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Thesis Abstract

Economic Crisis and State Autonomy:
A Comparative Study of the Policy Responses

of the United States, Britain, and Australia During
1967-I982 -

This thesis examines the relationship between economic
crisis and public policy during 1967-1982 in the United
States, Britain, and Austral-ia. L967 represents the end of
post-war economic prosperity and I9B2 marks the beginning of
the fu1lest expression of "economism" typified by
Reaganomics in the US and Thatcherism in Britain. The
interim period represents a time of growing economic crisis
within the international economy and within domestic
economies and displays three distinct subperiods which are
observed and anaLysed. The comparative analysis employed in
the thesis establishes that three nations having very
different domestic economies, but which share a common
cultural and political heritage exhibit synchronic
periodicity and similar policy responses to deepening
economic crisis.

This thesis takes the position that the capitalist state
lacks autonomy and is driven by structural imperatives to
ever greater economic discipline. This characteristic is
starkl-y evident during protracted economic decline. The
imperative to enforce economic discipline compels a
reduction of politics to crisis management whereby questions
inherent in a liberal constitution are preempted by a
political economic agenda of economic efficiency. The
empirical observation of Part I and the theoretical argument
of Part II of this thesis oppose the current notion of
"relative state autonomy'r as against the notion of
economi sm.

xxl_r_
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Chapter One
Introduction

Economic Crisis and State Autonomy: A Comparative Study

This thesis examines the relationship between economic

crisis and public policy during the years L967 to L982 in

three nations: the United Kingdom, the United States of

America and Àustralia. L967 represents the end of post-war

prosperity and L982 represents the beginning of an era of

"economismrr . The intervening period wil 1 be shown to

represent a time of protracted economic crisis and an

evolving poticy of discipline within the international

capitalist order.

This thesis takes the position that the capitalist

state, especially during periods of economic crisis, lacks

autonomy and is driven by structural imperatives of the

capitalist order to increasing economic discipline. In

arguing that position this thesis rejects the current notion

of "relative state autonomy".

Contemporary political inquiry has produced a body of

literature which deals extensiveJ.y with the parameters of

economic crises facing capitalist ""=a.*= - A body of

literature also exists which investigates class relations

within contemporary capitalism. These strands of inquiry

come together in discussions of the autonomy of the

capitalist state regarding the formulation of both short-run

and long-term poJ.icy designed to ameliorate the conditions
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of crisis.

The literature suggests that during periods of
prolonged economic crisis state autonomy increases. rt is
the hypothesis of this study that directionarity is, in
fact, the other way. The hypothesis will be tested in the
use of empiricaL observation in part l, and in a theoretical
examination of the terms of relative state autonomy and the
liberal constitution in part II.

The Line of the Arqument

rf the state is presumed to exercise relative autonomy
the question is from what constraint is the state free to
exercise authority. Both a "structuratist,, and

"institutionalist" orientation to the question of state
autonomy within the neo-Marxist perspective understand
autonomy to be rerative freedom from crass domination and

based upon the primacy of poritics over a predominantly
economic determination. The state is so characterized
because it is seen to have a capacity to mediate plural
interests which arise from class and class-fraction demands,

and to derive its or^/n i-nterests (". g. , bureaucratic or
national security "interests" ). Interest mediation is a form
of class interaction in this view and therefore an

embodiment of class struggì-e essential to an understanding
of capitarism. The notion of the state having interests is
also held by liberal pruralists, rt is my contention that
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these views regarding relative state autonomy is derived

from a singular fallacy which ättributes interests to

capitalist state activity, and that this notion has been a

major stumbling block in the effort to develop a viable

state theory.

It is understandable that a theory of relative autonomy

is associated with the period of post-war growth which

lasted to the mid-1960s. During these years of extended

prosperity bourgeois governments developed many new programs

which gave the apPearance of compromising capitalist

profitability. The "\¡telfare state" iS often considered the

outcome of mediated interests, particularly those of

organized labour and middle-level managers of business. The

Marxist theorist of relative autonomy extended the

arguement, however. Because of a commitment to the notion of

class conflict, certain neo-Marxist theoristS enviSioned the

state's relative autonomy as increasing during periods of

economic crisis. The Struggle over interest representation

presumab]y opened the State to extended demands and

increased autonomy. The state became vulnerable to

"capture". As I argue later, this notion is based upon a

mj-sconception of power which extends the i-nterest-fallacy to

a fundamental error regarding the identification of what is

"capitalist" about a capitalist state. (Many theorists of

the relative autonomy school conceive of a

state-in-capitalism rather than a capitalist state. This

designation implies much more than a semantic distinction).
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The hypothesis tested in this thesis is that during

periods of economic crisis the autonomy of the capitalist
state, in fact, decreases. The hypothesis is strongly

supported by empirical evidence. That evidence establishes a

periodicity of crisis shared by three countries in a

comparative analysis and it establishes an increase in the

severity of economic crisis accompanied by increasingly

disciplinary policy responses which seek to ameLiorate

threats to profitability. The data also provide a basis from

which to examine the theoretical claims of both liberal and

neo-Marxist state theory. Part II not only finds that the

empirical proof about the direction of state activity
creates a suspicion about the adequacy of the autonomy

theory but introduces an extended rebuttal of the

fundamental presuppositions of these theorists based upon a

Leninist critique. I show how and why tnese theorists employ

interest assumptions to develop a notion of autonomy. The

question is, finally, not so much a simplistic dispute about

relative autonomy as against absolutely no autonomy for the

capitaJ.ist state. I do not endeavour to defend reductionism.

Rather the question becomes one of identifying fundamental

characteristics about the capitalist state which assist an

efficacious research posture. An emphasis upon economic

crisis explains more about capitalist state activity than

does the misplaced concept of interest.

A programmatic rebuttal-

constitutes the summation of

of the relative autonomy thesis

this dissertation in Chapter
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Seven. Having provided empirical "prof1les" of the duration

and terms of economic crisis in a comparative setting during

the years 1,967-L982, and having extended the impi.ications of

these findings to a critique of state autonomy assumptions,

I provide a rebuttal. This is done by opeiationalizing four

tests which measure the degree or occurence of state

autonomy.Those tests are: 1) whether the state generates its

"own" social base, viz., a clientele independent of class

determination, 2) whether the state organizes its own

sectoral interests, 3) whether the state exercises

independent control of economic economic and social

regulatory mechanisms and 4l whether the state engages in

increasingly direct appropriation of economic surplus. My

rebuttal is a summation of the empirical findings of Part I

and the theoretical discussion of Part II in

operationalizing the terms of the tests. In all four tests,

the autonomy assumptions are repudiated.

The Organization of the Thesis

A division of the thesj-s into two parts accomodates

both empirical and theoretical aims: the first part,

consisting of three chapters, details the nature of the

economic crisis and the public policy responses in the

United States, Britain and Australia. Part I is composed of

three empiricaJ. chapters. Chapter T\^ro, "The Global Economic

Context: European/American Capitalism L967-L982", places the

economic crj-sis of the period under study in its world
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context. Chapter Three, "Economic Profiles of the United

States, England and Australia Lg67-'LgBz", details the impact

of economic crises in each of the three countries incLuded

in this comparative analysis. Chapter Four, "The Policy
Responses to Economic Crisis in the United States, Britain
and Australia" details the public policy responses to the

economic crises described in the two previous chapters using

examples pertinent to the domestic economic structure and

international position of each nation.

Part Two of this thesis raises certain theoretical
issues regarding state autonomy. Chapter Five, "The

Bourgeois State and Enclave Government", ill.ustrates the

erosion of politics which takes place during a period of

economic crisis, focussing upon the deformation of the

British constitution. A second section in that chapter

explores the implications of enclave government for a theory

of po\^ter and the capitaList state by examining the work of

two writers and providing a critique of their "relational"
theories of power. Chapter Six examines the "relative
autonomy" notion implicit j-n both liberal and Marxist

theories of the state. It is the contention of these two

chapters that liberal and certain Marxist theories share a

mistaken view about the nature of the capitalist state which

assumes an "interest nexus" at the point of state medj-ation.

This promotes a fallacy which assumes a relative autonomy of

the state. The writings are examined and criticised.
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Chapter Seven concludes the argument

the case against state autonomy among

study.

by

the

-7-

recapitulating

nations under

The completeness and availability of economic data for

the United States, Britain and Australia is one criterion

for including them in a comparative analysis. These nations

are also compatible in terms of language and political

culture. They share an English heritage which includes

notions of law and political representation. They have

institutional similarities with regard to government

administration, regulatory mechanisms, and the organization

of politicaJ. parties. They are capitaList societies. On the

other hand, each country displays differences in size,

history and in the structure of its domestic economy' which

al lows for interesting comparisons to be made. The

comparative development of potitical economic policy during

the period under study within each country offers a rich

source of empirical data

The Strategy for Analysis

As has been stated the hypothesis to be tested is that

during extended periods of economic crisis the autonomy of

the capitalist state decreases. The first objective is to

establish that an extended economic crisis has, in fact,

occurred. This is achj-eved in the first two chapters of Part

One of the thesis. Chapter Two, "The GlobaI Context:

American and European Capitlalism L967-I982" demonstrates
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that the world economy is evolving into an economic system

in crisis. (A system exists when' various units are so

integrated that an occurrence in one part is transmitted

al-most immediately throughout all the units. To some extent

through world trade the various capitalist economies of the

nations of the world had for a long time existed as a

system, albeit a rather loosely articulated one.) Chapter

Two demonstrates that through international finance a ner¡t

degree of system integration is achieved. Furthermore' the

integrati-on that superseded the Bretton !,Joods order is

different not merely in degree but in kinds so much so that

all but the most peripheral national economies are now truly

units of a world economic system. Clearly the three nations

being compared here are all units of a world economic

system. The remarkable development of a truly integrated

international finance system $/as undertaken of necessity

precisely because the period 1967-L982 was one of developing

economic crisis for capitalism. Although the period

witnessed the dismantling of certain international, financial

arrangements, notably the Bretton Woods monetary agreements,

they were superseded by American economic hegemony.

Chapter Three, "Economic Profiles of the United States'

England and Australia L967-L982", traces the economic

declj-ne faced by each of the nations being compared. 1967

marked the end of the economic prosperity which had lasted

since the close of World War Two. Not all of the nations

began the period under study in similar circumstances.
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Britainrs economy had consistently lagged behind the rest of

the capitalist world during that postwar boom. The

Australian economy, in a different pattern of lagged

response characteristic of its structural composition and

location on the international market periphery, began its
decline somewhat later than the other two nations, although

the pattern of decl,ine and policy response is shown to be

converging with centre nations. The United States entered

the period under study following the longest general period

of sustained growth in its history.

The period 1967-1982 is divided into three segments

which correspond to stages of increased economic difficulty
for the nations. These periods are 1967-73, during which the

economic decline from the postwar boom is clearly apparent

and is expressed chiefly in an imbalance of growth preceding

declining growth. During the next period, L974-78, the

developing economic crisis escalated and included the

actions of OPEC. It is, however, the contention of this
thesis that the two oil shocks realJ.y served to mask an

economic crisis within the internationaJ. capitalist order

which was well underway prior to the formation of OpEC. The

last segment, L979 to L982, witnesses the deepening economic

crisis and the evolution of policy responses in all three

nations which are increasingly disciplinary and which are

analysed under the concept of "economism".

Chapter Four, "The PoIicy Responses to Economic Crisis
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in the United States, Britain and Australia", returns to the

centraJ. hypothesis of the thesis that, faced with a growing

economic crisis, the state's autonomy declines. Às that

chapter shows, each of the states under study was forced to

place the maintenance of the capitalist economic system at

the centre of its agenda and diminish its concern for
political issues such as welfare, the environment, and

public safety except in so far as they served profit-

maximizing strategies and domestic economic stabiJ,ity.

Part II of the present work extends the empirical

analysis in a theoretical investigation of power, interest

and relative state autonomy. It does so by discussing two

theoretical issues. Chapter Five, "The Bourgeois State and

EncLave Governmerrt", illustrates the erosion of politics

wich takes place during a period of economic crisis through

the example of the breakdown of the British constitution.

What is observed and theorized is the ever-increasing

institutional tendency for the power of government to become

centralized and insulated from republican control. For

example, one observes deterioration of Iong-honoured and

cherished constitutional principles such as ministerial and

cabinet responsibility. I refer to this situation as

"enclave government".

The examination of theories of power and the capitalist

state

bridge

taken up in the second

the discussion

section of Chapter 5 provide a

of enclave government to anfrom
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examination of political interest and the capitalist state

which is the heart of my theoreÈical objection to the

relative state autonomy thesis. The repudiation of politics

(discussed in the first section of Chapter 5) is an exercise

of fear and survivaL strategi-es induced by a circumstance of

economic crisis. It is also an exposure of the fundamental

character of power in a capitalist state - Power,

misconceived in the abstract formulations of representative

theorists f rom I ibera I and neo-¡'tarx¿i/ autonomy

perspectives but correctly understood by Lenin, is the

signature of the anti-political. bias of the capitalist

state. The enclave state is anti-political. not merely

because it is a state in crisis but because it is a

capital.ist state ever prone to economic contradictions.

Po$rer reduces politics to a negotiation over the terms of

coercion under capitalism. Power is also the exercise of

economic complusion in the governance of policy options.

Power is the motive force in the reduction of political

opportunity to economic choice. Under the autonomy

perspective pot¡rer is seen otherwise. It is misconcieved as a

commodity to be bargained for. It is therefore seen to be

"relational" or a locus of authority a site which may be

bought or captured. Power is in fact the objective reality

of dominati-on. It is prior to the organization of government

in a capitalist state or to any particular organization of

the means of economic production: the capitalist state is

not powerful because it is organized in a certain vray.

Rather, it is organized in a particular way because it is
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powerful. While this may be true of all states r the

capitalist state is power ful due to'e c domination of a

particular c1ass. That class does not derive pohter from

organization but employs organization to exercise power. At

the same time class por,üer is predicated upon an economic

determination of political activity.
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Part I
Economic Crisis and Public PolicY

Part I of this work consists of three empirical chapters-

The chapters to follow involve an explanation of the globaI

economic context for the period L967 to L982; brief separate

profiles of the United Kingdom, the United States of America

and Australia for the same period; and policy responses to

the economic events of the period under study and a

comparison of policy responses across the three nations.

These three chapters present the central elements of a

specific political-economic configuration, that of

capitalism in crisis. The configuration is, by and large¡ ã

temporal expression of deepening crises viewed in terms of

worsening economic conditions and inadequate policy

responses within and across the United Kingdom, the United

States of America and Australia. The terms of readjustment

which characterize governments' efforts to remedy the

situation of crisis are also presented as temporal

phenomena, Iinked as a series of pragmatic policy responses

co-Iinear with the globa1 series of economic data.

The formal hypothesis under consideration is:

that the degree of state autonomy decreases in times of
economic crises and that the extent of loss of autonomy
exhibited by the state is dependent upon the severity
of the crisis, and in addition is of course affected by
such factors as historical development, the extent of
national capitat concentration, and political
institutional arrangements.

A generaL consideration determining the choice and
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method of presentation of the empirical data is as follo\^¡s.

Conventional economic statistics indicate a worsening of the

economic conditions of each of the three countries under

study, according to growth of national output, return on

investment, rising levels of inflation and unemploymentr a

deterioration of the vitality of the global market

(exhibited aS skewed terms of trade and currency imbalance

across nations) and a general sJ.owing down of both growth

potential and economic distribution of national surplus.

These worsening economic conditions hlere recognized and

articulated by all three governments of the countries under

study throughout the decade of the seventies.

A considerable economic and political restructuring has

occurred in response to the extended economic crisis. I

consider this restructuring to be not simply a result of

"System-maturation", but rather a specific resPonse to the

economic and political dislocations characterizing the

1970s. The need for increased discipline of national

production has been necessitated by: increased supply

problems, a rigidity of market responses (especially the

demise of price-sensitivity), heightened competitiveness for

market-shares among nations, currency imbalances, high

levels of factor unemployment (capital and labour) ' and a

massive gIobal investment strike.

Furthermore, the policies of the three countries are

described as an economistic response to the period of crises

and exhibit a strategy of insulation and discipline as a
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means of "managing" political-economic crisis. Part I

marshaLls empirical data to indicate the extended temporal

character of the economic crisis. I argue that a decrease in

the relative autonomy of the state is an imperative

consequence of economj-c crisis in a capitalist system.
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Chapter 2

The Global Economic Context I

European / American Capitalism, 1,967 t982

Many contemporary analyses have attempted to characteríze

the downturn of the economic fortunes of western capitalism'

which appeared roughly towards the end of L966 early 1967

and has been sustained to the present.2 The degree of

optimism or pessimism attached to the analyses is a function

of competing perspectives regarding the resiliency of the

capitalist system fo),lowing a seemingì,y abrupt halt to the

progress which appeared as sustained growth with low

unemployment for the first two decades of the post-war

period in Europe, the United States and Australia. This

chapter wiIl provide a profile of the main economic events

which have occurred since the "end of prosperity" I^tas first

widely acknowledged and commented upon, with a focus upon

Europe and the United States. Succeeding chapters will

integrate accounts of the domestic economic decline of

Britain and Australia within the international context

described in this chapter.

This materiat wiII be presented in a temporal sequence

following the annual reports of national performance

summarized in Organization of Economic Opportunity and

Development publications. The use of OECD material provides

methodological continuity through the time series under
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study and ensures a consistent quality of data for the three

nations within this comparative study. Thus, OECD reports

will be employed to systematize the course of events and

provide a summary of global context before moving on to the

chapters dealing with in-depth country profiles, policy

responses, and a comparison of the development of the

political economy of the three countries under study during

the years L967-L982.

Academic and journalistic accounts of the globaI

economic context can be divided into three discrete

orientations: the view that economic sluggishness reflects

problems of sustained and optimally distributed aggregate
a

demand'; the view that "exogenous" shocks, such as the

abrupt supply problems presented by the L973-75 and L97B-79

oil crises and the generally rising commodity prices of the

late sixties, project demand problems beyond expected

period-adjustments, thereby necessitating discrete

governmental intervention4; and the view that neht patterns

of rigidities in Iabour and product-supply require that

governmental policy responses of a much more complex and

coordinated nature than has been the case in "traditional-r'

(post-war Keynesian) macro-economic poJ.icy be initiated-5

These three

prescription also

orientations

describe three sequences

and whichL967-L982 which are seriaÌ in time

in analysis and policy

in the period

anticipate an

problems ofeventual conjuncture of three fundamentaL
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capitalism in the decade of the 1970's. They are the problem

of balanced growth, the problem "i fragile international

markets, and the problem of identifying the Source and

controlling the transmission of inflation. The effects of

these problems and their unique constetLation within

domestic economies wilL be discussed in foJ.lowing chapters.

An international context is presented here-

The Problem of Balanced Growth

From Lg67 to L973 the problem of domestic baLanced growth

became ever more apparent aS demand pressures outstripped

domestic capacity foI lowing the recession of the

mid-sixties. The nature of the imbalance was exacerbated on

a globaI levet by increasingly 1op-sided distribution of

competitive market positions among capitalist countries. Key

signals to these problems \^rere the increases in rates of

inflation among North American and Some European countries

and generally eroded balance of payment positions in Europe.

During the early years of this period governmental policies

seemed to prove effective in promoting a so-called

"cooling-off" period without provoking a serious and

cumulative recession. This may have been.largeLy due to an

economic expansion in the United States, Japan, and Italy'

which appeared to act as a counter-weight to a potentially

over-restrictive policy environment in 91obaI terms.

Howeverr âs increased synchronization of restrictive policy

across nations continued, the international community as a
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whoLe began to exhibit extremely volatile growth imbalance.

The first hint of the inordinate cost of controlling an

internationaJ. capitaList economy in decline appeared on the

scene. Relatively high unemployment rates as wel I as

restricted labour mobility from the southern countries of

Europe to the more prosperous economies of the north became

increasingly apparent.6 Even Sor it also appears that the

policy posture of private business in the late sixties

initiated a will.ingness to "hoard capacity" by permittinq

higher degrees of economic slack within domestic economies.

Productivity declined. T Consequences appeared under the

guise of unused resources and in the decline of

prospective-project investment decisions regarding either

technology or so-called "human capitaI".

Another feature of the L967-73 watershed i-s a

potentially debilitating asymmetry of foreign and domestic

demand patterns. During the period of post-war prosperity

and until L966, the globaL relationship between foreign

demand and domestic demand patterns \^¡aS inverse and

virtually compensatory in larger European economies. At that

time the dampening of domestic demand could be expected to

be offset, in the near future, in a more vigorous export

economyr âs long aS currency and interest rates remained

relativeJ.y free of distortion. This situation, which changed

in 1966 and is especially noticeable in the United Kingdom

where a balance of payments deficit $/as not able to
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stimulate

Chapter 3

competitiveness, wiLl be more closely discussed in

Efforts to establish international growth balance

through currency manipulation ensued. In November of L967

sterling was devalued by 14.3t' followed by a devaluation of

the Danish , Ltalian, Spanish, and Icel.andic currencies.

Stagnant domestic demand could not stand as a remedy for

trade imbalance and state intervention $/as required to

correct the immediate imbalance and promote a repositioning

of nations aS competitors for international markets. At the

timer âñ important caveat was added in the OECD policy

prescription: along with currency devaLuation there must

exist "a sufficient margin of unused resources to enable

exports to expand suf f iciently" . B In nominal terms it r^ras

suggested that domestic expansion be lestricted to under
o3*.'

Generally, the devaluation of sterling was expected to

have a temporary destabilizing impact as the volume of

exports shifted in deficit countries which devalued from 1t

to 1.5t increases over the preceding year. Some impact on

capital movements was also expected. This was supposed to

occur first as a shift out of the City of London, but with

an eventual return as the economy strengthened and provided

a magnet for returning capital. A subsequent restriction on

domestic demand would then be necessary to maintain the

benefit of a competitive place the initial object of the
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devaluation. Equilibrium wouLd be re-establishedr âs would

confidence and a new cycJ.e of prosperity-

State intervention, ât this point, \á/as beginning to be

understood as the coordination and synchronization of

techniques which were as disciplinary as they were

sti,mulatory. The nature of the stimuli was countervalence.

Two major coordinates steering the course of policy \¡rere

internationaÌ competitiveness, which would sustain measured

growth, and the avoidance of volatile domestic inflation.

cap ital Mobility and Currency Instabilitv: The FraqititY of

International Markets

One particular problem of weakness in the balance of

payments situation in both the United Kingdom and the United

States was their respective positions as reserve currency
l-0countrl-es. Both speculation and capital f1ight involving

gold and the currencies of the UK and the US increased the

uncertainties marking the latter half of the 1960's. Lack of

confidence in the reserve economj,es hit disproportionately,

however, with the UK experiencing sharp net outflows of

short-term capital, for example in the first six months of

l-968.11 Generally, international capital movements seemed to

reflect an institutionaLly induced volatility, with strong

nations capitalizing on their strength-

Capacities for mobility increased despite the efforts
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of governments to restrain excessive outflows (e.9. the

voluntary l-965 US programme of tax subsidies to stem

outflow, and the tightening of monetary policy in l-968).

Increased access to capital markets \^ras institutional and

formal. The initiation of an extensive Euro-bond market and

the wiLlingness and abj-1ity of individual countries such as

Japan and Germany to extend liberal finance and credit

guarantees opened up funding possibil,ities for a wide range

of borrower".l2 Funds acquired in this wâY, for example by

US company Subsidiaries abroad from local markets, could be

used as speculative investment in short-term European money

markets to be used for subsidiary expansion in the future.

As the strictures of reserve currency status l^¡ere shed by

the UK and the US, and the maldistribution of prosperity and

economic opportunities increased among European countries,

capital movements became ever more difficuLt to predict and

control,.

During 1968 three major currency crises in sterling and

franc/deutschmark, further gold crises, unusual

international capitaf movement reflecting continued heavy

13speculation'-, and the French generat strikes contributed to

"disequilibrium" within the global economic context. A

yearning to return to equilibrium through a system of

complementary demand policies throughout the OECD occupied

much of the economic analysis of the OECD secretariat to

1973. A redistribution of economic benefit meaning stable

trade patterns and gradual. equalization of foreign account
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balances is the general thrust of the policy

throughout the L967-7 3 period. The advice

repetition of warnings against simultaneous

restrictive policies within national economies

avoid the temptation of trade restrictions.
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prescriptions

given is a

placement of

and a need to

Infl-ation and the Rise of Financial Interdependence

The 1970s began with the largest icrease in prices for

western capitalist nations since the Korean V'Iar boo*.14 That

this development seemed to take individual governments and

the policy analysts of the OECD by surprise is a measure of

their refusal to discern the political and economic changes

occuring in domestic economies in the latter part of the

1960s as something more than temporary disequilibria. The

configuration of the globaI economy hlas demonstrating nev¡

patterns of economic interdependence.

Financial interdependence is perhaps the most

fascinating example of change. The huge increases of

international liquidity which had occurred included

so-calLed "support operatiolts", whereby credj-tor countries

hold currency assets in order to provide. a buffer for weak

currency countrie"lS. This occurred at a time when the

provision of ne\^/ instruments facilitated expanded liquidity.

The introduction of Special Drawing Rights (SDRs), for

example, in ,ïanuary Lg1016 extended the scope and

sophistication of financial interdependence-
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The f unding of this ne\^t po:l of l iquidity is of

particular importance, in that official, government funds

provided the bulk of neht investment. Investment in

Eurodollar markets by central banks is an example: the

impact of such official funding is to greatly increase the

credit multiplier by l-) contributing to the expansion of

international liquidity without registering a corresponding

national deficltlT; 2', resutting in net expansions of money

in credit-taking countries thus setting off a stimulus for

domestic credit expansion because of the increase of

reserves; 3) allowing for redundant credit opportunities if

a portion of an original Eurodollar investment is

recirculated in the Eurocurrency market by a credit-taking

country, thus expanding dollar reserves in central banks yet

again. The expansion of credit is then accompanied by an

expansion of reserves hel.d in central banks, which is purely

an artifact of strategic financing by governments. These are

relatively Short-term manoeuvres but their scale is very

1arge. The uncertainty and instabj-Iity thus created by these

manoeuvres is far greater than would occur in the placement

of private funds. Inflation and its continuing threat to

stable and sustained growth remained the backdrop for

attempts to establish some degree of equilibrium among

nationaL economies. But what appear to be highty

opportunistic national financial manoeuvres, such aS those

amounting to official governmental speculation in

international money markets, undermined confidence and

growth potential.
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Throughout the early 1970s, 
, 
monetary and financial

developments remained volatite with . official policies

beginning to combine a more aggressive but sporadic mj-x of

monetary controls \^/ith f iscal policies. This \¡/as occurring

at a time when capital movements continued to be very

unstable. Sporadic but significant outflows from the United

States affected the entire OECD.lB (The extended period of

the 1960s and L970s shows steady aggregate inflows to the

US). Internationat capitalism at this time exhibited huge

swings of specutative movement which reflected the

vulnerabitity of virtually aIl the leading European domestic

currencies to external stimuli. The rePercussions of such

Iarge-scale and uncontrolled capital mobility are

considerable. The impact upon stabilizing instutions l¡.las

unforeseen. For example, central banks were induced to

adjust interest rates at a pace and scale determined by

criteria other than carefully planned domestic performance.

Central banks seemed to relinquish their function as

financial stabilizers.

The use of financial gambits at this time proved

inadequate as a means of re-establishing domestic

equilibrium and the confidence necessary to compensate for

the global instability surrounding domestic economies. What

might be considered "external" or international economic

disequilibrium coexisted with inflationary pressures at

home. Indeed, the boundaries between national and global

disequilibria disappeared aS the term "interdependence"
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became a symptom of global disorder rather than a term

encouraging cooperation.

Inflation: The Fruit of Capitalist Success?

A very interesting summary of "The Problem of Rising

Prices"20 which apears in the OECD's Economic Outlook for

JuJ.y 1970 contains a typical and ideologically forthright

statement of the OECD' s perception of the ne!r, twist to an

2Lold problem: -

Price inf lation is an old problem which has no!'¡
acquired new dimensions and a new urgency- The last
twelve months have witnessed the most pronounced and
general price rise experienced in the OECD area since
the Korean war. Prices have been rising in most
countries by at least 5 per cent; that is more than
double the average rate in the early 1960s- It is
clear, moreover, that the strength of the inflationary
forces generated over the last two or three years has
been considerably underestimated

In previous inftationary phases there have always
been one or more important countries in which prices
remain fairty stable. Now practically all countries are
in the same situation: such islands of stability now
hardly exist.... In the past, foreign markets have
usuafly been more competitive than domestic markets
since, ât any one time, there was one or more major
exporter which because of weak markets at home' acted
as a check on other exporters - But with the
generalization of excess demand and rapid cost
i-ncreases, this has no longer been the case in the past
year. The ability and to some extent the will of
both governments and exporting firms to resist cost
inflation has been thereby weakened, since they have
seen other countries similarly failing to hold the
tide.

The report also contains a number of now-familiar warnings

about the wage-price spiral and the echoes of a

Schumpeterian analysis which attributes the problems of

capitalism to its very success (viz., high living standards
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give rise to high expectations: income distribution is a

social/political artifact not conforming to economic

optimization; capitalist society is "open" and

"decentral,ized" and increasingly burdened with group

claims). Capitalist economic success has undermined social

discipline according to this perspective. But more

interesting, within the report, are the beginnings of a

recognition of structural instability located in the

transmission process of 91oba1 capital movements -

Rather than the usuat exhortation about labour

discipline as an anti-inflation device, ârl ahtareness is

evinced of the linkage between balance of payment problems

and domestic inflation. Stress is put on two elements of the
.221r-nKage :

First, greater success or failure in bringing
inflation under control in any one country or another
will, in time, bring renewed disequilibrium in
international payments. Second, international trade and
capitaJ. movements have been an important vehicle
whereby both demand and cost inflation have been
transmitted from country to country-

What seems a "damned if you do, damned if you don't"

scenario also suggestss that structuralJ-y subversive

relationships exist not only between international and

domestic policy options, but between "successful." and

unsuccessful countries. For example, countries which succeed

in maintaining a strong external balance risk substantial

undermining of their ability to contain domestic inflation.

Not onJ-y rising import prices, which serve as one of the
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transmission belts of inflation, but inordinately large

capital inflows seeking

create monetary imbalances.

opportunity and/or safe-havens

policies are usually ad

monetary volatility. They

fiscal poLicies of the

inftationary spiral extends

international institutions

accelerated capital mobilitY

flows and rationalíze pricing

Restrictive domestic

hoc and inadequate to

may also clash with the

monetary

counter

domestic

modern welfare state. The

in scope and sharpness with

and techniques which Provide

but do tittle to balance trade

behavior.

A new dawn of global cooperation and institutional

coordination at the international Level could perhaps have

provided a remedy. Certainly the policy prescriptions of the

OECD secretariat during the late 1960s and early 1970s

stress coordinated policy and huge doses of domestic

economic (labour) discipline. One is skeptical about whether

the problems of low growth, high inflation, accelerated and

volatiÌe capital mobility, Speculative currency crises, and

the partitioning of western economj-es into successful versus

unsuccessful market competitors are amenable to

discretionary po]icy control? A mixture of labour

discipline, the promotion of increasingly sophisticated

forecasting techniques, and targetted market intervention by

national governments have been the preferred policy route of

the OECD and most national governments during the period

under examination. The presuppositions of this thesis offer

an aLternative view. The "new" probJ.ems encountered in the
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Iate f96os contain the germ of problems which constitute the

crises of capitalism of the 1970s and 1980s. They are

structuraL in nature in So far as they are'determined not by

discretionary policy or the absence of international

cooperation, but by accommodation to profit maximization in

a era of chronically restricted economic opportunity-

The source and transmission of inflationary stimuli are

contentious topics in journatistic reporting and academic

analysis. My thesis is that inflation is symptomatic of the

insecurity which economic decline brings, rather than its

cause. As such, the sources and transmissions of

inflationary stimulj- are viewed as multiple and varied. They

contribute to the temporal extension of the contemporary

global. recession by prompting an international institutional

response which, alhough intended to provide cooperation and

control mechanisms, result in policies of accommodation.

Private capital, which has always been accommodated by

nationaJ. bourgeoise constitutj-ons, is now accommodated by

international. compact. This will become especiaJ.ly apparent

in the discussion of capital mobitity presented below- One

should ask, can any domestic policy response provide

remedies, temporary or otherwise?

Capital Mobility: the Preemption of National PoJ-icy Remedies

for InfLation

The inabi-lity of capitalist economies to sustain profitable
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accumulation without distorting the very markets which drove

the economic successes of the post-war period became

apparent in the international capitalist L"ono*y of the I¡,Iest

after the late 1960s. This section emphasizes developments

in currency and finance in order to provide an example of

the way in which the flexibility of form and circuits

available to international capital can preempt government

pJ.anning.

Severa l

especially to

characteristics of the

financial capitalist

period L967-L973 pertain

development:

1) Insecurity expressed itself as:

a) increased volatility of financial capital
movements, as the trade imbalance of the US and the
fragitity of the UK economies disallowed
reserve-currency status to those countries. (what is
blithely termed the "breakdown of Bretton l'foods" is
in reality a breakdown of those "islands of
stability" which \^/ere able to stand as proxy
leader-economies in the post-war period);

b) financial protectionist activities undertaken
especially by the United States to allow for
regulation of capital flows pertinent to its own
domestic monetary regulation;

2) Equilibrium-strategies, both private and
state/national, were attempts to consolidate European
financiaL and trade borders and systematize US/European
economic transactions with the provision of neb,
financial instruments in Europe (especially Eurobond
and Eurocurrency instruments but also
country-innovations such as ,the German and Japanese
currency and tax provisions)'-. What was needed \^tas a
clearing mechanism to allow governments and
international policy makers to chart the flow of
financiat funds in and out of Europe and to provide
opportunities for European nations especially the UK

and Germany - to initiate policies whích would to some
extent counter the arbitrary fluctuations induced by US

domestic policies having an impact on US foreign
investment decisions.
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3) Extraordinary Iiquidity preferences in investment
behavior appeared, which was 'simply the pragmatic
assessment of j-nvestors to withold funds from long-term
investment programmes until overall tnade and currency
balances improved or at least remained stable.

Capita I Mobility: A Strategic Escape From Risk

The breakdown of an i-nternati-onaI trade and financial market

among capital-ist states prompted investor-choices and,

subsequentty, governmental policy which , exacerbated rather

than overcame the concentration/insulation tendencies of

national systems approaching crisis. The breakdown of the

international capitalist market has not been a collapse or

shutdown of exchange but rather a redefinition of the terms

of economic interaction.2 4 "rnterdependence" became

entanglements rather than cooperation, as the domestic

imbalance of individual countries became the "stagflation"

of the system. And "competition" became Less a process of

price-determination through market-clearing activities than

a division of strong versus weak economies on the basis of

vulnerabifity to "exogenous" economic determinants such as

US interest rates.

The terms of interaction have also been redefined

regarding investment behavior. Before ",-,ppfy constraints,

includj-ng so-catled labour rigidities, came to the fore in

the mid-1970s as expJ,anations about the problems of economic

growth and balance, a major concern among policy analysts

was the investment response to the new uncertainties of the

"post-Bretton Woods" era. It is my view that a chief input,
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capital investment, exhibited extreme rigidity prior to the

price and supply constraints of the mid-seventies. And

indeed, that liquidity, speculative hyper-mobility of

capital, and an "ungrovernable" intrusion of discretionary

capital funds into domestic economies and international

financial circuits are the primary causes for the

destruction of economic equlibrium in the 1970s - a decade

of crisis. The paucity of state policy to deal. with the new

terms of interaction, except in the provision of political

enclaves, is evidence of declining state autonomy.

Investment Behavior: The TaiI of capital Mobility

Investment behavior has long been of primary interest to

economists especially regarding the interaction of

macroeconomic policy and investment decision-making. The

extreme voLatility of capital movements 'in the late-1960s

prompted a major reassessment of the terms of that

particular interaction. Perhaps the most provocative aspect

of that development for purposes of the present discussion

rn¡as the concern with seemingly "structuralr' characteristics

of the determinants of capitaL shifts.

One such reassessment stands at the watershed of

developments in a new financial order, and will be employed

here to suppport my own argument describing investment

rigidity as a major cause constraining policy options for

governments. Two very respected mainstream analysts appraise
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the adequacy of econometric analysis in an examination of

that new order. giilliam H. Branson and T.P. Hill presented a

study in L97L of capital movements in the OECD area. Because

of what they consider "the massive scale" of capital flows

among OECD countries in the late 1960's to early seventies,

and the implications of volatile flows to intnational

economic policy, they attempt to discover the new terms of

financial interaction which explain the scale and shape of

capital f1ows.26

One indication of the change in volume of capital flows

which substantiates the importance of capital movements in

an analysis of the global economy of the period L967-1973 is

the following statistic regarding flows to the United

states2T:

...there has been a rising trend in the inflows of
foreign capital in the 1960's. From 1960I through
Lg64fi, the average quarterJ.y inf low of short-term
liabilities was çI92.2 million, and of the long-term
non-direct liabil-ities ç62-5miIlion. For the period
1965I-1969IV, the corresponding average inflows were
$9f2.6 million and $580.0 mi1lion, respectively.

while the analysis of Branson and Hill does not purport

to establish the cause of ,the trend, they do provide

empiricaL support for a theory which refutes a primary

reliance on interest rate-sensitivity in the determination

of international capital flows. In favouring a

"portfolio-stock adjustment" view they attribute a major

role to risk assessment in investment behavior as the size
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and scale of portfolios increase. Their analysis looks at

international financial capital movements, defined aS the

flow of non-direct investment items in the capital account

(and for the US, an omissions and errors category which is

actually short-term claims on foreign capitaJ') '

In reviewing the standard theory of capital movements

up to the middle 1960s, Branson and HiIl question whether

the relationship of capital flows to levels of interest rate

differentials (the "flow theory" of international financial

capital movemerrt"2B¡ couLd continue to explain contemporary

movements of capital in the real world. Capital movement

might alternatively be explained by a model of portfolio

distribution linking interest rates and rates of return for

alternatj-ve assets according t.o risk estimãte =.29 The more

expansive theory of the latter model posits rising rather

than merely high levels of interest rates as the primary

generation of capital fIows, along with risk assessment

regarding a universe of potential assets 31

the distribution of assets depend Is] on the rates of
return and estimates of risk for the alternative
assets. For any given set of interest rates and risk
estimates, theie will be an equil.ibrium distribution of
assets in a portfolio (among domestic and foreign
assets , for exãmpte); it is changes in interest rates
that lead to chañges in this-ãflocãtionr or flows of
capitaJ., gi-ven the size of the portfoJ-io. Applied to
inlernational financial capi-taI movements this theory
implies that, ât any given point in time, raisi'ng
domestic interest rates wiLl produce a one-shot
stock-adjustment inflow of capital as portfolios are
redistributed... But once a portfolio equilibrium is
reached, the flow will cease.
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Thus it is not the level but the dynamic rise in

interest rates which affects capital flows. Moreover' the

sensitivity of international capital flows to interest rates

will be progressively tempered by the size of portfolios

and the risk assessments of investors following the logic of

this theory of stock adjustment. Interest rates, then,

considered as a discretionary policy tool, compete with the

scale of financial capital and the universe of risk as

determinants for capital fLows. Rising insecurity and an

increasing scale of assets would thus reduce the

discretionary impact of interest rates. While this does not

deny the responseness of capital movements to interest

rates, it indicates that the type of response is of the

nature of a threshold effect rather than a flow-effect. The

implications for policymaking appear to me to be strictures.

Both the increased scale of portfolio holdings and

increasing risk factors of the period from the mid-sixties

give added weight to the variables mirroring the general

investment environment within a capital-fIow determination:

concentration of assets and risk-avoidance strategies.

Interest rates decline as investment controls. That

situation is reflected in a loss of control for

policymakers.

The Riqidities of Investment Behaviour

The non-response of investment behaviour

in the form of interest rate manipulation

to

by

suppLy-control-

governments may



Elaine McCoy Chapter 2 -3 6-

be regarded as a market rigidity. The implications of the

shift in theoretical focus presented in the capital movement

analysis of Branson and Hill coincide with the objective

conditions faced by private investors and governments alike

during the period under examination. Not only is policy

constrained by a loss of discretionary impact, but investors

are constrained by the size and scale of their own portfolio

holdings and an environment of risk. Those rigities are not

simply decisional propensities aimed at profit-taking. They

also reflect threshold requirements for balanced portfolio

distribution.

But there is a further catch in the assessment of these

strategic requirements. The interdependence of financial

markets makes the necessi-ty to maintain portfolio balance a

highly protective strategy for gaining very marginal return

advantages. Add to this the increase in J.iquidity on a

gJ.obal scale and the significance of huge increases in

capitaL mobility during the 1960s and L970s can be

considered a structuraÌ dilemma" Moreover, the volatile and

lop-sided distributional flows of capital among nations is

lar less a discretionary/demand phenomenon than an accretion

of marginal advantage strategies.

with increased instability in

marketplace and

portfol io-balance

marginal advantage

f J.agging growth in

strategies would

the international

domestic economies,

seek security and

from governments. The delivery of these
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conditions by governments as inducements for long-term

capital investment necessarily constrained government

economic policymaking and, as wil I be demonstrated in

Chapter 4, pushed governments to policies which were

increasingly "captured" by the Ìogic of supply-side

economics. That capture is one part of the argument

presented in the present thesis, which claims that state

autonomy decreased during the economic crises of the general

period under study. For no\^I' I want to establish the globa1

preconditions evident in investment strategies and capital

flows which set the stage for the loss of relative state

autonomy at the national leveÌ. Investment rigidity is the

label I have given tothese strategies-

Ana lytical Suppport for the Notion of Riqidities in

Investment Behavior

The attempt by Branson and Hill to reconcile capital

accumulation theories and portfolio distribution theories

substantiates my own notion of rigidities in international

investment behavior. They investigate the historical

movement of capital inflow to the US 1960-1969. Based on

conveniently segregated data in the US account of , balance'

the analysis relies on a five-fold definition of finance

capital. The first category comprises short-term claims on

foreigners, which reflect the trade credit-nature of a great

deal of US short-term lending. (Given the importance of

trade credit for the US in financing a given flow of trade,
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it is important to consider the effects of levels of exports

upon the stock of assets and the way in which changes in the

Ievel of exports generate capital flows in the United

States). The second category consists of long-term portfolio

claims on foreigners which are private claims exclusive of

direct investment and lonq-term banking claims. Thirdly,

there are long-term banking claims on foreigners, fourthly,

short-term liabilities, and fifthly, Iong-term liabilities.

The analysis proceeds with country anaJ.yses of capital

flows in the US, UK, Canada, France, Germany, Italy' and

Japanr âs well as an aggregate of "other" OECD countries-

Their final section attempts to aggregate country results in

a multiplier table which is meant to test the sensitivity of

all capitaL flows to monetary variables.

Although largety a test of the efficacy of econometric

methods in deriving significance from mathematical

coefficients pertaining to competing capital-flow theories,

the study produces empiricaJ. support for the ideas presented

in the present thesis regarding structural rigidity in

investment behavior and constrained government policy

making. These supports are that financial crisis has

resulted in a partitioned international economy which shapes

capital flows in a highly constrained v/ay and that the

determinants of capital flows reflect Iocale-superiority

established by the partition. (The other side of the concept

of investment strikes is investment preference. I argue that
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preference in investment behavior is primarily a matter of

Ioca1e, that is, selection of locale depends upon places

exhibiting security, marginal return advantages and a

disciplined economic environment. Hegemonic centres like the

US are superior locales because they not only meet the three

criteria just mentioned, but are able to disadvantage

competing locales through a variety of measures, including

military threat, which smaller and less-developed regimes

are not able to muster.)

For the present study three discrete locales Produce

asymetrical patterns of policy resPonses aimed at

influencing investment behavior. Major European centres aim

to produce confidence and stem speculation. American finance

capital aims to stabilize the balance of foreign portfolios

within its national economy while maintaing financial

hegemony. Thirdly, so-caIled, "passive" minor OECD centres

aim to weather periods of profound instabiì.ity by absorbing

minimal amounts of shock.

The analyticat method employed in the Branson and HiIl

study provides an interesting conceptual "map" of the

tripartite configuration of global financial capital.

Relying on the EurodoLlar market as the pegging device for

the monetary strategies of aII OECD countr.ies' the study

creates a proxy of fj-nancial interaction. The anal'ytical

segmentation is: a) Eurodollar rate/us bill ratet b)

Eurodollar rate/UK and German rates; c) passive receptivity
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of the Eurodollar rates with expected impact upon domestic

rates and no influence upon Eurodol lar rates. The

assumptions underlying this segmentation are that the

domestic monetary conditions of major financial' centres are

determined exogenouSlY, i.e. independent of the total

Eurodol]ar rate. The Eurodollar rate movementr oD the other

hand is determined by changes in domestic monetary

conditions in aggregate. Furthermore ' it is. assumed that the

US exerts greater influence on the Eurodollar rate than any

one of the other centres or all of. them in combination. The

US is sensitive to changes in the Eurodollar rate as welf,

and the source of that interaction will reside in centres

outsÍde the uS.31

In attempting to provide a global model of capital

movements, the Branson and Hill study moves from an analysis

of US capitat inflows, to net capital account movements in

major OECD countries, and to an analysis of the multiplier

effect of the combination of aggregates responding to

changes in any monetary variable. However, it is only in

analysing capital movements in the US balance of payments

and net capital flows of the major OECD countries that

plausible results are obtained. The 'plausibility is

established by finding a mathematical "fit" in a temporal

series 1960-1969 between econometric expectations and

"real-world" events. Equations including different

contextual variables for the different countries are tested

to determine which achieve a stable and c10se fit- The
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interaction among monetary variables other than interest

rates provided support for the hypothesis that portfolio

adjustment and the "one-shot" response discussed above

established the closest mathematical approximations for

temporal events in each country.

The second support for the notion of investment

behaviour rigidities in the Branson and HiIl study is very

interesting and arises as a result of what the authors

consider "disappointing" resultS in the final section on

interest rate multipliers and capital movements. In this

section all the estimates of the previous country surveys

are brought together in a multiplier table which attempts to

measure the sensitivity of aggregated capital accounts to

changes in monetary variables. The multipliers are

designated "stock-shj-ft" indicators in that changes in stock

assets and liabilities are recorded as responses to changes

in the monetary variable. The table should record total

effects of changes in monetary conditions on capital

accounts. It fails to do so. The statistical results of the

model are indeterminate except those for the United States,

where the effects of a one-point increase in the bond rate

(a more stable stimulus than the shorter term bill-rate from

the standpoint of structural determination) plus a 0.1

increase in US veJ.ocity generate flows consistent with

empirical evidence about capital. inftows to the United

States through the 1960s.
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What the authors term a probJ.em of "simultaneity"
producing indeterminancy for a1t the other. countries in the

OECD may not simply be an artifact of the methodology but a

real finding about the archimedian leverage which the US

economy exerts relative to the rest of its market partners.

Their model's indeterminancy results from US hegemony

vis-à-vis financial mobility:32

lTlhe multiplier table is riddled with ambiguities and

uncertainties in interpretation. These stem mainly from

the facts that a) s/e are using aggregate net flow data

in the non-U.S. estimates, and b) we have not dealt
with the simultaniety of interest rates and capital
f lows. In the one case !./ere we do have disaggregated

data, and we can reasonably assume that interest rates

are not determined simultaneously in the US case,

that is we do get more clear-cut and sensible

results. . .

What one can hypothesize about these findings is that
there are differential structural determinants operating on

national economies, the effect of which is to constrain
global c.apital f lows unidirectional ly. Portf olio
distributj-on may therefore predominate yet only apply in one

area, that is, the flow of funds to a core economy, in this
case the US. But in other peripheral or "passive" economies,

interest-rate strategies may be determinate. These
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countries may be left with the less

interest-rate discretionary policy tool to

marqinal regulation of capital f l'ows.
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effective

attempt a

They are

structural ly disadvantaqed due to (in this case) a U-S-

hegemonic superioritY.

Although limited, econometric analysis may be abLe

to offer us good indications of demarcation in its use

of data sets. The Branson and Hilt study has been used

here in good faith, that is, the findings on

determinancy and indeterminancy regarding capital flows

are considered real and not as an artifact of an

inadequate method.33

In terms of the more substantive resuLts of the

study, the results supporting a stock-adjustment

hypothesis based upon portfolio distribution versus a

ftow theory confirm the position of the present chapter

that capitaL ftows reflect structural rigidities of

investment behavior. These are not simply or even

primarity the result of discretionary policy tools such

as interest rate manj-pulation, or any other

behaviour-inducing strategies employed by contemporary

states faced with economic instabilities. Rather, the

size and scale of financial aggregation, combined with

an absence of investment opportunity, j-ncrease the

speed and liquidity of financial assets resufting in

portfolio strategies which enhance hegemonic
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relationships.

The period L967-73 identified in the present chapter as

a "watershêd", is characterized, then, by economic

instability which preceded the much-discussed oil-shocks of

the mid-to-tate seventies. This period demonstrates

structural weaknesses and contains primary elements which

became, during the course of the 1970s, a conjunctural

incidence of crisis. The economic slowdown of the late

sixties and the persistencer oD an international scale' of

the residual problems associated with uncoordinated balance

of payments among nations and destabilizing capital flows

made the problems of ]ow growth, rising unemployment and

chronic currency instability intractable. when supply

constraints in basic food and energy commodities appeared in

the seventies, virtually all capitaList economieS v/ere

vulnerable to extreme reaction. The period of the early

seventies is a transition to systemic decline.

Prelude to the 1973-1978 Period

The beginning of the decade of the 1970s signals

attempts by policy analysts to understand the "end of

prosperity" of the sixties. The interdependence of the

capitalist nations continued to demonstrate the undesirable

effects of trade and payments imbalances, widespread

inflation and volatile capital flows. The search for an

institutional repJ.acement for Bretton [¡'loods also continued,
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with an expanding Eurocurrency market firmly in place as a

new institution of financiaJ. mçdiation. Nevertheless,

currency revaluations and devaluations continued on an ad

hoc basis.

Some encouragement was to be found in i-mprovements in

the balance of payments positions of both France and England

at the turn of the decade. The United States appeared to

have stemmed volatile capital inflows in 1970 only to have

massive Specutative outflows in mid-1971 which l,rere aS

volatile as they r¡tere grand in magnitude (reported to have

been $4 $S bitlion in one week). As inflation and

internationaJ. payments disequilibria remained intractable

problems, serious effects could also be observed in general

trends in declining output and rising unemployment. It is

these two economic indices of domestic well-being which

competed with international market pressures for priority in

the policy strategies of beleaguered governments. The

beginnings of what !,/ere to become the fu11-fledged austerity

poJ.itics of the late 1970s \¡/ere being worked gut in that

competition.

The "diminished return'r effect of over-restrictive

economic pol-icy, worsened because of the simultaneous use of

restraint policies among nations r rl€c€ssitated rapid

reversals to expansionary formulae aS governments attempted

to respond to what were perceived as upswings in economic

opportunity . " Stop-Go " in po l icy-making \^/as large ly an
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effort to gear domestic economic performance to global

economic opportunity, with the cumulative effect of

exaggerating fLuctuation. A persistent characteristic of the

period, however, was high and rising levels of inftation.
That became identified as a trend despite the remediatj-on of

other problems such as faltering growth or trade imbal.ances.

From Demand Management to Crisis Management

The introduction of price and income policies was perhaps

the most important institutionaL response to the persistent

and pervasive legacy of the L960s, the incidence of high

inf lation in periods of restricted growth. V^lhile it l^/as a

price-freeze policy which kicked off the use of widespread

programmes of restraint in Lg7O34, the pattern of control

quickì,y moved to wage-restraint policies, which sought as

much to restrain anticipatory actions taken by workers

hoping to protect wage erosion as to dampen down demand-

Indeed, demand was preempted in a strategem of disciplinary

control over wage rises, rather than "managed". The terms of

stabilization and sustained growth changed from trade-off to

show-down between the increasingly antagonistic facts of

economic life: inflation and employment.35 th. Lg7i-

recession, fo1J-owed by the 1,972-3 commodi.ty boom' created an

environment of uncertainty in domestic economies akin to the

global capital environment of the second half of the l-960s-

As organized labour responded to the clear trend of

inflationary spiral, it confronted governmental postures of
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"crisis management", which resulted

prohibitions constraining the terms, of wage

-47 -

in statutory

negotiations.

The Continuinq Problem of Balanced Growth

Decline in the GNP of the OECD nations, first evident as a

widespread phenomenon j-n 1968, \,,tas alarmingly sharp in the

key economy of the us by L970, having reached a negative

l.5t growth from the previous year in GNP at market prices

in the first harf of 1970.36 while growth, generally' was

expanding, it was doing so at a rate well below potential,

and with uneven distribution among nations. By L972r the

United States, through expansionary fiscal and monetary

policies, appeared able to turn the economy around. But

government expenditure and temporary reversals in the

decline in stock-building did not provide more than a

tenuous claim to longer-term growth. Generallyr the OECD

appeared to have been able to establish recovery with growth

indicators stable in L972. In the period directly leading up

to the L973 oi1-shock, recovery seemed assured and forecasts

were euphoric. The North Àmerican recovery appeared to have

spread throughout the QECD, with an annual 6.5? growth in

output forecast for L973, following a similarly good

performance in L972 (Table 2.I1.
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Table 2.L
Growth of GNP in Select OECD Countries,

Percentage Averages: L959-L97L
Yearly t Changes: 197L, L9'12 | 1973

Avcragc
r959-@

lo
t97G7l

From
prcvious year

t9?r r972 ¡971

From
prcviotts half'Year

1972 1973 19'14

ll t ll I
Growth of real GNP in sevcn

orjor countries

hrccnlagc changcs
Scrrcnally adjustcd
¡l annual ral6
Estimatcs and forccasts

6l
4L
ól

8l
lld
7L

ó
5
5
4

I
t
I

Canada
Unitcd Statcs
Japan
Franct¿
GcrmanY
Iralyù
Unitcd Kingdoma

Totat of abovc countriesc

Major scvcn counlr¡cs

Australia¡
Bclgium
Nethcrlands0
Dcnmarka
Ircland

Othcr OECD Northà c

a) GDP.
ô) t970 wciSht3 ¡nd cxchugc nte.

OECD, Economic Outlook

1
7

t3
ó

t
I
I

9
7l

t4l
6

5l
4L

t0l
4.9
3.9

I r.t
5.8
4.9
5.5
2.9

5.0

5.8
2.7
ó.4
5.5
2.1
t.6
1.7

5.8
ó.4
9.2
5.5
2.9
3.4
1.4

4.9
7.t
9.0
4.9
5.8))
t.3
ó.4

5.3
7.5

t4.0
5.8
t.3
4.2
6.t

7.13.3 . 5.9 7L 8l 5l

6
5l

ill
6
7\
7Id
ll
6l

Growth of real GNP in other Membcr countrics
Pcrccntagcs changes; cstimatcs and forccasts

Averagp
t959-ó0

lo
¡9?G7l

From prcvious
ycar

t97l 1972 1973

5.0 3.3 5.e 7l

2.O 7
4.9 5l4.s 5L
4.6 sà
4.4 5

4.2 4l

ó
6L
4'
5
4

5.0
4.9
5.3
4.E
4.0

4.1
3.7
4.5
3.8
3.t

4.9
5.2
5.0
4.1
4.6

5.6 6.4
2.5 5.6
5.5 4.3
o 2.2
3.9 4.8

Austria
Finlandd
Norwaf
Swcdcnd
Switzcrlandd

Other OCDE Soulhà

Of which:
Spain

Total OECDD

Of which:
EuropcD
EECö d

7l

't

7l

4.7 2.9

6.8

7.2

5.0

4.9
4.8

7.5

7.5

3.4 5.8

3.4 4.3 6
3.2 3.9 6

6.2

4.6

( Source:

c) lmludinS lel¡nd.
d) læludins Lu¡cmbour&

lParis, L9731, p. 13)
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Unemployment
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unemployment is evident throughout the

2.2.

A steady

period,

rncrease rn

as in Table

Table 2.2
Unemployment Rates in Select OECD Countries

Percent of Civilian Labour Force (seasonally adjusted)
1970-1973/ ii

Numbers, in Thousands, of Unemployed

t970 l97t 1972 1972

gnemploYment

¡¡dicators in

çlected OECD
eountries

¡¡r ccnt of civilian
¡þur forcc.
rcrsonallY adjustcd

Qr Q2 Q3 Q4
t973

Qr Q2

fÀdé, ú ¡ 9cGnt¡3o
ol dcpcndcnt øPloYe.
J) E¡cludin¡ lælud,

t-sdbour8. Sw¡tærlüd.
twruol ud Tu¡LeY.
Jaæ¡.' For rcutg

¡.d ßthodr e Tæhni-
of Ann¿

Unemploymcnt rales

Canada
Unitcd Statcs
Japan
Australia

- Francca
Gcrmany
Italy
Unitcd KingdomD
Bclgium
Ncthcrlandsc
Finland
Swcdcn

Ratío: unemploycd-
unflled vacbncics

Japan
Francc
Gcrmany
Unitcd Kingdom

Numbcrs uncmgloyed
(thouson¿r)

Totat OECD¿
OECD Europd

0.9
3.7
0.3
4.2

0.9
3.0
0.5
4.3

5.9
4.9
t.2
t.¡
t.7
0.5
3.t
2.3
t.9
1.4
t.9
0.9

6.4
6.0
1.2
t.3
2.t
0.7
3.1
3.0
t.8
1.8
2-2
1.5

6.4
5.6
l-4
t.9
2.3
t.0
3.6
3.4
2.3
3.0
2.6
1.7

6.¡
5.9
1.4
t.7
2.2
0.8
3.4
3.5
2.1
2.8
2.5
t.8

6.t
5.7
1.4
t.8
L3
¡.0
3.6
3.4
2.2
2.9
2.5
1.7

6.7
5.6
1.4
2.1
2.3
t.o
3.8
3.3
z3
3.2
2.8
1.7

6.7
5.3
t.4
t.9
2.3
t.o
3.7
3.1
2.4
3.0
2.7
t.8

5.9
5.0
I.3
t.6
LI
0.8
3.5
2.7
2.2
2.9
2.5
1.7

5.3
4.9
1.4
r.6
LI
t.0
4.3
z4
22
3.0
L4
1.7

0.7
3.7
o.2
L2

t.0
3.8
0.4
5.5

0.8
L9
0.5
42

0.9
3.4
0.5
4.7

o.7
z3
0.5
3.2

8 68t
2792

0.7
2.0
0.4
2.3

8 070
2507

0.6
t.8
o.4
t.7

8 027
2 558

? 279 8 664 8 960
2t49 2498 28æ

9052 9 tg2
2907 2957

006
783

9
2

(Source: OECD, Economic Outlook IParis, JuIy L975]

The sparse commentary on the problem of unemployment

relative to the OECD emphasis on inflation, trade balances

and currency instabilities indicates the manner in which the

economic assumptions of the period were structured. Labour
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and unemployment is discussed in chapter 4. what is

interesting about unemployment in the sub-period immediately

under discussion is its subtle relegation to the status of a

non-issue vis-a\-vis the overriding concern with inf 1atio.r.37

Inf lation

Rates of price rises in domestic contexts $¡ere increasing in

all nations by the turn of the decade, and continued to the

f irst oil shock. Prices in world trade vitere rising at

unprecedented rates (L969 saw a 4t rise in the average

values of merchandise exports the highest since Ig57) r3B

and the beginnings of a tortuous debate about the nature of

cost-push inflation could be observed. Domestic labour costs

as a function of lowering productj-vity performance, as weIl

aS of money increases in wages, also rose sharply. The roots

of both these rises in the inflationary pressures of the

mid-sixties onward l^/ere stil l considered transitory

(cycIical), although the analytical emphasis put on rapidly

rising foreign trade prices as indicative of the end of an

era of competiti-ve pricing demonstrates the ambiguity of

reasoning about inflation. Is inflation and its transmission

the product of disequilibrium (e.9. in trade balances, the

rel,ative health of competing currencies, policy

environments) or a new equilibrium?

Now that increases in foreign trade prices for the

first time in a decade appeared to match domestic inflation

rates, questions arose about the structure of price and
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competition in the world market and about the simultaneity

of inflation across nations having an impact on that market.

During the postwar years, foreign trade prices in the

western capitalist countries showed growth trends which

lagged well behind domestic inflation. The OECD designated

three main reasons for the distinction between foreign and

domestic price behavior. Firstly, productivity growth was

generally export-biased, and fo1 lowing Hicks r the oEcD

Secretariate believed that discretionary improvements in

productivity performance htould be be applied to areas of

comparative advantag..39 SecondIy, as trade barriers b/ere

abolished competition in the world market \^/as most likely

more intense than in domestic markets inducing a Shift to

Low-cost suppliers. FinaIly, suppty schedules in the b¡orld

market had been most Like1y pegged to supply conditions in

major trading nations who have access to major $torld markets

and are less restricted by cost conStraints generated

domestically. The use of the world market as an off-set to

weak demand at home might presumabLy create more competitive

pricing internationally. (This appears to be an innovative

argument on the part of the OECD secretariate to support a

practice in the early years of the seventies which later

became known as "dumping". ) These three fortuitous

conditions characte rizing the international trade markets of

the post-war years $/ere J.arge]y based on unsynchronized

demand and price movements between world and domestic

markets. bihen conditions changed and interdependence created

sychronic movements the problem of simultaneous erosion of
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competi-tive pricing emerged: 40

[w] hen demand and price pres
most countries of the ar
competitive or differential

sures reached a peak in
ea at the same time,
pracr_ng seemed to become

L94B-L979
Changes
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less worthwhile, and in any case' less teasl-bIe. Demand
pull and cost push fed on each other as in the
traditional process of domestic inflation and the
dichotomy between domestic and foreign trade prices
tended to disappear.

case, domestic consumer prices rose steadilyIn any

throughout 4Lthe period as illustrated in Tab1e 2.4.,

Table 2.4
Inflation in Select Periods,

Àverage Annual Percentage

t948-52 1952-6t l96t-69 1969-73 r9'13-79

F¡ancc
Ccrmuny
lr¡ly
United Kingdom
Spain

Austr¡a
Belgiu nt

Denm¡rk
Finland
Ircland
Ncthcrlands
Norway
Swcdcn
Switzcrland

OECD Europc
Standa¡d deviation

Unitcd Statcs

5.t
4.9
2.5

3.7
1.0

2.6

t 4.t
0.4
f.4
s.2
6.0

19.3
t.6
4.8
2.3
4.6
?.0
7.1
6.1
0.9

3.3
I.3
2.0
2.4
5.2

1.9
'1.2

2.5
3.7
2.6
2.1
2.6
2.9
1.0

2.3
l.l
t.3

4.0
2.5
4.1
3.8
6.7

3.5
3.2
6.1
5.7
4.6
4.7
4.0
3.9
3.5

6.2
5.3
6.5
8.0
8.4

5.7
5.1
7.O

6.8
9.3
6.8
7.9
6.8
6.4

6A
t.2
4.9

10.?
4.6

r 6.l
t s.6
r7.9

6.3
8.4

10.7
t2.7
15.0
7.2
8.7
9.7
4.0

10.9
4.3
8.5

¡ Consumer prices

| .Sourccs: lMF,Inte¡na¡lonol Flnanclo! Statlstlcs (¡96?/ó8 and l980 Ycarbooks)'

(source: Christopher AtIsopp, "Inflation", in Andrea
[ed] , The Eur ean Econ Growth & Crisl-s. ILondon:

7e)

Boltho
Oxford

Universl_ ty Press, p. , Tab e , P.
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Capital Movements

A reversal of capital flows among developed capitalist

economies was marked by a reversal of the east-west flow of

capital which marked the beginning of the decade with an

outflow of funds from the United States. This was due

Iargely to speculation against the German Deutschmark

following its revaluation in L969, and repatriation of

Canadian funds. The recession of the late l-960s in the

united states having created a tight money supply and

lowering interest rates seemed, temporarily ' to have

reversed the speculative flow" The UK took steps to prevent

the reversed flow winding up i-n speculative pools within its

o\^rn economy. Britain cut its bank rate by a full point (from

85 to 7t) in mid-1969 and attempted to bring interest rates

j-nto alignment with declines in the Euro-doL lar rate.

Interest differentials were stiIl seen to be applicable to

marginal flows of speculative capital in Europe.

with the sterling float of 23 June 1972, following the

turbulent currency conditions precipitated by the US float

of August I}TI and the attempt to provide a new parity

aLignment with the Smithsonian Agreement of 18 December

1g1L, another reversal in volatile capital flows presented

itself. The Agreement resulted in a massive currency float

among OECD currencies with the end resul-t of stemming

outflows from the United States and strengthening the US

bal-ance position consequent to an effective depreciation of
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the dol.Lar. Capitat reflows whrch began agaan and continued

to the US until January L973 were , suddenly reversed with

such massive speculation away from the dollar that foreign

exchange markets were closed twice in 1973, in February and

March. The volatile movements registered the depth of

uncertainty pervasive at the time.

International Li uidit

As noted earlier, with the deterioration of the United

States balance of payments during the 1960s the validity of

the US dollar aS a reserve currency was undermin.d.42

General Iy during the 1960s the entire system of

international reserves was becoming increasingly tenuous as

the "islands of stability" supporting a de facto Bretton

Woods convention disappeared. frlhen the US began to eliminate

its deficit in the latter part of the sixties, and thereby

reduce the growth of internationaL reserves (in dol-lars

available to be held by foreign central banks for the

purpose of funding their own deficits), a problem of funding

an international reserve pool presented itself. One attempt

to remedy the situation b¡as to contrive an artificial

reserve asset system. This hTaS done through the

establishment of a new reserve asset, the Special Drawing

Right (Sln¡ , bY the International Monetary Fund (Il4F) in

1969.43

When the SDR \^/as implemented in L970 | a direct
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transfer of central banks credits in the settlement of

def icit \^/as guaranteed by the IMF in the f orm of a

gold-denomrnated unit of value.. (The SDR'is a book-keeping

entry used to smooth out the functioning of the

international payments system in the absence of a true

reserve currency. ) Hol.ders of SDRs were restricted to

centraL banks and treasuries of IMF countries. It was

important that the new asset would provide confidence and a

nominal value of account independent of any one country's

domestic economic health. Moreover, the provision of

multinational control over the size and supply of reserves

couLd presumably stabil-ize liquidity and reduce inflationary

pressures on a world scale. While the evolution of the SDR

has demonstrated its low efficiency aS a reserve asset' it

has been useful as an international unit of account. (In

quantity its contribution to total internationaJ reserves

fLuctuated around its initial allocation of 3B from LgTO to

the end of the period under review here. For example, in

L976, ât $g biLlion, SDRs represented only about 4Z of totaL

international reser,r."44) . The problem of stability of

international currency exchange has not been remedied.

The beginning of the decade of the seventies

anticipated the destabilization of the global economy that a

sIj-ghtly growing reserve/high liquidity relationship woul-d

imply and moved to an institutional remedy. The US balance

of payments deficits of the seventies eventually undermined

these earJ.y r r¡re 11-placed institutional ef f orts with a
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subsequent flood of dollars

banks, necessitating chronic

era of currency floats.45
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accumulating in foreign centraL

flexible exchange rates and an

The "Miserable 1970's" : The OPEC Decade , L97 3 and Onward

In an end-of-the-decade review' The Economist publ ished a

journalistic account of the performance of global capitalism

during the 1970s entitled "The OPEC Decade " -46 It based its

commentary upon the failure of four beliefs which would

certainly have appeared plausible to a reasonable person in

f970, but which were Proven to have been false by the end of

the decade. These were inflation as a soluble problem; the

assurance of a growth and rise in world trade; the efficacy

of Keynesian economics in handling "minor uPS and downs" i

and the assurance of world order through the domination of

rich countries led by the United States. Such beliefs '$tere

proved to be the illusory struts of an optimistic edifice.

"By the end of these miserabl'e 1970s", it is

reportedr4T the very world order within which the shocks of

the early seventies manifested themselves had changed. The

Arabs controlLed oil a vital supply resource whose primary

characteristic is its relatively inelastic demand. That

shift of control was unthinkabte in a worLd of "orderly"

capitalist predominance. Interdependence among the

Northern/mostly-Western core states of Europe, North America

and Japan, while occasionally troubLesome, was certainly a
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weI l-appreciated

World" cartel for
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development. Dependence upon a "Third

a vital resource $tas "crisis " .

The August L97L dollar shock which revealed that "the

Àmerican giant had feet of clay, and that world money l^tas

built on sandtr \^¡as followed by the Club of Rome's

',intellectual shock". The publication of the Club's book

warning about the Limits to Growth48 seemed to kick off the

environmentalism of the times, prophesizing a doomsday

consequence to the overexploitation of natural exhaustible

resources. But the decisive shock came in L973: price

manipuJ,ation had been learned by Rrabs-49-

A world spending itself silly on the L972-73
commodities boom might have guessed the truth that when
resources become or can be made scarce their prices can
be raised. Now the truth was shoved down its throat.

The "worfd order" whose Passing The ,Economist bemoans

$¡as an order of economic predictability and convention,

fostered by assumptions in the post-war years of adequate

supplies of production factors and an international market

able to regulate the distribution of surplus and denominate

its flow in stable currencies. The collapse of that order is

not viewed in the present workr âs in the quotation above,

as the coJ.lapse of an illusion. Rather it is viewed as part

of a developmental trajectory toward crisis the product of

concentration and the subsequent need to insulate capitalist

political and economic institutions from risk, which had

become proportionately more threatening as markets became

increasingly fragil". 50
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The events of the period L973-1982 have been much

discussed in journalistic accountsr, academic analyses, and

government policy statements. The literature on the global

situation of the "miserable seventies" is enormous and the

general. outlines of the crisis welL known. The treatment in

the present work, therefore, will be to provide a summary of

those events and the main debates surrounding an analysis of

them.

My summary is intended to support the general argument

of my thesis, linking the economic context of the late

1960's and seventies to a consideration of state autonomy.

In terms of periodicity, I want to establish that

fundamentaL structural weaknesses within the international

capitalist system \^tere weIl-articulated before the advent of

OPEC. The preceding pages have argued that balanced growth,

orderly capital transfers, currency stabilityr ând most

importantly, an efficacious pattern of international

investment behavior experienced a sharp and synchronized

downturn during the mid-sixties. The inability of

policymakers, both in and out of government to exploit

traditional stabilization policies to remedy the decline was

neither a failure of nerve nor an adherence to policy

illusions (viz., Keynesian growth prescriptions according to

The Economist). Rather, the view of the present work is that

a threshold of deveJ-opment had been reached. International

capitaÌ had constructed a risk-mininizíng/profit-maximizing

institution of financial interaction, the basis of which was
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formed by ne\^/ instruments fot capital mobitity.

Disequilibrium in international pay¡nents baLances threatened

to impair accumuLation by promoting speculative impulses

among shelter-seeking financial agents. Continued investment

in capital formation projects declined. Marginal gains in

international financial transactions htere sought as a

hotding pattern sustaining profit margins until the period

of uncertainty passed. Long-term capital projects were

deferred in most of the key economies of the glest or only

cautiously initiated in the early seventies as equilibrium

seemed likely to be reestabLished following the commodity

boom of L97L-L972. But stock building was always lagging far

behind consumer-led and inventory replacement "recoveries".

Not only private capital o$¡nerS and investors v/ere

playing the speculation margins in the early l-960s and late

l-970s. When central banks joined the game (in the absence of

a true reserve currency since L967) , the multiplication of

inflationary presSures increased to reflect the scale of

mobitized capital assets. In L973, the overt refusal of a

major production-factor supplier, the Àrab cartel, passively

to accept price determinations originating outside its own

discretion confronted a system already faltering under the

weight of uncertainty. What fotlows, the4, is an account of

how the circumstances of the seventies provided a path which

both influenced and accommodated the trajectory of the late

sixties. That trajectory was a synchronized condition of

disequilibrium which has come to be termed crisis. The path
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accommodating that conditj-on, white purporting to remedy it,

is attributable to a closing alignment of state and capital.

State autonomy was decreasing. The political expression of

that was the deformation of the bourgeois consitution, the

economic expression \^/as the distortion of capitalism's

markets: factor, financiaL and labour markets.

While a more discrete observation of the state/capital

aJ.ignment wiIl be provi-ded in the country-sections in the

next chapter, it is timely to remind the reader that the

context of gtobal crisis is being used here, explicitly, to

test the proposition that state autonomy decreases in times

of crisis. Certainly, the indication that closing alignment

of state and capital responses in an international context

provides evidence supporting that propsosition.

OPEC Oil: Exo nous Shock

When the terms "shock" and "crisis" begin to appear

regularJ,y in the journalistic and academic writing of the

l-970s, they did so with the oiL price increases folJ.owing

the L973 Àrab embargo as the touchstone. Earlier a number of

currency "criSes" gained some limited notoriety in specialty

journals and the financiaì- pages of ne\^¡spapers. But it was

the so-called exogenous nature of the oiL shock which

brought home the vulnerability of the established capitalist

system to "outside" influences. That "outside" could be an

unpredicted eventr ân unforeseen enemy ¡ or a break in a
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temporal trend which seemed to be the result of an arbitrary

conjuncture of circumstance. The first Arab oi1 embargo

follohting the Yom Kippur War' and subsequent price rises of

Lg73-74, brought forth all the definitions of shock and

crisis which have become the summary definition of an

exogenous economic shock. The second oil Price rises and

threats to supply in L979-80 appeared as a deliberate

consoLidation by OPEC of "outsider" status, allowing the

cartel to exploit its location on the Periphery of the

global capitalist economy. The second oil "Shock" was in

reality the establishment of a fair market price confronting

the stagnation and inflation within capitalism which has

been apparent from the late sixties. OPEC drove a wedge from

the periphery to the heart of industrial capitalism in five

years, using price and supp]y as its agents. Both the speed

of penetration and the enormous repercussions of OPECTs

activities have purchased them a decade of their own in

popular accounts of the Period.

The Contours of the First Oil Shock

Saudi Arabian oil (crude 34 API) rose from a posted or

marker price (by which other crude prices are set according

to quality) of $1.30 per barrel at the turn of .the decade

(and $3.00 just before the Yom Kippur War in October L9731

to $fl.65 by December L973. That rise represents a 3508

increase in price from the previous year.51 The price rise

was accompanied by embargoes and production cut-backs taken
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by the oil producing statesduring L973

\â/as the exercise of autonomous pricing

dependency of the capitalist system upon

primary fuel presented itself in L973

consequence of post-war economic success.

and L974.
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Not only
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unforeseen
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a shock but
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as an

Between

I973, Ir,lestern oil imports increased more than 17-f oId, and

oil stood at more than half of total energy consumption at

the later date, from being only a quarter of energy

consumption in 1950.52

Because the US support of Israel during the Yom Kippur

War is generally thought to have been the trigger for the

Arab decision to cut production and initiate an embargo

against the US (and the Netherlands), the origin of the

"problem of oil" was aS crisis-ridden aS the immediate price

impacts. The political decision by the Arab nations to take

an aggressive action in the realm of economic suppJ-y had

extremely radical connotations. Supply action has been

regarded as a most dangerous aggression since the invention

of the general strike. That such action should be taken so

precipitously by an outside carteÌ created wide spread pani-c

in the West.

Imaqining Oil'

The collectj-ve memory of the capitalist world most

recollects the oil events of L973-74 as the natural

which "changed things" " The recasting of the

probably

disaster

economic
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problematic which accompanied the shock was indeed dramatic,

and for that the cartel price actions of the Arabs might

appear fortuitous. The problems and budding antagonisms of

the late 1960s and early L970s deveJ.opment of international

capitalism cou]d no\^t be crystal lized and a radical

rethinking of policy options initiated. This is not to deny

that the actions and price rises of the time vJere of great

importance. The proPortions of that crisis will be spelled

out immediately below. But the view of the present work is

that the capital.ist system \^¡as vul,nerabLe to an exogenous

shock because enàogenous decline had been exposed by the

turn of the decade. To comprehend the oit shock entailed an

imaginative construct on the part of capitalism its policy

makers and constituents which \^/as capable of masking

sufficiently the structural causes of the preceding decline

and of "re-educating" capitalism' s repubJ'ics to the nel^/

53austerlty.

The oil problem is the most urgent and baffling of
those tñat governments are facing. The sudden
intervention óf this new factor of supply constraint,

the uncertainty it entails the assumption about
oil supplies totally arbitrary and require as much
a potitical as an economic judgement-. -

The price, supply, and petrodollar effects of the oil

shock were, and remained, the most impoitant aspects of the

oil shock. Distinctions among the three components of the

shock were made on the basis of the defensive actions which

might be taken by the capitalist core to protect its growth

and stability. The price rises were thought to be
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relatively easy to quantify and off-setting policies could

be imagined, among them poJ.icies , aimed to increase the

substitution elasticities of this primary commodity, knowing

that demand elasticities would be very low. Also the very

nature of price stabilization remained a powerful myth even

though at this early stage in the crisis it sounded like

whistling in the darkr54

there is a natural economic timit to how far price
increases can go. . . [O] nce a certain threshold price
for oil is reached' a process of research, development,
and production of alternative sources of oiI and, more
generally, energy wiLl set in, which may well prove to
be irreversible. And, if past examples of major
research efforts can be taken as a guide, there is
every likelihood that accelerating technological
progress would reduce the relative price of energy
substitutes.

Supply, when independent of the mythology of price,

presented nearly unimaginable dilemmas, and ideas of

defensive action, short of military and

"sphere-of-influence" maneuvers in the international context

and economistic measures at home, \^/ere confused- Supply

prescriptions were short-term and called for rationalized

supply-allocation within domestic economies and a search for

demand management pol-icies to preempt recessioh.55

The prospect of massive amounts of "petrodollars" (so

catled because oil prices continued to be denominated in US

dollars) in an internationally floating currency situation,

with already volatile capital flows and a high degree of

liquidity, r^/as very puzzling. On the one hand the overall
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balance of payments from the OECD to other blocs could be

assumed to remain stable, with trade deterioration offset by

the capital account as Àrab nations wouLd presumably seek

investment outlets in the North (and primarily llest). On the

other hand, the size and timing of infusions of petrodoJ.lars

woul.d be at the discretion of the cartel. This f urther

discretionary power could only enhance the economic strength

of the cartel and threaten to destabilize the already

f ragite j-nternational f inancial system.

Commodity Price Rises Before the Oil Events

ImmediateJ.y prior to the oil events of L973, commodity

prices had risen some two or three times faster than aLl

other prices and accounted for almost the entire annual rise

in the GNP deflator56 from 4.8t to 7z in the mid-year

forecasts to L973 for OECD countries. Food was by far the

largest component of the rise. Farm incomes in the United

States during the first six months of 1973 increased by an

annual rate of 242 following an annual increase of 202 in

Lg72.57 Australian farm profits increased during those

periods 232 and 522 respecti.r"ly.58 While these profit rises

reflect the top end of the range, it is nevertheless

generally the case that farm j-ncomes had risen sharply. When

comparing prices received and prices paid by farmers in key

OECD countries it is apparent that in spite of accelerating

input prices for farm production, prices received

outstripped the rates j-n Table 2.5.60
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Table 2.5
Prices Recieved and Paid

I Change From Previous Years

-67 -

by Farmers
(Actual rates )

Priccs rcc-civcd

Canada
Unitcd Statcs
Japan
Francc
Gcrmany
Italy

Priccs paid

Canada
Unitcd Statcs
Japan
Francc
Gcrmany

t.8
t.8
t.0
4.4

-2. I
t1

t0.7
¡ 1.3
t.8

r 2.8
¡:.7
r0.3

27.O
35.6
25. ¡

t4.7
3.5

3l .6

t97t 1972 1972 1973
ilI

t4. I
20.8

9.8
9.3

5.7
¡6.8

t.3
3.3

¡ 3.0
16.4

4.5
5.8

2.ó 3.6
3.0 8.5

8.7
t4.6

Latest month
ovcr corrcsPondinS

month in 1972

7.4
7.t
7.5
7.0
6.8
8.ó

JulY
July
May
May
Augusl
JulY

Q2
J ulY

1.4
4.5
4.9
7.4
4.9

4.1
5.4

Junc
August

(Source: Àngus Maddison, "Western Economic
the l-970's: A Perspective and Assessmentr',

Performance in
Banca Nazionale

del Lavoro arterl Review, L43[september 1980], 24'l , P.28 ,
table

Furthermore, it is farm-gate prices which seem to

account for the rise in the general contribution of food to

inflation, rather than processing or distributing Profits
which exhibit normally moderate price increases for the

time. As agriculture is considered a "crude primary

material" whose consumption-share is about 709 of total

crude primary materiaLs consumed in OECD countries' its

sectoral, pr j-ce f luctuations are of key importance to

movements in GNP deflators. OECD consumption of crude

primary materials amounts to about 10S of its aggregate GNP,
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(with processed primary materials amounting to about double

that percentage).

The contribution of food price rises to the consumer

indexes of OECD countries varies, but in all cases the

contribution has risen when the annual, rise I972-73 is

compared to the average price contributions of the preceding

decade. Of a total rise in the consumer price index for the

United States from 1960 to 1970, food contributed 0.6t

compared to 2.22 contribution of non-food prices; for OECD

Europe the figures are' respectively, l.5t compared to 2.4t

(1960-70). Between September L972 and September L973, the

US consumer price index registered a rise in food price

contribution of 4.2t of the total price rise in the consumer

index, compared to a 3.2t rise for non-food prices. OECD

Europe registered a 3.9* food contribution compared to a

4.9t non-food contribution to total. rises in the consumer

price index. For the OECD total the consumer price index

registered a rise difference in the two periods (L972-73,

and the preceding decade) of +5.22 t of which food prices

made a 3.5g contribution.59 Such was food's contribution to

the L972-73 commodity boom.

Other commodity prices showed marked increases during

the year immediately preceding the oit shock. Industrial

fuel prices had been rising in the United States, Germany

and Japan, although with a range of some l-58.60 Generally,

the rise in overall- industrial raw material price is thought
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to have contrj-buted about l.5t to the total demand deflator'

about 2.52 for the uK, and perhaps 0.5E for Ge.*"r,y.61 lvhile

these figures are far less dramatic, and even less reliable,

than the figures for food (because of difficulties of

cross-nationaJ. comparability and the r^/ay that particular

commodity mixes of these materials can affect an accounting

of the price impact), it is nevertheless well accepted that

the rise in input prices for industrial economies induced by

these price rises is most certainly contributory to an

overall inflationary Pressure.

As with farm income, the boom years produced large

profits in the non-food commodity sectors, especially in

mining , forestry, and petrol-eum. For example'62,

IT]he largest increases in second quarter profits in
the United States $tere alL found in the non-food basic
materialIs] industries. Post-tax profits for the paPer
industry advanced by 69 per cent over a year earlier,
while buì-lding material profits increased by 66 per
cent, metals and mining by 56 per cent and steel by 49
per cent. In Canada ' L973 second quarter profits in the
base metals industries $/ere 300 per cent up on a year
earlier, petroleum 54 per cent and forest products L73
per cent.

Given that the commodity boom immediately preceded the

oil events, and given its profit-taking character, it should

be noted that during the. first quarter of L973 ' the seven

big petroleum companies of the capitalist cartet (the

so-cal-led "Seven Sisters") increased their net profits by

262.63 We can assume that these commodity sector profit

rises were observed by primary producers such as the Arab
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oil states.

Not only the composition of the boom but its large and

synchronized occurrence is notable. On an international

scale, the aggregate GDP of the capitalist world experienced

an expansion in L972-7 3 not seen since the boom of 1950-51.

Moreover, because the later boom followed on the heels of

extraordJ-nary increases in capital liquidity from the turn

of the decade, easy credit f inanced hu.ge exports. Angus

Maddison has reported that "the boom was even bigger in the

communist countries and parts of the third world" (with GDP

rising in the soviet union by 7.6*, in china by 108, and in

Brazil by i-3.9t).64 rh" scope of the boom was very wide

indeed, and occurred in a context of structural changes as

have been discussed above.

Expansion and Boom: Precedents to the Oil Shock

VùhiIe commodity prices r^¡ere jumping, and inf lation continued

to rise, it appeared that an expansion was nevertheless

underway from about late L97L. Indeed, the largest annual

increase in GNP among the seven biggest OECD economies $¡as

recorded in the L972-73(I) period. The' 7 to B percent

increase was matched by a similar percentage in inflation

however, and commentary ranged from cautious to glowing

se L f -congratuIatio.6 5,

to have eliminated stagnation - in circumstances which
were not entirely conducive to business confidence is
in itself an achievement, and there seems no ineluctible



Elaine McCoy Chapter 2

reason why governments should prove incapable of
the challenge of maintaining suitable growth rates
the exceptional recovery period comes to an end.

-7L-

meeting
after

It is at this time, during the expansion and

immediatety prior to the oit shock, that the mechanj-sm for

enabling self-sustaining growth following the surge of

expansion and boom activity continued to be sought in demand

management. But the times are different from the 1950s when

this primary tool of Keynesian macroeconomic policymaking

seemed to yield such good results. Inflation is the primary

context within which poticy would no$/ be formulated. High

unemployment, Volatite capital flows, unrestored trade and

payments balances and lagging investor confidence

necessitate a redefinition of the components of demand and

the correct targetting of policy intervention to stimulate

or restraj-n any one or the other of those components. A

poJ.ar antagonism between two fundamental components begins

to exhibit itself in the universe of policy decisions: broad

consumer demand of goods and services versus investment.

one indication of the remarkabl.e changes that have

occurred since these years of the early seventies is the

assumption at the time that government services and public

expenditures would not be targets of restraint in demand

management. Vühile pro-cycLical spending by governments might

be considered a phenomenon to monitor, it was nevertheless

aSsumed that it bIaS the revenue-side rather than the

expenditure-side of management which offered the most
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flexible policy arrangements. And even within the revenue

areas the fear of a tax-push inflationary jump (the product

of !.rage and cost-of-living pass-through to prices)

constrained policy so as to affect consumption. It was

imagined at the time that the restraint of investment

behavior was a possible prospective action to facilitate

growth and stabilization. The notion of raising corporate

taxation and levying Limited-duration taxes on investment

goods was imagined to be a viable policy option-66 The

contrast of social consumption and private investment $/as

not sharply drawn at the time, but the economic and policy

tensions $tere beginning to be rediscov.t"d.67 V'Ihen the

"temporary" and volatile capital flows of the late sixties

began finally to appear as the "investment strikes" of the

LgTOs and 1980",68 the contours of that antagonism would be

more finely drawn.

The Recessi-on of L974-75

The contribution of the oil crisis to the recession of

L975-75 h/as primarily the prompting of a synchronized

deflationary spiral as governments reacted to the ne\^¡

prospects of acute price uncertainty with poJ.icies of

economj-c restriction. The accelerating demand of the boom

years and the jump in oil prices triggered a policy emphasis

on fighting inflation. The deepeni-ng recession saw OPEC

reserve accumulation rise, while shrinkage in real income

reduced purchasing po\^/er in almost all the major industrial
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economies. AIl the while inflation rose. During 1974 and

L975, total reaL income in the sixteen OECD nations declj-ned

by 1.68 and average price increases for the respective years

were L3.28 and L2.irg.69 The differential impact on select

countries is shown in Table 2.6. z

Table 2.6
Differential Impact of InfLation on SeIect Countries,

L973-L975

Grow¡h of real GNP
(pcr cent,

lncrcasc in consumcr
priccs (pcr cut)

Currcnt balancl
(S billion)

1971 I 975

-17 I

_ll
--141

-.r I

-18!

t97-l
lo

1974

- rl

t9'14
lo

I e75

Toral OECD

Unite<J Starcs

Rcs¡ of OECÍ)
Of x'hich:

Japan
Gcrman¡
Francc
Unitcd Kingdonr
I taly
Canada

rl ìt-¡

t5t

n!
t1

il
l0
ill
il!
ól
ill
IE
t4l
il

-71

-ll

.r¿

I

1j
I

4¡'

16l
1!

t5!
t7¿

ilj

9
-7!
-9
-E.l
-il

l
r!
-t
rJ

I_¡
.ìl

0
6

_61

-ól
-5t
-ll

(Source : OECD. Economic Outlook IParis, December 1'97 4]')

Of greater importance \^7as' the incidence during the

recession of what is euphemistically termed "spontaneous

recessionary el-ements", otherwise known as trends signalling

to lo
t974 Q.r ¡975 Q4

1973 Q4 re74 Q4
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a hal-t in investment. "Ho\^' can investment be induced in

stagflation?", was the policy question of the day- To

support demand on a synchronized and international basis

risked heightening inflation, and appeared to fuel

"inftationary expectations" (wage demands) which were

already not responding to contraction in the desired manner.

To adopt an even further restrictive policy stance on a

synchronized basis would plunge the gIobaI capitalist

economy into a depression, âS the events of the thirties

bore witness. The great debate about "acceptable slack"

began. The prescription andchief policy result was cautious

support for demand. Creeping restriction seemed to be the

order of the day, however, ât a time when it still was not

clear what levels of "s1ack" could be sustained politically

in an economic context which demanded economistic responses '
increasingly defined as the inducement of business

confidence. So while, in fact, a measure of countercyclical

fiscal policy was initiated in most countries when the full

depth of the recession was apparent, it tended to be

collectiveJ.y cautious and certainly seemed unable to counter

the spontaneous recessionary pressures which were

increasingly sensitive to inflation.

The contrast between unacceptable inflation and

tolerable degrees of stack informed the collective wisdom of

policy making from the Lgl4-75 recession onward. The era of

stag and slumpflation made inflation the common denominator

to the progressively cautious numerators of productivity and



Elaine McCoy Chapter 2 -7 5-

demand in the new policy equations-

The L976-79 Recovery: An Evolvinq Definition of Inflation

v,then the recovery set in by the first half of 1976' 70

inflation as the "central problem" was fully entrenched. Now

inflation was gaining a new and more elegant definition as

an artifact of policy timing in the orchestration of the

recovery- Of particular importance \^/aS the interdependent

nature of recovery, and here, âs in the discussion of

financial interdependence earlier, the asymmetry between

domestic policy and a smoothty coordinated international

recovery 1^tas probl.ematic. As the asymmetry seemed an

intransigent fact of economic life, correct timing of policy

began to be perceived aS crucial. But paradoxical dilemmas

were encountered: the timing of policies could sustain a

partitioned international economy, whereby the

strong-recovery nations consolidated their position against

the weak-recovery nations, or it could allow synchronized

recovery in aIl nations thus inflaming price tendencies- Not

only $/ere domestic economies to be restrained but the polar

components of demand/consumption vs. investment were now

poised in apparent oppositio.,rTl

the experience of L972-L973 showed, that, even when
there is a significant margin of unused resources, a

sharp and synchronized upturn can lead quickly to a

rapid acceleration of inflation, both domestically and
internationally. The "smooth recovery" strategy, on the
other hand, cal]s for carefuL demand management since
it requires a graduat shift in the composition of
demand away from public expenditure or consumption
towards business investment.
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The manner in which business investment could be

induced was also a problem. The recpvery in output existed

along with bug-bears of uncertainty during the recovery. Of

significance were the lop-sided distribution of recovery

strength (the US and Japan foremost, with France and Germany

experiencing a short lift and quick decceleration while

weaker economies waited) and wide dispersion of inflation

rates among nations with, in any case, only sJ'ight

improvement overaLl (the rise of 7Z for the seven major OECD

economies during the first half of L976 was only lt better

than the rise in the the second half of L975). This is

itlustrated in Table 2.7.

Impl icit
( average

Table 2.7
cDP/GNP DefLators
annual t changes)

ñtid
to lir¡c
I 9óOs"

4.4
3.8
5.0
4..1
2.5
4.0
4.7

Early
I 970s'

t974 1975 1979
to to to

t975 197ó 1930

Canada
Unitcd Statcs
Japan
Francc
Ccrmany
Italy
Unitcd Kingdom

Aus¡ralia
Austri¡
Bclgium
Dcnmark
Finland
lreland
Netherlan<ls
Norway
Spain
Swedcn
Switzcrland

7.6
6.0
7.4
7.4
6.?

I 1.4
o?

¡ 0.7
8.8
7.6

12.0
8.2

17.5
27.7

81 5l
5t 4!
6t 6
il6
tl 4
r7l 7
lól 6

l4
6

t0
9

tl
l7

8
9

t5

2.8
3.4
4.2
6.1
5.6
4.6
5.6
3.5
6.3
4.5
4.4

4.1

7.9
7.6
7.9
7.2

I t.8
8.8
8.6
8.2

I 1.0
7.O
6.6

r 5.ó
8.9

t2.4
I r.5
¡ 7.0
23.0
r 1.0
I l.l
r 6.5
t4.5
6.1

e.I
3

5.1

5
5I
ó
7
6
5
5l
7
5.!
3l

Total 8.t r0.9 7t 5

al For cr.ct pcriods covcrcd. rc T¡blc 54.

(Source: OECD. Economic Outlook lJuly 1,97 6l )
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AIso a bigger than expected rise in commodity prj-ces

occurred almost simultaneously witþ the early stages of

recovery (e.9. spot prices for industrial goods increasing

by 252 in dollar terms in the first five months of L975

despite large producers' stocks and continued excess

capacity at this stage ) .72 ) Troubled international exchange

markets brere so problematic that official intervention was

required frequently and was so massive that it rivall.ed the

general 1973 float.73 Finalty, large swings into current

external deficit overa1l., and many economies, including most

dramatically the US moving into negative current account

deficits " These "uncertainties" were no less than the

expression of continued structural imbalance within the

international capitalist system. Their persistence prior to

and through recession and recovery could only have been

stopped with massive political nationalization of key

industries and finance organizations akin to a war-time

mobiLization of the economies of the OECD. That option

remained, of course, outside the realm of possibility due to

the structural constraints of the system whose very

definition was private accumuLation of even marginal surpl.us

gains.

The timing element became ever more crucial in the

ability of policy to address the problem of inflation, âs it

pertained to investment. The timing strategy might be termed

"preservation of the golden goose". A single and most

important eLement in recovery $Jas perceived: consumer demand



E1aine McCoy Chapter 2 7B-

!.¡aS the golden egg upon which investor confidence coul-d

rest. The timing problem was clear: at what poJ-nt and how

long could consumer demand be stimulated to induce

investment and hence an autonomous recovery? Failure of

correct timing could result in an inflationary spiral

involving consumer expectations and excess investment

demand. Now that investment was not chiefty defined as fixed

capital j,nvestment but as exploitation of short-run

opportunity in services and distribution, and possibly

j-nventory-buiLding or hoarding, the impact of uncertainty

was deep and very destabilizing. Thus occurred the eLevation

of "fine-timing" as a key policy prerequisite.

Business Confidence: An Unrecovered Resource

Throughout the recovery, from L916 to L979, the capitalist

international economy Seemed never to reach a threshoLd of

security which would enable the illusive autonomous growth

pattern of the pre-seventies to be achieved. Insecurity

about supply, price, and balances in the international trade

markets remained. Technological innovation prompted by the

challenge of the Search for nehl and alternative energy

resources never materialized (aLthough rationalization of

petroleum consumption in automobile manufacturing did

increase the already threatening Japanese surplus). CapitaL

stocks remained ]ow throughout the period r âs did capacity

util ízatíon'.74 The dissapointing results of "recovery"

prompted a great deal of soul-searching in policy debates.
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The advanced career of "cost-push" inflation was noht poised

to take off, which it did with a vengeance when commodity

supply constraints were coupled with labour supply

,'rigidities', to form the explanation for structural decline.

Security-insuring investment could partly be

accomplished by commodity price stabil-izatj-on and wage

restraint, but the need to graduaLize recoveryr âs discussed

above, would constrain an expansion of capacity utilization'

In that case unit costs would not decline as productivity

increases would remain lagged. Profits would therefore

remain low and. encouragement to invest would aLso be

dampened. A remedy to that would be rapid price mark-ups as

an attempt to capital-íze on the recovery. The inflationary

impetus of such a profit strategy is obvious. The attempt to

control labour supply/wage demands and price was the point

of the wage/price programmes of the seventies. The timing

and orchestration of recovery lay at the heart of these

programmes, whose aim waS to reach the threshold of

automatic Arowth stimuli. In any case, the upturn in output

in Lg74-1 9 was unevenly distributed among national

economies, and when at its Strongest in the US, was mainly a

consumer and residential-investment led recovery. The key

resource missing in those programmes \^tas investor confidence

an absolutely decontrolled resource for growth since the

late l-960s.
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The Second Oil Shock
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Table 2.8
Growth Scenerio of the OECD Area'

L976 l-980
(projections and likelY outcome)

1973

I 960

I 975

1914

I 978

1975

Earlicr ¡rends

t9'11

I 971

Reccn( trends and prospccts

r 980/r 975

Projccted
in 1976 outcome

L ikcly

3l
5
2l
rl

5l
8-9

-15 to -20

Average annual percentage changcs
GNP/CDP (volumc)
Gross fixed invcs¡mcnt.
Labour productivity
Employmcnt

Final year of pcriod
Uncmploymcnt ratc"
Changc in GNP/GDP deflator
Currcnt balancc (S billion)

4-9
6.6
3.8
t.0

4.2
6.0
2.8
1.4

5t
9
4
rl

0.1

-5.4
-o.4

0.7

4.6
-7.2

0.3
{.8

3.4 3.6 5.3
1.6 t ¡.9 il.5
9.6 -27.6 0.2

5.t
7.5
6.4

4
5
7tr

Nore .' Thc l97G- 1980 proþrions wcrc qt¡bli¡hcd by lhc OECD Sccrctari:r in c¡¡ly 19?6 ¡nd scrc pÉntcd in ¡ ¡p€i¡l f upDlcrenl to ko@m¡c Outlqk ño. 19.
Thcy -*crc not cone¡vcd ¡¡ lomsr¡ bu¡ rrrhcr r¡ ¡n illu¡rr¡rion of ¡ gros.th p¡rh cänri¡rcnr s'i¡h non-inñ¡r¡onery æonomic ræorcrr..

al Scvcn mejor OECD counlrió

(Source: OECD Economic Outlook IParis, July I979], p. 10)

These data do not

the recovery, nor

trade imbalances.

"fiscal crisis of

political turmoil

system during the

take into account the Iop-sided nature of

the very difficult problems maintained in

Most countries were experiencing a severe

the state " ,75 as we11 ' and sharpened

could be added to the insecurity of the

t'recoverytt years.

When the Iranian civil war and subsequent interruption

of oil Supplies from Iran occurred in late December L97B '
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76oi1 prices from the oPEc natlons rose dramatically. The 2

millj-on barrel per day (mbd) decrease in supply instigated a

massive price increase. A series of price rises from the

OPEC Geneva decision of L7 December L97B to June 1980

witnessed an increase of some 130*, (Table 2'B)'

Tab1e 2.9

Crude OiI Prices, L97B - 1980

Ar(ntc ollrcr¡l OPËC cr¡nn Prw Avcrr¡c OECD rmfxrr frK.

I fÉr h¡ñ<l A ch¡ñ!c
¡nrúl lalc

t fÉr h¡r.cl t clr¡ñlc
¡nnu¡l r¡¡c

r 9?8
t979
I 980.

t2.87
t 8.80
30.64

46.0
ó3.0

t4.0¡
r 9.08
3 1.46

36.2
6{.9

t9?8 il
t979 I
r979 ¡t
1980 I.
1980 ll"
l98l l.

t2.87
r 5.33
1A 11

29.90
31.37
32.92

4 t.9
il r.0
80.3
l0. r

r0.0

27.9
97.5
84.3
¡ ó.5
8.4

t4.02
t 5.8ó
22.29
30.2ó
32.66
33.94

.t pfôkdiúmlur^tlEr.rlF6iKcrlctrKtr-¡4).'.6lincrrhoECDm¡nsl¡durcdcrfidfrG,nqd..tolaGFthcrcrlv¡l*-úch¡n?(dlrÑlh<dttcollhcl¡tlm¡hrlÑ'E'

Jrnorry lgMt rnrt t:Í rn M¡r (h.<\d.lcd lo Al'ill

(Source: OECD.

table 31)

Economic Outlook [Paris, July 1980] ' p. LL6,

Although those increases $/ere dispersed unequally among

OECD countrie=,J7 the j-mpact upon the fragile international

capitalist economy was substantial. In the first place,

while net imports of oi] decreased somewhat in the OECD

(from 27 mbfl in L}TB to 25mbd in 1980), the import bill rose

substantially (from $140 billion to $290 billion).78 Prices
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reacted with a +15t annual increase during L979lmid-t980.

Current balances moved quickly into' deficit (from a surplus

of $r0 biLtion in L97B to a deficit of $3s billion in 7979,

and a deficit approximately double that in 1980). Exports to

opEc remained at a little over a half of that amount.

The second oil shock was considered to have induced a

second globaL recession during L9B1-82. Because the present

work considers that recession to be an artifact of the US

sJ.ump it will be treated in the country sections of the next

chapter. Por now, it is the crystal lization of poJ.icy

tendencies that seemed to be growing during the "recovery"

of L976-79 which will be emphasized.

The Challenge of the "Miserable Seventies": "Fostering the

v^lill to Invest"79

With the second exposure of the capitalist core to a shock

which involved not only price controls exercised by

"outsidefs," but fundamental threats to supply, the turn of

the decade ushered in a new resolve on the part of

capitalism to restructure its economy. The talk of

zero-growth, austerity po].itics, and the search for

increasj-ngIy rationalized economic performance engaged

policy makers in almost all core economies in a debate about

the "sins of the past". Hindsight became the preferred

policy posture. What was observed, thus situated, h/as the

great fallacy of demand management, which fostered
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unemployment and progressive brage rewards, supported in the

broader social sphere by increased' public expenditure of

community services. The dreaded "inflationary expectations"

syndrome was discovered to have its origin in that great

liberal sop, Keynesian demand management. The "Sins of the

past" had led to the profit squeezes of the presentr so the

observation of hindsighted taught. The antecedents of

decline were found j-n the psyche of expectations, and so of

course the remedy wouLd be found, in hindsight, in the

psyche of discipline. A decade and a half of recession and

disapointment, of declining profits and decreasing

productivity, of obsolete capital stock and increasing

market demands for competitive product performance: all this

within an international setting where interdependence \^/as

looking increasingly tike the partition of the strong and

the weak created a profound reassessment of political and

economic "rea1ity".

The new realism recognized an otd master, the profit

motive. If there had been some ambiguity throughout the

L97Os about the prerequisites for economic growth within

capitalism, they had been dispeLled by the end of the second

recession in 1982. By mid-l982, the OECD secretariat

outlined the "structural problems" facing the OECD

countrie". B0 rn the first place, social and political

development of the last two decades had resul-ted in a loss

of flexibiJ.ity in the mobility of labour and the freedom of

employers. Secondly, the share of aggregate income received
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in wages was a structural imbalance which was responsible

for reduced profit shares, and finally, social expenditures

created a jump in public sector deficits whose financing

depended not only on taxation but public investment. (The

prelude to the mid-eighties theories of "squeezing out"

began here, and would be subsequently developed to apPly to

both credit and investment markets. )

These tt ne\^/

declared the end

realist" definitions

of a past golden age

of structural problems
81\^tnef e: :

when growth was brisk and relative prices hrere changing
only s]owly, such adaptations as were necessary could
be made fairly easily, through the allocation at the
margin of growing output and income. Inflexibility and
other structural problems did not appear as
particularly serious.

The age of innocence was nob/ lost, and would be surpassed

only by "fostering the witl to invest". The way to foster

investment behavior was not entirely clear to the OECD

secretariat at thls time, but would be clarified by the

conservative political regimes which were now being elected

in major economic centres, particularly, Britain, the US'

and later, Germany and JaPan.
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lth" international capitalist market is termed "global"
in the comparative literature employed in this thesis. The
Iabel is a misnomer insofar as much economic activity is
excluded from that market through political and military
hostility. I shall employ the term for the sake of
consisteñcy and dialogue with mainstream analyses. See, for
example, Andrea Boltho (ed.), The EuroPean Economy' Growth
and Crisis (London: Oxford University Press, L982-
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Strumpel, "The Changing Face of
Economies; A Post Keynesian Vie!,r",,
Studies, L0/3 (October L977ì. ¡.ZSS.

L=Assumptions about the increasesd interrelation of
capitalist economies inform this vj-ew. The role of
multinational firms and international circuits of capital
are usually the starting place for examining exogenous
influence in the extention of crisis. For differing
ideological representations surrounding this orientation
see, for example, Elhanan Helpman, "Multinational

Advanced
Comparat j-ve

Industrial
Po I itica I

Corporations and Trade Structure",
Studies , 3/ L70 (JuIy 19851 , p. 443

Review of Economic
chard Peet,

"Introduction: The Global Geography of Contemporary
Capitalism" , Economic Geography, 59 / 2 (April l-9831 ,/.105; and
Robert S . J. Ross , rF-ac-íngr Leviathan: Publ ic Pol icy and
Global Cap itaIism", Economic Ge ra s9/2 (ApriI 1983),
L44.

tr
'This orientation has promoted a renewed interest in

neo-classical analysis of domestic economic rigidities 'particularly in labour supply. For early and seminal
expressions of those ideas see, Edmund S. Phelps, "The New
View of Investment: A Neoclassical Ànalysis", Quarterly
Journal of Economics, 76 (November L962),

Economic Record
e pro ems o

globaI economic interdependencies is evident in the
representative writings of Robert R. Keller and J. Lon
Carlson, "A neglected Chapter in Keynes' General Theory",
Journal of Post Ke sian Economics
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9¡ and Lawrence A.Keynesian Economics, 2/4 (Summer 19B0l,p.S+
VeïE; t-'Troub1ed World Economy", Foreign Affairs (January
L977\ ,¡)ZAI.

6For the trend of immigrant labour rates prior to the
restrictions see Franco Bernabe, "The Labour Market and
Unemployment", in BoItho,
The Miqration of blorkers

op
in

European Community (London, L972) ¡ E.G. Drettakis, 'rDonnees
sur les miqrations et sur 1a croissance demographique en

1'INED (BrusseIs,Allemagne Federale, L
L97 4') . For the causes

950-72", Cahiers de
of restr ct ons, see ECD, Mi ration

Growth and development (Paris ' L979') .

7 The labour-hoarding assumptions regarding the decline



of productivity represent an OECD perspecti-ve. For an
inquiry into the determinants of productivity decline, aside
frõm the highly speculative notion of labour-hoarding, see
Donato Alvarez- anã Brian Booth, I'Productivity Trends in
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Manufacturing at Home and Àbroad" , Monthly Labour Revie¡r, 10
(January L9B4¡ ,p.52i Peter K. Clark' "Capital Formation and
the Recent Productivity Slowdown" , Journal of Finance, 33

formation a
(June L978], ¡b.

ía
965¡-r"Issues i n e Ana ys SO apital

Productivity Growth", Brookings Papers on
Michael Harper' J.R.Economic Activity , 2 (L979') , 423;

ffient Kunze, "T e Slowdown inP
h

Brookings Papers on Economic Activi 2 (L97

Outlook, JuIy 1968.
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9) ,p.J33. For a
explanation of
pp. 45ff.

Economic
December

ress, L977¡ Michael
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,
cr que o cap a -ou pu ra os as an
productivity movements see Mazier. op- cit- '

8Bco.,o*ic Outlook (Paris: Organization For
Co-operation and Development lhereafter, OECDI,
19671, p. 4.
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"The ffinternational MoneY" , Monthly

(November L975\ ,P. 6¡ Robert Solomon, The Inter nãtFnã-T
S stem 1945 L976 (New York: Harper & Row, L9771 ¡

Ro er G. W 11 ams, e oI itical Economy of Hub CurrencY
Defense: Sterling and the DoIlât", Review of Radical
Political Economy, L3/3 (Fa11 f9Bl) ,/'L -

1lE"ono*i. outlook , July and December , L968. In the
B, the net capital outflow of bankingfÍrst s x mon sofl

and short-term non-monetary capital/unrecorded transactions
was about $1.3 billion (JuIy, p. 35), while in the US the
growth of private dollar balances btas hardly affected at
ãff. This òccurred at a tj-me of gold and sterling crises and
extremely volatile speculative capital flows. The sale of
gold was suspended by the Gold Pool countries on l-5 l4arch
lgOA. Following an early 1-967 strengthening of sterling, the
second haLf of the year sa\^I a sterting crisis in spite of
official intervention and high interest rates. Sterling was
devalued in November 1967, yet a flight to gold began again
in March l-968. The hoarding of gold was accompanied by a
substantial switch to continental currencies as weII. The US

was able to take defensive action with a tight money policy
which stemmed outflow in L967 and it aLso benefitted
somewhat from the 1968 short-term capital flight from
France. The US, in general, was able to remain resilient
during the numerous late-sixties "crises". The US had
defenàive mechanisms in place after 1965 with voluntary
programmes to restrict US direct foreign investment
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(especially the Interest Equalization Tax), and in 1968
introduced a balance of payments programme which further
restrained investment abroad. Private developments such as
the rise of the so-called "Delaware" companies have aLso
alLowed US capitalists to exploit local credit sources in
foreign domestic markets in order to subsidize subsidiary
company needs for funds abroad. In some cases funds raj-sed
in forej-gn bond markets were used to speculate in the
short-term foreign money markets presumabry for further
financing of needs abroad (December, p. 34, andj-ntroduction) .

12rh. creation of the euro-currency and euro-bond
markets initiated massive structural changes in
international finance. For concise analyses see Federal
Reserve Bank of Boston. Ke Issues in International Banki
(Boston, L977) ¡ Jim Haw êY, T n erna ona zat no
Capital: Banks, Eurocurrency and the Instability of the
Worl.d Monetary system",
Economics ¡ IL/ 4 (Winter

ap a from ftself: U. S. Attempts to Regulate the

Review of Radical PoIiticaI
L979) ,p.78¡ , "Protecting

Eurocurrency Syste ", International Organization, 38/L
(Winter 19841 û.L3L¡ R.A usiness,
National f'ricÉion Structures and International ExchaDgê",
Review of International Studies L0/2
Helmut Mayer, "MuI tiplier Effec ts and Cr

(April L984),p.tZS¡
edit Creation in the

Euro-dollar Market", Banco Nazionale de1 Lavoro Quarterly
Review (September L971-) tP. 35; R.M. PecchioLi, The

-Internationalization 

of Banking: The Policy Issues (ParlF
OECD, 1983). For the structural impact on
of the ne$, international finance see

domestic banking
Phillip Ífellons,

( Summer
Role of

Brookings

"International Debt: The Behavior of Banks in a Politicized
Environment", Internatioiral anization 3e/3f

1985).,p.44L¡ Albert M. Wojniflower, "The Central
Credit Crunches in Recent Fj-nancial Histoty",
Papers on Economic Activity, 2 (l-980) ,f.277 .

l_3 Economic Outlook, December, 1968r pp. 29 ff.
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L4_-'Lawrence B. Krause, "Recent Experience in Eight
Countries: Summary", in Lawrence B. Krause and Walter S.
Salant (eds. ) , Worldwide Inflation' Theory and Recent
Experience (Washington, D.C.: Brookings Instituti-on, L977l, ,
p. 248:

Figure 2.a
Annual 3 Changes in Consumer Price Indexes

Select Countries' 1953 L974
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15"D..r.J-opments in rnternati-onaI Liquidity" Economic
Outlook , July L969 r pp. 45-59.

ficial liquidity trends had. been infLuenced by a
up of dollars available for foreign money authorities
967, and by gold hoarding which contributed to
tional liquidity. But liquidity created by support to
countries rose from an average of $0.7 billion per

961 to 1965, compared with a $3.1 billion average
ptember L967 to March L969 (pp. 48 -49).

16Do.rglu" R. l'ludd, "rnternational reserves and the Role
of Special Drawing Rights", Federal Reserve Bank of St.
Louis, 60/ 1 (January L97Bl , pp. 9-L4. SDRs are essentially
accounting units created as a type of reserve asset which
could be used to facilitate the international payments
system. 9'thile originatly seen as a means of increasing the
world supply of reserves and creating a mechanism for smooth
allocation among consenting countries, the SDR has been
actua1J.y used merely as a unit of account (the quantity of
SDRs among total reserve assets being too small , around
3-4t). The unit of account may refer to the pricing of
international services (e.g. canal tol1s). Their value is
guaranteed by the International Monetary Fund (IMF) and
holders of the units are central banks and Treasuries of
IMF-member countries. Its actual value aS determined by the
IMF is a "basket value'!, computing the weighted average
do}lar values of sixteen currencies. The unit is relatively
stable and its fluctuation is normally less than the
exchange rate fluctuation among currencies. (A band of 2Z
points j-s common for the SDR. ) For expanded discussions of
debt and the IMF, see John H. Boyd, David S. Dahl, and
Carolyn P. Line, "A pri-mer on the International Monetary
Fund", Ouarterly Review , 4L3 / I0 (Summer l-9 B 3 L p. 6;
Chrystal, "A
Reserve Bank

AIec K.
Federal

Louis Review 66 / 3 (l4arch L9B4) ,?. 5¡
, " InternationaL Banking Faci l iti-es " . eder

Guide
of St.

to Foreign Exchange Markets",

ve Bank o
St. Louis Review,
"The World Banking
(1983),y'-44¡
Euromarket:

66/4 (April 19BA) 4.5. See aLso, J.E. Nash,
Debt Nexus", Policy Studies , 4, Part 2

and Alexander Swodoba, Credit Creation in the
Alternative Theories and I I ications of Control

(New Yor : Group o T rty, 198 ).
l7E"onorni. outlook, JuIy L97I , P. 3 6 .

lBRob"rt Triffin, "The rnternational
the Dollà1", Foreiqn Affairs, 57 / 2 (Winter

InstitutionsEconomic
. See espec a v apter L2, pp.

Role and Fate of
L97B 79r' ,/-270.

c red (Oxford:19p.J.D. wires,
Basil BIackweIl, ]-97
3L9-32L.

2OE"ono*i. outlook, July L97Or PP. vi-j-x.
2L Ibid., p. vi.
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22 rbid., p. ix
23rh. Eurobond market was tri-ggered off by the US

Interest Equalization Tax of L965 which restricted foreign
direct investment by US capitalists. It quickly rose to
become an important part of the j-nternational finance
marketr âs its capacity j-ncreased enormously in the late
sixties (around $Z billion in 1967 and 93 billion in l-968:
roughly four times the American Market volume for
non-Canadian issues) to rival national finance loci. See
Economic Outlook, JuIy 1968, p. 42. The Eurodol lar market 1s

denominated in dollars and
US. In 1968, commercial banks
ntries, covered most of the
notable that the Eurodollar
tween 1968 and L969 (from
WhiIe American and Canadian

tood at about $1.9 billion
ease), they drew funds of
presents over twice what US

branches, leading to the
nt directly to US residents

bank and non-bank). See Economic Outlook, July 1969 r PP.
3B-39).

24S." James M. Cypher, "State Autonomy and Economic
Planning", Journal of Economic Issues , 15/ 2 (June 1980) '327 ¡ 
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"The Transnational Chal lenge of the Corporate
State", Journal. of Economic Issues , L3/2 (June L979), ,¡>.5L3¡
Joanne Gowa, "Hegemons, IOts, and Markets: the Case of the
Substitution Account", International Or anization, 38/ 4
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Power (Cambridge, EngJ-and:PoIity Press, l-985 r P.

25S". Peter K. Clark, " Investment in the 19 70 ' s :
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Zíegler, and John England (eds.) ' Networks

(Autumn 19841 ,p.66L; Meindert Fennema and
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1- (1979) , ¡73; Robert M. Coen and Bert G.
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of Cor

H l-ckman, A General
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United States", American Economic Review, 70/2 (May l-980),

Drxon,
Journal
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Folker Frobel, "The Current Development of
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a World Sca]e", Review, 5/ 4 (Spring L9821 ,
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27 lbid,. , p. L7 .

2BRepresentatives of the "flow, theory" are: Robert A.
Mundell, "The Appropriate Use of Monetary and Fiscal Policy
for Internal and External Stability", InternationaÌ Moneta
Fund Staff Papers (lnlarch ' L962) ¡ 

-,

Dynamics of Internat
Flexible Exchange Rate

i-ona
stt,

I Adjustment Under
Ouarterly Journal

The Monetary
Fixed and

of Economics

Behavior Toward Risk",
1958); and-, "The

(May 1960); and P.B. Kenen, "Short-Term Capital Movements
and the U.S. Balance of Payme nts", Hearings Before the Joint
Economic Committee, SBth Congress, 1st session, 1963 ras
cited in Branson and HiI1.

29_--Representatives of the "portfolio-adjustment theory"
are H.M. Markowitz, "American Monetary Policy and the
Eurodollar Market", Brookinqs Institution' unpubl ished
manuscript, L97L; J. Tobin, "Liquidity Preference as a

Review of Economic Studies ( February
n" in F.Theory o f Portfolio Selectio

Hahn and F.P.R. Brechling, (eds. ) ' The Theory of Interest
Rates (London:Macmitlan, L9651 ¡ as cited in Branson and
Hffil for an extensive taxonomi-caI review of these models
and a thorough bibliography see Jeffrey A. Frankel,
"Monetary and Portfolio-Balance Models of Exchange Rate
ôetermination", in Jagdeep S. Bhandari and Bluford H.
Putnam, with Jay H. Levin' (eds.) , Economic Interdependence
and Flexible Exchange Rates (Cambridge' Massachusetts: The
MIT Press. 1983) , pp. B4-115, especially p. B5 for the
schematic breakdown of contemporary models:

Figure 2.b
Schematic Representation of Portfolio Balance ModeIs
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For non-econometric alternative perspectives See Peter K.
Clark, I'Investment in the l-970's: Theory, Performance, and
Prediction" , -W. cit - ì Ernest Mand
transLated by Joris De Bres (London: verso. 1980) 'especially chapters, LO, 13 and L7¡ and James O'Connor, oP.
cit., especially chapter 4.

30_"-Branson and Hill¡ oP. cit-, P. 6.
1'l
"rbid. , pp. 44-48.
32 rbid. , p. 48.
))
"Ibid., p. 49. The authors discuss the main problems

"stãGEicaI timitations" of which the three most
troublesome are: 1) homogeneous data across nations
tiabilities and assets is absent (they had to resort to
use of scale variables to get minimum "fit" in
comparability of the data); 2l a capital flow matrix
not exist in reality and using GNP asa scaler proxy

AS

the
36. ê¡ The Cyc ca

, December
I Behavior

of
the
the

does
is

L91I ¡ p.
of the

Canadian

unsatisfactory; 3 ) simultaneity affects a1 I outcomes
interest rates depend upon capital flows and vice versa.

34fh. Canadian Price and Incomes Commission of L}TO I¡¡aS

Economic Outlook

Size Distribution of Incomes in Canada, L947 78",
Journal of Economics , L5/2 (May/June L982), 189-

35Xur1 Olof Faxen, "Incomes PoIicy and Centralized Wage
Formation", in Boltho, oP. cit. , P. 3

initial experiment:
See also, Adolph Bus

ent and l4a

36E"onorni" outrook, July L970, p. 60. See also ALan
anã Robert Summers, 'irnsights rnto

E I

Heston, Irving B. Kravi-s,
the Structure of the lrlorId Economy", Review of Income and
Wealth, series 27.4 (December 19811 ,p.llø -

37 See, for example ' OECD, A Medium Term strategY for
Policies (Paris, L97B). For less

apo oge c analyses o e unemp loyment problem¡ sêe Robert
Rate of

September
nflation:
Articfe",

Manfred

Cherry. "!,lhat is So Natural About the NaturaL
Unemployment?", Journal of Economic Issues , L5 lt (

l-9Bl-) , 7291 ¡ John CornwaIl ' "Unemployment andI

cs of UnemPloYment: Rates of
Institutionalist and Structuralj-st Views, A Review
Journal of Economic Issues , L5/1- (March 1-9811 'P'IL3ì
Unemployment and Labour Market PoIicy",
Politics, 7 /3 (JuIy 1984),P'5.

3B_Economic Outlook, JulY 1970. P- 6-

V,Iest European

Ibid., p. B, note 4
39

40 rbid.
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4lchri"topher Allsoppr "rnflation",
cit., pp. 72-L03, p. 81. In the context

the following comparison from Allsopp

in
of
is

-9 4-

Boltho, op.
a commodity boom,
interesting:

Table 2.a
Comparison of Two Commodity Price Booms

(in<lrces)

OEEC Europe
(1949 = 100)

l95l l9s2

OECD Europe
(1972 = 100)

t974 1975

Tcrms of t¡adca
lmport pricesa - total

- cxtra.Europc

Itemomndum i¡cm:
Commodity p¡iccsc

90
138
ll7

95
135
lll

89
188

92
196

(Ma¡ch 1950 = 100)
March M¡¡ch
lgslb '1952

164 t24

(August 1972 = 100)
August August
1973b ß74

187 196

! Goods and scrvices
b Peak month
c The Economìsl's dolla¡ index of spot pricts
Sourecs: OEEC, .Sl¿rlsrlcs of Nattonal Ptoduc¡ ond Expcndllure. 1938 and 1948 ¡o I 955,

Pa¡i¡ I 957 ¡ OECD, Natlonal A ccountt oÍ O ECD Coun illes, I 9 50- I 9 79 ; The
Economb ¡ (various hsuer).

42Fo, three different views on the relationships among
trade deficits, dollar-liabilities, and the changing
circumstances from the mid-1960s and the 1980s, see Bob
Jessop, "Accumulation Strategies, State Forms' and Hegemonic
Projects", Kapital.istate , I0/IL (19831 ,/.89i Arthur A. Stein,
"Thã HegemoãrË Dlle-m;æ-Great Britain,' The united states,
and the International Economic Order", International
Orqanization, 38/ 2 (Spring 1-984)
International Accounts of the Un

Banca Nazionale deI Lavoro
1985),¡.t5. See a 1so, G. Wood

and D. Mudd, "The Recent U.S.
Panic", Federal Reserve Bank

trade Deficit - No Cause for
of St. Louis 60 / 4 (ApriI

197 B\ ,¡,2 .

43tlr:a¿r op. cit.
44_"Passim, note 16.
45o"11." S. Batten and Mack Ott' "Five Common Myths

About Floating Exchange Rates", Federal Reserve Bank of St
65/9 (November 1-983), 5.

46u.ono*ist, 29 December-4 January 1980, pp. 39-60.
47rbid. , p. 39.
48Donella H. Meadows, €t â1, The Limits to Growth (New

'Þ.355; Robert Triffin, "The
IteA States and Their Impact

Upon the Rest of the I'lorld",
QuarterJ.y Review, L52 (March

Louis Review ,
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York: Universe Books , L972.
49Economist, op. cit., p. 39.
5 ot',ti.hu" 1 Ag I ietta , A Theory of Capitalist Regulation,

trans. David Fernbach (London: Verso, L979) , and,
ofMagdoff and

CapitaLism (

Paul Sweezy .The Deepening Crisis
New York: Monthly Press, l-981) .

5l"Specia1 Section: The Impact of oil on the world
Economy", Economic Outlook, Jul,y L980. p. LLA, and note 2.

52

1970's:
Lavoro Quarterly Review, L43 (September 1980) , pp. 247 , 267.

53 Economic Outlook, December L973, p. 5.
54 rbid.
55 rbid. , p.7

Harry
U. S.

Àngus Maddison, "Western Economic Performance in
A Perspective and Assessment", Banca Nazionale

the
Del
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56"SpeciaL Section, The Role of Commodity Prices in the
Current Inflation", Economic Outlook, pp.99 - 110, 101-.

"The GNP deflator shows the rate of inflation
reflected in each country's domestic output
(value-added), whereas the domestic de¡and deflator
includes the effect of import changes and excludes
price changes of exports. Thus it is the domestic
demand deflator that reflects more closely changes
in consumer prices (as wel 1 as prices for
investment goods and government consumption) rather
than the GNP deflator. The difference between the
domestic demand deflator and the GNP deflator will
therefore give some indication of the mechanical
effect of the terms of trade on domestic prices
before al lowing for possible feed-backs and
second-round effects. " See Table 2.b,

Table 2.b
Impact:

Exchange Rate Changes & Trade Prices on Domestic
Inflation,

L972 L973

Effec¡ivc
cxchangc-

r¡rlc
changc

Total
domcstic
demantl

Dcflators for

+ Exports - lmports -.CNP

Canada

Unitcd Statcs

Japan

France

Gcrmany

Itrly

Unitcd King<Jom"

Austral¡¡t

I rcland

I e7l
t973

I 971
197-l

I 972
197-l

I 973
t 97.'l

I e7l
t97.1

I r)?l
t97.'l

I 971
197-1

¡ e7l
197-l

I 972
I 971

4.S
s;l

I r.l
5.6
6.7

5.6
ó.9

6.?

I1.8

1.9
t 2.0

1.3
t 2.l
-t.s
4.1

1.0
7.0

0.9
0.9

0.8
t 0.7

8.7
9.5

rl aI -.-
tl.0
¡ 4.0
t 5.0

3.O
t0.0
7.5

t 5.ó

-ó.6
9.8

0.3
6.3

-2.0
7.9

1.9
20.3

4.0
20.7

5.0
t.o
8.0

10.5

J.6
(r.J

-o.7
-5.4
-7.5
-7.0

9.(¡
6.6

1.0
t.5

l.tl
t0.3

-0.7
- 10.9

4.5
-9.7

(- r .l)
(8.¡l)

(-1..1I
(4.7'

I
z.t

I
z./r0.{

.\.7
('.8

ô.1
(r.4

tt,0
il.1t.1.0

l;,
r t.5

-ì.2
_(.1

6.7
.r.7

t.8
r 1.0
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ttlÞtu.. See aIso, Maddison, op. cit., p. 264
citing o.ElHathaway, "Food Prj-ces-ãìa rnttation",

-97 -

, note 20,
Brookings

Papers on Economic Activity, 1- (L9741, for a discussion of
the change in US agricultural pol icy regarding stocking
supports for agricultural surplus during the late sixties
and the price impact of the wheat-detente deal with the
Soviet Union in L972.

5Brbid.,

59 rbid.,

p. 100,

p. L02,

Contribution
To the Rise in

table 28.

table 29.

Tab1e 2.c
of Food and Non-food Prices
the Total Consumer Price Index

I Changes

Avcragc
I 959-ô0

lo
I 970-7 I

fl)

Scpt.1972
lo

Scpt. 1973

(1,

Atrovc-
averagc
(2){t )

(1,

Unitcd Statcs

Total
Non-food
Food

OECD Europct
Total
Non-food
Food

Japan

Total
Non-food
Food

OECD Totalà

Total
Non-food
Food

2.8
2.2
0.ó

3.9
2.4
t.5

7.4
3.2
4.2

8.8
4.9
3.9

14.6
7.7
ó.9

8.ó
4.1
4.5

4.6
t.0
3.6

4.9
2.5
2.4

8.8
4.7
4.1

5.8
3.0
2.8

3.4
2.4
t.0

5.2
1.7
3.5

had
10r

o, Thc ønrriburioo of fæd ¡nd rcn-fæd priø egcriwly rc r.bcir
txrænrr3c chrn3e timo rhcir wci3ht in thc indcL

ôl l97O priv¡tc ømumption reighr¡ rnd crcùen3c nta.

60lbid., p. 103. rn the us, July 1972-Jury Lgl3 prices
risen 25.62t while in Germany, prices increased by only
over the year August to August.

6T rbid.
62

63

64

Ibid., pp. 103-104.

Ibid., p. 104.

Maddisonr op. cit., p. 264.
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65E.ono*ic outlook, JuIy L973, P. 5

66lbid., pp. 6-7. Further, "This might be held
unfortuñFe where the aim is to raise investment ratios. But
temporary measures can be expected to have temporary
effäcts, and steps to postpone investment decisions may well
represent the smaller evil where higher taxes on consumers

"rã 1ikely to be counter-productive. rndeed, given the
tendency ior fixed capitat expenditure to be particularly
buoyant in the later stages of a boom action to smooth
out the course of investment might well be an appropriate
means of stabilizing certain economies at the present stage
of the cycle" (p. 71 .

6Tt"tagaoff and sweezyr op.
68po. the context of this

"Growth and Crisis a Marxist
op. cit., pp. 3B-71.

cit.

crisis see Jacques Mazier'
Interpretation", in BoItho,

6 9r"ddi"or, 
,

calculated as: a c
reduced income due
1.69 total 1oss.

op.
omb
to

L2B.

7.

B.

cit., p. 268 The income loss
ined real output loss of 0-3t Plus
terms of trade loss of 1 - 3, giving

Ls
a
a

rl-se In
in the

e first
1e from
Economic

70rh" notion of the recovery was based on the
GNP for the OECD area from an annual rate of 4 L/ 2Z
second hatf of L975 to approximately 6 L/22 in th
half of L976, and a change in the stock cyc
decumulation to accumulation especially in the US.
Outlook, JuIy, L976.

7L

72

73

p.

p.

p.
741¡id., p. L32t note B, "rf the gap between actual and

potentiã1-EOe in Lg75 $tere as much as 10 per cent, and if
tn. growth of potential output (which, between 1965 and L973
was of the ordèr of 5 per cent per annum) vtere put at 4-4
L/2 per cent for 1975-1980, elimination of the "gap" by 1980
would require an average growth rate of 6-7 per cent, P€r
annum. At no time, however, has the OECD achieved such a
high rate over more than one or two years, and it Seems
ceitain that such a fast pace of expansion would in time
lead to bottlenecks in labour and commodity markets and to
the re-emergence of unacceptable inflationary pressures".

75r¡ia'., p. 10, as in James o 'Connor r The Fiscal Crisis
of the State, ecretari at recogn izes the
po ca nat
countries budget deficits have
where, despite recognJ-tion of the

op. cit.. The OECD s
ure of the fiscal crisis, "And in many

now reached proportions
counter-cYclical- role of
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fiscal policy, governments see littIe room for
expenditure changes to support aggregate demand".

76Fot the series and timing of prlce rises see
Section, The Impact of OiI on the World Economy"

-99-

tax or .

" Specia 1

Economic
Outlook, JuIy 1980¡ pp. 114-130, especiatly pp. 115-l-16.

77Ibid., table 32,

Table2 . d
ReaI Price of Imported Crude Oil

(L972 = 100)

1973 t974 1975 t976 1977 t978 1979,

Unircd S¡a¡cs
Japan
Gcrmany
Francc
Unitcd Kingdom
Italy
Canada

Scvcn major countricsô

il5
t05
tl t
95

t20
il3
l2{

305
231
238
?16
270
27 I
:65

2't2
267
2:2
I t3
254
265

275
288
135
727
178
277
158

278
279
230
227
263
254
268

2ó5
232
2r5
104
276
230
ló8

320
302
276
23¡
245
271
337:ó5

r t3 267 359 ?7t 262 t3ó 287

¿l
lrr O

lñllrt pfl<c of oil d¡r ídcd b¡ cr¡ut ¡icc
ECD m¡ñuf¡tutcl.

âl ì,\Grßhtcd h¡ l9ì7 frnrl Gnc.3! dcñ¡nd.
¡ I Erttm¡to.

This table registers the movement in oi1 prices and their
dispersion due to differing exchange rate movements among
the nations vis-a-vis the dol lar r âs well as true
differences. gthiIe some distortion is therefore contained in
the data, the dispersion does nevertheless account for
unequal spread.

78tbid., p. L2L.
TgEconomi-c Outlook, July L982. p. B . See aIso, Eric

Davis, "The political Economy of the Arab Oil-Producing
NatÍons: Convergence with Western Interests", Studies in
Co arative International Develo nt , L4/2 (S ummer 9791,

a ewE Energy the Long Swing", Review oft ,

LañAs5erg, "oil and the Eurocurrency M

Radicat PoliticaI Economy, L5/3 (Fall 19831,/.IL5¡ Martin
arket: Out of the

Frying Pan into the Fire", Review of Radical Political
Economy , 8/4 (Winter L9761 ¡.a2.

80 Ibid., pp. 6-7.

p. 7
Bl_ rbid.,
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Chapter Three

Economic Profiles of the United States, Britain and
Australia
L9 67 -L982

The economic profiles to follo\^/ are presented in order

to extend the analysis of the previous chapter on the

internationaL economic context of the years 1,967-L982.

Following the method of the previous chapter, the data

contributing to the country prof iles wiI I f ol lo\^/ a temporal

sequence roughly in tandem with the international data. That

is, the entire period L967-L982, will be segmented into

three parts. Recalting the previous chapter, the parts will

be three. The first stretches roughly from L967 to L973, the

period of acutely imbalanced economic growth prior to the

first oi1 shock with its primary characteristics of

extremely voJ-atile capital flows and international currency

crises. The second is from 1975 to L97B and characterized by

the increased search for stabilization policies which

tolerate ever higher levels of inflation, and the general

partition of international finance discussed in the prevj-ous

chapter. Finally, I979 to L9B2 is characterized by a

synchronization of disciplinary economic policy and the

ascendancy of the "ne\nl conservatism" in politícs.

Economic Profile of the United States I 1967-L973

As economic expansion appeared increasingly unpredictabLe

from the mid 1960s onward, and political stability even less

reliablel the policies of the federal administration of the
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United States assumed a "stop-go" character. Fiscal policy

became increasingly responsive to demand pressures without a

reciprocal response in inflation. As a consequence' monetary

restriction became an ever more apparent "back-up" to fiscal

attempts to provide economic stability. The broad contours

of the combination of monetary and fiscal discipline in

generat poJ.icymaking were begining to assert themselves by

1967 when the first significant post-sixties slowdown

emerged. The stimuLus/restraint seesaw in fiscal. terms was

accomplished at this time through a manipulation of tax law

for the purpose of controlling disposable income, with only

a secondary emphasis on manipulation of federaJ. expenditure

preceding the huge cuts in defense spending at the

conclusion of the Vietnam War.

Demand

The shape of things to come in economic matters appeared in

the guise of a slowdown in consumption in the United States.

Although the general demand indice increased in these early

yearsr âs military spending increased in the second half of

L966 throughout L967, private demand weakened. Residential

construction 1ed the decline with busi-ness and industrial

construction fotlowing. The decline in auto saLes deepened

and there also occurred a marked rise in savings during

these years. Inventories bulged as the lag time between

output and final sales remained traditionally long. By the

time inventory sales caught üP, and a stock adjustment

-10 1
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finalÌy occurred (compJ.eted by the third quarter of L967). ,

industrial production \^/as declining,and the GNP registered

the s1ack. (GDP decline from L966 to L967 was three full

points, from 5.Bt average annual rate of increase in 1966 to

2 . Bt in 1967: please refer to the appendix, Table 3 .1 ' ) .

Inventory accumuLation resumed in the second half of L967

but vras not followed by increased consumer spending in spite

of the rise in personal income during these quarters. At the

time, this was all thought to be an unexpectedly strong

residual response to an overly restrictive monetary policy

which had been in force unti] the autumn of 1966. In

mid-l967 a marked change in policy occurred. General

monetary expansion coexisted with ad hoc attempts to provide

monetary stimulus through 1967. But confusion made alI such

policy moves very tentative and therefore weak in impact.

It became cl.ear that business fixed investment was

becoming very cautious and that military expenditures $/ere

compounding the current account deficit, which was already

in trouble due to slack in the overall trade exchanges and

voLatile capitaJ. flows. The financial situation in Europe

was very unstable. TaIk of a recession further confounded

strategies for domestic stabilization. Similar to the

international situation described in the previous chapter,

the beginning of the period under study in the US exhibited

instability. Policies \^Jere tentative, assuming a posture

designed to aIlow for flexibility. In the event they

succeeded in exacerbating waning business confidence in the
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ability of governments to secure predictable markets-

Liquidity

From Lg67 it is also evident that liquidity prefêrences

asserted an influence upon behaviour in US domestic finance

not unlike that described in the previous chapter's

discussion of international financial arenas. State and

local government and non-financial corporations \'trere able to

issue and sell record amounts of securities as demand in the

private sector increased. The relatively expansive monetary

policy of the administration was thereby offset by strategic

positioning of private investors who appeared to be

registering a general hedge, even at this early stage of the

period under study.2 But, at the same time, the consequent

push in interest rates aLso seemed to register an

anticipation of some degree of economic expansion. Market

behavior was ambiguous.

Relatively easy credit affected nearLy alL economic

sectors. Treasury borrowing reached $I2.7 billion in 7967.

Using the securities markets' corporations raised 916.5

billion ($5 bilLion more than borrowed in L96'61 , and savings

and loans associations \^/ere taking on mortgages at a $10

billion per year rate by the second haLf of L967. Banks

improved their liquidity positions through security

purchases, while househol.ds were able to increase money

hotdings by some s24 billion in L967, compared to the $14
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bill.ion holdings of 1966. The money supply

three times faster than in f966.3

-L04-

rose by 6.5t t ot

InfLation and the Secondary Use of Monetary Policy

As the balance of payments continued to deteriorate through

1968, domestic demand pressures accelerated. The stimulatory

fiscal policy of L967 (easing in the second half' but

nevertheless regarded as a stimulus) moved toward restraint

in 1968. Legislation was proposed which included a new tax

package incorporating a 10t surcharge on corporate and

personal income. The payment schedule of corporate tax

tiabilities was also to be moved up. Restrictions in

government spending for non-Indochina war a1 locations

incLuded a cutback in federal civilian employment and

directives to the president to assume a disciplinary posture

toward congressional appropriations. But fiscal poJ'icy

proved to be slow and cumbersome. Overruns in the Vietnam

War expenditures (some $2.5 billion, estimated in 19684)

were recognized as delaying the restrictive impact of the

l-968 budget, and monetary policy was again brought in as the

expedient back-up to fiscal pol-icy, chiefly to offset fiscal

drag. Banking discount rates \,trere increased (to 5t in March

following the previous rate-rise to 4.5E in' November L967,

and again to 5.58 in APril).

Balance of Payments Problems

Restrictive money interacted with a new balance of payments
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programme at the time immediately foJ.Iowing the sterling and

banking policies of the United Kingdom, whose currency

devaLuation and increased bank rates continued to have an

impact upon the US current account. As L967 was the third

year in a row to witness a deterioration of the balance of

payments position of the United States, a definite resolve

to halt the erosion of the US balance was evident. A

programme \^ras designed essential ly to control capital

outflowsr5 mandatory control of direct investment in Western

Europe vlas accomplished by absolute suspension of new

i-nvestment and Limitations of foreign earnings which could

be reinvested to 35t of the averaqe of direct investment to

Western Europe during the year L965-L966. A strategy for

attracting bank credit funds $/as designed by the Federal

Reserve Board for financial institutions which would reverse

the outflow of L967 and achieve a S500 million inflow.

Programmes to stimulate exports through improved promotional

and financial planning were introduced by the

administration, and a reconsideration of trade and travel

arrangements wt^/S invited . The poI icy emphasis remained '
however r orl the Size of capital transactions affecting the

overal 1 current account, and the desire of the

administration \^ras to secure both a reversal of capital

frows and a strategic advantage for financial capitar.6

The emphasis on strengthening

up the financial position

the current balance bY

of US capital was less a

the early years covered bY

shoring

choice than an imperative. During
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the study, growth in Western Europe was declining, reducing

the crucial. export markets for , US agriculture. Demand

pressures were rising on the domestic front, and military

expenditures increased the burden for economic

stabilization. The trade surplus declined as the current

balance fe1l into deficit. The New York dock strike in March

f96B indicated broadening industrial reLations

destabilization. Early monetarism became the desired

expedient to supplement fiscaÌ policy, acting as a kind of

emergency steering mechanism for both an international and a

domestic economy which vJere beginning to understand the

parameterS of stagflationT. The recourse to financial

protectionism appeared as a necessary adjunct to

stabilization policy. The impJ.ications for an economistic

response to crisis r^/ou]d not appear until later, but even in

these early years the financiaJ. gambit began to emerge as

options narrowed, and a ne\^/ kind of economic discipline

asserted itself. B

The early results of the attempts to stem long-term

capitat outflows were registered quickly. Net inflows of

bank lending and reduction of direct US investment abroad,

coupled with a Strategy of overseas borrowing to fund

subsidiaries' financial requirements and increases in the

sales of U.S. overseas equities, played an important part in

initial correction of the basic American balance in l-968.

The trade balance, however, continued to deteriorate, and by

f969 þ¡as worse than that of Germany, the United Kingdom'
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Italy, Canada, and Japan 9

The increase of demand pressure despite restrictive

monetary policies initiated in 1967 was directly Linked to

the persistent deterioration of the American trade balance

through 1969. Fiscat discipline in the guise of reduced

government spending for non-military programmes (e.9.

cutting civil service recruitment) was becoming a priority

as tax increases met resistance across a broad spectrum of

both corporate and personaL lobbies and interests.

Unemployment rates by the end of the decade of the sixties

began rising sharply and by the second half of L969 rose to

around 41, while the rate of overall wage increases

declined. Productivity was also declining. Profits continued

their 1968 decline through L969r âs prices continued to

rise. While this pattern became all too evident throughout

the decade of the 1970s, the confusion at the time \^/as

Iargely a result of assumptions about the temporary nature

of this new economic "imbalance". Questions arose as to

whether to designate the "downswing" as a recession. Rapid

changes in international currency parities, the Vietnam War,

the incidence of major transport strikes at the end of the

decade, and generat political and social unrest became

variables which clouded economic analysis. Most importantly,

demand management policies appeared to be working only

intermittently, if at all, and persistent inflation coupled

with unpredictable behavior in the market by investors and

consumers made economic forecasting extremeJ.y tentative.
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was still referred to as the

desirable
L0consequences by stopping the

The Terms of Recovery in the Early Years

It was not until the end of L97I that a "recovery" in the

United States economy hras registered, partly through an

economic rebound from a major automobile industry strike

early in L97L. GNP rose from a -0.6 annual rate of change in

LgTO to a 2.7 rate in LgTL.IL This "recovery" \^/as,

nevertheless, accompanied by a worsening unemployment

record, increasing from an average rate of 4.9 in 1970 to

5.9 in L97L. (Wage rates and consumer prices improved,

however. Wages rose by .6t to a 6.5t annual increase, and

the price index fell to an annual rate of 4.3t in L97L, from

1970's 5.9t), (Table 3.1),

capable, of yielding

inf l-ationary spiral.
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Tab1e 3.l-
United States Trends in Prices, Earnings, and

L97 0-L97 r
(* change , seasonal J.y ad j usted @ annual

-r-09-

Employment

rate )

t970 l97t
Aug.
t97 |

Nov.
l97r

Oct.
1972

Dec.
t970

Aug.
t97l

Nov.
t97l

Ccnsumer Price index
Wholcsale Price index
Avcrage hourly earnings (privatc

non-farm)
Avcrage unemployment rate in
. pcriod

5.9 6.5 6.9 2.3 7.2

4.9 5.9 6.0 5.9 5.7

5.9
3.7

4.3
3.2

3.8 1.7 3-5
5.2 -O.8 5.2

(Source: OECD. Economic Outlook lDecember L972J, p. 55)

The introduction of a wage/price controls programme in

August L97l- was designed to exploit the strength of a

political consensus appearing at the beginning of the

economic upswingr so as to ensure a sustained and balanced

recovery thought to be essentj.al for correcting the still

deteriorating foreign balance of payments. With the trade

balance having lost its traditional surplus and reaching a

negative state in L971,, domestic recovery wouLd aid a

strategic repositioning of the American economy in

international exchange if inflationary behavior was seen to

be controlled for the long term. Domestic economic recovery

was j-ncreasingly seen to be a fundamental requisite for

recovery of a strong international position.
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Even assuming effective wage/price controls, however,

problems with the balance of trade would occur because of an

unsynchronized recovery vis:a-vis major trading partners in

Europe. The American recovery $¡as appearing ahead of a

European economic recovery with severe implications for

continued deterioration of the trade balance. The period

from L966 to the first oil shock in L973 demonstrated the

domestic economic cost of an internationaJ, economy acutely

deregulated in finance areas since the breakdown of Bretton

V,loods and suffering imbalance in growth. The absence of

those "islands of stability" discussed in the previous

chapter resutted in an economic cost for national economies.

Recession loomed more threatening and recovery less within

reach because of the antagonistic relationship between a

robust domestic economy and a debilitated international

market. The antagonism could be made worse. by the advent of

an era of protectionism, and warnings to that effect

abounded in OECD analysis.l2 ntternativelY, the resotution

of the antagonism would certainly not be found in "open and

free" exchange. The suspension of international investor

confidence signalled a search for a new hegemonic

arrangement which would provide an equilibrium point

positioned within a new universe of market forces.

A New Equilibrium

The mobility

greatì.y from

of international financial capital

L966-67 onward, âs volatile flows

accelerated

of capital
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appeared in search of marginal gains from short-term and

long-term money markets. It became apparent that the profit

yields from production and labour factors would need to

accelerate as weI1, in order to draw investment capital out

of its retreat to marginal financial gains. Income and

prices policies were the initial steps in exploring a

national policy of economic discipline in the US as in other

national economies. In essence, these policies were aimed at

a behavioural modification, the chief aim being to educate

producers and consumers to certain market "reaLities", the

most important of which was identified as securing a

competitive place in the international market place.

Monetary policies, first designed to augment and later

to surpass fiscal poticy, \â¡ere created to provide structural

discipline, chiefly around credit and banking activity.

These policies were used somewhat haphazardly in the USr âs

the discussion in the next chapter will expJ.ain. As long as

fiscal policy remained at the forefront of economic policy

making, behavioural manipulation \^/as paramount. It was

real ized that behaviour wouLd respond quickly to the

structural discipline of monetarism, and that "fiscal drag"

couLd be repudiated through a combination of new political

centralization and austerity economics. A new point of

equilibrium (viz. the unemployment/inflation/growth bal.ance)

could then be successfully positioned outside the

traditional Keynesian universe, whose centre was

demand-management. Supply-inducement would overtake policy
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orientations in most countries of the West. Early

supply-side economics not only shifted the point of

equilibrium from broad consumption to focussed investment

but refashioned a universe of economic imperatives which

became the tenets of the ne\¿il "economic reaIism". This

process of re-education was begun in the late sixties when

the United States encountered the "exogenous" impact of

price determination by the Arab oi] cartel in L973. The

impact was expressed as an earJ-y ad hoc enactment of

austerity economics rather than as an attempt to address the

deeper causes of the decline of the sixties. In the event

America's response to the first oil shock seemed to alter

the trend line of economic decline very little' aS

examination of the aggregate measures below wiIl indicate.

Economic ProfiLe of Britain, L967-L973

The sterling crisis of JuIy L966 seems a watershed marker

for the economic decline which ensued and which continues to

the present. Unlike the economies of the United States and

Australia, the British economy'S decline appears as an

inexorable process of economic failure. Even in popular

explanation, it is of ten treated aS a "post-!,rarS"

phenomenon, and. more recently, âs a short-term recession

superimposed upon a "Iong term crisis"13 reaching back to

the re-ordered global market of the early twentieth century'

if not to the competitive decline since the L870s/l-890s.
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This study wiI I not engage the long series of

historical.economic data brought to' these discussiorr",14 nor

the alternative views expressed regarding the root causes of

the British economic decline. I argue that it is the acute

crisis of the period from the mid-sj-xties forward which has

demonstrated the most extraordinary conjuncture of a

distortion of political arrangements and an extreme

distortion of the economic market. That conjuncture has

provided a determinate context of crisis, within which the

British state has exhibited a steady loss of autonomy. The

economic profile of England which follows is an attempt to

present the stark contour of the further economic decline of

the period.

Trade Imbalance and Sterling Devaluation

The imbalance in growth and acute fragility of the British

economy marks the beginning of the period under study.

Declining trade competitiveness and growing domestic demand

pressures produced increasing financial insecurity in a

nation whose claim to economic leadership within the West

depended upon a credible financial stature. The volatile

capita). movements discussed in the previous chapter had a

great impact on the economy of England from l-966 onward,

when capital swings became larger than the swing in the

current account due to the government's direct intrusion'

via monetary policy, to stem capital outflow. The strong

putl by the tight-money policies of the UK resulted in
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strong speculative movements against sterling,

yielded, for example, a $1.6 billion inflow to the

only six months to March 1967.L5

-LL4-

which

UK in

when sterJ.ing was devaLued on 18 November L967, the

attempt to improve trade prospects and gain economic

stabilization appeared as a bold and promising stroke of

economic policy warranted by extreme conditions. Sterling

feLl from S2.80 to 52.40, and was expected to produce a

14.3t devaluation of export prices and a L6.7* increase in

import "osts.16 It was thought that the sterling devaluation

might secure an increase in the faltering balance of trade

by something between $l- billion and $1.5 billion and

generally strengthen the economy when coupLed with domestic

measures: the bank rate was raised by 1.5t (from 6.5t to

Bt); bank loans were to be held at present Levels; a

programme of export rebates waS abolished; the Selective

Employment Tax Premium \^/as abolished; the corporate tax

rate was increased from 402 to 42.5t¡ and defense

expenditure was reduced by l-00 million pounds sterting.lT

The actual gains in export performance, ho\^/ever, \¡Jere

sadly disappointing. Throughout the first perj-od L967-L973

Britain was continually searching for a !,/ay to "trigger" the

effects of the currency devaluation, but to little avail.

The government'S "stop-go" policies hlere an ad hoc mixture

of monetary and fiscal manoeuvres designed to promote those

effects whilst stabilizing domestic demand. The dock strikes
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and the Suez Cana1 closure of L967 only exacerbated the

problem.

Export prices declined (on an average of 9t from

devaluation to mid-]-968)18, in response to the devaluation,

but export volume was not improving sufficiently to make up

for the value losses. The turbulence i-n the economies of

Britain's main trading partners contributed to Britain's

balance of trade problem. By 1968, the French \^/ere

experiencing major economic dislocations. Their l4^y/June

strikes coincided with American dock stikes in the first

hatf of 1968 and also with the American anticipation of

major industrial disputes in the steel and mining sectors as

collective bargaining agreements became due for negotiation

in the latter part of the same year. Global and domestic

insecurity exacted an economic cost in unstable growth

patterns, the remedy for which was not to be increased

competitiveness through cheaper export goods.
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Unemployment

Unemployment had been steadily rising, shown in Figure

3.L,

Figure 3.1
Labour and Price Movements in Britain , 1966-1970/ ii
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Wage and price freezes (under statutory authority after the

Prices and Incomes Act of L9661 | coupled with the

devaluation, should have reduced demand and moved the

domestic economy toward Some stabilization. Yet domestic

demand was only slightly eased following tax increases in

December l-968. Import demand remained high, and generally,

domestic demand appeared more impervious to policies of

fiscal restraint than was expected. The inabitity to

To¡l
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structure a demand-management policy which, in timing and

targetting, could rety upon a consumer behaviour responsive

to government manì-pulation became extremely worrying and

eventual.Iy led to the extremes of monetarism and punitive

slashing of social programmes. At the time' with investment

fleeing into international paper' currency speculation or

minimal service sector investments, consumerism became an

extremely important demand factor. 1o discover the

"perverSe" Character of a cOnSUmer behaviOur Unresponsive to

fiscal design (demand-management) compounded an overall

economic uncertainty.

Personal savings ratios were declining in the apparent

funding of consumerdemand, but aS imports stiIl. absorbed a

larger share of those funds than expected, the effects on

inf lation and continued balance of trade probJ.ems \^¡ere not

leading recovery. Moreover, long-term capital outflows were

continuing. For example, one very significant outfloht

resulting from the subscription of the rights issue of Royal

Dutch-Shel1 to its American subsidiary resulted in a nearLy

$200 million outflow which significantly destabilized an

already deteriorating current ""co.rnt.19 Portfolio

investments such as those exploiting the Australian mining

boom contributed to the outflow.

Inflation throughout the general period under study vtas

gaining a place aS a central determinant of "crisis". But it

had its definitional genesis in the first period immediately
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under discussion here as the economic problem and

significant implications for politiçat and economic

since. As one text succinctJ.y put itr20

-l_l_B-

has had

ana lyses

In search for quick solutions and easy scapegoats
inflation has been singled out and blamed for the end
of the Boom Iin Britain]. If inflation is not brought
under control, dire consequences are threatened.--. The
problem and the crisis have been Iabelled-... But
inflation is not the real crisis- It is only its
expression. The real crisis is the threat of sl'ump
which haunts the capitalist economy. The threat grows
out of the impasse of the post-war 'mixed economy''
Inflation postpones this real crisis by warding off
s J.ump .

The means of "warding off the slump" through

counter-inftation policies have resulted in a bizarre

dualism which both accommodates inflation and periodically

combats it chiefly through traditional demand strategies.

Alternate accommodation and combat have produced the

poJ.itical and economic structure of a "nev¡" austerity

politics which appears to maintain enough inflation to

legitimize a centralized economic policy regi-me (sometimes

corporate, sometimes strictly monetarist) while applying

incremental "cures" to specific consequence of inflation,

like the erosion of wage values. The initial expression of

the dualism was a "stop-go" policy which certainly expressed

as much confusion as design. But the early efforts to define

and to confront inflation as the key economic problem had

quickly developed into the rationale of monetarism, first as

an adjunct to a relatively inflexible fiscal policy-makitg,

then as a dogma of no-nonsense economic reform, the policy

objectives of whj-ch are discussed in qreater detail in the
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next chapter.

The data expressing the inflation trend for Britain

from 1966 to L973 present prima facie evidence to support

the view that places inflation at the centre of Britain's

economic r^roes. Figure 3 .2

rise of consumer prices
.20l-ncrease.

demonstrates the extraordinary

as average annual rates of

Figure 3.2
Consumer Prices in the United Kingdom

1965-1984
(3 change from year to year)
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Economic Profile of Australia, L967-L973.

The average annual rise in consümer prices between 1,967

and L973 b/as 6.42 (the low year was L967, 2.5t¡ and the high

year was L97L,9.42) That figure compares to a rate of 4.62

during the last five years of the decade of the l-960s (low:

L967, 2.52; highz L970, 6.4t). Moreover, inflation became

worse during the entire period under study. The average

annual increase j-n consumer prices during the years L974 to

1983 $/as l-3.7t (low: 1983 , 4.6t; high: I975 , 24.221 . The

lowest point during that period, in L978, ât 8.33 was only 1

point below the high peak of the initial period (L97L,

9.49). From L967 to L982, the average annual rate of rise in

consumer prices was 11.3S. Even leaving out the oil

inflation years of the first shock (L974 to L976 inclusive),

the average annual rate is over 108. These data are

understandably dramatic, and indicate the depth of economic

malaise which compelled such counter-cyclical t ox

"anti-slump", activity. The comparative analysis to follow

will confirm the extent to which all the economies under

study exhibited the symptoms of inflation.

Economic Profile of Àustralia, L967-L973

The economic profile of Australia will be

two major characteristics of the Australian

Firstly, Australia is a "smalI economy", at

the western international market.2l As such,

had to employ economic strategies which an

considered with

mind.economy r.n

the periphery of

Australia has

open economy
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one especiatly vulnerable to exogenous determination will

use to mitigate the economic turbulence which is imported to

its domestj-c economy via the internationaL markeL.22 Both

distance and the relative size of Australia's economy

, \ r'---LLvis-à-vis Europe, Japan and the North American economies,

make it more sensitive to globa1 change and less able to

determine events than either England or the United States.23

Secondly, the compositon of Australia's economy is unlike

that of EngJ.and and the United States in composition.24 At

the beginning of the period under study (L967-L968) ' the

share of economic sector in GDP was aS follows: agriculture

(including fishing, forestry and hunting) , 6.L¡

construction, 8.8; manuf acturing , 26.0; mj,ning , 2.2¡

services (including electricity, 9as and water;

entertainment, recreation, resturaunts, hoteLs, and personal

services; finance, insurance, real estate, business

services; public administration; and transportation,

storage, and communications), 35.0; ownership of dwellings,

5.9¡ and wholesale and retail trade, 16.0. At the end of the

period (1980-1981), the relative proportions were similar,

with agriculture and construction and domestj-c trade

declining slightly (-.5; -1.5; and -.7 points,

respectively) ; manufacturing declining 3 .3 points; minj-ng

and ownership of dwellings rising (+1.3 and +1-L'

respectively); and services rising +3.6 points (table 3-2ì.
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Table 3.2
in Australia as a Proportion
Selected Periods @ 1974-L975

-L22-

Industries
Comparing

of GDP,
Prices

Industry 79 67 -68 1980-81

Agricu I ture
Construction
Manufacturing
Mining
Other services
Ownership of dwellings
Wholesale/retail trade

i s;;;;å'' ;å;i;åå' ;;;;'ñå;;;;;' "å''.;i;;;' å;å' ;;ååiå ;
Australian Economic Statistics, p. 120, and National
Economic Summit Conference, " Informat ion paper on the
Economy", April 1983, p. 10, as presented in, Richard
E. caves and Lawrence B. Krause (eds.), "Introduction",
The Australian Macroeconomy: A View From the North
[sydney: Grorge ÀIlen & Unwin, L984) , p. 6)

While Australia has followed other developed economies

in expanding its service sector, its compostion is uniquely

characterized by a relatively high profile for the

agricultural and mining sector in terms of proportion of GDP

and percentage employed by sectorr âs well as a relative

stabiJ.ity in those sectors over time, (Table 3.3)

6.
B.

26.

t_

B

0
2
0
9
0

5.6
7.3

22.7
3.5

38.6
7.0

1_5.3

2.
35.
5.

16.
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Table 3.3
Employment by Industry in Australia Comparing Selected

Years

Industry L967 19 81

Agricul ture
Construction
Manufacturing
Mining
Other services
Wholesa 1e/ retai I

36.0
trade 20.4

8.7
8.1

25 .6
1.3

6.5
7.4

L9 .4
1.5

45.2
L9.9

(Source: Derived from Norton, Garmston, and Brodie.
Australian Economic Statistics, p. L20, and National
Economr c Summ I t Conference, " In formation paper on the
Economy", April 1983, P. 10, as presented in, Richard
E. Caves and Lawrence B. Krause (eds.) ' "Introduction",
The Australian Macroecono A View From the North

ney: rge A en & unw n, ,P.

The comparable statistics

value-added contribution to GDP in

countries are shown in Table 3.4.

for employment

agriculture for the

and

three
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Table 3.4
Comparisons of Value Added in Agriculture

(as a percentage of GDP),
and Variations in Yearly Civilian Employment in

Agriculture:
Australia, the United Kingdom and the United States

r_968-r_983

Value added
Average

Employment
Variations

Austra I ia
U. K.
U.S.A.

6.35
2.34
3.02

.02
-r.97

.63

( Source:
l-960-1980

OECD, Economic Outlook Historical Statistics
,d erl-ved rom t es l-. r P. 27

and 5.1,

Àustralia has lost less of its civilian population from

agriculturer orr the average, than the United Kingdom and the

United States, and has maintained a significant value-added

contribution in the agricultural sector relative to those

countries.

Commodity-producing countries are characterized as open

economies due to their vulnerability to the vagaries of the

gJ.obal commodity markets and capital f Iors.25 Austral j-an

exports of goods and services comprise about 158 of GDP, BOt

of which are natural resouraa".26 Therefore, its exposure to

fluctuations in the world commodity markets is relatively
high in terms of demand fluctuations. The composition of

commodity exports is set out in Table 3.5,

lParis, 1985
p. sB)
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Table 3.5
Composition of Australia's Commodity Exports'

L9Bl--82

Pcrid Wool

Other
¡u¡oI

goods
O¡hcr

Coal lron o¡c Aluminæ mctals
All othcr

goods

l96t-66 to 1969-70
lYMl to 1f/4-75
lnr76 to 1919-40
¡X)-El to l98l-82

21.3
t3.8
t0.3
9.9

3.t
5.6

t0.8
I r.3

1.2
7.7
7.1
6-1

3t.7
33.1
3 ¡.0
n.a-

2.7
5.0

n.a.

1,1.3

t5.2
t5.8
n.:L

2t.3
2r.6
¡9.9
o.a.

(Source: Rudiger Dornbusch and Stanley Fischer, "The
Australian Macroeconomy'r in Richard E. Caves and Lawrence B.

(eds.), The Australian Macroeconom A View From the
ISydney: George A en& nw nr 1 p.

Krause
North

Being a peripheral economy, Australia is also subject

to price determinations established exogenously. Add to this

the high degree of foreign capital involved in developing

key sectors like mining, banking, and manufacturíngr27 and

the flows of short-term capital in and out of the Australian

economy, and the dependent nature of the Australian economy

becomes clear. The boom/bust nature of Australian economic

adjustment to exposure is a unique characteristic which wilI

be discussed at some J.ength in the next chapter. For the

present, AustraLia's economic profile for the first period

of the general time-frame under study will be traced in its

development, along the same ]ines as for England and the

United States during the years L967 to L973 -

The growth of GDP in Australia during the period of the
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first phase, L967-L973, was relativeJ.y high compared to the

rate of growth for the UK and the US during the same period.

For this first phase of the general period the average

annual increase was 4.06t, compared to a UK rate of 3.34t

and an American rate of 3.39 2.28 The slowdown from the

averages of the last half of the sixties decade was about

1.58 for Àustralia, (4.06t, down from 5.73t) ' compared to a

slight rise in British GDP of .5t (3.348, up from 2.84t),

and a slight fall in U.S. GDP of almost a half percentage

point (3.399, down from 3.79t). But whereas most countries

in the OECD had begun a deceleration of growth in the second

half of the sixties, Australia had not. (Overal1 ' the

combined OECD average for Australia, BeJ.gium, Canada,

France, Germany, Italy, Japan, the Netherlands, the UK, and

the US feLl from 5.22 in 1960-1965 to 4.5t in 1965-l-g7O.l29

While the US fell from 4.Bt to 3.22 when comparing those

periods, and the UK fe11 from 3.4t to 2.2t. Australia

gained, from a 4.9t combined average in the five years

1960-1965 to 5.3t in the last five years of the decade. That

national gain was surpassed only by Ita1y and Japan (0.3t

and and 1.6t respectively). Stagnant growth and acute

imbalances which characterized the internati.onal situation

of the first phase of 1967-L973, are therefore less apparent

for Australia, who would nevertheless approach the decade of

the seventies with traditionalLy cautious policies of

industry protection.

Although the growth pattern for Australia appears
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fairly good in aggregate terms for this period, the per

capita pattern gave less cause for confidence when measured

against the ten-nation averages listed directly above.

Australia's per capita growth for the sixties decade is a

2.g}t average annual change, while that of the ten countries

combined is 3.48. Nevertheless, Australia exceeds the per

capita growth of both the UK and the US during the decade of

the L96Os. The American per capita growth for the decade j-s

2.4*, and the UK rate is 2.5*.30 The differentiaL between

the aggregate annual growth averages and the per capita

averages, however, is telling. The difference for Australia

is 2.20\, whiJ,e for the UK it is I.70t, and for the US it is

1.30t. (For the ten-country OECD averages listed above, the

differential is L.20*. ) 
31

The explanation for the gap between aggregate GDP

performance and per capita averages in Australia would

appear to be that high population growth reduced rather than

prompted productivity gains. Comparatively inefficient

employment of both labour and capital factors in Australia

may be the result of the necessary absorption of a

low-skiLled migrant population combined with an

underdevetoped internal market, and Iow rates of j-nvestment

targetted to productivity-yielding innovation in

manufacturing and industry. The very marked shift of

sectoral contribution to the service sector throughout the

period under study would help to explain some of the Iow

yield in productivity, and hence the GDP/per capita gap.
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The penalty for relative inefficiency in the employment

of economic factors is a much heavj-er burden of competition

í..or small open economies than for large hegemonic orr"".32

The Australian economy is very permeable in terms of

internationat market fluctuation and the movement of

economic factors. Market fluctuation is exhibited in

external demand for primary products, and domestic demand

for finished goods. The impact of volatile market behavior

can often be offset by short-term adjustments of domestic

demand policy and protective strategies involving, f.or

example, manipulation of the Australian dolLar and tariff

policies. These strategies are opportunistic. They seek to

minimize destabilizing influences and events (e.g.

speculative capital inflows) and maximize market opportunity

(e.g. meeting demand for minerals and grain/wool in rapidly

developing economies such as Japan).33 A large part of the

opportunistic posture relies upon aligning domestic economic

behaviour with a competitive position in international

markets, primarily with regard to the disciplining of the

trade balance. Such discipline has been interpreted in

Australia, as in most capitalist economies, as a demand

function, where the primary components of demand are

manipuJ.ated through the behaviour of the three primary

demand sectors: broad popular consumption, governmental

expenditure, and private j-nvestment.

is

the

unique among the

component sectors

The demand

three countries

function in Australia

under study because
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are poised with regard to each other in a vray that al lows

very tittle intermediation among Fhe sectors themsel.ves.

Intermediation is, rather, imposed by government

j-nstitutions, of which the Conciliation and Arbitration
Commission is the most highly profiled in comparative

literature. The imposition of a sophisticated judicial mode

of governmental intermediation at both state and

commonwealth Ievels j-nteracts with a primary goods market

for export which is extremely "free" - ,i.e., subject to a

high degree of commodity price-elasticity and the vagaries

of a huge global market (not to mention weather and crop

uncertainties) - and with a domestic market which relies

upon import goods whose prices are often subject to

monopolistic rigidities with the difficul-ties of shipping

distance compounding price behavior. When the demand picture

is further confused by protectionist poJ.icies used to effect

import substitution or nurture infant industrj-es ' the

development of a market-integrated domestic economy becomes

extremeJ.y retarded. Fina1ly, the productive sectors of the

Australian economy are themselves "naturalIy" insular, as

primary production in agriculture and minerals serves the

export economy and does not presently contribute to an

extension and integration of the domestic market.

The mobility of factors is another characteristic which

is of importance in profiting the Australian economy. The

smaLlness of the labour force in relation to the potential

for exploitation of the country's resource wealth has been
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much commented upon. A characteristic immobility of labour

factors is heightened when one recalls the absorption of

labour in the service areas, discussed abover âS well as the

general distribution of skills in the absorption of

immigrant labour during the 1960' recruitment: the highest

average distribution of migrants by occupation was in the

"craftsman" category, with a distribution rate of 31.3t

average for the years L962-I97L. This rate mirrored the rate

of the general population in L966, which stood at 30.8t. The

combined categories of "labourer" and "services" made up

25.6t of the migrant distribution, compared to L2.It in the

generat population.34 Nearly three-fifths of the migrant

population during the 1960s, therefore, was distributed by

occupation in highly immobile sectorsr uIIless one imagines a

vigorous programme of re-skilling and education which is not

apparent in the Australian =y"t"t.35 The absorption of

population does not appear to have contributed to a flexible

pool of labour factors, (simply by definition of skill and

independent of the question of labour rigidities through

wage and labour market distribution). The committment to

increasing the efficiency of Labour factors through

education and general up-grading of training in

technological literacy or job-specialization has not been

apparent. Its absence must be considered aS a contribution

to factor immobility.

been a

mobi I ity

If factor immobility

productivity and economic

in labour has problem for

of capitalgrowth, the
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factors has presented a different problem. Another of the

unique characteristics of the Australian economy relative to

the United States and Britain is that it is a net borrower

in the world capital market and that external sources

contribute significantly to domestic savings and investment.

Capital inf low in the post-!'lorJ.d War II period has been

private and concentrated in UK/US investment in companies.

Between 1958 and L973, the average share of capital inflow

into Australia by private companies was 96.758 of aIl

capital inflow (with governments's share, in comparison, at

only 2.95t of the totaf).36 lh" UK's total share of foreign

investment in Australia for the same period was 39.7t, and

that of the United States 39t, with US investment

representing a jump from the previous decade of the fifties

(when the UK invested about 65S of total investment while

the US invested only about one-quarter of the total I -37

About 60t of these capital inflows was in the form of direct

investment between overseas companies and their Àustralian

subsidiaries, of which about BQE v/ere accounted for by

American and British capitat.3B UntiI the Lg72 Companies

(Foreign Take-overs) Act, restriction of the flow of

overseas capital, with aIl its implications for foreign

ownership and control of AustraLia's economic development'

was virtually non-existent (the l-968 establishment of the

AustraLian Resources Development Bank, and the L970 creation

of the Australian Industrj-es DeveJ.opment Corporation, being

relatively inconsequential except as initial moves in the

direction of national- control over sectoral distribution of
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foreign investment).39 Tabte 3.6 summarizes foreign. direct

investment for the periods 7967-L973 and L974-L980,

Tab1e 3.6
Foreign Direct Investment in Australia

(in dol lars )

SeLected Periods

total
period

t
inflow (s

c,hange)
domestic

investment
(s
change )

domestic
investment

666

961

410 9

I 010

16.6

11. B

91967-73

r97 4-?9 15

1967-68
19 68-6 9
1969-70
1970-7 1
L97L-72
L972-73
L973-7 4

561
599
728
897
870
391
618

10
7

22
23

-3
-55

58

3044
3434
367 4
4302
4551
4564
519 1

7
13

7
L'Ì

6
3

18.4
L7.4
19.8
20.9
19 .1
8.6

11.914

L97 4-75
L975-7 6
L976-7?
L977-78
19 78-79

657
578

108 1
L052
L43?

6

-L2
8?

-3
37

610 3
7022
7?38
8735

10 455

18
15
10
13
20

10.8
8.2

14 .0
12.0
13.8

(source: Laerrence B. Krause. "AustraliarsComparative Àdvantaqe in
International Trade", in Caves and Krause, p. 301)

The average annual change ln totaL clomestl-c LnvestmenÈ

lagged behind the increase in percentage share of domestic

investment represented by foreign inftows in the first

period up to the year L973-L974. In the second period total

domestic investment consistently outstripped foreign direct

investment, except for the remarkable 1976-77 inflow which

represented an 87Z increase over the previous year's foreign

direct investment and outperformed total domestic investment
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by 4 points. The erratic nature of percentage increases of

foreign direct investment is evident in the column showing

the percentage change in inflow over the previous year' with

swings of as much as around l-00t in Some cases. The more

stable flow of total domestic investment annual changes may

be compensatory but would not eradicate the insecurity of

highly mobile and discretionary external investment flows.

The decline in foreign direct investment between the

two periods given in the table is roughly a decline of 5t in

average (and 6.L2 points if L972-L973 is dropped from the

average as an anomaly) . !,Ihat these f igures do not reveal is

the shift from direct investment to debt-financing which

occurred in the mining sector. Because much of this

financing is foreign, it is reported that as much as 60t of

mining is in fact foreign-controlled (with an estimate of

about 409 of total equity in manufacturing also

foreign-owned) .40

The fungibility of capital movements is alarming not

only for its temporal effects, the inability to gear

domestic fiscal coordination to rapid shifts in external

factors, but also for the magnitude of shifts vis-à-vis

incremental growth patterns. Australia is especially

vulnerable to the slings and arro\^Is of capital in that its

factor mobitity is crucial to both internal development and

a competitive external position. Because of the nature of

domestic Iabour factors, the sectoral composition of the

Australj-an economy, the nature of demand and its
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composition, and the degree of foreign capital influencing

the economy, the position of Àustra,lia in the years of the

first perj-od under study (L967-L9731 \^ras one of dependent

cooperation with its powerful economic allies, the United

States and England. The extent to which more regional

integration could at that time have gained both independence

and regional opportunity is a dead issue and one not dealt

with in the immediate treatment of domestic economic

profiles. As an analytical counterfactual, however, such

an alternative path underscores the emerging national

problems for Austratia of control and mobility of its

economic factors. On the one hand, labour factors, unless

induced to efficiency by re-skilJ,ing and a concentrated

educational push, could not be easily moved to enhance or

create productive sectors which would promote development of

a mixed economy. On the other, the hypermobility of capital

flows would always threaten speculative instability and the

diseconomy of short-term investment preferences over

long-term investment.

Finally, an important component of Australia's economic

profile is the impact of inflatj-on. The average annual rise

in consumer prices betweeir L967 and L973 was 6.4t (the low

year was 11967, 2.52i and the high year \¡rras Ig7L, g.4Ð .4L

That figure compares to a rate of 4.62 during the last five

years of the decade of the 1960s (Iow: 1967 | 2.52; high:

L970 , 6.42) . Moreover, inf lation became \^/orse during the

entire period under study. The average annual. increase in
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consumer prices during the years L974 to 1983 was 1-3.73

(Iow: 1983, 4.62: high2L975, 24.22), The Iowest point during

that period, in 1978, ât 8.38 was only 1- point below the

high peak of the initial period (l-971 , 9.421 - From L967 to

LgB2, the average annual rate of rise in consumer prices l^¿as

11.3t. Even leaving out the oil inflation years of the first

shock (L974 to L976, inclusive), the average annual. rate is

over 108. These data are understandably dramatic and

indicate the depth of economic mal.aise which compelled such

counter-cyctical ¡ ox "anti-slump", activity. The comparative

analysis to follow wilL confirm the extent to which all the

economies under study exhibited these symptoms of inflation.

Comparative Economic Profiles in the Period L973-L982

The period forlowing L973 to L9B2 shor{ts, in poricy terms'

the evolution of a posture of economic discipline. I

CharaCterize that posture aS an increased "economism" Of

capitalist policymaking as the crisis of the general period

L967-L982, deepened. (A formal definition of that phenomenon

is provided in the next chapter and the terms of the

definition are operationalized for each country. ) Within the

years L973-L982, there is a break at the time of the second

oil shock. The years L975-I978 are characterized as the

period of the search for stabilization policies which

toLerate increasing levels of inflation, while the years

IgTg-LgB2 are discussed as the watershed years of the

ascendency of the "ne\nl conservatism" in the politics of the
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three capitalist countries under study, bringing a

crystallizatj-on of discipline and . the synchronization of

domestic policies with a demand for market performance in

the international arena. The substantive policy expression

of those years wilt be discussed in the next chapter. For

the present, I shaIl provide comparative economic profiles

of the United States, the United Kingdom, and Australia,

with the evolution of deepening economic crisis in mind.

The Pattern of an UnstabLe Decline of Growth Shared Among

the Nationat Economies of the United States, The United

Kingdom, and Australia.

Figure 3.3

countries

L967-L982.

demonstrates

under study

the growth

throughout

patterns of the

the general

three

period
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Figure 3.3
Growth of Real GDP @ Market Prices

dom, and Australia
1964-1-983

(t changes year to year and period averages)
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throughout the presentFoIlowing the peraod LZA t on emp oyed

work, one notices several obvious characteristics in the

comparison of the development of the three countries'

patterns of growth vis-a-vis each other. In the first

period, the relative disparities of the patterns are

apparent, especially in the case of Australian development-

Not only the voLume of growth, but the distance from the

volume and movement of both the United States and the UK, of

Australian development of GDP is demonstrated in this graph.
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Throught period I, Australia averaged a 4.40 annual growth

rate {Iow year: L967, 3.7¡ high year¡ L972, 6.9). This is
impressive compared to the average annual GDP rates for the

United States of 3.39 (lowz L970, -0.2; highz L973, 5.4) in
this period, and of 3.34 for the UK (Iow: L969, l-.3; high:

Lg7O, 7.91 .42 The "ratchet" effect which expresses the

volatility of most of the aggregate economic data throughout

the general period for all countries does not begin to

become apparent for Australia until L97L. Australia's

location on the periphery of the international capitalist
market may have provided the insulation which allowed

buoyancy in the Late 1960s and delayed the transmission of

the stagflation which brought most capitalist growth

patterns into synchronic and volatile movement from the

late-sixties recession onward. From L973, a1l countries move

into relative synchrony, with an overall declining rate of

growth marked by sharp peaks and troughs. The response of

the Australian economy to the beginnings of the US recovery

prior to the second oil shock provides some maintenance of

GDP-growth lead through L969 to 1972, but with declining

national resiliency in the third period.

The GDP growth of the UK demonstrates a ratchet without

strong pick-up to carry through the troughs for the entire
general period, except for the L972-1973 peak which

surpassed both the US and Australia and reached the nearly

Bt annual growth average which \^ras the highpoint of the

entire general period for all countries. In any case,
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without that anomalous jump, which appeared to do nothing to

preempt the slid of L973-L975, the average growth pattern of

the UK for the general period woutd have been only slightly

Lower than the 1.91t average annual rate overall. (Putting

the L973 rate for the UK at a hypothetical 4.22, based on a

trend projection and not surpassing the 1968 rate, the

decrease in the overall rate would be only 0.2t, bringing

the general rate down to 1.69t. ) 
43 th" general period

average for the US is 2.47*, and for Australia it is 3.BBt-

(OECD Europe had a general period rate of 3.09 with a

similar pattern of declining and uneven growth rates: refer

to figures annex, figure 3.1' . )

The United States economy was never able to provide an

engine for recovery in Europe and Australia. Its growth

rates exhibited the same ratchet effects as the other two

economies, with growth rates becoming progressively volatile

and exhibiting sharper peaks and troughs through the general

period.

The Australian economy demonstrated consistently better

growth rates than the US, the UK and the OECD Europe

performances in the general period except for the years

L976-I978, and for the pick-up in L982. The averages for the

three disaggregated periods are also the best of the

countries under comparison in the present work. Table 3.7

represents comparative national averages of the three

countries to summarize the decline in growth.
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Table 3.7
Comparison of GDP Averages for Select Periods

The United States, the United Kingdom, Australia
(g changes year by year)

-140-

L967-73 1974-78 l-979-8
general period

1967-82

U.S

U.K

3.39

3.34

4 .06

2.64

L.32

.65

.18

2 .47

1.91

3.88Àus tra I ia 2.25 2.55

(Source: Chapter 3 Ànnex, Comparative Historical
Statistical Summaries, derived from figures 3.1
3.19)

Figures
3.9 ,

'å"¿
and

Prices

The persj-stence of price rises in the depth of recessionary

trends is a characteristic .of the general period under

study. Mounting inflation in these circumstances, âlthough

poorly understood, has been much discussed, and is

generally referred to as "stagflatj-on". As dealt with in the

previous chapter, the transmj-ssion of inflation is a set of

complex interactions within the dynamic of profit-seeking

capitalist economies. This dynamic has increasingly relied

upon currency and paper speculation to support downtrends in

corporate profitability. Money instruments in domestic

economies fight fire with fire by controlling the volume and

velocity of money within national economies. They have also

been used as an adjunct to fiscal poJ-icy because of the

relatively quick but short-term market responses which

interact with monetarist manipulation.

The strategic use of money by national governments
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vis-à-vis trade balances and opportunistic manoeuvres to

soften the domestic effects of largg financial deficits have

also been dealt with in the previous chapter. What concerns

us in the present chapter is the overall configuration of

price behavior within domestic economies. The profiles

presented below show extraordinary rises in prices during

the general period, with a volatility demonstrated in

upward-tending ratchets for atl economies. A profile of

disaggregated price components, both consumer and producer'

wilt indicate the breadth of the inflationary net.

Figure 3.4 demonstrates

rising prices enforced from

the burden on consumers which

L967 to L982.
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As Figure 3.4 demonstrates, both Austral.ia and the UK have

had a far more substantial intrusi,on of inf lation within

their economies, with the steepness and voLatiJ.ity of the UK

consumer price rises showing spectacular movement. The

United States has had relatively moderate inflatj-on in

consumer prices as Table 3. B demonstrates with comparative

averages provided for the select periods under study.

Tab1e 3. B

Comparison of Consumer Price Averages for Select Periods
The United States, the United Kingdom, Australia

(t changes year by year)

L967-7 3 197 4-7I r-979-82
general period

L9 67 -82

U. S.

U. K.

Austra I ia

4.58

6.4

4 .87

8.02

16.16

L2.78

r0.33

12.98

10.00

6.52

t_t_.3

8.63

(Source: Chapter 3 Annex, Comparative Historical
Statistical Summaries, derived from figures 3.2,
3.20)

Figures
3. l-0,

and
and

The l-970-72 decline in prices in the United States was

against the trend for the rest of the OECD' âs well as in

comparison to the UK and Australia. (The OECD-Iess-US

average for L970-72 was 5.87 as opposed to the US average of

4.40. Australia's consumer prices rose at an average rate of

5.27 in those years, and the UK rates rose by an average of

7.63 following a trend of steep rise which had been apparent

since L967.)

From 7973 to L982 none of the three countries under
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study was abl-e to regain anything like the price rates which

marked the beginning of the period,. and for most of the time

these countries lived with double-digit consumer price

inflation. AustraLia was able to moderate the consumer price

yearly rate rises after L978, but suffered the most

significant burden of price rises in the five-year period

from L972 to 1977. Even sor its performance was better than

Britain's during those years.

Figure 3.5 and lable 3.9 demonstrate more clearly the

relative smoothness with which the US economy absorbed the

consumer price rises of the generaJ. period before 1978-80

(discounting, to Some extent, the shock reaction of the

first synchronízed, global recession of L974-75 which

contained an exaggerated effect: the bursting of the

preceding commodity boom and the introduction of OPEC oil

which interacted and perhaps exaggerated the price effects

in domestic economies beyond a "norma1" response).
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Figure 3.5

Consumer Prices Not Seasonally Adjusted:

The United States, the United Kingdom, Australia

(* changes from previous Period)
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Table 3.9
Comparison of Consumer Price Averages for

Food/Energy,
The United States, the United Kingdom,

(t changes year by year)

-L46-

SeIect Periods

Austral ia

food
L97 3-7 B

ener9y
L979-82

food energy

U.S.

U. K.

Austra I ia

9 .47

L7.47

11.90

10.53

10.65

L0 .47

7.85

10.65

10.90

15.38

18.80

15.80

(Source: OECD,
1983 [Paris,

Economic Outlook Historical Statistics r-9 60

TabIe 3.9 demonstrates, again, how the burden of

consumer inflation hit the UK with comparatively more

strength than either the US or Australia. The Australian

economy stayed remarkably close to the US performance except

in the category of food, where it remained some 2.52 to 3t

points above the US in average increases.

Producer Prices

The producer pri-ce indices and export/import implicit price

indices provide a picture of the distribution of the burden

of price inflation across producing sectors within the

economies of the United States, the United Kingdom and

Austratia.44. Figure 3.6 demonstrates the comparative burden

experienced in manufacturing for each of the countries under

study.
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Figure 3.6
Producer Price Indices:

The United States, the United
7973-]-982

(A changes from year

Manufacturing
Kingdom, Àustralia

to year)
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The cLear maldistribution of inflation in the

manufacturing sector on a comparative basis is indicated in

Figure 6.e, with the gap closing among the three countries

after L978. The UK's cost of producing manufactures is the

greatest during the L973-L978 period, with Australia less

resj.lient than the US in adjusting producer prices, and

suffering abrupt producer inflation in the L979-L981.

Australia's exposure to imported producer inflation through

manufacturing imports is understandable, but the sectoral

share of manufacturing in the Australian economy allows it

to absorb that inflation better than the economy of the

UK.45 ln value-added terms UK manufacturing averaged 24.91

of GDP in L973-L982. WhiIe Australian manufacturing averaged

20.6t from L973 to 1980. (Although UK manufacturing share of

GDP in value-added terms dropped a little over 7Z in those

years, while Australian manufacturing dropped only a little

over 38 in the years measured above.) The US 'manufacturing

value-added share of GDP average over the late crisis period

L973-L982 was 23.52, and had dropped only 53 of its share in

those years.

Other producer price averages demonstrate the burden on

the UK in even broader terms. On the "Food, Beverages, and

Tobacco" indices, the UK averages yearly producer-price

rises between L973 and L979 of L7.72, as compared to the

Australian average rise of l-0.6t, and the US rise of only

6.38.46 For textiles, clothì.ng and leather, the uK averages

LA.L* increases during those years, compared to the US
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increases of 5.38. 47

À comparison of the industrial structures of the three

countries indicates that some adjustment should be made for

the relative weight of the manufacturing sector upon the

economy as a whole, but not as much as might be expected.4S

For the period L973-1982, the average value added in

manufacturing aS a percentage of GDP for each country $/aS:

the United States, 223.58; the UK, 24.7t¡ and, Australia'

20.60t (average for L973-1980) . Moreover, the gaP in

value-added manufacturing share aS a percentage of GDP was

closing for the three countries, as a1l countries were

reducing their manufacturing share within domestic

economies. But while the UK domestic share dropped from

28.5t in L973 to 2L.3t in 1,982, the US dropped from 24.98 to

20.9t in those years a difference of shedding the

maunfacturing share by 7.22 points in the case of the UK

compared to a US equivalent drop of only 4Z points.

Australia dropped from 22.58 in value-added for

manufacturing as a percent of GDP to 1-9.38 in 1980 a drop

only of just over 3 points. Poor performance in the

manufacturing producer price indices for the UK occur during

shrinkage of the manufacturing sector aS a producing

component of the overall British economy-

Wages in the manufacturing sectors of the three

countries provide an interesting picture of volatile and

disparate movements. Figure 3.7 demonstrates the movement of

wages in manufacturing for the years I973-L982 -
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9b0

Figure 3.7
Hourly Wages in Manufacturi-ng/

ReaI Hourly Íüages in Manufacturing:
The United States and the United Kingdom

L973-1982
(t changes from year to Year)
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Figure 3.7 clearly demonstrates the relatively smooth

and disciplined hlage rates of US compared to those of the UK

in manufacturing. The averages for the periods are 8.38

average annual increase for the US and L5.2t average

increase for the UK from L973 to L982. However, real $/age

rate average annual increases for the period l^¡ere US, -0.34t

and UK, 0.9t, indicating the extent to which producer prices

do not ref lect \^/age inf lation. V'lage increases during Lg76

and L977 in manufacturing in the United States coinci-ded

with the low-point of producer price rises in manufacturing

for the period L973' 19Bl-, and the large þ/age increase in

the manufacturing sector in the UK which occurred in L978

similarly coincided with a 1ow-point in manufacturing

producer price inflation of the same year. In fact, a

comparison of E igures 6. e and 6 .f shows an inverse

relationship between rises in the producer price indice for

manufacturing and the wage rate rises in manufacturing sj-nce

L976 for both the US and the UK. Producer prices rise and

wages fall coincidentally, and since the data seems to

exhibit no lag-time, but rather a symmetry in terms of

yearly coincidence, it is unlikely that these price

behaviours are causally interactive.

On comparing countries, it is interesting to note the

increasing similarity of UK/US blage behaviour in

manufacturing after L97Br âs both countries move into the

final period under study when national policy became a more

articulate expression of economism. Demand pressures in
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international markets exert rises in producer prices which

show up in an inverse statistical relationship to the

politically-determined f a1I in r^/ages. This inverse

statistical relationship, ho\^/ever, is an artifact of the

real-worId antagonism between seLective market determination

(in this case for manufacturing goods) and political

discipline pertaining to Iabour markets. The price behaviour

f or each is theref ore highJ.y distorted: in the case of

labour market prices (wages), because of a poJ.itical

restriction of that factor mobility; and in the case of

certain goods markets, because of the partition of the

international market discussed in the last chapter and

because of the j-ntrusion of finance capital strategies

within general price/profit movements. what must be

emphasized is that these distortions are not so much

interest or choice motivated as compelted by economism,

which is itself the result of a breakdown of the system of

capital ism.

To return to the point of the specific relationship

between the data of Figures 3.6 and 3.7 , my analysis is that

in the particular instance of producer price indices for

manufacturing as related to the movement of wages in

manufacturing for the years l-973 to 7982, wages are benignly

related to falling inflation of which producer prices are a

significant part, when comparing the US and the UK. The

register of "reaf " \^Iage rises, when they subsequently occur,

is a gratuitous effect of reduced inflation coupled with
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increased unemployment. In other words, depressed general

economic indices exaggerate wage rate increases primarily

because of lags in wage adjustments to recession. But hiqh

$/age rates were not the primary cause of inflation nor the

trigger for contractionary policies to remedy inflation.

Moreover, wage rates, in the specific case being observed'

can be interpreted as benignly related to an inflation

pushed by producer price rises. When labour is shed as a

reaction to the statistically registered $/age rises,

unemployment obviously increases and "stagflation" occurs.

Although wages are benignly related to a crisis condition

whose chief symptom is rising inflation, they are targetted

by policymakers and employers as causal. When labour is shed

as a disciplinary method of dampening wage demands there

occurS no remediation of rising inflation. "Stagflation" is

an apology for the crisis rather tha legitimate concept

describing an economic condition.49 The section below on

unemployment will indicate more clearly the burden on

workers that unemployment has enforced.

Prices in Import/Export Goods and Services

This final section on prices deals with the implicit price

index re].ating to exports and imports of goods and services.

Figures 3. B and 3.9 provide a graphical description of the

comparisons among the three countries in regard to price

movements for the years L973 to 1982, with the turn of the

decade years included.
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Figure 3. B

Imports of Goods and Services:
The United States, the United

L973-L982
(t changes from year

-L54-

Impl icit
Kingdom,

Price Index
Àustra I ia

to year)

( Source:
1960-1983.

OECD, Economic Outlook Historical Statistics,
lParis, 1-9851 )

Between 1968 and 7973, the first phase of the general

period under study, the average import price rises for the

three countries are: US, 7.72¡ UK, 7.7¡ and Australia ' 4.52.

During the years L973-L982 the price of imports according to

the implicit price index rose. The United States average for

those years is a 1,2.092 average annual increase (low year:

1982 , -6 .32 ¡ high year z 1-97 4 , 44 .Lt ¡ second highest year:

1980, 20.0t). However' excluding the anomalous year of L974
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or merely a 0. Bt increase in imPort

L973-L982.

The uK averaged l_5.1-9t for the L973-L982 period (low

year l-968, 3 .0t; high year: l- 97 4 , 4L.9t¡ second highest

yearz L976, 2l-.Bg). Again, excluding L974, the average rise

for Britain is L2.22lt or an increase of 4.52t on average-

The Australian case is a 12.818 average for the

1973-L982 years (Iow: l-981, 4.5t; high zL97 4 , 27 - 6*; second

highest year z 1977 , 2L.2*) , and excluding 1974 ' the average

is 1l-.17t only a 1.6t point adjustment. The rise in import

prices for AustraLia for those years represents a 6.67*

average rise, the highest differential for the three

countries between the first and second period being

compared. The burden of smal 1 domestic economy scale,

transport costs in an era of high fuel prices, and an

inability to expJ.oit indigenous fuel reserves for domestic

use/substitution explains that burden. Furthermore, the

swift intrusion of import price rises into the Australian

economy negates the periphery buffer which had allowed

Australia both J-ag-time and relative softness of impact from

global price-storms in earlier years. The export price

picture compounds and reinforces the burden imposed by

import prices (Table 3.9).
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Figure 3.9
Exports of Goods and Services:
The United States, the United

L973-L982
(t changes from year
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The equivalent averages as discussed in the

comparisons are presented in table ,3.1"0 to allow

succinct comparison of import/export price movements

three countri-es.

Table 3.10
Comparison of Exports and Imports of Goods/Services:

Implicit Price Index
rhe united ï;ã5:"í,;i: 3::i:å ii3333ä; 

Australia

(annual average t change)

-r57-

import

for
more

the

a

US UK Aus
(exp) (imp) (exp) (imp) (exp) (imp)

(Ll 68 / 73
t\2173/79
(3173 / 82

(41 73 / 82
x - '74

5.6
10.0
9.5

7.7
14.0
T2.I

6.6
16.5
14.27

7.7
L6 .6
L5.2

6.9
L2.2
11.8

4.5
L6 .4
12.B

I .1 8.5

2.5 .B

13. 1 L2.2

6. s 4.5

10.5 LL.2

3.6 6.7
r-)

(Source: Chapter 3 Annex, Historical Statistical TabIes,
TabIe 3 .51 )

The l_oss of competitive pricing positions by the uK and

Australia measured by the impticit price index rise for

exports from the averages of the 1968-73 period to the

L973-82 period is graphically j-llustrated. Following the

commodity boom/oi1 price rises of the L972 to I974-L975

period, the competitive pricing distance between the US and

the other countries is r o¡t the average, quite clear.

Ho\^rever, the UK certainly fares worse than Àustralia in

overaLl averages. What the timing on the graph for export

indicates, moreover, is that the US position on export price

declines earlier than the other two, thus assuring
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competitive margins for the US during the early phases of

recoveries, and when the pricing peaks, there appears to be

more simultaneity, thus assuring that the loss of

competitive market position via pricing will not damage the

American position. This, of course, belies the general

international picture of very poor trade balances for the US

vis-a--vis major trading partners in Europe and Japan and in

terms of competitive market positions measured by capture of

global margins. But the comparative data here for the US, UK

and Àustralia demonstrates a severe liabitity for the latter

two countries vis-à-vis the US, whose importance as a core

international economy is undisputed. The disjunction of

performance for export pricing between the UK, Australia and

the US, if it is growing, wi1 I indicate a Iong-term

liability for these countries, especially when specific

markets are in contention, for example, the Japanese steel

market competition between the US and Australia. But in any

case, general economic strength will rely upon incremental

gains in external markets. As long as margins are

consj-stentty spaced, even with small increments, economies

with relatively weak or smaII-scale export performance wiLl

suffer in unstable international markets.

The country figures for import/export price comparisons

indicate somewhat predj-ctable patterns of the reinforcing

effects of import/export price rises, although resj-liency in

export price adjustment following import price "Shocks" iS

clearly important. Figures 3.10, 3.LL' and 3.L2 demonstrate
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the country performance of import/export price comparisons.

Figure 3.1-0
Exports/Imports of Goods and Services: Implicit Price Index

The United Kingdom
L973-L982

(t changes from year to year)
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Figure 3.11
Exports/Imports of Goods and Services: Implicit Price Index

The United States
r973-L982

(* changes from year to Year)
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Figure 3.L2
Exports/Imports of Goods and Services: Implicit Price Index

Australia
L973-L982

(t changes from year to year)
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The comparatj-ve resilience of US export pricing as it
interacts with import price rises is increasingly
demonstrated after 1,976, arthough Australia outperforms the

us in that regard during L978. us export prices stay werl
below import prices during L979 and 1980, but lose ground in
l-9Bl- and L982. The volatirity of export pricing for
Australia in L979/80 at the time of the second globat shock

distorts the downtrend in export pricing, whj-ch appeared to
promise a very substantiar achievement from Lg7B. Export
price performance for the uK throughout the period L973-L982

is very poor. The increment of difference in comparative

price performance for price infration is especially poor if
one considers that while on average Australia suffered an

import price Liability about one and a hatf times greater
than that of the uK during the years 1973-L992 (discounting
L974) , Austraria outperformed the uK in export pricing by

armost double. rf the 1979-1980 export price inf ration \^/as

discounted from the average for Australia and replaced by

average trend figures equivalent to the us rates of those

years, the Australian average would be within almost j-t

point of the us average, while a similar adjustment for the

uK wourd produce onry a fractionar decline of its recorded

average (0.2t).50 Thus the most exposed of the three
economies, while suffering the blows of import price
intrusion, has demonstrated j-ntermediate performance

vis-a-vis the other two countries, and has been croser to a

competitive edge with the US than has eritain.5l
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Terms of Trade

The discussion above addresses the abitity of the countries

under study to withstand the impact of import price rises as

a function of export pricing competition. The ability to

create a distance between the two rj-sing increments is an

indication of how well domestic production can meet price

thresholds for international competition. This section will

briefly provide data on the comparative importance of import

and export markets for the countries under study so as to

assess how deeply pricing Iiabilities will affect overall

economj-c performance. Following the general view of this

work, the crisis of capitalism which characterizes the years

L967-L982 compells economistic solutions in domestic and

international policymaking. The relative gains and

substantive expression of that economism wi11, hov/ever,

depend upon the extent to which a country can exert effj-cent

disciplne regarding production and pricing activities within

its own economy. The more exposed an economy is to exogenous

influences, the less able j-t is to exert opportunistic

control of its own resources. The extent Lo which domestic

economies are exposed to global trends may be measured in

the export/import share of GDP on comparative terms. Table

3.1-3 demonstrates the extent of exposure, and the general

performance of trade among the United States, Britain and

AustraL ia .
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Figure 3.13
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Of the three countries under study, the UK is the most

dependent on trade for economic wel|-being. When measured as

a percent of GDP, the export of goods and services amounts

to an average of 27.632 of GDP for the years 1-973 to 1982.

The average from f96B-1973 is 22.82.52 Equivalent averages

for Àustralia are 15.95t and 15.0t for the respective

time-frames. Export trade is an obviously important part of

the economic activity of both the UK and Àustralia. On the

other hand, the United States is far less dependent on

trade. From L973 to L9B2 the US exported only an average of

B.6t of GDP, having increased its trade share of GDP from an

average of 5.7t during the 1968-1973 period- Import

percentages of GDP follow a similar pattern. The average

shares for those years are shown in Table 3.11.

Table 3.11
Imports of Goods and Services as t GDP

The United States, the United Ki-,ngdom, Australia
(averages for select Periods)

r_9 6B-73 ]-97 3-82

u.s. 5.7 9.89U.K. 22-B
27 .5

Australia I4.7
L6.79....

(Source: OECD
1983 tParis,

Economic Outlook Historical Statistics ' 1960
r9Bsl )

The share of imports as a percent of GDP increased more

in Australia and the US compared to increases in export

trade during the years 1973-L982 than in the UK' but the

rough distributions of trade shares remain the same



Elaine McCoy Chapter 3

throughout the entire Period. The

inflation through trade is therefore a

on the US than on either of the

economies.

-L66-

increase in price

much lighter burden

other two national

Unemployment

Section 1 in the annex, presents tables summarizing

statistical comparisons and appended to thi-s chapterr and

contains a breakdown of labour distribution by productj-ve

sector, gender breakdowns, age distributions, and growth of

the labouring population. These data relate to the present

construction of economic profiles in So far aS the

distribution by sector changes and the total ratios of

unemployment rise. Employment is being treated here as

factor employment, that is, aS merely a surplus-producing

factor whose direct equivalent is the employment of finance

and capital goods. This status is of course a fictionr âs

the labour factor is unique i-n its ability to create va1ue,

thus attributing economic vitality to economic production.

The labour factor is also unique in the manner in which the

productive capacity j-s embodied in persons (for example' a

technical skilI possessed by a Person is distinct from a

technlcal capacity possessed by a machine or an

organizational design). FinalIy, labour establishes the

point in Fhe economic process where production and

consumption j-ntersect, thus generating the unique

configuration of classes within capitali"*.61



Elaine McCoy Chapter 3 -L67 -

Nevertheless, the fiction which reduces labour to a

mere productive factor in the construction of these present

profiles will be employed for two reasons. Firstly, I want

to look at the overal configuration of economic declj-ne in

the three countries under study. I want to substantiate the

impressions of crisis that are expressed in popular accounts

and governmental poJ.icies. The maldistribution and

inefficient employment of labour as a productive factor

certainly is a major part of that substantiation. Secondly'

I want to distinguish the highty structural account of

economic decline from the discussion in the next chapter on

policy. The derj-vation of policy from the circumstance of

economic decline is important to my examination of

directionality in the proofs pertaining to the state

autonomy question. l,Ihile it is also the case that policy and

the circumstance of crisis interact, f am attempting to

establish that for reasons of periodicity and the depth of

economj-c recession, policies within crisis are derived from

structural, dec I i.r" . 
5 4 The importance of l abour and

unemployment to the politics of crisis wlthin capitalism

will be further discussed j-n the following chapter.
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Figure 3.1_4 provides a graphic íllustration of the rise

in umeployment during the period under study-

Figure 3.L4
Standard UnemPloYment Rates :

The Unitêd States, the United Kingdom'
1969 L9B2
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The average rates of unemployment for the uK, us and

Australia between L973 and L97B were 4-952, 6.52*, and 4'372

respectively. The pause in the international recession was
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apparent from L}TB to 1980 for the three countries when

unemployment in all countries demonstrated coincidental

rates of around 6g (UK, 6.272t US, 6.272; and Australia,

6.13t). But from the 7979 best performance year onward'

unemployment jumped dramatically and at a steady pace,

reflecting the intractable cost to labour employment as GDP

exhbited its volatile ratchet decline. (Please overlay the

following transparency for demonstration of the interaction

of GDP and unemployment for the three countrie".S5 1981 and

Lg82 exhibited rates of 11.58 for the UK, 9.50t for the US'

and 5.85t f or Australia, !.those drop belies the very

significant jumps in f982-1983 averaging 8.5t) '
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The decrine i-n real cDp from L973 to L9B2 was 6g points
for the uK, B.7t points for the us, and 5.5t points for
Austraria.56 rh" rise in unemployment was 9t points for the
uK' 4-72 points for the us, and 4.5t points for Australla.

The idring of the labour factor in ar1 countri_es is a

significant contribution to the economic crisis in each.

This occurred at a time when the labour force in a1t the
countries conti-nued to grow, ât roughry 2z over the general
period for the us and Austraria, and at only ress than 0.5t
in the uK.57 th. serious idling of the rabour factor,
however, did not occur unti-1 af ter L973. The perj-od

1968-L973 j-ndicates averages growth rates of total
employment consistent with total growth of the rabour force.
The averages for L973-L982 are inconsistent. rn the uK,

while the totar labour force grew at an average rate of o.4g

for the decade L973-L982, total employment grew at a -0.7g
average rate a differentiar of a 1.1t decrine, what r

would characteríze as an idling factor. rn the us for the
same period the idling factor was 0.69, and for Australia it
vras 0.9?.58

where labour was employed it was in the service and

government sectors, substantiating the claims of structural
change in the economies of capitalist systems.59 The major
sectoral shift in employment of labour occurs at a time
(L967-73) directry preceding the sharp jumps in rislng
unemployment, rising consumer prices, decJ-ining wages and
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declining national wealth. Between the years 1968 and 7973,

the amount of labour absorbed into services was increased by

about 3.5S US and Australia , and l-.5t for the UK on an

average annual basis a rate above the growth of total

employment and totat labour force in the three countries. A

slowdown in absorption occurs after L973, but remains

significant in relation to greatly increased idling of the

labour factors in other sectors. Absorption into government

is comparatively least significant in the US, vis-a-vis the

other two countrj-es, while absoprtion into services is very

significant in both the U.S. and Australia. The divestiture

of labour in agriculture, manufacturing, and industry occurs

in all countries throughout the general perj.od, and is

summarized in the Table 3.L2.
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Table 3.L2
Summary of Sectorat Shifts in Employment:

The United States, the United Kingdom, Australia
(averages for two select periods)

-L73-

1968 r973 r973 83

US
UK
Aus

total employment:

2.L
.2

2.6

1.5
.7
.85

agriculture:
US
UK
Aus

industry:
US
UK
AUS

Manufacturing:
US
UK
Aus

negative shifts

-1
-3.

-1
1.

B

2
7

9
1
7

2
9
6

.05
-L.4
-1. 1

-3.0
-3 .3
-1.3

o

-3 .8
-1.61

Services:
US
UK
Aus

government:
US
UK
Aus

positive shifts

.7
2.5
2.7

3.4
l-. 5
3.9

2.5
1.0
2.L

o

.5
B51

(Source: Chapter 3
derived from tables

Annex, Historical Statistical Tables,
3.9 , 3.10 , 3.LL, and 3.L2l.
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Conclusion

The previous sections in this chapter have provided a

profile of three major components of the economic crises j-n

each of the countries under study. The idling of capi-tal and

labour factors have occurred at a time when inflation has

destabilized both international and domestic economies. Both

volatility and decline in productive patterns characteríze

all three economies. The profiles of the economies of the

United States, the United Kingdom, and Australj-a move closer

together j-n the congruity of patterns and the timing of

volatile decline. Period j-city, in terms of the three

time-frames employed in the overall analysis, seems to hold

for all three economies, and even the traditional lag-time

of the Australian economy seems to be disappearing as

Australia becomes integrated into the capitalist
international economy of crisis.

Sections in the Comparative Historical Figures and

Statistical Summaries Ànnex appended to this chapter contain

more substantiating data. The section on binary comparisons

of countries, with the US as the base country, are

particularly interesting and will prompt further
investigation. The constraints of time and space disallow

their specific use at present. Some of the summary data in
the annexes,will have to stand as a statement of record.

Those data extend the analysis here rather than present

contradicti-ons .
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The next chapter will examine the policy responses to

the situation of crisis described here. In that chapter both

the contours of economic crisis and the convergence of
j-ncreasingly restrained policy options will be considered.
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The Policy
in the United

Chapter 4
Responses to Economic Crisis
States, England and Australia

The economic profiles of the united states, Britain,

and Australia detailed in the previous chapter are the basis

from which I shall anal.yse the policy responses of these

three countries to the economic problems characterizLng the

international capitalist economy from 1967 to L982. The

periodicity employed in chapters 2 and 3 will be implicitly

recalled in the present chapter. Policy responses in all

three nations evolved from attempts to counter the growth

imbalance of the fj-rst period through a mixture of

traditional demand policies and the introducion of

voluntary programmes such aS wage and price controls; to the

development of neh¡, mandatory stabilization policies; and

finally, to the express enforcement of economic discipline

through a mixture of "supply-side" economic policies,

monetarism, and the politics of the "ne\n/ conservatism".

The threefold periodization employed in the previous

chapters will continue to demarcate a period of acutely

imbalanced economic growthrfrom one of attempts at

stabilization, and from a period of overt political economic

discipline termed the "new conservatism". Within the

progression of these temporal characteristics one discovers

an economism of governmental policy. This chapter examines

the terms of that economism. Proceeding from a definition of

economism given below, the present chapter examines the
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decreased autonomy aS economic crisis deepens and endures.

The Definition of Economism

HistoricalIy, the use of the term "economism" has

constituted a charge of political immaturity 1evel1ed

against trade unionists who seek to enhance short-term b/age

gains at the expense of Ionger-term revotutionary goaIs. l It

denotes a reduction of political activity to economic

opportunism. The present work adapts the term to describe a

similar reduction of governmental policymaking to economic

opportunity.

A

is the

definition

debasement

of the term is now in

of political activity

ttEconomismtt

accommodation

order:

to an

of short-run economic gain by l-) refusing to acknowledge and

confront fundamentally diverqent political aims, 2) reducing

the definition of political problems to economic choices of

an r-ncreasl-ng ly constrained nature, and 3) creating a

rnmental ratus which insti.tutional-ize the centralit

of economic concerns.

Severat criicj-sms may be levelled at my use of the term

economism to anaJ.yze state activity. In the original

Leninist sense, the term specifies the potential

misperception and self-defeating praxis of specific

hj-storical agents (the proletariat broadly, and especially

trade unionists) , and a specific historic location, i-e-,

revolutionary transition. The "correct" aim of the
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expressions of economism found in governmental

within the general period under study. I conclude

discussion of the similarities among national

responses.

The policies discussed are not treated in this chapter

as equivalent case-studies, for example in the sense that

the particular career of any given policy is discussed for

one country compared to its evolution in another country-

Rather, polj-cies pertinent to a given nation's particular

economy and its situation vis-à-vis the international

context witl be analysed. A similarity in policy

orientation, viz. economism, wiII nevertheless allow

comparisons across nations and establish the tendency to

decreasing state autonomy apparent in policy responses to

crisis.

This style of policy analysis is pertinent to the

question of state autonomy in two ways. It wilL establish

that "economism" is more than a pejorative labe1 affixed to

unpopular or highly disciplined economic policies. The term

will include an operational definition in the policy

analysis, and one which may be replj-cated in future national

or cross-national studies. secondlyr The operational

definition of economism, once adequately defined' wiIl be

used throughout the country analyses and recapitulated in

the concLusion. It wilI address directionality regarding the

state-autonomy question: the state moves in the direction of
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proletariat at the historic conjuncture was to capture and

control state po\âIer, indeed to establish the dictatorship of

the proletariat. That wouLd necessitate reaching goalS mole

extended than bourgeois reformist activity .could attain. To

the extent that economism obstructed the proletarian

struggle over state power it was considered by Lenin to be

anti-poJ.itical, that is, a refutation of the true and

historic role of the proletariat. Economism in this sense

implies a reduction of politics to bouregois accommodation.

It specificalJ-y characterizes the political agency of the

proletariat at an historic conjuncture-

While my use of the term in a manner describing state

activity is unconventional, I shall defend its use in the

present work in two ways. First, the particular reduction of

political activity to economic opportunism is observabl-e in

government reaction to the economic crisiS of the general

period under study in all three countries. In contemporary

parlance, reductionism is usual ly considered a problem

suited to discourse. I am anxious to return the idea of

reductionism to the realm of objective political behavior.

As a description of state activity the reductionism inherent

in economism is accurate. Specifically, the reduction is

prompted by economic crisis and entails both a distortion of

the bourgeois constitution, and an attempt to "rationafize"

the economy of the wetfare State by ensuring an economic

return on government programmes, (in the Sense that "sociaL

costs" are recovered through high yields in political peace
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and a malleable labour force), and by reestabLishing an

economic equilibrium which allows, for a restoration of

profit margins which had been eroding since the 1960s2

without wage or price inflation. That these were considered

mandatory changes rather than negotiable ones, due to the

crisis nature of the seventies economy, effectively

depoliticized state activity and reduced governmental policy

to crisis management extraordinaire, i.e. economic Survival.

Aside from the question of reductionism, the evoLving

emergency character of government poticy effectively assumed

a programme of radical restructuring of the capitalist

order, and a poÉture of universality, which was expressed as

a bipartisan commitment to economic Survival, whether that

be specified as "us against OPEC" during the energy crises

of the seventies, or as the targetting of inflation as the

political economic problem of the contemporaray capitalist

state. The definition of social problems was sufficiently

constrained to render proposals for Solutions a one-note

chorus supporting the restoration of capitalist prosperity

at any cost. The plausibility of these claims about the

character of the capitalist state in crisis will be

demonstrated in the extended discussion of policy below.

Having established in the

crisis was deep and perceived

international bodies, there is

to be made that the assumPtion

previous chapter that

by national governments

at least a prima facie

the

and

case

of increasing class agency on
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the part of the the state is togically consistent with a

l.{arxist understanding of state response to crisi-s.3 The

remaining question is whether a state "depoliticize" itself

when expressing class agency as economism. I intend to

explore the determinants of that process. These questions

are, I believe, the essence of the debate over relative

state autonomy and its incidence during crisis. If, by

empiricaL observationr w€ find that government policy moves

toward insular policymaking (discussed as the "enclave

state" in Chapter 5); is constrained by revenue guestions,

government debt, and international conditions to make

economic survival the central policy issue; and is equipped

to effect institutional restructuring which stabilj-zes both

emergency processes of legislation and the centrality of

economics after any immediate incidence of crisis, then we

can say that economism has overtaken politics in the

capitalist state.

The Formative Years of a Political Economic Response to

Crisis in The United States: 1968 L976.

The years l-968 to L9B2 are arguably one of the most

potitically turbuLent times in the post-Civi1 War history of

The United States of America. Not only the Vietnam lVar' but

the redefinj-tion of geographic and partisan divisions within

the nation has fundamentalty altered the institutional

framework of American politics.4 The social and intellectual

context of those changes have been much discussed within the
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United States.5 The question of the extent to which those

changes h/ere led by or causal to the formal institutional-

changes will not be dealt with here. I would offer as a

caveat that the present focus upon governmental policy in

the United States¡ âs in Britain and Australia, is intended

to catch merely one expression of national change. I attempt

to establish a usable definition of crisis-response at the

level of formal governmental policy which I sha1l, then'

test against an empirical reality.

During the general period under study here, the United

States saw three changes of federal administration under the

executive leadership of both the Democratic and Republican

political parties: l-968-1972/ L972'1976 , Republican

administration (Nixon and Ford) ¡ I976-L980, Democratic

adminstration (Carter) ; 19B0-1982, Republican (Reagan;

serving the term to 1984 and successfully winning the L9B4

election) .6 These administrations are the touchstone for

monumental events in the history of the nation: defeat in
-l

$/ar;' the disgrace and near-impeachment of a president;8 and

party dissolution9 signalled by electoral swings which,

although occurring during declining voting participation'

was the fruit of extreme volatility in a political system

which prides itself on constitutional stabitity.l0 Moreover,

these years follow a period of unprecedented economic and

political enfranchisement of huge numbers of minority

citizens through the radical legal and economic reforms of

the Kennedy/Johnson years (l-960-1968) -11
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American political turbulence notwithstanding, the

evolutj-on of fiscal and monetary policy in the Unite'd States

throughout the general period under study is consistent with

th.e growing economism of Britain and Australia during the

period. It is characterized as a search for stability during

a period of unbalanced economic growth, usi-ng policy tools

which increasingly jettisoned Keynesian economic

assumptions. this is true of all three countries under

study, with the Amerj-can experience tempered by two

contextual determinants which distinguish the American

response vis-à-vis the other countries. The American brand

of Keynesian pol-itical economy h/aS a particularly "tepid"

application of Keynesian prescriptions for the establishment

of equilibriuml2 - one which operated on a minimalist vj-ew

of the statel3 and which therefore circumscribed

Keynesianism within the explicit demands of corporate

capi-talism in the post-war period. Secondly' the Vietnam

War, following the period of intensified political activity

of the civil rights struggles of the fifties and sj-xties,

precipitated a fundamental challenge to the American

bourgeois constitution, gaining momentum prior to and

outside the context of economic recession-

The Great society programmes of the Johnson presidency,

$/ere the first real- expressions of the welfare state in

America which did not owe their evolution to the impetus of

post-war development Per se, but rather \^/ere geared to the

distributive imperatives of a Keynesian system which
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employed demand-management strategies in policy making with

emphasis on the particular component of a widely dispersed

disposable income to propel social and economic development.

This development was very much a l-ate-bloomer as an

expressi-on of applied Keynesian economics. In any case'

American Keynesianismh has always been tempered by the

pragmatic imperatives of America's o$tn liberal/capitalist

ideology. An articulatespokesperson for the liberal American

view in political economy was Arthur Okun, who was staff

member of the Council on Economic Advisers in I96L/ 62 and

from L964 to 1968, and also served as Chairman of the

Council during the last year of the Johnson administation.

Okun was central to the formation of economic policy during

the 1960s and in his book

Prosperity has written:14

the war again
prosperity coul
great soc j-ety
compatibility -
goods and spiri
staff urged him
order to empha

entitled The Political EconomY of

When President Johnson set forth the vision of the
Great Society, his economists shaped the strategy in

st poverty to fit. TheY showed how
d contribute to the fulfillment of a
. They stressed the fundamental
indeed, complimentarity of material

tual goals when some of the President's
to downplay economic considerations in

size human values. Because President
Johnson wished to avoid a Robin Hood or class-s tru 1e
theme l-n soc a a the SA van e e t was

d the
stment
d the

Ì
mpor n evelop programmes ate asaze

long-term benefits to the entire nation f.
in human resources. V'ihen President Nixon
nation to lower its voice, his economists

rom inve
counsele
followed, in

moderation andtheir pronouncements, with a stress on
gradualism. Iemphasis added]

This is an eloquent statement of the American

predisposition to economism in the early years of the period

under study. Prosperity would lead social, political' and
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even spirituaL "recovery" under the aegis of the Great

Society by initiating an investment, in "human resourcesrr.

Presumably a consistent economic return on that investment

would enable continued support of welfare-state programmes.

If and when the yield from anti-poverty investment became

uneconomic, investors would presumably shift out to a more

lucrative opportunity. The political and economic assumption

of the Great Society was precisely that prosperity $ras a

function of return on investment. That return was not simply

an ideatized notion of civil Peace

liberalism. 15 It was an assessment of the demands of

"economic reality" which, in the United States then aS now'

are profitable income-returns on investment.

The optimism of America'S economic advisers regarding

the fortuitous mix of economic reality and political demand

seemed justified at the time. The United States appeared to

have entered the period with a relatively bouyant expansion

in early l-968, even though price performance required a

restrictive budget and tightening monetary policies.

Unemployment remained relatively 1ow, as it had since

recovery from the 1958 recession, when the steady decline of

unemployment throughout the perj-od immediately preceding the

general period under study here fe1l from a l-960 high of

5.42 to 3.5t of the total labour force in 1968-16 The

country, however, was also politicaJ-1y war-weary- The late

1950s/early 1960s social protests over racial inequality had

to some extent been eclipsed by the Vietnam lr7ar, which
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precipitated a more generalized political turbulence than

civil rights issues could. This is especiaì-ly so as he

extent to which the War ¡¡tas f uel ling inf lation became

apparent. Moreover, the Vietnam V'lar protests were perceived

to be a fundamental questioning of American values and,

hence, a danger to civil peace. The Democratic presidential

campaign in 1968 exposed serious intra-partisan divisions

which had been largely unarti-culated during the post-war

years when the legacy of the originaL Roosevelt coalition

seemed a stable partisan formatj-on.

Richard Nixon's successful challenge for the presidency

in l-968 did not so much exploit the governing party's

disarrayr âs it recast the definition of victory around the

nation's future expectations and fears. The Nixon strategy

of reformulating the terms of partisan debate created a

cross-cutting cleavage which Ûas both geograPhically

opportunistic and ideotogically in tune with national

expectatj-ons about a "post-\,ùar" (in this case ' , Vietnam)

civil settlement, one which promised social as well as

economj-c discj,pline. What was Later to become identified as

Nixon's "Southern strategy" \n/as a timely identification of

the nation's need for changing the terms of natj-onaL and

international imperialism. 13 The black ghetto, student

unrest, and imbalance in the global economy could be

confronted with an enviable economy of effort if the

mechanism for imperial control moved away from scattered and

refLexive confrontation (in both foreign and civil combat
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zones), and toward a preemptive tactic of cutting Losses

while simultaneously establishing an aggressive posture in

strategically "winnable" arenas

The year in which the Republican Nixon took office the

US was experiencing a continuation of trend deceleration in

growth which had begun a precipitous slide in L967. The

brief recovery of growth in L968 belied that trend (growth

of real GDP at market prices had recovered to 4.0t average

annual increase in 1968r uP from 2.9* in 1,967, but remained

well below the 5.Bt in L966 which marked the "end of

prosperity" in GDP growth between the years 1966 and L970

when the bottom of -0.2t average annual change $tas

reachedl.LT ) Prices had continued to climb and took a sharp

jump in L968 of 4.22 from the previous year, but restrictive

fiscal. policy was still considered an efficacious too1.18

The long slide toward a sustained and accelerating

unemployment rate which characterizes the entire period had

actually begun, but was not noticed as the lip of a spel1

whose protonged incidence would eventually revolutionj-ze

thinking about the terms of labour elasticity.19 (rf," 1968

rate of 3.5t climbed steadily to a 9 .72 rate by L982 ,

representing an increase in the numbers of average

unemployed from 2822 thousand people in l-968 to 10681-

thousand people in 1982. Duration increased from an average

of 6.1 weeks for "new worker cohorts" in 1968 to 14.3 weeks

in 1982, which is extreme but less striking than the rise

from LB.2 week average duration for those currently

unemployed in l-968 to a 35.9 week duration average in
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Lg}2ll20 The Nixon/Ford years saw a percentage rise of 4Z in

the unemployment rate, with the peah B.4S rate of L975r the

second highest of the general period under study (9.72 of

LgB2 being the highest yearly rate). Arthur Okun's hopes for

prosperity leading the "investment in human resourcesr',

which would reconcile human need and economic imperatives

while at the same time extending prosperity' became very

quickly outmoded, and the Great Society assumptions h¡ere

first bent and then broken under the political realism of a

beleaguered capitalist sYstem.

The politicaJ. response to the economic crises of

Lg68-L982 in the United States began with the template fixed

in the Nixon administration and containing a dual strategy.

Oppoportunistic manipulation of economic intervention by the

government was combined with the institution of structural

reforms which Later became fult economic discpline,

otherwise known as the "new conservatiSm". The opportunism

of American presidential economic policy has been dealt with

in the literature under the rubric of "the political

business cycIe" and will be summarized presently with a

brief look at the Nixon "business cycle" of L972. The case

for structural reform will be illustrated by looking at the

career of price and incomes policies, which eventually gave

way to a programme of targetted austerity where incomes in

the form of both money \¡Iages and social expendi-ture were

deliberately eroded by a governmental policy of economism.
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Economism as "Dirty Tricks": The Discovery of the Political

Business Cycle

The political business cycJ.e was originaJ.ly formulated by

Michal Kalecki in his L943 article "PoLitical Aspects of

Ful1 Employment" which appeared in Political Quarterly in

the october/December i"",r".21 The idea of a potitical

business cycle was picked up by William Nordhaus who some

thirty-tl¡,to yearS later in an article entitled the "PoIitical

Business Cycle" developed a predictive model of political

economic determination, which he called "a simple model of

intertemporal choice where decisions are made within a

political framework".22 The particular decision which

Nordhaus investigated was the choice between inflation and

unemployment in the US during the early l-970s. In essence'

he operationalized the PhiLlips curve as a political
.23pnenomenon.

This approach is very different from Kalecki's

intention in his original investigation of the business

cyc1e. Kalecki's work, in general, deals with an up-dated

version of the Marxian "reserve army thesis"24 "= underlying

capitalist governments' responses to cyclical changes in the

unemployment. KaLecki argued that labour discipline was the

foremost political aim of capitalist policymaking. While

Keynesian economic analysis explored the ways and means of

full employment strategies for government economic policy'

Kalecki argued that such policies $/ere doomed to failure.

The necessary preservation of a reserve army of the
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unemployed effectiveLy structured government policy in the

interests of capitalist socio-political stability"

Government expansionary policy would be tolerated only until

new rounds of labour discipline needed to be reinforced' at

which time contractionary policies wouLd recur.25 under

Kalecki's formulation, social and political determination of

poJ.icy took precedence over considerations of Keynesian

(economic) equilibrium. For KaLecki, the primarily economic

probJ.ems of labour control constituted as the wage bill

were simply resolved in a pass-through of wage increases to

prices. Government intervention into the economy was

therefore essentially a political undertaking and not

warranted or even possibLe by and in Keynesian stabilization

policies which conceived of that j-ntervention aS economic,

rather than political in character (neo-Keynesian

institutionalists notwithstanding | .26

Nordhaus, with different intentions from Kalecki,

accepts the primacy of politics of the Kaleckian

formulation, although without the freight of the reserve

army thesis.27 Nordhaus is explicitly interested in the

manner in which inflationary expectations are constructed

and passed on by government policies to the extent that

those expectations become socialty and politicaJ.ly

entrenched. He hopes to exP lain and predict the "subtLe ways

in which we bequeath our tastes, consumption patterns, and

folkways to the future and determine future welfare".2B

Nordhaus begins with the perspective of an analyst r^Iho
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recognizes the overwhelming j-ntrusion of contemporary

government policy into the economic, life of its citj-zens. He

terms government economic poIicy "pubJ-ic investment

decisions" because they "involve choosj-ng between present

welfare and future welfare". 29 The distance between present

and future is the "intertemporal". The public investment

choice over unemployment versus inflation provides the data

for Nordhaus' model to predict intertemporaÌ choice' but

this particular choice is consj-dered only one of many

possible choices which could be used within the predictive

model-.

Unlike Kalecki, Nordhaus does not impute a primary

place to the problem of labour discipline or recognize the

reserve army thesis as pertinent to the discussion, nor does

he imagine government policy as constrained by a hierarchy

of choices particutarly characterizLng the capitalist state.

He exploits the unemployment/inflation situation simply to

provide a data base which tests the predictive strength of

his model.

Nordhaus' demur from the ideological consequences of

both his model and his applied theory is not accepted in the

present work. On the contrary, it is argued that Nordhausr

application of the Kaleckj-an formulation changes the terms

of the central aspect of the emerging crisis of the late

1960s/early 1970s, i. e. inflation/unemployment, to an

ideologicalty acceptable construct vis-à-vis mainstream
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political economic analysis which is interesting for its

dual capacity. First]y, Nordhaus' model effectively

dismisses the class nature of the infLation/unemplyment

antithesis of the original Kaleckian formulation so that (a

Ia the PhiIlips curve) inflatj-on becomes both the

economically and politicaLly precedent "problem" of the

mid-seventies in the United States. Thus unemployment is

displaced both within the model and within the bourgeois

perception of the economic problems associated with

imbalanced growth and dectining productivity.30 Nordhaus

work constitutes an important part of the emerging economism

discussed above, by providing the intellectual apology for

part 1 of the definition: displacement of fundamentally

divergent political aims within government poticy (otherwise

treated by Marx as the universalization of bourgeoj-s

,,reality" ) .31) Secondly, Nordhaus' designation of the pubtic

investment choice as constrained wi-thin the universe of the

Phillips curve establishes economistj-c myopia as both

analytic and political reality, thus fulfilting part 2 of

the definition of economism, which reduces political

activity to economic trade-off. What is being accomplished

intellectually mirrors the career of government

stabilization policy in the late l-960s early 1-970s.

When Nordhaus centres upon the problem of inflation he

is in accord with the economist community. He formaLizes two

propositions. l-) that the trade-off between the level of

utilization and employment in the U.S. economy and the rate
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of inflation is a phenomenon derived from the nature of

labour markets: in "competitive" and unionized markets, "a

low employment rate means higher demand relative to the

labour force and a higher cost of strikes. This leads

employers to settle for a higher than usual increase in

money !{age rates". 2l A second trade-off exists between long

and short run objectives: "[A] given change in unemployment

will lead to less inf lation i-n the short run than in the
32 t*, o a cr¡mo1-rr¡ i q rìrre to tì ì whichlong run."-- This asymetry is due to the manner 1l

increases in money wages are passed on in prices, including

a consideration of time-lags existing between unemployment

and lower infLation. Asymetry is due, further, to the

feedback from the wage-price pass-through back to higher

wage demands and j-s expressed aS an accelerating tendency to

anticipate and enact inflationary patterns of wage/price

behavior. These two propositions orient the remainder of

Nordhaus' empirical study, which examines the interaction

between the "macroeconomic framework" (defined as the two

preceding propositions), and individual preferences

expressed as aggregate economic behavior.

Under the "rational expectatj-ons" rubric, individual

social behavior vis-a-vis political parties is reduced to an

opportunistic assessment of the extent to which political

parties are Iikely to induce inf1atio.r.33 That determination

is made on the basis of the usual and consistent behavior of

political parties: "If economic conditions have deteriorated

relative to expectations, this leads to votes against the
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incumbent, and vice ,r"."..'J4 Politica1 parties themseÌves

are redefined to accommodate the 'analytical model which

"$/asheS out" or minimizes divergent party postures vis-à-vis

the inftation/unemployment problem. Parties, although

maintaining different identities in rhetoric and core

constituencies, display opportunism about economic

policymaking when in office in order to fulfill voters'

expectations and maintain office at elections: "In this

Sense, the parties are then 'neoclassical I rather than

'managerial'. Parties are interested in potitical 'profits'

that is vote pluralities rather than the easy life on

ideology".35 This definition may explain the reality of the

"demise of the Party System" in the United States. The

definition is persuasive if one considers the description of

the American party system of the last fifteen years as

described by such specialists as James Burnham.36

Parties want to win elections. Being aware of the

centrality of economic conditi-ons in the expectations of

voters, political parties wil I enact economic policies

during incumbency which tend to ensure eÌectoral victory and

consolidate pluralities. The prediction then of Nordhaus'

theory is that where periodic voting determines the content

of economic policyr âIt insLitutional bias which lowers

levels of unemployment and heightens Ievels of inflation

beyond economic optima will be evident. Thus, rising

inflation is depicted as an inherent bias of bourgeois

accommodation to \^tage expectations in a competitive
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political environment.

The question which remains is to what

behaviour theorized above can account for actual

induced business cycles - In moving to this

analysis, Nordhaus recalls Kalecki and produces

evolution of Nordhaus' own theoryr3T

Kalecki,s model assumes that business leaders and
capitalists have a disproportionate control of the
poiiti.ul. mechanisms of the state. It is the
ir.r..pt""ntative nature of the potitical system which
causes Kalecki's political trade cycle.

The suggestion in the present paper is that
vesting deciÁion-making in a rePresentative government
will lead to a similar phenomenon, although the timing
and causes are quite different-

AS mentioned above, Nordhaus rejects the class analysis

of Kalecki. What he puts in its place is significant. Rather

than implicit class conflict, there is a "fixed economic
ZQ

trade-off and therefore a fixed po1icy"." And rather than

heightened class conftict moving in the direction of overt

class struggle (e.g. strikes) there is "a decaying memory of

events."J9 Nordhaus argues that voters do not keep a running

average of economic successes and failures which have

occurred throughout the electoral cycle, but that "On

election day, the memory of recent events is probably more

poignant than that of ancient ilIs." /¡OThese characteristics

combine, fot Nordhaus, to produce a superior description of

the political business cYcle:

we can now easily describe the political business
cycle. First note that the unemployment rate must be
tãffing over the entire electoral regime' The
typicaÍ cycle wiII run as follows: immediately after
an- electiõn the victor will raise unemployment to

extent the

politicaLIy

level of

the unique
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some relatively high level in order to combat
inftation. As elections approach, the unemployment
rate will be lowered to a purely myçpic point.

Nordhaus concludes from his empirical testing of nine

countries over a period of twenty-five years that a

political business cycle does indeed exist for the US and

that it is an unfortunate byproduct of representative

government.4l- His "remedies" seek to restore optimal use of

economic poticy vis-à-vis the timing and magnitude of

patterns of consumption and emptoyment. Among Several

remedies suggested, an indicative planning approach has

special appeal for Nordhaus.42 He notes that France and

Sweden show the least cyclical variation in his study and

are planned economies. An incomes policy is a possible

remedy but it does not solve the fundamental long-term

problem of negotiation about the scarcity of resources.

Another remedy , for example, the use of monetary

authorities to regulate cycles, is also a possibility. But

to "entrust economic policy to persons who will not be

tempted by the Sirens of partisan politics"4-3 would be

inconsistent with the demands for democracy, according to

Nordhaus.

f have considered the Nordhaus study

here because I think that the path of

Kalecki to Nordhaus contains a descriptive

analytically interesting. Nordhaus' shift

class analysis to an analysis of political

in some detail

the ideas from

reality and is

from Kalecki's

opportunism in
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the definition of the potitical business cycle follows the

path of economic policy making from the early 1940s to the

l-970s. The fu11-employment assumptions underpinning the

desired course of post-war economic arowth gave way to the

early-to mid-l-970s austerity assumptions in the United

states, (mildly expressed as incomes and prices policy in

that early period) . Class politics \¡rere repudiated by what

were considered exogenous economic circumstances and an

emergency policy posture as reäction to crisis. As will be

seem immediately below, Nordhaus' assumptJ-onS have given

way to an even more crass political opportunism when it

becomes clear under the Nixon administration that the

"trade-off" between unemployment and inftation, explicit in

the Phillips curve, is overcome by an imperative to cure

inflation. The political business cycle becomes ever more

constrained as governments are required to address the

problem of inflation. That is, they are structurally

constrained to act without autonomy in defining and

attempting to "solve" a key economic problem within

capitalism: inflation as an inhibition to investment.

The details of the L969-L972 presidential political

business cycle aISo catalogue the faiLures of the career of

applied Keynesian economics. AJ.though the contractionary

monetary and fiscal policies of L969 and 1"970 did indeed

result in a rise in unemptoyment, inflation remained

intractable during those two years. FoIloltring a loss of

Republican seats in the mid-term elections of L970, and
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opinion polIs indicating that the public was becoming steary

of the burden of inflation, Nixon moved into a concerted

effort to reduce inflation. The policy intentions of Nixon

are drawn out in a replication of the Nordhaus study in

Lg84.44 The study indicates that Nixon's intentions conform

to the Nordhaus theory, but my own review of aggregate data

suggests that actual performance of the economy does not

correspond with the Nordhaus thesis.

The aggregate data in Table 4.L do not confirm the

Nordhaus thesis that in the policy-induced contraction/

boom of the political business cyc1e, "there is a

predictabte pattern of policy, starting with relative

austerity in early years and ending with the potlatch right

before elections".45 Over the 1969 1-972 poJ.itical

business cycle period, the aggregate movement of inflation

and unemployment rates is as shown in Table 4.L.
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Table 4.L
consumer Prices and standardized unempJ.oyment Rates

L969 L972'
Political Business CYcle: U.S-
t Changes bY Year and Season

Consumer Standardized Consumer Prices
Prices Unemployment not seasonally

Rates adjusted
f / rr

-204-

L969
L97 0
L97 L
L972

5.4
5.9
4.3
3.3

6 .1_

5.3
3.7
3.6

3.4
4.8
5.8
5.5

5.3
6.l_
4.0
3.0

(Source: Chapter 3 Annex of this Thesis, "Comparative
Historical Figures, L967 L982, The United States' The
United Kingdom, Australia", Section 1: Country Figures
for the United States, Figure 3 -2' and 3.3' ; and
Section 4: Three-Country Comparisons, Figure 3.29')

The evidence of a poJ.itical business cycle in the

Nixon programme of L969-L972 is certainly not persuasive in

regard to the unemployment data. But the data may disclose

interesting suggestions about the nature of a presidential

political business cycle which, in the use of Keynesian

intervention, achieves SucceSS against rising inflation. It

is interesting to note that the presumed intended results

of the Nixon political business cycle fai1ed46 only on the

unemployment pole, while succeeding remarkably well on the

inflation pole of the inflation/unemployment relationship.

Observation of two contiguous cycles supports the cyclical

tendency of inflation control and either the abandonment or

failure of unemployment control. If one observes the

post-]-972 movement of the potitical business cycle data'

Nixon's success in timing for inflation control vis-à-vis

the election is apparent (Table 4.21 -
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Table 4.2
consumer Prices and standardized unemployment Rates

L969 L976
Two PoliticaI Business Cycles: U'S'

t Changes bY Year and Season
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Consumer
Prices

Standard ízed
Unemployment

Rates

Consumer Prices
not seasonally

adj usted
T / II

****************************************************

1969
L970
L977
L972

L973
L97 4
L975
L97 6

6.2
11.0

9.l_
5.8

6.0
LL.2
8.3
4.8

6 1
5.3
3 .7
3.6

9.2
L2.4
7.6
5.7

5.3
6.1
4.0
3.0

3.4
4.8
5.8
5.5

5.4
5.9
4.3
3.3

4.8
5.5
8.3
7.6

(source: chapter 3 Annex of this Thesis, "comparative
tiistorical Figures, L967-L982, The United States, The
United XÍngdoñ, AustraIia", Section 1: Country Figures
for the uñitea States, Figure 3 -2' and 3 '3' ; and
Section 4z Three-Country Comparisons, Figure 3'29'l
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v,lhat is also interesting about the career of Nixon's

failed neo-Keynesian policies and his opportunistic shift to

accommodate an election strategy in L97L (with a r^¡ages and

prices policy which witl be discussed below), is that a

redefinition of the terms of political economy $¡as

effectively forged within the political. education taking

place during the election .frenzy. Not only $/as inflation

successfully sold 'as the definitive economic problem of the

1970s, but policy mechanisms in the Process of being

constructed could deal with the problem effectively with no

electoral penalty. Economism v¿as being institutionalized.

once inflation achieved the centre place as the key

economic problem, expansionary policies subsequently

required a counterbalance of either targetted or general

contraction. If a political business cycle is apparent in a

stagflationary era, it is skewed in the direction of control

of inflation. But doses of expansion continued to Serve

political ends and so could not be entirely repudiated.

Contractionary policies therefore needed to be targetted. A

key targetting device for contraction was contrived during

the Nixon administration as the prices and incomes policy,

which will de discussed below.

The power of the political business cycle

the emergent economism of the 1960s and 1970s in

States is limited by the ahistorical assumptions

economic modelling. This is true even of those

to explain

the United

i-nherent in

which use
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time-series in an attempt to capture some degree of the

dynamism of the capitalist system as it functions in the

real world. The Nixon years, from 1968 to August L974 (when

the so-called Watergate scandal forced his resignation) r47

are also the years when gtobal recession and instability of

international markets had prompted major realignments within

the international capj-talist system, (passim' Chapter 2).

They are the years of failure to elicit a response from the

flagging domestic economy of the United States through the

conventional use of Keynesian demand policies. They are the

years of defeat for the United States in a long and cost}y

war in Indochina. They are also the years when a major

restructuring of the terms of political economy in the

United States occurs. Nixon has been called the last of

America's great liberal"r4B but it is more accurate to refer

to hi-m as the first of the great chameleons. While it is

true that Nixon established continuity with the Democratic

reguLatory expansion of the l-960 =49 , it is aLso the case

that he employed executive discretion both to target

politicalJ.y Lucrative clientele and to provide

counterbalancing and even contractionary provisions within

his administration of goverment programmes. His refinement

of traditional economic expansion and subsequent abandonment

of macreoconomic strategies for tactical economic management

paved the way for the full-b1own "managerial" presidency of

Jimmy Carter, and the inevitable devolution of executive

management into the disciplinary presidency of Ronald

Reagan.
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When Nixon accepted the gift of the Economic

Stabilization Act of L970 from the American Congress he was

accepting a political consensus that Keynesian macreoconomic

intervention had failed and that statutory economic

regulation $/as now necessary. Like his revenue-sharing
50programmêr"" the central pin of the Nixon doctrine of "Ne\¡I

Federalism", the Nixon approach to economic stabilization

applied a highly discretionary posture to policy targetting

within a rigid administrative apparatus designed to enhance

executive control over the direction of short and medium

term pol-icy goaIs.

Nixon's V{a e and Price Controls

In August L973, Richard Nj-xon imposed a price and wage

freeze for a period of ninety days. Ostensibly, he took this

action in order to break the spiral of prices and costs

which, in the wake of the already inflationary effects of

the Vietnam War, threatened deepening and intractable

economic dislocation. In support of the business cycle

presuppositions discussed above, Nixon was also suffering

slippage in the popularity polls by L97L and felt compelled

to take decisive action in tackting the inflation probI.*.51

Public opinion of both professional and casual kinds was

increasingly in favour of a freeze. The freeze was

extensive. ALI sectors of the economy excluding only raw

agriculture and finished imports were covered under the

freeze, which was administered under a conglomerate
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bureaucracy put together from the existing agencies: the

cost of Living counci r,52 the office of Emergency

preparedness, the Internal Revenue service, and the

Agricultural Stabilization and Conservation Service.

Compliance was generaJ.ly very good, with the only serious

evasion coming from the clothing Sector, whose seasonal

nature was exploited by sellers to maintain prices above

equivalent base-period Iimitatior,".53 The steel and meat

packing industries also provi-ded examples of evasion

tactics, the former because of distinctions in raw and

fabricated pricing for the purchase of finished products,

and the latter through a switch in the sale of carcasses

rather than individual cuts to maintain Seasonal demand

pricing. These were problems not uncommon to previous

\^/age/price control regimes in the United Statess4 and

constituted no serious threat to the continuation of a

formalized control Programme.

on L4 November L97L, Phase II of a formal plan Of \^/age

and prJ-ce controls was put forward by an administration task

force. A Price Commission and a Pay Board were authorized

under the Phase I I plan, and \^/ere charged with the

establishment of standards and adjuducation of cases under

the regulations of the plan. under Phase II, the Price

Commission allowed exemptions including raw agricultural

products, âS was the case during the freeze, and finished

imports. AIso exempted \^Jere a number of categories of

property: domestic rental units, and small farm, industrial
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and nonresidential properties. Firms containing less than

sixty employees as well as firms with sales under $100r000-

were also exempted.55 The idea was to control, large

oligopolist sectors, thus aJ.lowing smal1 competitive sectors

to reintroduce "market" pricing aS the decontrolled price

leader. Price leniency nevertheless resulted 1) as a

consequence of Pay Board decisions (discussed immediateJ.y

below) and the Price Board's regulatj-on allowing increased

costs to pass through to pricing without counting against

cost-to-price calculations; 2) term-Iimit pricing, whereby

the average price within a given firm, if kept below a

ceiling, would allow distribution of increased specific

prices across products at the firm's discretion' that

profj.t-taking could therefore be accomplished by

discretionary pricing; and 3) firms could receive permission

for price increases if their profit margins remained below

an average of the highest two out of three years prior to

the initiation of the wage/price programme.

The Pay Board has received the most attention in

analysis of the Success and failure of the Nixon controls

.because of its ideological assumptions, namely, that the

control of anticipatory wages results in the control of

prices. The "monopolization" of the labour market by

large-scale unionization was believed to have been

responsible for inflationary expectations becomi.ng

entrenched within the pricing system (the Labour surplus of

recession notwithstandittg) . To control labour, therefore,
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would be to control prices. Demand pressure would stabilize

once a systematic regulation of wage/price interaction was

established. The Pay Board, first comprised of fifteen

members representing business, labour and the public, and

later comprised of seven members including one

represeetative each from labour and business and five
,,pub1ic",56 seemed i11-disposed to control labour however.

Theodore Lowi reports that exemptions from the wage ceiling

of 5.5t were consistently awarded to large unions and

oligopotistic sectors of the economy: aerospace got 8t,

longshoremen got LAZ, transport got l-08 ' and miners got

nearly 13S in L972.57 These rises followed the l-97O-7L

contract al^/ards which l,iTere themselves substantially high

increases. Nevertheless, Phase II of the four phases of the

programme, which was hatted in Apri| 1974, accomplished the

most effective reduction in inflation with prices rising in

the aggregate for the period I1-/L973 to 6/1974 at an annual

rate of 3.5t (wages for the same period rose at an annual

rate of B.BE)58.

By the tj_me of the election in November 1972, prj-ces

had stabilized. In the second half of L972 prices increased
tro

by only 1.Bt.rv Immediately following the election the move

to dismantle the programme was initiated. Phases III and IV,

from January Ig73 to ApriL 1,974, comprised the dismantling

period, with an interim freeze from June, L973 to August'

L973. During Phase III prices rose to an B.7S annual average

increase and wage rates declined to a 3.6t average annual
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increase. Phase IV sab/ an annual rate of change in prices

registered at 9.6E and wages rising'to an annual rate of

6.8t.60 The dramatic decline in inflation during the initial

freeze and phase II of the !{ages and price programme

substantiates the efficacious use of that programme as a

political business cycle tool, but the inflation pick-up

during the following phases indicates its failure as a tool

to break the inflationary trend. Whether the reasons for

failure are considered to be the "suppressed inflation

thesiS", whereby wage/price control without coincident

control of the money supply is deemed merely a delaying

tactic, or whether one concludes that the supply shocks of

Ig73 undermined the progress of the programme' it is

apparent that short-run potitical motj-ves for reelection

$/ere \^iel.I-Served by the imposition of controls, once

inflation had been defined as the preeminent

political-economic Problem -

"Nixonomics" was, Of Course, a much more extensive

programme of domestic stagflation management and strategic

gIobaI positioning than wage and price controls indicate'61

Important steps !./ere taken in other areas. For example, the

L}TL decision to "close the gold window", which did away

with gold convertibility and effectively devalued the

American dollar in the world market, ratified the end of the

Bretton vùoods era and poised the us for its new

international role as a high-deficit hegemonic pot...62 At

home the mix of expansionary fiscal policy and sporadic
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monetarism combined to effect a political business cycle

which claimed to gather political consensus under the rubric

of a "ful.I employment budget", but which in fact posited

inflation-control as the central aim of "modern"

Keynesiani"*. 63 Price and wage controls, floating the

dollar, and combining fiscal and monetary policy in a manner

which allowed short term-manipulation of demand components

while pursuing long-term monetary discipline were the

mainstays of Nixon's New Economic Policy. what is

particularly significant about the controls is that they

were the US's first peacetime controls and initiated by a

Repubtican, Friedmanite administration.

Herbert Stein's reminiscences of his years with the

Nixon administrati-on recalI the situation aS an "ironic"

one, but in the present analysis irony has little to do with

the turn of events in economic policy making. Rather,

Nixonrs New Economic Policy in the present work is explained

as the evolution of poJ.icy according to an economistic

imperative. Economic stabilization in a crisis-ridden era of

late capitaLism's Nixonomics fulfils the three criteria of

economism in its essentiat reduction of policy to a type of

crisis management which "Set up" the monetarist solution of

succeeding administrations : 64

The New Economic Policy would temporarily suppress
inflation forces by wage and price controls and would
remove one conventional limitation on inflation' gold
convertibility. whether the result would in the end be
more inflatioñ would depend on monetary policy more
than anything else.
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The later apology for monetarism as a fundamental

economic policy tool \4las thus made possible in the manner in

which the New Economic PoIicy established contradictory

economic poticy directives: infLationary/anti-inflationary.
The result was worsening stagflation following the L972

election and a legacy of policy schizophrenia which plagued

both Ford and Carter, to be resolved only in the "political

conservatiSm" of Reaqanomics. The path from Nixonomics to

Reaganomics is the story of an economistic imperative. That

imperative is less the response to class struggle and an

increase in relative state autonomy, than to the search for

profits in a moribund and structurally declining system of

capitalist productiorr. 65

Ford and Carter

As suggested in Figure 3.1, the years of the

Ford/Carter transition66 fto* Nixonomics to Reaganonmics

were years of stagflation and a short respite of recovery'

followed by yet another period of surging inflation. From

L974 to 1980, the average annual rate of unemployment was

6.72, and inflation rose at an average annual rate of over

98. Gerald Ford's success in manipulating the political

business cycle in preparation for the L976 election did not

yield efficacious results. But his l-oss to Jimmy Carter is

easily attributed to the intervention of the taint of the

Nixon pardon and the general discrediting of the Republican

administration folJ-owing Nixon's resignation. Carter's
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populist appeal, his southern sunbelt image and reformist

rhetoric allowed him to capital-íze on the scandalous

Republican image and capture the premature euphoria which

the Lg76 recovery seemed to offer. But the loose coalition

which populist reform and economic recovery seemed to induce

never hardened into a partisan coalÍtion.67 Nixon's southern

strategy, ironically, could not be exploited by the

J.egitimate Southerner, Carter, once the 'inflation and

unemployment problem reappeared on the economic scene.

The Ford interim began on 9 August L974, when he took

the oath of office, and ended in defeat in the November L976

election. Ford's Inflation Summit, Iaunched in the month

following his installation as president, preceded by another

month his serious policy programme to combat inflation'

While not carrying the emerging austerity posture of the

outgoing Nixon economic policy team as far as it might have

gone had Nixon remained in office, Ford's programme

nevertheless indicated a move toward supply-side assumptions

about a cure for the economy. Encouragement of market

competition and reduction in government regulation were

combined with a"cheer-squad" approach to convince citizens

to help voluntarily in the fight against inflation- A

protest button, 'rVÙINrr, was made available for alL

inflation-minded people to wear- It stood for the

americanism, "Whip Inflation Now! " But Iike the comments

about Ford's inability to walk and chew gum at the same

time, and the numerous photographs in the press showing a
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less than nimbLe ex-footbatl star, the WIN strategy was a

laughing matter as far aS thç general public hlas

concerned.6B The seriousness of the Lg/4 recession !ì/as' in

any case, not conducive to pop-persuasion¡ More specific

measures were required and Ford, ât the end of 1974,

resorted to countercyclical tactics, especi-alIy the use of a

temporary tax cut. Ford dealt with the recession with

relatively minimal responses, however, and the severity of

the recession delivered an impact in L975' with a drop in

inflation of almost two points and a dramatic drop in L976

down to 5.Bt from the Lg74 average annual rate of 11.0t'

These accomplishments were not enough to Secure victory in

the Lg76 election and Jimmy Carter $ras able to take office

with a prayer and a promise to reenact the years of post-war

prosperity.

The progress of carter's economic success is charted in

Figure 3.l-. His success at bringing down unempLoyment'

however, was not noticed aS much as his failure to control

inflation. The peak inflation rate of 13.5å was registered

in l-9BO which was the same year that unempLoyment had begun

its ctimb back up to reach 7.0t up from the 5.BE rate of

Lg7g, the low for the carter years. This \,fas the reality

which faced Jimmy Carter two years after he had declared at

the beginning of his administration that he would attempt to

achieve a full-employment economy (at the time considered to

be around the 4.0t) within a balanced budget, while at the

same time injecting $60 billion into the economy through
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expenditure on social programmes and tax revisions. 69

The optimism of Carter's early approach became confused

and ever more tenuous as he confronted uncontrolled economic

growth almost immediately. He acted to dismantle tax cuts in

a effort to stall some of the stimulus, and in what appeared

as a serious indecision, reversed from stimulus to

anti-inflation as early as the spring of L977. The voluntary

nature of that programme vis-à-vis wage and price restraint,

together with the opening of the domestic economy to foreign

competition in the suspension of import controls was in the

event ineffective. Neither conSenSuS nor competition

obstructed the inflationary path. By late L978 Carter

decided to switch to inflation control and hoped to

accomplish a reduction in the rate without throwing the

economy into recession. He was thwarted in his olâ/n version

of an instigation of the political business cycle when the

IgTg supply and currency crises ensured double-digit

inflation would accompany Jimmy Carter to the 1980 election

polJ.=.70 When Carter attempted to induce recession in order

to bring the inflation rate down quickly, he achieved only a

brief interlude in the inf lation trend, and \^tas able to

alienate enough voters through the punitive recession to

lose the election. Carter' s timing \^¡as very poor: the

erosion of wealth in asset depreciation brought by high

inflation alienated the business community; the tax bracket

push of inflation which penalizes upper-middle income

groups who are most articulate and most likely to vote
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alienated a broad stratum of emerging tax-revolters; and the

boot of recession alienated the traditional labour and black

constituencies of the Democratic Party. All these

constituencies \¡¡ere assaulted by inflation in the year

leading up to the election. Add to this the problems in

Iran, oil and European money and the outcome of the 1980

eLection was no surprise.

The significance of the Carter defeat \^tas not simp}y

the abdication of the presidential mandate by an incompetent

and overly-intellectual presidentr âs thought at the time by

some liberal scholars .7L Keynesian economics $ras being welI

and truly buried in the United States in that election. One

conservative American economist has claimed that throughout

the nineteen-seventles, America rediscovered the lotg-..rr,72,

Keynes had belittled attention to the long run, saying
that in the long run we are all dead. But by L979,
forty-three years after the pubtication of Keynes'
General Theoryr wê woke up to discover that \^¡e were
living in the long run and were
failure to look after it.

suffering for our

In discovering the long run, the United States was

repudiating traditionaL politics, which within a bourgeois

constitution is by definition an exercise of Lhe "short runtl

mediation of individual, group and class claims upon the

state. Displacing those claims under the rubric of

"discipline for the tong run" sufficiently abstracted out

the human misery of individual "short-term" lives from the

equation of economic efficiency. When Ronald Reagan won the
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election in i-980 he was able to represent a new mandate,

whose Friedmanite economic assumptions ' and "blaming the

victim" political strategies, were the sign of a government

never before so captured by the ideology of capitalism. A

relative autonomy of the state was never less apparent than

in the l-980 Republican victory.

Reaganomics

The Reagan victory of 1980 is perhaps the most ideologically

unambiguous po11 result in post-war American history. As one

J-ong-time poll-watcher has commented about the 1980

e lection: 73

It presented in the most vivid focus in many years the
basic conflict over domestic economic issues that had
been the rationale of the New Deal party system for
nearJ.y half a century. Ronald Reagan ran as the most
ideological candidate since Barry Goldwater and he
was the most ideologi-cal winning candidate since Calvin
Coolidge oEt perhaps, since Grover CleveLand. Reagan
set out not just to stem the growth of the welfare
state but to dismantle it.

Atong with presidentiaJ- victory came sixteen Senate seat

victories for the Republicans, twelve of whom replaced

Democrats, thus representing the largest swing in am

election since Lg58.74 A general mood of economic and

single-issue (abortion and gun control ) conservatism

expressed itself with vigour, while partisan liberals v¡ere

both silent and absent. (For example, in 1980, of all newly

registered voters for those 25 states using party

registration, the Republicans out-registered the Democrats

by over 3001000 new voters, and even though a "phenomenal
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proportion" of 322 registered as unaligned, compared to 13t

in the L97B electorate, the Republican gain occurred at a

time !./hen Democrats were shedding Support.)75 Reagan

promised to reestablish the moral and economic conservatism

of the RepubJ.ican Party, and in choosing ideological

division to expand the terms of election debate he was

proven to be a timely representative of the New night.76

Reagan's approach to economics continued the legacy of

intermitent and targetted "austerity" economics of the

nixon/Ford/carter years. Austerity could be defined as it

had been early in the period under studyr âs the cutting of

social expenditures through decreasing central government

dependency (eg., Nixon's revenue-sharing) and cutting

non-military programmes. Reagan saw supply-side economics aS

the primary mechanism for hj-s brand of austerity. He aimed

to baLance the budget, cut taxes and increase defence

spending and thereby reorient the economy to potential

growth.

"Supply-side" economics has been succinctly described

by James Tobin as referring to "the productive capacity of

the economy and to policies to increase its level and

growth"??. In simple terms that means inducing j-nvestment

through governmental policies which redistribute potential

investment funds to those most likely to invest.

Subsidization of profit-through-investment also entails

disciplining labour and building a programme of political
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action which applies punitive sanctions to dissident groups.

Ending the investment strike which had been threatening the

American economy since the mid-l-960s was a centrepiece of

Reagan's supply-side economics. It also had the virtue of

allowing him to combine contradictory elements in a radical

new version of austerity. That is, tax cuts and high defense

spending could coexist with high unemployment and

subsistence support for the hundreds of thousands of workers

made redundant in the era of new economic discpline.

Reagan's economic policies aimed at raising productive

capacities and economic potential. He tured away from

aggregate demand strategies to a tax-cut which, following

Laffer-curve assumptiorr"rTB would eventually raise national

revenue sufficiently to provide a disciplined growth. In the

event, Reagonomics was expressed in the initial 1-981- budget

aS across-the-board income tax cuts in three phases from

January 19Bl- to July l-98l-, each amounting to 10t cuts- the

balancing of the budget target was deferred to 1984. The

passage of the tax bill in l-g$L ratified Reaganomics and

even outdid his tax instructions by passing the bill with a

reduction of the highest tax rate from 702 to 50t. Reagan's

expenditure cuts v/ere also passed, hitting employment and

manopower programmes, and food stamps, but leaving untouched

medical and social security programmes. Defence

appropriations hrere j-ncreased.

The aggregate indicators of employment and inflation
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shown in Figure 3.1 register some of the impact of

Reaganomics. The increased size of the deficit is another

key register, with averages expected to hover around the

$r0o billion mark before negotiation about the size of

subsequent non-military expenditure cuts would result in

small- incremental declines. The important strategic victory

for Reaganomics was in securing the tax cuts and

simultaneously expanding military procurement before

negotiations with congress about cutting social programmes

would eventuate. The preemption of class conflict discussed

in Chapter 6 is beautif uJ.).y illustrated in Reagan's

reduction of the political agenda to a negotiation over the

division of shrinking social expenditure. Reagan's economism

was not simply the institutionalization of supply-side

assumptions but the coordination of fiscal and monetary

reform. when carter revised the Federal Reserve's monetary

assumptions a!.ray from interest rate levels to money supply

targets in Lg7g, he anticipated the complementary pole of

Reaganomics. Monetarism would become an adjunct to

supply-side fiscal policy under Reagan and stand as a firm

determination to contract money just as government

expenditure would be disciplined. The result \^/as to raise

unemployment to 9.5g in Lg82 while reducing inflation to

less than half of its annual 1980 rate of 13'5t'

AlthoughsubsequenteconomicpollciesoftheReagan

administration changed from LgB2 onward, the scope of the

present work does not al-Iow us to follow them. The first two
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years of the Reagan administration stand as an apex of

economistic policymaking. The protracted economic crisis of

the g1obal and American economy since the mid-sixties had

indicated a progressively deteriorating political and

economic environment which tied the governments of

capitalist states closer to strategj-es for survival. The

United States government was no exception. Both the logic

and expressed circumstances of capitalist survival repudiate

any description of an increased relative autonomy of the

state which might arise from heightened class conflict as a

response to economic crisis. For the American capitlaist

state, increased executive predominance in government'

increased superordinancy of business in declaring social and

economic aims, and a contraction of the political agenda to

base economistic formulae betie the notion that relative

autonomy characterizes a capitalist state approaching

crisis. Indeed, the opposite occurs. The implications of

this empirical observation are discussed in Part II. To test

whether economism can be observed in other states' response

to crisis, the fol lowing sections wil I outlj-ne the

policy-responses of the United Kingdom and Australia during

protracted economic crisis.

British Economism in the Post-1967 Years

Britain appears more spectacular andThe decline of

in periodicity

literature on

than that of the United States.

defined

Secondary

vast andthe subject of Britain's decline is
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unambiguous, although ideologically split as to the primary

causes of decline. For the purposes of the present work, a

sub-period of decline within relatively acute crisis will

begin with the sterling devaluation of 1967 and continue

through to the Thatcher electoral victory of L979.

As in the case of the United States r the analysi-s of

Britain's reactj-on to the protracted recession of L967-L982

will be examined in light of our initial definition of

economism presented at the beginning of this chapter. To

recal I :

"Economism" is the debasement of oliti-cal activit to
an accom a ono short-run econom c a n 1

re US n to ac a confront u amenta
ve en o cal a ms n ono

t ca ems to econom c cho l-ces o an
ncreas n constra ned nature I a creat n

rnmen a a US c nst L tut ona ze e
cen ral ty of economl_c concerns.

As in the analysis of the United States' reaction to

protracted economic crisis, this examination of economism is

undertaken to establish the directi-on of the movement of

relative state autonomy in a context of economic crisis. As

the analysis wiIl demonstrate, a movement away from autonomy

characterizes the British response in the general period

under consideration.

Britain provides a good case in the

analysis of'state response to crisis vis-à-vis

States for several reasons. Firstly, it is

comparative

the United

general 1y
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recognized that the British electorate is both more

pol itical ly a\^¡are than that of the United States and

possesses greater social segmentation. In terms of the

former characteristic, Britain is thought to display what

has come to be known in the United States as "responsible

gove,rnment". That is, the British constitutj-on enables clear

partisan division in the exercise of government' and the

means to hold the parliamentary party answerable for its

policies by way of votes of confidence in the parliament and

the existence of a functional opposition during the

administration of government" The existence of relatively

strong labour unions which are confederated at a national

level and which have direct access to at least one major

party is thought to maintain class divisions at the social

levet. Residual aspects of a class culture, including very

uneven universal education, mores which inculcate class

deference, the existence of a ritual monarchy, and class

self-identification, are pointed to as indicators for the

existence of a class-bound society. These characteristics

may indicate that Britain has a greater capaci-ty than the

United States for class struggle. Relative autonomy assumes

that in so far as the capitalist state mediates the

interests of competi-ng classes, the class components of a

given society will bear upon the exercise of state autonomyr

and that, moreover, economic crj-sis will induce class

struggle, thereby i-ncreasing the propensity of the state to

move in the direction of greater relative autonomy as

pressures of class conflict are brought to bear upon it-



Elaine McCoy Chapter 4 -227-

Empirical observatj-on of the British case repudiates that
theory. While the basic theoretical underpinnings of the

notion of relative state autonomy will be subject to a

detailed critique in the second part of this work, I shalL

suggest at present that a comparison of Britain and Amerj_ca

indicates a broadening of the scope of economism as a

response to economic crisis beyond a merely idiosyncratic
characteristic of the United States. Britain also dispì.ays

an economistic trajectory in policy and this occurs despite

very different social and institutional orientations within
the US and UK societj-es. The similarity of response may be

attributed to a shared determination of policy which is
compelled by the logic of the system of capitalism which

they both share, and by their respective positions within
the international capitalist system. What differences do

occur may be attributed to the important intervening
determination of social culture and the particularity of

history for each country. Yet these differences do not

mitigate the economistic imperatives driving the

crisis-responses of the two countries.

As is the case throughout this work, I argue that
economic determination of the political course of the

capitalist state is an integral part of the descripti-on of
the capitalist state in crisis. Economism is both an

expression of and a causal factor in the contradictions of

capitalist response to economic decline. Economistic

policymaking decreases relative state autonomy and
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effectively alters the terms of political discourse so as to

preempt reformist strategies for "capturing the state" by

fundamentally dissident groups. I believe that these

assertions are substantiated in the following examination of

th'e British response to the protracted economic crisis of

1967-L9BB2.

From 1966, roughly marking the beginning of the period

under study, to L982, the third year of Thatcherism,

government changed four times in Britain in a seesaw from

Labour to Conservative' over five elections. The electoral

results are recorded in Table 4-3-
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Table 4.3
Electoral support for Labour (L) and conservative (c) Parties

in Five Elections: 1966-1979
gri tian

-229-

Wi I son
1966

Heath
1970

Wilson/Cal Iaghan
L97 4

February,/Oc tober
LCLC

Tha tcher
L97 9

L cL CL c

s
Vote

t
36

e lectorate

t
turnout

47.9 4L.g 43.0 46.4 3'7.L 37.9 39-2 35.8 36-9 43-9

1 31.? 3r.O 33.3 29-t 29.9 28.7 26-2 27-9 33-3

77 -9 72.0 78 -7 't2.8 76.0

(Source: F.W.S. Crai9,
Britain votes 2, as ci
DecTine: Economic Mana

British Electoral Facts 1885-1975, and Craig,
n ames E. t cs of Economic
tand Political BM

eU vers v ress, e ,P.
B ,eta l. , The New British Political stem: Government and
Soc ty In the s gman, a , 9.

an

Two things are apparent from Tab]e 4.3. The first is the

declining share of total turnout captured by the two major

parties. A declining share of the combined Labour and

Conservative vote as a percentage of the total. electorate is

evident from the beginning to the end of the Period (with

the L979 election seeming to reverse the trend somewhat). In

L966, the combined vote-shares were 67.8t of the electorate.

That feII to a low of 54.9 combined share in the October

election of L974, and picked up to 6L.2t in the 1979

election. Turnout fluctuated around the 75.58 average for

the five el.ections (from a low of 722 to a high of 78.72

turnout) . The post-I^¡ar average for six elections to L964 is
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78.6t turnout. The post-war average of major party vote

shares is 738 up to Lg64' representing about 1l-'53 more than

the average of the five elections from L966 to L979 (61'4t) '

The drop in percentage share of votes cast is similarly

precipitous. From an average of about 91t of votes cast in

the six post-war elections to L964, the shares dropped to

about 822.

unlike the American accounts of declining voter

participation, the British defection from the major parties

is explained by polarization of the political parties' This

is exactly the opposite to the American case, where most

commentators blame voter malaise on the absence of

significant party differences and hence the inability of

elections to generate interest or a feeling that individual

votes count in the outcome of an election or the policies

pursued in office. one analyst co**"nt"'78

The parties themselves, faced with the intractable
probiem of economic decline, became increasingly
þolarized. political currents previously considered-'extreme' - the market-oriented doctrines of the 'ne\^r
right, and the more radical socj.atist views of the
,Lábour 1eft, - gained ground in the parties outside
parliament, and -in the case of the conservatives'
ãaptured control inside the parliamentary party as well
in 1975. The authoritarian strand i-n the Conservative
Party became more pronounced; the narrowly
parliamentary approach of the Labour leadership was
in"t.""ingIy-re-jècted by the party' s activists'

on the example of party polarizatj.on, ât least' one

would expect to find increased relative autonomy of the

state, expressed in government policies becoming
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increasingty mediatory. Such is not the case, hohrever. As

will- be shown below, both Labour and Conservative attempts

at reform and mediation failed and both parties' policies

hrere increasingly determined by economistic imperati-ves ' The

most important of these \,\ras, as in the American case ' the

reduction of political debate to the problem of inflation.

Institutionalization of the centralj-ty of that problem

fo11owed. These two aspects of economism \^/ere possible in

spite of what Colin Leys sees as the increased polarization

of political parties.

The Wilson Reforms as a Precedent to Monetarism

Management of the political economy came to the fore in the

Labour Party's victory in L964 after thirteen years of

having remained in the opposition. The recognition of poor

investment performance and a "managerial Shop" closed

through class privilege motivated WiLson to embrace an

reform strategy for government centreing upon L)

modernization through central ized, management of economic

planning; 2) a circumvention of Treasury viewed as necessary

to gain the reins of political and economic policymaking'

resulting in the creatj-on of the Department of Economic

Affairs in 1965; 3) educational reforms to enable the

training and recruitment of competent managers/political

Ieadêrs; and 4l strategies to induce investment based on

confidence in the commitment of the government to throw off

nineteenth-century protectionism and imperial malaise.B0 The
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rationale behind these reforms was basedon a further

recognition by the Labour Party that the deteriorating

balance of payments position of the UK would require a

strong domestic posture based upon a rebuilding of the

nation's international economic stature.

The obstacles to that course of action !ì¡ere of two

kinds, external and domestic. It is timely to review them

before proceeding further. E.A. Brett has characterized

British economic policy under wilson and Labour as an

intermittent struggle between the dual but contradictory

aims of Labour: the extension of prosperity to the working

class through management of social welfare programmes and

the cautious nationalization of key industries, while

simurtaneously addressing the balance of payments problem'Bl

progress on the domestic front was consistently undermined

by the constraining difficulties in external payments. This

analytical perspective is weIl-supported by data on the

balance of payments fot the years under study'

Wilson and the Balance of Payments ProbIems.

Table 4. 4 presents a profile of British balance of

1965 to 1980.payments from
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Table 4.4
of Payments in the U

in current prices

-233-

Balance K.
¿.

I Visible balance
2 Govt. services and transfers (net)
3 P¡ivate invisibles (net) incl.

¡nterest, profits, dividends
and t¡anders

4 Invisible balancc

5 Current-account balance
6 Balancine item
? Balanoe of long-tcrm caPital
I Balancc oflong-tcrm and othc¡

capital flows
9 Basic balancc (5+7)

10 Basic balance plus balancing
itcm (9+6)

I I Balance fo¡ official financing
12 Gold subs., IMF ¡nd SDRs
13 Total lines 1l and 12

Of/icíal fuunclng
1,4 Nct fo¡eign curcncy borrowing

by H:M. govcrûncnt (inc.
TMÐ

15 T¡ande¡ f polfolio to rcscrvcs
16 Drawing on(+) or ¡dditions

' to(-) ofiÌdsl fcscrvcs
l7 Totat official financing

L965-7 1968-71 19724 1977{0

-1523
-2,017

-322
-4s9

+725
+266

+1,228
+743

+3,104
+t908

+4,414
+2,337

-r 91
-485

-3,189
-l,196

-56
+35

-t6r

+552
+25

-223

+350
+329

+354
+927

+65
+992

-1¿8r
-14

-224

+814
+1,35 6

-1,59r

-501
-217

-399_1Jos

_L579
-L,754

+25

-r,729

+172
-844

+512
+2,342

+94
+2,436

-L82
-523
. -15
-538

+420
+L73

-55
+538

-398
-992

+373
+1,729

-2,r52
-2,436

-594 +1,356 -284

(Source: A.r. Prest and D.J. Coppock (eds.) ' The UK Economy:
A l'lanual of Applied Economics, 9th Edim
Weidenfeld and Nicolson, L9B2l, Table 3.2, p. 135)

The profile represented in the table indicates that

Britain has been burdened by an exaggerated seesaw in its

current account balance. The long-term outflow of capital is

consistent and increasing. Perhaps the most startling item

in the tabLe is the visible balance which' after the

improvements from 1967, feIl drastically during the

L972-L976 sub-period. The combination of the current account

deficits, indicating the persistent liability of the visible

balance against invisibles and reinforcing the profile of
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Iong-term capital outflow, gives a clear indication of

Britain's "interdependence" with the international

capi-talist system. As discussed in Chapter 2t the liability

of such an interdependence for domestic policy is severe and

promotes contradj-ctions within domestic economies which ' I

argue here, lead to economism as a strategy of survival in

the international market.

The roots of Britain's balance of payments problems

precede Wilson's Labour government by twenty years, and it

is therefore not surprising that they proved an j-ntractable

problem for the new regime. What is surprisitg, j-f the

polarization thesis of Leys is correct, is that Wilson's

dilemma should have so closely mirrored the basic dilemma of

the immediate post-war period in BritaÍn. Brett has argued

persuasively that three elements characterize the basic

balance of payments dilemma and have their origin in the

effort to reconcile contradictory aims of government policy

in the immediate post-war years. They are, 1) the aim to

concretize Keynesj-an "social democracy" i'n policy which

represented a compromize between capital and labour, 2) the

aim to liberaLize trade and payments, and 3) the aim to

assume a role in stabilízíng j-nternational economic and

security arrangements as a "junior partner" of the United

States.B2 The chief contradiction contained in these three

aims according to Brett is the col lision of domestic

expansion with the demands of external restraint.
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The chief term of external constraint was the defense

of sterling and the consequent loss of competitiveness in

the international market. The liberalized flow of capitaì.

within the sterling areas, which were virtually

unrestricted, meant that capital outflow in the long term

and speculative flows in the short term were a constant

source of weakness during the crucial twenty years when

post-war Europe was gaining strength in rebuilding and

modernizing production capacity. The drain on official

reserves and the gro\^/th of debt was taken on in a strategy

to buffer the nation against the volatility of capital

flows. In the event it only exacerbated inefficiency in

economic planning under Conservative governments in the post

war period. FinaIIy, the consistent recourse to deflationary

strategies as a remedy for external constraints

progressively weakened the economy to the point where, when

Labour won government in 1964 at the end of the

international post-war boom and the beginning of serious

growth imbalance worldwide, it was unable to do more than

effectuate a weak consensus around the theme of

modernizatj-on and managerial government.

l{hen Wilson took office he was confronted immediately

with a deficit which had been induced by the expansionary

programmes of the previous two years. Because Britain

suffered a structural incapacity to meet the demands of the

L962/ 63 expansion due to the investment stasis related to

capital outflow discussed above, imports rose much faster
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than exports. A legacy of thirteen years of underinvestment

and a structural- lncapacity in productive infrastructure did

not however deter lrlilson. He was committed to further
expansion of government expenditure at any cost. The cost

v/as levied and it was high. According to Brett, the 53,000

billion borrowed from central bankers in swap arrangements

which had been negotiated in 7962 under the General

Agreements to Borrow, allowed Wilson to implement his

programme, but left the door open for significant pressure

by bankers in subsequent years. Those pressures were

articulated in the form of a conservative capitalist

orthodoxy calling for the maintenance of high interest
rates, credj-t controls on consumption and construction, and

talk of an incomes policy.83 The upshot of these pressures

was to ensure that there would be expenditure cuts but no

sterling devaluation in 1965. This meant that expansion

flagged, and the 1965 National Plan could not be

implemented, nor the ground laid for building an export

strength. The constraints of an external balance hrere the

constraints attached to the politically seductj-ve strategy

of borrowi-ng short and paying long. It is an economistic

strategy extraordinaire in that the short-term gains of the

debt-fix without a Iong-term disciplining of investment

behaviour eventuated i-n a loss of autonomy for a nation.

In L967., the pressure on sterling was finally so great

that a devaluation was unavoidable and with International
Monetary Fund (IMF) sanction, both devaluation and fiscaL
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discipline ensued. The grand plans of Wj-lsonian

reconstruction were sadly aborted. The Department of

Economic Affairs was abolished in L969; Wilson proposed wage

controls on an American/Canadian format in 1968 which

completely alienated traditional trade union support; and

deftationary strategies ended the dream of managing

prosperity. Furthermore, the sterling devaluation led to the

eventual collapse of Bretton Woods and the complete

repudiation of Britain's role aS an international currency

stabilizer t ox indeed as a credible currency in its or,rtn

B4rr_gnE.

From L967 on!,/ard the coincidence of Britain's decline

and a globaI recession aggravated the downward sLide.

Consumer prices rose from a 2.52 average annual increase in

Lg67 to a 6.4t increase in 1970r85 and unemployment was

beginning its eventually steep cIimb. Britain had continued

to loose significant shares of world trade. From the time

Labour won government to L970, it lost over 3t of its trade

share, dropping from 13.9t in Lg64 to 10.8t in LITO'87

The objective force of the dj-sastrous decline of the

L97OS \¡tas less obvious at this point than the retreat and

humiliation from traditional Keynesian social democratic

values in the face of external demands enforced through and

by currency, constraints and the bal-ance of payments dilemma'

The nation $¡as being humiliated under a Labour government'

Even the 1968 bid to join the common market h/as rebuffed'
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When the Conservative Party under Edward Heath succeeded to

government in L970, managing prosperity seemed a very quaint

and distant theme. The ne!,t strategy would address the theme

of competition.

The Heath Intequment, I970-L974.

B8When Edward Heath, "selsdon Man" of the new age' declared

his competition policy in 1970, he meant busj-ness, that is,

private business. His initial acts in office concentrated

upon removing the apparatus of state intervention in the

economy and shifting government policy to an

investment-inducement strategy and away from a h¡elfare state

orientation. Perhaps hj-s most signifj-cant act was the L97L

Industrial Relations Act which introduced Iegal and

financial sanctions against registered unions engaging in

industrial action outside the regulated pattern set by the

government. This action was unheard of in Britain, although

characteristic of American/Canadian industrial policy. Part

and parcel of the Act was a demur on the part of the

government to engage in consultation with the Trades Union

Council (TUC) on the pretext of non-interference with the

regulated negotiations undertaken directJ-y between business

and labour. In the event strike action increased. The

average annual number of days lost in strikes during the

Wilson Labour years, from 7964 to Lg6g was about three and a

half million days. During 1970 to L974' the average was over

four times that figure t ot about fourteen million days
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annual .rr.r.g".B9 Labour mj-litancy aqainst the Act was

formidable and decisive. The TUc not only advised members

not to register under the Act but expelled thirty-two unions

which did register.90 Non-intervention v/as clearly not

working. Nor was the economy stabilizing under

non-intervention. Between I97O and L97L, inflation rates

rose 3 points from an average annual increase of 6 '42 to an

average of g.2Z.9L An abrupt shift to an intervention policy

came about in 1912.

,'U-turn,,, ',stop-go", and "corporatist" approaches to a

"mixed economy,' are terms scattered throughout the

literature on the period of the seventies. The Heath

government seems to have tried them all. The L972 u-turn was

a significant shift to an interventionist/corporatist scheme

with, firstr âfi attempt to persuade the TUC to cooperate

with voluntary restriction on strikes and wage demands and'

eventually, the establishment of an incomes policy. Phase I

effected a freeze lasting until March L973. Phase II

established a Pay Board and Price Commission to oversee

plans and allowed an annual increase of r't.00 a week plus a

4Z annual increases for alt employees. Phase III' credited

with breaking the government, precipitated a miners' revolt

and railway strike. Meantime, inftation was rising rapidly,

the balance of visible payments was continuing to

deteriorate, and investors htere continuing their investment

strike in Britain while tripling their investment abroad

between L}TO and L973. Seemingly most disastrous of all was
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the 1973 oil crisis. When Heath called an election in

February of LgT4, third parties captured a significant

portion of the major partj-es' vote. with the scottish

National Party capturing 600r000 votes and the Liberal Party

, 6 miLlion votes, the Conservative Party lost, and the

Labour Party was able to govern as a minority party with

Liberal support. Wilson was able to return and consolidate

his victory in the following October.

Economism as a Social Cont ract, the Second Government of

HaroId Wilson

I¡{hen grlilson and Labour returned to Government in February

L974, the need to stabil-j-ze the domestic political economy

was more pressing than ever. As can be seen from a brief

review of Section rrfrr of the Chapter 3 annex of Comparative

Historical Statistics, the implicit price index more than

doubled between Ig73 and L974, from a 7t annual increase to

an almost 15g annual increase, and it v¡as heading to the

general period high of 272 in L975. Consumer prices followed

the trend, and producer prices showed huge jumps, for

example in manufacturing, where between L973 and L974 the

index registered a jump from 7.32 to 27.88 annual change

Residential construction prices remained high, having begun

their ri-se in the 7912-1973 jump, from L2.4t to 25-7?-- 1974

saw a further increase to 27.3å in residential construction'

Food prices rising and remained high throughout the

years of Labour,s second government. unemployment was

relatively low in Lg74, compared to the us and Australia
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registeri-ng at a little over 33, but rising steadily from

L974 to L979, reaching the 6.42 mark in L977 with only a

slight decline in time for the L979 election to 5.68. With a

global recession at hand, Wil-son could only hope to alter

his management strategy away from investment inducement and

toward civil peace. The crisis was no!./ to be managed on the

basis of national compromise which sought a trade union

consensus on the terms of economic survival -

Implementing the social contract included the following

measures. Firstly, the legaI restoration of trade union

rights through a repeal of the Industri-a1 Relations Act and

the provision of a new Employment Protection Act which

would restore and maintain job securj-ty. The closed-shop

principle was reestablished and a commission was Set up to

explore the possibilities of establishing industrial

democracy. 2l An investment strategy was to be coordinated

by a new National Enterprise Board which would target
j-nvestment of public funds in profit-maki-ng f irms rather

than as a subsidy for faiìing sectors.3) A strategy to stop

and reverse the roll-back of social programmes was

initiated, the most important parts of which \^Iere the repeal

of the Lg72 Housing Finance Act (which had raised council

rates) and a tax reform which reestablished a movement back

to taxing wealth. Price controls were also established for

food and the erosion of pensions through inflation was

addressed j,n a ne$/ j-ndexing scheme.
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The reforms of the V'lj-Ison government were intended to

establish the basis for a quid pro quo on the part of

unions, which would be expressed as a restriction of !{age

claims and better discipline. At the same time WiIson

undertook deflatj-onary strategies, but with no "consensus"

forthcoming from business which continued to withhold

investment, the familiar trend toward decline appeared

inexorable. When James Callaghan succeeded V'IiIson aS Prime

Mj-nister in March 1976, a flight out of sterling had begun

which would prompt the usual solution: more foreign

borrowing bringing with it inevitable external sanctions

promoting even greater austerity. Callaghan v/as forced to

submmit to IMF constraints in the negotiation of survival

loans. But the cost of survival v/as a further stagnation of

the national economy and increasing alienation of the

unions. Finally, in 1978, when the TUC spoke for a general

trade union refusal to submit to even greater erosion of

their living standards, the winter of discontent arrived.

Broad strike activity combined with the general misery of a

cold winter and centrifugal tendencies within the Labour

Party over the devolution question in Scotland and Wales to

destabilíze the government. With Liberal defection having

already occurred in L97B over questions regarding Brj-tain's

participation in the European Parliament' a vote of

no-confidence was carried in March L979, followed by an

election in May.
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Assessing the Social Contract

The i-mpediments faced by the Labour government of L974-L979

in getting the social contract to yieJ.d a new beginning were

primarilly external in nature. As was discussed in Chapters

2 and 3, the mobj-lity of capital withj-n international

circuits gives business a superordinant position vis-à-vis

national governments h/ho are required, under the fundamental

Iaws of capj-talist development, to induce investment as a

prerequisite for growth and economic vigor. When national

and global recessions combine to create a situation of

desperation, as h/as the case in Britain since the end of the

1960s, governments are ever more constrained in their

mediatory role and moved to pursue policies of domestic

austerity as a means of proving credit-worthiness (in the

case of securing international loans), and security for

investment.

Protracted economic crisis reduces all strategies for

national survival to economistic imperatives: 1 ) the

preemption of class conftict through either disciplinary

(Heath) or persuasive (Wilson) means; 2) the reduction of

politics to economic survival; and, 3) the forced

institutionalization of the very terms of economic survival.

Whilse the first of these is a precondition for the others'

it is the second of the definitional imperatives which is

the key to' the long-term deformation of the bourgeois

constitution discussed in Part II of the present work and
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the long-term degradation of politics as a resuLt of
economic crisis. The Reduction Imperative is also the

strongest empi-rica1 proof against the notion of increasing

state autonomy in the context of economic crisis. Brettr âs

discussed above, has provided a detaj-led account of the way

in which initial choices taken after world war rr caught

Britain in an extensive debt trap from which it suffered an

essentiar weakening of its economic base. when wilson

repeated the debt fallacy93 in hi" attempts to impJ-ement the

social contract, he was simply playing out what by then was

a recent British tradition of accommodation to the

contradictory a j-ms of werf are expansion and j-nvestment

inducement. This poJ.icy stance resulted in a Thatcher

victory in L979, íf only as a desperate national attempt to
break the cycle of faltering expansion followed by deepening

national j-mpoverishment. The unusual elements in the

Wilson/Callaghan years h¡ere the coincidence of world

recession and the L976 sterling crisis. The choice for
Labour had crystallized to the point where either full
nationarization and domestic protection of Britain's economy

must be undertaken or a deal with the i.nternational finance

community wourd be made which further weakened the economy

and opened the path to a complete repudiation of Britain's
post-war commitment to social responsibility. The latter
choice resulted in an invitation to the Thatcherite
ttexperimenttt.



Elaine McCoy Chapter 4 -245-

Thatcherism

The May L979 election victory of the Conservative Party led

by Margaret Thatcher was a decisive break with the post-war

Keynesian consensus promising growth and fulI employment

through strong government intervention into the market

economy of capitalism.94 fh.t consensus had been seriously

undermined by the preceding Labour and "wet" Conservative

governments, which introduced aII the elements of monetary

discipline and supply-side assumptions that were Iater to

become fu11-blown strategies of government disintervention.

It is nevertheless true that Margaret Thatcher was able to

exploit the weakness of the old consensus and the ambiguity

of poticy orientations immediately preceding her government

to effect a radical shift in the ways and means of economic

policy making. One pair of analysts has described the

shift: 95

After the downfall of prime ministers Edward Heath and
James CaIlaghan, who struggled to contain the pressure
of rising wages while stabilizíng the economy at a
high level of employment, it appears that Margaret
Thatcher has decided to restructure the framework
within which public and private decisionmakers
operate. The Government no longer accepts
responsibility for high employment, or indeed for any
ultimate objective other than inflation; it no longer
seeks to develop cooperation with the social partners
that have heretofore played a crucial role (the Trades
Unj-on Congress and the Confederation of British
Industry, in particular). The unilateral announcement
of unconditional intermediate targets for policy is a
signal of the strategic shift that we believe the
Thatcher experiment is designed to achieve.

In what follows I

the Thatcherite shift

shaIl concentrate

a\^/ay from social

upon the terms of

responsibility. In
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particular I shall examine the restructuring process of

Thatcherism as it is expressed in the misadventures of a

fiscal policy geared to the Medium-Term Financial Strategy

and the failures of monetari"*.96 th" range of analysis and

popular commentary covering the initial Thatcher years 1s

vast, especially in England, where political and economic

analysts have attempted to come to grips with the scope of

change suggested in thatcherism. The fotlowing analysj-s

wilI rely heavily upon the empirical resources for the

economy presented in the work of Willem H. Buiter and

Marcus Mi11er, who have produced two noteworthy studies on

the Thatcher "experiment' j-n 1981 and LgB3.97 The

description of political events follows Peter Riddell's

early book on the Thatcher government.9B Th""" works

provide a focus within which I shall integrate further

anaLysis of my notion of economism.

The story of Margaret Thatcher will begin with the

first Tory budget of June L979, the first of two budgets

enacted in the first year of the Thatcher government- The

budget was introduced in a context of acute crisis. Table

4.5 presents a profile of external conditions surrounding

the Thatcher government and the preceeding government.
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Some Factors in the Globa1 Context of Britain's Economy

1973-1980
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Year ond
quaflcr

Volunc o.f world trade,
(indcx,1975 : 100)" Eurodollar

!hree-monlh rale
(percettt)b

OECD
inttation rate

(percetttf

Price ol oil
(U.5. dollars
pcr barrcl)¿

Real price of oil
(index.

1975 : 100)'

UnÍtcd Kiugdom
oil production

(nillions
oI barrcls)rTolal Ma,rulaclurcs

¡ 973
t974
r 975
t976
1977

¡978
I 979
1980

t979

100
105

t00
|2
I t7
122
l3t
r33

t26
128

t33
135

n7
t32
t3t
t32
n.a.
n.a.

95
104
t00
tt2
il7
123
r30
136

to.2 7.8
t3.5
ll.3
8.6
8.9
7.9
9.8

12.9

7.9
8.5
9.5

t0.6
t2.r
12.5
il.7
I t.4
10.5
9.7

2.@
9.90

¡0.90
I 1.90
t2.80
I 3.09
t9.01
3r.87

32.7
r02.0
t00.0
t09. 2

t07.7
96. l

t22.O
I 85.0

2.96
2.96

I t.84
90.28

t0. r

5.9
5.1
7.2

It.7
14.5
17. 8

283.42
399. 60
576.46
595. ?0

580. l6
603.84
577.20
574.21
624.56
648.24

n.a.

980:

r98

I
2
3

4
I
2
3

4

t27
t27
r30
t34
139
135
r35
136
n.a.
n.a.

10.6
10.6
12.9
t4.s
t9.9
9.8

t 3.9
r7.8
14.9
11.7

t 3.79
t7.11
20.79
24.28
29.44
3t.27
32.97
33.8 l
36.20

n.8.

92.3
t14.2
130.6
149.5
t7 5.2
t82.7
r 85.6
t95. I
2r4.3

n.a.

520.96
586.08
615. ó8

:l
2

Sørcc: World tr8dc. prkc, rc¡l pncc,
196 I r.

and production of

indu¡trial countris -l il cnnr lodal Fhpnclol Sto¡ltrlc¡. rlctcd lsuc.Economlc T¡end¡. no. l.ì¡l (Augutr p.66; OECD consurcr prie-Org.rniation for Economic Cæpcration and Dcclopmnt.
OECD, July I 98 l), p. I 40; consunrcr pricc indcx for oll

nJ. Not av¡il¡blc.

oil-Natlonal lilttltutc &ononúc ßcrlc¡', no. 96 (May t98l). t¡blcs l. 22' 2!.24, 9p, 6,75,761 Eurodoll¡¡ ratc'
OECD Economlc Outlæk. no. 29 (Pari

s. Nol stoËlly ldjuttcd.
b. [:rt *orking day.
c. Coßurer pãcs. eu¡rtcrly dôta corspood to d¡rf, for âll indurtriâl countri . which difrcr sliShtly from OECD'
d. E tim¡rc of rhc opEc !vcr.ìeäir;'iÀã Ñ..¡;-l tsrirutc of Economic ¡nd Sæhl Rsrch. b¡sd on f.o.b' pricc'

.. úS. dotto, price of oil ¿"nnúà'úy uni¡ valuc of crportr of m nufactud in U.S. dollan, ¡ll cøn¡rie.
f. Grø production, lnclu<ting mlurol 3ll liquidl. Qurrtcrly d¡la !rc at ¡nnu¡l nto'

(Source: Willem H. Buiter and Marcus Mi11er, 798I, p. 356,
table L4')

Table 4.5 registers the slowdown in world trade; the

rj-se in European interest rates via the Eurodollar ratei

inflation in OECD countriesi and the supply shocks via

rises in oil prices. AIt of these factors increase external

constraints upon the economy of Britain in so far as it had

become an increasingly open economy q/ith the policies of

trade liberalization and debt incurred since the 1960s.

Floating exchange rates (especially since the sterling

crisis of I976) increased the nation's vulnerability. A



E1aine McCoy Chapter 4 -248-

decline of world trade from a 7Z rate of growth between

LgTB-Lg|g, to only 1.58 between 1979-1980 is stark indeed.

The 1979-1980 decLine remains stark even when compared to

the rates before L978, which moved around the 4Z to 4.5t

mark'in L977 and L976, when recovery seemed to be gaining

ground following the I973-L975 slowdown. Wor]d trade in

manufactures does not register an equivalent slowdown but

Britain was loosing its share in world manufactures during

the perj-od, in any case, giiven its shifts in structural

composition discussed in the previous chapter. Global

inflation registers a steady rise, and the second supply

shock registered j-n oil, with nearly a 68g increase in the

price of oil between L979 and 1980, is significant.

Production of North Sea oil was accelerating, however, and

provided a shield from the worst effects of the second oil

shock for Bri-tain.

In spite of the discouraging indications from the

international profile of the capitalist world market j-n the

year Thatcher gained office, her maín Strategy as expressed

in the budget v/as to rely on "market forces" to

rei-nvigorate Britain's economy. To that end the budget

contained the following policy measures. Tax measures \^/ere

implemented, including the reduction of standard tax rates

on incomq by three points from 333 to 30t99 and a reduction

in the top marginal rate on êarned income from B3t to 603

along with widening tax brackets. A higher threshold for

investment income surcharge vras also enacted- rndirect
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taxation was to be set at a single rate of 153, thereby

replacing the previous Value-Added Tax rate which was split

between Bt (standard) and L2.58 (luxuries). Secondly, the

volume of public spending was cut by a further 2.258 below

the reduced leveI of the previous government's proposed

level, and cash limits on expenditure plus the sale of

public sector assets were expected to add about -82 billion

to government coffers. Final-Iy, as a centrepiece of the

budget, the broadly defined money supply target was reduced

(sterling M, BZ-L2E range to 73-119 range), with the Minimum

Lending Rate being raised on Budget Day from L2Z to 143.

The minimalist strategy of reducing the money supply

stands in contrast to "interventionist" schemes such as

j-ncomes and prj-ces policies t or particular demand

objectives, such as polici-es addressing output or employment

might contaj-n.100 The three central strategies of

redistributing the tax burden, reducing public expenditure

and constricting the money supply had the double aim of

controlling inflation and establishing minimalist

government. Thatcher's experiment envisaged breaking the

ties between government and the trade unions, which were

considered a contamination of government policy with

particularistic demands (wages and security for workers).

The price of such devout ideological commitment on the part

of the new Conservative government was a massive national

sJ.ump, which has been persuasively described as a genuine

depression and likened to the situation of the L929-L935
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globaI depression. The similarities of Britain more recent

experience and the earlier depression can be seen in the

following figures:

FJ-gure 4 .2
A Comparison of Depressions in the United Kingdom

L925-l-953 and L975-l-983
Three Selected Indicators
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Sourccs: Authors' updating ofñgurc appcaring i¡ NotÍonol las¡itutc Econoñ¿c Rcvlcw, no, 95 (Fcbruary l9El), p.

?. D¡t¡ for t925-35 arr f¡om C. H, Fcinstcin. National Incomc, Etpcnditurc ond Output ol thc Unitcd Kiagdom,
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Comparisons with Seven OECD countries within the same

period indicate the exagqerated nature of the British

response to crisis. Figures 4.3 and 4.4 provide comparisons

for both unemployment/inflation ratio indicators and output:

A Comparison
The U.K. and

Figure 4.3
of Unemployment and Inflation:

Seven OECD Countries, 1973-1983
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Output profiles indicate

exaggeration (Table 4.41 z
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a similar comparative

Figure 4.4
A Comparison of Real Gross Product:

The U.K.and Seven OECD Countries, 1973-l-983
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Economism as Misadventure: The Terms of Thather's Reforms
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Thatcher's policy innovation tied almost all questions of

social and political rule to questions of the economy in a

highty institutionalized method of economic reductionism.

The Medium Term Financial Strategy (MTFS) expressed the most

daring components of those policy innovations. As mentioned

above, the MTFS was essentially an ideology of minimalist

government. In achieving minimalist government MTFS sought

to establish a clear set of guidelines for prospective years

with regard to government intention on economic policy and,

in particular, the course of the money supply. These

guidelines were intended to engage the "rational"

expectations of private market decj-sion makers in a way

which allowed them to exercise consistent and responsible

judgements in the pursuÍ-t of their individual interests,

thus freeing the market from distortions induced by

government intrusj-ons which had in the past created

disinformation and uncertainty. The exposure to these

privatized decisions was considered a "freeing up of the

market,' and presumably had the triple advantage of

stimulating individual entrepreneurshJ-p, inducing investment

potential, and exposing trade unions to the market

imperatives surrounding efficiency and competition

(especially productivity constraints against rising \^rage

claims). The immediate terms of the MTFS were a deceleration

of the rate'of monetary growth and a reduction of the size

of the budget deficit. The reduction of pubtic expenditure
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was central to the second of those terms. In the event' the

depth of the recession li¡as so severe that public sector

borrowing increased in order to support unemployment

benefits in the face of reduced revenue and to weather the

social costs of the depression. Compounding this subversion

of budgetary aims was the rise in the money supply. Because

pressure on sterling had preceded the government's policy

initiative, a rise i-n the exchange rate during 1980 (L2Z on

the average)101 disadvantaged Britain's competitive trade

position yet again and forced companies to increase

borrowing in the face of declining profits from lost trade

shares and the residual profit squeeze from wage claj-ms

negotiated honouring the Pay Board settlements from the

close of the Labour administrati-on-

while the MTFS has been characterized here as a

stratgey for minimalist government it !'Ias aISo considered

the main tool in integrating fiscal and monetary policy' The

second failure of Thatcher's economism has been the

inability to employ monetary discipline in a manner

conducj-ve to investment. This has mainly been due to the

portfolio strategies discussed in chapter 2, the upshot of

which is a severe and general indictment of the British

economy by potential investors. In short, the British

economy under the portfolio distribution rule is considered

neither safe, profitable nor 1ikeIy to provide long-term

stability. The financial partition of the international

capitalist market discussed in chapter 2 marginalizes
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Britain. Aside from these general problems, the monetary

policy of the Thatcher experiment can be discussed with

regard to its medj-um-term goals, i.e. controlling inflatlon

as a necessary condition for renewed growth.

British monetarism has been described by an early

Thatcher government Cabinet minj-ster, Sir Ian Gilmour¡ âs

"the uncontrollable in pursuit of the indefinable" .L02 A

more precise critique of monetarism is the fact that'103

Rather than the instruments of policy controlling the
money supply so as to affect prj-ces and output' these
instruments have to affect the economy in order to
control the money supply.

This turn-around in logic and failure in policy came about

essentially when the' Thatcher government abandoned the

so-ca11ed "corset" Scheme of monetary control. That scheme'

introduced in 797L subsequent to opening the banking system

to an unregulated market in competition over deposits r was

designed to hold down excessive competition by using a

supplementary deposit programme. The programme required that

banks exceedJ-ng specific limits in the growth of

interest-bearing deposits must hol-d a certain ratio of

non-interest deposits at the Bank of Eng1and. Às individual

banks approached the "penalty zone" ceiling of interest

deposits, a 50S proportion of marginal excess deposits to be

lodged at the Bank of England was simultaneously approached.

In other words,

direct controls over

the corset

the money

scheme was one whi-ch

supply other than

applied

through
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control of interest rates. It was a compromise between

competitive market demands (the competition for deposits

through interest-rate appeal in the case of the banking

system) and the need to set upper limits on volatile

releases of money. It was an effort to smooth the path of

money supply in a relatively less constrained h¡ay than

strict interest rate control, for example, might imply. When

the Thatcher government removed the corset scheme in the

second Lg79 budget in June, in preference for control over

the Public Sector Borrowing Requirement (PBSR) 104 it again

moved to disintervention, this time in the financial market'

And again it focussed on minimalizing state activity

(through reduction of PSBR in deficit reduction) rather than

control-1ing perverse market behavj-or.105 The results vrere

threefold. The Government discovery that the money supply is

"enigmatic" ot ¡ at least, very difficutt to control through

either interest rate or PSBR manipulation. Secondly' PBSR

targets reduce fiscal policy to an almost exclusive

accommodation to the dictates of monetary control. Thus ' the

MTFS did not so much integrate fiscal and monetary policies

as to completely subordinate fiscal policy to the

unobtainable goals of monetary control. Thirdly, and in the

event, PBSR consistently overshot its prescribed limits' The

subordination of fiscal policy to minimalist monetary

control did not work because of the extraordinary budgetary

damage done,by the exaggerated economic decline resulting

from the extremes of economic contraction which vtere a

direct resuft of the Thatcher experime.tt.l06
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What does seem to have been achieved after all is a

significant reduction in the inflation rate. But this seems

less an economic achievement than an expression of

institutionalízed brutality. Trade unions have been

disciplined, and the unemployment cudgel has been

effectively wielded with surprisingly little industrial
strife.l0B Rather than characterLzíng these reactj-ons to

Thatcherism as the advent of a new era of economic

efficiency, I would characterize them as the expression of

economism. I.4argaret Thatcher I s numerous other ref orms wi I I

not be discussed here due to the constraint of space.

Certainly the privatizafion of industryl09 and the increase

in civil disorder could be used to substantiate the claims

of the present work that an economistic i-mperative governs

the economic and social policymaking of the Thatcher

government and that the deformation of the British
constitution interacts with that policy drift. In conclusion

to this section on Britain, I would stress that the

comparative case of Britain provides strong evidence that
relative autonomy is certainly not increased during periods

of economic crisis within capitalist states but rather,

markedly decreased. These findings are especially supportive

of the general argument about state autonomy because they

occur in a capitalist state whose traditi-ons and class

compositj-on should have increased class struggle and the

mediatory role of the state via government policies, Lf the

autonomy thesis holds. Empirical findings as to the shape

and depth of economic crisis outlined in the previous
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chapter,

chapter

and the policy reaction discussed in the present

prove otherwise.

Australian Economism

The intermediate status of Australia vis-a-vis the

other two nations j-n this study is consistent not only in

terms of macroeconomic performance' as discussed in the

previ-ous chapter, but in terms of policy. For example, the

extremes of dependent globa1 integration in Britaj-n versus

hegemonic control in the United States are not seen in

Australia. A milder form of strategic accommodation to the

demands of international market competition is noticed

within the domestic economy. This is expressed, for example,

in a relatively protected industrial base located within an

extremely penetrated investment economy. The necessary

openness of a commodity-producing country has also meant

exposure in primary sectors within the Australian economy

and recurrent political debate over such matters of national

identity as the client status of Australia j-n regard to its

larger allies and trading partners, Britain, the United

States rand Japan. The fact that Australia is nominally

within the purview of the British Crown has also complicated

the development of a coherent set of natj-onal strategi-es

designed to cope with either a threatening client status or

the collisj-on with international market forces given in a

context of significant economic exposure.



E1aine McCoy

The remainder of

coping withmanner of

Chapter 4 -259-

this chapter will examine Australia's

international market integration.

The most s j-gni-f icant domestic pol itical event in

Australia during the general period under study must surely

be the election of a national AustraLian Labour Party (ALP)

government in L972 after twenty-three years of politically

conservative Lj-beral-Natlonal Country Party government.ll0

In that year the Labour Party was able to break the

extremely stable partisan division which had existed

throught the post-war perJ-od with an electoral victory
(Tab1e 4.6).

Election Results

Percentage of Formal

Table 4.6
for Seven Elections in

1966-1980
Fi-rst Preference Votes

(House Seats)

AustraL ia,

in the House/

L966 L969 L972 r91 4 L975 1977 1980

LiberaL 40.1r
(61)

National Country 9.93
(2Ll

Aust. Labour

34. B3
(46)

34.92
(40)

42.02
(68)

B.6S
(20)

40.0r
(41)

49 .62
(67 I

47 .22
(se)

32.L2
(38)

9 .42
(20t

10.88
(2Ll

49.38
(66)

11.0t
(231

42.82
(36)

9.08
(201

38.1r
(67',)

10.09
(le )

39.6r
(38)

37.42
(54)

45.1t
(sr¡

(Source: Paul Henderson,
Political Institutions an

Parliament and Politics in Australia:
o!' orerqn Ke r acl_on s , Jrd Ecl].t]-on ILonclon:

Heinemann, 19851, p. 226'l

The Whitlam Labour government remained in power for only three

years until the "constitutional crisis" of L97ALLL was resolved in
the L975 election which allowed Malcom Fraser to instal I a
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coalition Liberal/National Country Party government' That

government remained in power until 1983, when the ALP, under the

Ieadership of Bob Hawke, regained government. The years preceeding

the tumultuous seventies witnessed the end of the rej-gn of Liberal

leader and national legend Sir Robert Menzies j-n 1965, and a

progressive deterioration of Liberal-National Country (NCP)

coalition government through the two government admi-nístrations of

Harold HoIt and John Gorton (with the interim administraion of

Country Party leader, John "Black Jack" McEwen for a very brief

period during Lg67-L968) .'Before a brief examination of the events

leading up to Lg72, it is perhaps timely to consider the

coincidence of executive government administration in Australia,

Britain, and the United States which can be observed in Figure 4.5.
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Figure 4.5
Executive Government Administrations, L966 ]-982

Australian, British, and American
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At this point I would simply draw attention

that the Australian Labour Party (ALP) location

scale is late compared to the incidence

governments in the United States and Britain. It
short-1ived and surrounded by increasingly

administrations within its universe of political

trading partners.
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to the fact

on the time

of reformist

is also very

conservative

all j-es and key

One of the main reasons why the Whitlam government may be

described as perhaps the most significant political event for

Australia within the general period under study is because of

the nature of the reforms undertaken i-n that government and the

political crisis which those reforms precipitated. For these

reasons the Whitlam years witl serve as our entry into the

general analysis of Australia's political economy of the

L966-L982 general period.

The Whitlam Reformation

A key characteristic of the whitlam government was its reaction

to the conservative political regime which oversaw the post-war

years of sustained and modernizíng prosperity in Australia. The

most immediate precedent to the brief tenure of the Whitlam

government and the focal point of Whitlam's reforms was the

decade immediateJ.y preceding the crucial- 1-972 election. At that

time Robert Menzies had been guiding the Liberal/NCP coalition

governments since L949, having served prviously as a Liberal

prime minister in l-939-L94L. As a legendary Liberal leader he
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\^¡as able Lo maintain politically conservative orthodoxy in

government without serious challenge until the L96L election.

At that time the ALP began its eleven-year ascent to government

with the first serious challenge to conservative ru1e. The

House of Representatives election results for L96L gave the ALP

60 seats, against the Lj-beral's 45 seats, and the National

Country Partyrs L7. (ifie first preference vote percentages

were: ALP , 47.9*; Lib, 33.6t; and NCP, B.5z)LI2 Between 1961

and 7972 the electoral fortunes of the ALP dipped and rose

again, but the erosion of Liberal Party discipline seemed

- 11:rnexorabie.--' Although the ALP was unsuccessful in winning

government, the serj-ousness of its challenge registered an

impact which eventually brought down nearly two and a half

decades of conservative political hegemony in Australia in

L972.

It may also be true that the prosperity of the long boom

enhanced the development of a politically sophisticated

electorate, who were ready to discard the benevolent despotism

of Menzies-ruIe for modern liberal politics. The appeal of

Vùhitlam's ALP may be seen as a combination of middle-cIass

urbanity and righteous national dissent from US/Vietnam

entanglements, racism, and a threat to national identity which

an economic client status vis-à-vis the US posed.LLA Class

polarization seemed less an explanation for the victory of

traditional Labour Party values than did the appearance of the

Liberal/NCP coalition as an anachronism.
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The anachronistic character of the Menzies/Liberal era

can be summarized by briefly examining the decade of the

Menzies legacy, I}6L-L977. Durj-ng those years five prime

ministers, including Menzies, and five conservative

governments, gradually let contemporary events outstrj-p

them. The beginning of the decade saw balance of payments

problems emerging, d.ue to the huge inflow of investment

capital, and the beginnings of the wage/price spiral which

reflected labour shortages in key industries such as

construction. Contractionary policies $/ere enacted by the

Menzies government under the Treasurer' HaroId Ho1t, and

while they were able to influence the rates of inflation,

they also alerted the general population to the emerging

problems and disciplinary reactions which were to become

standard fare in the late 1970s, 1n spite of an intervenj-ng

period of boom prosperity. Between 1961 and 1965' when

Menzies was forced to retire due to ill health, Australia

was able to reap the fruj-ts of a prosperity which had

reached a peak in 1963. Those years promised accommodation

to emerging demands for increased weLfare-state security'

For example, the government was seemingly predisposed to

support reforms in education with the extension of subsidies

to ì-ndependent educational institutions. (Although these

subsidies were, in fact, the conservatives' method of

competing for the Catholic vote through government funding

of the cost'of private retigious education. The emerging

importance of the right-wing Catholic, Democratic Labour

Party (DLP) confirmed the wisdom of Menzies' accommodation
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in this respect and promoted the split

on ideologicat grounds which disabled

mid-1960s to the early-l-970" - 
116
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Catholic vote

ALP from the

It was in foreign policy, however' that the

conservative coalition appeared most anachronistic. !{hile it

may have been relatively inoffensive to show deference to

the "mother country" of England in the past, the new

circumstances which i-nvolved a shift into the American

hegemonic sphere made obsequiousness to the Americans a

matter of humiliation rather than respect. Both the terms

and style of integration into the American orbit were vastly

different from what had obtained before. Purse strings

rather than heart strings described the terms of

integration, and the regal style of British monarchical

patronage was absent i-n the overlordship of American

dominance. l"lenzies' own perSonality was oriented to Crown

deference. When his Successors, HoIt and Gorton trj'ed the

same style regarding the United States, they appeared as

lackeys rather than as a11ies.1L6 Under Whitlam, Australia

would fearn to overcome colonial deference. The object

lesson would be Vietnam, and its expression, Australia's

rel-ations with Indonesia and the newly-formed governments of

Malaysia and SingaPore.

Whitlam needed to overcome the l"lenzies

domestic economic caution and international

(carried forward with only slight modification

legacy of

marginal ity

by HaroId

in the

the
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Holt and John Gorton) in at least two ways in order to make

legitimate its claim for an ALP ascendency in the future.

Firstly, it had to claim for itself the true voice of an

emerging Australian identity. Like bourgeois parties

everywhere it had to universalize its appeal' (This is

sometimes referred to as capturing the "middle ground"

within the electoratei in fact it is redefinj-ng the terms of

consensus or "middle ground". ) Secondly, it had to exert a

national authority which would give Australia a credible

standing within the international political arena so as to

enhance Australia's position within the international

marketplace. The first of these prerequisites was futfilLed

in the domestic and social reforms whj-ch integrated emerging

middle class concerns into the broad political vision of

Australian politics. These were primarily reforms dealing

with extended medical care, education, equal opportunity and

labour practices. They established Australia as a modern

welfare state whose identity could include enlightened

social policy in domestic social relations. The second

whitlam orj-entation was, Iikewise a matter of national

identity. It was geared to an international recognition

based on Gough whitlam's own charismatic and statesmanlike

presence, and aimed at gaining some control over the terms

of Australia's global integration. Because Australia was

moving rapidly out of the sphere of a deteriorating British

empire, it was imperative that Australia establish itself as

a nation of credible international stature. It was also

timely to exploit Australia's unique position in the Pacific
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Basin and to ensure that regional integration buttressed

international integration.

The two prongs of the V'fhitlam reformation were thus

never a question of radj-ca1 disjuncture with the past nor

with Australia's tradj-tional politicat identity within the

international context. Rather, the Whitlam strategy was to

refine and modernize traditional political cultural

commitments to an egalitarian society, and to push

Australia's desire to be recognized as a nation of regj-onal

importance and internationat credibility. It was the second

aim which seemed to prompt the most virulent reaction from

conservative factions within and outside the country.

The rebuttal to the Menzies/Liberal era which Gough

Whitlam represented was a matter of potitical economy given

the emerging international capitalist crisis discussed in

Chapters Two and Three. When the Senate precipitated a

constitutional crisis by blocking supply in L975 over the

trivial question of whether the government Minister for

Energy and Mines, R.F.X. "Rexu Connor ("the Strangler"), was

actually guilty of impropriety regarding the acquistion of

loans for a government "buy-back" of Australian mining
. 115 ,, r L^--: ^-rnEeresEs, the undertying tensions were macroeconomlc.

They revealed the political vulnerability of any government

which ignorés the fundamental problem for capitalism of

rising inflation, and the requirement of bourgeois

constitutions to give priority to that problem in the
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agendas, whether or not reformers, even

desire such priority. (This point is

Chapter 6. )

The incidence of "stagfIation" in Australia coincides

with that j-ncidence in both the United States and Britain,

emerging roughly in about 1968. Stagflation kept gaining

until 1977, when globat recession and domestic

contractionary policies managed inflation but left

unemployment to rise in a volatile but certain path until

1980. F j_gure 4.6 charts the path of Australia's

unempJ.oyment/inflation trade-off for three decades. For

two-thirds of the time a traditionat unemployment/price

trade-Jf can be recognized.
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Figure 4.6
Australian Unemployment/Inflation Trade-Off , L955-7979
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Likewise, the statistical and comparative figure

annexes in Chapter Three of the present work confj-rm the

government's vulnerability (FJ-gures 3.19' to 3.25'l. . The

vol-atile decline in GDP growth for Australia from an

average rate of over 6g in the five years prior to L972

averaged only 3.63 during the next four years (L972, 3.72

annual change¡ L973, 5.5t¡ I974, l-.99; and L975t 2.48). As

growth declined, unemployment was held steady during the

Whitlam years, however. The rate hovered around 2.5? , and

did not reach the accelerating pace of nearly 103 until the

end of the period under study- The Fraser government
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undertook to solve the inflation problem from L975 forward'

Inflation rates under Whitlam, however' nearly tripled

during his government's tenure, from a 5'Bg rate in L972 to

a 15t rate by Lg15. The fact that consumer prices behaved in

the same way in both the united states and Britain, under

nominallymoreconservativegovernments(seeFigure4.5|,

has been lost on some Australian commentators .LL1 Nor were

the other two nations undertaking the long-overdue sociaL

reforms of the whitlam years. Government expenditure

commi-tted to education, health and social security rose

while expenditure committed to defense and general public

expenditure fel1. (See Figure 3.24' in the Chapter 3 annex)'

Nevertheless, inflation became the focal point of criticism

and as in both the united states and Britain was the signal

for ideological division.

Inflation and Investment in Australia

In the rest of this chapter it is argued that the whitlam

years clarified the terms of economism in Australia by

shedding the anachronistic rule of the Menzies/l,iberal era

and replacing it with a government by consensus ' That

consensus, however, is constrained to the fundamental sociaL

aim of providing domestic and international economic

security as recognized by modern welfare states. During the

whitlam years, domestic security required the buitding of a

new infrastructure of social supports I e.g. I medicine'

education, and equal opportunity' These were long overdue
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extensions of class accommodation rather than the fruits of

class conflict in Australia. It is interesting to follow the

government social expenditure data during the Fraser years

and to notice that there is no retrenchment of those

fundamental reforms.

The costs of international economic security in the new

economic order of post-Bretton lrloods and trade-realignment

however, were stringent. A primary cost of international

economic security was a correct position vis-à-vis

Australia's new hegemonic al]y, the United States of

America. It included a position of domestic economic

discipline, borders open for investment, cooperation with

the US in the military defense of both the region and the

g1obe, and financial integration with an American dominated

bankÍ-ng and finance system. The first of these two "costs"

are j-nterrelated in important ways for Australj-a and will

occupy the remainder of our attention. It is the interaction

of these two security prerequisites which give Australia its

unique expression of economism, but one which, nevertheless,

supports the general analysis of this thesis that relative

state autonomy declines in circumstances of prolonged

economic crisis.

Supply-side

have been used

economic policies and

in Britain and to

in the US, as strat

monetary disciPline

a lesser although

egies designed to coPesignificant

with their

extent

structural decline. Si-milarIy, Australia has had
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to design economic strategies to cope with that

international and system decline which revolves around

supply. The difference is that Australia's "supplj-ers" of

the capital fund exist outside its national borders and

j-ndeed across the seas. While supply has always been a

ubiquitous part of Australia's overseas economic policy

orientation, the terms of that orientation have changed and

deepened as a result of the global finance and trade

realignments discussed in Chapter Two. It is to the nature

of that external supply-side economics which we now turn.

Controllinq Foreign Investment

Australia's different economic compositj-on has already been

reviewed in the previous chapter. Those structural

differences provide a measure of the openness of the

Australian economy which is responsive to market fluctuation

of commodity prices and inflationary stimuli arising from

the increased cost of imports required to maintain economic

development and a mixed economic composj-tion. By itself'

this openness would entail a rather significant measure of

"economistic" policymaking by national governments. That is,

in order to satisfy the requirements for competitive

positions vis-à-vis the international market given the

export-reliance of Australia's economy, and to attract

investment funds for long-term development rather than for

merely speóulative purpoSeS, Australia must demonstrate

constraint and economic responsibil-ity. Therefore to reca11

the definition of economism given at the outset of this
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chapter, the Australian economy must, almost by definitj-on

as a small capitalist open economy, fulfill the last two

terms of that threefotd definition: it must gj-ve primacy to

economic concerns, and it must instj-tutionalize economic

discipline. Indeed, some of Australia's unique economic

institutions, such as the Arbitration CommissiotrllB fuIfiIl

the requirement for predictable and coordinated economic

policymaking. But, ât the same time, Australia has not been

formerly characterized. by the first terms of the definition

of economism. That is, Australj-a has not been a society

which repudiates fundamentalty diferent class aims in its

political constj-tution. The political parties have been

traditionally well-def j-ned on class-related j-=""t"119 and

the preemption of political debate around class issues as

occurs j-n more liberal "p1ura1istic" societies such as the

United States does not seem to have occurred in Australia

until recently. While State politics have been the loci for

these debates, it is also true that the ALP in opposition

was traditionally a voice of the working class, if

occasionally speaking j-n somewhat muted tones. since the

chastising experience of the Lg|5 constitutional crisis,

however, and the greater chastj-sement of the Late 1970s

depression, the final imperative of economism has entered

the Australian economic calculus: the repudiation of class

politics. crisis has induced Australia to move into a

formally ecónomistic position of economic policymaking. This

assertion wiIl be examined by looking at foreign investment

policy in Australia durj-ng the whitlam government and in
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subsequent Years -

Theforeigninvestmentcapitalmostpertinenttothe
present discussion of the whitlam and immediately precedent

years is American and British .L20 For the sake of focus, the

following discussion wiIl concentrate on American investment

capital. The history of American foreign investment in

Australiabeginsintheimmediatelypost-waryearswhen'

D.L.Cuddyreports,investentsopenedatabout$Bmillionin

us-financed and branch manufacturing companies. It continues

through to Lg72, when American investment was dominant'

accounting for over 508 of all fOreign investments and was

concentrated in high-growth areas .L20 Encouragement of US

investment was boosted in the post-war years by such

inducements as the 1953 United States-Australian Tax Treaty'

which eliminated double taxation for overseas lnvestors' By

l-955 US per annum investments equalled those of'Britain and

by L959 the rate of us investment accelerated to double that

of any. other previous five-year period in Austral íu'L22 By

Ig67 American investment in Australian manufacturing reached

272 of aIl Australian manufacturing.I23 Along with

investment penetration, however' came an outflow of capital

wealth as profits in foreign-owned companies soared beyond

Lhose of Australian companies. The first murmurings of

investment controls !,/ere being heard during the 1950s but

remained unheeded until the whitlam government's resolve to

address the Problem.
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The dimensions of American investment in Australia in

the seventies were very large and concentrated in three

areas: automobile manufacturing, minerals and land. As of

Lgl8, Austrafia was the chief investment target for American

dollars in the Pacific basin and ranked seventh worldwide as

a recipient of American investment, with canada' the uK'

Germany, Bermuda and Brazi-I ahead of Australia- According to

1978 American Chamber Of cOmmerce figures, Australia showed

a cumulative US private investment of $6.4 billíon'L24 White

most of the j-nvestment share went to manufacturing,

particularly in the chemj-cals area (45.2t share of total

investment for manufacturing), smelting and mining received

a 20 .23 share.

The size and scope of foreign investment had been of

increasing concern in the decade preceding the l1lhitlam

government. Both the Gorton and McMahon governments

expressed concern about foreign investmenLrL25 and McEwen

!./as the fj-rst to express Australia's concern as an intention

to ,'buy back" the national "farm". But it was left to the

whitlam government to provide direct action regardi-ng

foreign investment. while it is the case that inflationary

pressures were facing the whitlam government from its

beginning, it is also true that a commodity boom that would

last to Lg73 and then collapse with frightening rapidity

allowed the government to pursue a radical course of

reformation. Part of the reformation waS formalization of

the ,'buy back,' Australia policy regarding foreign
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investment. If the buy-back had been successful, the nature

of Australian supply-side inducement would have changed and

Australia's integration into the international economy of
the capitalist crisis period from the mid-seventies forward

would have changed in style if not in fundamental direction.

Supp1y-side strategies which protect the home-front are

different from those inducing foreign investment and

controlling volatile capital flows. Australia's buy-back

faltered when Malcom Fraser took government for the Liberal

Party/National Country Party coalj-tion in L975 and altered

the national view of foreign investment. A brief examj-nation

of Whitlam's attempts to secure supply by ensuring

domestication of potential earnings through a reassertion of

domestic ownership and control of Australia's national

wealth in land and minerals follows.
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Tab1e 4.7 provides a profile of the context

the Whitlam government was acting with regard

investment, and for the years following.
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within which

to foreign

Table 4.7
Foreign Control of Australia's Industry and Natural

Resources

Counlry (%)

lndustry Year Measure
Olher
foreign

Total
loreignUSA UK

danufacturing

Itining

fiineral exploration
letroleum exploration
legistered linancial corporalions
6eneral insurance

Ule insurance

Tourist accommodation

^dvertising 
agencies

lesearch and development expenditure

1 975-76
1 975-76
1 976
1 975-76

1972-73

1976-77

1976

1 973-74
1974-75

1976-77

13.1
10.0
14.7
37.5
17.8
32.2
23.6
34.1
17.1
2.7
2.8
1.7
0.8
0.7

44.O
41 .0
23.5

16.2
14.2
17.3
15.9
18.9
16.5
15.0
36.7
't4.2
26.0
17.7
13.2
10.9

1.2
5.6
6.4

21 .2

34.3
28.5
42.O
59.0
42.5
53.4
u.4
74.4
33.8
37.8
29.2
18.7
't 4.1
4.3

49.6
47.4
52.3

Value added
Employment
Fixed capital exp.
Value added
Employment
Fixed capital exp.
Exploration expendilure
Exploration expenditure
Total assets
Premiums
lnvestment income
Premiums
Assets
Tolal takings
Value added
Employment
Expenditure

5.0
4.3

10.0
5.6
5.8
4.7

15.8
3.6
2.5
9.1
8.7
3.8
2.4

!
7.5

Srurce. Australian Bureau of Statistics. various builetins

(Source: E. Wheelwright, "The Political Economy of Foreign
Dominatíon" in P.J. Lloyd (ed. ) , Mineral Economics in
Australia lSydney, George Allen & Un!.¡in, L9B4] , p. 208,
Tab1e L7.L, p. 2LL.)

Australia is so heavily penetrated in key economic

sectors that in L977 the OECD ranked Australia as second in
member countries for scope of transnational penetration,

taking into account alI sectors .126 Ted Wheelwright reports

one estimate that puts 168 of AustraLian GDP and 222 of the

private business sector as controlled by foreign
L2Bj-nvestors. --- Wheelwright also reports the very heavy
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concentration of foreign control in the minerals sector'

putting the total control at 598 of value-added. Moreover'

this total has been rising from L977, when Australia's

competitor for first ranking in foreign penetration'

Canada's has been fa1ling. In the northern state of

Queensland in Australia, wheelwright reports that an

astounding 843 of mining industry is under foriegn
L27contror.

The minerals boom of the late l-960s was a magnet for

accelerated capital inflows to Australia. The Whitlam

government witnessed the peak of j-nternational interest in

Australia as a huge mine to support the emerging

minaerals'import demands of Japan, and to a lesser extent

Europe and the United States. Capital inflows are divided

under the categories of direct j-nvestment (defined by the

Australian Bureau of Statistics as inflows into branches of

foreign companies and investment by foreign companies which

own 252 or more of voting stock in Australian enterprise) '
and portfolio investment/institutj-onal loans .L29 The nature

of capj-tal inflows, while significant, does not however

capture the phenomenon of increased foreign control over

industrial activity in Australia. Strategic placement of

investment funds can provide for control which is greater

than,the increment of ownership through capital investment

might indicate- rf concerns over ownership I¡tere beginning to

surface in the-late 1960s, early-1970s ' concerns over

control should have been much more serious. TabIe 4.8
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indicates the rise in increments of both foreign ownership

and foreign control which evolved from the mid-1960s through

the I970s in the minerals industry.
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Table 4. B

Foreign control and ownership in Austral j-a 
' L963-1-977

. . ::::::::::.::.Y:::::i::::
All m¡ning

Melallic
minerals

Coal. crude
petroleum ancf

nalural gas
Conslrucl¡on

mater¡als

Olher non-
melallic
m¡nerals

Foteign Ownership

Year Direct Other Totat controt
Fore¡gn
conlrol

Foreign
o'ship control

ForeignForeign Foreign
o'sh¡p

Foreþn
o'sh¡p

Foreign
control

Foreign
o'ship

Foreign
conlrol

r 963

1964

t365

, t66

I )67

r )68

I t71-72

I t72'73

| 173-7 4

1,74-75

1.76-77

27 1

30 0,

34.0

37.6

40.9

44.0

362

376

380

409

n.a

368

39 1

446

498

529

58 1

550

57.7

602

60r

590

n.a

528

57.7

62.1

649

687

53.4

52.3

508

498

n.a.

n.a

na

na

na

na

n.a

528

542

56.4

522

564

n.a

r8 4

255

247

325

397

51 1

540

558

596

na.

na

ne

na

na

n-4.

na

68.2

71.4

745

730

67.4

b

197

25.1

27.5

285

266

222

32.4

374

44 1

na

b

na

na.

na

na

na.

222

32.4

428

526

448

n.a

na

na

na

na

na

125

120

1r 7

109

na

na

na

na

na

na

na

487

496

498

51 .8

na

b

b

b

b

b

b

77

75

83

7.6

n.a.

b

b

b

b

b

b

1.0

19

2.1

28

3.1

)tes: a Value of produclion in 1964-68 data
b Not ¡ncludeö in 1964-68 data.

urce: Auslral¡an Bureau ol Stalistics. Overseas Partic¡pat¡on in Austral¡en M¡n¡ng lndustty, No 4. 1968:
Auslralran Bureau ol Slat¡stics, Fore¡gn Ownership and C.onlrcl ol the Mining lndustty.l973-74 and lg74-75:
Auslralian Bureau of Statistics. Forcign Controt ¡n the Mining lndustry.1976-77.

( Source:
Mining",
lGeorge

D. McColI, "Foreign Investment
P.J. Lloyd. ineral Economics

G.
in

All

in Australian
in Australia

p. l-Ben & Unwin , 1-9B4l , P. L76, Table 1

Tables 4.7and 4.8 provide evidence supporting the

Whitlam governments reservations about foreign investment

and help to explain the Seriousness of the resolve to stem

the tide of foreign ownership and control of Australia' The

timeliness of the Whitlam policies appeared fortuitous and

echoed the comments of the previous government's prime

minj-ster, McMahon, months before the December L972 ALP

victory at the polls: "VÙe can afford noh/ to trade off , at

the marginr'some of the benefits of overseas capital for a

greater Australian Share in our industry and resources " '

wj-thout frightening off overseas capitat ."130 The !'fhitlam
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Labour policy was swift and decisive' In early L9-13 the

government ínitiated policies to control foreign investment

in real estate, non-bank financial institutions, insurance

and energy minerals. The policy initiatives were supported

by strong and unambiguous statements by Gough Whitlam' the

mostspectacularofwhichseemstohavebeenhisstatement

to the Australia-Japan l,linisterial ccmmittee in Tokyo' oD 29

October Lgl3. Whitlam committed his government to

establishing 100t Austrarian ownership in energy minerals,

of which uranium would be the most significant' oil and coal

would also become nationally-owned and controlled' Whitlam

welcomed future overseas partcipation in development of

Australia,s resources through technol0gy transfer and 10ans

and the participation of Iimited equity capital in

non-energy related mi-nerals exploitatj-on' Whitlam also

implied that high-risk exploration in the energy minerals

would tolerate some foreign participation. These aims seemed

to reflect a radical reformation of Australia's posture

toward foreign investment, and the use of mineral resources

to create a nationar identity for Australia, which claimed

independence and integrity in the use of its own natural

wealth in minerals and other resources'

Theinstitutiona]reforminregulatingforeign

investment involved a screening process for the scrutiny of

investment ,proposals under the newly-formed Foreign

Investment committee. That committee was an expansion and

implementation of the McMahon government's November L972
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Iegislation establishing a screening process under the

Companies Foreign Takeovers Act. Under the original act' a

national interest test was used to evaluate the propriety of

any given takeover of control defined as a shift from

resident to foreign status. The definition of control was

deemed control of 15t of voting stock for an individual

person or 40t of the voting stock for a foreign corporation

or two or more foreign persons.13l The Australian Treasurer,

under the original Act, would discern the matter of national

interest on a case-by-case basis and with guidelines

determined by the Treasurer. The broad guidelines for

national interest included: "net economic benefits"

regarding production, prices, quality of production'

efficiency, and technological development as a trade-off for

foreign takeover defined in the control criteria above.

These v¡ere threshold criteria of national interest' Once the

threshold criteria were met, the takeover proposal would

then be assessed for its impact upon import/export ratios,

research development and industrial relatj-ons, and regional

deveIopment.L32 (The administration of the Act under whitlam

would be much the initial Iegislation and implementation had

prescribed. That is, the Foreign Investment Committee would

be an interdepartmental Committee, like its predecessor' the

committee on Foreign Takeovers, which did not enjoy an

independent status, and would advj-se the Treasurer on

reactions to takeover proposals.)

Existing mineral-s exploration was to also to come under
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a more formalized scrutiny. In the field of uranium mining'

for example, a compulsory joint venture scheme was announced

by the Minj-ster for Minerals and Energy, Rex Connor, which

would ensure that the Australian Atomic Energy Commission

(AEC ) participated in uranium mining j-n the northern

territories where foreign involvement was significant.

Exploration activity in uranium mining !,/ould ' f urthermore '
become the sole reserve of the AEC.

Whitlam refined the guidelines for foreign investment

in minerals beyond the initial McMahon pronouncements. He

aimed to move to a State of national affairs where "ultimate

responsibility for the exploration, development and

processing of minerals must rest with Aust:ialians."133 The

specific manner and timing of this movement was not

forthcomitg, however, and appeared designed to afford the

government the greatest latitude and strategic advantage in

room to manoeuvre vis-a-vis the anticipated intransigence of

both foreign and domestic minerals ohtners. In L974 the

government's Stand was toughened with the Treasurer's

declaration that the governmentrs new proposed takeover

legislation would treat mineral rights as an asset and hence

Subject to revie\^t, and would treat transfers of control

among foreign interests aS though they $/ere transfers

between Australians and foreign interests. The level of

scrutiny waS clearty being raised, and promising exposure of

the circuits of foreign penetration into the Australian

minerals industry.L34
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The formal articulation of the government's position on

foreign investmant was issued on 24 September L975' only

months before the constitutional crisis which brought down

the whitlam government and which, as noted earlier, involved

the Minister for Minerals and Energy, Rex connor. The

Foreign Investment Policy sought to establish a Foreign

Investment Advisory committee comprised of members from

Treasury, the AttOrney General',s Department, and the

Departments of Minerals and Energy, overseas Trade, cabinet,

and Manufacturing Industryr âs well as a representative from

the Reserve Bank. The committee would scruti-nize takeover

proposals under the criteria set forth in the L975 Foreign

Takeovers Act (passed on 2L August L9751. The L5/40 rule

stayed in place as the definition of a foreign interest j-n

equity participation and exploration remained relatively

uncontrolled. Guidelines for foreign involvement were

specified and included: all new uranium mines !'/ere to be

100g Australian owned and a 50/50 rule applied to foreign

participation in all other minerals fields. That is, neither

foreign ownership nor votes on boards of directors in

developing corporations could exceed 509 ' Corporate

expansion in mining and real estate would be screened

automatically and proposed expansion in all other field

which exceeded 15? of the companies' total assets in a L2

month period before the proposed expansion, would also be

screened (foreign expansion initiatives for less than $r

million per L2 month period would however be exempt from

review). Fina1ly, the special areas of non-bank financial
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institutions, insurance, real estate, and certain minerals

ventures would be treated differently and subject to

traditional controls, for example, broadcasting and banking

where restrictions were welI articulat"d.135

The whitlam Labour government did not abandon the

traditional Labour Party stance toward investment in so far

as it maintained the assumption that foreign investment was

not, by definition, a harmful exploitatj-on of Australia's

national wealth. The Labour government merely sought to

regulate foreign j-nvestment in a more formal manner than

previously. on a scale of radical approaches to the

incidence of foreign investment, the Whitlam government

could be charactexLzed, as moderately Iiberal and its

proposal for regulation and reform never expressed the

Ieft-radical notions of, for example, the natj-onalization of

the country's resources or a primary direction by government

of resource exploration and exploitation. Labour Party

policy has traditionally balanced the costs and benefits of

foreign investment in terms of national discretj-on in the

use and pricing of resources against an incremental loss of

discretion as a trade-off for technology transfer and the

encouragement of venture capital from overseaS.136 In other

words, the Labour Party has, in genera1, not expressed

concern about imperialism, âIthough it has been a voice for

Australian natj-onalism in f oreign j-nvestment policymaking '

The external context in which the Whitlam government moved

toward formalization of regulatory controls h/as the late
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sixties minerals boom. The apparent prosperity which this

promised for Australia could be Seen as a fortuitous boost

to natj-onal development. It was consistent with an open

economy's need to gain international market opportunity in

good times. The Fraser government turn-around, on the other

hand, while no doubt charactetízed by a Liberal Party

predilection for private entrepreneurship, can be aptly

described aS an expression of economism in an acute economic

downturn which reflected the post-L973 gIobal recession.

The Fraser 'Open Door'

The question of whether the Liberal/NCP coalition government

(hereafter, "Coalition") elected in 7975 revised the policy

stance constraining foreign investment in Australia is

confused by two circumstances: 1) the Coalition's position

encapsulated in the Treasurer's statement of 1 April L976

pledges f idelity to the princj-p1es of the whitlam

government, s screening proceduresrl3B and 2l the Vlhitlam

Government's legacY despi-te adminlstration of more

formalized screening procedures is mixed. While it is true

that overall investment declined (and this may be

attributable to factors other than policy impact), it is

also true that investment in fuel minerals steadily

increased.

The Coä1iti-on Treasurer's statement

was not altogether vacuous. Dur j-ng the

referred

Fraser

to above

government



Elaine McCoy Chapter 4 -287 -

years LgTg-LgB2, for example, all new minerals projects

followed the 50t equity rule. If the Coalition's expressed

position on forei-gn investment can be taken at face value,

that government, too, resolved to enforce regulation

procedures for foreign investment proposals. Regarding the

Whitlam legacy, Tables 4.9 and 4.10 suggest that foreign

ownership !.¡as differentially accelerated in minerals during

the Labour government of L972-L975, and foreign control grew

in other minerals sectors-

Table 4.9
Foreign ownership in Australian Minerals sectors

L97 L-L97 5

Mincrcl Seclot I97t-2 r972-J I97J-4 r971-5

Bauxite
Coppcr
Iron ore
Mineral sands
Nickel-
Si lver-lead-zinc
Tin
Black Coal
Perroleum
Natural gas

Uranium

67.7
52.7
59.9
56.7
56.8
52.O

n.2
33.0
n.a.
n.e.
n.a.

68.0
5t.2
6t.l
47.6
t5.6
n.a.
3,t.6
39.0
6t.0
65.7
23.0

n.a.
n.a.
57.6
39.6
n,a.
{8. I

34.2
53.4

58.0

23.0

n.a.
n.a.
55. I
37.3
n.a.
{9.3
37.3
62.1

b55.8b

23.O

Sou¡<t: f),onald W. Barnett, Minaak and Enetgy in AusÚalia (Sydney: Casscll
Âusualia, 1979), p. 293.

(a) Foreignownershipismeasuredastheproportionofvalueaddedatuibutableto
foreign equity holders.

(b) Includes brown coal rhat is 100 per cent Australian owned.

(Source: David L. Anderson, Forei Control in the Mini
Sector: Co risons of Austral an Cana an Ex ence
c erra: Centre or Resource andE nvrronmen tal Stu ICS,

CRES Monograph 10, 19831, Table 10, P. 771

The increase in foreign investment in minerals is mixed
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in different minerals sectors, but in the energy-important

sector of coal, there is a remarkable increase of nearly 30

percentage points, from the LTTL-L972 register of 33.08 to

the L974-Lg75 register of 62.L2. TabIe 4.1-0 shows steady

rates of increase in all minerals categories for foreign

control during the Whitlam Years'

TabIe 4 - l-0
Foreign conLrol in Australian Minerals sectors

i?li:l?'.? . .

Yca¡ Melalic Míne¡ak FueI Minerck Othc¡ Minctak All Mining

r 963
tgar
1965
r966
r967
1968
t97l-2
t972-3
t974-5

53.6
52.8
57.7
62.1

&.9
68.8
52.8
54.2
56.4

15.5
t 8.{
25.5
28.7
32.s
39.7
æ.2
?t.4
74.5

t9.2
t9.7
25.1
27.5
28.5
28.6
5.!
9.5

t2.6

36.8
39. r

44.6
49.8
s2.9
58. I

55.0
57.7
æ.2

Source: Donald W. Barnet¡, Mincruls and Enctgy in A ustralia (Sydney: Cassell

Ausualia, 1979), p. 23{.

(a) The Aust¡
operation i
ownership
25 per cent
interst in the venture'

(Source: David L. Anderson' Forei Control in the Mini
Sector: Co risons of Austral an and Can anE r ence

rra: n re or Resource and Env ronmenta st s,
CRES MonograPh l0 ' 19831, Table LL, P- 7B)

An important institutional expression of the

coalition's posture toward foreign investment was the

creation of the Foreign Investment Review Board (FIRB) in

L976. That Board replaced the Foreign Investment Advisory

committee and was charged with investigating proposals for

foreign investment under guidelines roughly consistent with

the whitlam government's guidlines. changes included a drop
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in the 10ot Australian equity rule for uranium to 759

AustraLian equity for projects not already in production'

and a loosening of the 50/50 rule to allow the ratios of

Australian equity and voting to be achieved progressively

rather than constituting an immediate threshold criteria for

approval of proposals. l'lcCol1 reports that during the years

Lgl6-L}BL, of some 5,750 proposal reviewed by the Foreign

Investment Review Board for approval, fewer than 2z were

rejected.L3T The Board was also charged with expanded public

relations functions in the formal explicatj-on of its

functions by the Treasurer, Mr. Phillip Lynch-138 rhi" htas

in keeping with the coalition's ideas about the importance

of investment inducement, as opposed to control, and

demonstrates the supply-side concerns opperating with regard

to foreign investment. More j-nterestingly, the FIRB enjoyed

a revised administrative status in so far as it was not a

dependent inter-departmental committee, as its predecessor

had been, but a quasi-i-ndependent board.139 The FIRB is

staffed with three people (although an upper limit of five

is possible), two of whom are usually retired business

executives, and an Executive Member who heads the Board's

secretariat. This insti-tutional effort to boost business

confidence follows the economism of supply-side inducement

and provides not so much an "open door" as "bed and

breakfast" for overseas investors.

of the FIRB l-n

the Coalition
What

terms of

AS interesting about the

discussion at hand

evolution

is thatthe
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government clearly was able to strengthen its administrative

position regarding investment following the regulatory

mechanisms which had been set up under Whitlam. But the

exercise of government discretion has been anything but an

expression of increasing relative autonomy of the state

regarding business interests, in the case of the FIRB. The

strength of the government's position has not led to

increased mediation of class concerns regarding, in this

case, the future of Australia's national resources. Rather'

the strength of the government'S administrative apparatus

and discretionary position regarding foreign investment is

predj-cated upon decreased autonomy which is, itself ' a

result of economic crisis.

The evolution of the FIRB is a good expression of the

economism of a small open economy like Australia in the

manner in which it meets the three definitional criteria for

economism: repudiation of conflict (the "bipartisan

approach" in minerals Politics); the reduction of politics

to economics (supply-inducement as opposed to

suppty-control) ; and the institutionalization of economistic

polÍcymaking (viz., the FIRB).

The actual levels of foreign investment under the

Fraser government are somewhat difficult to assess since the

Coalition in June Lg78 directed the Australi-an Bureau of

Statistics (ABS) to cease collection and publication of data

on foreign ownership.140 Nevertheless, there exists prima
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facie evidence to support both the acceleration of mining

and general foreign investment after Whitlam and to support

the relaxation of threshold measures for the foreign

interest/national interest cri-teria used in screeningl

proposals for takeovers-141

Regarding the first set of evidence, Tables 4.LL and

in foreign4.L2 for the Fraser years indicate that increases

accelerated significantly, and that they remain

the minerals sectors.

investment

focussed in
Tab1e 4.LL

Foreign Investment Proposals in Australia'
Total Expected Investment in $A million,

..:'.'.1:i?::..

197G77', l9?7-78 1978-79 l9?9-80 l9tt0-8¡ lgtll-82

A¡r¡rroved tr'ith<¡ut
C¡¡ndirions

Cond i ti<rnal ly A¡rpr<rvcrl
T<rtal Approrrd
Rejectd
T<¡tal Decided

2.3.10
r.263
t.m5

56

3.659

783
2.208
2.991

il
:r.002

t.108
2..t I J
3.521

352

3.87J

t.4s9
-t.569

5.808

488

6.296

l.5tlf¡
f¡.0llJ
6.6t8

510

7.¡28

2.02t
1.42(i
Í¡.'l'{ 7

I filì

5.(i I 3

S<rurce: F'<rreign lnves¡mettl Rtlicw B<¡artl. tQlQ tleþo¡l 1(lrrrlrrra: Australiart
Gowrnment Publishing .Sen'ice. I 9821. p.82.

(al Apríl l9?6 to Jun<' 1977.

(Source: David L. Anderson, Forei n Control in the Minin
Sector: Co risons of Austra ana ana n er ence
c rra: n re or Resource an Env ronmenta ud res,

CRES Monograph 10, 19831, Table L6, p. L24l

Not only

they are

are, projects focused in

heavily weighted in new

the minerals sectors, but

businesses (mines) rather
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than in existing mines (Tab1e 4'L2l

-292-

Table 4.I2

L97 6-L982

t976-77
$m

t977-78
fm

r978-79
lm

l 979-80 1980-81
lm

I98t-82
$mtm %%a

\cquisitions
llew Busincsses
\ll Pro¡xrsals

65 ¡.0
2, r 76.0
2,827.0

60.0
96.5
78.5

N/A
r,073.5

N/A
59. I
N/A

396.5
7r5.5

I, l 12.0

l,233.0
t,372.4
2,æ5.4

590.6
r,532.0
2,t22.6

17.7
72.3
39.0N/Â

2t.7
{8.8
31.6

827.4
2,384.7
3,212.1

34.8
69.6
55.3

30.9
52.3
39.,f

iource: llcrived from Foreign Inves(men( Review Board, AnnualReport (Canbcrra; Australian Government Publishing Service, various

.t'ars).

a) Mineral exploration and development expected expcndirure as a percentage o( total ex¡xcted expenditures across all secr<¡rs of the

economy.

(Source: David L . Anderson' Forer n Control in the Min
Sector: Co arisons of Austra ana anad an r nce

c rra: Centre or Resource a Env ronmenta S ud êSr

CRES MonograPh 10 ' 19831 , Tabte L7, P- L25l

The second set of evidence relates to the relaxation of

criteria defining a foreign interest/national interest test

during the Fraser years. In the first place, while employing

the 50/50 rule for equity and voting aLlows those companies

meeting the rule virtually automatic approval for proposals'

it is not the case that failure to meet the rule brings

rejection of the proposal. A proposal not blatantly contrary

to national interest and promising progress toward the 509

equity mark prior to commercial production woul-d bring

approval in most cases .L42 There also existed under the

Fraser government a flexibility of guidelines particulary

regulating uranium mining. As noted above' the 1009
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Australian ownership rule which existed during the Whitlam

years hras dropped to 752 in the Coalition government years.

There was also an elimj-nation of review for expansion

proposals for ongoing mines given that expansions were for

ongoing operations and not seeking to establish nehr

ventures. Further relaxation came in general minerals

Sectors mining, where a f lexible rule \^tas introduced by

Fraser allowing companies that were 252 Australian owned to

gain approval if they promised to move toward 513 equity

ownership. Approval allowed expansion and movement into

joint ventures with fu1ly Australian firms or other firms

possessinq such a transitional status (termed

"natural j-zing" ) .

The flexibility and discretion introduced by the Fraser

government was designed to foster a good investment climate

for foreign funds. The benefits of such a congeniaL climate

would be development stimuli and national credibility

vis-a-vis international investment capital. The diseconomies

of Such a position are many and much discussed and can only

be briefly summarized here. The absorption of Australian

labour, capital and resources aS part of the flow of foreign

investment has obviously diverted the use of Australj-an

national resources from alternative projects .L43 Harnessing

and.taming foreign investment may or may not be futile' but

it is certainly the case that governments expend time,

attention, money and national commitment in their efforts to

deal with the massive amounts of capital inflow which can
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threaten to destabilize a domestic economy. Even a defensive

posture toward foreign investment deflects decision makers

from alternative social and political projects. Thus the

very incidence of foreign i-nvestment has the potential to

preempt many other national concerns.

At a more concrete level, the absorption of domestic

capital and credit is substantial. It is reported that in

the days prj-or to the Whitlam regulation, foreign mining

j-nvestors raised more than $4620 million in loans and $4670

million in equity in Austra]ia.L44 It has also been the case

that Australian equity capital has yielded relatively

uneconomic returns. Since Australian capital subscribes Iate

in the development process for ventures, it receives lower

returns on equJ-ty subscriptions than foreign investors who

subscribe early and hence are possibly contributing to

diseconomy in a misallocation of indigenous capital
L45 _. _1^_resources.-.- There 1s also the problem of transfer pricing,

which cannot be dealt with at length here, but which implies

that pricing policies controlled by absent capital have

devalued the received money value of resources to a greater

extent than what might be experienced in smaller and less

efficient mining operations which, íf fully national, might

be more canny in the marketplace. Finally there is the

general national demoralization which dependent

accommodation brings through relíance on supply-side

inducement of foreign investment.
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This focus upon Australian policy toward foreign

investment has been chosen as one example of an economistic

policy orientation consistent with the characterizatj-on of

the Australian economy presented in the previous chapter.

Domestic policymaking also mirrored the trend toward

disciplinary economic policies similar to those described in

both the United States and Britai-n, and it is certainly the

Coalition government which would provide the best examples

of such policies.

The trajectory of increased disciplj-ne; decreased state

autonomy; centralization of the inflation problem as key to

all economic þroblems and its use as a reduction away from

politcs; and the decision to jettison employment strategies

have been as much a part of Australian policy making as in

the comparison natj-ons. In choosing the foreign investment

example I want to indicate that the supply-orientation in

policymaking, whether domestic or international, has usurped

po1itJ-ca1 debate in such a hray as to empower the capitalist

state but only in a manner predicated on decreased state

autonomy. This is neither paradox nor irony, but a graphic

disptay of the manner in which contradictions inherent in

the economic production of the capitalist system determine

the character of the capltalist state in times of economic

crisis.
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Conclusion

The three empirical chapters which have been presented here

at the outset have provided profj-Ies of global and national

economic crises, and key examples of national policy

responses to crj-sis. We find increasing coincidence of

periodicity in economic patterns and ideological convergence

ii policy responses. I have suggested that these empirical

observations present a strong case against the notion of the

independence of government policies and hence against the

idea of the capitalist state as evolving away from cfass

control in times of crisis. State autonomy, from the

empi-rica1 observati-on, decreases in times of economic crisis

in the three comparative national cases under study. This is

the case in spite of very different histories, sizes of

national economies, and Iocation vis-à-vis the international

market. The comparative nations are also structured in Very

different ways and exhibit different kinds of political

constitutions. Nevertheless, they display a congruence of

economic and political development which can reasonably be

attributed to the capitalist character of their respectJ-ve

systems and to the context of economic crisis which reached

global proportions by the late 1960s. Part II of this thesis

wiLl explore the theoretical arguments opposing the notion

of relative state autonomy.
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Footnotes
1rh" task of determining the correct leve1 of direct

proletarian involvement in tñe revolution and its aftermath
occupies much of the writing and debates from the turn of
the õentury to the twenties- in revolutionary Russia. For
Lenin, thè argument against the Economists and German
revisionists próvides him an opportunity to formulate a

theory of tñe correct leve1 of involvement of the
proletariat according to its capacity to overcome trade
ùnion consciousness. The earliest statement is found in the
Lgo2 pamphlet, what Is To be Done? which criticises the
spontäneity offfi ersr movement for its
vülnerabifity to bourgeois ideology. It is to this weakness
that the failure of a European revotutionary situation is
attributed by Lenin. That the title of the pamphlet echoes
Chernyshevskt' s novel about the famous Russian
revolütio.r.ri"" of the seventies is an i-ndication of the
extent t
organizat
exists t'o
ideologic
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Situati-on
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reduction to economics wou Id be an indication of
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Rather they should be considered "schools of admi
schools of management, schools o f Communísmt'.

In One Ste Forward Two ste s Back which
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ew that any
revisionist

politics.
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summarized
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be employed to exP loit the historic j-mPetus
7 bourgeois/democr atic revolution in Russia,
the role of the proletariat. Leni

onist views are most clearly spelled out:

nan
of

and
n's

...the opponents of Economism did not forget the
economic-êtruggle; but they \^rere able simultaneously to
present the uigent and immediate political tasks in
Lfreir full scoþe, and to oppose the transformation of
the party of the workers into an 'economj-c' appendage
of the bourgeoisj-e.

...The Social democrat who debases
political struggle becomes transfo
of the people into a trade union s
Democrat who debases the ProIe
democratic bourgeois revolutionbec
a leader of the PeoPle's revolutio

the tasks of the
rmed from a tribune
ecretary. The Social
tarian tasks in a
omes transformed from
n into a mere leader

of a free trade union. [emphasis added] '
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The definition of economism used in the present
analysis j-s derived from Lenin's formulation but is adapted
to añ examination of capitalist rather than proletarian
behavior. The focus is upon the reduction of historical
possibitities which the constraints of an economistic
þerspecti-ve brings about. In the present analysis, economism
is cónsidered a behavioural expression of actually reduced
historical possibilities inherent in a circumstance of
crisis rather than as mere ideology. It is symptomatlc of
actual crisis and a species of crisis-mentality.
Policymakers interact with a given circumstance of crisis in
a manñer which deepens that crisis rather than "managing" it
when they effect economistic policies. This chapter examines
the claims that economism can be exhibited by a class other
than the proletariate, and. that the terms of economism are
applicabtã in policy analysis. The concept provides a rich
anãtyticat focus aná is especially useful in comparative
studies.

2n"t"r Clarkr "Product
Are They RealIy Improving?".
Activity,1

ivity and Profits in the 1980's:
Brookings Papers On Economic

(1984), p. 133, see figure 3, P. L57 -
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6A*"ric"n presidentíal election results for the period
are as follows:

Table 4.a
Presidentiat Election Resu1ts, US

1968-1980
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R D R D R D R
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L97 6 19801968 L972

poputar 42.7 I ll-+ 37 's ¡ 60'7 50'1 / 48'o 4L'0 / 50'7
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(New york: Random House ' L9721 ¡ Philip
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17S.. , for example Kevj-n Phitlips. op' cit'
1Bch"pt.r 6 Annex: Comparative Historical Figures,

7967-LgB2, The United States, the United Kingdom, Australia.
section l: country Figures for the united states, Figure
3.1-' and accompanying statistical table.

19tbid,. Figure 6.2' .

2ou.s. Bureau of the census,
the United States: 1985. l-05th edi
t-98 4, tables n. 6 3, and no. 680 through no. 687, PP.
and 406 409 resPectivelY, and, Hal Sider, "UnemPloYment
and Duration Incidence: 1968-l-982", American Economic Review
(June 1-985), p. 46L especially table 3, p. 469.



Fl'laine Mr:Cow

2rpt.

Pol itical

Chapter 4

Kalecki, "Political Aspects of Ful1
Quarterly (October/December L943)r P.

-302-

EmpIoyment",
333.

long-run Philtips curve onto the preference structure' When

thaL is done three possibilities can be demonstrated: 1) no
discount allowed by planners to differentiate future and
present generationã regarding recource allocation and simply
ãtigning the Phillips curve tangential to the aggregate
votíng iunction; (tñis is termed the "golden rule policy" 'point G in the figure below); 2) the opposite ca!9, where
ãccomodation is cómplete and policy is infinitely discounted
or behaves in what is termed i'purely myopic" fashion (point
M on the figure below; 3) an intermediate case where a

position between tong and short-run trade-offs establishes
ãn optimum termed the "general welfare optimum" (point W on
the iigut" below). Long-run choices in democratic systems
are then modelled and Lhere is a demonstration of geometric
bias toward possibilitY 2l above.

22w.o. Nordhaus, "The Politj-ca1 Business CycIe", Review
of Economic studies 42/L30 (April 1-975\ p. L69. For a

detailed discussion o f. the quantitative method see, W.D.
FoundationNordhaus, "The Political Business Cyc fe", CowÌes

Discussion Pa r No. 333 (APril L972') , a or ma ma ca
representation o ree poss ibilities of hYPothetical
responses of Planners to e stablish optimal levels of
unemployment and inflation as a medium term strategY for a

mixed economy, see PP. L75 L77 , equations l-0 16M. The
criteria for oPtimalitY are social welfare functions der ived
from an observed aggregate vo ting function which rePresents
preferences over time and is "wel1 behaved" (i.e, consistent
with the model's exPectat ions about the regularitY of
aggregate voting functions over time). The method is to
chart the aggregate voting funct ion which is synonymous with
the social welfare function and to then super impose a

Figure 4.b
Ttre Nordhaus Model
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Kingdom, 1B6L - L957", Economica , 25 (November 1958)r P. 283.
The Phillips curve is a relationship between unemployment
and inflation expressed within wage settlements: at higher
unemployment , \À/age rates are settled fower, and at low
unemþtoyment wage rates tend to higher settlement: \^/ = f (u) ,
where w is the wage rate and u is unemployment; the
relationship is inverse, and So govrenment attempts to
accomplish both futl employment and low inflation are
incompatible. For an early application to US data see Paul
A. Samuelson and Robert M. Solo, "AnalyticaI Aspects of
Anti-Inf lation PolicY", American Economic Review (May l-960)2

as cited in,
Sidney V'leintrau
Crisis (Sidney:

b, Ca italism's Inflation and Unem 1o nt
son-Wes fey ' , p. 207.

24rh" Marxian notion of a reserve army of the
unemployed refers to an industrial proletariat which is
pofiticã1ly and marginalJ.y disenfranchised within capitalism
and whose centraL characteristic, thereforer is
vulnerability to economic exploitation. When the proletariat
is dichotomized into employed/unemploYed, the latter group
is used to threaten the former and thereby induce' l-) lower
\^/age rates, ât 2l the same or longer hours, therby inducing
3) higher producti-vity, and an 4) increased rate of
exploiLation which 5) supports or maintains desired l-eveIs
of profit. The political ramifications of the reserve army
thesis are that with a fractured labour force of the type
described immediately above, 6) capitatists retain
superordinant control of the the state and 7l will not
jeopardize class dominance with government policies which
uttimately undermine it. See Robert D. Cherry,
Macroeconomics (Sydney: Addison-Wes1"y, l-980)' pp. 33-37.
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25Po, the imPact of this cYcle
of funding the reserve army see
Richard Cloward, oP- cit.

from the
Francis

-3 04-

point of view
Fox Piven and

26S". the work of Thorsten Veblen, w.c. l"litchetl and

Gunnar Myrdal fOr examples of institutionalist economics'

27Eot a critique of political primacy in Kalecki's work
with ""- i*pficit cr'itique- of the Nordhaus adaption see R'
Boddy and J. Crotty, "Class Conflict and Macro-Po1icy" r oP'
cit.

2BNordhausr oP.

rbid.

cit. , p. L69.

29

30o., the American productivity problem see t for
example, Brian Booth and Donato Alvarez, "ProductivitY
Trends in Manufacturing at Home and Abroad", Monthl Labour
Review, I07 / 1 (JanuarY L9B4)t P. 52¡ S. Bow êSr

Þroa-tivitY Process in a Competitive Economy: VÙalrasian '
Neo-Hobbesian, and Marx ian Models", American Economr c

Review, 75/ 1 (March l-985)r P. L6¡ }4ichael R. DarbY' "The U.S.
Þro¿uctivitY Slowdown: A Case of Statistical Myopia",
American Economic Review, 74 3 (June I9B4lt P- 301-; I4yron/

ofl r orpora ureaucracy t ProductivitY Ga j-n 
' and

D istribution of Revenue in U'S' Manuf acturing , L947-7'7" ,

Journal of Post-K esian Economics ' 4/ 4 (Summer 1982), P.
83; A r Rees, mprov ng ProductivitY Measurement",

American Economic Review' 7 0/2 (May 1980)r P. 340; and J.
a Ilì ¡ r uc v yS lowdown", Federal Rese rve Bank o

St. Louis Review, 6L/ 9 (SePtember 1-9 t P.

3lK"rI Marx and Frederick EngeIs. The German rdeolggy.,
Parts I and III (New York: Internátiona '
;. 4L for a definition of the "general j-nterest" of the
ruling c1ass.

32Nordhaus,

33rbi¿., p.

op. cit., PP. L69-L70-

L72. Inflation aversion
issues: "infIation may
inflation leads to i

is assumed to be

"It should be stressed
the economy is extremelY

describe. "

based uþõñ three cause balance of
payment Problems '

nefficient resource
a1 Iocation, and inftation int roduces an arbitrary
redistribution of income", and the incidence is derived from
survey research. See Gerald Kramer, "Short-Term Flucuations
in US Voting Behavior, 1896-L964" ' American PoliticaI
Science Review 65 (L97L)r P. 133 as cite dl- n Nordhaus.

f

34r¡id, referring to voters:
that igiorããce of the structure of
important for the behavior we

35tnid., p. L74-
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Burnhamr op. cj-t..

Nordhausr op. cit., p.

rbid.

L82.

rbid.
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36

37

3B

39

40

L871, and
the Tories

rbid.
4lNordhaus' method is to observenine countries using

annual- economic data over the period L947-L972 as well as
electoral results. The countries inctuded j-n the analysis
are: Australia, Canadar France, Germany, Japan, New Zealandt
Sweden, United Kingdom and the United States- À
non-parametric test is run for each country using the
hypothesis: "During an electoral period of length 0, the
employment rate should rise in the first 0/2 years and fall
in the second O/2 years," (p. 1-85) The results which impinge
upon the present thesis are that for Australia and the UK a
political business cycle is implausible (p. 187) - For the
United States a political business cycle is "very marked".
The political business cycle is especially apparent for the
US in the f948, L952 and 1956 elections. From the L964
election, when unemptoyment was fa1litg, to the 1-968
election, after which it rose sharply and then fel'I just
before the L972 election, support for the hypothesis holds.
Where it did not hold, in the l-960 and 1968 elections' the
incumbents lost the election.

For the UK, the eLections after L970 and before 1959
(inctuding l-955) indicate a somewhat approximate political
business cycle but 1951-, 1964 and L966 represent only weak
correspondence to the theory. Nordhaus speculates that for
the UK, before the devaluation of the pound in 1967 ' the
balance of payments position was so bad that policy
considerations to provide balance of payments stimulus might
have overwhelmed alI other considerations. ("In the l-950's
and early l-960's the Treasury behaved like a simple
Pavlovian dog responding to two main stimuli: one is 'a run
on reserves'and the other is 5r000r000 unemployedr" tp-

qu

owever, t bal-ance of payments intrusion exPlains
only one "perverse relation (post 1955) " and fails to
provide an explanation for pre-1950, post-1959, and pre-l970
events, although in the 1950 election the resul-t was very
close and in the 1970 election incumbency was lost-

42lnia. r p. 189: "The pranning framework forces
governmêãE-to set down their policy and negotiate this
policy with the opposition, with labour and management, and
perhaps other interest groups. It would be very difficult
for a government to persuade other interest qroups to accept

oti-ng from Samuet Brittan, The Treasury Under
L95L-L964 [New York: Pe]ican, L9641 ) . He notes'
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deliberately projects a political business
myopic decision ruIes. "

Nixon Agonlstes (New York: Random

43 Ibid., p. 18B.
LÁ,"Robert P. Keller and Ann Mary May, I'The Presidential

Political Business Cycle", Journal of Economic Historyr 44/2
(June L7BA) p. 265. Á replication of the Nordhaus study has
êxamined the- specific caËe of the L972 election in the
United States. Robert Keller and Mary May shift ground in
their study because they believe that the existence of
pre-electión booms and post-electi-on slumps explains little
ã¡out the intentions of government economic policy, and may
be confined õnIy to explanation about the coincidence of
boom-stump pattérns with electoral cycles. They undertake an
in-depth õaãe study of the L972 Nixon political business
cycIe. Interestingfy, the study devolves to a psychological
eiamination of the þresidential character in the political
business cycIe. An earlier study by Edward Tufte' The
PoIiticaI Control of the Economy IPrinceton: Princeton

ttemPted an. enlarged
institionãl analysis, but the particular replication of
Keller and May has the virtue of specifying political
economic activity outsj-de the sterile analysis of purely
economic modelliñg. AIso, interestingly, the one preferred
remedy rejected by Nordhaus on the grounds of
anti-ãemocrãtic bj-as èeems to have been taken up by Nixon in
the actual mechanism of economic manipulatj-on for
politically opportunistic ends, in the Keller/May study.
inut is, N-ixon-,s use of the Federal Reserve system, and his
appointment of Arthur Burns in particular, fits Nordhaus'
räme¿y which uses a monetary authority presumably removed
from lhe "sirens of partisan politics" to establish a
counter-cyclical discipline. But in the case of Nixon and
Burns, crónyism seems to have replaced seduction'

45Nordhaus, op. cit. ' P. LB7 -

46- r rri----- -E !L^ -^1.iri^-'l È=-For a general critique of the politj-cal_.business
cycle which piovides a useful notation of the literature
sùrrounding Lfre concept see Peter D. McCIeIIand, discussant'
whose commentary is aþpended to Keller and May, op' cit',
pp. 273-276.

47='passim, note B.

4Bx..ri., Philips,
House, L974) .

49_'-Lowir oP. cit.
50S"" Susannah Calkins and Richard Nathan,

of Revenue Sharing", in Robert L. Peabody (ed. ) 'American Politics (New York: Praeger, L9761, pp'

ttThe
Case s

Story

LL-43.
/n
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slHugh Rockof f , Drastic Measures: a Histor of Wa e and

Price Controls in the Un t States ( SydneY: c r e

Univers itv ress r 1 202. Th IS sect ion of the present
lVar " in

in Four
(1981)r P.

of the five
that their

favour of
op. cit.

work relies u
Chapter 7, PP

54s." Hugh Roc
Wartj-me Periods" ' J

62got alternative ana1Y
Dornbusch and O- Blanchard,

Britain, the Uni
Order", Internat
355; and D. u

pon Roc discussion of "Vietnam
200-233.

B4l , P.
koff's

52rh" Cost of Living Council - i-s comprised of:
secretaries of Treasury, egËicuii"t", Commerce, Labourr âDd

Health, Education, and Welf
director of the Office of Mana
Chair of the Counci-I of Econom
the Office of EmergencY Pr
assistant to the President for
the Cost of Living Council as
version of the National Secuiity Council" (p . L21) ' . - Rockoff
reports that it !'/as the cost of Liviñg Council which
provided the ovã.afI policy guidlines^at cabinet leveI (p'
ãõai. i¡ia., and Lowi, op' cit', p' L2L'

53rh" ceiling price $las defined as a price which had

prevailed for 10t-of transactions taking place in the thirty
days immeaiatãiy 

-preceaing the - fteeze; with minimal-

adjustments ¡einô *äa" for éeasonal products: Ibid', p' 205'

koff, "Price and Wage Controls
ournal of Economic HistorY, 4L

38r-.
55_. . .rDl-ct.r P- 208.

uu*t .eports that on 22 March L972' four
labour member-s resigned and Rockof f notes
iãiign"tions were due to perceived - bias in
management. l,o*i, op. cit', p' L22' and Rockoff '

571,o*i r oP - cit. , P' L23 '
58S". Rockoffr oP' cit', P' 2L3'

59tbid., p. zLL.
6orbid., p. 2L3

6lHerbert Stein,
Economic Poli From Rooseve t to Rea an
Yor S mon an Sc uster, L9 espec al- vpp

Presidential Economics: The Maki of
Be New

-2 7.

Europe", Banca Nazionale del Lavoro QuarterIY
(March)¡ p. ur n, e emon S

ted States ' and the International Economlc

ses on the US deficit se

"U.S. Deficits, the Dollar
Revrehl,
emma:

e Recen t US Trade
erve Bank

e R.
and
L48

Great

]-9B412 P.
Deficit
of St.

ional O anization, 38/2 ( Spring
f

No Cause for Panic",
.Wo

Federal Res
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Review | 60/ 4 (ApriJ- 1978) p. 2.
63st"irrr op. cit., p. L7I- L76 and for precedent

defj-nitions of Anrerican Xeynesianism from Truman to Kennedy
see David A. GoId, "The Rise and Decline of the Keynesian
CoaIition", Kapital j-state, 6 (Fa11 L977l,, p- L29-

64st"irrr op. cit., p. L7g.
65S". Cherry, op. cit., Chapters L7 and 18, pp-

339-374. For implicatîõñs regarding a class analysis see
David M. Kotz, 'rMonopoly, Inf lation and Economic Crisis",
Review of Radical Economics, L4/4 (Winter L9B2lI P. L

66 Steinr op. cit., Chapter 6, pp. 209-233.
67_"'For a good case study examining Carter's coalition

building problems at close range and within government' see
David. M. Stevens, "President Carter, the Congress, and the
NEA: Creating the Department of Education", PoI itical
Science Quarterly, 9B/3 (FaIl 1983)r P. 403.

6Scerald Ford was perceived as stightly funny but
j-ncredibly dul1 by Americans. A political commentator has
said of Ford, "He lvas a figure destined to afflict
school-children yet unborn with the problem of whether it
!.¡aS he or Martin Van Buren who started the French and Indian
Wars": quoted in, Fred Siegel. "The Reagan 'Revolution':
l-978-1981, RIP", Telos 60 (Summer L9B4).r p. L25 -

69St.ph"., Woolcock, "The Economic Policies of
Carter Administration", in M. Glenn Abernathy, Dilys M.
and Phil WilIiams,
Policy Making (New

The Carter Years: The President
York: St. Martint s Press t L9821 , pp.

35-53, p. 2L7.
7or¡id., p.
71s". , for

of 1980: Reports
Chatham House, 19Bl).

72st.in, p cit., pp. 222-223. For
American version of Keynesianj-sm as
recognition of Keynes's "inherent f 1ar,rr",
Chase, "Keynes and US Keynesianism: A
Perspective and the Decline of the New
of Economic Issues, 9/3 (September L97512 p. 44L.

73s,r.rdqrist, op.
74tbid,.', p. 5Bo.
75rbid., p. 583.

the
Hilt

and

50-52.

example, Gerald Pomper.e! al..
and Interpretations (Chatham,

The Election
New Jersey:

an explanation of the
"fine-tuning" and
see also Richard X.

Lack of Hi-storical
Economics", Journal

cj-t., p. 578.
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Review, 63/ 5 (May 1981)lP. 18.

7l_ rrr,.lames fobin, "Stabili
Brookings Papers on Economic
36. See also, Martin Neal Ba
Private Economic Behvaior",
Activity, 1 (1978) P. 11.

zati-on PoIicY Ten Years
Activity, l (1980)r P-

ilyr "stabilization Po
Brookings PaPers on
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After",
19, p.

Iicy and
Economic

7B See, for example, BailY. 'Ibid-.
79CoIin Leys, Po1 itics an Introduction

(London:Heinemann Educational Boo S¡ 9B rP.

B0fo. a discussion of the National Efficiency movement
of the earl
Efficiency

y 1960's see G.R.Searle' The uest for National
(Berkley: Univer sity of Ca orn a Press, 97L\

as referred
national ef
American ad
a change
emphasis u
governmenta
po t icymakin
other depar
modernizing
miltary per
bias of the

to in Ibid¡ P .31. The criteria for renewed
ficiency caIled for at the time and echoeing such
vice as found in the L974 Hudson Repor t were: 1)
of attitudes; 2l educational reform with an
pon science and technologY; 3) inst itutional
1 efficiency; 4) reducing Treasury's hold on
g and stimulating greater PoIicy dynamism within
tments of government; and 5 ) provisions for
recruitment and Promotion of civ iI service and

sonnel in an attemPt to break the upper class
se sociaL insti-tuti-ons and draw from a w ider pool

of national talent. The last of these is the beginnings of a

"human capital" argument which has surfaced in the 1980s'

Blu.e. Br
Politics of Un
espec a Y p rS X¡ Br ta in's International Decline",
pp. L32-L73.

B2rbid.,

B3 r¡id. , p. 153 .

B4For further discussion of the problem of sterling
credibility see S. Strange'
(London: Oxford UniversitY Pr
in lbid., pJ 155. The loss
steilîng was a consequence of
of devaluations following the
Such a scenario imPlied con

Ster I i and British PoIi
ess, L97L r âs used extens ve Iy

ett. The Wor1d Econo Since the War: The
even DeveI ment ondon: Macm 11an, ,

pp. 132-133.

of currency credibilitY for
a scenario containing a series
collapse of Bretton Woods.

siderable losses to overseas



holders of sterling balances and would motj-vate them to move

àut of sterling "ttá into other currencies in an effort to
forestall greaÉer losses. The Basle Agreement of l-968 was

negotiated to prevent the actualization of such a scenerio'
under the Agreäment, Britain promised-to maintain the dollar
value of sterling in the èvent of further deval-uation
through a standby credit to Britain'

B5rh" present work, Chapter 3 Annex' Table 3'9'
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86s.", for examPre, s. Polr
British EconomY, L9L4-L980' 3rd'
1983).

B7 Pol itical stem:
Government and S

Ian Budge' et aI. ,
i

The New British
ocae t n 1 s (Lo n: Longman' I

9rh" yearly rates of worki ng days lost in strikes are,
lions of daYs z L964, 2-3¡ 1965, 2.9¡ L966' 2.4¡ L967 |

968, 4.7¡ L969, 6-B for the Labour Years. From L970 to
he rates $¡ere z 1970, 11-0; L97L, L3.6¡ L972, 23.9¡
7.2¡ 1 974, L4.7. These figures are derived from the

Di est of Statistics (CSO, London) , and are
conta nI .t r e , P. 75'

90 Ibid., p. 80.

BB"S"Isdon Man" is the labeI which Harold wilson
affixed to Edward Heath and the political course he

represented following Heath's programme for reform
articulated at a pr"-"i".tion strategy conference held at
the Selsdon park Hotel !n Croydon in-Sanuary L970. He said'
,,Selsdon t"tan i= designing a system of society for the
ruthless and the pushlng, the uncaring his message to
the rest is: ryou-'re oul on your own"" Quoted in Leys ' oP',

cit., p. 79.

ard, The Devlo nt of the
Edít on LO on: Arno ,

p.

I
in mil
2.8¡ 1
L914 t
L973,
Monthl

91rh. present work, Chapter 3 Annex, Table 6'10'
92rh. Bullock commission- See,

Leys r op. c j-t. , P. 85 .

93th. repetition of the debt farlacy was a response to
the contradiction of an escalat
make good on the Promise of a
progrãmme. As usual, the sPendi
through foreign borrowing. Bre
Ievel of borrowing was t'3 bill
lgldi t A.g bi1lión in Ig75; and ÉL4.2 bi11ion in L976! rhe
sequence of debt-entrapment woked like this: 1) funds
allowed spendi-ng and wages to increase; 2) at the same time
the Bank of nngÍand helã sterting higher than it should have
due to access Éo foreign funds; ã) international commodity
prices were rising anã combined with the effects of the
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do1lar defcit, induced huge imported prj-ce inflation; 4l
wages anticipated inflation and raised demands to keep pace
and sustaj-n the real \^tage value; 5) the inflation rate given
these circumstances reached about 252 above that of all
industrial countriesi 6) but without productivity
improvements concurrent with the other inflation-inducing
evänts, profits continued to slide; 7) thus hyperinflation
combined with the possibility of massive bankruptcy action
to threaten to deslabi¡-1-ze the entire national economy to an
extent not acceptable in political or purely economic terms;
B) finally, government needed to exert controls in the form
of restraining wages, restraj-ning demand, and reducing
government "p"áaing. 1'ne time-buying strategy of the initial
Éorrowing meiely résulted in deferring and deepening the
problem óf the inherent contradictj-on between a weak and
ãxposed economic base (in this case exhibited in the deficit
prõ¡tem) confronted by the demands of social programme
iunding. See Brett. op. cit-' p. L62.

94th" Prime Minister
the Government's economic
and to create condition
growth can be achieved",
and Public ExPenditure' H

Service Committee, sess.
Stationary Office, 1980),
Buiter and Marcus MiIler
Fi-rst two Years", Brookin

stated, "The
strategY are

s in which
from Memoranda
ouse of common

L979-80 (Lo
pP. 3-5' as q

, I'The Thatc
cfs Papers on E

main objectives of
to reduce inflation
sustainable economic
on Economic PolicY

s Treasury and Civil
ndon: Her MajestY's
uoted in, Willem H.
her Exper j-ment: The
conomic ActivitY' 2

(l-981) , p. 315 .

95Willem H. Buiter and Marcus Mi1ler, "Changing the
Rules: Economic Consequences of the Thatcher Regime",
Brookings Papers on Economic Activity, 2 (1983).r P. 335 ' p.
306.

96rh. integrity of the data is especially sound in the
two articles wnóse iuf l cj-tatj-on is found in the j-mmediately
preceding footnotes. It appears that every effort has been
made in Lhese artÍcles to cross-reference the data and
provide very meticulous and thorough reference citations '
ine aata is corroborated through multiple sources and clear
and concise definitions are provided for crucial terms used
in explaining the British political economy of the Thatcher
government.

97n.t"t Ridde1l,
Martin Robertson, 1983) .

The Thatcher Government (Oxford:

rate
and

9B
^ ^ Þassl-m .qq-

"TñE=Eandard rate is defined as
which persists across a wide range

MiIler, op. cit. , note 3 , P- 3l-6 -

1oor." Ridde11,.op. cit. , PP-

the initial marginal
of income: Buiter

6L-64 and Ibid. ' PP-
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315-3r_8.
1o1nidd.l1, op. cit., p. 65.

102gr.rit"t and Miller (1981) , op. cit., p' 367 '
1o3rbid., p. 337.
104p"sn is expressed according to three major

components as: 1) thã change in notes .and coin plus the
salãs of the public sector to the UK private nonbank sectori
2l plus exteriral finance of the public sector; 3) plus the
.n".rg" j-n sterling lending to the public sector by the
banking system. See lbid., p- 335, note 29'

105lbid., pp. 332-337 , for a discussion of
control ffiîõñ' ¿óes not imply the state-minimalist
but provides concise technical definitions of the
monetary control in the UK-

106r¡ia. (1983), pp. 324-328, emphasizes the
which government policy' especially fiscal
interfeied with and negated the working out of
stablizers throughout the period-

107rh" brutarity is the fundamental impoverishment of
the general poulatioá. The terms of that impoverishment
coulã be expressed in the erosion of the social wage' the
increase in civil strife ¡ oE the general exposure of the
most vuLnerable members of the poputation to the capitalist
state of nature. A specific and stark picture of the
brutality can be seen in the following table from, Ibid.,
Table L2, p. 337.

Table 4.b
Unemployment Duration' UK

October 1980- October L9B2

monetary
argument

aspects of

manner rn
restraint 'Keynesian

Thousands of pcrsons

October 1982

Duration of
unentployment

(n = number of weeks)
October October

t98l

Based on
regístra-

tion
Based on

cloins1980

n32
2<ns4
4(ns8
8<ns13
13<ns26
26<ns52
n>52

Total ,unemployed

t76.4
t64.7
273.4
26t. I
452.7
333.5
40¡.¡

2,062.9

160.5
t70.7
332.0
279.7
571.6
689.5
7U.6

2,988.6

157.0
t63;l
363.6
27 t.5
537.0
612.9

I , 169.6
3,295. I

t96.0
t66.3
350.2
242.4
492.5
612.1
989.2

3,049.0

Souræz Enqloymc^t Gozcttc, vol. 9l (Fcbruary lgElr. t¡b¡c 2.E.
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10Brf the confrontation with the miners is considered
in isolation, the following table registering the declining
"cost" of Thatcherism in terms of the reduced scope and
depth of industrial action is an unfortunate truism. From
Ibid., Table L4, P. 347.

Table 4.c
Trade Union Membership and

Industrial Disputes,
L97 0-L982

Industrial disputes

Year

Union
density

(pe.rcent)'

Correcled
union

density
(percent)b

Number
of stop-
PaSes

Working
days lost

l9?0
t97 I
1972
1973
t974
1975

1976
1977

1978
1979
1980

l98l
1982

48.5
48.6
49.4
49.2
50.3
51.6

52.1

53.7
54.4
55.3
53. r

50.6
n.a.

'49.8
50.3
5r.3
50.5
51.6
53.7

55.0
56.8
s7.6
58.2
56.7

56.2
n.a.

3,906
2,228
2,497
2,873
2,922
2,282

2,0t6
2,703
2,471
2,080
I,330

I,338
1,454

10.980
t 3,55 I

23,909
7,197

14,750
6,012

3,284
10,142
9,405

29,474
I I,964

4,266
5,256

Sourccs: Union mcmbcrship and industrial dispulcs arc lcom Employment Gaz¿ttc,.vol. E9 (January l98ll. pp.

26-26. and vol. 9l (June tçAli. t¡ble ¡1.2. rnd previous issucs; cmploymcnl and uncmploymenl rlfc lrom Ecoaomíc

T¡cndt, tw.3J8 (Âugust lgEl). p. 36, and prcvious issucs.
n.r. Not rvailablc,
r, Union mcmbcrship dividcd by cmployecs ln cmploymcnl and uncmploymcnt. c¡clu<ling rchool lc¡vcrs.
b. Tradc union mcmbcrship dividcd by numbcr of pcrsons cmploycd.
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1o9tubr.4.e provides
privatization. From Riddell,

Chapter 4
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scope of
Table 9.

Tab1e 4.d
Privatization and Liberalization Since L979

:i
I'ublìc-scc,ot Actiot takat

Publics¿etot
oPdaltoü

Ac¿ion tskcn
oPcr4ltou

Tnnsport
Eriti¡h R¿il

Docl.s
Nationel Frcight
Corpondon
Co¡chc¡

Rqd<onstruction
dcign

Enapt
Cõ

Elccriciry

oil

Amcahm
Bridsh Pct¡olcum

Ai¡

Salcs of propcrtY
somc hotcls

leundrics. horrmf¡ and

Srlc of ¡h¡rcs in Associ¿tcd British Ports

S¡lc ro con¡ortiums of mnegcrs lnd cmployccs

Rcmorl of liccnsing rctrictions on long'
dist¡ncc co¡ch ¡outcs
Conmcring out to Printc corulants

Abolition of British Gæ Corpondon's mono'

ooly of Nonh Sce ges and selc to indu:try;
ài¡icrion to *ll 50 pcr ccnt sherc ín \'t/ytch

F¡¡m oilficld in Dorc¡ ¿nd oilficlds¡ glc of
¡howrooms dcbycd until kgisbtion on sfcty
is complcrc
Srncdon for gcncreúon by printc companics s
a mein businæ, vie utionel grid

S¡lc of sh¡rs in production sidc (Britoil) of
Briti:h N¡don¿l Oil C,orPondôn
S¡lc of sh¡rcs in formcr Rrdiochcmic¡l Ccn:rc

Scrics of s¡lq¡ of Govcrnmcnt shercholdings

S¡.lc of owr h¡lf thc sh¡rs in British Âcrcprcc
Convcrion of Bri¡ish AiMys to compuics

^ct 
sqtur but selc dchycd by finenci:l rcrie

uonf
Proposls to
¡omc British

injcct printc epial into et lcst
Airurys AuthorirY rirPors

Libcr¡liz¡rion of supply, inst¡ll¡tion ind main-

tcnrnc< ¡o rllow scopc for compcting supplicrs

¡ntl for thc u* of ¡hc nctwork by indcpcnrlcnt
groups (only onc liccncc grentcd - roÀtcrcury)¡

lroposals in 1983 to pcrmit slc of ¡h¡rc¡-enjing 
of monopoly for bxprcr mril ¡nd

liccnccs to pamit documcnt cxchengc

M¡in invcsrmcn¡ ro bc by privetc:cctor¡ Bill in
¡ 98t-4
Salc of ncarly h¡lf Govcrnmcn¡ ¡h¡¡c¡

S¡lc of Prcs¡cokl (rcfrigcrator:), egriculturel
tr¡ctort tn<l forklifr ¡ruck bu:in<:rri plen to

*ll off othcr subsidirric:,:uch as Jrgurr
Joint vcnrurcs (in rod end ber st<<l producrion
with GKN)¡ slc of Rcdpeth. Dormrn. Long

cngin<<ring sidc
S¡Íc of Govcrnmcnt't 24 PGr ccna fh¿rchokling
(Rcnrmcd Britirh Tcchnology Group) Srlc of
intcrcst¡ in Fcrnnri, lCL. Frircy lnrl orhcr
gfou frt
Lcgislerion in t98!-{ s¡sion ¡o conwrt to
Cmpanict 

^ct 
ttltu5 es prclud< ¡o intro'luc'

rion of prinrc ePital
tliving off ol jotrs in erchitccturel dcign,
m¡intcnencc. (õ6Por¡ rnd rchiclc rcpeir
llopct ¡o introducc printc crpitel into ¡¡ lc¡¡r
peri of opcr:rion:, probrbly uvel rhipyrrrlr
ilop.t to ¡r¡nsfcr b¡ck to privetc o*'ncnhip

Cout¡uutíca!ions
tlritish Tclccom

Post Officc

Ceblc broadesting

C¡blc ¡nd Wirclcs:

Otb¿r
BL

British S¡ccl

British Suger
Nationel EntcrPrir
ßoerd

Royal Ordnencc
f¡ctorics

Propcrry Scruiccs
Agcncy
British ShiPbuildcs

Rolls Roycc

llouot a concise analysis of the structures of the
electoral and political Party system in Australia see' e.g- |
Dean Jaensch, The Australian Part S stem (SYdneY: George
Allen & Un!,¡in' 1 ora story of Aus tralian politics
see Russell Ward, The Histo of Australia the Twentieth
Century (New York: HarPer & Roh¡' 7l .

111lbi¿., pp. ALO_AL¡, for a characterization of the
constituffiãi - ärisis as "a return of the Coalition
government,'. in" constitutional aspect of the political
õrisis of a forced transition of government j-nvolved the
unprecedented intrusion of the Governor General, John Kerr'
into the constitutionally conventional mechanisms for
dealing with a loss of con-fidence in government' _in this
case piompted by senate refusal to grant supply' Kerr
intruded ñimself as the Crown's representative in a way
which many commentators believed hlould not have represented
the Crown's interest in the Australian constitutional
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framework. That is, Kerr behaved in a way which seemed

neither politically impartial nor designed to promote an
oraerly iransition of government. Furthermore, he undertook
secret consultations wítn the leader of the opposition whj-ch
he then misrepresented to the Prime Minister, Gough Whit1am,
during the Señate blockage which was itself unprecedented in
the cõnstitutionat history of Australia'

112pu.r 
1

Australia:
Henderson, Parliament and Politics in

Political Insti tuti-ons and Forei rel-ations
London: He nemann Educat ona Austra al 985) , p. , for

tabutar results of House seats and percent
preference votes from L949 to 1-983. The
years L96I-L972 are:

of formal first
results for the

Election

Percentage of

Resul ts

Formal

Table 4.e
for Fj,ve Elections in Australia'

196L-L972
First preference Votes in the House/

(House Seats)

19 6l- L963 t966 L969 L972

Liberal 33.3t 37 -LZ 40.18 34'BZ 32'L5
(4s) (521 (61) (46) (38)

National Country B.5g B-98 9.9t B'68 9'42- (L7l Qo) (2Ll (20 ) (2ol
Australian Labour 47.9S 45-53 40.02 47 '22 49'62

i::i 1::l iiil i::l .:': l
114w.td,

description o
reformation and an
himself as the Perso

op.
f the

115H".rdarson 
'declining DLP votes

indicate their imPo
and L974: 1955, 5.2
9.42¡ L96I, B.7Z¡ L

5.22¡ L974, 1.42¡ L

cit. r pp. 398-406, for a Persuasive
--rnoderate nature of the V'fhitlam

interesting description of Whitlam
nification of bourgeois urbanity.

cit. r p. 226. The ascending
natlõnal elections from 1955 to

rtance as a political force between
t of formal first Preference votes;
963, 7 .42¡ L966, 7 -32¡ L969 , 6.0t;
975,1.33¡ L977, L.4Z-

op.
l-n

and
L977
19s5

1958,
L972,

tt6*u" Aitchison, Thanks to the.Yalks? (Melbourne: Sun
Books , L9l2l, for a liv period preceding
the Vùhitlam years and especially the emerging style of
Yankee defeience. See especially Chapter LL, "Banana
Republic", for description of Gorton's style of diplomacy
..tä the implications of deference for military involvement
by Australia in the g]obal defense network of the us.

117n.e. scotton and Helen Ferber
enditure and Socia1 Polic j-n Austral ia ,

am Years, 75 Me ourne: Lo

(eds. ) , Public
Vol. L, "The

ngman Cheshire'
Whitlam publicIgTBl , for an unsûbstantiated stress on the
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cited in,
Postwar Trade C cIe as Shiftin

Trade-Off Curves: The Case of Austra a(c rra: T e
Centre for Research on Federal Frnancial Relatj-ons ' The
Australian National University, 1985) ' p. 3L, note 25'

118rn. Arbitration commission i-s a much-researched
j-nstitutional phenomenon unique to Australia, and which is
at the apex of the centralízed wage-setting and
dispute-resolution tribunals of the nation. For analysis of
the institution and its affects upon wages and the labour
market see, e.g., J.P. Nieuwenhuysen and J. slOan, "Wages
Policy" in F.H. Gruent rve

Il¡ 78). , P. 1 rân an e B.
Labour Market", in Richard E-

Caves and Lawrence B. Krause (eds.), The Australian Economy;
A View from the North (SydneyiC.otg. All
p. L27.

119rot differing views of
partisanship see D. Aitkin and M.
politics in the new World", in R.
Government (London: Macmillan, L9

(Sydney: George A1len & Unw
Mj-tchel1r "The Australian

Þõffi-M-óãern Societ
Haze urs (ed. Aus
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741 ¡ A.A. Ca we our S

,
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65); and C.
Essa s l_n

1980) 179; John F.
Australian EconomY",

Twentieth Centur PoI t rca H S o Can erra: Austra an
Na ona n vers ty Press ' 979',) .

1205"., 1'ox example, Donald T- Brash, "united States
Investment in Australia, Canada, and New Zealand", in Peter
Drysdale (ed. ) ' Direct Forei n Investment in Asia and the
Pacific (Canberra: US a an Na ona n vers v rCSS,
L982) , R.G. Gregory,
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"Some Implications on the Growth of the
Australian Journal of ricu I tura 1
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Manchester School of Economics and Social Studies, 35
1967)r P. 133; Michael Lawrenskyr "Ownersh ip and Contro I
Australian Corporations". Transnational Corporat ion Rese
Project (Sydney, 7981) , L.D. Martin and R-G. Gregory'
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and Recent Exchange Rate and Tariff Changes Í Econf

Record (March L9761 ¡ David R. Richardson ' " Foreign
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accelerated
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investment.

an
a
of

Table 4.f
Foreign Investment in Enterprises in Australia

L97 0-L982

Year

At current
prices
SAm

Ar 1979-80
prices"

$Am

Asa
proportion of

gross domestic
product
per cent

Asa
proportion of

net private
investment

e.xpenditureb
p€r cent

t970-7 t
t97t-72
t9?2-73
t973-74
t974-7s
l97s-76
t97G77
t977-?8
r978-79
r979-80
t98G8t
t98r-82

t,590
t,454

47t
496

¡.003
858

I,549
t,330
2,05 t
2,96 t
5,625
9,518

4, il9
3,538
|,073

994
t.650
r,2t3
1,957
t,56t
2,2s8
3,09.1

5, ¡89
7,75t

38.0
3.1. I
r0.8
7.5

t3.2
10.5
t5.7
r5.3
t7.5
22.2
34. r

44.0

4.7
3.9
¡.1
1.0
t.6
t.2
r.9
t.5
2.0
2.7
4.4
6.4

]-42Ibid., p. L2Bff.
143ci.r.r, o'Faircheallaign. Mining and Development;

Foreign-Financed Mines in Australia, Ireland, Papua New
Guinea and Zambia
Croom Helm, 1-984)

14 4 r¡ia.
145 ruia .

(New YorK: St. Martin's Press and Sydney:
p.207ff.,




