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"Dead ends force one to look 
' : : , agáin to retrace one's steps" 

• Y. Bluiftehfeld, 

A profound cr i s i s has shaken the wofld economy sitice the beginning of the 1970s; 
even, the recent improvements in the situation of a few countries —by some too 
eagerly viewed as the l ight at the end of the tunnel-- stréSs the extent of the 
cr i s i s arid the basic structu3?al imbalances that characterize the world econonQr, 
As the world economy i s not experiencing merely a cycl ical downturn, to return 
i t to a s t ^ l e and coirpetitive expansion of i t s various parts w i l l require 
compreherisi^e restructuring of the overall process of capital accumulation and 
redistribution of the relative roles each part wi l l have to play in the new 
socio-economic order, 

A cr i s i s l ike the present one has no single cause; therefore, one should 
not be surprised by the endless discussions concerning the relevance and 
appropriateness of the various causes ptoposed and the respective packages of 
remedies advanced. Interventions b^ governments authorities as well as by 
international agencies aré meant to remove or limit the negative e f f e c t s of these 
causes arid indirectly to modify the terms of reference or the framework within 
which private economic actors, including the multinationals, operate. This 
poses the d i f f i cu l t problem of coordinating national po l i c i e s , though this 
problem would not be so intractable i f growing int^rctependence were l éss unbalanced 
than i s admitted by a l l those that u t i l i z e i t to stress the mutuality of interests 
prevailing within the world economy, and to minimize the n e e d for structural 
changes, at both the international arid súbnational l eve l s . 

This papet> i s organized in'£o\irparts dealing with the causes of the c r i s i s , 
i t s e f fects on Europe and Latiri •America, and f ina l ly with Europe-Latin American 
relationships. : 

1.0 The f i r s t of the causes of the present world cr i s i s to be analysed i s that 
relating to the fact that the socio-economic development model characterized by 
"more-of-the-same" type of growth i s no longer relevant;V a model that had 
reitsined viable unti l i t was applied within a' lindted area of the world economic 
system. The strains generated by i t s adoption by an increasing number of 
coimtries made themselves f e l t in the generalized inf lat ion •which exploited in 
the 1970s and which remains latent even though the drastic recession imposed on 
the world economy has cooled i t dorá. In other words, private and pxiblic 
consumption expectations have tended to rise faster than production p o s s i b i l i t i e s 
that are constrained by the simple fact that many natural resources are 
non-renewable and exhaustible. Although technological progress has continuously 
extended the limits of their avai labi l i ty , these l imits nevertheless ex i s t and 
to stretch them further, or to find alternative sources, requires huge and 
continual investment which in trim gets squeézed by the pressing demand for 
consumption and by declining prof i tabi l i ty ,^ / 

The cr i s i s of the welfare State, ^/of better i t s extension outside the 
developed world, has cal led into question the Kejmesian theory on which i t was 
based since i t has become increasingly apparent that the State cannot indefinitely 
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sustain the aggregate demand without jeopardizing economic and monetary s tab i l i ty . 
At the same time, the State's abi l i ty to cope has been strongly reduced by the 
growing influence of a l l kinds of internal groups which often pursue confl ict ing 
demands and are gmded by short-term perspectives. The ever-changing po l i t i c s 
of "participation" impeded firm and stable policy choices, thus reducing the 
grounds for co-operation among developed countries (DCs) and even more between 
DCs and developing countries (LDCs), as indicated by the "crisis of development" 
and the "cris is of foreign assistance" analysed at length in the literature of 
the 1970s. 

1.1 Growing interdependence has enhanced the transmission of socio-economic-
cultural stimuli across frontiers; in the DC-LDC context, however, the negative 
e f f e c t s have on balance dominated, so that the reiterated assertions that the 
North's recovery i s a necessary precondition for that of the South require 
qualif ication. In fac t , the present recovery of the United States economy i s 
having some positive e f f ec t s mainly on other DCs; for the LDCs the most v is ible 
impact i s that of r is ing interest rates. Although interdependence "leapt out 
of the textbooks and . . . arrived on ministers" desks everywhere;^/ i t has rémained 
"unbalanced",V Even when the concept has been questioned, i t has been stressed 
that "in spite of the increase in protectionist measiires, the world economy has 
remained highly integrated, and indeed, in one respect at l eas t , th i s very 
turbulence has led to greater integration. This i s the rapid growth of inter-
national credit and capital markets in the 19 70s".. 5/ 

The close interdependence of the world economy i s frequently \ised; i ) to 
maintain that the economic recovery of DCs i s crucial to the solution of 
international problems and that the development of LDCs depends on that recovery; 
then, by emphasizing the la t t er , i i ) to suggest that the current cr i s i s i s 
essent ia l ly cycl ical and consequently no basic structural reform of domestic 
or international relations i s needed; f i n a l l y , i i i ) to minimize, i f not to ignore, 
"the potential contribution of a substantial strengthening of LDC economies, 
with a corresponding increase in their purchasing power, to the current economic 
problems of developed countries".7/ 

The reduction of domestic economic sovereignty which interdependence by 
definition enta i l s ,8 / has helped to limit the role of the,State and made i t 
more d i f f i c u l t to predict the e f f ec t s of national pol ic ies . Considering the 
traditional weaknesses of most LDCs, the dangers posed by growing interdependence 
must not be overlooked, IMF calculations show that a one percentage point 
annual decline of DCs' GNP estimated growth rate unt i l 1987 would increase the 
projected current account de f i c i t of non-oil-exporting LDCs from the currently 
projected US$ 60 b i n i o n to US.$ 80 b i l l ion . Yet there i s a rather puzzling 
aspect of interdependence: if.DCs were hit by a recession, protectionist pressure 
would grow and LDCs' exports .to them would tend to decline; i f , on the other hand, 
DCs enjoyed fast economic recovery, interest rates would rise and LDCs debt 
servicing become more burdensome. Yet LDCs are not the only ones frequently to 
f ind themselves at the receiving end of a rapid transmission of disruption and 
instabi l i ty caused by economic phenomena in i t ia ted somewhere e lse and over which 
they have l i t t l e or no control. The best example of th is immediate one-way 
transmission i s that of exchange rate movements. Furthermore, the lengthy and 
painful process of adjustment to such influences can be voided at any time by 
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another wave of ^^rte^nally-generated changes. Anyway, i t i s "only in time of 
c r i s i s , , , " that "tjtie ;Qonflicting requirements of national and col lect ive pujóse , 
usually become obvious",9/ 

That interdepenî nce also has its pofsitive aspects is deinonstrated by the 
successful fi¿ht against! inflation resiilt|iig'fi^am the synchronized policy response 
by iiajor OEpp cpmtries, after th^^ —a response which caused yet 
a severe and,long, re,<?essî  , 
1,2 The . se^rious attempt by , the .United states to end the multipolar world system 
which had ejnergfî d, in. the 1960s apd -to re-establish i t s economic and military 
pre-emin^p-ce haslyesuited in that Government's growing de f i c i t in financing i t s 
rearmament: and. therefore ,in h i ^ e r interest rates which slow down productive 
investment and cause capital inflows to-the United States, If tiaese,inflows help 
to finance some of the United States new investment,10/ they reduce the chances 
of recovery in the; countries that provide-them, again demonstrating the one-sided 
dimension of interdependence,ll/ , . _ 

The appreciation of the dO;Ílar i s anpther aspect of a stronger United States 
economy which, although i t i s costing overseas markets for United States 
manufactures, i s also helping ,to keep inf lat ion down in the United States, However, 
as a large share of world trade and iipportant, comiodities are priced in dollars, 
an increase of the dollar value- cauaes, their relative cost for the importers to 
rise and therefore an inflationary pressure i s transmitted to the world economy. 12/ 
Countries then face the alternative, in t,he,,^ords of the Bank of England, "of 
accepting either high interest rate themselves, with harmful consequences for 
economic growth, or a f a l l in their exc^nge rat^s wit^ e f f e c t s on -
inflation",. Fort\mately, for the DCs i the prices of most p,r;imary commodities, 
including o i l , haye kept declinipgv thus .limiting the ,har?nful e f f e c t of United 
States pol ic ies on.industrial countries,. . , , .. , . r , -

Internal tax cuts in the United States (in other words, the government 
def i c i t ) stimulate a sharp recovery largely.;at the ejqjense of most, LDCs and Europe, 
In this way .other nations help tpi fiiianca- the ,r«arwament of the,.Uhi-ted..$tates, via 
i t s trade de f i c i t and capital infl9w;13/: the. crt:her contributp^ Áme.ricañ^ . 
poor. The Summer 198U removal ofya .3^,.withhoiding tax on interest.-and dividepd 
income earned by foreign i s e j e c t e d , to attract ' 
between US$ 15 bi l l ion and ,US$ a^ n^ney , \ 
by being invested in United States Treasury securit ies , wi l l strengthen the , , 
dollar in relation to other currencies, thxis making the servicing of foreign 
debts ey^,more. ;dî  face toward pressure on their capital 
markets in teres t .rat^: t̂ ^ f l i g h t of money tp th^. United States and 
downward pressure on their ,co:mmodity prices, . - ; . 

. I t i s merely: i,t5..p9sitiqi3^ with^ the world system .and i t s regained strength 
which allows the Itajted States, ¡aind only the United States;, e f f ec t ive ly tp, continue, 
for the time bein-g, at..least.,,a,: Keynesian expansionary fiscajL. policy —private 
consTJiiiJtion and res i^n| : ia l . pon have been the majpr. sources of i t s 
recent recovery-rl^/ r̂ tfith a restr ict ive monetary stance, . although the longer-run 
viabi l i ty of such ,.appix>ach is'dpiibtful, especially i f industrial investments 
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and the export sector do not come alive. Data relative to the second quarter of 
1984- show that business investment, as a proportion of GNP, was s t i l l s l ight ly \ 
lower than the 11,7% level reached four years earl ier , 

1.3 As a relevant aspect of the United Stateá ; attempt to l^e-establish i t s pre-
eminence that had been eroded by the alleged loss 6f even military parity with 
the Eastern bloc, detente had to be replaced by confrontation. The resulting 
intra-European tensions have generated larger economic losses for Western Europe 
by curtailing i t s access to Eastern markets and therefore making i t s recovery 
even more d i f f i c u l t . Furthermore, the confrontational attitude of the United 
States has divided Western Europe and h^s introduced greater incertainties in 
i t s economic calculations, thus reducing i t s ab i l i ty to act in a co-ordinated 
and coherent manner. The present "crisis of Europe" has some roots in th is 
imilateral United States décision to change i t s policy v is -a-v is the Eastern bloc, 

1.4 Another important source of tiie cr i s i s i s to be found in the nature and 
direction of technological progress strongly influenced by the structure and 
evolution of the United States socio-ecpnomic system. For our purpose, the impact 
of technological progress in the DCs has contributed to the following aspects: 

i ) The well-known phenomenon of declining employment in the manufacturing 
sector, a tendency, which has greatly. cphtributed to post-WWII income redis1n?ibution 
in favour of labour in jgeneral and unsfeilled l^bur in particular. This 
redistribution has favoured the rapid incitase, of labour-saving rather than 
capacity-e>q>anding investment while lowering the propensity to save, 

i i ) liie increasing incidence of services in the overall f inal demand, a 
sector characterized by lower productivity and higher leve ls of capital expenditure 
per unit of output. Because of the combination of i ) and i i ) , unemployment i s 
d i f f i c u l t to eliminate and wages must dedineV this i s also necessary to 
re-establish higher leve ls of prof i tabi l i ty te order to.obtain necessary investment, 

i i i ) the fas t pace of product and p.^duction innioyatiohs has made convenient 
the relpcation.of more labour-intensive and pol'l^ to LDCs, often 
on the i n i t i a t i v e and/or under the contrpi of s.pme DC producers. Yet by the time 
LDC escporirs of the products started to penétrate DC domestib markets, mainly in 
the late 1970s, the l a t t er ' s high unemployn^nt rates caused new protectionist 
measures to be promulgated by DC governments in defence of the threatened domestic 
sectors, 

iv ) More recently, further technological developments have made i t possible 
for some DCs to recapture foráerly labour-intensive manufactures whose production 
had been transferred to LDCs in the 1950s and early 1970s, 

v) The early decon^Josition of complex pioductiori processes into elementary 
parts or parceling, and declining transport, communication and data processing 
costs , have greatly contributed to the rapid e ^ ^ s i o n of internalization, 
i , e , , of multinational corporations' world-wide integi?ated act iv i t i es which enhance 
interdependence but also tend to reduce the: autonomy of national authorities. 
Furthermore, the market internationalization fostered by téchnological and 
organizational progress def ini te ly undermines the price mechanism as the main 
factor in the allocation of resources. 
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Yét téchftolo^cal álid organizatiatrai- progress has been, crucially important 
in creating, i . e . ,^r>ationalizing,-a). "a vorld wide industrial reservé army . . . 
along a world market for labour-power"; and b) "a world market for production , 
s i t e s , , , in which the traditional industrial countries and the developing 
countries are 4Forced' to > compete against, each other to retain: or at.tra.ct. world 
market oriented manufacturings industry'^ 15/-; Both developments contributed to 
that reorganiíátloh bf world>-wMe producHbn and distribütion which, by generating 
a complex syet^em'of interrelationships,, often referred to as intemationalization 
and interdependence, i s shápi'ng the world orderi . 

1.5 The pí?b¿ess of reorganization mentioned aboivejis, somehow fac i l i ta ted by .. 
the present international monetary systeinj or what gistea imder ,that;.name,'apd. 
several international agencies. Yet i t s failure at the turn of the 1970s and 
i t s sübseqiíéftt ins tabi l i ty , i s the'¡last cause of the wo'rld c r i s i s to. be analysed 
here. The s h i f t to fluctuating exchange rates, the emergence of large private 
liquid assets and the lack of co-ordination of national monetary po l i c i e s , have 
a l l incréáísed the: ihstabi l i ty bf ' the iiitématioiíá^^ and encouraged 
speculative béháviour in; ther cui:'re3fcy marke t s ,A l th not seem that 
this instabi l i ty has sidastantially'affected international trade flows, as had been 
e:5)ected, large-scató disequilibria-'in tradé and paymsnts : continue to characterize 
the world economy, with disznjptive' consequences on. ecbnomic growth,, investment 
and unemployment in both DCs and. LDCs» : . .v - „ . 

Pláced at the centre of the: monetai^ isystem created at Bretton Woods, ; 
United States inabi l i ty to adjust i t s éxcháinge^ rate ii©ant that the discipline of 
the-balance of payments which has so often been, forced ;<m other countries was 
ineffective on the United States economy. Other-nations were l e f t with the 
alternatives of accumulating dollars in their reserves or of accepting the 
United States rate of • lof lat ión, ±,eí »'to Inf la te , suf f i c ient ly to allow American 
producers tb earn back those dollars. In e f f ec t , . this meant;an. "implicit . 
vmderwriting of American investment in Europe and of ,the la»ge increase in . 
overseas expenditures associated with the Vietnam War'\16/ . . 

' To halt the erosion of i t s economic positicHi rand defei5d it.s.;reserye.s, .the 
United States suspended the dollar convertibil ity in 1971 aiid 9hi,f|:ed to .the. • . 
f loating exchange rate. 17/ In principle, the- latter shbuld allow countries ... 
varying inflation rates, but-in fact i t has enabled "American • producers to ej^jand 
at the expense of others", and the United States to:retain the seigciorage ,over 
the supply of the instmiment for international payments,18/ 

I f , under the convertible dollar standard, the- United States had.earlier 
been able to supply the world with a common good, namely economic s t a b i l i t y , the 
reduction, of i t s commercial pj?ereminence-and the resulting commercial d e f i c i t 
hot only Curtailed United States .^^i l i ty to provide that common , good, but made 
i t the direct caúáe'of troubled international financial^^^^ which, in turn, : 
generated econbiiiié imbalances an4i,world stagnation, Freis of any external constraint, 
the Unitéd States s t a g e d to re f la te at the, beginning of the , 1970s, thus 
contributing tb the f i r s t acceleration^of the inflationary process, at home-and 
abroad. The subsequent• devaluation, of the dollar helped to contain: the United 
States cbiránercial imbaiance and iro eliminate any potential monetary role of gold: 
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in the la te 196Qs the United States had accepted the creation of SDRs only to 
prevent s u f f i c i e n t s\;pport being given to the French proposal for the 
rehabi l i tat ion of the role of gold. 

More recent ly , the higher interes t rates applied by the Federal Reserve 
Banks have enhanced United States a b i l i t y to obtain resources from the world 
economy but, at the same time, by making the recové3^y.-0f most DCs increasingly 
d i f f i c u l t , have perpetuated that economy's i n s t a b i l i t y . Failing to ensure 
s t a b i l i t y of the world economy and.so to j u s t i f y United States seignorage,19/ 
t h i s common good i s increasingly rephrased in terms of defense; The Cold War 
has already proved a very useful instrument with which t o es tabl i sh United States 
hegemony; i t might now again be useful to regain that pos i t ion . 

To sum up, understanding of the present international c r i s i s seems to res t 
on two main elements. 

In the short rvm, DCs including the CAiited States , which face pers is tent 
balance-of-payments d e f i c i t s and attempt to l imit the ir imports, cause a lowering 
of the ir own income as well as that of the res t of the world. Contrary to what 
happened in the 1930s, however, -the United States can e a s i l y finance i t s d e f i c i t 
with dollars while some LDCs have had access to the private f inancia l markets. 
The f inanc ia l constraint has therefore burdened European economies most of a l l . 
Of course, world demand could be sustained by expanding o f f i c i a l international 
l iqu id i ty : but the sources for the creation of that l iq i i id i ty (SDRs, enlargement 
of IMF quotas, e t c . ) are controlled by the United States ,20/ which i s not 
necessari ly interested in halt ing a c r i s i s of which i t i s not only the principal 
cause but a lso the main benefic iary. . 

Final ly , there i s the problem of LDC indebtedness,, ijve. i the ir inherent 
i n a b i l i t y to pay due i n t e r e s t , to say nothing.of. repaying the principal (see 
sect ion 3 . 2 ) . I f something drastic i s not done - soon, to resolve t h i s s i tuat ion , 
the whole international monetary system as we kiiow i t could cqllapse. 

2.0 Among the DCs, Europe i s the area that has. fared most badly .under the present 
c r i s i s . 2 1 / This has been due to i t s socio-economic structure, i t s pers is tent ^ 
and (since 1973) growing disunity, i t s s p e c i f i c role in the international division 
of labour, and i t s posi t ion in the world economic systg^m including i t s relationship 
with both the LDCs and the Eastern bloc. 

As was stated in the Albert-Ball report to the European Parliament in 1983, 
in the early 1970s Viestem Europe foxand i t s e l f confronted with three challenges: 
i n f l a t i o n , the o i l c r i s i s and the, growing coupetit iveness of Japan's and the Newly 
Industrial izing Countries' (KICs) manufac tures to which Europe reacted by reducing 
the percentage share of investment in GNP and increasing that of to ta l consumption 
between 1973 and 1983. Considering that during the same period rea l wages in 
Europe grew at 2.5% per annum,22/ while they stagnated in the United States and 
rose l e s s than the GNP rate in Japan, and that taxes and related charges added to 
sa lar ies were the highest in the world, i t . i s not surprising that Europe l o s t 
three mil l ion jobs while the United States created 15 mi l l ion . In 1984 alone 
three mill ion jobs have been created in the Iftiited States , but weekly earnings in 
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real terms rose only 1*8% frpn May 1982 to May 1984, Further^re, in 1980 net. 
pro f i t s (oyer capi ta l ) of nonroil manufacturing industries were 11.̂ 5% for American 
companies; 13,8%. for .Japanese^ and a negative 0.1% for European co^einies , forcing 
down investment t o about 3% in th^ early 1980s., The resul t i s thiál:!:.!,' 

i ) Only a fiew of the EEC, coimtries have been able to reduce ihe i r rates of 
in f la t ion to l eve l s cojigparable with those of the United States and .'Japan. 

i i ) Unemployment has increased 2,.5 times more than in the United States and 
there i s no hope that t h i s can ser ious ly .be reduced in the foreseeable future.^ 
In fac t , the l a t e s t .estimates put the S i x ' s -average imenf>loyment rate of the work 
force at 11.2% for 1983-1990 (rai^ging from 19..1% for rBelgium to 8.5% for .West 
Germany), alnrost twice that: -fpr •1975-1983, . ' i .e . , 6.8%.23/ For a l l Europe, o f f i c i a l 
unenoployment presently stands at 19 mil l ion and i s s t i l l r i s i n g , while, for a i l 
OECD countries i t t o t a l s 35 mi l l ion . 

i i i ) Investments J decline dfpom arj average percentage growth rate, of 5.7% 
annually to 1.6% in th.e 1970is to negative values in the e ^ l y .19808. This 
decline a l so affects- .the energy sector . The prevail ing low price of o i l has 
helped to reduce investment in . old ^ d new sources of energy as well as in 
energy-saving measures , so that a thi^d o i l . c r i s i s towards the end of the 1980s 
i s not unli]<ely.2't/ .. • ' : -- ; I . r : : 

i v ) Public d e f i c i t s have increased from 0.5% of the GDP for the period 
1968-1973 to 3.7% for 197U-1978 and f i n a l l y , to more than 5.0% for 1981-1983. 

íMeanwhile,'.-.• • . • - • - , - - -

. , y) Obligatoiy s o c i a l s e c w i t y payments, hav^ increase^ and now, aré about 13 
points higher, than i in the Itetited - States ¡i 25/ F inal ly , . ! ^ 

v i ) Between 1973 and 1983 the Six c o l l e c t i v e l y loát s i x points of their , ' 
share of the world market in manufactures, mainly to Japan and the United States .26/ 

To point out that "some of the. weakness in Europe i s á consequence of the 
unusual feature;? of the United States.recovery",27/ .does not minimize E\:irope's 

•predicament but serves to highlight.some other d i f f i c u l t i e s i t faces, in ah 
increasingly;interdependent system. 

2 ,1 Europe's more advanced welfare State —public escpenditure const i tuted 32% 
of EEC's GDP in 1960 and 51% in 1982, 28% and 36% in' the United States and 21% 
and 35% in Japan— meant large d e f i c i t s when .the fai:^ in economic growth caused 
soc ia l expenditure, mainly pieinployment compensation and debt servicing, t o r i s e 
and revenue to. decline simultaneously. Given, the .exirenial constraints on Europe's 
monetary po l i cy , attempts a t d e f i c i t reductions could not succeed. Furthertnore, 
as these r e s t r i c t i v e p o l i c i e s have, been pursued gimult^eously by various 
goveminents, the i r negative a f f e c t s have been confpundeá by the re la t i ve ly c lose 
integration of the economic concerned. To. redube these d e f i c i t s investments 
have béen curtailed. I f Eiaope has so far been abí^. t o maintain i t s l i v i n g 
standards th i s has been achieved at the. e39ense of n^w toves^nt and therefore 
of future growth. 

/Furthermore, an 
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Furthermore, an advanced welfare State generates r i g i d i t i e s in the structure 
and u t i l i z a t i o n of labour, thus helping to perpetuate unemployment forecasted at 
11,2% of the workforce of the Six for the remaining part of t h i s decade,28/ Of 
course, the negative e f f e c t s generated by t h i s high rate of unemployment are 
the protec t ion i s t drive and the slowdown of technological progress, both of which 
reduce European con^jetitiveness and the l ikel ihood of f a s t e r economic recovery. 
In other words, the high cost of labour helps to create unemployment which, in 
i t s turn, reduces the incentives for technological progress, 

. I f government d e f i c i t s have reached l eve l s which cannot be tolerated further 
—from 0,6% of EEC's GDP between 1968 and 1973 to more than 5% in the 1980s— the 
tradi t ional co-ordinated pol icy of stimulating consumption, as practiced in the 
years 1972-1975, i s no longer viable; the only a l ternat ive i s to finance new 
investments out of" non-public sources 29/ and to increase e:q)orts, including 
those to LDCs, 

Therefore, while under rapid economic growth conditions the financing of 
welfare costs could e a s i l y be ensured by small variat ions in the share of GDP 
of the conpulsory , l e v i e s , under stagnant or 25ero economic growth the i r costs 
have continually increased due: i ) to the growing nvmiber of ret ired e lderly 
people, health care, and of course more unen^loyment benef i t s ; and i i ) to declining 
wage contributions, at a pace which has surpassed that of national wealth. To 
finance the resiolting and growing d e f i c i t s , investment has been reduced (the 
crowding-out phenomenon), ^ d a net capita l outflow, to .the United States has 
l a t e l y appeared, 

2 ,2 Although Europe as a whole const i tutes an,economic ent i ty roughly equivalent 
to that of the United States , both in term? of demand and supply, not even the 
EEC represents one market for European products, services and factors of production. 
Under the inpact of the c r i s i s , centrifugal tendencies and na t iona l i s t i c temptations 
are ser ious ly jeopardizing progress towards a common market that had been made, 
u n t i l the early 1970s, 

At the same; time two important structioral constraints c learly have emerged: 
on the one hand, the interdependence of Eiiropean economies has reached such l eve l s 
that not even i t s largest countries can s t i l l hope to expand on the ir own (see-
the United Kingdom's atteirpt in 1973, West Germany's in the la te 1970s and France's 
in the early 1980s); on the other hand, external dependence has grown so much as 
to make i n e f f e c t i v e any common or harmonized pol icy which would not e jqj i ic i t ly 
and careful ly take i t into account. 

The f i r s t constraint debunks the theory of the internal locomotive f o r 
Eurc^ean recovery, the second that of the United States locpijiotive, as without 
internal ly co-ordinated e f f o r t s no external stimxilus would s u f f i c e . 

Internal disunity has strengthened Europe's dependence pn the United States 
and has fostered the former's hope that the l a t t e r would act as the locomotive 
for i t s recovery. This i s . n o t the case for two reasons* F irs t , even taking 
into accotmt only the pos i t ive e f f e c t of the United States recovery, namely the 
stimulus that "other OECD countries , , , are receiving from the growth of e:q)03rts 
to the United States", i t may amount to no more than "one-third of the i r GNP 
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growth between l a s t year and th i s" , |r>o^th that for Europe was 2% in the second 
half of 1983 and i s e j e c t e d to r i s e at 'two to two and one-half per cent rates 
from now o n . ^ / Second, United States recovery i s not necessari ly sustainable: 
a) becaxise the negative impact, of the f i s c a l contraction that more l i k e l y sooner 
than la ter must be iii?)lemented to curta i l the government d e f i c i t may not be 
compensated by a substantial and las t ing reduction in rea l in teres t rates; and 
b). because any relevant decline of the dol lar would require s t r i c t e r monetary 
policy and therefore, cause in teres t raptes to increase further. While the dollar 
decline would inprove United States international competitiveness (unless i t i s 
more than compensated by inf lat ionary e f f e c t s ) and;therefore, curtail- imports and 
foster, exports, higher in teres t rafes would attract more.iforeign capital ; On . -
both counts Europe's chances of recovery would be undenniñed. - i ' 

2 ,3 Japan's aggressive penetration into Europe, mainly rtraosport ;équipment and 
Tiachinery, coincided with, the .onset of the general c r i s i s áíid therefore found 
the old continent even more . .divided l e s s capable of-articui^iting a common 
response apart from crude protect ionis t react ions, Haviiig-prévÍMi>usly paid l i t t l e 
attention to the Japanese economic phenomenon, Europe was illffpi^epared to cope 
with i t . In f a c t , of t h e • t r i l a t e r a l relations.between.the Ifaited States , Europe 
and Japan, those between the latter,'two. have long been considered the weakest in 
contrast with c loser Japan-United .States and Etjrope-United States re la t ions . 31/ 
Although Europe-Japan. trade inqreáised rapidly. in the . 1960s.—between 1960 and 
1970 Japanese ejqjoirts increased s i x f o l d US!? .H b i l l i o n to US$.2.i+ .b i l l i on ) 
but i t s imports by s l i g h t l y l e s s than fourfold: ( from US$ .,5 b i l l i o n .to US$ 1.9 
b i l l i o n ) , EEC-9 remaining roughly balanced— the value of imports from Japan 
accounted for l e s s than 1% of EEC's' indiistriál consumption. .̂ ^ the end-of the • 
1970s. The increasing•imbalance in.Japanis favour.in that decade ( i n the .1970s 
Japan's e.jiports to EEC ipGreased e ight times and:its-in?)ortá from EEC four .-times, 
as in the 1960s):.wag almost' exclus ive ly due to the: eommunity's deteriorating trade, 
balance in, more •sophisticated manufacture^*?^/ Europe has c learly concentrated : 
on the . challenge posed by Japanese exports and not s-uff ic iently ;on penetrating • 
the Japanese market. .Notwithstanding the exce l lent . trade performance, since the 
beginning of 1981 the coritinuous undervaluation of the yen - -poss ib ly caused by 
huge capital outflows mainly towards the United States result ing from the in teres t 
rate d i f f erent ia l s between.these two countries—¡:bás helped to strengthen Japan's 
ejtport capabil ity, v r ...: 

I f i t i s true that "most of Japan's major export items of machinery, and 
equipment to the European Community have some claim to being associated with. 
one of the Community's so-ca l led problem s e c t o r s " , ^ / the i n a b i l i t y of the l a t t e r 
t o mount a trade campaign aimed at Japan's own market can only be,es^lained by 
European disunity, even considering that i^unlike-Japan-United States trade^ 
"Japan's trade with the EEC i s bas ica l ly horizontal . . . and f o r this 'reason the 
trade imbalance i s more structural in nature",3V That disunity has favoured 
Japan's strategy of penetrating Europe .passenger car market, starting.from the 
peripheral, small non-producer and the re la t i ve ly more open minor'producer . ' 
countries and then moving into the larger producer countries.. Later, stibistantially 
different views among EEC member "on protection from Japanese; imports and . 
investment have made a common Community pos i t ion, d i f f i cu l t , i to obtain'! f o r t h i s 
sector as wel l as for the t e l e v i s i o n industry. Japanese ®Ptor,car and t e l ev i s i on 
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investments in Etirope, s imilar to most of the e a r l i e r American o n e s , ^ / have been 
directed at securing and e35)anding the,share of Europe's market established by 
international trade more than to fostering i t s e5q>ort capacity. European countries 
have been xinable to elaborate a common stance so tha t , l ike ej?)orts, Japanese 
investments have Easily, established a foothold in some c o m t r i e s (the tftiited 
Kingdom for cars ^nd even more for t e l e v i s i o n s ) from where to supply the rest of 
the continent. Consequently, "the d i f f erent responses t o the Japanese challenge 
help threaten the cohesion of the Community's custom union, even though the larger 
market i s potent ia l ly part of the solution for t h i s challenge^'. 36/ 

2 ,4 The profound changes, mostly i rrevers ib le , which are reshaping the world 
economy and the growth mechanism on which the l a t t e r r e s t s , necess i tate major 
restructuring. This i s a l l the more d i f f i c u l t for Europe which has been badly 
scarred by the worldwide c r i s i s and i s apparently unable to regain the high growth 
rates to which i t had become accustomed or to reduce i t s vulnerabi l i ty , exposed 
so v iv idly by the two o i l shocks, the American revival and Japanese coirpetition. 
As "structural change in a stagnant economy neces s i ta te s to a much higher degree 
the absolute contraction of economic act iv i t ies" ,3 ,7 / Europe's socio-economic 
r i g i d i t i e s further complicate i t s industr ia l restructuring with i t s underlying 
need for greater accumulation.38/ Nevertheless, the l a t t e r i s crucial to reversing 
the pers i s tent decline of f ixed industrial investment as a percentage of GNP, and 
thus to enable protective adaptations and the s;teering of investment into new 
patterns. The l a t t e r , however, not only have to increase mechanization and 
accelerate the process of intensiifying plant stock, biit should be capable to 
extending production capacity and creating new jobs. 

In pr inc ip le , therefore , Europe faces three tasks that not only are d i f f i c u l t 
but in the short run, at le,ast, are álso.somewhat contraditory: i ) t o move into 
more advanced technological!! sectors in order t o . coii^ete with the United States 
and Japan, a task which req^uires not so much R£D as better' co-ordination of 
national a f f a i r s ; . i i ) to develop the services necessary to control the process 
of t e r r i t o r i a l and sectoral decentralization of important production in the NICsj 
and i i i ) t o generate some forró of employment in order t o reduce the nunúáer of the 
19 mil l ion jobless people who,.on the hand.threaten i t s s o c i o - p o l i t i c a l s t a b i l i t y 
and on the other hand absorb some of the very resources needed to finance the 
overal l adjustment po l i cy . The l a t t e r task i s a l l the more urgent because of 
the large and growing share of youths among the unemployed; consequently, i t 
a l so involves adjustment or adaptation of the present educational system which 
does not necessari ly help to match the e f f e c t i v e supply of labour with the 
potent ia l demand. 

The tackling of these tasks w i l l necessari ly a f f e c t the role that governments 
play in national and international economics, as well as the dvirability of the 
open trade system on which the present world economic oi?der has largely been 
b i ú l t . Thus, i f European governments, to say nothing of the European government, 
are to become "developmental States",39/ i . e . , i f they are to design and inclement 
the adjustment p o l i c i e s meant to restructure thé ir economies and enable them to 
overcome the present world,, c r i s i s , then international trading must somehow be 
internal ized , making agreements with other comparable t e r r i t o r i a l e n t i t i e s 
necessary and even natural. Such agresmeiits are the only conceivable instruments 
with which a c t i v i t i e s of multinational Corporations and Eurocurrency tránsactions 
can e f f e c t i v e l y be regulated. Besides, i t seen¿ that the United States has already 
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- 11 -

decided t o move along s imi lar l ines» thus.bypassing the GATT,, by developing a 
s e r i e s of-separate agreeii«nts o n - s p e c i f i c issüi^s with individxial coiintries or 
small groups of n a t i o n s , ^ / . ;. r - . 

2,5 No one any longer doubts that such 'an adjustu^nt p o l i c y , although necessary, 
involves, an incalculable rea l l oca t ion of cap i ta l and l ^ o u r . And as t h i s a l so 
e n t a i l s f e a r s , governments are often.unabie to. overcome the res i s tance that the 
l a t t e r generate. Postponement becomes the p o l i t i c a l f i x , even i f a planned 
introduction of inev i tab le developments i s the only way by ;which to l imi t t h e i r 
negative inpact , 

An idea of the changes t o iconie can: be obtédned, by. consi^^ 
in the United States * as seen by :tbe Bui?eau of Labop S t a t i s t i c s . ; 
i t or not , t h i s perspective s trot ig ly .suggests whalj Europje's future m y be. , 

•i) Nearly 75% of ;a l l new jobs e^^ci^d.untii^^^^^^ frpm.sepvic^-
producing indvistries, Ctoly_ Tne.dical daĵ e rbn^ipess ( i . e . , oonsul tants , personnel .. 
s e r v i c e s , publ ic r e l a t i o n s , security'isysteras and con?)i^t«r ^uid^data, pjrocessing 
s e r v i c e s ) , recreation and hotels--will..prorvi.de on^ of every three new^jobs in the ,,. 
decade' ahead, so that by 1995 these ¡gíerVices; iválln.áccoimt mi l l ion jobs , 
a quainter of es^ected t o t a l enplcyrrtenlE:., ; . : .,,> --

i i ) Only one of'ievery;xsix,::new:t3^^ so that. . 
although-the present -share of .riBmiifacturing in .;total enf>loyment may remain rather ^ 
¿table]'(19.%- Inciuding;:min-ing and iconstr.uctfii>n from ;:25i;%, at t í ^ end o f . the, 1950s).,, ', 
i t s giíGiwiftg sé¿t¿r. w i l i %e riew^^d higbwtechnoj^ During, the 
recession' nianufactiiring l o s t r = 2 m i l l i o n \ j 0 l 3 i but. g e n e r a t e d ' m i l l i o n mostly 
new OneSi-' ^ . :<ir ,r-x:V' •• 

i i i ) At present , 25 mi l l ion peopl§>are:en©loye,d,in goods-^pro^upi^g i^ 
manufacturing plus mining and construction; the remaining 75% are in serv ices . ' 
While t rad i t iona l services::Cr«táiiing; tit41Íti^ transport , .hote ls s^d restaurants) 
have not grown and may now be dec l in ing , the , infopnat ion .septpr ( c l e r k s , tp^chers,.. 
accountants, bankers, insurance brokers, lawyers, bureaucrats, computer programmers 
and data processors) has beeft .expanding, rapidly and i s lexpected to. Hê ep § ^ w i n g , 
at the moment absorbing 65% of the United States work force an ¿generat ing , more 
than one-half of i t s personal income.42/ In 1982 banking, e i^ ioyed the same number 
of people as the transport equipment sec tor (1 .6 mi l l i on ) ; •resiratir^ts and. other 
retai l ing, eti^loyed' :more 

;than ten tiroes that number,. Within a decade or s o , ^11 
the manufactured products needed by the United States are expected t o be produced 
by l e s s than 10% o f i t s , labour force , : 1.: .; . • • • 

iv ) As the sectors that grow f a s t e r in general generate low-productivity 
jobs and consequently pay, lower.! wages than the d^plining ones t h i s process 
of "de-industrialization*^ of the ecpnony UH/. poses , a ser ious cjiallenge to ' the 
standard of l i v i n g of a - s i g n i f i c a n t portion of the laibpur force , . The f a s t 
spreading-of-part^tiinev part-year, f l e x i b l e schedijle, adult.,and/or continuous. . 
education and éarly-.rétirément pract ices may further contribute to the s t a ^ a t i p n 
of monetaiy jíersónál iftcome, but not necessar i ly o f ,-family ááicpii^,, , i f 
the gi?bvring hun^jer of ^spouses ac t ive in the. labour, market. . ' v 
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v) A l i k e l y and highly interest ing resul t connected with the information 
sector i s that in i t "capital and labour may stay together as they did in 
farming; i t looks as i t a l o t of our children may have a chance to work in small 
firms as entrepreneurial partners, rather than as resent fu l employees"»t̂ s/ i f 
in principle capital gains could then compensate labour l o s s e s , the absorption 
into the information sector requires expensive training or retraining programmes. 
Under these conditions unioniization becomes more d i f f i c u l t and labour organizations 
must rethink the ir role and reshape the i r s t ra teg i e s . 

v i ) The expansion of LDC (namely, NIC) exports of manufactured products to 
other LDCs ( th i s South-South trade amounted to 36% of LDC to ta l esqjorts of 
manufactures in 1979) W and to DCs (North-South trade) , c learly represents 
another aspect of dé- industrial izat ion ( for some i t i s even the cause of the 
l a t t e r ) and certainly the roost threatening one. Yet between 1960 and 1979 NICs' 
share" of world exports increased only fiHsm 8% to 8.7%, growing at an average 
annual rate of 14.8%, s l i g h t l y higher than that re la t ive to world exports.17/ In 
the 1970s OECD imports of manufactured consumer goods increased in nominal value 
almost 15 times and those frotn LDCs almost 11;times; the l a t t e r market penetration 
thus increased from 15.5% to 19vl%, at a rate of 2.4% per year between 1970 and 
1980, The share of LDC ejq)orts in the apparent consumption of manufactured goods 
in a l l DCs averaged 3.4% in 1980 (up from 1.7% in 1970), namely 4,6% in the EEC, 
2.5% in Japan, 2.9% in the United States . In 1982 the value of LDC manufactures 
e5q>orted to DCs amounted to US$ 40.3 b i l l i o n out of a t o t a l of US$ 108.7 b i l l i o n . ^ / 
Among LDÓS, the market penetration by "Far Eastern NIG ejqjorters" grew fas te s t 
(8.0% per year) while •tha;t of Latin America was the;;smallest (•.4%).^/ Hong Kong, 
Taiwan and Koíeá accounted for s l i g h t l y over half of ,the mafiufaotured goods e^^orted 
from LDCs to OECD countries in 1980 (Latin America barely 16%), and 72% of mainly 
consumer goods (Latin America almost 7%).^/ Of these goods exported by LDCs, 
46% were bought by the Itaited States and 36% by the EEC.51/ • Yet. these inports 
seem to have caused a ve't^ Siñall job displacement -effeiit i apfJarently l e s s than 
.25% of t o t a l labour force in the late--1970s.52/ ^ . 

' The principal conditions that enable t h i s revolutionary transformation of 
the United States economy are , in br ie f ; 

i ) high mobility of factors of production, including labour, both sectoral ly 
and s p a t i a l l y ; 

i i ) wage f l e x i b i l i t y and modest unionization; 
i i i ) a r e l a t i v e l y high l e v e l of education; 
i v ) a responsive i n s t i t u t i o n a l environment, l ike abundant venture cap i ta l , 

deregulation, e t c . ; and 
v) the a v a i l a b i l i t y of minorities and i l l e g a l workers to absorb a large 

part of the costs bf'transformation. 

2.6 Europe i s not in the most favourable pos i t ion to accept t h i s inevitable 
process o f de- industr ia l izat ion or to utilié;é»sit t o regenerate i t s economic l i f e 
and to advance i t s integration. Both these:éiíns are necessari ly interwoven and 
t h e i r achiévenent requires the reorganization of Europe's p r i o r i t i e s a l so as 
regards i t s external re la t ions . In fact , , i f de- industrial izat ion i s the. resul t 
of the growing conpetit ive industr ia l izat ion of part of the Third World, then 
mutually b e n e f i c i a l a c t i v i t i e s must c learly be expanded within a managed system 
of interrelat ionships (see l a s t s ec t ion) , 

/Anyway, i f 
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Anyway, i f Europe's past reaction i s any indication of i t s a b i l i t y to meet 
t h i s challenge, there i s l i t t l e scope for optimism unless one strongly be l ieves in 
the learning capacity of smaller as wel l as larger systems. A good exanple of 
how not to neet the challenge may be found in the approach pursued in trying to 
keep today's obsolete mixture of plant temporarily in operation. More than 100 
s t e e l corporations operate in Europe, of which only one or two were making pro f i t s 
at the beginning of t h i s decade. Increasingly -unable t o compete with foreign 
production and operating at half of the ir capacity, they have obtained no l e s s 
than US$ 70 b i l l i o n of subsidies , enough to finance the complete restructuring of 
the sector .53/ By u t i l i z i n g the most up-dated technology, management of surplus 
capacity would no longer be required and the sector could have produced the 100 
mill ion tons of s t e e l needed at competitive cos t , but employing 150 000 instead of 
the hal f -mi l l ion of 1970. 

Like subsidies , protectionism and devaluation are means with which to ejqjort 
unemployntónt and maintain p r o f i t s , 5 4 / and protectionism has been Europe's reaction 
to NIC t e x t i l e and apparel exports. As a r e s u l t , EEC non-tar i f f barriers re la t ive 
to " tex t i l e s and t e x t i l e art ic les" in 1982 were the highest iiriposed on LDCs' 
manufactured escorts by DCs, Apart from "arms and ammunitions", the second highest 
barriers were those on "footwear, headgear, prepared feathers" by the United 
S t a t e s , ^ / therefore allowing West Germany, Japan and I ta ly to remain the top three 
ejjpoirters in 1982, These e:q)orts are directed mainly towards other DCs, from 
which cheaper LDC products are kept out by the multifibre arrangements. Meanwhile, 
the introduction of new technologies in t h i s sector in many DCs has almost wiped 
out the cheap labour advantage of the LDCs. 

Nevertheless, European unemployment remains at l eve l s considered unacceptable 
only a few years ago and the EEC countries can only agree to further res tr i c t ions 
and l imitat ions which, in turn, inevitably repress growth aiid transfóínnation. 
The original s in res t s with the Common Agricultural Policy, whose fundamental 
revision i s generally recognized as a must which only the shortsightedness of some 
governments and part of the Eurobureaucracy keeps postponing.56/ 

As outlined in the Albert and Ball plan, EEC members must agree on a concerted 
increase of public investment such as to raise the ir GNP by 1% for three years .57/ 
The amount needed i s in the order of 15 b i l l i o n ECUs, equivalent to 3% of EEC gross 
f ixed investments, for the f i r s t year, rapidly declining in the following years 
because for each percentage point of GNP increase public d e f i c i t s tend to decline 
to an amount equivalent to ,2%-.3% of the GNP. The main features of the plan are 
the following: 

i ) Co-ordination of e f f o r t s ; there i s c learly a community e f f i c i e n c y 
multiplier which simulations with the EEC Comet III estimate at 2-4 points for 
the rate of growth and at 20%-66% for improvement of the net external balance.58/ 

i i ) Recognition that a recovery based on a structural transformation can no 
longer result from demand management but must res t on an increase of investment, 
not financed by d e f i c i t spending. This can be achieved by a Community supplementary 
loan, mainly through the European Investment Bank, and by taxing non-regenerable 
raw materials, as suggested by Geldens .^ / Higher prices of raw materials would 
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force users to save them and part of tax revenue could be réturned to LDC producers 
to help thejn to d ivers i fy , 

i i l , ) D i r ^ t i o n of investinent towards comraon projects which involve advanced 
technology; and • co-operation among enterprises from di f ferent Euíbpeán 
countries Cs^e the recently established project Espri t ) . Although EEC- coxSitries' 
expenditure on R&a i s not much lower than that of the United States and almost 
twice that of Japan ji i t i s made i n e f f e c t i v e by internal d iv is ions . As a result', 
Europe s tar t s to show serious lags in many sectoi>s,60/ Moreover, comjiarable laws 
and i n s t i t u t i o n a l infrastructure must be establ ished which wi l l generate -ah 
environment more, conducive to co-operative e f f o r t s and a c t i v i t i e s , 

iv ) Establishment, by favouring economic development and intra-Europeaii 
interdependence, of the necessary conditions for the European Monetary System (EMS) 
to, achieve i t s main objec t ive , namely "a -zone of monetary s t a b i l i t y in Europe" 
as- a basis for further economic i n t e g r a t i o n , ^ / Althoiigh i t i s agreed that EMS 
operations havec 90:1 fSr" had a nraderating e f f e c t on -the exchange rate var iab i l i ty of 
the participating, currenciejs, and on preventing greater divergence of the ir economic 
developments, new impetus.; must be given to" Europe's monetary unity rather than 
wait for a spont^eousf and's ignif icant convergencé of economic p o l i c i e s , of meitdaer 
States , of which' there, are n© clear, signs, anyvray. The strengthening of EMS/would 
a l so result from the adoption; of Albert and Ba l l ' s "Marshall Plan" for thie energy 
sector and for-a ,reg ional policy» the f i r s t to. reducé dependence on foreign 
soxirces and therefore ease balaJiceTof-paytaeiits: constraints j and the second t5 
distribute better the costs of adjustment, p t í l i c iés . By helping the weakest areas 
and by generating s i g n i f i c a n t f inancia l f lows, probably in the form of project 
financing,, these p o l i c i e s would a l so help tb reinforoe the EMS.62/ 

This appTOach presents th© following in5>licat^ 

i ) Containment .of puríáiasing power of most Europeans, in order: 

a) to cope with lower productivity l e v e l s by de- industrial izat ion; 
b) to contribííte tO; the reduction of uneirployment; and 
e) to l iberate resources for financing new investment, including R8D, 

and for helping to service LDC debt, the 1/3x3 scheme proposed under 
- -below, : - • • 

This cont¡ainnient is. con^ensated by inore le isure ^ more f l e x i b l e working arrangements, 
bet ter environment and stock ownership or boardroom representation, 

i i ) Enlargement of the State rolé in s e t t i n g new rules of the game and in 
structuring ..market outcomes ~ " t h e developmental State"— but curtailment of" i t s 
welfare functions, 

i i i ) Expl ic i t replacement of the open trade system with a managed exchange 
system, that w i l l make i t - e a s i e r to cope with the adj'ustment process, and reject ion 
of the; nptipn that s o c i a l arid economic structures should, be l e f t to the international 
market. ,to determine.63/ . , - . . 
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iv ) Blending of the various national economies into a continental system 
which, by internal iz ing nrast the variables relevant to the process of transformation 
that the countries must undergo, w i l l make control of the vaHables poss ible and 
therefore minimize the costs and disruptions brought about by the process and 
guarantee i t s direction more e a s i l y . 

v) Some form of understanding must be reached with Eastern Europe as Western 
European integration mdoubtedly evokes the i r hopes and fears , p o l i t i c a l l y as well 
as economically. Therefore, a l l e f f o r t s should be made to avoid that Europe's 
process of transformation cum integration i s seen in Eastern Europe as destabilizing^ 
At the same time, re lat ions with the United States should be restruc;^ured. However, 
there i s that dangerous dream of a united Germany, namely tha:t "if / M e s ^ Germany 
looks eastward, i t weakens the whole bas is of the European Community",64/ 

3.0 The c r i s i s that has battered Europe most of a l l DCs i s the breaking of the 
fragi le economies of Latin America, turning i t into the South's worst a f fec ted 
area. 

What i s now recognized as the worst economic c r i s i s since independence has 
paralyzed Latin American growth (GNP declined by 3.8% in 1983) and has dangerously 
depressed standards of l i v i n g ; between 1980 and 1983 per capita incomes declined 
by more than 10% thus creating potent ia l ly ej^los ive s i tuat ions in many countries 
of the region. Poverty has increased as a resu l t both of growing unemployment 
and of declining f i s c a l resources for. soc ia l support programmes and in some 
countries the s i tuat ion i s far graver than i s depicted by regional averages. This 
c r i s i s naturally has more than one cause but indebtedness i s increasingly perceived 
as the most relevant, so much so that in 1982 an in f luent ia l weekly f e l t compelled 
to t i t l e an extensive reporting from that region, "Latin America goes into a slump 
to pay i t s debts",65/ a topic that s ince then has been extensively analysed, in; 
and out of the region, by academics as wel l as by governmental and international 
organizations. I t may thus be more f r u i t f u l to eiqilore the pos i t i ve influence and 
opportunities caused by the c r i s i s and other recent events in the region outside 
the economic sphere and on the evolution of inter-Latin American and external 
re lat ions , • 

3.1 The f i r s t and most v i s i b l e trend i s that of the slow but steady movement 
towards representative po l i txca l systems, a trend that i s a l l the moi^ astonishing 
in view of the growing s a c r i f i c e s that the s tab i l i za t ion programmes required by 
the c r i s i s are exacting from large sectors of the population. In countries where 
military rule does not apply involutive tendencies have not surfaced, as had been 
e^^ected by some, and even Mexican i n s t i t u t i o n s are managing the brunt of the 
c r i s i s . This demonstrates the s t a b i l i t y that has been adiieved by Latin American 
States and the maturity reached by the ir populations. 

A second development concerns the apparent common response which the 
Falkland/Malvinas war and the debt problem have e l i c i t e d from the Latin American 
po l i ty . Whether these instances const i tute a rea l trend towards that long-dreamt-of 
continental imity i t i s too early and too risky to say; but they are too important 
to be dismissed. Furthermore» the process of Latin America's integration cannot 
be dissociated from i t s relationship with the United States , and i t i s the s tate 
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of t h i s relat ionship which tends to svgjport the Idea that conditions for 
co-ordinated Latin American action are . f ina l ly being'establ ished. In fa;ct, 
Washington's role in the Falkland/Malvinas war was "largely an expression or 
r e f l e c t i o n of a pre-ex is t ing severe deterioration in United States-Latin American 
t i e s " , and in that Inter-American Military System which had constituted the 
backbone of t h i s relat ionship since 1938.56/ The establishment of SELA (Sistema 
EconSmiCO Latinoamericano) was another sign! of t h i s process of deterioration, as 
has been the Contadora Group, and la te ly the Cartagena meeting for co-ordinating 
a common posture with respect to the debt problem. ; Al l these imderline the 
p o s s i b i l i t y of creating an exclus ively Latin American system of security i f the 
United States Government continues to overlook t h i s vast region, except "when the 
f inanc ia l c r i s i s threatened to bo i l over". The United States "low prof i l e or 
the absentminded neglect of the; continent i s surely shortsighted",67/ and m ^ y 
recent American studies share the view that United States influence in Latin America 
though s t i l l s i g n i f i c a n t , i s c learly declining. The sense'of \mity in Latin 
America i s growing: the Malvinas bufied the Monroe Doetfine and the United States 
role in guaranteeing the region's security . The debt problem i s the f i r s t 
occasion on which Latin American countries can step into t h i s vacuum by acting 
together, as some have proved by a s s i s t ing Argentina: to' seWice i t s debt l a s t 
Spring.- " . > ' • • •>. 

Third, as the security aspects of the United States^Latin American 
relat ionship recede into backstage and the economic dimension acquires more 
relevance, Latin America i s becoming incJ^easingly conscious that i t s in teres t s 
and those of the United. States diverge quité basical ly* The war in the Southern' 
Atlantic esqjloded the' myth - o f Pan-Amerieanism and -the increasing atté that 
the United States now pays: to the Pacifití Basin makes i t s p r i o r i t i e s c lear. 
Besidesj while the United States Government's concern.for the Latin American debt 
problems i s due mainly to the danger i t •cireates for. the" international f inancia l 
system and t o the •American banks, each point added to United States in teres t rates 
means more- than US$ 1.5 b i l l i o n of extra foreign revenues needed by Latin America 
t o finance the servicing of i t s debt.68/. 

Fourth, there i s the growing conpetition that Southeastern Asian countries 
represent for Latin American manufactured ejqjorts which on a per capita bas i s , 
remain wel l below those?from the former countries ,69/ Japanese involvement in 
some of these productibhs further contributes to.; the Asian ejqjort drive, while 
American investment in. equivalent a c t i v i t i e s i-n Xatin: America tends to be more' 
d irec t ly in the acquisitibti of the domestic or regional market. Europe i s a l so 
c l o s e l y following deVelojiments • in Southeast Asia5" since.. 1980 the EEC has a wide-
ranging co-operation agreement with ASEAN, trade promotion being an important 
part of i t . Furthermore, a f t e r the Latin American' expedience, "the Pac i f i c region 
provides one of the few secure lending opportunities l e f t to Western bankers" who 
soon may have to compete there with the Japanese banks.70/ The financing of 
Asian NICs thus seems asStired. 

F i f th , the c r i s i s i s - fói íc ing most Latin American countries to reconsider 
the development S tra teg i e s 'u t i l i z ed . For some time now i t has been generally 
agreed that import subst i tut ion and e3q)ort promotion are not necessari ly ant i thet ic 
p o l i c i e s and accumulated evidence shows that domestic markets more than external 

/markets, have 



- 17 -

markets-j have assured LDC industr ia l izat ion.71/ At present, for many LDCs and 
certainly for several in Latin America, the need to ej^ort i s made more dramatic 
by the growing debt servicing, while the persistent unenployment in DCs does.not 
make imports welcome. Any reduction of the debt burden would necessarily lessen 
the LDC urgency to e^qiort and would in teres t them more in regional trade and 
therefore in regional integration. I f stagnation and protectionism in DCs were 
to become chronic, regional integration could be combined with a reorientation of 
development p o l i c i e s enabling greater emphasis on in^jort subst i tut ion, including 
"import postponement and investments intensively using non-traded goods (such as 
housing)".72/ As "the expectation that United States recovery w i l l spread 
southward looks l e s s and l e s s convincing", Latin American countries may come to 
the conclusion that they have to f ind a new locomotive among themselves,73/ 

Finally, there i s the recent reassuring evidence that even in the worst h i t 
economies l ike Mexico and Brazil growth has a f ter a l l . reassumed;. , v i s i b l e trade 
svirpluses there and in Argentina are a l l increasing; 74/ and the soc ia l fabric has 
not been crushed under the strain of the debt and related problems. Financial 
experts are even detecting the beginnings of a return to Mexico of some of the 
capital that has flown out since 1982.75/ Latin America i s seriously reordering 
i t s economy —"austerity without recessTon" was the theme of ECLAC's twentieth 
session in Lima in early April 1984r— and i s struggling hard to cope with i t s 
obligations as the pos i t ive resu l t s of the e f f o r t s i t has endured start to show. 
Yet the region's future would be more reassuring i f these resu l t s did not ultimately 
depend on external factors over which Latin America has l i t t l e control: the most 
important factors being the in teres t rates prevailing in the international market, 
which real ly means the United States ra te , and the evolution of the United States 
recovery, with the eventual improvement of Europe. But Latin America cannot long 
remain a net ej^Korter of capi ta l ,76 / I t s debt burden must somehow be reduced so 
that Latin America can "begin to grow" again.77/ 

3.2 Given the gravity of the s i tuat ion in Latin America and the constant threat 
that i t s indebtedness poses to the international f inancial system, several proposals 
have been put forward to solve the debt problem or at l eas t to mitigate some of i t s 
worst e f f e c t s . 7 8 / 

On the basis of the analysis developed above, the following sketchy proposal 
i s presented, which res t s on four almost se l f -ev ident considerations: 

i ) the payment of in teres t on commercial borrowing has become unbearable 
for most LDCs, while the principal can always be rescheduled; 

i i ) the present debt c r i s i s i s the LDCs' making as much as that of DC . 
banks;79/ 

i i i ) creditors'.governments cannot remain passive and "must step in , , , and 
handle interes t payments as a po l i t i ca l .and not a technical economic 
problem";80/. 

i v ) the solution of the debt problem must be connected with LDC development 81/ 
and DC adjustment p o l i c i e s . 

Therefore, as "the relationship between lenders and debtors has created an 
unusual degree of interdependence",82/ the lending banks w i l l have to accept only 
two-thirds of the inte2?est due, hal f of which w i l l be paid by the debtor country 
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and the other half By the creditor government, - Both the debtor country ^ d the 
creditor goveminfint w i l l donstitute a specia l fund to which w i l l contribute the 
equivalent of what they, pay to the banks. More s p e c i f i c a l l y i ' 

i ) The debtor country pays two-thirds of the i n t e r e s t due, one-third to 
the banks in foreign currency ^ d another to i t s spéc iá l fund t o finance a) the 
productive investment needed to revive i t s economic dfevelópmeht; orj eventually, 
b) ' thé amortization of the principal; 

i i ) The DC government contributes one-tHird bf the in teres t due díre'étly • 
to i t s banks and another third to i t s spec ia l ftaid to finance i t s adjustméht 
p o l i c i e s ; • , : • 

, i i i ) The two spec ia l ftmcfe-^ill r e s t completely under control of the ir 
respective governments but t h é í r a c t i v i t i e s w i l l be co-ordinated in order to ' 
avoid in future the iinbaiánces.'thát 'have now caüáed the debt problem. 

This proposal i s characterized by the 'following advantages: 

i ) I t does not interfere with the market detetTnination of the in teres t rate 
l e v e l s nor does i t reqxiire repudiation óf previous obl igat ions; therefore, 

i i ) Fresh capi ta l can flow into those LDCs that can make optimal use of 
the r e l i e f o f fered by t h i s scheme and of the financing available through the 
spec ia l fund; ' ' '' 

i i i ) I t can be agr«eed b i l a t e r a l l y between one-LDC and one DC and the l a t t e r ' s 
banks; other LDCs and DCs can theii join the scheme; t h i s iirplies co-ordination, 
i f not integrat ion, among the two grot^js; 

i v ) I t does not réquiré the creation of an intei?national'agency and even 
IMF does not necessar i ly have to be involved; 

v) I t generates pressirre in the DCs to f ind means by which to stop interes t 
rate esca lat ion; and f i n a l l y , 

v i ) I t spreads the necessary s a c r i f i c e s equálly, 

' The principal .ái¿advantage of t h i s proposal i s the p o l i t i c a l w i l l needed to 
s tar t implementing i t , a disadvantage common to a l l proposals made so far and 
about which l i t t l e can be said in t h i s context. 

With a 45% shai>e of the Latin American commercial debt,83/ i , e , , two-thirds 
of the more than ÜS$ 300 b i l l i o n t o t a l debt, the i n i t i a t i v e c learly belongs to 
the United States , but the EEC, whose share i s probably not much smaller, could 
e a s i l y take i t i f the United States f a i l s to show the néeded statesmanship'so 
r ight ly demanded by Kissinger. With Latin America's in teres t payments presently 
estimated at more than US$ 40 b i l l i o n per year, commercial banks can e ^ e c t to 
net about US$' 30 b i i l i b n , something l e s s than one-half of which goes to the 
European banksl ''Ári" EÉ¿-Latin'American ag^^ to Implement t h i s proposal would 
save Latin Americk US$ 5 ' b i l l i o n and force EEC to usé an-equivalent amount to 
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adjust i t s e l f to the changing international environment. Part of these sums could 
be used to finance the promotion and co-ordination of mutually b e n e f i c i a l trade, 
services , and investment flows between the two continents. 

The DCs' "special fund" could a lso be used to finance the creation,of the 
kind of factory extension service proposed by Zysman and Cohen, i a e , , a complex 
infrastructure to provide technology, . f inancial and marketing support -to small and 
medium-sized manufactures in order to help them to increase productivity and to 
bring high technology into the. production of tradi t ional products.84/ By fostering 
productivity, domestic and foreign investment ^ d intra-rindustry trade, 
protectionism can more e a s i l y be kept at bay. Unlike the resources conceived of 
in the Albert and Ball plan, DC resources necessary for the in^jleirentation of t h i s 
proposal should be obtained nationally by extra taxes and budget cuts , in order 
to redistribute the cost of the salvage operation according to the respons ib i l i ty 
of each country's banking system in the debt creation. Ut i l i za t ion of the 
resources of both schemes should be c lose ly co-ordinated so that the European 
adjustment f a c i l i t a t e s Latin American development instead of causing.the imbalance 
and tensions that DCs' evolution has generally tended to project on the r e s t of 
the world. Debt servicing must no longer hal t economic development and endanger 
the soc ia l and p o l i t i c a l fabric of the most promising developing countries. 
Moreover, the DCs do not seem to have the a b i l i t y to cope with the demands and 
btjrdens of being rent ier nations on the scale that wpuld be involved. 85/ 

Present debt c r i s i s management i s already a case of international 
co-ordination. .To transform i t into an e f fect ive , plan we need longer-term 
perspectives, the ej^jl ic it Involvement ..of the governments concerned, and s a c r i f i c e s 
by creditor, as wel l as by debtor countries; in other words, courageous statesmanship 

4,0 His tor ica l ly , re lat ions between Europe and Latin America have been quite 
intens ive , even though the recent American hegemony has. reduced them somewhat.86/ 
Since World War I I , however, Europe has neglected t h i s important "subsystem^* of 
the world econony 87/ and each time that Latin America has lookied to Europe for 
help, to say nothing, of the times when i t has tr ied to use Europe against the 
United States , i t s expectations have been shattered; worse, i t has seen Europe 
side with the United States . 

Two points of view have.thus grown up around EEC-Latin American re lat ions: 

i ) ta t in America resents , and v io lent ly c r i t i c i z e s , the p o l i c i e s of the EEC 
more so than of any individual European country; 

i i ) Europe, and certainly the EEC, shows a "benign neglect", o f f i c i a l l y 
motivated by the lack of concrete common proposals from Latin American covmtries. 
Fortunately, these two posit ions are usually softened by fee l ings of friendship 
and the w i l l to col laborate, which inspire certain countries and certain European 
groups. , 

On the whole, however, economic co-operation between the two has not been 
particularly c lose . s ince 1945. Shor^-term economic in teres t s have gained the 
upper hand, even though economic re lat ionships , e spec ia l ly concerning investments, 
have developed, always on the basis of b i l a t e r a l exchange and contact. The 
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principal obstacles to co-operation with Latin America óa the side of the EEC can 
be ident i f i ed in the Common Agricultural Pol icy, in the vkrioüs Lomé t r e a t i e s , 
and in the economic c r i s i s . So far , the EEC has been more iii^jortant for Latin-
America ^ a n vice versa; while the EEC const i tutes the second moat ÍTrp,ortant 
market foip ¿at in America, the l a t t e r ' s capacity for pienétrátxng the EEC since 
197if has shown its<?lf i n f e r i o r to that of other áreaá. In f a c t , 60^';óf i t s 
ejqportS; t o the llEC are of agricultural origin,, making i t thé largest fodd supplier;, 
Sí5)plying 10% of the extr^rEEC imports of" food products, Fürthérfeoí^, Latin ' , 
America supplies 11% of EEC mineral imports» such as t m g s t e n , copper, iron and 
iron ore, manganese and z inc . During the l a s t .decade i t has been the main supplier 
of f i v e raw maiterials which are esse;ntiar to EEC ihdusbry. 

Latin America has a l so been a good market fo^ European manufactured goods, 
which make up 88% of EEC ejqjorts, for an annual average of .US$ 8 b i l l i o n , Braisil 
and Argentina are by. far the most impprtant partners of the EEC in Latin, America; 
in 1978, 30% of Brazil ian and 34% of A^gentiine exports went to the EECj while 
19% and 31% of t h e i r respective in^iorts came from the EEC. 88/ 

I t i s iirporitant to note that x^iie the fec has shown l i t t l e interest iii 
commercial re la t ions with Latin America, direct private investment and European 
f inanc ia l flows towards that region have gi^atly ,increased. In 1976 Latin America 
absorbed 15% of t o t a l European direct privá"te in\restmeht, directed mainly towards 
manufacturing for internal or regional.markets, thus subst i tut ing tradit ional 
European exports.. European inyegitimen'tsi'^ in the same year 
represented 26% of fore i j^ inyestmenis' i^ 23% in 1967), w h i l e " 
American investments f r o m / t o 51%''in the ka^^ 196 7-1976 period; Europe;^ 
direct private investment in Braz i l , for ekámpíé', surpassed the Americans This 
expansion of Eu^pean iijye^t^^nt i s not only welco^^ but i t i s considered thgt 
"some Européan cpmppnie? .have ŝ ^ "tp be ¿ore f i e x i S i e than those " 
of Noi^h Ameri<;̂ . .fLn. be:^^ the i r modality of fvmótiohing in ' ' 
Latin American bountriesi'Vsg/ ' 

4 ,1 Closer cq-rpEJeration with. Latin America would be j ü s t i f i e d fóí» EEC for the 
following reasons: 

i ) Economic reasons: the need for a) markets for i t s own manufactured goods, 
espec ia l ly the more technological ly sophist icated, for capital goodts and for 
services; b) the in5>ort of mass-Qonsumer g o o ^ at convenient pr ices , so as to 
reduce i n f l a t i o n within the EEC áiid control the wage sp ira l ; c) the import of ' 
minerals and energy, even i f only to counterbalance the giowing dependence on 
Africa and the Middle East, Latin America with a market of.almost 400 mil l ion, 
people whose income averages abo^it US$ 1 300, with 70% l i t e r a t e adults , whose 
average l i f e e^^jectancy of $3 ye^rs and a manufacturing sector which contributes 
no l e s s than 30% of GDP, c learly constitutes the greatest coramercial out let for 
the EEC in the Tliird World, "hie complementarity with the EEC i s potent ia l ly very 
high, as i s shown by the strong demand for European capita l goods by Argentina 
and Brazil and by the commercial md f inancia l e:5)ansion of Germany in .the 
cont inent ,^ / . To allow th i s coj^pleméntarity to emerge i t i s necessary to 
present protec t ion i s t tendenci^f'or to use them s e l e c t i v e l y in such a way ais to 
spare Latin American e^^ortá an^^thus to s tar t a serious industrial restructuring 
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agreed upon within the Coiniminity together with a c loser co-ordination between 
industrial po l i cy , European investments in Latin America, and aid to the region. 
The debt proposal presented under 3,2 aübove would serve exce l l en t ly for these 
piirposes. In short , t h i s opening-up to Latin ;An®rica could help Europe to escape 
from the present c r i s i s and could be the basis on which to formulate and execute 
a real common economic po l i cy , 

i i ) P o l i t i c a l reasons: Spain's entry into the EEC w i l l reinforce the demand 
for a Latin American po l i cy , one in which the EEC would be interested in 
strengthening Latin American democratic tendencies, as shown by the .act ion 
xmdertaken by the Social-Democrat and Christian-Democrat internationals . Such a 
pol icy should help to avoid poss ible authoritarian revivals and to redúc» 
North-South tensions since Latin America const i tutes the most developed and 
aggressive part of the Third World. F ina l ly , an "outstretched hand" pol icy by 
the EEC would support Latin America's détermination to reduce i t s dependence on 
the United States , thiis diversi fying i t s economic and p o l i t i c a l re la t ions . In 
f a c t , the two areas have a:copbined in teres t in opposing the plans o f . the . 
sii)erpowers, : r . 

i i i ) P o l i t i c a l and economic reasons: "diagonal" re lat ions with Latin America 
could help the EEC to reinforce and avoid the: alternative of American-Japanese 
domination; to balance the increasing movement of the economic axis towards the 
Paci f ic; and f i n a l l y , t o part ic ipate more.actively in that reorganization of the 
world econon^r inposed by the"present c r i s i s , a c r i s i s which so fare the EEC has 
passively accepted. 

The conception and execution óf an integrated EEC po l i cy towards Latin 
America, with the necessary dis t inct ion and art iculat ion to capture i t s complex 
and heterogeneous r e a l i t y , would const i tute a h i s tor i ca l occasion for the EEC to 
develop a "global" approach in i t s international .relations and thus to maintain, 
without American protect ion, the role it"has already conquered within the world 
economy. 

Both regions have reached a crossroads and face a great challenge: Europe 
can be helped by, and in tur^i can help, Latin America, because i f "Latin American 
hope for independence today passes . . . through Europe",91/ the economic future 
of Europe also passes through Latin America. 
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Notes 

1/ S, Sideri: "Dira^nsápni Intemazional i del Proceso di Sviluppo ed :CÍK.' 
EvoluzTone dell'Economía;,MQndíale",.Economía banca e CongiuAtura, 3, 1982j -and • 
F, Frobel: "The Gurwnt¡,Development of the World Economy: Reproduction of [Labour-
and Accumulation of Capital on a World Scale", Review, V . S p r i n g 1982, .529-31 f 
and 542-^4, Frobel r ight ly notes that "unlike the organized working c l a s s , capita l 
could in principle discard t h i s model .should chaiiged circumstances require i t " 
(p. 531), ; . .; 

p r o f i t a b i l i t y in manufacturing rémains at a low l e v e l , part icularly 
in a number of industr ia l countries"j. s tressed the IMF Managing Direc tor , J» de 
Larosiere, in h is address to the America Enterprise Ins t i tute i,in Washington in • 
December 1983; Finance and Development, 21, 1, March 1984j 32i. - ; 

See C» Offe (edited by J. Keane): Contradictions of the Welfare State-
(London; .Hutchinson, 1984), mainly Chs. 6 and 8; P. Barcellona; Qltre. Id Stato 
So c í a l e ; Economía e p o l í t i c a ne l la c r i s i de l lo Stato Keynesiano! '(Bariji De Donato, ' i 
1980), Chs, 8 and 9; S. Brittan; The Role and Limits, of Government-Crisig (London: 
Tenple Smith, 1983); OECD: The Welfare State in Cris is (Paris; OECD, 198i>j. and ; 
of course, J, O'Connor: The Financial Cris is of the State (New York: St . Martin's 
Press , 1973),. • • ^ • ^ : . • . . . • • ::• 1 • ..̂ i'ior;.-? I; i l . • 'VU. 

Sylvia Ostry reminds us of how the then-New Zeal^'d Primet>; Minister ' 
R, Muldoon expressed himself at an OECD minis ter ia l meeting in the Spring o£ 1983: 
"The World Economy in 1983: Marking Time?', Foreign Affairs^ 62,. 3V 1984, 533^34, • ' 
She a l so emphasizes the sense of, amplified: r i sk and uncertainty ^;hat: interdependence 
bas ica l ly conveyed in 1983, and at the present time. .r .-.-r̂ íOíiî  v: 

V OECD: World Economic Interdependence and the Evolving of North-South 
Relationships (Paris: OECD,. 1983).,, û. í • • r • .-r. 

6 / Editorial Staf f : "The .Reality.of, Economic Interdependence",' Fiña:nce a:nd 
Development, : 21, 1, March 1984. . . :: j. r ; • , 

, 7/. A;.:J, Yeats: Trade and Develop^bt P o l i c i e s (London; Macmillan, 1981), 7. 
;". . ¿national sovereignties. . .have;long-become increasingly i n e f f e c t i v e ; ^ ^ 

and deceptive even for the most powerful countries, or so-ca l led " s u p e r p o w e r s " , • 
a t home as wel l as abroad"; R. T r i f f i n , "Concluding Remarks", Banca Nazionale del 
Lavoro Quarterly Review, 138, September 19.̂ 1,;: 365¿ 

9 / J» Cable; "interdependence: a drug or addiction?". International;Affairsj•: 
59, 3, .Suiraner 1983, 373. This i s a short but h r i l l i a n t e:5)lanation'bf the 
s ign i f i cance of "interdependence" based on: an analysis of Britain's dependence 
on the United States . This high-ranking Bri t i sh diplomat s tresses at the outset 
of h i s essay that "dependence and independence are more useful concepts" than 
interdependence (p. 365). 

10/ The " . . .recovery of business f ixed inves tment , . . i s central to a substantial 
ejqjansion", declared J. de Larosiere in December 1983 (op. c i t . ) . 

11/ "Such high rates are evidently a major impediment to revival in other 
countries"; Ostry: "The World Economy", 539, She continues, "yet the United 
States economy, so f a r , appears to be l e s s in t ere s t - s ens i t i ve than other economies, 
perhaps for tax-related reasons, or because of the far greater importance of equity 
markets than in most other countries, the improved p r o f i t flow emanating from the 
recovery and modest wage behaviour. There may be more e lus ive reasons mderlying 
bu l l i shness , confidence, f l e x i b i l i t y , dynamism which are impossible to quantify 
but undoubtedly inportant. The Macroeconomic consequences of a growing defense 
s ec tor , l i k e l y rather i n t e r e s t - i n s e n s i t i v e , may be s t i l l another factor"; I b i d . , 
539-40. 
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3-2/ "The e f f e c t s of dollar appreciation aré a lso-a reduction-in/Orilted 
States in f la t ion and an increase in inf lat ion- inEuropetoiFor:the United;St4%és, 
t h i s "dis inf lat ion" e f f e c t i s estimtedj^ta:anpimt"tQ 1.5%>er;yeárEóyer;the\r^ 
1980-1983 period. Final ly , the e f fec t s : are" not "limted to States'c _ 
and Europe. LDCs are largely dollai^, debtors , and exporter^; o f pri^^ 
the rea l prices of which decline when "the"'dollar appreciat^^^^ 0 . . Blanchard .ahd 
R. Dombusch: "U.S. D e f i c i t s , the Dollar andXEurope",. Banca NdzjonaJre del Lavoro 
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