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.DEVELOPED COUNTRY REACTIONS TO CALLS FOR A

NEW*INTERNATIONAL.ECONOMIC ORDER¥*

< 531 RICHARD N, COOPER.

YALE UNIVERSITY

In recent years numerous groups, some governmental, some prlvete

‘ “have put forward appeals or claims or demands for changes 1n the
.hworklngs of the world economy and in the dec1510n—maklng machlnery

regardlng how it is to work., While the claims differ 1n_deta11 froﬁ |
- forum to forum,lthey share sevexal common themes. Therfirst is that

there .should be‘larger transfers of resources and of technology from's"
" the_rich indusﬁrial.cbuntries tqQ the poor countries of the world;-~‘
ZA second theme is thah the poor and non—industrialized_countfiesZf'
should be subject to speciellj.ﬁevorable treatment, and that in
_general they should be exempt from the prescriptions for government 5T‘
behavior with which the rlch industrialized natlons ‘are (approprl-“

- ately) charged. A third theme is that the dec151on—mak1ng machlnery.

governing international.economic questions should be revised to give

' - greater participation ang'gxeater weight to the poor of non-~
industrialized nations. - - M
The rationale for these claims rests in part on the_cohtention'
that all peoples have a right to satisfaction of cerﬁein basic human
needs and that those who are able.to do so alfeady have a corres~
? ponding;resbohsibility te’satisﬁy that righﬁ fer others in hhe name
| of the solidarity of humenity._ They rest in part also on-the‘conf
tention that, at best, the existing internationel economie order --
ﬁeaning the set of institutions, formal rules, and informai con-
ventions that govern economic transactions aqphg nations -- disregards

" the special problems and concerns of_developing nations, and at

worst has fostered the exploitation ef poor countries, so that some
restitution for,pasﬁ and present injustices is in ofder.-

: - The particular propesalsrthet have stemmed from these claims
are numerous and vary from‘group'ho.group, but they‘include such

- items as:

*Prepared for a Bilderberg Conference at Torquay, England, April
‘ 22-24, 1977. This paper draws heavily on a longer paper prepared -
' for Colloguium III of the -Rothko Chapel of Houston, Texas. - It rep~. -
resents the personal views of the author and does not reflect the
pOSltlon of the U.S. Government.

-4



world); T o o : ':':‘, B

ey
S Yorte

i 2__ iR
1) ‘establishing international commodity agreements on those com-

modities produced by developing countries, to assure that ;Hey‘receive.

. .

. equitable and remunerative prices (a variation of this involves indexing’

commodity prices to prices'of_madufactured goods, to assure that com-

modity prices rise no less rapidly than othexr prices in ﬁﬁ;{nflggicnafy
g.Z) increasing qfficial:development assistance from #he_rich coﬁnt%iéﬁ
up to the United Nations target of 7/10 of one perceﬁt ofigréss naticnal = -
prodgct;
3) renegotiating the principles of allocation 6f Specﬁa;ZDr#wing-
Rights at the International ﬁongtary Fund to give develoéigghcoﬁnt;igs
@ larger share; | | |

4) providing general debt relief in the form of forgiveness or

- postponement of the repayment obligations of developing countries on

——— L

thei? external debt;

f:5) granting aqd enlarging érgferential treatment for imports from
develoPingvéountries‘into the developed countries;
| 6) increasing the-flog of relevant technology to devéloping counﬁries,.
at‘reduced cost to them; '

'.7) asserting the right to all prOperty_ﬁithin natioﬁal boundaries,
and hence, tﬁe right to take over foreign-owned propﬁrty‘?ithout rggard
td internationai legal conventicns ;egarding.cémpensation;

_ 8) changing thé decisionjmakiné pfocedureé in such in%titutio;s as .

the International Monetary Fund (IIMF). and the International Bank for:

" Reconstruction and Development (hereaffer? the World Bank) to‘give

4

greater weight to developing countries.‘
it is noteworthy that thése claims have beéen directed almost -exclu--
sively at what in United Natioms terminology are called the developed

market eccnomies, i.e., western Europe, North America, and Japan,

Australia and New Zealand. (These will be called the. !'westera”" countries

:hﬁfeafter.) In particular, they are ﬁotTgeperally difected toward com-

‘munist countries such as East Germany or the Soviet Union. The reasons

for this are no doubt cohplex. The communist countries (Yugoslavia

- national forums, such as the World Bank, .the IMF, and (with Ehe furthef

excepted) themselves do not participate in some of the important inter-
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exceptions of Poland and Romania) the General Agreement on Ta;iffs and
Trade (GATT). This would not restrict their contributions id other

contexts, however, such as granting development assistance, partici--

pating in!CDmmodity agreements, or granting trade preferences. In

general, the communist countries have lower per capita incomes than do .

the western countries, and this might seem to absolve them from being:

called upon to meet the claims.  But some of the claims (such as those

- for rectification) are not especially related to income, and i any

case some communist countries have per capita incomes that exceed those

of the poorer western countries sych as Italy and Ireland. lIﬁ&eed,

'.by 1976 the per capita income of East Germany exceeded that of the

United Kingdom.l What is probably more importént is the pefception

of leaders in developing countries that they are unlikely to alter

. the policies of communist countries much by making appeals in inter-

national forums, in part because of the nature of communist governments,

in part because the communist countries cannot so easily be held

hostage to them in terms of'needed materials or vulnerable foreign

“investment.  Their success with the western countries is likely to be

substantially?greater, largely because with appropriate argumeﬁts they

can enlist important segments of public opinion in their cause.

_that brought publics into general'ayareness that important changes

were taking place -- and then, by the four-fold increase in 0il prices

u_developing.cduntries, under the leadership of Algeria, in 1974,

United Natioms for establishmént of a new international economic

-of a "dollar" or other standard unit of measurement. Standards of

Public response to calls for 2 new economic order
The initial response of publigs in western countries to the stance

adopted by developing countries was one of shock and astonishment:

first, at the Arab oil embargo imposed in October 1973 -- the event

aﬁnouncéd by'the Organization for Petroleun Exporting Countries (OPEC)

5
!

for January 1974. This assertion of market power embholdened the

to put forward a "Program of Action" in a special session of the

b ‘ lAll international comparisons of per capita income must how- .

ever be taken with extreme caution, Since they are highly sensitive to
the choice of exchange rate for conversion into common units, and they
do not allow for substantial variation in the domestic purchasing power

living among countries do not vary among countries as much as "per
copita fneome” does . .




' .when, in 1969, they voted a moratorium on all attempts at miniﬁg the

S N

ordef.1 In Noﬁembef 1974, the‘Uﬂ Gener;l Assembiy approved the ”Charte-
of Econoﬁic'Riéhté and Dgties of States,” which among other (on the whole
straightfqrward-an& wiaely accgpfed);p;ovisionslasse;;ed (Ar;.S)-"the
fight~to.é;éo;iate in organizations-of primary commodity producers in
order to develop their nacion;L éCanmies..;" gnd‘the corréséqnding duty
of ail states to refrain frog applying economic and politiéél méaSures to

¥l

limit that right -- a provision that would legitimize OPEC's actions and.

those of other potential cartels among producing countries. .The Chaxter

alsoc asserted (Art.2) the'right of any-state to eXpropriate'foreign-owned'f
property within its borders, paying "appropriate compensation.,.provided

that all relevant circumstances call for it.” Resolution of any contro-

. versy regarding expropriation and compensation is to be determined under

the domestic law-of the nationalizing state., The Charter also asserted '

(Art.28) the duty of all states to cooperate in adjusting the prices of

their imports, i.e., to "index" the prices received by developing coun-

tries.

The Charter of Economic'Riéhts and Duties of States had its.o:igins
long before the 1ncreﬁse 1n 011 prxces as did‘proposéls for chaﬁ°iua the
lnternatlonal eqongmlc order. Many of the spec1f1c pr0posals that made
up'the'content of the proposed new internaticnal economic order had been

.

under consideration for some time. and the developing countries had

.increasingly used their majofity in the UN General Assembly‘td push

through resolutions over the objections of the western éountries;'as

.- seabed until a new international regime for the seabed was ﬁorked out,

' But what astonished members of the western public was the new

assertiveness with which these proposals were advanced, the extreme

claims of some of the provisions, and the unwillingness of the majority

~of the General Assembly, made up of a cohesive group of developing

countries, to compromise on many of the provisions. While many of the

1Algeria is a member of OPEC. It has been suggested that calls
for a new international economic order represented a tactic to divert the
attention of those developing countries that do not produce o0il away from
the great hardships imposed on them by the sharp increase in oil prices.
Responsibility for redressing the situation was thereby passed from the
OPEC countries to the western countries. The QOPEC price increases may

- have given greater impetus to the calls for action, but they were in
‘traln before the late-1973 price increases,
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provisions of the Charter were unexceptionable to all countries, a theme

' of extreme state sovereignty runs through the Charter. The Unjited States

" objected especially to.the threé:provisions noted above. L - o '

—_—————

.f,f"i;:z_f;;;;iu ST f'?ﬁThe proviSion for settlement of disputes

exclusively under domestic law, in particular,rseemed'td sweep aside a

long (western) tradition regarding international settlement of disputes.

' The initial reaction of aston%ﬁhment was soon overtaken by a more

. differentiated reaction. Some westarners applauded the new assertive-

ness of the developing countries and in their own writings supported

them and contributed further tc the claims for redressing past wrongs'

"and for a moral obligation to make transfers from rich countries to
'poor countries. Others reacted with a sense of guilt, implicitly

acknowledging the merit of the positions taken by the developing

countries, and urged negotiation and a willingness to compromise on

both Sides in.the emerging debate. ' They wanted socme kind of accommo-

~ dation, Still others reacted with anger at the seeming exploitation

“harmony in relations among countries.

of neﬁly-found power -=- in votes in the General Assembly and in
monopoly in the provision of oil -- and urged stiff resolution against

vielding to what was regarded as extortion. Numerous shadings, of
yielding | g gs,

" course, exist within all of these groups, and to them must be added

the diplomatic pragmatists, who are less concerned with the substan-
tive merits of the particular proposals and the arguments for or
against 2 new economic order than with the fact that a large number of

countries are resolutely serious in their claims for a new order, and

‘who urge diplomatic accommodation 2s necessary to restore a degree of

k4

It must be observed that the idea of a new international economic
order is, itself, a profoundly western idea. It has been advanced

and rationalized by western-trained leaders in developing countries
s ’ - . X

and even by a number of westerners. Philosophically, the notion

-

that conscious human action can change the "order" of things, even
; ‘ -

hurman things, and moreover that mankind can attack world poverty in

a systematic-way with ultimate success are fundamentally western

i{deas, drawn from the idea of progress.: They have no counterparts

in the reflective philosophies of the East or in the doctrines of
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Islam concerning the execution of God's will,

The varied reactions to calls for a new economic order can be found

‘to some extent in all western countries, and to some extent they cor-

_resPGnd'to the political épect;um from left to right, The radical-

liberal-conservative political debate within countries has now become -

global.

- Governmental responses to calls for a new economic¢ order -

Governments of the western countries alsc differed in their responses

to the new claims, but the variation was far less than it was émong the
literate public. The United States tended to be the most resistant to
the various: proposals to chaﬁge, and the rhetoric¢ that accombanied thenm,

Europe and Japan, much more dependent on imported materials, hence more

‘vulnerable to serious deterioration in relations with primary producing

countries, were verbally more accommodating in their responses., These

~differences can be found, for instange, in the response to the oil embargo

and the increase im oil prices. The United States sponsored the formatioa

of the International Energy Agency among the western countries, designed

~to deal with future embargoes should they arise; whereas, France spon-

g

sored the Paris talks among oil-producing and oil-consuming countries,
in order to establish a dialogue with the p;esﬁmed objective of wmaking
future embargoes, or further large price inéreases,-less probable, The

United States initially resisted';he idea of producer-consumer talks

altogether, on the grounds that oil prices, in all likelihood,,would be

discussed and that such discussion would not be in the interests of the
consumning countries. This resistance was based on the conviction that
sooner or later the forces of competition would reduce oil prices.

Immediately‘after imposition.of the oil embargo (which formaliy was

" directed only at the Netherlands and the Unit ed States, because of their

sup?ort fa:Israel), Japan, in aﬁ opeﬁ effort to curry favor with the

Arab oi1lproducers, called on Israel to yield the occupied-téfritories.
-Even earlier, the‘United States (openly supported Bf Gefméhy, but -

only silently supp&rted b}ra nuﬁﬁer of dther Eufopéan co@nt:iés) opposed

-changing the'fdrmuLa for the allocation of Special Drawing ﬁighcs (SDRs)

. to favor economic development, on the grounds that monetary'management

and resource transfers for development should not be commingled. And




R would'stand to gain) and France.
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the Unlted States had also opposed the extenSlon of tariff preferences
to 1ess developed countries, whereas the European Communlty and Japan
each made a symbollc>nod toward develoolng countrles by introducing a
'system.of tarlff preferences in m;d-lQ?l although the systems then
introduced were shamefully restrictive in the degree of preference-
actually providedr (The United States, bowing to intérnational pres-
' sure, also introduced tariff éreferences in 1975, with a. scheme less
‘restrictive than the European and Japanese ones, although 1t could
hardly be called generoue.J. Resistance to price-ralslng commodlty
agreements‘haé been-more general among western countries;-with the

.exceptions of Canada (which as a a large exporter of primary products

: The general picture, then, fﬁ one of weetern governments being
skeptical of most of the proooeals that have been put forward in the -
name of a new international economic crder, but dlfferlng among them-
selves 1n their willingness to discuss the variousz proposals and
even, if necessary, to implemeht them. The United States (often
supported by-West Germany) has tended to adopt a principled stand

on the desirability of preserving relatively free markets, whereas

other western countries have tended to adopt a more'pragmatic approach

aimed at mollifying the developing countries.

Ethical and Prudential Reasons for Resource Transfer_

The calls for-a new interhational order raise a host of questions
some concerning the philosophical foundations of claims for resource
transfers between nations -- or indeed between individuals --, some
concerning the system of governance at the global level and some
‘concernlng the de81rab111ty and the fea31b111ty of the particular
proposals that have been advanced. It is not p0551b1e, in a short’
paper, to deal with all these questlons,eatlsfactorlly, since a
~fair -assessment must deal sometimes with profound philosophical

guestions and at other times with technical economic evaluation of

‘.the-cohsequences of certain policies. But a modest philosphical

* . excursion on the rationale for resource transfers will be useful in

'hputting-the proposals into broad perspective, before turning to some

_ constructive suggestions for the North-South dialogue.
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Although many of us have come to take the de51rablllty of

foreign a551stance for granted 1t 1s not 1n fact self ev1dent that

-natlons should’ voluntarlly rellnqulsh some part of their incomes’

. to prov1de transfers to other nations. Incomes in industrial

countries, while high both by historical standards and'in-comparison'
with incomes in many parts of the world today, have not yet reached
the point of psychological satiation. We know from the perennial

battle over wage claims and from the often agonizing decisions that

‘have to be made over the size of government expenditures that indus-

trial countries can quite comfortably absorb higher incomes than they

now have

The aguments for extracting some (usually tlny) fractlon of

this income for transfers to other poorer countrles have rested

partly on ethical or moral grounds, party on grounds of prudence.

and political expediency. There has been a good deal of tension

;between the ethical arguments ang the prudential arguments, for =

they often require both the character and the direction of foreign

assistance to be guite different. Ethical arguments call for
transfers from the rlch to the poor, whlle prudential arguments call
for transfers to those who can harm. There is a second tension

which is likely to become even more pronounced in the-years to come,

- between the ethical arguments for foreign assistancerand'the

exaggerated sense of national sovereignty which all nations, but

especially in this context developing nations, have acquired. I

want to say something about each of these tensions, butlparticularly

the second one.
The western industrial nations have a long tradition, both of

religion and of rationalism, favoring a distributive justice

that pushes toward greater equality. The Christian tradition of

charity is deeply rooted. Economists have perhaps been more.influenced
by,the rationalistic utilitarianttradition, which-early attempted to |
show that a more equal-distribution.of income would lead to greater
overall welfare. More recently, we have the attempt by the phllosopher
John Rawls to show, through orlglnal social contract reasoning,

that society should organize itself to maximize the net income of
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those of 1ts members that are worst off. There are inte}lectual
dlfflcultles with all these varlous attempts to rationalize some
measure of redlstrlbutlon toward greater equallty, from Bentham's

sum~of-utilities to ‘Rawls' max1m1n crlterlon. But it is srgplflcant.'

that the effort persists; and there is little doubt that the seatif

ment for some form of distributive justice -- if not rn’c1rcumetance,

then at least in opportunlty to better one's c1rcumstance -~ is very
'strong. And there is w1despread recognition that adequate nutrltlon,
health, and (in today's world)educatlon are necessary condltlons

for creatlng and taking advantage of opportunltles for 1nd1v1dual

betterment. : ' - L . . .

This is not the occasion to dissect-the various ethical frameworks that °
have been put forward. But it is important to note that all of the main lines
of ethical thougﬁt apply to individuals (or families), not to collectivities

such as nations. Much recent discussion on transfer of resources falls

‘uncritically into the practice of what ] would call anthropomorphizing

anations, of treating nations as though they are individuals and extrapolating

: to them on the basis of average per capita income the various ethical

t

arguments that have been developed to apply to individuals. This is not

legitimate., If ethical arguments are to be used as a rationale for transferring

resources, either a new set of ethical principles applicable to nations must

: be developed, or the link between resource transfers must be made back to

 the individuals that are the ultimate subjects-of standard ethical reasoning.

'We need .therefore to ask explicitly about the connectives between any given

proposed transfer of resources and the ultimate ethical.objectives that are

"to be served. - -

- . Pl
’ . '

Not to ask questions about these linkages woqid be morally'obtuse. Yet

. to ask them involves peering iunside the national shell, an activity which

i many developing countries view as a gross and unwarranted infringement of

~ their national sovereignty, The current mood among developing countries

i
i
I
J

i
{

resists strongly the notion that donor nations have a legitimate interest,

much less (on the above argument) a moral obligatioa)to inqﬁire closely into

the use of resource transfers to be sure. that their ethically-based objectives
are being served. e
" A clear impasse thus results. Ethical arguments, based on the welfare

of individuals, cannot be used to support resource transfers that do not serve -




the ethical aims; but attémpts to assure the service of ethical

aims leads to rejeotion by recipiEnt countries as an affront to :_ ; \,
national sovereignty.lil o fi i o ' . 1

If we are to justlfy resource transfers ‘on ethical grounds, \
1t must be on the baSlS of knowledge that the transferred resources‘ \
will beneflt thOSe re51dents of the recipient countrles that are.
-clearly worse off than the worst-off “taxed“-(lncludlng taxes levmed-
implicitly through commodity prices) residents.of the.donor countries.
That 15, general transfers must be ‘based on some klnd of performance
crlterlon satisfied by the rec1p1ent country, or else transfers should
_be_made onlylln a form that beneflts directly those who-the ethical
arguments suggest'should.be benefited. But - this proposition has
profound implfcations for the acgeptability of a number of proposals
'outlined above,xfor it implies‘that,no completely general transfer of
resources from country to country can be supported on ethical grounds.
.This restriction would encompass the proposal for more SDRs'to be
allocated to.poor countries, general debt relief, and actions
to improve (not merely to stabilize) the terms of trade of develop-
ing countries. Ethically‘based transfers should discriminate aﬁong
recipient conntries on theLhasis of performance in lmproving,
dlrectlyltojlndlrectly, the well-being of their general populatlon,-
and/or they should dlscrlmlnate among uses of the transfers to
maximize the flow of benefits to those who are the intended benefi-
cfaries, which generally mean'doncentration'on generalsnutrition,‘
health care, and education_in the recipient countries.

.Pursult of distributive'justice is not the only reason for
giving foreign assistance., There are "prudentiaLF‘reasons'as well-
'forelgn assistance can play a role, occa51onally even a decisive role,
in maintaining good relatlons between donor and recipient countrles
and more generally in giving recipient countries enough of a stake
in ongoing international arrangements to behave according to- conven-
tions acceptable.to the donor nations. Here it is governments, not
indifidnals, that are the relevant unlts for examlnatlon, and the
approprlateness of a551stance is not necessarlly related to econonlc
performance and is certalnly not related to relative poverty. On

-

the contrary, it will tend to be the better off developing natlons
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‘that could; if so minded, create the greatest difficulty for the

-developed nations, both in the short and in the long run, in terms

B C NG
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of such issues as making nuclear weapons, supporting radical poli- .

tical activities in other countries, or withholding cooperationy
from issues of global concern that reguires their cooperation.
Therefore, these middle-range countries, not the poorest ones, .are

the most likely recipients of assistance. Moreover, piudential

considerations often (though not always) dictate that assistance

should flow bilaterally, from individual donor to indi&idual-re—'

cipient, rather than through multilateral channels. Thus, it is

‘unlikely that completely general transfers of resources, such as
| the SDR-link or general debt relief, would be supportable by bru—

‘dential considerations either; indeed,'Several‘of'the most important

developing countries have specifically rejected the suggestion of

across—the-board debt reliéf, presumably on grounds they can do .

better without it. : : . !
Less developed countries are themselves ambivalent‘on the -

queétion of appropriated foreign assistance.  On the one baﬁd, they

have expressed disappointment that the developed counﬁfies are ﬁot

meeting the official developmeht assiétance target of 0.7 percent.

of groés national product in each donor country that was agreed in.the

United Nations General Assembly. On the other hand, they have a

hbst ofldissatisfactions with foreign assistaﬁce, both bilateral'

and multilateral,,aé.it is actua;ly adminiétered. Too many conditions

attach to such assistance -- stipulationé regarding economic policy

-on program loans, requirements to buy in the donor country giving .

bilateral assistance, limitations on the types ofs goods and services

that can be purchaséd with project loahs, and so on. The reactions,

of course, vary from country to country, and in many instances the

restrictions are not onerous, or may even be welcome. But the donor-

recipient relationship is an intrinsically difficult one, and is.
likely to leave both parties dissatisfied.

The ambivalence in developing countries is met by increasing

: gquestioning in donor countries about whether foreign aid is worth-

while to the recipients and justifiable to themselves. The United

Nations target of one percent of donor-nation gross national product to be
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transferred‘(through private as well as official chqnnels; th%ouéh
'hofficial‘exportﬁé¥eﬂits_éé well agxforeign aid grants) to developing
countries was in fact achieved.fof thg first time iq 1975, for a total
of $3§'billion. It is a comment on_the times that theré wa$ no
rejoicing, only assertiouns that the amounts were not high eﬁpugh}

and the terms wera not easy enough. There is an intrinsic &ifficulty
Qith,direct resource transfers betwéen coﬁntries based on diéﬁfibﬁtive
considerations: more ié never enough, so’targets are arbi;yé:y_énd
itheir a;tainmént merelyAprovides the occasion for setting a ﬁigher
g?rget.. . |
'-H.fg:Nith‘réspect to conditions attaching to foreign assisténce,-it is
'wogﬁh noting that While inter~go§ernmental transfers within countries
are common, they usually carry with them strong implicit or éxplicif
conditions. Totally uncondit;onal ;;ansfers; such as the developing
countries are'calling‘for,'are'rare? In most countries (e.g!, Britain,
France) local governments are therlégal creature§ of the nétiqnal
govefnmenf, sb the recipient is directly accountable to the government
which is making tﬁe gréﬁt;"ln'Federal cogntrieg such as fhe-United
States certain sub-hétional éovefnments (the states) have a constitu-
tional existence and are not subbrdinate,tq the national governmént.”
But US government grants to the separéte States a?e all conditibﬁal.
Eithef they are restricted to certain categories of expenditﬁre, by
‘program, such as highway construction, ai& to families with dependent
child:eﬁ, urban renewal, improvement ofAsewage systems, etc., with

financial accountability to the federal govérnment under eaéh'program.
0;, in the case of "revenue sharing,"rthéy;ére not_;eég:icted as to
progrém, but they are subject to general reqﬁirementsson the‘behaviq?
of‘the’recipient'State, nbtably on questions of civii rights and
raciai oT sex discrig;na;ion,.cqndigioné of a ﬁype and Stringency
.théﬁ wﬁﬁid strongiy'offend de%elopipg countries if applied to them.
Thus\even within the Unitéd States, with its relatively high hormo-

geneity of values and where governments are politically respomsible

to the same voting publics, transfers are used to influence the

pattern of expenditure and govermmental behavior. Totally unconditional
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aid is not congenial.

A clear impésse exists on the question of unrestricted trans—
fefs froﬁldévelopedhto;ié§s'déveld?ea“ggﬁﬁt?ies. The less developed
countriés demahd méré in‘frahsfers, channeled in é variety of dif-
ferent ways: higher commodity prices, a larger sharefin the crea-
tion of international money, straight foreign aid; and so on.

"Given the current American-suspicion of government in gene£al,'and 
of the go&ernments of:less developed countries in particular, these

proposals are not likéely to be well received.?

Proposals for a new international economic order ipVoive a deep
parado#: -developing couﬁtries want maximum freedom of action and
assert strongly their demands for sovereign'equality, includiﬁg lack
of inte?ference in their internal affairs. Yet many éf the propo- -
sals they have put forward, if implemented, would require profound
‘internal changes within the western countries, for example, with
respect to the functioning of markets, the genefation and disséminatiqn
of technical knowledge, the enforcement of contracts, and tax-
expenditure programs. The inconsistencf in position has not been
2_missed. “
| In_reality, the proposition thét countfies shOuldAnot be'sub—
ject to outside-generated influence and change -- developéd and less‘
developed countries alike -- is untenable in today's.inte;dépendent
world. An extreme poéition of self-reliance, éuch'as China and
Burma each adopted,-would be required; Coliective self-reliance, -
now strongly supporfed by many leaders in déveloping ;ouﬁtries,

will not be sufficient to assure insulation from outside influence.
l"

IThe same is true with respect to' individuals, as the un.---
successful struggle over the "negative income tax" testifies.
These proposals would have entitled individuals to grants that de-
pended only on income and a few other factors, such as family size,
and they would have replaced the current complicated system of wel-
fare payments, which in principle involve a variety of conditions
on the behavior of the welfare recipient, including periodic inves-
tigations by welfare workers. But American concern with "free riders"
has so far proved too great to permit substitution of the simpler
system for the more -complex -- and demeaning -- system of welfare. -
Some western countries, however, impose fewer conditions on their
recipients of welfare. ' . o

2Ironically, at the present time, the proposals that are
most suspect in the Congress and with the American people are those
. that are made by certain less developed countries and are supported
. by the US Administration. But the legacy of Vietnam will presumably
pass in the course of time. : : ‘

1
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In the context of resource transfers, donor countriesrwill‘at least
want enough influence to assure that the funds are used for théi;.
stated purposes, whether thosé be to foster.ecqnomic develdément,,
.to ;eliete poverty; or what_have‘you. ‘One way to provide some
assurance that thé fransferred'funds are in fact‘serving to. satisfy-
basic human needs is to restrict their use, with apprdpriate au@iting,
~to activities that in their nature will do that. Exaﬁples'woulé s
be activities to increase the. production of food, to im?rove water‘
supplies and sanitatién facilities, to extend local healfh care
and family planning.clinics, and so on. Develbping counfries could
be told that fuhdsrare availablé for incremehtal activities in the
- areas indicated, subject to periodic audit for effectiveness.’ Be~
;‘yond that, the récipient country would be on its own.- |
More generally,'however,"transfer of resources" is an unfor—
" tunate choice for emphasis in digcussions of the new intefnational
economic order, for it suggests Faking frdm one grbup and giving

to another, a ﬁfocess‘which is rarely harmonious and which is es-
“pecially unlikely to be so when the'devélopingléountries insist that
' the transfers be made with minimum of scrutiny and,guidance, for
that undermines the one basis'on,which transfers are iikely to be
agreeable to those making them, namely, satisfying general sentiQ
; ments in favor of distributive justicé; |

The implicit assumption underlying focﬁs on resoﬁxce'transfers

is that_B's-route to prosperity is by getting it from A. In game—
. theoretic terms, it involves a zero-sum game: B's gain is A;s loss,
‘and vice versa. This has been the dominant‘assumption'throughout
~ much of human history, and remains the dominaﬁt assumption within
many develéping Countries today; A'major contribution to material
success in western countries was the ability to break out of-that
framework into "positive sum" ;hinking: the 18th century doctrine
of-prqgress shifted the,"game“'ffom oné of mén against man to
'oné.of main against a parsimonious néture; By céoperating-with one
another, or by establishing political-economic regimes Qhereby men's
Iactions were mutﬁally reinforcing'rather than mutualiy destructive,
men could improve their collective condition and at least‘lay the

~groundwork for improving the condition of each one of them.
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Possibilities for Mutual Gain

‘Human “solidarity"'is'notla éentiment in‘harmony with zérd—
Sqm thinking. If we want to achieve global-solidarity rather than
global'discord, the emphasis'must be shifted to the areas in which
there are péssibilities for mutual gain. Here is not;the place
to spell such areas out in. detail, but five in the ecénomic arena
can be mentioned briefly. “ |

Eirst, the commércial'policies of the developed c§§npries
should be geared more-clearly toward accbmﬁodating the'growth in .
exports of'industrialrproducts from developing countriés.len par—-
ticqlar,'tariff structures'that now distqrt the‘loéatioﬁ-of early-
stage processing of raw materialélin developed countries should
be élteréd to permit economic locaﬁidh nearer to the-faw materiglé.
In the long run, all countries would gain by such a change. 1In
addition, the developed countries should avoid the use of tradé
.restrictions_on competitive manufactures ffom developing countries;
" problems of dislocation to domespie industries can.be handled With
adjﬁstment assisﬁance-tp the fagtors that are injured.  The
déveloping cduntries wduld dé_well to cbncentrate theif‘negotiating
efforts on limiting the resort to "safégqards“ bj developed coun- .
tries rather than on gaining further preférences-on paper. They
would also gain by reduciﬁg their own gometimes ébsurdly high pro-
tection agéinst-imports, which increasingly will deny other develop-
ing'cduptries importént marketé.and inhibit mutually productive
specialization among developing countries.

Second,;thé westefn-countries should manage their'own‘economies
much better ﬁhan théy have in the past;.that a;oﬁe would go a long
way toward stabilizingithe exbort eaknings of-déveloéing countries.
To the exteﬁt that they fail to manage demand smoophly, they can
' rightly be called upon to provide foreign exchange assistance to
developing éountries through generous-compensatory_finanéing arrange-
ments. Beyond this, both developed and.developing countries have
an interest in reducing the wild commodity pricé,fluctuations such
as_ have been'experienced in the past decade. Reduciﬁg\price vari-
ability.is a taék distinct from raiSing average prices, and has

much greater chance ‘for realization. Wide price swings, quite




'-;ié;, 

apart from their effects on earnings, are disturbing both to con-
sumers and to produéers, énd comﬁodity agreements based on buffer
stocks could reduce thé variation of prices. |

Third, the highrmobility of-multinatioﬁal'cdr?orétions creates
potential probléms for all governmeﬁts, home goverpmeﬁts as well as -
host goveinments. At their best, multinational chpofétions qan‘
contribute greatly to the process of economic development (but thoger
countries that do not accept this judgment, or for otﬂér reasons
prefer not to rely on_them, should not be préssured.intb doing so.)
But by skillful manipulatioh,'they can also evade faxesnand exchaﬁge
control regulationé, exert undue influence on national p@licieé,
‘and diminish world competition. Governments have a collective inter;'
_est-iq providing én environment in,which,thé'social benefits from
the activities of these great corporations can be enjoyed while mini— 
mizing the costs. Iﬁ particular, closer cooperation oﬁVglobal anti-
“trust bolidy and on disclosure of financial information should be
undertéken. .

Fourth;'management of some of the global "commons" requires
the joint effofts of many nations. This is especiailyltrue of the
world's stocks of_marinellife'an@ of the quality of the oceanic and
atmoSpheric environments. - Many of these are regional rather than'
global issues, and global solutions would often bé inappropriate.
But international cooperation on a regional bésis ié ésséntial for
effective management. Moreover, the revenue potenfial of proper
manégement of the worldfs fish stocks is substantial, bﬁt cooperation
in installing the right kind of management regime is_essentiai'not
only if the stocks are to be utilized for maximum human Beﬁefit.but
aiso to realize those'potentiéi revenues.l

Fifth, in the long run the relationship between #he earth's.
. food supply and its population will'govern.wﬁether‘it can evolve
! into-a humapelfblgraligtig;giobal society or wheﬁher'la;ge‘masses
- of peopléﬁare condemned to starvaiioh and the populations of thg-

relatively rich countries must inurxe themselves to the continuing

lPotential revenues are estimated at over $2 billion
a year at today's levels of harvest from the oceans.
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présence of poverty, destitution;‘aﬁd starﬁation - Qifh undesirable
cpnsequences for their?éﬁﬁ?Sysfemféfk;élueé. Sound 1ongjtérm
-?blicy-callé-for-whatéver_éfférts can effectively Be‘maée by the

developed countries —w‘parﬁgrthrough financial assistance, partly

through transfer of relevant technology -- to improve_food supplies, -

nutrition, family planning information, and general health care in
the developing countries.

These suggestions are not meant to exclude resource transfers

-from developedrtq developing nations -- indeed, proper management of

the oceans would generate a useful source of revenue fb:usuch'trans-
fers -- but réther to shift the focus of discussion awéy'from those
areas that are in their nature conflictual and potentially acrimoni-
ous, to.those areas where all participants tora negotiation among
sovefeignly egqual nations may hope for some géin. Such a shift in
focus.would improve substantially the prospects for a néw inter-

national economic order.



The Mixed Econony:

Some comments on the European Experience

by
Wolfgang Hager

Bonn, PFebruary 197?

The chairman of a British state-owned (!)‘corporation recent-
1y delivered himself of a remarkable outburst. Government, he
said, haad beenr"plgying God in the market place with disaStrous

consequences"o It had become "a vast industrial conglomerate,

plllng one unhappy acquisition on top of another, without pur-~

pose or direction, devoid over large areas of any proper-finan-
cial uontrol" " The presexvatlon of -democracy and even elemen—
tary efficiency requirved a retrenchment of the arrogant 1nter»'

ventionist urges of pollt1c1ans and ClVll servants.1 M1, Roy,‘

Jenkins recently asked whether democracy could survive when 60 %

of GNP was distributed over the government budget.

THE GROWTH OF PUBLIC EXPENDITURE IN BRITALN
(As % of GNP)

Total public ‘ public transfers

publ.exp. consump. - investm, ' and loans
1955-59 w1 189 7.6 oamly
1965-69 A - h8.2 20.2.- . . . 9.8 . o 16,0" :
1974 | 57.3 . 22.9°  10.1 24,3

Source: Economic Trends

Sir Trank McFadzean, Chairman of British Aﬂrways, Financial
Times, November 17, 19?6 : '
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_The growth of-public expenditure in all Western. countries
rajises issués, not all of which shall concerﬁ as here, I intend
to use the term "mixed economy® in the narrow sense of state
intérventions at the micro—eéonomic level through a manipula-
tion of the relative prices of the factofs of production ahd‘of
their allocation in the market. Although a clear dividing line'-
towards two other forms of state intervention - regulation and

' the welfare state - can not always be made, I see both these
instruments by the state to respond to public needs as essentially
market-conform alternatives to the mixed economy. The line
becomes blurred when regulation-involves e.g. Tiscal dincentives,
or when welfare state objectives are. pursued via state-run

services like education.

T hope to avoid these difficulties of_definition by Sﬁicking-r
- Fargely to the industrial sector.-This limitation- of the subject
also helps to avoid some of the very large questions familiar
from the socialist-conservative debate aboﬁt the essence of free-
dom (freedom to choose or freedom from want and Security)a_
Rather T intend to tell a rather tragic tale about a heroic
attempt - fo create wealth and tb usé it for public purposes -

which almost came off.

My principal assignment, if 1 see it corréctly; is ﬁo éﬁmmﬁni~ "’

cate some of'the more exotic aspeoté}ﬁf‘th¢ c0ﬁﬁ§@bbfafy'Euroﬁean
~~predié-‘@én‘t by tempering criticism with -sylr;path‘ljr;-. While igﬁéféilce

and greéd played. their part in creating.the problems of the |

contemporary European politicél economy; S0 did bad(lu@ﬁﬁ_"He

never had a chance" is of coursé the starting point 6f magyz;,

efforts, domestic and now alsoiiﬁtérnafional,_whiqh lead to

the manipulation of -economic fdfceé. Yet I for oné;wéuld not

wish to live in a society whereitﬁis.argumentrwas considered

irrelevant.

The \post-war origins‘_

The starting ﬁoint of the étory was the existence of serious
‘deficiencies in the economic ‘and social Systgms—df 20th century

“Furope, ‘and the emergence of :a value system which refused to:



take these deficiencies for granted. The latter fact, a cultural

~phenomenon, is all too often left out of account in abstract

discussions on the economic behavior of nations. Two things follow
from it; Dne is that politicians never had the oﬁtion of benign . -
neglect enjoved by their American and Japanese colleagues; the
second is that the amount of state efforts to‘cope with defien-
cies is determined, to a ¢onsiderable part, by the gravity of

the deficiencies themselves. These vary among countries and

aver time,

Fascism and communism were, among other fhings, attempts to
cope with these deficiencies. While post-war Western iurope -opted

for less drastic policies, a strong beliefl in the capacity of

government persisted in most countries. In a sense, this is less ~

puzzling than the re-assertion of anti-Elizabethan instincts in
post-Roosevelt America. Had not fascist, communist, and Western war

economies moved mountains?

Of course there were voices which warned againsf overtaxingl
democracy with tasks requiring a more robust form of govérnance;'
Yet the reverse also played a subtle role in shéping post-war
behaviour: demécfacy had to proverité_legitimacy through per-
forming according to the high standards of expectation fostered -~

by idedlogy and past experience with alternativé systems,

,Whét'were‘the "deficiencies éﬁd rigidities" which goverﬁments
had.to overcome?lThe case of the pace-setters of the post-war
mixed économy, italy‘and France, can hest be undérstood‘by-seeing‘
them, . as they saw fhemselves, as’défeloping countries. Not-only
were %hey, by Eufdpéan standardé, agrarian sociétiés,rthey”a150=
shared a non<entrépreneurial bankiﬂg Systemrwhioh had deprived
industry‘of risk capital for decades.'In-addition,‘industrialisaa ¥
tion was very unevenly spread in the country. For Itély, the

problems of the ﬁezzogiorno touched the very basis of its national

' existence (as did later Ireland and Scotland for Bfitain).'



Since‘these deficiencies had persisted for a very long time,
it seemed reasonable to assumc that the spontaneous forces of
the market would not relieve them in the future. Both countries
starfed the post-war period with a large‘nationalised bankiﬂg
sector; as well as a number of mationalised companies. Italy,

wisely, dnitially delegated most of the tasks of modernisation

"and regional development %o such a company, IRL, with the

nationalised banking sector ‘playing a supportive role. France,

with a different tradition and with bureaucratic resources second
-1 : .

to none, used the state!s command over credit as a tool for

manipulating the private sector. It is important to note that

- both models proved so successful "in the 'fifties, that éther” ~7 7

countries copied features of them in the sixties.

In Nortbern Europe most people initially assumed that the
task of post-war recoﬁstructioﬁ,'anduthe maintenance of a fair
distributiocn of écarce'reoources among a diséffeoted.citizenry
would require very considerable state intervention'for a long
time. When the resiliency of the economies becéme apparent, and
Marshall Plan aijid promised to loosen- the constraints of scar-
city, a more or less conscious decision to return to -a free
enterprise system was made. At the same time, largely without
impinging othe market. economy itself, .extensive weifare-systéms'
were developed. This alternative to the mixed eoonOmy, the
seperation between market and welfare, was no where as complete
as in socialist Sweden and centrist-conservative Germany. In
Germany, however, it ﬁas fTormulated into a theory, the “Soziale
Marktwirtschaft",'which'has since hafﬁenod into a_socular reli-

gion, almost as important to the basic-political consensus as the

1 It is 1nteresting to note that Ttaly, unlike France, re-

; frained from 1nst1tut1ng a "Plan" until- the. early 'sixties (Coni—
: tato Intermiresteriale . ProgrammaZione Economica, CIPE, a
" equite ineffective body) While the Plan's technocratic featues,
notably indicative forecasting, c¢an be transposed to foreign
soil, its operative parts cannot. The close dialogue between
officials and business leaders depends on a shared educational '
experiencemkithﬁwgiandas :Ecoles. - which finds.its omnly. - ... '
counterpart in the club of graduates from the UniverSity of
Tokyo who zun conkemporary Japan. '



constitution i1tself.

This picturerof'the firat‘decade of post-war normalcy would
bereven'more grosslyrsimplified than it is if mention wefe'net
made of the matter-of-fact attitude of all European countries -
towards the guasi-industrial service sectors: rail, electrieity,
post and telecommunications, as infra-structure which had to be
supplied by the state (sometimes even coal and steelvwere Seern
in this 1igpt). Subsidisation of these sectors, in this initiai
ﬁhase, was often an act of deliberate policy: a-way to subsidise
industry in general and to keep inflation under control. Only
later did these sectors develop into heavy burdens on all'cbuh?
tries' budgets; not only because of inflexible management but
also because governments saddled these handy lnstTuments w1th -
too many tasks of general economic policy (regional, manpower,r
proeufement—industrial, anti—inflationVPOIicy)._These sectors

were thus the precursors of later failures of the mixed economy.

A number of generallsatlons can be made about the European
experlence of the fifties which should prevent us. from making
easy Judgments on the merits of the mlxed economy. The first

p01nt to make is that both the "liberal" and the more "managed"

'countrles were successful in promotlng high growth con51stent—

1y more succesaful than the United States. Andrew Shonfield
sees a maJor explantlor in the ablllty of the Eurppean wel-
fare state at that time to generate high  savings - inspite of
the seemingly inherent tendencies of sgch'stateszﬁO'over—con—
sume. While ih Latin Furope venturesemee state banking centri—‘
bufed towards this-success, in Nertherh Eurepe heavy corporate
taxation whlch could be av01ded by the re- 1nvestment of profits,
and the establlshment of obllgatory 5001&1 insurance systems,
helped to. moblllse 1nvestment capltal A crucial feature of
the success of the 'flftles was,-of courge, the then prevalent

reconstruction mentality of the trade unions, which allowed these
. HE .

instruments of forced saving to work.

L Andrew Shonfield, Modern Capitalism, The Changing Balance of

Public and Private Power, issued under the auspices of the
Royal Instilute of Internatloral Affalrs, Cxford Unlver31ty o
Press 1965, p. 6. o | - i




I'ree trade: Threat fTo free enterprise?

The comparatively modest in?olvément of the state_inrthe-
economy of the 'fifties took place under conditions of limited
and managed eitérnal trade. Tariffs, quotas,'exchaoge.oontrols
etec. were only dismantled to a limited (if crucially importlﬂt)
degree throughrthe OREEC, and then on a regional basis only. The
founding of the Common Mafket, and the restauration of ourrency
oonveftibility in the late fifties which put into effect earlier,
and rather theoretical tariff ooncessions, ushered in a new
lperiod of growth for state intervention into the eoonomy.

To put thislreaction into pers?ective, it is uSefui to remind
ourselves that few nations anywhefe in the world have embarked
on an experiment of this magnitude and opened their economies

. to outsiders;jo this_degreo,.Foreign trade now.aocounto‘for'alw
most a qoarter of GNP on avofage in these Countriés,-and in
the crucial sector of manufactures tﬁe proportion is about double
"this figurén The US and Japan, e5§ecially,7if one considers the
.. heavy raw material content of their imports, are not even in
‘the same leagugléThe proximityl“uand bésio_similafity of the
major trading partnérs (i.e. other Western Europeans) ﬁéant that
| trade could and did take place,ovét ﬁheoentiro range of produc-
wutionl-Bein@usqueoVEd betwaeﬁ—the-high»technologyfdomination~of£?=
~the US and the low-technology Challenge of the Thl 4 World added

to the pressures.

~?NO$VEurpfisinglyywthereforé;1ﬁo$t Euro?ean:éovérnmeﬁts+swore:“
their ocath of allegiance to a llberal world economy - with ' thelr
fingers crossed behind their baoks, Governments 1ntervened both
in ordexr to strenghten, prophylactlcally as it were, weak sectors,
"and in order to take part igvthe race for the establishment of
 advanced -irndustries. In a-sensé, mitch of Western Europe "passed
from tariff protectionism to finaﬁcial protectionisﬁ" 1lano by
the same token from what one could call"macro- economlc", non-
'llnterventlonlst proteotxonlsm-to_mlcro economic, 1nterventlonlst

protectionism,

Romano Prodi, "Italy", in: Big Business and the State,‘éd,.by‘
s s Raymond Vernon,  Harvard- Unlver 1ty.PreSS,aCambridgeTMMassaﬁv§-nr
chusetts 1974, S. A45. ‘ '
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A second element of international liberalisation pushed
governments in the same direction: the freeing of capital wove-
ments, and hence the threat of foreign purchasers faking COmn-—

" trol over key economicsectors. Together these two farms of
protectionign‘ledlto-the policy of "national champions'!,1 the
creation of strong companies able to meet or thwart interna-

tional competition, The instruments were various:

- expansion of-nationalised,industries into high techﬁology
sectors (IRI ana‘especially ENI in Italy; nuclear industry. in
France and Britain) with the aid of financing through the

public purse or stale-owned banks, social dinsurance funds, etc.

- the induced meréer_of fragmented industries with the help of
credit incentives, often under specilally set up 'marriasge
bureaus! (e?g. the IRC in Britain). The French steel, aero-

space, naval, and computer industries are examples,

~ the encouragement of mergerb througn benevolent ouspen510n:
of antl—tru t laws (German steel)ﬁ

- priviledged procurement relatione between state and favoured
fFirms, which thﬂreby could be forced to merge (eog. the

nuclear and aerospace sectors)

~ very substantial R & D grants to favoured firms (in France .

35 % of all private sectors R & D).

If the term‘"champion" suggests a race horse, d'quite
different animal came in time to profit from some of the same
instruments:‘fhe lame duck. Increasingly, firms which failed to
keep up with international . compefition had to be rescued. Often
the creation of national champlons and the bailing out of bankn
rupt firms occurred simultaneously, as in the. case of French
steel in the mid—sixﬁies,|and of the British motor industry .
in the eafly éeventies. Sometimes the rearing of a technological
1eader changed 1nto the support of a lame duck, without an

. case IL t
1nterven1ng period of oommerolal vlablllty; The Concorde 15

The best treatment of this period is found in Raymond Vernon,
ed., Big Business and the State.




Even Germany engaged in an extensive "Stru?turpolitik" to
render weak sectors like tTextiles and shipbuilding "competitive?,

a. term which falsely suggests an adherence fo market principles.

Trade may have contributed to the growiﬁg weakness of Eﬁropean
industry in ways more subfle than just by revealing losseslof
comparative advantage. One such effect may have been the intro -
duction of genuine competition to such a degree _thaf profit
levels were depressed for all but the strongest. The various WaYS
in which the market economy saves itself from its worst ex-
cesses, i.e. fhrough restrictive business practises,ginformal
oligopolies or formal cartels, did not disappear in‘this period;
but were less effective as entrants to the market multiplied.

Low rates of profit and hence investmént,led,‘of'course, to a
cumdlative loss of'technolbgical advantage, While govérnments
are usually accused of contributing to low profits through

high taxes, in Italy and Britain they seem to,have.giveﬁ almoét.l
as much as they have taken. The "principle of the squeaking
‘wheelﬂ,e.g. short-term employment considerations, have consistent
ly assured that money flowed to the weakest sectors, étarving‘
the more successful ones of capltal |

A further'consequence_of the liberalisatiéﬁ‘of‘econbmic
transactionswhich-géve a boost te the ﬁixed eCoﬁom?gin,Europe
was the failure of macro-economic maﬁagement which resulted

from it,

The need to malntaln growth, full employment a'tolerable
rate of Job moblllty, a reasonable income dlstrlbutlon between
regions and clASseé is common to all European governments. To
the extent these aims Qoﬁld be realised through maéré—ecdnomic
policies, the:private sector remained free and the économgﬁ
prospered. The exceptlon is Britain, which received such violent
" doses of macro-economic management in. the flrst two post—war

decades'(befqre giving up its liberal convictions and belng

See also Wolfgang Hager, Europe's Economic¢ Security, Non-
energy issues in the international political economy, The
Atlantic Papers 3/1975, bhapter 1 and 2.




forced into micro-economic managenmen t) that perate 1nduery

suffered heavily.

With the exception of ITtaly, where belief iﬁ Kéynsian Macro-
economic poiicy was alwvays weak and where counter-cyclical in-
lvestment programames by the public secfor are an establishedA
feature, the rest of Burope seemed, until the late sixties, to
puréue a steady path'away from the micro-economic donjunctural
(as dpQGBEé to séétoraljwintervention of the early post-war
years.-An example is France, where Keynsian theofy only came

into its own in the sixties.

There are signs that the shift whiéh occurred in the post-
war decades fromlreliance on ﬁicro— to macro—economicztools
of management is'nowlbeing reversed. The reason for this is, 6f
course, thé failﬁre of macro-economic policy in the seventies. ~
While there are many reasons for fhis failure, increased economic
_inferdependence is doubtlESQ1y one of them. The 11bera115at10n
of trade and capital movements has produced a genuine. worlid
economy which has taken on a 11fe of 1ts own. Fluctuations in
total demand, both,lnflatlondry and receSSLOHary (probably
amplified rather than dampened by international coordination
of pollcy) have taken on such A magnltude, that national

countercyclical tools are simply overwhelmed.-

This has two COHSequences for the growth of the mixed economy
" One is that micro-economic lnterventlon is brought in to
supplement the blunt tools of macro~economlc managementu
Attempts at wé*e and /or price contrél.in Britain,‘Franée,;Italy,
and Sweden are one example of fhe sﬁépension of market forces
for demand management purposes. thef-examples éfe fhe growing
importance of countercycllcal'lnyestmeﬂt grants and pélicies
for public and privateentefprises in all Eurcpean couﬁtfies.
During the slﬁhp_of 1968 toi1971 public iﬁveétment in Italy
lrose frbm'one third to one half of grogs'fixed Capitaliférmamgi
tidn, a process which had a clearly countercycllcal effect in
-the short-term but may have contributed to a (further) mis~ -

allocation of resources in the medium terme



In Britain as in other Euroﬁean countries, the already heavy
task ef public eﬂterprisaaand taLe -run incentive schemes to
promote growth and full employment in general, and within
unfavoured regions in perticular, have merged 1mpercept1b1y
with the mdnlpulatlon of investment flows for counte*cycchai
purposes, coupled with selective price controls familiar from
the infra-structure sectors. Even, Germany, during the 1875
recession, adopted a sectoral investment incentive scheme (for
building) in addition to across the board anti-cyclical alle-
viations of corporate tax burdens which are common to the

Atlantic world as a whole.

At least as important as planned micro-economic counter-
cyclical interventiomns, are ad hoc rescue operations which be-

come necessary to help firms and sectors which are most serious-

- 1y hit.by the general fallure of macro-economic leich'In‘

the early seventies, state holding corporations wére founded
or strengthened in most Furopean countries to‘help routinise
the acquisition, financing, and managing of lame ducks. Even

free- enterprise minded Sweden, which for decades had put ifs

faith in a civilized'form of labour mobility, founded its -own

lame-~duck organisatibn, AB Statsfﬁretag. In Italy Gestlonl e
Partlpazlone Iindustriale (GEPI) was founded to take care of
lame ducks, so -as- to rélieve IRI of the constant pressure to
nationalise theﬁ completely. In France, ﬁhe Industrial
Development Instltute (IDI), also founded in 1970 similarly
subscribes equity capital to ailing companies, on the model
‘of the British IRC (abollshed by the Tories in 1970 “but Te-

born as the National Enterprise Board).

Space, or’rather the kﬁo#iedge that lengthy conference
papers tend to remain unread, freyentS‘me tb_argue in greater
detail the thesis that trade leads to aajustmenﬁ burdens and
a failure of macro-economic policy which jointly push mosf
European countries’ towards. increased "mixing" of their economies
The great liberalisation experlmentslnltlated in the late

E1ft1es were planned, more or less uncon801ously, for a w0rld
economy Serenely and effectlvely managed under the Pax Amerlcana.
They wvere also based on the assumpiion, almost uncritically
adopted from contlnent-517ed ‘America, that adgustment capa01ty

was both 1nf1n1te and hence equal for all countries.

- .
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If nothing else, that powefful indicatof of adjusitment
capacity, the rate of replacement for capital investment®, seems
to be determined by a host of factors which form something like
a national-cultural chafacteristié: the rate of profit consi-
dered legitimate, the entrepreneurial spirit ermanagers, the
willingness of labour to adapt to new machinés, the amount
of total national saving de?éted to social infra-structure
investments (claims by the state on the'capiﬁal markets) etc.
One has only to look at the extreme case of Japan to realise
the sociqﬂcuitural determination of the rate of capital

replacement,

‘Having said this and; perhaps for the love of a paradox,
related the decline of domestic liberality to the increase in
global iiveralisation, it would be grossly inaccurate to leave
out of account the domestically produced rigidities in European
economic and social systems which have reduced tﬁe capacityr
to deal with fluctuations at the very time these were in-

creasing.

Since -we are here on very'familiar‘ground_they need only
be stated briefily. One cause fo:irigidity is the increased

struggle over disiribution in all countries as the post-war

-reconstruction mentality faded and.deferrél of consumption in

favour of investment became harder Lo justify. This not only
appiies-to_industriéi wggés.but also to demands by groups '
such as civil servants or farmers, whose claims have to be
met Via taxation., High wages and taxes combine to weaken

companies and make' them ripe for state aid.

A high level of corporate faxatipn, moreover, has cone to
aésume a symbolic aspect in Eﬁrqpe, as thelQuasi»logical
counterpart of wage restraints. Recently, a tax cut considered
necessary by-the Dutch goverhment to stimulate investment acti-
vity could not be pushed through against political opposition,
so that direct grants to industries with employment prdblemé
were used instead., Similar tales can be téld in most other
Western BEuropean countries. This is one way to_speed up the

spread of the mixed economy .
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While it is true that the recession brought calls for an
egquitable shariag of misery as between labour and capiﬁal, it
also brought a slight rehabilitation of profits as a source,
Present, and future of Job security. Ofllate, however, these
gains of gapitalist rationality'are again Dbeing lost as the
evidence shows that re-invested profits in a . recession are
used to rationalise productibn.with a‘prsible net loss din

jobs.

The legitimacy of profits, and of the right of the owners
of capital to allocate the surplus created jointly with labour
has of course become a live issue, usually discussed undér the
heading of Worker participation (in managemeht and/or owmier- -
ship). Although the state may get involved in legislating
such a shift in power (Mitbestimmung, Bulloak), this problem
does mot strictly fall within the definition of the mixed
economy as used here. To do it justice would require another

paper. _ o .

A further rigidity is reduced labour mobility. The tradi-
tional attachment of the European to his home-community:has
been reinforced by increased home-dwnérship. The willingness
to change skills, too, isrreduced:“by the rapidity of obso— 
‘lescence in spite of.re—tfaining_schemes, aﬁd by the tendeﬁgy
of technology to degrade the skill-level of many jobs. The
révoit against the assembly line, vhose clearest symptom -is
absehteeism, further reduces the adjustmentloptions open to

industrye.

" A great many figiditiés; hbﬁévér;‘étém from thermixed econom
itself, i.e. they are (again;alﬁérédbx) the result ef cbpm%;with
earlier rigidities. There‘qaﬁlbe little question that active
participation by the state in the running of enferprises tends
to slow down their ability to respond to changed circu@stances.
Any multi-layered decision-making structure does, but.especiall
one composed of men with quite different eX§ertise and pﬁrposes
i.e. industrialists, civil sefvants, and politicians. (State
ownerhip as such is fhéoretically a neutral device, as the case
of Renault or German Salzgitter_show. But such ownerShiﬁ lowers

the threshold for direct state intervention.)>



Not surprisingly there is a lively debate, especially in

those countries hardestrhit by the pathologiés'of-the mixed econ
my, on how to establish a measure of efficiency into an
increasingly messy situation. In Britain, the nationalised
industries have formed an association toe achieve, among nther
things, a more arms-length relatlonshlp towards tholr tuuelatbry
ministries. On the other hand, the existence of whole sectors.

of private entérprise living on the public-purse, e.g. ship-

building, have' led to demands for total nationalisation as a |
more honest alternative. In Italy, the communist party argues

in favour of de- natlonallsatlon of large parts of mdnufacturlng
industry. (However, prlvate industry has had access to conside-
rable State—aids,land in some cases bent the-purposeé of i
potiticians to their own ends e.g. by building high~technology
industries In the Mezzogiorno with alds destined to raise em-

ployment.)

Germany: on luck and virtue

The precarious situation of many other European economies -

‘serves to enhance Germany's successes, While it would be correct

to attribute m@ch of this success to the free enterprlse comnit-
ment of industfiallsts, civil servants and politicians alike,
the reverse Causafion may also be true._Germany;s successes have
saved it from the necessity of applying second—besﬁ-appfoachgs
to economic order. The example of Germany as much as that of
Italy supports the propositién that the mixed economy is a

funiction (and:only later the_ca@se.of)'systemic failures.,

Germany‘s‘greatestrasSet"iS fhat; with Sweden, "it has per-

 haps fhe most sophisticated trade—uﬁion movement in-the world.

This is due - to luck (The British military gowernment supported
1ndustry~w1de over .craft unlons) and to virtue (the compara-
tively opénuminded attitude of employers, the w1111ngnesé to
defer cﬁnsumption for a long time after the war, the ability
of unioﬁ officials to read balance sheets and national accounts,
etc.). This attitude of the trade unions practically solved two

aef the policy-targets wich are the despair of other governments:
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price stability (wage increases in step with'productivify ir-

. creases ). and balance-of- payments CQULllDrlum (high regard for

the competitivamess of e\ports)

A second asset, largelyrunder the heading of luck, is the
comparativelyreven distribution of high ﬁalue—added industrial
and service activities in the Federal Republic, This has not
only meant that fewer resources had to be made available for
regional policy, bgt also that they could be concentrated bn

a few localities and cases and hence achieve laSting-successes°

Direct Regiomal Aid as % of GNP, 1974
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Another element of luck in the.German starting position was
the existence of very large firms (by then prevaiiing stan- -

dards) which.could tackle the hugeVtechnological.developﬁeﬁtl
tasks of the post-war period without govefnmenﬁ-help.‘Again,-
this freed resources for the few-seotdrs where help was »

needed, like the nuclear iﬁdustry, or allowed generous state
support for 1rretrlevable lame dacks, "like the coal industry,

without crlppllng the economy..“

The small size ¢f the problems confrontlng the economy also

aqcounts for the success of the small, but eiflclent publlc-

This statement has to be qualified by the curious story of
Berlin, subsidised by the Federal Government by about the
same amount as the German net contribution to the Furopean
Community. Berlin's econowmy, nevertheless, is in about as
much trouble as the British economy, thus bearing out the
conservative contention that subsidies are debilitating.:
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investment bank, ﬁhe Kreditanstalt fur Wiederaufbau which'serves
{on a modest scale) as a tool of public industrial strategy.
Another German peculiarity, in striking contrast to France

and Italy, is the'speciai roie of the three large private-banks
in serving as instruments of industrial planning andrrationali4.
sation which in other countries have to be taken care of,by
public bodies. The German prectice of transferring to banks
share-holders® votes (Despotstimmrecht)'givesrtheir-represen-
tatives a powerful voice on the boards of directors, re-inforced
through close creditor—-debtor relationships. Beling represented
on the boards of all major fixms in a given sector the banks_
gain a complete picture of the situation and can proffer '
advice accordingly. The high technical competence of these in-
official planners contrasts favourably with all bue their French

public counterparts.l

The argument so far has been to say that Germany had less
need to take reccurse to elements of the mixed economy, either

because its problems were smaller or informal alternatives were

available. We seem to be observing two processes in Europe: d

virtuous circle in Germany and a viscous one in some other
European countries, forced by weakness to deprive themselves
of the basis of future strength, i.e. by misallocating resources.

The importance of misallocation rather than capital shortage is

brought out in the following table:

Investment and output, 1853-1673

Manuf.investment i , ‘ increase  in manuf.out-~
- % of vdlue added . ' . put per increment of
manufacturlng L - capital expenditure
Japan 24,2 , . Japan : 100 (ret. p01nt)
Italy 119.5 West Germany 80
Sweden 16.0 : France - - 70
France 15.6 " U.S. ' .70 a
West Germany 13.3 _ _ Italy - 65
U.K. 3.1 ' Sweden. ) . 60

U.S. 11.9 E U.Xk. 40

Source: OECD National Accounts - Deutsches Institqt far
Wirtschaftsforschung.:

1 On this as well as other points see Andrew Shonfield: Modern
Capitalism, Chapter XI, “Otrganized Public Enterprise. Germany".



But the story does mot quite end hiere. One of the most"fundaf
mental acts of public interveniion in Germany has been to insure
a consistently undervalued exchange rate. This not only contri-
buted to a much steadier conjunctufal nath of the économy, (wastém
ful deflationary periods could be avoided through an assured
access to a seemingly dependable world market), but 1s also fre-
quently hampered the task of the weaker Furopean cbuntries,to cope
with their balance-of-~payments problems. These countries were
thus forced intb sub-optimal growth paths {(deflationary correc-

tion of their payments balances).

The high export specialisation achieved under this-straﬁégy
continued for a while. to faéilitate'economic policy making,
even under floating exchange rates when cheating séémed.no longer
possible, When the whole OECD world was plungéd into 0il defi- |
cits, Germany's flexible industry could respond fastest to new
opportunities when speed rather than price counted most. Never-
theless, Germany's successes, whether due to luck‘dr;‘virtue;

contribute to the Ffailure of its . partners.

The German government is waking up, it slowly, fo therdangers‘
of thisrsitﬁatiOn. In- 1975, thé reéesSion of its.European partners
contributed to a fall in German exports and hence in'GNP. Worse,
voices were raised,_especially'in'Britaiﬁ; calling for a siege
economy.rThe failgré‘of some European countries to live with
the world economy threatens to push them - after the failure of
both Kéynsianism and the_mixed.economy - tTowards more fundamental

changes in regime.

In a sense, the German government is the prisoner of its'pést
successéso The German economy éanﬁotrsurviVe if 50 to 60 % of dits
export market (Western Europe)ﬂsuffers a decline or shuts itself
of f. A stimulation of internal demand would help other countries,
but cause infla%ionary uncertaintiés (it is hard to remain sym-
pathetic to fhbse anxieties in view of the shkes involved), and
it would not necessarily xaise domes tic employmént very'huch. The
'exchange rate won'f function very well,to‘redress the current
account balance, and if it d4id, cause a recession in the export

. sector.



The method used so far, a kind of natiornal deficit financing
(of exports) on a huge scals, whether through central bank or
private credits, is not sustainable even in the medium run as

a means to keep up demand in pace with pProductivity increaseil

It is hard to escape the conclﬁsionfﬁaﬁ the government'will
need to take recourse to the tobls,qf the mixed ecdnomy to carfy
out the iong overdue shiff away from export—orienﬁed to domesti—
cally oriented demand, without which both German and BEuropean
economic security ére‘jeopardised. One straw in the wind is the
_$ 5 billion public inveétment programme for infra-structure de-
cided on in early 1977. But this schemefis;purely emﬁlbymemﬁ
motivated., The suggestion that the German consumer be allowed to
enjoy the accummulated reserves (e.b. through a publlc "foreign'
procurement programme, both civil and mllltary) which would
correct the paymanﬁs balances of our trade parfners with suffi-
cient speed-would be laughed out of court. So would thé,suggéstic
that the Bundesﬁank buy bonds iﬁ thé European Investment Banlk
on a large scale, rather than in'ibw yvielding US Treasury bonds.
Are German virtues on obstacle to a timely response to a- changed
world? Wlll its luck run out?

" We started out with the propoéition that thérmixed econbmy'
18 a response to 5?stemi0‘failﬁres'in a context of shaky politi_
cal 1egitimaby'and high expectatigns. In a sense, the growth of
'inferdependence has destroye& the dividing line between the
healthy German and the troubled-partnér ecdnqmies. There_ére

' no easy choices left.
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Attitude des pays européens & 1'égard
des revendications du Tiers-Monde pour la re-
structuration de 1l'ordre mondial, et implica-
tions polifiques de ces attitudes.

T it et . ey, . S A v

I. L.ia remise en cause de 1'ordre mondial.

Les revendications du Tiers-Monde pour la restruc-
turation de 1l'ordre mondial s'inscrivent dans une
remise en cause. plus générale de cet ordre, qu'il importe
d'abord de situer.- | =

<

1. I1 faut en premier lieu s'entendre -sur le sens des
mots. La notion d'ordre mondid (*) implique un certain
consensus sur les régles du Jjeu, explicites ou implicites,
régissant les relations entre les unités politiques (**)
du "monde". D'une maniére abstralte, on peut dlre qu'il
existe ﬁn,ordre_au.se;n d'un systgme d_un;tes_pollthues
si chacune de ces ﬁniﬁéS’est_diséu&dée par les autres
de ne pas respedter les régles du jeu. Dans le systéme
européen d'autrefois, les Traités de Westphalie et le
Traité de Vienne (auquel on a voulu, d'une maniére sans
"doute bien audacieuse, comparer l'acte'final‘d}Hélsinki),

- sont des exemples cla581ques d'ordre. Au lendemaln de

1la seconde guerre mondlale, le systeme economlque occiden~

- tal fut soumis a 1t ordre du FHI et du GATT. 1j‘.-

- -——g——--n-—————.—————————————-o—-———————————-—-—————-—————————

(*) Dans une analyse plus fine, 11 faudrait dlstlnguer
"ordre international® et “ordre interétatique". Les reven-
dications du Tiers-Monde ne portent pas seulement sur les

- relations entre Etats. ‘Il suffit d"'évoquer le rdle des

Banques ou des sociétés multlnatlonales..'

(**) relatlons entre Etats, dans le cas des relations inte

SR etat1ques,'ou entre les ressortissants d'unités politiques
-:]-dlfferentes, dans une conception plus large.

-OO/.-.‘
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Une telle conceptlon de l'ordre est ethlquement
neutre. Une unlte pollthue peut &tre obligée d'accepter
l’ordre_ex1stant, sans pour autant yalhérer en profon-
deur. Par exemple, on peut penser qu'aujourd'hui le
systémé que forment les pays de 1’Eui0pe de 1'Est _
constitue un ordre imposé.-Inversement, il ne suffit
pas gqu'un ordre soit avantageux pour toutes les unités
d'un systéme pour que celles-ci s'y soumettent. Une |
unité isolée, en l'absence de sanctions, peut trouver.
intérét 4 "tricher" (c'est ce qu'en théorie des Jjeux

~on appelle le "free rider problem"). Dans la situation
la plus simple, il existe une unité dominante qui fait
felle-méme la police du systéme. On peut estimer que tel

fut le cas, pendant une vingtaine d'années, pour le
systéme écondmique occidental de l'aprés—guerre

(ceci étant dit, en laissant ouverte la question

des bénéfices du libre-échange pour chaune des unités).
Le cas de l'ordre européen aprés les Traités de
Westphalie (1648) et de Vienne (1815) est plus complexe,

. car il n'y avait pas d'unité dominante (en: fait, la

montée de la Prusse a au contraire été la cause de
la rupture du systéme de Vienne). L'obéissance aux régle

7 du jeu était dans ce cas 1e resultat d un long processus
. d'apprentlssage. e L

Un ordre ihterﬁational'est'meﬁacé'1of5qﬁ'ﬁﬂe ou
plusieurs unités cessent de respecter 1es'régles du
Jeu anterleurement admlses, sans .que les autres (1'un1te
domlnante, lorsqu elle exlste) veulllent (par- exemple,
la victoire de la Prusse & Sadowa contre 1'Autr1ghe,
sous les applaudissements du pays franqais) 6u-puissent(
(par exemple, le premier doublement du prlx ‘du pétrole

en 19?5) la ou les contralndre a revenlr au respect

S A Y P P S Y . — ——— — . —— — —— S S T . S —— — ——— ———

(*) En fait, la distinction entré' "vouloir" et "pouvoir"
- peut étre amblgue. Les crises. surglssent rarenment

sans signes premonlteurs. Si on ne veut pas réagir
a un moment, on risque de ne plus Eouv01r le falre plus

- tard.
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_de ces fégies. Sauf en‘Situation de guerre; il n'est
‘jamais facile de dater,.  autrement que symboliquement,
la rupture d'un ordre dans un sytéme politique.

2. L'ordre international établi au lendemain de la
seconde guerre mondiale peut étre caractérisé,@ans ses
trés grandes lignes de la fagon suivante

- bipolarisation autour des Etats-Unis et de 1'URSS,
les rapports entre ces deux puissances étant régis
par les regles de la dissuasion nucléaire ;

- définition des relations économiques entre les pays
industrialisés a économie de marché autour du FMI et du
GATT, conformément a la vision libérale des Etats-Unis,

qui de plus garantissaient de facto le fonctionnement
du systéme ; . _ S—

- relations des pays industrialisés avec les pays sous-
développés régies dans le cadre de la décolonisation.

Cet ordre s'est modifié progressivement, et'depuis
- le début des annees 70 on peut dire qu'il est rompu.-
-Les prlnclpales causes de cette évolution sont '

- la detente, succedant a 1a coex1stence paclflque, qui
a eu pour effet d'introduire une certaine "débipolarisa-
tion", c'est-a-dire, dans le camp occidental, un certain
affranchissement par rapport aux Etats-Unls.

- le déclln de‘la'suprematie economlque amerlcalne _

par rapport & 1'Europe Occidentale et an Japon, et la .
multlpllcatlon des déviations non sanctionnées par rapporl
aux régles du aeu de Bretton-Woods et du GATT.

.La ruﬁturerdu systeme monetalre 1nternatlonal entre
1971 et 1973, et la crise du pétrole a. l'automne de
- 1973, peuvent 8&tre consmderees comme marquant 1a fin
de l'ordre économique ancien. Le. p01nt capltal Ciei
'encore, est la dlsparltlon des Etats-Unls comme leader 7
- du systeme. e

ST . . X L - o ) I S
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- la décolonisation,(qui n'est d'ailleurs ‘toujours pas
achevée, notamment en Afriqus) aveérl'émergence de .
nouvelles nations indépendantes qui acquirent, du fait
Adé leur souveraineté territoriale, une certaine capaci-
té d'action sur le systéme international. Par leur
nombre, les nouvelles nations ont complétement changé la
physionomie de 1'ONU. A 1'égard de cette institution, .

. 1'entrée de la Chine populaire au Conseil de Sécurité

‘marque également.la fin de l'ordre ancien.

3. Nous nous trouvons actuellement dans une phase
intermédiaire entre un nrdre ancien qui a disparu
et un ordre nouveau qui n'est pas encore congu, mais qui
fait 1'objet de débats d'idées et de discussions diplo-
matiques. Un jour viendra, ou, dans une situation '
favorable, les idées se cristalliseront pour permettre"
effectivement 1'instauration d'un "nouvel ordre mondial"
Ainsi, en France, la Révolution et 1'Empire ont-ils
pu réaliser des projets formulés sous 1'Ancien Régime.

Au lendemain de la seconde guerre mondiale, les
.+ Etats-Unis ont été en mesure d'instaurer un ordre

' dans ‘leur camp correspondant & leur vision (ce mot

. parait plus adéquat que celui d'intérét) du monde. - -
: ‘La superlorlte de ce pays était telle que sa volonte

ne pouvait que s'imposer, et d'ailleurs les appuis

ne lui manqualent pas dans d'autres pays oc01dentaux.

Aujoﬁrd'hﬁi; la situation est radicaleﬁent diffé-

- rente : les Etats-Unis et 1'Union Soviétiqué sont -
'sensiblement a parité de puissance ; d'autres centres

7 de pouv01r ont - émergé ou réémergé, durablement ou
;temporalrement, aussi divers que 1‘Allemagne, le Japon, .
-1a Chine ou l'Arabie Saoudite. Les nouvelles nations

du Tiers-Monde, parce qu elles_ont_acquls_leur souve-
raineté, et donc la possibiiité‘de'contrﬁler‘1'usage }
de leur territoire; parde qu'elles disposent d’une

‘\ . L - : .'o.n/-ct o
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faculte de chantage dans le Jeu Eot Ouest tout en
tirant partl de la notlon de non—allgnement parce que
leurs revendications economlques s'inscrivent dans

le cadre de 1'échec de 1'ancien systéme libéral,

parce qu'aussi, elles ont su ﬁransfmrmer les Nations-Uni
en caisse de résonnance a leur profit et qu'elles ne
manguent pas de soutien au sein des démocraties libérale
ont désormais une réelle aptitude a perturber la scéne
mondiale. L'événement essentiel, a cet égard, a été
l'embargd et le premier doublement des prix du pétrole
en octobre 1973, suivi d'un second doublement & la

fin de la méme année. Les espoirs du Tiers-lMonde, et
donc son unité,'restent encore largement fondés sur

cet exploit singulier. :

‘Finalement, la diffusion du'pouvoir‘dans le monde
est aujourd'hui telle qu'aucune puissance n'est en
mesure d'imposer un ordre qui serait le dHen. Cela est
évidemment inconcevable au niveau du syétéme'mondial,
Ce ne l'est méme pas au niveau d'un systéme ﬁlus
restréint. Par exemple, aujourd'hui, on ne peut plus
vraiment parler d'un bloc occidental, puisque des pays
comme la BFA et 1a France, 8! appuyant soit sur leur-

“puissance economlque, soit sur l'autonomle relatlve‘

de 1eurs capacltes de. défense, ont retrouve une large
marge de manoeuvre a l'egard tant des Etats-Unls
que du bloc sov1et1que. Quant aux pays du Tiers-londe,

“ils ont echappe au giron 0001denta1 et éherchent

a compenser leur dependance economlque a1 egard des
pays 1ndustr1allses a economle de marche par un appui

- politique des pays 5001a115tes, sans que ceux-01 n'arris

by

d'allleurs a les contrdler.

! - S
Le systéme international ne fait plus, aujourd'hui,

'1'objet d'aucune regulatlon et les dlverses forces

du protectlonnlsme qu1 commencent a apparaltre ne. font
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que tradulre, par une reactlon naturelle d'autodéfernse,
ce falt fondamental Par quel processus d'apprcntlssage
arrivera t-on a de nouvelles régles du jeu communément
admises au sein d'un sytéme sans"leader! combien faudra
t-il de temps pour aboutir, quelles épreuves faudra t-il

traverser pour que 1'établissement d'une situation
stable redevienne possible ? Le nouvel ordre interna-

tional se définira par tatfpnement, et les accidents de

1'histoire laisseront certainement leursmarques sar
le schéma final. ‘

Voila quelques questions que, sur un plan trés
gégéral, on peut se poser. On voit bien que des
affaires concrétes aussi diverses que-la mise en place
d'une politique de 1'énergie, la coordination des
politiques macro-économiques, la limitation des armement
nucléaires, la limitation des ventes d'armes dans le mor
la non-prolifération, posent des problémes méthodologiqu
trés voisins. En d'autres termes, comment gérer 1'inter-
dépendance dans un monde sans leader ? o

Tel est le cadre ev1demment trés Vaste, dans

-lequel il fallalt necessalrement sneplacer avant d' abor—
~der la questlon partlcullere des revendicetions

du Tiers-Monde et de 1l'attitude des;europeqns..z

'_II. Les revendications du Tlers—Monde et 1'att1tude des

europeens.f
1. I1 est touaours dellcat de parler du Tlers—honde
comme s'il s'agissait d'un snsemble unifle,‘aux objec-
tifs bien définis et cohérents. Auaourd‘hul, il faudrait
dlstlnguer au moins les pays de 1'OPEP (encore ceux-ci
appellent ils des distinctions), les pays " Seml-lndus—

trialisés", tels le Brésil, Talwan ou la Corée du -Sud,

T U g
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et leg "vrais" pays sous-développés comme les pays
africains sans littoral. Il est toutefois commodé,
s'agissant de revendications & caractére général, de
raisonner comme si le Tiers-Monde formait wun bloc.

Sur le plan politique, le Tiers-Monde veut
désormais avoir droit au chapitre, c'est-a-dire qu'il
entend avoir des sidges qui ne soient pas seulement des
strapontins dans les organisations internationales,
notamment les organisations monétaires et financiéres
(FMI et Banque Mondiale). Aux Nations-Unies, ils
remettent en question le principe des membres permanents
du Conseil de Sécurité et du droit d& veto dont ceux-ci
‘disposent au sein de 1'Organisation. Le Tiers-Monde
entend également aller jusqu'au bout du processus
"de la décolonisation, en obtenant 1'indépendance ou

l'application de 1a régle de la majorité'é un.certain
nombre de territoires en Afrique : la Rhode51e, la:
Namibie, le TFAI 1'Union Sud—Afrlcalne.
= Sur le plan économique, la-vision du Tiérs—Honde
est largement inspirée par la theorle lenlnlste de
l'lmperlallsme. Les pays 1ndustr1allses a economle de
'marche _sont accuses d'avoir constrult 1eur prosperlte
- sur le pillage du Tlersﬂﬂonde. Sur un plan plus concret,
‘les“revendications économiQues du Tiers-Monde sont
détaillées dans plusieurs documents successifs, textes’
des VICSF VIT éme sessions‘spéciales de l'Assemblée
Générale des Natlons-Unles, Charte des Dr01ts et
" devoirs economlques des Etats, la Charte de Manllle,
‘les documents de la CNUCED (et notamment de la Conférence
de Nalrob; de Mai 1976), ainsi que dans les positions
exprimées lors de la Conférence sur la Cooﬁéfaﬁion-
Economique internationale (CCEI). }

b ) 7 ‘l 00-/.;--0
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Ces revendications:peuvent &tre regroupées
“en cing chapitres principaux, dont les titres seront
cités avec le minimum de commentaires :

a) Le commerce des produits de base : le Tiers-Monde
gsoutient y avec quelques nuances, le programme intégré
de la CNUCED.

b) Prodults manufacturés, semi-manufacturés et le
commerce 1nternat10nal : 11 s'agit aussi bien de 1'améli
ration de l'acces aux marchés des pays développés, du
contrdle de l'actlv1te.deo sociétés multlnatlonales,

.de l'aide financiére aux exportations des pays en voie
de développement, de la coopération internationale
pour la restructuration industrielle.

c) Questions financiéres et monétaires : il s'agit
du réaménagement, voire de la remise des dettes des
PVD, de l'accroissement des flux de capitaux en leur fa=
veur, des aménagements & apporter au systéme mondtaire
international.

d) Mesures spéviales en faveur des pays les moins
~avancés, 1nsu1a1res et sans littoral.

e)\TraﬁsfertSde technolégie': i1 s aglt essentlelle-
ment de fa0111ter 1 accés du TlersmMonde de la'techno—‘
logle“des pays occldentaux.




2. Face & ces revendicationsg quelle est 1'attitude |
des pays européens ? :

Sur le plan strictement politique, 1'attitude des
grande pays européens reste purement défensive :  Oopposi-
tion formelle (dans le cas de la Grande-Bretagne et de la
France), non dépourvue d'arriére pensées (dans le cas de la

.RFA) face aux revendications tendant 8 une refonte de la

charte de 1'ONU et des droits des membres du Conseil de
Sécurité. '

Sur le plan économique, il convient d'abord de
iappeller la Convention de Lomé qui lie 46 pays d'Afrique,
des Caraibes et du Pacifique & la Communauté européenne,
qui a bté signée & la fin de février 1975 et se trouve en
vigueur depuis le 1er avril 1976. Cette cenvention couvre

tous les aspects de la coopération :. échanges commerciasux,

coopération industrielle, aide financiére et technique,
stabilisation des recettes d'exportation. Elle va clairement
dans le sens des aspirations du Tiers-lMonde, et a d'ailleurs
commencé & fonctlonner d"une maniére qui, pour 1 essentlel,
donne satlsfactlon al’ eneemble des partenalres.

' En dehors de cela, les pays europeens sont relatlve—
ment divisés. La France et la Grande-Bretagne, an01ennes
pulssances coloniales, adoptent des attitudes ouvertes a
l'egard des revendications du Tiers-Monde. Chacun de ces
pays & comme premier souci de proteger les intéréts de sa-
clientele, pour 1'essent1e1 les pays afrlcelns d'expre331on
frangaise et les pays du Maghreb dans le premler cas, 1'Inde
et le Pakistan dans le second -Mais alors que la France, qui
s'était efforcee dans le passe de mettre sur . pled une orga-

~nisation economlque centrallsee de ses 1nterets colonlaux et

qui, & l'1nter1eur, a 1ntrodu1t le concept de "planlflcatlon
Lndlcatlve" qui a pour ambition de corriger les- erreurs du
marché, accepte de jouer avec 1l'idée d'une certaine ‘organisa-

. tion dans les relations économiques intetnationales (par ex..

ce pays défend depuis 15 ans le principe des accords de
produits), la Grande-Bfetagne; dont 1l'empire avait été fondé




sur les bénéfices commerciaux et bancaires dés échanges .
internationaux et sur liapproVisionnement'de-sa‘métropole

au moindre cofit, reste attzhée & une vision libre-échangiste
encore que le déclin de ses positions traditionnelles lui
fasse maintenant considérer le probléme avec un autre
‘regard. L'Allemagne, dépourvue de traditions coloniales
fortes, et assurée de sa force économique, s'en tient & une
vision libreQéchangiste qui n'est pas dépourvue de dogma-
tisme. L'attitude de la Hollande est particuliérement
intéressante. En décembre 1974, les Ministres de 1'Economie
et de la Coopération de ce pays ont mis sur pied un program-
‘me de‘restructuration'industrielle intégré dans‘la politique
nationale de coopération au développement. Ce fondsa été
doté de 35 millions de florins pour chaque année 1976 et
1977, soit environ 16 millions de dollars. L'idée est
“d'aider financiérement les industriels qui acceptent d'aban-
donner une production traditionnelle sux Pays-Bas quand il
s'avére que la méme production importée d'un pays en dévelon
pement est compétitive. Bien que la mise en ceuvre de ce
programme se soit heutée & des difficultés d'ordre pratique,
son inspiration est trés intéressante : il s'agit de la

- premiére tentative concréte d'appllcatlon de 1'idée d'une

"~ nouvelle division 1nternat10nale du travall, ‘plus conforme

déal

> 1
... aux intéréts du Tiers-lMonde, et cependant compatlble avec /

llbre-echanglste auquel la Hollande reste également attachée

Sur le plan dlplomathue, la France a sans doute été
le pays le plus actif face aux revendlcatlons du Tiers-Monde

" Sur le rlan bllateral elle a cherché’ a developper ses llenc

avec le monde arabe et s' efforce de donner une reponse satis
faisante aux demandes et aux inquiétudes formulees par ses
amis afr%calns (resserrement des liens diplomatiques; embarg
sur les exportdions d'armes é'destinatibn'de 1'Afrique du
Sud; prop031t10n d'un fonds africain-de developpement...).
Elle a pris 1'initiative d'une concertatlon multllaterale

- entre pays 1ndustr1allses et pays du Tlers-ﬂonde qui devait
- aboutir a la CCEI_'Ses efforts,marquent cependant le pas.

l, s ' \‘ .. " CEw ) e c. .7. ‘:A
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(en voie de- réglement

Elle a & directement impliquée dans les affaires de Djibout:

et de Mayotte. Soumise & la pression de ses difficultés
économiques; elle n'a pas:jusqu'ici été en mesure d'aller
plus loin que les autres dans le cadre de la CCEIL.

5. Dans le court terme, le probléme de 1l'attitude
& 1'égard du Tiers-Monde revét deux aspects

~ un aspect politique : comment 1l'exercice de la CCEI doit-~:

aboutir 7

- un aspect économique : le monde n'est pas sorti de la
crise économique, et le rétablissement des équilibres exté-
rieurs des pays industrialisés s'est fait au prix de
l'endettement croissant des PVD non pétroliers, ou si l'on
préfére, la contrepartie de 1l'excédent finaﬁcier‘des'pays

‘pétroliers se trouve en quasi totalité dans les pays du
"Tiers—Monde. Il y a donc un probléme d'urgence : comment

éviter la banqueroute de certains pays du Tiers-Monde, qui
ne manquerait pas d'avoir des conséquences sur 1l'ensemble
des pays industrialisés ? ‘

" Sur ces deux points, les attitudes’ &égﬁﬁéys europé
semblent assez homogenes, et d'allleurs comparables avec
celle des Etats-Unls. R

- La CCEI doit'déboucher sur des résultats suffisamme:
concrets pour que l'ensemble des parties en cause puisse
parler de succes, ou tout au moins de non-échec. Personne n.

souhaite l'intensification des revéndiéationé'du Tiers-Mond

qui pourrait notamment ressouder le front'comﬁun;des extré—
mistes de-1'OPEP et des pays les plus démunis du Tiers-Mond
et contralndre ce faisant 1'Arabie Saoudite et les PVD

[ moderes a dur01r a nouveau leurs p031t10ns.'“;‘ﬂ

éur le plan économique, une réduction de la demande
des pays du Tiers-~Monde aurait des effets'négafifs sur
l'activité économique des pays,industiialisés. C'eat ainsi
que 20 % des exportations de la Communauté eurbpéenne vont

4 des pays en développement non pétroliers. Contrairement




a des affirmations'frop fréquentes, cet argument n'a de
valeur que pour le court terme (& long terme, en effet,

le probléme.des débouchés ne se pose pas, du fait de
1'adptation de 1'offre),. ce qui n'infirme pas son importance
En'outfe, une crise des paiements'pourrait avdr des réper-~
cussions sérieuses et difficilement maitriéables sur le
fonctionnement d'un systéme financier international dont il
- ne faut pas oublier gu'il est resté depuis le début de la
crise le pourvoyeur de fonds du Tiers-Monde. (Le triplement '
du volume de la dette des pays en voie de développement

de 1969 a 1976 a été couvert pour les 2/3 par des emprunts
privés, ceux-ci passant de 40 % du total en 1970 & 65 %

en 19?6)

Naturellement, les deux aspects, le politique et
1'économique, sont liés ; par exemple, la question de 1'ende:
.tement est l'une des pierres d'achoppement de la CCEI. Les
‘divergences apparaissent au niveau des modalités d'actionm.
Quelles concessions faire en matiere d'endettement ? Sur
'qﬁels pays faut-il concentrer d'éventuels efforts de relance
Sur ce dernier point, l'approche néo-libérale, bien reflétée
~par les Allemands ou les Américains, consiste a mettre '

. 1'accent sur leégpays "semi-industrialisés” téls-lerBréSil,
TaIwan ou la Coree du Sud tandis qu'une approche plus ,
"sociale" in31steralt sur le cas -des pays les plus demunls.
IL'avantage, dans 1e premier cas, est que 1ss capltaux
injectés sont plus capables d'engendrer des revernus ul@é- 
rieurs, et contribuent donc plus siirement i la relanéé;de
1ltactivité mondiale. Naturellement, ﬁne combinaison des deux
approches est possidle. Des conflits ne manqueront ‘pas

. d'apparaitre entre les pays d'Europe et les Etats—Unls au
‘niveau de 1° etabllssement des crlteres appllcables pour le
choix des pays a favorlser, puisque leurs 1nterets économi-
ques et pollthues dans les dlfferents pays du Tlers-Monde
ne coincident pas et que chacun s efforcera de pr1V111gler
les pays se trouvant normalement dans l’orblte de ses
intéréts commer01aux a 1 exportatlon. '




Une autre source dé conflit apparaitra bien entendu
sur la question de la féparfition du financement des charge:
correspondant aux nouvellss injections de capitaux dans
le Tiers-Monde. Les pays & balance de‘paiements déficitaire:
ne manqueront pas de renvoyer la balle dans le camp des
pays excédentaires, qui chercheront, au moins en patie, & -
se dérober. Ils chercheront, en particulier, & faire payer
les pays pétroliers.structurellement excédentaires (Arabie
Saoudite; Emirats) qui seront sans aucun doute fort rétie

cents.

| Les solutions 4 ces deux types de conflit sont
évidemment interdépendantes, les pays qui financeront les
transferts étant mieux placés pour faire valoir leurs vues
sur'les critéres applicables aux pays destinataires. L'Euro
pe, et particuliérement en son sein 1awFfé£ce; ont de forte
chances d'y &tre perdants. '

4, En ce qui concerne le long terme, il.est beaucou
plus difficile de raisonner.en terme 4'intérét- -autrement
que d'une maniére trés générale, c'est plutdt & une "concep
-tion" du rdle ‘du Tiers-Monde dans le systeme 1nternat10nal
.qu 151 faut se referer.

‘Les pays européens ont, & des tifres,divéﬁs, cons-—
cience de leur dépendance & l'égard des matiéres premiéres.
De plus, la proximité géographique de ceataines #étions du
Tiers-Monde leur font porter une attention en termes de
sécurité (Bassin Méditerranéen comme zone de sécurité de
1'Europe; Afrique). L'argument keynesien dé'l'iﬁterdépen—

dance économique, c'est-a-dire la conception du Tiers-Monde

comme marché potentiel, est également important.

z

Sur le‘plan politique , et’pour_parlef'comme les
Chinois, beacuup d'Européens'pensentgque le "second monde"

ne pourra conserver une certaine indépendance & 1'égard du -

"nremier monde", c¢'est-a-dire des Superpuissances une s'il
- k] 9

:ﬁf'igét'capablg‘de s'allierfa#ec;le‘Tiers-Monde. Naturellement,




cet argument peut étre interprété de fagon plus ou moins
extréme. TI1 est souvent défendu en France par les partisans
d'une alliance privilégiée avec le monde arabe, fondement

" selon eux d'une indépendance accrue de 1l'Burope vis-a-vis

des Etats-Unis. On peut penser auséi'Que, par son capital
de relations, 1'Burope peut jouer un réle pour orienter
1'évolution de certains pays du Tiers-Monde, particuliéreme
en Afrique. Ces pays sont-ils comdamnés & tomber sous la

ou tout au moins de rhétorique)
férule de régimes totalitaires d'inspiration/marxiste, ou
peut-on penser que des expériences de développement sur un
modéle libéral, comme en Cdte d'Ivoire ou au Sénégal peuven
réussir durablement ? La coopération de la France avec ces
deux pays, par exemple, n'est-elle pas hautement significa—

tive dans une perspective & trés long terme de 1'évolution

du continent africain?

Cet ensemble de consxderatlons n'a encore nulle par

debouche sur la formulatinn précise d'une politique (sauf

peut-étre celle qu'incarnent le dialogue euro-arabe,
1'associatinn avec les pays ACP*et les préférences généra-
lisées consenties par la Communauté aux PVD), mais le
sentiment existe d'une maniére diffuse en Europe que le

.vieux continent & un rdle spécifique & jouer & 1'égard du
_Tie:s—Monde. Les relations avec le Tiers-Monde peﬁvent en
‘outre étre un théme fédérateur pour la Communauté européenn

IIT - Implications politiques

1. Tout se passe finalement comme si les pays
européens étaient divisés en deux camps,'mais'avéc'un cliva
ge difffrend selon qu'on se place du point de vue de ce qu'
ils dsent ou de ce qu'ils font, alors gque leurs intéréts

“semblent assez homogénes vis-a-vis des Etats-Unis. Si 1'on
- se place:du point de vue de ce qu 'ils disent, on trouve

d'un c6té des tenants d'un libre echange plus ou moins
orthodoxe (Grande-Bretagne, RFA), de 1l'autre lss tenants
d'un libre échange contrdlé et corrigé'(PayS—Bas, France).

- 8i 1'on se place du point de vue de ce qu'ils font ou
,:ﬁveulent faire, on trouve d'un cote les pays peu empressés

*;‘*rAfriquefCaraibeSFPacifique‘g‘
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(Grande-Bretagne, RFA), de l'autre ceux qui cherchent dés
maintenant a prendre en compte les changements intervenvs
dans le Tiérs-HMonde (surtout les Pays~Bas).

5i 1l'on se place maintenant du point de vue des
verltables intéréts. des pays occidentaux, le clivage est
cette fois-ci entre 1'Europe_occ1dentale (le Japon est
entiérement laissé de 'cdté dans cette étude) et les Etats-
Unis; 1'Europe occidentale étant, comme on 1l'a déja wu,
4 la fois plus proche du Tiers-Monde, au sens historique
et géographique, et ‘plus dépendante de lui pour ses appro-

visionnements en énergie et matiéres premiéres.

2. Tant que les pays d'Europe n'auront pas suffisam-
ment pris conscience de leur solidarité en la matiére, et
que la pression des nécessités ne sera pas suffisante, ils
chercheront & louvoyer pour sauvegarder leurs intéréts &

.court terme, tout en s'efforgant de maintenir ouvert

1'éventail des possibilités & long terme. L'Europe fera
donc probablement le minimum des concessions & court terme
compatibles avec les intéréts politiques de ses membres et
la préservation de ses courants commerciaux. Elle tentera
de s'opposer & toute évolution Qi tendrait & subordonner let

‘rapports Nord-Sud, en fait Ouest-Sud, aux rapports Est-Ouest
~ Elle cherchera a développer des relations spécifiques avec

les pays associés & la Communauté. Elle sera vraisemBablemer
amenée & accentuer ses efforts vers le bassin méditerranéen
(que préfigurent 1'élargissement du Marché commun vers la
Gréce et le Dialogue euro-arabe et vers 1' Afrique. Elle

sera conduite a accepter progressivement une vision moins

11bre-echanglste donc plus organisée, des rapports

économiques internationaux. Dans le cours de cette évolutior

des dlfflcultes ‘ne manqueront pas d'appraitre avec les-

Etats-Unis, dont les intéréts a court et a 1ong ternme

sont différents, et dont la conception & long terme du
systéme- international mettra du temps a s'adapter au fait

‘de sa dlsparltlon comme centre unique de pulssance dans 1le

monde non communiste.



QUESTIONS A DISCUTER :

1. Dans quelle mesure les revendlcatlons du Tler°—Monde
sont-elles fondées et durables ? '

2. Les pays européens divergent-ils entre eux, et avec les
Etats-Unis, sur l'attitude & avoir vis-a-vis de ces reven-
dications ? Est-ce pour des raisons profondes ?

La distinction entre les intérdts a court terme et la
conception & long terme, retenue dans cette note, est-elle
pertinante 7

3. L'attitude européenne a 1'égard du Tiers-Monde peut-elle
devenir un théme fédérateur de la Communauté ? Des tensions
entre 1'Burope et les Etats-Unis sont-elles prévisibles a
propos du Tiers-Monde ?

-4, La politisation des. relatlons économiques 1nternatlonale“
gue manifestent notamment les revendications du Tlers-Monde.
frestera—t-elle .une caracterlsthue durable du systeme
1nternat10nal ? ' '

Thlerry de MONTBRIAL ‘
Fevrler 4977 :; w;A:
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"PROBLEMS IN THE MIXED ECONOMY

¥hilae there are undoubtedly similarities among the problems faéed by
the U.5. and the rest of the industrialized world, this paper is ﬁpt an-attempt
‘ﬁo find or analyze common prcblems. Tt focuses exclusively on the pFéblems
of the mixed economy found ih_the United States. Some of these'éfe'common——
the deslre tg‘control inflatﬁdn and unémployment—uand some are pebuliar to
the U.S.-~the low relative incomes of large minority grou?s.

- L. An Inability to Impose Eccnomic Losses (}l&xijl{? SKLG%fQ{) .

The lament is often heard that the U,S$. economy and politiéél system have .

lost their ability to get things dome.” Meaningful compromises cannot be made
znd the politics of confrontation are upon us like the plague.'rPrograms.that

would serve the general welfare cannot be started because strong minorities
’ - \ N L]

1

oppose them. No one has the ability to impose solutions and no solutions command

ﬁnivers;lrassent.
The problem 1s real but it hgs not been properly diagnoéed;_'éne_gannot'ir
lose aﬁ.ability that one never had. What ié perceiﬁed aé é'ibs£_abilit§-ﬁar
compromise is inhfact (1) a shift frpm internationai cold~war p;bblems to aémesu
tic ﬁroblems and (2) a 1oét aBility-to iméose.economic lbssés.
4s domestic problems rise in impérténce rélative to internapidnal_prbblemé,

action becomes increasingly difficult., International confrontations can‘:always
be portraye%, and to some extent are, situations where everyone is fairly .-

sharing sacrifices to hold the foreign enmemy in check. Since everyone benefits,

" . ] ) A
A

an averwhelming congensus and bipartisan approach can be achieved.

5

DTN S A

o PE b (T

[



[

Domestic problems cannot be portrayed In this simple manner. . They:may not

~

be zero-sum games where every winﬁer is matched with a loser, but;théré-are
inherenyly.wigners and.losers. Everyone cannot perceive-themselves asrbene—
fitting. A brogram to raisé the occupaticnal position of women andrmiporities,
for example, automatically lowers the relative occupaticnal positién of adult
vwhite men, Every black or female apprninted to President Carterfs cabinet is

one less white male who can be sppointed.

People often ask why President Kennedy ﬁas so0 eagily able to get the
"Man on the Moon" projeét underway wﬁile both Presidents Nixon gnh_FQrd found'
it impossiblé to gét their ﬁfrojeat Independence'" underway. There_is a very
simple answer; Me#aphorically, some American has to have-his or her house torn
déwn to achieve energy_indepeﬁdence, bﬁt no %merican liveé between the eérth
and the moon. Eyeryone is iﬁ favor of energy iﬁdependence in general,,but there
are vigérous objectors to every particular path to energy-indgbendence. In. contrast,

onceggcorusensushad been reached on going to the moon, the particular path .could be

left to the technicians, 1In domestic problems the means are usually as con-—
tentiovs as the ends themselves.

The problem of domestic economic losers has been magnified by a change in
, _ ; . . _ ‘ :

the political structure, 'In the past;political and economic power was dis- .

tributed in such a way that substantial economic losses could be imposed on
parts of ‘the population if the "establishment” decided that it was in the general
interest. These parts of the populatién are no longer willing to accept ldsses--

or are able to substantially raise the costs for those who wish to impose losses

upen them.

There are a number of reasons for this change. Viet Nam and the subseguent
political scandals clearly lessened the population's willingness to accept their

i




- nominal leaders’ judgements that some project was in their general dnterest.

. -, 3 : N e 2 - ) i
with the civil rights, poverty, black power, and women's liberation movements,

many of the groups that have In the past aboorbed ecconomic losses have become

militant. They are no longer willing to accept losses without a political fight.

The success of their militancy and civil disobedience set an example that spread
to other groups such as envirommentalists, neighborhoods, and regicns.
A1l minority groups have gone through a learning process, They have

discovered that it is relatively easy with our legal system and a little mili-

- tancy to delay anything for a very long period of time. To be able to delay

a program is often td be able to kill it. Legal and administrative_costs rise,
but the time delay and uncertalnty costs are even more iﬁportant. Whén sub- -
stantial time delays and uncertainties are added:intd the conventibnal_ﬁrogram
or investment analysis, both government and private industry find tﬁat it pa?s
to cancel projects that would otherwise be profiféble.

Iﬁ one major envjronmgntalLgrougidelays are such‘a major part of thei; .
strategy ;hét they have a name for it--analysis paralysis. Laws are to be
passeélso'thét eyery?projecghmpublic.apd private——m#st have environmental impact
stéteménts, economic impact stateﬁents, sociological‘impact stétements, etg.

The idea is not to learn more about the costs and benefits of projects, but to -

kill the projects., To be useful in deciding whether projects should be donqﬁ

impact statements would have to be inexpensive and simple. Instead, they are

o be expensive and complex so that they are a deterrent to undertaking any

project and so that they can be legally challenged however they come out,

- Consider the Interstate Highway System. Whatever one believes about the

merits of completing the remaining intracity portion of the system, it is

‘clear that it gives the country an intercity transportation system that would

be éofely missed- if it had not been built. Even those who argue against it

Rk
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do sc on theé grounds that 1£ it had not-been built some bevter (non-auto) system

Syst
~would have been built. JYet most observers would agree that the Iﬁte:state'
’lrhwaJlSvSLem could not have beenm built if it had been proposed in the mid-
19705 rather than in the mid-1950s.

Exactly the same factors which Qould prevent the initiation of an Inter-
state Hiphway System would also prevent the initiation of any alternative
transportation system. A few years ago when a high speed rail sYétem was being
considered ﬁor the Boston-Washington corrider, a former gévernor_of Cornecticut
announced ﬁhat he would veto any relocation of the Bosfon to New York line on .
the grounds that it would be*of prime benefit tolthose at eitﬁer énd'of the-
line, but would tear up Connecficut homes.- The groups opposing an intercity
rail network would be slightly different than the. groups opposiﬁg an iﬂtercity:
highway network, but they would be no less effective in stopplng the project.
Any transportation system demands &hat land be taken and homes torn down.- At-
one time.this was poésible——at the moment it is impossible.

;

The Balkazization of nations is a world-wide phenomenen that the U.S. has

not escaped. . Regions and localities are less and less willing t5 incur costé
thdt will prlmarily help pEOple in other parts of the saﬁe country, Conside;.
the developmeﬂt of the coal £1elds of Wyoming and Hoﬁtana. .Therg is no'qﬁéﬁtion
- that most of the benefits will accrue;to these living in urban areés in'thé'
. rest of_the country while most of the costs will be impqséd on theose living
in that region. As- a2 result the leccal populatwon obgects More coal miniﬁg x
might be gOOd for the U.S, but it will be bad for thenm. Tharefo;e tﬁef will -
impose as many time delays and uncertainties as it‘lS possible to do.
The ‘same probiem is_visible in the si#ing of nuclear power Piantsi
Whatever one believes about the benefits of nucleartpower, it %s élear‘that

~Jengthy siting delays serve no -purpose other than as a strategy for killing-

the projects. 1If the projecté are undertaken anyway, the consumer will
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£ind impossible to do. Siting also railses: the Balkanizati

o]

n issue. Whatever
the probabilities of accidents, the consequence of such fai]ufes are much less
if the plants are sited in vemote areas. Rut those who live in remote areas
do not want the plants since they suffer all of the potential hazgrds and do

not get the benefits of the project. Everyone wants power, but no. one wants

Qohi(%”afdrtvfgg>

power plants next td their .own hone.

Basically we have created the world described in the:ferritofial Tmperative.

To beat an animzl of the same species on his heme turf, the invader must be:

twice as strong as the defender. But no majority is twiée as'stfong as- the
minority opposing it. Thefefore we each vétp the;otherfs-initiétives, but'néne
of us has the ability to create successful  Initiatives ourselves,

Given this stalemate, where do we go? One of the peculiaritias of-oﬁr
mixed econcmy is that we have poor te non-existent gystems_for compensating
thosg vho legitimately lose when projecté are uﬁéertéﬁen ip the general inter-
est, . There are a number of reasons fbr thié. (l) Sometimes compensatibn
would hgve to he éaid to those who are alreadyrrich :elativelto ;he rest pf.'.
the population. This seeﬁs to-fly_in thé faée of oqf other geﬁeral inéome dis-

tribution goals since there will be cases where compensation 1s not paid to

the poor., (2) To pay compensation is to raise the cost or lower the profits

'of any project. Project developers {(government or private) are used to getting

what they want without having to pay ¢ompensatidn.r (3) To pay compensation is
to admit that the government or private firms have income distribution respon-

sibilities. Incomes do not gq up and down because of the impersonal forces of

-~

the market.  (4) Since many factors cause incomes to go up and down in a large

economy, 1t is a difficult problem to decide when  compensation should or should

not be paid. Not all losses can or should be compensated.




.
..... latiog cowpensation systeoms are Living exawples of the probhlen. ozd

of being run as if they were intended to be 2 genevous cuompensation for losses
actually suifered, they are run as if the aiwm Is to deprive the citizén of hig

income or capital., Tarsimony vather than generosity is the rule.  In Urban

(R

Renzwal, compensation is paid for property and moving axpenses, but a very
HnAaTT oS dhiteruretatio Lo roalo o f what constitured a leoss N nmnenaat]
NaYTOYW ITlEerpretation ls fexen ol wiat constlituced a ioss.  No compensatlion

is paid for disrvupting lives or for the loss of neighborhoods--friends, com-
fortable habits, ete. These lossas ave undoubtedly diffjcult to quantify,

but they are nonetheless real. Not being willing or able to guantify them, precisel

0

)ej,}" Y
we act as if they are not losses at all.,  Administratively the programs are
ften even less generous than they seem on paper. In Massachasetts, for example,

if the state and the owner cannot agree on a price In eminant domain proceedings

the state takes the property for $1 and then both parties go into court to

th

air price. Tor however long this takes, the owner is deprived of his

or her property.

v

The szme approach is follewed in the Trada Assist;wcu Adjustment Act. h
Since the benefits of free trade are general whnile the costs are usualiy locélized,
if ¥ould sa&ﬁ fair to compensate therlésefs from thé general:gains.' Yeﬁ until
recently, adjustment assistance.has been run as if the aim is not to speﬁd any
money or to find any cases of valid disrupticéns and losseé.

To.conduct either public or private business more'aééquéte cempensation

»

systems are going to have to be developed in the future, ‘Those who suffer the
localized costs that generate universal benefits are going to have to be com~ .
pensated, But this is also likely to mzke a change in the mixture of the nmixed

economy since government will undoubtedly be called upon to help;éecide what

constitute fair compensation and how the necessary revenue should be collected.
N T

.




iT. The Crowith of Governuent: The

. P N .
ing Disinterestad Citizen

ing to swallow the rest of the mixture,

least three ways one could measure the

proporition of netiernal rescurces are

mix of the wized econvmy. (1) VWhat

by governmant? (2) What proporiion of national rescusrces are transferred from
one private iodividuzl to another by government? (3) To what extent does
government Influence (regulate) private decisions?

I1f we look at the U.S. econony from the perspective of ecach ©of these three
measures, it dis clear that the mixture has changed most in dimensions (2) and

Government purchases of goods

(3). and services Have only‘grown from 18.? per-
cent of the GNP to 21.6 percent of the GNf from 1956 to 1976. ?his is a rela-
rively small increase; bat Fede;al purchgses actually wépt dnwn.from 10.9 to 7.8
perceq# of the. GNP while stateland local purchases were going up from 8.1 to
13.8 percent of the GNP. In terms of purchases there‘ﬁas been growth of govern-
mant,‘buf the growth of 38,00D:indepenéant tax levying ,agencies.is not the ﬁ
samé aé the growth of some centrally directed monolith, ;ust as there is not
aﬂ integrated monoli%h called "the private economy"”, so is there not an inta~:
.gratédrmonolith called "government". Thirty eight thousand gévefnmenps are

not. golng to swallow anything. Even within the Federal Govermment one can ask

whether the different agencies are really integrated and centrally directed.

There has been an explosive growth of government in the second dimension.

In 1956 only 4.1 percent of the GNP was transfecred by government {rom one
“individual to.another, but by 1976 this percémtage had risen to 10.9 percent
(5184 billlon). 1If we added in the cost of in-kind aid and business subsi-—

dies (waritime, etc.) the government's income redistribution expenditures would

be even larger. (Purchases would,_howéver, fall by a corresponding amount.)

(P Myl
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The uitin srowding decisions are still orivate, Lur govewnoent nlavs a role
in determining the distribution of spending power within the private economy,
The impact that this has an the mixedréconomj will be ixamlngd in a later seo—
fion.

Governmdont regulation is the third dimensicn vpen which the mix of the
mixed ecconemy can ehzage. While it ds difficult to gunantitatively measure

changes In the wix oa this dinension, it

is equally clear that there has heen

B [t ocryowth dn roen] 1 B Lefores o 1y 7 1 , i ]
expiosive growth in rasgudation, But before examinling tne Jmpact of growing
P 3- )
regulal i

tion, we should lock at the mirror

of government.

To be workable, a democracy assumes

image preblems caused by the growth

that public decisions are wade dn a

framework where there is a substantial wajority of concerned but disinterested
citizens who will prevent policies from being shaped by these with direct

self-interests, Decisions in the interests of the general welfare are supposed

to bhe produced hy those concerned but dis

arbitrate and judge the disputes of the

interested citizens. They are to

ed parties. But as government -

grows, the number of such citizens shrinks. Almost everyone now has a direct

econonic stake in what government does.

The VWatergate and assoclated

illegal side of this

I=3
=1

as it is the incentive to use legal one

interest at stake, we all form perfectly

corporate bribery scandals revealed the

problem, but the real problem is not so much illegal acts

. With everyone's economic selfZ

DT Opar 1pbbying groups to bend deci-

sions in our favor. But with the disinterested citizen in a minority, how

are decisions to refliect the general welfare?. ¥Who is to arbitrate? Our natural

groups present their case, but somewhere

with the power

to rely on the adversary process where different self-interested

there has to be a disinterested judge
- : T

to decide or tip a political decision in the right way. The



Lovrnlowe is ot always on G0E Jeoof these thate can sobilizn the bobt
o
conoaie and political bower in thelr own behalf, 1f we really were to enforce
2COnny I i
’ 4
the rule that no one could vote on zn izsue if his or her income would go up

hr Jewn asoa result of the action, we would and vp with few or no voters on

e is to ostablish a2 wodicem of disinriorested decisions

poking capacity dn 2 political procass where cevervene has a divect self-intevest,
s E ] I - .

JIT. Regulating the Private crzible ?orv“’7
The growhh of governaenl regulations can be trao \_d to & number of facters.
.

Tn the first burst of regulations at thae turn of the century, anti-trust laws
- regulations were to contrel
natural vonepolies. The second burst of regulatiens in the 18605  and 19708

focused on the problem of correcting externalities. Tn cases like po1?uLlonA
)

one individual can dimpose cosis (divty alr, ete.} on another individual'witha
ut having to pay- compensation. The sacond individuea l s wost natural recourse

is to derand governmant regulaticns stopping the first individual's acts, and

this is exactly what has bzen h

\‘d

ppenis

’_!
[sle]

Ron-market exterpalities have become wmuch more important in the cdonomy
for a number of reasons. In cur technically mere advanced and wuch more con-

gested society, one group's actions much more freguently impact upon another

(‘:,:'3‘,')\
group—jﬁ" “port noise. But our technolegy has also revealed long-sitanding
externalities that we previously did net recogni ashestos
fibers.

The problem is real, but there are other solutiens. Pollution externali-

ties can, for example, be turned into market problemws with effiluent charges.

- (b \ . .
-~
Individuals and business can 51mpl}Acnd1gea for theix po11ul1ng activities

until these actlviL es'are reduced to the desired level, until the funds-raised

wrizimmy




the chareas are adsousie Lo covdomsars fncae wao wost suaffer the
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affects of the polliotion. ¥, omeny salety nroblews oin bae turned dnto
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pee ple will edeply pay wother than rveduce pollution cor zecidents. Those who
would bave te pey in the finst dnstance (3n the long-vun the conSumer pays for

icns) resist on the grouads that ihoy do nol want to pay for

[
hzve always nad free of charge fhiie resistence ]
i [zt 3 Y S i rez OY oDarpe, 1has 7 SYZnce 18 Oﬂ;,'y

rational, hewever, if you believe thot the alternative--direct repulations——
cen be avoided ov frusirated at a small cost., T weould suggest that

the original validity of this belief, it has been proven wrong by history.

Repulations will be ado

o
rr
o
Cu
fu

and substantial costs will be dxposed regardless

i

of whather the regulaticns do or do not produce the desirad efiects. Although

i* has vesisted them in the past, the business community should become the prime

v
©
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o
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of market solutions to the rezl problem of externalities,

Zut other factors. have alse contributed to the grewih of régulati

!

2asons that are not altogether clear, Society seels to be much more interéested
ecting dndividuals from their own wistakes and failures then it was in

-~

bt

e

Tl To

d

the past. "Let the buyer beware" is not an aphorisam that attracts much support

anymore, This change is strange since one can make a good logical argument that
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rom their cewn misroles.

in a siwilar vein the voter is no longer willing to ¢olerate substential

: D .
recueticons in his otr her real Income without resorting to regulation in an
effort to avoid the reduciions The OPYC energy price incrzasae and the fodd

rice Increass of

mept vegulations to mitigate the real Income losses. Energy became a regulated

Cia

industyy and exporit embarzoes ware imposed on zrain. In neither case could

covernment regulation eliminate the price increase. AL best 211 it eould do

was to spread the Zugreases t over a longer pericd of time., But the rezula-
tions were adopied anyway. ‘Terhzps these demands are connectead with. Lhe growth

of large institutions. - Income losses are no longer seen to be the product of

]

imparsonal market forces, but are seen as Lthe direct result of deliberate

While there were and are demands to have either horizontal or vereical

1t ds pepular to explain the growih of these vegula-~
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sconcmy would net cperate as well as ‘i

- T '
shows that breaking cne very large firm into 2
much difference In industrial behavier. Sligh

onclistic firms just is not worth the enormous eff

olig =ffort it rakes. Antd-trust
lzws have taken on a legal 1ife of thaic own, but from the perspective of -
economics they have little meaning and no objectives, With the intellectual

heartbeat dead in anti-trust action, regulation remains as the only alternative.
But Zarge size also forces government to {ake many actions which it
would not otherwise take. AL the heart of competitive markets and capitalism

lies the doctrine of failure. People are rewarded because they are willing to

zccept the risk of failure.

™

Yet no government can tolerate the failure of any
large economlc actor. Neither Lockheed nor New York City can be allowed to fail

since the disruptionm to cur integrated economy would be too 1argé to tolerate,

Yet this creates a double standard with respect to the-local grocery store and

e e e an — -

the small town.twd undercuts the whole rationale of the mixed economy. Indi-

vidual economic actors are not on their own. If naecessary, large actors will

be rescued and controlled, but this creates a demand for rescuing swmall actors

-

from their mistakes. If Lockheed can be rescued from its mistakes, why can zn
individual consumer not be rescued from his mistakes? But to rescue is to con-

trol.
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Detailing the réasons why goverrment regulations have grown, howe?er, does
not gxplain_why the economy is becoming more regulated. 1f new fégglations
were matched by the abelition of old reguiétions, thereconomy would not begoﬁe.
more regulated over time, The failure of éerégulation is also central to.the
précess. To detail the failure of deregulation is to come right back to the
lack of a disinterested majority and the problem of compenéation for economic
losses.

Consider the Interstate Commerce Commission aqd its regulations. The
ICC was set up ak ﬁhe turn of the centu%y when railroads were genuine ngtural_A
monepolies. Sincé then, however, we have’iﬁvented or perfected planes, augés,

~trucks, pipelines, and a host of altermative transportation.systems;. An indus-
try that was at one time a natural monopoly has become one that could pofentially
.be one of our most competitive. DBut the regulations continue,

The réasons are clear. Regulations affect intomes——capitai and 1abor—~:-
after.they have beén in place for any period of time.l Conversely, deregulation
élwa&s poées large losses (capitai Or wage) on'éomé'of thoéé in the affected
industry. Ofgen the people who will suffer the iéséés are not ghose who make
tﬁe-originallincome géins from regulafiony" Thé lattérlare'long degd or ioné;:'
égo sold out at cépital valués which reflecfed'the Qalue of regu}étions.; i;3fj

o transportation de:egulation; for exaﬁple, many - - trucking fi?éé w;uld pro-
!.f“b;bly suffer losses.; As_a ;ggulttii is not SurpriSigg Fbaf_they_and the%r':_
\eméloyees resist deregﬁlation étrenuousiy, The reét of us méy-gét cheaper_:'
.  tranSp6;ta£i0ﬁ, bu& opr‘economic éelf—inte?estris more diffuserapd-ﬁéé as
},Téintense.- A similar reaction'céuld be seen in response.to_proposalSth:derégﬁ—
| ~late the airline inaustry, .Who objecteé in an artic;e'on-the Op%Ed page bf

the New York Times? Not some fool who wants to regu1§te everything for the -

;= gake of réguléting'everything;-but tﬁe.President of American Airlinesi”‘kégﬁlg_*fé_vv-n

::'tioﬁs are held in place by economic self—interest.

et
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Here again we face the problem that we have been unable to recognize the
real economic losses that would be imposed and are unwilling teo design compen-
sation systems that would at least mitigate the losses. To compensate is to

agmit that the gevernment has responsibilities when it suddenly imposes large

economic losses, but de facto this is an admission that we. long ago made.

V. Inflation: ©No Sclutions Without Seve%e Side Effects

For reasons that are not alteogether clear, inflation seems to-be endéﬁic
in the modern mixed economy. Historically prices have always rigen‘in boom
périods but they.have-falien during £ecessions. What hés changéd.is.these
periods of falling prices.--ihey no ionger occur. Monetary and fiséal policieé
can still be used to contrbl unetnployment, But they. only have a one—siﬁed

.- epffect with respect to inflation. Tﬁey can make-prices gd up, bﬁt they cannot
make prices ga down. Given éublié demands to achieve acceptable rates of

"unemployment and inflafion, pressures arise for tﬁe creaﬁion of new ﬁolicy
1instfument§ to deal with the préblam of infiation. ,All of the suégested instrq: 
_ men;; will,‘ﬁowéver, rake majqf éhanges in the structure of the"mixed‘economy..
- Direct price and wage-éontrols need no comment sincerthey obviously co?; :
iletely altér the stru;tu%e of tﬂe'mixed economy._ All dr most of'thevﬁésib
e;onomic decisions ﬁus; be made'ﬂy some central plahning'procésérf‘Aétin wéf;.
:£ime-it.ig highly likely that any'ioﬁg-ruﬁ-use of p?i;e-and ﬁagé.contfoléiwouldr
- also réquire-iabor pontfois such as thése whi;h éxistea in'W§;JJisﬁai?n£&:_,;.‘,
"Soc131 contract” solutions ;o éﬁerprqueé-;duld also require major éﬁ;née%'"
in the economy, If acceptable pficeland wagé behavior is to beléchieﬁed b&ﬁ:
.having the qéjor gréups in the econqﬁy sit down around a‘table aﬁd aé?ée oﬁt
aécegptab1e1§rige and wage policies, fheh fﬁé ?cqnémy must be'stfuctured éd‘fhét'.

' . : : T . . :
most of the population is represented at that table. Each group must also have

the power to police their own members to enforce the agreed—ﬁpon-arrangéments;“-';




‘This meéns, for examplé, that the 75 percent of the labor fprcé thét.is not now
uﬁioni?ed would have to be organized inﬁo what would be gg_giggg.uhions;
Siﬁiiérl&, small business and farmers wouldAhave tc be organizéd iato repr§~
sentative groups with decision-making and policing powers.
Recause of the ratchet effect in industrial prices, large fluctuations.%é
Taw agricultura; prices are highly iﬂflationafy. When réw food pﬁiceé go up
industrial prices go up with them, but when raw food pfices 20 déwn_(as they.will
- and have) iﬁdustrial prices do not go dawn ﬁithlthem. Agricultural price sta-—
bilization stockpiles can theoreﬁically éliﬁinate éart of this ingtability,,bu;
they demand that government be a major 5u§er and seller of agricuitufal coﬁ-
-modities at all points in time. This creates obvicus préssures-from both farmers
_‘and consumers to manipulate prices in their favor rather than to stabilize
prices.
_ Bottleneck industries may also be part of the problém. Individual indus-
friesrrea;h capacity operations befone.tﬁe entire economf has even approached
capacity. Inflation breaks out in these induétriés and spreads ;cross_tbe

economy . if this is the cause of inflation, the only solution is for govern- o ﬁ

ment to develop policies for maniﬁﬁlating éémand,industry by industry or for.itf'-
',' to develop policies for affectlng supplies 1ndustry by 1ndustry.: In wartime-:'

"both types of policies are used to avoid bottlenecks that mlght stop mllltary

POV SR

pfédﬁﬁtidn?' But either solution requires that'government-get;much more heavily -

- _involved'in industry, as opposed to economy;hide,rdecision makiﬁé.F
Similar problems exist of you work on Bot;lenecks in the labor market.
"From this perspective inflation occurs because of the structure-qf unempIOyﬁent-h~‘“::

'i rates. Long before national unemployment rates reach acceptable'lévels,'sho;tf;

- . ages of key groups, prlmarily adult white males occur, .Wage‘infiafion starts

:;“among the groups in short supply and then Spreads across the entlre economy

—m e e e e e e e et e
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Here the only solution is.to alter the demograbhic compositioﬁ of labor demands.
Atrleast in the short-run there aoes not seem to be any way to alter. the num-
be; of women and young people looking for work even if you yantéd to do so,
Labér demgnds, howevér, can.only 58 altered by either direct public emplo%ment i
or wage subsidies. Wage subsidies dg not directly alter the public~private mix,
but they wili irevitably bring government mere directly into the firm'hiring
decisions .of individual firms.

Tax schemes have also been suggested for reducing irnflation. in these

systems wage increases above some guideliné level are not deductible business

expenses and price increasag_above some guldeline level push firms or indivi—

duals intoc 'higher rate brackets. When they.are:casually mentiOnéé, these

schemes seem like impersonal market mechanisms, but they are In practice simply
price and wage controls with an agreed upon set of financial fines for viola-

tions. Acceptable price and wage behavior must still be ﬂefined and violators

mﬁst still.be caught and fined. - )

Another option is simply to learn to live with high rates of unemﬁloymen; -

‘and/or inflation. Since the pubiic does not accept high rates of eitlier at the

-ﬁoment; it would have to be convinced that neither is as important as it ;u?i
P R T : e el

— g

'1Héé'been led to believe in thevﬁast. Arguments could be made that iﬁfiatioﬁ'i-

is, after all, a zero-sum game where there are economic winners to match each

.economic loser. Analysis indicates that the distribution of real ‘incomes is

lirtle affected. On the other side much of .the unemployment problem is a youtﬁ

unemployment problem and all young .pecple will eventually grow older.

Alternatively, we could seeg to. reduce the public's resistance to unem—
ployment and inflation by designing better compensation systems to reduce the

welfare implications of either even further. Unemployment compeﬁgation could

R |

sro-e - be made more ‘generou‘s-,and-cove'ragé could be extended tOV new WOI!:_EfS. That



"dndexed.

industrialized néighbo:s is the ease with which it Is possible to fire 1abofvf

-

part of the economy that is not now elther de jure or de facto indexed could be
:The pfoblem with all universal indexing systems is that they cannot
- } . " °

reduce the rate of inflation and will in fact probably lead to an acceleraticn

in the rate of inflation. Liviang with high unemployment creates a human problem

since unemployment is very unevenly shared and creates gigantic losses.in out-
put. In the U.S..economy,operating at an 8 percent unempioyment rate rather
than a 4 percent ﬁnempioyment rate redudes the GNP by about-$220_billion pér
year. a ' ' _. | S ' . | ? i ,;

All of these suggestions for fighting or living with inflapionileave some—

" thing to be desired. They all have severe side effécts that are going to impact

upon the mixed economy. For many of the suggestions a good argument can be made

that the cure is going to be worse than the disease.

V. Job Security: An Unmet Demand

One of the dimensions in . which the u.s. mixed‘ecoﬁOmy differs from its - -

in econonic downturns. The U.S. usually has and tolerates rates of unemployment

that are much higher than its indﬁstriéliied neighbors. Bofh:financial.penélié;ﬁ"

ties and cultural or social mores against layoffs  are much less restrictive, .+

Yet at the same time surveys show that job security is the number .one interest . .. ..

o

of the labor force. When workers are asked what they want in a job, pay uéuaily3rff

ranks somewhere between third aﬁd sixth in desired characteristips. s

The publié_opinibn poll interest in job security is confirﬁed:in a nﬁmbér of .;

ways. Demands for seniority hiring and firing reflect a desire £6 é6ﬁfiné jéb inse%';

curity to a limited class of workers—-new workers, Restrigtive'wofk:rules are usually
. - T [

J!'l; c}_fl)

.. designed to guarantie job security. Businesseégﬁﬁg\look with envy at the lack of
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", tial amount of expected but risky income for the guarantee-of a certain income.
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restrictive work rules in Jé?an would do well to remember that a price is paild for

-chis freedom. Workers get eenure'and ace only fired es a very 1asc resort,
.Today;s sfstemiof pension plans also means that job security is directly

tied up with incoxze security during retirement. The individual with‘e_euccession

of short-term.jobs will end up with a much smaller pension than an individual

with one lifetime job. One's occupational skills are also tied to jobAsecurity.

Professional workers see job changing as a road to higher pay or better_jobs,
but for most of the population a job change means a reduction 1in 1ncome and a
worse job. Incomes go down, mnot up;- When skills are acquired on the job and
when openings occur on a seniority basis, to move from one employer.to another
" is to go to the bottom of the skill ladder and start all over again.

The rational economic man will also piace job security at or near the-top
of his or her demands. Given that income is necessary to survive, moetAindi—-

C oNS LT 'Lo‘LUuL J
viduals are going to be risk5 They will be willing to-trade a -substan-

:Workers often report that they would be_wiiiing to trade a lower rate of paj :

i_for:more,job security. Yet this is exactly what the economy does not deliﬁer.,i‘-'

TO most successful managerlal or profe551onal workers the demands for
guaranpeed employment seem strange. This is because they do not USually face

the risks of unemployment or the uucertainty in future income streams.. As of

‘late 1976 the average duratlon of unemployment is 16 weeks in the U S. and 17 f‘;;'

fpe;cent of the unemployed have been unemployed for more than 27 weeks. Given
these probabilltles unemployment obviously looms as a majoe danéer to be avolded
'Businessmen are used'to talking about the risks of business inveetments, gut.;'
forget thelgreat risks of-uuman capital'invescmente. Going to colleée-ee;ses: -
average incomes, but for- white men there is a 60 percent chance that going to

.r

' college will mot lead to a hlgher income than if they had simply remalned a - -
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high school graduaLe How manj businessmen would make investments where there
was an expected rate of return of about 10 percent but an experted failu;e rate
of 60 percént?

"Job security 1s sometimes opposed on the grounds ﬁhat it retards mebility
and hence prod;ctivity, but this is an argumeant that is difficﬁlt‘po sustain.
Countries with.mugh more job security have been outperforming us on a productivity
basis for several decades and have now reached productivity‘levéiS'higher.than
ours. If a lack of job security leads fo restrictive work rules, joE security
may enhance rather than-retard productivity.

.In much of the rest of ‘the industrialized world the demand for job secﬁrity

. has focused on the private economy. Individual businesses bear'the responsi-

bility for providing job security. In the U.S. the demand has not focused on
the priVatE econemy, but is now focusing ﬁpon government., Guarantéed public

emuloyment may not be an issue whose time has come, but it is certainly an

'issue whose time for public debate and discussion has come.

Some of the demand undoubtedly sprlngs from the current recessionary

- unemployment rates, but the demand is unlikely to go away. There is llttla

;'11kellhood that hlgh unEmployment rates are going to disappear in the near ;

'.gﬁvernment must produce something, even if employment rather than output is thej';;

future and the demand would remain even if the unemployment rates:were.lower.i;fsj;'
Job security tops.the worker opipion polls even when unemployment Iates_are'low.f:

a £ g L . . L.
If the government is to be the employer of last resort, héowever, then the - . .

‘prime objective. This creates a mnew mix in the nixed economy on-two dimensioms. .

';fﬂFirst tﬁere are few things which public employment could produce that would ndtri_

;'compete with somethlng that is already b21ng produced by an ex1sting prlvate

-

;or public agency. Second, guaranteed publlc employment will S1gn1f1cant1y -

; alter the nature of the labor market The exact effects will depend upon the
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i-f Politicians who favor welfare reform and an efficient'wélfare'syétem can always . 1-} -

ex:.ct system of public employment, but all systems will make fundamental changes

in how laSor is hired and fired.

VI. " Income Distfibution Problems: A Probigm That Won't Go. Away

Income distribution problems occur on two fundamentally different dimen-
sions; First, there is the demand for less inequality. Reductioﬁsvare to occur
in the gap between rich and poor. Second, there is the demand for parity
among groups. Blacks, Hispanic Americans, American Indiéns; andlﬁomén are
all demanding parity with white men. The poverty programs of the 19605 and

the enormous increase in income transfer payments of the 1970S have been our .

response to the first problen, Comﬁissiéns against discrimination,lﬁanpowef
training, and affirmative action programs have been our fesponsé to the second.
_ Often the two types of demands are lumped. together under the general rubéric_
of a demand for income redistribution, but &Hey will in fact have very different
effects on the mixed economy. |

W%en it becomes cléér that it was usually cheaper to }ift someone out of

poverty with Income transfer payments than it was to ralse the earning capa-

cities:of those in poverty, the emphasis of public policieé shifted from skill=
augmenting poverty programs to income transfer payments. From 1968 to 19765 . b
" income transfer payments rose by $12j billiaﬁi-'Yat_the miragé.ofgéelf—sﬁfficiéhcy | )

.has prevented us from designing an efficient system of iﬁ;omé transfér_payméﬁts.

be portrayed as being in favor of welfare rather than self-sufficiency. As a * -
result they end up getting defeated in the next election, But self-sufficiency ; {5

-is impossible so we keep adding pétches'ta the existing welfare system_ﬁhenéﬁer _-m

- problems arise. In,the process it gets more and more inefficient, unfair, and - . 7
- complex. . - o . !

"At the séﬁe time there is btoad_agréeﬁent”on the general dutiine of ﬁhét ) ;;ff'fr

would constitute a fair and effiéienﬁlincomé transfer paymeﬁt_systgm.A-Both‘




- ;;‘.below the .poverty lina. (Overall 12.3 parcent-of the population lives iﬁfi T e

g0
! sldtihli~‘n3f'lﬁfz’)

President Nixon's family assistance plan and MeGovern's Tembgrant program were
variants of the negative income tax. A national negative income tax could raise
everyone above the poverty lime fsr less money than 1s now being spent, but

politicélly-there does not seem to be any way for moving from the current

systeam to it.

The current Income transfer system has a number of negative_e%fects on
the mixed econémy. ‘The present'system of complex, state adminigfe%éd,but
partially federally funded,programs has enormous administrative costs per dollar
delivered to the poor. Deficiencies in the structure of cash ingome transfers
~lead to éven more cumbersome in—%ind aid.v Demands for rent_conﬁrdi,‘fobd ;
'_' price éontrols, or energy controls arise whenever there.
is a dudden cHange in the prices of any of the basic necessities. Since we
cannot adjust income transfer payments to cpshian the income shocks on the poor
of suddeg changes in these prices, we are forced to institute pértial.system;
of price controls, The demandlfor guérantéed public.employmeﬁt also arises'to ' -
gome extent because of the one major gap in the_welfare system; Intact f;miiiesf
with male heads less than 65 yea?s of age- are generally not eligible for éﬁf.bf

. " the welfare programs. Yet such families constitute 47 percent of the population
. prog ‘ - h X pulation .

families that have incomes below the government's povertyrlines{)
¥hile the demand for what is in essence a guaranteed minimum family;incbme

"~ places strains on the mixed economy, the demand for parity is ultimately a much = .

N

“?5£ tougher problem. The froblem of pové@ty can potentially be solved with an income

" transfer payment system that would not even cost as much as we are now s?ending,

.T¢ .but~the demand for parity can oﬁiy be solved by a wholesale resﬁﬁffliﬁg of';.

" work opportunities.
H I N
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As of 1975 there were 23.8 million'blacks'withIan‘avetagé family income
62 percent that of-whites,-ll.l millidﬁ Hispanic Americaﬁs with'faﬁiif incoﬁg;
67 percent that of whites, and approrimately bne’ﬁillion Amer;can Indians'with
fa%ily'incomes somewhere between 30 and 50 percent of that of whites. ;n
adaition, the 44 million women who worked were asking why women who work full~
time year-round should make only 56 percent as much as men who worked full=
time. year—round.

Parity is a very intractable problem. FEconomic differencéé cannot bel
removed by eliminating discrimination except in the very leng-run, If diséri¥
minatlion were to cease now, ‘it would take'4s to 50 years for ‘those ygo héd been
subject to discrimination and ére already in the labor market to refire from
the economy. If oﬁportunities and chafgcterisﬁids are t;énsmitted frqﬁ parents
to children, -a. much longer périod_of time would be reéuired. The affectéd

' groups say that they aren't willing to wait.

The strategy of the 19605  was to increase the skill levels of the affectedvu .

groups in manpower training programs and to then let the individuals compete
for higher éarning'ppéitions in the labor markets, This strategy was a failﬁrg

" for a number ‘of reasons. (1) Givenrthé number.pf‘people involued,_thé céstsrﬁﬁ’;

would have been enormous. Even without the Viet Nam War, it is doﬁbtful;tﬁéf?f:7" B

"the public was willing to pay: the necessary bill.- (2) When minority gfouﬁé 4 ‘_'5

'aie‘aideﬂ,'whiﬁes'respond by increaéing their own skills to maintain their rela-

tive positioﬁ.' Redﬁcing black high school dropfouts‘incfeasesithe preééure %orrf;;-

- whites to go to_ﬁollege. (3) Since most U.S. job skills are acquired énAthe?;%vi-~

Ajoh and not in formal education and training, it simply was often impossible to

Faacd
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give the mecessary skills in:-government training programs. In aédition,“éeniofity L

* advancement systems made it impossible to use the skills even.if they could be .




But this leaves affirmapive actlon as ihehonly possible solution. Any
program of affirmative aétion is, however, in igéeif.a major change in the mixed
economy. People must be advanced on some basis éther than merit or produd;iﬁi;
ty. Govérnmenf must write.Fhe rules as to how and wheﬁ peoplé can be broﬁoted.
In'addiéion, affirmative action requires that someone (usually a white man) must

pay the costs of eliminating discrimination that occurred in the past and was

- not perpetrated by him. He did not cause blacks and women to havé lower incomes,.

‘but his own job ﬁrqspects mus? suffer to eliminate the problem. ;

Affirmative action 1s the pa?adigm example of why ddmestic-ﬁroblems are
S0 difficﬁlt to dealAwith‘iq_the mixed economy. It is the ultimété Zerd-suﬁ
game wheré tﬁere must be a, loser for every winner. If blacks,‘Hisﬁanic Ameri-
_ cans, American Indians, and womeﬁ are-to get‘a larger share of the high income

n

pdsitions of the economy, then white. men must get fewer of these positions than.

they now have.
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