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THE GLOBAL SLUMP AND "RULES OF THE GAME"M

Whether we call it a recession, a cdisorder or a slump doos
not really matter very muchj; what is important, and beyond dispute
now, is that it is global in its reach end has assumed serialtis pro-
portions. 1 propose te address myself therefore to two questians:
first, what does this slump signify? and second, what are therafore
the "rules of the game" in international economic relations tcday

and the implications for the policies we follow in India?

If we go by the recorded trends in growth rates, the socialist
cauntries have heen evidently affected no less than the capitalist,
According to a recent United Mations estimate, the average rate of
grouth of output in the middle of the 1960's was nearly 73 per cent
per annum in the formex (i,2. in the sc-=callad 'centrally rlanned
economi.s') and 5% per cent per annum in the latter {i.e. in both the
'developed market sconomies' and the 'developing economiesf). By the
latter half of the 1970's thess rates had fallen in both o around
4 per cent per annumj in 1981 the increase in output was 2elow 2 per cent
in the socialist countries, less than f} per cent in the advanced capi-

talist countries, and just over ? per cent in the develoiing countries,

The sharp decline in growth rates in socialist ccuntriss is

certainly significant, and needs to be investigated and studied very

»
This is the script prepared for the Sir Purshothamdas Thakurdas Memo- '

rial Lecture ("in honour of an eminent banker, statesman and patriot")
to be delivered under the auspices of the Indian. Institute of Bankers
at Bombay on December 6, 1982, It is not to be released or guoted
from bafore that datn - K.N.Raj,



carefully., It would be however ¢ mistake to infer, from the more or
less parallel movemsnt in the growth rates'obserued, that the reasons
for the deceleration have been tho same as those that have brought it
about in the capitalist markst cconomies. The available literature an
the Soviet Union points to some of the possible reasons for deceleration
such as shortage of manpower, obsclescent technology, shortfalls in
agriculture, and insufficient motivation for raising labour productivity;
but we do not still know enough to be able to offer any firm hypotheses

with adequate empirical foundation.

The economic rosponse to such deceleration in growth rates
cauld also be very different in socialist countries, For instance,
while standards of cansumption may be allowed to suffer, it is highly
unlikely that either the levels of employment or rates of investment
are cut down._ In an effort to raise growth rates, the rates of invest-
ment may even be raised and imports increased to the extent necessary
to sustain them. What repercussions all those will have on countries

like ours is therefore by no means clear,

For these reasons I shall leave out of account the slow=down
in the socialist countries and confipe the rest of my cbservations
largely to the'slump in the capitelist world. Here we are on more
familiar territory, though the characteristics of this slump are in
some important respects very different from those associated with

slumps earlinor,

A broad historical interpretation of the slump in capitalist
countries is that it marks the end of a'pariod of unprecedented growth

in productivity made possible by a special set af circumstances following



the Sescond World War. Essentialiy this was a period during which
the taschnological and organisationgl advances made earlier in thao
United Statas, and the patterns of consumption so fostered, got

transmitted to and widely spread in about 10 to 15 countrias,

Thésa countries, mostly in Western Europe but including also
others such as Japan and Austrélia; were already devoloped industrially
and had most of the pre-requisites for achieving high levels of pro-
ductivity; but their further progress had been retarded by the two
World Ware and the politiczl and economic uphoeavols in between,

After 1945 they wers brought togethor in a variety of political, econge
mic and military arrangemen*s und-i the loadership of the United States,
and this provided the framework in which rapid gains could be mada,
_spurred forward by high rates of investment and phenomonal growth j
inter=country trading. opportunitiss, The high tide of this great

post=War boom was in the first half of the 1960's.

We have some broad dimonsaanal estimates of the productivity
gains achieved by these countries in this way in the course of two
decades, In 1950 tho averagoc output per worker in ten of thom (including
3apgn), valued at the relative pricas prevailing in the United States,
was only about half as much as in that country., In tho following period
productivity roge as fast as over in the United States, but the rats of
increases was so much faster in these countries that by 1970 their me@n
output per worker was 70 per cent as high. Actually in some of them,
such as in France, West Geormany and Japan, where extensive technological
upgrading and modarnization werse undertaken along with the rebuilding

of industry after the War, tha-diffarancaa in productivity were narrowad



evan mare, On the ather hand, the gap was -ovidantly narroued very
‘much less in the case :of Britain, which did not raisoc its rats of
investmsnt to tho gxtsnt required and lived joyfully through the
good times of tho boam, only to find itself handicapped with an

increasingly obsclescent industrial structurs,

But this is only tha peginning EF the story. We are intcrosted
in vhat brought this great post-war boom to an end, and abovo all with
the reasons for tho inflation that set in soon afterwards, the con§if
nuiﬁg stagnation and decline in economic activity, and the apparent
inabillity of ths lsading countries in the capitalist world to act in

concert and roverse these trends.

Many explanations have of course been put forward. Somo of them
blame the trade unions in those countries for hiking up wages unrsasona-
bly and the monestary and fiscal éuthuritias for followinc policies
that made it possible for prices .nd wages to rise cumulatively. Among
them, tho 'monetarists' believo that the original sin was in letting
_the stock of primary money supply incroase at a faster rate than output!
and that everything will bo all right onco control is achieved over
this crucial variable. Some hold tha OPEC cbuntrios responsible for
unleashing waves of pr;ce and cost increasos through sharp and successivae
hikes in the prics of oil, Some othars iake the view that,bolow all
these phenomena on the surface,arn the uncontrollod activitios of 0ligo=-
polistic enterprises (including multi-nationals) secking higher profit

margins regardloss of what happens to prices, output or smployment.



A simplo intorpretation of all this could be of courso that
thay reflect the magnitudo and complexity of the crisis now afflicting
tho capitalist world. And no doubt such an observation is not unwarrantcd.
‘Howovor i£ on1d bo 2n explanation of only tho curront differcences in
porcoption, and of tho confusions and uncortainties surrounding them,
not of the underlying trends in the capitalist aconomias which havo
given riso to those phenomona, And certainly it offers no clue to

what tho futuro holds and what its possible implications arc,

Only fools rush in whora angels fear ta tread, so the saying
goes, Ono has to bo therefore wvery circﬁmspoct in offering any altor-
native oxplanation, Cortainly wo are too near tho ovents tao bo able
to comprehond them fully and understand theoir meaning and significance
in propar historical perspective., At tho same time it is ossantial
to havo some kind of a working hypothesis, consistent with whatever
we knowg and it is thorefore in this spirit, with all the dya quali-
fications and reservations, that 1 shall present such a ‘hypothasis

here.
This hypothesis is eimply that, for a variety of reasons, thepg

has developed a basic iﬁcompatibility in the United 5States, the leading
country in the capitalist world, between the policies it needs to follow

for maintaining and improving its competitive positiocn as an industrial

power and the policies it finds compelled ta follow - .
for strengthoning its financial hogemony and its

investment activities abroad, It rests essentially on the following

propasitions for which considerable empirical ovidence is available:



However, not only has therc been no consonsus of opinion among
professional economists on theso difforent diagnosas of tho malaiss
but even practical men of affairs, who are croditod with greater intui-
tive undorstanding, havo failed to show much coherence and consistoncy
in thoir pronouncemgnts, This has boon the case particularly in the
United States in rocent yoars, What is ono to make, for instance, of
President Reagan caming ocut this year with the largost budget deficit
in tho history of theo Unitod States after prociaiming that tho total
elimination of such doficits was the contre=pioce of his anti-inflationary
programme? Or how is one to intorpret the oracular observations of
Chairman Volcker of tho Fedoral Reservec on monoy supply and interest

rates in the United States?

Thoro are seoveral other mystifying features in tho global scens
today which seem to defy any logically consistont oxplanatiaon. For
instance, why has the exchange valus of the dollar remained sa high in
tho last two yoars when tho United States has had largo deficits in its

in commoditics
oxtornal tradq[and the probability of a downward drift in its valug has
beaen not inconsiderable? If this was on account of tho very high
inteorest ratus maintained in the United States during this period,
stimulat®ng large inflows of capital from abroad, why did not its valuo
drop whan those interest ratos wore rocently allowed to fall quite
sharply? What can oxplain the considerable doclino in the valuo of tho
yon pracisely at this point, even though Japan has boen piling up an
onormous trado surplus? And what moaning is one to see in the political
crisis in Japan over apparontly nothing moro than the centinuing deficit
in the govornmont budget {obscrbing hardly onc=-sixth of the country's

gross saving, which itself is as high as one=third of its grass national

product )?



(1) the industrial dynamism of theo Unitod States,
hitherto resting heavily on steeol and cheap
sources of onergy, has beon seriously under=
mined by both the obsolesence of the earlisr
steol technolugy* and by the more recent riss
in energy costsj

(ii) in the absence of 2 componsating technologicel
break-through, not only has industrial productivity
ceased to grow at the same ratoc as before,but the
trond of rising wagos, set moving in the period of
rapidly increasing productivity, has raised unit
labour costs and cut quite significantly into the
rolative share of profits in U,S. industry;

(iii) since the newer industrial structures of countries
like Japan have incorporated the mora efficient
steal technology,* and are moreover better designed
to save enorqy and other input costs, American
industry has also suffered serious setbacks in its
competitive strength, and has boen therefore unable
to maintain its position without ths support of
extraneous measures such as devaluation of the
dollar and various forms of preference and protectiong

(iv) at the sams time, the decline in the profitability
of industry within tho United States, togeother with
the prospect of warning highor returns abroad opened
up by American multi-nationals, hava stimulated a
considerablo outflou of capital, pesrticularly after

In popular litcrature, Pctor Drucker was perhaps tho first to point out
vary clearly towards the ond of tho 1960's that tho stoocl-making processeas
embodied in the existing industry had become grossly unoconomical, Nothing
was moro expensive, he obsorved, than creating high tsmpocraturesy and yet
these procossos involved such creation of high tempcraturcs threc times
ovar, only to quanch them immediately thereafter (which was just as expens
siva as hoating). WNo loss expensivs in terms of cost and effort was
moving of heavy weights, and yot in stesl=making hot moltod stcel in
highly corrosive form had to bec movod again and again over long distances.
To recein its growth dynamics, he added, the cost of steel wodld have

to be lowsrod by at lpast one=third, and such a technological ravolution
in steel moking had only just begun. Cf. Peter Drucker, Tho Agqo of
Discontinuity (1968),

Since Japan bogan tho phenomenal expansion of its steol industry rather
lato, it has been able to adopt the now oxygen process (a major step, as
Poter Drucker pointed out, towards converting steel=making from a
mechanical to a chemical industry) as well as the new technique af
'contirwous casting! ("which eliminates wastes of temporature and
substitutes gravity flow of raw steel to and through the finishing
oquipment- for the expensive and dangerous lifting, hauling, and maving

of individual batches")}. Morcovor the now gigantic steel plants of
Jaopan arc located near deep-water perts where iron ore can be transported
to and unloadod at ralatively low cost,



tho middlo. of the 1960'sg and this process has

bpon cnormouczly heldecd by tho unguestionned
position of the dollar as reserve currency after
the' liguidation of tho Bretton Woods reogimo in

1971, tho rapid growth of the Euro-curroncy

markets in the following ysars, and above all by

tho ability of the Unitod States with its politicel,
military and financial powor to attract and recycle
through Amorican banks a vory high proportion of

the dullars paid out to OREC countries;

(v) consequontly, while gross corporate profits fram
domostic manufacturc in the United Statos amounted
to less than § 75 billion in 1980 (just about
S per cont of its gross national preduct), the
gross profits of financial companics {oxcluding
Foderal Reservo Banks) wero nearly $ 19 billicn
and the corporate profits oarned abroad amountod
to ovor $ 31 billion; tho last two addod up
therefore tc as much as twoethirds of the first
in 1980 (while thoy amounted to only cne=fifth
in 1950 and about cne-guarter cvon as late as 1965),
roflecting tho considerable growth in importance
of financial and oxternal businoss interests rolative
to that of manufacturing interests within the
country during tho last docade and-a halfy and
lastly,

{(vi) in tho light of thoso developmonts, thore has
ovidently emerged in the Unitod States a fairly
sharp conflict of .nturcsts betwoen- those who are
primarily councerncd with manufacturing within tho
country, for whom a much deprecicted dollar and
lowor intorost ratcs would help greatly to improve
thoir compotitive position and promote tho urgently
required increases in invostment, and those whoso
concarns are primarily linked with the supremacy of
the dollar in the financial markets of tho world fdéx
which it is highly cusirable that it retains a high
and stable external valuo,

This intarpretabion of rocent devoleopments in theo United
Statos over tho last decado may appoar rathor osoteric and strange;
but they zare baéicaliylhot vary differant in character and direction
from the dovelopments in Britain a century ago when tho innovations

which had propolled its industrial revolution got oxhausted, Tho

already low rato of net investment within the British economy at that



timo (no higher than 5 por cont of its national income in the last
quartor of tho 19th cantury) dipped still further, whilo savings began
to flow abroad in growing dimensions till the rato of foreign invost-
ment rose to nearly 8% peor cont of the national income in tho yosars

immediately precocding the First World War.

It was against this background that the Bank of England, with
its close association with the financial interests in the City of
London, was inclined to koop changing its Bank Rate in quick response
to gold movemants without much concern for the consagquences on the
domestic oconomy. It was alsc on account of this earlier tradition,
and extornal crientation, that Britain was so anxious to restore tho
old par, valuo of the pound sterling in torms of gold after the First
World War, dospite\all tho serious deflationary consequences in the

1920's Keynes had warnod against,

There are of course some .mportant differences betwesn the
situation then and now, and these differences arc parhaps crucial
for understanding the comploxitios and confusions that are so obvious
now, The United Statos cemmands in the first place a much wider range
of natural and scientific resourcos than Britain ever had, and thecrefors,
even though the problems it faces in rebuilding afresh the earliar
industries like steel appoer to bec formidable, the prodpects of a
now goneration of industrics emerging, based on new technology and
new sourcas of energy, and providing large and highly profitable
inuastmant‘outlats within the economy are very much greater, It still
rétains leadorship in soevaoral industries such as in the chemical,

machine=manufacturing, eloctrenic and aoro-space industries,
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For these reasons, the possibility of investment in domestic
manufacturing industry doclining in the United States and a high
proportion of savings saesking foreign investment is rather remote.

The rolo of American foroign investment, through its multi-nationals,
will be assentially tuv provide a cumplomontapy and supporting role to
the manufacturing industries within (thuugh, in the case of some of
tho industries that are not being rostructured, rencvatod or otherwise

roviwed, there could wsll be conflicts of intersst),

On tha other hand, with the dethronszmont of gold from the
international monectary system, and tho considerable economic, military
and financial powsr of the United States, tho prospects of its gaining
command over tho ontire world aconohy through the dominancc of the
dollar are now graaper than they cever were for Britain, In fact, in the
case of Britain, it was so rigidly tied to the gold standard, and the
system was operated with such smrll gold reserves of its own {(no more
than about £ 12 million in the last quarter of the 19th century), that
it enjoyed very littlec floxibility, Tho so=callod "rules of the game"
of the international gold standard trapped thd dominant pswer at that
time almost as much as those who were being dominated; Britain realized
it much too late, in 1931, by when its position as an industrial power

had bean so totelly eroded that it was net able to regain its supremacy.

The United Statos has loarnt this lesson gquite well and, when
President Nixon bocame a convert to Keynasianism and completely de=linked
the dollar from gold in 1971, what he vae declaring in effect was its

detarmination to make its own rules and change them as and when it suited
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its national intergsts, Gold was dothroned and in its place was

enthronod the dollar which by then, rather like President Nixon himself,
had deuaiopad ambiticus imperial intorests. It is not perhaps an accident
that this was the year whan he also called on Chairman Mac and started
forging a new political alliance that was to have far-reaching consequencos

on the balance of power in the world.

All this gave the United Statos a high dogree of maneouvrability
in oconomic and political affairs. it is not therefore surprising that
after agreeing in the lato 1960's to the creation of 50Fe (as a major
reservo ascet that countries could hold alternatively to the dollax) =
this was perhaps only s tactical copcession, in rosponse to the strong
French advocacy of an international monefary.systam based on gold ~—
the U'ritec States has sinda than shown no greast enthusiasm for building
up an alternative internationél monetary regime based largely on SDRs.
The International Monetary Fund cculd became a sericus embarassment if
given an opportunity to turn the tables and enforce "conditionalities
on the United States; so it was better to keep it in an sssentially
sdbsarvient positions, only enforcing the changing rules of the game

as required bv the United Stntasa.

The United States used its improved manoeuvrability, gained by
the dethronement of'gold, first to dovalue the dillar a little and then
to launch such a free float of its extarnal value that within two
years it was further devalued by ncarly 40 per cent in relation to the
deutsche marke This improved the compstitiveness of American manufo-

cturing industry so considerably that, along with the other measures
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taken at that time (such as increased government spending), there was
a phenomenal increase both in the exports from the United States and

in the quantum of corporate profits earnad from manufacturing.

Thus, the value of American merchandise exports, which never
exceeded 4 por cent of its gross national product all through the 1960'5,
roge steadily from 1972 and touched ncarly 8 par cent of tha gross
national product by the end of tho 1970's, Corporate profits from
manuf acturing, which had fluctuated around $ 40 billion per annum
beotweon 1965 and 1974, rose sharply thersafter to nearly $ 90 billiun
by 1979, The consequent upswing in the American oconomy increasod also
its imports and thereby holpod to revive economic activity the world

over ih tho second half of the 1970's,

The contribution that the devaluation of the dollar made te the
sharp inflationary pressures that developed during this periocd has not
been however sufficiently highlightod in the literaturc on this subject
(excopt in the writings of Profossor Robart Triffin), Since external
paymgnts on both current and capital account could bo freely made in
dollar (with all controls on ocutflow of capital removod garly in 1974),
and such dollar outflows became the basis of the phenomenal growth in
euro=-currency markets over which no control could bo oxerciscd by anyone,
they have been a major factor stimulating and supporting waves of spacula=
tien in tho commodity markets all over the world. Te the axtent they
also increasaed the foreign exchange rescrves of othor countries thaera
have boen secondary offects of onormous dimensions accoleorating the

upward movement of prices.
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In fact, it is the very large rise in pricas so induced all
along tho line that neutralized a substantial part of tho gains of
tho OPEC countrios from the first hike in oil price and provoked
thom to go in for ancther sharp hike in price in 1979, It needs to
be ﬁantionad hero that since imports of oil By other countrios wero
almost universally invoiced in dollars, and the dollar pricoes were
raisod as tho dollar got depreciated, the devaluation of the dollar
brought really no relisf to tha oil-importing countries, In due course
this mothod of pricing was adopted by exporters of many other commo-
dities. The belief that a system of floating esxchango rates would
insulate countries with appreciating currencies from the impact of
inflation olsewhore has theroforo boen disproved in practice to a very

considorablo dogreo.

Similarly, for tho same roasuns, it is not true that it is the
unreasanable wago domands ¢f laboi:r that havo been tho main forco bohind
the inflationary movemant in pricos oither within tho Unitod States or
olsswhoroes In goneoral svon tho organised labour in tho advanced capite-
list countries havo sought no more than rise in wages to compensate for
rise in consumer prices, and still not quite succesded in maintaining
their roal Wagos. What has basically croated tho problem is that
productivity has ceoased to grow in a wide range of industriss; and
under such conditions wago increasos {whatever the undorlying reasons)
do tond to affcct profits adversely ovon aftor part of tho incroasos
in cost ara passoed on through rise in product prices. Naturally, in
countries like Gormany and Japan, whero thoro hava beon continuing

productivity increases, theso problems have beoon very much undsr control.
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It is tho ecumulativo inflctionary movemont cousod by all thoso
‘factors within the Unitod Statos and outsido, and above all the doubts
that began to doveolop the world over about tho stability and reliability
of tho dollar as a rosorve assot (as its oxtornal valus continuod to
drift downwards), that causod a sharp rovarsal of policios in the
United Statos around 1980, It was all right to lut the oxtcrnal valuc
of tho doller drop as long as it holpod to improve the compotitivo
position of Amorican manufacturing industry at practically no cost to
tho United States, But whon the oxternal valuo of tho dollar slid so
low as it had by the ond of tha 1970's (reflectod, for instanco, in tho
deutscho mark-dollar oxchange rato falling to 1.8 in 1979 from its
oarlior levaol of 3,5 in 1971), and moroovor the prico of gcld suddenly
shot up to over § BOO por ounco (rufloctihg the apparently growing
proferonco of holders of financial assots for gold), the aignals woro
cloar and unmistakeable. Unless somothing very drastic was dono to
rostore confidaonco in its stability end intogrity, thorc was a roal
dangor of tho doliar gatting dothroned in favour of cithor gold, tha
monarch doposod oarlier still waiting in the wings (like somo othoer
doposad monarchs), or a domocratic and republican candidate in
the form of S5DRs within a fullwbloodod and truly international menotary
systom. This was obviously too terrible a prospect for any patriotic
American to viow with oguanimity, particularly sinco it would have
struck a body blow to tho fipancial and political powor wielded by

tho Unitod States,

Tho only way of preventing such a catastrophe was to mako it

cloar by any moans whatovor that the dollar was at lcast as stablo as,
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if not moro than, any othor fipancial assot including gelds This
rogquired gotting price rises within the Unitod States under control,
reqgardless of tho impact that the measurss taken for the purpose might
have on either manufacturing industry or omployment within the country,
Naturally, at this stage, tho 'monctarist' proscriptions had great
appeal, for what could be a more obvious selution than the traditional
one aof raising intorest rates sharply as the Bank of England would
have done if it had been forced into a similar predicament in the

late 19th century? Somghow tha vory simplicity of ‘'monctarism' makas

it politically vory saleable, dospite its totally fallacious premisos,”

*
Honry Kaufman, who is supposod to be the Guru of tho New York Stuck

Exchango, was content to go along with monatarism till he discovared
recently a conceptual problem and made tho follcwing obsarvations:
"Parhaps tho most significant concoptual problom with ‘*monctarism!
is the centinuously changing naturc of what we regard as monoy.
Financial innovation, which is primarily rosponsible for these changes
has boon encuuraged by the manotarist appreach. That is, moncterism
has raised the opportunity costs of remaining within the confines of
rogulation, Money, morcover, is always redofincd by the Federal
Resorve well efter any financial innovation has occurroed, Tho
central bank, consuoguently, is =lways playing catch-up, Since
Novomber 1978, the dafinition of money has been altored four times,
and the original concopt oxpanded by § 90 billion. WNevertheless,
this constantly redefined cntity continues to be a declining fraction
of nominal GNP", Cf. "Danger: Too Much Turbulence", Challenge, May-
June 19B2, This little bit of economic wisdom was in fact known

to Haonry Thornton, whc was closely associated with the City of

London noarly two centuries ago, As an active participant in the
monetary controversies of that time he had oxplained this very
claarly in a famous troatise published in 1802: ".....if bank

papar wore aboplished, a substitute for it wouwld be likely to be
found, to a certain degreo, in bills of oXxchango eeses.if bills

and bank notes wers sxtinguished, other substitutes than gold would
unquestionably be found... Banks would ba institutod, not of tho
description which now exist, but of the kind and numbor which would
sorve best to sparo both tho trouble of gold, and tho oxponce incurred
by the loss of intorest upon tho quantity of it in possessicn....s
Credit would still eoxist; credit in books, credit depanding on tho
testimony of witnosses, or the mers Uarbal promiso of parties",
Cfe An_Enguiry into tho Nature and Effects of the Paper Crodit of
Groat Britain. Unfortunately, whon reasont is roplacod by faith
curos, such lassans have to be learnt over and over again at the
gxpensa of millions of innocent people,
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With the sharp upward adjustment of interest rates in the
United States the movement of funds away from the dollar did get
reversaed, and not only was there a quick drop in gold prices but the
external valus of the dollar rose perceptibly (with the deutsche mark-
dcllar rate going up to nearly 2.3 by the end of 1981)., Since high
interest rates checked speculative holdings of commodities the infla=
tionary movement of prices was also checked to some extent. Howsver,
at the same time, high intorest rates had the offoct of precipitating
the collapse of business enterprises all ouor.and deterring the rﬁqﬁired
investment in manufacturing industry; moreover, tho rise in the external
value of the dollar adversely affected the compstitive position of many

traditional American industriose

if therefore high interost ratos and & much appreciatod value of
the dollar become a mere lasting featurec of U.,5. economic policy it could
lead to a process of "de-industrialization" in the Unitod States over a
periocd, much as in Britain whorc this procoss has resulted in widespread
closure of industrial enterprises and drastic reduction in industrial
employméht from nearly 12 million in 1966 to woll below B8 million by the
middlo ﬁf 1981, O0Of coursse, well befcre such a develapment, the powerful
interests that are hurt by the policy mry weil bring about its reversal .

in the United States.

There is much more that can be said and developed on this theme,
but I shall refrain from doing so for lack of t;mu. All I noed to add
are a few obsaruatinns about the futuré of the appa#antly contradictory,
policies that are being follomwnarl hy tha lnitad Statas, sinea that is what

matters most tn us at presant,
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In the first place, it would be clearly rather naive to take
literally the policy pronouncements of President Reagan or assume that,
when he saéks to raise defence outlay and cut taxes while talking of
doing away with big government and budget deficits, he does so out of
ignorance or stupidity. Ho must know that, when total ;oucrﬁment axpen=
diture is as high as one=third of the gross national product of the
Unitod States, it is pot going to be easy doing any of these things,

He must also kpow that sueh spending is now essential to keep alive

a large part of.Amarican industry (which is vital for contimuing poli-
tical support in the country) anq;ELild up some of the new genecation

of industries uwith the R & D and othor funds provided through the
defenco budget (since they are vital for the future), All he is
attempting to do therefore is probably to reassure some of the concerned
sections of American big busincss, in language they understand, that
they need not worry; this may scon contredictory te others, but it has

its own i.aternal political locic,

Similar considerations are perhaps alsc valid in the case of the
pronouncamants of Chairman Voleoker of th» Tedoral Reserve. If high .
interest rates in the Unitod States are striking at the root of American
financial intorests (as they wore baginning to recently in Maxico) thaey
will of course be brought down, irrospoactivo of what it costs and what
rules and conventions have toc be changod. But pleass-do not let us
say that too loud, in caso othors think that inflaticn will scon bo out
of centrol in the United States and tha confidence in tho future of the

dollar is thereby shakcn.
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This confidonce is a very irtagile thing that deponds largoly
on what the big husingss and financial interests in the world think
of it and does not always have necaessarily any athaor objesctive or
rational basis to it, This is so particularly bocause they in turn
depend for thoir guidance on all kinds of barometers in highly sensitive
and assontially speculativo markets (including the stock exchanges);
and here New York is particularly notorious for its propensitios. As
Keynss pointed out long ago, Yeven outside tho fiold of finance,
Americans aro apt to be unduly interested in discovering what average
opinion believes average opinion to boy and this national weakness
finds its nemesis in this stock markot....e.Speculators may do no harcm
as bubbles on a steady stream of enterprise, But the position is
serious when enterprisc bscomes the bubble on a whirl-pool of speculation®,
Unfartunatoly for the United States, from time to time Keynos like Marx

turns out to have besn perfectly right,

What I am trying to suggest thorefore is that the political
and economic leadorship in the United States is now walking on 'tight
rops trying to reccncile poworful conflicting interests within the
country and outside; that in spite of tho doctrinaire cloak thoy wear
they are perhaps, like the leadorship now‘in socialist countries,
e@gsentially pragmatic in outlook; that they understand very well that
the confidence in the dollar is sssentially a matter of providing the
right psychologicel and politicel appeel to those with largs financial
interasts; and that they will change the ruies of the gamo or bond any
rule (as they have done many times over and now again in the aftarmath
of the Moxican crisis) in suppart of thoir natioral and international

objoctives,
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At the same time, the gamr that is being played is a very
risky onoe It is not only that in the proesent maza of international
finance, basod on an enormous and cver=bloated structure of debts,
samething untoward can always happen, That may appear now to be the
mast seriaus threafg but the United Stataes has perhaps encugh resources
at its command to be able to scrapo through such crisis, A much more
soriaus cause for alarm is that tho game includos also playing with

ermamants of all kinds, setting poople against ecach other, and profi-

ting from that too. Armaments are indeed the biggest business now,

Wa know at our own cast the implications of this game in South

Asia, and we continpue to pay a high price for it. The pressures now
QBiﬁélappliod on Japan to davote a larger proportion of its rascurces
for-armaments and dafencé, and not-to protect its farm products so heavily
{so that Japan becomes very much more dependant on imports from the
Unitod Statas), are also part of this game; and this is no doubt a major
factor in the emerging politicalﬁre-alignments in Japan. In fact, since

| tha stakes of the game are vory high, there could even be strong tempta-
tion to start an cpen global conflict in which the United States and
the dollar can ba symbolized as the defondors of "democracy™ and

"freedaom",

There aro of course sufficient conflicts of interest batween
tha Unitod States and oven its closest partners for thom to sse through
this game and frustrate its roalization to the sxtent that it suits
them. The manner iﬁ which countries of Western Europe have defied the
" United States in the matter of thoir agreement with the Soviet Union

‘ natucal gas
on ﬂt!{pipe—lines is ample evidonce of such in=builft correctives within
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tho oxisting frame of internaticr~l political relations. Japan could
alsa prove to be a tougher nut to crack than some in the United States
now imagine, particularly if at on opportune time the Soviet Union were
to make somo political and economic moves attractive to Japan (which

it is in fact well placed to do).

Abova all,tho moves the Scviet Union and China have made
recently to come closor togother are full of possitilities for the
futures It is in fact not impossible to visualize ways of reconciling
conflicts of political and economic interests within East Asia that
could become increesignly acceptable to the Soviet Union, China and
Japan in tho face of some of the policios now being followed by the
United States. This has the potential alsc for removing the sharpsr
edges in some of the conflicts that have been plaguing both South=East

Asia and South Asia.

On the present outlook, thn factors underlying the global slump
soam unlikoly to fada away in the neay futuro. The conflicts of interest
between the older industrial structures of United States and Britain
and of the newsr and more efficient structures of France, Germany and
Japan can gat resolved only over a fairly long period of time, partictu-
larly since most aof them do not bolisve in the kind of planned investment
programmes that could have othorwise helped to accolerate the process,
Within the framework of ralations in which they are now operating, no
ona of them except the United Statas to some extent enjoys the flexibi-
lity sssential for following indopendent policios, Prasident Mitterand
is now discovering this at his cost, Since major changes in policy

reguire much moroe ayrwemsnt batwean tham than their interestsd now



21

permit, t.e process of fundamant:’ restructuring of the kind roquired
to rovive their economies in a sustained manner is liksely to take a
fairly long period, with many ups and downs,lasting at loast a dscade

but more probably the rest of this century,.

The intaernal conflicts of interaests within tho United Statss,
though perhaps sasier to be resolveod because there are very strong
commonality oftinterests as well (as reflectod in the traditional
notion of 'fipance-capitalis~'), may also take time to get sorted
out, In any case this depends on varicus political processass that
would be affected considerably by what happens meanwhile both in the

United States and in the raest cof the warld,

It is cortainly in tho intorests of the rest of ths world,
including us in India, to see that these various conflicts of interest
in the United States .and cutside find some kind of rescluticn that
would effactively stop the drift to war in the various continents now
in evidance, and creato over a period of time a new internatiunal
framswork in which all countriss, particularly those belonging to the
Third World, can develop rapidly without being suffocated and suppressed.

It is towards this end that evary affort has to be made now,

The Now International Economic Order, which tho countries of tha
Third World have been try;ng to promote over the last decads (with little
success), is too romentic in its concoption to be roalizable in the
near future, It is at bost a slugan for mobilizing political opinion
at the global level, There are however other possibilities, based on

sglf=intarcest
more realistic recognition of tho elements of powerdhnd Jdeology in the
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world at its presant stage of dove.opment. Soma hints of these
possibilities have been already givon, but they noed to be carefully
thought out in more concrete detail and abovo all mads into an

accoptable political and sconomic agenda for a large numbor of
countries,including not only those in the Third World who are able

to stand up to tho United States but also Soviet Union, China and

other socialist countries, and hopefully also somo countries in

Wastern Europe such as France, Swedon, Norway, and ltaly, (Wost

Garmany and Japan are porhaps still too clohaly tied up with tho

United States to cuntomplate a sarious bréak with it at this stagej; however

Canada may woll be moro responsiva),

Porhaps a first step in this direction could be mobilization
Coeperative
of political support in favour of a noe/brganisatinn of Non-Aligned
and Allisd Countrios (an the lines of the oarlier Organisation for
Economic Cooperation and Developmont set up in Eurcpe after the
Second World War), India can play a major role in such a cooperative

endeavour} and this could give a new and very relevant economic dimenw

sion to our traditional policy of non—alighment.

The fact that we ero now gotting heavily indebted to the Intor-
national Monatary Fund (which has takon the place of the Bank of England
in the old British Empiro) need not really mattor all that much, provided
we know how to play . the game according te our interests

rules
and, to the extent possible, get the [changed through collective action.

However that way doos not lie in splondrous waste of resources on the

"Asiad or in being taken in by the promiso of the wonders of modern
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technolegy and marketing that mul.i-rationals can bring (whethur in
the form of telovision sets and low=cost baby cars or through the
large foreign markects they will open up for us.). These arg the
kind of gamos that tho presont rulers of the United States would
lovo to see us got lost in, end thoy ﬁan only laad toc our ruin as

hoavy dabtors pulled by our nosoe.

To avoid this, wo shall havo to have a close look at some of
our policies to cut out all tho frills and frivolitios (not to mention
the political and economic corruptions) through which a high propaortion
of our scarce resources is now boing frittured awayj; and concentrato very
much more on selfwreliant developmont based mainly on our own capabi-
lities in scienceo, technology and erganisation. In other werds, we
negd to havo a more mature understanding of our weaknesses and strength,
The choice is thefa for us to make and act upon if we have tho poli.’

tical undaratanding and foresight to do so,

KeNeRaj
: Cantre for Develcpment Studies
Docomber 11, 1982, Trivandrum,
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