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By K.K. Rej 

The proposal f o r  a New Internat ional  Economic Order adoptcd 

by the General Assembly of the United Nations towzrds the end of 1974 

was primarily a p o l i t i c a l  expression of 'he growing d iesa t i s fac t ion  

among the countries of the Third Wcrld with the processes of decision 

making i n  in ternat ional  economic a f f a i r s  and the donination of the 

advanced indus t r ia l  c ~ u n t r i e s  over these processes. The inadequacies 

and inequities a r i s i ng  therefrom hzd become b l a t an t ly  obvious i n  the 

fa i lure  t o  f u l f i l  even the  modest t m g c t s  s e t  e a r l i e r  in regad t o  

development assistance,  i n  the r e fusa l  t o  countenance and kind of l ink  

between methods of supplementin.- in ternat ional  l i qu id i t y  and methods 

of strengthening the channels f o r  such resource t ransfe r ,  and i n  the 

tsndency to  enlarge the areas af prctectionism along with the inte- 

u a t i o n  bf the econonies of dell- loped countries. The disarray of the 

international monetary system fol loving the  break-down of the Bretton 

Woods regime in 1972, and the apparent success sf the OPEC countries 

i n  asser t ing t h e i r  economic'ancl p n l i t i c a l  power i n  1973, appeared 

therefore t o  be f ac to r s  faviurahle t o  a reconsideration of the en t i r e  

basis of in t&nat iona l  economic re la t ions .  

This expectation turned out t o  be premature f o r  a m b e r  of 

reasons. In the f i r s t  pk>ce, the  immediate e f f ec t  of the breakdown 

of the Bretton Woods system was t o  widen r a the r  than narrow the range 
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of options available t o  the most advanced c a p i t a l i s t  countries; 

t h i s  opportunity was used t o  eliminate r e s t r i c t i ons  on international 

movements of private cap i ta l ,  and 'thereby develop supra-na%& 

money and capi ta l  markets unfettered by any national authority or  

internat ional  understmding. Secondly, theunprecedented volume of 

funds that accrued t o  the OPEC countries, together with t h e i r  in- 

experience i n  finding sui table  investment out le ts ,  helped t o  enlzrge 

the resources available t o  these supra-national markets to  a degree 

t h a t  was t o t a l l y  unexpected; consequently the economic and f inancial  

power t ha t  could be exercised through these markets by the countries 

in dominant posit ions was enhanced ra ther  than diminished, and t h i s  

a l so  strengthened those who were opposed to  any greater  reliance being 

placed on internat ional  i n s t i t u t i ons  as  development media. Above a l l  

the inf la t ionary pressures which gathered momentum i n  the subsequent 

years created' an environment in which in t e r e s t  in longer term issues 

and perspectives was foreshadowed by short-run considcntions.  I n  

essence these have been the main reasons f o r  the s t a l e m k  i n  global 

discussions since the middle of the 197O8s, despite i n i t i a t i v e s  made 

by Third World countries (such as  a t  hrusha) f o r  2 f resh  approcch 

towards i n t ema t iona l  monetary and f inancial  arrangements. 

However, the experience of the last decade, and more part i-  

cu l a r ly  the global slump that has now assumed grave proportions, 

have revealed a number of contradictions and conf l ic t s  of i n t e r e s t  

which mst render unviable any approach tha t  does not take in to  account 

the need f o r  concerted internat ional  e f for t s .  Even within the United 



St.atcs;the leading country i n  nc c a p i t a l i s t  world, there has 

apparently developed a basic incompatibility between the pol ic ies  

i t  needs t o  f d l o w  f o r  maintaining and improvins it? cmpe t i t i ve  

position a s  an i ndus t r i a l  power a d  the po l ic ies  i t f i n r l s  compelled 

t o  follow f o r  strengthening i ts  f inanc ie l  hegemony .an6 i ts  inv(?stment 

ac t i v i t i e s  abroad. Important differences in perception have a l so  

developed between the iJ.pited S ta tes  and i ts  closest  a l l i e s .  Taken 

together with the growing unemplcpent mi! world-wido economic stag- 

nation, and the t h r ea t  of an evcn more c a l a d t o u s  breakdown precipi- 

tated by f inanc ia l  c r i s e s ,  the case f o r  i n i t i a t i n g  discussions on a 

global scale is now being recognized even i n  quarters t ha t  were 

hi ther to  nnnosncl t o  it. 

For such a resumption of discussions t o  lead t o  tangible r e s u l t s  

i n  the present context it i s  'important however t o  have a c lezr  idea of 

the fac tors  unde r lyhg  the global slunp, of the constraints it imposas, 

and therefore of the feesiblo  policy cptions i n  tho immediate future .  

!Chis paper attempts t o  s e t  out some preliminary thoughts' on these 

issues. 

A broad h i s to r i ca l  in te rpre ta t ion  of t'ne slunp i n  c a p i t a l i s t  

countries i s  t h a t  it marks the end of a period of unprecedented &rowth 

i n  productivity made possible by a spccid. s e t  of circumstances following 

the Second World War. Essent ia l ly  t h i s  was a period during which the 

technological and organisational ndvances mde e a r l i e r  in  the United 

States,  a.nd the pat terns  of consunption so fostered,  got t rvlsmit ted 

t o  and widely spread in  about 10 t o  15 countries. Them countries, 



moctly i n  Western Europe but i~;cluding d s o  others such as Japan 

and Australia, were already developed indus t r ia l ly  and had most 

of the pre-requisites f o r  achieving high levels  of productivity; 

but t h e i r  fu r ther  progress had been retarded by the twc World Wars 

and the p o l i t i c a l  and economic upheavels i n  between. After 1945 

they were brought together i n  a v a r i e t y c f  p o l i t i c a l ,  economic and 

mil i ta ry  arrangemr?nts under the leadership of the Unitad States ,  and 

t h i s  provided the framework i n  which rapid gains could be made, 

spurred f ~ r w a r d  by high ra tes  of investment and phenomenal growth 

i n  inter-country trading opportunities. The high t ide  of this great  

post-War boom was i n  the f i r s t  half  of the 1960's. 

We have some broacl dimensional e s t i m t e o  of the productivity 

gains oohieved by these countries i n  t h i s  way i n  the course of two 

decades. In  1950 the average output per worker i n  ten  of then 

(including ~ a p m ) ,  valued a t  the re la t ive  prices prevailing i n  the 

United States ,  was only about half as  much a s  i n  tha t  corntry. In 

the following period productivity rose as  f a s t  a s  ever i n  the United 

States ,  but the r z t e  of increase was so much f a s t e r  i n  these countries 

thit by 1970 t h e i r  mean output per worker was 70 per cent as high. 

Actually i n  some of them, such as i n  F!cance, West Germany ,md Japan, 

where extensive technological upgixding and modernization were u n d e r  

taken along with thc rebuilding of industry a f t e r  the War, the 

differences in productivity were narrowed even more and the leve ls  

i n  the United States  overtaken i n  the case af some iinportmt 

industr ies .  On the other hand, the gzp was evidently very 



much less  in the case of Br i ta in ,  which did not use the o p p o h n i t y  

to  raise its r a t e  of investment t o  the extent required and Lived 

joyfully through the g3od times of the boom, only t o  f i nd  i t s e l f  

handicapped with an ir.creasingly obsolescent indus t r ia l  structure. 

But t h i s  i s  only the beginning of the story. We need t o  

understand what brought this great  post-war boom t o  an end, and 

above a l l  with the reasons f o r  the i n f l a t i on  t h a t  s e t  in  soon a f t e r  

wards, the continuing stagnation and decline in economic ac t iv i ty ,  

arrd the apparent i nab i l i t y  of the leading countries in the c a p i t a l i s t  

world t o  ac t  in concert and reverse these trends. 

MarJT explanations hzve been put forward. Some of the blame 

the trade unions in  these countries f o r  hiking up wages unreasonably 

md the monetary 'and f i s c a l  au thor i t i es  f o r  following policies that 

made it possible f o r  pr ices  and wages t o  r i s e  cumulatively. Sone hold 

the OPEC countries responsible l o r  unleashing waves of price and cost  

increases through sharp and successive hikes i n  the pr ice  of o i l .  Sone 

others have taken the view tha t ,  below 611 these phenomena on the 

surface, are the uncontrolled a c t i v i t i e s  of ol igopol is t ic  enterprises 

(including multi-natiomls) seeking higher p r o f i t  margins r e w d l e s s  

of what happens t o  prices,  output o r  employment. 

What all  these explamtions have however l e f t  out of account 

are the important developments t h a t  adversely affected xhe competitive 

power of American d a c t u r i n g  industry towards the second h d f  of 

the 1960'5, the po l ic ies  followed by the United Stztes  thereaf te r  t o  



overcone the handicaps on this a c c ~ u n t ,  the ccnsequenccs these 

pol ic ies  had on the world economy, anc! h ~ w  they have a l l  contri- 

buted very materially t o  the prosent global slump. The main 

l inks  i n  this chain of develcpments can bc b r i e f l y  summarized 

a s  followsa 

( i )  the indus t r ia l  dyrxunisrn of the U n i t d  States,  
h i ther to  res t ing  heavily on s t e e l  and cheap 
s o u r c ~ s  of energy, w s  seriously undermined 
from the nidcle of the 1960s by both obsole- 
sence of the e c r l i a r  s t e e l  technolo@ and by 
the subsequent r i s e  i n  encrgy costs;  

(ii) i n  the absence of a ccmpensating technological 
break-through, not only did indus t r ia l  produ- 
c t i v i t y  cease t o  pow ,zt thc same r a t e  as before, 
but  the trend of r i s i n g  wages, s e t  movire i n  the 
e a r l i e r  period of rapidly increasing productivity, 
n i s e d  uni t  labour costs  and cut  quite s ignif icant ly  
i n to  the re la t ive  share of p ro f i t s  in  U.S. industry; 

*In popul?r l i t c r a tu ra ,  Pcter Drucker w a s  perhaps the first t o  
point  out vcry c lear ly  towards the end of the 1960's tha t  the 
stecl-m&ing.processes embr%?ied i n  the ex is t ing  industry had 
beconc grossly uneconomicel. lfothing was more oxpensive, he 
observed, than creat ing high temperatures; and yet  these 
processes lnvolves such creat ion of high temperatures three 
tines over, only t o  quench them immcdiately thereaf te r  (which 
was just  as expensive as heating). No l e s s  expensive in  t e n s  
of cost  and e f f o r t  W~ZS moving of heavy weights, and yet  i n  steel-  
m a k i n g  hot melted s t e e l  i n  highly corrosive form had t o  be moved 
again and again aver lcng distances. To regain i ts  growth 
dynamics, he added, tho cost  of s t e e l  would have t o  be lowered 
by at l e a s t  one-third, and such a technological ;reTrf t ion 
in s t e e l  making had only just  begun. Cf.Peter Dz - The 
A- nf Tlia~nn-kinnftv (1968). 



(iii) since the newer inmmtrinl  s t ructures  of countries 
l ike  Japan had incorpor?.trd the mor2 e f f i c i en t  
s t e e l  technolo,gy,+ m d  were moreover b e t t e r  d e s i e e d  
t o  save energy and. other input c&xs lmericLm 
industry a lso suffered oe r i . x s  setbacks i n  i ts  
competitive stren8,h r e l e t i ve ly  t o  these countries, 
and could not therefore maintain i ts  posi t ion without 
the support of extrzneous rnensures such as demhuation 
of the do l la r  3nd n r i o u s  farms of preference and 
protection; 

(iv) at  the same time, thc decline i n  the p ro f i t ab i l i t y  
of industry within the United Stetes ,  together with 
the prospeet of earning hi&er returns abroad opened 
up by American multi-nationds, stimulated a consider- 
able outflow of capi ta l ,  par t iculzr ly  d t e r  the middle 
of the 1960's; and t h i s  process m e  been enormously 
helped by the d o n i m t  posit ion of the rIol1a.r as 
reserve currency a f t e r  1971, the rapid growth of the 
Enro-currency m.rkets in the following years, ah3 
above 311 by the a b i l i t y  of the United States  with 
i t s  po l i t i ca l ,  mil i tary and f inanc ia l  power t c  attract 
and recycle t h r ~ u g h  American banks a very hi&. propor- 
t i on  of the d d l a r s  paid out t o  OFEC countries; 

+Since Japan began ih phenomencl expansion of its s t e e l  i d u s t r y  
rather l a t e ,  it has been able t o  adopt the new oxygen process 
(a major step, as Peter  Dm&-r pointed out, towards converting 
steel-making from a mechanica~ t i ,  a chenical industry) 3s well 
as  the new technique of 'continucus casting'  ("which el ininates  
wastes of temperature and subst i tutes  gm-city flow of =w s t e e l  
t o a n d  through the f in i sh ing  equipment f o r  the expensive 
dangerous l i f t i n g ,  hauling, nnd moving of indi-cidual batches"). 
Moreover the new gigantic s t e e l  plants  of Japan are located 
near deep-water ports where i ron ore can be transported t o  and 
unloadec? at  re la t ive ly  low cost. 



(v) Consequently, whi1-r ,,rcss ccrporate p r ~ f i t s  from 
domestic manuf8,cture in the United States  mounted 
t o  l e s s  than $75 b i l l i o n  i n  1980 ( ' u s t  al~out 5 per  
cent of i ts  gross national product 3 , th~2 gross 
p r o f i t s  of f inancial  companies (excluding Federal 
Reserve ~ m k s )  were nearly $19 b i l l i o n  and the 
corporate p ro f i t s  earned abroad amounted t o  over 
$31 b i l l i on ;  the l a s t  two added up therefcre t o  
as  much as  two-thirds of the f i r s t  in 1980 (while 
they amounted t o  only one-fifth in 1950 and about 
one-quarter even as  l a t e  as  1965), re f lec t ing  thc 
considerabLe ~ o w t h  in importance of f i n u c i , d  cmd 
e x t o 4  business in te rqs t s  re la t ive  to  that  of 
manufacturing in t e r e s t s  within the country during 
the l a s t  decade and a half; and l a s t l y ,  

(vi)while the decision t o  f l oa t  the do l la r  ear ly  in , 

1974 f ac i l i a t ed  the outflow of privzte cap i ta l  f ron 
the United States  (without in f a c t  any surpluses 
on current 'account t o  back it up) ,  and a t  the same 
time helped t o  inprove the cov.petitiveness of 
American manufacturing industry (through thc con- 
siderable depreciation i n  i ts  value,compnred t o  
currencies such as t!x cleutache mark and the ym), 
it a l so  cc)ntriliuteil substant ia l ly  t o  escalation 
of inf la t ionary pressures tra world ovzr and t o  
serious weakening of confidence Li the dolls as  
a ruseme azcct (wh'rh got ref lected i n  sharp r i s e  
i n  gold pr ices) ,  awl thus required fron the l a t e  
1970's the adoption f severe def la t ic ra ry  pol ic ies  
which have had @ave r~perzuss ions  on investment 
and employrrient within the Unitzd States  3nd abroad. 

In other words, though important segmexts of the industr ia l  

s t ructure  of the united States  can maintain t he i r  external competi- 

t i v e  power only i f  the value of the do l la r  i n  terms of currencies 

l i k e  the deutsche mark md yen is allowed to  depreciate consider~bly,  

this has been found t o  a f fec t  adverselg the confidence in i '  

reserve asse t  and thereby the f i n a n c i d  power the country is 

t o  exercise the world over; consequently it bas by stages &if 

tamsds  pol ic ies  that help t o  re ta in  i ts  f inanc ia l  hegemony at 

c m t  of promoting acflationary pressures within the.country and 



outside. Essentially t h i s  ~ o s i t i o n  has t o  be reversed i f  e 

process of strong revival  i s  t o  be i r i t i a t e d  and sustained in 

countries within the c z p i t a l i s t  sphere. But t h i s  depends as 

much on po l i t i ca l  processes within the United Stztes  as outside, 

and there are  therefore no easy solutions one can suggest. The 

practical  question now i s  what can be attempted meanwhile, pzrt i-  

cularly by Third World countries in defence of t h e i r  i n t e r e s t s  
. . 

with a view also t o  expediting the p o l i t i c e l  on n glohal 

scale. 

One source of. hope perhaps 3s thz t  some of the po1ici.e~ the 

United States bas been following in defence of i ts  f i n m c i a l  

in terests  have themselves proved t o  be deterimental t o  f inanc ia l  

s t ab i l i t y  (as was par t icu la r ly  c l ea r  during the recent c r i s i s  i n  

~ e x i c o ) .  Since help a s  lenders of l a s t  resor t  my be essen t ia l  f o r  

even b ig  American banks t o  ccpe with such s iha t ions ,  the United 

States may be more wi l l ing  than it has been h i ther to  t o  countencame 

the expansion of resources available t o  i n s t i t u t i ons  l i k e  the Inter- 

national Monetary ]Fun6 and the World Bank. However, even i f  some 

progress i n  t h i s  d i rec t ion  becomes possible, it would make a signi- 

f icant  difference only i f  it leads t o  a substantial  zddit ion t o  the 

resources available t o  the  countries of the Third World a f t e r  meeting 

debt service obligations, <an6 i f  they axe available f o r  prodv-' 

investment without being hemmed in 5y various r e s t r i c t i ve  con ns 

affecting crucial  pol ic ies  ;md p r io r i t i e s .  The prospects f o r  s 

resmrce t ransfer  through mul t i l a te ra l  amncies  are as ye t  f a r  f 



bright ,  and t h i s  i s  l i ke ly  t o  r c m i n  so as long es the policies 

followed by the United States  are  &wverned primarily by the 

prospects offered by its global f inancial  hegemony. 

I n  the circumstances the most promising l i ne  of advance 

now nppears t o  be through the formation of goups  of countries, 

with some complementarity in economic structures and niutwlly 

compatible objectives, f o r  building up eltemative modes and 

systems of cooperative mtion. They could be consti tuted 

pa r t ly  on a regional o r  sub-regional bl-sis but need not be wholly 

so  since considerztions cf complementarity and compatibility could 

be stronger between c m t r i e s  belonging t o  different  regions. What 

i s  important i s  that the countries wanting t o  fcnn a group should 

perceive suf f ic ien t  commonality of i n t e re s t s  in promoting -e 

and other economic relationships among themselves t o  pool together 

agreed proportions of t h e i r  respective foreign exchange reserves 

nnd s e t  up a payments union f o r  the settlement of mutual trans- ' 

actions with minimal use of the currencies of countries not belonging 

t o  this group. If severzl  systems of t h i s  kind rtre s e t  up around 

d i f fe ren t  groupjngs of countries, on however modest a scale i n i t i a l l y ,  

a beginning w i l l  have been not only towards removing by stages 

some of the ex is t ing  foreign exchmge constraints on riiutually desired 

economic relationships but in the search urgently needed t o  f ind  

acceptable subst i tutes  f o r  key currencies such as  the dollr +he 

maximum extent feas ib le  within the present framework. To t~ tent 

t h a t  the use of key currencies i s  dispensed with i n  i n t r a 4  
I 



transactions, and the exchange margins and other costs  levied on 

operations involving these currencies are saved, there are  a lso 

other considerable d i r ec t  economies t o  be secured through such 

arangements. 

Efforts t o  develop such pa-ymnts unions i n  the past ,  

p a r t i c u l v l y  when confined t o  developing countries alone, have 

not always come up t o  expectat ims even'though they succeeded i n  

accelerating trade amongst such countries t o  a ce r t a in  degree. But 

the importcant difference between such e f fo r t s  and what now appears 

feasible is the prospect of associating man$ i n6us t r i a l l y  advanced 

countries along with the l e s s  developed i n  these unions. 

In f ac t  the scope f o r  thc form::tion of such independent 

payments unions ie l i ke ly  t o  be now very much grea te r  than it was 

even a decde  a m ,  s s  several  advanced countries such as  Prance, 

Sweden, I ta ly ,  Canada and possibly even West Germany and Japan tha t  

are under strong deflationary pressure could &in s ign i f ican t ly  from 

particip3ting i n  them along with countries of the W r d  World which 

are under siniler pressure. It might be possible a l so  t o  l ink  the 

trade and payments arrangements mong the soc i a l i s t  countries with 

payments unions of this kind t o  promote greater trade and Closer 

econoinic cooperation. 

As a number of reserve systems a re  cleveloped as part  of 

payments unions, in  response t o  the requirements and col lect  

in te res t s  of d i f fe ren t  groups of countries,  cpporhmities can 



open up f o r  f ~ m i n g  investment programmes bzsed t o  a 1-arge extaht 

on the resources within each group but supplemented by resource 

flows from other goups  o r  from the exis t ing conventiond sources. 

These aro poss ib i l i t i e s  t ha t  w i l l  need t o  be explored a t  each stage 

i n  the light of experience, even thclu&- it m y  be wise t o  s e t  the 

s ights  lower i n i t i a l l y  and proceed step by step. What is &portant 

t o  bear i n  mind i s  that  the -wide& of the scope f o r  each groug 

/ t o  invest  i t s  resources i n  i t s  own development p r o g r a m s  o r  in 

the programmes of other such groups, i n  consultation w i t h  each 

other, could prove to  be an important way of u t i l i z i n g  the f o r e i m  

exchange reserves of these countries t o  the i r  own rmtual advantage 

instead of making $hem available t o  the most advanced countries 

through t h e i r  f inancial  s t ruc tums f o r  use in whatever manner 

appears most advantageous t o  then as  has been largely the case so 

far. To the extent these p o s s i ~ i l i t i c s  are  realizable,  the powerexercised 

t h r o w e x i s t i n g  f inancial  structures can also therefore be signifi-  

cant ly  scaled down. 

Since any radical  reform of the internat ional  monetary system 

i s  necessarily constrained by the unwillingness of prosiiective surplus 

countries t o  accept a'world-wide voting system i n  respect of the 

considerable resources they.would have t o  contribute t o  the functioning 

of such a system, and a regime dominated by a few key currencies, as now is 

open t o  both i n s t a b i l i t y  and abuse, Professor Robert 'Priffin ha& 

vieualized,even i n  the 3960's a decentralized reserve system b u i l t  

up along these l i nes  as a necessary stags i n  the evolution towards 



r. more .*ly i n t c r m t i o n d  nccbtaiy systern.+wi. l'hc objective 

conditions were however not favmrable entiugh then f o r  much 

progress to  be mde in t h i s  direction. With the fast-spreaci3ng 

glob21 slump rmd the preAicawnt now f,-.cing both the advance& 

cctuntries m d  fne not-so-develcpeci count r ies the  circunstances 

are perhaps now much more f2vcur~.bls. I n  any case it apppezrs 

to offer today the only subs tan t id  defence f o r  most c~wnt r i e s  

against an in t e rna t iond  monetary system bordering on nca+anarchy 

an6 subserving the in te res ts  of a v e r j  privilegrd few. 

K.N. R a j  

December 13, 1982. Centre f o r  Development Studies 
! P r i v a n ~  

*Robert Triff in ,  'Wonetary Aspects of International Economic 
Integration", Lcta Oecononica, Vo1.3, 1968. 


	From Global Financial Hegemony Towards a Decentralised Reserve System 
	From Global Financial Hegemony


