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NATURE AND ORIGINS OF THE CRISIS

#

The economic growth achieved by the industrialized countries over
the last quarter of a century has been exceptional in character.
It was made possible by the existence of an international economic
order conceived so as to foster trade and a growing degree of
inter-~dependency between different economies. The export sector
has played a leading role in all economies.

Nevertheless the growth of the international economy has had unequal
effects on the industrial development of individual countries. It has
made it possible to achieve exceptionally rapid growthat a global

level and at the same time a significant but geographically restricted
redistribution of industrial activity. Similarly the process of multi-
national company development, another characteristic feature of post-

" war economic evolution, originated in the redistribution of industrial
activity and at the same time tended to strengthen the tfend towards
this redistribution.

The differential development of industrial sectors in the various
econonmies determined an embitterment of conflicts of interest within
the group of industrialized countries; these countries' behaviour
became more competitive.

At the same time, conflicts between the advanced countries and intense
competition between multinational companies have increased the
bargaining power of the non-industrialized countries, and especially
of theose which produce raw materials. OPEC is emblematic of this
trend. '

'If these are the long range causes 0f the international economic
crisis of the 1970's we may identify the short term causes in
violent shocks in the relative prices of a number of basic products.
These, in the last few years, have led tothephenomenon of the well
known '"'stag-flation'. This implies that the productive sector has
not been able to adapt itself to the new structure of relative
prices, since certain products are no longer easily obtained as in
the past. In other words, the structural imbalance between supply
and demand maik.es it necessary to change the composition of demand
(that is of overall demand and not just of final demand).

This involves changing productive technologies as well as supply. To
date the distribution of income between and within individual
countries and the structure of their productive apparatus have
created a whole series of obstacles to this kind of change.

For this reason we argue that growth today is being limited above
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all by changed conditions of supply. It is the need for a reorgan-
jzation of production so as to induce a high degree of compatibility
between supply and demand that places a constraint on growth in
world - wide manufacturing value added. We are not seeking here to
credit the argument that there exist "absolute' limits to growth.

It is however clear that there do exist limits on the rate of indus-
trial growth which can be achieved at any given time and that these
limits are inherent in a system's industrial structure. The fact
that the productive system has to adapt itself to the new structure
of relative prices implies 'coeteris paribus' a reduction in the
maximum growth that system can permit. The maximum possible growth
rate could be raised if these were full cooperation at an intern-
ational level. ©So long as there is no agreement as to how to share
the advantages, this kind of cooperation is unlikely.

Consequently not all countries will be able to attain the growth
rates for which they aspire. Increased real growth in some areas
necessarily implies a slowing of growth in other areas. The logic
of the above reasoning induced us to use a 'supply oriented' model
for our analysis rather than the traditional Keynesian model. Only
the former is consistent with our interpretation of the economic
crisis of the 70's, '

The fact that the majority of variations in relative prices may be
traced directly or indirectly to unresolved conflicts in international
economic relations justifies the primary statement of this paper

that the economic order which emerged in the immediate post-war

period at an international levelis no longer valid. To evaluate

the main implications of this crisis on the balance of the international
division of  industrial labour, we deeméd that it was necessary to start

our discussion from the new economic order which the group of 77

‘is claiming from the OECD countries. The question to ask is why

the OECD countries should accept the G77 requests and collaborate

in the building of a new economic order. We tried to answer pointing
out, on the one hand, the existence in the old order of certain
variables at least partially under the control of the G77 (eoil
supplies, indebtedness and commercial pressure) which could be used

as a weapon against the OECD countries and, on the other, the need

for the USA to maintain a certain degree of hegemony and strategic
control at a world level. Let us consider these factors in order.

Elements of Pressure on the Existing Order

The so-called 1973-74 "oil crisis' had politicalrather than physical
origins, in the sense that there was a quantity of raw materials
which were physically available and sufficient to meet world demand.
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In the next ten or fifteen vears however a new and more serious crisis
could take place, this time because of physical scarcity rather than
political reasons.

The unanimity of all the specialized forecasts for energy consumption
and for production and reserves is worthy of note::these diverge in
the short-term determination of the probable crisis point (about

1983 being the most pessimistic point, and the more optimistic in the
early nineties), but they agree upon the forecast of a crisis point.
In addition, the situation of energy policies in the OECD countries
does not offer much possibility for doubt: a significant reduction in
dependence on oil would require a considerable effort and a higher
degree of international- coeperation. Neither unfortunately seems to
be forthcoming. Unless we hypothesize dramatic efforts at energy
conservation and the development of alternative energy sources, energy
is bound to act as an upper.limit on the GNP growth rate that can be
achieved by the QECD countries. Individual countries could achieve
higher increases, but in our '"supply model' logic this presupposes

- that others will experience lower increases.

Obviously, the availability of oil, besides being a limiting factor
on the attainable rate of GNP increase on the part of OECD contries,
is also a bargaining weapon which the G77 countries can use in
negotiations with the OECD countries. It is a weapon in itself, in
the sense that there could be a new total or partial embargo for
either a short or lengthy period. Above all, however, it is an .
indirect weapon, i.e. through its financial and industrial implica-
tions. The financial implications-are likely to become more and more
serious, because in every case, the income of countries with a low
~internal absorption capacity will tend to increase. The level of
tension that this could cause on the Euromarketsis worrying.

In recent years the banks which work on these markets have seen a
very rapid increase, both in the inflow of public money {(primarily
from a number of OPEC countries) and in the granting of credit to
governments or other semi-official bodies. The exposure of some of
the G7/ countries has increased very rapidly, while the total debts
of the G7/7 countries have more than tripled. The greater part of
this increase has been covered by the banking system and has been
directed towards a’'small number of countries.

The indebtedness of the G77 countries has.reached such dimensions
and characteristics as to put significant pressure on the present
econemic order. This largely depends on the high concentration of
debt from a few countries, and on the non-regulated nature of the
Euromarkets, and in particular, the absence of a lender of last-
resort. Even if a declaration of insolvency by an important country



is unlikely, the high degree of indebtedness of several countries
adds a further element of conflict and tension to the international

setting.

Furthermore, we have to consider that this high indebtedness forces
certain countries to follow development policies geared to exports
towards OECD countries. In the course of the 70%'s several G77
countries which had followed an export-led development strategy in

the previous decade, increased their commercial penetration of markets
in industrialized areas. Other countries are following their example.
The phenomenon is still limited, but in the future, it could assume
larger dimensions, causing deep modifications in the industrial
structure of many OECD countries, and aggravating conflicts among
countries,in the OECD.

Commercial pressure on internal OECD markets is a different kind of
weapon in the hands of G77 than the two we have discussed so far.

It is clear that the OECD countries could easily defend themselves
from this pressure through protectionism. This however would mean
more than simply abstaining from conceding favourable conditions.
The adoption of protectionist measures by the OECD countries would
constitute a clear act of economic hostility whose consequences
would go against the strategic interests of the stronger OECD countries
in general and the United States in particular. Commercial pressure
is thus a weapon which forces the OECD countries onto the defensive,
obliging them to look for an alternative solution to protectionism.

The Role of the United States of America

To the reasons above, which necessitateamove towards a new intern-
-ational economic order {the vulnerability of the OECD group in energy,
tensions on international financial markets, commercial pressure from
certain countries of the 77), we should add America's desire to
maintain at least a certain minimum degree of political hegemony and
strategic control over several countries of the 77.

Within G77 not all countries hold the same weight : on the contrary,
there are a limited number of key countries which compete for
hegemony in the various regions and even within G77. This group of
countries carries considerable weight from an economic point of view.
Their political goals are today very diverse; it is -a certainty
however that the stability of their respective governments could be
placed in question by a lack of economic development. This develop-
ment is mainly linked to a different and deeper economic integration
with the OECD countries, .

A 'hard-line' position by the USA on the new economic order would
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therefore, significantly influence the political equilibria between
these countries, as well as their domestic political balance leading
to all kinds of destabilizing factors at a global level. At the
same time it is essential to consider the danger of war between G77
countries, if there is no progress towards a new order. This would
almost certainly end up by creating new openings for a growth in
Soviet influence.

The United States cannot then sustain a position which entails a
complete rejection of the G77 requests. This is for political reasons
rather than economic ones and implies that the USA should find a-
compromise between the need to meet the demands of internal public
opinion and the need to maintain a global presence. This presupposes
at least a partially positive response to G77 demands. Everything
indicates that this compromise can only be reached at the expense

of other countries in the OECD area, increasing the probability of
conflicts within this area at a commercial but above all at a
monetary level. Our argument is that we will witness a gradual and
systematic depreciation of the dollar in terms of the other principle
currencies and in particular the Yen and the Deutschmark.

In the logic of the 'supply oriented' model, used in our paper, the
chances of avoiding conflicts within the OECD area are linked to a
series of conditions. The first of these is that the United States
accepts a lower real growth rate or, alternatively, a pronounced
change in the composition of national income., A slacking of growth
in the United States would strengthen the trade balance and would
substantially improve the international energy balance. The con-
sequent reduction in world aggregate demand could be countered with
a simultaneous increase in the rate of growth in the rest of the
OECD, which, after all, is the reason why it is desirable to reduce
growth in the USA. Nonetheless harmonic scenario also requires a
wide ranging strengthening of international institutions, so as to
allow a substantial expansion of lending and development aid, new
forms of technology transfer and industrial cooperation and inter—:
national control over the multinationals. These proposals are not
new; undoubtedly they would allow a solution to conflicts within the
industrial area. It is however a fact that there has been no
significant progress towards the development of international
institutions. The reason is not only the traditional argument that
the USA sees a threat to its international position in any such
-development of internatiomal institutions, but also US domestic
economic policy. As a matter of fact an 'internationalist'_ solution
would only be valid if earlier in the process, there were a decision
in favour either of lower domestic growth, or, at any rate, a different
quality of growth in the USA. These last two choices clash with the goals of



6.

groups playing a fundamental role in the American political balance.

If this choice is not made, the other OECD countries would have to
accept a reduction in growth. The alternative result, if all the
OECD countries reflate their economies simultaneously would be a
higher inflation rate without any long run effect on real growth.

It is these considerations which lead us to argue that conflicts
within the OECD area are likely to become more intense in the next
few years. The fact that for the US Government it is impossible to
chose a model of internal development which differs significantly
from the present one, means that the USA find it hard tec accept a
growth of international institutions. Objective conditions are such
as to make it extremely difficult to reach a compromise acceptable
both to the USA and to all other principal attors.

The Future of European Integration

The consideration of the different factors mentioned in the previous
chapter leads one to predict a setting of intense conflict and
competition at all levels. Deep shocks to the system are llkely to
become much more frequent than at present.

It is against this background that we intend to discuss possible
developments whithin the European Comunity, and the way in which
these could influence the situation described.

To this end, we should begin by considering the so-called 'theory

of the three locomotives'., According to this theory a return to

higher rates of income growth in the complex of OECD countries requires
that .the USA, Japan and West Germany adopt reflationary policies.

As far as regards the ‘European situation, it is implied that the
German position is different from that of other European countries

and that it has a determining role for the Community Economy.

-This implication seems unquestionable, if we consider that the
development of trade has led the Community to resemble ever more
closely ahypothetical 'deutschmark area'. The key problem with the
theory of the three locomotives is however that this theory has the
fundamental defect of suggesting the adoption of an attitude directly -
opposite to the policy hypothesized as necessary in accordance with
the picture of the international division of industrial labour
depicted in our paper. If the overall rate of growth for the OECD area
is to be no higher than 4%, and if the United States, Germany and
Japan are to develop at a higher rate, there are only two alternatives;
either we oppose the claims of G77, or else we accept that the rest

of the OECD area will have an even lower rate of growth. A relatively
small German surplus (created through a policy of expansion in Germany)
would have the effect either of increasing the real gap between



7.

Germany and the rest of the Community or alternatively leading to a
division of laboor within Europe where Germany would specialize in
the higher technology sectors of production. Germany cannot decide
on this alone : it is essential to reach a consensus with other
countries, since Germany is not only the strongest country of the
Community economically but also the country most open to outside
political influence. Even if the usual justification for the German
refusal to take up a locomotive role is the fear of hyperinflation,
it is our conviction that the Germans are conscious of the fact that
a more reflationary economic policy would create political tension
and that Germany's European partners would tend to react with
defensive attitudes in industrial policy, in.terms of subsidies to
national producers and market restrictions on German industry.

This is the crux of the problem of the future of European integration.
Its solution can only come about through the development of democratic
and, at least potentially, sovreign Community institutions. Such
institutions would allow the Community to gain the necessary degree

of control over German development, and would reduce the problem of

German hegemony.

The future of the process of European integration thus depends on
genuinely political factors. Specifically economic problems are
obviocusly important; nonetheless, they assume secondary importance
compared to the primordial political problem. We must askourselves
what the consequences would be on the process of Community integration
of a failure to achieve a qualitative leap at the political
institutional level. Let us begin by excluding the possibility of
Community disintegration. Our point of view in this report is that
commercial interdependence between the Community countries has
advanced so far that no member country sees it as being in its interest
to leave the EEC. At the same time, however, lack of progress at

a political institutional level would block substantial progress
towards monetary union or towards qualitative improvements in EEC

sectoriagl policies.

- In these conditions, the European economy would be deprived of any
internal 'locomotive'. The divergency between the relative value of
the dollar and the Deutschmark, and between the Community currencies
would be perpetuated. This would act as a constraint on the maximum
possible growth rates which the member countries could achieve. In
practice, individual countries could obtain more favourable results
by finding a niche in the American strategy for a new economic order.
In this way, however, Europe would no longer have. an autonomous role
in bargaining between the 77 and the OECD countries, and the European
rate of growth would necessarily be significantly lower than in the
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past, on account of commercial pressure from the new competitors
together with Japan, and above all because of the energy constraint.

The only alternative path that the Community could follow is there-
fore strictly linked with a democratic development of Community
institutions. The authors of this report consider that one should
not rely on the development of a supranational Community. Consider-
able steps forwards are possible, begimming with direct elections

to the European Parliament. There is however every reason to suppose
that by the end of the century, the ideal of an European federation
will still be nothing more than an ideal. '

~ Nevertheless, the importance of this aspect of the problem should .-
not be exaggerated; what is important is the overall trend; a process
invelving even the partial development of democratic European
institutions could be adequate to allow a more incisive presence of
the Community in many key sectors of economic policy. This moderate
optimism is encouraged by the difficulty of the situation which has

" to be faced. -Clearly, this situation is such as to leave little
space to national governments, which would be unable to reach
favourable results through their own isolated action. '

A largely unified Community could also to some extent have an auto-
nomous role in the defining of a new economic order, increasing the
potentiality for growth of the member countries. At the same time

it must be remembered that a more dynamic Community at the international
level might not be welcomed by the United States. Rather all that we
have said leads us to think that we will witness more frequent

dissent and friction. A negative atrtitude of the United States could
kinder the development of Community institutions, as we have seen

many times in the past.

If then the considerable number of costraints which today exists limit
the possible future development of the international economy within
boundaries which appear to be fairly clearly drawn, the main unknown
remains Community integration. An acceleration of integration in the
direction we have indicated could substantially modify the situation
and reduce tension. Whether this integration is likely is another

matter.
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PART II 62.

OPTIONS FOR ITALY

Summar v

In the context of increased conflicts in the interna-
tional economy that we-depicted in Part I, the position of Italy
is not going to be an easy one. Italy is in fact one of the
weakest countries in the industrial group. Inevitably, it is
going to suffer because of the evolution towards a new economic
order: while, in the past, it found itself in a position to take
advantage of the expansion of international trade without too
much effort, and succeeded in increasing its share of total world
manufacfuring; in the coming years, it will have to face in-
creasing difficulties on the international markets, while its

share in world manufacturing‘will most likely decline.

In the face of these difficulties, Italy finds itself
worse equipped than many other countries: the burden of some
structural weaknesses on our economy is very heavy, the depen-
dence on imported raw materials is very high, Italian corpora-
tions are latecomers along the road to multinationalization, and

mature products account for a significant share in our exports.

At the same time, Italy must strive to reach faster
rates of growth than its European neighbours to the North if it
wants to fullyintegrate within Europe. Thus we cannot simply

ad just our growth targets and settle for a reduction in our
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growth rate, while the rest of Europe grows faster, because this
would necessarily entail gradual emargination from Europe. We
shall have to pursue relatively ambitious growth targets, running

against the tide.

Action at the International Level

Although the influence of our country in the interna-
tional arena is limited, there is some room for independent ac-

tion,

We feel that Italy should stand in favour of the con-
cept of ‘a new international economic order. Although the evolu-
tion towards such a new order will undoubtedly cause problems of
adaptation for our industrial sector, the well-being of the popu
lation will eventually gain from a worldwide spread of industrial

activity.

Also, as it is impossible to revert to the past, Italy
stands to lose more in a scenario of intense economic conflict,
rather than in a scenario of faster evolution towards a new or-

der.

However,'our country cannot be indifferent on the path

that the evolution towards a new order will follow.

In particular, we are viulnerable to sudden increases
in the price of raw materials, therefore, we have an interest in
the negotiation of commodity agreements that would allow for gra
dual and reasoﬁable price increase (since the terms of trade for
raw materials relative to manufactured products will necessarily

improve on the average). Also, we have an interést to cooperate
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in the process of industrialization and economic diversifica-
tion of the G77 countries, because the likelihood of formation

of cartels would then be reduced.

At the same time, we have an interest in seeing most
G77 countries opting for a strategy of industrialization geared
to the needs of the national or regional market, rather than to

exports to the OECD countries.

This is not to say that we should favour protectionist
tendencies; rather, we should push for a solution of internatio-
nal financial problems that would make it easier for G77 coun-

tries to finance long-run balance of payments deficits.

This means that our country should favour an enlarge-
ment in the role of the IMF. Firstly, the lending capacity of
the Fund must be increased by more frequent and larger increases
in quotas. Secondly, a redistribution of the quotas that would
enlarge the potential drawing of G77 countries should be pursued.
Thirdly, the Fund should be given some power to regulate the
Euromarkets and act as a lender of last resort. Finally, we
still think that the role of the SDR in the international mone-
tary system should be increased, and that the allocation of
SDR's should be linked in some way to development -aid. In the
past years, Italy actively pushed in favour of a larger SDR role
and of the "link'': these proposals were defeated, but they are

still valid, and our country should insist upon them.

Action at the EEC Level

Italy is a member of the EEC, and our assumption is that
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this is an irrevocable political decision. We think that any
hypothesis of pulling out of the Community is deprived of prac-

tical relevance.

Whatever the evolution of the international economic
order, our economic linkages to our EEC partners will be quanti-
tatively essential in determining our position in the interna-

tional division of industrial labour,

As we have seen in Part I, the transition towards a
new economic order will affect the process of European integra-
tion. The Community as a whole will become an area of relative
slow growth, and this might increase tensions and jeopardize
the integrative process. It is essential that the Community be
able to develop a common strategy in the face of the evolution
of the international division of labour. What is needed is a
combination of industrial, social and regional policies such as
to allow, on one side, for adjustment to a new international
order, and on the other side, for progress in the process of

European integration and reduction of distances inside the EEC.

In é Community that grows more slowly than it used to,
the ability of our country to reach a better than average rate
of growth, and more fully integrate within Europe, very much de-
pends on the acceptance by other EEC members. If the concept
that there should be a redistribution of industrial activity
within the EEC, in parallel to a redistribution worldwide, is
not shared by our European partners, there is indeed little
hope that we may achieve our goals against their wishes or in

the face of their active resistance.



A process of redistribution of industrial activity
within the EEC will not come about by itself. It needs to be
stimulated by vigorous regional and industrial policies, encou-
raging investment in the less industrialized European regions.
This is not an obvious choice at a time when a number of indu-
stries have to adjust to increased international competitions
and a less dynamic internal market. Italy will have to fight
a difficult battle to get the approval of other EEC members on
the kind of policy package that is needed. However, this is an
essential effort, and a failure to win acceptance by other part

ners could only have disastrous consequences.

Action at the National Level

ltalian economic development in the post-war period
has been characterized by a growing integration in the world
economy. The export sector was highly dynamic and the ratio of

trade to GNP has increased consistently.

This was more a result of the fast growth of interna-
tional trade and of the favourable position in which Italy found-
itself, at least until the early 60's, than of deliberate and co-
herent economic policies. Quite often, government policy - espe-
cially industrial policy and the behaviour of state enterprises -
was implicitly protectionist. Ailing enterprises were kept alive
or "infant industries' were nurtured with an excessive spread of
resources in too many different directions. This was made pos-
sible by the success in exporting -of other, better organized and

competitive industrial sectors.
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7 In the coming years, a more rational and selective po-
licy will be necessary. In order to maintain an acceptable rate
of growth, Italy will need to make a concerted effort to increase
its exports. ‘As the favourable conditions of the past are over,
and Italy is no more a relatively low cost producer, this goal

will need far greater efforts than in the past.

_ To a greater extent,.Italian corporations will be ob-
liged to expand multinationally and create their own marketing
structures worldwide. This will absorb both capital and mana-
gerial skill. As thesé are scarce resources, it is of foremost
importance that they are allocated to those‘ventures that can ef-
fectively improve our position in the international division of

labour.

1t is not possible to say a priori if it is more-con-
venient to allocate capital and managerial skill to activities
reducing our dependence on imports or to activities-fostering

our ability to export. "

'Each case must be considered on its own merit: in some
instances, one will find that the evolution of the intérnational
market for specific products will make it convenient to protect
national production even if it is temporarily non competitive;
in other instances, it will be more rational tb slowly abandon
existing production or renounce entering new fields, and accept
the dependence on imports while allocating capital and manage?'
rial skill to competitive sectors in order to give them a better

chance to expand exports.
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In making policy decisions, it is essential to recall
that while in the past our industrial sector has grown larger
.relative to world total, it will now most likely tend to become
smaller. .Thus, while in the past, one could reasonably assume
that Italian enterprises should be active in all industry, in

the future the tendency will necessarily be towards greater

specialization.

A Policy Towards Multinational Enterprises

To the extent that national capital and national mana-
gerial skills are limited, it is very important that they be
supplemented through a more advanced policy towards multinational

enterprises (MNE).

As Italy is a member. of the -EEC, we cannot control
trade flows in order to condition the behaviour of MNE's. In the
past, our country has been viewed by American and European MNE's
rather as a market than as a productive base. International in-
vestment concentrated in other regions within the EEC, and thus
structurally weakened the Italian external trade position. Italy
was not considered a convenient location for factories because of
the poorer quality of infrastructures and because of lower political
stability and more difficult industrial relations. At the same
time, government policy, while extremely liberal on paper, in fact,
did nothing to stimulate the.lo¢ation of productive facilities in

Italy.

A selective policy of encouragement to greater MNE pre-

sence in our country is, therefore, needed.
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The Issue of Technology

It is often heard that Italian industry should strive
to increase the technological content of its production. A word
of caution seems nécessary, as recent experience-proves that
technoiogical leadérship is not always a guarantee for success.
There have been numerous examples of prbducts incorporating a
very sophisticated technology that turned out to be commercial

failures.

In many instances, imitation has proved to be a supe-
rior choice. -Once corporations learn to imitate systematically,
as by now they do in almost any industry, the advantage that is
derived from technological leadership is drastically reduced.
Imitation is generally much less expensive and risky than inno-

vation.

Secondly, if indeed it is the markets of the G77 coun-
tries that will grow faster in the next two decades, one can rea-
sonably assume that, relative to past experience, the demand for
‘advanced.-or new products will grow more.slowly, while the demand
for some mature products might grow considerably faster. To a
great extent, this depends on the strategy for industrialization
that a majority of G77 countries will adopt. Nevertheless, one
may reasonably assume that technological leadership will not be
a decisive element in determining thgﬂrelative share that each

enterprise will capture in these fast growing markets.

Adjusting to a Difficult Environment -

The adoption of a competitive-polic% as has been sketched

5 .
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might lead our economy to a degree of dependence on the outside
world that might be considered excessive, or.dangerous in view
of increased tensions and conflicts in the intermational economy.
The appropriate way to try to reduce the exposure to foreign
shocks is to bring about a change in the composition of internal
demand. It would be a mistake'to support non competitive indu-
strial activities just for the purpose of reducing our dependence
on the international economy: to do so Would inevitably place a
burden on competitive activities and eventually.worsen our posi-

tion in the international division of labour.

But a policy of demand conditionment is certainly needed.
The overall rate of growth that can be attained is not indepen-
dent of the composition of demand. It could be considerably
higher than the pessimistic forecasts advanced in Part I if strong
action were taken to encourage certain types of consumption, those
that do not need large inputs of imported raw materials, while, at

the same time, being highly labour intensive.

A reduction in dependency on the rest of the world, that is

achieved through a change in the composition of final demand, does
not reduce the general degree of competitiveness of the economy.
I1f, on the other hand, the same result were achieved through arti-
ficial breeding of non-economic industrial activities, our indu-
strial sector would necessarily become less competitive. 4nd, al-
though the rate of growth under protection might seem to be higher,
real income in terms of the purchasing power of the consumer, will

be less.

In order to achieve an equitable distribution of income,

———
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it might also be necessary to enforce changes in the labour mar-
ket, such as a reduction in individual working hoﬁrs. This is
preferable than pursuing full employment through standard Keyne-
sian policy, i.e. through relation and an increase in the rate of
growth. In simple terms, one might say that in this second case

people would work more but they would not be better off.

1t is necessary to adjust to a difficult environment.
It is also tfue, however, that this adjustment is possible, and
if appropriate measures are taken in time, the outlook for the
future is not bleak at all. We would still have a growing economy,
our income would increase and we might have a better opportunity

- to enjoy it.
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Premis=se

The cconomic erisis in Europe,lin the absepce of adeguate

political institutions capable of facing up to the problem,
s threatening to destroy agreements on  the rcmnvaj of
customs barriers. Measures that are more or less obviously
protectionist are becomingimone fregquent in the political-

economic programmes of the individual countries Jra-—CGregt

The Cambridge school, in particular, has identified i
. . . .
number of common links between mercant11ﬁithcory and  its

partial reinstatement implicit in Keynesian philosophy.

It is no surprise that, in such a difficult phase of

international relations, the temptation of protectionism
should make itself felt in that England which,when she was
at the height of her industrial supremacy, was responsiblec
for exporting the doctrine of Tree Trade to the rest of the
world. The need for protection is a physiolomical
characteristic of the weak, of children and of the elderly,
whereas it is a pretence of the strong that there are no
limitations imposed on the exercise of their power. Also,
if we look at Ttaly, in the years following unification |,
at the beginning of the process of inaustrialization, we
find a protectionist policy in industry {corresponding to
the phase of "infant industry") which did not succecd in
imposing itsclf én the free-trade interests of the large
landowners, until American competition cansed the fall in

agricultural prices. Only then did the resulting equation

v



of agricultural and industrial interests Dring about  a
policy of protectionism with the introduction of customs
tariffs in 1887. Tt was not until after the Sccond World
War, when Ttaly joined the European Economic Communiiy,
that trade was once again gradually Jiberalized, leading
to the total abolition of customs tariffs within  the

E.E.C. in 1968.

The contradictions in the process of integration, and the
inability of the individual Buropean nations to compcte
with the large federated states of continental dimensions,
indicates, already today, conditions of weakness that are

so grave as to repropose some form, more or less masked,

of protectionism also in Ttaly, a situation that 1is
supported by the continued presence of strong regional
inequality.

" The effects of Europcan integration on the development of
the question of Southern Ttaly have been amply debated.
As far as we are concernad heré, it is sufficient +to
mention the comprehensive conclusions reached by Graziéni.
The choice of free trade which Ttaly's entrance into the
Common Market entailed, also called for a restructuring
of Ttalian intermnal production in order to satisly external
demand, "typical of societies distinguished by much higher
incomes brackets, and therefore orientated on the whole
towards mass consumption and luxury goods..... which are
quite out of line with the modest level of the average
Ttalian income", The struggie to win Toreign markeis meant

- that pricrity was given to investments in indusinry in




Northern Ttaly which offered greater assurance of sucées.
"In this way", concludes Graziani, "the decision that was
taken to open up the Ttalian economy to internatjoﬁa]
economic integration, not only had a determining infJuence
on the structure of Ttalian industry, but led to - a

crystallization of its territorial distributien'.

In the context of the situation described above, the
question of Southern Ttaly represents a typical example of
the need to create a political strugture for the Common

Market.

1

The negative effects of membership of the Communify, pointed
cut by Graziani, are not in fact due to the actual opening
~up of the markets, which is, on the contrary, a sign of
development, but to the lack of a strong guide, to regulate

the market and to eliminate imbalance at a Luropcan level.

The weakness of the Community's regional policy reflects
the weakness of the Community's executive body, which lacks
the legislative power to effect substantial transfer of

resources.

This weakness makes it impossiblc, on the one hand, to
recognize a situation of real competitivity between European
countrics (an obvious example is the automobile industiry),
and on the other to bring about consistent, realistic
developments in fields of advanced technology, as in the

aircraft and electronics industries.



The case of the avtomobile industry

The period of greatest development for the automobile
industry was that characterized hy the breaking down of
customs barriers, and international monetary stability
insured by the supremacy of the Dollar. To these hasic
characteristics there were obviously added others specific
to the industry, such as the growing demand for mobility
on the part of consumers, rising incomes and the image

of a "status symbol" which.the.autqmobile had assumed

in the Nineteen-Fifties and Sixties.

During these decades the main difficulty facing the
industry was the need to satisfy a growing demand in an
international economic context which, as far as this
gector is concerned, showed the self-sufficiency of the
E.E.C. countries and the "minimal and non éxistant

competition of the non-Community countries.

The automobile industry went through a peak period,
reaching its maximum level of development during the yéars
in which the international division of labour, in this
sector, favoﬁred the industrialized countries, amon g

which there existed a situnation of relative equilibrium.



ANALYSTIS OF WORLD PASSENGER CARS PRODUCTTON BY ARE/ (%)

1667 1977
EEC - 39.1 22.1
Western Europe (extra EEC) 2.8 4.6
North America 43.0 33.3
Sccialist bloc - 2.7 7.0
Latin America ' . ' 1.5 3.4
Japan 7.5 17.4
Rest of the world 3.4 2,2
TOTAL . 100.G 100.0

The impulse given to the expansion of the market following
the establishment of the luropean customs policy petered
out, while the dollar crisis ending with the formal decision
as to its inconvertibility, sanctioned the c¢nd of the
monetary stability which was the basis of the development

of trade both outside and within the Community.
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The developing countries, in turn, after shaking of T Lhe
last remnants of colonialism, startecd to claim for
themselves a growing share of the world's riches by
increasing the price of raw materials, fcfusﬁng thc role
of mere suppliers of goods for transformation, and

requiring that factories be built on their own territory.

Almost at the same time, the automobile industry starling

from the early Nineteen Seventeecs witnessed the beginning

of a new trend towards replacement, .rather than first
ownership, of motor vehicles, within an int.ernational

framework characterized by a rapid increcase in  supply
following the entry of new manufacturers coming from {he

developing countries, the Eastern bloc, and Japan.

Because of the peorsisting political and monetary wcakness
in the Eurapcan Community, the wecaker countrics have :horn
the brunt of the cost or recadjustment under way ir ; the
world economy in the wakc of international ccenomic and
monetary fluctions have compelled the Luropcan countries
to adopt measures to protect and hold in checlk dnternal
demand, and this has only hampered the specialization aof

production in Lurope.

We can show at this poinf <ome significant exumples from

the automobile and commercial and industrial  vehicle

.

seclors:
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ANALYSTS OF PASSENGER CARS PRODUCTTON 1IN THE EEC (%)
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) COUNTRTES 1967 [ 1977
i

G.F.R. 32.1 37.9

. FRANCE , 21.0 0.9

ITALY 20.2 14.4

U.K. 21.7 13.3

«{  BELGIUM 2.3 3.0

h NETHERLANDS 0.7 U.5§

: TOTAL 100.0 100, 0
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TNDUSTRTAL AND-COMMERCTAL VEHTCLES

(Percentage analysis of REC production) ;
COUNTRTES . 1067 1976 -
G.F.R. : ' 20.3 25.7
U.K. 1  41.9 28.9
FRANCE ‘ 26.3 35.7
TTALY 1.5 0.7
TOTAL - 100.0 100.0
Not without importance is the fact that the countries

suffering from a fall in production share are those
having the greatest difficulties with their balance of
payments, namely Ttaly and thc U;K., and  the have
therefore been forced to adopp.the st.rictest  measures

of restraint on demand, and which have af fected 1L.he
antomobile scector in p:n*'(,jc:u].m".' T the measores in
'suppor‘t of the nationalized automobile dindustrics adoptled
by the governments in several countries are added, Jit
follows that the cost of the crisis hitting the auvlomabile
sector following -thc-: incrcasce in the price of  petrol, has

beoeen carricd over to the weaker countrices. The poerformance
AN he p

of vehicle trading balances provides a sufficiently

'




indicaltive index of the more ageressive compelition on an
international level and, above all, idnside the Common

Market. {Appendix 1)

The index of industrial concentration shows that further
sign of weakness in the Buropean automobile industry is
clearly to be traced to the division of Europc into

national sovereign statces.

This is shown hy the facl that the threce major 1.8. car
manufacturers account for 97% of the entire U.S. production ,
while it takes as many as ten Buropcan automobile companics

to make up 90% of their market. (Appendix 2)

The rate of proflit and sclf-Tinancing is dirc;tly related
to the index of dindustrial concentration, and has allowed
the U.5. industry to finance its reconversion, macic
necessary by the energy crisis, whercas investments by
European manufacturcers are, of necessity, diverted into
the battle of model types and tﬁe conquest of new

markets.




The case in the aij ll‘CI'a‘lf"L industry

The existence and growth of an aivcraft industry prgg
supposés apolitical decision, since it develops down
stream from two'straﬁegic s&stems, defence and Lrans
port, and rcqu;res a.cnnﬁjderahle fiﬁanvinl commit,
ment. To do without an aircraft industry means, how
ever, Lo do without advanced technology because it acts
as a spearhead for other indﬁstﬁies,thunks tn‘the 

t.echnological fall-out and research stimulus it offers.

-The responsibility for such a decision cannot he made

t.o fall'éompletcly on the sﬁoulders of privaﬁc induﬁ'
try. It is essentially a government malter because it
involves:

= long-term planning;

~'high technological risk resulting from'bhe extremely
“high innovation rate;

-~ the development costs of acroengines which excccd'
the capaciﬁy of national budgéts and have to be
undertaken by more than one nation (e.g. the Con
corde); '

- long nnéi ne development times (10 years hetween
definition of the specification and the cngine's
éntry into service) and cash flowswith long-term
returns.

Once the decision has beon made, hﬁwﬁver, it is still

ncecessary to prove that an aireraft industry can exist

at national Jevel, in Lhe case in puint;jn 1taly.

A first'CQmment ariécs from the dimensions of produvér

Il

companics: Limiting oursclves Go abrcralll, iua 1071




9 companies iﬁ the U.S. A and § in Furupe recorded
sales of more than 300 billion lire.Xn Italy no compa
ny can claim .o match thi¥ diﬁen5ion. In the case of
cngines too, 4 United SLates-cémpanié: recorded sales
of mofe than 360 b-:i.].].jon Hre and 2 companies did so in
- Europe, but no Ttalian cngine Qompany acbained sudi Tevels.
Avother feature of aircraft companies is the moncy |
spent. on research: in the United States for example,
.the expenses incurred by the acrospace induétry repre
sent almost a guarter of the R&D expenses of all jgl
dustvics;whi]e in terms of employment figures, the
: scctor occupies little.morc than 5% of the workfource.
In 1971, the R&D expenses of USA aerospace industries
exceeded 2.2 million lire per employec,and 2.6 millian
~of this was financed By the American goverament, In
Italy, the expenses éustnjncd by privalte ﬁnmpnniés Hﬂd
the State rcached 700.000 lire. per cemployoee.
A nationél acrospace industry - thus becomes increasingly
hard to maintain as far as ltaly is concerned and {the
.prohl em. must. thus be posed at European level.
Is it worth working towards a Furopean airébnft indus
try;given fhe scctor's characﬁeristicﬁ? The Unitad ‘
jqﬁtafcsAaccount for?57%-oﬁrtqtﬂl acrnnﬂutic sales of
i : . countries wilh non-planned écpnomies{ and Burope 33%.
Two thirds of world exportg of aircrafb‘nome'from North

America and about 20% from Europe, although if we con

sider engines alone,Europe accounts fov 52%, namcly more
L}

than the U.5.A. °




- 'f _ . . B -
In market terms, Burope at 35% presents an cquivalent
absorption capacity to that of North America (36%),
the remaining 29% going Lo the rcst of the world.

Qualitatively, however, the markel is much difforcntl”

is broken up amaoug

to that of Lhe U.&.A. berause it

different countries.

"T"he action programme for European aecronautics” 1nun¢h
ed by the EEC in 1975 was aimed at. creating the pronm
ises for a Curopean indastry but remains little more

than a collcetion of good intcentions because the polit

ical premise is wmissing.

THE ATRCRAPT TNDBUSTRY TN THE MATN TNDUSTRIALIZID COLNTRITS

(Turnover in biltliens of lirc)

Aircraft LEngine

COUNTRTES manufacturers manufacturers
Emplmycnsﬂﬁrnover Employces| Turnover
U.K. 90. 500 877 64 .082 87%
FRANCE 60.315 1.350 22.6230 450
GERMANY 32.420 703 6.902 148
TTALY 20.900 330 5.400 a7
BELGTUHM 3.000 60 t.300 a2

NETHERLANDS 7.670 209 - -
EEC TOTAL 214,805 3.529 100.314 1.600
U.S.A. 275.000 7.359 139,600 1,492
JAPAN 13.0615 333 3.4230 104
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The case in the elcctronics industry :

Electronics is a key scctor for the development of m;y
country's productive forces because of its rcmuﬂussians
on the organization and management: of Lhe puhijw and
private écctorﬂ. Furthermore,'the rate of capital in@eﬁ
ted in the sector is already higher {han avcragc.und;is
tending to increasse becaunse margins for growth are céﬂ;
sidprab;e,l. |
Althéugh it is thé second biggest market in the world,
Western Europe has nolt succeded inghalnncjng the cumﬁe&
itive situation with thé Uﬁitnd,S@AtOS. 11 we subdivide
the clectronigs market into three arcas: compgnents,éog
sumer electricals, and iﬁdustrial-systems; it will be

7

seen that the U.S.A. holds respectively 42%, 387 and

07% as against Burope's 34%, 36% and 23%.

However, ventures such as Lhe manufacture of a Europpan
computer withlcontributiuns from ICL, C.1.7., Sicmens,
Telefunken, Philips and Olivelti, or the Advgrain
coopcrﬁtion projiect in the sector ofl componcnts stand
ardiéation; have failed miserably. The failnre off Lhesce
projects is attributablc not so much to ftechnical dif
ficulties, as to the lack of a "European will" on the
part of certain of the partner companices, a shorﬁcoﬂ
ing explained~in its turn by the lack of support from
the Eurbpean autﬂoritics.

In 1974, the EEC took steps to support the .il”\fUl‘Hh‘.tL,;il(illl
Systems dindustry by passing a measure ._'l:i med at esLaly
Lishing a medinm-term community programnme for the px?‘g

1
motion of bLechnelogical vrescarch, industrial developmont

and applications. Had it been implemented, Lhe roleaof




American competition in Eurdpe could have been Jimited.
Allowance must be made, however, for the limits to co
operation between sovercign .c:-:'!_.::(:‘c:r-;, GChe nature of which
is undoubtcedly objecbive, cven if thc.‘,'n;x!.:i_o_n:ﬂ'i smb .of‘
managers and workers and the lack of adequatea stratoe
gics for taking full advantage of the opportunitics
offered by transnational concentrations have consider
able importance. And the part played by the stale in
supporting cleclronics companies by way of military or
civil, direct or indirect orders, is decisive.

The multinational dimensions of the cleclronies indus
try require heavy concentrations of capital, labour and
orders, and the spread-ouf; nature of Luropean countiries

puts them at a definitce disadvantage compared Lo tLhe

United States. So if the Furopean companies cannot
break through, the rcuasons are not to be sought an

any intrinsic weakness which they might. have, bul in the
political divisions of Europe. In view of the fundamen
tal contradiction belween cconomic dimension and national
state, community decistons represent nothing more Lhan
pallitatives which are guite dincapable of breachiog Amer

ican supremacy in the sccior.
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Conclusions

It can thoerefore be concluded 1.Ila‘l. Lhe outtloonk for 'Lh(:'

international division of lTabour and the rdle of  the

EEC, and of Ttaly within i, is a function of whether

the conditions that have guided Buropcan economie  de

velopment are to be re-cstablished, or 'whether the
path of increasingly outright protectionism is to be,
pursuecd.

The Luropean cconomy will enjoy a fulure of growth

only if 40 is able to instCitule it own "viriuocug!

circle of profit/rescarch/innovation/profit. T it

fails, the gap separating it from Lhe United States.
will become wider and Burope will {ind itsel{ 1rele

gated Lo peripheral, subordinate rdles.

The institution of a European indusirial policy dis a

gine qua non for re-establishing cqguitable conditions

of competition within Lhe BEC and Tor crecating a4 more
advanced international division of labour wilth omerging
countries. The Tndustrial Affairs Commissioner, Etiornne

Davignon, has taken {ull advantage of the room for .

manocuvre offcred him by the present community =sel-up.

Two clearly distinct phascs may be discerned in his

industrial policy:

1} an emergency policy, dictated by the need te deal
wilh serious crises in soectors such as iron  and
steel;

2} a "prevention" policy designed to tackle futfure

produdition and employment crises, such as  Lhe a




. T
from developing countrics and the stimulus Lo com

munity car mannfactorers to put forward proposals

' . ' for the rationalization of the scctor in Burope.
])avigllori-'s efforts, jmwc:ver', lJack those aspeots \-.*]1_i_r:‘:h
are peculiar to an :f.ncluﬁ:t.rtin]. po],.j_c:y p:'r';pr:r.: f'.illul"}(;‘.i.:«'l_l.
capacity a.‘.‘nd the ‘powcr" Lo dmplement, active growth ;‘)01

sz dciessing fields Uhvat might lead (Burope towards o new.

period of prosperity:

pru

1) surmounting of internal imbalances by giving prof
erence to investment in social services rather Lhan
‘ to private consumptCion;

; ~.2) the acvelmpment of Lthe Third World countrics;

-
i B 3) new relationships of cooperation with the countrics
i

of the Eastorn bloc based lmn intensd Ficd 'j.rntruse_f_,;_

torial and multinational trade.
Sueh growth models can be p}.n"s-'ued, however, only if :a
common LDuropean effort is mad'e-t;'c: equip Lhe Community
wj_t_-,'h the political and financial tools il neceds fo |‘;J-:1y
a leading rdle in the recycling of p‘i.). surpluses and
to effect an internal l"u}]j.s(..x'ihl.xL.‘i_:)n of .1"-u,5.uu1:(;c;.'s Lw
overcome its own imbalances. | |

The proposals of President lenkins o relpnnch the:

*ord e o s b s s Ll e S R it A el st W e — ey -

“econonic and monetary union, and the dindications nf
the McDougall report regacding the expenditure nr:cr»_:_;cj-

: sary t(; ‘give a federal tone Lo Cnnunpnj .y budpgct pol 1 ey,
f: are moving aloog these lines. | |
A . H
: The achicgvement of such an dwportant breakthrough  9n
.
; Euraopean (-_u‘:o.n(m_t"j.c po I1 cy can, howeve v, on ,I_I_y he puarante el
L ‘
/.
1 . ,
i
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by a European exccubive and a BEuropecan currency. QOnly
by shaking off the suproemacy of the dollar will it be
possible Lo direct real money flows in soch a way as Lo
favour Luropean growth objectives rather than al ltowing
them to be determinced by a world distrjhﬁtjun of pur
chasing power (and credit) dictalod by Amerjca.

From the technical point of view, insurmountable diffi
culties do not exist. From the political ﬁdiﬁL of viéw,
there is no justification for paralysing pessimism
since the historical forcdé of the moment emphasize Lhe
relative autonomy of politics.

The Buropean eclections decided on by the Copenhagen
summil mecting mayv open up the way o the necessary

constituent phase.




PERFORMANCE OF TRADE BALANCES TN QUANTTTY OF PRODUCTNG COUNTRIES

_#
{TALY ) G.F.R. : B.X, FRAKCE : SELGIUA NETHE RLAKDS £ec 7 U.5.A, ' JAPMY
1970 127 1976 1976 . § 1870 | 3976 1870 976 910 | 1578 19|18 | 1976 1970 1978 970 1676 1970 . G786
+}S%.7 + 25350 F»1336.9 | +TIB7.T | #5308 |- 0.8 + 145,86 | «1036.2 oTS?.? - 112,5 | -306.27-485.3 | +2531,7 [«1556.5 | -1727.4 |~1752.8 [+ 707.8 | « 2509
R . : ' (ﬁ) )
- 5053 - 1A e T84 143083 Je €55 |-233.8 7 e 521,170+ 588.2 |=138.1 | -i04.5 . ~-260.6 | '
8 _Q

1} Tor Common Market countries only, the line refers to the overall.balancc, both intra and -extra-

Community. . 1
) For Common Market countrics only, the line refer=s to the balance among menmber countries.
3Y An sttempt has been made not to gonsider vehicle sales in . the form of (KDs.

4} The U.S. balance is usually published net of trading with Canada. However, it is corsidered

preferable to show the everall balance.

XHUANHAAY




PERCENTAGE OF CONCENTRATTON OF MOTOR VEIITCLE PRODUCTION

"TITALY - | 'FRANCE U. G.F.R. "EEC U,S.A"i JAPAN WORLD
1 Group . 85.5 42.6 51 40.5 14.4 5‘7 3 35. 8 72.5. .
2 Groups 90.2 85.5 So. 67.1 27.5 781 3 6%.9 25.5
3 Groups - 99.7 91 81.2 40.5 96.9 76.7 43. 4
S‘Gfoups - ) - - - 64.9 - 94.2 59;3
10 Groups - : - - - 95.9 - - 79.4
¥
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The Structural Weaknesses of the British Economy:

and Policies to Reverse the Adverse Trends.

by -Walter Eltis

The adverse tfends from which Britain has been suffering are outlined
iﬁ Table 1. This shows that if the employment trends of 1966—19?4_continue
until 1990 there will be over 3 million unemployed in Britain and an immense
financiél deficit. The table shows that from 1966 to 1974, the 8 years
prior to the start of the world recession, Britain lost 1,144,000 jobs in
the market sector, industry, agriculture, commerce, etc. The market sector
produces all the output in the economy which is sold. It is therefore
responsible for the production of everything that is. consumed privately,
the economy's entire exports and all capital investment. The market sector
is financed from the proceeds of the goods and services which it sells.

The table shows that the market sector jobs lost befween 1966 and 1974
disappeared entirely.in industry which lost 1,335,000 jobs in this period.
The de-industrialisation trend which this indicates has worried almost all
observers of the British eccnomy, esﬁecially as industry lost a further
640,000 jobs in 1974-6 - tﬁe first two years of the world recession. It
will be noted that the private services on balance also lost jobé.between
1961 and 1974-76, so it is improbable that the British market sectdr as a
whole can achieve a stable employment trend unless the process of
de-industrialisation is halted.

Table 1 also shows that tﬂere ﬁas been a rapid increase in employment
in the non-market government sector of the economy which exports and sells
nothing. From 1966 to 1974 employment in this sector rose by almost a
million. Employment in the public services has to be financed either by
taxation or through budget deficits. If employment in the tax-paying sector
of the economy declines, as it has in Britain, while employment in tﬁ;
govérnment tax-dependent sector grows, rates of tax have to keep rising and
if governments are unwilling to increase taxation as much as increasing
expenditure calls for, government spending has te be financed increasingly
through budget deficits. Where governments cannot borrow enough to finance

these, they. are driven to the printing press. Table 2 outlines the growth
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in the British govermment's borrowing - requirerﬁent in the period' 1964-
This rose sharply in 1972-5 which was largely a consequence gf the decline
of the tax paying sector of the ebohomy, and the growth of the tax-dependent
government sector. DBritain's money supply has been difficult to control

in consequence sincg about 1972.

With the decline of employment in industiry and commerce in Britain
and the rise in government employment and in unemployment there has been a
sharp fall in the number of market sector workers available to finance
each worker in the public services and each unemployed worker. In 1967
there were 5.5 market sector workers to finance each worker who produced
nothing marketable. Tn 1966 there were 4.8, in 1974 there were 3.6 and in
1976 there were 2.9. If recent trends continue there will only be 1.8
market sector workers to finance each public service worker and each
ullemployed worker by 1990. Taxaticn on the market sector to finance the
non-market workers would therefore have to treble between 1961 and 1690 if
recent trends continue. It obviously could not do so, with the result that
governments would have to borrow and print money at an increaging rate if
the trends outlined continue: . It is clear that beoth the present Lebour
Government and the Conservative Opposition are aware of thé problem and they
can be expected to meke every effort to reverse these trends.

There are a number of possible explanations of how the adverse
situation has come about. One of the.most important is based on the
proposition that the goods which Britain produces have falled to hold their
domestic and international market shares against international competition.
Table 3 shows that from 1964-1974 Britain's share of world exPorté of

manufactures fell from 14.4% to 8.8%. In the same period imports of

-manufactured goods increased from 6.7% to 15.6% of total domestic expenditur:

in Britain. The argument is therefore that weaknesses in industrial design
and by management and labour (losing'markets because of the delays due to
industrial disruption) has led to declining market shares for British
manufacturers and to a coﬂsequent fell in manufacturing employment. Given
these weaknesses governments could nct have produced a viable economy even 1if
public expenditure had been held cons%anf. That would have simply led to

earlier mass unemployment, given the private sectors inability to compete in



world markets and to defend itself against imports.

The alternative view is‘that it has been the growth of the government
sector that has gqueezed the market sector and left it too weak to compete
successfully against foreigners. Table 4 shows the starting point for
the presentation of this argument. Table Y shows that from 1964 to 1974
net marketed output increased 14.7%, that is by aﬁout 1%% a year. The
naticnal product increased faster - by 19.9% in 10 years - but marketed
output increased less than this because much of the growth was in unmarkete:!
public services. The government's purchases of marketed output rose 40.7%
in this period in which output rose just 14.7%. As a result there was in
ten years just 2% growth in the rescurces that remained for the market
sector itself. In 1970 prices, the market sector had £24,457 miliion
available to it in 1964 and £24,964 illion available in 1974. Thus,
between 1964 and 1974, the market sector of the U.K. economy was playing
a near zero-sum game. It is impossible for all the participants in a
zero-sum game to win, so those who play are in inevitable confiict vis-a-vi:
each other.

In the U.X. zero-sum game, we now know that workers won and companies
lost. The share of wages in the national income increased approximately 6%,
The share of profits, net of capital consumption and stock appreciation, fe:
dramétically. The profits trend is illustrated in Table 5. There was
therefore a victory for workers against companies. Similarly, consumption
won against capital investment and the balance of payments. Consumption in
the markef Sectof increased 12.5%; at the same time, the market sector
goods and services available for net investment and the balance-of-payments
fell 64.7%. Within this total investment in industry fell 18% while
investment in building and the private services increased. The reason for
the sharp fall in investment in industry in relation to investment in the
rest of the economy was that the profit squeeze resulting from the zero-sum
game was much sharper in iﬁdustry than in the private services. In real
estate, there was firtually no profit squeeze at all. The relatively
greater profits sgueeze in industry is illustrated in Table 5. This shows

that profits were about 1% higher in manufacturing than for companies as a



whole in 1964, but they were 2% lower in 1970, 1971 aﬁd 1972, 4% lower in
1973 and 9% lower in 1974. |

We may now examine the form that the zZero-sum game took in Britain
and how workers succeeded in raising their share of wages at the expense of
profits and, therefore, how they increased their private consumption at the
expense of investment and the balance of payments. The workers accomplished
this by exploiting every possible situation for competitive gain. To see
just how this occurred it is useful to compare the United Kingdom and VWest
Germary. In West Germany, public expenditure increased much faster than in
Britain, but, because of the economy's successful growfh achievements,
private consumption also grew at a real rate of over 3% pér worker per annu:
8o, during the German "economic miracle', workers were able to double their
private consumption, roughly speaking, every 20 years. Thus, German worker:
and companies were playing a positive-sum game in which cooperation was.
rational. Workers were aware that if the German economic miracle continued.
they could double their privéte consumption every 20 years. To keep the
miracle going, they had to make sure that companies would honcur their sale:n
contracts, that plants were used to normal capacity and that the benefits
of modernization were not wasted. This attitude made possible rational
cooperation between the trade unions and the employers - and cooperation is
often the rational pblicy in positive-sum games.
| Suppose, however, that in the German case trade unionisis 4f the
aggressive British type had put themselves forward for election to union
office and said to the German workers - "You are failing to get the wages yu
aré capable of getting. You could get more if you put préssure on your
companies'"., The German workers could quite rationally reply - "By cooperat:
we gain 100% every 20 years. What can you give us if we fail to cooperate "
Maybe 10% or even 20%, after which the growth rate becomes slower, our plan®
ceases to be used properly, and our living standards cease to rise as they
have been rising". The German workers would be perfectly correct and have
been éerfectly correct to reject that style of trade-union ieadership. The
workers have not rejected it because they were unwilling fo support extreme
left-wing politics ~ the history of Germany shows considerable support in ti.

past for extreme left-wing politics. Rather, the workers have not accepted



extreme left-wing trade-union behaviour because it has been irrational in
post World War II Germany.

In Britain, with its much slower rate of economic growth, suppose that
rational, cooperative, West German trade-union behaviour had heen proposed
to the workers - '"Cooperate with the companies and you will enjoy stablé
consurmiption. Your living standards will go up at a rate of zero percent".
This argument would stand no chance of success against the counter argument
from éhe militants - '"We can do better than stability". In the miners'
union, the workers could be told - "The country cannot be run without
electricity. We can prove it through a coal strike. If we prove it, we
will get far larger wage increases than other people and therefore win in
the Zero-sungame". At the same time, the leaders of the dockers could say -~
"The employers have just introduced containerisation. This means that they
need our cooperation because this expensive capital equipment, which will
make many dockers redundant, needs to be worked if it is to be profitable.
Let us therefore say tc the employers that this eguipment will be unworkable
unless we get very large wage increases, larger than other people's, and
large redundancy payments". The dockers exploited their peculiarly
advantageous situation and received very large wage increases and substantial

W
compensation for agreeing to cease to be dockers. The docks are?g; many
cases at the point of bankruptcy.

Many more actual cases from Britain could be enumerated. The vital
point is that those who gained in the British industrial relations scene
were those who had the strongest industrial muscle - those who put the most
pressure on the employers and those who managed to obtain the largest wage
increases earliest in each wage cycle. The unions that failed.to elect
militant and aggressive leaders to position of power lost in the struggle
to be first in each wégé round. Thus, There was a steady move toward
militancy throughout the trade-union movement between about 1968 and 1974
as moderates were replaced with militants. This trend squeezed profits in

the British economy in three ways.

The first was a result of the introduction of price and wage controls,



which followed from the inflation that was produced by the militants*. The
militants had -the power, wﬁich they demcnstrated, te ralse wages and prices
extremely rapidly; and, at various stages, price and wage controls were
introduced in attempts to slow down thé faster inflation which resulted. In
return for wage restraint, the uvnions persuaded the government to introduce

a series of controls which limited the profits that companies were allowed to
earn. The result was that profits were squeezed significantly by both Labkour
and Conservative Governments in the period 1964-76.

Profits have nolt only been squeezed by price and wage controls, however;
they were also squeezed in situations in which unions exercised local power,
such as the case in the docks.already described. In that situation, the
profitability of introducing modern plant was greatly reduced because the plant
was not worked effectivelj in its early years. In addition, the uniéns
succeeded in reducing profits by altering the institutions of scciety in favour
of wages and against the power of companies to earn maximum profits. In
economics textbooks, companies equate the marginal cost of labour tc its
marginal revenue productivity. In other words, companies can choose how many
workers tﬁey will employ. But, this has been less and less the case in Britain
because legislation has been passed requiring companies te continue to employ
workers when it is no longer profitable to do so or to make.heavy redundancy
payments. This and other legal changes iﬁ property rights diminished the
profits that companies could earn from any given capital stock.

For these three reasons - price and wage controls and pariicularly controls
over profits, union exploitation of local situztions and legal changes in
favour of wages and against profits - the fall in profitebility in British
industry was considerable. According to U.K. governﬁent figures, the real
rate of return on capital net of all taxes fell from 10% in the middle 1960s

to 2.2% in 1974. According to figures published by the Bank of England the

* Monetarists do not allow that the unions have the power to cause rapid infla-
tion, but it is possible to state the argument in terms that they would accept.
Increased union militancy ralses what monetarists call the "natural" rate of
unemployment. In other words, the unemployment rate which is needed to prevent
the acceleration of inflation becomes far higher than before. In consequence,
a tough monetary policy would control inflation, but, given the greater mili-
tancy of the trade unions, it is only contrellable at unemployment rates much
higher than traditional levels. If governments try to maintain the standard
lower unemployment rates, as they did in the U.K., then accelerating inflation
results. Thus, govermments are faced with a choice of either much higher
unemployment than before - because the natural rate of unemployment has risen -~
or accelerating inflation.. Price and wage controls are an attempt to escape
this unattractive choice.



in profits
real return on capital fell by over one-half. The fall /is alsc illustrated

in Table 5 and as has been remarked it was especially great in industry where
union power was greatest. Obviously industrial profits were alsc squeezed

by the declining competitiveness of British products against international
‘competition which Table 3 indiéates; The result was the great reduction in

job creation in the U.K. industrial sector.

The large loss of industrial jobs followed, partly because of the fall
in investment that resulted from the profits squeeze, and partly because
the union pressures which have been cutlined made labour extremely expensive
to companies so that they had strong incentives to substitute capital for
labour. Hence such investments as firms managed to make creéted fewer jobs
than before because each new job cost far more in real terms, and the new
jobs were therefore insufficient to make good all the jobs any eéonomy must
lose each year because of the obsolescence of plant, wear and tear and
technical change and improved designs in the rest of the worid. An American
study has estimated that 473% of industrial jobs are lost each decade
throughout the USA for these reasons, aﬁd that these have to be made good
through the creation of new jobs which will offern involve new designs and
new technologies.(ﬁ) The position in Britain is almost certainly comparable,
and there was simply too little investment to create enough new Jjobs to
make good those that were 1681:.Hence the industrial part éf the market
sector employed fewer and fewer people.

The British Labour Government started to attempt to reverse the
de-industrialisation trend in the spring of 1976. To assist it has come
Britain's formidable new asset North Sea cil. Thus Table 6 shows that this
can be expected to assist the balance of payments by about 25% of current
import levels by the middle 1980s and it started to produce a considerable
improvement to the balance of payments from 1977 onwards. This will allow
the British Government to give more financizl assistance to industry without
the need to raise taxation on the rest of the community. It will alsc permit
faster expansion of the economy without such deterioration in the balance of
payments as there was prior toe North Sea oil. The Government has also taken

steps to increase the profitability of British industry. Companies were

(1) G. Breckenfeld, "Business Loves the Sun Belt (and Vice Versa)".
Fortune, June 1977, pp. 132-46.



treated much more favourably through, in effect, lower company taxation, after
1975. There was also a reduction in taxaticn for smallér companies in the
Budget of 1978. The Government's help mainly took the form of allowing
companies not to pay tax on profits that were merely the counterpart to
inflation: there has been no reduction in official rates of company taxation.
The Government has also increased the profitability of exporting through a
substantiai devaluation of the currency which, as a result of successful
incomes policies, has not been matched by an equivalent wage inflation. At
the present time British wage costs are perhaps 8-10% lower in relation to
foreign wage costs than they were in March 1976. Possibly as a result of the
maintenance of a competitive pound, Britain's share of exports in world markets
which fell so sharply in 1961 to 1974, fell no further between 1974 and 1977.
During this 3 year period Britain's share of exports in fact rose a little

and British companies managed tc increase their exportis as rapidly as world
exports which is a hopeful development. Britain's trade weaknesses ought not
to be exaggerated. The share of imports has risen sharply in Britain but this
has been equally true of other economies. A study prepared in the Pederal
Reserve Bank of New York has estimated that in 1970-1976 each 1% rise in
Britain's G.D.P. raised imports 2.12% but West Germany's imports rose 2.04%
for each 1% rise in G.D.P., United States imports 2.55%, Ttaly's 1.91%, and
France's 1.90%; i.e. the tendency for imports to rise faster than the
national product has been universazl. Only Japan with its one-way trade
restrictions has escaped this trend. It is Britain's export weaknesses that
especially merit attention because other countries have not shared Britain'é
decline in world markets and the de-industrialisation of Britain has certainly
been assoclated with a weak export performance. It is most encouraging
therefore that Britain is now holding its share of world export markets.

Since 1976 the British government has arrested the growth of its own
spending, and real Government spending fell about 5% between 1976 and 1978
which has permitted considerable reductions in taxation and also reductions

of .the National Product
in the government's financial deficit from 8.7% An 1976 to about L.5% in
1977-8. The market sector of the British economy is therefeore now playing a
positive-sum game in place of the previous zero-sum game with the result that
there should be a return to cooperation between management and labour in

industry if the previous analysis is correct. A number of British trade unions



and especially the A.E.W.U., the second largest, have been electing moderates
to pogitions of power and this should lead o more cocperative industrial
relations in the 1980s.

There has not &et been a revival of output growth in Britain because
the various policies which have been described have been accompanied by an
unprecedented rise in the private savings ratio to 18%. It is widely
expected that this rise in the savings ratio will be reversed later this year
with the result that demand and output will then start to expand in line
with exports.

Looking ahead, recovery will depend on the abllity of industry to
produce internationally competitive products. The improvement in company
cash flows which have ;esulted from the Govermnment's tax chénges and the
reduction in wage costs (measured in foreign currency) will make it possible
for industry to spend more on research and development arnd marketing, which
will help to guarantee British market shares in fhe 1980s. The presence of
North Sea oil should hely te guarantee a much better overall balance of
‘payments performance. A recovery of profitability will help to attract
foreign capital and foreign designs and know-how to Britain. The question is
whether this will be encugh in view of the extremely unfaﬁourable trends,

shown in Tables 1 and 3, which need to be reversed.



BRITISH EMPLOYMENT IF THE

Table 1

TRENDS OF 1966-74 CONTINUE UNTIL 1993 " 7~

1961 1966 1974 "~ 1976 1982 1990

Total Labour Force 25,394,000 25,711,000 25,691,000 25,987,000 26,817,000 27,737,000
Self-Financing Market-Sector ,y .49 noo 21,273,000 20,129,000 .19,350,000 18,985,000 17,841,000
Employment in Industry,
Commerce, etc,,

of which

Employment in Industry 11,065,000 11,230,000 9,895,000 8,255,000

Employment in Private Services 8,080,000 7,887,000 7,891,000 7,814,000

Employment in Agriculture,etc,, 604,000 475,000 417,000 395,000

Self Employment 1,750,000 1,681,000 1,925,000 1,886,000
Tax and Deficit-Dependent .
Government Employment in 3,558,000 4,078,000 4,931,000 5,363,000 5,784,000 6,637,000
Public Services, etc.
Unemployment 337,000 360,000 631,000 1,274,000 2,048,000 3,259,000
Number of Market-Sector
Workers Available to Finance 5.52 4,79 3.62 2.92 2.42 1.82

each Non-Market Worker

The statistical basis of this table is set out in Robert Bacon and Walter Eltis, Britain's Economic
Problem:Too Few Producers, 2nd Edition, Macmillan, London, 1978, pp.119-20.
employment in industry, etc., 1is derived from the relevant series in the CS0O's Annual Abstract of Statistics,

The additional data on




- Table 2

THE GENERAL GOVERNMENT BORROWING REQUIREMENT AS A RATIO OF THE GROSS

‘DOMESTIC PRODUCT E T T T T T T

GDP " Borrowing Requirement =~ "~ Ratio
1963 £25,836,m £842m 3.26%
1964 £29,182 m £989 m 3.39%
1965 £31,212 m £1,205m 3.86%
1966 £33,083 m £961m 2.90%
1967 £34,877 m £1,863 m 5.34%
1968 £37,390 m £1,278 m 3.42%
1969 £39,338 m ~ £466m - 1.18%
1970 £43,368 m - £17 m - 0.04%
1971 £49,151 m £1,372 m 2.79%
1972 £54,958 m £2,047 m 3.72%
1973 £63,492 m £4,168 m 6.56%
1974 £73,652 m £6,336 m l8,60%
1975 £93,078 m £10,512 m 11,29%
1976  £109,080 m £9,512 m 8.72%
1977  £122,453 m £5,701 m 4.,66%
Source: Economic Trends




Table 3

BRITISH-INDUSTRY 'S DECLINING SUCCESS AGATNST. INTERNATIONAL COMPETITION

Share of UK Exports Ratic of UK Imports of
of Manufactures in _ Manufactures to Gross
World Markets Domestic Expenditure in
R Cthe UK ‘

1964 ‘ 14,4% 6.7%

1965 13.9% : 6.5%

1966 13.4% 7.1%

1967 _ 12.3% 7.8%

1968 11.6% 9.6%

1969 11.3% 9.9%

1970 : 10.8% ‘ 10.1%

1971 10.9% : 9.6%

1972 10.0% 10.6%

1973 9.4% 13.4%

1974 8.8% 15.6%

1975 ‘ ' 9.3% 13.1%

1976 ' 8.7% : - 14.5%

Source: National Institute Economic Review, Economic Trends and




TABLE 4

THE SQUEEZE ON THE BRITISH MARKET SECTOR 'IN 1964-74

(all figures are in constant 1970 prices)

1964 1574 Increase
Net National Product £40,463m £48,497m 19,9%
Net Marketed Output £36,324m £41,659m 14.7%
Purchased by the
Non_Market Seotor £11,867m £16,695m 40.7%
Remains for Market-Sector £24,457m £24,964m 2,1%
of which
Consumed by Market-Sector £21,163m £23,802m 12,5%
Available for Investment '
and Balance-of-Payments £3,294m £1,162m - 84.7%
Producing the Result
Net Industrial Invesiment £1,463m £1,196m - £267m (18.3%)
Net Non-Industrial Investment £2,593m £2,814m + £221m  (8.5%)
Exports less Imports - £763m -£2,847m - £2,084m
£1,163m

£3,293m

The statistical basis of this

Eltis (op., cit.), pp.243-7,

Table is set out in Robert Bacon and Walter



Table 5

- UNTTED KINGDOM COMPANY PROFITS AS ‘A" RATIO OF VALUE-ADDED

All Companies - Manufacturing Companies
1961 15.2% 14.,9%
1962 13.1% ' 13.1%
1963 15.6% 15.5%
1964 , 17.1% ' 17.9%
1965 16.7% | 16.8%
1966 14.4% 14.0%
1967 14.4% 13.7%
1968 15,1% 13.3%
1969 13.2% 12.5%
1970 10.4% _ 8.0%
1971 12.6% 10.1%
1972 - 13,0%- 10.8%
1973 12.0% 7.2%
1974 ' 3.7% - 6.0%

This series shows company profits net of capital consumption, stock
~appreciation and taxation., The derivation of the data is set out

in Robert Bacon and Walter FEltis, op.cit., pp.231-8,



Table 6

EXPECTED NORTH SEA OIL OUTPUT

g*gecied Oil a , Ratio of Expected
utput measure 0il Output to 1975

in 1975 prices and . .
excluding indirect taxes - Imports in 1975 prlces_

1975 £66m ' 0.25%
1976 £506m 1.,94%
1977 £1,596m 6.12%
1978 £2,520m 9.66%
1979 £3,696m 14.17%
1980 . £4,368m 16.75%
1981 £5,082m 19.48%
1982 £5,502m 21,10%
1983 £5,838m 22.38%
1984 £6,132m 23.51%

1985 £6,090m 23.35%

Source: National Institute Economic Review, March 1978.




