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1. Global capitalism and WTO

Global capitalism has undergone major changes since the 1990s, taking on a new feature: the fully-fledged implementation of the international division of labor led by multinational corporations with the support of the World Trade Organization (WTO).  The WTO regime that supports global capitalism has the following three characteristics: 

First, it adopts the so-called “fast track” system under which all agreements, including annexes, are dealt with as a package.  The general understanding is that WTO member countries are now allowed to enter their reservation in any provision of the WTO agreement.  In other words, once a country has joined the WTO, it is obliged to accept all provisions of the WTO agreement. 

Secondly, as clear from the list of “Annexes,” the WTO agreement covers a wide range of areas.  The “1994 General Agreement on Tariffs and Trade” in “Annex 1A” is GATT that the WTO inherited at the time of its founding.  All provisions in the agreements after this were newly established at the time, and the range of application was expanded greatly.  Although the new organization was named the “World Trade Organization,” it is not confined to trade itself. It includes trade-related aspects of intellectual property rights, which they say affect trade depending on whether legal protection is in place or not, or on institutional differences.  It includes investment measures on the grounds that direct investment s impact trade.  It also includes provisions regarding trade in services in regard to qualification standards and workers’ migration.  Ostensibly with the aim of leveling the playing ground in international economic competition, the agreement calls for the world economic systems to operate under the unified standards, namely global standards. 

Thirdly, the agreement enabled the powerful international organization to resolve international trade disputes in peculiar ways.  In resolving trade disputes in which WTO member country “A” claims to have suffered damage from the economic policy of country “B”, if the WTO recognized that the country “B” is in violation of the WTO rules, country “A” has the right to invoke sanction measures against country “B”.  In such a case, country “A” can decide which items to be subject to its sanctions.  If country “B” wants to continue to sell the key items to country “A”, it must revoke its policy.  Thus, WTO member countries find it difficult to retain their economic systems that do not accord with WTO rules. 

The WTO uses its own conflict resolution mechanisms to almost forcibly require its member countries to eradicate differences of institutions, making national economic systems conform to the WTO global standards.  Competitiveness is intensifying in the world economy because countries share common playing fields with the economy being further liberalized and countries forced to adopt common institutions under the WTO regime, while adopting neo-liberal policies.

2. New international division of labor and mechanisms of multinational corporations siphoning all benefits

Since the 1990s, the international division of labor under the WTO regime has been led more and more by multinational corporations.  Contemporary multinational corporations tend to outsource production and shift their focus more onto research and development and marketing and sales.  Research and development can bring about huge profits over many years because the new products can monopolize the market for dozens of years thanks to their protection by intellectual property rights, including patents.  In the so-called industrialized markets that can attract many high-income consumers and earn high profits, multinational corporations can exert enormous power to control the market.  This is because they have a marketing edge with their huge sales networks using large-scale retailing stores and mass media as well as brand names giving a sense of security to consumers who have excessive amounts of information.   

On the other hand, manufacturers are being compelled to wage a fierce price competition.  In newly industrializing countries, many companies are engaged in production under contracts with multinational corporations. Competition among these countries for new orders and contract renewals is intensifying.  As various products are being manufactured on global standardization, and parts are more interchangeable than ever, it has become possible for any company to produce replacements of products of any other maker.  With the competitive bidding system having been created on the global scale, the price competition is becoming fierce.  What is more, it is easier today for firs to newly participate in manufacturing business as they can receive technical assistance from multinational corporations.  This is why firms in developing countries are forced to offer the lowest possible prices in bidding simply to be awarded contracts and to make sure that they can survive.  Manufacturers are carrying out production under contracts almost at the cost price. 

Under the WTO regime, firms of industrialized countries try to procure products at the lowest possible prices by increasing the license fees taking advantage of their monopoly of intellectual property rights and while trying to intensify competition for contract awards.  Firms of developing countries are allowed to sell products to limited buyers under license agreements and are unable to transfer technologies or production methods to others.  This makes multinational corporations richer and enables them to invest their abundant funds in the development of technologies and branding strategies in the industrialized countries.  It in turn drives firms in developing countries into adopting a policy of enlarged reproduction maintaining a narrow profit margin and a large sales volume.  The WTO regime perpetuates this internationalized structure of subcontracting production that causes disparities in order to ensure that multinational corporations can maximize their profits.  

This structure will make contemporary multinational corporations tend to evade production at their own plants and outsource production units.  When it comes to corporate activity driven by profits, “productive activity would be worthless,” and if one wants to do business in a rational way, outsourcing production is a rational way of running corporations.  Outsourcing would be to developing countries if it has to do with mass production. It would be to small- and medium-sized businesses in industrialized countries.  Over the last decade, U.S. corporations rapidly turned to outsourcing production and deindustrialization of the domestic economy and rapidly increased imports driving the current account balance into a huge deficit.  This is what the global economy is about.  

3. U.S. financial crisis expanding into global economic crisis

The development of global capitalism helped U.S. multinational corporations retain their high profitability, which in turn gave rise to the stock market and invigorated such areas as finance, insurance and real estate.  The high-rate economic growth attracted investment money from around the world, causing an economic bubble.  However, this way of development of the U.S. economy began teetering following the housing bubble burst, leading to a simultaneous global recession. 

Let us look at how the economic crisis that started in the United States impacted global capitalism’s structure.  In the world economy after 1990, the group of countries with trade balance in the black included China, Japan and Germany as well as oil producing countries and Southeast Asian countries.  The group of countries with trade balance in the red included the United States, and Central and Eastern European countries.  This structure remains unchanged. In 2006, the U.S. share of global deficit accounted for 90 percent. In 2007, the United States was responsible for 85 percent of global deficits.

The amount of U.S. imports more than doubled in 10 years, from one trillion dollars in 1997 to 2.3 trillion dollars in 2007.  This increase of 1.3 trillion dollars was equal to the emergence of another U.S., or to the emergence of two import-heavy countries like Japan, which had a trade deficit of 667 billion dollars (73.3 trillion yen) in 2007.  Under the global economy, the United States rapidly increased imports.  

These huge amounts of imports contributed to the global economy growth. After the U.S. financial crisis, however, the economic current reversed.  The decrease in personal spending in the United States rapidly increased inventory in the distribution sector.  Under the global economy, the increase in goods in stock led to cuts in outside procurement and in the outsourcing of production.  Unlike in the past, when corporations were manufacturing products at their own plants, they would be able to avoid suffering losses caused by the worsening market conditions. And shift the losses onto foreign firms.  Outsourcing production under contract is effective more for cutting production than for increasing production.  The outsourcing of production and the advancement of inventory management technology are behind the mechanisms that extended the crisis abroad. 

As a consequence, the amount of U.S. imports has declined since August 2008. Monthly changes show that the amount of imports began to fall after peaking in July 2008.  In November that year, the amount decreased by 13.7 percent from the previous month, and by 7.7 percent in December.  As a result, U.S. imports dropped by about 30 percent in just five months.  It is almost equal to the disappearance of Japan as a major economy in just several months. 

One characteristic feature of this new international division of labor is that a sharp fall in U.S. imports led to a fall in U.S. exports with a small time lag.  In the structure of international division of labor led by multinational corporations, a fall in imports of finished goods will lead to declines in U.S. exports of raw materials and unfinished goods as well as parts.  As a result, the U.S. material production sector experienced a major decline.  This led to a rapid worsening of the job market for almost all industries and gave rise to employment uncertainty. Since autumn last year, the financial crisis extended into a global economic crisis. 

4. Economic crisis and changing job market

The present economic crisis spread to many countries very quickly because the contemporary world economy has depended on huge mounts of U.S. imports and because production under contract or by subcontractors expanded throughout the world under the WTO regime. 

Under the present economic system in which the world’s corporations adopt a strategy of maintaining a narrow profit margin and a large sales volume, the world’s manufacturers are called upon to respond flexibly to employment so that they can carry out production adjustment in a flexible manner.  With their contracts for production cancelled by multinational corporations and without buyers of their products, they cannot continue to produce goods and secure workers’ jobs.  If they opt to continue to employ workers, their survival will be imperiled, and they will have to go down the road of losers.  Just as the United States did, Japan dramatically changed its labor laws in response to the demands of Japan’s industrial corporations for employment rules that would match practices of global capitalism.  In the ongoing global economic crisis, they are carrying out adjustment of employment by dismissals and other measures apparently in order to practice the saying that “if you are prepared, you don’t have to worry.” 

Bailing out financial institutions and trying to achieve economic recovery by increasing government spending may be ways of dealing with the present economic crisis.  Even though these measures may be able to recover the economy, it will only mean restoring to a status quo ante.  Economic policies that would respond to the needs of the day should include the reform of the WTO system and the reconstruction of a world economy in which production and labor are valued. 
# # # 

WTO Structure
 MARRAKESH AGREEMENT ESTABLISHING THE WORLD TRADE ORGANIZATION (Main agreement)

 Annex1 

   Annex 1A  Multilateral Agreements on Trade in Goods

              GATT 1994

              Agriculture

              Sanitary and Phytosanitary Measures 

              Textile and Clothing 

              Technical Barriers to Trade 

              Trade-related Investment Measures

              Anti-dumping (Article VI of GATT 1994)

              Customs valuation (Article VII of GATT 1994)

              Preshipment Inspection

              Rules of Origin

              Import Licensing 

              Subsidies and Countervailing Measures 

              Safeguards

   Annex 1B  General Agreement on Trade in Services (GATS)

   Annex 1C  Trade-Related Aspects of Intellectual Property Rights (TRIPS)

 Annex 2

     Dispute Settlement Understanding 

 Annex 3

   Trade Policy Review Mechanism

 Annex 4

   Plurilateral Trade Agreements 

            Agreement on Trade in Civil Aircraft

            Agreement on Government Procurement

            International Dairy Agreement

            International Bovine Meat Agreement 

 (Note) Annex 4 can be exempt from the fast-tract rule for countries that are not parties to relevant agreements.

 (Source: WTO legal texts  http://www.wto.org/english/docs_e/legal_e/legal_e.htm)
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