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1. Introduction

Large emerging economies have increased their share of the global economy quite substan-
tially over the last decades. Whereas discussions regarding the international political economy
previously were focused on the US, EU and Japan, today this focus would be difficult to up-
hold anymore. In particular China, India and Brazil easily surpassed the established econo-
mies in terms of GDP growth, trade growth and industry value added growth during the last
30 years (Fig. 1).

Figure 1: Economic dynamics of large emerging economies
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Although these figures fluctuate quite substantially on a yearly basis, there are no sound rea-
sons to assume that this long-term tendency is likely to reverse any time soon. Correspond-
ingly, countries such as Brazil, China and India increasingly have to be counted as heavy-
weights regarding the future of the global economy. Moreover, the large emerging markets
recently have begun to organize themselves, in order to coordinate their activities regarding
the global economic order. Examples for this coordination include the institutionalized coop-
eration between India, Brazil and South Africa (IBSA), the BASIC alliance (also including
China), or the BRICS grouping, additionally comprising of Russia. In the long term, we thus
may assume that we do not only witness a shift in economic importance in favor of large
emerging economies, but also a conscious effort by the latter in order to influence global eco-

nomic rules.

The likely consequences of the rise of the large emerging economies for the global economic
order have been discussed widely during recent years (e.g., Cooper et al. 2007; Hurrell 2006;
Subacchi 2008). However, the large emerging markets so far have focused on getting a seat at
the table (e.g. larger voting rights in the Bretton Woods-institutions, participation in the Basle
Committee), and have only just begun to outline their demands regarding specific policies.
Thus, on the substance of this new global economic order, many of the existing accounts are
either heavily speculative or, in contrast, purely descriptive and thus unable to make any sub-

stantial statement regarding the likely future course of events.

In order to overcome this state of affairs, our approach is based on the assumption that we
need to develop clear analytical perspectives on the behavior of large emerging economies
regarding the global economic order, if we want to surpass a state of discussion that is overly
descriptive and/or speculative. The specific perspective that we are developing in this contri-
bution is a “second image” one, in the terminology of Waltz (2001), i.e. we are highlighting
the importance of domestic economic structures for the explanation of global economic poli-
cies. In contrast to liberal theories of international relations (Moravcesik 1997, Schirm 2012),
however, we do not focus on the interactions between domestic societal interest groups and
governments, but rather study the broad capitalist structures that have evolved in large emerg-
ing markets. The reason is twofold: On the one side, we are interested in the long-term evolu-
tion of emerging markets’ positions on the global economic order, a research interest that does
not lend itself well to the demarcation of the issue-specific preferences of particular interest

groups in individual countries, the usual approach of these liberal theories. On the other side,



we are deeply skeptical regarding the application of conventional liberal-pluralist models of
democratic policy-making to countries such as China, but also Brazil and India. Instead, we
assume — in a more historical-institutionalist perspective — that the type of capitalism dominat-
ing in the large emerging economies will also determine their long-term preferences regarding
the global economic order, i.e. they will want to make sure that global economic rules do not
inhibit the functioning of their domestic economic order (Fioretos 2011). More specifically,
we are situating our analysis in the approach of critical institutionalism within comparative
capitalism (May and Nolke 2013), i.e. we are comparing national capitalist institutions from a
perspective that is highlighting the historical evolution of specific forms of capitalism, based
on their mode of integration into the global political economy and on domestic class struggles.
Form this perspective, we are arguing that there are important commonalities between the
national varieties of capitalism that have developed in the large emerging markets, and that

this new type of capitalism is an important determinant of the future global economic order.

Correspondingly, section 2 of the contribution sketches some important aspects of this new
type of capitalism. We are highlighting in particular that capitalism in large emerging markets
is dominated by national development strategies that are being coordinated by alliances of
domestic capitalists and fractions of the state, held together by reciprocal exchanges. Section
3 discusses the implications of the emergence of this form of capitalism for global trade regu-
lation. Crucial findings include a clear preference for reciprocal bilateral instead of universal-
ist multilateral agreements, and an aversion regarding some issues of the WTO Singapore
agenda, in particular regarding freedom of investment rule that might challenge the domi-
nance of national capital. In the final section 4 of the paper, we step back from the particular
issues of global trade regulation and return to the more general implications of our findings
for global economic order. Here we find inspiration in a sociological approach to coordination
as formulated by Karl Polanyi (1977, 2001/1944), and apply this approach to the broad lines
of global economic regulation. Seen from this perspective, a global order dominated by the
large emerging markets can be considered as an illiberal order based on reciprocal exchanges,
in contrast to market coordination in the liberal postwar economic order, and to (proposed)
coordination by redistribution in the New International Economic Order of the late

1960s/early 1970s.

The focus of our empirical discussion is on trade. Arguably, it is easier to come to a thorough
assessment of recent changes as well as the development of clear perspectives for further de-

velopment of the global economic, if we focus our discussions on one particular issue area



(and, then, compare findings with those on other issue areas).” Trade is particularly important
issue area for studies about the global political economy, given the existence of a powerful
global institution (WTO), in contrast to issue areas such as production or finance. The empiri-
cal focus of our discussion is on the very large emerging economies (i.e. China, India, Brazil
and South Africa), not only because these economies are at the centre of the various emerging
economies associations, but also because we assume that the type of capitalism in (rather
autonomous) large emerging economies differs quite clearly from the type of smaller ‘de-
pendent market economies’ (Nolke and Vliegenthart 2009). We exclude Russia from our
analysis, since Russia mainly qualifies as a natural resources exporter, more similar to Saudi

Arabia than to rapidly industrializing countries such as Brazil, India and China.

2. Large emerging economies as a distinct type of capitalism

The point of departure of our stylized account of capitalism in large emerging economies is
the observation that this type of capitalism can best be depicted as a ‘state-permeated market
economy’ (Nolke 2012, Nolke et al. 2013).> State-permeated market economies are domi-
nated by domestic capitalists that are working fairly closely in various alliances with govern-
ment agencies and ministries, mostly based on informal personal relations. In contrast to de-
pendent market economies, such as the Czech Republic or Slovakia, national control over the
economy is maintained, by avoiding a sell-out to (Western) multinational companies. In con-
trast to the model of the East Asian developmental state, state-permeated market economies
are not hierarchically and formally coordinated by a central body, and do not rely on exports
as the backbone of their economic model. Below we will illustrate some core traits of this
ideal type with a focus on the institutional spheres highlighted by Comparative Capitalism
scholarship, i.e. corporate governance, sources of investment finance, industrial relations,
education and training (Jackson and Deeg 2006), enlarged by our own concern with the par-
ticular mode of integration into the global economy. Next, we will focus in a more detail on
corporate governance and on global economic integration, given that these areas are most

crucial for an understanding of the stance of these countries towards the global trade order.

Corporations from emerging economies are typically not dominated by dispersed shareholders

and the organized forces of global capital markets (mutual funds, pension funds, investment

* For broader, more superficial studies see Nolke and Taylor 2010, Nolke 2011.

3 The following depiction refers to a theoretical ideal type. Specific countries are more or less identical with this
ideal type, and may towards the type or away from it over time. Currently, China is most close to this ideal type,
followed by India; South Africa and Brazil are more distant, with the latter recently moving towards the ideal
type.



banks, hedge funds etc), but family-owned or state-controlled. Family and state ownership
might even be counted among the “distinguishing features” of non-triad multinationals (Gold-
stein 2007: 148). Foreign direct investments (FDI) and selected privatizations are welcome as
long as they do not challenge the predominance of national capital. The latter depends on such
modernization in order to provide for the conditions of its own expansion, therefore it sup-
ports the selective opening of the producing sector for foreign investments. Usually, however,
investments are financed by internal savings of firms and bank credit by state-controlled
banks. Raising funds for investments on global stock markets, in turn, does not play a signifi-
cant role in BRIC capitalism. Industries in emerging economies profit from very low average
wages, which are accompanied by low social spending (with the recent exception of Brazil).
Emerging economies spend relatively little on R&D and innovation, mostly because new
technologies are imported through foreign direct investments and practices of reverse engi-
neering and imitation but also because industrial development in emerging economies re-
quires high labor input, which again makes investment in human resources a minor priority.
In order to protect (large) national firms, product markets are heavily protected and foreign
direct investment is discouraged. As a consequence, large firms in emerging economies are
able to develop in sheltered domestic markets and enter the global market only in a late stage.
Central banks in emerging economies actively seek to stabilize external financial relations by
accumulating currency reserves in order to prevent volatility in the exchange rate from com-
promising the competitiveness of domestic firms. Overall, the model of capitalism in emer-
ging economies is characterized by strong but differentiated activity of the state and a high
level of protection of domestic firms, albeit in a very selective way. This is because much
coordination in emerging economies is based on reciprocal personal relations between state
managers on various levels and domestic owners of large firms. In the following we will dis-

cuss these two key features in somewhat more detail.

Control by domestic owners

In contrast to capitalism in the European Union and the United States, companies in the large
emerging markets are dominated by domestic owners. This can, e.g., be illustrated by looking
at the relationship between inward FDI and the size of the economy (Fig. 2). In particular in
China and India, the economy is still overwhelmingly dominated by domestic capitalists, ei-

ther by the state, or by highly concentrated private ownership.



Figure 2: FDI inward stock as percentage of GDP
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While capitalism in emerging economies is neither one-sidedly state-controlled nor market-
led, the presence of domestic business communities is crucial. These communities are a result
of two characteristic features: High concentration of private ownership and control, as well as
a state that is able to allocate crucial resources. Most Indian companies are dominated by the
founding family (Allen et al. 2006: 21). It is no exaggeration to assert that the Indian economy
is governed by business houses, with the heads of them being eminent persons of Indian so-
cial life (Piramal 1996, Dutta 1997). Family-owned businesses are as well "the typical busi-
ness arrangement of the Brazilian bourgeoisie" (Abu-El-Haj 2007: 106). Obviously, owning
families have more long-term stakes in their businesses than anonymous shareholders. As a
consequence, much coordination takes place on the base of personal relations and reciprocal
trust. Historically, the state acted (and still acts) as a gatekeeper to important resources, such
as licences for production in India. Wherever the state has something crucial to distribute,
actors depending on such resources tend to seek exclusive access and, over time, personal

relations between business and state managers are established. Although Chinese business



relations are more fragmented than in Brazil or India, personal connections are key as well.
Under pressure to fulfill growth benchmarks set from the central state, provincial state offi-
cials and businesses cooperate very closely. As an effect, decisions over activities of enter-
prises are taken within public-private growth communities (Ten Brink 2010, Wank 2001).
These business communities become stronger due to the competition they face from rivaling
communities in other provinces. Here too, reciprocity between economic actors provide for

reliable and long-term forms of coordination.

Selective protection from external competitors

The model of capitalism in large emerging economies is not universally protectionist, but its
institutional set-up includes a number of genuinely non-liberal traits. More specifically,
emerging economies do not follow an export-led growth path. In contrast to the East Asian
"tiger states", in which a strong developmental state fueled a strict export orientation, growth
in emerging economies is increasingly driven by domestic consumption. Moreover, invest-
ment strategies of firms are heavily shaped by the macro-economical preferences of state
agencies. For this reason, the state channels large amounts of credit through ministries and, in
particular, state-controlled development banks (Musacchio/Lazzarini 2012). Such preferential
support of local companies by way of advantageous credit conditions often allows domestic
firms to be more competitive than foreign companies. Furthermore, the state acts as a giant
consumer of services and goods, especially with regard to infrastructure and public procure-
ment, foreign firms are structurally excluded from these markets. Such protection from exter-
nal competitors allows local firms to follow long-term maturing strategies without being sub-
ject to short-term interests by shareholders from global capital markets and price pressures by

powerful foreign multinationals.

Protection of domestic firms from external competition, also at the cost of conflicting with
international norms, is a common policy of all catch-up strategies. Historically, this has been
one element of a developmentalist policy: First "infant" firms copy or reinvent products for
the domestic market that is shielded by high tariffs and later, as products become competitive
on the world market, states follow an aggressive export strategy. However, today's emerging
economies keep on walling off the domestic market although many companies are by no way
"infant" anymore. They use a differential system of product market regulations that favor na-

tional firms to take advantage of their large domestic markets (Fig. 3).



Figure 3: Product market regulation in emerging and OECD countries
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The privileged position of large national companies, which often are long-established local
market players, is thus strengthened by restrictive trade policies. Although these policies are
meant to be developmentalist, emerging countries tacitly accept their protectionist side-
effects. Preferential support for large national companies comes in a mixture of direct (e.g. the
provision of state credit) and indirect (by the provision of a favorable macroeconomic frame-
work) means. A crucial element is the provision of macroeconomic stability. As most emerg-
ing economies knew economic instability, including debt crises, inflation and the deterioration
of world market prices, states actively seek to stabilize the value of their currency. This is
done mainly by accumulating foreign currency. The main objective is to prevent abrupt de-
valuation of the national currencies as a reaction to external shocks and crises. It became a
priority across central banks after the Asian Crisis, where East Asian central banks were
forced to devaluate against the Dollar due to speculative attacks. The lack of sufficient foreign

currency to pay for imports often forced developing countries to short-term borrowing and



unwanted trade liberalization (see Richter 2013). Contemporary emerging economies aim to
avoid both, as it hinders long-term development strategies and correspondingly, these countri-
es amass foreign currency. By now, most of them are able to cover a year of import payments
from their currency stocks, whereas they could do so only for five to eight months during the

mid-1990s (Fig. 4).

Figure 4: Foreign currency reserves of emerging economies
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The main thrust behind the accumulation of foreign reserves is not the artificial undervalua-
tion of the national currency to stimulate export-led growth. On the contrary: sudden devalua-
tion should be avoided. What lies behind the large reserves is the establishment of a stable
macroeconomic framework that makes it reasonable for domestic firms to invest into capital
goods in order to create a competitive industrial base, instead of sticking to simple assembling
and the export of primary goods. Thus, emerging economies of the 21st century, such as Bra-
zil, China and India follow a developmentalist agenda but differ strongly from the East Asian
New Industrializing Countries such as Korea and Taiwan in at least two ways: Firstly, the
state engages in various ways into the economy, but without commanding or planning it from
overarching "growth ministries" (Woo-Cumings 1999). Secondly, the interplay of the various
institutions of "BRIC capitalism" enables high growth rates, albeit not based on excessive

exports.



3. Trade-related implications of the increasing importance of emerging economies

Continuing protection of national product markets

Although they are slowly reducing, average tariffs in emerging economies are still high com-

pared to other major trading countries (Fig. 5).

Figure 5: Average tariff rate, compared to other largest traders (excluding Russia)
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With tariffs being at least four times the average EU and US rates, emerging economies are
far from submitting to a global free trade agenda. Moreover, the relatively low tariff rate for
China is, in our view, not a sign of China's free trade commitments but on the contrary: we
find it highly unlikely that Chinese capitalists will leave the market of the rising middle clas-

ses over the next decades to foreign competitors.

Enduring opposition against deep liberalization (of ownership) via WTO Singapore issues
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As the large emerging economies are not heavily dependent on exports, their integration into
the global trade system is selective and fragmentary. During the last ten years, they succeeded
to emancipate from foreign assistance and associated conditionalities. As a consequence, they
were able to protect their economic systems from pressures to remove capital barriers and
ownership restrictions. The same applies to the attempt of Western countries to open emerg-
ing (and developing) economies via trade-related deep integration (Claar and Nolke 2012).
Measures of deep integration, also called ‘Singapore issues’ or “‘WTO plus’ were proposed by
the EU and the US more than a decade ago, but were turned down consistently by a coalition
of emerging and developing economies. From the perspective developed in this contribution,

this will likely be an enduring state of affairs.

Investment rules are linked with trade relations because their regulation crucially touches
upon the possibility of Western firms of being active in emerging economies. Facing high
tariff and non-tariff barriers, foreign firms might endeavor entering large emerging economies
by way of setting up branches in these respective countries. The establishment of emerging
economies was accompanied by a reorientation of foreign investors in the (semi-) periphery
since the 1980s, who switched their focus away from the exploitation of labor and raw mate-
rials in developing countries (let alone political priorities of the cold war) towards their grow-
ing domestic markets. Such ambitions, however, are hampered by strong restrictions on for-
eign direct investment (FDI) in the large emerging economies. Often, emerging economies
allow FDI only conditionally, for example by forcing foreign investors to engage in joint ven-
tures with local companies or by inhibiting transnational mergers and acquisitions. As a con-
sequence, trade negotiations in the GATT and WTO increasingly expanded into these realms,
such as the GATT Agreement on Trade Related Investment Measures (TRIMs) and the inclu-
sion of competitions policy and public procurement into the Singapore issues. However, the
issue of public procurement transparency has been dealt with only marginally in the WTO: it
is excluded from the GATS agreement and negotiations on this have been halted after the
Cancun meeting (WTO 2004). The deadlock at the Cancun ministerial meeting in 2003 was
not just about tension about agriculture but especially due to fundamental rifts about the Sin-
gapore issues (Narlikar and Tussie 2004). This did not fundamentally change during the last
ten years, in spite of repeated initiatives by the EU and the US (Nolke and Claar 2012). The
selective regulation of public procurement, investment and competition are crucial pillars of
the BRIC model of capitalism and any compromise on these issues would potentially under-

mine the competitive strength of emerging economies.
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A shift from WTO universal trade agreements to bilateral reciprocal trade agreements

The practice to control the inflow of imports by high levels of product market regulation and
tariffs is reflected in the increased importance of bilateral and other reciprocal trade agree-

ments (Fig. 6).

Figure 6: Reciprocal trade agreements (goods only)
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While recent trade agreements by the EU and US are of minor global importance (such as the
US agreement with Morocco or the EU agreement with Papua New Guinea & Fiji), agree-
ments of emerging economies include the MERCOSUR, the MERCOSUR-India and the
ASEAN-China agreements. Most reciprocal trade agreements by emerging economies are
with other countries of the Southern hemisphere, essentially forming a Southern trade bloc.
By now, this is an outspoken aim of the BRICS-group, who announce in their Joint Delhi
Declaration of 2012 to "build upon our synergies and to work together to intensify trade and
investment flows among our countries to advance our respective industrial development and
employment objectives".* As such, this is not particularly challenging for the developed

world, if the BRICS were not planning to enable payments for inter-BRICS trade in local cur-

* BRICS Delhi Declaration, http://www.brics.utoronto.ca/docs/120329-delhi-declaration.html
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rency, which means: in Renminbi, not US-Dollars. As the combined share of Brazil, India,
China and South Africa already amounts to nearly 20% of world trade (Fig. 7), thereby sur-
passing the share of the US, this poses a potential challenge to the Dollar-based trade regime.
The challenge behind the currency conflict between the USA and China is therefore not so
much about a short-term advantage by an undervalued Renminbi, but about the perspective of
an alternative trade system. But in order to function as alternative trade currencies, Renmin-
bis, Rupees and Reais have to become stable and trustworthy means of exchange in the first

place - for which sufficient foreign reserves are required.

Figure 7: Shifting shares in global trade
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South-South trade therefore is increasingly bypassing global universal principles as codified
in WTO rules. It follows the rules laid down in reciprocal trade agreements, potentially even
managed through a BRICs-based payment system and does, since the late 1990s, stand in op-
position to the WTO trade regime. Most complaints about trade practices by Brazil, India and
China before the WTO Dispute Settlement Body are made by the EU and the US (20,7%). In
turn, almost 75% of all complaints by Brazil, India and China are targeted against the EU and
the US (Horn et al. 2011). It has been the shift by emerging economies from an export-led
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model to an inward-looking developing strategy at the end of the 1990s, which made the cur-
rent global free trade regime rather questionable (Blustein 2009: 238). The "Southern turn"
represents a suitable exit-strategy for those countries that developed a specific type of capital-
ism. As these countries are by no means economic lightweights, this particular configuration

of Southern capitalism has dramatic consequences for the world economic order.

4. Market, redistribution and reciprocity: Long-term implications for the global eco-

nomic order

In order to make sense of the recent changes in trade policies and to extrapolate towards the
contours of a global economic order dominated by the large emerging markets, we are now
turning towards categories developed by Karl Polanyi. In The Great Transformation, Polanyi
distinguished between three principles of economic order beyond the market: reciprocity, re-
distribution and household production (2001: 49-56), later subsuming household production
(correctly) under the header of redistributive economic organization (Polanyi 1977). As he
refers to these principles as “forms of integration”, Polanyi stresses the socializing aspect of
economic relations. In other words, forms of economic integration represent different modes
of societalization (Vergesellschaftung). Reciprocity, redistribution and the market represent

three principles of economic organization.

* Reciprocity aims to achieve symmetry among parties. The classic case of reciprocity is
the gift-countergift chain, through which economic relations are initiated in the first
place. Polanyi refers to the system of trade between the Trobriand Islands as a highly
sophisticated institution of economic exchange (Polanyi 1978: 52-3). He also points
out that gifts do not need to be of equal value but should be more or less “appropriate”
- a delicate criterion for the valuation of goods (compared to prices) which requires

abilities for interpretation and empathy.

* Redistributive economies collect goods and other values centrally and distribute them
according to pre-formulated criteria among members of a society. This does apply for
instance to household economies, although all large-scale economies require some
form of redistribution (Polanyi 1978: 53). Political economies vary according to the
extent in which these are redistributively organized: modern states established systems
of taxation, some even provide for extensive welfare arrangements and socialist

economies are entirely dominated by redistributive principles.
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* To speak about market economies means that the political economy is dominated by
the price mechanism. However, this mechanism can only be effective if the economy
is not organized symmetrically or centrally, but diffusely. A major feature of markets
is their anonymity: they do not just enable instant transactions between strangers but
guarantee equal prices for any market participant. Here, economic relations do not aim
towards closer proximity between members but to achieve distance (,,arms-length®).
Anonymity implies that the economic order must be based upon market relations ex-
clusively, i.e. that no other social relations (such as kinship, friendship, loyalty or en-
mity) interfere as ,,intervening® norms of coordination. Consequently, such interven-

tions are known as ,,market distortions* in market societies.

Polanyi’s analysis of the rise of the liberal market society as a corollary to the rise of capital-
ism (and how this differs from many non-capitalist societies) does not only shed light on dif-
ferent national economic systems but can also help to understand the emergence and change
of the current global political economy. As we shall see, the post-war economic order was
dominated by liberalism, before being challenged by the redistributive principles of the New
International Economic Order. A global economic order dominated by the large emerging

markets, however, likely will be dominated by principles of reciprocity.

Market coordination: the liberal postwar international economic order

The Pax Americana established an order in which key liberal institutions became more and
more institutionalized on the global level. At its heart was the principle of freedom, which is
understood as the freedom of individual actors to engage in economic actions at his or her will
(see Serensen 2006). Market coordination epitomizes economic freedom because actors nei-
ther act upon command (as in a hierarchical coordination) nor upon loyalty (as in reciprocal
coordination). Only in markets are economic agents able to pursue their goals with disregard
to fellow actors. Markets therefore must be de-contextualized and anonymous: Equal treat-
ment should ensure that strangers can enjoy the same benefits as locals. This principle is
translated for instance in most-favored nation treatment provisions within the GATT and

WTO.

Liberal (political) ideals were some of the most important principles of the postwar global
economic order since the internalization of the economy was one of its very purposes (van der
Pijl 1984). But internationalization did not go without tensions. Globally, we found the same

constellation that Polanyi saw for the emerging bourgeois (capitalist) society: while one class
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strives for maximizing wealth, another class tries to protect itself from dislocation — Polanyi
cites the appropriate statement by the emerging bourgeois class: "The poor man shall be satis-
fied in his end: Habitation; and the gentleman not hindered in his desire: Improvement™ (Po-

lanyi 2001: 36).

By the 1960s, most countries were not part of the liberal club, that is, they were not character-
ized by the liberal principles of governance laid out above. They danced (and still dance) to
different beats. Liberal universalism was not in their interest, it did certainly not correspond to
their domestic life-worlds because in many countries, capitalism often existed only in "is-
lands": the big cities, industrial districts, special processing zones, etc. It was often absent in
the rural hinterland, where people often produced for their own needs instead of the market.
Their integration into the world economy was conditional upon their need to maintain "habita-

tion" - the ability to protect their economic existence. This became the backbone of the

movement for a New International Economic Order (NIEO).

Coordination by redistribution: NIEO

The dominant mode of international economic regulation in the postwar period has been the
market - both politically and economically. Since this has neither been a natural order, nor one
which is complementary with non-market forms of regulation, it required to eliminate all
other forms of governance. But with the same move, it made a "counter-movement" inevita-
ble, to speak with Polanyi's words (2001: 136-57). Ruggie's depiction of the postwar interna-
tional economic order as an "embedded liberalism" compromise, in which the rigidities of the
international market are limited by domestic political intervention (Ruggie 1982), slightly
distorts the picture for two reasons: Firstly, this compromise has been negotiated by a leading
group of capitalist states, leaving the largest part of the world out of the corresponding protec-
tion (ibid.). Secondly, it appears as a static configuration which only lasted until the early
1970s, when the U.S. abandoned the Dollar convertibility and financial markets subsequently
were liberalized. However, in this period the formerly excluded (colonies and third world
countries) came to the surface while at the same time Western liberalization pressures on
these economies intensified - not least due to the activity of MNCs. When the G-77 organized
around the NIEO issue, their main objective was protection: First to maintain an economic
order that "fits" to domestic social structures and later to overcome the vicious circle of de-
pendent underdevelopment (Frank 1969). As Craig Murphy pointed out, the ideas behind the
NIEO were both of an economic and political nature (2005: 107 - 113). Yet the "core of the
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NIEO ideology" (107) consisted of an alternative project for the design of the postwar interna-
tional system. Political leaders of the South in the 1940s envisaged an international order

based on inter-state solidarity (within the UN) where

"each state had the duty to aid the economic development of every other state, that
this aid should be given no matter what political and economic disagreements a
country might have with another country’s economic ideology or economic poli-
cies. It was, for example, the duty of a capitalist state to aid the economic devel-

opment of socialist states" (Murphy 2005: 109).

It can be said that political and economic exclusion fostered the radicalization of Southern
positions. As we know, the postwar system was characterized by many principles, but not
solidarity, thereby marginalizing Southern demands. The implicit ideas of fairness and equal-
ity were further frustrated by economic arguments about deteriorating terms of trade which
became ever more radical on their way from Raul Prebisch in the 1950s to Andre Gunder
Frank in the 1960s. By then, the NIEO project adopted the principle of redistribution: the
wealth of the North in this view has been a direct result of the South's poverty and therefore,

the New International Economic Order aimed for a redistribution of global wealth.

Even if perhaps the imagination of inter-state solidarity by the early NIEO movement has
been idealistic, any chance for its realization became illusory in the wake of bloc rivalry and
US interventionism. Any economic system based on redistribution has to establish a centralist
institutional structure while a common sense of community (such as "nation") is often indis-
pensable. Both were missing from the postwar global system which is why the NIEO move-
ment was stuck in an antagonistic position vis-a-vis the developed countries. Most impor-
tantly, the NIEO could not become a counter-hegemonic force because it never corresponded
to the internal structures of most G-77 countries, which were usually not based on solidarity at
all. In contrast, even the post-war embedded liberalism dissolved after the 1970s, giving way
to neoliberalism, an economic order where market principles not only dominated international

institutions, but increasingly all economic (and social) sub-systems.

Coordination by reciprocity: A state-permeated economic order?

The rise of the emerging economies may be considered to provide for an opportunity towards
a changing global order. Will this order turn away from the market principle and towards re-
distribution, as demanded by those countries four decades ago? From our perspective, how-

ever, any new world economic order that is led by the large emerging economies would nei-
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ther be liberal nor redistributive, but will show significant traits of reciprocity. Not because
the emerging economies adhere to a particular ideology of reciprocity (though notions of
"fairness" and "balance" often come to the fore in their statements at international negotia-
tions), but because their domestic economies developed institutions that turn a reciprocal form
of coordination into a comparative advantage. Our basic assumption thus reads that from a
emerging economies’ point of view, there is no point in regulating their external relations in a

fundamentally different way than their domestic ones.

Where personal relations between national capitalists and state agencies effectively coordinate
the economy, there is no need for formal contracts since interpersonal trust ensures the
fulfillment of reciprocal obligations. These reciprocal relationships are not only preserved
over many decades (such as in India), they are often strongly connected to social norms in
general. It is difficult to make sense of e.g. Chinese capitalism without considering guanxi as
fundamental reciprocal principles of daily life (Michailova and Worm 2003; Ledeneva 2008).
Similarly to blat in Russia, it delineates patterns of loyalty and mutual obligations that, de-
spite all differences, effectively create communities because members enjoy privileges that
outsiders do not. In Brazil, in contrast, loyalty plays out in widespread patronage (Boeckh
2003). But while the sources and characteristics of this mode of coordination are different,
common to all is their reciprocal character and its repercussions on political and economic

regulation.

Summing it up, "selectivity" is one characteristic feature of capitalism in emerging econo-
mies. Loyalty networks establish state-business communities through their active (re-) pro-
duction of reciprocal relations. As true communities, they constitute in-groups which provide
exclusive "club-goods": only members can take advantage of them. While this poses strong
objections concerning universalism (from a Western point of view), there are good reasons to
think of these modes of regulation as being heavily embedded in general social values and
principles. Besides being legitimate within their respective social settings, they are doubt-
lessly effective. Selective regulation apparently brings about equally efficient and productive
results for enterprises as e.g. within Anglo-Saxon market-led governance. We can therefore
speak of a successful institutional complementarity that enables steady growth. For Western
observers, this is perceived as clientelism, protectionism and patronage but in the absence of

liberal universalistic principles, such patterns are well-established modes of social order.

As highlighted in section 3, there are strong indications that the trade policies of the large em-

erging economies are informed by these domestic structures. Emerging market try to protect
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the close linkages between domestic capital and the state, and extend the reciprocity principle
governing these relationships to the global economic order, e.g. by favoring bilateral trade
agreements over global ones. From the perspective developed in this paper, thus any global
economic order which reflects the power shift towards the large emerging markets will be
illiberal. It will reject universalist principles of order valid for the domestic and the interna-
tional level. In particular, it will not be centred around market-compatible equality of access
for all participants, but selective policy-making and implementation as well as preferential
treatment of specific economic actors. Thus, one cannot expect a further consolidation of glo-
bal liberal institutions with their emphasis on free access for all. If the external behaviour of
the large emerging economies will be based on the dominant economic structures in these
countries, we may expect a global economic order that is dominated by the principle of reci-

procity, not of the market.
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