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out both state and market there could be no political economy. In the 
absence of the state, the price mechanism and market forces would de­
termine the outcome of economic activities; this would be the pure 
world of the economist. In the absence of the market, the state or its 
equivalent would allocate economic resources; this would be the pure 
world of the political scientist. Although neither world can ever exist in 
a pure form, the relative influence of the state or the market changes 
over time and in different circumstances. Therefore, the conceptions of 
"state" and "market" in the following analysis are what Max Weber 
has called ideal types. 

The very term "political economy" is fraught with ambiguity. Adam 
Smith and classical economists used it to mean what today is called the 
science of economics. More recently, a number of schdlars, such as 
Gary Becker, Anthony Downs, and Bruno Frey, have defined political 
economy as the application of the methodology of formal economics, 
that is, the so-called rational actor model, to all types of human behav­
ior. Others who use the term political economy mean employment of a 
specific economic theory to explain social behavior; game, collective 
action, and Marxist theories are three examples. The public choice ap­
proach to political economy draws upon both the methodology and 
theory of economics to explain behavior. Still other scholars use polit­
ical economy to refer to a set of questions generated by the interaction 
of economic and political activities, questions that are to be explored 
with whatever theoretical and methodological means are readily avail­
able (Tooze, 1 984).  

Although the approaches to political economy based on the appli­
cation of the method and theory of economic science are very helpful, 
they are as yet inadequate to provide a comprehensive and satisfactory 
framework for scholarly inquiry. Concepts, variables, and causal rela­
tions have not yet been systematically developed; political and other 
noneconomic factors are frequently slighted. In fact, a unified meth­
odology or theory of political economy would require a general com­
prehension of the process of social change, including the ways in which 
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the  social, economic, and political aspects of society interact. There· 
fore, I use the term "political economy" simply to indicate a set of ques­
tions to be examined by means of an eclectic mixture of analytic meth­
ods and theoretical perspectives. 

These questions are generated by the interaction of the state and the 
market as the embodiment of politics and economics in the modem 
world. They ask how the state and its associated political processes af­
fect the production and distribution of wealth and, in particular, how 
political decisions and interests influence the location of economic ac­
tivities and the distribution of the costs and benefits of these activities. 
Conversely, these questions also inquire about the effect of markets 
and economic forces on the distribution of power and welfare among 
states and other political actors, and particularly about how these eco· 
nomic forces alter the international distribution of political and mili­
tary power. Neither state nor market is primary; the causal relation­
ships are interactive and indeed cyclical. Thus, the questions to be 
explored here focus on the mutual interactions of very different means 
for ordering and organizing human activities: the state and the market. 

This formulation is certainly not an original one; it is at least as old 
as Georg Hegel's critical distinction in Philosophy of Right ( 1 94 5  
[ 1 8z.1]) between state a n d  society (economy). Similar definitions have 
been offered by other scholars. Charles Lindblom ( 1 977), for example, 
proposes "exchange" and "authority" as the central concepts of polit· 
ical economy. Peter Blau ( 1 964) uses "exchange" and "coercion"; 
Charles Kindleberger ( 1 970) and David Baldwin ( 1 9 7 1 )  prefer 
"power" and "money"; and Klaus Knorr ( 1 973)  employs "power" and 
''wealth.'' Whereas Oliver Williamson (I 975) contrasts ''markets'' and 
"hierarchies," Richard Rosecrance ( 1 986) contrasts "market" and 
"territoriality"; both of these conceptualizations are dose to the one 
chosen here. Each of these views of political economy has its respective 
merits. 

Charles Kindleberger has noted ( 1 970, p. 5 )  that both the state's 
budget and the market are mechanisms of product and resource allo­
cation. In a purely political world in which the market did not exist, the 
state would allocate available resources on the basis of its social and 
political objectives; such state allocative decisions would take the form 
of the state's budget. In a purely "market" world in which state inter­
venrion did not occur, the market would allocate and operate on the 
basis of relative prices for goods and services; decisions would take the 
fotm of the individual putsuit of self-interest. Students of international 
political economy, therefore, must attempt to understand how these 
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contrasting modes o f  organizing human activities and o f  decision mak­
ing affect one another and thereby determine social outcomes. 

Although the state as the embodiment of politics and the market as 
the embodiment of economics arc distinctive features of the modern 
world, they obviously cannot be totally separated; indeed, their inter­
relationship is a theme of this book. The state profoundly inOuences the 
outcome of market activities by determining the nature and distribu­
tion of property rights as well as the rules governing economic behavior 
(Gerth and Mills, I 946, pp. I 8 1 - S z.). People's growing realization that 
the state can and does inOuence market forces and thereby significantly 
determines their fate is a major factor in the emergence of political 
economy. The market itself is a source of power that inOucnces political 
outcomes. Economic dependence establishes a power relationship that 
is a fundamental feature of the contemporary world economy. In brief, 
although it is possible to regard politics and economics as distinct 
forces creating the modern era, they do not operate independently of 
one another. 

The state and the market have tended to displace other forms of po­
litical and economic organization in the modern world because of their 
efficiency in the production of power and/or wealth. Originating in 
early modern Europe, state and market have subsequently spread from 
that relatively small corner of the globe to embrace a substantial frac­
tion of mankind. Very few peoples today arc excluded from statehood; 
those who are regard the achievement of statehood as one of their high­
est goals, as is witnessed in the struggle of Jews, Palestinians, and others 
to acquire homelands. Following an ebb and Oow pattern, the market 
form of economic exchange has also spread, gradually bringing more 
and more societies into the web of economic interdependence.' 

The relationship of state and market, and especially the differences 
between these two organizing principles of social life, is a recurrent 
theme in scholarly discourse. On the one hand, the state is based on the 
concepts of territoriality, loyalty, and exclusivity, and it possesses a 
monopoly of the legitimate use of force. Although no state can long 
survive unless it assures the interests and gains the consent of the most 
powerful groups in society, states enjoy varying degrees of autonomy 
with respect to the s9cictics of which they are a part. On the other hand, 
the market is based on the concepts of functional integration, contrac-

• Tbe hisrorical relation5hip ofnate and market i5 a matter of intense scholarly contro­
versy. Whether each dcvcloptd auronomously, rhe market gave rise ro rhe srate, or rhe 
state ro the market are imponanr historical issues whose resolution is nor really relevant 
ro the argument of this book. State and marker, whatever their respective origins, have 
independent existence&, have logics of their own, and interact with one another. 

IO 
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rual relationships, and expanding interdependence of buyers and sell­
ers. It is a universe composed mainly of prices and quantities; the auton­
omous economic agent responding to price signals provides the basis of 
decision. For the state, territorial boundaries are a necessary basis of 
national autonomy and political unity. For the market, the elimination 
of all political and other obstacles to the operation of the price mecha­
nism is imperative. The tension between these two fundamentally dif­
ferent ways of ordering human relationships has profoundly shaped the 
course of modem history and constitutes the crucial problem in the 
study of political economy.� 

This conception of political economy differs in a subtle way from the 
definition employed in my earlier book on the subject, which defined 
political economy as "the reciprocal and dynamic interaction . . .  of the 
pursuit of wealth and the pursuit of power" (Gilpin, 1975,  p. 43 ) .  Al­
though both are concerned with the effects of the relationship of "eco­
nomics" and "politics," the formulation here stresses the organization 
of these activities in the modern era; the earlier work stressed the ob­
jective of the activity. Obviously, these conceptions cut across one an­
other. As noted above, markets certainly constitute a means to achieve 
and exercise power, and the state can be and is used to obtain wealth. 
State and market interact to influence the distribution of power and 
wealth in international relations. 

THE ISSUES OF POLITICAL ECONOMY 

The conflict between the evolving economic and technical interdepend­
ence of the globe and the continuing compartmentalization of the 
world political system composed of sovereign states is a dominant mo­
tif of contemporary writings on international political economy. J 
Whereas powerful market forces in the form of trade, money, and for­
eign investment tend to jump national boundaries, to escape political 
control, and to integrate societies, the tendency of government is to re­
strict, to channel, and to make economic activities serve the perceived 
interests of the state and of powerful groups within it. The logic of the 
market is to locate economic activities where they arc most productive 
and profitable; the logic of the state is to capture and control the proc­
ess of economic growth and capital accumulation (Heilbroner, 1 9 8 5 ,  
pp. 94-9 5) .  

•The concept:S of  5tate and market used in  this book arc derived primarily from Max 
Weber ( 1 ,78, vol. 1 1 pp. 56, 8:i., and panim). 

' Perhaps the finr writer to address 1his theme systematically wu Eugene Staley 
( 1,3')· 
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Debate has  raged for several centuries over the  nature and conse­
quences of the dash of the fundamentally opposed logic of the market 
and that of the state. From early modem writers such as David Hume, 
Adam Smith, and Alexander Hamilton to nineteenth-century luminar­
ies such as David Ricardo, john Stuart Mill, and Karl Marx to contem­
porary scholars, opinion has been deeply divided over the interaction 
of economics and politics. The conflicting interpretations represent 
three fundamentally different ideologies of political economy, which 
the next chapter will discuss. 

The inevitable clash gives rise to three general and interrelated issues 
that pervade the historic controversies in the field of international po­
litical economy. Each is related to the impact of the rise of a world mar­
ket economy on the narure and dynamics of international relations. 4 
Each is found in the treatises of eighteenth-century mercantilisrs, in the 
theories of classical and neoclassical economists over the past two cen­
turies, and in the tomes of nineteenth-century Marxists and contem­
porary radical critics of capitalism and the world market economy. 
This long tradition of theorizing and speculation is crucial to an under­
standing of contemporary problems in trade, finance, and monetary re­
lations. 

The first issue is concerned with the economic and political causes 
and effects of the rise of a market economy. Under wh:a.t conditions 
does a highly interdependent world economy emerge? Does it promote 
harmony or cause conflict among nation-states? Is a hegemonic power 
required if cooperative relations among capiralist states are to be en­
sured, or can cooperation arise spontaneously from mutual interest? 
On this issue theorists of different schools of thought have profoundly 
conflicting views. 

Economic liberals believe that the benefits of an international divi­
sion of labor based on the principle of comparative advantage cause 
markets to arise spontaneously and foster harmony among states; they 
also believe that expanding webs of economic interdependence create a 
basis for peace and cooperation in the competitive and anarchical state 

• Obviously, the choice of these three issues as the central ones will not meet with the 
approval of everyone in rhe 6eld of international political economy. Many would quire 
rightly come up with another set. These issues exclude, for example, such topics as the 
making and substance of foreign economic poliq. Although this subject is important, the 
principal focus of this book is on the structure, functioning. and inreracrion of 1he inrer­
narional economic and political systems. A parallel and not invidious distincrion can be 
and usually is made between the study of the foreign policies of panicular stares and the 
study of the theory of international rela1ions. Although these subjects are closely related, 
they ask different questions and are based on different assumptions. Gaddis ( 1 981) and 
Waltz( 1 979) are respecrive\yexcellentexamplesofeach approach. 
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system. Economic nationalists, on the  ocher hand, stress the  role of  
power in the rise of  a market and the conflictual nature of international 
economic relations; they argue that economic interdependence must 
have a political foundation and that it creates yet another arena of in­
terstate conflict, increases national vulnerability, and constitutes a 
mechanism that one society can employ to dominate another. Although 
all Marxists emphasize the role of capitalist imperialism in the creation 
of a world market economy, they divide between the followers of V. I. 
Lenin, who argue that relations among market economies are by nature 
conflictual, and those of Lenin's chief protagonist, Karl Kautsky, who 
believe that market economics (at least the dominant ones) cooperate 
in the joint exploitation of the weaker economies of the globe. The al­
leged responsibility of the market system for peace or war, order or dis­
order, imperialism or self-determination, is embedded in this important 
issue, as is the crucial question of whether the existence of a liberal in­
ternational economy requires a hegemonic economy to govern the sys­
tem. The challenge to the United States and Western Europe from ja­
pan and other rising economic powers at the end of this century 
dramatically highlights the importance of these matters. 

The second issue pervading the subject of international political 
economy is the relationship between economic change and political 
change. What are the effects on international political relations and 
what problems are associated with structural changes in the global lo­
cus of economic activities, leading economic sectors, and cyclical rates 
of economic growth? And, vice versa, how do political factors affect 
the nature and consequences of structural changes in economic affairs? 
For example, one may question whether or not major economic fluc­
tuations (business cycles) and their political effects are endogenous (in­
ternal) to the operation of the market economy, or whether economic 
cycles are themselves due to the impact on the economic system of ex­
ogenous (external) factors such as major wars or other political devel­
opments. It is also necessary to ask whether or not economic instabili­
ties are the cause of profound political upheavals such as imperialist 
expansion, political revolution, and the great wars of the past several 
centuries. 

This book is thus concerned in part with the effects of economic 
changes on international political relations. These economic changes 
undermine the international status quo and raise profound political 
problems: What will be the new basis of economic order and political 
leadership? Can or will adjustment to the changed economic realities, 
for example, new trading and monetary relations, take place? How will 
the inevitable clash between the desire of states for domestic autonomy 

13 
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a n d  t h e  need for international rules t o  govern change b e  reconciled? 
These issues of transition between historical epochs have again arisen 
with the global diffusion of economic activities and the profound shifts 
in the leading economic sectors taking place in the late twentieth cen­
tury. It is imponant to probe the relationship between these structural 
changes and the crisis of the international political economy. 

The third issue with which this book will deal is the significance of a 
world market economy for domestic economies. What are its conse­
quences for the economic development, economic decline, and eco­
nomic welfare of individual societies? How does the world market 
economy affect the economic development of the less developed coun­
tries and the economic decline of advanced economies? What is its ef­
fect on domestic welfare? How docs it affect the distribution of wealth 
and power among national societies? Does the functioning of the world 
economy tend to concentrate wealth and power, or does it tend to dif­
fuse it? 

Liberals and traditional Marxists alike consider the integration of a 
society into the world economy to be a positive factor in economic de­
velopment and domestic welfare. Trade, most liberals argue, consti­
tutes an "engine of growth"; although the domestic sources of growth 
are more imponant, the growth process is greatly assisted by interna­
tional flows of trade, capital, and productive technolbgy. Traditional 
Marxists believe that these external forces promote economic develop­
ment by breaking the bonds of conservative social structures. On the 
other hand, economic nationalists in both advanced and less developed 
countries believe that the world market economy operates to the dis­
advantage of the economy and domestic welfare. Trade, in their view, 
is an engine of exploitation, of underdevelopment, and, for more ad­
vanced economies, of economic decline. This controversy over the role 
of the world market in the global distribution of wealth, power, and 
welfare constitutes one of the most intensely debated and divisive ques· 
tions in political economy. 

These three issues, then-the causes and effects of the world market 
economy, the relationship between economic and political change, and 
the significance of the world economy for domestic economies-oon­
stitute the major. theoretical interests of this book. Not all aspects of 
these issues can be examined here in detail, of course. I shall be con­
cerned with those specific matters that illuminate the problems of the 
contemporary world economy. 

In the rest of this chapter the nature of the market, its economic, so­
cial and political consequences, and the political responses to these ef­
fects will be discussed. In subsequent chapters, the role of the state in 

1 4  
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shaping and attempting to control market forces will be emphasized. 

However, prior to a consideration of the theoretical issues that arise out 
of this interaction and their relevance for understanding such areas as 

trade, money, and foreign investment, a question should be asked re­

garding this focus on the market. Why stress it as the crucial feature of 
modern economic life rather than, say, the rise of capitalism, the advent 
of industrialism, or the impact of scientific technology? 

THE IMPORTANCE OF THE MARKET 

This study of political economy focuses on the market and its relation­
ship to the state because the world market economy is critical to inter­
national relations in the modern era; even in socialist societies the key 
issue in economic debates is the appropriate role for internal and exter­
nal market forces. As Karl Polanyi said in his classic study of the trans­
formation of modern society: 

the fount and matrix of the [modem economic and political] system was 
the self-regulating market. It was this innovation which gave rise to a specific 
civilization. The gold standard was merely an attempt to extend the domestic 
market system to the international field; the balance-of-power system was a su­
perstructure erected upon and, partly, worked through the gold standard; the 
liberal state was itself a creation of the self-regulating market. The key to the 
institutional system of the nineteenth century (as well as our own) lay in the 
laws governing market economy (Polanyi, 1957 ,  p. J ) . 

Karl Marx, on the other hand, stressed capitalism or the capitalist 
mode of production as the creator and unique feature of the modern 
world. The defining characteristics of capitalism, as defined by Marx 
and his collaborator, Friedrich Engels, and which I accept, are the pri­
vate ownership of the means of production, the existence of free or 
wage labor, the profit motive, and the drive to amass capital. These fea­
tures provide capitalism with its dynamism; the dynamic character of 
the capitalist system has in turn transformed all aspects of modem so­
ciety. As Gordon Craig has pointed out, the revolutionary nature of 
capitalism lay in the fact that, for the first time, the instinct to accu­
mulate wealth became incorporated in the productive process; it was 
this combination of the desire for wealth with the economic system that 
changed the face of the earth (Craig, 1 982, pp. 105- 106).  

This characterization of the dynamic nature and impact of capitalism 
is certainly accurate; the aggressive spirit of acquisitive capitalism does 
animate the market system (Heilbroner, 1985 ) .  But it was the market 
that first released these forces of capitalism and that subsequently also 
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channeled them. Capitalism works its profound effects on  social rela­
tions and the political system through the market mechanism. The mar­
ket and exchange certainly tie the economic world together, yet one 
cannot really speak of an international mode of capitalist production. 
Despite the emergence of the multinational corporation and interna­
tional finance, production and finance are still nationally based and, 
despite the increase in economic interdependence, few economies are 
tightly integrated into the world economy. Moreover, the socialist or 
nonmarket bloc is increasing its participation in the world market 
economy in the final decades of the century. The world market is far 
larger than but not identical with the capitalist system itself. 

The dynamism of the capitalist system is due precisely to the fact that 
the capitalist, driven by the profit motive, must compete and survive in 
a competitive market economy. Competition weeds out the inefficient 
while rewarding efficiency and innovation; it encourages rationality. In 
the absence of a market, capitalism loses its creativity and essential 
vigor (McNeill, 1 982.) .  The distinctive features of the capitalistic mode 
of production, as defined by Marxists, would not have led to economic 
progress without the spur of market competition. In the presence of a 
market, however, even socialist or nationalized firms must strive to be­
come profitable and competitive. The advent of socialism may not nec­
essarily alter the underlying dynamics, provided that market competi­
tion or its functional equivalent survives. There is, as John Rawls 
reminds us, "no essential tie between the use of free markets and pri­
vate ownership of the instruments of production" (Rawls, 1 9 7 1 ,  p. 
l.71 ) .  Capitalism and the market exchange system are not necessarily 
connected. 

The concept of "market" is thus broader than that of "capitalism." 
The essence of a market, defined in greater detail below, is the central 
role of relative prices in allocative decisions. The essence of capitalism, 
as noted above, is the private ownership of the means of production 
and the existence of free labor. Theoretically, a market system could be 
composed of public actors and unfree labor as envisioned in the con· 
cept of market socialism. The increasing role of the state and public ac­
tors in the market has recently led to a mixed economy of public and 
private enterprise. l_n practice, however, the market system has tended 
to be associated with international capitalism. 

In summary, although the connection between the market exchange 
system and the capitalist mode of production is dose, these terms are 
not the same--even though they will sometimes be used interchangea­
bly in this book. Capitalism is too ambiguous a label to be used as an 
analytical category. There are in fact many varieties of capitalism that 
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function differently. l s  France truly capitalist, with 90 percent of ics fi ­
nancial sector and  much of its heavy industry narionalized and in state 
hands? How is one to categorize Japanese capitalism, with the central 
role of its state in guiding the economy? The contemporary world is 
composed largely of mixed economies that at the international level arc 
forced to compete with one another. 

Other scholars have identified industrialism, industrial society, and/ 
or the development of scientific technology as the defining characteris­
tics of modern economic lifc.s The development of both industrial tech­
nology and modern science arc obviously important for the prosperity 
and character of the modern world. One cannot account for the Indus­
trial Revolution and the advent of modern science simply as a response 
to market forces; without science-based technology the modem market 
economy could not have progressed very far. 

The scientific breakthroughs of the seventeenth and eighteenth cen­
turies that laid the foundations for modern industry and technology are 
not reducible to the operation of economic motives. Science is an intel­
lectual creation resulting from human curiosity and the search for un­
derstanding of the universe. Yet without market demand for greater ef­
ficiencies and new products, the incentive to exploit science and 
develop innovations in technology would be greatly reduced. Although 
the advance of science increases the potential supply of new industries 
and technology, the market creates the demand necessary to bring the 
technologies into existence. Thus the crucial role of the market in pro­
pelling and organizing economic life is the reason for our focus here on 
the market and the implications of economic interdependence for in­
ternational relations. 

The concept of market or economic interdependence is a highly am­
biguous term, and many different definitions exist.' In this book the 
Oxford English Dictionary definition of economic interdependence fa­
vored by Richard Cooper will be used; it defines interdependence as 
"the fact or condition of depending each upon the other; mutual de­
pendence" (Cooper, 1985 ,  p. 1 1 96).  In addition, as Rohen Keohane 
and Joseph Nye ( 1 977) have noted, economic interdependence can re­
fer to a power relationship, that is, to what Albert Hirschman ( 1 945 )  
calls vulnerability interdependence. Economic interdependence can 
also mean sensitivity interdependence, that is, changes in prices and 
quantities in different national markets respond readily to one another. 

' Goldthorpe ( 19841 ch. 1 3 ), Giddens ( 1 985) ,  and Rosrow ( 1 97Sl arc representative of 
chescposicion5. 

' An excellent analy5i5 of these variou5 meanings is Cooper ( 1985 ,  pp. 1 196-1 200). 
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Although these different meanings of the term can in theory be easily 
distinguished from one another, this is not always the case in reality, 
Unless otherwise noted, I use "interdependence" to mean "mutual al­
beit not equal dependence." I thus accept economic interdependence as 
a "fact" or "condition," but do not accept many of its alleged economic 
and political consequences. 

If by increasing economic interdependence one means the operation 
of the "law of one price," that is, that identical goods will tend to have 
the same price, then global interdependence has reached an unprece­
dented level. The conclusions to be drawn from this fact, however, are 
not readily obvious. Although this book will discuss the integration of 
national markets into an expanding interdependent global economy, it 
will also question a number of the effects that this growing interde­
pendence is alleged to have upon international relations. Interdepend­
ence is a phenomenon to be studied, not a ready-made set of conclu­
sions regarding the nature and dynamics of international relations. 

TH E ECONOM I C  CONS E Q U ENCES OF A MARKET 

Although a market is an abstract concept, a market economy can be 
defined as one in which goods and services are exchanged on the basis 
of relative prices; it is where transactions are negotiated and prices are 
determined. Its essence, as one economist has put it, is "the making of 
a price by higgling between buyers and sellers" (Condliffe, 1 950, p. 
301 ) .  Phrased in more formal terms, a market is "the whole of any re­
gion in which buyers and sellers are in such free intercourse with one 
another that the prices of the same goods tend to equality easily and 
quickly" (Cournot, quoted in Cooper, 1985 ,  p. l 1 99).  lts specific char­
acteristics are dependent upon its degree of openness and the intensity 
of the competition among producers and sellers. Markets differ with 
respect to the freedom of participants to enter the market and also the 
extent to which individual buyers or sellers can influence the terms of 
the exchange. Thus, a perfect or self-regulating market is one that is 
open to all potential buyers or sellers and one in which no buyer or 
seller can determine the terms of the exchange. Although such a perfect 
market has never existed, it is the model of the world implicit in the de­
velopment of econOmic theory. 

A market economy is a significant departure from the three more tra­
ditional types of economic exchange. Although none of these forms of 
exchange has ever existed to the exclusion of the others, one type or 
another has tended to predominate. The most prevalent economic sys­
tem throughout history, one that is still characteristic of many less de-
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veloped economies, i s  localized exchange, which i s  highly restricted in 
terms of available goods and geographic scope. The second type of ex­
change is that of command economies, such as those of the great his­
toric empires of Assyria and, to much lesser extent, Rome, or of the so­
cialist bloc today; in these planned economics, the production, 
distribution, and prices of commodities tend to be controlled by the 
state bureaucracy. Third, there is, or rather there was, long-distance 
trade in high-value goods. The caravan routes of Asia and Africa were 
the principal loci of this trade. Although this trade was geographically 
extensive, it involved only a narrow range of goods (spices, silks, slaves, 
precious metals, etc.). For a number of reasons, markets tend to dis­
place more traditional forms of economic exchange. 

One reason for the primacy of the market in shaping the modern 
world is that it forces a reorganization of society in order to make the 
market work properly. When a market comes into existence, as Marx 
fully appreciated, it becomes a potent force driving social change. As 
one authority has put it, "once economic power is redistributed to 
those who embrace the productive ideal, their leverage as buyers, inves­
tors, and employers is seen as moving the rest of society. The critical 
step in establishing a market momentum is the alienation of land and 
labor. When these fundamental components of social existence come 
under the influence of the price mechanism, social direction itself passes 
to economic determinants" (Appleby, 1 978, pp. 14 - 1 5 ) .  

In the  absence of social, physical, and  other constraints, a market 
economy has an expansive and dynamic quality. It tends to cause eco­
nomic growth, to expand territorially, and to bring all segments of so­
ciety into its embrace. Groups and states seek to restrain the operation 
of a market because it has the potential to exert a considerable force on 
society; efforts to control markets give rise to the political economy of 
international relations. 

Three characteristics of a market economy are responsible for its dy­
namic nature: ( 1 )  the critical role of relative prices in the exchange of 
goods and services, (z.) the centrality of competition as a determinant 
of individual and institutional behavior, and ( 3 )  the importance of ef­
ficiency in determining the survivability of economic actors. From these 
fl.ow the profound consequences of a market for economic, social, and 
political life. 

A market economy encourages growth for both static and dynamic 
reasons. A market increases the efficient allocation of existing re­
sources. Economic growth occurs because the market fosters a reallo­
cation of land, labor, and capital to those activities in which they are 
most productive. Also, since market competition forces the producer (if 
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it is t o  prosper o r  even merely survive) to innovate and move the econ­
omy to higher levels of productive efficiency and technology, the mar­
ket dynamically promotes technological and other types of innovation, 
thus increasing the power and capabilities of an economy. Although 
both the static and dynamic aspects of markets have encouraged eco­
nomic growth throughout history, the dynamic factor has become of 
decisive importance since the advent of modern science as the basis of 
productive technology. 

A market economy tends to expand geographically, spilling over po­
litical boundaries and encompassing an ever-increasing fraction of the 
human race (Kuznets, 1 9 5 3, p. 308) .  The demand for less expensive la­
bor and resources causes economic development to spread (H. John­
son, 1965b,  pp. 1 1 - 1 2) .  Over time, more and more of the nonmarket 
economic periphery is brought within the orbit of the market mecha­
nism. The reasons for this expansionist tendency include efficiencies of 
scale, improvements in transportation, and growth of demand. Adam 
Smith had this in mind when he stated that both the division of labor 
and economic growth are dependent on the scale of the market (Smith, 
1 9 3 7  ( 1 776], p. 1 7) .  In order to take advantage of increased efficiencies 
and to reduce costs, economic actors try to expand the extent and scale 
of the market. 

Yet another characteristic of a market economy is a tendency to in­
corporate every aspect of society into the nexus of market relations. 
Through such "commercialization," the market generally brings all 
facets of traditional society into the orbit of the price mechanism. Land, 
labor, and other so-called factors of production become commodities 
to be exchanged; they are subject to the interplay of market forces 
(Heilbroner, 1985 ,  p. u7) .  Stated more crudely, everything has its 
price and, as an economist friend is fond of saying, "its value is its 
price." As a consequence, markets have a profound and destabilizing 
impact on a society because they dissolve traditional structures and so­
cial relations (Goldthorpe, 1 978, p. 1 94). 

At both the domestic and international levels a market system also 
tends to create a hierarchical division of labor among producers, a di­
vision based principally on specialization and what economists call the 
law of comparative advantage (or costs). As a consequence of market 
forces, society (dorRestic or international) becomes reordered into a dy­
namic core and a dependent periphery. The core is characterized prin­
cipally by its more advanced levels of technology and economic devel­
opment; the periphery is, at least initially, dependent on the core as a 
market for its commodity exports and as a source of productive tech­
niques. In the short term, as the core of a market economy grows, it 
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incorporates into ill orbit a larger and larger periphery; in the long 
term, however, due to the diffusion of productive technology and the 
growth process, new cores tend to form in the periphery and then to 
become growth centers in their own right. These tendencies for the core 
to expand and stimulate the rise of new cores have profound conse­
quences for economic and political affairs (Friedmann, 1 971). 

The market economy also tends to redistribute wealth and economic 
activities within and among societies. Although everyone benefits in 
absolute terms as each gains wealth from participation in a market 
economy, some do gain more than others. The tendency is for markets, 
at least initially, to concentrate wealth in particular groups, classes, or 
regions. The reasons for this tendency are numerous: the achievement 
of economies of scale, the existence of monopoly rents, the effects of 
positive externalities (spillovers from one economic activity to another) 
and feedbacks, the benefits of learning and experience, and a host of 
other efficiencies that produce a cycle of "they who have get." Subse­
quently, however, markets tend to diffuse wealth throughout the sys­
tem due to technology transfer, changes in comparative advantage, and 
other factors. It may also produce in certain societies a vicious cycle of 
decline, depending on their flexibility and capacity to adapt to changes. 
A diffusion of wealth and growth, however, does not take place evenly 
throughout the system; it tends to concentrate in those new cores or 
centers of growth where conditions are most favorable. As a conse­
quence, a market economy tends to result in a process of uneven devel­
opment in both domestic and international systems. 

A market economy, if left to its own devices, has profound effects on 
the nature and organization of societies as well as on the political rela­
tions among them. Although many of these consequences may be ben­
eficial and much desired by a society, others are detrimental to the de­
sires and interests of powerful groups and states. The resulting 
tendency, therefore, is for states to intervene in economic activities in 
order to advance the effects of markets beneficial to themselves and to 
counter those that are detrimental. 

MARKET EF FECTS AND POLITICAL RESPONSES 

In the abstract world of economists, the economy and other aspects of 
society exist in separate and distinct spheres. Economists hypothesize a 
theoretical universe composed of autonomous, homogeneous, and 
maximizing individuals who are free and able to respond to market 
forces in terms of their perceived self-interest. They assume that eco­
nomic structures are flexible and behaviors change automatically and 



predictably in response to price signals (Little, 1982, ch. 2.). Social 
classes, ethnic loyalties, and national boundaries are assumed not to 
exist. When once asked what was missing from his classic textbook, 
Nobel laureate Paul Samuelson is reported to have responded, "the 
class struggle." This puts the point well, although he could have added, 
without undue exaggeration or violation of the spirit of the text, 
"races, nation-states, and all the other social and political divisions." 

The essence of economics and its implications for social and political 
organization, as viewed by economists, are contained in what Samuel­
son has called "the most beautiful idea" in economic theory, namely, 
David Ricardo's law of comparative advantage. The implication of this 
simple concept is that domestic and international society should be or­
ganized in terms of relative efficiencies. It implies a universal division of 
labor based on specialization, in which each participant benefits abso­
lutely in accordance with his or her contribution to the whole. It is a 
world in which the most humble person and the most resource-poor 
nation can find a niche and eventually prosper. A fundamental har­
mony of interest among individuals, groups, and states is assumed to 
underlie the growth and expansion of the market and of economic in­
terdependence. 

In the real world, divided among many different and frequently con­
flicting groups and states, markets have an impact vastlf different from 
that envisaged by economic theory, and they give rise to powerful po­
litical reactions. Economic activities affect the political, social, and eco­
nomic well-being of various groups and states differentially. The real 
world is a universe of exclusive and frequently conflicting loyalties and 
political boundaries in which the division of labor and the distribution 
of its benefits are determined as much by power and good fortune as 
they are by the laws of the market and the operation of the price mech­
anism. The assumption of a fundamental harmony of interest is most 
frequently invalid, and the growth and expansion of markets in a so­
cially and politically fragmented globe have profound consequences for 
the nature and functioning of international politics. What then are 
these consequences that give rise to political responses? 

One consequence of a market economy for domestic and interna­
tional politics is that it has highly disruptive effects on a society; the in­
troduction of market forces and the price mechanism into a society 
tends to overwhelm and even dissolve traditional social relations and 
institutions. The competition of the efficient drives out the inefficient 
and forces all to adapt to new ways. As noted earlier, markets have an 
inherent tendency to expand and bring everything into their orbit. New 
demands are constantly stimulated and new sources of supply sought. 
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further, markets are  subject to  cyclical fluctuations and disturbances 
over which the society may have little control; specialization and its re­
sulting dependencies increase vulnerabilities to untoward events. In 
short, markets constitute a powerful source of sociopolitical change 
and produce equally powerful responses as societies attempt to protect 
themselves against market forces (Polanyi, 1957) .  Therefore, no state, 
however liberal its predilections, permits the full and unregulated de­
velopment of market forces. 

Another consequence of a market economy is chat it significantly af­
fects the distribution of wealth and power within and among societies. 
In theory, all can take advantage of market opportunities to better 
themselves. In practice, however, individuals, groups, or states are dif­
ferently endowed and situated to take advantage of these opportunities 
and therefore the growth of wealth and the spread of economic activi­
ties in a market system tends to be uneven, favoring one state or an­
other. Thus, stares attempt to guide market forces to benefit their own 
citizens, resulting, at least in the short run, in the unequal distribution 
of wealth and power among the participants in the market and the 
stratification of societies in the international political economy (Haw­
trey, 1 9 5 2.) .  

Another important consequence of a market economy for states is  
due to the fact that economic interdependence establishes a power re­
lationship among groups and societies. A market is not politically neu­
tral; its existence creates economic power which one actor can use 
against another. Economic interdependence creates vulnerabilities that 
can be exploited and manipulated. In the words of Albert Hirschman, 
"the power to interrupt commercial or financial relations with any 
country , , . is the root cause of the influence or power position which 
a country acquires in other countries" through its market relations 
(Hirschman, 1 94 5, p. 16) .  In varying degrees, then, economic interde­
pendence establishes hierarchical, dependency, and power relations 
among groups and national societies. In response to this situation, 
states attempt to enhance their own independence and to increase the 
dependence of other states. 

A market economy confers both benefits and costs on groups and so­
cieties. On the one hand, economic specialization and a division of la­
bor foster economic growth and an increase in the wealth of market 
participants. Although gains are unevenly distributed, in general every­
one benefits in absolute terms. Therefore few societies choose to absent 
themselves from participation in the world economic system. Yet, on 
the other hand, a market economy also imposes economic, social, and 
political costs on particular groups and societies, so that in relative 



C H A PTER ONE 

terms, some benefit more than others. Thus, states seek to protect 
themselves and limit the costs to themselves and their citizens. The 
struggle among groups and states over the distribution of benefits and 
costs has become a major feature of international relations in the mod­
ern world. 

CONCLUSION 

The central concerns of this book, then, are the impact of the world 
market economy on the relations of states and the ways in which states 
seek to influence market forces for their own advantage. Embedded in 
this relationship of state and market are three closely related issues of 
importance to the student of politics. The first is the way in which mar­
ket interdependence affects and is affected by international politics and 
in particular by the presence or absence of political leadership. The sec­
ond is the interaction of economic and political change that gives rise 
to an intense competition among states over the global location of eco­
nomic activities, especially the so-called commanding heights of mod­
em industry. The third is the effect of the world market on economic 
development and the consequent effort of states to control or at least to 
be in a position to influence the rules or regimes governing trade, for­
eign investment, and the international monetary system as well as other 
aspects of the international political economy. 

Behind seemingly technical issues of trade or international money 
lurk significant political issues that profoundly influence the power, in­
dependence, and well-being of individual states. Thus, although trade 
may well be of mutual benefit, every state wants its own gains to be dis­
proportionately to its advantage; it wants to move up the technological 
ladder to reap the highest value-added return from its own contribu­
tion to the international division of labor. Similarly, every state wants 
to have its say in decision making about the rules of the international 
monetary system. In every area of international economic affairs, eco­
nomic and political issues are deeply entwined. 

Scholars and other individuals differ, however, on the nature of the 
relationship between economic and political affairs. Although many 
positions can be identified, almost everyone tends to fall into one of 
three contrasting perspectives, ideologies, or schools of thought. They 
are liberalism, nationalism, and Marxism, and the next chapter will 
evaluate their strengths and limitations. In particular, the fundamental 
challenge raised by nationalism and especially Marxism with respect to 
the prospects for the continuation of the postwar liberal international 
economy will be considered. 
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