THE GLOBAL SLUMP AND “RULES OF THE GAME”
K. N. Raj

In this paper K. N. Raj, Director of the Centre for Development
Studies in Trivandrum looks at the background to the current recession
and discusses what he regards asg crucial international relationships in
this situation. Raj sees its implications for India, viewing it from the
perspective of a dominant force in the global economy; more particu-
larly, in a conflict of interests within the US and outside it with its
other partners of the developed market economies. He maintains that the
factors underlying the global slump seem unlikely to fade away in the
near future. Concluding that it 1s in the interests of all nations to find
some kind of resolution to these issues he suggests a broad line of
action. K. N. Raj, a respected Indian economist who had close con-
nections with Sri Lanka when worked with the Ceylon Dally News In
the late 1940’s, read this paper in early December 1982, at the Memo-
rial Lecture in honour of Sir Purshothamdas Thakurdas (the late 1In-
dian Dbanker and statesman), under auspices of the Indian Institute of

Bankers.

Whether we call it a recession, a
disorder or a slump does not reaily
matter very much; what is impor-
tant, and beyond dispute now, is that
it is global in its reach and has
assumed serious proportions. I pro-
pose to address myself therefore to
two questions: Afrst, what does this
slump signify? and second, what are
therefore the “rules of the game” in
international economic relations
today and the implications for the
policies we follow in India?

If we go by the recorded trends
in growth rates, the soclalist coun-
tries have been evidently affected no
less than the capitalist. According
to a recent United Nations estimate,
the average rate of growth of out-
put in the middle of the 1960's was
nearly 7§ per cent per annum in the
former (i.e. in the so-called ‘cen-
trally planned economies’) and 53
per cent per annum in the latter (i.e.
in both the ‘developed market eco-
nomies’ and the ‘developing econo-
mies’). By the latter half of the
1970’s these rates had fallen in both
to around 4 per cent per annum; in
1981 the increase in output was be-
low 2 per cent in the saclalist coun-
tries, less than 14 per cent in the
advanced capitalist countries, and
just over 4 per cent in the develop-
ing countries.

The sharp decline in growth
rates in socialist countries is cer-
tainly significant, and needs to be
investigated and studied very care-
tully. It would however be a mistake
to infer, from the more or less paral-
lel movement in the growth rates
observed, that the reasons for the
deceleration have been the same as
those that have brought it about in
the capitalist market economies.
The available literature on the
Soviet Union points to some of the
possible reasons for deceleration such
as shortage of manvower, obsolescent
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.
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The economlic response to such
deceleration in growth rates could
also be very different in socialist
countries. For instance, while stand-
ards of consumption may be allow-
ed to suffer, it Is highly unlikely
that either the levels of employ-
mernt or rates of investment are cut
down. In an effort to raise growth
ratds, the rates of investment may
even be raised and imports in-
creased to the extent necessary to
sustain them. What repercussions
all these will have on countries like
means

ours is therefore by no

clear.

For these reasons I shall leave
out of account the slow-down in the
socialist countries and confine the
rest of my observations largely to
the slump in the capitalist world.
Here we are on more familiar ter-
ritory, though the characteristics of
this slump are In some important
respects very different from those
associated with slumps earlier.

Characteristics of the Slump

A broad historical interpreta-
tion of the slump in capitalist coun-
tries 1s that it marks the end of a
period of unprecedented growth in
productivity made possible by a spe-
cial set of circumstances following
the Second -World War. Essen-
tially this was a perlod during
which the technological and orga-
nisational advances made earlier in
the United States, and the patterns
of consumption so fostered, got
tronsmittad to and widely spread in
about 10 to 15 countries.

These countries, mostly in West-
ern Europe but including others
su¢ch as Japan and  Australia,
were already developed industrially
and had most of the pre-requisites
for achieving high levels of pro-
ductivity; but their further pro-
gress had been retarded by the
two World Wars and the political
and economic upheavels in between.
After 1945 they were brought toge-
ther in a varlety of political, eco-
nomic and military arrangements
under the leadership of the United
States, and this provided the frame-
work in which rapld gains could be
made, spurred forward by high rates
of investment and phenomenal
growth in inter-country trading op-
portunities. The high tide of this
great post-war bhoom was in the
first half of the 1960’s.

We have some broad dimen-
sional  estimates of the producti-
vity gains achieved by these coun-
tries in this way in the course of two
decades. In 1950 the average output
per worker in ten of them (includ-
ing Japan), valued at the relative
prices prevailing in the United
States, was only about half as
much, as in that country. In the
following period productivity rose
as fast as ever in the United
States, but the rate of increase was
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so much faster in these countries
that by 1970 their mean output per
worker was 70 per cent as  high.
Actually in some of them, such as
in France, West Germany and
Japan, where extensive technolo-
gical upgrading and modernization
were undertaken along with the
rebuilding of Industry after the
War, the differences in productivity
were narrowed even more. On the
other hand, the gap was evidently
narrowed very much less in the case
of Britain, which did not ralse its
rate of Investment to the extent
required and lived joyfully through
the good times of the boom. only
to find itself handicapped with an
increasingly obsolescent industrial
structure.

But this is only the beginning
of the story. We are interested In
what brought this great post-war
boom to an end, and above all with
the reasons for the inflation that set
in soon afterwards, the continuing
stagnation and decline in economie
activity, and the apparent inability
of the leading countries in the capi-
talist world to act in concert and
reverse, these trends.

Many explanations have of
course been put forward. Some of
them blame the trade wunions in
these ccuntries for hiking up wages
unreasonably and the monetary and
fiscal avthorities for following poli-
cles that made it possible for pri-
ces and wages fto rise cumulative-
ly. Among them, the ‘monetarists’
believe that the original sin was
in letting the stock of primary
money supply increase at a  faster
rate than output, and that every-
thing will be all right once control
is achieved over this cruclal vari-
able,. Some hold the OPEC coun-
tries responsible for unleashing
waves of price and cost increases
through sharp and successive hikes
in the price of oll. Some others
take the view that, below all these
phenomena on the surface, are the
uncontrolled activities of oligopo-
listic enterprises (including multi-
nationals) seeking higher profit
margins regardless of what happens
to prices, output or employment.

However, not only has there
been no consensus of opinion among

professional economists on these
different disgnoses of the malaise
but even practical men of affalrs,

who are credited with greater intui-
tive understanding, have falled to
show much coherence and consis-
tency in their pronouncements. This
has been the case particularly in
the United States in recent years.
What is one to make, for instance,
nf President Reagan coming out this
year with the largest budget deficit
in the history of the United States
after proclaiming that the total

_ elimination of such deficits was the
- centrepiece of his anti-inflationary

programme? Or how is one to inter-

Reserve on money supply and inter-
Chairman Volcker of the Federal
Reserve on money supply and inter
est rates in the United States?

. There are several other mysti-
fying features in the global scene
today which seem to defy any logi-
cally consistent explanation, For
instance, why has the exchange
value of the dollar remained so
high in the last two years when
the United States has had large
deficits In its external trade in
commodities and the probability of
a downward drift in its value has
been not inconsiderable? If this was
on account of the very high inter-
est rates maintained in the United
States during this period, stimula-
ting large inflows of capital from
abroad, why did not its value drop
when these interest rates were re-
cently allowed to fall quite sharply?
What can explain the considerable
decline In the value of the yen
precisely at this point, even though
Japan has been piling up an enor-
mous trade surplus? And what
meaning is one to see in the poli-
tical crisis in Japan over apparent-
ly nothing more than the conti-
nuing deficit in the government
budget  (absorbing hardly one
sixth of the country’s gross saving,
which itself is as high as one-
of its gross national product)?

. . A simple interpretation of all
this couvld be of course that they
reflect the magnitude and com-
plexity of the crisis now afflicting
the capitalist world. And no doubt
such an observation is not un-
warranted. However, it would be an

explanation of only the current dif-

ferences in perception, and of the
confusions and uncertainties sur-
rounding them, not of the under-
lying trends in the capitalist eco-
nomies which have given rige to
these phenomena. And certainly it
offers no clue to what the future
holds and what its possible impl-
cations are.

A Working Hypothesis

Only fools rush in where angels
fear to tread, so the saylng goes,
One has to be therefore very cir-
cumspect in offering any alterna-
tive explanation. Certainly we are
too near the events to be able to
comprehend them fully and under-
stand thelr meaning and  signifi-
cance in proper historical perspec-
tive. At the same time it is essen-
tial to have some kind of a work-
ing hypothesis, consistent. with
whatever we know; and it is there-
fore in this spirit, with all the due
qualifications and reservations, that
{les;hall present such a hypothesis

e.

This hypothesis is simply that,
for a varlety of reasons, there has
developed a basic incompatibility in
the United States, the leading coun-
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try in the capitalist world, . bet-
ween the policles it needs to fol-
Ow for maintaining and improving
its competitive position as an indus-
trial power and the policies it finds
compelled to follow for strengthen-
ing its financial hegemony and {its
investment activities abroad. It
rests essentially on the following
provositions for which considerable
empirical evidence is available:

(I the industrial dynamism of the
United States, hitherto resting
heavily on steel and cheap sour-
ces of energy, has been serlously
undermined by hoth the obsole-
sence of the earlier steel techno-
logy (1) and by the more recen$
rise in enrgy costs:

(ii) in the absence of a compensating
technological break-through, not
only has industrial productivity
ceased to grow at the same
rate as before, but the trend
of rising wages, set moving in
the period of rapidly increasing
productivity, has raised unit
labour costs and cut quite sig-
nificantly into the relative share
of profits in US industry;

since the newer industrial struc-

tures of countries like Japan have

incorporated the more efficlent
steel technology (2) and are
moreover better designed to save

(1)

energy and other input costs,
American industry has also
suffered serious setbacks in

its competitive strength, and has
heen therefore unable to main-
tain its position without the sup-
port of extraneous measures such
as devaluation of the dollar
and varlous forms of bpreference
and protection;

(iv) at the same time, the decline in
the profitability of industry with-

in the United States, together
with the prospect of earning
higher returns abroad opened

up by American multi-nationals,
have stimulated a oconsiderable
outflow of capital, partlcularly
after the middle of the 1960’-s;
and this process has been
enormously helped by the un-
questioned position of the dollar
as reserve currency after the
liquidation of the Bretiton Woods
regime in 1971, the rapld growth
of the Euro-currency markets
in the following years, and
ahove all by the ability of the
United Stafes with its political,
military and financlal power to
attract and recycle through Ame-
rican banks a very hich propor-
tion of the dollars paid out to
OPEC countries;

(v) consequently, while gross corpo-
rate profits from domestic manu-
facture in the United  States
amounted to less than $75 bil-
lion in 1980 (just about 5 per
cent of its gross national pro-
duct), the gross profits of finan-
cial companies (excluding Fede-
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rai Reserve Banks) were nearly
§19 billion and the corporate
to over $31 billion; the last two
profits earned abroad amounted
added up therefore to as much
as two-thirds of the first in 1980
{while they amounted to only
onefifth in 1950 and about
reflecting  the considerable
one-quarter even as late as 1965),
growth in importance of finan-
cial and external business in-
terests relative to that of manu-
facturing interests within the
country during the last decade
and a haf; and lastly,

(vi) in the light of these develop-
ments, there has evidently em-
erged in the United States a fair-
ly sharp conflict of interests bet-
weeny those who are primarily
concerned with manufacturing
within the country, for whom a
much depreciated dollar and lower
interest rates would help greatly
to improve their competitive posi-
tion and promote the urgently re-
quired Increases in investment,
and those whose concerns are
primarily linked with the sup-
remacy of the dollar in the
financial markets of the world
for which it is highly desirable
that it retains a high and stable
external value,

This interpretation of recent de-

velopments in the United States
over the last decade may appear
rather esoteric and strange; but

they are basically not very different
in character and direction from the
developments in Britain a century
ago when the innovations which
had propelled its industrial revolu-
tion got exhausted. The already low
rate of net investment within the
British economy at that time (no
higher than 5 per cent of its national
income in the last quarter of the
19th century) dipped still further,
while savings began to flow abroad
in growing dimensions till the rate
of foreign investment rose to nearly

84 per cent of the national income
in the years immediately prece-
ding the First World War.

It was agalnst this background
that the Bank of England, with its
close assoclation with the financial
interests in the City of London, was
inclined to keep changing its Bank
Rate in quick response to gold
movements without much concern
for the consequences on the domes-
tic economy. It was also on account
of this earlier tradition, and external
orientation, that Britaln was 8o
anxious to restore the old par value
of the pound sterling in terms of
gold after the First World War,
despite all the serious deflationary
consequences in the 1920’s Keynes
had warned against.

There are of course some impor-
tant differences between the situa-
tion then and now, and these dif-
ferences are perhaps crucial for un-
derstanding the complexities and
confusions that are so obvious now.
The United States commands in the
first place a much wider range of
natural and sclentific resources than
Britain ever had, and therefore, even
though the problems it faces in re-
building afresh the earlier industries
like steel appear to be formidable,
the prospects of a new generation of
industries emerging, based on new
technology and new sources of en-
ergy, and providing large and high-
ly profitable. investment outlets
within the economy are very much
greater. It still retains leadership in
several industries such as in the

chemical, machine-manufacturing,
electronic and aero-space indus-
tries.

For these reasons, the possibility
of investment in domestic manufac-
turing industry declining in the Uni-
ted States and a high proportion of
savings seeking forelgn investment
is rather remote. The role of Ame
rican forelgn investment$, through
its multi-nationals, will be essen-
tially to provide a complementary

(1) In popular lterature, Peter Drucker was perhaps the first to point out
very clearly towards the end of the 1960’s that the steel-making processes

embodied in the existing industry had
Nothinz was more expensive, he observed, than creating high

grossly uneconomical.
tempera-

become

tures, and yet these processes involved such creation of high tempera-

tures three times over, only to quench them immediately

thereafter

(which was just as expensive as heating). No less expensive in terms of
cost and effort was moving of heavy weights, and yet in steel-making
hot melted steel in highly corrosive form had to be moved again

over long distances.

To regaln
cost of steel would have to ba lowered by at least one-third, and
a technological revolution in stecl making

added, the
such
just begun, cf.

its growth dynamics, he

had only

Peter Drucker, The Age of Discontinulty (1968).
(2) Since Japan began the phenomenal expansion of its steel industry rather

late, it has been able to adopt
out, towards converting steel-making from a

as Peter Drucker pointed

the new oxygen process (a major step,

mechanical to a chemical industry) as well as the new technique of
“continuous casting’ (‘which climiinates wastes of temperature and sub-
stitutes gravity flow of raw steel to and through the finishing equipment

for the expensive and dangerous lifting,
Moreover the new gigantic steel plants of Japan are

vidual batches”).

hauling, and moving of indi-

located near deep-water ports where iron ore can be transported to
and unloaded at relatively low cost.
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and supporting role to the manu-
facturing industries within (though,
in the case of some of the industries
that are not being restructured, re-
novated or otherwise reviewed, there
could well be conflicts of interest).

On the other hand, with the
dethronement of gold from the in-
ternational monetary system, and
the considerable economic, military
and financial power of the United
States. the prospects of its gaining
command over the entire world eco-
nnmy through the dominance of the
dollar are now greater than they
ever were for Britain. In fact, In
the case of Britaln, it was so rigid-
ly tled to the gold standard, and
the system was operated with such
small gold reserves of its own
(no more than about £12 million in
the last quarter of the 19th century),
that it enjoyed very little flexibility.

‘Rules of the Game’

The so-called “rules of the game” of
the international gold standard
trapped the dominant power at that
time almost as much as those who
were belng dominated; Britain rea-
ized it much too late, in 1931, by
when its position as an industrial
power had been so totally eroded
that it was not able to regain its
supremacy.

The United States has learnt
this lesson quite well and, when Pre-
sident Nixon became a convert to
Keynesianism and completely de-
linked the dollar from gold in 1971
what he was declaring in effecﬁ
was its determination to make {ts
own rules and change them as and
when it suited its national interests.
Gold was dethroned and in its place
was enthroned the dollar which by
then, rather like President Nixon
himself, had developed ambitious
imperial interests, It is not per-
haps an accident that this was the
year when he also called on Chalir-
man Mao and started forging a
new political alllance that was to
have far-reaching consequences on
the balance of power in the world.

All this gave the United States
a high degree of maneouvrability
in economic and political affairs. It
is not therefore surprising that
after agreeing in the late 1960’s to
the creation of SDRs (as a major
reserve asset that countries could
hold alternatively to the dollar) —
this was perhaps only a tactical
concession, in response to the strong
French advocacy of an international
monetary system based on gold — the
United States has since then shown
no great enthusiasm for bullding up
an alternative international mone-
tary regime based largely on SDRS.
The International Monetary Fund
could become a serious embarass-
ment if given an oportunity to turn
the tables and enforce “conditionall-
ties” on the United States; so 1t
was befter to keep it in an essen-
tially subservient position, only
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enforcing the changing rules of the
game as required by the United
States.

The United States used its im-
proved manoeuvrability, gained by
the dethronement of gold, first to
devalue the dollar a little and then
to launch such a free float of 1ts
external value that within two years
It was further devalued by nearly 40
per cent in relation to the Deutsche
Mark. This improved the compe-
titiveness of American manufac-
turing  industry so conslderably
that, along with the other mea-
sures taken at that time (such as
increased government spending),
there was a phenomenal increase
both in the exports from the Uni-
ted States and in the quantum of
corporate profits earned from
manufacturing.

Thus, the value of American
merchandise exports, which never
exceeded 4 per cent of its gross na-
tional product all through the 1960’s,
rose steadily from 1972 and touched
neally 8 per cent of the gross
national product by the end of the
1970’s. Corporate profits from manu-
facturing, which had fluctuated
around $40 billion per annum bet-
ween 1965 and 1974, rose sharply
thereafter to nearly $90 billion by
1979. The consequent upswing in
the American economy increased also
its imports and thereby helped to re-
vive economic activity the world
over in the second half of the
1970’s.

The contribution that the de-
valuation of the dollar made to the
sharp inflationary pressures that
developed during this period has
not been however sufficiently high-
lighted in the literature on this
subject (except in the writings of
Professor Robert Triffin). Since
external payments on both current
and capital account could be freely
made in dollars (with all controls
on outflow of capital removed early
in 1974), and such dollar outflows be-
came the basis of the phenomenal
growth in euro-currency markets
over which no control could be
exercised by anyone, they have
been a major Tfactor stimulating
and supporting waves of speculation
in the commodity markets all over
the world. To the extent they also
increased the foreign exchange re-
serves of other countries there have
been secondary effects of enormous

dimention accelersting the upward
movement of prices.
In fact, it Is the very large

rise in prices so induced all along
the line that neutralized a substan-
tial part of the gains of the OPEC
countries from the first hike in oil
price and provoked them to go in
for another sharp hike in price in
1979. It needs to be mentioned here
that since Imports of oil by other
countries were almost universally in-
voiced in dollars, and the dollar

—

prices were raised as the dollar got
depreciated, the devaluation of the
dollar brought really no relief to
the oil-importing countries. In
due course this method of pricing
was adopted by exporters of many
other commodities. The bellef that a
system of floating exchange rates
would insulate countries with ap-
preciating currencies from the im-
pact of inflatlon elsewhere has
therefore been disproved in prac-
tice to a very considerable degree.
. Similarly, for the same reasons,
it is not true that it is the unrea-
sonable wage demands of labour
that have been the main force be-
hind the inflatlonary movement in
prices either within the United
States or elsewhere. In general even
the organised labour in the ad-
vanced capitalist countries have
sought no more than rise in wages
fo_compensate for rise In consumer
prices, and still not guite succeeded
in maintaining their real wages.

What has basically created the
problem is that productivity has
ceased to grow in a wide range

of industries; and under such con-
ditions wage increases (whatever
the underlying reasons) do tend to
affect profits adversely even after
part of the increases in cost are
passed on through rise in product
prices. Naturally, In countries llke
Germany and Japan, where there
have been continuing productivity
increases, these problems have
been very much under control,
Doubts about the Dollar

It is the cumulative inflationary
movement caused by all these fac-
tors within the United States and
outside, and above all the doubts
that began to develop the world
over about the stability and reliabi-
lity of the dollar as a reserve asset
(as its external value continued to
drift downwards), that caused &
sharp reversal of policles tn the
United States around 1980. It
was all right to let the external
value of the dollar drop as long as
it helped to improve the competi-
tive position of American manufac-
turing Industry at practically no
cost to the United States. But
when the external value of the
dollar slid so low as it had by the
end of the 1970's (reflected, for
instance, in the deutsche mark-
dollar exchange rate falling to 18
in 1979 from its earlier level of 3.5 In
1971), and moreover the price of
gold suddenly shot up to over
$800 per ounce (reflecting the ap-
parently growing preference of hold-
ers of financial assets for gold) the
sienals were clear and unmistake-
able. Unless something very dras-
tic was done to restore confidence
in its stabllity and iIntegrity there
was a real danger of the dollar
getting dethroned in favour of either
gnld, the monarch deposed earlier
stil] waiting in the wings (like some
other deposed monarchs), or &
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democratic and republican candidate
in the form of SDRs within a full-
blooded and truly international
monetary system. This was obvious-
ly too terrible a prospect for any
patriotic American to view with
equanimity, particularly since it
would have struck a body blow to
the financial and political power
wielded by the United States.

. The only way of Dpreventing
such a catastrophe was to make it
clear by any means whatever that

the dollar was at least as stable.

as, if not more than, any other
financial asset including gold. This
required getting price rises within
the United States under control, re-
gardless of the impact that the
measures taken for the purpose
might have on eélther manufactur-
ing industry or employment within
the country. Naturally, at this stage,
the monetarist’ prescrintions had
great appeal, for what could be &
more obvious solutinn than the tra-
ditional one of raising interest rates
sharply as the Bank of England
would have done if it had been
forced into a similar predicament
in the late 19th century? Somehow
the very simvlicity of ‘monetarism’
makes it politically very saleable,
despite its totally falaclous premi-
ses. (3).

. With the sharp upward adinst-
ment of interest rates in the United
States the movement of funds away
from the dollar did get reversed. and
not only was there a ouick drop in
gold prices but the external value of
the dollar rose pereeptibly (with the
deutsche mark-dollar rate going up
to nearly 2.3 by the end of 1981).
Since bigh interest rates checked
speculstive holdings of commodi-

ties the inflationary movement of
prices was also checked to some ex-
tent. However, at the same time,
high interest rates had the effect
of precipitating the collapse of busi-
ness enterprises all over and deter-
ring the required Investment 1in
manufacturing industry; moreover,
the rise in the external value of the
dollar adversely affected the compe-
titive position of many traditional
American industries.

If therefore high interest rates
and a much appreciated value of the
dollar become a more lasting fea-
ture of U.S. economic policy it
could lead to a process of “de-in-
dustrialization” in the United States
over a period, much as iIn Britain
where this process has resulted in
widespread closure of industrial en-
terprises and drastic reduction in in-
dustrial employment from nearly 12
million in 1966 to well below 8 mil-
lion by the middle of 1981. Of course,
well before such a development, the
powerful interests that are hurt by
the policy may well 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 time. All I need to add are
a few observations about the future
pf the apparnetly contradictory
pnlictes that are belng followed by
the United States, since that is what
matters most to us at oresent.

Contradictory Policies

In the first place, it wonld be
clearly rather naive to take literally
the pnlicy pronouncements of Presi-
dent Reagan or assume that. when
he seeks to raise defence outlay and
cut taxes while talking of doing
away with big government and

(3) Henry Kaufman, who is supposed to be the Guru of the New York
Stock Exchange, was content t0 go along with monetarism till he dis-

covered recently a conceptual problem and made the following
‘Perhaps the most significant

vations:
‘monetarism’

obser-

conceptual problem with

is the contlnuously changing nature of what we regard

as money. Financial innovation, which is primarily responsible for
these changes hag been encouraged by the monetarist approach. That is,
monetarism has raised the opportunity costs of remaining within the
confines of regulation. Money, moreover, is always redefined by the
Federal Reserve well after any financlal innovation has occurred. The

central bank,
ber 1978, the definition of
the original

This little bit of economic

consequently, is always playing ecatch-up. Since Novem-
money has been altered four times, and
concept expanded by $90 billion. Nevertheless, this congtant-
ly redefined entity continues to be a declining fraction of
GNP”, Cf “Danger: Too Much Turbulence”,

| nominal
Challenge, May-June . 1982.

wisdom was in fact known to Henry Thornton,

who was closely associated with the City of London nearly two centuries

ago. As an active participant iIn the monetary

controversies of that

time he had explained this very clearly in a famoug treatise published

in 1802: *....if bank paper were abolished, a substitute for 1t

woulgi

be likely to be found, to a certain degree, in bills of exchange .. if

bills and bank notes were extinguished, other

substitutes than gold

would unquestionably be found... Banks would be instituted, not of the
description which now exist, but of the kind and number which would serve
best to spare both the trouble of gold, and the expense incurred by the loss
of interest upon the quantity of it in nossession.... Credit would still exist;
credit in books, credit depending on the testimony of witnesses, or the

mere verbal promise of parties”. cf. An Enquiry

into the Nature and

Effects of the Paper Credit of Great Britain. Unfortunately, when reason is
replaced by faith cures, such lesSons have to be learnt over and over
again at the expense of millions of innocent people.
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budget deficits, he does so out of ig-
norance or stupidity. He must know
that, when total government ex-
penditure is as high as one-third of
the gross national product of the
United States, it is not going to be
easy doing any of these things. He
must also know that such spend-
ing is now essential to keep alive
a large part of American industry
(which is vital for continuing
political support in the country) and
to build up some of the new gene-
ration of industries with the R & D
and other funds provided through
the defence budget (since they are
vital for the tuture). All he is at-
tempting to-do therefore is probably
to reassure some of the concerned
sections of American big business, in
language they understand, that they
need not worry, this may seem con-
tradictory to others, but it has its
own internal political logic.

Similar considerations are per-
haps also valid in the case of the
pronouncements of Chairman Vole-
ker of the Federal Reserve, If high
interest rates in the United States
are striking at the root of Ameri-
can financial interests (as they were
beginning to recently in Mexico)
they will of course be brought down
irrespective of what it costs and
what rules and conventions have t0
be changed. But please do not let
us say that too loud, in case others
think that inflation will soon be out
of control in the United States and
the confidence in the future of the
dollar is thereby shaken.

This confidence is a very fra-
gile thing that depends largely on
what the bilg business and finaneial
interests in the world think of it and
does not always have necessarily
any other objective or rational basis
to it. This is so particularly because
they in turn depend for their gul-
dance on all kinds of barometers in
highly sensitive and essentially spe-
culative markets (including the stock
exchanges); and here New York Is
particularly notorious for its propen-
sities. As Keynes pointed out long ago,
“ayen outside the field of

terested in discovering what ave-
rage opinion believes average opinion
to be: and this national weakness
finds its nemesis in the stock mar-
ket.... Speculators may do no harm
as bubbles on & steady stream of en-
terprise. But the position is serious
when enterprise becomes the bubble
on a whirl-pool of speculation”, Un-
tortunately for the United States,
from time to time Keynes like Marx

turns out to have been perfectly
right.
Pragmatic Qutlook
What I am trylng to suggest

‘therefore is that the political and

economic leadership in the TUnited
States Is now walking on tight rope
trying to reconcile powerful conflict-
ing interests within the country and
outside; that in spite of the doc-
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finance, .
Americans are apt to be unduly in-.
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trinaire cloak they wear they are
perhaps, like the leadership now in
socialist countries, essentially prag-
matle in outlooR; that they under-
stand very well that the confidence
in the dollar is essentially a matter
of providing the right psychological
and political appeal to those with
large financial interests; and that
they will change the rules of the
game or bend any rule (as they have
done many times over and now again
in the aftermath of the Mexican crxi-
sis) In support of their national and
international objectives.

. At the same time, the game that
is belng played is a very risky one.
It is not only that in the present
magze of international finance, based
on an enormous and over-bloated
structure of debts something unto-
ward can always happen. That may
appear now to be the most serious
threat; but the United States has
perhaps enough resources at its
command to be able to scrape
through such crisis. A much more
serfous cause for alarm is that the
game includes also playing with
armaments of all kinds, setting peo-
ple against each other, and profit-
ing from that too. Armaments are
indeed the biggest business now.

We know at our own cost the
implication of this game in South
Asfa, and we continue to pay a high
price for it. The pressures now being
applied on Japan to devote a larger
proportion of its resources for arma-
ments and defence, and not to pro-
tect its farm products so heavily (so
that sapan becomes very much more
dependent on imports from the Uni-
ted States), are also part of this
game; and this is no doubt a major
factor in the emerging political re-
alignments in Japan. In fact, since
the stakes of the game are Very
high, there could even be strong
tempation to start an open global
conflict in which the United States
and the dollar can be symbolized as
the defenders of ‘democracy” and
“freedom”. ,

There are of course sufficient
conflicts of interest between the
United States and even its closest
partners for them to see through
this game and frustrate its reall-
zation to the extent that it suits
them. The manner in which coun-
tries of Western Europe have de-
fled the United States in the matter
of thier agreement with the Soviet
Union on natural gas pipe-lines
ample evidence of such in-built cor-
rectives within the existing frame
of international political relations.
Japan could also prove to be 2
tougher nut to crack than some in
the United States now imagine, par-
ticularly if at an opportune time the
Soviet Union were to make some
political and economic moves at-
tractive to Japan (which 1t is in
fact well placed to do).

Above all, the moves the Soviet
Union and China have made re-
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cently to come closer together are
full of possioiiities for the future.
On the present outlook, the tac-
tors underlying the global slump
seem unlikely to fade away in the
near future. The conflicts of inter-
est between the older industrial
structures of United States and Bri-
tain and of the newer and more
efficlent structures.of France, Ger-
many and Japan can get resolved
only over a fairly long period of
time, particularly since most ot them
do not beileve in the kind ef plan-
ned investment programmes that
could have otherwise helped to acce-
lerate the process. Within the frame-
work of relations in which they
are now operating, no one of them
except the United States to some
extent enjoys the flexibility essen-
tlal for following independent poli-
cies. President Mitterand s now
discovering this at his cost. Since
major changes in policy require
much more agreement between them
than thelr interests now permit, the
process of fundamental restructur-
ing of the kind required to revive
their economlies In a sustalned man-
ner Is likely to take a fairly long
perfod, with many ups and downs,
lasting at least a decade but more
probably the rest of this century,

The internal conflicts of inter-
ests within the United States, though
perhaps essier to be resolved be-
cause there are very . strong com-
monality of interests as well (as re-
flected In the traditional notion of
‘finance-capitalism’), may also take
time to get sorted out. In any case
this depends on various political pro-
cesses that would be affected consi-
derably by what happens meanwhile
both in the United States and in
the rest of the world.

Need to Resolve
Conflicts of Interests

It 1s certainly in the interests
of the rest of the world, including
us in India, to see that these
various conflicts of interests in the
United States and outside find some
kind of resolution that would ef-
fectively stop the drift to war In
the various continents now in evi-
dence, and create over a period of
time a new international framework
in which all countries, particularly
those belonging to the Third World,
can develop rapidly without being
suffocated and suppressed. It is
towards this end that every effort
has to be made now.

The New International Economic
Order, which the countries of the
Third World have been trylng to pro-
mote over the last decade (with
little success), is too romantic in
its conception to be realizable In
the near future. It 1s at best a
slogan for mobllizing political opi-
nion at the global level. There are
however other possibiities, hased on
more realistic recognition of the

elements of power, self-interest and
ideology in the world at its present
stage of development. Some hints
of these possibiiities have bheen
already given, but they need to be
carefully thought out ifn more con-
crete detall and above all made into
an acceptable political and economic
agenda for a large number of coun-
tries, inecluding notonly thosein the
Third World who are able to stand
up to the United States but also the

Soviet Union, China and other
socialist countries, and hopetully
also some countries In Western

Europe such as France, Sweden, Nor-
way and Italy. (West Germany and
Japan are perhaps stiil too closely
tied up with the United States to
contemplate a serlous break with it.

Perhaps a first step in this dir-
ection could be mobilization of poli-
tical support in favour of a new Co-
operative Organisation of Non-
Aligned and Allled Countries (on the
lines uf the earlier Organisation for
Economic  Cooperation and Deve-
lopment set up in Europe after the
Second World War). India can
play a major role in gsuch & co-
operative endeavour; and this could
glve a new and very relevant eco-
nomic dimension to our traditional
policy of Non-alignment.

. The fact that we are now get-
ting heavily indebted to the Inter-
national Monetary Fund (which has
taken the place of the Bank of Eng-
land in the old British Empire) need
not really matter all that much, pro-
vided we know how to play the
game according to our iInterests
and, to the extent possible, get the
rules changed through collective ac-
tion. However that way does not lle
In splendrous waste of resources on
the Asiad or in belng taken in by
the promise of the wonders of mod-
ern technology and marketing that
multi-nationals can bring (whether
in the form of television sets and
low-cost baby cars or through the

large forelgn markets they will
open up for us). These are the
kind of games that the present

rulers of the United States would
love to see us get lost in, and they
can only lead to our ruin as heavy
debtors pulled by our nose.

To avold this, we shall have to
have a close look at some of our
policies to cut out all the frills and
frivolities (not to mention the poll-
tical and economic corruptions)
through which a high proportion of
our scarce resources is now being
frittered away; and concentrate very
much more on self-rellant develop-
ment based mainly on our own cap-
abllities in sclence, technology and
organisation. In other words, we
need to have a more mature under-
standing of our weaknesses and
strength. The choice is there for us
to make and act upon if we have
the political understanding and
foresight to do so.
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