MODULE 3:

CREATING ONE WORLD?

Introduction
Today we experience the world as a unity, as a set of social relations in which we all participate wherever we are. We can meet someone from some other country and instantly have common points of reference, and not just the weather! The world floods into our living rooms in the form of the evening news. We follow sporting events knowing that they are being watched by people around the world or at least by significant minorities – the World Cup, the Tour de France, Wimbledon. The idea of world history now assumes a reality. The ‘World Wars’ of this century were not misnomers; they involved participants from virtually all continents and the contenders were struggling for power on a world scale. Only in Latin America might their ‘world’ status be viewed with skepticism. And ecologically, of course, the constant drumbeat of concern about global warming alerts us to the fact that whatever we do has effects on people everywhere.

How different this is from the world of the nineteenth century. And how different again was the world in 1492. The world was proven to be round but joining up those places in a web of social connections had barely begun. The idea of world history or world historical figures would have been absurd. Writing ‘world history’ for that era means a chapter on China, then one on the Indian sub-continent, then something on what was happening in Africa; and never the twain will meet. On the other hand, Churchill and Hitler were world historical figures since their actions reverberated around the world. But Napoleon wasn’t, even though he might have been a European historical figure. And of Charlemagne it was even less true.

What has happened in the meantime is that our social relations have been stretched out over space, or if not, at least they could be. This has been made possible by such developments as the media, electronic communication, the growth of trade, and of personal mobility. The time it takes, the costs involved in stretching out these various social relations – buying from people on the other side of the globe, talking to Uncle Bruce in Australia, or taking a package tour to the Caribbean – have likewise been reduced. We have, seemingly, created a world of opportunity; one of innumerable and continually widening choices. Yet it has also meant increasing dependence on decisions, events, conditions elsewhere. The economic fortunes of particular places, whether or not we will have a job tomorrow, now depends on decisions often made thousands of miles away. And as the mass media impose themselves, seduce us, so local ways of life to which many have attachments, and may continue to do so even if only to a fading memory, are slowly dissolved.

The Stretching of Social Relations Over Space

The rather abstract idea of the stretching of social relations over space has a number of interrelated dimensions. We live in a shrinking world and this shrinkage is owing to changes firstly in the time and cost of movement – of goods, people, information; this is covered in part by the idea of time-space convergence. Second there are forces and conditions that have emerged to ‘mediate’ interaction between those who are not physically proximate, who do not know each other: what the sociologist Anthony Giddens has called time-space distanciation. These in turn have laid the foundation for certain outcomes which I identify here as: the de-contextualization of social life – the way social life is lifted out of the particularities of place and organized over spaces at increasingly larger scales; and the increasing interdependence of peoples in different places. 

Time-Space Convergence

Time-space convergence, an idea originally proposed by the geographer Donald Janelle, envisages the shrinking of the world specifically in terms of the decreasing time it takes for information, goods and people to move over a given distance. We can grasp this intuitively by simply reflecting on the various innovations in transport and communication: for example, from the early nineteenth century stage coach, to the mid- and late nineteenth century railroad, to the late twentieth century airplane. Communication had historically depended on transportation: the messenger was corporeal and ran, rode a horse or came courtesy of the stage coach in the form of ‘the mail’. But the invention of telegraphy in the 1830s, and of the printing telegraph in 1855 changed that and subsequently the telephone, the fax and e-mail, not to mention the laying of submarine cables, have dramatically altered the picture.

Consider also some particular cases:

· Edinburgh and London are 330 miles apart. In 1776 it took 4 days by stage coach but by the late 1960s it took only 3 hours by airplane and associated land transport.

· The laying of the trans-Atlantic cables between London and New York in 1866 reduced the time of communication by 99.9%: from weeks to minutes!

· In 1920 long distance telephone calls in the US took 15 minutes and involved as many as 8 operators. By 1930 this had been cut to 3 minutes. Today direct long distance dialing means that the time taken amounts to however long it takes to dial the number and for the person at the other end to answer it.

Crucial to the speeding up of transportation, being able to take full advantage of the travel time reductions made possible by successive innovations like the railroad or the airplane was the separation out of communication from transport. This bears emphasis. The rational use of airport space so as to reduce turnaround time, for example, depends on knowing ahead of time precisely when an airplane will leave. Likewise information on arrival delays can allow airlines to reorganize the use of equipment so as to counter what would otherwise be a domino effect on keeping to a timetable. In short, information on delays or even the possibility of arrivals ahead of schedule allows an ongoing monitoring of a transport system and its effective organization so as to minimize total delay times.

Less well documented but equally important has been the secular, long term decline in the costs of movement, both absolutely and relatively. This has been less studied than time-space convergence but there are some dramatic instances. Between 1830 and 1900, for example, the railroad reduced the costs of transportation over land by over 80% and the steamship by over 2/3. And since 1978 real airline prices have fallen by 45%. To some extent this is linked to time-space convergence; the less time it takes to move people, things and information around, the less labor is needed. Transatlantic liners employed a veritable army of waiters, maids, engineers and sailors and it took five days to make the trip from New York to Southampton or Le Havre. The length of the journey meant employing more people to attend to the personal needs of the passengers. Compare that with the small staff on a transatlantic jet liner and the number of people it can carry back and forth in the time it took for a liner to make the same journey. Likewise continual innovation has resulted in cost reductions: jet engines that are increasingly fuel stingy, improvements in aeronautical design that reduce gas consumption, or to shift to ocean going transport, the invention of the container and the way it eliminated most dockside labor: the container is simply lifted off the boat and put on a truck for transport to its final destination. 

Time-Space Distanciation

Through the idea of time-space distanciation the sociologist Anthony Giddens intended to signal the way in which social relations are stretched over time and space without those involved being physically co-present. Our relations with others are increasingly ‘mediated’. Through writing, past generations can ‘speak’ to us. Through the market we can relate to people who we have never set eyes on and are unlikely to. While a history of time-space distanciation would certainly indicate slow increases in the degree of ‘stretch’ it has been greatly speeded up, almost exponentially, since 1750. In this initial discussion of the concept I will concentrate on the ‘space’ aspects of time-space distanciation though we will have reason to pay more attention to its ‘time’ component later on in the course. 

Consider first some examples of (time-)space distanciation:

· We deposit our savings in a bank. The bank may use that money to purchase bonds of some foreign government. The interest it receives is shared with us as depositors. We have no direct contact with the foreign government. Yet it is a social relation for us in that it is the ultimate source of our interest payments. And if it should renege on its payments, that too would be a relation to us as disappointed investors.

· Consider the food on your breakfast table. Where did it come from? The flour making up the bread that you have toasted probably originated in Kansas or the Dakotas. The bacon may have come from North Carolina or Iowa and the marmalade from England. The coffee will have originated in Columbia or Brazil or possibly Kenya and the orange juice may well have come, like the coffee, from Brazil. Multiple livelihoods depend on your consumption habits and those like you just as you depend on those who produce those things. Moreover, you don’t have to go to Kansas to buy the flour or to Kenya for the coffee. The social relations are thoroughly ‘mediated’.

· In traditional societies we would have learnt of things through the conversation of others. That would certainly have limited the geographical reach of our awareness. Today, through the voices of radio and TV reporters, not to mention the newspaper reports of various journalists, we can connect with events over a much wider geographic area, an area that corresponds virtually to the whole world.

These examples give some clues as to the conditions that have allowed (time-)space distanciation. Unsurprisingly the development of any one of these different conditions has impacted on that of the others. One of the more obvious ‘factors’ has already been referred to: the development of electronic modes of communication on which, among other things, the print media depend for their news gathering. But note also the importance of the following:

1. The development of exchange: Early forms of exchange were confined to barter; a particular good would be exchanged for another. This greatly limited exchange. It might be hard to find someone who had exactly the good you wanted at that particular time. In addition working out just what a pig was worth in terms of chickens, or what goats should reasonably exchange for in terms of rudimentary forms of house furniture or clothing, could be extremely challenging. The development of money greatly facilitated exchange. It meant that the sale of something did not have to depend on the purchase of something else at the time of the exchange; it also meant that one now had a common measure of value against which the values of all other things could be calibrated.

This did not mean that exchange across the world was immediately facilitated. A great deal else had to happen to make that possible. The usefulness of money depends to a considerable degree on its usefulness as a store of value. If the value of money varies over time then people lose confidence in it and exchange moves back to barter forms. Early monies were issued by individual banks, and the temptation in the context of competition with other banks to make loans could result in writing off loans and printing money to make up the difference. This increased the money supply and so worked to reduce the value of the coinage. The alternative to printing money to cover losses was to go bankrupt. Depositors would be the immediate losers but confidence in the banking system would also suffer. People would not want to make deposits and banks would have nothing to cover any loans that they made. At the same time, monies, since they were issued by individual banks, tended to be local and this restricted their circulation and so limited the degree to which the social relations of exchange could be geographically stretched out.

The intervention of the state through the creation of national banks that would regulate the supply of money in such a way that its value would be maintained was therefore a great step forward. People’s confidence in money was increased and this enhanced exchange. People were willing to accept money in exchange for goods because they were confident that the money would retain its value. Those with savings were willing to deposit them in banks, where they could be used to cover loans and so facilitate exchange through the extension of credit. The substitution of national money for local or regional monies worked to facilitate exchange throughout the nation rather than within particular regions or localities.

Money not only became national, however. The institution of the gold standard in the 1870s meant, in effect, that there was world money. The effect on international trade and investment, and therefore on (time-)space distanciation was dramatic. During the 1870s almost all the major economies joined the gold standard. This meant that a country committed itself to maintaining a constant rate of exchange between gold and its respective currency. The owner of British pounds sterling, a foreigner or a British national, could present them at the Bank of England for exchange into gold at a pre-established, unvarying rate. This eliminated foreign exchange risk – the risk of a currency changing in value relative to others – since a country in effect committed itself to a pre-established, unchanging rate. It was almost like having a common currency. If a country’s central bank did engage in ‘irresponsible’ money supply policies, printing money ahead of all reasonable expectations regarding the need for exchange based on what was being produced, then it could expect holders of the currency to quickly recognize what had happened and demand gold in exchange. This tended to discipline central banks. Similarly, if a country ran a balance of payments deficit – not enough exports to cover imports – foreigners would demand exchange into gold for fear that the bank would print notes to cover the deficit. This would result in a transfer of gold lowering the country’s gold holdings. In turn this would force it to reduce the money supply, so taking demand out of the economy and bringing imports back into balance with exports. World money was crucial in the late nineteenth century expansion of world trade and also in stimulating international lending and investment. During the second half of the nineteenth century foreign investments accounted for about one-third of all the savings of the UK, one-quarter of that of France and one-tenth that of Germany. Foreigners knew that if they invested in Canadian bonds with a certain rate of interest denominated in Canadian dollars that interest could be calculable with confidence in terms of British pounds – there was no risk that it would decline due to unfavorable policies on the part of the Canadian central bank.

But if a reliable money supply, one which recognized the need for money to maintain its value, was a cornerstone of expanding exchange there were other forces at work too. We have already mentioned the dramatic improvements in the speed of transportation and communication and long term declines in their cost. Telecommunication facilitated transport but also lent its own impetus to market exchange by coordinating the decisions of widely separated buyers and sellers. World prices could now form and provide a benchmark for production decisions around the world. News of increasing grain prices in Europe would be instantly communicated to Argentina or Australia and affect the planting decisions of farmers.
There was also a problem of what economists call ‘transaction costs’, something which emerged with great force towards the end of the nineteenth century and which was important in the expansion of the state and, therefore, in the role the state came to play in underpinning commodity exchange and its extension over space. The simple act of buying involves costs over and above the price on the ticket. There are other costs, some intangible and some not. One might feel the need to investigate the healthfulness of the product, its safety or its repair record, and this takes time. Once the sale is made, moreover, that is not necessarily the end of the matter since the buyer also has to consider the costs of enforcing the contract; if the firm agreeing to the supply of some component over a long period of time and reneges on the agreement in some way, how costly is redress, or is it even possible so that it becomes infinitely huge? Likewise what if, subsequent to the sale of a house, the purchaser discovered that the owner had not owned it outright but that there had been liens on the property, so detracting from the property’s value from the buyer’s point of view? These are what are known as ‘transaction costs’. One can quickly see, for example, that people might hesitate to purchase certain sorts of foodstuffs unless there are guarantees of their purity and the observance of cleanliness in their preparation. Indications of state testing or inspections of food plants or restaurants can minimize these concerns. Likewise whether or not laws cover the enforcement of certain aspects of contracts, whether the seller is liable or not, for example, could be an important consideration. So state law, the establishment of state product testing and inspections, have played a significant role in lubricating exchange and so stretching social relations over space. For in lieu of such institutions exchange would tend to be limited to those one knew and could trust; which would mean confining it to relatively small geographical areas.

2. The media: Crucial to any form of action is knowledge. Knowledge comes in all manner of types: factual knowledge, ideas, practical knowledge, the specializied knowledge appropriate to particular roles in the division of labor, normative discourses and the like. How people obtain their knowledge has clearly undergone major transformations over the past five hundred years. Prior to printing, word of mouth would have been extraordinarily important, not just in passing on current news but also in retrieving the knowledge of older generations for current application – part of the ‘time’ aspect of time-space distanciation. The development of printing clearly changed all that. It greatly extended the storage and dissemination of knowledge over what had been possible through the passage of a scribe’s pen over a sheet of parchment, and laid the basis for the news sheet, the modern newspaper and the publishing industry as a whole. To these forms of information we can now add the broadcast media and the web.

Even so, converting the promise of printing into reality depended on lots else besides. Without the electronic media for assembling ‘news’ and the transportation through which the product could be distributed, newspapers would necessarily have remained very local. Accordingly Britain’s national newspapers are in part the product of the second half of the nineteenth century: a child of the age of the railroad and telegraph, therefore. But only in part. The (time-)space distanciation provided by the newspaper and other print media depended on the audience as well, particularly on its literacy and on the creation of truly national languages. Again, and in this regard, it needs to be borne in mind that education at the elementary level did not become mandatory in Western Europe till the last third of the nineteenth century, while in many parts of the rest of the world rates of literacy remain quite low. And as far as national languages are concerned, the degree of linguistic uniformity that Britain enjoyed in the nineteenth century was unusual. In France, Germany and Italy, for example, regional vernaculars could make communication uncertain, though we should note that the creation of national markets created an impetus to linguistic standardization since it was important that buyers and sellers communicate one with another.

The barriers of language have placed some limits on the role the media play in (time-space distanciation. Note, however, that the visual and aural media are not so limited in that regard. Movies can make do with subtitles and radio can be broadcast in the local language, as is the case with the BBC’s Overseas Service. They can, moreover, have remarkable effects on social life. It was not coincidental that the Iranian ‘revolution’ against the Shah targeted cinemas showing American movies. This was because they were depicting ways of life that the mullahs wanted to keep out, particularly an emancipation of women. And this should remind us once more of the importance of the state in time-space distanciation, particularly through its role in censorship.

However, to the extent that there is a true interchange in mediated messages, to the degree that Americans are as keyed into what is going on in South Africa, South African culture, politics and so forth as vice versa, then there can be some degree of convergence over meanings. The media deal in symbols – words, images, sounds – but whether or not they mean the same thing is important in facilitating the flow of information and knowledge over increasing stretches of time and space.

Conditions vs. Outcomes

The stretching of social relations over space, whether through time-space convergence, the reduction in the costs of moving people, commodities and information over space, through emancipation from the face-to-face, or the combination of elements of all of these creates conditions for changes in geography. It heralds, in short, the production of a truly modern geography. We can note at least three, related effects here.

The De-Contextualization of Social Relations 

The benchmark here is a world in which people depend upon a particular, local configuration of social relations through which to be creative in various ways and to realize their needs. This can entrench local power asymmetries and the ignorance that often sustains them. The shrinking of the world in cost and time terms, along with the ability to transcend the face-to-face, creates new possibilities for constructing social relations at much larger geographical scales, for emancipating oneself from the local, and from the exploitation that follows on from the lack of alternatives.

There is a common view that the nineteenth century, for example, was the ‘golden age’ of capitalism. According to this, the fact that firms tended to be small meant that the market power of any one, their ability to determine the prices at which their products sold, was limited. Since then, it is claimed, firms have grown in size, and this has given them a degree of control of market prices. This, in short, is the claim that the nineteenth century was the period of ‘competitive capitalism’ while the twentieth century has been one of ‘monopoly capitalism’. Closer examination, however, suggests otherwise.

In the nineteenth century the limits of transportation, relatively high costs of moving goods, meant that markets were very local or at best, regional. Firms enjoyed a degree of geographical protection and could, contrary to the conventional wisdom, exercise a degree of market power with respect to the prices of their products. True, the high prices that could be set in such markets might have encouraged firms from elsewhere to enter that market by establishing a plant there. But what hindered that was the undeveloped state of business finance. Until the advent of the joint-stock company in the second half of the nineteenth century firms found it difficult to raise money through the sale of stock. The organization of banks likewise tended to be local or regional and this limited the mobilization of savings for loan to a firm not known in the area, one with no apparent track record there. It was only with the growth of the joint-stock form and the creation of national banks that these obstacles were overcome. Once they were, competition set in with a vengeance, generating pressures on firms to revolutionize the forces of production in ways that, in the course of the twentieth century, became a chronic, embedded feature of capitalism.

De-contextualization has assumed other forms, however; forms which have been equally significant for the creation of distinctive geographies. Foreign travel has become an accepted norm in the lives of many, for both business and pleasure. People readily move around, pulling up roots in one locality and putting roots down in another. What has conditioned these changes is the way in which conditions of life have been significantly homogenized over increasingly wide stretches of space. In the case of international travel this often means an insulation from the local environment by ‘internationalized’ institutions: the international hotel and restaurant chains to be sure, but also the multi-lingual tour guide. 

To an increasing degree we live in created environments, both physical and social. No international airport need be a challenge since they are all designed on the same basic principles. Moving from one part of the country to another holds few terrors since ‘experts’ mediate ‘embedding’ in the new environment. So much of life is now mediated by qualified experts – doctors, teachers, stock brokers, lawyers, dentists – that the ‘transaction cost’ element that might deter people from moving has been considerably reduced. You know that what you will get in the new location will be at least acceptable and the opportunity costs of giving up a tried-and-true physician / school / lawyer will not be forbidding.

Widening Interaction Spaces 

The increased speed of movement, of people and goods, as well as of information has tended to widen the geographic scales at which social life is organized. Perhaps this is an obvious point. It is, however, useful to reflect on the diverse ways in which this is manifest and the ways in which earlier, more geographically limited scales of organization have been superseded.

International Sport: Until about the mid-‘fifties European soccer was primarily organized through national leagues. The fixtures teams played were almost entirely intra-national. Games between club teams from different countries were primarily so-called ‘friendly’ games with nothing at stake in terms of trophies. The only international contests were between teams representing the different countries. This has now been radically transformed. The best club teams – those winning national championships, other national competitions, or coming close to the top in different countries – now compete in all-Europe championships. The amount of travel required is immense and for sure, one of the conditions that has allowed these competitions to come into existence has been the relative speed and frequency of jet air travel, and this only burgeoned from the ‘seventies on. But also important, and perhaps less recognized, has been the rise of televised sport. Prior to television the market for watching soccer was necessarily very limited. One had to be there in person. With television the market suddenly became much larger; the bounds of geography were seemingly breached. And games between national champions would obviously attract more attention and be lucrative opportunities for the television networks. This in turn was of interest to the clubs since it put money into them. This in turn increased the stakes for being eligible for European competitions and fueled an intense competition, using in part the monies made available through TV contracts, for the best players, and so producing a labor market that was truly continental in scale for the very first time. 

To an American reader this might seem alien. But it shouldn’t be since the story of American professional football is not that dissimilar. American professional football, like the games discussed immediately above, is conducted on a continent-wide scale – and given the size of the US, on a scale that, for the most part, exceeds that in Europe. True, it was going on in the ‘fifties by virtue of the old piston aircraft so that jet aircraft may have not made that much difference. But TV certainly did, making the game the huge money spinner it is and creating the sort of intense competition for the best players that has occurred in Europe.

Similar scale shifts can be observed in other sports. TV has magnified the intense interest in the World Cup in soccer. It also encouraged the emergence of a new competition in rugby, a World Rugby Cup. Perhaps most dramatic of all has been the formation of the so-called Super Twelve among the top rugby clubs from Australia, New Zealand and South Africa. This is a huge money spinner on TV but what strikes one most are the immense distances separating venues in South Africa from those in Australia and New Zealand: There are nine time zones between Johannesburg and Sydney and a massive eleven between Johannesburg and Wellington, New Zealand, so the jet lag must be excruciating. But it is highly lucrative for players and clubs alike.

New Modes of Corporate Organization: The way in which firms organize themselves geographically has undergone great changes over the last two hundred years. In the early years of the industrial revolution it would have been extremely rare for an industrial firm to carry on business at more than one location. All its operations would have been carried on in one place: all the different aspects of its division of labor from producing some of the components going into the finished product to final assembly, and, of course, management.

Today we are used to very different forms of corporate geography. Firms now often have branches in other locations. These branches may do essentially the same thing as each other and so essentially perform as clones. Brewing is an industry commonly organized in this way. The major brewing firms have breweries at different locations around the country and the corporate headquarters will typically be attached to one of these. There are other multi-locational forms of the spatial division of labor of firms, however. In some cases the different plants of a firm relate to one another through the provision of their inputs. The automobile industry has a degree of this in its organization. Clutches may be produced in one plant, brakes in another, engines elsewhere, the pistons to be incorporated into the engines somewhere else. The different parts are then sent on to another location at which final assembly takes place. This is what is called a parts-process firm division of labor. There are also, and obviously, more hybrid forms of corporate organization over space. The major car firms operate in more than one continent and on that basis assume a clone form of organization. So there is Toyota Europe, Toyota North America as well as Toyota Japan. In each case there will be some decentralization of common functions. Each of the continental divisions will have their own corporate headquarter functions, albeit answerable to Tokyo, and their own R&D to cater to North American- and European-specific tastes. But within each continental sphere of operations some sort of parts-process spatial division of labor will operate. 

One might at this point draw the obvious conclusion: That implicated in this transformation of corporate geography have been improvements in transportation and communication and one would be, to a degree, correct. While creating a branch plant for the production of a specialized part might make sense in terms of the particular labor skills or labor costs available there, moving the part to a point of final assembly could be costly. But as transport costs have come down, so the tradeoff has moved in the direction of taking advantage of the lower production costs there: something to consider, incidentally, when trying to understand the burgeoning of branch plant production in Mexico just south of the border. Likewise advances in telecommunication make the centralized monitoring of a far flung geographic organization – monitoring inventories of raw-materials and parts, plant, even worker, performance, and monitoring to ensure that the supplies of inputs move smoothly through the network of plants – feasible. 

All this is true. But there has been something else at work in the formation of the multi-locational firm. We can get a clue as to what that is by considering the way in which firms initially found themselves owning plants elsewhere. Typically it would have occurred via a takeover. Building a new plant from scratch is riskier since it means recruiting new workers, finding new suppliers, etc.; whereas taking over an existing plant means that one already has a labor force and network of suppliers, even though changes may be desirable shortcomings are discovered and possibilities unearthed. Now what facilitates takeovers is the joint stock form. You don’t have to put up money equivalent to the total net worth of the firm. All you need is a majority of the voting stock. So the joint stock form of firm organization had to be in place for the multi-locational firm to emerge. 

But what does this have to do with changing geographic conditions for multi-locational firms? Consider the geography of ownership in a joint stock firm as opposed to a privately owned firm. In contrast to the latter, stockowners will be scattered around. The joint stock firm, in other words, is a way of tapping the savings of people over wide geographic areas and therefore raising the money for expansion. But even this is not enough. We need also to consider what the conditions are for people to be willing to buy stock. They need to know about different firms; they need to know about its changing share price and prospects. If they live in the same town as where the firm is located, then they might have inside knowledge that would help resolve uncertainty. But then that defeats the purpose of expanding the pool of savings the firm can take advantage of. So what makes the difference is the emergence of newspapers with national circulations and, more specifically, and eventually, the emergence of financial newspapers.
 In other words: the importance of (time-)space distanciation.

Increasing Geographic Scales of Interdependence: The Geographic Division of Labor

“As it is the power of exchanging that gives occasion to the division of labor, so the extent of this division must always be limited by the extent of that power, or, in other words, by the extent of the market. When the market is very small, no person can have any encouragement to dedicate himself entirely to one employment for want of the power to exchange all that surplus part of the produce of his own labor, which is over and above his own consumption, for such parts of the produce of other men’s labor as he has occasion for it” (The Wealth of Nations Vol.1, Chapter 3).

Thus wrote Adam Smith in 1776. He wan’t thinking geographically, but clearly the size of the market depends on how many buyers can be accessed from a particular location, and geography certainly enters into that. Not only that. Just as people specialize in producing certain goods or services so do people in particular geographic areas. We have already had cause to mention that in talking about the geographic origins of our breakfasts: Brazilian orange juice, Iowa bacon, bread made from grain grown in Kansas, Colombian coffee, and so on.

If people in places cannot enter into exchange with those elsewhere then they have to produce the full variety of their needs. Localities tend towards self-sufficiency, in other words. But as transport costs diminish so exchange can occur and people in localities can shift production more exclusively to those products or services in which they enjoy some cost advantage over other producers elsewhere. In so doing they force people in those other localities to specialize in those things in which they enjoy a relative cost advantage.
 

Clearly as the market expands further through the ongoing revolutionization of transport costs so we can expect specialization to proceed even further as producers seek out new niches for themselves. Markets become more diversified, perhaps stratified in terms of the consumer that producers are appealing to. Accordingly textile production divides not just into upmarket and downmarket but all manner of intervening grades, as indeed has also happened in the case of the automobile industry: the German and Japanese products are viewed rather differently from the American one. And if one’s taste is discriminating enough it becomes apparent that the wines coming from different parts of the world are in fact different one from another.

Specialization produces an increasing cornucopia of goods, therefore, at decreasing real costs. People, people in particular areas, develop their particular capacities, refine them, seek out and exploit the advantages that their respective localities enjoy. But at the same time the geographic division of labor that emerges in this way also means that people are increasingly dependent on others, and so too, therefore, are people in particular areas. Geographic specialization makes people vulnerable to disruption somewhere along the metaphoric pipeline that connects one producer with another. These disruptions can be natural as in the case of harvest failures, or the result of strikes or civil strife, warfare in particular areas. At the present time the American dependence on overseas oil is a major foreign policy consideration for disruption of those supplies could place the whole economy at obvious risk. 

Some Qualifications

Possibility vs. Realization I: At a Global Scale

In talking about the role that time-space convergence, diminishing costs of moving people, things, and information, along with (time-)space distanciation play in the creation of one world, we need to exercise some degree of caution. We have discussed various of the effects for which they are conditions: the increasing geographic division of labor, and the widening of interaction spaces as exemplified by changes in corporate organization; the emergence of the multi-national corporation, for example. But what is a necessary condition is not necessarily sufficient. What is possible is not necessarily acted on, or if it is acted on, there may later be retreat. And indeed when we turn to examine the course of the world economy over the last one hundred and fifty years, the changes have been far from in the same direction. Sometimes we seem to have been moving in the direction of one world and at other times in the direction of increasing fragmentation. Perhaps the most adequate characterization would be one of two steps forward and one step back. The overall thrust has been towards increasing integration of peoples across the face of the earth: their participation in one social system. But there have also been retreats.

The pundits are fond of quoting statistics to indicate increasing levels of trade and foreign investment in our day and age, and these are offered in support of the claim that we are moving towards one global economy and the seeming marginalization of national economies. But what is often ignored is the fact that the various indicators of globalization to which we have been accustomed were at higher levels in the very early years of this century. What has happened since 1970 is rather a resumption of the sort of integration that had been occurring at rapid pace between 1850 and 1910. Consider, for example, Table 3.1. In virtually every case ratios of merchandise trade to GDP – a measure of the openness of an economy to the outside world – were higher in 1913 than in 1973; in other words – retreat. A closer look at the Table also shows that in 1950 these major economies were far, far less open than they had been in 1913. The openness of the world economy at that earlier time is further underlined by the truly massive migrations that took place between 1850 and 1910: a truly massive 60 million people left Europe for North America, Australasia, Latin America and South Africa – massive not only in absolute terms but also relative to populations which were then considerable lower. 

Table 3.1: Ratio of Merchandise Trade to GDP at Current Prices (Exports and Imports Combined) 1913, 1950 and 1973.

	France
	35.4
	21.2
	29.0

	Germany
	35.1
	20.1
	35.2

	Japan
	31.4
	16.9
	18.3

	Netherlands 
	103.6
	70.2
	80.1

	United Kingdom
	44.7
	36.0
	39.3

	United States
	11.2
	7.0
	10.5


Source: Paul Hirst and Graeme Thompson, Globalization in Question (Polity Press 1996, p.27).

Already towards the end of the nineteenth century there were calls from within the major industrial countries for the protection of industry and agriculture. After the First World War, and in the context of increasingly severe depression as the ‘thirties approached, trade underwent a relative contraction. It was not to show signs of resumed growth relative to the growth of national economies until the ‘sixties. Not only was trade affected; so was foreign investment. Clearly something happened to cause this and we will take it up further in the next Module. But the interim lesson is that even though the technical conditions are in place, there is no guarantee that national economies will continue to become more open to the rest of the world.

Possibility vs. Realization II: Variability Across People, Firms and Countries
One of the images put forth by the current enthusiasts for globalization is one of increasing opportunity for everyone. Well, yes and no. As we will see in the next section, there are widening opportunities and latent within them is further change, social, political and cultural, and this widening has exactly to do with time-space convergence, (time-)space distanciation and how people have taken advantage of them in various ways. But the capacity to so take advantage, to participate in wider circles of social interaction, in wider geographic spheres of substitutability, has been highly uneven. What we are talking about here, therefore, is in part a matter of distributional advantage and disadvantage, something that has clearly varied quite systematically across such personal attributes as occupation, gender, and age. But it has also affected firms quite differentially and that is something we should also attend to. So: One world for some but not for everybody. We take this up in the form of some brief case studies.

Case Study #1: The Geography of Labor Markets: We are told that the world is our oyster, but in terms of labor markets that is a verity that has to be severely qualified. Consider here some of the contrasts. For some people labor markets are truly national, even international. The information networks through which one hears of openings are national or international and in these particular markets would-be employers make it easy for people to move. One can get some sense of what is going on here by looking at the appointments vacant pages at the end of any issue of The Economist or the Sunday edition of The London Times, or of The New York Times. Appointments as senior financial officers, marketing managers, will be advertised along with openings in research and development departments, and at least some of them will be on the other side of the world. Alternatively one could go to one of the professional journals perused by architects, city engineers, academics and get a similar sense of the geographic breadth of these particular labor markets. Most of the positions will be in North America, if it is a North American professional journal or in Western Europe if it is British, French or whatever. But the overriding implication is the same. Australian firms which advertise in the North American or European versions of The Economist expect to attract someone’s attention in the Northern hemisphere, just as a West Coast university that advertises positions in the journal of a professional academic association expects applications from areas outside the West Coast.

If we now proceed beyond the application stage something else that is quite remarkable happens. The agency, public or private, that is looking to appoint someone sorts through the applications and decides on whom they want to interview. They then call in the person, paying for his / her expenses. S/he may be offered the job. In which case s/he may well be flown back again, with family members now, to check out the area and see if it is one in which they would like to live. The bottom line is that for those at the upper end of the job market the uncertainties that accompany taking a job somewhere a long distance away are largely taken care of.

Now by way of contrast consider the case of someone for whom there are many substitutes locally. The firm doesn’t need to advertise nationally. It might advertise in the local newspaper: lathe operator or packer wanted, for example. Or it might, perhaps even likelier, circulate the fact that it is looking for extra workers among its current employees and encourage them to spread the word.
 So even though one might fancy a change of scene and a move away from the local area, you are unlikely to hear of jobs there. And even if you do, the idea that the firm looking for new workers would pay you to go and be interviewed is ludicrous. In short, those who lack the high-powered qualifications of the corporate and professional worlds are highly dependent on local labor markets. Moving somewhere else is fraught with risk. After all, it might be hard to get a job. Moreover, even if you do get one, there is the question of housing for your family. Unlike the corporate recruit you won’t have been flown in to look for housing, perhaps even making a purchase before you take up the position. So you may have to look forward to a period of disruption in which you take an apartment while your family continues to live at your previous location until you can find a house, build up a local credit record that will allow you to apply for a mortgage, and so on.

Of course, workers without the professional qualifications that would put them in the privileged labor markets do migrate over considerable distances. There are innumerable Hispanics from Central America in many parts of the US. There are clusters of Somalis here and there. In France every city has its North African population. But closer examination of these migrants gives one the clue as to how they are the exception that proves the rule. 

Take the case of North Africans in French cities. Close examination of their origins reveals that for a given city – Rennes, Clermont Ferrand, or wherever – migrants tend to come from particular districts of Algeria or Morocco. The geography of black or Appalachian migration to Midwestern cities would show a similar pattern. Migrants from Appalachia to Columbus would be coming largely from a few, possibly contiguous counties. The same would be true of Dayton or Cleveland, but the counties of origin would be different. What is at the root of this particular patterning is the role that relatives and friends play in generating and sustaining these migration streams: streams that connect very particular places one with another. One can imagine a process something as follows: A person from county X finds him/herself in Akron, Ohio for quite accidental reasons; perhaps he, if it was a ‘he’, was employed by a contractor from X who did work in Akron. During that period he met a woman from Akron, got married, and settled down in that city working, maybe, in a factory. He is then a conduit of job market information to relatives back in the Deep South or Appalachia or wherever it is. He gets the promise of jobs for them, they come, and he provides them with temporary housing and helps them get oriented to Akron. In other words, he fulfills the risk-minimization role for the less skilled migrant which (e.g.), unlike a high-flying accountant, the employer cannot be expected to provide. But then the person who was helped performs the same function for later migrants: other relatives and possible friends from county X. So the concern about minimizing risk – something that all people moving elsewhere in search of work have to be concerned about – still applies. It is just that friends and relatives can provide that risk minimization that allows the less qualified to break out of highly localized labor markets.

Case Study #2: Variation Across Firms

There is another ‘one world’ image that is widespread and it refers to business. From the standpoint of the press ‘bad’ news turns out to be ‘good’ news. Newspapers like nothing better than reporting something awful, and the closure of another plant in favor of relocating production to Mexico or some other low wage area of the world qualifies: more evidence from their standpoint of the dire consequences of living in ‘one world’ where, for firms, increased profits are only a few thousands of miles away and modern transportation makes them melt away. For sure, from the firm’s standpoint these are juicy prospects indeed. But we need to be very careful about over-generalization. By no means is it the case that all firms can or even want to take advantage in the way the popular press has suggested.

Let us acknowledge at the start that for many firms this sort of relocation is difficult simply because they lack the deep pockets necessary. They lack the money to take over a firm elsewhere – and we saw that takeover is an important strategy for minimizing the risk of adding a new location; or, even if they have that money, they can’t find a likely firm to take over. For sure the mega-corporations can establish a completely new plant but that is because, given their size, the risk of failure is covered by their massive revenues from other plants.

Beyond this consideration, however, there are others. For a start many firms are involved in producing goods and services that are called non-tradeables. These are lines of activity that have to be carried on close to final markets: concrete, sand and gravel extraction, perishables like milk, brewing, large areas of printing would be examples. And there again, even for so-called tradeables there are limits to exploiting low wage areas of the world. 

One of the reasons that some firms have been able to decant production to lower wage areas around the world has to do with the simplification of their labor processes. Low wage workers in Mexico, South Africa, Malaysia or wherever, tend to lack skills; we are, after all, talking about countries whose experience of modern industry is limited. So if firms have had trouble in taking the skill out of the labor process it is unlikely that they can relocate production to one of these areas. And for wide swathes of modern industry – the construction of jet engines or hitech medical equipment, the design and construction of the equipment that goes into chemical plants or oil refineries – this tends, by and large, to be the case.

There is also the fact that many firms depend for their profitability on access to other firms that are their suppliers or clients. Quite apart from their skill needs, firms aren’t going to relocate out of Silicon Valley because they depend on a division of labor with other firms, on collaboration with suppliers and clients on product design, for example. So even if we were to discount the skills aspect, relocation would be very difficult since it could only be profitable if the whole complex of interrelated firms could be relocated: an extremely unlikely possibility.

And modern long distance transport has its limits. In some cases firms have relocated some of their input production thousands of miles away only to discover that transport is not just a matter of the prices charged by the trucking and shipping companies. Compare the following polar cases: 

i. A firm gets a truckload of inputs every day from a nearby plant. The inputs were produced the previous day.

ii. A firm gets deliveries of parts from a plant located in the Far East every month. The deliveries are, accordingly, much larger and represent production that occurred, say, two weeks ago.

The problem is one of defective parts. In the first instance defective parts will be few in number when they are spotted because we are only talking about a truckload. Not only that a telephone call will mean that the problem can be quickly corrected and very few additional defective parts will have been produced in the interim. Testing procedures can be quickly tightened up and the waste of resources – resources of labor time, machine time and raw-materials – speedily eliminated. But in the second case we are talking about very, very significant waste and unnecessary expense. Given the magnitude of the delivery, the absolute number of defective parts is likely to be very big. In addition, while a phone call might remedy the problem, it can’t turn back the clock and alter the fact that since those parts were produced another two weeks supply has been produced and is ready for shipment. So the likelihood of defective parts – minimal in the case of raw-materials like coal or iron ore (!) but significant in the case of something like semi-conductors – has to be factored into the location decision. Reduced transportation costs can be locationally emancipating but long distances can impose other penalties on bottom lines.

Against Global Determinism

We have been talking about images of the process of global integration, the tendency, conditioned by time-space convergence, (time-)space distanciation, declining real movement costs towards the creation of one global society: one global economy, one culture, even, if you are to believe the rants of some of the antediluvian elements in American politics, of one global polity. This has been associated, at least with some commentators, of a sense of oppression; as Mrs. Thatcher famously said, when trying to convince the public of what needed to be done with the British economy in the face of global challenges “There is no alternative”. In other words, globalizing trends have resulted in a diminution of choice. The flow has become so strong that one has to go with it.

But just how valid a sense is this? Might it not also be true that as our world becomes increasingly socialized in its production,
 as we become increasingly dependent on one another, and increasingly drawn into contacts with others, that at the same time, at least in some senses, our range of choice is increasing. Of course, this is what the apologists of our consumer society argue; that if we just sit back and let capitalists have their way, then they will deliver a world of increasing choice of goods and services. But within its own terms, is that necessarily a bad thing? Isn’t it better to have a choice for our vacations between Atlantic City and the Cote d’Azur rather than between Atlantic City and Ocean City? Is a world in which one size fits all, in which we all have to eat bread and can’t choose bagels, a superior world?

The metaphor of consumption, however, doesn’t go far enough because it assumes someone who just sits back and lets others deliver. It assumes a menu of things over which we have no control – back to oppression in a sense. What I want to argue here is that the increasing diversity of the world that we experience in virtue of time-space convergence, increasing mobility and so forth, is one that allows us to develop new ideas, reflect in ways we might otherwise not have done, and perhaps create in our turn entirely new objects, ways of doing things. People, firms are invariably located in particular places: particular towns, regions, countries. What time-space convergence, (time-)space distanciation and so forth mean, however, is that they can draw, selectively, as they see fit, on an increasing range of ‘resources’ and combine them in novel ways in particular places.

These ‘resources’ can be manifold. They can, for example, be cultural. Big cities are cosmopolitan. They attract populations from around the globe and the resulting contacts, frictions, can generate new hybrid cultural forms. Alternatively the same cultural form can combine with peculiarities of context to create quite different variations: West Coast jazz is different from East Coast and different from the British variety again. The ‘resources’ can, alternatively, be technologies that originate in diverse places and get combined, perhaps as a result of local exigencies, in new ways. The story is told that Japanese ‘just-in-time’ technology was in part based on ideas that a Japanese businessperson had acquired in the United States. Back in Japan they seemed to provide a solution to the problems of expansion of factories due to space constraints: i.e., externalize parts production to others located off-site. But at the same time the small size of the country made short deliveries of parts on call seem more feasible than might have been the case in a country of continental proportions. The method of organizing production, however, proved so effective in giving Japanese auto production worldwide leadership that it was adopted around the world. In other words, it is often the case that ‘the local’ makes ‘the global’.

The Role of Capitalist Development

How can we explain all these developments? Just why is it that time-space convergence has occurred, why the real costs of movement have declined, why, in short, many of us – by no means all as I pointed out – are able to stretch our social relations over space and increasingly so? And if indeed, as I just remarked, the local makes the global, is this a necessary feature of the world we live in? Could our society be reproduced without this incessant novelty and diffusion? There are some general points to be made about the logic of stretching social relations over space. There are also some specific points about the way this process has unfolded as a concrete process that need to be addressed. After all, in the history of the world economy commodity trade preceded foreign investment; why should that have been?

In starting to answer these questions think back to the last section of Module 1 in which I assigned causal priority for the making of the modern world to those changes that occurred in Western Europe in the late Middle Ages in the organization of production: the introduction of changes in property relations, particularly the separation of immediate producers from the means of production and their re-uniting with them through the agency of owners of money capital, that kicked off that process of accumulation for accumulation’s sake, of technological development, in short, of capitalist development, that is still with us.

Central to capitalist production relations is the exchange of commodities. Everything that enters into production has to be purchased. Raw-materials, instruments of labor have to be bought and then brought to the site where production will occur. Workers likewise have to assemble at that same point of production, be it factory, farm or mine. In short, commodity exchange means translation over space, transportation of some sort. This in turn set up demands for businesses that would specialize in transportation: the owners of packhorses, mule trains, ox carts and later canal, railway, and trucking companies.

Capitalist production shows strong propensities to expanding the geographies of commodity circulation in which they are implicated. Engaged in competition one with another, firms strive to minimize their costs. If cheaper raw-materials can be procured from further afield, then that is attractive – so long as the cost advantages are not outweighed by increased transport costs. Likewise firms can reduce their costs by increased specialization. But as we saw in our quote from Adam Smith earlier in the Module, the division of labor is limited by the size of the market. So there are pressures to expand the market and one of the ways of doing that is through reaching out to new customers in more distant locations; but, again, transportation costs allowing.

Like other firms, businesses specializing in transportation are subject to the same cost-minimizing logic. The firm that can offer the best rates will get the business. Historically, as in capitalism in general, this has acted as a tremendous spur to the development of new modes of transportation that would, in fact, allow for increased cheapness: the railroad rather than the stagecoach, for example, or the canal compared with the ox cart or packhorse. So costs have come down and this has allowed firms to stretch out their social relations of buying and selling: procuring more distant raw-materials, selling to geographically larger markets. And of course, transportation firms have been just as keen to obtain the patronage of the private consumer as they have that of the business firm. The stagecoach had been an elite means of transportation but the railroad was much cheaper and so opened up a huge new passenger market. In the second half of the nineteenth century it made the popular British seaside resort since it made possible weekend trips.

So we can understand the drive to decreasing transportation costs. But why time-space convergence? Why has the diminution of time been such an important consideration? Again we go back to the imperatives of capitalist competition and the need to accumulate on an expanding scale: to increase the assets under the firm’s control so as to stave off challenges from other firms. Time is of the essence. The faster the business gets its money back the faster it can expand by investing the proceeds. The faster commodities, whether raw-materials, inputs or finished products can be got to their destination, the quicker payment is received and put back into production. So it is not just a question of the cost of moving things from one point to another, it is also a question of time, though there is clearly a tradeoff between the two that is handled differently for different products; coal is not transported by cargo jet!

So far, so good. But what about other aspects of (time-)space distanciation, in particular the development of more reliable monies at increasingly larger geographic scales (first national monies and then international ones) and of virtually instantaneous forms of communication: the telegraph, the telephone, radio, the fax and so forth? One can certainly see where the latter were implicated in the development of transportation as a capitalist enterprise. This is because faster means of communication facilitated routing decisions, the promptness of loading and unloading, and so the maximal use of equipment and, where it applied, of the necessary physical infrastructure. But it was also connected with the increasing reliability of money as states intervened to establish central banks, so to regulate the money supply in the interest of maintaining values, and so that commodity exchange on which capitalist enterprise depended. This encouraged the purchase of bonds, and, along with the joint stock form of enterprise, the purchase of stocks and shares as well. In turn this generated a market of shareholders and bond holders with an interest in monitoring prices through financial newspapers and for the exchange of these paper claims on stock exchanges. In this process the speedy communication of information was crucial. On the one hand the financial newspapers depended on it: news of anything that could affect stock, share and bond prices be it a strike, new mineral discoveries somewhere in the world, civil disturbance, changes in government policy, or the state of a firm’s order book. And once the news had registered with shareholders and bond holders they needed to get into quick contact with a broker to make the appropriate sale or purchase. All of this – the communication of business-relevant news, the requests to buy or sell – depended on rapid communication of the sort that only the telegraph and later the telephone could provide.

This is not to say that the stimuli to (time-)space distanciation were entirely of a commercial nature. There was no immediate connection between inventors and the world of business. When he invented radio Marconi was almost certainly much more interested in solving a technical problem than he was in making money. Likewise something like radar was developed initially for military purposes. Only with the post-WWII expansion of civil aviation were its merits for guiding airplanes under conditions of low cloud cover or at nighttime realized. But the important point is that once invented it was not long before their commercial implications were realized and applied.

All the points that I have made so far are very general having to do with the logic of capitalist development regardless of any particular time or place. But there have been other changes in the global economy that also need to be registered and understood. Compared with two hundred years ago the countries of the world are certainly tied together through a fabric of commodity exchange and financial commitments to degrees that were previously unknown. This did not come about all of a sudden, however. There is a sharp difference between commodity exchange or trade and the export of capital: investment in foreign companies, the purchase of the bonds of foreign governments, foreign direct investment in which a company registered in, say, Britain, establishes a plant in the United States or South Africa. The difference is as follows. In the case of the sale of commodities one sells them today for money today. The amount of time transpiring between the agreement to buy and receipt of the money is small. And compared to the time over which one anticipates receipt of the interest on a bond or the dividends from share holdings it is very small indeed. The fact is, there is an element of risk in investments that is not present in trade. Nasty things can happen in the time it takes between the actual purchase of the paper claim and getting back all that the claimant expects.

Much of this ‘nastiness’ has to do with foreign exchange risk. The purchase of financial instruments denominated in pesos with pounds sterling is perfectly fine so long as the exchange rate remains the same. But if the peso goes down relative to the pound then one stands to lose in real terms. In the case of a peso-denominated bond, for example, paying interest at 5% and for which the British investor laid out ₤1000, which should yield the equivalent of ₤50 per annum along with the retirement of principal, a devaluation of the peso by half means that the investor only receives the equivalent of ₤25 and the principle to be retired now amounts to ₤500! This is a major reason why the gold standard of the latter part of the nineteenth century was so important, and why it unleashed a veritable torrent of foreign investment, including British investment in American railroads and French investment in Russian ones: by committing governments to maintaining a constant relation between respective currencies and gold it eliminated foreign exchange risk. This is why earlier in the century international economic relations were primarily in the form of trade.
 The gold standard is no more, of course, but new norms have been devised for minimizing foreign exchange risk. These include a de facto dollar standard in which countries try to maintain a constant relationship between the national currency and the value of the dollar. The key to this is the stability of American prices in the last decade. Countries fear an increase in the value of their currency relative to the dollar since that will make their exports less competitive on world markets. And they fear a decline in its value since that will generate inflation. 

APPENDIX 1: SOME NOTES ON THE HISTORY OF MONEY

We have seen that money is an extraordinarily powerful means of stretching out our social relations. In virtue of money, we don’t have to be physically present to start off that chain of purchases and sales that will be terminated when we buy in the local supermarket the product of someone thousands of miles away. True, money can’t work this miracle on its own. It also needs modern means of transportation to get the product to us and modern means of communication for the supermarket’s buyers to communicate their needs to their representatives / the dealers they buy from in Brazil, Chile or wherever it is.

We need money in order to obtain the things we need. It acts as a means of exchange so much more convenient than real goods (as in the case of barter). But money is rarely just a means of exchange. When historically money started lubricating exchange on a regular basis it also, and necessarily, became regarded as a store of value. People might sell something, for example, and not want immediately to purchase something else. So what if the purchasing power of their money dropped before they were ready to purchase? In other words: Maintaining the value of money in the form of coin and currency generally has been a central dilemma in the history of money, though institutions have been devised to make it much less problematic than it once was.

Maintaining the value of money, moreover, is something that is vital to the functioning of any economic system dependent on commodity exchange. The value of money, furthermore, is linked closely to its supply. If the supply of money by banks (in the form of loans, for example) exceeds the rate at which new currency is demanded by the expansion of the product, then it will race ahead of production. In relative terms, more money will be chasing the same amount of goods. In such circumstances, prices will start to rise, even though there has been no change in the relative scarcities of the goods people are buying. Consider: If at an auction the bidders each have twice as much money as they did at the same auction the week before, then the goods will go for much more money, even though there has been no change in their supply. Once prices start increasing in this way the value of people’s money starts to go down. In the extreme people don’t want to hold money. They will only sell things in exchange for real goods; not for money. And if barter is the only means available to lubricate exchange, then exchange will greatly diminish, the economy will shrink and bad times will be here.

What if money supply errs in the other direction; i.e., there is too little of it relative to the need for it generated by increasing production? This might seem an ideal situation. Since prices will fall, the money in your pocket will go further; it has seemingly, magically, increased in value. But this is not good news, unfortunately. For when prices start to go down, and people expect that to continue, they postpone purchases. This means that demand in the economy diminishes and it contracts. This a situation not of inflation, but of deflation.

So the stability of the value of money is a critical parameter in modern economic life. And the need for it helps explain the emergence of, first, central banks; and second, the gold standard:

1. Central banks: Prior to government intervention, much of the money supply was the responsibility of individual banks. Catering to a local customer base, they took in deposits of their own money and loaned out money. Sometimes the money they supplied in that way was backed by a commitment to exchange it, if people wanted, for gold or silver. In this way people felt some security in using the bank’s money. In any case, banks would try to limit their lending to a multiple of their deposits so as to be able to allow people to withdraw money if they wanted, and so, again, increase their confidence in its value; for if they couldn’t have access to their deposits they might as well not be there. But individual banks, driven by competition with one another, were prone to excessive lending. This could result in one of two things, neither of them good: i) they made up for their losses on bad loans by simply issuing more currency; or ii) they were unable to allow customers to withdraw money from their accounts. In the first case there would be inflation; in the second case customers would not get their money back. In either case, there would be a severe crisis of confidence in the value of money.

This was where states stepped in and established central banks. Central banks regulate the supply of money and, since they do not compete with anybody, are less prone to increase that money supply in such a foolhardy way that it risks devaluing the currency or pushing the economy into a downward spiral of deflation. Initially central banks backed up their money with the promise of exchange for gold and this increased people’s faith in its money. But today, such is the confidence in most governments of the advanced industrial societies, that even this is no longer required.

2. The Gold Standard: However, there is no world central bank and in the context of global exchange and trade, this has been a problem. One solution to this was the gold standard. In the early to mid-nineteenth centuries, currencies fluctuated in their values relative to one another. So at one point in time the French franc might be able to buy more American dollars than, say, the following year. This created what was known as foreign currency risk. This was not such a problem for the exchange of goods since you got your money in exchange almost immediately. In terms of existing exchange rates, for example, British merchants might come to the conclusion that paper was cheaper in France. They would then buy francs at a bank, and buy French paper. If the value of the franc decreased relative to that of the pound (so that the price of paper in francs went up) before they could make their purchase then obviously it would not be such a good deal since their francs would not go so far in purchasing paper as they would have done before. But the likelihood of the franc losing value in such a short period of time would be unlikely.

The real problem was in foreign investment. Selling pounds in exchange for francs in order to invest in property in France and receive a regular payment of rent or interest, for example, depended for its wisdom on whether or not the franc held its value. If it declined in value then in terms of pounds your investment would be worth less than it was at the beginning and so would your payments of rents and interest. The gold standard was an attempt to obviate that difficulty. This is because it committed the central banks of the various participating states to maintain constant rates of exchange with other currencies. In order to do that central banks had to maintain a strict relation between their respective money supplies and the amount of gold in their vaults. If people sensed inflation they would demand gold in exchange for currency. That would trigger off a decline in the supply of money and that, in turn, would result in a snuffing out of inflationary tendencies; tendencies that would otherwise have eroded its value.

� See Appendix 1 at the end of this Module for an extended discussion of money, the problems it generates and the solutions that emerged to those problems.


� Significantly the Financial Times was founded in 1888 and the Wall Street Journal one year later.


� Such is the theory of comparative advantage as enunciated in the economics textbooks. So even though an area enjoys no absolute cost advantage in anything over other areas, it will enjoy a relative cost advantage. In other words if in Area A it costs $10 to produce a pair of shoes and $5 to produce a bushel of wheat while in Area B it costs $12 to produce a pair of shoes and $8 to produce a bushel of wheat, Area B will enjoy a relative cost advantage in producing shoes while Area A will enjoy a relative as well as an absolute advantage in producing wheat. The reason for this is that a pair of shoes in B costs less in terms of wheat than it does in A. So both localities benefit if A specializes in wheat and B specializes in shoes. Shoes are most costly relative to wheat in A than in B; and wheat is more costly in terms of shoes in B than in A. 


� In consequence it is far from uncommon to find kin working alongside one another in the same factory.


� Socialization in the sense of interdependence of firms; not in terms of, say, state ownership. 


� There was also international migration and this speeded up immensely towards the end of the nineteenth century. Again, to what extent was this linked to the unstopping of the spigots of international investment so that European money could flow to Australasia, Argentina, Siberia, Southern Brazil, South Africa and North America and so create the railroads, dock facilities and urban infrastructures on which the viability of that settlement depended considerably in part?
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