excess” funding from company pension accounts to apply to debt repayment.

Once the debt is paid down and the company is reporting rapid growth in annual profits from the disposal of its assets and the shifting of money from interest payments to profits, the firm may be sold back to the public through a stock offering at a significant premium.  The raider congratulates himself or herself for “increasing economic efficiency” and “adding value” to the economy and seeks our another target.  These are the essentials of the leveraged buyout, a form of corporate cannibalism.

The key to the leveraged buyout is the ability to assemble the financing package.  One might think that responsible bankers and investment brokers would shun such deals, which involve making huge unsecured loans to newly formed companies with no assets.  To the contrary, since the deal makers offer unusually high interest rates to offset the lack of collateral, banks and investment houses often compete with one another for the opportunity to participate.  During the 1980s, some large banks, awash in the same petrodollars that they were lavishing on indebted Southern countries in the 1970s, sought out the deal makers with offers of financing at the first rumor that a new takeover strike might be in the offing.  Normally, the final financing package involves a combination of bank loans and funds realized from the sale of high-interest bonds – commonly called “junk bonds” because they are issued by shell corporations with no assets.

It is all played out with a chilling sense of moral detachment.  In the words of Dennis Levine, a Wall Street high-flyer who was imprisoned for insider trading:

We had a phenomenal enterprise going on Wall Street, and it was easy to forget that the billions of dollars we threw around had any material impact upon the jobs and, thus, the daily lives of millions of Americans.  All too often the Street seemed to be a giant Monopoly board, and this game-like attitude was clearly evident in our terminology.  When a company was identified as an acquisition target, we declared that it was “in play.”  We designated the playing pieces and strategies in whimsical terms: white knight, target, shark repellent, the Pac-Man defense, poison pill, greenmail, the golden parachute.  Keeping a scorecard was easy the winner was the one who finalized the most deals and took home the most money.    

What happens all too often after the buyout is complete is exemplified by the acquisition of the Pacific Lumber Company and its holdings of ancient redwoods on the California coast by corporate raider Chariles Hurwitz.  Before Hurwitz acquired it in a hostile takeover, the family-run Pacific Lumber Company was known as one of the most economically and environmentally sound timber companies in the United States.  It was exemplary in its pioneering development and use of sustainable logging practices on its substantial holdings of ancient redwood timber stands, was generous in the benefits it provided to its employees, over-funded its pension fund to ensure that it could meet its commitments, and maintained a no-layoffs policy even during down-turns in the timber market. These practices made it a prime takeover target.

After establishing control of the company, Hurwitz immediately doubled the cutting rate of the company’s thousand-year old trees: According to Time, “In 1990 the company reamed a broad, mile-and-a-half corridor into the middle of the Headwaters forest and called it, with a wink and a snicker, ‘our wildlife-biologist study trail.” On a visit to Pacific’s mills at Scotia, Hurwitz told the employees, “There’s a story about the golden rule.  He who has the gold rules. “With that pronouncement, he drained $55 million from the company’s $93 million pension fund. The remaining $38 million was invested in annuities of the Executive Life Insurance Company, which had financed the junk bonds used to make the purchase – and which subsequently failed.

The hypocrisy of some corporate raiders is even more outrageous than their actions.  To justify his role in the mass firings and wage cuts that followed the takeover of the Safeway supermarket chain, investor George Roberts told the Wall Street Journal that the supermarket chain’s employees “are now being held accountable … They have to produce up to plan, if they are going to be competitive with the rest of the world.  It’s high time we did that.

Roberts and his principal partner, each of whom is worth more than $450 million, had taken over Safeway along with three other partners.  Together, the group put up roughly $2 million of their personal money to complete the deal. Forbes magazine heralded it in a headline as “The Buyout That Saved Safeway” by freeing the company “from the albatross of uncompetitive stores and surly unions.”  Th e pay of Safeway workers in Denver was cut by 15 percent, and truck drivers complained of being forced to work sixteen-hour shifts.  Some $500 million was shifted from taxes to interest payments and the hundreds of millions in taxes that tens of thousands of former Safeway employees no longer pay simply evaporated.  For their contribution to making America more competitive by stemming the greedy impulses of Safeway’s stock clerks, the five partners reaped a profit of more than $200 million.

The fact that interest payments are tax deductible helps make all this possible.  Since operating profits that would have been taxable are turned into deductible interest payments, the public is subsidizing the cannibalization of the nation’s productive corporate assets.  The effect on the U.S., taxpayer is far from trivial. During the 1950s, American corporations paid out $4 in taxes for every $1 in interest. During the 1980s, the increase in debt financing reversed the ratio, with corporations paying out $3 in interest for every $1 in taxes.  One study concluded that $92 billion a year was thus shifted from taxes to interest payments.  Whereas corporations paid 39 percent of all taxes collected in the United States in the 1950s, they paid only 17 percent in the 1980s.  The share paid by individuals rose from 61 percent to 83 percent.  Many corporations even collected refunds on taxes paid in the years before a takeover!

Corporate raiding and other forms of predatory extractive investment have become a source of handsome rewards for those with the stomach for it.  In 1982s, it required assets of $100 million to make the Forbes magazine list of the 400 wealthiest Americans.  Only nineteen of those who made the list had made their fortunes in finance.  Just five years later, in 1987, the smallest fortune that qualified was $225 million, and sixty-nine of the 400 who qualified were from finance – most of them having cashed in on the wave of corporate takeovers.

The corporate raiders boldly assert that they are performing an important service to the American economy by eliminating inefficiency and restoring American competitiveness in the global economy.  A compliant press dutifully reports their claims with minimal challenge.  “The twisted logic of the robber barons of the Reagan era,” writes Jonathan Greenberg, a financial journalist, “is that the living wage of middle American has decimated our economy.”  As Greenberg concludes, “The truth of the era of corporate takeovers has little to do with economic competitiveness.  It’s this simple: we’ve been robbed.”

Weeding Out Social Responsibility

We hear repeatedly from defenders of corporate libertarianism that the greening of management within a globalized free market will provide the answe5 to the world’s social and environmental problems.  With financial markets demanding maximum short-term gains and corporate raiders standing by to trash any company that isn’t externalizing every possible cost, efforts to fix the problem by raising the social consciousness of managers misdefine the problem.  There are plenty of socially conscious managers.  The problem is a predatory system that makes it difficult for them to survive. This creates a terrible dilemma for managers with a true social vision of the corporation’s role in society.  They must either compromise their vision or run a great risk of being expelled by the system.

The Stride Rite Corporation, a shoe company, provides an example.  In addition to its generous contributions to charitable causes, it became known for its policy of locating plants and distribution facilities in some of American’s most depressed inner cities and rural communities to revitalize them and provide secure, well-paying jobs for minorities.  The policy was a strong personal commitment of Arnold Hiatt, Stride Rite’s chief executive officer (CEO), who believed that business could and should contribute more to community life than simply profits to its stockholders.  As CEO, Hiatt was able to hold his board of directors in line behind this policy until 1984.

In that year, a 68 percent drop in income, the first drop in thirteen years, convinced the company’s directors that the survival of the firm depended on moving production abroad. They were concerned, among other things, that if they did not make that move, the company would become a takeover target.  Hiatt fought the board of directors on this policy for as long as he could and ultimately resigned.  According to Myless Slosberg, a director and former executive vice president of Stride Rite, the pursuit of low-cost labour bargains has since become something of a “Holy Grail” for the company.  The systemic forces bearing on Stride Rite were enormous.  Its U.S. workers averaged $1.200 to $1,400 a month for wages alone, plus fringe benefits.  The skilled workers in China who are hired by contractors to produce Stride Rite’s shoes earn $100 to $150 a month, working fifty to sixty houses a week.  In addition to moving its plants abroad, Stride Rite moved its national distribution center for the United States from Massachusetts to Louisville, Kentucky, to take advantage of lower cost U.S. labour there are an offer of tax abatements from the state valued at $24 million over ten years.

Stride Rite sales have doubled since 1986, and the price of its stock has increased sixfold, making it a favorite on the New York Stock Exchange – including among socially conscious investors who continue to be impressed by its record of corporate giving.  According to Ervin Shames, Stride Rite’s current chairman, “Putting jobs into places where it doesn’t make economic sense is a dilution of corporate and community wealth.”

The Stride Rite experience presents a chilling example of the inexorable workings of a predatory global economy Through a combination of the bidding down of Stride Rite’s share of the public tax burden and the shifting of jobs from well-paid to poorly paid workers, Stride Rite’s management participated in a massive exercise in wealth redistribution from poor communities and people of modest incomes to its shareholders – from those who produce value through their skills and physical exertion to those who are contributing only the use of surplus money.  Yet Stride Rite’s management cannot be blamed for this move.

If Hiatt, as Stride Rite’s CEO, had carried the day, stuck to his convictions, and refused to move production abroad, it is almost certain that a hovering group of investment bankers would have noted this “breech of fiduciary responsibility” to the firm’s shareholders.  They would have acquired the company through a hostile takeover, fired Stride Rite’s socially concerned management, and moved the production abroad far more abruptly and with even worse consequences for the workers and the community.

Some investment funds specialize in buying and selling companies in labor-intensive industries that have resisted moving to low-wage countries.  The Ameri Mex Maquiladora Fund, a group of U.S. and Mexican investors initially backed by Nafinsa, Mexico’s largest national development bank, was formed specifically to target U.S. companies that have resisted the move abroad.  According to its prospectus:

The Fund will purchase established domestic United States companies suitable for maquiladora acquisitions, wherein a part or all of the manufacturing operations will be relocated to Mexico to take advantage of the cost of labour.  The Fund will seek to acquire companies where labour is a significant component of a company’s cost of goods sold.  It is anticipated that within six to 18 months after a company has been acquired by the Fund, the designated portion of the company’s manufacturing operations will be relocated to Mexico to take advantage of reduced labour costs.

We anticipate that manufacturing companies that experience fully loaded, gross labour costs in the $7-$10 per hour range in the U.S. may be able to utilize labour in a Mexico maquiladora at fully loaded, gross labour cost of $1.15 - $1.50 per hour. Though each situation may vary, it is estimated that this could translate into annual savings of $10,000 - $17,000 per employee involved in the relocated manufacturing operations.  It is anticipated that most investments will be retained for three to eight years.

The potential profits from reselling such relocated companies are substantial. At a saving of $17,000 per employee, shifting 1,000 jobs from the United States to Mexico creates a potential increase of $17 million in annual profits. Assuring that the company’s stock normally sells for ten times the company’s annual earnings, this translates into an increase of $170 million in the market value of the company’s stock.  Clearly those who invest in such schemes are not doing so out of concern for providing secure and well-paying jobs to needy Mexican workers.

A rogue financial system is actively cannibalizing the productive corporate sector.  In the name of economic efficiency, it is rendering responsible management even more difficult. Those who call on corporate managers to exercise greater social responsibility miss this basic point.  Corporate managers live and work in a system that is virtually feeding on the socially responsible.  That system is transforming itself into a two-tiered structure, creating a world that is becoming more deeply divided between the privileged and the dispossessed, between those who have the power to place themselves beyond the prevailing market forces and those who have become sacrificial offerings on the altar of global competition.

MANAGED COMPETITION

The business system is increasingly taking the form of lean and mean core firms, connected….to networks of other large and small organizations, including firms, governments, and communities…. [These] networked forms of industrial organization…exhibit a tendency to reinforce, and perhaps to worsen the historic stratification of jobs and earnings.

- Bennett Harrison

On September 14, 1993, E.I.Du Pont de Nemours & Company announced that it would dismiss 4,500 employees in its U.S.-based chemical business by mid-1994 to cut costs. While 4,500 families struggled to adjust to the fact that the economy had labeled their breadwinners redundant burdens, the money markets cheered. It was part of a larger cutback of 9,000 people from Du Pont’s total worldwide workforce of 133,000 - all part of a plan intended to cut the company’s costs by $3 billion a year. The price of a share of Du Pont stock jumped $1.75 on the day of the announcement. Such announcements have become daily fare in the financial press. It is clear that important changes are occurring in the structure of industry. According to The Economist:

The biggest change coming over the world of business is that firms are getting smaller. The trend of a century is being reversed… Now it is the big firms that are shrinking and small ones that are on the rise. The trend is unmistakable-and businessmen and policy makers will ignore it at their peril.

It is a widespread perception that the massive corporate giants have become too large and bureaucratic to compete against the more nimble and innovative smaller firms that we are told are rapidly gaining the advantage in highly competitive global markets. Proponents of this view point to the fact that large firms are shedding employees by the hundreds of thousands and cite statistics showing that the new employment and technological innovations are being generated primarily by more competitive small and medium-sized firms. It makes for a reassuring thesis. However, it is only one more illusion crafted by corporate libertarians that obscures our vision of what is really happening.

Shedding Jobs and Concentrating Power 

Although there are regional variations, the world’s most successful transnational corporations – whether Japanese, European, or American – are engaged in a process of transforming themselves and the structures of global capitalism to further consolidate their power through complex networking forms of organization. Bennett Harrison, author of Lean and Mean: The Changing Landscape of Corporate Power in the Age of Flexibility, calls it, “concentration without centralization.” Four elements of that transformation are of particular relevance to our analysis.

Downsizing. Drastic cuts in personnel are the most visible aspect of downsizing, but they are in most instances only one part of a larger organizational strategy. The larger scheme is to trim the firm’s in-house operations down to its “core competencies” – generally the finance, marketing, and proprietary technology functions that represent the firm’s primary sources of economic power. The staffing of these functions is reduced to the bare minimum and consolidated within the corporate headquarters.

Peripheral functions, including much of the manufacturing activity, is farmed out to networks of relatively small outside contractors – often in low-wage countries. This process involves shifting employment from the corporate core to peripheral contractor organizations that form part of a production network of firms that are dependent on the markets and technology controlled by the corporate core. Peripheral activities that are not contracted out and cannot be automated may be located far away from corporate headquarters. These are, for example, the “back offices” of the big insurance companies and banks, which are generally staffed with poorly paid female clerical workers. 

Computerization and Automation. The core corporation brings the full capabilities of computerization and automation to bear in whatever manufacturing functions it retains and in the management information systems by which it flexibly coordinates the product network’s far-flung activities. Automation has two key purposes. One is to pare down the number of workers to an absolute minimum, such as in AT&T’s plans to replace thousands of telephone operators with computerized voice-recognition systems. The second is to minimize inventories by linking dispersed suppliers with marketing outlets using “just-in-time” delivery of parts and supplies.

Mergers, Acquisitions, and Strategic Alliances. The corporations that stand at the cores of major networks pursue a variety of strategic to manage the potentially destructive competition among themselves. One is to meld through mergers and acquisitions. Another is to construct strategic alliances through which they share technology, production facilities, and markets and engage in joint research.

Headquarters Teamwork and Morale. Substantial attention is given to maintaining conditions that are conducive to high morale and effective teamwork among core personnel.

This restructuring creates a two-tiered or dualistic employment system. Those employees engaged in the core corporate headquarters functions are well compensated, with full benefits and attractive working conditions. The peripheral functions – farmed out either to subordinate units within the corporation or to outside suppliers dependent on the firm’s business – are performed by low-paid, often temporary or part-time “contingent” employees who receive few or no benefits and to whom the corporation has no commitment.

The two tiers also differ significantly with regard to competitive pressures. There is considerable, if uneasy, cooperation among the corporations that control the cores of major networks to maintain their collective monopoly control over markets and technology. The peripheral units, even those that remain within the firm, function as independent small contractors pitted in intense competition with one another for the firm’s continuing business. They are thus forced to cut their own costs to the bone. This dualistic structure is an important part of the explanation for the growing income gap found in the United States and many other countries.

According to Harrison, “It is the strategic downsizing of the big firms that is responsible for driving down the average size of business organizations in the current era, not some spectacular growth of the small firms sector, per se. The largest 1,000 companies in America account for over 60 percent of the gross national product (GNP), leaving the balance to 11 million small businesses. The contracting-out process does create new opportunities for smaller firms, but the power remains right where it has been all along – with the corporate gains. Lacking independent access to the market, the smaller firms that orbit core corporations function more as dependent appendages than as independent businesses.

The power relationships between companies of the core and the periphery are remarkably similar to those that prevailed between core and peripheral countries in the days of colonial empires. The dominant players in both systems capture the resources and surpluses of the players at the periphery to maintain the core in relative affluence. Core players may reach out and absorb peripheral players, such as when core corporations buy out smaller firms that control promising technologies or lucrative markets. Colonial states also crafted alliances of convenience with one another to manage the often destructive competition among themselves –much like present-day strategic alliances among core corporations. The tyranny of state colonialism worked very well for a rather small percentage of the world’s population. It was disastrous for the rest. Modern corporate colonialism is little different.

Thus we witness the paradox that when the world’s largest corporations unceremoniously shed well-educated, loyal, and hardworking employees, they are increasing their economic power. From 1980 to 1993, the Fortune 500 industrial firms shed nearly 4.4 million jobs, more than one out of four that they previously provided. During that same period, their sales increased by 1.4 times and assets by 2.3 times. The average annual chief executive officer (CEO) compensation at the largest corporations increased by 6.1 times to $3.8 million.

Although downsizing has been an unavoidable response to weak markets and lax management for some companies, others have downsized from a position of considerable strength. GTE announced plans on January 13,1994, to lay off more than 17,000 employees in the face of a strong market and a steady growth in operating income. Other companies enjoying growth in markets and profits announced significant layoffs at the end of 1993 or the beginning of 1994 : Gillette (2,000 employees), Arco (1,300), Pacific Telesis (10,000), and Xerox (10,000). Some cut real fat from the payrolls. Other cuts were part of the shift to outsourcing. Many were made possible by new technologies. Major job cuts often accompany mergers and acquisitions, which are usually aimed at strengthening and consolidating market share while reducing employment costs. After Chevron merged with Gulf in 1984, it reduced the combined workforce by nearly half, to about 50,000 people. It cut another 6,500 people in 1992-93.

General Electric (GE) shed 100,000 employees over eleven years to bring total employment down to 268,000 in 1992. During that same period, its sales went up from $27 billion to $62 billion, and net income from $1.5 billion to $4.7 billion. GE became smaller only in terms of the number of employees who shared the benefits of its growth in profits and market share. It had shed mainly its commitment to provide productive and well-remunerated employment for 100,000 people and their families. It did not shed its technical, financial or market power.

Within this restructuring drama, we see a secondary drama being played out in a major contest between the manufacturing giants and the retailing giants for control of the core network positions. The growing success of the retailing giants is revealed in the growing rate of bankruptcy among retailers in the United States. Since 1991, retail firms have been going bankrupt at a rate of more than 17,000 a year, up from approximately 11,000 in 1989. Many of them have been driven out of business by the mega-retailers. According to Business Week:

A vast consolidation in U.S. retailing has produced giant “power retailers” that use sophisticated inventory management, finely tuned selections, and above all, competitive pricing to crowd out weaker players and attract more of the shopper’s dollar….. They’re telling even the mightiest of manufacturers what goods to make, in what colors and sizes, how much to ship and when… Leading the pack, of course, is Wal-Mart Stores. The nation’s No. 1 retailer is expected to grow 25% this year, to some $55 billion in sales, at a time when retailers as a whole will be lucky to grow 4%.

When Wal-Mart grows at a rate of 25 percent in an industry that is growing at no more than 4 percent, its growth is clearly at the expense of rivals that lack comparable clout. The smaller retailers that used to be the commercial core of and major employers in most towns and cities have been hit particularly hard. It has been predicted that retailers accounting for half of all sales in the United States in 1992 will have disappeared by the year 2000. Systems analyst and syndicated columnist Donella Meadows describes what happens when a Wal-Mart comes to town:

In Iowa the average Wal-Mart grosses $13 million a year and increases total area sales by $4 million, which means it takes $9 million worth of business from existing stores. Within three or four years of a Wal-Mart’s arrival, retail sales within a 20 mile radius go down by 25 percent; 20 to 50 miles away, sales go down 10 percent.

A Massachusetts study says a typical Wal-Mart adds 140 jobs and destroys 230 higher-paying jobs…Despite public investments in restoring downtown business districts, vacancies increase. Rents drop, and the remaining enterprises pay lower wages and taxes. Competing chain stores in existing malls leave and are not replaced.

The mass retailing superpowers – Wal-Mart, Kmart, Toys ‘R’ Us, Home Depot, Circuit City Stores, Dillard Department Stores, Target Stores, and Costco, among others – are increasingly becoming the core firms in vast consumer goods networks. The mega-retailers are notorious for playing off suppliers against one another and for abruptly shifting their sources from domestic firms to low-labor-cost countries such as China or Bangladesh. Many small manufacturers have suddenly found themselves in bankruptcy when the major part of their market evaporated. Even the manufacturing giants, such as Proctor and Gamble, that lack their own retail outlets are under intense pressure from the retailing giants to cut their prices and profit margins.

As the big retailers grow, they tend to favor larger suppliers that have the resources and sophistication to meet their demands for customized products and packages, computer linkups, and special delivery schedules. This contributes to further consolidation on the manufacturing side. Only a decade ago, no single toy maker controlled more than 5 percent of the market. Now, in a toy industry dominated by Toys ‘R’ Us and general discounting giants such as Wal-Mart, Kmart, and Target Stores, the manufacturing side is dominated by just six companies.

While basically applauding this as a move toward greater efficiency, even Business Week sounds a cautionary note: “what if the growing clout of power retailers stifles too many small companies and forces too many large ones to dodge risks ? The close ties between retailers and their surviving suppliers could ultimately end up raising consumer prices and reducing innovation”.

The Growth of Centrally Managed Economies

The scale of the concentration of economic power that is occurring is revealed in the statistics: of the world’s hundred largest economies, fifty are corporations, and the aggregate sales of the world’s ten largest corporations in 1991 exceeded the aggregate GNP of the world’s hundred smallest countries. General Motors’ 1992 sales revenues ($133 billion) roughly equaled the combined GNP of Tanzania, Ethiopia, Nepal, Bangladesh, Zaire, Uganda, Nigeria, Kenya, and Pakistan. Five hundred fifty million people inhabit these countries, a tenth of the world’s population.

The world’s 500 largest industrial corporations, which employ only 0.05 of 1 percent of the world’s population, control 25 percent of the world’s economic output. The top 300 transnational, excluding financial institutions, own some 25 percent of the world’s productive assets. The combined assets of the world’s fifty largest commercial banks and diversified financial companies amount to nearly 60 percent of The Economist’s estimate of a $20 trillion global stock of productive capital. The global trend is clearly toward greater concentration of the control of markets and productive assets in the hands of a few firms that make a minuscule contribution to total global employment. The giants are shedding people but not control over money, markets, or technology.

This concentration of economic power in relatively few corporations raises an interesting contradiction. Corporate libertarians regularly proclaim that central economic planning does not work and is contrary to the broader public interest. Yet successful corporations maintain more control over the economies defined by their product networks than the central planners in Moscow ever achieved over the Soviet economy. Central management buys, sells, dismantles, or closes component units as it chooses, moves production units around the world at will, decides what revenues will be given up by subordinate units to the parent corporation, appoints and fires managers of subsidiaries, sets transfer prices and other terms governing transactions among the firm’s component organizations, and decides whether individual units can make purchases and sales on the open market or must do business only with other units of the firm. Unless top management chooses to invite dissenting views, its decisions on such matters are seldom open to question or review by any subordinate person or unit.

Although no global corporation yet manages a planned economy on the scale of the former Soviet economy, they are coming closer. The 1991 sales of the world’s five largest diversified service companies (all of which happen to be Japanese) were roughly equivalent to the entire 1988 gross domestic product (GDP) of the former Soviet Union. Cuba, with a GDP of $26.1 billion, now ranks seventy-second among the world’s centrally managed economies; the first seventy-one are all global corporations. Tine North Korea wouldn’t even make the list of the world’s 500 largest centrally managed economies.

It is far from an incidental consideration that in its internal governance structures, the corporation is among the most authoritarian of organizations and can be as repressive as any totalitarian state. Those who work for corporations spend the better portion of their waking hours living under a form of authoritarian rule that dictates their dress, their speech, their values, their behavior, and their levels of income-with limited opportunity for appeal. With few exceptions, their subject employees can be dismissed without recourse on almost momentary notice. The current “lean and mean” transformation of the corporation is about extending this authoritarian rule beyond the boundaries of the corporation itself over far larger networks of organizations in ways that allow the core to consolidate its control while reducing its responsibility for the well-being of any member of the network.

When equating the market system with freedom, the question of whether freedom is consistent with hired labor in a world in which giant corporations control most jobs is seldom asked. Most social reformers have accepted a corporate-dominated wage system and chosen to pursue social policies that provide job security, tolerable working conditions, equitable wages, and the right to organize labor unions within the context of that system. If we are serious about human freedom and democracy, we must reopen the question of whether such adjustments are adequate or even possible within the existing system of business.

Cooperation at the Core

For all their praise of free-market competition, most corporations seek to suppress it at very opportunity. As Adam Smith observed in 1776, “People of the same trade seldom meet together, even for merriment and diversion, but the conversation ends in a conspiracy against the public, or in some contrivance to raise prices. Such cooperation need not be born of evil motives. Competition creates turbulence. Turbulence is embraced as opportunity by speculators, but for those who manage productive enterprises, the resulting uncertainty makes investment planning inherently difficult, disrupts the orderly function of the firm, and can result in serious economic inefficiency. The desire to increase control and predictability by reducing competition might be considered one of the natural laws of the market.

Firms try to reduce competition in the global economy by the same means they have always used, by increasing their control over capital, markets, and technology. The new element is found in the combination of a globalized economy and modern information technologies that make it possible to consolidate that control on a scale never before possible. The competitive tactics are also familiar. Weaker competitors are crushed, colonized, or absorbed. Accommodation is sought with stronger competitors through strategic alliances, mergers, acquisitions, and interlocking boards of directors.

A favorite corporate libertarian argument for globalization is that the opening of national markets introduces greater competition and leads to increased efficiency. Although it is an interesting theoretical argument, it neglects a simple reality. When markets are global, the forces of monopoly transcend national borders to consolidate at a global level. First comes the call to open borders to increase competitive forces. Then comes the call to allow mergers into ever more powerful combinations in order to be “competitive” in the global marketplace. When a Philip Morris acquires a Kraft and a General Foods, as it did in the 1980s to create the United States’ largest food company, it does not make US markets more competitive: it creates a strengthened platform from which to create and project monopoly power on a global scale.

As a rule of thumb, economists consider a domestic market to be monopolistic when the four top firms account for 40 percent or more of sales. Through a series of mergers and consolidations, the top four major appliance corporations in the United States (Whirlpool, General Electric, Electrolux/WCI, and Maytag) controlled 92 percent of the US appliance market as of 1990, and four airlines (United, American, Delta, and Northwest) accounted for 66 percent of U.S. revenue passenger miles. Four computer software companies (Microsoft, Lotus, Novell/Digital, and WordPerfect) controlled 55 percent of the U.S. software market in 1990 and two of them (Novell and WordPerfect) merged on June 27, 1994.

When five firms control more than half of a global market, that market is considered to be highly monopolistic. The Economist recently reported five-firm concentration ratios for twelve global industries. The greatest concentration was found in consumer durable, where the top five firms control nearly 70 percent of the entire world market in their industry. In the automotive, airline, aerospace, electronic components, electrical and electronics, and steel industries, the top five firms control more than 50 percent of the global market, clearly placing them in the monopolistic category. In the oil, personal computer, and media industries, the top five firms control more than 40 percent of sales, which shows strong monopolistic tendencies.

The argument that globalization increases competition is simply false. To the contrary, it strengthens tendencies toward global-scale monopolization.

Agriculture has been a major subject in trade negotiations, with U.S. trade negotiators making a strong appeal for a reduction of barriers to free trade in agricultural commodities and the elimination of protection for small farmers in Europe and Japan. The story of U.S. agriculture reveals why U.S. agribusiness companies are so enthusiastically calling for the “freeing” of agricultural markets. It is part of the process of restructuring global agriculture into a two-tiered system controlled by the agribusiness giants.

From 1935 to 1989, the number of small farms in the United States declined from 6.8 million to under 2.1 million; during the same period, U.S. population roughly doubled. As farmers have gone out of business, so too have the local suppliers, implement dealers, and other small business that once supported them. Entire rural communities have disappeared. Meanwhile, the major U.S. agribusiness corporations have grown and consolidated their power. The top ten “farms” in the United States are now international  agribusiness corporations with names like Tyson Foods, ConAgra, Gold Kist, Continental Grain, Perdue Farms, Pilgrims Pride, and Cargill – each with annual farm products sales ranging from $310 million to $1.7 billion.

Two grain companies – Cargill and ConAgra – control 50 percent of U.S. grain exports. Three companies – Iowa Beef Processors (IBP), Cargill, and ConAgra – slaughter nearly 80 percent of U.S. beef. One company – Campbell’s – controls nearly 70 percent of the U.S. soup market. Four companies – Kellogg, General Mills, Philip Morris, and Quaker Oats – control nearly 85 percent of the U.S. cold cereal market. Four companies – ConAGra, ADM Milling, Cargill, and Pillsbury – mill nearly 60 percent of U.S. flour. This concentration is in part the consequence of 4,100 food industry mergers and leveraged buyouts in the United States between 1982 and 1990 – and the consolidation process continues.

Often these core firms find that it is most profitable and least risky to contract out the actual production to smaller producers. These smaller producers hold the major capital investment and bear the risks inherent in agriculture. The large firms control the market and maintain control over the terms under which the producers operate. It is common for the core firm to force firm to force farmers to purchase required inputs – such as fertilizer and feed – from itself, prescribe the production methods, and purchase the crops or animals produced on whatever terms it chooses. The only choice left to farmers is to accept the terms, go out of business, or find another crop whose market is not yet controlled by a core corporation. This restructuring of agriculture has contributed to decreasing the farmers’ share of consumers’ food dollars from 41 percent in 1910 to 9 percent in 1990.

Figures compiled in 1980 by the U.S. Department of Agriculture revealed that production and marketing contracts covered the production of 98 percent of sugar beets, 95 percent of fluid-grade milk, 89 percent of chicken broilers, 85 percent of processed vegetables, and 80 percent of all seed crops. When a contractor firm controls the market, producers are at its mercy. When Del Monte decided, for example, to transfer the bulk of its peach procurement from northern California to Italy and South Africa, most of its contract farmers saw their market vanish for reasons that had nothing to do with the local appetite for peaches.

Such conditions mock Adam Smith’s notion of a competitive market comprising small buyers and sellers. The farmer receives a lower price and the consumer pays a higher price than either would have obtained under conditions of true competition. This is the system that the dominant agribusiness companies hope to extend to the world.

In a globalizing market, the widespread image is one of the corporate titans of Japan, North America, and Europe battling it out toe-to-toe in international markets. This image is increasingly a fiction that obscures the extent to which a few core corporations are strengthening their collective monopoly market power through joint ventures and strategic alliances with their major rivals. Through these arrangements, firms share access to special expertise, technology, production facilities, and markets; spread the costs and risks of research and new product development; and manage the competitive relationships with their major potential rivals.

For example, American computer giants IBM, Apple Computer, and Motorola have formed an inter-firm alliance to develop the operating system and microprocessor for the next generation of computer. In 1991, Apple Computer turned to Sony Corporation to manufacture the cheapest version of its PowerBook notebook computer.

GM now owns 37.5 percent of the Japanese auto manufacturer Isuzu, which products automobiles for sale under the GM and Opel brand labels. Chrysler has had an ownership stake in Mitsubishi, Maserati, and Fiat. Ford Motor Company has a 25 percent stake in Mazda and names three outside directors to the Mazda board. Ford and Mazda jointly own a dealer network in Japan, cooperate in new product design, and share production techniques. The Economist recently suggested the following exercise:

Take a really big international industry such as cars, in which the products are complicated and fairly expensive. Write down all the manufacturers’ names (there are more than 20 large ones for cars) along the four sides of a square. Now draw lines connecting manufacturers that have joint ventures or alliances with one another whether in design, research, components, full assembly, distribution or marketing, for one product or for several, anywhere in the world. Pretty soon, the drawing becomes an incomprehensible tangle, just about everyone seems to be allied with everyone else. And the car industry is not an exception. It is a similar story in computer hardware, computer software, aerospace, drugs, telecommunications, defence and many others.

Cyrus Fiedheim, Vice-Chairman of Booz, Allen and Hamilton, a management consulting firm, foresees an economic future dominated by what he calls “the relationship-enterprise”, a network of strategic alliances among firms spanning different industries and countries that act almost as a single firm. He points to the discussions among Boeing, members of the Airbus consortium. McDonnell Douglas, Mitsubishi, Kawasaki, and Fuji about cooperating on the joint development of a new super-jumbo jet and the group formed by the world’s major telecommunications firms to provide a worldwide network of fiber-optic underwater cables. According to Friedheim, these corporate juggernauts will dwarf existing global corporate giants, with individual relationship enterprises reaching total combined revenues approaching $1 trillion by early next century, making them larger than all but the six largest national economies.

The world’s corporate giants are creating a system of managed competition by which they actively limit competition among themselves while encouraging intensive competition among the smaller firms and localities that constitute their periphery. It is all part of the process of forcing the periphery to absorb more of the costs of the “value added” process so that the core can produce greater profits for its own insatiable master, the global financial system.

The underlying patterns of the institutional transformation being wrought by economic globalization are persistently in the direction of moving power away from people and communities and concentrating it in giant global institutions that have become detached from the human interest. We have become captives of the tyranny of a rogue system that is functioning beyond human direction. Driven by its own imperatives, that system has gained control over many of the most important aspects of our lives to demand that we give ourselves over to its purpose – the making of money. We now face an even more ominous prospect. Having found its own direction and gained control of the institutions that once served our needs, the system that now holds us captive is finding that it has little need for people.

RACE TO THE BOTTOM

[F]reer markets and freer trade in the new global economic system are what will ultimately put an end to slow growth and high unemployment in the industrial world…. That’s what the new economic order is all about 

 - Business Week


The recent quantum leap in the ability of transnational corporations to relocate their facilities around the world in effect makes all workers, communities and countries competition for these corporations favor. The consequence is a “race to the bottom” in which wages and social conditions tend to fall to the level of the most desperate.

- Jeremy Brecher

While competition is being weakened at the core, it is intensifying among smaller businesses, workers, and localities at the periphery as they become pitted against one another in a desperate struggle for survival. What the corporate libertarian call “becoming more globally competitive” is more accurately described as a race to the bottom. With each passing day it becomes more difficult to obtain contracts from one of the mega-retailers without hiring child labor, cheating workers on overtime pay, imposing merciless quotas, and operating unsafe facilities. If one contractor does not do it, his or her prices will be higher than those of another who does. With hundreds of millions of people desperate for any kind of job the global economy may offer, there will always be willing competitors. Faced with its own imperatives, the core corporations can do little more than close their eyes to the infractions and insist that they have no responsibility for the conditions of their contractors.

Modern Slavery

Descriptions of the working conditions of millions of workers, even n the “modern and affluent” North, sound like a throwback to the days of the early industrial revolution. Consider this description of conditions at contract clothing shops in modern affluent San Francisco:

Many of them are dark, cramped and windowless… Twelve-hour days with no days off and a break only for lunch are not uncommon. And in this wealthy, cosmopolitan city, many shops enforce draconian rules reminiscent of the nineteenth century. “The workers were not allowed to talk to each other and they didn’t allow us to go the bathroom,”, says one Asian garment worker. … Aware of manufacturers’ zeal for bargain-basement prices, the nearly 600 sewing contractors in the Bay Area engage in cutthroat competition – often a kind of Darwinian drive to the bottom…Manufacturers have another powerful chip to keep bids down. Katie Quan, a manager of the International Ladies Garment Workers Union in San Francisco, explains, “They say, ‘If you don’t take it, we’ll just ship it overseas, and you won’t get work and your workers will go hungry”.

In 1992 a [Department of Labor] investigation of garment shops on the U.S. protectorate of Saipan found conditions akin to indentured servitude: Chinese workers whose passports had been confiscated, putting in eighty-four-hour weeks at sub-minimum wages.

The line between conditions in the South and the North as defined by geography becomes ever more blurred. Dorka Diaz, a twenty-year-old textile worker who formerly produced clothing in Honduras for Leslie Fay, a U.S.-based transnational, testified before the Subcommittee on Labor-Management Relations of the U.S. House of Representatives that she worked for Leslie Fay in Honduras alongside twelve-and thirteen-year-old girls locked inside a factory where the temperature often hit 100 degrees and there was no clean drinking water. For a fifty-four-hour week, she was paid a little over $20. She and her three-year-old son lived at the edge of starvation. In April 1994, she was fired for trying to organize a union.

When the black women who toiled over knitting machines in a Taiwanese-owned sweater factory in South Africa for fifty cents an hour made it known that with the election of Nelson Mandela they expected “a union shop, better wages and a little respect,” the Taiwanese owners responded by abruptly closing their seven South African factories and eliminating 1,000 jobs. Low as the wages were, the cost of labor in South Africa is twice that of labour in Brazil or Mexico and several times that in Thailand or China. Noting that prospective foreign investors have turned wary of South Africa, the New York Times suggests, “There are doubts about the Government’s long-term commitment to capitalism, about whether Mr. Mandela can contain the expectations of the impoverished majority. In the world of big money and multimillion-dollar compensation packages, greed is a worker who wants a living wage.

In many Southern countries, to say that conditions verge on slavery is scarcely an exaggeration. China has become a favorite of foreign investors and corporations seeking cheap labor and outsourcing for offshore procurement at rock-bottom prices. Business Week described the prevailing conditions of Chinese factory workers:

In foreign-funded factories, which employ about 6 million Chinese in the coastal provinces, accidents abound. In some factories, workers are chastised, beaten, strip-searched, and even forbidden to use the bathroom during work hours. At a foreign-owned company in the Fujian province city of Ziamen, 40 workers – or one tenth of the workforce – have had their fingers crushed by obsolete machines. According to official reports, there were 45,000 industrial accidents in Guangdong last year, claiming more than 8700 lives…Last month….76 workers died in a Guangdong factory accident.

Although the Chinese government reportedly is trying to tighten up on standards, it has faced enormous problems of unemployment since its decision to free up market forces. Tens of millions of rural workers are streaming to the cities. Urban unemployment stood at 5 million in mid-1994, a 25 percent increase in a year. Two million workers lost their jobs in Heilongjiang province in 1993 alone. Millions more urban workers face pay cuts, and half of the government-owned enterprises that employ approximately half of the urban workforce are losing money, creating prospects of massive layoffs and plant closings. Government efforts to tighten up on standards in this “free-market miracle” are also hampered by skyrocketing rates of crime and corruption.

In Bangladesh, an estimated 80,000 children under age fourteen, most of them female, work at least sixty hours a week in garment factories. For miscounting or other errors, male supervisors strike them or force them to kneel on the floor or stand on their heads for ten to thirty minutes.

It isn’t only in the garment industry. In India, an estimated 55 million children work in various conditions of servitude, many as bonded laborers-virtual slaves-under the most appalling conditions. Each child has his or her own story. A few months after his rescue from forced labor, Devanandan told a reporter that he had been coaxed to leave home by a promise of wages up to $100 a month for working at a loom two hours a day while going to school. When he agreed, he found himself locked up in a room where he ate, slept, and was forced to work knotting carpets from four in the morning till late evening for pennies in pay.

Former Indian Chief Justice P.M.Bhagwati has publicly testified to observing examples of boys working fourteen to twenty hours a day : “They are beaten up, branded [with red-hot iron rods] and even hung from trees upside down”. The carpet industry in India exports $300 million worth of carpets a year, mainly to the United States and Germany. The carpets are produced by more than 300,000 child laborers working fourteen to sixteen hours a day, seven days a week, fifty-two weeks a year. Many are bonded laborers, paying off the debts of their parents; they have been sold into bondage or kidnapped from low-caste parents. The fortunate ones earn a pittance wage. The unfortunate ones are paid nothing at all. The carpet manufacturers argue that the industry must have child laborers to be able to survive in competition with the carpet industries of Pakistan, Nepal, Morocco, and elsewhere that also use child laborers.

As we rush to enter the race to the bottom in a globally competitive world, it is sobering to keep in mind just how deep the bottom is toward which we are racing.

The Limits of Social Responsibility

Within the apparel industry, a few socially concerned firms such as Levi Strauss, Esprit, and The Gap are attempting to live by their values. They are proving that a responsible, well-managed company need not tolerate the worst of the conditions described above, but they face the same competitive pressures as others in their industry. Almost inevitably, such firms find themselves developing split personalities. In the end, they finance their public good works and the good pay and conditions of their headquarters staffs by procuring most of the goods they sell through contractors that offer low wages and substandard working conditions.

Consider specifically the case of Levi Strauss, a company widely acclaimed as a leader in the realm of corporate responsibility. In April 1994, the Council on Economic Priorities gave Levi Strauss an award for its “unprecedented commitment to non-exploitative work practices in developing countries. In 1984, the company was named one of the hundred best companies to work for in America. In June 1992, Money magazine ranked it first among all U.S. companies for employee benefits. Bob Haas, chief executive officer (CEO) of Levi Strauss, was featured in the August 1, 1994, cover story of Business Week titled “Managing by Values” which emphasized his belief that social responsibility and ethical practice are good business.

In 1985, Bob Haas, as CEO and a member of the Levi Strauss family, led a $1.6 billion leveraged buyout of the company, taking it private specifically to prevent a takeover by outside speculators. The fact that 94 percent of the stock is in Haas family hands has given the company more flexibility in maintaining its social commitment than a publicly held company might have in an era of hostile takeovers.

Under Haas’s leadership, Levi Strauss has set strict standards with regard to the work environment. As evidence that they mean it, the Levi Strauss board of directors voted unanimously to close out $40 million a year in production contracts in China in protest of human rights violations. When the company found that its contractor in Dhaka, Bangladesh, was hiring girls as young as eleven as full-time seamstresses, it worked out an agreement by which Levi Strauss would continue to pay the wages of these girls while sending them to school and paying for their uniforms, books, and tuition. When they reach age fourteen, the minimum employment age set by International Labor Organization standards, they will return to work. By the standards of the industry, Levi Strauss is a candidate for sainthood. But it is sobering to see how constrained even a Levi Strauss can be.

Although Haas asserts that Levi Strauss has made every effort to keep as many of its production jobs in the United States as possible, during the 1980s, it closed fifty-eight U.S. plants and laid off 10,400 workers. According to Haas, if the company had made its decisions on purely economic grounds, its remaining thirty-four production and finishing plants would all have been closed in favor of overseas production.

Even at its plants in the United States, the core-periphery phenomenon is evident. When the authors of The 100 Best Companies to Work for in America visited the Levi Strauss plant in El Paso, Texas, they found that Money magazine had ranked the company number one of the basis of the benefits enjoyed by its headquarters staff, not by staff at its plants. The benefits received by the El Paso production workers wee little different from the marginal conditions at other local textile factories. The authors decided not to include the company among the 100 best in the book’s revised edition.

A Spreading Cancer

We have focused here on U.S.-based multinationals, because their dysfunctions seem to be spreading through the world like a cancer. By May of 1994, a binge of corporate restructuring in Europe, similar to that in the United States, had pushed Europe’s unemployment rate to 10.9 percent. Even these rates, high as they are, may mask a much deeper dysfunction. In Belgium, unemployment was 8.5 percent in 1992, but 25 percent of the workforce was living on public assistance. Persistent joblessness is resulting in growing social unrest, exacerbating racial tensions, and sparking a vicious backlash against immigrants. Joblessness is especially acute among youth, whose unemployment rate is twice that of the general population and still rising. On March 25, 1994, 50,000 students marched down a Paris boulevard, “taunting police and chanting slogans demanding jobs.” A survey of 3,000 European teenagers found them “confused, vulnerable, obsessed with their economic futures.”

Pointing out that the unemployment rate in Europe has averaged about 3 percentage points higher than in the United States. The Economist cautioned “no trade barrier will keep out the technological changes that are revolutionizing work in the rich world; and a trade war is sure to destroy more jobs than it saves”. It counseled  Europe to respond by emulating the United States to reduce the social safety net benefits that “give the unemployed little incentive to seek work,” minimum wages that “cost young workers their jobs”, employer social security contributions that reduce demand for labor, and “strict employment-protection rules” that discourage firms from hiring by making “it hard, if not impossible, to lay off workers once they are on the payroll”. To those who point out that the quality of jobs in America has deteriorated as a consequence of such policies, The Economist has a ready answer:

Too many [of the jobs being created in America], say the merchants of gloom, are part-time, temporary and badly paid. The real wages of low-skilled workers have fallen over the past decade. Yet in comparison with Europe, this should be seen as a sign of success, an example – of a well-functioning labour market-not a failure. As manufacturing has declined, America and Europe have both faced shrinking demand for low-skilled labour. In America, the relative pay of these workers was allowed to fall, so fewer jobs were lost. European workers, by contrast, have resisted the inevitable and so priced themselves out of work.

In short, Europe’s unemployment problem is a result of overpaying the poor, taxing the rich, and imposing regulations on European firms that limit their ability to get on with serious downsizing. The Economist editorial pointed to moves by various European countries to reduce minimum wages, cut payroll taxes, and loosen employment-protection laws as signs of hope for Europe. Business Week offered similar counsel:

To ensure it remains competitive once the down-cycle wanes, Europe must be willing to see more of its low-value-added manufacturing jobs move to Eastern Europe and elsewhere. And it must reduce farm subsidies while continuing hammer away at high wages and corporate taxes, short working hours, labor immobility, and luxurious social programs. If Europeans don’t follow these prescriptions, this recession may be doomed to be more than just a cyclical one…..Putting up trade barriers will only insulate Europeans from the discipline they need to maintain.

Although they are running a bit behind the United States, the evidence suggests that European companies and governments are increasingly heeding this advice, which means that the unemployment, racial tension, and social unrest currently plaguing Europe are almost certain to spiral upward. We may presume that The Economist will then praise Europe for its success.

Although Japan, with unemployment below 3 percent, continues to be the full-employment champion of the industrial world, there is evidence that the commitment there to lifetime employment has begun to break down and that a growing number of Japanese are experiencing the pinch of joblessness. A series of economic shocks has led Japanese managers to look to the United States for lessons on increasing efficiency. According to Michael Armacost, former U.S. ambassador to Japan:

Japanese business leaders – who just a few years ago thought they had nothing further to learn from us – are examining American business practices with renewed interest and emulating some with interesting results….Daiei, one of the country’s largest chain stores, says it will seek to reduce retail prices by 50 percent over three years…Wal-Mart Stores recently established links with two of Japan’s supermarket chains….Japanese executives are now studying America’s experience with corporate downsizing, merit-pay packages and investment practices.

Armacost goes on to urge American trade negotiators to focus on pushing for regulatory reforms to accelerate these processes.

With or without U.S. tutelage, it is already happening. Domy Co., a discounter, is importing Safeway cola for sale in Japan at forty-seven cents a can, undercutting the price of local beverages by 55 percent. It sees great potential for imports of Safeway lemon-lime soda, cookies, and bottled water. The Japanese government has relaxed size limits on new retail outlets as well as limits on store hours and business days – with the consequence that retailers are seeking the wide-open spaces of the suburbs, and strip malls are springing up throughout the countryside. Retailers are turning to cheap imports, with China as a preferred source. The burgeoning discount retailers have become the darlings of the Japanese stock market. Faced with price cutting based on low-cost imports, Japanese companies have been restructuring to increase their efficiency.

In January 1995, an accord was announced between the United States and Japan under which U.S. investment houses would have the right to participate in the management of Japanese pension funds. Wall Street investment managers may soon be positioned to give the Japanese lessons in their home territory on the money game, predatory finance, corporate cannibalism, and managed competition.

The trend toward concentration in the retail sector is spreading rapidly to other countries, partly as a consequence of changes in trade rules that open domestic markets to the large retail chains. On January 14, 1994, only two weeks after the North American Free Trade Agreement (NAFTA) went into effect, Wal-Mart announced its move into Canada, which began with the purchase of 120 Woolco discount department stores from Woolworth Canada. Business Week called it “a full-scale invasion of the Canadian market.” Investors rushed to sell holdings of Canada’s major retail chains, which were believed to be ill-equipped to meet Wal-Mart’s price competition. Canadian retailing consultant John Winter predicted that by the late 1990s, “half of the Canadian retailers you see up here now may not be in business.”

With the signing of NAFTA, U.S. retailing giants were poised to quickly “conquer retailing” in Mexico as well, but according to Business Week, “Mexico’s army of bureaucrats, steeped in protectionist habits, is plaguing them with mountains of paperwork, ever changing regulations, customs delays, and tariffs of up to 300 percent on low-priced Chinese imports favored by the discounters. Mexico thought that it had a free-trade agreement with the United States to become the major low-wage supplier of the U.S. market. It seems to have balked when confronted with the reality that U.S. retailers intended to use NAFTA to open Mexico to goods produced by even lower paid Chinese workers.

The complaints of the U.S. retailing giants aside, we might conclude that the Mexican government showed better sense in putting up a few roadblocks to slow the assault of the mega-retailers than it did in spending millions to promote NAFTA in the first place.

The dream of the corporate empire builders is being realized. The global system is harmonizing standards across country after country – down toward the lowest common denominator. Although a few socially responsible businesses are standing against the tide with some limited success, theirs is not an easy struggle. We must not kid ourselves. Social responsibility is inefficient in a global free market, and the market will not long abide those who do not avail of the opportunities to shed the inefficient. And we must be clear as to the meaning of efficiency. To the global economy, people are not only increasingly unnecessary, but they and their demands for a living wage are a major source of economic inefficiency. Global corporations are acting to purge themselves of this unwanted burden. We are creating a system that has fewer places for people.

THE END OF INEFFICIENCY

We are entering a new phase in human history – one in which fewer and fewer workers will be needed to produce the goods and services for the global population.

- Jeremy Rifkin

Throughout the previous chapters, we have seen a pattern repeated at all levels of society and in every corner of the world – hundred of millions of people are being discarded by a global economy that has no need for them. In Mexico, small farmers are displaced to make way for mechanized agriculture. In India, they are forced off their lands by massive new dams needed to produce electricity so that factory workers can be replaced by more efficient machines. On Wall Street, the human traders who key decisions into computer terminals to execute trades in global money makers are replaced by more efficient computer programs. Small-town merchants are driven out by superstores run by mega-retailers, who in turn may be threatened by home shopping networks on cable TV. Voice-recognition devices and automated answering devices replace telephone operators. Multimedia education replaces teachers. Corporate downsizing is eliminating redundant workers and middle managers. Corporate mergers and consolidation eliminate middle, and even top managers. There is no end in sight.

First The Muscle, Now The Brain

We are crossing the threshold of the second industrial revolution. The first industrial revolution exploited a newfound human mastery of energy to give machines enormous muscle power and greatly reduced the demand for physical human labor. Machines, however, could not calculate, reason, discriminate visual patterns, or recognize and interpret human speech. Thus, every machine required a human operator to provide it with a brain and a human intermediary to serve as its eyes and ears. The greater the number of the machines, the greater the number of people needed to tend them. The more sophisticated the machines, the greater the skills required of their operators and the higher the wages the skilled operators could command.

The second industrial revolution is exploiting major advances in information technology that use computers and electronic sensors to give machines eyes, ears, and brains to see and hear, interpret and act. These technologies are still in their infancy, and we do not know how far they may go.

Economists with secure tenured positions at leading universities assure us that we have no need to worry. The increases in productivity will spur economic growth, and growth will mean more jobs, they tell us, just happened in the first industrial revolution. They fail to note that when the British textile industry was mechanized during the first industrial revolution. Britain shifted much of the resulting unemployment to India. It placed prohibitive tariffs on textiles imported from India to Britain, while British colonial administrators in India virtually eliminated the tariff on British textiles imported to India and levied taxes on Indian cloth produced domestically for domestic sale and on household spinning wheels. The colonies also absorbed many migrants who were surplus to the European economy. Exported to the colonies, they commandeered the best lands to grow export crops, such as cotton, to feed the mother-country industries.

The second industrial revolution is based on a process of colonization defined more by class than by geography and is forcing ever more of the world’s population into the ranks of the colonized.

Efficiency is about producing a greater output with less input. When we increase productive output per hour of human labor, we speak of increasing productivity. In the simplified examples of the sort favored by economics texts, it seems quite a good thing.

A farmer who buys a small tractor can cultivate more acres to provide more food and income for her family or devote fewer hours to toiling in the fields. Either way the farmer gain, no one loses, and the society is enriched in a variety of ways.

Unfortunately, the real world isn’t like such simplified textbook examples. Note that in our example, the manager, the owner, and the laborer are one and the same person – she makes the decision, pays the costs, and decides whether the productivity gain will go toward increasing production or reducing work time. In the real world, the decision is likely to be made by an agribusiness corporation solely on the basis of profitability. A few favored workers will be required to increase their output; the remainder will lose their jobs, with few alternative prospects.

It seems that the only certain beneficiaries of productivity increases in a non-unionized, labor-surplus world are the owners of capital. Yet, as management analyst William Dugger suggests, we may be on the way to displacing them as well:

The corporation is a true Frankenstein’s monster – an artificial person run amok, responsible only to its own soulless self. Some fascinating possibilities present themselves. Corporations have already begun to buy up their own stock, holding it in their treasury. Taken to the logical conclusion, when 100 percent of the stock is treasury stock the corporation will own itself. It will have dispensed entirely with shareholders from the species Homo sapiens. To whom or to what would it then be responsible? Take these speculations about organized irresponsibility a bit further. ….. Could a corporation entirely dispense with not only human ownership but also human workers and managers? …. What would it be then? …. It would exist physically as a network of machines that buy, process, and sell commodities, monitored by a network of computers. Its purposes would be to grow ever larger through acquiring more machines and to become ever more powerful through acquiring more computers to monitor the new machines. It would be responsible to no one but itself in its mechanical drive for power and profit. It would represent capitalism at its very purest, completely unconcerned with anything save profit and power.

Perhaps one day, if allowed sufficient freedom to follow its own unrestrained tendencies, a global corporation will achieve the ultimate in productive efficiency, an entity made up solely of computers and machines busily engaged in the replication of money. We might call it the perfectly efficient corporation. Although this is surely not what anyone intends, we are acting as though this is the world we seek to create.

Pain At The Top

Behind their bold public defense of an economic system in an advanced stage of self-destruction, there are growing reports of unease and concern even among the most elite of the Stratos dwellers. In 1980-82, 79 percent of managers reported that their job security was “good” or “very good”. By 1992-94, that figure had fallen to 55 percent. It is not simply that their own positions are increasingly at risk. It is a sense that something simply isn’t right, that they are leaving their children a deeply troubled world. Many face growing conflicts between their personal values and what their corporate positions demand of them.

When justifying outrageous executive salaries, the press commonly notes the importance of such rewards in motivating the heads of corporations to exert their best efforts. When William A. Anders, the Chairman of General Dynamics Corporation, was granted a $1.6 million bonus for having kept his company’s stock price above $45 for ten days, a company spokesperson told the Washington Post that the bonus plan was needed to give top executives the incentive to change the company’s business strategy and focus on maximizing returns to share-holders. It is an extraordinary claim that the most privileged and well paid professionals in the world require million-dollar bonuses to motivate them to do their jobs.

Derek Bok, the former president of Harvard University, offers a telling explanation. He suggests that top corporate executives must be paid such outrageous sums to ensure that they place the short-term interests of shareholders above all other interests that they might otherwise be tempted to consider – such as those of employees, the community, and even the corporation’s own long-term viability. In short, top executives have to be paid outrageous salaries to motivate them to not yield to their instincts toward social responsibility. Viewed from this perspective, these salaries are an indicator of how distasteful the job of top corporate managers has become in the era of corporate downsizing.

With no end to the bloodletting in sight, a growing number are losing their enthusiasm for their jobs, as Fortune reported in its July 25, 1994, cover story, “Burned-Out Bosses”:

[M]anagers who were trained to build are now being paid to tear down. They don’t hire; they fire. They don’t like the new mandate, but most have come to understand that it’s not going to change. That realization makes the daily routine different. Work no longer energizes; it drains.

Under the circumstances it seems almost immoral to take much joy in work. So they become morose and cautious, worrying that they will be washed away in the next wave of discharges. Meanwhile, they work harder and longer to make up for the toil of those who have left. Fatigue and resentment begin to build.

Unlike the financial speculators who move billions of dollars around the world from computer terminals detached from human reality, the managers of companies that produce real things deal on a daily basis with flesh-and-blood humans. It is they who must respond to the demands of the money managers for greater “efficiency” by imposing on their former friends and colleagues an experience almost as devastating as the loss of a loved one. As one CEO related to Fortune, “You get through firing people the first time around, accepting it as part of business. The second time I began wondering, How many miscarriages is this causing? How many divorces, how many suicides? I worked harder so that I wouldn’t have to think about it.

An executive recruiter reported visiting a manager who had just gone through several rounds of firing immediate subordinates. Previously a strong take-charge executive, he was now smoking, had lost weight, was unable to look the recruiter in the eye, and seemed extremely nervous. For another executive who had previously eliminated thousands of jobs, the need to put several thousand more former colleagues out on the street resulted in a loss of appetite and difficulty sleeping. He began breaking out in spontaneous fits of crying and one day couldn’t get out of bed.

Those who achieve the pinnacles of financial and professional success in America seldom lack for physical comforts. They are learning, however, that no amount of money can buy peace of mind, a strong and loving family, caring friends, and a feeling that one is doing meaningful and important work.

The world is changing even for managers who were once at the pinnacle of power and prestige within their industries. Richard E. Snyder, one of the best known and most powerful figures in the publishing business, had a key role during his thirty-three-year career in building Simon and Schuster into a major U.S. communications firm with an annual gross income of $2 billion. On June 14, 1994, he was abruptly and summarily sacked as Chairman and CEO during a five-minute meeting the  CEO of Viacom, Inc., which had recently taken over Simon and Schuster’s parent company Paramount Communications. The reason given was simply “a difference in styles”.

Under the leadership of its chairman Kay R. Whitmore, Eastman  Kodak reported 1992 profits of $1.14 billion – a margin of roughly 5 percent on sales. On August 6, 1993, he was fired by the company’s outside directors on the grounds that he was moving too slowly on cost reduction. He had announced 1992 layoffs of only 3,000 of Kodak’s 132,000 employees. Institutional shareholders were clamoring for cuts of at least 20,000. Financial analysts heralded his firing as clear evidence that the outside directors were committed to placing the interests of investors ahead of those of management and employees. Kodak stock closed up $3.25 at the end of the day. Investment manager A. G. Monks proclaimed, “This is a great day for the American shareholder.”

No one is immune. There is no longer security at any level of the pyramid. The Economist recently noted:

Being the boss of a big American firm has been one of the safest and most richly rewarded jobs in the world. Until recently, that is. Last week the bosses of IBM, Westinghouse and American Express lost their jobs. A few months earlier Robert Stempel was unceremoniously removed as chairman of General Motors…. Now those at the top of big companies are wondering who will be next.

The Economist attributes the phenomenon to a shift of shareholder power from the individual investor to performance-oriented investment funds that are flexing their muscles to kick out top managers of corporations that they consider to be “under-performing”. There is no need for takeover battles as fund managers realize that they can directly demand that the existing management of the companies whose shares they hold plunder them for the instant returns expected by an extractive financial system.

Limiting Commitment

Corporate restructuring is not simply about the drastic elimination of jobs, it is also about downgrading those that remain. The white-collar labour market is becoming more like the labor exchanges where jobless day laborers gather, hoping to hire out for the day. The “just-in-time” inventory concepts now apply to people too.

The number of workers employed by temporary agencies has increased 240 percent in ten years. Manpower, the largest of 7,000 U.S. temp agencies, with 600,000 temporary workers on its rolls, is now America’s largest private employer. Although some workers are part-time or temporary by choice, in 1993, nearly a third of the 21 million part-time workers in the United States said that they would prefer full-time jobs. Many displaced workers become self-employed, contracting out for temporary work on an individual basis. Most of these have suffered sharp declines in income. Although much of the evidence is anecdotal, Census Bureau statistics reveal that from 1989 to 1992, the real median income of Americans who worked for themselves fell 12.6 percent to $18,544. A good many of the newly self-employed workers are earning well below $18,000 a year – a level that makes supporting a family in the present American economy difficult, if not impossible.

Young professionals are now actively counseled to plan career paths independently of their companies, to build their resumes and their outside contacts so that they are ready to move when a new opportunity arises or when their companies abandon them. The advice to young people starting their careers: treat every job as though you are self-employed.

Not so long ago, the firm for which a person worked as almost like family. It was a primary support system in an otherwise often impersonal and transient world. A good job was far more than an income. It was a source of identity and of valued and enduring relationships. Those days are no more, placing ever more stress on the family itself. In the present job market, the distinction between white-collar and blue-collar workers is less significant than that between those who have permanent jobs and those who don’t. The system nurtures an attitude of get what you can from the system while you can. Look out for yourself, because no one else will.

Adjusting To Diminished Prospects 

Those forced out of their existing jobs seldom find new ones with comparable pay. Starting pay is dropping rapidly. Six hundred new United Airlines reservation agents hired in July 1994 faced a permanent pay ceiling of $18,000, whereas an agent doing the same job but hired only six months earlier had prospects of earning up to $34,000 after ten years on the job. Those workers who manage to hang on to their jobs often face a choice between giving up salary and benefits or seeing their jobs disappear entirely. In the United States, average hourly wages for production and non-supervisory workers fell from $11.37 in 1973 to $10.34 in 1991 (in constant 1991 dollars), whereas average annual hours worked increased from 1,683 hours in 1973 to 1,781 hours in 1990.

A declining percentage of full-time jobs pay a living wage. The U.S. Census Bureau reported that in 1992 the wages received by 18 percent of full-time workers in the United States were not adequate to maintain a family of four above the official poverty line of $13,091 – compared with 12 percent of full-time workers in 1979. Among full-time workers in the age group eighteen to twenty-four, the report found that 47 percent earned less than a poverty-level wage, up from only 23 percent in 1979. The usually understated Census Bureau referred to this rapid and dramatic shift as “astounding”. Some experts say that the census figures seriously understate the number of America’s working poor, because n income of at least $20,000 is now required to provide necessities for family of four.

Even the fortunes of upper-middle-class professionals took a turn for the worse in the 1990s. According to Business Week, “Just as the last decade was defined by yuppies and their flamboyant material excesses, the 1990s may come to be the age of ‘dumpies’ – downwardly mobile professionals. The U.S. Labor Department reports that 20 percent of graduates from U.S. universities in the 1984 – 90 period took jobs in which they were “underutilized” and predicts that 30 percent of those graduating between 1994 and 2005 will join the ranks of the unemployed or underemployed. The phenomenon of the hotel bellboy with a bachelor’s degree has become commonplace. Time recently noted one bright spot on the horizon – growing opportunities for prison guards.

Even households with two wage earners in what used to be considered good middle-class white-collar jobs are struggling to make ends meet. Take the case of Paul and Jane Lambert, both of whom have full-time jobs. She is an office manager and he is a Sears phone order taker. Their combined income doesn’t allow them to buy new clothes, health insurance, or dental care, let alone go to a movie, fix the car, or eat out. They are able to provide their family with regular meals only because Jane’s parents give them money.

Craig Miller was once a unionized sheet-metal worker for TWA. His $15.65-an-hour job gave his family an income of over $36,000 a year. With two cars in the garage and a swing set in the yard, they were a solid middle-class family living the American dream. Miller was laid off in the summer of 1992. He now hustles hamburger orders at McDonald’s, drives a school bus, and has started a small business changing furnace filters. He gets home from his school bus duties at 5 P.M. After a hurried dinner, his wife leaves for her six-to-midnight job at Toys ‘R’ Us, restocking the shelves while her husband watches the children at home. She also works at the same McDonald’s as her husband one day a week. Their total income from these jobs comes to about $18,000. They look to a bleak future.

One of Miller’s buddies who was also laid off from TWA was unable to find a job paying more than $6 an hour and, at age thirty-nine, moved back in with his parents, abandoning hope for marriage and children. Another former colleague works as a janitor. Marriages have collapsed. Alcoholism has taken its toll. Union officials say that of the several hundred workers TWA dismissed, perhaps a dozen have committed suicide. The tales read like ones from the Great Depression. However, they are tales from what conventional indicators suggest has been a robust economy.

In an economy that measures performance in terms of the creation of money, people become a major source of inefficiency-and the economy is shedding them with a vengeance. When the institutions of money rule the world, it is perhaps inevitable that the interests of money will take precedence over the interests of people. What we are experiencing might best be described as a case of money colonizing life. To accept this absurd distortion of human institutions and purpose should be considered nothing less than an act of collective, suicidal insanity. It is not an entirely new phenomenon, however. We may gain insights into its nature and consequences from more traditional experiences with colonization.

*****

