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The propesal for o New Interncational Economie Order adopted
by the General Asscermbly of the United Neticns townrds the end of 1974
was primarily a political exrressicon of the growing dissatisfaction
among the countries cof the Third World with the processes of decieion
making in intermatiocnal economic affairs and the dominaticon of the
advanced industrial countries over these processes, The inadequacies
and irequities arising therefrom had become blatantly obvicus in the
failure to fulfil even the modest targets set earlier in regard to
development assistance, in the refusal to countenance and kind of link
between methoas of supplementins international liquidity and metheds
of strengthening the channcls for such resource transfer, and in the
tendency to enla£ge the crecs of pretectionism along with the inte-
gration of the econcmies of dev' loned countries. The disarrzy of the
international monetary system following the break-down of the Bretton
Woods regime in 1972, and the apparent success ~f the OPEC countries
in asserting their cconomic ‘and prlitical power in 1973, appeared
therefore tc be factors favourable to a reconsideration of the entire

basis of international economic relations,

This expectation turned ocut to be premztiure for a number of
reasons. In the first place, the immediate effect of the breakdown

of the Bretton Woods Syatem was tc widen rather than narrow the range

+Paper prepared for the Scuth-South Conference in Beijing on April
4 to 7, 1983 sponsored by the Third World Foundation for Social
and Economic Studies (London) ~nd Chinese Acadeny of Social Sciences

(Beijing)



of options available to the most advanced capitalist countries;

this opportunity was used tu elimin.te restrictions on international
movements of private capital, and thereby develop supra-natioral
money and capital morkets unfettercd by any national authority or
internationzl understanding. Seccndly, fhe unpreccedented volume of
funds that accrued te the OPEC countries, together with their ine
experieﬁce in finding suitable investment outlets, helped to enlarge
the resources available to these supra=nntional markets to o degree
that was totally unexpected; consequently the economic and financial
power that could be exercised through these markete by the countrics
in dominent positicone was enhanced rather then diminished, and this
also strongthencd those who were opposed to any greater reliance being
rlaced on internoticnal instituticons as development medin. dbove all
the inflationary pressures wﬁich zathered momentum in the subsequent
years created an environment ir which intcrest in longer term issues
and perspectives was foreshadowed by shorterun censiderations. In
essence these have been the main reasons for the stalemate in global
discussions since the middle of the 1970's, despite initiatives made
by Third World countries (such as at Arusha) for a fresh appronch

towards internationzl monetary and financial arrangements.

However, the experiencé of the last decade, and more parti-~-
cularly the global slump thot hes now assumed grave proportions,
have revealed a number of contradictions and conflicts of intercat
which mast render unviable any npproach that does not ‘take' into acccunt

the necd for concerted internaticnal efforts. Bven within the Unitad



Stetes, the leading countrv in ne capitalist wor'd, there has
apparently developed a basic incompatibility between the policies

it necds te follow fur maintaining =2nd improving its competitive
positicn 25 an indnstrial power ond the policies it finds compelled
to follow for strengthening its finsneinl hegemony z2nd its investrent
activities abreoad., Importont diffcrences in pexception howve zlgo
developed between the Tnited Stetes and iic closest allies. Taken
together with the growing unemployment and world-wide economic stag-
nation, and the threat of an even mor: calamitous breakdown pracipi=-
tated by financial crisea, the case for initiating discussions on o
global scale is now being recognized even in quarters that were

hitherto ornnsed o it.

For such a resumption of discussions tco lead to tangible results
in the present context it is important hewever to have a cleor idea of
the factors underlying the global slump, of the ccnstraints it imposes,
and therefore of the feasible policy cpticns in the immediate future,
This paper cttempts to sct out scme preliminary thoughts cn these

issues.

L broed historical interpretation of the slwnp in capitalist
countries is thot it marks the end of a period of unprcecedenved growth
in productivity made possible by 2 special sct of circumstances following
the Second World War. Essentially this was a pericd during which the
technological and orgenisational ndvances made earlier in the United
States, and the patterns of consumption szo fostered, got transmitted

to and widely spread in about 10 to 15 countries. Thesc countries,



mostly in Western Eurore but including nalso othere such nos Japan
and fustralis, were already develcped industrially and had most

of the pre-rcquisites for achieving high levels cof productivitys

but their further pregress hnd been retarded by the twe World Wars
and the noliticel @nd econcmic upheavels in between. After 1945
they were brought topether in o variety of political, ecunomic and
military arrangensnts under the leadership of the United States, and
this provided the framework in which rapid gains could be made,
spurrcd forword by high retes of investment and phenome;al growth

in inter-country trading opportunitics. The high tide cof this great

post=War boom wes in the first half of the 1960's,

We have some brond dimensional estimates of the productivity
gains ochieved Ly these countrics in this way in the course cof two
decades. In 1950 the avermge output per worker in ten of thenm
(including Japan), valued ot the relntive prices prevailing in the
United States, was conly about half as mich ag in that country. In
the following period preductivity resec as fast as cever in the United
States, but the rote of incrcase was so much faster in these countries
that by 197C their mean ocutput per worker wns 7O per cent as high.
fictually in socme of them, such os in France, West Germeny and Japan,
where extensive technoleogical ungrading and modernization were under—
taken along with the rebuilding of industry after the War, the
differcnces in productivity were narrowed even more and the levels
in the United Statcs overtaken in the case of scome importont

industries. On the other hand, the gep was evidently nerrowcd very



much less in the case cof Britazin, which did not use the opportunity
to raise its rate of investment tc the extent required and lived
joyfully through the gocd times of the boom, only to find itself

handicapped with an increasingly obsolescent industrisl structire.

But this is only the beginning of the story, We need to
understand what brought this great post-war boom to an end, zni
above all with the reasons for the inflation that set in soon after-
wards, the continuing stagnetion and decline in economic activity,
and the apparent inability of the leading countries in the capitalist

world to act in concext and reverse these trends.

Many explanations have been put forward. Somc of the blame
the trade unicns in thesc countries for hiking up wages unreascnably
and the monetaiy and fiscal authorities for following policies that
made it posaible for prices and wages to rise cumulatively. Some hold
the OPEC countries responsible i'or unleashing waves-of rrice and cost
increases through sharp and successive hikes in the price of oil., Scre
others have taken the view that, below all these phenomenz on the
surface, are the uncontrolled activities of oligopolistic enterprises
(including multi-nationsls) seeking higher profit margins regardless

of what happens to prices, cutput or employment.

What all these explanations have however left out of account
are the important developments that adversely affected the competitive
power of American marmufacturing industry towards the second helf of

the 1960's, the policies followed by the United Stztes thereafter to



overcore the handiecaps on thiz secount, the censequences these
policies hrd on the world economy, and how they have all contri-
buted very materially to the present glcbal slump, The main
links in this chain of develcpments can be briefly summarized

as followss

(i) the industrial dynamism of the Unitod States,
hitherto resting heavily on stecl and cheap
sourcos of energy, w-os seriocusly undermined
from the middle of the 1960s by both obscle=-
sence of the ecrlior steel technology®™ ond by
the subsequent risc in encrgy costs;

(ii) in the absence of & compensating technological
braak-through, not only did industrial produ-
ctivity cease to grow at the same rate as before,
but the trend of rizing wages, set rmoving in the
earlier period of rapidly increasing productivity,
raiscd unit labour cests and cut quite significantly
intc the relative share of profits in U,S. industrys

#In popul~r literature, Puter Drucker was perhaps the fixst to
point out very clearly towards the end of the 1960's that the
stecl=making processes emb: 'icd in the existing industry had
become grossly unceoncmicel, MNothing was more oxpensive, he
cbserved, than crecating high temperatures; and yet these
processes Ainvolves such creation of high temperatures three
tines over, only to quench them immediately thoreafter (which
was just as expensive as heating). No less cxpensive in terms
of cost and effort was moving of heavy weights, and yet in steel-
meking hot melted stecl in highly corrosive form had to be moved
again and again over long distances. To regain its growth
dynamics, he added, the cost of steel would have to be lowered
by at least onc=third, and such a technological :rews tilon

in steel meking had only just begun. Cf.,Peter Dz The
hira Af Niarrntivmdtr (1968Y).



(iii) since the newer inunsirinl structurcs of countries
like Japan had incorpvorzted the morz efficient
steel technology,+ oné were morcover better designed
to save energy and cthey input cosis, Jmorican
industry also suffered gerisus setbacks in its
compatitive strength relatively to thesc countrics,
and could not therefore meintoin its position without
the support of extroneous weassures such as devaluation
of the dollar and varioua forms of prioference and
protection;

(iv) at the same time, thc decline in the profitability
of industry within the United States, together with
the prespect of earning higher returns abroad opened
up by American multi=-rationals, stimuloated = consider-
able outflow of capital, particulerly after the middle
of the 1960's; anc this process wes Leen enormously
helped by the dominant rpositicn of the dollor as
reserve currency after 1971, the repid srowth of the
Emro—currency nerkets in the following years, ~hd
above all by the ability of the United States with
its political, wilitary and financial power tc attract
and recycle through fmerican benks a very high propor-
tion of the dcllars paid out to OFEC countries;

+Since Japen hemon the phenomencl expansion of its steel irdustry
rather latc, it hes been =ble to adopt the new oxygen process
(2 major step, as Peter Druc 'r pointed out, towards converting
steel=-makins from » mechenicn: ti a cheriesl industry) a3 well
as the new technigue of 'contimcus casting' ("which elininates
wastes of temperature and substitutes gravity flow of rew stecl
te and through tho finishing equipment for the exmensive and
dangerous lifting, hauling, and moving of individual batches"),
Morzover the new gigantic steel plants of Japan are lcecated
near deep-water poerts where iron vre can be transported to and
unloaded at relatively low cost.



(v) Consequently, whil~ . rnos c¢ornornte profits from
domestic mamufrcture in the United States amounted
tc less than 375 Lillicn in 1980 (just about 5 per
cent of its pgross national productg, th: gross
profits of financinl compenies (excluding Federal
Rescrve Banks) were nearly %19 billion and the
corpornte prafits earned 2broend amounted to over
%31 billicng the lost two added up therefrre to
as much 28 twe—thirds of the first in 1980 (whilc
they amounted to only one=fifth in 1950 and zbout
one~-guarter even as late as 1965), rcflecting the
censiderable growth in importnnce of financiel and
external business interests relative to that of
manufocturing intervsats within the country during
the last decade and o half: and lastly,

(vi)while the decision te float the dollar carly in
1974 faciliated the cutflow of privete capitol fren
the United States (without in fnet any surpluses
on currant account tc back it up), and at the same
time helped to improve the competitiveness of
American manufacturing industry (through the con-
siderable depreciaticn in its vnlue compared to
currencies such ns *h: deutsche merk and the yen),
it also cuntriluted substantially to escalation
of inflaticnary pressures the werld over and to
serious weakening of confidence in the dollar as
a reserve arnch (which got reflected in sharp rise
in gold prices), onl thus required from the late
1970's the adoption f severe deflaticrary policics
which have had grave repercsussions orn investoent
and emnployment within the Unitsd States znd abroad.

In cther words, though impertant segmerts of the industrizal
gtructure of the United States can maintain their external competi-
tive power only if the valuve of the dollar in terms of currencies
like the deutsche mark nnd yen is allowed tc depreciate considersbly,
this his been found tc affect adversely the confidence ir. i
reserve gsset and thereby the financial power the country is
to exercise the world over: consequently it hne ULy slages drif
towards policies that help to retain its financial hegemony ot

cost of promoting deflationary pressures within the country and



ovutside., Essentially this unosition hes to be reversed if a
process of strong revival is to be Initiated arnd sustained in
countries within the capitalist sphere, But this depends as

much cn pclitical processes within the United Statcs as outside,
and there are therefore nho easy solutions one can suggest. The
practical question now is what can he attempted meanwhile, perti-
cularly by Third World countries in defence of their interests
with 2 view also to cxpediting the political processes on a glotal

scale.

One source of hope perhaps 'is that some of the policies the
United States has been fullowing in defence of its finmncial
interests have themsclves proved to be deterimental to financial
stability (as was particularly clear during the recent crisis in
Mexico). Since help as lenders of last resort may be essential for
even Lig American banks to ccpe with such situstions, the United
States moy Le more willing than it has been hitherto to countenance
the expansicn of resources available to institutions like the Inter-
national Monetary Fund and the World Bank, However, even if scme
progress in this direction becomes possible, it would make a signi-
ficant difference only if it leads to a substantial addition to the
resources available to the countries of the Third World after meeting
debt service obligations,and if they are available for produ~’
investment without being hemmcd in hy various restrictive con ns
affecting crucial policies and priorities. The prospects for ¢

rescurce transfer through multilaterzl agencies are as yet far f
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bright, and this is likely to rorzin sc as long 2s the policies
followed by the United States are governed primarily by the

prospects offered by its global financinl hegemony.

In the circumstances the most promising line of advance
now appears to be through the formation of grcups of countries,
wilth some complementarity in economie structures and mutually
compatible objcctives, for building up altérnative modes and
systems of cooperative action. They could be constituted
partly on o regional or sub=regional bnsis but need not be wholly
s0 since considerations cf complementarity and compatibility could
be stronger between countries belonging to different regions., What
is important is that the countries wanting to fcrm a group should
perceive sufficient commonality of interests in promoting trade
and other economic relationships among themselves tu pool together
agrecd proportions of their respective foreign exchange reserves
and set up a payments union for the settlement of mtual trans-= '
actiong with minimal use¢ of the currencies of countries not belonging
to this group. If several systems of this kind =re set up around
different groupings of countries, on however modest a scale initially,
a begimming will have been mode net only towards removing by stages
some ¢f the existing foreign exchange oonstraints on rutually desired
eccncmic relationships but in the search urgently needed to find
acceptable substitutes for key currencies such as the dollr e
maximum extent feasible within the present framework. To cent

that the use of key currencies is dispensed with in intra-uni
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transactions, and the exchange margins and other cests levied on
gperations involving these currencies are saved, there are alsc
other considerable direct cecnomies toe he secured through such

arrangements,

Efforts to develop such payments unicns in the past,
particularly when confined to developing countries alcne, have
not always ccme up to expectations even'though they succeeded in
accelerating trade amongst such countries to a certain degree. But
the important difference hetween such efforts and what now appesrs
feasible is the prospect of assceciating muy industrially advanced

countriee along with the less developed in these unions.

In fact the scope for thﬁ form:.tion of such independent
payments unions is likely to be now very much greater than it wos
aven 2 decade ago, 28 several advanced countries such as France,
Sweden, Italy, Canada and possibly even West Germany end Japan that
are under strong deflationary pressure could gein significantly from
participating in them along with countries of the Third World which
are under similsr pressure, It might be possible also tc link the
trade and payments arrangements zmong the socialist countries with
payments unions of this kind tc promote greater trade and closcr

economic ccoperation,

As 2 number of ruserve systems are developed as part of
payments unions, in response to the requirements and cocllect

interests of different groups of countries, opportunities can
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open up for freming investiment programmes brsed tc a lzrge extant
on the rescurces within each grcoup but supplemented by resource
flows from dther ETOUp8 Or from:the existing conventiconal scurces,
These arc possibilities that will need to be explored at cach stoge
in thellight of experience, cven though it may be wise to set the
sights lower initially and procecd step by step. What is important
to bear in mind is that the widening of the scope for ench group

te invest its rescurces in its own development programmes or in

the programmes of other such groups, in consultation with each
other, could prove tc be an important way of utilizing the foreign
exchange reserves of these countries to their own mtual advantage
instead of making ghem available to the most advanced countries
through their financial structures for use in whatever manner
appears mest aldvantageous to them as has been largely the case so
far, To the extent those possi%ilitics are realizable, the power exercised
throuh existing financial structures can alsc therefore be signifi-

cantly scaled down,

Since any raéical refcrm of the international monetary systen
is necessarily ccnstrzined by the unwillingness of prospective surplus
countries to accept a‘world-=wide voting system in respect of the
consideréble resources they would have to contribute to the functioning
of such a system, and a regime deminated by a few key currencies as now is
open to both instability and abuse, Professor Robert Triffin had
visualized even in the 1960's a decentralized reserve system built

up along these lines as a necessary stage in the evolution towards
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& more tiuly intornationnl men.tasy system.Ht The objective
conditions were hcwever not foviurable eﬁuugh then £ mich
progress to be mnde in this direbtion. With the fast-spreading
Zlobal slump ~nd the predicamont now freing both the advancad
countries and the not-so=develeoped countrics the circumstances

are perhaps now much more faveurshle, In any case it appoaré

to offer today the cnly substantial defence for mest countries
azainst an internaticnal monetory system bordering on near-anarchy

and subserving the interests of a very privileged few.

K.N. Raj

December 13, 1982, Centre for Development Studies
Trivand%pm

®Robert Triffin, "Menectary lspects of International Economic
Integration", Lcta Oeconcmica, Vol,3, 1968,
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