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A. INTRODUCTION 

Mr . Chairman, let me say first of all what a genuine 
pleasure it is for me to be here - even t hough I am more than 
a little overwhe lmed by the span of the subject I have been 
asked to consider. 

As your biographical comments have noted, I come from 
the West coast of Canada . My roots go back, I guess, all of 
a generation and a half in my native land . I learned economics 
at a time when it was - or was attempting to be - a self-
contained analytical science , and the business cycle was declared 
obsolete. Now I have been asked to discuss world social and 
economic trends, here, in a country where one can refer casuaJ.ly 
to developments four millenia before Chr'ist, and at a time when 
economists can only explain the persistent inflationary reces sion by 
appeal to sociology , expectations, and the dynamics of social 
groups in conflict . It is a challenging assignment you have given 
me, but I hope that we can find some 1nteresting views t o explore. 

I realise that in part my job, as an opening speaker, 
is to be funny and optimistic" and set a cheerful tone for a hard 
day ' s work . Unfortunately, my colleagues often find me more 
abstract than funny, so I shall have to concentrate on being 
opti mistic and cheerful . When it comes to present economic 
issues, that too, as you are all well aware , has its probl ems . 

Indeed, I was asked last night what was so optimistic 
in talking about economic prospects in the longer term . I had 
to admit that it is primarily that it takes so long fo r one 
to be found out . 

April 1973 - just five years ago - would hardly have 
been a good time at which to attempt a discussion of "econom i c 
and social prospects", even over the next five years. Think of 
the- change--in outlook that- has occured just s-ince tJ:J.e.R . No 
doubt April 1978 will prove, in the fullness of time, to have been 
equally unpropitious . I have no illusions about trying to make 
a reputation as a prophet here today . Nor do I think that should 
be our goal in this morning 's discussion. 

I must confess also to a small timing probl em. In July 
1976, the OECD published, as a supplement to the Economic OutlO OK 
of that date, a "growth scenario to 198U" . That discussion is, 
however , already in need of substantial revision in the light of 
subsequent events. A year later there appeared the report 
Toward Full Emplovment and Price Stability prepared by a group 
of independent experts (the so-called "McCracken Group") as a 
report to OECD. But that too is felt by many to be somewhat 
inappropriate - or at least incomplete - as a guide to the coming 
years . ';Ie are, at OECD, now working on a new medium-term frame \'/ork 
as an analytical backdrop to discussions of medium-term policy. 
That work has , howeve::" some way to go . And finally, various 
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reports from OEeD's Interf utures Project (on which I will 
comment briefly later ) will probably not begin to emerge 
for public discussion until early next year. So I fall 
between periods here today - I was not able to bring the 
definitive picture even of the next five years with me at 
this time. 

All that we can do, I suppose, in attempting to understand 
a little better what the future might hold for us all is to try 
to see a little more clearly the underlying nature of present 
problems - and identify some further questions to explore. 

Some of you may recall a recent book by Herman Kahn, 
entitled The Next Two Hundred Years. In that study, Kahn 
suggests that the fo ur-hundred-year slice of human history 
centred on the U.S. Bicentennial (1976) might best be seen 
as a transition from a low-level steady state stretching 
8000 years back into pre-history to a high-level stationary 
state sustainable into the indefinite future. During 
this unique epoch humanity can be viewed as passing 
(relatively smoothly, in historical perspective) along 
a conventional S-shaped growth curve through an industrial 
revolution and a population.explosion into a larger and 
richer post-industrial society consistent with our finite 
world. Obviously this is an essentially - perhaps the 
quintessentially - optimistic view. 

With the more modest vision appropriate to an ordinary 
economist, a 400-year time-slice is a little daunting . . 
But, on a suitably more modest scale, it is nevertheless 
tempting to wonder whether the last five - or maybe seven - . 
years and the next five - or maybe seven - years might not 
be viewed together as a period during which· a series of 
severe shocks to our post-war Western economy were encountered 
and absorbed, and the transition to - or recovery back to -
a more settled pattern of economic evolution completed. In 
this perspective, there are two obvious sorts of questions 
to talk about - the question of the transition to what, 
and the question of difficulties along the way • 
• 

I would like to talk only very briefly about the 
first question, on which you may hear more later this year 
from Interfutures, an .(:)E,CD projec t ini tinted by the Japanese -
government to explore the longe r term evolution of r e J. ations 
among developed and developing nations. The r ema inder of lily 
comments will be concentrated on the second aspect, the 
economic problems likely to arise in . the mediUM-term durinG 
a process of economic recovery or transition to a new phase 
of steady growth. 

On the question as to \·Ihere ~Ie are goinG, there are many 
views, but perhaps they are braclteted by what I might call a 
"Club of Rome" vievi Rt one pole and a "ll;cCr2cken" view at the 
other. The first, "Limi ts to Growth", approach suggests 
that many of the shocks of the last five to seven years have 
been the portent of critical problems of learning to live 
in a finite world; in this view , the only plausible end-point 
or target in the medium-term is a path of es sentially zero 
growth of material output. Such a target impli es profound 
problems of adjustment to a soc iety of greater leisure, 
presumably reduced aspirations with respect to material 
well-beinG, and some major changes in the way incomes are 
earned and redistributed . 

.- -.-.-----~--- -- ._----_ . 
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The second approach, attributed to the so-called 
McCracken Group, did not, as some critics have suggested, 
ducle the question of longer-term goals or assume it away. 
In its recent report, Toward Full Employment and Price 
Stability, however, the Group did, on examination, conclude 
that a return to balanced growth at a rate not much less 
than the growth rates of potential output experienced in 
the past probably was nec essary - necessary not for its 
own sake but for attainment of underlying social goals 
with respect to income distribution, expanded provision 
of public goods, and the availability of employment for 
all who \'Iish to work. 

The Group also argued that conventional instruments 
of economic policy remain effective, and that an appropriate, 
predictable setting of these macroeconomic instruments is 
necessary to provide a general framel'lorl< wi thin which private 
business decisions, and more selective government action, 
can be talten in a \'lay that mieht support sustained recovery. 
In this view, therefore, the next sbveral years should ideally 
be seen as a period of consolidati<;in and return to a path 
of economic growth at rates broadly comparable to those Qf 
the past. 

In reaching this view, the Group surveyed the usual 
list of the determinants of economic growth, and concluded 
that - if the rate of investment and capital formation is 
maintained - the growth of labour supply, and labour . 
productivity, the pace of innovation, the introduction of 
new technolOGY, the availnbili ty of savill(;s unci tlll~ l.;ul'Ply 
of primary resources would all be adequate to assure cont
inued growth • .. 

There is, as always, an intermediate ViCI'J, which 
argues that the world economy is not necessarily running 
up against hard physical constraints dictated by finite 
resources, but has nevertheless changed profoundly since 
1973, ~n its attitudes to economic systems and market 
mechanisms, in its acceptance of market outcomes , and in 
the underlying distribution of power within Rnd amonG 
nations. On this argument, continued economic crowth at 
rates comparable to the past, based on continuAd increasing 
in;tegration -IoJi-t.hi rt the -Vlorld ec(momy,-tlfl.d extens-hln of an 
opell trading system, is simply not feasible. 

There are a nl:lnber of particular rensons I'lhy potential 
growth rates might decrease somevlhnt, even if investment outlay:> 
prove adequate. First, even without absolute 5carcities, 
energy and raw materials costs probably do begin to push up 
a rising supply curve. This does not say that vIe could not 
attain a full emvloyment gl'OVIth path, but it does imply 
reduced rates of groVith and a greater proportion of output 
devoted (either domestically or through transfers abroad) 

..... 
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to energy and material supply. 

Second, "selective growth" may mean a greater 
proportion of productive resources being drawn through 
the public sector to produce an increased supply of goods 
or services not captured - or not fully measured - In 
gross national product. Or, as I shall argue later, 
it may mean that, through public r egulation, a greater 
proportion of capital and labour services will effectively 
be diverted to assuring attainment of other goals not 
captured in GNP - health and safety, environmental quality, 
and so on. 

- Finally, ona might speculate that growth r a t es might 
be reduced as a greater proportion of the gains are taken 
out in leisure, or at leas t more leisurely work practices. 

But none of this argues that a path of renewed growth 
wi th high employment is rule d out for the future. It just 
suggests that measured growth rates may be significantly 
below those associated with the post-war economic mira~les. 

In its professional view, if I understand my senior 
colleagues correctly, the Economics and Statistics Depart
ment of the DEeD Secretariat remains fairly close to the 
McCracken Group opinion as to the necessity and feasibility 
of continued economic gro~lth. The Interfutures Project, 
which ! mentioned earlier, will be questioning these 
prospects more deeply in its later reports. And my own 
personal view is that long-run Growth prospects will 
probably be substantially reduced compared to past rates -
in part, as I just mentioned, because r enewed growth will 
~egin to drive the price of energy resources and raw 
materials up more qUicl(ly in real terms • 

....... - ., 

Thus in looking at general economic prospects from 
the point of view of resources - the so-called "supply side", 
I have tried to distinguish three cases: 

- (ai - "G:lub of-- R-ome" - wi-ll seB4eturn to-2.ero growth, the 
natural long term or stationary 
condition, because of resource 
constraints; 

(b) "McCracken" - will see return to full employment post
war growth patterns, because neither 
resource constraints nor enduring problems 
with market system 

(~) "Middle ground" - sustained but slower growth of poten
tial with rising resource costs -
possibly slowing technological change, 
and possibly the so-called "jobless 
growth~' 

But this middle ground also leaves open the question of 
whetherthere can be, in the medium-term, a sufficient recovery in 
effective demand - and it is to that I would now like to turn. 

--------------
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B. FEATURES OF A POSSIBLE RECOVERY PATH 

Indeed, the argument on the supply side only accentuates 
some of the difficulties I shall mention later. So let us take 
as a starting point the proposition that the next several years -
in Europe as well as in the rest of OECD - will be characterised 
by determined efforts on the part of all governments to achieve, 
through appropriate economic policies, rates of economic expansion 
consistent with stgnificant reductions of unemployment and eventual 

. return to some path of fairly rapid economic growth with high 
employment. There seems no reason to believe that a change in that 
basic goal is either forced upon us, or widely desired. 

One version of suc~ a recovery path was sUGGested 
in a "growth sc enario" published as an annex to the OECD's 
Economic Outlook for July 1976. This envisaged, for 
Franc e , Germany, Italy and the U .K-., from the business 
cycle trough in a round 1975 to a terminal year "around" 
1980. average gro ~lth rates of real GNP ranging from 696 
per annum to 3i% , and running, for each country, about n-i of a percentage point above its average rate in the 
late 1960's . Since the early part of 1976 , of course, 
growth rates have fallen considerably short of these 
levels. The r ecent Economic Outlook emphasised the 
prospects for a still more disappointing outcome this 
year with a rate of growth of output in Europe as low 
as 2~% for 1978 over 1977 , and l eve ls of uncmploym'mt 
rising for Europe as a whole, possibly to 6' by the 
end of this yea r, or 17 mil lion unemployed for OECD as 
a whole. (I might note, parenthettcnlly , that it is 
usually estimated that real growth of about ~~% is required 
just to maintain unemployolent rates constant.) 

At the same time, while inflation rates have come 
down a long way since the peak l evels of the early seventies, 
they r emain high in some European countries, and they 
appear to have stabilised at a relatively high level or 
are declining only slowly in others . Moreove~ many 
governments appear to believe that even at present depressed 
levels of activity, the response of waBes and prices to any 
SUbstantial policy action to sti mu l ate aegrcrate dema nd will 
still be sllarp. Finally, ma ny governments are concerned 
that policy action ~lich Bilpeors to increase the ri s k of 
"inflation may lead -to- unac cc!Jtable balance of payrnent:, or 
exchange rate consequences which will, in turn, only 
eggravate the domest ic inflation problem . Thus, our 
starting point here at the beginning of 1972 is not only 
one of unprecedented economi c slack, including substantial 
"hoarded " or under-utili s ed labour, but one in which Bovern
ments in many re~pects feel constrained from taking the 
action necessary to bring about an appropriate expansion of 
demand. 

------ .~ .-~---- -_.------. 
. ~~------- -- --



•• _______ ____ ... __ __ ;4,. t 

- 6 -

A growing body of op~n~on seems to be questioning 
whether we can in fact achieve rates of expansion of aggregate 
demand fast enough to restore full employment even by the mid-
1980's. At the same time, a di f ferent problem must also not 
be forgotten: full employment may be restored, but by bringing 
down potential supply through lower investment, lower :productivity, 
(and of course, par consequence, lower income per head). 

Substantial direct gover nment stimulus to expansion of 
aggregate demand is difficult. I have mentioned the fact 
that many governments feel constrained in their economic policy 
actions, and one might also add that there appear to be important 
political constraints limiting the possibilities for expansion of 
public expenditure (because of concern about public sector 
growth) or the possibilities of tax cuts which appear to benefit 
business rather than consumers (which are unpopular on distributional 
grounds) . 

In the analysis of medium-term prospects which we 
have been attempting at OECD, the question of growing 
taxpayer resistance to public expenditure growth and 
increased taxation is central. It does seem to be the 
case that in the bargaining process moncy waGe targets 
increasingly reflect an emphasis on real after-tax relative 
incomes - that is, a focus on disposable take-home pay 
tal<ing anticipated price changes into account. This is 
one of the key res pects in which the much-tall~ed about 
inflationary expectations get into the picture. 

Growing taxpayer resistance ~/ould not be altogether 
surprising. Expansion 
of public sector expenditures has been SUbstantial: from 
34 to 51% of trend GNP for the Netherlands over the p.eriocl 
1962-1975, 33 to 49% for S\·/cden, 32 to 117;5 for NonlaY; 
U.K., Denmark, Belgium, Germany, Italy all over 4 25~ in 
1975. (The U.S. \.;as at 3 L~%. Japan at 2j% in ,the same 
year. ) vie do not see comparable expansion occurring over 
the next five years. 

Moreover, trade prospects are not strong. In a brief 
review of medium-term prospects, some work at the OECD Secretariat 
suggests, on the basis of a 5%/year expansion of the OECD area 
and a 5% annual rate. of .increase of trade price!h_ a rate of growth 
of OECD imports of around 8%/year (in round numbers, 9%/year for 
manufactured goods, 6%/year for non-oil commodities, and 3%/year 
for oil) and a rate of growth of exports of around 8% also; 
in the OPEC countries and the Eastern bloc, a rate of growth 
of imports around 8%, and exports around 4%; in the NOPEC 
(non-oil producing less developed) countries, perhaps 856/year on 
exports (but 11%/year on manufactured goods), and 6t%-7% on imports. 
If this we r e all to be realised, it might lead to a situation in 
which the OECD was about in balance on its current account by the 
mid-1980's, the OPEC surplus reduced to much smaller levels than 
at present, and the NOPEC countries as a group running a moderate 
but sustainable deficit. 

~~------.--~-
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The possibility of an "oil crunch" in the mid-980's remains 
however, with implications for the "real" price of oil that Vlould ' 
throw all the above into ser ious que s tion. Moreover other 
difficulties in the way of achieving the degree of s~ooth balance 
of payments ad~ustment implied in this rather optimis tic story 
shouldn't be dls counted a l together. Probl ems of international 
monetary instability ar e still only too apparent. 

So prospects for export demand also are not strong . Thus 
a great deal of concern not only with a possible expansion of 
aggrega~e demand over~l~, but als o with future supply, must centre 
on the l~vestment declslon. Indeed, one might argue that on the 
demand slde, the key struc~ural problem is the weakness of de s ired 
private ~nvestment expend~ture, while from the supply side the 
problem lS the corre.spondlng weakne,ss of fixed capital for:-mati on. 

In order to understand why the response of private 
investment might be more than cyclically wea!t, 1 t 1s necessary 
to loolt at the determinants of the i nventment decision as 
conventionally understood by economi sts. 

Here despite popular belief, the evidence is not clear. 
For many countries, the low'degree of capacity utilisation, and, 
the weakness of growth prospects, is sufficient in itself to 
J;j.ccount for the behaviour of current lnveBtment relative to 
past performance. In some countries - particularly, perhaps 
in Europe - the impact of riSinG l abour costs in deprassine 
profits levels is still significant (although it is important 
to note that in many countries profit levels, on a cyclically
adjusted basis~ have been reatored 8enerally to levels of 
the mid-1960's). Moreover, the need to treat labour co::;ts 
as an overhead item I'/hich can only slowly and l'Ii th difficulty 
be adjusted to varying operating rates is having its own 
impact on investment planning. I'Ihethcr, in light of current 
uncertainty , concerns \'lith re spect to antiCipated inf lation, 
worries with respect to difficulties of implementing decisions 
affecting the workforce, reGulatory constraints and other 
government intervention, and now also important exchange rate 
uncertainties , the profit rates of the 1960 t s ore sufficient 
to stimulate investment, remains unresolved. Some empirical 
work does suggest that risk premia have increased - that 
exp'endi ture on major investment projects entailing long life-_ _ 
times , such as plant and structures, are well below "normal" 
levels. You will obviously kno \~ a lot more about that issue 
than I. 

- ---- - ,-- - ---_ .•. __ . ---.-- ~.-----,-
~--: 
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This weakness ref l ec t s , of course, a feeling tha t 
the expenditure components that have been the driving 
forces for growth in the past are unlikely to be s o in 
the next few years. I've already mentioned that there 
appear to be a number of constra ints limiting the rate 
of growth of public expenditures in the future. These 
same pressures are likely to lead to persistent public 
sector deficits. 

And it is clear that balance of payments constraints 
will not permit the sort of export-led expansion which has 
in the past driven both economic recovery and the progress 
of developing countries within the southern tier of DEeD 
or the rest of the world. 

Thus one must expect pressur~for a shift toward 
policies to promote private consumption, in order to 
stimUlate private investment and.domestic demand in the 
major European economies of DEeD. 

This, in a longer-term perspective, create s some 
puzzles. Rather than an attempt to eliminate alleged 
"over-saving" in the major industrial countries of DEeD, 
one would expect the needs of longer term "resource trannferil 
to lead to greater effor is to channel such saving towards . 
the development of poorer sectors of the ~lorld for whom 
high saving rates are inadvisable. and for whose consumption 
room must ultimately be made. 

But it is one of the costs of the OPEC deficit that. 
so long as the net high saving rates of OPEC countric~ s per
sists. the maintenance of high employment in OECD countries 
~il1 generate pressures not to' conserve on material inputs, 
but to encourage increased consump tion in count ries already 
enjoying high standards of living simply to offset the 
"excessive" flow of world saving which we find ourselves 
unable to channel to capital formation. This problem seems 
liJ<e1y to be significant over the period we are considerine. 

Thus, to summarise the argument so far we've agreed that 
making predictions - particularly about the future - is hard, and 
I've emphasised that my comments are in no sense intended to c on
stitute a forecast, but rather only a few considerations that may 
be relevant to future prospects. 

'- - - ~ T'--'Ve suggested 1;hat the nex~ few years c1eaM:y will 
be characterise-d by slower rathel' thnn faster economic 
recovery. and by determined government efforts to reverse 
rising unemployment rates by restorinG condi thIS under 
which sustained strong groHth in private investment 
expenditures is pos sible . But I've also sUGGested that there 
exists a risk that the short-run response of economic policy 
to the pressures of rising unemployment will be such as 
to shake investor confidence, jeopardise future growth 
prospects, and kill the longer-run capacity of the economy 
to adjust to changing circumstances*. 

* In this respect it is possible to identify growing concern about 
the degree of detailed government intervention. and a feeling 
that the swing of the pendulum from very generalised and limi ted 
government responsibilities ("peace. order, and collection of 
customs" ) through acceptance of responsibility for maintaininr; 
overall macroeconomic equilibrium to un apparent r esponsibili t y 
for intervention in individual transactions to assure prop er 
reflection of political &nd social goals within 1nd~vidual 
economic orocesses hilS simply gone too far. to the point of 

_. _____ ~~reatening the lone t erm 'vinbili ty of economlc system itsel f . 
-- -- -
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In no respect is this concern greater than in the 
need to accomoctDte the emergence of the new industrial 
nations of the South, and particularly to adapt to the 
increasing scale of their exports of manufactured products. 
This development will undoubtedly be accompanied by continued 
and indeed growing pressure on the big exporting nations of 

- OLCD to I-Ii thdral"/ to leave room for a better distribution of a 
continuing OECD deficit due to oil impol-ts. 

C.NIC' s and adjustment problems 

There will undoubtedly be, as you are all well 
aware, increasi_ng competi t;i.on from newly- _ 
em~rging industrial nations. New and expanded capacity 
to produce and export manufactured products now coming 
on stream in a number of developing countries outside 
OECD will be added to the existing cixcess capacity present 
in OECD countries. The needs for structural adjustment 
not only to accomodate the changing composition of demand 
and the march of technical progress, but also to adapt to 
the presence of substantial modern equipment, installed 
"off-shore" - outside the OF-CD - will create immense 
strains in the next five yea ~s - as indeed it has already. 

Accomodating this emergence of developing nations 
as fully-fledged producers in an integrated world economy 
need not entail any sacrifice for charity's sake. OEeD 
exports to LDC's are growing faster than imports from 
them, and the growth of world markets as demand in the 
developing countries expands may turn out to be the major 
force for' OECD growth in the years to come. But the 
necessary acceptance of increased manufactured imports is 
surely going to be an important source of political conflict 
and social strain dUI'ing a period of relatively slow growth 
and at best only Slowly declinin!; unemployment. 

Under these circumstances there 1s a clear risk not 
only of protectionist trade policies, but of expanded 
appeal to a whole spectrum of government ins truments 
coming under headings lil,e "industrial strater;ies ", but 
having often the effect of limiting needed industrial 
adaptation. There is, moreover, the obvious fact that a 
failure of ma.ny deve~oping countries to find the antiCipated 
export markets that warranteel their investment in procluctive 

. capacity in the first place will call into question not only 
their ability to service the corresponding debt, but also 
their perception of a stake in an open world economy. 

A similar concern might be expressed in relation to 
prospective markets for OECD exports in Eastern European 
countries, and for the viability of their debts, if increasing 
restrictions prevent the members of Comecon from achieving 
their desired expansion of manufactured exports. 

Neither in the case of LOC's nor of Eastern Europe 
need the financial problem - concern for the viability of 
existing debt structures - be considered critical at the 
moment. But if growing appeal to protectionist measures 
succeeds in severely curtailing their export growth, 
particularly into the European economy, problems cl early 
may arise within the five year horizon we are talking about. 

-------
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In this sort of discussion, one always has to be aware 
of the general difficulty of "conceiving of the inconceivable". 
It is hard to thinl< analytically about dramatic ruptures or 
discontinui ties _ - hard to imaGine that the shocl{s which the 
future may bring \-lill not be absorbed with as little adverse 
effects on incomes and living standards as the last five years 
brought. There ~Iere of course massive disappointments -
expectations were frustrated Dna hopes for strong increases 
in living standards were dashed. But in the event, the 
rigidities of wages and the difficulties of relative price 
adjustment turned out to be surmountable - significant adverse 
adjustments in real incomes were absorbed in many countries 
without serious domestic disruptions; \'lorries about the 
catastrophic consequences 01 government budget deficits 
appear to have been large ly unwarranted when the dive into 
recession widened public s~ctor deficits dramatically; the 
problems of recycling the oil deficit turn out to have been' 
taken in stride by private financial markets • . 

Nevertheless, it cannot be taken for granted that the 
future will look, underneath a lot of shocks and 

fluctuatio11s, much like the past - in terms of the 
underlying living standard~ for Furopc- and the r est of the 
OEeD. It is pretty routine for talks like this to end with 
&ire warninGS about ri:3ks (mel choices . Dut it is rl()rd to 
~scape the feeling that there ore some serious consequences 
hanging in the balance. 

If there is a message in all this, therefore, it would 
be that we cannot hope for any easy economi c recovery to old
fashioned grmlth. The prospects for -continuing - and, in 
Europe, rising - unemployment in the near term are lilwly to 
create pressures - political and social, as well as economic 
- that do threaten the ~Iorld economy as I'le ImoVi it.. That 
suggests the need , first, to support government efforts to 
stimUlate economic activity generally - in pnrticular, to 
accept the need for tax cuts and government budget deficits 
without getting hung up on cconomic doctrine.- but secondly, 
to acc~pt ~le challenge that comes from adjustment to the 
competition of emel"ging industrial nations without promotinG 
government interventions that will reduce the overall adaptability 
of the economy.* 

* 1'his concern that the short-run policy responses may 
prove to be perverse in relation to longer run gonls, 
and the more specific concern that they mny nel"iously 
diminish the flexibility not only of market mechanisms, 
but also of social institutions more genernlly, has been 
a central focus of analysis within the Intcrfutures 
Project from its beginning. (For a theoretical treatment 
of the issue, one might see Jacques Lesourne, Le s Svst~mes 
du Destin, Editions Dall02, Paris 1977.) This concern leeas 
to a search for means to promote social gonls - particularly 
with respect to provision of individual welfare - without 
reducing the cohesiveness of the community or hamperinC 
market adjustment processes. The problems arisin~ in the 
pooling of risks or the r ed i stribution of incom~ ~social 
insurance and social welfare) while maintaining adequate 
incentives to individual enterprise , initiative, and inno
vation are particularly cllal l eng inc . 

_ ___ r__ _ ________ -- .-- --~ - - - ... 
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D. CONCLUSIONS 

• 

In summary, existinG constraints 
seem clearly to rule out even the gradual recovery to full 
utilisation of potential envisaGed in the OECD "strategy"; 

the basic choice is therefore to taKe 
action, chrough political leadership, either to relax these 
constraints, or else to plan consciously for the most 
orderly possible transition to a lower rate of economic 
growth. 

The consequences of the latter course are, 
on examlnation, distinctly unattractive They include: 

- a reduced rate of growth of income per capita 
strongly out of line with expectations and 
desires; 

- high but stagnant standards of living in a 
small (10%-20%) pocltet of the world offering 
little hope of markets or support for the 
large (80%-90%) developing portion of the 
world; 

- inflationary pressures liltely to emerge as 
bottlenecks arising from stagnant investment 
become evident; 

- a growing bureaucracy to fill the vacuum left 
by the decline of private enterprise and produc
tion for market; 

- increasing appeal to administrative criteria 
in resource allocation, and in wage-setting 

" or pricing decisions, as the link to real 
market criteria vanishes; 

possibly growing public sector deficits as 
revenues level out while demands for public 
goods, services, " transfers, job creation, and 
assistance to industry continue to rise. 

The constraints which prevent achievement of 
economic recovery through conventional measures may be seen 
~s clust?Ied~nder ~hree main~eadin&S: 

(a) ineffective linkage of wage and price decisions 
to underlying production possibilities or needs 
of market equillibration. Entrenched expectations 
and perceptions of equity lead to claims unrelated 
to economic possibilities. (It may be argued that 

a rapid expansion of output provides 
the "best climate for reconciling competine claims, 
but this approach then encounters fears of resur
gence of inflationary pressures simply in response 
to policy actions rather than real economic 
imbalances.) 

. / 
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third, 

(b) uncertainty arising from political and social 
change, shifting balances of power, and 
variability in economic performance, economic 
policy, and economic structure or rules of the 
game. 

These two developments may be seen as leading to a 

(c) failures of intermediation - inability to 
achieve transfers of income. Domestically 
this leads to oversaving and imbalances in 
the flow of funds which may not be offset 
by public sector action. Internationally this 
leads to increasing strains 1n the inten1ational 
monetary system, exchange market turbulence, and 
external constraints on policy action which 
apparently cannot be fully offset by capital 
flows or a "global Marshall Plan". 

These strains on mechanisms for transfering 
purchasing power are exacerbated because in two l{ey countri es -
Japan and Germany - there appears to be s ome concensus tha~ a 
lower rate of growth is desirable (to reduce dependence on 
external resour ces and vulnerability to external shocks) or 
inevitable (because of saturation with both public and priva te 
goods ). In ne ither case have potential rates of growth ye t 
slowed to the same extent , so· that both countries are heaVi l y 
dependent on foreign demand to preserve high employment. But 
neither country s eems to feel that a strong shift t owards 
shorter working hours to reduce unwanted output would be 

'willingly absorbed. 

The key feature under~ying this, intermediation 
problem is the basic weakness of private investment. Becaus e 
of uncertainty and weak profits, investment outlays are weak; 
because of this weakness and inadequate transfer mechanisms , 
overall demand and capacity utilisation are low. I n turn 
capital stocks are not replenished, .and "structural" problems 
of "capital shortage" arise, leading again to unemployment 
_and weak demand •. 

In the face of a deflationary gap, OECD has 
argued the need for the public sector in individual countries 
to mobil i se savings and channel them (through tax reductions 
and public sector deficits) to demand for goods and services. 
It could also argue the case for a concerted decision (through 
a new "Marshall Plan for the Third World") to improve the 
international transfer of purchasing power in a similar way. 
But to tackle the more fundamental problem seems to require 
a conscious decision to undertake direct government intervention 
into individual wage and price decisions, and/or conscious 
action to reduce the degree of integration in the world economy. 

. . . I .. 
,-' 

.. --~. ---- ------- ---- ---_.-- ------ ---, 



l 
i 

-------_ .. _ .. _-_ .. -

- 13 -

the paradox of seeking greater management of 
an interaependent world economy while attempting to preserve 
and indeed restore the role of market forces needs to be 
faced. If it is not possible to achieve sufficient management 
of an integrated world economy through generalised instruments 
such as transfers of purchasing power, then either much more 
detailed intervention is inevitable, it seems, or a process 
of disintegration (lldecoupl1ngll) must be initiated. 

You might be forgiven for wondering if this talk 
really is the bright side of things. On the one hand, 
it is clear that the risks in the present situation are 
enormous and the possibility that ther~ exists "no exit" 
is very real. On the other hand , so far as the economic 
analysis is conc erned, there appears to be still an oppor
tunity: it is still our choice. Rec overy could just be 
feasible, even tllOUgh one can't forecast that it will happen. 
The biM problem, in a way , is who will step out front first. 
Companies undertaking major investment s clearly are terribly 
exposed individually. But if investment expenditures are 
not restored to the point that they resume their role as tho . 
driving force in the economy, there is no other pl ace to 
look. 

This brief review i mpl ies that the constraints limiting 
the prospects for economic recovery a r e political, not 
economic. This ·doesn' t make them any eas i er to handle, 
but in some sense it puts them more within our collective 
power to change . 

Mr. Chairman, when an international bureaucrat 
concludes that the situation calls for gr eater international 
co-ordination of economic pol i cy , that 's hardly news . But 
it would be inappropriate for me to c l ose this brief review 
without emphasising that internat i onal co-operation i s 
crucial in the pres_ent coni;e:<t. The collocti ve inte r es t in 
preserving ana - extending -a world ec onomyoased on The free 
interplay of economic forces and international exchanGe 
among democratic societies needs no emphas i s . ThrOUGh 
internat i onal co-operation one can hope to relax some of 
the constraints which l i mit each of our countri es separately 
in pursuing that goal. 

--------~- ,.- - ----.--~---.-----
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