POLITICAL ECONOMY

A Technical Analysis of Neoliberalism: Theoretical
Frameworks and the Legacy of David Harvey

Published: February 13, 2025 | Index ID: #670

The emergence of neoliberalism represents one of the most significant paradigm shifts in global political economy
since the industrial revolution. Defined by David Harvey as a theory of political economic practices that proposes
that human well-being can best be advanced by liberating individual entrepreneurial freedoms and skills within an
institutional framework characterized by strong private property rights, free markets, and free trade, neoliberalism
has transformed the global landscape over the last four decades. This analysis provides a deep technical
exploration of the mechanisms, historical trajectories, and socio-economic consequences of neoliberalism,
primarily through the lens of Harvey’s seminal work, A Brief History of Neoliberalism.

The Conceptual Foundations of Neoliberalism

Neoliberalism is not merely an economic policy but a comprehensive ontological framework that reimagines the
relationship between the state, the market, and the individual. At its core, it posits that market exchangeis an ethic
in itself, capable of acting as a guide for all human action. This perspective replaces earlier concepts of social
solidarity or the common good with a logic of individual competition and utility maximization.

The Transition from Embedded Liberalism

To understand the technical rise of neoliberalism, one must examine the era of Embedded Liberalism(1945—
1970s). Under this regime, market processes were constrained by social and political regulations. The state’s role
was to manage the economy through Keynesian fiscal and monetary policies to ensure full employment and social
welfare. However, the stagflation crisis of the 1970s—characterized by high inflation and stagnant growth—created
a legitimacy crisis for the Keynesian model. Neoliberalism emerged as the technical solution to this crisis,
advocating for a radical restructuring of the state apparatus.

The Role of the Neoliberal State

Contrary to the myth of the 'vanishing state,' neoliberalism requires a highly active state to construct and maintain
the conditions for market operations. The technical functions of the neoliberal state include:

¢ Guaranteeing the Quality and Integrity of Money: The state must prioritize inflation control (monetarism) over
employment levels.

 Establishing Property Rights: Legal frameworks must be created to turn previously ‘common' or 'public’
resources into private assets.

¢ Military and Police Functions: The state maintains a monopoly on the use of force to protect private property
and ensure the smooth functioning of markets, by force if necessary.

* Market Creation: In sectors where markets do not exist (such as education, healthcare, or environmental
carbon credits), the state must intervene to create them through artificial pricing and regulatory structures.

Technical Mechanics: The Four Pillars of Harvey’s Analysis

David Harvey identifies four primary mechanisms through which neoliberalization is achieved. These mechanisms
are not merely policy choices but structural transformations of the capital accumulation process.



1. Privatization and Commodification

This involves the transfer of public assets to the private sector. It includes the sale of state-owned enterprises
(telecoms, railways, energy) and the commaodification of social services. Technically, this is achieved through
deregulation, which lowers the barriers to entry for private capital in sectors formerly reserved for the public good.
The objective is to open up new arenas for capital investment that were previously off-limits.

2. Financialization

The 1970s marked a shift from production-based accumulation to finance-based accumulation.  Financialization
refers to the increasing dominance of financial markets, financial motives, financial institutions, and financial elites
in the operation of the economy. Key technical components include:

e Securitization: Turning various types of debt (mortgages, car loans) into tradable financial assets.
e Speculative Trading: The rise of derivatives and high-frequency trading as primary drivers of profit.
e Stock Buybacks: Prioritizing shareholder value over long-term industrial investment or labor compensation.

3. Management and Manipulation of Crises

Neoliberalism often utilizes or engineers crises to impose 'shock therapy' on economies. When a state faces a debt
crisis, international institutions like the International Monetary Fund (IMF) and the World Bank intervene. The
technical conditionality of these interventions—known as Structural Adjustment Programs (SAPs)—mandates
austerity, privatization, and market liberalization as prerequisites for financial aid.

4. State Redistribution

While the state claims to be neutral, Harvey argues it acts as an agent of upward wealth redistribution. This is
technically facilitated through:

¢ Regressive tax reforms (cutting corporate and top-tier income taxes).
¢ Reduction of the 'social wage' (cuts to pensions, healthcare, and education).
« Subsidies for large corporations (often termed 'corporate welfare").

Comparison Matrix: Embedded Liberalism vs. Neoliberalism

The following table outlines the technical differences between the two dominant economic paradigms of the 20th
and 21st centuries.



Feature Embedded Liberalism (1945-1973) Neoliberalism (1973-Present)

Primary Economic Goal Full Employment and Social Stability Price Stability and Inflation Control
State Role Interventionist / Regulator Market Enabler / Facilitator

Labor Policy Strong Unions / Collective Bargaining Labor Flexibility / De-unionization
Capital Flow Regulated / Capital Controls Free Flow / Globalized Finance
Public Services Universal Access / State-Funded Privatized / Fee-for-Service

Key Economic Theory Keynesianism Monetarism / Supply-Side Economics

Case Studies in Neoliberal Transformation

Harvey provides a geographical analysis of how neoliberalism was implemented in different contexts. These case
studies illustrate that neoliberalism is not a monolith but a process that adapts to local political realities.

The Chilean Experiment (1973)

Following the CIA-backed coup against Salvador Allende, Chile became the first laboratory for neoliberalism. Under
General Pinochet, a group of economists known as the 'Chicago Boys'(trained under Milton Friedman)
implemented a radical program of privatization and deregulation. The technical execution involved the swift
elimination of trade barriers, the privatization of the social security system, and the suppression of labor unions.
While it stabilized the macroeconomy in the short term, it led to massive increases in wealth inequality.

The Volcker Shock and the US/UK Pivot

In 1979, Paul Volcker (Chair of the US Federal Reserve) radically shifted monetary policy by raising interest rates to
combat inflation. This 'Volcker Shock' technically forced a recession to 'purge' the economy of inflationary
expectations, effectively breaking the power of labor. Simultaneously, Margaret Thatcher in the UK and Ronald
Reagan in the US launched political assaults on unions (e.g., the UK Miners' Strike and the PATCO strike),
signifying the state's move from protecting labor to protecting capital.

Neoliberalism with 'Chinese Characteristics'

Harvey analyzes China’s transformation under Deng Xiaoping starting in 1978. Unlike the Western model, China’s
neoliberalization was state-led and gradual. It involved the creation of Special Economic Zones (SEZs)where
foreign capital could operate with minimal regulation. This allowed China to integrate into the global market while
maintaining authoritarian political control, creating a unique hybrid of market logic and state sovereignty.

Accumulation by Dispossession: The Technical Core

One of Harvey’s most significant contributions is the concept of Accumulation by Dispossession. He argues that
when capital cannot find enough profitable outlets through traditional production, it resorts to predatory practices.
The technical mechanisms of dispossession include:

1. The Privatization of Land: The conversion of communal or state land into private property, often displacing
indigenous or rural populations.
2. Intellectual Property Rights: The use of TRIPS (Trade-Related Aspects of Intellectual Property Rights) to



privatize genetic materials and traditional knowledge.

3. The Credit System: Using debt as a tool to transfer assets from the poor to the financial elite (e.g., the 2008
subprime mortgage crisis).

4. Environmental Exploitation: The 'enclosure of the commons' regarding water, air, and biodiversity, turning
natural resources into tradable commodities.

Technical Challenges and Operational Failure Modes

Despite its dominance, neoliberalism faces significant internal contradictions that lead to operational failures.
Analysts and strategists must understand these 'failure modes' to predict market and social shifts.

The Crisis of Underconsumption

By suppressing wages to increase profit margins, neoliberalism creates a technical paradox: if workers earn less,
who will buy the products being produced? This is often solved temporarily through debt expansion, but this leads
to financial instability and systemic 'bubbles.'

Legitimacy and Social Cohesion

The technical focus on market efficiency often ignores social externalities. The breakdown of the social contract
leads to political volatility, the rise of populism, and a decline in institutional trust. From a technical governance
perspective, this requires increasing expenditures on 'security’ and 'surveillance' to maintain order, which ironically
increases the state's fiscal burden.

Environmental Degradation

Neoliberalism’s requirement for perpetual growth within a finite ecosystem is a fundamental technical
incompatibility. The externalization of environmental costs (e.g., carbon emissions) allows for short-term profit but
creates long-term systemic risk for the entire global economy.

Procedural Implementation: A Field Guide to Neoliberal Reform

For a state to transition into a neoliberal regime, a specific sequence of technical procedures is typically followed:

¢ Phase 1: Monetary Stabilization. Raise interest rates, peg the currency, and grant independence to the
Central Bank.

¢ Phase 2: Fiscal Austerity. Implement strict debt-to-GDP limits, cut public spending, and reform the tax code to
favor investment.

¢ Phase 3: Deregulation. Remove price controls, eliminate subsidies, and lower import/export tariffs.

¢ Phase 4: Privatization. Identify state assets for sale, create competitive bidding processes for public services,
and establish private property registries.

¢ Phase 5: Institutional Lock-in. Sign international trade agreements (like NAFTA or WTO protocols) that make it
legally difficult for future governments to reverse neoliberal policies.

Synthesis and Future Implications

David Harvey’s analysis suggests that neoliberalism was never about a ‘purer' form of capitalism, but rather a
political project to restore class powerto a narrow elite. Its technical success in increasing global GDP and trade
volume is undeniable, but its failures in wealth distribution and environmental sustainability are equally stark. As we
move further into the 21st century, the neoliberal model faces unprecedented challenges from geopolitical shifts,
climate change, and the digital economy.



The technical infrastructure of neoliberalism—the global financial networks, the legal frameworks of the WTO, and
the market-centric governance models—remains largely intact. However, the ‘'common sense' of neoliberalism is
being questioned. Whether the future holds a return to more regulated 'embedded' systems or a move toward
entirely new economic paradigms remains the defining technical and political question of our time. Understanding
the history of neoliberalism is not just an academic exercise; it is a prerequisite for anyone attempting to navigate or
reform the complex machinery of the modern world.
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