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Abstract-

 

In this article, we analyzed the political and economic 
transformations through the years that implied a profound 
transformation of the state around the world. This was 
approached from a historical analysis that was key to 
understanding the changes produced by the crisis of the 
international system by the end of the Cold War. The spread of 
economic globalization (because of the expansion and 
Foreign Direct Investment) as well as the consequent 
transformation of the state in its roles and functioning are 
relevant for the analysis. For instance, the oil crisis of the 
seventies, the consequent economic transformations of the 
eighties, the crisis in the states and their transformations, as 
well as the global impact that Foreign Direct Investment had 
after the end of the Cold War, were the main aspects that we 
addressed to explain the roots of the fall of the West and the 
rise of the East.
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Introduction

ccording to Fareed Zakaria, the rise of powers 
such as China, Russia, and India questioned the 
fact that republican liberal democracy is the 

political system that will prevail in the future. This type of 
power may challenge the Western model, producing the 
marginalization of other states, and also affecting other 
non-Western countries that seek their place in an 
international system dominated by Western institutions 
(Zakaria, 2008).

The rise of these and other countries forces the 
West to rethink its role on the international stage by 
sharing its power with the new poles. Zakaria (2012) in 
his article "Is it possible to repair the United States?" 
Strongly criticizes the US political class, giving them 
a high degree of responsibility in the fall of US 
socioeconomic indicators, as well as the political 
bottleneck in solving the crisis economically.

On the other hand, according to Richard Hass 
(2008), the states have lost the monopoly of 
international relations against new international actors 
such as terrorist groups, NGOs, multinational 
companies, international credit agencies, and others 
that have had more and more weight and influence on 

A

the international scene strengthening the capacities of 
non-state actors.

In this sense, those who have played an 
increasingly preponderant role in the dispute over the 
power of the state monopoly have been the 
Transnational Companies (TNCs). During the last thirty 
years, the TNCs have reached a power greater than that 
of the states in the international concert. As expressed 
by Jose Antonio Sanahuja:

this process should not be interpreted in state-centric terms 
since what is relevant is that power moves to markets, 
TNCs, and non-state actors whose scope is regional and 
global ... and goes on to say that… what matters in terms of 
power, would not be so much where the production is 
located but who decides on it. (Sanahuja, 2007, p.280)

The weakness of the state is present in the West 
due to the lack of clear answers to the new challenges 
that arise in the 21st century. The advance of parastatal 
actors has meant a reversal of the capacity of the state 
when designing public policies that mean an advance or 
improvement for the whole. This lack of response to the 
advance of economic globalization, manifested by state 
actors such as TNCs, paradoxically is, to a large extent, 
a product of the actions of the state.

From the nineties, the states were the ones who 
deepened their opening policies, leading to the advance 
of economic globalization. According to Manuel Castells 
(2005), the current globalization is not the same as 
the previous globalization, because it is based on 
communication and information technologies that make 
it possible to eliminate the distances between countries. 
Inclusive of everything that has value and excludes 
everything that does not. Thus economic globalization 
itself is selective. That's why the states, the 
governments, and the companies of each country try to 
situate themselves in that global network; because 
outside of it there is no growth, there is no development, 
and there is no wealth. If there is no possibility of 
investing financial capital or technology in a country, that 
country or that region, or that sector of the population is 
marginalized by globalization. Therefore, from this point 
of view:

Globalization has an inclusive and exclusive logic, and we 
are not facing a North-South opposition, but the opposition 
of who is in the network and who is not. Of course, in the so-
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of the East

called north, there is more proportion of the population in 
the network. (Castells, 2005, p.59)

So it was not only TNCs but what has occurred is that the 
states to be able to handle globalization have intervened in 
globalization are those that have driven, Castell (2005) says 
that from the empirical perspective, the globalizers have 
been the nation-states, which have liberalized and 
deregulated, at the same time that the technological 
infrastructure was available to develop this globalization. In 
other words, the globalization of capital or international trade 
does not only depend on whether there is technology to 
globalize or the business strategy to do it: it depends on the 
states liberalizing, deregulating, privatizing, and eliminating 
borders, and that is what they have fact.

But it cannot be affirmed that this reality also 
applies to all states. As we are going to analyze, this 
globalization and loss of power on their part of them are 
representative of Western countries, whether the United 
States, Europe, or Latin America, but the same cannot 
be said for the East Asian states.

Our hypothesis argues that East Asian states 
have managed to consolidate their capacity to act 
against other parastatal actors during the last thirty 
years. The state policies for development have been 
before and after the end of the Cold War and in some 
cases have gone from being a weak state to a strong 
one with a capacity for action. Asian countries have 
achieved this thanks to the consolidation of state power 
and the economic growth that has characterized them. 
The most emblematic case of transformation has 
undoubtedly been that of the Chinese state which has 
been able to overcome the crisis of the end of 
communism in the world and become an increasingly 
efficient one within the framework of a capitalist world.

The advantages that the Chinese economy 
gives to have a strong state and the capacity to design 
and implement long-term policies are more than evident. 
While the other states in the West gave way to 
globalization, China has managed to control the 
globalization phenomenon and take advantage of it. The 
economic and commercial expansion of China and the 
transnationalization of its companies have been 
possible thanks to the success that the Chinese scheme 
has meant in the framework of globalization.

I. The End of the Cold  War  and  the  
Emergence  of  a New Paradigm

The end of the eighties was a historical period 
marked by an important change in the world. Like other 
historical periods, the result was the end of an old 
system and the beginning of a new one. The year 1789 
was the end of the ancient regime in France and had a 
deep influence on Europe, and two hundred years later, 
the year 1989 had its meaning and represents the end 
of the Cold War (and two years later) the end of the 
Soviet Union. These events had a strong impact not only 
in eastern Europe but also on the rest of the world.

Between 1989 and 1991 many things happened 
and the result was the begging of new international 
order led by the propagation of economic globalization, 
and nobody in the world could avoid its influence. But to 
understand the event during those years (and after) is 
necessary to identify what happened in the years before 
in the world and precisely in the communist world, more 
specifically in the Soviet Union. Because this country 
could not resist the advance of economic globalization 
and its policy resulted in obsolete facing a new global 
tendency. This symbolizes somehow the triumph of 
global capitalism over the other economic systems.

The Soviet Union represents one side of the 
situation in the eighties. And no one reason explains the 
crisis in the country and thus in Eastern Europe. Even 
the politics of Mikhail Gorbachev had responsibility for 
the success of the disintegration of the Soviet Union but 
was not the only one. The perestroika, as well as 
glasnost, only accelerates the process which has started 
time before.

The origin of the crisis in the Soviet Union and 
Eastern Europe is not different from the crisis of the 
Latin American countries or even the crisis of the 
Welfare state in developed countries. The oil crisis of 
1973 and the consequent surplus of money in the 
international financial system was the beginning of the 
problem. During the end of the seventies, the Soviet 
Union on one side with an excess of oil exportation 
started an excessive expense by the government that 
leads to bankruptcy years later. Meanwhile, eastern 
European countries incurred huge debts to finance their 
development and maintain the standard of life of the 
population (Hobsbawm, 1999).  

By the middle of the eighties, the situation was 
unsustainable for many countries around the world 
industrial production and quality of life declined in 
communist countries like the Soviet Union and Eastern 
Europe. But the Soviet economic decline is not the only 
reason; many complex situations happened in the rest 
of the world with the economic crisis and explain part of 
the economic decadence.

One of the most important by the beginning of 
the eighties was the upswing in the number of interfirm 
alliances in the capitalist world, another reason was the 
increase of geographical dispersion of production, and 
finally, the isolation of the Soviet Union and East Europe 
avoid the foreign investor (Brooks and Walfort, 2001).

While the capitalist world underwent a process of 
transformation in its economic structure the communist 
world remains static.   

In this context, the situation was at a critical 
point, and was imminent a change in economic policy. 
As soon as assumed as leader of the Soviet Union 
Gorbachev promote a new economic and political 
orientation for the country. The influence of Gorbachev’s 
policy had an impact on the rest of the European 
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communist countries. But this influence was not positive 
having a different result than expected.

One of the unexpected results of the glasnost
was the rebirth of nationalism in the Republics of the 
Soviet Union and East Europe. Thus behind the desire 
for freedom by the end of the eighties stood the desire 
for national sovereignty. It was not a revolt against 
communism as a repressive political and social system; 
it was a series of national revolts against Soviet 
domination (Bessinger, 2009).

Gorbachev’s answer and the new thinkers in the 
government were not violent. Despite their intention to 
avoid any national movement or protest against the 
communist government, the political situation had not 
returned. Once started the glasnost was impossible to 
contain the protest and turn back (Forsbery, 1999).

The first major event was the fall of the Berlin 
Wall in November 1989. After that, the situation had an 
accelerated impulse in the communist bloc. In 
December Mikhail Gorbachev and George Bush 
declared the end of the Cold War in Malta. On 
September 11, 1990, George Bush in the United States 
Congress talks about New Global Order (Nye, 1991). 
And finally, the United States, the Soviet Union, and the 
European Countries sign a non-aggression pact 
between the Pact of Warsaw and NATO in Paris in 
November 1991.

All these events had a strong repercussion on 
the Soviet Union and other communist countries in 
Europe. The evidence of the obsolescence of European 
communism and the failure of Gorbachev's policy was 
felt in every step given between 1989 and 1991. The 
political crisis in the Soviet Union in 1991 and the 
economic crisis finally finished with the Soviet empire 
and communism in Europe.

The dissolution of the Soviet Union was a 
traumatic event for the international system. Despite the 
triumphalism of the United States and western countries 
and the belief in a new order based on peace and 
mutual understanding, the reality was going to be quite 
different than predicted by intellectuals and politicians.

A thesis like The end of the history and the last 
man by Francis Fukuyama (1992) predicted the triumph 
of liberal democracy and free market over the rest of the
political and economic system. The advance of 
capitalism under the new international order seemed 
unquestionable.

This capitalist expansion of the post-Cold War 
era helped to propagate the so-called economic 
neoliberalism. Almost all states, from new capitalist 
countries after the collapse of the Soviet Union to old-
style social democracies and welfare states such as 
New Zealand and Sweden, have embraced some 
version of neoliberal theory and adjusted at least some 
policies and practices (Harvey, 2006).

By the beginning of the nineties, neoliberalism 
has become hegemonic as a mode of discourse. It had 

pervasive effects on ways of thought to the point where 
it has become incorporated into the common-sense way 
many interpret, live in, and understand the world. The 
neoliberal idea occupied positions of considerable 
influence in education (universities and think tanks), in 
the media, in corporate boardrooms, financial 
institutions, international institutions, and states (Harvey, 
2005). Indeed, neoliberalism came to be featured in so 
many different contexts and theoretical containers that it 
shoulders a descriptive and analytical burden in the 
social sciences (Venugopal, 2015).        

Even though many countries adopted economic 
policy markets, the character of implementation 
changes between countries. The economy market is an 
economic policy in developed countries and they can 
carry out easily the neoliberal policies which exist in the 
function of their companies' benefits. Instead in 
developing countries, there is no margin to carry out 
these policies and they have they need to follow the 
postulates of the market to achieve these reforms.  

Since 1991 many new countries were 
incorporated into the economic market. That represents 
a change for the capitalist world because it makes 
possible the increase in world trade and the redirection 
of capital flux to new capitalist economies. The 
economic reforms were adopted as economic doctrine 
in many countries, former communists or not.

The doctrine was not new. As said before the 
economic reform and the implementation of so-called 
neoliberalism as economic policy already starts after the 
end of the Breton Wood system. During the seventies, 
the western countries start a program reform, and 
throughout the eighties and nineties, many western and 
non-western countries join them.

What makes the difference since the end of the 
Cold War was the incorporation of new countries into a 
capitalist system with their market and their workforce, 
the advance in technology, and the availability of capital 
flux to invest in the new (cheaper) markets. In this way, 
the transformation of the world and its new global 
capitalist impulse was given by the propagation of the 
economic doctrine that was begin implemented in the 
seventies.

This new doctrine promotes less state control in 
the economy, more free trade, economic deregulation, 
privatization, and the free movement of capital. The 
implementation and impact were not the same 
everywhere. In Latin America, the conditions after the 
economic crisis (because of the high debt) were 
different at the time of implementing economic reform 
than in developed countries or Asian countries.

The reforms were seen as fundamental to 
reaching economic growth and macroeconomic 
stability. The paradigm after the cold war with the 
propagation of the capitalist world was, you are in or you 
are out. Many countries that failed in their process of 
development or even many countries that started a 
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process of pro-market policies before 1989 understand 
the relevance and the implications of these reforms.

The shock of the collapse of the Soviet Union, 
the crisis in the developing countries, and the crisis                
of the role of the state as a promoter of economic 
growth demonstrate to the world the importance of 
implementing another policy according to the western 
countries that were promoted since the seventies.

Undoubtedly the fall of the Soviet Union and the 
end of the Cold War represented the beginning of a new 
era. A new world more interconnected and led by the 
hegemony of the United States and global capitalism 
started. But definitely, defining this new era is not easy.

It is true the hegemony of the United States 
during this period but many interpretations can 
misunderstand how deep, real, or ambiguous the 
propagation of new phenomena that we call 
globalization, neoliberalism, and the leadership of the 
United States. The process is at the same time 
simultaneous and we cannot refer to only one process. 
There is often much overlap between them and the 
reality of the situation is likely to exist in all of them at            
the same time, like liberalization, polarization, 
Americanization, McDonaldization, creolization, trans-
nationalization, and balkanization (O’Byrne and Hensby, 
2011).

The result of globalization is a more unified and 
interactive planet, a globalized world. As Mark 
Juergensmeyer (2005) said, the attitude that people 
adopt is a more intensely interactive word that can be 
said to be one of globalism or global consciousness, or 
global imaginary. These are all ways of thinking about 
the new start of global awareness in a world where 
transnational activity is the norm and everyone is 
affected by everyone else everywhere on the 
planet.          

This interpretation does not mean that the 
citizen loses their identity as a member of a country. 
Even the flexibility of the barriers to economic 
transactions, one of the most important characteristics 
of these phenomena, identity, and nationalism remains 
intact. The origin of many conflicts, wars, massacres, 
and revolts after the fall of the Soviet Union was 
originated by nationalism.

However, on the other side, the state as a 
unique actor with a monopoly of power and foreign 
relations loses power against the terrorist group and 
TNCs for example. The case of international transactions 
is paradigmatic. One of the pillars of globalization is the 
relative weight of transactions and organizational links 
that cross national boundaries. Access to capital and 
technology depends on strategic alliances with those 
who control global production networks and not any 
territory (Evans, 2007). That is why the role and control 
of the state started to become obsolete.

  
But at the same time, the integration had a 

strong and decisive impulse. In the way of the 
trasnationalization of the production and the capital 
movement in Europe, the European Economic 
Community became in European Union, North America 
creates NAFTA (North America Free Trade Agreement) 
and South America is the beginning of MERCOSUR 
(Common Market of the South).

All these changes after the Cold War represent 
a new paradigm, that why a new interpretation of the 
reality in the world was necessary. Following Robert 
Keohane and Joseph Nye (2009) the definition of 
“globalization” could refer to “globalism” a condition 
that can increase or decrease. According to them, 
“globalism is a state of the world involving networks of 
interdependence at multicontinental distances. The 
linkages occur through flows and influences of capital 
and goods, information, ideas, and forces, as well as 
environmental and biologically relevant substances. 
Globalization and deglobalization refer to an increase or 
decrease of globalism”.

During the first period of propagation, 
globalization was profitable for the United States and 
European countries because helped to propagate their 
companies and conquer more markets for their exports. 
This situation and the propagation of the new culture of 
consumption led by North American companies and the 
weakness of developing countries provoke a reaction 
and rejection in these countries against globalization.

Globalization was understood as neoliberalism 
and neoliberalism represents in many countries the 
abdication against the United States and the western 
world. It seemed that it was the triumph of one over 
others, Western over Eastern, North over South. And in 
this context, undoubtedly most of the emerging 
economies in the west were the most affected region by 
this dichotomy.   

Globalization in that time indeed meant the 
beginning of the United States' unipolar rule and the 
hegemony of global capitalism, but to say that 
globalization is the same as neoliberalism as we saw is 
not correct. The globalization process helped the 
propagation of economic neoliberalism and was useful 
for it. But definitely, globalization is not only 
neoliberalism or global capitalist propagation. 
Globalization is still an inconclusive phenomenon. 
Started many times in history, the last time after the end 
of the Cold War takes more impulse and was 
responsible for the change in many aspects in every 
corner of the world.

What is certain is that after the fall of the Soviet 
Union, capitalism could expand thanks to globalization. 
As a result of this, we have economic globalization, and 
in many aspects, it was what prompted the change of 
paradigm in the economic policy of many countries.



 

 
 

 

 

 

 

 

 

 
 

 

 

 

  

 

 

 

      

© 2022 Global Journals 

   

  
  

  
 V

ol
um

e 
X
X
II 

Is
su

e 
V
II 

V
er
sio

n 
I 

  
  
 

  

23

  
 

(
)

G
lo
ba

l 
Jo

ur
na

l 
of
 H

um
an

 S
oc

ia
l 
Sc

ie
nc

e 
 

-

Ye
ar

20
22

F

Globalization, Neoliberalism, and State’s Transformation: Origins of the Fall of the West and the Rise 
of the East

II. The Investments and their Role in 
Shaping International Relations

To analyze the role and effect of Foreign Direct 
Investment (FDI) in emerging markets is important to 
contextualize this process in the framework of economic 
globalization which is considered in the present work as 
fundamental to understanding all the processes. As we 
said before, every factor is related to this process which 
began in the seventies and was under a period of 
transformation until the fall of the Soviet bloc in 1991. 
But definitely, this process of capitalist expansion did 
not finish but it took impulse and gained strength.

From 1991 to nowadays economic globalization 
has transformed and changed the world. For this 
process, William Robinson (2008) examines how 
capitalism, in this case, corporate capitalism advances 
from the seventies to today. For him, the features of 20th-
century national corporate capitalism are two: one is the 
state intervenes within each economy, in this circuit or 
accumulation in the development of capitalism. In this 
case, the state interviewed by redistributing wealth, and 
so forth. So the state had a major role to play in world 
capitalism in the 20th century. And second major feature 
there is a redistributive component to national corporate 
capital.

Continuing with this analysis Robinson divides 
the world during the 20th century into three regions of the 
world:
− In the first world the development of new deals, the 

Welfare States, and the social-democratic system, have 
these two features: state intervention in the economic 
process and redistribution.

− For the so-called second world, some might have called 
this socialist, others an alternative distribution model; but 
in any case, we see the same two features: state 
mechanism and redistribution mechanisms.

− And in the so-called third world, we have the 
developmental state of the 20th century, what some have 
called Keynesianism or Fordism. Played a major role in 
guiding and regulating the accumulation and other 
mechanisms were in place for distribution.

Robinson argues that:
What happens though is that all three of these models of 
national corporate capitalism enter into a very severe crisis 
starting in the seventies world economic crisis. There are 
many ways that we can analyze that crisis but characterizes 
it as a crisis of nation-state capitalism. It’s that at this point, 
capital outgrows the nation-state and the interstate system 
as the institution through which capitalism had previously 
developed. (Robinson, 2008, p.23).

For Robinson this becomes a restructuring 
crisis what we mean by that is the crisis is so severe that 
the whole system is once again reconstituted on a new 
footing. And we have the seventies and the breakdown 
of the end the dismantling of the redistributive projects 
of the first world, the social welfare state, and so forth, 

the collapse of the so-called second world, and the 
socialist projects with the complete demise of the Soviet 
Union in 1991. And in the third world, we have the 
collapse of the developmentalism projects, particularly 
after the debt of the eighties. So according to the author, 
it became clear that by the time we get the nineties 
neither, socialism nor Keynesianism is a viable model for 
the 21st century (Robinson, 2008). What is happening is 
that we are entering into a new transnational phase of 
capitalism, which is coming to supersede the Nation-
State phase of capitalism.

It is important here to cite the paragraph of 
Robinson in his work “Understanding Global Capitalism” 
(2008) to have a more concrete idea of the notion that 
we want to transmit to be able to develop the concepts 
of changes and transformation and the impact of 
investments that have taken place throughout the 20th 
century and that have a profound impact in the present. 
In this sense he argues that what happens is that 
through the construction of the new model of 
accumulation which is now a global and transnational 
model, capital and particularly the transitional fractional 
of capital that become dominant, restores the prospect 
for accumulation that has begun to break down in the 
seventies through four mechanisms: 1) one of those four 
that it was emphasized by forging if a new capital-labor, 
one based on a cheeping of labor o deregulated labor, 
becomes now the general worldwide model. 2) It is a 
dramatic round of extensive and intensive expansion of 
capitalism itself. Extensive in the sense those regions of 
the world or within countries that have previously been 
outside are now incorporated into the system. 3) The 
creation of a global legal and regulatory structure to now 
facilitate the emerging global growth of accumulation. 
World Trade Organization is an example and conversion 
of the International Monetary Fund or the World Bank. 4) 
Facilitate the emergence of a new model of global 
capitalism, is the neo-liberal structure adjustment 
programs that seek to create the conditions emerging 
transnational across borders and within each country.

In this sense for the author the flow of capital 
that allowed economic globalization made possible the 
arrival of these to the emerging countries in 
considerable quantities during the nineties. The inflow of 
capital occurred in several ways and the one that had 
the most impact was the FDI.

Since the beginning of the nineties, a big 
amount of capital inflows start to go to emerging 
economies. This process reflected the progress in 
proceeding with the economic reforms in the 
increasingly adopted market-oriented and stability-
oriented policies associated with the concept of the 
Washington Consensus. For Robinson, the lowering of 
international barriers to trade and investments, together 
with improved macroeconomic policies, heightened          
the attractiveness of emerging economies as capital 
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importers either in the form of FDI or as portfolio 
investment. These factors also spurred the development 
of emerging economies' financial sectors, including 
stock markets, thus enabling them to improve the 
outlook for satisfactory economic growth by enhancing 
financial intermediation. Moreover, the implementation 
of the Brady Plan for the resolution of the debt crisis of 
the nineties which implied a securitization of the bank’s 
rescued claims, generally stimulated bond issues by 
emerging markets borrowers as the new vehicle of 
capital inflows after the bank has remained hesitant.   

In the year of the Asian crisis (1997), net private 
capital flows to emerging economies declined to 1% of 
GDP in 2002, after having stood at 3% of GDP in 1995. 
While in 1996 the capital flows were evenly spread 
around 4% of GDP, by 2002 the Asian countries' share 
had fallen to 1% of GDP and Latin America to only 0.5% 
of GDP, while European accession countries enjoyed an 
increase in their share to 7% of GDP (Deustche 
Bundesbank, 2003).

In all this sequence we must highlight the key 
role of large companies or better known multinational 
companies. The analysis of the effect of TNCs is very 
important because undoubtedly they have become the 
main carriers of economic globalization. Because of 
their size, organization, and capacity for lobbying and 
influence, they are globally organized. They can produce 
and allocate resources according to the principle of 
profit maximization and their global expansions have 
reshaped the macroeconomic mechanism of the 
operation of the world economies, especially after 1991 
(Stallings, 2007).

What makes them more powerful and with more 
maneuverability at a global level is the fact that they 
have easy access to foreign capital, both through 
investments and the international capital markets. 
Medium and small and micro firms, by contrast, have 
much greater difficulty in obtaining capital to finance 
their operations. They cannot resort to the international 
market, depending on how individual countries' markets 
are structured what kind of norms regulate the allocation 
of capital, and the existing resource available to mobilize 
the investments.  

According to the research “Foreign Direct 
Investment in Emerging Economies” made by Klaus 
Mayer (2005), most of these interactions are bilateral. 
On the one hand, foreign investors adapt to the local 
institutional, social and natural environment in designing 
their strategies. On the other hand, they would influence 
the environment through for instance political lobbying, 
setting good examples of labor standards, or polluting 
the environment. The investment project, in turn, is 
designed by multinational companies located outside 
the country, and the structure and strategy thus shape 
the project and its interactions with the local 
environment.

According to Mayer (2005), this analysis found 
four effects of investments in host countries:
− Investments import capital, but at later stage capital is 

repatriated through profit remittance or project 
discontinuation, and in this way, the host country pays for 
the costs of capital. However, investment capital is 
appreciated by hosts because it tends to be less volatile 
than other forms of capital flow.

− Investments create employment, especially if it is invested 
in Greenfield operations. Moreover, additional jobs may 
be created in local suppliers. Yet investments may also 
crowd out local firms that use more labor-intensive 
methods of production and thus more employment.

− Investment increases gross domestic investment, yet part 
of it may be domestically funded or the capital inflow may 
increase the exchange rate and thus costs of international 
borrowing; both effects can lead to crowding out local 
investment.

− Investment generates exports. Yet investment also 
generates imports, especially in the case of market-
seeking investment in the case of outsourcing operations 
that process imported components. Multinational 
companies are typically more internationally oriented, but 
this affects both sales and procurement. Thus, the net 
effect of the trade balance may be much smaller than 
data on exports by investments may suggest.

As we can see in this part, the role of 
investments in the emerging market is directly related to 
the transformations that the state has had since the 
seventies and deepens with the major reforms of the 
nineties. It is true that the transformation was global and 
affected developed countries in the way of development, 
but as we are going to see in the following section, the 
weakening of the state, as a result of these changes, 
was greater in the developing countries of the West.

In this context of global transformation, 
transnational capital and large companies took 
advantage of the changes produced mainly after the 
collapse of the Soviet Union and investments became 
the main propagator of globalization. Capitals of all 
kinds were invested in developing countries, and while 
economic growth and benefits were predicted, reality 
shows that the lack of regulations and state policies was 
costly in the medium term and that investments alone 
did not guarantee prosperity.

III. The Transformation of the State

The rise of China and other emerging countries 
added to the economic crisis that began in 2008 and 
has only accelerated the displacement of financial and 
economic power from the United States and the West to 
China mainly, followed by Russia, India, and Brazil to a 
lesser extent (Wilson, 2003). And while this group of 
countries has managed to establish itself as a forum to 
outline common policies, it has not yet been 
consolidated as an alternative to other power blocs such 
as the G8, the G20 or as a counterweight to international 
institutions such as the World Bank or the IMF. But 
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rather they have been within the international framework 
imposed by the Western powers.

While the current status quo of the international 
system remains ruled by Western institutions, the rise of 
China and other emerging nations is perceived as a 
threat by sectors of the United States and the West. The 
American reaction to this situation is evident after the 
arrival of Donald Trump to the presidency of the United 
States. The election of Trump could be mainly explained 
by the commercial effects that affect the American 
economy as a result of the trade deficit with China. But 
beyond this argument, Trump's main excuse was the 
loss of jobs in the American industrial sector (Plumer, 
2018).

The anti-globalization manifested by Trump is 
directly aimed at rejecting free trade agreements, 
imposing tariffs, and reformulating United States foreign 
policy. The slogan America First was a clear sign of 
what the United States president's intentions were. 
Given that Trump has done enough of what he has said 
in his election campaign, this has meant a true turning 
point in the relationship of the United States with the rest 
of the world (Seligman, 2018).

Faced with this panorama and even though the 
international system led by the West and its institutions 
is still far from breaking down and losing influence, what 
has increasingly put into question is the unipolar rule 
exercised by the United States. This status quo that 
seemed indisputable is today strongly questioned (both 
internationally and theoretically) by several factors 
beyond the economic crisis and the rise of China. The 
failed war against terrorism, the invasion of Afghanistan 
and Iraq, and the torture in the prisons of Guantánamo 
and Abu Ghraib added to the international economic 
crisis, have strongly damaged the image of the United 
States at the international level.

The crisis of American supremacy, in turn, is 
closely related to the loss of state power resulting from 
the globalization process. For more than twenty years 
economic globalization was promoted by the United 
States and the West to gain ground in the world 
economy, especially after the collapse of the communist 
bloc.

As explained above, the end of the Cold War 
was followed by a series of economic reforms pro 
markets called neoliberal. These reforms allowed United 
States companies to start an expansive cycle in new 
markets that were previously closed. With this process, 
the process of productive relocation that began in the 
eighties that allowed the transfer of certain productions 
to more profitable areas for American companies was 
accelerated. Of course, American companies led the 
process in which European and Japanese companies 
were also part of even greater success (Masaki and 
Kyoshi, 1990).

One of the most important destinations of this 
economic relocation driven by globalization was East 

Asia and mainly China. This same process was 
encouraged by the government of the United States 
itself to obtain competitiveness in a favorable global 
context. The strategies of the North American 
companies, supported by the government, were based 
on productive relocation to increase their profitability at 
the lowest cost. To determine this competitiveness, 
different socio-political factors of each region were taken 
into account and the advantages offered by these 
places (Lopez, 2018).

Thus, the relocation of multinationals meant 
investments in other regions considered more 
competitive than the United States or Europe. The 
common driving forces were the speed and cost of 
technological change, which in turn accelerated the 
internationalization of production and the dispersion of 
the manufacturing industry towards the newly 
industrialized countries; generating an increase in the 
mobility of capital, which made this dispersion of the 
industry easier and faster while it was favored by the fact 
that transnational communication is cheap and fast 
(Strange, 1992).

This process was a contributing factor to the 
economic resurgence of East Asia and was 
accompanied by a series of factors that gave it a 
fundamental boost. Following Giovanni Arrighi in his 
work “State, markets and Capitalism” (2012) we can 
attribute this to three scenarios that were happening 
since the seventies. First, the expansion process 
promoted by the United States government to ensure 
the success of the capitalist economies in the face of 
the advance of communism, which implied greater trade 
and the relocation of companies in the region; second, 
the Japanese economic expansion and its investment 
and subcontracting in Southeast Asia; and third the 
approach of the Chinese government with the Chinese 
diaspora, which in the process of opening began to 
make their investments in mainland China is one of the 
main investors during this process.

In this way, East Asia but mainly China became 
the creditor of the advantages that this productive 
relocation meant, and thanks to the state strategies to 
receive and re-direct investments, within twenty years, it 
became one of the most dynamic and developed 
economies in the planet. The role of the Chinese state 
was decisive in this process, with the opposite case to 
the West. While the state in the West was retreating, in 
China it was strengthened thanks to a reorientation and 
an improvement in its functions according to the 
interests that the center of the government considered 
key.

Therefore, the loss of power of the United 
States and the West can be attributed to the effects of 
the global expansion that had no limits to incorporating 
markets as new centers of production that, would 
ultimately find more benefits than losses. Given that, as 
Castell (2005) argued well, globalization is inclusive, but 
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it is of all that has value, and Asian countries especially 
China, had the value of abundant labor and state 
policies that guaranteed so much benefit for the country 
as for the multinational.

The competitiveness offered by these countries 
increased over the years and they gained more markets 
to place their products while this motorized more 
investments in their territories. The final inclusion of 
China in the World Trade Organization was a key step 
that allowed it to expand in world trade. In this sense, 
the drivers of the process of economic globalization 
found more advantages in the East than in the West, 
generating an imbalance in favor of Asian countries. In 
this sense, much responsibility falls on the other 
globalizing agent which is the state. The Chinese state 
in this case has been able to adapt to the rules imposed 
by Western institutions.

So we can say that the process of globalization 
is not apolitical nor neutral or symmetrical. The same 
policies and actions carried out by the different agents 
do not always have the same effects and 
consequences. For example, the increase in the power 
of big business in the West leads to the crisis of state 
power and its consequent change, while in China this 
process causes an improvement in the role and 
effectiveness of the role of the State, which allowed it to 
increase its advantages over the West.

For instance, to say that in today's globalized 
world companies are the only ones leading this process 
is not entirely true. TNCs and financial capital have 
gained ground and power in the Western world partly 
because of the weakening of the state. The state today 
is indeed openly vulnerable to corporate power, but in 
East Asian countries and China, was mainly the TNCs 
that had to accede to the demands of the state, 
accepting in part their rules of the game.

The multinational business power acquired 
strength in the nineties to be the one who controls the 
process of global expansion in the West. As was said in 
the measurement of power between multinational 
companies and the state there is a break in the West in 
favor of TNCs.

Regarding this in his 1991 book Big Business and State 
Susan Strange said: "the relations between the states are 
not more than an aspect of the international political 
economy, and that in that political economy, the producers 
of the wealth - the transnational corporation - play a key role
... The state has the authority to act under its role as 
guardian of the territory” (Strange, 1991, p. 248).

The legitimacy of its power to give or retain 
access to its international market, its natural resources, 
its work, and its capital is recognized by other states. 
The only problem is that, through legitimation, all these 
negative powers. The door can be locked, but when it is 
open it depends on the TNCs, not on the state to decide 
if they should enter. There is a problem. If there is too 
much restoration, and too rigid regulation once they are 

inside the door, then the foreign-owned companies stay 
away, or leave, or enter only in a way that minimizes 
the risk.

This loss of balance after the increase in power 
that TNCs has created a rift between the territorial 
power of nation-states and a weak and partial 
intergovernmental cooperation in which markets had 
carte blanche and this could be constructive or 
destructive. The analysis of Susan Strange proved to be 
quite accurate in the case of the West.

One of the characteristics of this loss of power 
in the West is that there has been a profound break in 
the logic of the functioning of the state system. To 
understand this breakdown of the state system 
Wallerstein must analyze the three relevant past and fully 
affect the functioning of the state that eventually ended 
up weakening. First, the past of the hegemonic era of 
the United States, 1945-1990; second, the past of 
liberalism as the dominant ideology of the capitalist 
world system from 1789 to 1989; and third, the past of 
capitalism as a historical system, which began in 1450 
and may last until 2050 (Wallerstein, 2013).

To Wallerstein:
The French revolution changed mentalities by imposing the 
belief that political change was normal and legitimized by 
popular sovereignty. The attempt to deal with this reality 
took the form of the creation of three ideologies: 
conservatism, liberalism, and socialism. The apparent 
difference was in his attitude toward such a normal change: 
the dubious conservatives who wanted to slow him down to 
the maximum; the liberals who wished to handle it rationally; 
and the socialists who wanted to accelerate it to the 
maximum (2013, p. 24).

In theory, all three dialogues looked 
disapproving of the state. But, in practice, the three 
dialogues found that they had to strengthen the state 
vis-à-vis society to achieve their objectives. In the end, 
Wallerstein argues:

The three ideologies united around the liberal program of 
orderly reform promulgated and administered by "experts". 
The conservative became a liberal-conservative and the 
socialist became a liberal socialist. The two main changes in 
the geopolitics of the world system occurred the first in the 
'70s and the second in the 1980s. These changes mark the 
collapse of the Wilsonian liberal temptation logic to the 
working classes of the periphery. The collapse of "statism" in 
both the third world and the ex-socialist bloc is the collapse 
of liberal reformism and, therefore, the undermining of a 
crucial pillar in the stability of the capitalist world economy 
(2013, p. 27).

According to Wallerstein, the breakdown of the 
state in the West had many implications for the political, 
economic, and social order. The state that since the 
nineteenth century and especially after the post-World 
War II had increased its power and its functions as never 
in history, collapsed towards the seventies, dismantling 
all networks between politics, economy, and society. 
The changes in the state occurred over the years along, 
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with the changes produced both, within the state system 
and by the changes produced in the international 
context (Wallerstein, 1993).

The global market, as already mentioned, had 
gained power concerning the states since the seventies. 
That is to say, it is in this period when the breaking point 
occurs after the crisis of the states, and the loss of 
power before the multinational companies is a sign of its 
internal weakening and its lack of capacity to function.

The transformation of capital and the capitalist 
system and its expansion was a factor that disrupted the 
state system and its relationship with economic, 
political, and social sectors. According to Giovanni 
Arrighi:

The effects of these changes occurred due to the 
emergence of a particular block of government and 
business agencies capable of leading the system toward a 
broader or deeper division of labor that created conditions 
of increasing returns on the capital invested in trade and 
production. Under these conditions, profits returned to the 
wider expression of trade and promotion more or less 
routinely; and the main centers of the system cooperate to 
support each other (Arrighi, 2005, p.13).

Over time, however, the investment of a growing 
mass of profits in further expansion of the production of 
commercial aid inevitably leads to the accumulation of 
capital on a scale beyond normal investment channels, 
and above that can be reinvested in the purchase and 
scale of products without drastically reducing the profit 
margins. The decreasing returns established in 
competitive pressures on government systems and 
commercial agencies are intensifying and the scenario 
is ready for the phase change from material to financial 
expansions.

In this progression of increasing returns to 
decreasing, from cooperation to competition Arrighi 
(2012) says the relevant organizational structures are 
not those of the system unit but the systems 
themselves. Thus, with specific reference to the last 
cycle of the United States, the relevant organizational 
structures are not merely those of the vertically 
integrated and bureaucratically managed corporations, 
which were only one component of the block of 
government and business agencies that led to world 
capitalism through the material expansion of the fifties 
and sixties. Rather, they are the organizational structure 
of the order of the Cold War in which expansion was 
embedded.

Arrighi and Moore (2009) argue that as the 
expansion developed, it generated three closely related 
trends that progressively undermine the capacity of 
these structures to sustain expansion: 1) the tendency of 
competitive pressures on United States corporations to 
intensify; 2) the tendency of the subordinated groups to 
demand a greater share of the pie, and 3) the tendency 
of the United States corporations to accumulate the 

benefits of the material expansion in the offshore 
markets.

The state was losing competitiveness in the 
West and by the mid-seventies, the lack of response 
from the state as well as the huge deficit to sustain its 
policies generated a series of questions against it. The 
crisis of the state and the lack of competitiveness 
reached a point of no return towards the end of the 
seventies. This affected all areas of the state, from 
economic policy to social security. The crisis of the state 
was fed back to the exhaustion of the different 
interventionist models both economically and socially to 
the point of questioning all their actions, which gave rise 
to anti-state theories that ultimately lead to the West at 
its height in the nineties (Arrighi and Moore, 2009).

The fall of the developmental state in Latin 
America, the interventionist state in the communist bloc 
as well as the welfare state in Europe, is also highlighted 
by its structural problems. None of these states could 
deal with the new trend that was imposed on the 
international system. The lack of response to these 
models of states had a great impact on and out of them. 
That is why the political class who was in charge of this 
state was considered, in part, responsible for the 
inability of the state to respond.

IV. Conclusion

As Claus Offe (1984) argues it would be 
possible to test the thesis that those actors (in 
ministries, parliaments, and political parties) responsible 
for social policy institutions and innovations within the 
state apparatus were constantly confronted with the 
dilemma that many legal and politically sanctioned 
demanded and the guarantees were not reconciled with 
the demands and capacities of the budgetary, financial 
and labor market policies of the capitalist economy. 
These actors were inevitably brought into conflict with 
this policy by uncontrollable environmental factors, and 
such state policy did not respond to the needs or 
demands of any particular social group or class but 
rather reacted to the internal structural problems of the 
welfare state apparatus.

But these internal crises turned out to 
structurally affected both, the welfare state in Europe, 
the developmental state in Latin America, and the 
interventionist state the communist bloc. The concept of 
a state that had lasted practically without variations or 
abrupt changes for more than thirty years was in crisis. 
In the case of the developmental state in Latin America, 
it was perceived as ineffective and obsolete, with the 
industrialization of import substitution being the new 
villain and guilty of not responding to the crisis and 
beginning to be perceived as protectionism as part of 
state corruption.

The transformation of the state meant in the 
West the breaking of the state system and the power of 
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the state in the international system before the new 
elements of power such as the TNCs, that is to say, 
meant its weakening. While in the East, the 
transformation of the state meant the re-adaptation of 
state functions to the challenges and needs that arose 
in the face of the globalizing economic impulse 
promoted from the West, that is to say, that meant its 
strengthening.

In the East, the state that prevailed until the 
eighties was either the socialist states or the 
developmental states. The transformation initiated in 
those years and deepened in the nineties was possible 
thanks to the resilience of the state apparatus. The 
models prevailing in the East imported from the West 
were combined with political models tending to the 
almost total control of the state apparatus, a model that 
allowed them to overcome the crisis of the end of the 
Cold War and the other crises of the post-1991.

Faced with the situation of change, the states in 
East Asia and mainly in China tried new development 
strategies in globalization. To face the globalization 
process, these strategies focused on the re-adaptation 
of the state, generating new restructuring within it, as 
occurred in China.

Since the fifties, the developmental strategies in 
Asian countries had been industrialization towards the 
outside favoring the productive process by promoting 
industrial development oriented towards exports. This 
allowed them to occupy a considerable space in 
international trade, which in turn prepared them for the 
process of productive relocation that would occur from 
the seventies and with greater force in the nineties, with 
the investments promoted from the West that was the 
key to their economic success.

References Références Referencias

1. Arrighi, G. (2012) “State markets and capitalism, 
east and west”, Positions 15, Duke University Press.

2. Arrighi, G. and Moore, J (2009). “Capitalist 
Development in World Historical perspective. 
Phases of Capitalist Development”, in Booms, crisis 
and development, New York: Palgrave Publishers 
Ltd.

3. Arrighi, G. (2005) “States, Markets and Capitalism, 
East and West”, Seminario Internacional REG GEN: 
Alternativas Globalização (8 al 13 de October, Rio 
de Janeiro, Brasil). Rio de Janeiro, Brasil: UNESCO, 
Organización de las Naciones Unidas para la 
Educación, la Ciencia y la Cultura (2005).

4. Bessinger, M. (2009). “Nationalism and the collapse 
of Soviet Union”. Contemporary European History, 
Cambridge University Press, Vol 18, 3, 331-347.

5. Brooks, S. and Walfort, W. (2001). “Power, 
Globalization and the end of the Cold War. 
Reevaluating a Landmark Case for ideas”, The MIT 
Press Journal- International Security Vol. 25 No. 3.

6. Castells, M. (2005). “Globalización e identidad”, 
Quaderns de la Mediterranea, Número 5, Barcelona, 
Año 2.

7. Deustche Bundesbank (2003). The role of FDI in 
Emerging Markets compared to other forms of 
financing: Past development and implications for 
financial stability, International Relations Department 
J2/J2-2, Frankfurt (February).

8. Evans, P. (2007) “Instituciones y desarrollo en la era 
de la globalización neoliberal” Colección En Clave 
de Sur 1ª Edición: ILSA. Bogotá.

9. Forsbery, T. (1992). “Power, Interests and Trust: 
Explaining Gorbachev's Choices at the End of 
the Cold War”, Review of International Studies, 
Cambridge University Press, Vol. 25, No. 4.

10. Fukuyama, F. (1992). The end of the History and the 
Last Man, New York: Macmillan.

11. Harvey, D. (2005). A Brief History of Neoliberalism, 
Oxford, Oxford University Press.

12. Harvey, D. (2006). “Neo-Liberalism as Creative 
Destruction”, Geografiska Annaler, Series B, Human 
Geography Vol. 88, No. 2, Geography and Power, 
the Power of Geography.

13. Hobsbawm, E. (1999). Historia del Siglo XX, Buenos 
Aires: Crítica.

14. Juergensmeyer, M. (2005) Thinking Globally. A 
global studies reader, Berkeley, University of 
California Press.

15. Keohane, R. and Nye, J. (2009) “Globalization: 
What's New? What's Not? (And So What?)” Foreign 
Policy, No. 118 (Spring).

16. Lopez, L. (2018). “The White House is only telling 
you half of the sad story of what happened to 
American jobs”, Business Insider, Jul 25, 2017. 
Retrieved from https://www.businessinsider.nl/what-
happened-to-american-jobs-in-the-80s-2017-7/?inte 
rnational=true&r=US.

17. Masaki, O. and Kyoshi, K. (1998). “Business 
Development of European Companies in Asia”, 
Japan Research Institute, Sakura Institute of 
Research, Inc. RIM March, No. 39.

18. Meyer, K. (2005). “Foreign Direct Investment in 
Emerging Economies”, Policy Discussion Paper 
Emerging Markets Forum, Oxford, Templeton 
College (December).

19. Nye, J. (1992). “What new world order?”, Foreign 
Affairs (spring).

20. O’Byrne, D. and Hensby, A. (2011). Theorizing 
global studies, New York, Palgrave Macmillan.

21. Offe, C. (1984). Contradictions of the Welfare State, 
Edited by John Keane, Hutchinson & Co. 
(Publishers) Ltd.

22. Plumer, B. (2018) “Trump picks economics winner, 
guided by nostalgia”, The New York Times, June 18 
2018. Retrieved from https://www.nytimes.com/ 
2018/06/18/us/politics/trump-economy-coal.html



 
 

 

 
 

 
 

 

 
 

 

 
 

 
 

 
 

 
 

 
  

  
 

 
 

 
 

 
 
 
 

      

© 2022 Global Journals 

   

  
  

  
 V

ol
um

e 
X
X
II 

Is
su

e 
V
II 

V
er
sio

n 
I 

  
  
 

  

29

  
 

(
)

G
lo
ba

l 
Jo

ur
na

l 
of
 H

um
an

 S
oc

ia
l 
Sc

ie
nc

e 
 

-

Ye
ar

20
22

F

Globalization, Neoliberalism, and State’s Transformation: Origins of the Fall of the West and the Rise 
of the East

23. Robinson, W. (2008) “Understanding Global 
Capitalism”, Discussion Paper CSGP D2/08, Centre 
for the Critical Study of Global Power and Politics, 
Peterborough Ontario (January).

24. Sanahuja, J. A. (2007). “¿Un mundo unipolar, 
multipolar o apolar? El poder estructural y el poder 
de las transformaciones de la sociedad 
internacional contemporánea”, en VVAA, Cursos de 
derecho internacional de Vitoria-Gasteiz 2007, 
Bilbao, Servicio Editorial de la Universidad de del 
País Vasco.

25. Seligman, L. (2018) “Trump’s ‘America First’ Policy 
Could Leave U.S. Defense Industry Behind”, Foreign 
Policy, (July).

26. Stallings, B. (2007). “The globalization of capital 
flows: who benefits?”, The Annals of the American 
Academy of Political and Social Science, Vol. 610, 
NAFTA and Beyond: Alternative Perspectives in the 
Study of Global Trade and Development (March).

27. Strange, S. (1991). “Big Business and State”, 
Millennium Journal of International Studies, Vol. 20, 
No.2.

28. Strange, S. (1992) “State, Firms and Diplomacy”, 
International Affairs, Royal Institute of International 
Affairs 1944, Vol. 68, No.1 (January).

29. Venugopal, R. (2015). “Neoliberalism as a concept”,
Economy and Society Volume 44.

30. Wallerstein, I. (2013). “World-systems analysis”. 
Sociopedia.isa, International Sociology Association 
(April), 84-95.

31. Wallerstein, I. (1993). “The World-System after the 
Cold War”, Journal of Peace Research, Vol. 30, No. 
1 (February).

32. Wilson, D. (2003) “Dreaming with BRICs. The path 
to 2050”, Goldman Sachs, October 12, 2003. 
Retrieved from https://www.goldmansachs.com/in 
sights/archive/brics-dream.html  


	Globalization, Neoliberalism, and State’s Transformation: Origins of the Fall of the West and the Rise of the East
	Author
	Keywords
	Introduction
	I. The End of the Cold War and the Emergence of a New Paradigm
	II. The Investments and their Role in Shaping International Relations
	III. The Transformation of the State
	IV. Conclusion
	References Références Referencias



