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Tectonic shifts in the structures of international inequality? 

Abstract: The article analyses further develops the neo-dependency approach already presented in the issue 6 of this journal (Tausch, 2005) and looks at recent time series trends in the structure of international capital penetration, international savings, and the dynamics of “unequal transfer” and their effects on social well-being today. It emerges that the European Center is going to become the main loser in the structural changes that affect the position of Europe in the 21st Century. 

The world system approach, pioneered today, above all by Giovanni Arrighi and the late Andre Gunder Frank, teaches us that the centers of gravity in the world economy are dramatically shifting towards the Asia-Pacific region, and that the days of “Eurocentrism” are outnumbered. Foreign savings become an important indicator of the center-periphery structure of the world system and its changing nature (with its ongoing shifts favoring mainly the Asia – Pacific region) as well. Savings rate in Europe almost everywhere decline. It is simply unthinkable that ongoing changes in the structure of unequal transfer (ERDI, with ERDI being the exchange rate deviation index, developed by Stanford Professor Pan Yotopoulos) will not affect the entire system. The center received inputs to the tune of around 8 % of its current GDP through to the middle of the 1990s, however at the end of the 1990s we seem to have arrived at a historical junction where this very structure seems to evaporate and be substituted by another one.By and large, it is shown that the member countries of the “old” EU-15 are on the losing side in the shifts of unequal transfer (ERDI) from 1998 to 2002.. No “old” European country improved its position, on the contrary, “old Europe” becomes a region that is itself a victim of unequal transfer. It also emerges that ceteris paribus the Muslim world indeed became the main loser of these tectonic shifts. It is entirely conceivable that these pressures – as Gernot Kohler has shown – also explain a good part of the negative trends on the labor markets in the Muslim countries and in Europe. It is clear that rising rates of unequal transfer are causing rising rates of unemployment. Our approximate, admittedly crude measure is tto correlate DYN ERDI (in the short term, assuming that this reflects a longer-run tendency as well) with the changes in unemployment over the last 2 decades since 1980, observable from the ILO Laborsta data set. A non-linear function explains 16 % of the rise in unemployment (time series correlations, ILO Laborsta data series).

So, while the Muslim world can optimistically evaluate recent trends in world savings, recent changes in unequal exchange rather differentiate between those Muslim countries with a favorable world economic prospect and those that further remain in a peripheral status. Inter alia, prospects for the following Muslim nations deteriorate due to rising unequal exchange, and they will be faced, according to this analysis, with a rising unemployment: Algeria; Bangladesh; Egypt; Eritrea; Iran, Islamic Rep. of; Kazakhstan; Malaysia; Mali; Mauritania; Morocco; Niger; Pakistan; Senegal; Syrian Arab Republic; Tajikistan; Tunisia; Turkey; Uzbekistan. The escalating violence in former Soviet Central Asia, most notably, Uzbekistan, is a dramatic example for the relevance of this approach. Thus it is shown in this article that transnational integration is and remains to be a contradictory process that does not lead 1:1 to a greater amount of social cohesion and sustainable development in the host countries of transnational penetration. 
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Introduction

This article further develops the analysis already presented in this journal (Tausch, 2005), introducing a dynamic, time-series element into the 

Some theoretical considerations

A rising degree of monopolization in the leading center countries over time determines that, in order to keep the share of wages at least constant, a rising exploitation of the raw material producers sets in to offset the balance. There is a massive, internationally published evidence that speaks in favor of dependency theory (see also Tausch, 2005, for a recent survey). However, it would be wrong to portray dependency simply in terms of MNC penetration, and to neglect other aspects of that relationship. Such authors as Singer and Tausch have put emphasis on the resource balance as an indicator of the weight of foreign saving. Other formulations of dependency insisted on ‘unequal exchange’ which, according to one such formulation, hampers development (i.e. double factorial terms of trade of the respective country are < 1.0; see Raffer, 1987, Amin, 1975). Labor in the export sectors of the periphery is being exploited, while monopolistic structures of international trade let the centers profit from the high prices of their exports to the world markets in comparison to their labor productivity. Since double factorial terms of trade are simply net barter terms of trade weighted by productivities (F) of X, exports, and M, imports, the formula

((PX * FX)/(PM*FM)) = 1 denotes the conditions of ‘equal’ exchange as opposed to unequal transfer:

((PX * FX)/(PM*FM)) = < 1.0 

Nations with 

((PX * FX)/(PM*FM)) = > 1.0 

are the countries that benefited from unequal exchange.

Empirical support for Raffer’s and Gernot Kohler’s reformulation of the theory of unequal transfer is overwhelming. Losses or gains from unequal transfer are calculated as the difference between a "fair value" of exports/imports and the "actual (unfair) value" of exports/imports. The estimation formula is:

T = d*X - X

where

d = the exchange rate deviation index (also designated as "ERD" or “ERDI” in the literature)

X = the volume of exports from a low- or middle-income country to high-income countries (valued at the actual exchange rate)

T = the unrecorded transfer of value (gain or loss) resulting from unequal transfer

The transfer of value from the peripheries to the center, according to this reasoning, is gigantic:

Unequal transfer 1965 and 1995, by Center/Periphery

      

Unequal transfer
       
Gain (+)
      
Loss (-)

    CENTER    PERIPHERY
   (% of OECD GDP)  (% of NON-OECD GDP)

1965   +1.4%         - 1.8 %
1995   +8 %           -24 %


(Number of countries: OECD N=19 (1965) and N=22 (1995); NON-OECD N=88 (1965) and N=97 (1995)) (see Kohler/Tausch, 2002).

This article now looks at changes in the structure of unequal transfer, changes in the structure of international savings, and changes in the structure of MNC penetration, and their effects on social well-being.

Our geographical presentation of the variables used in the analysis will be kept to a minimum, since we mention all the data in the appendix. Among the dependent variables, we just mention MNC penetration, unequal transfer and the resource balance as the three “master variables” of dependency. Unequal transfer is strongest in the periphery, and weakest in the centers, with the semi-periphery showing medium levels of exposure to unequal transfer. Our map might be even termed to be an update of this Wallersteinean concept to the realities of the turn of the Century and Millennium:

Map 1: unequal transfer in the world system
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Note: in all maps in this article, “bis” is shorthand for: “ranging from to”. There are no data for countries marked in green colors.

In general terms, we observe today high levels of MNC penetration in the “dominion economies” like Australia and Canada, in Western Europe, in some parts of Eastern Europe, in Central Asia, other parts of the former USSR, in many parts of Latin America, Southern and Western Africa, in Egypt, in Tunisia, and in China and Southeast Asia:

Map 2: MNC penetration in the world system
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Legend: missing values for Greenland, Suriname, French Guyana, West Sahara, Bosnia/Herzegovina, Serbia, Montenegro, Libya, Iraq, Somalia, Afghanistan and North Korea

Map 3: MNC penetration in the Wider Europe
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During the 1990s, penetration by transnational capital dramatically increased in many parts of Europe (especially in what was described by Donald Rumsfeld
, US Secretary of Defense, recently as “the new Europe”); in eastern Latin America, in Southern Africa, in Central Asia and in South and Southeast Asia. However, there was a dramatic decrease of MNC penetration in most countries of the Arab world during the second half of the 1990s:

Map 4: the increase/decrease of MNC penetration in the world system
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Looking back on short-run dynamics and long-term stagnation

In Tausch (2005), large-scale evidence, based on a static concept of MNC penetration and its effects on growth and well-being were presented. What are now the effects of changes in MNC penetration over time? A constant feature of dependency theories, especially Volker Bornschier’s development theory is the idea that penetration by transnational capital causes short-term dynamism but long-term stagnation. In general terms, we observed at the beginning and in the mid 1990s high levels of existing penetration in the “dominion economies” like Australia and Canada, in Western Europe, in many parts of Latin America, Southern and Western Africa, in Egypt, in Tunesia and on the Arab Peninsula, and in China and Southeast Asia. During the 1990s, penetration by transnational capital dramatically also increased in many parts of Europe (especially in what was described by Donald Rumsfeld
, US Secretary of Defense, recently as “the new Europe”); in eastern Latin America, in Southern Africa, in Central Asia and in South and Southeast Asia. However, there was a dramatic decrease of MNC penetration in most countries of the Arab world during the second half of the 1990s.

In order to test the dynamic relevance of the dependency model proposed by Volker Bornschier, based on MNC penetration and its increases over time, with the new data series provided by UNCTAD (independent variables MNC penetration 1995 and increases of MNC penetration 1995 - 2000) and the UNDP (HDR, 2000; independent variables: development level and all dependent variables), and try to project its consequences for the Muslim world, we calculated the multiple regressions for 14 development dimensions:

development performance = a1 +- b1*first part curvilinear function of development level +- b2*second part curvilinear function of development level +- b3...*transnational investment per GDP (UNCTAD) mid 1990s +- b4 * DYN transnational investment per GDP (UNCTAD) 1995-2000
n = 164 countries
 complete data for GDP PPP, MNC Penetration, DYN MNC Penetration, unequal exchange

This leads to the following results. Bornschier’s theory receives confirmation by the reported performance of the human development indicator increases, and the economic growth theory is confirmed as well, but not at the 5 % level, and several other social indicators correspond in their performance to Bornschier’s implicit assumptions, but in several other cases the dynamism/stagnation approach has to be reversed.

Table 1: social processes, determined by the dynamics of globalization

	
	T-value and direction of effect by DYN MNC PEN
	T-value and direction of effect by MNC PEN


	shape of original Bornschier/Chase-Dunn assumptions confirmed/rejected
	results significant at 10 % level yes

	% parliamentary seats held by women
	3,0633431
	-2,657935
	confirmed
	yes

	female economic activity rate as % of male economic activity rate
	3,6572896
	-3,838198
	confirmed
	yes

	GDP output per kg energy use
	4,1828965
	-3,485711
	confirmed
	yes

	change in human development index, 1990-98
	0,1104156
	-0,049958
	confirmed
	no

	gender empowerment
	0,6812837
	-0,079334
	confirmed
	no

	GNP per capita annual growth rate, 1990-98
	0,4226642
	-0,200435
	confirmed
	no

	teen-age mothers as % of all mothers
	-3,493423
	3,0727787
	confirmed
	yes

	% people not expected to survive age 60
	4,6689891
	-5,757221
	long term good effect by transnational penetration, detrimental effect is short-term
	yes

	CO2 emissions per capita
	3,9199032
	-3,25436
	long term good effect by transnational penetration, detrimental effect is short-term
	yes

	growth of female economic activity (1975=100)
	-2,494461
	2,8265732
	long term good effect by transnational penetration, detrimental effect is short-term
	yes

	human development index
	-4,331852
	6,4773985
	long term good effect by transnational penetration, detrimental effect is short-term
	yes

	infant mortality rate
	6,4089206
	-7,85845
	long term good effect by transnational penetration, detrimental effect is short-term
	yes

	maternal mortality ratio
	5,7001883
	-6,653413
	long term good effect by transnational penetration, detrimental effect is short-term
	yes


That foreign capital so dramatically withdrew from the Muslim region in the world economy should be kept in due consideration in future research. The above model shows that in the Muslim world a number of processes of development, like:

% people not expected to survive age 60

CO2 emissions per capita

growth of female economic activity (1975=100)

human development index

infant mortality rate

maternal mortality ratio

in reality benefited by the withdrawal of transnational capital from the region, while the processes:

% parliamentary seats held by women

female economic activity rate as % of male economic activity rate

GDP output per kg energy use

change in human development index, 1990-98

gender empowerment

GNP per capita annual growth rate, 1990-98

equitable income distribution (as measured by the share of income/consumption richest 20% to poorest 20%)

teen-age mothers as % of all mothers

in reality suffered from the lack of dynamism associated with the massive withdrawal of foreign capital.

In Europe, especially in East Central Europe, where foreign capital penetration dramatically increased, the following societal processes came under pressure from increasing globalization:

% people not expected to survive age 60

CO2 emissions per capita

growth of female economic activity (1975=100)

human development index

infant mortality rate

maternal mortality ratio

However, the following processes benefited from increasing globalization
% parliamentary seats held by women

female economic activity rate as % of male economic activity rate

GDP output per kg energy use

change in human development index, 1990-98

gender empowerment

GNP per capita annual growth rate, 1990-98

equitable income distribution (as measured by the share of income/consumption richest 20% to poorest 20%)

teen-age mothers as % of all mothers

A deep look into the 21st Century

It would be wrong to concentrate in this analysis on the effects of MNC penetration and unequal transfer only. In the post-WWII-world in which the often neglected great political economist Franco Modigliani (1918 – 2003) – who won the Nobel Prize in Economics in 1985 - wrote his path-breaking essays on the life cycle, savings and the wealth of nations, the division between the centers, the peripheries and the semi-peripheries was relatively stable. Franco Modigliani’s political economy has a tremendous message not only for the developed world, but also for the countries of what was once called the “Third World”, and the Muslim world in particular. Modigliani above all shows to us what happens with the saving rate as the main expression of past economic growth and past “mass demand”. 

The centers of gravity in the world economy are dramatically shifting towards the Asia-Pacific region, and he days of “Eurocentrism” are really outnumbered:

Map 5: the political economic geography of saving rates today
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Note: missing values for Greenland, Antarctica, and several countries in the Balkan region, Africa and West Asia
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Note: missing values for Greenland, Antarctica, and several countries in the Balkan region, Africa and West Asia

Modigliani’s central hypotheses on savings are from the standpoint of world system theory:

1) saving rates are independent of per capita incomes

2) economic growth rates determine saving rates

Savings still ARE clearly a function of per capita incomes and the position of a country in the world system, but the geographical map of world savings dramatically changes. The following graph shows that cross-national variations in per capita income explain 30 % of saving:

Graph 1: per capita income and the saving rate
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The correlations of the savings process indicate that it cannot be separated from the today so dramatically changing center – periphery structure that characterizes the entire world system. We just highlight the following interesting relationships. World system and dependency scholars have always maintained that conditions of economic and social “injustice” drain the societal savings rates and block productive investments in the periphery and the semi-periphery. On the other hand, conditions of mass demand, economic justice and economic growth provide a powerful impetus for the savings rate. It is more than symbolic that the highest negative correlation of the savings rate is with the variable: food consumption as % of total household consumption, while the highest positive correlation of the saving rate is with the UNDP human development index. “Social justice” enhances savings.

Hence, foreign savings become an important indicator of the center-periphery structure of the world system and its changing nature (with its ongoing shifts favoring mainly the Asia – Pacific region) as well. Giovanni Arrighi proposed in his provocative analysis of the ‘Long 20th Century’ (1995) the thought that the logic of accumulation on a world-scale is governed by the ups and downs in the succession of regulation and de-regulation, starting from the Venetian (regulatory) and Genoese (deregulated) era of capitalism, followed by the Dutch (regulatory) and British (deregulated) era, and the US hegemony, which - after 1945 - was a regulatory model. From the late 1970s, however, we witness, Arrighi’s argument goes on, again the renewed rise of a deregulated model of world capitalism. 

The often-bemoaned end of the Keynesian era has its real basis; Arrighi’s argument goes, in the shifting accumulation pattern of world capitalism. We agree with Arrighi that the rise of financial capitalism and the decline of productive capitalism are always connected to major shifts in the location of the centers of world capitalism, first from Venice to Genoa, followed by the shift from Genoa to Amsterdam, from Amsterdam to London, from London to New York, and from there on to the capitalist archipelago of East Asia of yesterday, perhaps to be followed by South Asia today (Arrighi, 1995). Arrighi also introduced the important notion that there is certain coexistence in the time-perspective between the ‘different logics’, so that elements of the waning and elements of the emerging order might coincide for years. Arrighi’s sequential model of world capitalism is also a historic interpretation of the old Marxist notion of financial expansion - > material expansion- >financial expansion (MCM’), and as such radically challenges the notion of ‘unchanging’ general laws of rise and decline. Following Arrighi, we postulate that regulatory strategies might have been well compatible with growth under the rise of the Venetian, Dutch, and American era, while at the time of the rise of ‘deregulation’, such deregulatory strategies and not ‘big government’ will be conducive to economic growth..

The past economic growth rate of a country explains – as Modigliani correctly expected – the societal saving rate, but the relationship is smaller than Modigliani suggested:

Graph 2: past economic growth rates and the saving rate
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Foreign savings are significantly determined by the maturity effects of a society (natural logarithm GDP per capita in PPP^2) and the time series trend in the globalization process:

	
	% population, aged >65y, 1998
	% women in government, ministerial level


	World Bank pension reform
	Absence of economic freedom
	military expenditure as % of GDP
	globalization (time series trend
)
	public education expenditure per GDP
	unequal transfer
	EU-membership
	Islamic Conference
	ln(GDP PPP pc)
	ln (GDP PPP pc)^2
	Constant

	foreign saving
	-1,162
	10,769
	-0,908
	-2,167
	0,879
	2,0173
	4,5383
	1,3139
	-0,365
	1,7257
	-0,253
	1,0607
	-22,16

	
	1,3694
	21,525
	3,6296
	4,7828
	1,6674
	0,7419
	3,705
	0,8046
	3,4895
	4,0403
	0,1851
	0,5989
	81,978

	
	0,3783
	11,675
	
	
	
	
	
	
	
	
	
	
	

	
	3,8035
	75
	
	
	
	
	
	
	
	
	
	
	

	
	6221,7
	10224
	
	
	
	
	
	
	
	
	
	
	

	t-Test and direction of the influence
	-0,848
	0,5003
	-0,25
	-0,453
	0,5271
	2,719
	1,2249
	1,6329
	-0,105
	0,4271
	-1,368
	1,7712
	-0,27


Legend: as in all EXCEL 5.0 outprints in this work, first row: unstandardized regression coefficients, second row: standard errors, last row: t-Test and direction the influence (error probability 10 %, two-tailed test. Significant predictors are printed in bold letters. The values immediately below the standard errors are R^2 (third row, left side entry), F, and degrees of freedom (fourth row). The error probability (F) for the entire equation is 0,0002.

	
	error probability



	% population, aged >65y, 1998
	0,399

	% women in government, ministerial level
	0,618

	World Bank pension reform
	0,803

	Absence of economic freedom
	0,652

	military expenditure as % of GDP
	0,600

	globalization (time series trend )
	0,008

	public education expenditure per GDP
	0,224

	unequal transfer
	0,107

	EUmembership
	0,917

	Islamic Conference
	0,671

	ln(GDP PPP pc)
	0,175

	ln (GDP PPP pc)^2
	0,081

	Constant
	0,788


Modigliani was right in assuming – to put in the language of world system theory -  that the dynamics of saving rates reflect the underlying dynamic of the world capitalist system. Our following map clearly shows this:

Map 6: the dynamics of saving rates in the 1990s – correlation of saving rates with the time axis since 1990
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Legend: missing values for Antarctica, some African and Balkan countries
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Legend: missing values for Antarctica, some African and Balkan countries

In the countries of the European Union, the following time series correlations of the saving rate could be observed in the 1990s:

Table 2: time series correlations of saving rates in the European Union from 1990 to 1999

	
	correlations



	Romania
	-0,8470339

	Latvia
	-0,84380293

	Austria
	-0,77071771

	Malta
	-0,72316132

	Spain
	-0,71944302

	Lithuania
	-0,67274426

	Denmark
	-0,66063659

	Estonia
	-0,64190524

	Portugal
	-0,58904695

	Germany
	-0,39101826

	Czech Republic
	-0,32506503

	France
	-0,28439494

	Slovenia
	-0,19324584

	Poland
	-0,169053

	Netherlands
	-0,1399943

	Cyprus
	-0,07700664

	
	

	United Kingdom
	0,16584087

	Slovak Republic
	0,2209186

	Sweden
	0,24781834

	Greece
	0,37351932

	Hungary
	0,46175069

	Belgium
	0,5296027

	Finland
	0,58444329

	Italy
	0,58450995

	Luxembourg
	0,89920109

	Ireland
	0,94321185


Our maps again shows the relevance of the “Re-Orient” hypothesis by Professor Andre Gunder Frank and the dramatic decline and growing impoverishment of the Euro-Atlantic region. The future of the world system lies in the Pacific.

Tectonic shifts in the international system and the Muslim world

Considering the overwhelming influence of the process of unequal transfer for world poverty, it should be noted that the last years brought about dramatic shifts in the structure of unequal transfer. Thought to the end, it can be shown that unequal transfer as an engine of growth in some regions of the center, most notably Europe, disappears. To recall, poverty is determined to 2/3 by unequal transfer. The reciprocal value of the exchange rate deviation index, or ERDI Index, 1/ERDI is the Eurostat “price level” index
 and it neatly determines the buying power of the poorest 20 % in the nations of the world system.

The reciprocal value of the exchange rate deviation index is often being referred to as an indicator of the price level. Pro-globalization scholars expect that the price levels fall under the process of globalization, while in reality a high price level and protection was the engine of economic growth in Europe in the post-WWII-period.

Graph 3: Price level Index and buying power of the poorest 20 % in the countries of the world system
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Source: Our own calculations from UNDP sources

It is now simply unthinkable that changes in the structure of unequal transfer will not affect the entire system. In the language of pro-globalizatiuon scholars, in parts of Europe and the Muslim world, we experienced indeed the expected downward shifts in “price levels” brought about by the openings of borders and institutions, while in other parts of the world, this did not happen or did not happen as dramatically as in these regions.

The center received inputs to the tune of around 8 % of its current GDP through to the middle of the 1990s, however at the end of the 1990s we seem to have arrived at a historical junction where this very structure seems to evaporate and be substituted by another one:
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Map 7: the changing geography of global unequal transfer

[image: image13.wmf]FDI per GDP 2000

UNCTAD data series

45

 bis 

272

  (42)

27

 bis 

45

  (32)

19

 bis 

27

  (28)

13

 bis 

19

  (27)

0

 bis 

13

  (42)

MNC penetration, 2000


[image: image14.wmf] 

DYN ERDI 1998 

-

 2002

 

UNDP figures ranging from .. to

 

0

 

,88

 

 bis 

 

5

 

,03

 

  (33)

 

0

 

,36

 

 bis 

 

0

 

,88

 

  (31)

 

0

 

,15

 

 bis 

 

0

 

,36

 

  (31)

 

-

0

 

,18

 

 bis 

 

0

 

,15

 

  (33)

 

-

2

 

,5

 

 bis 

 

-

0

 

,18

 

  (33)

 

DYN ERDI 1998

-

2002

 


Percentage gains (dark color) or losses (white or lighter colors) 1998 - 2002

[image: image15.wmf] 

UNDP figures for 2002

 

ranging from ... to ...

 

4

 

,36

 

 bis 

 

8

 

,63

 

  (32)

 

3

 

,26

 

 bis 

 

4

 

,36

 

  (33)

 

2

 

,37

 

 bis 

 

3

 

,26

 

  (29)

 

1

 

,

46

 

 bis 

 

2

 

,37

 

  (34)

 

0

 

,81

 

 bis 

 

1

 

,46

 

  (33)

 

ERDI 2002

 


Percentage gains (dark color) or losses (white or lighter colors) 1998 - 2002

[image: image16.wmf] 

DYN ERDI 1998 

-

 2002

 

UNDP figures ranging from .. to

 

0

 

,88

 

 bis 

 

5

 

,03

 

 

 (33)

 

0

 

,36

 

 bis 

 

0

 

,88

 

  (31)

 

0

 

,15

 

 bis 

 

0

 

,36

 

  (31)

 

-

0

 

,18

 

 bis 

 

0

 

,15

 

  (33)

 

-

2

 

,5

 

 bis 

 

-

0

 

,18

 

  (33)

 

DYN ERDI 1998

-

2002

 


Percentage gains (dark color) or losses (white or lighter colors) 1998 - 2002

[image: image17.wmf]Modigliani: growth source of savings

y = 1,8772x + 13,919

R

2

 = 0,1556

-60,00

-40,00

-20,00

0,00

20,00

40,00

60,00

-15,00

-10,00

-5,00

0,00

5,00

10,00

annual growth 1975 - 98 (UNDP)

savings rate 1998 (UNDP)


The main winners and losers of these changes are:

Table 3: the main winners and losers at the turn of the 21st Century in the structures of unequal transfer

	Country code
	changes in unequal transfer 1998 – 2002: increases (+) or decreases (-) in unequal transfer (ERDI)


	unequal transfer 2002
	unequal transfer 1998



	Nicaragua
	-2,49
	3,30
	5,79

	Angola
	-2,29
	2,50
	4,79

	Congo, Dem. Rep. of the
	-1,56
	5,91
	7,48

	Turkmenistan
	-1,31
	2,61
	3,92

	Moldova, Rep. of
	-1,25
	3,88
	5,12

	Kyrgyzstan
	-1,03
	5,06
	6,10

	Romania
	-0,95
	3,20
	4,15

	Yemen
	-0,95
	1,62
	2,57

	Jamaica
	-0,63
	1,32
	1,95

	Zimbabwe
	-0,63
	3,67
	4,31

	Honduras
	-0,61
	2,68
	3,29

	Mexico
	-0,59
	1,42
	2,01

	Jordan
	-0,57
	2,34
	2,91

	Armenia
	-0,51
	4,00
	4,51

	Comoros
	-0,44
	3,33
	3,78

	Sudan
	-0,40
	4,41
	4,81

	Trinidad and Tobago
	-0,37
	1,28
	1,66

	Oman
	-0,35
	1,67
	2,02

	Saint Vincent and the Grenadines
	-0,33
	1,50
	1,83

	Albania
	-0,30
	3,17
	3,46

	Panama
	-0,28
	1,47
	1,76

	Bulgaria
	-0,28
	3,66
	3,94

	Saint Lucia
	-0,27
	1,14
	1,42

	Congo
	-0,26
	1,20
	1,46

	Samoa (Western)
	-0,25
	3,33
	3,58

	Mongolia
	-0,24
	3,82
	4,05

	Azerbaijan
	-0,24
	4,30
	4,53

	Saint Kitts and Nevis
	-0,22
	1,50
	1,72

	Venezuela
	-0,21
	1,43
	1,65

	Kenya
	-0,21
	2,59
	2,80

	Hungary
	-0,20
	2,07
	2,27

	Indonesia
	-0,19
	3,95
	4,14

	Kuwait
	-0,19
	1,07
	1,25

	Barbados
	-0,18
	1,64
	1,82

	Bahrain
	-0,16
	1,56
	1,72

	Côte d'Ivoire
	-0,14
	2,15
	2,28

	Madagascar
	-0,13
	2,77
	2,91

	Bahamas
	-0,12
	1,06
	1,18

	Cyprus
	-0,10
	1,37
	1,47

	Lebanon
	-0,09
	1,12
	1,22

	Ecuador
	-0,09
	1,89
	1,98

	Costa Rica
	-0,08
	2,08
	2,16

	Czech Republic
	-0,08
	2,32
	2,40

	Grenada
	-0,05
	1,75
	1,80

	Guatemala
	-0,04
	2,10
	2,14

	Nigeria
	-0,04
	2,61
	2,65

	United States
	-0,02
	0,99
	1,01

	Georgia
	-0,02
	3,44
	3,46

	Tanzania, U. Rep. of
	-0,01
	2,17
	2,18

	Saudi Arabia
	0,00
	1,47
	1,47

	El Salvador
	0,01
	2,20
	2,18

	Ireland
	0,03
	1,17
	1,15

	Dominican Republic
	0,04
	2,64
	2,60

	United Kingdom
	0,04
	0,99
	0,95

	Antigua and Barbuda
	0,05
	1,14
	1,10

	Lithuania
	0,06
	2,59
	2,53

	Canada
	0,06
	1,29
	1,23

	Iceland
	0,10
	1,00
	0,90

	Sierra Leone
	0,10
	3,38
	3,27

	Norway
	0,10
	0,87
	0,77

	Malaysia
	0,12
	2,34
	2,22

	Syrian Arab Republic
	0,12
	2,96
	2,83

	Korea, Rep. of
	0,13
	1,69
	1,57

	Algeria
	0,14
	3,23
	3,09

	Japan
	0,14
	0,86
	0,72

	Zambia
	0,14
	2,32
	2,18

	Portugal
	0,15
	1,53
	1,38

	Belize
	0,16
	1,88
	1,72

	Sweden
	0,16
	0,97
	0,81

	Malta
	0,17
	1,79
	1,63

	Israel
	0,17
	1,24
	1,07

	Lao People's Dem.  Rep.
	0,17
	5,59
	5,42

	Macedonia, TFYR
	0,18
	3,47
	3,30

	Finland
	0,18
	1,03
	0,86

	Switzerland
	0,18
	0,82
	0,64

	Latvia
	0,19
	2,56
	2,37

	Slovenia
	0,19
	1,65
	1,46

	Spain
	0,19
	1,34
	1,15

	Poland
	0,21
	2,16
	1,95

	Gabon
	0,22
	1,74
	1,52

	Denmark
	0,23
	0,96
	0,73

	Netherlands
	0,23
	1,12
	0,89

	Belgium
	0,25
	1,16
	0,92

	Hong Kong, China (SAR)
	0,25
	1,13
	0,88

	Italy
	0,26
	1,29
	1,02

	Estonia
	0,27
	2,55
	2,29

	France
	0,27
	1,12
	0,85

	Australia
	0,27
	1,36
	1,09

	New Zealand
	0,28
	1,46
	1,18

	Kazakhstan
	0,29
	3,55
	3,27

	Austria
	0,29
	1,15
	0,86

	Slovakia
	0,29
	2,91
	2,62

	Germany
	0,29
	1,13
	0,83

	Benin
	0,31
	2,59
	2,28

	Greece
	0,31
	1,50
	1,19

	Singapore
	0,35
	1,15
	0,80

	Guyana
	0,35
	4,71
	4,36

	Mali
	0,36
	3,09
	2,73

	Dominica
	0,38
	2,00
	1,62

	Turkey
	0,39
	2,42
	2,03

	Sri Lanka
	0,40
	4,08
	3,68

	Niger
	0,44
	4,14
	3,70

	Egypt
	0,45
	2,81
	2,36

	Fiji
	0,45
	2,37
	1,91

	Viet Nam
	0,46
	5,28
	4,82

	Morocco
	0,46
	3,13
	2,67

	China
	0,49
	4,63
	4,14

	Nepal
	0,51
	6,02
	5,51

	Bolivia
	0,52
	2,77
	2,25

	Vanuatu
	0,52
	3,00
	2,48

	Chad
	0,53
	4,25
	3,72

	Tunisia
	0,53
	3,15
	2,62

	Haiti
	0,54
	3,91
	3,37

	Luxembourg
	0,55
	1,30
	0,74

	Russian Federation
	0,56
	3,42
	2,86

	Burkina Faso
	0,57
	4,19
	3,62

	Croatia
	0,58
	2,04
	1,46

	Peru
	0,62
	2,37
	1,75

	Chile
	0,62
	2,38
	1,76

	Senegal
	0,65
	3,16
	2,51

	Botswana
	0,65
	2,64
	1,99

	Mauritius
	0,68
	2,91
	2,23

	Uruguay
	0,75
	2,17
	1,42

	India
	0,77
	5,49
	4,72

	Malawi
	0,77
	3,26
	2,49

	Central African Republic
	0,77
	4,50
	3,73

	Togo
	0,84
	5,00
	4,16

	Thailand
	0,88
	3,40
	2,53

	Philippines
	0,89
	4,28
	3,39

	Belarus
	0,93
	3,83
	2,90

	Bangladesh
	0,94
	4,83
	3,89

	Iran, Islamic Rep. of
	0,95
	4,05
	3,10

	Solomon Islands
	0,95
	3,50
	2,55

	Colombia
	1,01
	3,44
	2,43

	Cameroon
	1,04
	3,46
	2,42

	Pakistan
	1,11
	4,76
	3,65

	Cape Verde
	1,14
	3,83
	2,69

	Guinea-Bissau
	1,15
	5,00
	3,85

	Swaziland
	1,36
	4,08
	2,73

	Brazil
	1,56
	3,00
	1,43

	Namibia
	1,57
	4,24
	2,67

	Cambodia
	1,59
	6,43
	4,83

	Mozambique
	1,63
	5,36
	3,73

	Guinea
	1,70
	5,06
	3,36

	Papua New Guinea
	1,71
	4,36
	2,65

	Gambia
	1,73
	6,00
	4,27

	South Africa
	1,82
	4,38
	2,56

	Eritrea
	2,17
	6,33
	4,16

	Paraguay
	2,18
	4,62
	2,44

	Tajikistan
	2,27
	5,08
	2,81

	Burundi
	2,36
	6,43
	4,07

	Mauritania
	2,39
	6,20
	3,81

	Uganda
	2,41
	5,88
	3,46

	Ukraine
	2,46
	5,72
	3,26

	Ghana
	2,50
	6,95
	4,45

	Argentina
	2,55
	4,05
	1,50

	Ethiopia
	2,89
	8,62
	5,74

	Uzbekistan
	3,17
	5,33
	2,16

	Rwanda
	3,25
	6,12
	2,87

	Lesotho
	3,29
	6,14
	2,85

	Equatorial Guinea
	5,03
	6,67
	1,64


By and large, it is shown that the member countries of the “old” EU-15 are on the losing side in that transnational equation. No “old” European country improved its position, on the contrary, “old Europe” becomes a region that is itself a victim of unequal transfer. It also emerges that ceteris paribus the Muslim world indeed became the main loser of these tectonic shifts. 

Among the losers of these shifts, we find Algeria; Bangladesh; Egypt; Eritrea; Iran, Islamic Rep. of; Kazakhstan; Malaysia; Mali; Mauritania; Morocco; Niger; Pakistan; Senegal; Syrian Arab Republic; Tajikistan; Tunisia; Turkey; and Uzbekistan. The escalating violence in former Soviet Central Asia, most notably, Uzbekistan, is a dramatic example for the relevance of this approach. Latin America, but also most EU countries, often dramatically decreased their “price levels” and increased their world economic vulnerabilities, among them 20 EU nations:

Austria

Belgium

Denmark

Estonia

Finland

France

Germany

Greece

Italy

Latvia

Lithuania

Luxembourg

Netherlands

Poland

Portugal

Slovakia

Slovenia

Spain

Sweden

United Kingdom

A positive sign of a regression coefficient must be interpreted as an increase of the negative phenomenon in the structures of unequal transfer:
Table 4: the determinants of a rising rate of unequal transfer, and a falling international price level 1998 – 2002

	
	changes in (un)equal transfer 1998 – 2002: explaining changes in unequal transfer, 1998 – 2002 (first column, Table 3)

left column: unstandardized regression coefficients

second column: standard error of the estimate
	
	t-test


	% population, aged >65y, 1998
	0,097
	0,273
	r^2=0,145
	F = 1,2416
	0,354

	% women in government, ministerial level
	0,103
	0,095
	
	df = 95
	1,085

	(I-S)/GNP
	-1,835
	1,490
	
	
	-1,231

	Absence of economic freedom
	-0,158
	0,231
	
	
	-0,683

	military expenditure as % of GDP
	-0,001
	0,009
	
	
	-0,064

	MNC PEN 1995
	-0,162
	0,110
	
	
	-1,479

	public education expenditure per GNP
	0,003
	0,052
	
	
	0,065

	unequal transfer
	0,007
	0,005
	
	
	1,266

	EU-membership years by 2004
	-0,009
	0,050
	
	
	-0,177

	Islamic conference
	0,418
	0,220
	
	
	1,902

	ln(GDP PPP pc)
	-0,001
	0,008
	
	
	-0,176

	ln (GDP PPP pc)^2
	0,015
	0,013
	
	
	1,167

	pension reform
	-0,034
	0,036
	
	
	-0,959

	Constant
	7,644
	5,710
	
	
	1,339


Legend: the error probability for the entire equation is rather unsatisfactory (p = 0,264); the error probabilities for the predictors are:

	% population, aged >65y, 1998
	0,7241

	% women in government, ministerial level
	0,2807

	(IS)/GNP
	0,2214

	Absence of economic freedom
	0,4963

	military expenditure as % of GDP
	0,9491

	MNC PEN 1995
	0,1424

	public education expenditure per GNP
	0,9483

	unequal transfer
	0,2086

	EUmembership years by 2004
	0,8599

	Islamic conference
	0,0602

	ln(GDP PPP pc)
	0,8607

	ln (GDP PPP pc)^2
	0,2461

	pension reform
	0,34


It is entirely conceivable that these pressures – as Gernot Kohler has shown – also explain a good part of the negative trends on the labor markets in the Muslim countries and in Europe:

Map 8: the changing structure of unemployment in the world system
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It is clear that rising rates of unequal transfer are causing rising rates of unemployment. An approximate, admittedly crude measure would be to correlate DYN ERDI (in the short term, assuming that this reflects a longer-run tendency as well) with the changes in unemployment over the last 2 decades since 1980, observable from the ILO Laborsta data set. A non-linear function explains 16 % of the rise in unemployment (time series correlations, ILO Laborsta data series).

So, while the Muslim world can optimistically evaluate recent trends in world savings, recent changes in unequal exchange rather differentiate between those Muslim countries with a favorable world economic prospect and those that further remain in a peripheral status. Inter alia, prospects for the following Muslim nations deteriorate due to rising unequal exchange, and they will be faced, according to this analysis, with a rising unemployment:

Algeria

Bangladesh

Egypt

Eritrea

Iran, Islamic Rep. of

Kazakhstan

Malaysia

Mali

Mauritania

Morocco

Niger

Pakistan

Senegal

Syrian Arab Republic

Tajikistan

Tunisia

Turkey

Uzbekistan

Declining unequal exchange – and hence a rising international price level - is to be observed in the following Muslim countries:

Albania

Azerbaijan

Bahrain

Comoros

Indonesia

Jordan

Kuwait

Kyrgyzstan

Lebanon

Oman

Sudan

Turkmenistan

Yemen

Graph 4: the rising rates of unequal transfer and rising unemployment in the world system
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It is shown in this article that transnational integration is and remains to be a contradictory process that does not lead 1:1 to a greater amount of social cohesion and sustainable development in the host countries of transnational penetration. So, in the words of Osvaldo Sunkel:

‘The advancement of modernization introduces, so to speak, a wedge along the area dividing the integrated from the segregated segments (…) The effects of the disintegration of each social class has important consequences for social mobility. (...) Finally, it is very probable that an international mobility will correspond to the internal mobility, particularly between the internationalized sectors (...) The process of social disintegration which has been outlined here probably also affects the social institutions which provide the bases of the different social groups and through which they express themselves. Similar tendencies to the ones described for the global society are, therefore, probably also to be found within the state, church, armed forces, political parties with a relatively wide popular base, the universities etc.’ (Sunkel, 1972: 18-42).

Appendix

The two-tailed t-Test for 30 degrees of freedom or more at the 10 % error probability level
) yields the following results:
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Original data for the analysis of the dynamics in the world system

based on:

Global Development Network Growth Database (William Easterly and Mirvat Sewadeh, World Bank
) 

Laborsta ILO
.

UTIP (University of Texas Inequality Project)

	
	globalization – correlation with time axis 1980 - 2001


	growth – correlation with time axis 1980 – 2001


	inequality – correlation with time axis 1980 - 2001

	Albania  
	0,6202
	0,0407
	0,3412

	Algeria  
	-0,309
	-0,155
	0,4945

	Argentina  
	0,6686
	0,2758
	0,4621

	Armenia  
	0,7608
	0,6811
	0,0338

	Australia  
	0,2031
	0,1635
	0,9271

	Austria  
	0,7848
	0,1916
	0,5785

	Azerbaijan  
	0,7959
	0,4095
	0,7991

	Bangladesh  
	0,6644
	0,0346
	0,9462

	Belgium  
	0,7835
	0,0982
	-0,743

	Bolivia  
	0,7429
	0,7673
	0,5254

	Brazil  
	0,5559
	-0,058
	0,6779

	Bulgaria  
	0,7215
	-0,414
	0,8482

	Burundi  
	-0,4
	-0,499
	0,7678

	Chile  
	0,8015
	0,2271
	0,0647

	China  
	0,8514
	0,0339
	0,9629

	Colombia  
	0,4957
	-0,241
	0,7491

	Costa Rica  
	0,9056
	0,4592
	-0,528

	Cote d'Ivoire  
	0,5822
	0,621
	0,6387

	Croatia  
	0,9047
	0,8229
	-0,1

	Cyprus  
	-0,909
	-0,247
	-0,591

	Czech Republic  
	0,7051
	0,0053
	0,949

	Denmark  
	0,7825
	0,2374
	0,7026

	Egypt, Arab Rep.  
	-0,563
	-0,368
	0,9194

	El Salvador  
	0,4015
	0,7133
	0,695

	Ethiopia  
	0,6858
	0,2333
	0,7431

	Fiji  
	-0,006
	0,0433
	0,0379

	Finland  
	0,5877
	0,0061
	0,3943

	France  
	0,9233
	0,1083
	-0,075

	Gabon  
	0,0583
	0,115
	0,917

	Gambia, The  
	0,7225
	-0,124
	0,9451

	Germany  
	0,7496
	0,2414
	-0,875

	Ghana  
	0,4646
	0,4915
	0,3791

	Greece  
	-0,469
	0,3127
	0,7617

	Guatemala  
	0,0147
	0,6817
	0,6115

	Honduras  
	0,7945
	0,1149
	0,7648

	Hungary  
	0,7605
	0,0948
	0,9323

	India  
	0,8065
	0,0987
	-0,118

	Indonesia  
	0,2286
	-0,354
	-0,758

	Iran, Islamic Rep.  
	0,301
	0,1712
	0,53

	Ireland  
	0,6234
	0,769
	0,777

	Israel  
	0,8512
	0,0171
	0,6332

	Italy  
	0,2579
	-0,262
	0,4941

	Japan  
	0,4288
	-0,464
	0,8147

	Jordan  
	0,1792
	-0,263
	-0,359

	Kenya  
	-0,455
	-0,304
	-0,703

	Kyrgyz Republic  
	0,7427
	-0,123
	-0,398

	Latvia  
	0,8504
	-0,212
	0,9258

	Lesotho  
	0,7341
	0,1742
	0,5112

	Lithuania  
	0,8195
	-0,036
	-0,778

	Madagascar  
	0,6333
	0,4645
	0,4297

	Malawi  
	0,662
	0,262
	0,7718

	Malaysia  
	0,2089
	-0,186
	-0,054

	Malta  
	0,202
	0,3153
	0,7544

	Mexico  
	0,7941
	0,0238
	0,9023

	Moldova  
	0,846
	-0,451
	0,8806

	Mongolia  
	0,8103
	-0,328
	0,3015

	Nepal  
	0,7519
	0,1214
	-0,563

	Netherlands  
	0,7234
	0,5226
	0,8167

	New Zealand  
	0,4086
	0,0023
	0,8273

	Nicaragua  
	0,7882
	0,2836
	-0,067

	Nigeria  
	0,6278
	0,2947
	0,9545

	Norway  
	0,5893
	0,0034
	0,12

	Pakistan  
	0,8626
	-0,737
	0,8276

	Panama  
	0,6544
	0,1293
	0,9285

	Philippines  
	0,7089
	0,1701
	0,8873

	Poland  
	0,9762
	0,4554
	0,7744

	Portugal
	0,9207
	0,2228
	0,7769

	Romania  
	0,8285
	-0,356
	0,922

	Russian Federation  
	0,8337
	-0,439
	0,597

	Senegal  
	0,3988
	0,1891
	0,5737

	Singapore  
	-0,162
	-0,084
	-0,958

	Slovak Republic  
	0,8306
	0,1888
	0,9617

	Slovenia  
	0,4035
	0,7438
	0,8119

	South Africa  
	0,5166
	-0,134
	0,7189

	Spain  
	0,4415
	0,2187
	0,9428

	Sri Lanka  
	0,3462
	0,1164
	-0,626

	Sweden  
	0,6254
	0,1067
	0,6772

	Syrian Arab Republic  
	0,4855
	0,0602
	0,1503

	Thailand  
	0,6762
	-0,283
	-0,266

	Tunisia  
	-0,082
	0,1226
	0,8089

	Turkey  
	0,7793
	-0,016
	0,8074

	Uganda  
	0,8504
	0,5893
	-0,309

	United Kingdom  
	0,594
	0,1656
	0,7432

	United States  
	0,6005
	0,4465
	0,5563

	Venezuela, RB  
	0,7574
	0,1213
	0,8909

	Yemen, Rep.  
	-0,521
	0,4346
	0,1253

	Zambia  
	0,6696
	-0,044
	0,6846

	Zimbabwe  
	0,5739
	-0,31
	0,4364


	Country code
	changes in unequal transfer 1998 – 2002
	correlation of unemployment over time



	Albania
	-0,300
	0,766

	Algeria
	0,140
	0,907

	Argentina
	2,550
	0,898

	Australia
	0,270
	0,070

	Austria
	0,290
	0,358

	Azerbaijan
	-0,240
	0,971

	Bahamas
	-0,120
	-0,574

	Bangladesh
	0,940
	0,814

	Barbados
	-0,180
	-0,093

	Belarus
	0,930
	0,548

	Belgium
	0,250
	-0,708

	Belize
	0,160
	0,030

	Bolivia
	0,520
	-0,298

	Botswana
	0,650
	-0,860

	Brazil
	1,560
	0,855

	Bulgaria
	-0,280
	-0,329

	Canada
	0,060
	-0,458

	Chile
	0,620
	-0,608

	China
	0,490
	0,064

	Colombia
	1,010
	0,503

	Costa Rica
	-0,080
	-0,465

	Croatia
	0,580
	0,956

	Czech Republic
	-0,080
	0,883

	Denmark
	0,230
	-0,971

	Dominican Re-public
	0,040
	-0,840

	Ecuador
	-0,090
	0,725

	Egypt
	0,450
	0,725

	El Salvador
	0,010
	-0,707

	Estonia
	0,270
	0,964

	Fiji
	0,450
	-0,597

	Finland
	0,180
	0,669

	France
	0,270
	0,012

	Georgia
	-0,020
	-0,917

	Germany
	0,290
	0,075

	Greece
	0,310
	0,891

	Guatemala
	-0,040
	-0,701

	Haiti
	0,540
	0,988

	Honduras
	-0,610
	-0,705

	Hungary
	-0,200
	-0,926

	Iceland
	0,100
	-0,598

	India
	0,770
	0,553

	Indonesia
	-0,190
	0,954

	Ireland
	0,030
	-0,851

	Israel
	0,170
	0,662

	Italy
	0,260
	0,489

	Jamaica
	-0,630
	-0,933

	Japan
	0,140
	0,789

	Korea, Rep. of
	0,130
	-0,055

	Latvia
	0,190
	-0,783

	Lithuania
	0,060
	-0,195

	Luxembourg
	0,550
	0,854

	Malaysia
	0,120
	-0,840

	Mauritius
	0,680
	0,997

	Mexico
	-0,590
	-0,288

	Moldova, Rep. of
	-1,250
	-0,978

	Mongolia
	-0,240
	-0,836

	Morocco
	0,460
	-0,950

	Namibia
	1,570
	0,921

	Netherlands
	0,230
	-0,874

	New Zealand
	0,280
	0,067

	Nicaragua
	-2,490
	0,680

	Norway
	0,100
	0,473

	Pakistan
	1,110
	0,789

	Panama
	-0,280
	0,511

	Peru
	0,620
	0,545

	Philippines
	0,890
	0,847

	Poland
	0,210
	0,409

	Portugal
	0,150
	-0,690

	Romania
	-0,950
	-0,567

	Russian Federa-tion
	0,560
	0,669

	Saudi Arabia
	0,000
	0,866

	Singapore
	0,350
	0,016

	Slovakia
	0,290
	0,774

	Slovenia
	0,190
	-0,829

	South Africa
	1,820
	0,987

	Spain
	0,190
	0,060

	Sri Lanka
	0,400
	-0,964

	Sweden
	0,160
	0,648

	Switzerland
	0,180
	0,065

	Tajikistan
	2,270
	0,979

	Thailand
	0,880
	-0,139

	Trinidad and Tobago
	-0,370
	0,120

	Tunisia
	0,530
	0,030

	Turkey
	0,390
	-0,841

	Ukraine
	2,460
	0,882

	United Kingdom
	0,040
	-0,694

	United States
	-0,020
	-0,800

	Uruguay
	0,750
	0,725

	Uzbekistan
	3,170
	0,775

	Venezuela
	-0,210
	0,555

	Zimbabwe
	-0,630
	-0,872
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� Arno Tausch Adjunct Professor (Universitaetsdozent) of Political Science at Innsbruck University, Department of Political Science, A-6020 Innsbruck University; Innrain 52/III; Austria (Founder: Professor Anton Pelinka). Available book publications: � HYPERLINK "http://www.campusi.com" ��http://www.campusi.com�. e-mail address: � HYPERLINK "mailto:Arno.Tausch@bmsg.gv.at" ��Arno.Tausch@bmsg.gv.at�








� See also: � HYPERLINK "http://www.rferl.org/nca/features/2003/01/24012003172118.asp" ��http://www.rferl.org/nca/features/2003/01/24012003172118.asp�





� See also: � HYPERLINK "http://www.rferl.org/nca/features/2003/01/24012003172118.asp" ��http://www.rferl.org/nca/features/2003/01/24012003172118.asp�





� The countries with complete data were: Albania; Algeria; Angola; Antigua and Barbuda; Argentina; Armenia; Australia; Austria; Azerbaijan; Bahamas; Bahrain; Bangladesh; Barbados; Belarus; Belgium; Belize; Benin; Bhutan; Bolivia; Botswana; Brazil; Brunei Darussalam; Bulgaria; Burkina Faso; Burundi; Cambodia; Cameroon; Canada; Cape Verde; Central African Republic; Chad; Chile; China; Colombia; Comoros; Congo; Congo, Dem. Rep. of the; Costa Rica; Côte d'Ivoire; Croatia; Cyprus; Czech Republic; Denmark; Dominica; Dominican Republic; Ecuador; Egypt; El Salvador; Equatorial Guinea; Estonia; Ethiopia; Fiji; Finland; France; Gabon; Gambia; Georgia; Germany; Ghana; Greece; Grenada; Guatemala; Guinea; Guinea-Bissau; Guyana; Haiti; Honduras; Hong Kong, China (SAR); Hungary; Iceland; India; Indonesia; Iran, Islamic Rep. of; Ireland; Israel; Italy; Jamaica; Japan; Jordan; Kazakhstan; Kenya; Korea, Rep. of; Kyrgyzstan; Lao People's Dem. Rep.; Latvia; Lebanon; Lesotho; Lithuania; Luxembourg; Macedonia, TFYR; Madagascar; Malawi; Malaysia; Maldives; Mali; Malta; Mauritania; Mauritius; Mexico; Moldova, Rep. of; Mongolia; Morocco; Mozambique; Namibia; Nepal; Netherlands; New Zealand; Nicaragua; Niger; Nigeria; Norway; Oman; Pakistan; Panama; Papua New Guinea; Paraguay; Peru; Philippines; Poland; Portugal; Qatar; Romania; Russian Federation; Rwanda; Saint Kitts and Nevis; Saint Lucia; Saint Vincent and the Grenadines; Samoa (Western); Saudi Arabia; Senegal; Seychelles; Singapore; Slovakia; Slovenia; Solomon Islands; South Africa; Spain; Sri Lanka; Sudan; Swaziland; Sweden; Switzerland; Syrian Arab Republic; Tajikistan; Tanzania, U. Rep. of; Thailand; Togo; Trinidad and Tobago; Tunisia; Turkey; Turkmenistan; Uganda; Ukraine; United Arab Emirates; United Kingdom; United States; Uruguay; Uzbekistan; Vanuatu; Venezuela; Viet Nam; Yemen; Zambia; Zimbabwe


� time series correlation coefficient for each country of the world system with foreign direct investments per GDP since 1980


� � HYPERLINK "http://www.stats.govt.nz/NR/rdonlyres/F6A402F2-AFC9-475C-9D7D-8F8505CABA40/0/PPPar.pdf" ��http://www.stats.govt.nz/NR/rdonlyres/F6A402F2-AFC9-475C-9D7D-8F8505CABA40/0/PPPar.pdf� and � HYPERLINK "http://europa.eu.int/comm/eurostat/newcronos/reference/display.do?screen=detailref&language=en&product=STRIND_ECOREF&root=STRIND_ECOREF/ecoref/er011" ��http://europa.eu.int/comm/eurostat/newcronos/reference/display.do?screen=detailref&language=en&product=STRIND_ECOREF&root=STRIND_ECOREF/ecoref/er011� . Please note that on the Eurostat website, there is an error in the documentation, but not in the results. A number of European economists, among them Dr. Ewald Walterskirchen from the Austrian Institute for Economic Research (WIFO,) have criticized the “price level” index used by Eurostat. Comparative „price levels“ are, the Eurostat definition goes, the ratio between GDP at purchasing power parities (PPPs) and GDP at market exchange rates for each country. To quote Eurostat:





“Comparative price levels are the ratio between Purchasing power parities (PPPs) and market exchange rate for each country. PPPs are currency conversion rates that convert economic indicators expressed in national currencies to a common currency, called Purchasing Power Standard (PPS), which equalises the purchasing power of different national currencies and thus allows meaningful comparison. The ratio is shown in relation to the EU average (EU-25 = 100). If the index of the comparative price levels shown for a country is higher/ lower than 100, the country concerned is relatively expensive/cheap as compared with the EU average.” (Quotation from Eurostat website, April 6, 2005, at: http://epp.eurostat.cec.eu.int/portal/page?_pageid=1133,1406352,1133_1406373&_dad=portal&_schema=PORTAL 





In the literature, we find a clarification for this somewhat misleading quotation. We have to assume that the Eurostat numerical values for the index were calculated by GDP exchange rates divided by GDP purchasing power parity in line with the logic described, inter alia, by Rao, who supports such a reasoning in a background paper for the UNDP in 1998 by saying:





“The Exchange Rate Deviation Index or ERD is measured as the ratio of GDP at international prices relative to GDP at national prices. Since both are measured in terms of the US $ numeraire, the ratio is the (weighted average) international price level relative to the respective country’s national price level (PIP/PiNP). Following the ICP (i.e. International Comparison Programme (ICP) of the United Nations Kravis et al.) results, this ratio is greater than one for the LDCs and negatively related to income levels. (…) Price levels have risen faster than world price levels for the rich countries while the reverse has been the case for the poor countries. (…) Evidence over several decades thus fails to sustain the expectation of growing price convergence from growing globalization. (…) These findings call for a reassessment of the theoretical basis for favoring liberal, free trade policies, i.e. the mechanisms that are routinely adduced to assert a connection between free trade and growth” (Rao J. M., 1998: 14-15).





But the theoretical problems connected with this concept are manifold and open a veritable Pandora’s box of debates in social and economic theory. The usual explanation for the phenomenon is the different weight of tradables and non-tradables in the GDP of poorer and richer nations. For a heterodox view the recent papers by Stanford emeritus Professor Pan Yotopoulos and Professor Yasuyuki Sawada from the University of Tokyo at http://www.e.u-tokyo.ac.jp/cirje/research/dp/2005/2005cf318.pdf as well as http://siepr.stanford.edu/papers/pdf/99-4.pdf  and http://www.esri.go.jp/en/archive/e_dis/abstract/e_dis007-e.html should be consulted. The argument made by the authors is worthwhile remembering here: „Currency substitution represents an asymmetric demand from Mexicans to hold dollars as a store of value, a demand that is not reciprocated by Americans holding pesos as a hedge against the devaluation of the dollar!“ Yotopoulos and Sawada then establish in their 1999 paper, refined in their 2005 analysis, the so-called Y-Proposition: “in free currency markets hard currencies fluctuate, while soft currencies depriciate systematically (...) The alternative scenario deprives devaluation of any of its remedial properties that in the conventional view lead to a process of stable interactions and equilibrium....” They go on to show that the basic problem of international currency markets is asymmetric reputation. This process of asymmetric reputation of the periphery deepens the cycle of underdevelopment: „Mexico cannot service its foreign debt from the proceeds of producing nontradables. These are traded in pesos. It has instead to shift resources away from the nontradable sector to produce tradable output in order to procure the dollars for servicing the debt (...) The process (...) can create a negative feedback loop that leads to resource misallocation in soft-currency countries (...) This shift of resources represents misallocation and produces inefficiency and output losses (...) Distortions inherent in free currency markets lead to a systematic devaluation of soft currencies – to „high“ nominal exchange rates. Devaluation of the exchange rate means increasing prices of tradables and leads to increased exports. But not all exports are a bargain to produce compared to the alternative of producing nontradables (...) Countries graduate from being exporters of sugar and copra to exporting their teak forests, and on to systematically exporting nurses and doctors, while they re-main underdeveloped all the same. If this happens, it may represent competitive devaluation trade as opposed to comparative advantage trade.“ The authors further explain their ideas by an econometric analysis of economic growth rates in 62 countries from 1970 onwards that shows how this process of competitive devaluation trade leads to stagnation. They also present an economic model in the tradition of Paul Krugman that shows how currency substitution triggers financial crises. In their 2005 paper, the authors show the relevance of their theories with time series data from 153 countries. Thus, if they are correct, a high ratio between purchasing power and GDP at exchange rates, i.e. an under-valued currency, will lead to stagnation. The countries with the strongest currencies, like Denmark, Finland, Sweden, are typical centers of the capitalist world economy with a favorable ratio of tradables to non-tradables, while the countries with a Eurostat “good” low price level, like Turkey, are countries with an unfavorable relation between tradables and non-tradables, suffering from what neo-Marxists like to call “unequal transfer” or “unequal exchange”. As Tausch has shown in recent publications, a high unequal transfer (always defined as GDP per capita PPP divided by GDP per capita exchange rates) is another way of saying that a country is a periphery, while a strong currency is always an indicator of a country being in the center of the capitalist world economy. At any rate it is highly questionable to use an indicator of what Professor Yotopoulos calls “asymmetric reputation” of currencies or the absence of it as an indicator of “comparative price levels”. The model country for price stability according to this logic would be Russia, Thailand, and Indonesia etc. after their currency debacles at the end of the 1990.


� (p<.10; two-tailed test)


� These calculations were performed with the T-VERT and F-VERT routines in the EXCEL program.


� � HYPERLINK "http://www.worldbank.org/research/growth/GDNdata.htm" ��http://www.worldbank.org/research/growth/GDNdata.htm�


� � HYPERLINK "http://laborsta.ilo.org/" ��http://laborsta.ilo.org/�. 


� � HYPERLINK "http://utip.gov.utexas.edu/" ��http://utip.gov.utexas.edu/�
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