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Chapter 1: Transnational state capital and structural changes in the
global political economy

Abstract:

This chapter serves three aims: first, to outline the scope of the thesis and clarify the moving parts of
the concepts and ideas employed in the following empirical chapters. Second, to embed this empirical
analysis in a historical and structural framework as an aid to thinking about the rise of transnational
state capital. Third, to introduce the key concepts of the dissertation, which are the transnational
agency space and the competing state. | argue that the rise of transnational state capital brings about
the rise of the competing state, superseding the competition state of neoliberal globalization. This
movement is only possible through a transnational agency space, which resulted from structural
changes in the global political economy during neoliberal globalization. | describe these changes
throughout the chapter and demonstrate how both concepts together capture the rise of “state
capitalism” on the level of international politics.
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1. No agency without structure

This dissertation asks a simple question: what are the consequences of the rise of transnational state
capital for international politics? The answer to this question is, in many respects, a story about states
and agency in the global political economy. Just take a look at its different chapters: They trace the
transformation of international politics, in which states and corporations play juxtaposed games of
power (Chapter 2); they describe the rise of states as economic owners in this transformed setting and
scrutinize the economic strategies states apply therein (Chapter 3); and finally demonstrate the
geoeconomic implications of this rise (Chapter 4). Taken together, these chapters explore and delineate
how the rise of transnational state capital in the last two decades impacts the international system from
an agency-perspective. On the face of it, this is a good thing: scholars have long wrestled with the
problem of thinking accurately about agency in international politics (Wendt, 1987); and to this day,
agency remains an understudied phenomenon in International Relations (IR) and International Political
Economy (IPE) research (Braun et al.,, 2019). Furthermore, at the heart of this dissertation is the
question of how the rise of “state capitalism” and foreign state investment impacts international
politics. A thorough description and analysis of the agency-side of this rise is essential if we want to
move from abstract generalizations to empirically saturated descriptive inference. Hence, the story told
here could be abbreviated easily by applying the proverbial three moves in research paper
introductions: describing the research terrain as the rise of state capitalism in the global economy;
pointing out the perennial problem of missing agency in international studies; and arguing that this
study fills this gap partly by providing an agency-focused account of the rise of state capital in recent
years. As said, there is of course enough of this type of work in the different chapters constituting this
project; and this dissertation focuses intensively on developing a conceptually and empirically rigorous
way to tell the story of how states went from being observers to serious players within globalized

markets.

This first chapter, however, develops a somewhat different focus. | will take a step back and look at the
structural developments that form the backbone of this described rise of transnational state capital in
the last two decades. In my estimation it is just as relevant to develop a narrative that captures the
other side of this rise, namely how this state agency is being enabled through and accompanied by
fundamental global structural changes. The rise of states as owners in the global political economy is
also a story of structural changes of capitalism in the last two decades: of how the rise of globalization
created a transnational agency space in which different corporate actors could thrive - and how this

space is increasingly being occupied by state capital.
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To put this rise of state capital into perspective, we are nowhere near what some observers dubbed
the “end of the free market” as a result of a “war between states and corporations” (Bremmer, 2010).
Even today, when the spectrum of state-led economic models like China or Russia is being flanked by a
growth in protectionist and nationalist economic policies around the world, state capital and statist
economic practices remain just a fraction of the larger global economy. However, it is not my intention
to tell a story about how the rise of state capital changes the working mechanisms of the global
economy. Rather, what this dissertation explores starts from the observation that states and state-
owned entities were enabled to increasingly move into what has been traditionally understood as the
realm of the “market”, and how this move challenges our understanding of “states” and “markets” as
two (analytically) separated entities. In other words, | am interested in how structural changes in global
capitalism — mainly economic transnationalization processes — enabled state capital to grow, position
itself in the global economy and create direct and indirect consequences for international politics. As
mentioned, the agency-part of this movement is dealt with in the following chapters constituting this
dissertation. They tell the story of strategies, of geoeconomic competition and foreign state capital
penetrating domestic economies, and what all of this means for international politics. The other side of
the coin, namely the structural environment in which this was possible, will be discussed in the

following.

The main line of thinking | pursue in this chapter is that the rise of globalization created a transnational
agency space in which states were able to reinvent themselves as owners and investors of capital. This
development transforms state power and state capabilities of a number of powerful states: some of
them become financial heavyweights moving global markets (for example Norway), while others
engage in large-scale M&A deals that cause political reverberations (for example China). This is at odds
with an often-painted picture of globalization producing a “flat world” (Friedman, 2005), i.e. a level
playing field for corporations, states, and individuals in a “networked” rather than a hierarchical world
order (Slaughter, 2005). Recent research suggests that the economic networks created during
globalization and the “flatness” produced through border-crossing technological progress also
introduced power asymmetries between a few states able to weaponize these network ties and many
others that are not (Farrell & Newman, 2019). This is also true of foreign state investment, enabled
through globalization, as a few resource-rich and powerful states are able to compete on a global scale
for investment targets. The argument developed in this chapter, as well as in parts of the dissertation,
is that this transnational agency space enables a new state form that can be called the competing state.
Different from the literature on the competition state (Cerny, 1997), the competing state is not a passive
set of institutions whose logic of competitive advantage-seeking is driven by adapting to the merciless

forces of neoliberal globalization. Rather, the competing state uses its vast resources (for example

21



revenues from extractive resources, or large amounts of foreign exchange reserves) to compete for
different economic goals (for example for returns on investment or technological development). The
competing state, albeit epitomized by only a handful of globally relevant owners, has superseded the
competition state as the state form relevant to understanding fundamental change in the

contemporary global political economy.

| will develop this argument in four steps. First, | present collected empirical evidence for what | refer
to as the “rise” of transnational state capital (section two). This empirical exercise is crucial to
understanding the notion of the rise of state capitalism, which forms the basis for contemporary state
transformation, beyond a narrow focus on prominent cases (like the BRICS). Afterwards, | will briefly
discuss how we can meaningfully think about the rise of transnational state capital in a conceptual
sense: what do we measure when we measure transnational state capital? How do different state
entities (SOEs, SWFs, and others) relate to “the state” and state strategies? How do | finally
conceptualize and measure state capital in the global economy in this thesis? (section three). The first
two steps lay the groundwork for the discussion of the structural changes, on which the focus of this
introduction rests. Section four represents a historical delineation of different state transformations
since the late 19th century in order to put the competing state in context. The description of these
structural transformations of the global political economy serves as a means of comparison when trying
to understand the particularity of the current rise of state capital. Section five finally delineates the two
main concepts that guide the rest of this thesis, namely the transnational agency space and the
competing state, that both move beyond the notion of “competition state” which for a long time

shaped the discussion about state-market relations within globalization.

2. lIsthere a “rise” of state capital(ism) in the global economy?
In 2012, The Economist published a special report on “the rise of state capitalism” (The Economist,
2012), which has served ever since as a blueprint for much of the public discussion about the
phenomenon. The report summarized a decade of growth of state-led development models in certain
parts of the world and came to the conclusion that, in the last years, state capitalism has changed.
Instead of the “old”, state-owned conglomerates - often under the direct control of ministries - state
capitalism has produced a considerable number of multinational companies since the end of the 1990s.
A key message is that the owners of those companies, i.e. states like China, Russia, or Brazil, embraced
an economic model that, despite its alleged weaknesses, is growing in its relevance to the global
economy. This “rise” of state capitalism is illustrated by a variety of themes, such as the new role of
SOEs as industrial champions, SWFs as global financial market players, or the BRICS countries as a

challenge to Western-style capitalism.
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While the report initiated an important discussion about the rise and forms of state capitalism, it also
blended two issues that have since become almost synonymous in the public and also the academic
debate. It made the rise of state capital, in the form of corporations or state investment, synonymous
with a group of “statist” development models, such as China, Russia, or Brazil. However, while state-
owned multinationals do indeed often stem from these countries (Nolke, 2014a), they cannot be
equated: the Brazilian growth model as such is not identical to the investment ties Petrobras creates
around the world. The difference becomes even more striking when comparing the relatively small
economy (by GDP) of Norway with its one trillion USD heavy SWF; and the same holds for other SWFs

and their owners, such as the United Arab Emirates or Qatar.

In short, the blending of both phenomena soon turned out to be problematic, especially from an
academic perspective. If state capitalism and state capitalist practices are becoming more important in
the global economy, how should we measure this rise? Should we study the BRICS more closely (Kiely,
2015)? Or should we look at the number, size, or power of rising SOEs (Kwiatkowski & Augustynowicz,
2015)? Or is the growing number of SWFs in the last 20 years the relevant development? (Clark et al.,
2013). There are also more questions about which segments of the global economy have seen a rise in
state capital in the last 20 years, if that rise is a relative or absolute one vis-a-vis “private” capital, and
what actually counts as “state” capital. Only slowly are scholars coming to grips with this “polymorphism
of state intervention” (Alami & Dixon, 2020a, 71) through which states own, control and steer
investment in the global political economy today. This polymorphism makes the often employed “state
capitalism” a problematic concept, as seen in the case above. It also has consequences for how we

measure the alleged “rise” or “comeback” of state capitalism in the global economy.

Based on the above-made considerations, | argue that we can distinguish between two major ways of
understanding the rise of state capitalism. On the one hand, “state capitalism” describes a renewed
development model of so-called emerging economies that challenge the liberal market economies of
the West. On the other hand, states rise as global owners and invest transnational state capital as a
part of the global political economy. Both perspectives are based on a specific idea of how the rise of
“statism” impacts international politics: the first perspective focuses on the challenge to the liberal
world order by states and regimes whose state-led economic models are in crucial respects different
from the liberal market economies of the West (Nolke et al., 2015). From this vantage point, the rise of
state capital(ism) is mainly a rise of emerging economies challenging the modus operandi of the liberal
international order, most prominently the BRICS states (Stuenkel, 2015). Rise is here understood to be
a potential challenge: state-permeated economies become ideational and material challengers to the
liberal world order. The second perspective understands the rise of state capital as the rise of states as

owners and investors in the global economy. It differs from the first perspective by focusing on the
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ownership and investment ties states are creating in the global economy, instead of the statist
economies themselves. The focus here is not on specific development models that are “statist”, but on
the agency of firms and other investment vehicles that are state-owned. In this respect, the rise of state
capitalism is not necessarily seen as challenging the liberal world order, but rather as the rise of a new
type of actor within this order. The focus is here not on how statism transforms the global political

economy, but how the rise of states as owners transforms states themselves into economic actors.

In this dissertation, | apply the second perspective. The argument for this is quite simple: | propose that
the rise of statism is not confined to a small number of emerging economies like the BRICS (or often
just BIC), but represents a much broader movement of states as owners into the agency space of a
globalized economy - the different chapters in this thesis provide the empirical background for this
assertion. What is more, | argue that the rise of state-permeated economies does indeed represent an
ideational challenge to the liberal world order, but not a material one. A rise of state capitalist
economies would imply that they were able to increase their position in key areas of the global
economy. Below, | illustrate why, with regard to GDP and export growth, this was not the case. Apart
from China, state capitalist countries did not change their relative position in the global economy based
on these indicators in the last two decades. The “rise” of state capitalism is from this vantage point
rather a rise of China. The second perspective takes instead the firm-level and transnational character
of this rise seriously. By focusing on states as owners, and how state ownership is transnationalized, we
can see that the influence of China plays an important, but not exclusive role. The rise of state capitalism
is thus more a rise of states as owners within the global political economy and less a rise of a set of
emerging economies as material challengers to the global order. This adds more substance to the
notion that the rise of foreign state investment in the last two decades is a story about the
transformation of state power within the structural constraints of the global political economy, rather

than the transformation of these constraints through the rise of statism.

2.1 The rise of the BRIC(S) and beyond
To illustrate the above point, we can look at different macroeconomic indicators. To strengthen the
argument, | do not only rely on BRICS country data, but add more state capitalist economies to the
sample. | follow the sampling of Kurlantzick (2016, 14), who lists 20 out of the 60 largest economies
worldwide as state capitalist®. To my knowledge, this is the most inclusive existing sample of countries

under the label “state capitalist”.

4 The threshold used by Kurlantzick is that at least one third of the largest companies in a country need to be state-
controlled. The countries included in this list are the following (sorted by GDP): China, Brazil, India, Russia, Indonesia, Saudi
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First, | look at two of the most common macroeconomic indicators used to define the performance of
an economy: GDP and net exports. They are “domestic” indicators because they measure the
performance of a particular economy as a functional unit. This should hence give us an idea about

whether statist economies as such have risen in the global political economy.

Figures 1-3 show the share of the state capitalist sample for global GDP and global exports over the last
two decades. | also add the BRICS figures for completeness. All figures show the respective shares with

and without China.

(1) (2)

BRI(C)S share of GDP State capitalists share of GDP
Source: own calculation based on Worldbank data Source: own calculation based on Worldbank data
—— BRICS — ALL
20 BRIS ALL-C
25

Share in %
o
Share in %
N
S

10
15

2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2000 2002 2004 2006 2008 2010 2012 2014 2016 2018
Year Year

Figure 1: (1) BRI(C)S share of global GDP 2000-2018 (in %). (2) State capitalists share of global GDP
2000-2018 (in %). Red lines are with and orange lines without China.
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Figure 2: (1) BRI(C)S share of global exports 2000-2018 (in %). (2) State capitalists share of global exports
2000-2018 (in %). Red lines are with and orange lines without China.

For GDP (Figure 1), we can see that the state capitalist share increased from 17.8% in 2000 to 28.4% in
2018. This would be a clear upwards trend, if it were not for China: without China, the state capitalist
share increased from 13.4% in 2000 to slightly over 16% after the Great Recession, only to fall back to

15.3% again in 2018. This is of course much less impressive and much less a rise than a slight

Arabia, Argentina, Norway, Iran, Thailand, UAE, Malaysia, Singapore, Egypt, Kazakhstan, Algeria, Qatar, Venezuela, Vietnam,
Kuwait.
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improvement relative to the rest of the world economy. For the BRICS only, this trend is similar (from

7.3108.9 %).

Global exports can also be a proxy for the relative relevance of an economy within the global economy,
as higher export levels usually imply higher revenues for the domestic economy. Here, a similar picture
as with GDP emerges (Figure 2): with China, the state capitalist countries increased their absolute share

from 17.7 to 28%, while without China this decreases significantly (from 15.6 to 17.7%).

In both cases, it becomes clear that China is driving the rise of state capitalism as an economic model.
The share of either the BRICS or the extended group of state capitalist economies rises only moderately
over the last two decades. Taken together however, those economies are vastly exceeded by China

when it comes to indicators of domestic economic performance.

Turning to the indicators describing the inter-and transnational position of economies, we can see that

the share of global FDI over the last two decades shows a slightly different picture (Figure 3).

(1) (2)
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Figure 3: (1) BRI(C)S share of global FDI outflows 2000-2018 (in %). (2) State capitalists share of global
FDI outflows 2000-2018 (in %). Red lines are with and orange lines without China.

FDI from state capitalist economies rises significantly, although in the case of BRICS, the importance of
China takes off after 2013/14. The rise from close to a zero share of global FDI outflows to about a fifth
(without China) in 2018 is what most certainly can be dubbed, a rise of state capitalism. As opposed to
the “domestic” indicators, FDI outflow describes the volume of transnational activity (usually involving
some sort of permanent economic engagement cross-border). Hence, state capitalism rises, but in a
very specific way: as economic activity within global capitalism. An increased FDI share implies that
firms or investors from state capitalist countries engage in an increasing manner with the global political
economy. The rise of state capitalism is from this perspective a transnational phenomenon. Firms from
state capitalist countries significantly increased their presence on the global scale over the last two

decades, also beyond China.
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This trend can be interpreted as being in between both of the described analytical perspectives on the
rise of state capitalism. FDI numbers still also entail not only state-owned firms, but investment from
all types of economic actors. Following Nélke (2014b), the rise of multinationals from statist countries
is made possible by close state-business ties within these state-permeated market economies. As such,
the rise of FDI is a good indicator of the rise of transnational state capital, while it is driven, at the same

time, by the fact that statist economies engage in industrial and growth-promoting policies.

Despite displaying a real rise of statist economies, the role of China is still essential. Taken together,
China is responsible for over a third of all state capitalist FDI outflow in 2018. As said above, aggregate
FDI numbers do also include non-state-owned companies and thus might blur the rise of state(-owned)
capital. To understand the role of the state as an owner, we need to look at firm-level data, which is
hardly available in adequate quality over time. The snapshot ORBIS data used in this dissertation is not
suitable for this, also because the data quality decreases for early snapshots (i.e. from the last decade).
| therefore gathered data from ORBIS’ Zephyr database, which includes information on global mergers
and acquisitions (M&As) with a good historical data quality. Cross-border M&As are a suitable proxy for
firm-level transnational economic activity, since they involve the acquisition of foreign targets by
domestic firms. | gathered all available data on cross-border M&As from the last two decades, filtered
them for complete transnational transactions, and calculated the share of those deals where a state-
owned entity was the purchaser. This serves as a good proxy for cases where state-owned entities
(SOEs, SWFs, others) crossed borders and engaged with the global political economy through
transnational investment.

State owner share of transnational M&A deals
Source: own calculation based on Orbis Zephyr data
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Figure 4: State owner share of transnational M&A deals 2000-2018 (in %). Red line is with and orange
line without China.
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Figure 4 shows the results of this over-time analysis. From close to nothing in 2000, we can see a
considerable increase of state ownership involved in cross-border M&A deals in the last two decades.
The state share just reaches its peak during the Great Recession, when SWFs and other state-owned
vehicles were able to inject much needed capital into ailing US (and other) financial institutions. But
even afterwards, the activity remains on a remarkable level. Since M&A deals are not a stock number,
the actual presence of transnational state capital in the global economy increases with every year, even
if the yearly numbers drop (like between 2010 and 12, or 2013 and 17). On average, the state share of
M&A deals was 8.1% over the last two decades, whereas it doubled from on average 5% before the
Great Recession to 10.1% afterwards. What also becomes clear is that the Chinese influence melts
down to an average of just below 1 percentage point per year. Hence, if we turn to the actual rise of
state ownership and state firms in the global economy, we can observe a trend that is not mainly carried
by China, but by state-owned firms and other investment vehicles. The rise of “state capitalism” in the
global economy is thus a rise of transnational state capital; and less a rise of statist development models

in the global economy.

As became clear from the FDI outflows over time, both perspectives - the state-permeated economy as
well as the transnational capital perspective - are crucial to an understanding of the rise of state
capitalism in the last two decades. They build on each other, as the rise of state-owned capital is often
bolstered by a domestic state capitalist model enabling this rise (N6lke, 2014a). The disaggregation of
the numbers however demonstrates that the actual rise of state capitalism is better conceptualized as
a rise of transnational state capital, as the considerations above have shown. The question for the rest
of the thesis is how we can conceptualize, measure, and analyze this development and assess its effects
on international politics. The following section elaborates on elements in Chapters 3 and 4 of this
dissertation and scrutinizes the questions of conceptualizations and measurement of transnational

state capital.

3. How can we measure the rise of transnational state capital?
As demonstrated above, the rise of transnational state capital needs to be measured differently from
the respective statist economies that supposedly carry this rise. This measurement needs to fulfill two
conditions: first, it needs to be quantitative, since | am speaking of a rise of transnational state capital
in the global political economy. My study makes a claim which has the global political economy as
reference system; case studies or anecdotal evidence do not suffice to substantiate this claim. Second,
this measurement needs to capture the cross-border activity of states as economic owners in order to
meaningfully speak about transnational state capital. This is again different from studying economies

as development models, i.e. closed systems interacting with other closed systems.
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The first condition is fulfilled by setting up and analyzing the largest dataset on state ownership relations
up to date. As explained in the appendix of Chapter 3, we employ different techniques to trace the
different firms and ownership stakes of states and state entities around the world to build the most
comprehensive and fine-grained dataset on the topic. With over one million state ownership relations
and over 100.000 transnational relations, we managed to gather as much information as possible to
study the phenomenon at hand. Chapter 3 represents a thorough exploration and analysis of this wealth

of data.

The second condition is met through the specific conceptualization of transnational state capital |
describe in Chapter 3 and in different parts of this dissertation. To be as parsimonious as possible, |
focus on ownership ties created by state entities outside their borders. Ownership investment is
different from other types of economic relations such as trade or non-equity investment, since it
establishes mid-to-long term ties between sender and target. Especially in non-portfolio investment,
these ties come with an amount of control and interdependence that can have consequences for
international politics. If states as owners establish a permanent presence in other states and regions,
this can create different and stronger kinds of political reverberations than those created by trade

relations.

| weigh those ownership ties by the operating revenue of the target firm. Figure 5 represents the
simplified state-foreign firm tie; and Figure 6 the different size of the ownership tie itself (both from

Chapter 3).

Holds ownership in
o

Control -

Foreign
Compan

Figure 5: Transnational state ownership tie.
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Figure 6: Different levels of a transnational ownership tie. Arrow represents tie.

This methodological approach allows me to bring together different forms of state ownership ties that
are studied separately in most cases. Most studies focus on SWF investment since those vehicles are
set up, above all, to invest a state’s excess revenues cross-border (Bortolotti et al., 2015; Clo et al,,
2017; Murtinu & Scalera, 2016). Another strand of studies on statist internationalization focuses more
on SOEs and related vehicles (Benito et al., 2016; Cuervo-Cazurra, 2018; Cuervo-Cazurra et al., 2014;
Florio et al., 2018; Karolyi & Liao, 2017). Most of these studies stem from the International Business
and Finance literature, which is mainly interested in the firm-level side of the rise of state capitalism
(see Chapter 3). For an International Political Economy (IPE) perspective, the question of the
international political consequences of statist transnationalization is central, which makes the

differentiation into SWFs, SOEs, and other state-owned vehicles problematic.

What is therefore relevant to an IPE-perspective is that in each of those cases, the central or a local
government is at the end of the ownership chain; and foreign investment through them has
consequences for international politics (see Chapter 4). Hence, recent studies have attempted to merge
different types of foreign state investment to explain its political aspects (Carney, 2018) or to address
the role of state capital in global ownership networks (Haberly & Wdjcik, 2017). My study formulates a
common basis for this perspective and extends its scope and depth beyond existing research by
collecting all available information on state ownership relations from Bureau van Dijk’s ORBIS database,

and tracing these relations down to the invested firm level.

The fact that ownership ties per se do not indicate how much one tie represents compared to others,
means that | weigh the ownership tie by the operating revenue of the target firm. The determination
of firm size is an ongoing discussion in the respective literature and depends on a series of different
factors (Dang et al., 2018). | explain the other alternatives and robustness tests, undertaken with
different indicators, in the appendix of Chapter 3. All things considered, operating revenue has proven

to be the least distorting indicator with the best data quality for the purpose of this study.
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Besides weighting the ownership ties, an important building block of the dissertation is the “slicing” of
the ownership tie. A fair number of studies discuss how we should think about the amount of ownership
that corresponds to corporate control, and what this means for the empirical inquiry of this relation
(Aguilera et al., 2012; Claessens et al., 2000; Cubbin & Leech, 1983; Gillan, 2006; La Porta et al., 1999).
For this dissertation, | am mostly interested in aggregated ownership ties. This means that | aggregate
all ties at the national level in order to understand the strategic orientations of states as global owners.
Given this necessary quantification of a large number of particular ownership relations, the resulting
conceptualization of different ownership levels needs to be as workable, but also as parsimonious as
possible in order to be useful. Therefore, | decided to regard ownership stakes below 10% as portfolio
and non-controlling, whereas | put the threshold for controlling stakes at 50.01% and higher. Both
thresholds are rather conservative, because effective control (and the related power relations) can
already exist with much lower ownership stakes. Chapter 3 (section 3.2) discusses this separation of
ownership levels in detail. The results of this are two ideal-typical strategies. | regard states with a
majority of portfolio ties as pursuing a strategy predominantly interested in returns on investment
(financial strategy); whereas a state with mainly majority ties pursues a strategy predominantly aimed
at controlling the invested firm (control strategy). Both ideal-typical strategies are differentiated into
seven strategies in total in Chapter 3, in order to nuance the strategic outwards orientations of states

as owners.

Taken together, the slicing and weighting of the ownership ties state-owned entities create cross-
border allows me to measure the total reach of states as owners into the global political economy. |
dub the sum of these ownership relations transnational state capital, to indicate the difference
between my conceptualization and those that use only one type of investment or investment vehicle
(for example SWFs or SOEs). Transnational demarcates the fact that | do not regard foreign state
investment as an inter-national phenomenon. State capital is integrated with global portfolio and equity
markets; as well as with other structures of the global political economy such as offshore financial
centers (Vermeij, 2019). The conceptualization of ownership ties in this dissertation aims at capturing
precisely this transnational integration, rather than state-to-state investment ties. As | elaborate in

In

Chapter 4, such a “geopolitical” reading of foreign state investment leads to several analytical impasses,
hindering a nuanced understanding of how state capital really integrates into the global political
economy. The alternative account, focusing on the complex nature of foreign state investment,

emphasizes the integration of state capital in different transnational economic networks.

To capture the phenomenon of transnational state capital conceptually, | draw on some of the insights
of the so-called transnational capitalism literature (Robinson, 2004; van Apeldoorn, 2002). In Chapter

2, | develop a constructive critique of this literature in order to embed states and corporations as
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juxtaposed actors in international politics. In this chapter, | want to focus on one major theoretical
implication from this literature that | regard as crucial to conceptualize and understand the structural
side of the rise of state capital in the global political economy. This implication is what | dub a
transnational agency space, which has been created through globalization and which describes the

structural framework that enabled state capital to rise as a transnational force.

| understand this agency space not as a physical space outside of national borders, but as a set of
opportunity structures created by globalization, in which corporate actors are less bound by the rules
of their domestic economies and possess historically unprecedented amounts of agency to realize their
interests. This structural framework is unique in historical terms, since previous waves of statism took
place in an international world economy. The transnational agency space created through globalization
redefines the boundaries of corporate power, in which states as owners also play an increasingly
prominent role. The following section delineates the different historical phases in which state
intervention arose; and discusses the structural framework of the global economy at each point. |
compare over three phases since the 19th century, how different state forms developed within
different structural constraints. This comparison serves two purposes: first, the comparative aspect
allows us to understand the historical nature of the so-called “comebacks” of the state. This historical
understanding of the rise and fall of state intervention can prevent a superficial reading in which each
of those phases is treated in an a-historical way. Second, the comparative method allows me to carve
out the specificity of the latest rise of state intervention as the first truly transnational engagement of
states as corporate owners. Today, states do not only regulate, enable and constrain corporate power;
they also become actors in the global economy as shareholders and owners of corporations. This
exercise serves as the basis to conceptualize the contours of the transnational agency space and the
competing state in the last section of this chapter. | turn to this conceptualization after describing the

historical uniqueness of this situation in the following section.

4. The rise of transnational state capital in historical perspective
Section four and five fulfill the lionshare of the promise to give a structural account of how state capital
has been able to enter the transnational agency space created by globalization. This section (four) puts
the rise of state capital into a historical perspective. For this exercise, | use a heuristic developed by
Nélke (2014b) to categorize the various “rebounds” of state activity in the global economy since the
19th century. Nolke describes three major waves of “state capitalism” (at the end of the 19th, the mid-
20th and the early 21% century) to put the rise of state-owned and state-directed multinationals in

historical perspective. This rather long-term perspective is important in order to classify the current rise
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of state capital and to develop a comparative perspective on the phenomena described in this

dissertation.

The concepts of state capitalism and statism have often been described as a recurring phenomenon in
the sense of a “comeback of the state” in phases of socioeconomic change (see for example Bremmer,
2010; Kurlantzick, 2016 for different versions of this phasing). In a popularized version of Polanyian
thought, political commentary often assumes that periods of economic liberalization necessitate a sort
of state-led backlash that re-draws the boundaries between state and market. While these figures of
thought are useful when thinking about the broad strokes of political economy development, they need
to be accompanied by deeper analytical engagement with the peculiarities of the phases being
described. As has been argued recently, a cogent periodization of the changing state involvement in
capitalist development is still an open research task (Alami & Dixon, 2020a). | will therefore apply a
heuristic approach to the problem of periodization, which puts the different phases of state capitalist
expansion in the last century in the context of structural changes of the global political economy. These
changes, | argue, are most visible in the very different tools and techniques that states apply as owners
and steerers of capital in the different phases of statist expansion. These expansions reflect
transformations of state capabilities and state power, and how the relation between states and markets
is being re-arranged in phases of structural change. It is important to carve out the specific ways of
acting in the global political economy during the current transnational phase of statism, in order to
draw wider conclusions about how the “state-market condominium” is being re-shaped in the 21%

century (Underhill, 2000). | shall discuss these consequences in greater detail in the next section.

To be precise, | do not characterize each state type since the 19th century, as this would not be
conducive to an understanding of the different phases of statist expansion. | will, for example, not
discuss the colonizing state or the wartime state in detail, although they represent important
transformations of state power towards specific goals. State transformations are ongoing,
multidimensional and multiscalar processes that go beyond the rise of statism in the global economy
(see Leibfried et al., 2015). What the following periodization describes are the phases in which
increased economic state activity occurs in response and in relation to structural changes in the global
political economy. | pay attention to how states interact with the global political economy through the
various tools and types of states emerging in these settings and how they can be compared over time.
This focus on the interaction between state expansion and the global political economy serves to
answer the main question of this dissertation, which is how the rise of transnational state capital
impacts international politics. The answers to this question are to be found in the interaction between

state and global system, as the following delineation demonstrates.
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In the following, | distinguish between three state types that emerged within the three different statist
waves as described by Nolke (2014b). The first state type emerging towards the end of the 19th century
| dub the industrializing state. Increased state involvement in the global economy resulted from the
necessity to industrialize domestic economies and compete with other nations for relative gains in the
world economy. The second state type is represented by the protecting state. After wartime
mobilization and the socioeconomic devastation of the first half of the 20th century, increased state
involvement in the economy was employed to protect societies - i.e. people, but also domestic
economies - from the 19™ century experience of the impact of a merciless global economy and its
competitive pressures. Finally, the third state type which is the object of this dissertation, is represented
by the competing state. Rising at the beginning 21% century, the competing state represents the
superseding of the competition state of the 1990s (Cerny, 1997). Instead of trying to adapt to neoliberal
globalization, the competing state exploits the transnational agency space created by this very
globalization. Section five elaborates more closely on how we can conceptualize these ideas in order to

make them suitable for empirical research.

What all three state forms described here have in common is that they represent phases of increased
state involvement in the domestic economy in interaction with the global political economy. This
interaction is sometimes confrontative (as with the industrializing state within global rivalries), and
sometimes cooperative (like the postwar protecting state thriving under embedded liberalism), but
crucial to how these state forms developed and functioned within different structural constraints is the
increased state involvement described above. | will focus on the differences and similarities between
each state form regarding the tools they employ and the structures that they operate in. As an example,
we can see that both the protecting and the competing state are keen on creating so-called “national
champions” important for industry development. At the same time, the circumstances of both are
different: the former pushed industrial champions through industrial policy, while the latter is achieving

this through direct state ownership.

Another important aspect is the changing geographies of different state forms: while the industrializing
state was present in Europe and the North-Atlantic sphere, the protecting state became the first truly
global state form by stretching into Asia, for example. The competing state is mostly located outside
Europe and North America, in so-called emerging economies. These differences show how a “vulgar”
Polanyian understanding of an advancing and retracting state over time is inadequate to understanding
the current rise of state capitalism in the global economy. Each state form | describe developed out of
a previous phase, in which state functions, priorities, and forms were changed and transformed. But
this does not imply that what happens in between those phases represents a retraction of some form.

This becomes especially clear during the formation of the neoliberal competition state and its
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transformation into today’s competing state form | delineate below. Table 1 gives an overview of the

different state forms, the main tools they employed, and their geographical scope.
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4.1 Late 19th century: global rivalries and the birth of the industrializing state
The first wave of statism could only take place in a setting where two conditions were fulfilled: the
nation-state needed to be the predominant form of societal organization, and industrial capitalism
needed to become the globally predominant form of organizing production. Both conditions were
present at the apex of British hegemony in the mid-19th century. The first wave of statism, for which
the years from the 1840s onwards are crucial, can be located in the very crisis of this British hegemony.
The first phase of the “imperial century” (Parsons, 1999), from 1815 to about 1840, was substantially
driven by the industrial revolution, spearheaded by Britain and fueled by steam, coal and steel. Along
with colonial expansion, the British model rapidly transformed the global economy and by the 1840s
opened up to global free trade. The abolishing of the Corn laws in 1846 was the first of many measures
implemented by the British government to reduce trade barriers and exploit the lead competitiveness
of British industry at the time, which grew to one fifth of world manufacturing output and over half of
global iron and coal production by the 1860s (Kennedy, 1988, 151). The unilateral push for a more
liberalized trade regime was not very successful until 1860, when the Cobden-Chevalier agreement
between the UK and France kicked off a series of bilateral trade agreements (Hallaert, 2015, 359). The
following expansion of these agreements in the 1860s and 70s created a trade system, in which Europe

and the US emerged as central hubs (ibid.).

This system represented the first wave of globalization and at the same time the zenith of British
economic and political dominance in the 19th century. As the harbinger of the industrial revolution,
Britain managed to translate its naval and commercial success in the 18th century into a hegemonic
position in the global political economy. This project was at the same time an incomplete one:
globalization 1.0 was always “imperially fractured” (Mann, 2012, 41), because it was restricted to the
North-Atlantic sphere and the British economic ties to its colonies. These ties became more significant
when this first wave of globalization started to dissolve towards the end of the 19th century. Britain’s
main competitors in Europe and the US gradually switched from simple “Ricardian” development
strategies, built on the idea of comparative advantage of raw goods, to so-called “Kaldorian” strategies
of industrialization and protection of infant domestic industries (Schwartz, 2018). While features of
British hegemony were initially beneficial to those strategies - for example the possibility to borrow
cheaper through adhering to the Gold Standard - the build-up of industrial capacity soon led to a revival

of global rivalries.

The clearest sign of this revival were the rising tariffs from the end of the 1870s onwards, first hitting
agricultural and finally industrial products as well (O’Rourke, 2000). By the 1890s, industrializing

countries like the US or Germany had long abandoned a rapprochement to any form of British liberal
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hegemony. They switched to employing heavy state coordination and intervention, which resulted,
among others, in a re-concentration of industrial ownership in state hands or the state-sponsored build-
up of large banks to support industrial capital (Gerschenkron, 1962). In addition, those European late
industrializers used tariffs and protectionist measures that sought to shield their infant industries from
competitive pressures. The first state capitalist wave was born; and it was spearheaded by the

industrializing state.

In many ways, this first wave can be understood as a result of the response of other European (and
later Asian) economies to British industrialization and the thereby induced relative backwardness of
those other economies. Naturally, industrial build-up and tariffs led to global trade frictions that
resulted in a more protectionist (and state-led) global economy at the end of the 19th century
(Schwartz, 2018, 104). The famous German bank and industrial cartels, especially in the chemical, iron,
and steel sectors (Webb, 1980), were created through state coordination. The French state was more
strongly involved in directly owning vital parts of the newly industrialized economy (Lekoy-Beaulieu,
1913). What is relevant to this first phase of statist expansion in the global economy is the fact that
states around the world acted and reacted in ways similar to the opportunity structure created by
industrialization and British hegemony: in order to rapidly boost industrial productivity, they employed
tariffs, infant industry protection, and some form of state-led output maximization, be it through state-
coordinated cartelization (Germany), strong domestic market protection (USA), or direct state
ownership (France). This first wave of state capitalism can be described as the rise of the industrializing
state. State-led industrialization and global competition for both, raw materials for production and later
also markets for their value-added products, was the driving force behind this rise. This state form was
in many ways a successful one, as late industrializers were able to catch up and finally leave Britain
behind in terms of manufacturing output towards the beginning 20th century. In other ways, the rise
of the industrializing state also laid the conditions for the horrendous clashes that resulted in World
War |. Motivated by global rivalries, often led by a zero-sum game image of international politics, and
driven by the imperialist search for profits, the great European powers entered a spiral of capitalist
competition and finally unprecedented destruction. The economic nationalism, protectionism and the
part-fusion of heavy industry and political elites, facilitated the transition from the industrializing to the

military state of World War .

4.2 Mid-20th century: from global rivalries to the protecting state
After this round of successful industrialization of the core economies at the time, the industrializing
state and its immediate grip on the domestic economy was scaled back at the beginning of the 20th

century. The anti-trust movement in the US, for example, gained traction during this time and the
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Wilson administration started to dismantle tariffs and other trade barriers after their electoral win in
1912. In many European countries, the New Imperialism indicated an alteration of the industrializing
state’s core functions. State support shifted to overseas expansion, which required a different set of
tools than those required for the industrializing state. In the British case, for example, finance capital
and the service sector were more central to its colonial expansion than industrial capital (Cain &
Hopkins, 1987). In theory, this connection between financial capital and colonialist (respectively
imperialist) expansion has been claimed for the entire capitalist world at the time (Hilferding, 2006;
Lenin, 2010). In addition to the organization of colonialism, World War | turned the involved states into
war mobilization machines. This role ended abruptly after the war, when the postwar deflationary
recession turned into a depression during 1920 and 1921. In this period, many states around the world
like Germany or Russia, but also other war-torn countries in Europe, were unable to deal with the
economic fallout of this prolonged crisis period. War debt, a depleted industrial base, inflationary
pressures, and pre-war exchange rate problems stalled economic recovery in Europe. It was only
through American lending that the 1920s became a somewhat mixed and in some cases even positive

period for the world economy.

The decade is generally seen as a liberal period, in which international trade bounced back to pre-war
levels by the middle of the decade (Federico & Tena-Junguito, 2016). However, underlying leadership
problems still riddled the global political economy as well as the emerging global order. On the one
hand, American mass-production of consumer goods, bolstered by a converted war industry, fueled its
exports and economic growth: already during the war, the US surpassed Britain’s GDP (PPP-adjusted)
and continued a remarkable economic success story into the 20th century (Tooze, 2014). On the other
hand, American economic power was not flanked by higher international responsibility. Running a
constant current account surplus during this time (Carbaugh, 2018, 352), the US was the largest global
surplus nation without the intention (or maybe the ability) to level out global imbalances. In addition,
protectionist measures like the Fordney-McCumber tariff of 1922 (Falkus, 1971) complicated a
sustainable recovery of deficit nations in a post war-torn Europe. Massive US loans to Europe helped
American exporters, while they at the same time aggravated global debt problems and trade
imbalances. The US was a reluctant hegemon in this period, neither wanting to write down Allied debt
significantly nor seeking to remain a global lender of last resort after 1929 (like they did after 1945)
(Schwartz, 2018, 175). In short, the US did not fill the hegemonic void left by Britain, which further

destabilized the global economy in the following Great Depression (Kindleberger, 2013).

The industrializing state was a faded memory at the end of the tumultuous 1930s. Compared to the
massive mobilization of capital, labor, and industrial organization in during the late 19th century,

European states and the US had difficulties containing the fallout of the Great Depression, which came
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only about a decade after a disastrous world war. However, a glimpse of the coming rise of renewed
state intervention became visible during and towards the end of the Great Depression. The American
New Deal politics demonstrated an unforeseen ability of the US state to massively invest in
infrastructure projects, the welfare state, and progressive taxation and spearheaded a massive
expansion of the American economy after the devastating Great Depression. Another example was the
Swedish growth model, based on a strong and broad welfare state, which was forged in the crisis-ridden
1930s (Lundberg & Amark, 2001). In both cases, a renewed economic expansion of state activity
superseded an era of economic and political turmoil and crisis that paralyzed Europe and the US for

more than two decades.

World War Il again created a situation in which state capacity was employed for military mobilization.
The final breakthrough of the protecting state came with the end of the war and the consolidation of
American hegemony in the following years. This second wave of state-led economic expansion differed
considerably from the first, given that state instruments were no longer used to protect infant
industries and resolve global rivalries, but to shield societies from the devastating effects of a liberalized
global economy pre-1945. The economic and social catastrophes from the interwar period strikingly
demonstrated two crucial insights to policy-makers. First, that zero-sum international competition for
military and economic gains had adverse domestic effects and hence international cooperation should
be the cornerstone of a future world order. This crucially involved the enabling of international trade
flows and its welfare effects. Second, unregulated cross-border financial flows had the tendency to
destabilize domestic economies and were thus to be limited as far as possible. This should also prevent

competitive exchange rate adjustments as well as the worsening of international debt imbalances.

The post-war practice of embedded liberalism, as institutionalized in the Bretton Woods agreement
(Steil, 2014; Helleiner 1994) combined both concerns in a liberalized trade regime (and its welfare
effects) with the restriction of cross-border capital flows and a strong state hand in the domestic
economy (Abdelal & Ruggie, 2009; Ruggie, 1982). This intervention took a variety of forms, amongst
which were the previously mentioned US New Deal politics or Swedish welfare state expansion,
resulting in a renewed expansion of economic state activity, this time with an almost global coverage.
In Europe, several types of state involvement played a decisive role in its postwar catch-up with the US
until the 1970s. State-led corporatist coordination in states such as Germany, the Netherlands, or in
Scandinavia ensured that moderate levels of wage suppression were accompanied by large amounts of
targeted investment needed to realize this catch-up (Eichengreen & Vazquez, 2000). At the same time,
extended welfare states and other social policies ensured that the growing pie of economic success was
distributed more equally than in the prewar period; and that societies were buffered from the adverse

effects of potential volatility on labor markets (Baily & Kirkegaard, 2004, 42). On top of this, many
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European states began to create national industrial policy strategies that also crucially involved the
building up of national champions (Hayward, 1995). These were corporate giants that dominated
industries from aerospace (France, UK), aluminum and steel (UK, Germany, France), automobiles (ltaly,
Germany, France) to early IT technology (UK, France, Germany, the Netherlands) (Vernon, 1974).
Besides protecting and subsidizing these industries at home, national champions were also
internationally relevant. Postwar industrial policy acted as a means of boosting the overall
competitiveness of national champions, always with one eye on catching up with the US. This took
different forms in different European states, from a strong presence of direct state ownership in Italy

and Austria, to a centralized wage control system in the Netherlands (Shonfield, 1969).

Outside Europe, the Japanese state employed a fine-tuned development model that integrated some
of the above-mentioned elements and added others. Critical for its postwar success was the creation
of the state-owned Japan Development Bank (JDB) that provided long-term funding for the Japanese
industry in a low-savings environment (Yasuda, 1993). The JDB was at the core of the efforts of the
Japanese state to channel scarce capital to heavy industry that was key for economic development. In
this way, postwar Japan was able to solve some of the major coordination issues known as
“Gerschenkronian” collective action problems (Schwartz, 2018, 88). Instead of relying on market-based
financing of industrial activity, the Japanese state was involved in creating the conditions for a more
planned distribution of funds after the war. Later, the particular keiretsu networks of corporate
organization and mutual control took over a large part of these coordination issues. Together with
innovations at the assembly line and skills training (ibid., 306), Japan managed to become the prime
challenger to the US economy in the 1980s. Statist intervention and ownership after 1945, provided a

stable foundation for this rapid rise.

The second wave of statist intervention effecting the global economy was in sum marked by a variety
of instruments and practices, as states all over the world took a stronger grip on their economies. These
ranged from the enormous investment and employment politics of the US New Deal era, the expansion
of European welfare states and corporatist arrangements, the beginning development of national
industrial policies and national champions, to a state-led fine-tuning of comprehensive development
strategies. Many of those projects had a decisively inward-looking character, since they were devised
to rebuild their war-torn domestic economies. At the same time, the existing soft protectionism and
global coordination of issues like exchange rate stability and free trade demonstrate that this rebound
of the state also had an international character. Different from the first wave of statist intervention, the
second was not born out of the necessity to industrialize and meet upcoming global rivalries. On the
contrary, the protecting state of the second wave employed techniques of state intervention and state

ownership in order to shield postwar societies from the brutal impact of a depression and the
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socioeconomic distortions which it brought upon them. As argued above, this protecting function was
not limited to an extended welfare state or heavily suppressing cross-border financial flows, but also
involved proactive industrial policy and the build-up of internationally competitive national champions.
The protective elements of this rebound of the state concerned itself with society as well as the
economy. The policies of protecting recovering and developing industries from financial instability as
well as fierce international competition, also extended to the protection of citizens from economic
hardship (for example via full-employment policies devised by many states, see Arndt, 1994). In sum,
the protecting state developed new tools and new vigor in transforming the post-war global economy
into a high-growth, high socially-protective environment within the international institutional

framework of embedded liberalism.

4.3 After Neoliberalism: from the competition to the competing state in the 21 century
The post-war development model embraced by large parts of Europe, North America and Asia
developed into an existential crisis during the 1970s. The structural problems of the North-Atlantic
sphere as the heartland of global capitalism were hard to overlook. Inflation levels in the US, the
epicenter of the global economy, rose from very low (and in some years even negative) rates in the
1950s and 60s to a surge in the 1970s up to more than 11% towards the end of the decade, heralding
the age of the “Great Inflation” (Collard & Dellas, 2007) (Figure 7). The oil price rises of the 1970s
constituted a considerable supply side shock that translated international conflict into real economic
terms. The start of a secular productivity growth decline in the Western world also has its beginning in
this decade (Nordhaus, 2004) (Figure 8). This decline clashed with the wage demands of strong unions
and an organized labor force in the West, leading to a phase of the most intense and continuous

industrial conflicts in Europe (Tarantelli & Wilke, 1981).
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US inflation rate in consumer prices (annual %) 1960-1990
Source: own calculation based on Worldbank and IMF data
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Figure 7: The US inflation rate in consumer prices 1960-1990 (annual change in %).

Average productivity growth in advanced economies 1950-73 and 1973-84
Source: Maddison 1987
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Figure 8: Average productivity growth in advanced economies in two periods (in A).

This crisis of the postwar North-Atlantic development model took place within the course of major
global transformations. The de facto dissolution of the postwar Bretton Woods institutional framework
by Nixon in 1971 marked a deep cut into the modus operandi of American hegemony. The American
current account deficit, emerging from capital outflows to Europe and into Eurodollar markets, became
unsustainable by the end of the 1960s. The seemingly boundless ability of the American state to supply
the world with its currency was overturned when it became obvious that the massive amount of US

Dollars overseas exceeded the gold reserves held at home (Schwartz, 2018, 211). The cutting loose of
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global exchange rates and the abolition of Dollar-to-gold convertibility marked not only the end of
Bretton Woods, but also had a lasting transformative effect on the role of states in economic

development.

The protecting state entered a double crisis: on the one hand, the demands directed towards the state
became problematic. The state was portrayed as being overwhelmed and its authority undermined by
the sheer weight of demands made by various interest groups through existing democratic procedures
(Crozier et al., 1975). Critics asserted that this inflation in demands made the modern protective state
ungovernable. One of the most important indicators for this ungovernability thesis was government
expenditure (ibid., 164) - a core feature of the interventionist toolbox of the protective state. This
critique became a long-lasting conservative argument for reducing the demands from various social

groups vis-a-vis the state, and advocating for “small government”.

On the other hand, state activity itself became problematic. State intervention and economic planning
became the bogeyman during the neoliberal reckoning that took place at the end of the 1970s.
Conservative leaders like Thatcher or Reagan embraced policies that forced back redistributive and
social policies for the sake of a more deregulated economy, especially in financial and labor markets. A
common misconception is to understand the neoliberal agenda as an assault on the state in order to
replace it with a sort of market governance. As current research is impressively showing, Neoliberalism
is better understood as a political theory which at its core believes state power should be transformed
and used to guarantee the existence and freedom of markets and market participants (see for example
Biebricher (2018, 33 onwards)). For neoliberals, state power is thus an essential tool: it can be employed
to crush union power like in Thatcher’s Britain (Hall, 1988), to deregulate labor markets like in many
European countries in the 1990s, or to counterbalance tax breaks and military spending by tripling
national debt like in the Reagan years. Slobodian (2018) summarized the core idea of neoliberal politics
as isolating the global economy from popular/political influences and “encasing” it on the transnational
level through various institutions (such as the WTO or trade and investment treaties). In this way, state
power is not primarily abandoning society to markets forces in a Polanyian way, but is actively employed
to transform society and institutions in order to protect markets. This form of state reorganization has
been described as “neoliberalization of state space” (Peck, 2001, 446), where the protecting state
abandons (or at least strongly neglects) some guiding principles of the postwar era related to social

security or industrial policy-making.

The specific state form that evolved out of this neoliberalization of state space has been coined the
“competition state” (Cerny, 1997). In essence, the competition state shifts state priorities from

providing social and economic security to its citizens towards making this very society fit for the
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adamant forces of neoliberal globalization. To this end, social and regulatory standards need to be
lowered or at least made more flexible to allow the domestic economy to attract foreign investment
and “make society fit for competition” (Genschel & Seelkopf, 2015, 237). Some of the proponents of
the competition state thesis go as far as stating that the advent of globalization changed the very raison
d'étre of the modern nation state: instead of deriving its rationality from domestic ideas of sovereignty,
the competition state derives its rationality primarily from preparing societies to cope with globalization
(Cerny, 2010). This strong reading suggests that the forces of globalization are so powerful that they
dismantle and transform century-old rationalities and state legitimacy. In the next section, | develop a
critique of this strong reading of the competition state idea, which raises the question of state agency

within globalization.

The 1990s are a critical period for the transformation towards the competition state. The end of the
Cold War and the full unleashing of corporate and cultural globalization appeared to endorse the
neoliberal idea of transforming the protective into the competition state. US growth came back on track
after the dire 1970s and 1980s and hit an average of 4.1 per cent in the second half of the decade
(DeLong, 2000). New productivity boosts and decreasing unemployment numbers created an image of
the “Roaring Nineties” (Krueger & Solow, 2001), which added to the notion that the unleashing of
neoliberal globalization was a sweeping success. In regions like Southeast and East Asia (and here
especially China), export-driven growth models successfully entered the global economy and profited
from it. As an example, the Chinese share of global manufacturing output increased from 2.7 to 7 per
cent (Crafts, 2006), while South Korean productivity grew spectacularly by 49% on average during the
decade (own calculation based on Feenstra et al., 2015). In Europe, steady but modest economic
growth was outshone by the creation of the EU in 1992 and the prospects of the Economic and
Monetary Union (EMU) at the end of the decade. Core elements of the post-Maastricht European

|«

integration process are prime examples of supra-or transnational “encasement” of economic policy-
making, such as the Stability and Growth Pact from 1997 or the Maastricht convergence criteria. These
elements of a “new constitutionalism” (Gill, 1998), locking in neoliberal policies, were again only made
possible through massive inter-state bargaining efforts. Even if the competition state is often portrayed
as a rather passive agent, employed to reducing and lowering standards in order to attract capital and
induce growth, many of the neoliberal era reforms required heavy state involvement and supranational

coordination. Beyond the EU integration process, this was especially the case for large free trade

agreements like the NAFTA treaty between Canada, Mexico, and the US in 1994.

Although the 1990s were generally perceived as the final triumph of globalization and liberal
democracy, history did not end after 1989. In opposition to the many successful development stories

such as China, other developments pointed out the fragile success of neoliberal globalization. Financial
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crises in Asia (1997), Brazil and Russia (1998), or Turkey (2000) made this fragility painfully clear (Zagha,
2005). Furthermore, regions like Sub-Saharan Africa, parts of Latin America or Eastern Europe, or South
Asia either stagnated or deteriorated in material terms during the 1990s (ibid., 3). The Russian
experience of a lost and chaotic decade was as real as the material stagnation of parts of the lower and
middle classes of the developed world during this time (Lakner & Milanovic, 2016). The mixed results
of the first truly globalizing decade illustrate that outside of the core of the global political economy,
the way to catch-up, development, and economic growth were not straightforward. Adopting
competition state strategies turned out to accelerate existing structural problems and often
consolidated existing power asymmetries in in the international system. Countries in Latin America and
Asia experienced the structural adjustments that came with IMF loans in the 1980s and 90s often as
one-sided policy-scripts from the playbook of the Washington Consensus (Kaya & Reay, 2019). The
Consensus reflected many of the policy-principles of the competition state, such as fiscal discipline,
trade liberalization, labor, product, and financial market deregulation, as well as widespread
privatization (Williamson, 1990). The reality of IMF and World Bank adjustment programs was much
messier and more incoherent than the initial ideas on paper; and the responses of the states at the
receiving end were more variegated than often perceived (Grugel et al., 2008, 506). The outcomes were
also mostly ambiguous: the initial goal of budget deficit reductions were often achieved, as well as
inflation reductions and debt servicing, whereas the social and health costs for the population were
often adverse (Forster, Kentikelenis, Reinsberg, et al., 2019; Forster, Kentikelenis, Stubbs, et al., 2019;

Pfeifer, 1999).

By the beginning 2000s, the critique of the role of the IMF and other international financial institutions
(IFIs) in promoting competition state politics in its program countries reached its peak in the developing
world. Increased South-South cooperation led to experimenting with new instruments that moved
away from the competition state toolbox, such as the employment of SOEs as development tools (Nem
Singh & Chen, 2018). Other instruments were the building up of international reserves, quick
repayment of IMF loans to escape conditionality, a stronger regional (and international, see BRICS)
cooperation, and later pushing for reforms of the IMF itself (Garcia, 2016). In Latin America, a strong
left nationalism rose as a counter-program to Washington Consensus politics, which also involved re-
nationalization of oil and other industries, such as in the Venezuelan case, or the extension of social
programs and welfare, such as in Brazil. The results of nationalizing unlikely industries, like finance in

Bolivia, gained those states additional policy space in their development trajectories (Naqvi, 2019).

The Asian experience was slightly different, where the short engagement with IFI programs was ended
after a sobering experience during the financial crisis of 1997. An influential tradition of sovereignty

and non-interference in the region (Grugel et al., 2008, 516) shifted the post-crisis rebuilding away from
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liberalization to more statist forms of development. Cases like Malaysia and Thailand (Hundt & Uttam,
2017), Vietnam (Baccini et al., 2019), Indonesia (Kim, 2019), or Singapore (Huat, 2016) employed
decisively statist and state-led growth models and were able to sustain growth rates above the global

average since the mid-90s (Figure 9).

Asian economies GDP growth 1995-2007 (in %)

Source: own calculation based on Worldbank data
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Figure 9: Annual GDP growth rates of selected Asian economies 1995-2007 (in %).

Asian and Latin American economies were not the only ones turning away from competition state
policies and embracing a more statist development model. From the begin of the 21 century up to the
GFC and Great Recession starting in 2007, state intervention became the primary tool for emerging
markets’ development strategies (Wylde, 2017). The most paradigmatic case of the existence of such a
model were the BRICS states in changing constellations®. The rise of those large emerging economies
has been described as being “among the most important contemporary structural changes in the global
political economy” (Nolke et al., 2015, 538). As | argued in section two, this rise is not necessarily to be
located in the questionable relative rise of those states in the global political economy. Rather, the
significance of the BRICS lies in the promotion of a distinct “state-permeated” variant of capitalism as a
model for emerging economies (Nolke et al., 2019). This variant is characterized by close ties between
state apparatuses and the business community with regard to corporate governance, corporate
finance, labor relations, innovation policies and transnational economic integration (Nolke et al., 2015).
Different from liberal or coordinated market economies, state-permeated capitalism relies much more

on domestic corporate networks, domestically sourced funds for financing business, and domestic

° Depending on the perspective, different studies and authors in-or excluded some of the states in this group.
This happened most often to South Africa as it lagged behind the others in core macroeconomic indicators, but
sometimes also Russia (see for example Nolke et al. (2015) for the “BIC”-variety).
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markets that allow for industrial development. This reliance on the domestic economy does not
however imply a protectionist stance, but rather the opposite. Multinational companies from emerging
economies are among the largest in their global industries, such as Chinese energy firms like CNPC,
Brazilian Petrobras, Russian Gazprom, or Swiss/Chinese Syngenta. The competitiveness and success of
these state-owned multinationals is made possible by the close domestic ties between state and
business, bolstering and promoting these transnational state-owned champions. State-permeated
capitalism is thus much more than a domestic development model, but it is also crucially intertwined

with the global economy.

This interdependence is all the more striking when it comes to SWFs and their sponsor states, whose
rise also took place in the early 21 century. The SWF assets under management (AuM) rose from under
S one trillion at the beginning of the decade to over $ seven trillion at the end of 2018 (SWFI, 2019).
This is more than double the $ 3 trillion AuM held by hedge funds at the end of 2019 (Barclay Hedge,
2019). While not all of these assets are held overseas, a core function of SWF investment is to generate
returns on equity investment. Since the lionshare of SWFs is owned and controlled by emerging market
economies, this type of revenue-generating investment is often found cross-border (Debarsy et al.,
2017; Johan et al., 2013; Murtinu & Scalera, 2016). By this means, SWFs became one of the main tools

facilitating the rise of the new statism in the 21 century.

This rise of developing market multinationals and SWFs before the Great Recession was already
considerable, but it took the GFC to introduce them fully to the global scene. The GFC is crucial for the
rise of the competing state in two ways: first, it laid bare the enormous size and power of SWFs and
other state-owned vehicles when those acted as welcome sources of liquidity for distressed US financial
institutions. As an example, sovereign investment from Singapore, South Korea, and oil-rich Gulf states
served as life-saving capital injections for Citigroup and Merrill Lynch in 2008 (Quinn, 2008; The
Economist, 2008). These, and other states like China, sat on large foreign exchange reserves that could
now function as a global capital reserves, relatively unscathed from the fallout of the American
subprime crisis. Second, in addition to the rise of statist vehicles from emerging markets, “Western”
institutions also gained more prominence in global financial markets. The most relevant is the
Norwegian oil SWF which managed to quadruple its market valuation since the GFC. While this
explosion can be partly explained by the immense inflation of asset prices since the GFC (which benefits
financial institutions), the rise of transnational state capital from developed countries can also be seen
in examples like the massive inroads the Dutch, German, and French state have made into the British
transportation market (The Guardian, 2014). Furthermore, state involvement in cross-border mergers
and acquisitions reached a peak of over a fifth of all global transactions during the GFC (see section

two). States rose now as global investors and owners, well beyond the realm of emerging economies.
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The GFC altered the “state-capital nexus” (van Apeldoorn et al., 2012) consequently also in developed

economies around the world.

This development has gained more momentum since 2016, when the Brexit referendum and the
election of Trump intensified global tensions. While both events are not directly connected to
intensifying global rivalries, they are important side effects of a longer development. Constantly
decreasing FDI inflows since 2015 (UNCTAD, 2019, 2) reflect a deeper crisis of neoliberalism and global
economic integration. After years of trade wars, electoral pushbacks against different aspects of
globalization, and increasing protectionism on a global scale, states are re-discovering tools like
industrial policy planning or state ownership. In the European Union, voices for a more protectionist
stance towards foreign competition are gaining new ground. This stance ranges from proposing rather
direct measures like curbing foreign-state led investment (Espinoza, 2020), to long-term strategic ideas
such as creating state-owned funds that protect domestic firms from foreign takeovers (Chazan, 2019).
It is likely that the coming global Covid-19-induced recession will only accelerate these developments

towards renewed global rivalries, in which statist intervention will play a key part.

Overall, the period of higher state intervention since 2000 is thus much more than just a rebound of
the developmental state; it is a third wave of statism which is global in nature. The tools employed in
this wave are some that we recognize from the 20th century, like industrial policy, state intervention in
domestic business or labor relations, or increased state ownership. What truly distinguishes the current
wave from the previous ones is its clearly transnational character. Whereas the industrializing and the
protecting state also interacted with the global economy, they did so under the label of international
interactions. The industrializing state understood the international environment as a space of potential
and real competitors for primary goods and industrial development. Industrialization was only possible
through massive imports of raw goods and, quite often, labor for the production process; while at the
same time the protection of infant industries required a protectionist, often zero-sum stance towards
international cooperation. The protecting state of the 20th century understood the international
environment as an instrument for boosting domestic welfare through a relatively liberal trade regime;
but at the same time the protecting state was wary about the volatile nature of cross-border financial
flows. These flows depicted a source of potential instability and societies and economies were therefore
to be protected from the adverse effect of a highly financialized world economy. The competing state
of the 21 century is located in a very different structural environment: it rose in the 2000s in an
increasingly globalized economy which is a much more integrated and qualitatively different space from
the old, internationalized world economy (Robinson, 2004). This means that there are new tools
employed by competing states: they create sovereign investment funds to benefit from financial

returns on investments on global capital markets (Clark et al., 2013), successfully internationalize their
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SOEs to become competitive global brands (Cuervo-Cazurra, 2018), and actively support politics that
promote outwards, as well as inwards FDI flows (Clifton et al., 2014). States hence competitively employ
different, mostly outwards-oriented tools to reap the benefits of a globalized economy. In some ways,
this competitive stance resembles the era of global rivalries in which the industrializing state found
itself competing with other states for industrial catch-up vis-a-vis Britain. The difference of today’s
structural environment lies in its transnationality and the emerging transnational agency space that
enables states to rise as global owners. The following section describes in more detail this rise of the
competing state out of the demise of the competition state of the 1980s and 90s, and the consequences

for thinking about state power in the 21 century.

Taken together, the delineated historical trajectory of state intervention in the global political economy
puts the rise of the competing state into perspective. The rationale of this historical account is to put
the competing state delineated below in its historical place; and to provide a narrative based on
structural changes in and through which state agency and state forms developed. In what follows, |
zoom in on the transition from the competition to the competing state and demonstrate, how the
competing state develops out of the problems of neoliberal globalization, while at the same time being

crucially dependent on the structures this very globalization created.

5. Understanding globalization: state capital in a transnational agency space
The rise of transnational state capital thus transforms the competition state of neoliberal globalization
into what | dub the competing state. The competing state is a direct product of the success of neoliberal
globalization in creating a transnational agency space that enables states to rise as economic owners.
In this section, | delineate the basic points of the competition state discussion and demonstrate how
the competing state superseded it in the last two decades. Afterwards, | describe the transnational
agency space in which this rise of the competing state was possible and which sets the stage for the

following chapters of this dissertation.

5.1 Neoliberal globalization and the competition state
As described in the previous section, from the late 1970s on, neoliberal globalization created structural
constraints for states within the global political economy. The policy space for welfare programs,
industrial policy, or other forms of statist economic policy was perceived to shrink, and globalization
shifted state capacities to invest in national competitiveness at the beginning of the 1980s. As Linsi
(2019) shows, the powerful competitiveness discourse that came to dominate policy-making in the last
three decades, underwent a crucial shift at the end of the 1980s. While “first-generation” neoliberals

like Thatcher and Reagan still argued for a domestic dis-embedding of the economy to escape
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stagflation, the discourse changed in the second generation towards questions of globalization and
international competitiveness. This focused the discussion on the nation state as the analytical unit,
which competes with other states for relative gains in the global economy. The nature of this
competition is however indirect: states need to create, maintain, and constantly improve a business
environment that is capable of ever-increasing productivity (which in turn ever-increases living
standards) (Porter, 1990; see also Palan et al., 1996, 6). The idea of equating competitiveness with
national productivity had been harshly criticized at the time (Krugman, 1994), but shaped policy making
throughout the 1990s and gave birth to the analytical figure of the competition state (Cerny, 1997; W.
Davies, 2017; Fougner, 2006; Hirsch, 1995; Jessop, 2002).

The competition state advocates begin with the assumption that globalization created a “flat world”
(Friedman, 2005) in which national (and hence economic) borders increasingly matter less for capital
accumulation. Instead of states dictating economic policies and keeping companies in check within their
own borders, a globalized economy allows capital to move between jurisdictions and select its preferred
destination. The “death of distance” (Cairncross, 2001) through technological progress, flanked by the
cutback of political barriers to capital mobility (like tariffs or inward FDI protectionism), makes
multinational firms - instead of states - central and powerful agents in the global economy (Strange,
1991). The global political economy consists, in the vision of competition state theorists, mainly of those
firms and the competition arising out of the attempts of nation states to either keep or further attract

capital.

In this reading, the main purpose of the competition state is to make societies fit for attracting capital
and increase productivity in competition with others (Genschel & Seelkopf, 2015). This purpose follows
from a supply-side logic: economy and society need to create the conditions for productivity and
welfare to increase, which is supposed to happen through different competitive measures. These
measures can be divided into two groups: on the one hand, states can try to manipulate a range of
domestic variables in order to increase “internal” productivity, like deregulation of labor and product
markets (R. B. Davies & Vadlamannati, 2013; Miinch, 2012; Peters, 2008), welfare state retrenchment
(Kus, 2006) and flexibilization (Ferrera & Rhodes, 2000), boosting of national innovation systems
(Nelson, 1993), and a range of other activities related to the organization of domestic competition
including factor and demand conditions or the restructuring of corporate governance (Porter, 1990,
78). On the other hand, measures can also be employed to attract foreign investment and hence
“import” capital and productivity, for example through decreasing of corporate tax rates (Avi-Yonah,
2000), creating investment incentives for R&D (Cantwell & Mudambi, 2000), liberalization of trade

regimes (Bergsten, 1996), attracting highly skilled migrants (Lavenex, 2007; Sassen, 1999), or “locking
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in” competition policies within supranational organizations such as the EU (Buch-Hansen & Wigger,

2011). Taken together, both sets of measures describe the working logic of modern competition states.

The competition state concept has been useful for describing a large part of global state
transformations of the 1990s and 2000s. Although the concept itself, which is more an ideal-type than
an actually existing state form, has to be taken with a grain of salt, many of its tools have been adapted
all over the globe. While states did not therefore fully adopt the “rulebook” of the competition state,
many policy-makers took very seriously the basic assumptions about national competitiveness and

globalization and translated them, to varying degrees, into government policies (W. Davies, 2017).

As an analytical concept, the competition state has however been subject to many criticisms over the
last years. Genschel and Seelkopf (2015) point out that competition state advocates often took
globalization as a deterministic concept, inevitably leading to competition; that they often assumed a
sort of uniform supply-side neoliberal politics as being the only existing response to this pressure; and
that welfare retrenchment was a natural cause of the rise of the competition state (ibid., 238). While
the last point falls outside the scope of this dissertation, the first two are crucial to the argument
developed in this chapter. Many of the phenomena described here and in the following chapters - the
rise of states as owners, the development of different strategies to capture financial returns, the sheer
size of cross-border investment by states - are at odds with the idea that the rise of neoliberal
globalization inevitably pressures states into the straitjacket of competition state politics. The unlikely
rise of states like Singapore, Norway, or Qatar as serious global owners indicates that state
transformation could have entered a new phase, which competition state explanations cannot
sufficiently describe. The rise of transnational state capital suggests that neoliberal globalization does
not only create downward pressure for states to adapt, but also presents an opportunity for states to

transform and expand state power and state capacity in the global system.

5.2 A transnational agency space
The competition state hypothesis thus generated a rather one-sided picture of the consequences of
neoliberal globalization. As a structural force, globalization would pressure nation states into adapting
to its imperatives until it finally shifted the state’s whole raison d'etre towards exposing society fully to
the global economy (Cerny, 2010). This notion was for some time, and at least during the 1990s, a
powerful narrative. As argued in section four, many states in the developed world, but also IFls and
other international forces, were keen on employing a range of instruments from the competition state’s
toolbox. Although for Western politics, this stance had not been substantially altered until the GFC,
other emerging markets had already embraced different, more state-led development pathways in the
2000s (Wylde, 2017). Some of those emerging markets engaged in novel ways with neoliberal
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globalization by rising as global owners and steerers of capital. Transnational state investment
contradicts the competition state idea in many ways: state-led economic expansion, often through
direct state ownership, even beyond key industries, seemed fallen out of time. The reach of states as
owners into the global economy, for example through SWF investment, presented a novel way of
engaging with neoliberal globalization that aimed at exploiting the global economy rather than being

forced to adjust to its imperatives.

This engagement, closer described in the following, challenges one central assumption of the
competition state hypothesis, namely a reductionist treatment of the effects of neoliberal globalization.
While neoliberal globalization does indeed create competitive pressures vis-a-vis nation states, it also
creates what | call a transnational agency space. This space is not a physical one, but consists of the
sum of opportunity structures, created through globalization, that economic actors can engage in.

Some of core opportunity structures are:

e The absence of trade barriers between states or regions. This gives corporations not only the
opportunity to exchange goods, but to organize long value chains through intra-firm trade,

which can be used, among other thing, to lower one’s tax burden (Lanz & Mirodout, 2011).

e The ability to invest in globalized financial and equity markets in order to gain higher returns

on investment than in domestic markets (Helleiner, 1995).

e The ability to engage in acquiring specialized knowledge, know-how, and technological assets

through cross-border investment or mergers and acquisitions (Junni et al., 2012).

e The existence of aframework of international investor protection that guarantees legal security

and allows corporations to file claims against host states (van Harten, 2005).

e The ability for firms to borrow and thus finance and leverage their operations through global
financial markets and other institutions that have been inaccessible before (Thatcher &

Vlandas, 2016).
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e The opportunity for companies and highly skilled individuals to migrate between different
jurisdictions and also to exploit legal loopholes between those jurisdictions for corporate profit,
as is the case for the group of highly specialized tax professionals and their firms (Murphy et

al., 2019).

These and other opportunity structures together form the transnational agency space, which can be
understood as the infrastructure of neoliberal globalization. It allows corporations to move across
jurisdictions and to exploit opportunities for profit generations that other actors - for example a large
part of the global labor force - do not possess. This space forms the structural backbone for the rise of

transnational state capital and its competitive strategies analyzed in this thesis.

The transnational agency space concept builds on the main insight of the transnational capitalism
literature (Robinson, 2004; van Apeldoorn, 2002). Transnational capitalism is in this reading
qualitatively different from the pre-globalization world economy. Whereas the world economy
consisted of the sum of all nation-state economies that interacted with each other (for example through
a liberalized trade regime), the world created by neoliberal globalization is fundamentally different.
Crucial aspects of today’s global economy are unthinkable in a world economy that is not to a high
degree transnationally integrated. Those aspects are first and foremost the opportunity structures
listed above, which are in sum the ability to move capital, expertise, and corporate activity cross-border.
Compared to previous waves of globalization, neoliberal globalization created the first truly
transnational forms of economic activity that are of a permanent nature. The unprecedented rise of
FDI flows and stocks as well as the emergence of a truly transnational group of finance and legal
professionals, managers, and corporate owners are maybe the two most important factors that

distinguish transnational capitalism from previous waves of globalization.

In this transnational agency space, corporations hold the power that enables them to exploit these
opportunity structures. As demonstrated in section 4, these structures have crucially been built and
enabled by state power (Helleiner, 1994). During the heyday of neoliberal globalization in the 1990s
and 2000s, states remained in the role of enabler and regulator of this transnational agency space, also
through transnational regulatory conflicts (Farrell & Newman, 2015). States did however not intervene
significantly within this space as they used to do within the domestic boundaries of the old world
economy. As has been described above, the competition state logic many governments followed at the
time saw it rather as the duty of states to create and maintain supply-side conditions boosting
competitiveness. This logic is also slowly changing as the second chapter of this dissertation argues, in
which states and corporations interact with and against each other as juxtaposed actors in the global

system.
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What does this mean for state transformation within neoliberal globalization and what happens to the
nation state within transnational capitalism? For Robinson, the tasks of the competition state are slowly
being transnationalized and “condensed” into a sort of “collective authority for a global ruling class”
(Robinson 2004, 88). This transnationalization of state apparatuses is then dubbed the “transnational
state” (TNS), which represents a network-like, not yet fully centralized global amalgam consisting of the
relicts of the old nation states, fused with supranational organizations such as the IMF, World Bank, and
other IFIs (ibid., 100). For Robinson, the focal point of the TNS is that it represents a class project aimed
at consolidating the power of a transnational capitalist class (TCC) vis-a-vis the rest of global society
through shifting capital accumulation to the transnational level. While others have conceptualized
similar ideas regarding this “new constitutionalism” (Gill & Cutler, 2014), Robinson emphasizes the
unique role and control of the TCC in this process. Transnational capitalism is, in the end, the project of

this social group manifest in the “globalist bloc” that maintains and profits from this project.

While there is much to say about whether or not this diagnosis is correct, this thesis does not deal with
the question of transnational elites and their class cohesion. Rather, the notion of a TNS is of interest
here. If the old nation states are being dethroned and transformed into the TNS, how can we explain
the rise of transnational state capital? | argue that this rise of different forms of state intervention and
state engagement within the global economy runs counter to the expectation of an ever-stronger
cohesion and development of a TNS. On the contrary, current developments in the crisis of neoliberal
globalization indicate that nation-state power will become more relevant in a “geoeconomic” order, in
which security and strategic concerns become more crucial for international politics (Roberts et al.,
2019). At the same time, these developments build on and “weaponize” existing ties forged during
globalization, as recent research has impressively shown (Farrell & Newman, 2019). The empirical work
in this dissertation demonstrates one aspect of this transformation, in which some powerful states were
able to enter the transnational agency space of global capitalism by transforming themselves into global

owners, and are likely to remain there in the coming intensification of global rivalries.

5.3 The rise of the competing state
The idea of an ever more expanding and consolidating TNS, as described above, builds on the strong
assumption that a global capitalist class has the cohesion, intention, ability, and resources to see this
project through over decades. As has become clear, | doubt this project is in such good shape after a
crisis-ridden decade since the Great Recession (see Tooze, 2018; Babi¢, 2020). What is more likely is
that renewed global rivalries, intensifying global disputes, and a new protectionism will re-focus global
discussions on the role of the state and its ability to exert political and economic authority in a globalized

world. The preceding sections have suggested that the competition state, once the embodiment of
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neoliberal globalization, has been seriously challenged throughout the last two decades. It is fair to say
that - at the latest - the Great Recession rendered core aspects of the competition state logic obsolete.
Today, international politics is less shaped by competitive adaptation to globalization, but by looming
global rivalries in the wake of a crumbling American hegemony. In this setting, the transformation of
the competition state is taking place slowly but steadily. As the above sections have shown, some states
have been able to regain policy space within globalization, and some even rose to unprecedented
power through state-owned means. As the following chapters show, countries that are very different,
such as Norway, China, or Qatar, were able to use the transnational agency space created by
globalization to reap financial and strategic benefits in the last 20 years. While some of those countries
were able to set up large SWFs with a global outreach that guaranteed a steady return on their financial
investments, others reformed and mobilized massive state-owned enterprises to transnationalize and
acquire strategic resources cross-border that promote their domestic economies. Those states were
able to move into the agency space of transnational capitalism and realize their interests within this
space. Instead of succumbing entirely to the forces of neoliberal globalization, those states were able
to instrumentalize these forces in order to reap the benefits of a globalized world economy. States re-
invented themselves as economic owners and hence developed different strategies for coping with
globalization: instead of competing passively for global investment, they compete now actively on
global markets, as economic actors. The competing state is thus also one for whom competition is
central, but not in the sense of an indirect succumbing to global forces. Instead, the competing state

itself adopts different strategies to compete within the transnational agency space for economic gains.

The two largest states as owners - China and Norway - thereby exemplify the two ideal-typical strategies
that can be adopted. The Norwegian model is one of a highly diversified global portfolio investor with
a low risk profile. The Norwegian SWF draws on excess revenues from oil manufacturing which are then
employed to create a steady return on investment, similar to mutual funds (Caner & Grennes, 2010).
The Chinese foreign investment strategy is more comprehensive, with a mixture of SWF and strategic
investment. Overall, the propensity of Chinese investment to result in cross-border majority ownership
is much more strategic than the Norwegian one, as the recent acquisition of high-profile targets such
as Syngenta exemplify. Both ideal-typical strategies demonstrate how states are able to enter and use
the transnational agency space: the Norwegian strategy uses its ability to invest in globalized financial
and equity markets, while the Chinese strategy profits from the opportunity to acquire specialized
knowledge and technological assets through cross-border mergers and acquisitions (see above). The
list of strategies and types of states as global investors could be extended to the Middle Eastern oil-rich
states that developed particular financialized ways to interact within the transnational agency space;

or to the large European states as owners, like France and Germany and their outwards control-
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strategies. These discussions are located in the different chapters constituting this project. What is
crucial here is that there are a lot of states - over 150 - that | find to have transnational investment
connections. Out of this vast pool of global states as owners, there is however a handful that is
especially successful and relevant on the global scene when it comes to foreign state-led investment.
Chapter 4 scrutinizes these 20 states as owners that are able to invest not only cross-border, but to
meaningfully compete within geo-industrial clusters all over the world for financial gains. What this
handful of powerful states have in common is their ability to compete within the transnational agency
space - they are resource-rich states as owners that employ these resources to a certain degree for
foreign state-led investment. These resources are derived from various sources - from oil extraction
revenues, massive foreign exchange reserves, or other high-value revenue-generating commodities.
Furthermore, on top of different origins of these vast financial resources, the function of foreign state
investment is different. While the Chinese strategy might be to gain technological knowledge for catch-
up economic development, and the Norwegian strategy to secure the well-being of future generations,
others are rather driven by rent-seeking behavior of domestic elites (like some of the Middle Eastern
SWFs), or geopolitical ambitions through strategic energy investments (like Russia). What those
different functions have in common is that all of those powerful states as owners exploit the
transnational agency space to rise as owners and reap the benefits of a globalized economy. As of today,
many of those states are extremely successful in doing so: the Norwegian SWF announced at the
beginning of 2020 a 20% return on its investments for the previous year, held over $ 1.1.bn. in assets
under management and owned about 1.5% of all globally listed stocks. Meanwhile, the Chinese
takeover of Swiss Syngenta in 2017 was the largest Chinese foreign acquisition ever, while the Russian
Rosneft investment into Essar Oil (also in 2017) was the largest inwards investment ever recorded in
India. These numbers make clear that the rise of transnational state capital is more than just a by-
product of globalization, but it crucially transforms our understanding of the policy space and power

(some) states as owners gained within the global political economy.

| dub the state form that these powerful states - which are able to navigate the transnational agency
space of globalized capitalism through state-owned means — epitomize the competing state.
Developing directly out of the shattered remnants of the competition state, the competing state is also
a child of neoliberal globalization. It is able to exploit the transnational agency space created by
globalization to pursue and realize its economic and strategic goals. However, different from the rather
passive competition state, the competing state is actively employing its state-owned or state-controlled
means to reap the possible benefits of globalization. Whereas the competition state logic was to
reactively adapt to the forces of a globalizing world, the competing state embraces and actively

instrumentalizes some of these opportunity structures. The competing state experiences the
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transnational agency space rather as an enabling than an as a constraining force. Given the fact that
not every state has the resources nor the ability to instrumentalize these structures, the competing
state logic is restricted to a handful of powerful and resource-rich states, whereas the competition state

toolbox was potentially globally adaptable. Table 2 summarizes this comparison.

State Type Competition state Competing state
Indirect: adapting to Direct: usage of transnational
Working Logic
globalization investment opportunities
Domestic policies to improve Transnational instruments to
Instruments
competitiveness reap benefits of globalization

Enabling: Investment of excess
Constraining: Policy space capital, oil revenues, forex

Transnational agency space
shrinks for nation state reserves & acquisition of

strategic targets

Global (transnational), but
Potentially global (all states
Geography restricted to handful of
affected by globalization)
powerful, resource-rich states

Table 2: Comparison of the competition and the competing state.

One key difference between both state forms lies in the consequences for international politics. The
competition state was in many ways an apolitical state. Its logic derived from the pressures of
globalization and less from an offensive engagement with globalization. The competing state differs
from this substantially. Through its direct engagement with some of the opportunity spaces
globalization enabled, the competing state creates direct consequences for international politics. This
is illustrated by discussions about the geopolitical role of SWFs (Cohen, 2009; Helleiner, 2009), about
the possible political implications of transnational SOEs as an extended arm of their governments
(Carney, 2018; Jones & Zou, 2017) or about the role of state capital for global corporate control (Haberly
& Wojcik, 2017). The chapters of this dissertation aim to operationalize and explore these
consequences for international politics: what does it mean for international politics when states rise as

owners in the global political economy? As actors in a transnational agency space, the number of
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actually powerful and able states does not need to be very high for them to create those consequences.
As Farrell and Newman (2019) have argued, globalized networks of corporate control can be exploited
by just one or two powerful states in order to create major reverberations in the international sphere.
Following the methodological choices in Chapter 4 of this dissertation, there are about 20 states that
are investing significant and comparable amounts of transnational state that | assess to be in such a
position. This is a major difference when compared to the competition state, which could be any nation
state pressured by the forces of globalization. The more activist competing state does not come in high
numbers empirically, but is nevertheless becoming a central state form in the global political economy

through powerful and resource-rich states that embrace competing state policies.

Taken together, this thesis sets out to explore and analyze the rise of transnational state capital, its
effect on state transformation, and its consequences for international politics. By combining novel
methodological, empirical, and conceptual insights, | contour the landscape of foreign state investment
from an IPE and IR perspective. The results of this study are to be found in the different chapters
constituting this project. The common theme of all the chapters is the effect of the analyzed issue for
international politics. While this is a broad research question, it leaves at the same time enough room
to describe the totality of state investment in the global political economy. The contribution of this
thesis thus lies not so much in answering a sub-field-specific research question, but in tackling the
description and exploration of a phenomenon that plays a central role in the current distributional and
political conflicts affecting the global political economy. The conclusion at the end of this thesis takes

up some of these issues and proposes further research venues.
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