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In this short extract from John Gray’s book False Dawn he develops a powerful analysis of the deepening instability that global free-market capitalism creates. Gray’s central message is that the break neck pursuit of American-styled laissez-faire free market capitalism with its emphasis on highly deregulated markets engineered and supervised by weak nation states is based upon a number of false premises and half truths. It will not lead to the utopia of a single, super-efficient, wealth-generating global market that the free-market fundamentalists promised, but its opposite: a sort of permanent anarchy.

Gray’s analysis shows how globalised markets throw all types of capitalism –not least the free-market varieties – into flux. This creates anarchic global markets that destroy old capitalisms and spawn new ones, while subjecting all too unceasing instability. In concluding his thinking on the current state of global capitalism Gray considers that ‘like other twentieth-century utopias, global laissez-faire – together with its casualties – will be swallowed into the memory hole of history’.
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In this short extract from John Gray’s book False Dawn he develops a powerful analysis of the deepening instability that global free-market capitalism creates. Using the following eight strands he articulates his main arguments that:

1. Both regulated markets and free-markets are the creation of strong government. However regulated markets are the economic norm;

2. Democracy and free markets are competitors not partners;

3. Communism as an economic system is irretrievable;

4. Former communist countries have not adopted western economic models of capitalism;

5. Though supporting different economic systems both communism and free-market rationalism are part of the Enlightenment project and have much in common;

6. The global free market is an American project;

7. Virulent free-markets create chronic insecurities that erode and undermine societal values and cultural norms; and

8. The United States does not have sufficient dominant power to impose a universal global free-market even for a short period of time.

Gray’s message is that the break neck pursuit of American-styled laissez-faire free-market capitalism with its emphasis on highly deregulated markets engineered and supervised by weak nation states is based upon a number of false premises and half truths. It will not lead to the utopia of a single, super-efficient, wealth-generating global market that the free-market fundamentalists promised, but its opposite: a sort of permanent anarchy.

Gray’s analysis shows how globalised markets throw all types of capitalism –not least the free-market varieties – into flux. This creates anarchic global markets that destroy old capitalisms and spawn new ones, while subjecting all too unceasing instability. In concluding his thinking on the current state of global capitalism Gray considers that ‘like other twentieth-century utopias, global laissez-faire – together with its casualties – will be swallowed into the memory hole of history’.

The Argument of False Dawn

First Strand

The free-market is not – as today’s economic philosophy supposes – a natural state of affairs which comes about when political interference with the market exchange has been removed. In any long and broad historical perspective the free-market is a rare, short-lived aberration. Among recent experiments in engineering the free-market in late twentieth-century conditions are those of Britain (1979 – 1997), the United States, Australia, and New Zealand. All of which are a consequence of neo-liberal policies.

Regulated markets are the norm, arising spontaneously in the life of every society. The free-market is a construction of state power. The idea that free-markets and minimum government go together, which was part of the stock in trade of the New Right (neo-conservatives), is an inversion of the truth. Since the natural tendency of society is to curb markets, free-markets can only be created by the power of a centralised state. Free-markets are creatures of strong government and cannot exist without them. This is the first argument of False Dawn.

It is well illustrated by the short history of nineteen-century laissez-faire. The free-market was engineered in mid-Victorian England in exceptionally propitious circumstances. Unlike other European countries, England had long traditions of individualism. For centuries yeoman farmers were the basis of its economy. But only by Parliament using its power to amend and destroy old property rights and create new ones – through Enclosure Acts in which much of the country’s common land was privatised – did an agrarian capitalism of large landed estates come into being.

Laissez-faire came about in England through a conjunction of favourable historical circumstances with the unchecked power of a Parliament in which most English people were unrepresented. By the middle of the nineteenth century, through Enclosures, the Poor Laws and the repeal of the Corn Laws, land, labour and bread were commodities like any other: the free market had become the central institution in the economy.

But the free-market lasted in England for barely a generation. (Some historians have even made the hyperbolic claim that there never was an era of laissez-faire.) From the 1870s onwards, it was gradually legislated out of existence. By the First World War, markets had been largely regulated in the interests of public health and economic efficiency, and government was active in supplying a range of vital services, notably schools. Britain continued to have a highly individualistic variety of capitalism, and free trade survived until the catastrophe of the Great Depression; but political control over the economy had been re-asserted. The free-market was regarded as a doctrinaire excess or else a mere anachronism – until it was revised by the New Right in the 1980s.

The New Right was able to alter political and economic life irreversibly in the countries in which it gained power – but it failed to achieve the hegemony to which it aspired. In Britain, the United States, Australia and New Zealand, together with some other countries such as Mexico, Chile and the Czech Republic, governments heavily influenced by free-market ideas were able to dismantle much of their corporatist or collectivist inheritances. But in every case the initial coalitions that made free-market policies politically possible were undermined by the medium-term effects of these same policies.

Selling off social housing – one of the key Thatcherite policies in the UK – was a success so long as house prices were rising. When they fell abruptly and millions were trapped in negative equity it became a political liability. Privatising public assets and freeing up markets were politically advantageous only so long as a booming economy masked their deeper impact, which was to compound economic insecurity. When economic downturn made that effect palpable New Right governments began to live on borrowed time.

In most countries, the political beneficiary of neo-liberal economic reform has turned out to be the soft Left. As in the late-nineteenth century, so in the late-twentieth century, the socially destructive effects of free markets have made them politically unsustainable.

Second Strand

That leads on to the second strand in False Dawn: democracy and the free market are competitors rather than partners. ‘Democratic capitalism’ – the vacuous rallying cry of neo-conservatives everywhere – designates (or conceals) a deeply problematic relationship. The normal concomitant of free-markets is not stable democratic government. It is the volatile politics of insecurity.

Now and in the past, in virtually every society, the market has been curbed so that it does not thwart too severely vital human needs for stability and security. In late modern contexts, free-markets have normally been tempered by democratic governments. The withering away of the free-market in its purest mid-Victorian form coincided with the widening of the franchise. As English laissez-faire retreated with advancing democracy, so in most countries the excesses of the 1980s have been moderated – under the pressures of democratic competition – by successor governments. Yet at the global level the free-market remains unchecked.

One historic project of reconciling the market economy with democratic government has gone into what looks like a final retreat. European social democracy continues to exist as a number of actually existing regimes. But social democratic governments lack the leverage over economic life which they were able to exercise during their period of post-war success. Global bond markets will not allow social democracies to borrow heavily. Keynesian policies are not effective when in open economies from which capital can exit at will. Worldwide mobility of production allows enterprises to locate where regulatory and tax burdens are least onerous.

Social democratic governments no longer have the resources to pursue their goals by social democratic means. As a result, in most continental European countries, mass unemployment is a problem without any evident solution. In a few cases, special circumstances – such as windfall gains from oil in Norway – have given social democratic regimes another lease of life. But in general terms the contradiction between social democracy and global free-markets seems irreconcilable.

There are today few effective institutions of global economic governance, and none that is even remotely democratic. Achieving a humane and balanced relationship between government and the market economy remains a distant aspiration.

Third Strand

Thirdly, socialism as an economic system has broken down irretrievably. In both human and economic terms, the legacy of socialist central planning has been ruinous. The Soviet Union was not a regime that achieved rapid progress at regrettably high human cost. It was a totalitarian state that killed or ruined the lives of millions of people and devastated the natural environment. Except in the enormous military sector and in some areas of public health, the Soviet Union had few genuine economic or social achievements. In Maoist China the loss of life through state-induced famines and terrors and the destruction of the natural environment may have been greater even than in the Soviet Union.

Whatever else the coming century may bring, the collapse of socialism looks irreversible. For the future we can foresee, there will not be two economic systems in the world, but only varieties of capitalism.

Fourth Strand

Fourth, though the implosion of Marxian socialism has been welcomed in western countries, especially the United States, as a triumph for free-market capitalism, it has not been followed in most formerly communist countries by the adoption of any western economic model.
In both Russia and China the disappearance of communism has revived indigenous types of capitalism, in both cases deformed by their communist inheritance. The Russian economy is dominated by a species of criminal syndicalism. The proximate origins of this peculiar economic system are in the Soviet illegal economy, but it has some points of resemblance with the mixed capitalism of large, state-controlled enterprises and wild entrepreneurship that flourished in the last decades of Tsarism. Capitalism in China has much in common with that practised all over the world by the Chinese diaspora, notably in the crucial role in business played by kinship relations, but it too is pervaded by corruption and by the commercialisation of institutions – including the military – that have been inherited from the communist era.

Conventional opinion perceives the collapse of communism as a victory for ‘the West’. In fact, Marxian socialism was a prototypically western ideology. Over the long haul of history, the disintegration of Marxian socialism in Russia and China represents a defeat for all western models of modernisation. The breakdown of central planning in the Soviet Union and its dismantlement in China marked the end of an experiment in forced-march modernisation in which the model of modernity was the nineteenth century capitalist factory.

Fifth Strand

In its fifth stand, False Dawn argues that, though they support different economic systems, Marxism-Leninism and free-market economic rationalism have much in common.

Both Marxism-Leninism and free-market economic rationalism adopt a Promethean attitude to nature and exhibit scant sympathy for the casualties of economic progress. Both are variants of the Enlightenment project of supplanting the historic diversity of human cultures with a single, universal civilisation. A global free-market is that Enlightenment project in its latest – perhaps last –form.

Much current debate confuses globalisation, an historical process that has been underway for centuries, with the ephemeral political project of a worldwide free-market. Properly understood globalisation refers to the increasing interconnection of economic and cultural life in distant parts of the world. It is a trend that can be dated back to the projection of European power into other parts of the world in imperialist policies from the sixteenth century onwards.

Today, the main motor of this process is the rapid diffusion of new, distance-abolishing information technologies. Conventional thinkers imagine that globalisation is tending to create a universal civilisation by way of the worldwide spread of western – and, more particularly, Anglo-Saxon – practices and values.

In fact, the development of the world economy has been mostly in the other direction. Globalisation today differs from the open international economy that was set up under European imperial auspices in the four or five decades before the First World War (1914 – 1918). In the global market no western power has the supremacy possessed by Britain and other European powers at that time. Indeed, over the longer run, the banalisation of new technologies throughout the world works to erode western power and values. The spread of nuclear weapons technology to anti-western regimes is only a symptom of a larger trend.

Globalised markets do not project the Anglo-American free-market throughout the world. They throw all types of capitalism – not least the free-market varieties – into flux. Anarchic global markets destroy old capitalisms and spawn new ones, while subjecting all too unceasing instability.

The Enlightenment idea of a universal civilisation is nowhere stronger than in the United States, where it is identified with the universal acceptance of western – that is to say American – values and institutions
. The idea that the United States is a universal model has long been a feature of American civilisation. During the eighties, the New Right was able to co-opt this idea of a national mission in the service of free-market ideology. Today the worldwide reach of American corporate power and the ideal of a universal civilisation have become indistinguishable in American public discourse.

Yet the claim of the United States to be a model for the world is accepted by no other country. The costs of American economic success include levels of social division – of crime, incarceration, racial and ethnic conflict and family and community breakdown – that no European or Asian culture will tolerate.

The notion that the United States leads an expanding bloc of western nations is almost the reverse of the truth. In present circumstances, ‘the West’ is a category which has ceased to have a definite meaning – except in the United States, where it denotes an atavistic resistance to the unalterable realities of multiculturalism.

The United States is increasingly at odds with other ‘western’ societies in many of its domestic and foreign policies. In the extremity of its divisions and the militancy of its commitment to free-markets, the US is a singularity. Though they continue to share vital interests, Europe and the United States are drawing further apart in their cultures and values. In retrospect, the period of close cooperation extending from the Second World War to the immediate aftermath of the Cold War may well appear as an aberration in the relations of the United States with Europe.

The longer historical pattern in which American civilisation sees itself as sui generis and as having little in common with the Old World is reasserting itself. In a curious irony, the appropriation of the American faith that it is a universal model by the neo-conservative ascendancy seems to be accelerating the process whereby the United States ceases to be a European, ‘western country’.

Sixth Strand

The fusion of American exceptionalism with free-market ideology is the sixth strand in False Dawn. The global free market is an American project. In some contexts, American companies have benefited from it, as free-markets have reached into hitherto protected economies. But this does not mean that global laissez-faire is a mere rationalisation of American corporate interests.

A global free-market has no long-term winner. It no more works in the interests of the American economy than in any other. Indeed, in a large dislocation of world markets the American economy would be more exposed than many others.

Global laissez-faire is not a conspiracy of corporate America. It is a tragedy - one of several that have occurred in the twentieth century – in which an hubristic ideology runs aground on enduring human needs that it has failed to comprehend.

Seventh Strand

Amongst the human needs that free-markets neglect are the needs for security and social identity that used to be met by the vocational structures of bourgeois societies. A contradiction has emerged between the preconditions of an intact bourgeois civilisation and the imperatives of global capitalism. This is the seventh strand: the chronic insecurities of late modern capitalism, especially in its most virulent free-market variants, corrode some of the central institutions and values of bourgeois life.

The most notable of these social institutions may be that of the career. In traditional bourgeois societies, most middle-class people could reasonably expect to spend their working lives in a single vocation. Few can now harbour any such hope. The deeper effect of economic insecurity is not to multiply the number of jobs each of us has in a working lifetime. It is to make the very idea of a career redundant.

In the lives of the working majority, an old-fashioned career in which professional seniority tracks the normal life cycle is barely a memory. As a result, familiar contrasts between middle-class and working-class life have diminished reality. The post-war trend to embourgeoisment is being reversed, and working people are being in some degree re-proletarianised.

Though ‘de-bourgeoisification’ may have advanced furthest in the US, economic insecurity is increasing in nearly all the world’s economies. This is partly a side effect of global free-markets, whose workings mimic Gresham’s Law (which says that bad money drives out good) by making socially responsible varieties of capitalism progressively less sustainable. Worldwide mobility of capital and production triggers a ‘race to the bottom’, in which more humane capitalist economies are compelled to deregulate and trim back taxes and welfare provision. In this new rivalry all the varieties of capitalism that competed during the post-war period are mutating and metamorphosing.

Eighth Strand

The eighth strand in False Dawn considers what can be done. The US does not have the hegemonic power needed to make a universal free market a reality, even for a short time. But it certainly has the power to veto reform of the world economy. So long as the US remains wedded to ‘the Washington consensus’ on global laissez-faire there can be no reform of world markets. Proposals such as the ‘Tobin tax’ – a world wide levy on speculative currency transactions named after the American economist who proposed it – will remain dead letters.

In the absence of reform, the world economy will fragment as its imbalances become insupportable. Trade wars will make international cooperation more difficult. The world economy will fracture into blocs, each riven by struggles for regional hegemony.

‘The Great Game’, in which world powers struggled a century ago for control of oil in Central Asia, may well recur in the coming century. When states are rivals for control of scarce natural resources military conflicts will be harder to avert. Weak authoritarian regimes will seek to shore themselves up by military adventures. Slobodan Milosevic, the neo-communist leader of what remains of Yugoslavia, may prove a prototype for authoritarian demagogues in many other countries.

As global laissez-faire breaks up, a deepening international anarchy is the likely human prospect.
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Footnotes

� Not all Enlightenment thinkers understood a universal civilisation on the terms that were Europocentric. For a discussion of this point in relation to the paradigm Enlightenment thinker see Voltaire and Enlightenment, John Gray, Orion, London, 1998.
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