CHAPTER V
PROFIT AND ACCUMULATION: SYSTEMIC CYCLES AND SECULAR TRENDS
Chapter 1 of this book has argued that the operation and expansion of the capitalist world-economy have depended upon the construction of a series of dynamic balances between inter-state competition and hegemonic powers.  The competition between multiple political structures is indispensable for the state-capital relationship to be sufficiently favorable for profit-making and capital accumulation.  However, unconstrained competition between states would undermine the long-term, common interests of the system as a whole and lead to the common destruction of all.  To prevent “the tyranny of small decisions,” a hegemonic power must emerge from time to time, that would temporarily rise above the narrow interests of inter-state competition and provide “system-level solutions to system-level problems.” (Arrighi and Silver 1999:28)
Before the nineteenth century, the “system-level problems” primarily involved the construction and consolidation of the European wide balance of power and “peace” (to prevent major wars between core states).  Since the nineteenth century, as the size and complexity of the capitalist world-economy grow, the system-level problems have expanded to include the management and regulation of the global economy as well as the construction of global social compromise.  To effectively address these system-level problems, a hegemonic power must be equipped with the necessary political and economic capacity.  As a necessary (but not sufficient) condition, the hegemonic state must have the greatest control over “globally effective means of violence and universally accepted means of payment” (Arrighi, Hui, Ray, and Reifer 1999:38).  For the control over both to be sustained over a sufficiently long period of time, they must rest upon the hegemonic state’s superiority in production capacity defined in terms of both absolute size of economic output and technological advantage.

Once a hegemonic state established effective “leadership” over the capitalist world-economy, favorable conditions were created for capital accumulation that would lead to a period of comparatively rapid expansion of material production and trade, which often lasted several decades.  Expansion, however, led to the increase in the system’s “volume and dynamic density,” defined as the number of “socially relevant units” within the system and the density of transactions between them (Arrighi and Silver 1999:30).  Expansion created conditions for new states and new capitalist businesses to emerge, undermining the old monopolies of the incumbent hegemony and generating new profit opportunities that tended to favor the rising states and businesses rather than those associated with the incumbent hegemony.  Expansion also led to the rise of new social forces that were not incorporated in the existing system-wide social compromise but had grown to be powerful enough to challenge the existing social arrangement.

Thus, sooner or later, inter-state, inter-capitalist, and social conflicts would re-emerge and intensify.  As the conflicts grew beyond the regulating capacity of the incumbent hegemony, the existing hegemonic structure entered into “systemic chaos.”  The system-wide rate of return on capital fell and capitalists responded to the declining profitability by holding a greater proportion of their capital in “liquid” form (as the mobile financial capital).  Confronted with the crisis, the declining hegemony had in the past responded by taking advantage of its continuing dominance over the mobile financial capital.  The profits from financial accumulation were, moreover, temporarily inflated by the inter-state, inter-capitalist, and social conflicts.  The period of financial expansion helped to temporarily re-inflate the power and wealth of the declining hegemony and contain the challenge to its dominance.  However, by redistributing income and wealth from all social groups to those that control the mobile financial capital, financial expansion inevitably tended to widen and deepen the various underlying conflicts that would eventually overwhelm the incumbent hegemony and lead to “systemic breakdown.”
The successive alternations of “material expansion” and “financial expansion” have formed a series of what Giovanni Arrighi refers to as the “systemic cycles of accumulation.”  Systemic breakdowns suggest that the “volume and dynamic density” of the world-system have grown beyond the organizational capabilities of the existing hegemonic structure.  For the capitalist world-economy to be successfully restructured, a new hegemonic structure with greater system-level organizational capabilities has to be constructed.  As the system’s volume and density become progressively greater, the hegemonic state that is capable of regulating the system must also be progressively larger in territorial size and organizational capabilities.  While the United Provinces hardly constituted a nation-state, the United Kingdom was a national state with imperial domains encompassing the entire world, and the United States was a continent-sized state whose territorial size dwarfed the typical European nation-states.  As the capitalist world-economy expanded in width and depth, the traditional city-states and nation-states have become too “small” to be a player in the hegemonic competition (Arrighi, Hui, Ray, and Reifer 1999:37-38).
A continent-sized state or bloc of states is probably the largest possible political unit that can be accommodated in the capitalist world-economy without undermining the necessary condition of inter-state competition.  It seems that the capitalist world-economy, through successive expansions, has reached one of its historical limits.  Its volume and density have by now grown to the point that it cannot be effectively regulated by any political unit that is smaller than a continent-sized state and as its volume and density keep growing, the effective regulation of the system would probably require some unit that is significantly larger than a continent-sized unit.  On the other hand, any political unit that is significantly larger than a continent-sized state could be politically overwhelming that it would in effect end inter-state competition and remove a necessary condition for an economic system based on the endless accumulation of capital.  To the extent this dilemma cannot be resolved within the historical framework of the existing world-system, we are approaching the moment of demise of the capitalist world-economy.

THE RISE AND FALL OF THE DUTCH HEGEMONY
The conclusion of the Thirty Years’ War (1618—1648) marked the final failure of the Spanish attempt to build a European “world-empire.”  The Dutch United Provinces played a leading role in the protracted struggle against imperial Spain.  The Treaties of Westphalia (1648) formalized a European inter-state system based on balance of power.
The United Provinces was considered by historians as less than a fully modern state.  Nevertheless, in the seventeenth century, its commercial and financial strength (based on monopoly over the Baltic trade and leadership in ship-building) was sufficient for it to occupy a commanding position in the early capitalist world-economy.  However, once the emerging nation-states (such as Britain and France) were no longer threatened by imperial conquest, they were able to undermine the Dutch source of wealth and power through mercantilism and overseas expansion (which denied the Dutch access to their home and colonial markets).  As the large nation-states gained in strength, the Dutch simply did not have the territorial size and manpower to stay in the game of hegemonic power struggle.  After three Anglo-Dutch wars from the 1650s to the 1670s, the Dutch was reduced irreversibly to a junior military partner of Britain.

While the Dutch commercial and diplomatic supremacy disintegrated, Amsterdam remained the financial center of Europe.  During the relatively peaceful years of the early eighteenth century, Amsterdam accumulated abundant liquid capital in the form of precious metals.  After 1740, when inter-state struggle re-intensified, the Dutch was able to profit from a splendid financial expansion.  “All the states of Europe were queuing up in the offices of the Dutch money-lenders,” and at one point, the Dutch held a quarter of the total English debt (Braudel 1984:246-247).
In a pattern to be repeated by the later hegemonies, the financial expansion would prove to be the “autumn” of the incumbent hegemony.  While it allowed the Dutch hegemony to reap the benefits from the previous material expansion by profiting from its accumulated liquid capital, it accelerated the Dutch decline as the Dutch capital financed the British struggle for hegemonic power and inter-state and social conflicts were further intensified.  From the 1760s to the 1780s, Amsterdam was hit by three major financial crises and the Dutch financial supremacy was terminated (Arrighi, Hui, Ray, and Reifer 1999:39-56).
Figure 5.1 presents the long-term movement of the nominal interest rates, the yield on British Consols (the British indefinite government bond) from 1756 to 2006 and the rate of interest on US corporate bonds from 1919 to 2006.  From the mid-eighteenth century to the present, there have been three major surges in nominal interest rates.  The first took place from the 1770s to the 1810s, during the Dutch financial crises and the Napoleonic war.  The second took place in the 1910s and 1920s, during the First World War and the short-lived postwar expansion when financial speculation drove up demand for liquid capital.  In these two cases, surge in nominal interest rates took place towards the end of the financial expansion and as the decline of the incumbent hegemony was entering into the phase of systemic breakdown.  However, as the third major surge took place in the 1970s and 1980s, the US was still in its early stage of financial expansion and hegemonic decline.  The very high nominal interest rates in this period largely reflected the unprecedented inflation rates.  The difference in the behavior of nominal interest rates reflects important changes in the system’s operations.
[Figure 5.1 is about here]  

THE RISE AND FALL OF PAX BRITANNICA
Capitalism is an economic system based on the production for profit and the pursuit of capital accumulation.  Capitalist expansions are characterized by rising and relatively high profit rates and periods of accumulation crisis are characterized by falling and relatively low profit rates.  The profit rate is defined as the ratio of the profit over the capital stock, which in turn depends on the profit share and the output-capital ratio:

The Profit Rate = Profit / Capital Stock = (Profit / Output) * (Output / Capital)

In this chapter, the profit is defined as all property incomes or the value of output less wage cost and taxation cost.  The Appendix of this chapter presents the sources and the construction of the profit rate data used in this chapter.

Figure 5.2 presents two measures of the profit rate for the British capitalist economy over the period 1855—2006.  One includes only the domestic profits (“domestic profit rate”), and the other includes both the domestic and the overseas profits made by the British capitalists (“national profit rate”).  Both are presented in ten-year moving averages to smooth out short-term fluctuations.

[Figure 5.2 is about here]

With the Peace of Vienna (1815), Britain became the indisputable master of the European balance of power.  The following century became what Karl Polanyi referred to as “a hundred years’ peace” in Europe.  After 1849, Britain adopted unilateral free trade, which cheapened the cost of raw materials for the British industry and opened up markets for the European and American exports.  A “virtuous circle” was developed, leading to the system-wide material expansion from the 1830s to the 1860s.

The British hegemony rested upon its industrial monopoly and its global colonial empire.  However, the very success of the British-led material expansion led to the spread of industrialization.  New technologies (such as railways) were heavily capital-intensive.  Squeezed between intensified price competition and the rising cost of fixed investment, the profit rate declined, leading to the “Great Depression” of 1873—1896.
During the late nineteenth century Great Depression, Britain ceased to be the workshop of the world.  Germany and the US emerged as leading industrial powers.  However, as the capitalist world-economy resumed expansion, Britain’s position as the world’s financial “clearinghouse” was reinforced.  The one and a half decade before the First World War was known to the Europeans as the Edwardian belle époche.  The British overseas investment surged, much of which went to the US.  Before the First World War, the British overseas assets accounted for about a half of the total British national assets (Arrighi, Barr, and Hisaeda 1999:132-133; Arrighi, Hui, Ray, and Reifer 1999:58-68).
Figure 5.2 shows that the British profit rate fell significantly during the 1870s.  The following financial expansion led to a dramatic re-inflation of the British profit rate, and especially the profits from overseas investment.  From the 1890s to the 1910s, the overseas profits contributed nearly ten percentage points to the national profit rate.  However, the financial expansion proved to be the last act of the British hegemonic drama before the final breakdown.  In the rest of the twentieth century, both the British profit rate and the British hegemony suffered irreversible declines.

As transportation was revolutionized by steamships and railways, Britain lost its traditional insularity from continental Europe and had to bear much higher protection cost of its colonial empire.  Industrialization of armament production increased the financial cost of war and favored rising industrial powers such as Germany and the US.  In the First World War, Britain could no longer rely upon its traditional low-cost strategy of balancing one power on the continent against another and had to throw in an enormous army manned by its own soldiers.
During the war, Britain liquidated its overseas assets and its financial dominance was irremediably undermined.  The greatly weakened London no longer had the financial resources to regulate the world monetary system and could not offset the destabilizing US capital flows.  As the Great Depression started, Britain went off the gold standard and ended the unilateral free trade.
With the end of the Second World War, all the traditional European nation-states were eliminated from the hegemonic game.  The leadership over the capitalist world-economy now required nothing short of a military-industrial complex of continental scale (Arrighi, Hui, Ray, and Reifer 1999:72-79).

THE RISE AND FALL OF PAX AMERICANA
Figure 5.3 presents the long-term movement of the profit rate in the US economy over the period 1890—2006, shown in ten-year moving averages.  The US profit rate tended to fall in the early twentieth century.  The short-lived “irrational exuberance” in the 1920s was followed by the collapse of the 1930s.  It was the surge of government spending and nation-wide planning during the Second World War that pulled the US economy out of the Great Depression.  After the war, a greatly enlarged government sector and the active employment of Keynesian macroeconomic policies helped to stabilize the profit rate at relatively high levels.
[Figure 5.3 is about here]
With the end of the Second World War, the US enjoyed indisputable industrial, financial, and military superiority against other major powers.  Under the Dutch and the British hegemony, the leadership of the capitalist world-economy involved primarily the management of “balance of power” between the major states and the securing of a relatively favorable environment for the expansion of the division of labor within the capitalist world-economy (“free trade”).  By comparison, under the US hegemony, the role of the leadership had to expand to include the construction of a global social compromise, in response to the growing challenges from the “western” working classes and the non-west peoples.
As is discussed earlier (in Chapter 3), under the US-led “global new deal,” the core zone working classes as well as the indigenous capitalists and middle classes in the periphery and semi-periphery were incorporated into the global social compact.  A global geopolitical compromise was reached with the socialist camp and the “Third World,” providing certain space for the pursuit of socialist and national development projects.  The global new deal laid down the social foundation for the great expansion of the “golden age.”

By the late 1960s, however, the system sank into deep economic and political crisis.  In the late nineteenth and early twentieth century, major world economic downturns were caused by breakdowns in system-level effective demand.  By comparison, the rising bargaining power of the working classes in the core and the semi-periphery was the primary factor that led to the world economic downturn in the 1960s and 1970s.
The US hegemonic position was further undermined by the economic recovery of Western Europe and Japan.  Large capital flows out of the US and the disappearing US trade surpluses depleted the US gold reserves and eventually forced the US to delink the dollar from gold.  As floating exchange rates replaced the arrangement of fixed exchange rates of the Bretton Woods System, a new era of global financial instability was ushered in.
As the US lost ground to Western Europe and Japan in the competition for the world market, suffered a financially as well as a socially costly defeat at Vietnam, and could no longer afford to sustain the postwar “global new deal,” the US hegemony entered into its historical decline.  From the 1970s to the 1990s, successive US administrations had attempted to slow down the decline of the US hegemonic power.  Three strategies had been pursued to revive the fortune of the US hegemony.  First, the US made efforts to neutralize the rising economic influence of Western Europe and Japan by recognizing them as “political partners.”  Secondly, the US actively pushed for nuclear non-proliferation to maintain the US military advantage over the vast majority of the peripheral and semi-peripheral states.  Thirdly, the US pushed for the global neoliberal agenda to restore the US profit rate and recover some of the grounds the US had lost in the global economy (Wallerstein 2006).
As part of the neoliberal strategy and part of the US attempt to re-establish unquestioned military superiority over the rest of the world, the US (through its Federal Reserve) drastically raised the interest rate to compete for global mobile capital to finance the massive increase in military spending of the Reagan administration.  While in the previous hegemonic transitions, surges in interest rates took place only at the final stage of systemic breakdown, in the current transition, the surge in nominal and real interest rates took place at the early stage of US hegemonic decline.  This reflects the pressure imposed by the world anti-systemic movements (which had become far stronger than in the previous hegemonic transitions) on the US hegemony, forcing the US to act “preemptively” to reverse the increasingly unfavorable relations of forces.
Figure 5.4 compares the US real interest rates (interest rates corrected for inflation, measured by interest rates on corporate AAA bonds deflated by the US GDP deflator) with the US economic growth rates.  In the 1960s and 1970s, the US real interest rates were generally much lower than the economic growth rates.  After 1980, the real interest rates surged both in absolute terms and in relation to the economic growth rates.

[Figure 5.4 is about here]

The US has succeeded in accomplishing a limited recovery in the profit rate.  However, the “financial expansion” redistributed income and wealth from labor to capital and from the debtors to the creditors, leading to rapid increase in inequality within countries and on a global scale.  By the late 1990s, the neoliberal project was faced with increasingly stronger resistance in the core and the semi-periphery.  After the financial crisis in Argentina in 2001, neoliberalism was discredited in much of the world.  Importantly, the Latin American urban middle classes, which were an important social base of neoliberalism, had been turned into victims in successive financial crises and started to withdraw their support of the neoliberal project.  On the other hand, the urban sub-proletarians—the lowest layers of the urban working class—have become politically better motivated and organized.  Latin America has since then emerged as a stronghold in the global resistance against neoliberalism and the US imperialism.
In finance, the interest rate represents the growth rate of debt (unless, of course, a debtor manages to pay the interest charges out of the debtor’s own savings).  Thus, if the real interest rate is higher than the economic growth rate, then the debt-income ratio tends to rise indefinitely, imposing ever greater burden on the debtors.  This tendency, if not checked, would lead to widespread bankruptcies of households, businesses, and governments, ending with a general economic collapse.  Indeed, the surge in the US real interest rate immediately led to the debt crisis throughout Latin America, Africa, and Eastern Europe.  From the 1980s to the 1990s, the global economy suffered increasingly more frequent and violent financial crises.  In the previous hegemonic transitions, a similar set of circumstances had led to systemic breakdowns.
However, after the systemic breakdown of the early twentieth century, the capitalist world-economy can no longer afford another similar breakdown.  The hegemonic power has since then assumed the new responsibility to actively manage the global economy.  Instead of allowing the system to simply collapse, the US responded to the growing systemic instability by running large and rising current account deficits, in effect pumping “liquidity” into the global economy.  Since 2002, the US real interest rate has fallen sharply and the fall of the real interest rate has coincided with the acceleration of the world economic growth.
While the US current account deficits have contributed to the stabilization of the neoliberal global economy, the large deficits transfer wealth from the US to its potential competitors such as China and Russia and have led to the acceleration of the US economic decline.  Figure 5.5 presents the share of the world GDP (measured by purchasing power parity, in 2000 international dollars) of the three largest core economies (the US, the Euro-zone, and Japan) and that of the four largest “emerging markets” (Brazil, Russia, India, and China, or the so-called “BRIC” group).  Having managed to stabilize its share in the world GDP at around 21-22 percent from 1975 to 2000, the US has since then seen its share falling below 20 percent.  By the early 2000s, it was clear that China and India had emerged as major players in the global economy.  China is now on its way to overtake the US to become the world’s largest economy. 
[Figure 5.5 is about here]

As Bush took over the Presidential office in 2001, it was clear to sections of the US ruling elites (the so-called “neo-conservatives”) that if the status quo was allowed to continue, then it would be just a matter of time before the US eventually and irreversibly loses its global economic and political dominance.  The choice facing the US ruling elites is the following.  It could choose to accept and manage its decline, and assist the potential hegemony in its ascendancy in the hope to save as much as possible its existing geostrategic interests.  This is what Britain did during the rise of the US to the world hegemony.  Alternatively, the US could choose to make a last gamble to save and consolidate its world hegemony by making use of its remaining trump card—the military force, at the risk of precipitous decline and long-term economic, political, and social damages if the gamble fails.
Under the Bush administration, the US opted for the second option and this was carried out through the Iraq war.  The hope of the neo-conservatives was that a swift and successful war would lead to the installation of a stable, decisively pro-US government in Iraq (that is, a US puppet).  This would in turn allow the US to have firm control over the Middle East and its key strategic resource—oil.  By accomplishing these at relatively low cost, the US would be in a position to intimidate all potential challengers to the US hegemony, such as Western Europe, Russia, China, as well as the potential nuclear proliferators.
It is now widely accepted that the US adventure in Iraq has failed in accomplishing its main strategic goals.  As the US invasion destroyed Iran’s most powerful enemy while seriously undermining the political legitimacy of the so-called “moderate” Arab regimes in the region, Iran’s strategic influence in the Middle East has been greatly enhanced.  In the meantime, North Korea has developed the capability to make nuclear weapons.  Western Europe has re-asserted its geopolitical independence and Russia is re-emerging as a global political power (Wallerstein 2006).
Iraq itself is now divided between various sectarian groups and the Shia-dominated Iraqi government partly depends on the acquiescence of Iran for its survival.  It is still not clear whether the US can withdraw the bulk of its army from Iraq without causing even greater chaos and instability.  On the other hand, with the US army’s main combat force tied down at Iraq, the US has largely lost the ability and will to fight another major war of aggression.  The Bush adventure has squandered the remaining space of strategic maneuver of the US imperialism.
As the US is losing its ability to regulate the global geopolitics and the global economy, it is no longer in a position to provide system-level solutions to the system-level problems.  The existing world-system is in desperate need of a new systemic leadership.
PROFIT AND ACCUMULATION: SECULAR TRENDS
The capitalist world-economy, like any other natural or social system, is regulated by a set of mechanisms that would prevent the system’s processes from moving too far away from the system’s equilibrium.  The interactions of the movements and counter-movements, and the alternations between deviations from equilibrium and temporary restorations of equilibrium, have formed multiple cyclical rhythms.  The sequence of systemic cycles of accumulation is one of the cyclical rhythms that have played an indispensable role in maintaining the dynamic stability of the capitalist world-economy.
The cycles, however, do not just reproduce themselves.  The movements and counter-movements result in changes in the system’s underlying parameters.  With changing parameters, the system’s equilibrium is on a moving path, generating certain secular trends.  Sooner or later, the secular trends would go beyond certain limits.  Once the limits are broken, the system’s parameters would have been so transformed that it is no longer possible for the cyclical rhythms to bring the system back to equilibrium.  As a result, the system has entered into its terminal crisis or bifurcation (Wallerstein 2003:59-60).
This understanding of systemic processes is consistent with the historical materialist argument that all social systems are historical.  It follows that capitalism is a historically specific social system that is appropriate only under certain historical conditions and will have to give way to a new social system as the underlying historical conditions change.  In Capital, volume III, Marx advanced the famous hypothesis "the law of the tendency for the rate of profit to fall."  Marx argued that the development of productive forces under capitalism tends to be characterized by rising “organic composition of capital” and leads to falling rate of profit.  In the long run, the tendency for the rate of profit to fall would undermine capital accumulation and deprive capitalism of its historical justification (Marx 1967[1894]:211-266).
In effect, Marx attempted to argue that the capitalist technical change would have a strong labor-saving, capital-intensive bias so that the capital-labor ratio would tend to grow more rapidly than labor productivity, resulting in a long-term tendency for the output-capital ratio (or capital productivity) to fall.

Figure 5.6 presents the long-term movement of the output-capital ratio in the British and the US economy over the period 1850—2006.  The output-capital ratios are shown in ten-year moving averages.  The UK output-capital ratio largely fluctuated around a constant trend from the 1850s to the 1950s.  It did fall sharply from the 1950s to the 1980s but has since then recovered strongly.  The US output-capital ratio did tend to fall from the 1850s to the 1910s.  It rose sharply in the 1940s and has since then tended to fall, but now remains at levels significantly higher than in the early twentieth century.  Thus, over certain periods (some lasted several decades), the output-capital ratio did tend to fall.  However, over the entire period from the mid-nineteenth century to the present, there has not been a clear, long-term trend in the British or the US output-capital ratio.
[Figure 5.6 is about here]

Like Marx, Immanuel Wallerstein sees capitalism as a historically specific social system that exists and functions under certain historical conditions.  According to Wallerstein, the capitalist world-economy rests upon the endless accumulation of capital, which in turn leads to three secular trends: rising wage cost (resulting from the tendency for the bargaining power of the working classes to grow); rising taxation cost (resulting from the tendency for both the capitalists and the workers to demand increasingly more extensive state services); and rising environmental cost.  As the three secular trends approach their respective asymptotes, capital accumulation is under growing structural pressures and becomes increasingly unfeasible, leading to the structural crisis of the existing world-system (Wallerstein 1995:142-147; 1998:35-64; 2003:45-68).

As the profit is the value of output less wage and taxation costs, rising wage and taxation costs are reflected in falling profit shares.  Figure 5.7 presents the long-term movement of the profit share in the UK and the US, shown in ten-year moving averages.  From the late nineteenth century to the 1980s, the profit share clearly tended to fall in both the US and the UK.  This is consistent with Wallerstein’s argument on the secular tendency for the wage and taxation costs to rise.  It is also consistent with the argument that the transition from the UK hegemony to the US hegemony involved the construction of a new global social compact.
However, since the 1980s, with the neoliberal counter-offensive, both the US and the UK have experienced some recovery in the profit share.  What is the significance of the neoliberal recovery?  Does it represent a break with the previously established long-term trend or is it no more than a temporary aberration before the profit share resumes its secular decline?  What is likely to be the future direction of the profit share and the profit rate in the capitalist world-economy?
[Figure 5.7 is about here]

SYSTEM-LEVEL SOLUTIONS TO SYSTEM-LEVEL PROBLEMS?
In the neoliberal era, despite many attacks on the working people’s economic and social rights, the capitalist classes have accomplished only limited success in lowering the wage cost and the taxation cost.  In the UK, both the profit rate and the profit share remain lower than the early twentieth century levels.  In the US, the profit rate and the profit share remain lower than the mid-twentieth century levels and the recovery of the profit rate and the profit share appears to have stalled.
Chapter 3 of this book has argued that the neoliberal global regime cannot be sustained for long.  The post-neoliberal regime might create more favorable conditions for the struggle of the global working classes.  The re-location of manufacturing and services industries from the core zone to other parts of the capitalist world-economy has contributed to the formation of larger industrial working classes in the periphery and semi-periphery (especially in China and India).  In the post-neoliberal era, as the working classes in the periphery and semi-periphery become larger in size and more effectively organized, they would demand a growing range of economic and social rights, pushing up the global wage costs and taxation costs.

In the coming decades, if the working classes in the core states are able to maintain their existing economic and social rights and to some extent expand their rights, given the current demographic trends, the core zone governments may be forced to dramatically increase spending on health care and pensions in the coming decades, imposing higher taxation costs on the capitalists or forcing the government debts to rise to unsustainable levels.
The Bank of International Settlements projects that under the current demographic trend, health care and pensions spending would have to increase by 7 percent of GDP in Japan, 6 percent of GDP in the US, and 4 percent of GDP in the European Union from 2005 to 2050.  “Within the next 10-15 years a dwindling share of workers will have to start supporting a ballooning share of dependents in all major industrial countries.  In order to maintain current levels of pension, health care, and other welfare benefits, total age-related spending would need to increase significantly over the next four decades.  Clearly, taxes would have to be raised substantially to finance this spending increase.  Alternatively, if the additional spending were to be debt-financed, then government debt ratios could spiral well above current ceilings, such as the euro area’s 60% of GDP.” (BIS 2007:25-26)
According to Standard and Poor’s simulation, given the current demographic trend and fiscal stance, by 2050, government debt as a ratio of GDP is projected to rise to 221 percent in Germany, 235 percent in France, 160 percent in the UK, 239 percent in the US, and more than 700 percent in Japan.  All of these government bonds would drop to junk bond status (Standard & Poor 2005).
In the words of Immanuel Wallerstein, in the late twentieth century, the capitalist world-economy already had great difficulty to accommodate “the combined demands of the Third World (for relatively little per person but for a lot of people) and the Western working class (for relatively few people but for quite a lot per person).” (see Arrighi and Silver 1999:14)  What is the likelihood for the existing world-system to construct a much expanded global social compact that is able to accommodate not only the traditional core working classes but also the newly proletarianized working classes in China, India, and the rest of the non-core area?  Can the capitalist world-economy offer quite a lot per person for quite a lot of people?
In the twentieth century, the capitalist world-economy was able to enjoy spectacular growth as it benefited from cheap and abundant fossil fuels and could afford ignoring the environmental costs.  However, as is to be discussed in the next chapter, now there is convincing evidence that the world oil production is going to peak and start to decline soon, and the global environmental costs have by now risen to the point that the very survival of the humanity is at stake.  Global warming is only one among many serious environmental consequences caused by the incessant drive of accumulation under the existing world-system.  
Historically, the capitalist world-economy has managed to provide system-level solutions to system-level problems through the leadership of successive hegemonic powers.  Will a new hegemonic power emerge in time that is able to offer a set of new system-level solutions to the global social and environmental problems?

At the peak of the US hegemony, the US led the effort to restructure the capitalist world-economy that in turn helped to consolidate the US hegemony.  However, after the 1960s, this virtuous circle has been turned into a vicious one.  The volume and density of the world-system and the new social forces (that had grown in size and strength under the US-led expansion) have out-grown the US capacity to regulate.  The US effort to maintain its relative position in the world-system has become increasingly in conflict with the common interest of the world-system as a whole.  The old social compact is being dismantled without the construction of a new one.
In the coming years, the US will cease to be the world’s leading economic force and the US dollar will lose the status as the world’s major reserve currency.  But the US may continue to enjoy leading edge in certain high-tech areas and the US military power is likely to remain the most powerful in the world in the foreseeable future.  On the other hand, the power of massive destruction at the US disposal will be neutralized by the further proliferation of nuclear weapons on the one hand and the limited military manpower the US can mobilize (as the experience of the Iraq war has revealed) on the other hand.  The key question, however, is not the US relative position in the inter-state system, but that the US has lost the ability and will to provide effective system-level solutions to meet the new global challenges.
Is there any geopolitical force that could potentially replace the US to become the next hegemony?  By the twentieth century, traditional nation-states had already become too “small” to be a player in the hegemonic power game.  The future hegemonic power, if there is to be one, must be at least of the continental size.  In terms of population and territorial size, only China, the European Union, India, Russia, and Brazil qualify on the list of candidates.
China is now widely considered to be the most likely future hegemony.  China will sooner or later overtake the US to become the world’s largest economy.  But in other respects, China’s weaknesses are intractable.  China is militarily weak.  Its navy and air force are no match for that of the US or Russia, and heavily dependent on Russia-supplied technology.  Its army is no longer the powerful revolutionary army that beat the US back to the thirty-eighth Parallel at Korea, but a conventional bourgeois army that is characterized by pervasive corruption and internal oppression.  China falls far behind the US, Western Europe, and Japan in basic scientific research and original technological development.  Most importantly, among all the big powers, China and India have the worst endowment of resources in relation to their population.  
Table 5.1 presents the ecological footprint and bio-capacity of the world’s major regions.  The ecological footprint measures the amount of biologically productive land and water area required to produce what population consumes and to absorb the waste they generate, expressed in standard global hectares (WWF, ZSL, and GFN 2006:38).  By this measure, the human demand on the earth’s ecological systems has already gone beyond the ecological systems’ regenerative capacity.  In 2003, the world’s total ecological footprint overshot the bio-capacity by 25 percent.  In other words, the humanity as a whole is no longer living within the earth’s ecological means.  North America leads the world’s demand on the ecological systems with an ecological footprint five times as much as the world’s average bio-capacity.
[Table 5.1 is about here]

China and India have lower than the world average ecological footprints, though China’s has been growing rapidly.  However, China’s bio-capacity is only 45 percent of the world average and India’s is only 22 percent.  Even without taking into account the land area that would be required to absorb the pollution of fossil fuels and nuclear energy, China’s and India’s non-energy ecological footprint is nevertheless greater than their respective bio-capacity.  That is, China and India do not even have enough resources from their own soils to support their current levels of agriculture, grazing, forestry, and fishing on a sustainable basis, even if they do not consume any fossil fuels and nuclear energy at all.  Thus, for China and India to have any chance to rise to the status of a hegemonic power, they will have to exploit the rest of the world’s resources on a massive scale.  This will immediately bring them into conflict with North America and Western Europe that have so far benefited from consuming resources at levels much higher than not only the world average but also their own bio-capacities.  But the world as a whole has already overshot its ecological limit, and it can hardly survive the “rise of China” or the “rise of India” in such a manner.
Among all the major powers, the European Union has been most active in pursing leadership of the global environmental agenda.  However, as Table 5.1 shows, the European Union itself is hardly commendable in its ecological footprint record.  Its demand on ecological resources is 2.2 times of its own bio-capacity and 2.7 times of the global average bio-capacity.  The European Union is not yet a single political entity and is unlikely to become one in the foreseeable future.  It is in fact divided between three political-economic blocs: the Euro-zone; the East European new member states; and the UK (which still tries to maintain a “special relationship” with the US).  The European Union does not have a unified military force that allows it to project its global power and its weight in the global economy is likely to decline rather than increase in the coming decades.
India shares all of China’s fundamental weaknesses but has a smaller economy.  Russia has a formidable military force and large reserves of fossil fuels.  But its population is ageing and declining.  Brazil is endowed with rich natural resources but otherwise its industrial, technological, and military capabilities cannot match the other major powers.  The relative size of the Russian and the Brazilian economy are still too small for them to play a part in the global economic leadership.
Thus, each of the continent-sized states seems to suffer from some fundamental and insurmountable weaknesses.  None of them appears to have a chance to establish all-round and indisputable superiority over the rest of the major powers, not to say to exercise leadership over the capitalist world-economy.  It seems that the capitalist world-economy has developed to the point that even a continent-sized state is no longer large enough to provide the necessary regulating capacity.
What are the implications of such a development?  First, it might mean that the effective regulation of the capitalist world-economy now requires an even larger political unit, such as, an alliance of several continent-sized political units.  Suppose such an alliance can indeed be formed and function effectively as a political entity, would it be so large and so powerful that it would in effect abolish the inter-state competition and become a world-government?  Could the world-government then be used by whatever social group that is in control of it to repress rather than promote capital accumulation?  Would that then lead to the end, the final demise of the capitalist world-economy?
Alternatively, suppose no such an alliance can be formed.  Then we will be in a situation where the capitalist world-economy can no longer restructure itself by providing system-level solutions to system-level problems.  In that case, the capitalist world-economy will not be ended by any political structure from above but will fall apart by itself.

APPENDIX: ESTIMATING THE PROFIT RATE IN THE CAPITALIST WORLD-ECONOMY
In this chapter, the profit rate is the ratio of the profit over the capital stock.  The profit is the value of output less wage cost and taxation cost.  These concepts are in turn measured by the following statistical categories:

Output = Net Domestic Income

Wage Cost = Compensation of Employees (or Income from Employment) + 50% * Proprietors’ Income or Other Income (or Income from Self-Employment)
Taxation Cost = Taxes on Products and Production Less Subsidies or Taxes on Production and Imports Less Subsidies (or Taxes on Expenditure Less Subsidies)
Capital Stock = the Business Sector Net Stock of Fixed Assets or Private Non-Residential Net Stock of Fixed Assets

Following are the sources of the data and estimating procedures used to construct the series of the profit rate, profit share, and output-capital ratio for the UK and the US from the mid-nineteenth century to the present.

UK 1948—2006

Data are from the UK National Statistics Online <http://www.statistics.gov.uk> (last access December 15, 2007). 
Net domestic income is the sum of gross value added at factor cost and taxes on products and production less subsidies, less consumption of fixed capital.
Gross value added at factor cost, compensation of employees, other income (entrepreneurial income), and taxes on products and production less subsidies are from the UK National Accounts: GDP by Category of Income.  Website: <http://www.statistics.gov.uk/StatBase/tsdataset.asp?vlnk=574&More=N&All=Y>.

Consumption of fixed capital is from the UK Capital Stocks Tables for Publication: Consumption of Fixed Capital by Sector and Assets at Current Prices.  Website:
<http://www.statistics.gov.uk/StatBase/TSDTimezone.asp?vlnk=capstk&Pos=&ColRank=1&Rank=272>.
The business sector net stock of fixed capital is derived by subtracting the net capital stock (all fixed assets) of the central government, local authorities, and households from that of the total economy.  The data are from the UK Capital Stocks Tables for Publication: Net Capital Stock by Sector and Assets at Current Prices.  Website:

<http://www.statistics.gov.uk/StatBase/TSDTimezone.asp?vlnk=capstk&Pos=&ColRank=1&Rank=272>.
UK 1855—1948

Net domestic income is the sum of gross domestic product at factor cost and taxes on expenditure less subsidies, less capital consumption.

Gross domestic product at factor, capital consumption, income from employment, and income from self-employment are from British Historical Statistics (Mitchell 1988:823-830), National Accounts, Table 4, “Gross National Product at Factor Cost and Its Component Incomes at Current Prices—United Kingdom 1855-1980.”
Taxes on expenditure less subsidies (factor cost adjustment) is from Mitchell (1988:831-835), National Accounts, Table 5, “Gross National Product and National Income by Category of Expenditure at Current Prices—United Kingdom 1830-1980).
Adjustments are made to the above series to make them compatible with the corresponding series for 1948—2006.
A capital stock index from 1850 to 1948 is constructed using the total net stock from Mitchell (1988:864-868), National Accounts, Table 14 B, “Capital Stock—United Kingdom 1850-1980.”
UK Net Income from Abroad

The UK “national profit” is defined as the sum of the profit as is defined above and the net income from abroad.

For 1948—2006, net income from abroad is from The United Kingdom Economic Accounts: National Accounts Aggregates.  Website:
<http://www.statistics.gov.uk/StatBase/TSDTimezone.asp?vlnk=capstk&Pos=&ColRank=1&Rank=272>.

For 1855—1948, net property income from abroad is from Mitchell (1988:823-830), National Accounts, Table 4, “Gross National Product at Factor Cost and Its Component Incomes at Current Prices—United Kingdom 1855-1980.”

US 1929—2006
Data are from the US Bureau of Economic Analysis <http://www.bea.gov> (last access December 15, 2007).

Net domestic income is from the US National Income and Product Accounts, Table 1.7.5, “Relation of Gross Domestic Product, Gross National Product, Net National Product, National Income, and Personal Income.”  Website:
<http://www.bea.gov/national/nipaweb/TableView.asp?SelectedTable=43&FirstYear=2005&LastYear=2007&Freq=Qtr>.
Compensation of employees, proprietors’ income with inventory valuation and capital consumption adjustments, taxes on production and imports less subsidies are from the US National Income and Product Accounts, Table 1.12, “National Income by Type of Income.”  Website: <http://www.bea.gov/national/nipaweb/TableView.asp?SelectedTable=53&FirstYear=2005&LastYear=2007&Freq=Qtr>.
Current-cost net stock of private nonresidential fixed assets for 1925—2006 is from the US Fixed Assets Tables, Table 4.1, “Current-Cost Net Stock of Private Nonresidential Fixed Assets by Industry Group and Legal Form of Organization,” Line 1. Website:

<http://www.bea.gov/national/FA2004/TableView.asp?SelectedTable=26&FirstYear=2001&LastYear=2006&Freq=Year>.

US Output 1850—1929

An output index is constructed using nominal GDP for 1850—1929 from Historical Statistics of the United States: Earliest Times to the Present (Carter et al. 2006:3-23), Table Ca 9-19, “Gross Domestic Product: 1790-2002”, Series Ca 10.
US Wages 1890—1929

The total wages equals the sum of the farm sector wages and the non-farm sector wages.  The farm sector wages equals the farm sector employment multiplied by the annual earnings of agricultural employees.  The non-farm sector wages equals the non-farm sector employment multiplied by the annual earnings of the non-farm sector employees.
The farm and non-farm sector employment for 1890—1929 are from Carter et al. (2006:2-82), Table Ba 470-477.

The average annual earnings of agricultural employees for 1900—1929 is from Lebergott (1964:525), Table A-18, “Annual Earnings, 1900-1960, Full-Time Employees, by Industry,” Column “Agriculture.”  For 1890 and 1899, the average annual earnings of agricultural employees is estimated as the farm laborers’ average monthly earnings with board multiplied by 12, which is from Lebergott (1964:539), Table A-23, “Farm Laborers, Average Monthly Earnings with Board, 1818-1899”, Line “United States.”

The average annual earnings of the non-farm sector employees for 1890—1929 is from Carter et al. (2006:2-265), Table Ba 4280-4282, “Daily and Annual Earnings of Employees—All and Non-Farm: 1860-1929,” Series Ba 4282.
Adjustments are made to the total wages series to make it compatible with the wage cost series for 1929—2006.

US Taxes 1890—1929

The total indirect taxes equal the sum of federal government indirect taxes and state and local government indirect taxes.  The federal government indirect taxes are the sum of customs and internal revenue less federal individual and corporate income taxes.  Customs and internal revenue for 1890—1929 are from Carter et al. (2006:5-82), Table Ea 588-593, “Federal Government Revenue, by Source: 1789-1939,” Series Ea 589 and Ea 590 respectively.  There were no federal individual and corporate income taxes before 1916.  Federal individual and corporate income taxes for 1916—1929 are from Carter et al. (2006:5-86), Table Ea 594-608, “Federal Government Internal Tax Revenue, by Source: 1863-1940,” Series Ea 595 and Ea 596 respectively.

For 1902, 1913, 1922, and 1927, state and local government indirect taxes are derived by subtracting federal government indirect taxes from total government indirect taxes.  Total government indirect taxes are the total government revenue less the total income taxes and insurance trust contributions (including employee retirement and other contributions).  The total revenue, total income taxes, and insurance trust contributions are from Carter et al. (2006:5-13), Table Ea 24-51, “Total Government Revenue, by Source: 1902-1995,” Series Ea 24, Ea 31, and Ea 45 respectively.

For 1890 and 1900, state and local government indirect taxes are assumed to be the same as the state and local government total revenue.  Carter et al. (2006:5-6), Table Ea-A, “Government Revenues, by Level of Government—Per Capita and as a Share of Gross National Product: 1800-1900,” provides estimates of state government revenues per person and local government revenues per person.  Total US population is from Carter et al. (2006:1-30), Table Aa 9-14, “National Population and the Demographic Components of Change: 1790-2000,” Series Aa 9.  State government indirect taxes and local government indirect taxes are therefore estimated by multiplying the per person revenue with the US population.
For years between the benchmark years, state and local government indirect taxes are assumed to grow at constant nominal growth rates.  Between 1927 and 1929, they are assumed to grow at the same rate as nominal GDP.
Adjustments are made to the indirect taxes series to make it compatible with the taxation cost series for 1929—2006.

US Capital Stock 1850-1925
For 1896—1949, Goldsmith estimated the net stock of reproducible tangible assets by type of assets for the US economy.  These estimates are reported in Goldsmith, Brady, and Mendershausen (1956:14), Table W-1 and data for total current values of structures, current values of non-farm residential structures, current values of government structures, and current values of producer durables are from column 3, 4, 9, and 11 respectively.  The net stock of private non-residential fixed assets is derived by subtracting the non-farm residential and government structures from the total value of structures and adding the value of producer durables.

Adjustments are made to Goldsmith’s series to make it compatible with the capital stock series for 1925-2006 and the two series are linked at 1925.
Goldsmith also estimated the reproducible tangible wealth of the US economy for the benchmark years in the nineteenth century (1805, 1850, 1880, 1890, and 1900).  These estimates are reported in Goldsmith (1952:306), Table 1, “Composition of Reproducible Tangible Durable Wealth of U.S., 1805-1948.”  The net stock of private non-residential fixed assets (in current prices) is defined as the sum of the agricultural structures and equipment (column 5 and 6) and the non-agricultural business structures and equipment (column 10 and 11).  This chapter uses Goldsmith’s estimates for 1850, 1880, and 1890.
Table 5.1

Ecological Footprint of the World’s Major Regions, 2003

(Global Hectares per Person)

	Regions (countries)
	Eco-Footprint

(Total)
	Eco-Footprint

(Non-Energy)
	Bio-Capacity

	China
	1.6
	0.84
	0.8

	India
	0.8
	0.54
	0.4

	Africa
	1.1
	0.84
	1.3

	Middle East and Central Asia
	2.2
	0.85
	1.0

	Asia and Pacific
	1.3
	0.71
	0.7

	Latin America and the Caribbean
	2.0
	1.4
	5.4

	North America
	9.4
	3.35
	5.7

	European Union
	4.8
	1.91
	2.2

	Rest of Europe
	3.8
	1.47
	4.6

	World
	2.23
	1.09
	1.78


Source: World Wildlife Fund in the USA and Canada, Zoological Society of London, and Global Footprint Network, Living Planet Report 2006, pp. 28-37.  Website: <http://assets.panda.org/downloads/living_planet_report.pdf> (retrieved January 15, 2007).
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Long-Term Movement of Nominal Interest Rates

UK 1756-2006 / US 1857-2006

0

0.02

0.04

0.06

0.08

0.1

0.12

0.14

0.16

0.18

1750 1770 1790 1810 1830 1850 1870 1890 1910 1930 1950 1970 1990 2010

UK Yield on Consols US Corporate Bond Rate


Sources: The yields on British Consols are from Brian R. Mitchell, British Historical Statistics, p. 678, Cambridge: Cambridge University Press (1988) and the UK National Statistics Online (<http://www.statistics.gov.uk>, retrieved December 1, 2007).  The US interest rates of corporate AAA bonds are from Susan B. Carter et al., Historical Statistics of the United States, Millennial Edition, New York: Cambridge University Press (2006) and the US Economic Report of the President (2007) (Website: <http://www.gpoaccess.gov/eop/2007/B73.xls>, retrieved December 1, 2007).
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Long-Term Movement of the Profit Rate
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Sources: Author’s calculations (see Appendix of Chapter 5 for data sources and construction).
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Long-Term Movement of the Profit Rate
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Sources: Author’s calculations (see Appendix of Chapter 5 for data sources and construction).
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Economic Growth and Real Interest Rate
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Source: The US Economic Report of the President (2007).  Website: <http://www.gpoaccess.gov/eop/tables07.html> (retrieved November 1, 2007). 
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Source: World Bank, World Development Indicators Online.  Website: <http://devdata.worldbank.org/dataonline> (retrieved November 1, 2007).  
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Sources: Author’s calculations (see Appendix of Chapter 5 for data sources and construction).
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Long-Term Movement of the Profit Share

UK 1855-2006 / US 1890-2006, 10 Year Averages

0

0.05

0.1

0.15

0.2

0.25

0.3

0.35

0.4

0.45

1860187018801890 19001910192019301940195019601970 1980199020002010

UK US


Sources: Author’s calculations (see Appendix of Chapter 5 for data sources and construction).
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