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Pr éface

We are living in an age ofincreasing uncertainty, and its dangers are no
more clearty demonstrated tkan by the energy issue. Forecasting is more
necessary than ever as we héave to take décisions today that will condition
the future.

The report 'The Old World and the new technologies' attempts to iden-
tify thefuture prospects and problems that could gffect the long-terni de-
velopment of the Community. As one of the first products of the FAST
programme, it considers today's and tomorrow's problems in the areas of
energy and employment, together with two developments which could rad-
ically transform our society in the coming décades: first, the increasing
need for information in our society, and the ability of new electronic
technology to satisfy it, and second, the révolution in the technoiogical
application of biochemistry.

It is clearly vital for Europe to develop its technoiogical potential if it
wishes to shape its own future in an increasingly dangerous world:
that is the central message of the report. We in Europe must take up
the challenge of the new industries. We are dépendent on outside
sourcesfor 55% of our energy and 75% ofour raw materials. Our major
resource is our skill. We need to make an enormous technoiogical
effort to safeguard our économie and political independence.

The play of market forces has in the past entailed substantial technoiogi-
cal progress but the market alone will be insujficient to meet thése new
challenges. The long delays and the vast scale in new investment projects,
combined with rapidly changing needs for new skills which only Sate
éducation can meet, require a more active approach than in the past to
encourage Jas ter technoiogical development. One example is the pro-
motion of new sources of energy, which are an essential factor for
growth and offer a way of cutting down European oil imports.

GUIDO BRUNNER
Member of the Commission of the European Communities



Foreword

In a décision of 25 July 1978, the Council of Ministers of the European
Communities assigned several objectives to the FAST programme. The
main one was 'to highlight the prospects, problems and potential conflicts
likey to affect the long-term development of the Community and to
define alternative courses of Community research and deveiopment' in
order to help solve the problems or to bring the prospects nearer to con-
créte redization.

The présent work is therefore a wideranging assessment of the chal-
lenges facing Europe. This is in fact the underlying principle on which
the FAST team has based its research programme.

The report begins by evaluating the changes that héve taken place since
we left the 'old' world to enter the 'new' at the start of the 1970s. We
have devoted particular attention to the crises and challenges facing
Europe in the économie, industriai and energy sectors.

In addition, in view of the internai and external changes that are taking
place, it was necessary to examine the question of the décline and renais-
sance of Europe. The increasing disparities between European countries
could shake the foundations of the Community and this considération
has led us to try to establish a diagnosis as to what are Europe's
strengths and weaknesses as it prépares to confront the challenges of the
future.

The find section of the report examines the prospects for technological
development and advance, the mastery of which will détermine Europe's
capacity to meet thése challenges successfully.

This foreword would not be compléte without the following comments:

— the conclusions of this report are not in any way to be interpreted
as recommendations emanating from the European Commission:
they are the soie responsibility of the authors, who héve no other
pretension than to stimulate discussion.

— the object of this report is not to propose spécifie lines of approach
for R&D, but rather to sketch the génerai environment within which
FAST needs to define its own priorities with a view to putting forward
alternative orientations for research and development. Since the future
remains open and uncertain, this report cannot be a closed book; it
will be supplemented, augmented and updated in parallei with other
work done by FAST.



Foreword

— this work could not h&ve been done without access to the results of
work carried out by the Interfutures' group, by the Europe 2000
group within France's Commissariat généra du Plan, and by the
Directorates-General of the European Commission itsdf. In this last
category, we wouid like to thank in particular the various departments
of the Directorate-General for Economie and Financial Affars for
their support as weH as for thetr stimulating comments.

' Interfutures is a prospective group within the OECD which worked for four years
(1976-1979) under The direction of Jacques Lesourne and which published in 1979 the
report Facing the future, mastering the probable and managing tke unpredictable,
OECD, Paris 1979.
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Chapter 1. Challenges to the old order

‘Billions of years ago the retreating seas ineluctably cast hundreds of
thousands of aquatic créatures on the newly formed shores. Deprived of
their normal environment they died, gasping and fighting for one last
second of eternity. Only a few of them, happier and better adapted to
an amphibious existence, overcame the shock of change...'

. Those who can adapt themselves will do so; those who cannot
manage this will survive in some way at a lower level of devefopment or
wiil perish, thrown up on the shores.'

Alvin TOFFLER in 'The Future Shock'

1.1. Reative décline and the qualitative limks to growth

1.1.1. The magnitude of the décline

A rate of growth double that of today, unemployment at a third or a
quarter of présent levels, and price inflation of a fev per cent each year.
This is the image of the 'paradise of the 1960s" which the nine countries
of the Community, like the other industrialized countries, héave lost and
which they are far from regaining:

— dow growth. The average rate of économie growth in 1979 was 3.3%
as against 1.8% per year during the years 1974-77, but 4.6% per year
between 1960 and 1970.

— Worsening unemployment. There are now, on average, 6 million un-
employed, as against 2.1 million between 1960 and J970.

— High inflation. Priées rosé by 14% on average between the first
quarter of 1979 and the same period in 1980. The average between
1958 and 1967 was 3.3% a year.

— International constraints are more severe. Compétition with the
United States and Japan is increasing and hew competitors from the
East and the South are appearing. At the same time we need to export
more to pay for more expensive raw materials. The international
monetary System is in flux, buffeted by spéculative movernents of
capital and rapid changes in rates of exchange. The commitment to
free trade on which the post-war prosperity was built is eroded by
controls on trade, and overt threats of full-blown protectionism.

1.1.2. The qualitative limits of growth

Whatever the considérable benefits of growth, it is not the sole barometer
of happiness. The satisfaction of material wants is sometimes at the cost
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of pollution, waste, overcrowding, giantism, uniformity and loneliness.
There can be a lack of creativeness, individua fulfilment, and respect for
nature.

The growth of the 1960s stored up problems which héve undermined the
consensus on which it was based. Our societies héve gradualy become
aware of the qualitative limits and of some of the harmful effects of
growth:

— threats to the quality of the environment (pollution of water, air, soi!
and sites) and the exhaustion of some finite resources;

— more people living in towns and cities;

~ greater inequalities between the beneficiaries of growth and those Ieft
behind in declining industries, skills and regions,

— increasing waste (energy, creaming-off of mining sites, products which
do not iast);

— the damaging effects of some innovations (dangerous products, high-
risk technology);

— the division of labour, mass production and automation héave reduced
the fulfilment many people achieve from their work.

Thése qualitative limits of growth (ecologicd and human) are com-
pounded by quantitative limits (physical resources and saturation of
markets.)

Thése trends h&ve deepened the présent recession which now appears to
be much more structural than cyclical. Only the capacity of our
économie and socid Systems for change will alow us to regain a new
development path.

It is probable that the rapid growth of the 1960s increased inequalities
(between rich countries and poor countries, but also within countries).
But the real question is how, in the présence of inequalities, to respond to -
legitimate social aspirations such as the right to work, to hedth, to
éducation, to security and to justice, just at the time that dower growth
provides fewer resources and, consequently, tess room for manoeuvre for
governments.

12. Criticism of the conventional wisdom

1.2.1. Changes in values

Of course, more does not necessarily mean better. It is a pity if the
aspirations listed above most frequently arise in the form of material
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claims. In the sorting section of the French Post Office, for example,
workers clam improvements in wages and traditional working con-
ditions, when their main compiaints are in fact of a qualitative kind -
lack of creativeness and fulfilment.

A major change in values might, paradoxically, héve occurred during the
growth years which is al the more difficult to saisfy in the recession
which it has in part engendered. At least this is what the Interfutures ex-
perts seem to suggest.!

In short, recession hoids back the change in values which might be
needed for faster adjustment.? However, necessity makes its own law. In
the absence of high growth, we need to adapt to a lower rate of growth
while modifying the qualitative content of technological, économie and
industrial development. (e.g, shorter or more flexible working hours, new
life and leisure styles, greater involvement with the end-product of work).

This new consciousness is more accentuated in the younger groups of the
population (groups which were relatively more numerous during the
1960s than during the previous décades). It is displayed in the
phenomenon of 'drop-outs’, and by the appearance of pressure groups
(environmentalists, ecologists, feminists). Both tend in the medium-term
to reinforce post-materialistic values. Individuals and groups ask for
changes in technologies and in behaviour (for example, by reecting
hiérarchie decision-making). We should not underestimate these changes
in values, expressed either in new attitudes to work or, more worryingly,
in phenomena such as drug-taking by the young.

12.2. The Wefare State and représentative democracy

In addition, there are severa contradictory shifts of values — between the
désire for freedom and the désire for roots and security, between fulfil-
ment in work and the désire to escape responsibilities. This latter point
raises the question of the Welfare State. The State can do anything; it
owes us everything. But has it not also repressed individuality and es-
tablished a reign of uniformity in mass production and mass culture?

Recourse to the Welfare State to meet demands for health and éducation
and to reduce unemploymentor inequalities just when économie growth
is dower than before, has increased the proportion of our national in-
corne going into public spending. And from this heavier tax burden has
grown a new revolt against tax paying, a its clearest in Cdifornia and in

' Facing the future, maswring the probable and managing the uitpredictable, OECD,
Paris 1979.
! This is the iiypothesis put forward by [ntorCutures.
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récent political campaigns in Britain, Belgium and Ireland. This trend
could ultimately precipitate State bankruptcies.

The increasing r6le of the Welfare State also meets counter-pressures
from socia groups which organize themselves to negotiate with the State
and with other groups." So the increasing rate of State intervention is
counter-balanced by a restriction on its freedom of manoeuvre, making it
difficult for the State to use its resources effectively in either the
économie, monetary, social or iega fields. This results in a paradox of in-
creasing State influence with decreasing State efficiency.

The State is less governable, but not only at a technical or bureaucratie
levd. The efficacy and credibility of the traditional instruments of
représentative democracy are also reduced: do Parliaments gill exercise a
read power over the major décisions affecting the life and future of their
nations? Is a vote every four or five years ill the best instrument for
measuring and expressing the 'wishes of the people? If it is the best ex-
pression of democracy, why is there the trend, imported from the United
States, to sound out public opinion at al times and on ail subjects with
opinion poils? Do the politica parties dill involve their members and
other citizens in the choice of the maor poiicy options for their
countries?

1.2.3. Mass information and culturai needs

The world is a smaler place. New and speedier forms of transport héve
given us greater freedom. But paradoxically many people resent becom-
ing passive receivers of information, and the sens®é of isolation and
anonymity which can resuit. Many fed that they no longer participate in
cultural activities, but only consume cultural products produced by
others. Partly as a reaction to this aliénation, there has been an explosion
of local and free radio stations, of a locd 'underground' press, and of
anti-establishment  sub-cultures.

1.24. New technologies suspected

Behind al thése questions about growth lie even more about technology,
since the history of progress is, partly, that of the extraordinarily fertile
marriage between science and society through technology. We can de-
bate this subject at length. It is necessary, however, to indicate the dis-
turbing coincidence between the questioning of growth as an objective

! This is'what Ituerfulurcs terms the 'oligopolizatian of socia life'.



Questions for Europe

13

and the doubts about new technotogy (such as opposition to nuclear
power) which some would explain by the ‘'decreasing returns to
technology' — a théme which we develop later.

Social attitudes towards science and technoiogy seem to héve changed.
The scientific world has been respected and venerated since the industrial
révolution. But the shock of Hiroshima seems to have introduced an un-
precedented public ambivalence. The new technologies can aso be feared
and suspected.

Political events, such as the war in Vietnam, fed this conflict between
scientific neutrality and socio-paiitical  responsibility. And today the
debates over nuclear energy and bio-genetics demonstrate the public wor-
ries.

1.3. Questions for Europe

Severd questions arise for Europe from this analysis:

— Is the stower growth in the 1970s a harbinger of prolonged recession,
or is it a necessary transition to a new System of values, and another
development model?

— Was the growth of the 1960s as wonderful as one imagined? We tend
to gild the past and forget unhappy memories. It was &fter al during
the 1960s that we faled to forecast and prépare for the crisis of the
1970s.

— Can the Wedfare State provide security and meet the individua's
aspirations for more fuifilment, responsibility and security?

— Will the new technologies be accepted by society, and will they meet
its aspirations?

In order to seek answers to theése questions, we must re-examine the
origins of the présent stagnation. Our reflections now centre on an
économie analysis, even if the économie déterminants do not tel the
whole story. From this point of view we will analyse:

— the crises: the origins, conséquences and challenges for Europe;

— the décline and renaissance of Europe;

— a crisis of confidence in growth and science;

— the mgjor technological changes in the next few décades.

! Sec Orio Giarini, Henri Louberge: La civilisation, technicienne & la dérive, Dunod,
Paris, 1979.



Chapter 2: The crises: The origins, conséguences and
challenges for Europe

2.1. The origins of the crises

The causes of the crises hdve mostly sprung from the high rate of growth
of previous décades. '

2.1.1. The disturbances boni of the Second World War

The Second Wortd War redistributed political and économie power and
profoundly changed the world context. Amongst the principal changes:

— the division of the world into two zones of influence. The United
Sates found itsdf in a position of uncontested économie domination,
despite its political opposition to the Soviet Union. Peace was only as-
sured as a resuit of a balance of fear, which, however, did not prevent
the superpowers from proxy fighting by means of smaller powers.
This influence was exercised through military organizétions (NATO,
Warsaw Pact) or through économie organizétions (GATT, IMF, and
Comecon.)

— decolonization, with the émergence of a new sovereign group of actors
on the international scene, at the Bandung Conférence in 1955.

— a technological leap forward, in many fields: electronics, metallurgy,
organic and physica chemistry, transport applications, télécom-
munications, health and synthetic materials. There was mgjor progress
in the management and control of large-scale production units. An
enormous fund of techniques were thus established, primarily for
military ends, which was then used in other fidds (such as nuclear
energy).

— the internationaiization of production, which entailed the further con-
centration of économie power.

— a démographie impulse, due to the 'baby-boom' in Europe immedi-
ately after the war, which was followed by a much higher birth-rate
in the industrialized countries than before the War. This change in
the &ge structure resulted in économie bottlenecks at various levels,
which generated tensions.

2.1.2. The instruments of growth

At an économie leve the immédiate post-war period saw the establish-
ment of a séries of bodies, under the aegis of the United States, which

! For example the population of working &ge in Europe has increased ihree limes more
rapidly sinec 1975 than between 1955 and 1975.
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2.1.3. The beginning

were designed to help reconstruction of the Western économies after the
War. First, there was the création of an international monetary system
based on the dollar, which was accepted as the reserve and seulement
currency. In 1948 the USA hdd three-quarters of the "world stocks of
gold. Secondiy, the West committed itself to the liberalization of inter-
national trade, by removing customs barriers. The Sysem was founded
on principles of non-discrimination between member countries and
reciprocity. Thirdly, the Marshall Plan organized American économie
and financial assistance.

Thése measures promoted stability, which in turn favoured économie
growth. Economie and financia relationships were extended on a world
level. Multinational companies and the banking system sprung up as
never before. The American economy became the model for the recovery
of Europe. Technological progress and the fund of innovation which was
availabie made it possible to satisfy an expanding market at decreasing
costs. Growth fed itsdf. The liberalization of trade, by increasing the size
of markets, favoured économies of scale whilst high productivity made
capital accumulation and profits possible on a large scaie. This in turn
encouraged investment especidly in consumer goods. Demand was
sustained by increasing population and by government, and supply by
abundant immigrant labour.

Another vital factor in growth was the access to cheap raw materials.
Technical progress in production and in transport cuts costs. At a
political level, concessions such as the abandonment by States of
sovereignty over their own resources, in favour of receiving royalties,
also ensured trouble-free supply. The influence of the State increased
steadily. The war effort, followed by reconstruction, demonstrated the
need for a director for large-scale projects. This Welfare State' began to
develop monetary, fiscal, budgetary and socid policy with more or less
SUCCEsSS.

This évolution depended also on the growing influence in decision-making
of trade unions and other interest and pressure groups. Thése groups
helped to establish a social consensus on the objectives and organization
of society, including the role of the State or the judiciary in the control of
conflicts. The consensus also encouraged new technology in the race for
exponential growth.

of breakdown

At the start of the 1970s, the objectives written by the United Nations
into the international development strategy were based on the assump-

! Interfutures cites Bell, wfto recals that the State is chargée! with three new fonctions:
support for development, macroeconomic régulation and a 'normative social policy® in-
tentied to ‘correct the conséguences of a! the économie and sociai inequaiities.
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2.1.3.1. The relative
decline of the
United Sates

tions that the developed countries woutd, together, maintain the same
rate of growth as during the 1960s, and that the terms of trade with the
developing countries would hardly be changed. Needless to say, thése as-
sumptions proved fragile. They extended into the future the results of the
past, whereas at a geopolitica level the international environment had
changed profoundly with the émergence of the Third World. At the
économie leve the influence of Europe and Japan within the Western
economy also increased to the point where it was possible to speak of a
relative American décline.

The share of the USA in the total GNP of the leading seven in-
dustrialized countries of OECD fdl from 65% in 1955 to 62% in 1960,
to 54% in 1970 and to less than 45% in 1978. Over the same period the
American share in world trade fdl from nearly 20% to less than 12%.

The USA remains the teading exporter, followed by the Fédéral Republic
of Germany (11%), Japan (7%) and France (5.5%). But on current
trends it will not remain so for long.

Since 1960 Japan's share of world trade has more than doubled.
Europe's share has also increased so that in 1979 the nine countries of
the Community accounted for more than a third of international trade
(though trading between the nine makes up more than haf this totd).
The relative American décline becomes less obvious if one takes into ac-
count the réle of the American multinationals.

Americas productivity is aso flagging. The industrial development of
Europe and then of Japan generated économie imbalances through a
iegpfrog effect in the use of capital and plant. The car industry is a good
example of this. During the war American industry tooled up for the
mass production of jeeps, trucks, and other vehicles which gave it a
monopoly position in the immédiate post-war years. From 1955 onwards
the continental car industry, advancing from an amost 'workshop'
phase of production, installée! more modem productive apparatus with
higher productivity than that of the USA. Then in 1965 it was the turn of
the Japanese industry to émerge, with new technology and working prac-
tices so that its productivity of labour now tops the league.

Americas relative économie décline has also entailed the weakening of
its political leadership, which has been acutely fdt since Vietham. But the
dollar continues to play a dominating réle in international monetary
relationships. It seems likely, as Interfutures has emphasized, that in the
future a réduction in Americas regulatory réle in the world économie
Sysem will follow from its relative économie décline. A weakened
leadership cannot impose itself as a regulatory power.

The persistence of the American balance of payments déficit, particularly
since the start of the Vietnam war in 1965, undermined the dollar, That
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2.1.32. The
dependence
of the MIC
on imports of
essentials

2.1.3.3. Priées
have been on a
rising trend

in turn ied to the collapse of the Bretton Woods System, whose fixed ex-
change rates had been based on the dollar since 1945. On 15 August
1971, the United States devalued the dollar by 10% and withdrew its
convertibility into gold. That the dollar remains the international means
of payment became more of a disturbing factor than a point of stability.

The conquest by the Third World of économie power, after decoloniza-
tion, has been noticeable most with raw materiais. The sovereign rights
of peoples extends, of course, to their natural resources, particularly
when thése are non-renewable. OPEC was created in 1960 and CIPEC
in 1967, while the agreements on tin have existed for even longer. But, in
génerai, the LDC? were timid about using their power to controi the
quantifies and priées of what was extracted from their soil untii OPEC
became increasingly militant, between 1972 and 1974. The increasing
cost of the other raw materiais at about the same time is one of the most
tangible signs of a profound re-balancing of the world economy.

As a resuit, the developed countries have become more dépendent on the
Third World, notably in the case of Europe and Japan, for their energy
supplies. This growing dependence hit al the harder because the fdl of
the rea price of ail during the 1960s, which was orchestrated by the ail
companies, had discouraged the West's indigenous sources, such as coal
and the ambitious post-Suez nuclear programmes.

The Commnnity must now import 75% of its supplies of energy and
other raw materiais, compared with 15%for the United Sates, and 90%
for Japan. (Source: Europe 90 - DG IIl: Raw materiais)

Priées have been on a rising trend since the middie of the 1960s,
Inflation once seemed a necessary evil if économie expansion was to be
maintai ned.

Unfortunately, ' stagflation’, the simultaneous existence of stagnation, in-
flation and unemptoyment, has demonstrated that a dower rate of
growth does not alone dow down inflation. International monetary dis-
orders only transmit, and possibly amplify, the inflationary movements of
each country.®> So the causes of inflation must be sought within each
country. One of the motive forces behind inflation has undoubtedly been
'rising expectations, combined with what Interfutures has called the

' MIC - market-cconomy industrialized countries.

2 LDC - developirtg countries.

® Those countries which are largely open to the outside world (as shown by a high
cxports/GDP ratio) are also those wherc inflation is generally towest.
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2.1.3.4. The réduction
in profit and raies
of return on capital

‘oligopolization’ of social life. Socia groups tend to organize to negotiate
with the State and with other groups, which results in conflicts of
income-distribution which then stoke inflation. This phenomenon is well
summarized by the phrase of P. Masse 'Inflation is a temporary agree-
ment to defer disorder\

Finaliy inflation is the expression of internai contradictions and socia
conflicts.*

The balance of fear between the United States and the Soviet Union has
led to very high defence spending: it is as if every American was
employed on defence for three days out of every month. This effective
réduction in the capacity of industry to" meet consumer demand is
reflected in a fdl in productivity, in inflationary tensions, and in an in-
creased propensity to import. At the same time, the LDC are devoting
increasing sums to armaments at the expense of their development. In
thése circumstances, the R&D effort necessary to maintain the post-war
technological stock is partly diverted to the military sector and
aerospace.

Some analysts suggest that we are undergoing the sort of fdiing trend in
profit leveis prophesied by Karl Marx. A GATT study pointed out that if
one divides up 1960-74 into periods of five years, the average share of
profit in national income in each of the sx principa industridized
countries has steadily failen? GATT thus argue that most of the current
unemployment is structural and would not disappear with growth. It is
possible that inflation has been caused by fdiing trends in profit. Labour
productivity is also faliing. In the nine countries of the Community the
growth in productivity per employed person was 4.3% between 1961 and
1973 and only 2.2% between 1974 and 1978. Part of the expianation
may lie in the relative réduction in R&D effort, which, in turn, has
dowed down the rate of introduction of the genuinely new technologies.
The spectacular économies of scale seen immediately after 1945 seem to
be reaching their iimits. The substitution of capital for labour also seems
to be less efficient, partly because of a réduction in opportunities to in-
vest, or because of a maturity in our technology.

! See Nouvelles caractéristiques du développement socio-économique, report of the

Groupe de Réflexion, Commission of the European Communitics, Brussds, December

1977, p. 7.

See GATT, International trading in 1975-1976, p. 21. On this point onc can aso con-

sulf the article by C. Sauter: ' L'efficacité et rentabilité de I'économie francaise de 1954 .

& 1974', Economie et Satistiques, No 68, June 1975, pp. 7-12, and P. Zarifian, 'Infla-

tion et crise monétaire", Editions sociales, 1975.

% On this poini see Gerhardt Mensch: Das technologische Pau, FTV Frankfisrt, 1977
and also 5.5, R&D effort, developments and /rends.
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2.1.4. The lessons for Europe

In sum, therefore, several factors developed during the 1960s which
presaged crisis:

— The end of American 'exceptionalism' (D. Bell): American économie
leadership was too weak to be a regulator, but too strong not to be a
disturbing influence for the world economy. Europe, as the leading
commercial power in the world, suffered from this phenomenon, but
was too weakly organized to fight against it.

— The increasing dependence of the developed countries on the Third
World for energy and raw materials, Europe was even more disadvan-
taged than the United States, which was relatively uninterested in
dialogue and concerted action with the LDCs.

— The rapid increase in structural inflation should be attacked at its
roots: the unequal structure of the distribution of wealth and income,
both internationally and within the MIC.

— Lower productivity increases and lower profitabiiity may be due to
lower yields on technology, and to the increased économie, socia and
environmentai obstacles to the development of technology.
Technologica innovation should am to overcome thése obstacles. The
microprocessor révolution has magor potential in this area which the
FAST group should explore.

Ail of these factors built up into a triple crisis; a monetary crisis in 1971,
triggered by a dévauation of the dollar; an energy crisis in 1973, with
the quadrupling of the price of oil; and an économie crisis in 1974-75
with recession, hyperinflation, unemployment and, for the firg time in
many décades, a eut in the volume of international trade by some 4% in
1975. Thése crises have shown how ineffective are short terni uncoor-
dinated responses. They héve damaged European cohésion at a time
when this was, and remains, ever more vital.

2.2. The end of a superpower-dominated world and the new actors

The political and économie émergence since the Second World War of
Europe and the developing countries combined with the relative
économie décline of the United States as compared with Europe and
Japan, and the awakening of China, are underlying trends which could
hasten the end of a bipolar world dominated by the United States and the
USSR. The future looks multipolar and pluralist. Economie development,
the prolifération of conventional and nuclear armaments, technologica
transfers and population growth, are al leading to the émergence of new
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powers (China, Brazil, Mexico, India, etc.) which the superpowers can no
longer take for granted.

New actors héve thus acquired sufficient power to influence international
change. These actors obviously include the countries of the Third World,
particularly those who are members of OPEC, but they also include the
countries of the Far East and the multinational companies. However,
before examining the spécifie réles played by thése new actors we should
return to the concept of actor which we introduced above.

2.2.i. The new actors

We need to consider al the actors who play an important role in the
Sysgem and who héve some power to enforce their objectives. Naturally
the combination of an objective and effective means to achieve it con-
gtitutes a strategy of response to change which may or may not be com-
patible with objectives of the other actors.

Within our conceptual logic (explained more fully in the annex) the term
'actor' does not sgnify total freedom of action, but only degrees of
freedom or margins of manoeuvre bounded by a range of constraints,
possibilities and force-relationships which resuit from past décisions and
constraints.

Each problem, and each particular phenomenon has its own spécifie ac-
tors: the muitiplicity of actors is rendered more complex by the fact that
from one problem to another the actors, like alliances and conflicts, arise
and disappear, join together or divide up.

Therefore one needs to look at différent groups and aliances of actors
depending on the problem studied." For example, in the case of the
nation States:

— within OECD - North America, Europe and Japan;

— within the Communist countries: the USSR and the Communist
countries;

— within the Third World: OPEC and the non-oil-producing developing
countries.

Within the nation States one can distinguish:

— ethnie minorities, political parties, mass média, interest groups, local
authorities;

— public and private companies (shareholders or incumbent manage-
ment);

— trade unions.

! See Interfutures, Chapter 1H - Fut/77 S. 3. p. 2.
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At an international level, there are an increasing number of non-
governmental actors, such as the multinational or transnational com-
panies and, perhaps tomorrow, the inter-national trade unions, scientific
or cultural associations, etc., and aso the internationa governmental
organizations (FAO, UNESCO, etc.)

By the side of the true actors there are a number of ingtitutions which
constitute a tribunal, where political, économie or ideological dissensions
between the major groups are exposed and sometimes settled. They aso
support a coopération which is being constantly extended.

This profound and desirabie movement results in the prolifération of in-
ternationa institutions; there are today, in addition to the thousands of
private associations and organizations, more than 200 officia inter-
national administrations, operating in al countries, managing crédits
measured in billions of dollars, employing nearly 100 000 officiais and
carrying out public services which héve become essential in numerous
fields.

25% of the finance of the UN cornes from the United States, 13% from
the USSR, 7.1% from Japan and the Fédéral Republic of Germany,
59% from France, 5.5% from China, 5.3% from Great Britain, 3.6%
from Italy, 3.2% from Canada, etc. The influence of each State over
décisions is quite often linked to the amount of its financiai contribution;
this means that the UN, for example, often goes in the direction chosen
(or tolerated) by the major States.

Some of thése actors have played a new and important réle in inter-
national changes. We will consider at ieast three of thése: the Third
World and OPEC, the transnational companies and the Communist
countries.

2.2.2. The role of OPEC and the influence of the Third World

OPEC (Organization of Petroleum Exporting Countries) was created in
1960 and reached its présent importance at the end of 1973." It has
gradually succeeded in imposing its objectives, which are based on two
fundamental principles:

— The fixing of oil priées dérives from the sovereignty of the producer
countries, which coordinate their actions within OPEC.

— Petroleum is a resource belonging to the producer countries. It is for
them to take al décisions concerning its exploitation, including
production décisions.

! At the présent time it consists of Algeria, Ecuador, Gabon, Indoncsia, Iran, Irag,

Kuwait, Libya, Nigeria, Qatar, Saudi Arabia, the United Arab Emirates and Venezuela
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The resuit was a sudden catching-up of the fdl in real prices which had
occurred during the 1960s. The price of oil quadrupled in two years. The
major Western oil companies now increasingly play the more minor role
of service companies: it is often a fundamental réle, which alows them to
retain a strong position. But they can no longer much impose décisions
over production or price.

In principle, OPEC's position is perfectly clear:' the fdi in exports since
1974 due to the world économie recession forced them to support the
recovery of the West by limiting their price rises, though this was con-
ditional on a seulement of the Middle East conflict in favour of the
Palestinians. This period of gréce, aided by a world market glut due to
globa recession, expired in 1979. OPEC prices are in disarray, but on
average they héve again doubled in just over twelve months. Quite apart
from 'political’ production cuts in Iran and Libya, some OPEC countries
are re-examining their own deveiopment models and adopting a more
restrictive supply policy. OPEC's most probable strategy for the next ten
to fifteen years is to lirnit ol supply to a levél which wil! ensure progres-
sive real increases in the price of crude, in terms of a basket of mgor
worid currencies (e.g. the SDR) though on a small enough scale to avoid
pushing the Western économies into a spiraling slump.

Quite apart from their clams on the oil price, the mgor success of
OPEC was to drive the industrialized countries to the negotiating tabler
the list of major discussions being held at présent is impressive: the créa-
tion of the Group of 77, the industriaization of the Third World (the
Lima Conférence), guarantees in exchange for basic materials (the Lomé
Agreements and the Nairobi Conférence), monetary conférences
(Manila), conférences on food (Rome), and finally the North-South
Dialogue.

The Third World is thus riding on the back of OPEC: energy, raw
materials, finance and deveiopment must be treated on a globa scale. If
the energy question was settled separately with OPEC, the developtng .
countries would have little chance of pressing their other claims,?

The Third World, though, is not a cohérent grouping. The failure of the
North-South Dialogue is less due to a rupture between the LDC and the
MIC than to a lack of cohésion within the LDC themselves. It is par-
ticularly noticeable in the face of attempts by the MIC to divide them:
the poorest countries (a quarter of the world) are quite distinct from
those countries undergoing rapid industrial deveiopment. The solidarity

! See in this respect the note presented by Algeria to the Conférence of Chiefs of State
and Sovcreigns of the Member Countries of OPEC, Algiers, March 1975.

2 The other producers associations, CIPEC for copper, 1BA for bauxite, etc., are not in
such & favourable force reationship.
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of the Third World seems more fragile than that of OPEC which is in

turn threatened by two splits:

— an économie split between those OPEC countries with reserves which
are threatened by eventual exhaustion, such as Algeria, Venezuela and
Iran, and those which h&ve magjor financial requirements for develop-
ing their économies, and those countries such as Saudi Arabia and the
Emirates, which hédve magor reserves and a weak or non-existent in~
dustrial  sector,

— a political gplit between the radical Algeria, Libya and Iraq and the
conservative Venezuela, Saudi Arabia and Indonesia, to lig only a
few.

On top of théese splits, the weight of the Third World countries and
OPEC in international negotiations (which is based on their large
number) may be growing, but économie and miiitary ‘international’
power remains essentialiy locdized in the advanced industridized
countries of the North.

2.2.3. The role of the transnational firms

The globalization of mass production processes — most notably in the
car industry — has stimulated the interdependence of the OECD
économies. The investments of multinational companies (MNC) (most
often American) héve resulted in an unparalleled extension of the inter-
national divison of labour. At the same time. capital has been con-
centrated in a fev hands on a global scale! The MNC are growing in
importance within the national économies. For example, in the Fédéra
Republic of Germany the contribution of the MNC to total corporate
turnover has increased from 21.2% in 1969 to 25.1% in 1972. In
Augtralia, the share has risen from 25.8% in 1962-63 to 36.2% in 1972-
73.

There seem to be three phases in direct investment abroad:

— dfter the Second World War capital was directed largely to Third
World countries producing raw materials, energy and basic products.
From 1960 to 1967, 60.1% of the profits, interest and dividends
received in the United States came from investments in Latin America
and the rest of the Third World.®

! In the United States, for example, the leading 100 firms held 34.5% of the total shares

in-1925, 37.5% in 1947 and 48.4% in 1968. See Michd Aglietta 'Accumulation and
régulation of capitaiism over a long period. The cxample of the Onited States', Econ-
omie et Satistique. tNSEE 10/74.

2 'The importance of multinational in the member countries*. OECD Observer No 86,
May 1977.

3 See The international division of labour Vol. 1, p. 55, Documentation Francaise, Paris
1976, (IDC).
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— during the 1960s the 'tndustriaiized countries grew rapidly: Canada,
Japan and Europe with the formation of the Common Market (the
réduction in customs duties within the EEC created a market of com-
parable size to that of the American market). Investments in thése
markets outpaced those in the Third World. Some USD 13 700 mil-
lion, or 71% of new investment from the United States went to
Canada and Western Europe from 1960 to 1967.

A new divison of production shifted resources away from extraction
and primary products in the producer countries to secondary in-
dustries in the Western industrialized countries.

— For about ten years the MNC héve also become more interested in
the industrial sectors of the developing countries, notably the conver-
sion of raw materials and production of cheaper manufactured goods.
Their expansion is most clearly seen in countries such as Iran, Brazii
and South-East Asia’

American prédominance in international investment remains, however,
incontestable. The United States may control nearly 50% of direct inter-
national investments.

New competitors such as Japan are, however, appearing. The major
Japanese commercial companies practise a systematic policy of establish-
ment abroad (in particular for those Japanese industries which are losing
their competitiveness, see the expansion of Japanese textile industries in
Asia but also in Latin America, Africa and in the Western countries.)

To demonstrate the power of the MNC, we need only remark that the
turnover of General Motors is greater than the combined GNP of
Beigium and Luxembourg, whilst that of Ford exceeds the GNP of
Norway. (The concepts of GNP and turnover are différent, but the
orders of magnitude are indicative) American industry lias become the
third global économie power to such an extent that the relative American
décline as measured by GNP is far from évident if one takes into ac-
count the production abroad of the 'American’ MNC. Similarly, what
appears in officia statistics as international trade is often, in reaiity, only
internai trading between two foreign companies belonging to the same
multinational.

Between 25% and 33% of international trade may in reaiity be only ex-
changes between two foreign companies within the same multinational .2
And this transnational trade of course is carried out a priées spécifie to

! 'The importance of muitinationals in the member countries. OECD Observer No 86,
May 1977.

2 Sec on this subject the report 'Transnational corporations and development’, UN
Centre for Transnational Studies, 1978.

% Seé La division internationale du travail Vol. X p. 61, Documentation Frangaise, IDC
op. cit. p. 24.
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the multinational; it has nothing to do with the norma compétition on
world markets but dépends on the profit which a multinational wishes to
show in one or another country. Profits can be shifted internationally to
benefit from particular tax and politica advantages, or from expected
changes in exchange rates, The free opération of the market is thus often
gravety impaired.

The new activities of the MNC affect national économies in severd
ways. first, through the effect on investments and the repatriation of
profits and capital on the balance of payments; secondly, through the €-
fect of their spéculation in currencies; thirdly, through their effects on the
régiona disparities within Europe." Our national économies are thus in-
creasingly affected by décisions which are taken elsewhere. We need as a
resuit to establish a code of conduct to regulate on a basis of reciprocal
interest the technological transfers to the developing countries which are
carried out by the multinational companies. From their side, the market-
industrialized countries should not forget that the new industriel compé-
tition from the Third Wortd mainly cornes from countries which are
only the disguised sub-contractors of Western muttinationals which
wish to profit from tax breaks or cheap labour.

2.2.4. The role of the Communist countries

The indirect confrontation and direct compétition of the Soviet Union
with the West lie behind many of the important changes in récent
décades. The phases in the récent history of East-West relations have
been the cold war, peaceful co-existence, the conquest of space, détente,
and nuclear non-proliferation, but there héve aiso been wars prosecuted
by East bloc client States in Asia, the Middle East and Africa The
économie importance of the USSR and the other countries of Eastern
Europe may seem dlight, since they account for less than 10% of world
trade. But it is sometimes important on the gold, ail, cereals, or capita
markets. Irregular and large purchases and sales disturb the international
markets. Furthermore, the non-convertibility of the rouble forces the
USSR to carry out destabilizing barter trade with the multinational com-
panies.

The réle of the Communist bloc is also ambiguous in its relations with
the Third World. The USSR favours high prices for raw materials which
it exports, such as hydrocarbons, but low prices for the tropical products
which it imports.

! See R. Petrclia 'Una politica régionale europea’. Nord e Sud, July 1967, p. 85-95;

Datar, Les firmes multinationales, No 34, Documentation Frangaise, Paris 1973;
O. McDonald, MuUinaiionals, régional disparities and participation in management,
Council of Europe, Doc. Corn. (75) 36.
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2.3. Winners and

Furthermore, the USSR has developed a System of triangular trading. It
sdls heavy équipaient goods to the Third World, and buys raw materials
at priées lower than the world market priées, which it then exchanges
with the West.

Another ambiguity in the réle of the USSR lies in the compétition
between Communist countries and the developing countnes in the capital
markets, the import of technology from the West, and the export of
manufactured products. .

The USSR does not, however, consider itsaf responsible for under-
development, and so it does not participate in the North-South Dialogue.
The ambiguities indicated above show that the Communist countries are
worried about the daims of the LDC. And the latter are not dow to see
that being Communist should not excuse a country from development
ad.

losers under the oid order

The apparent size of the changes which héve shaken the world in récent
years have undermined the monetary and commercial System, the
geopolitical and military equilibrium, and the social consensus on growth,
which were the foundations of the exceptional post-war growth. This
seems to mark the end of the 'Old order'. The new — if new it is — has
not yet been born.

The controversial balance of cost and benefit in the former world
économie order suggests that the initiative of the new order should come
first from the developed countries themselves. However, up to the
présent, we do not seem to héve found a development model which
fs an dternative to the old order based on consumption, abundance,
and the low price of raw materials.

2.3.1. The balance-sheet for the market-Industrlallzed countries

There may even be an attempt to return to the old order, whilst adapting
it to the new socio-economic context and to the importance of new ac-
tors a a world level within each industrialized country. There are clear
indications of this trend: the outright reaffirmation of free international
trade, with an emphasis on the imperatives of competitiveness and of
specialization; the search for a new Bretton Woods, at least at the leve
of the vast continental and intercontinental zones; the attempt by public
authorities to weaken the powers of the private sector; the theory that the
social policy and macro-economic régulation of the 1960s impede the in-
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itiative of companies and compound the rigidity of the labour market; the
search for the maximum possible geographical mobility of the labour
force, the re-examination of the Welfare State, and the increased cdlls for
social discipline and patriotism.

The prolongation of the slump favours this hankering after the old order
and makes the industrialized countries suspicious of a 'new’' international
économie order which might meet the needs of the poor countries. The
économie weakness of the Communist bloc and the LDC aso favour this
trend.

The more one demonstrates the existence of forces making for a ' New
order', the more one should aiso emphasize the forces seeking to restore
and readjust the old one. Naturally enough, the developed world wants to
maintain or to rediscover political, économie, military and technological
supremacy. But the very tension between old and new forces ensures that
the future remains open and uncertain.

What is, within this framework, the r6le which Europe can and should
play?

2.3.2. A controversial balance-sheet for the developing countries

The expresson New International Economie Order (NIEO) was of-
ficialy born at the sixth extraordinary session of the United Nations on 1
May 1974, where the international community recognized that al States
should contribute to the balanced expansion of the worid economy. A
more just and équitable international order was to succeed the oid order,
the advantages of which remain controversial. According to the World
Bank on one hand:

'The past quarter century has seen great progress in developing coun-
tries. In virtualy al of them, income has risen faster than population,
with a conséquent rise in income per person. Economie growth has been
accompanied by a rapid expansion of éducation Systems, growing liter-
acy, improvements in nutrition and health conditions, increasing technolo-
gicad sophistication, and structural changes, including a growing in-
dustrial base and greater urbanization. Progress on such a wide front
and the steadily growing capacity of developing countries to manage
their économies effectively are impressive achievements'.!

On the other hand, the devetoping countries denounce their increasing in-
equality with the MIC, which is the resuit of unequal trading. In fact, the

! See Report on development in the world, World Bank, August 1978, Chapter 1,
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true expansion of the Third World has taken place at growth rates which
vary considerably from one country to another, and its advantages héve
sometimes been cancelled out by population growth. Inequalities in per
capita incomes héve increased between the MIC and the LDC, and
within the LDC themselves. Indeed, the growth in per capita income dur-
ing the décade 1960-70 was iowest in the poorest countries. The food in-
take per head has also stagnated in most of the developing countries. Ex-
change rates hdve moved disadvantageously to the Third World, and so
has their share in international trade up to 1973, and even up to the pre~
sent time if one takes 1950 as the base year.

Whatever side one takes in this controversy, it is true that the poorest are
relatively becoming increasingly poor and that their absohtte mimber will
continue to increase between now and the year 2000. The rich, however,
are becoming increasingly rich and represent a minimal part ofthe world
population. If an income per head of USD 2 500 was the development
threshold in 1976, oniy 12% of the world population (470 million in-
habitants) are not underdeveioped.

With USD 300 (1976) per head as the threshold of poverty, 32% of the
world population are poor, and 28% will be poor in the year 2000. This
represents an increase in absolute terms of |1 280 million inhabitants in
1976 and 1 650 million in the year 2000 (see Interfutures Summary, Part
4). The World Bank forecasts the same situation in the same August
1978 report: between now and the year 2000 the absolute number of
those suffering from hunger will be maintained a the présent figure,
namely between 600 and 800 million. The situation will be particularly
serious in Africa where the levél of saf-sufficiency in food products will
fdl from 80% in 1950 to only 50% in the year 2000.

2.3.3. The ciaims of the Third World

There is no clear Third World view of what the 'New order' should en-
tail. However, the LDC do share a number of common ciaims. the right
to nationalization, and to permanent sovereignty over natural resources,
the establishment of an automatic Hrk between the price of exports from
the LDC and the priées of their imports; the establishment of associa-
tions of producers of raw materiais; the éimination of the chronic
trading déficit of the LDC; limits on the compétition of synthetic
products with natural products, access to Western technology and
research at low cost;* the control of the activities of the multinationals.

' Sec the request made by the LDC at the United Nations Conférence on Science and
Technology in the Service of Development (UNCTAD. Vienna, August 1979) to in-
crease The share of world research carried out by [hem from the présent 3% to 20% by
the year 2000.
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Such claims naturally arouse the suspicions of the developed countries, if
not their outright hostility. It is rare for privileges to be unilateraiy
renounced; only needs and force-relationships control international rela-
tions. Using the oil weapon for the first time in 1973 the OPEC countries
forced the developed countries to seek a dialogue. Today, however, the il-
lusions héve passed. Scepticism has replaced the enthusiasm of 1974.

Such scepticism was compounded by the faiure of the North-South
Conférence which took place in Paris in June 1977, and more recently
that of Manila (June 1979). The LDC's clams are far from satisfied.
Even the undertakings of the MIC héve not been carried out. They are
dill far from the 0.70% of their GNP which they promised to dévote to
public development. Perhaps the new increase in oil priées will encourage
a further dialogue.

2.4. The international monetary disorder

After the breakdown of the Bretton Woods dollar standard, the major
traits characterizing the international monetary disorder were permanent
and excessive growth of the international money supply, uncontrolled
movements of capital, imbalances in current accounts of the balances of
payments, rapid fluctuations in rates of exchange, and generaiized infla-
tion. The powerlessness of the central banks in the face of this crisis en-
couraged the European countries to establish a zone of stabitity, first
with the currency 'snake' and then with the EMS (European Monetary
System). Monetary questions are, of course, the subject of endless con-
troversy: we will, however, mention only five points which seem to us to
be of value in clarifying our analysis.

(1) the world version of the monetarist thesis;

(2) the rdle of international trade in reducing priées;

(3) balance of payments fluctuations and disequilibria;

(4) the indebtedness of the Third World and the Eastern bloc countries;
(5) changes in exchange rates.

2.4.L The world version of the monetary thesis

Between 1963 and 1973 some of the developed countries attributed
world inflation to the déficit in the American balance of payments, which
created an excess of international reserves, because the international
monetary system was based on the dollar, and banks continued to hold
dollars at the agreed parities. This was to some extent a world version of
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the monetarist thesis. The growth of international monetary spéculation
by way of the Euromarkets disturbed national économie and monetary
policies and contributed to the growth of domestic inflation. The inter-
national globa reserves of US dollars and SDRs doubled between 1970
and 1974, whereas the previous doubling had taken twenty years, from
1950 to 1970.

This finding led R. Heiler' to conclude that ‘there is a direct relationship
between variations in the percentage of world money supply and the rate
of inflation'.

Nevertheless, a corrélation does not imply that one caused the cther, or'
any direction of causality. Do price rises not cause an increase in the
money supply, so that inflation leads to new demands for international
liquidity which the central banks attempt to satisfy? On this hypotlv
ess the présent international monetary System, with its floating rates of
exchange is not the cause of inflation but it is nevertheless an excellent
conductor of it? '

2.4.2. International trade generally plays an anti-inflationary role

It is convenient for a country to blame its domestic inflation on others,
expiaining that it is importing international inflation by way of its trade.
But this is not in fact the case, as is shown in Table |: between 1950 and
1970 world import and export priées increased far less rapidly than
domestic priées to the consumer. The opening-up of domestic markets to
cheaper foreign products held back domestic inflation.

Table | — Year-on-year changes in world priées expressed as percentages

Y cur Prites lo Thc consumer Priées for export

Mean 1950-59 35 12

Mcan 1960-69 44 0.6
1970 6.2 6.4
1972 59 4.0
1973 96 24.8
1974 15 433
1975 1o 7.0
1976 80 2.0
1977 14 90
1978 9.3 9.9

Sources. IMF Momhly Staisica Bulletins

' ‘International reserves, money ad world inflation’, Finances el développement, Mardi
1976, VoS 13 No 1
Between 1973 and 1978 the global reserves of the international monetary System
doubled. Source: IRB 49th Annual Report.
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In 1970 this trend was briefiy reversed, so that between 1970 and 1974
external trading priées increased much more rapidly than domestic
priées. International priées rosé two to three times more than domestic
priées in 1973 and 1974.

But in 1975 and 1976 international trade again ptayed an anti-
inflationary réle. This was clearest amongst the Far Eastern countries.
Having reached levels of 20% to 25% in 1974 and 1975, inflation rates
since 1976 have been practically zéro in Hong Kong, very iow in Taiwan
and even négative in Singapore. Exceptionally, South Korea dill has a
high rate of inflation, but this is mainiy because of its high rate of growth
and the conséquent overheating of its economy. See Table II.

Table 11
Somh Korcs Taiwan Hong Kong | Singaporc Malaysia Thailunii
Annual rate of Smal!
inflation 15-20% 3-4% ni! (négative | less than } less than
(1976-78) in 1976) 5% 5%
RdJio Eg’_ﬁ 30% 51% 90% 118% 50% 20%

International trade does not generally encourage inflation because that
part of imports which replace domestic products form a brake on price
rises. Foreign companies after al can only penetrate the domestic market
as a resuit of the lower priées of their products. In most countries, this
réduction in the rate of inflation through international trade has been
compatible with the maintenance of growth.

2,4.3, Balance of payinents problems: fluctuations and inequalities

At the start of 1974 the rise in the ail price and the worst recession in the
post-war period combined to aggravate the world déficits on the current
accounts. The table below, in which the world economy is divided into
major régions, leads to a number of conclusions.

OPEC current balances of payments are largely in surplus, whereas
those of the developed countries, after the major déficit of 1974, went
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Table Il — Balances of current payments® by régions, 1973-79

(in 000 million USD)

Cumula
tive 1973 1974 1975 1976 1977 1978 1979
1974-78

Industrial régions 2 19 -13 14 -3 -7 20
ofwhich: Southern Europe | - 45 0 -9 -11 -10 n - 14
OPEC 18! 6 R ) 40 32 6 60
Other devcloping

countries -1465- 11 -30 -38 -26 -21 -31 -50
Eastern bloc countries? - 31 1-4-10 - 7 ~3 -7 -3

! Excluding ofikial transfére.
Trading banncc (fob-fota).
Source: Animal Report, GATT, IMF. The I}ures for S979 and ihc Easicrn bloc counirics arc cdimaicd by the
GATT secrétariat.

into crédit in 1975 and 1978." For the industrialized countries, the dight
global déficit of 1977 covers a number of very différent situations. Some
countries were in a position of strength and others in a position of
weakness. The trading balances of the Fédéral Republic of Germany and
Japan were largely in surplus during this period, but other Western
countries such as France and the United States had mgor déficits.
Naturally, thése patterns are repeated in their balances of payments:

Thése divergencies so encouraged protectionism, that an American
Treasury Secretary, Mr Michagl Blumenthal, even threatened the
Japanese with a ‘justified' increase in protectionist pressure.

The imbalances persisted and even increased in 1978} but the GATT ex-
perts seem to fed that they are not chronic déficits. There héve aso been
large fluctuations in current balances, aided by changes in exchange
rates.® For example, the United States moved from a surplus of USD
18 500 million in 1975 to a déficit of USD 15 200 million in 1977;
Japan, after a dight déficit in 1975, had a surplus of USD 11 000 million
in 1977. Over the same period, Great Britain and Italy eliminated their
impressive déficits of 1974.

What Table Il does not show is that the group of industrialized
countries had a large trade déficit with the OPEC countries, 'a déficit
which was largely compensated for by the placing of funds from the
OPEC countries on industrial financial markets' (see GATT 75-76, p.
73). This is generally termed the recycling of pétrodollars.

11t will be noied that there is considérable uncertainty as to estimétes of the balances of
payments. An error of the order of 30% has been put forward.

2 The divergence between the current déficit of the United States (USD 6 000 million)
and the current account surpluses of the Fédéral Republic of Germany and Japan
(30 700 million) became greater in 1978. Source: IRB 49th Annual Report.

® GATT 77-78, op. cit. Table IU, p. 33.
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2.4.4. The indebtedness of the Third World and of the Eastern bloc countries

During the same period the oil-importing LDC were not abie to pay for
their large trade déficits except with' public and private international
'aid\ Despite the rapid fal in the OPEC surplus in 1978, the déficit of
the petroleum-importing LDC increased by a third. The industrialized
countries moved from equilibrium to a surplus of some hillions of dollars.
The new rise in the price of energy in 1979 is likely, however, to modify
theése 'equilibria’.

The indebtedness of the Third World, which often amounts to the same
as 'ad' from the developed countries, is now more than USD 250 000
million and it is mainly borrowed by a few countries such as Brazil, Mex-
ico, South Korea and Egypt. Furthermore, this indebtedness is likdly to
grow worse. Despite thése new petroleum receipts, some of the OPEC
countries will face financing requirements after 1980 as a resuit of their
development programmes. The non-oil LDC are aso turning to finance
their development programmes from private banks, and this can only ac-
centuate their indebtedness. Compared to public aid, private bilatéral
loans héve played an increasingly important part in the financing of trade
déficits for several years, partly because the recession in the developed
économies has made investirent in the Third World more attractive.
Private companies, of course, are interested in financing the most profi-
table investments, which tend to be exactly those which create new com-
pétition for the developed countries.

Private aid from companies also increases the cost of the debt, the ser-
vice charges, and the precariousness of the lending banks. It also tends to
entail faster repayment terms. Interest payments for servicing the debt
principal héve increased more rapidly than the total debt, which means
that the LDC are increasingly borrowing in order to repay former loans.
Thése repayments now correspond to about 15% of the exports of the
debtor countries, as against 11% in 1970 and 8.4% in 1960. So it is
hardly surprising that longer repayment schedules and even a
moratorium on debt are amongst the principa claims of the LDC on the
developed world. Sweden and France h&ve moved some way along this
‘road, whereas others like the United States are strongly opposed to such
a moratorium, partly because some American banks héve taken risks
without guarantees on their loans.

Neariy two-thirds of the loans involved are, in practice, held by sx maor
US banks with the First National City Bank at the head, 15% of US as-
sets being in the form of loans to Third World countries.* The concentra-
tion of aid loans both amongst a few Third World countries and a few
banks on the lending side couid threaten a chain bank crisis.

! See the article by Chcryl Payer, 'The problem of the debt of the Third World and its
récent aggravation', Problémes économiques No 1520, 27 April 1977,
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2,4,5. Exchange rate

As if this was not dangerous enough, the Communist countries also have
massive external déficits (see Table 111); and Poland and the USSR are
also in formidable debt. China could well expérience the same problems
in the future.

changes

The major fluctuations in balances of payments since 1974 have been ac-
companied by sudden and massive changes in exchange rates. The crisis
in the international monetary System preceded the energy and économie
crises which we héve experienced since 1973. However, the latter has
reinforced the former.

Table IV — Relative variations in the effective rates of exchange, donm-
estic priées and the compétitive capacity of the principal
countries, expressed as percentages between 1972 and 1979

Effective raies Relative changes Compétitive

of exchange m priecs capacily
Denmark + 12.8% + 1.1% + 14.0%
FR of Germany + 52.6% - 29.3% + 7.9%
France - 25% + 0.2% - 2.3%
Ireiand - 26.5% + 30.0% - 4.4%
Italy - 45.3% + 81.0% - 1%
Belgium + 19.0% - 20.7% - 57%
Nctherlands + 26.6% - 20.8% + 0.2%
United Kingdom - 33.4% + 55.3% + 3.4%
Europe (9) « 1.7% + 35% + 45%
USA - 87% + 5.0% - 10.3%
Japan + 6.4% - 16.3% + 8.4%

The first column représenta the changes in the efiective rates of exchange, and the change
in domestic priées in each country; both are changes relative to the weightcd mcan of di
the competing countries. The index of compétitive capacity, or the rea effective exchange
rate, is obtained by multiplying the first two factors, and indicates how the prices in a
country have changed in relation to the weighted mcan of prices of its competitors, ad-
justed by exchange rate changes.

Source: EEC Annusl Economie Balance Shect 1979- 1960 (COM/79-568 final).

It has not been easy for neo-classical économies to explain why the large
payment surpluses of the Fédéral Republic of Germany, Japan
and Switzerland continued despite the successive revatuations of their re-
spective currencies against the dollar. In theory, a Sysem of flexible rates
of exchange should mean that no country could have a chronic surplus.
But in practice, the GATT has argued, equilibrium is only possible when
surplus countries increase their imports, because their trade seems
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relatively unresponsive to price changes. Alternatively, the countries in
déficit need protectionism to restrain imports. The surplus countries
hesitate to stimulate their domestic demand for fear of relaunching. infla-
tion, and the déficit countries, by protecting their markets, do not
improve the competitiveness of their economy. Protectionism cannot, in
thellong term, do anything but contribute towards maintaining their défi-
cit.

The absence of cohérent économie policies thus reinforces the crisis. The
theoretical virtues of a System of floating rates of exchange no longer
hold. Over the long term, rates of exchange do not only follow the dif-
ferentials in inflation between countries’ but also reflect changes in the
capacity of each country relative to the others (see Table IV).

The System of flexible rates of exchange also, of course, accommodates
inflation, and so helps to maintain it. Whiie the Fédéral Republic of
Germany, Switzerland and Japan may not suffer from imported inflation,
other countries are not encouraged to improve their situation. It is more
tempting to dévalue, which is a disguised form of protectionism.

Faced with the vicious circle ingtitutionalized by floating rates of ex-
change, the Europeans héve attempted to organize, between themselves,
a mechanism of coordinated floating against the dollar: the 'European
snake' was established at the beginning of 1972. The United Kingdom,
Itaty and then France were gradually forced to retire from the System
which, a the end of 1977, including only the Fédéral Republic of
Germany, the Netherlands. Belgium, Denmark and Norway.

Since the beginning of 1978 the establishment within Europe of a zone of
relative monetary stability again became désirable, and gave rise to the
EMS.

The EMS, in which al the EEC currencies save sterling participate, was
established at the beginning of 1979. It is not a true économie and
monetary union; it is rather a 'European Bretton Woods', that is to say
a replacement of the existing floating rates of exchange by fixed but adjust-
able rates of exchange. In theory this helps to regulate Community trade
(which accounts for 50% of the trade of each country), to encourage in-
vestments, and to improve the opération of the CAP (in particular by
abolishing the monetary compensatory amounts).

2.4.6. The challenges for Europe

From the preceding analysis, we can restate the following points:

(1) The dollar now plays a more disturbing than regulating réle’in the in-
ternational monetary system.

' See Prospects for International Trading, 1977-1978, GATT.

2 For example from 1973 to 1978 the true effective rate of exchange of the Deutschmark
(that is to say the variation which slll exists when inflation differentials have been taken
into account) appreciated by only 2% as compared with the other currencies.
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2.5. Trade grows,

(2) The présent System offioating rates of exchange, whilst not the cause
of inflation, is an excellent conductor of inflation.

(3) Free trade increases domestic compétition, and plays an anti-
inflationary réle. Protectionist temptations should be resisted.

(4) Large surpluses and déficits in balances of payments are not chronic
because of floating rates of exchange.

(5) It is less the amplitude of the indebtedness of the Third World which
is disturbing than its concentration amongst a few lenders and bor-
rowers, which threatens a chain bank crisis. The financing by private
banks of industrial projects in the Third World are necessarily in the
most profitable sectors, which tend to be those in which the
developed countries are aready established.

Faced with this monetary disorder Europe was clearly right to institute a
monetary zone of relative stability; this gave rise to the EMS in 1979.
The question remains of knowing whether it will survive, unlike the
'snake': EMS represents a step away from the vicious circle. If it is suc-
cessful the ECU (the European Currency Unit, based on a basket of
European currencies) could, in tomorrow's muitipolar world, play in its
turn the réle of a new currency standard, or at least share one with the
dollar. This would restore to Europe its proper position, as it is the
leading commercial power in the world, with a third of ail trade.

However, the constraint which the EMS imposes will weigh more heavily
on those which are least able to withstand it. Infaci, without a difficult
restructuring, less Jlexibility in rates of exchange could lead some
countries to chronic déficits.'

and changes to focus on Europe

The percentage of world production which is traded doubled between
1960 and 1979, from 7% to 15%. The volume of trade more than
quadrupled during the same period. Will this remarkable expansion con-
tinue, and with what conséquences?

2.5.1. Growth, free trade and its instruments

From 1913 to 1939 the volume of trade increased by only 0.5% per
year, much less rapidly than world production. This was the era of
protectionist citadeis, built on colonial empires or zones of influence, and

! See 2.6: Down-market countrics with ciown-markct products are vutnerabtc.
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protected by high customs tariffs which ranged on average between 20%
and 30%.

In the immédiate post-war period the ruined European économies again
had recourse to quotas and other restrictions, but 1948 marked the
beginning of a lasting expansion. From 1948 to 1974 trade increased by
7.5% per year in volume, sometimes twice as fast as world production.
This total break with past trends is explained mainly by the de facto
adoption of the free-trade théses developed in particular by the USA. The
optimum market, it was held, was the world market. Theése théses were
put into practice in 1947 by the GATT (General Agreement on Tariffs
and Trade) agreements. More than twenty-four countries took part in this
agreement which was essentialiy intended to reduce tarifT and non-tarifF
obstacles to trading.

Paraltel to this, agreements developed which were inspired by the same
philosophy but which operated regionally, the most striking example of
theése being the Common Market. Paradoxically, GATT authorizes such
groups to make exceptions from the génerai rule of the ' most-favoured
nation', on condition that the arrangements do not hinder trade with
other countries. In fact, each stage in the construction of the EEC was
immediately followed by a GATT 'round', the objective and resuit of
which seemed to be to reduce further the EEC's extemal tarifT barriers.

The EEC, wishing to prolong the links between certain of the member
countries and their former colonies, also created in 1963 a free exchange
System in the Yaoundé Convention. This arrangement was supplemented
and extended by the Lomé Convention (1975) to forty-six countries in
Africa, the Caribbean and the Pecific (ACP) which in particular dlowed
the free import, exempt from tariffs and without reciprocal concessions
for the EEC countries, of a large number of industrial and agricultural
products exported by the ACP. The STABEX System guaranteed the
ACP against part of the réduction in their receipts from exports during
bad years, by paying compensation.

The generaized System of préférences, developed in 1971-72, also ex-
tended free trade though it remains limited in its results. The 'Tokyo
round', started in 1973, was similarly intended to stimulate the exporting
capacities of the LDC, and to broaden the organization of world trade.

The progress in transport Systems and infrastructures supported this
growth in international trade.

Finaly, the decolonization of the three post-war décades spurred a
redeployment of the old multinational firms, and changed the inter-
national division of labour, which in turn created new économie links and
agents. The IDL* encouraged the specialization of économies by sectors,

! International division of labour.



Trade grows. and changes la focus on Europe 39

instead of simple exchanges of raw materials for fina products.
Specialization began within économie sectors themselves, so that there
was a considérable increase in the trade of intermediate goods and semi-
finished products. This is the main explanation for the startling growth of
trade between 1960 and 1974.

2,5.2. Trends and key figures

World exports were worth USD 1 600 000 million in 1979, and were
divided as follows. Developed countries 64%, OPEC countries 13%,
other developing countries 13%, planned-economy countries 9%. Broadly
divided, 20% of the products traded were non-fud raw materials, 20%
were fuds and 60% were manufactured products, about half of which
were produced by mechanical and electrical industries.

The industriaiized countries now import some 75% of the world fud ex-
ports. They also trade haf of the world exports of food products, and
themselves absorb the greater part. They aso export twice as much food
to the Communist countries and the LDC as they import from them. By
contrast, there are developed country net déficits in minerais and fuels.
However, exciuding fuds, the industrialized countries remain the prin-
cipa exporters of raw materials. The USA, for example, is to cereds
what Saudi Arabia is to oil.

In manufactured products the MIC account for 80% of the world ex-
ports, two-thirds of which is trade between themselves. The industrialized
countries direct only a quarter of their exports to the LDC, and this
manufactured trade was generally four times larger than the manufac-
tured imports from the LDC to the MIC.

Nevertheless, the LDC, particularly Brazil, Mexico and the newly in-
dustrialized countries of the Far East, are suppiying more to the in-
dustrialized countries, and the market share of the Fédéral Republic of
Germany, the United Kingdom and the United States (most markedly) is
faling. Between 1963 and 1977 the market shares of Japan and the LDC
héve doubled, each increasing from 4% to more than 8%.

Though the LDC are suppliers, and consequently competilors, they are,
above ail, outlets for the exports of manufactured products from the
MIC. Any restriction of trading with the LDC therefore risks rather
worse retaliation against the industrialized countries.

The EEC itsdf accounts for nearly haf the exports of the industriaized
countries, with trading between the EEC countries representing 51% of
their trade as against 33% twenty years ago. This is one effect of the
Common Market, which also now constitutes the leading world commer-
cial pble, ahead of the United States (12% of international trading),
OPEC, the Communist countries and Japan.
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Trade with the Eastern bloc countries in 1979 accounted for 9% of inter-
national trade, 40% of which was raw materials and 60% manufac-
tured products, from the market-industrialized countries. The USSR has
developed a Sysem of triangular trading, acting as a iink between
'friendly' LDC and the MIC. The trading companies exchange heavy
equipment against raw materials with the developing countries, and then
exchange thése raw materiais with the products of the market-in-
dustrialized countries. Another. pecuiiarity of trading with the Eastern
bloc countries is the 'barter' or buy-back contract with industriaized
countries where the supplier of a production unit (such as a car assembly
Une is paid with the product. This type of exchange is inadequately
reflected in the international statistics, which do not provide statisticai
breakdowns.

At a world level two other kinds of trading are aiso inadequately (or not
a al) shown in the raw trade statistics:

(1) Trade between subsidiaries of multinational companies probably ac-
counts for between a quarter and a third of world trade, according to
surveys. Although it is treated as any other sae or purchase from
one country to another, it in fact does not follow the same principles.

(2) Sales ofarms. According to the estiméates of SIPRI* thése represent
USD 20 000 million per year, or dightly less than 2% of world trade,
but amount to more than 10% of the imports of manufactured
products by LDC.

The politieization of trade contacts is best exemptified in the contracts
between the United States and the USSR for ceredls and advanced
technologies, but is aiso increasingly important in the relationships
between Western countries and the developing countries.

2.5.3. The principal breaks with the past

The recession in the industrialized countries during 1974 and 1975 was
reflected in a 4% fdl in volume of trading in 1975. The recovery in 1976
and the subséquent décline in EEC économie activity caused an 11%
growth in the volume of trade in 1976, but only 4% in 1977 and in 1978,
and 7% in 1979. The average growth of trade before 1974 was 7.5%,
and after 1974 it fdl to 4% on average.

This tower rate of increase of trade was accompanied by changes in the
nature of the trade between zones:

First, the structure of trade is now less unequal. Before 1974, the
developing-country exports were essentially directed towards the market

! Stockholm International Pcace Research Institutc (see Le Monde, 24-25 June 1979).
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industrialized countries, and their main exports were raw materials. They
are now beginning to develop trade between themselves, and to export
more manufactured products.

Secondly, the Third World in génerai is an increasingly large market for
the industrialized countries (see 2.5.2.). OPEC is, of course, of primary
importance, since its share in the exports of manufactured products from
the market industridized countries has more than doubled since 1973.
Indeed, the onus has been on the industrialized countries to re-establish
their trading balances with OPEC, and they héve succeeded very patch-
ily, as can be seen in the fotlowing table.

Cover rate for trade with the OPEC zone
(Exports/imports rétio)

1970 1973 L97S 1979
USA 117.3 74.0 49 36
Japan 35.2 39.2 57 37
EEC 431 446 8l 59
FR of Germany 55.2 62.0 127 71
France 50.0 50.2 55 46
Italy 324 36.7 70 57
UK 51.6 47.2 122 91

Sourcee OECD, EKcrnal Trading Stnlislics.

Europe, and to a lesser extent Japan, did clearly succeed in improving
their trade balance with OPEC. Indeed, the increase in price of basic
materials reinforced the relationship between clients and suppliers, and
this couid have bénéficial gjfects, at Teast in the médium term. The dollars
which the Americans 'waste' on oil, after al create employment in
Europe when they are spent by OPEC. This is particularly true as
Europe is a more important supplier, relative to its imports, for OPEC
than either the United States or Japan.

Apart from changes in the structure of trade, the crisis of 1974 aso
marked the beginning of a covert and overt attack’ on the free-trade con-
sensus which had reigned since the Second World War. Protectionism is
undoubtedly on the march: it has always covered agricultural products
from the temperate zones, which form 10% of world trade. But during
the 1960s and early 1970s it gradualy gained a hold over trade in tex-
tiles and clothing, which form 5% of world trade. Since the crisis of
1974, restrictions on imports have affected the iron and sted industry,
shipbuilding, ball-bearings and electronic consumer goods, which then
represented another 5% of international trade. New sectors — notably

! Sec J.M. Jeannency, Pour un nouveau protectionnisme, Editions du Seuil, Paris, 1978.
Sec also Cambridge Economie Policy Review - April 1980. Vol. 6 No. 1. Gowcr pub-
lishing.
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synthetic fibres and footwear — are also being drawn into the protec-
tionist web.

The threat is clearly serious, and it has held the centre of the negotiations
during the recentiy completed Tokyo round of GATT, especidly since
exceptions to free trade are becoming increasingly numerous.! The new
protectionist measures demanded by companies and trade unions aike
make it possible to reserve in the short term the activity of sectors
threatened by low-price imports from the LDC as well as from the other
industrialized countries.

Thése may be justified provided they are temporary, and where they ac-
tively hetp the efforts of the industry concerned to adapt to new markets.
But they are dangerous when they arise from the refusal to adapt to the
conditions of a constantly changing compétition. Protectionism is the
weapon of the weak but at the same time it removes their incentive to
adapt and to stop their own décline.

Furthermore, the compétition from the new countries also créates more
prosperous markets in the Third World for other sectors of the
économies of the market-industrialized countries. O. Long, the Director-
Generai of GATT, has noted that the existence of a sustained demand in
the LDC has stabilized international trade and hence the world economy.

The latest GATT agreements, signed on 12 April 1979, reduced tariffs
on average by a third, bringing them down to about 8%. But this is
reigtively indgnificant at a time of fluctuating exchange rates. Their main
importance is to control the surge of protectionism and to encourage
trade with the LDC without necessariiy making reciprocal concessions,

Bertrand Larrera de Morel? has, though, astutely pointed out that 'Inter-
national trade has rested, since the war, on the twin pillars of the GATT .
and Bretton Woods monetary System. One of thése pillars has collapsed.
It might be better to reconstruct Bretton Woods rather than to decorate
the other.’

2,5.4. Europe, the foc us of international trade

The EEC countries hdve a mean ratio of exports to gross domestic
product of 25%, or 12% if one deducts trade between themselves, com-

! We can ligt, amongst others:

— the Multifibres Agreement: this is an agrecment of vofuntary restrictions, the EEC
countries quamitatively limiting the growth of imports of textiles from the LDC.

— the Trade Act: this niakes it possible to iift the entry duiies into the USA for
products which héve benefited from export subsidies (the case of a large part of the -
exports from the EEC towards the USA).

— the 'American Sdling Price’ which calculdtes customs duties on the basis of
domestic American priées, and which makes it possible to lax the most compétitive
products more heavily.

* The Tokyo Round: An anachronism?, GATT 1978.
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pared to 7% in the case of the USA and 12% for Japan. The European
Community clearly constitutes the crossroads of international trade. In
1979 it accounted for a third of world exports (though it carries haf of
this trading with itself).> It sdls and buys practically three times as much
as the USA, five times more than Japan and nine times more than the
USSR. The EEC is thus a supplier for the great majority of régions
(though not necessarily the magor client).

Trading by régions
(in 1978: principa client - principa supplier relationships)
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A—"B indicates cha A is the principa supplier of B (e, Japan is the principa sup-
plier of the Far East).

C---D indicates that C has D as its principa cifent (e.g. the USA héave the EEC as
their principal outlet).

This diagram does not include the Communist countries of Asia (China,
North Korea, etc) as they account for iess than 1% of international
trade. The figures given for each group of countries show the percentage
of that région in world exports in 1978.

' Imra-Community trading accounts for a greater proportion for the smaller countries
than for the others: Ireland, Belgium and Luxembourg expor! 75% towards the other
member countries and the Nctherlands 70%, as against 45% for the Fédéral Republic
of Germany and 35% for the United Kingdom.
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The diagram shows the bipolarization of international trade around the
EEC and the USA and the central rdle played by the EEC in trading,
since it is often both the principal client and also the principa supplier to
other régions. The EEC has in its area of influence EFTA, the other
European countries, South Africa, Australia, New Zealand, Africa, the
Middle East, the Communist countries of Europe and the USSR. In all
these régions it is both the leading client and also the leading supplier.

On the same basis the United States has, within its sphére of influence,
Canada and Latin America and, to a lesser extent, Japan and the Far
East where they are the principa client whilst being a maor supplier.

The Community has the lion's share of manufactured products, with 44%
of world exports. It also has a leading position for chemical products,
with 55% of world exports. This is quite obviously its warhorse, since
manufactures represent four-fifths of EEC éxports and more than half
of EEC imports.

The régiond structure of extra-Community trade shows firg the import-
ance of the LDC as commercia partners, and the dackening influence
of the USA. The most noticeable development is the deployment of EEC
exports towards the OPEC zone since 1973, with a simultaneous
levelling-off of their share in EEC imports. We héve aready mentioned
the change in EEC-OPEC export-import ratios.

The worid-wide nature of the EEC's trade is also reflected in its trade
agreements. In Europe, in addition to the treaties concluded with the
three candidate countries, there are free-trade agreements with EFTA.
Turkey is associated with the Community, as are Cyprus and Malta.
Coopération or association agreements héve been established with the
Mediterranean countries, and are being negotiated with the twenty-one
countries of the Arab League.

In the Communist world agreements héve been concluded with China
and Yugoslavia, and are under fitful discussion with Comecon. The Third
World is associated with Community trade through the GSP and the
Lomé Convention. There are spécial régiona agreements with ASEAN
and the Latin-American countries. Finally, there are the Community in-
gtitutions which represent the Nine in the GATT.

The dependence of Europe on the rest of the world for its energy supplies
(55%) and for non-energy raw materials (75%) should not be alowed to
obscure another reality. Europe, as the meeting-point of international
trade, plays a vital réle in the economy of the other régions of the world.
The converse is not always true.
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2.5.5. The challenges for Europe, and the technological prospects

To repeat some points from the preceding analysis:

— Protectionism will cause more problems than it solves. The in-
terdependence which has resulted from the spectacular increase in
international trade will amplify the négative effects of protectionist
pressures.

— Despite the growing ndustrial compétition from the Third World,
which seems inévitable, the developed countries run ever larger sur-
pluses in manufactured products with the developing countries.

— The new trend towards the growth of trade between the LDC could
help overcome the harmful effects of a recession éffecting the
developed countries because the LDC may develop a différent
économie cycle to the industrialized countries (which in fact seems the
case since 1973) and thus help to stabilize the wortd economy.

— Europe, as the centre-point of trading, is an essential market For most
of the other régions of the world. Its good hedlth is vita for the world
economy.

Under thése conditions, Europe clearly should assume its rightful place
as the leading commercial power in the world, and play a dominant roie
in the organization of international trade.

Secondly, it should also avoid protectionist temptations, since it is likdy
to be the first to suffer. Thirdly, governments might encourage trade links
with areas not traditionally within the EEC's 'sphére of influence', such
as Latin America and the Far East, though the commitment to multi-
latéral trading should remain a central part of the EEC's policy.

Finally, we should note that international trade has been encouraged by
progress such as containerization and cold-storage in land, sea and air
transport. But increasing costs should lead to a re-examination of other
methods such as dirigibles, hovercraft, and mixed Systems of sait and
power in certain cases. Further trade in gas and chemica products, and
perishable foodstuffs will also require new specialized transport
technologies.

2.6. Down-market countries with down-market products are vulnérable

Interdependence explains the rapid spread of the 1974 crisis. Crisis in
turn reinforces interdependence, since it is necessary to export manufac-
tured products to pay for necessary imports such as ol and raw
materials. Speclalizalion therefore seems to be inévitable. This is implicit
in most of our économie policies. It does however pose severa fun-
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damental questions. What is the relationship between growth and
speciaiization? What are the conséguences for industria relations
between the North, South and East; and are there real advantages of
specialization, or are there alternatives?

2.6.1. Growth, free trade and specialization

Ldtil 1974 world trade expanded more rapidly than world production.
Interpénétration increased for al catégories of products, but particularly
for manufactures. The crisis in 1975 suddenly halted this process. World
production increased more rapidly than international trade, so that
between 1976 and 1977 the degree of interpénétration remained globally
the same. Interpénétration increased only marginaly in 1978 and 1979.
But this apparent stabiiity hides two divergent developments: first,
agricultural and manufacturing speciadization has intensified, and sec-
ondly, minerai production has become more national, and less internatio-
naily specialized.

There seems to have been, until the crisis, a high degree of corrélation
between the degree of speciaization of countries and the rate of growth.
Should one conclude from this that intensive specialization is a condition
of growth?

If it is, the future does not augur wel for expansion. The criss marked
the beginning of serious doubts about free-trade doctrines, and a rebirth
of arguments for new forms of protectionism.> The brake on free trade is
to be found in the inadéquate growth of the developed countries, which
has not allowed them to transfer labour from the declining sectors to the
developing ones. France, Italy and the United Kingdom are less wdi
placed than the USA, the Fédéral Republic of Germany or Japan to
carry out the adjustments imposed by the industrial threat of the
Third World.

The new factor in récent years has been the rapid industrialization of
some LDC, which means that for the MIC there was new compétition in
manufactured products, particularly on the most profitable markets —
those of the developed countries themselves. What is the nature of the
new industrial challenges with which the developed countries are con-
fronted? Why do certain countries gain or lose in the exports race?

2.6.2. The industrial threat o( the Third World

The Third World countries account for 70% of the world population and
about 8% of world industrial production. This latter percentage has been

! Sec JM. Jeannency, Pour un nouveau protectionnisme., Le Seuil, 1978, or the Cam-

bridge Economie Policy Reviews.
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static for the last twenty-five years. The objective, fixed at the 1975 Lima
Conférence,' seems today unrealistic, but at least reminds us that the in-
dustrialization of the Third World is an irrésistible phenomenon. One
may reasonably expect that the share of the LDC in world industrial
production will double between now and the year 2000.

Since the Second World War, the extension of the international division
of labour — according to the Ricardian theory of comparative advantage
— has contributed to the unprecedented growth of the Western countries,
even if deveiopment has not often been equal, or shared by the Third
World. Today, however, the comparative advantage in textiles, clothing,
petrochemicals, mechanical and electrical engineering lies with the LDC.
The industrialization of the Third World is therefore irréversible. The
MIC hé&ve no hand in its growth except by the quick transfer of
technology and capital. The compétition of companies in the developed
countries to obtain markets for equipment leads them to transfer their
most récent know-how and techniques. Fewer turn-key factories are be-
ing delivered, but increasing numbers of total-production factories.
Despite their indebtedness, the LDC obtain the necessary loans from
private banks. The loans of the American banks to the non-petroleum ex-
porting LDC héve become considérable since 1973. To some extent their
financial survival will involve the success of their gamble on the industrializ-
ation of the Third World. It is thus even more urgent for the industrializ-
ed countries to adapt, as the LDC héave already begun their adjustment
to face the new North-Sotith compétitive threat.

The rapid industrial deveiopment of some of the Third World countries
poses several problems, not only of rising costs and the lack of training
and skilled workers, but also of urban growth, the exhaustion of natural
resources, and industrial change. In South-East Asia, for example, the
relatively advanced countries tike South Korea, Hong Kong, and
Singapore, are now afraid of compétition from Taiwan, the Philippines,
Malaysia, Indonesia and India, which are al countries with low wage
rates. They are adso afrad of the protectionism of the developed
countries. South Korea has therefore decided to abandon the least
profitable sectors, such as textiles, which now account for 40% of its
exports, and to seek new partners in order to invest in the LDC.

In Singapore, the présent trend is to turn towards the non-polluting in-
dustries and products of high technical content, since textiles and mass
electronic goods in the lower end of the range have been affected by
protectionist measures.

In the future, Communist China coutd aso become a large exporter of
manufactured goods. This is the only long-term means it has to finance

} That the share of the LDC 'should be increased to the maximum and brought, if poss-
ible. to atteast 25% of the total world industrial production between now and the ycar
2000'.
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its industriel development, since its exports of raw materials are Hmited
by the growth of its domestic needs. This prospect should not be taken
lightly. There are aready 4 million Chinese in Hong Kong and 2 million
in Singapore. Chinese business acumen is renowned.

At the présent, though, most of the exports of manufactured goods from
the Third World corne from only a handful of countries and involve a
limited range of products. Half the exports of manufactured goods from
the Third World come from four countries in South and East Asia: Hong
Kong, Taiwan, South Korea and Singapore. If one adds Brazil and
Mexico, the proportion rises to 75%. Moreover, the imports of manufac-
tured goods from the Third World are essentialy textiles and mechanical
and eiectrical-engineering goods. In 1976 84% of the shirts and 49%
of the trousers bought in the Fédérai Republic of Germany came from
the Third World; the figuresin France were 43% and 32% respectively.
And, according to GATT, 1977 was the first year when the products
of the electromechanical industry replaced textiles and clothing in the
first rank of manufactured goods exported by the LDC.

Taken overadl, the Third World countries account for less than 10% of
world exports of manufactured products. Though it is true that their
share in world textile exports is 24% (of which two-thirds are intended
for the developed countries) it is also true that the balance of trade for
France, with 'savage competitors' such as Hong Kong and Singapore is
consistently positive.!

One should clearly not underplay the devetoped countries' problems of
'industrial adjustment’, but equally there is no cause to dramatize the
situation. Only 8% of al OECD imports of manufactured goods come
from the Third World. Within this total, the ratio is 16% for the United
States, 23% for Japan, 8% for the Fédéral Republic of Germany and less
than 6% for France. Moreover this ratio increased rapidly up to 1973
but has stabilized since then. This may be the first resuit of restrictions
on imports of textiles and clothing.

The Fédéral Republic of Germany and Japan are amongst those
countries which admit the largest quantity of imports from the Third

"World. Both h&ve come out winners from the crisis. Though this success

certainly results from national cohésion and exempiary organization, it is
also explained by a high level of industrial speciaiization.

2.6.3, The measurement of speciaiization

Seciaiization implies that a country concentrétes its efforts on certain
sectors which are judged to be favourable and leaves other sectors which

! See Y. Berthelot, G. Tardy, Le défi économique du Tiers-Monde, Documentation Fran-
caise, 1978.
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are judged to be less favourable. Why do some countries draw advan-
tages from specialization, while others turn towards those products which
the former héve abandoned because they were less profitable or without
a future?

Successful specialization is vital, since it is industrial exports which alow
the MIC to pay for their necessary imports of energy raw materials and
tropical products. Some countries are more vulnérable than others since
they are relatively specidized in sectors with comparatively umkilled
labour. Consequently, they are the most threatened by compétition from
the LDC and the countries of the Eastern bloc.

Conversely, those countries which specialize in ' sophisticated ' products
with a high intensity of skilled labour," together with those central ac-
tivities which make for a dynamic modem economy (computers,
machine-tools, R&D, télécommunications) are in a better position to con-
trol, rather than to be subject to the international divison of labour.

In other terms, the situation of a country will be more favourable when it
exports fewer 'threatened' products and more 'sophisticated’ products,
and when it imports many 'threatened' products and few 'sophisticated'
products. In this way, trade patterns are a first measurement of
specialization.

This criterion has been used by the departments of the Commission in ré-
cent studies? It ultimately measures the degree of compétition which ex-
ists on world markets.

A second criterion of specialization is that of world demand, which is the
sum of the domestic consumptions, and is thus not the same as inter-
national demand represented by trade. Even if, a a given time, a country
extracts advantage from international trade, it may be that its médium
and long-term development will be unfavourable if the country does not
adapt itsef to changes in world demand.

Industrial production is a dynamic process, with products behaving like
living beings which live, grow and finally décline and disappear according
to R. Vernon's 'theory of product cycles. It is possible to demonstrate
this phenomenon by classifying products by their changing share in
world demand and trade. 'Progressive’ products grow faster than world
demand and trade, while ‘régressive’ products grow more sowly or even
décline.

! The criterion of'intensity of human capital' as defined by B. Balassa measures the pro-
portion of skiiled work in production, but it indircctly measures the degree of technt-
caity of the production process. Activitics with the iowest demand for
human capital represent two-thirds of the exports of the most dynamic LDC.

* S ce L'évolution des structures sectorielles des économies européennes depuis la crise
1973-1978. DG 11/140/2/79-FR.
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World demand is therefore an important criterion of internationa
specialization. *If a country increases its exports on a régressive market
abandoned by its principal competitors it may obtain some advantages in
the short term. But in the médium.and long term such a policy would be
very dangerous. The overail size of its market can only increase dowly,
so the country can only iose ground compared with its partners at the
same levd of development.!

The use of thése two measurements leads us to make some conclusions
which demonstrate profound différences in the speciafization of the most
advanced industrial countries.

2.6.4. The criterion of trade and the measurement of vufnerability to the LDC

It is not possible to st out in détail hére the methodology used to
measure specialization in the studies cited above. We should nevertheless
restate some of the limits on the analysis of trade which are mentioned
by the authors themselves. First, there is a bias as a resuit of the very dif-
férent degrees to which the countries are open to world trade. Secondly,
trade between the subsidiaries of multinationals may aso confuse results.
Despite these probiems, however, the resuits of the analysis were af-
ficiently significant to attempt an initid diagnosis.

This analysis was carried out on the basis of the OECD's foreign trade
statistics, grouped together to produce about 160 catégories of products
of which 140 were manufactured products. These catégories were
themselves then grouped into relatively homogeneous types of activity.
The criterion which appeared to be the most discriminating was skilled
work rather than the intensity of physical capital (measured by the
capital/labour ratio). But a combination of both criteria made it possible
to rank the products in their order of vulnerability to compétition from
the LDC. On the one side, therefore, are the threatened products (which
use unskilled labour and little capital) and on the other the sophisticated
products which are less threatened.

The first way of approaching this phenomenon is to look at the percen-
tage share of products using relatively unskilled labour in the total im-
ports and exports of manufactures of each country or région. Between
1963 and 1976 this percentage remained stable for the EEC at the
relatively high level of 18% of exports, and 21% to 22% of imports. By
contrast, in Japan low-skill productsfell from about 30% to about 12%

" See La spécialisation internationale des industries & I'horizon 1985, CEPI| study. Do-
cumentation Frangaise, Paris, 1978.

% See L'évolution des structures industrielles des économies européennes depuis la crise

1973-1978, DG 11/140/2/79-FR - April 1979.
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of manufactured exports, but increased from 8% to 28% of manufac-
turéel imports. In the United Sates, the proportion fell over the same
period from 12% to 8% (7% in 1970) of exports and from 29% to 21%
of imports. The tower growth of wage costs in the EEC relative to the
United States since 1970, and the increasing competitiveness of some
American products, explains why the Community has been dow to
change! The EEC is therefore much more wulnérable in threatened
production sectors than the United States or Japon.

A second way of measuring the 'degree of engagement' of a country in
one type of activity is by analysing four principa indices, al of which
give us some idea of whether a nation is moving into or out of markets
for threatened products and sophisticated products.

The first vertical column in the following table shows us the change in
the index of a country's exports of threatened products relative to its
total manufactured exports. A rise in this index (denoted on the table by
an arrow pointing upwards) therefore shows that a country is exporting
proportionately more unskilled iabour/iow capital intensive products,
which is clearly an undesirable development.

The second vertical column shows the change in the index of a country's
exports of sophisticated products relative to the change in d! its exports,
A rise in this index (an upwards-pointing arrow) is therefore a healthy
deveiopment.

The third column shows the change in the index of imports of threatened
products relative to al manufactured imports, and a rise (anh upwards-
pointing arrow) is therefore in the long term a good sign.

The fourth column shows the change in the index of imports of '
sophisticated products relative to total manufactured imports, and a rise
therefore dignifies weakness.

The table thus condenses the intermediate results from the Commission
study we cited above, over the period from 1963 to 1976. Five leves of
speciaization (in either threatened products or sophisticated products)
relative to total exports and five ievels of import pénétration (in either
product category) can be distinguished:

Veay Low (VL) : rdative index fess than 0.6

Low (L) : relative index between 0.6 and 0.9
Average (A) : relative index between 0.9 and 11
High (H) : relative index between 11 and 14

Very High (VH) : relative index above 14

! Sec Doc. No 7 EUROPE 90, Rapport sur les relations économiques et financiéres in-
ternationales.
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Export specialization and import pénétration: trade changes in the
principal industrialized countries — 1963-1976

Expent specialization Import penctralion
Leve! and change } Level and change | Leve! and change | Level gnd chongs
in the index o? in the index o in the index o in the index
exparts of exports ol imports of imports of
threatened sophisticated heentened phisticnted
products products products praducts
relmive to sl mlntive to all releiive to all relative to all
manufacoeed Factured factured fachure d
expuris eaports impons impors

1963 1976 [1/.x] 1976 E363 976 1963 1976

USA VL —a¥VL H— H VYH™a A L™ L
Japan VH ™ VYL L—=1L VL-—"H YH—VH
FR of Germany E —71L H— H VH~a H A——"A
Frarce VH™a A A— A L.—%A H™a A
Ttaty VH 7 VH L L VL—~* L H-—*VH
UK L—"A A-—"H H— A H™ A
Netherlands H—=aA H~—" VH H —* H L —%A

BLEU VH™aH VL —7 A A—7H A—7A

Examplc of thc use of this table: From the first column, we can see thai Britain in 1963
exporied betow average (L) threatened products, but that their share in al Britain's
manufactured exports was average by 1976. Britain's exports of sophisticatcd products,
however, are improving, whitc in thc thtrd column Britain's imports of threatened prod-
ucts were fdling showing weakness. And in the fourth column, the index of imports of
sophisticated products is falling, which is fdt to bc a healthy development.

Key: VH = very high, H = high, A = average, L =low, VL = very ow,
Source: FAST.

The most favourabie situation from the point of view of international
specidization is clearly that of a country disengaged from threatened
products and engaged in sophisticated products. In 1976, no country is
in this situation, but some are not very far from it. The position in 1963
and 1976 of the principal industriatized countries on the scale of
vulnerability," facing industrialized compétition from the Third World,
shows the privileged situation occupied in 1976 by the United Sates, fal-

' It is possible to construct an approximaie scale 1o cvaiuate thc distance which séparates
countries from an optimal situation. Clearly, not ail countries can reach this situation at
the same time, since we are examining relative specialization. This distance is calculated
on the basis of the sum of the absolute values of the divergencies between the
qualitative scores of a country as compared with the idéa situation. Examplc: There is
a divergence of 1 between high and very high and 2 between average and very high,
etc., therefore thc scale runs from 0 to 16.
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lowed ciosdly by the Netheriands and the Fédéral Republic of Germany.
Italy, the last in the classification over the whole of the period, seems to
be the country most vulnérable to compétition from the Third World.
The situation of Italy 'appears to be disturbing, insofar as the close links
between its exchange-rate parity with the other EEC countries within
the EMS makes it more difficult to maintain its price competitiveness,
whilst a the same time the effort to restructure its industries towards
activities of a high added-vaiue makes investment doubly necessaryV

The most favourable change from the point of view of vulnerabiiity is
that of the -country which both reduces its engagement in threatened
products (réduction of export-specidization index and increase of the
import-penetration index) and simultaneously intensifies its engagement
in sophisticated products (increase of the export-specialization index and
réduction of import-penetration index). Only two countries, France and
Japan, héve experienced this development.

Vulnerabiiity of the principal industrialized countries to compétition
from the developing countries

1963 1976
Minimum relative vulnerability

| 1
USA 2 X

sb T3 U
FR of German 4 4

Y si |5 Netheriands, FR of
) . ——

Netheriands 6 6 Germany
UK ? »—|7 UK.

8 g Japan, France, BLEU

4 9

i0 10

3] 11
BLEU, France iz 12

il 13
Itaiy b — »—[ 14 [taly
Japan 15 15

16 16

Maximum relative vulnerabiiity

Source:  FAST

Nevertheless, though the réduction in Japan's vulnerabiiity is spectacular
(it exports less and less of the threatened products and has become very
open to this type of import) it is ill very much an importing country
and only to a limited extent an exporter of sophisticated products sucli as

' Sec DG 11/140/2/79-FR. April 1979, op. cit. p. 50.
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equipment goods. So that, despite a more favourable trend, in 1976 the
vulnerability of Japan was average and in fact comparable to thai of
France and Belgium. This does not indicate an inadequacy of Japan's
technical capacity, but rather reflects a strategy of specialization in the
profitable sectors which are not necessarily the least vulnérable.

The position of three other countries is surprising. Britain, despite its
relative économie décline, has not become more vulnérable and has even
become a strong exporter of sophisticated products. The Netherlands has
caught tip with the Fédéral Republic of Germany. Though it has
simultaneously intensfied its relative imports and exports of the
sophisticated products, this is due to the import of products for subsé-
quent re-export. The Fédéral Republic of Germany seems to héve
become marginaily more vulnérable, but the change is not marked
enough to be significant.

In order to clarify thése apparent anomalies, it is necessary to look
beyond the concept of vulnerability and consider profitability in the most
important markets, that is to say changes in demand. The products using
the most skilled labour and the most sophisticated plant may not neces-
sarily be the ones whose demand is growing fastest.

2,6.5. Demand and profitability

World demand (the sum of national consumptions) must not be confused
with international demand, which is expressed through trade. The single
criterion of trading to measure specialization can lead to erroneous con-
clusions.

The search for 'target areas' is a dynamic method of management which
is currently practised by companies. It involves identifying the phase dur-
ing which a given product is growing strongly, so asto produce it before
the market is glutted by other producers. Products behave like living be-
ings. They are born, grow, décline and then disappear. Put simply, each
country chooses, or suffers, a certain degree of specialization which
makes it a net exporter in some sectors and a net importer in others. The
growth in demand for différent products is unequal. A country whose
productive apparatus is directed towards satisfying fast-growing world
demand will be better placed than another which seeks to export those
goods which are less required.!

We can demonstrate this phenomenon by classifying products on the
basis of their more or less rapid rate of growth. CEPII has regrouped 54
catégories into sSx classes of equal numerica importance:

— strongly progressive (where the growth of demand is 9.5% per year or

' CEPII study - op. cit. p. 50.
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more), the most dynamic being category FO (office and data process
ing machinery) where the rate is 13.4%;

averagely progressive (between 7.9% and 9.4%);
weakiy progressive (between 6.8% and 7.8%);
weakiy régressive (between 4.8% and 6.7%);
averagely régressive (between 4.0% and 4.7%);

~ strongly régressive (less than 4.0%), the least dynamic being category
DD (leather and skins, furs) which show a decrease of —0.3%.

Table V — Rétrospective scale of free-location industries
Growlh in volume ofthe world domestic demand

llighly progressive catégories

1
2
3
4
5
6
7

(6) FO*Officc machincry, data proccssing . 134

(5) GH Plastics producis 125
(8) FL Electronic eomponems 123
(M) FK* Optical instruments and caméras . . 11.6
(24)GC"Basicorganicchcmislry. 114

(12)GG'Plastics. synthetic fibres
nnd nrtificia fibres 114

(31) FF

(32) FJ
(13)DC

Warehouse cquipmenl and cquip-

ment for building and public works 10,2
Watch nnd cloek-making 9.6
Knilted goods 95

Catégories shwing average progres,

10 (39) FG Mnchinery for spcciaiized industries 9.3
11 (26) FR Eleclrica equipmenl and fitlings .. 9.!
12 (22) GF Phnmiaccuticals 9.0
13 (15IFC Engincs, turbines and pumps . .. .. 85
14 (3) FM Consumer clcclronics 84
15 (40)FE Machine tools 83
16 (19)FP Domesiic cltctrical applianecs .... 82
17 (16)FA Hcavy boilcr work 82
18 (28)GD Paints and dyes 79
Sighlly progressive catégories
19 (37)BC Glnss nnd glassmaking 77
20 (38)FM'Telccommunicnlions tquipment ,.. 7,6
21 (45)KG Spices and other foodstuffs not

elsewhere dassified 73
22 (54)FD Agricultural cquipmenl 72
23 (25)Gl Pneumatics and rubber products .. 7.2
24 (47)1C* Rerined petroleum and fues 7.0
25 (52)GB Fcrtilizers and agriculturol products 7.0
26 (IOJFV'Shipbuilding 6.9
27 (21)F! Mensuring and précision instru-

ments 6.8

Slighlly régressive catégories

33
36

(30)GA'Basie inorganic chcmislry.
(17)FB Général mechanics

(33) FQ* Lnrgescnle elcclricnl installations .

(7) FS Car manufacturing
(35)CA Iran and sied
(46) CB Non-ferrous mélais

(14)EE Various manufncturcd goads riOl
clsewhcrc clossiricd

(41) EC Pnper and paperboard

(23) KH Drinks

Catégories showing avérait régression

(42)KE Fruit and vcgctablc preserving ...

(20)EA Wood procissing and saninf; ..,,

(27) ED Printing and publishtng

(2) FT Motorcycles and pcdal cycles ....

(29)CC Hcavy foundry work . . . ..

(36)FW"Aeronautical construction
engineering

(4) EB Furniturc

(43) FU Railway cquipment

(34) KI  Manufnctured tobacco

flighly régressive catégories

46
47
48

49
50
51
52
53
54

(48)GE Toilemes nnd iletcrgenis
(53) KF Sugnr and sugar confeclionery
(44) DA Spinning and weaving

(51) KD
(9) DE
(1) DB

(49) K A

(50) KB

(18)DD

Méat and fish preserving
Footwenr.

Clolhing nnd made-up goods
Ccreal-bascd producis

Animal and vegetable fats
Leather goods. pelt dressing and
furs.

Foan0ow

Listing nurnber.

. Classificntion by world trnding.
Code référence of the category.
: Contcnl Of the category.

Rate of gromh in volume.
Products with a high content of advnnced technology and capital.
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The mideading nature of a classification based solely on world trade is
highlighted by this table. Looking at international trade only, (vertical
column b) the most dynamic category would be DB (clothing and tailor-
ing), which cornes fifty-first in growth of domestic demand (column a).
The least dynamic in trade would be FD (agricultural equipment), clas-
dfied in twenty-second position in total demand. The ‘clothing' category
appears dynamic at international trade level because production has been
abandoned by a large number of LDC and the market is increasingly
satisfied by imports; conversely 'agricultural equipment' appears to be
less dynamic, since many LDC are building factories to satisfy their
domestic demand and to replace imports by national production.

An analysis of the growth and profitability of demand must therefore
necessarily supplément an analysis of vulnerabitity of the supply. The
fastest growing products are often those where production is more com-
plex, requiring a lot of investment and highly-skilled labour. However, the
corrélation is far from being perfect. In Table V, the ten catégories of
products which require advanced technology and high-capitat intensity
are indicated with an asterisk. Oniy four of these catégories figure in the
group of fastest-growing products, whereas three appear in the fourth
and fifth groups. The skills and quality of labour and capital are
therefore only one constraint within which countries may choose their
strategy of specialization (See CEPII study).

The analysis carried out by CEPIT shows that the United States, the
Fédéra Republic of Germany and Japan have speciadized in the fastest-
growing products and héve abandoned dow-growing ones. The United
Kingdom and Italy are restricted to the slower-growing products, and
France has an intermediate position. This is despite the fact that none of
these latter countries has seen their products become more vulnérable to
Third World compétition, on the criteria of inputs of skilled labour and
advanced technology,

2.6.6. The challenges for Europe and the technological prospects

Specidization poses a major theoreticai problem. Even if each country
gains from trade according to the theory of comparative advantage, not
di countries can specidize in the same fast-growing target areas.
Soecialization can thus only be unequal. There will be countries which,
relatively speaking, gain and others which lose.

Overall, the EEC countries appear, on an analysis of externa trade, to be
more vulnérable to compétition from the LDC than the United States.
Furthermore they are also, unlike the United States and Japan,
specialized in products for which world demand is growing relatively
slowly. This average obscures the considérable and increasing disparities
between the Fédéral Republic of Germany and the Netherlands on the
one hand and Italy and the United Kingdom on the other.
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This increasing divergence between the European countries is al the
more worrying since the burden of change is greater 'on those who ap-
pear to be least able to influence the long-term developmeni of the inter-
national distribution of labour'. The weakest must exert the greatest -
fort to adapt, while they are less wel placed to do this.

In turning towards those industries which are technically most advanced
and capital intensive, the market-industrialized countries risk aggravating
structural unemployment. It is not possible to count on the présent ter-
tiary sector to create employment, as the microelectronics révolution in
telematics is tikely to lead to manpower cuts in banks and insurance
companies.

However, the industrial threat of the Third World has at least the merit
of driving the market-industrialized countries towards an industria
restructuring which is the more urgent because the prosperity of the
1960s led them to ignore it. Compétition from the Third World créates
problems for some industries but it also opens up prospects to others.
The more the developing countries export the more they can import.
Most studies confirm that 'the globa impact of compétition from the
LDC on employment in the industrial countries is neutral if not positive'.

The redeployment of the industridized countries is the more urgent
because the most advanced LDC are aready starting to move up-market’
as their products are threatened by dill poorer countries. After the tex-
tile, iron and sted industries, the more advanced developing countries will
move into the automobile, aluminium and petrochemicals industry, which
could be the new threatened sectors. Will the industrialized countries be
able to adjust to this new state of affairs?

The reply is probably yes for the Fédéral Republic of Germany, Japan,
and even France and the United States. But it remains uncertain for most
of the other countries. Within the LDC it is aready customary to dis-
tinguish a ‘fourth world' of the least advanced countries. If redeployment
in the developed countries cannot be organized in time will it soon be
necessary to introduce a simiiar distinction within the European
countries?

Clearly, if Europe is not to be both outstripped by the United States and
Japan and caught up by the countries of the South and the East, it must
specialize in the most sophisticated techniques, not only in the advanced
sectors like aeronautics and télécommunications but also in the
threatened sectors such as textiles, iron and sted and cars. Automation
and the introduction of microprocessors might again encourage the
relocation of activities such as textiles in the developed countries.’

' In Fat, as has been pointed out by John Ncvin, Président of Zenith Radio (United
States): 'As soon as production is automated the question of knowing whcther one is
paying 25 cents or USD 3 an hour for labour is no longer of any importance' (Sec
Economia No 38, Novcmber 1977, p. 37).
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2.7. The energy disarray: Import dependence and price hikes

So much has aready been written about the energy crisis that we confine
ourselves to the mgor points.

The energy disarray today is due to a large extent to the many
forecasting errors, with massive conséquences, which were committed in
the 1960s. We should at least try to draw up a balance-sheet to examine
the challenges that are likely to face us in the future.

2.7.1. Forecasting and its errors

Few économies or energy ministers forecast the quadrupling of the price
of ail which took place in 1973-74.2 The models for longterm forecasting
were based on a continuation of the fdiing price of ail in constant money
terms, and thus the maintenance of growth. They also assumed a cons-
tant relationship between growth and energy consumption. It is thus easy
to critieize the flawed analysis of the energy situation, and the clear un-
derestimate of the power of OPEC. Massive investments in nuclear
energy and coa were obviously necessary.

But we may today be committing similar errors by using the same
models to continue into the future the relationships of the past. h is rare,
for example, to find energy scénarios which envisage a new doubting or
trebling of the price of energy, with the change in production and con-
sumption and in the mentdlities, behaviour pattems, life styles which
might become necessary.?

Nor was 1973-74 the first energy crisis which the Western world ex-
perienced. In 1928 the gasification of cod and the exploitation of schists
were aready being seriously envisaged. The shortage of that period
became a superabundance of energy with the discovery of ail in the Near
East.

' See on this subject M. Godet, 'Energie: compte & rebours, ou erreur de prévision',
Fuluribles, No 22, April 1979.

! h should be noted however that in the various studios published in 1972 the Commis-
sion envisaged the hypothesis of considérable rises (corresponding for that period to a
trebling of priées). See on this subject Progrés nécessaires de la politique énergétique
communautaire COM (72) | 200 final; Orientations et actions prioritaires pour la
politique énergétique communautaire SEC (73) | 4SI final; Vers une nouvelle stratégie
de politiqgue énergétique pour la Communauté, 1974. (These studics have been
published as a supplément to the EEC Bulletin under Nos 11/72, 6/73, 4/74.)

% The Commission has shown the way with the report by J. Saint-Geours Pour une crois-
sance économe en énergie, DG XVII COM 235 (79) F.
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The error was unjudtified. Its cause was an absence of imagination and
reflection on the future. Simiiarly the ambitious energy programmes
covering coal and nuclear energy launched after the Suez crisis in 1956
were not fully put into effect.” We should, however, acknowledge that the
policy of encouraging cheap oil, despite its 'improvidence’, contributed
to the spectacular économie growth in the 1960s.

Today the magjority of energy experts agrée that the ultimate petroleum
resources are between 200 and 300 hillion toe (- an opinion which
emerged from the Delphi survey, carried out by F. Desprairies with
twenty-nine experts, more than haf of whom were attached to the oil
companies?). One must not, however, attach too much importance to
simiiar analyses from experts in the cil companies, because they operate
in the same way, according to the same criteria, and using the same
basic data.®

Energy forecasters too often look at the future with eyes blinded by the
présent, and are led to revise ther estimates’ constantly upwards. A
Delphi survey would héve given a figure of 50 to 70 billion toe if it had
been carried out during the 1940s, and maybe double the figures in the
following décade. Simiiar opinions do not signify cohérent opinions, and
in energy matters a consensus rarely makes a good forecast, However
some key figures, which are incontestable and uncontested, constitute a
lid basis for analysis.

2.7.2. The non-controversial data on ail

The importance of ol compared with the other basic materials is
overwhelming. Exports of oil, which account for practically half the ex-
ports of raw materials, are worth more than ten times more than wheat,
the raw material in second position, and twenty-five times more than
iron-ore. Furthermore, the energy dependence of the industridized
countries has increased considerably over the last fifteen years, as can be
sen from the following table.

' See on this subject the remarkabSc article by A. Ferrari and R. Laites 'Prévoir le passé:
la rétrospective au service de la prospective énergétique’, Fulttribles, No 16,
July/August 1978.

1 A reiative convergence, since the estimates differed by a factor of 2 to 3 in the survey.

® Sec Michel Grenon, La pomme nucléaire et I'orange solaire, Laffont, 1978.

4 By the very defirstion of proven reserves they represent what can be prociuced under
the existing économie and technological conditions, but the latter change. Furthermore,
at an économie level, thirty years of reserves ahead are largely suffifent.
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Energy dependence

(in %}
1963 1973 1978
USA 6 18 26
Japan 60 90 89
EEC (9) 40 63 55

Source: Europe 90.

This dependence places a heavy constraint on their trarie balances:

Tota net impérls of fuds PereenLage of total
(USD 000 million) importa
1973 [975 1977 1973 1975 1977
USA 6.5 2 40 9.3 229 27.0
Japan 8.2 254 31 214 44.0 44.3
EEC' 16.7 41.6 48.3 19.0 314 304

! Extra-Communily data.
Source: GATT - Matrices of wDrd trading (1978).

The industrialized countries are particuiarly dépendent on oil since it ac-
counts a a world levél for 50% of the primary sources of energy, com-
pared with 25% for coa and 20% for natural gas.

Irrespective of ievels of économie growth and energy saving world con-
sumption of energy is likely to be 12 and 15 hillion toe by the year 2000
(as against 5.6 hillion in 1974), The consumption of oil, which ill repre-
sents about 50% of the total, will therefore rise from 3 hillion toe to
about 7 hillion toe.

Under thése conditions the cumulative consumption of oil in the period
1975-2000 will be 125 hillion toe, or 25% more thon existing proven
reserves. This calculation does not, of course, take into account any
future discoveries, but the stagnation of research activity outside North
America does not augur well.

There is a far consensus over the leve of the proven réserves, since their
définition is clear. They are estimated at 100 hillion tonnes, of which
70% are in the OPEC countries, 15% in the planned-economy countries,
10% in the OECD countries and 5% in the non-OPEC devebping
countries.

! Source:  Interfutures.
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Coal is relatively abundant, resources probably being five to Sx times
higher than those of oil. Furthermore its geographical distribution is very
différent from oii. The USSR, the USA and China own 90% of world
reserves. However, coal is produced throughout the world at widdy dif-
fering costs. European coal costs twice as much as American coa and
five to ten times more than South African coal.

It was rightly emphasized at the world conférence on energy in Istanbul in
1977 that energy structures are very slow to change. It has taken nearly
a century for one form of energy to increase from 1% to 50% of the
total energy balance-sheet. New forms of energy, such as solar and
goethermai, will only be significant in the long term. This phenomenon is
fully described in a récent study by the Commission.'

2,7.3. The uncertainties of the future

If there is a relative consensus on proven resources,® there is no con-
sensus on potential reserves or resources. Most experts suggest that ex-
ploitable resources will be totaliy exhausted in the first quarter of the next
century,® despite the uncertainty about geological régions such as the
Arctic seabed and about the development of extraction techniques.

Others argue that such gioom is dramatically wrong, and that doubling
the présent price of oil would treble current reserves. They aso add that
the rise in the price of energy will encourage the non-conventional energy
sources such as schist, liquéfaction or gasification of coai, and will dis-
courage consumption.

Whatever the situation, though, the experts agrée that the ail market will
continue to be tight in future years. This is partly because of iower
productive capacity relative to expanding needs which in turn results
from the inadequacy of research and exploration investment in récent
years, and partly because the érosion of the externa surpluses of the
OPEC countries after each price rise will not be alowed to jeopardize
their domestic development projects. We therefore expect a situation of
latent or intermittent crisis, refiected both in terms of quantities and
priées.

Compounding the uncertainties inhérent in the ail market, there are aiso
uncertainties over the production of energy from nuclear sources. The
natural uranium market may be volatile during the 1980s because of

1 Crucial choices for the energy transition, DG XII, May 1979.

2 Proven reserves represeni those which, wilh certainly, are immedialcly produciblc from
cxisting wells, under présent économie and lechnologica! conditions. Resources repre-
sent the estimated total of that which cxists, but of which onty a part could be exploited
under présent conditions of priées and icchnoiogy.

% On hypothéses of constant or increasing consumption (Interfutures).
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political constraints which could afect the supply. This is true even in
stable OECD countries like Australia, where arguments over aboriginal
rights have hed up exploitation. Efforts in uranium exploration need to
be sustained if nuclear programmes are not to be dowed further. Further-
more, work on évaluation and listing is necessary to increase the uranium
reserves, even if resources at présent look sufficient.

It is generaly accepted that nuclear energy is a necessary step in the
transition from the oil era to the era of new forms of energy. But its
development is under a permanent cloud of suspicion by large sections of
public opinion.

2.7.4. The price of insuring against energy shortage

We are paying today for our lack of percipience in the past with increas-
ing energy dependence, and our lack of an alternative to ail. Will we pay
again in the future for our short-term poiieies now?

The new price rises are only a problem because we were not prepared for
them and because we hoped that the price of energy had stabiiized. Cer-
tainly, économie dowdown has damped demand, and consequently
priées, but the respite granted by the OPEC countries, and particularly
by Saudi Arabia, so as not to aggravate the international dépression,
could not héve lasted whilst the surpluses of the petroieum countries
were diminishing year by year, and when a déficit was forecast from
1980 onwards (see 2.4. The international monetary disorder.)

Everything now is happening as if 1 lie West hoped to live with expensive
energy in the manner that it enjoyed when energy was abundant and
cheap. Until this year, the car industry had never been so prosperous.
Tourist travel by ar is expanding more rapidly than in the 1960s.

In the United States, more than anywhere elsg, it has been as if the crisis
did not exist, yet the per capita consumption of energy there is twice as
high as in Europe, The 'Independence’ project has been pigcon-holed
and the Carter plan is encountering difficulties. The United States im-
ports twice as much oil as in 1974, and heiped to increase world priées
by granting a subsidy of USD 5 per imported barre! at the very moment
when priées were rocketing in June 1979.

We are at the mercy of new and uncontrolled price rises. The security of
our supplies is no longer guaranteed, so serious are world geopolitical un-
certainties. The Saudi régime is unlikely to be any more solid than that of
the Shah of Iran.

Of course, rises in cost are not a bad thing in themselves: At the end of
May 1979 in Paris, Mr Schuitze, the principal économie adviser to Prési-
dent Carter, told a meeting of the OECD Political Economy Committee
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that the Western world had much to gain and little to lose in seeing the
price of energy rise to higher levels, provided that thése were reached
progressively. He added that the réduction in the price ofoil since 1975
had in the final analysis proved unfavourable to the industrialized
countries. The new rise could ‘encourage industrialists and private
persons to economize on energy and to make the cost of new forms
of energy profitable'.

Paradoxically, the rise in the price of energy should be sufficiently rapid
to encourage research and development, energy saving, the improvement
of ciassical technologies, and the development of new production
technologies in nuclear energy and coal. But price hikes must be suf-
ficiently progressive so that the économies of the industrialized countries
can adapt. Sudden price increases hit hard. But we can no longer refuse
to accept the fact that for the next two or three décades we will find
ourselves in an era of increasingly expensive energy.

2.7.5. The technologtcal prospects of meeting the challenge

If oniy to avoid the forecasting errors of the past, 