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Commerce changes the fate and genius of nations. 
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Immanuel Wallerstein’s 
World-Systems Theory 

• ...theory of how each individual state fits into the 
economic picture of the world as a whole 

• ...based on the question of scale 

• The world economy has one market and a global 
division of labor. 

• Although the world has multiple states, almost 
everything takes place within the context of the 
world economy. 

• The world economy has a three-tiered structure. 



Construction of the World 
Economy 

According to Wallerstein, the world economy – 
his three-tiered structure – was constructed over 
time as a result of three economic processes. 

o colonialism 

o capitalism 

o commodification 



Colonialism 

Colonialism, according to world-systems theory: 

o brought states into the world economy, setting 
up an interdependent global economy 

o set up a system in which everyone is 
connected to the world economy 

After WWII, most states gained political 
independence but were not able to gain economic 

independence. 



Capitalism 

• The world economy is a capitalist economy. 

• Capitalism is a system in which people, corporations 
and states produce goods and services to exchange in 
the world market for a profit, as opposed to, for 
example, a barter system. 

• Wallerstein’s theory says that this exchange of goods 
and services for profit began around 1450 and has 
continued to grow. 



Commodification 

• Commodification is the process of placing a 
price on a good, then buying, selling and 
trading the good in the world market … 
turning everything into a commodity. 

• In the world economy, most people earn a 
living by being a part of the world labor 
supply. In other words, their labor becomes a 
commodity through which they earn money 
for food, shelter and etc. 

• In addition, many make extra money by 
commodifying goods for which there is at least 
some local demand. 



Wallerstein’s Three-Tiered 
Structure 

CORE  

• processes associated with 
higher levels of education, 
higher salaries and more 
technology 

• generates more wealth in 
the world economy 

• often called most developed 
countries (MDCs) 

SEMI-PERIPHERY  

• places where both core and periphery 
processes occur … places exploited by the core 
and in turn exploiting the periphery 

• serves as a buffer between core and periphery  

PERIPHERY  

• processes associated with 
lower levels of education, 
lower salaries and less 
technology 

• generates less wealth in the 
world economy 

• often called least developed 
countries (LDCs) 



Core-Periphery 

Core (Developed States) 

• US, Europe, Japan, 
Australia 

• wealthy 

• powerful 

• control media and finance 

• technologically advanced 

Periphery (Less Developed) 

• poor 

• dependent on core for: 

o education 

o technology 

o media 

o military equipment 

o financing 



New International Division of 
Labor 

• Transnational companies have been very 
aggressive in using the low-cost labor living in 
LDCs. 

o seek elimination of trade barriers (tariffs) 

o no minimum standards in place  

o a “rush” to the bottom? 

o loss of US jobs - “a great sucking sound” 
after NAFTA? 



New International Division of 
Labor 



• international in operation with multiple 
markets, plants, raw material sources 

• active and effective practitioners of the 
principle of comparative advantage 

• produce in that state where costs of 
materials, labor and other production 
inputs are minimized, while maintaining 
operational control and declaring taxes in 
localities where the economic climate is 
most favorable 

Transnational Corporations 
(TNCs) 



The World According to World-
Systems Theory 



Problems with  
World-Systems Theory 

• questions about the validity of world-systems 
theory, arguing that it overemphasizes 
economic components in political development 

• how to account for states that were not part of 
the colonial system yet are part of the core 
(Switzerland, Australia) 

• the relationship between political and 
economic power 

• other theories offer better explanations for the 
what and how of the world economy 



• development generally in urban industrial areas  

• production flows out: reliant on cheap labor 

• profits leave the state (no investment in 
community — just investment for business 
purposes) 

• agglomeration in urban areas leads to over-
urbanization 

o rural poor head to cities for jobs 

o shantytowns, favelas 

o not nearly enough jobs to support huge 
populations 

o formation of megacities: Rio de Janeiro, Buenos 
Aires, Sao Paolo, Kolkata, etc 

Problems with Development 

Kolkata, India 



Although Tokyo is the largest city in the world today, the fastest 
growing megacities in the world are in the periphery or semi-
periphery 

o Mumbai, India 

o Lagos, Nigeria 

o Karachi, Pakistan 

o Kuala Lumpur, Malaysia 

o Sao Paolo, Brazil 

o Mexico City, Mexico 

o many others 

Mumbai, India 

Rio de Janeiro, Brazil 

Urban Growth 



Rio 

• ~1,000,000 people around Rio live in favelas (makeshift 
slums) 

• growth rate: Rio:  2.7%  favelas: 7.5% 

• <50% of favelas don’t have running water 

• 70% minority population (black, native or mixed) 

• why? 

o lack of market (abandonment of rural areas for city) 

o lack of access to market / exports 

o can’t compete with large agricultural corporations 

o lure of jobs / possibilities in big city 

o most end up worse (no job, no land, nothing to go 
back to) 

o abundance of cheap labor keeps wages very low 

o situation worsens, greater need for more development? 
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Why do states trade? 

• ...to import the goods and 
services they need 

• ...to export the goods and 
services they can sell for 
profit 



What is comparative advantage? 

Comparative advantage means a 
state will export goods and services 

that they can produce at lower 
relative costs than other states. 



What are the effects of 
comparative advantage? 

• It enables states to produce goods and 
services they can sell for profit. 

• It influences the development of 
industries, for example: steel, aircraft, 
automobile, clothing. 

• It supports specialization and the 
efficient use of human resources. 



Examples of States and Their Use 
of Resources 

• Japan: highly industrialized 
despite limited natural 
resources 

• Russia: has numerous 
resources but many are not 
economically profitable to 
develop 



Examples of States and Their Use 
of Resources 

• United States: diversified 
economy, specialized 
industry, abundant 
resources 

• Cote d’Ivoire: limited 
natural resources but it uses 
cash crops to buy 
manufactured goods  



Examples of States and Their Use 
of Resources 

• Switzerland: has limited 
natural resources but 
produces goods on a global 
scale 



Trade Organizations 

• ... regional or international agreements 
that eliminate barriers to trade among 
members: 

o World Trade Organization (WTO) 

o North American Free Trade Agreement 
(NAFTA) 

o European Union (EU) 

o Oil Producing and Exporting Countries 
(OPEC) 

o Association of Southeast Asian Nations 
(ASEAN) 

o Central American Free Trade Agreement 
(CAFTA) 



Advantages of Trade 
Organizations 

• Trade organizations allow for more efficient 
industries. 

• Member states have access to larger 
markets. 

• Member states have access to more human, 
natural and capital resources without 
restrictions. 

• Member states have a greater influence on 
world markets. 



• Trade organizations cause some industries 
to close. 

• Certain industries become concentrated in 
particular states while forgetting smaller 
states. 

• Agribusiness is replacing the family farm. 

• There is often difficulty in agreeing on 
common economic policies. 

Disadvantages of Trade 
Organizations 



The move toward free trade is a 
global trend. 



Benefits of Free Trade 

• Lower trade barriers make everyone better off. 

• Free-trade pacts have contributed greatly to the 
US economy. 

• The goal of economic activity is to produce more 
products, not more work. 

• Free trade leads to more efficient use of resources. 

• Free trade leads to higher standards of living. 

• Free trade changes types of jobs, not numbers of 
jobs. 



CHANGES IN ECONOMIC 
INTERACTION 
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How has economic interaction 
changed over time? 

• Labor has moved from individual homes 
(cottage industry) to factories to offices to 
telecommunications. 

• There has been a large migration from rural to 
urban areas. 

• Industrialized states now export labor 
intensive work to developing states. 

• Trade alliances have grown in number. 

• Service industries (tertiary) have grown in 
number. 



How has economic interaction 
changed over time? 

• Financial service networks and international 
banks have increased. 

• Products are internationally assembled instead 
of everything being made in one location 
(example: vehicles, electronics). 

• Modern transportation networks that allow for 
rapid and efficient exchange of goods and 
services (example: Federal Express, UPS, US 
Postal Service) have grown. 

• Widespread marketing of products has 
increased (example: Fuji, Nike, etc). 



How has economic interaction 
changed over time? 

Steamship Routes, Circa 1900 



How has economic interaction 
changed over time? 

LAX and MIA Flight Maps 



Four Major Questions about the 
World Economy 

• What should be produced, at what scale of 
output and with what mix of inputs? 

• How should inputs – labor, capital, resources, 
etc. – be combined?   

• Where should production occur?   

• Who should get the output?  How should it be 
divided? 



• In the drive to industrialize and achieve high mass 
consumption, states often allow firms to pollute. 

• The costs of pollution are often difficult to quantify. 

o Costs of cleaning-up/preventing are fairly easy for 
firms to estimate – costs passed to consumers. 

o Linking pollution and problems is not easy to do. 

o How does one quantify reduced quality of living? 

• medical costs for respiratory problems and 
cancer 

• damage to and loss of plants, animals and 
material objects 

• heat and noise pollution 

A Word about the Environment 



A Word about the Environment 

• The industrial revolution seems to have 

introduced, at least at a larger scale, a new 

trade-off: more material possessions for 

reduced quality of life. 

• KEY POINT:  Technology is not evil – it is 

neutral, merely a tool:  

o Humans choose how to use technology. 

o Humans can choose to use more costly, but 

environmentally friendly, technology. 

o If all firms use environmentally friendly 

technology, competition will not really be 

affected. 



The End 
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