Part 11
Policies to Attain the Optimum




7.1 SUBJECTS COVERED IN PART II

Having outlined, in Part I, the optimal social order designed for
the ultimate aim of international economic and security policies
we shall now attempt to identify the policies needed to attain
that order. This is a very ambifious pI‘OJCCt and we are aware
that most readers and fellow economists will consider it to be
over-ambitious. We almost feel that an excuse is called for. We
admit that the goal we set ourselves 1s ambltlous Yet we feel
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entions. Let us forget about the many who want to take the

soft optlon and only engage in debate with those who want to

give meaning to life. Scholars usually try to add to knowledge
and understanding in as reliable a way as possible. Politicians
want to make a contribution to weltare of the group they
represent—or the group they think to be most in need of a

welfare increase. Both scholars and politicians motivated by
serious intentions try to be well-informed on the world’s situation,

its prospects and the most relevant forces at work. As a matter

of course they are deeply impressed by the complex picture, by
the innumerable forces at work, by the myriad conflicts threaten-

ing the world. Aware of the limitations of what conscious action
can do they are forced into modest endeavours. This leads to

research programmes or political programmes directed at a
nearby target. Since even the most important scientific institutes

and the most powertul pohtlcal parties and their factions are
only a small part of all such institutions, their totality otfers

a composite of an almost unstructured set of thousands of
programmes, threatened by unplanned collision, partly counter-
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acting each other and hence reducing the ettectiveness of the
effort In a way the desire to do a good job forces many scholars
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s they express long-term views.

Tt s thls state of affairs that creates the need for a small
number of both professions—scientists and politictans—who dare
to stick out their necks and speculate from a ‘helicopter view’
from which some inspiration may be gained for our common
tasks; a view to guide socio-economic policies and cooperation
between sovereign nations, to guide political parties and to guide
research needed to enable all concerned to do the best job
possible.

We believe this inspiration can best be gained from the
understanding that our diversified tasks must make a contribution
to managing our planet. The word ‘planet’ (that is, the total of
all people and all resources available) is used to remind us of
the interdependence of our economies and our security we have
inherited. No optimal welfare-cum-security 1s now possible for
one continent that 1s independent ot other continents’ welfare-
cum-security. The word ‘manage’ 1s used to remind us of the
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businesslike character of our tasks. It cannot be denied that the
essential goods and services we currently obtain in order to
survive are the result of producnve enterprises, whose efforts
are the outcome of good management. It has become customary
in discussions of the best policy for a given country, to suggest
that that country has to be run as if it were a corporation: ‘J apan,
Inc.” or ‘Britain, Ltd", etc. In the same spirit our discussion in
Part H of this book will be inspired by the concept of ‘Planet
Earth, Inc.’.

The chapters of Part II have been arranged to start from
beginnings that exist and reflect attempts to contribute to world
management. Like our integrative approach in Part I, we
distinguish a socio-economic and a security component. In the
existing institutions contributing to our aims and in the same
spirit, and 1n the international commissions which reported on
world-wide issues, the socio-economic component is felt to be
the long-term policies to solve the North—South problem and these
policies will be discussed in Chapter 8. In the same or similar
istitutions and commissions the security component is identified
with the long-term policies to solve the East—~West problem and
these policies will be discussed in Chapter 9.

In both cases the experience of recent decades has taught us
that the solutions will not come about automatically. The
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optlmlsm of laisser-faire or of Marxism that an ‘invisible hand’
or the ‘automatism of class struggle’ will do the job is not the
conclusion of either the Brandt Commission or the Palme
Commission (cf. Brandt et al., 1980, 1983; Palme et al., 1982).
The attitudes of many governments pohtlcal parties and cmzens
need to be reoriented. Fundamental learning processes will have
to be organised. Doctrinaire views will have to be abandoned.
We must be prepared to learn from experience. An increasing
number of top managers have not only gone through a process
of training on the job but have been prepared for their career
by a business school (cf. Sturdivant and Adler, 1976).

In Chapter 10 the learning processes—different for different
governments and for different political artles---wﬂl be discussed
and their sources discovered.

Beginnings also exist in the field of international cooperation.
In fact, a network of attempts exists, often created after a
disaster has made us sadder and wiser. The organisation of peace
was 1nitially seen as the tasks of a conference, which would be
dissolved after they felt they had completed their task. The idea
of the need tor something lasting found its expression in the
building of the Peace Palace (1913) in the Hague, and the Palais
des Nations (1937) in Geneva, the latter the seat of the League
of Nations. After World War Il the United Nations took over
a considerable number ot existing institutions, whose number
grew, for instance after the damage done to the environment
had been discovered. In 1985 the United Nations celebrated its
fortieth anniversary and the occasion was used by many to
rethink the tasks and the instruments needed. The need for
strengthening the United Nations will be dlscussed in Chapter
11.

Whereas the philosophy on which the United Nations insti-
tutions 1s built starts at the top, other processes are at work also,
from the base—so-called integration. This started centuries ago,
and contributed essentially to the ending of armed conflicts.
Today (1986) Europe is the focus of this process. Integration as

a strategy will be the subject of Chapter 12. .
In our concluding chapter, a set of recommendations will be

formulated, based on our analysis and directed at our main aim:
peaceful coemstence
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7.2 MANAGEMENT INSTITUTIONS

Managing the planet in the optimal way entails the performance
of a large number of tasks, by a number of institutions. These
Institutions may be created by reforming some of the existing
United Nations agencies or by creating additional institutions.
The choice between reform of existing institutions and the
creation of new institutions 1s best decided by whatever procedure
seems most effective. Some guidance may be derived from
studying the institutional infrastructure of well-organised coun-
tries and from comparative studies of a number of

The establishment of the United Nations agencies was partly
imspired by the institutional setup of successtully run nations.
This 1s illustrated by the similarities between UN agencies and
national institutions. These similarities are partial only, in some
cases for good reasons, 1in some cases for understandable reasons,
even 1f not justifiably. The UN General Assembly has some
features in common with a Parliament; the Security Council with
a police force, and many specialised agencies with a country’s
ministries: the FAO shows similarities with a Ministry of
Agriculture; the ILO with a Ministry of Social Atfairs; UNESCO
with a Ministry of Education; UNCTAD and GATT with a
Ministry of International Trade; UNIDO with a Ministry of
Industry, and so on.

The parallels often are partial only and in some respects should
perhaps not be pertect. One general dissimilarity consists of
the lack of power the United Nations agencies have. For a
management deserving that name the world institutions must
have the power to implement their decisions. Later we shall
discuss their tasks, and in some cases these are more limited
than the tasks of national ministries. '

A good exaimple of what we can learn from a comparison with
the institutions of a well-run nation is the management of
~monetary and financial affairs. In most well-run countries we
find a Ministry of Finance (or Treasury), a central bank and an
investment bank. Among the UN agencies the International
Monetary Fund (IMF) has some tasks in common with a central
bank and the World Bank Group (WBG) with an investment
bank. The relative importance of the UN agencies is totally
different from that of the national institutions, however. In the
UN a Treasury hardly exists—each specialised agency has 1ts
own small Treasury. The WBG is very important, whereas in
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many well-run nations there i1s no public investment bank. IMF
as well as central banks are important in both systems, but the
IMF lacks some of the powers central banks have.

In our opinion two things can be learned from this comparison.
First, the IMF should become a World Central Bank (WCB);
and secondly, a World Treasury (WT) should be created. The
WT should collect from member countries of the United Nations
not only their contribution to the UN Secretariat, but to all UN
agencies of which they are members. More important perhaps,
part of the financing of Third World development (and develop-
ment of any world-wide character) should be financed by the
WT. In well-run countries a considerable part of development

investment is financed by the Treasury S current revenue, avold-
ing all the comphcatlons of l oans and debts and thelr renego-—m

tlatlon we are now experlencmg
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Revenue of the WT should come from world taxes, with all
the advantages such a system has for the smooth operation of
the optimal order.

Monetary and financial affairs are not the only ones where
major changes are desirable. We think another major reform is
needed in the system of representation and decision-making. In
our opinion the management system ot the planet should be
integrated into one hierarchy, and here we must learn—as nations
must—irom well-run corporations. In the long run—that is our
perspective—a powertul chief executive board is needed. Also,
all activities should be coordinated by one hierarchy consisting
of a number of levels and characterised by a workable ‘span ot
control’ at the various levels.

Here we want to consider the question of whether the system
of ‘one nation, one vote’ at the UN General Assembly 1s optimal.
The negative attitude of the superpowers vis-a-vis the United
Nations partly comes from the fact that they feel strongly under-
represented in the Assembly. The number of votes should depend
on the size of a nation’s population, as in the most advanced
democratic- Parliaments. Perhaps we should be aware of the
previous phases of the most advanced democracies, in which the
financial contribution made by a nation should also be reflected
in the number of votes. Finally, when considering the viability
of nations, we must be aware of the doubtful viability of nations
with less than 100,000 inhabitants, or even of those W1th less
than one million inhabitants. ‘ '

This attempt to reconsider the UN system of representation
led us to think of an alternative where, like the Senate of well-
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run countries, the Executive 1s responsible to a meeting of a
limited number of representatives—say twelve to fifteen—of
large units. These units would represent a few of the very large
nations—China, India, the USA, the Soviet Union—and regional
federations, such as the Organisation of African Unity, an Arab
federation, and the European Community. A first subject of
research would be the optimal composition of these ‘large units’.
perhaps to be called oons. Each Region would have as
members with varying numbers of votes today’s nations. Within
the nations the existing levels of decision-making would be taken
over. Within the Regions the number ot votes would be tied to
population size and financial contribution in such a way as to
encourage the formation of viable federations of very small units.
A VEry important new Institution to be created 1s, of course,
a UN Police Force. Usually the term UN Peace Force 1s used,
but we think ‘Police Force’ a more appropriate expression for
the optimal order, where war as an instrument 1S no longer

applicable

7.3 LEVELS OF DECISION-MAKING

The management structure we sketched 1n section 7.2 1s an
empty box, as long as the functions and powers have not been
specified. In a way the structure constitutes what has sometimes
been called ‘world government’. The fear of and scepticism about
that concept are partly caused by incorrect or untormulated 1deas
about the subjects each institution and each hierarchical level
has to deal with. In the present section a number of examples
will be discussed in order to present a clearer picture. The
criteria to be applied are those set out in section 5.4. As observed
before, the optimal levels of decision-making at national or lower
levels have, generally speaking, been found and applied. Higher
than national levels are avoided by a majority of policy-makers
because of a propensity to sovereignty far beyond the optimum.
A widespread misunderstanding is that sovereign decision-making
means keeping a country’s welfare ‘in 1ts own hands’. Sovereign
decision-making may even negatively affect a country’s weltare,
since that country is not then represented in the sovereign
*decision-making of other countries.

1he optimal level of decision-making will be hi
for all problems which affect the efare of WWQ
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weight than the decision-making authorities’ own people.

““For a long time there have been a number of problems whose
solution affects more than one nation and where solutions must
be based, consequently, on supra-national decision-making.
These problems and the way they are best resolved have been

listed in the report to the Club of Rome Reshaping the
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International Order (RIO) (Tinbergen et al., 1976). In that
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report, these problems are listed under the headmgs international
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order, international income redistribution and ﬁnanc;w
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o of development, production and (international) distribution
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, international %9‘? ,,g,ed division of@%}%aﬂegqr (international
distribu t1 on o f) energy, ores and (o th e r) minerals, research and
e chn vical development, transnational _enterprises, human

ronment, reduction of armament and ocean management.

As a matter “of course all types of international economic
intercourse belong in this list. More recent subjects are those of
the environment and of ocean management. Pollution of the
environment has become so acute as a consequence of population
erowth, the chemical industry and motor tratfic that policies to
reduce pollution have become necessary. It a country neglects
such a policy 1t not only harms its own citizens, but also those
of other countries and so supra-national decision-making is
necessary. Oceans contain more resources than fish alone; oil
and metal ores from manganese nodules and transportation 1n
oil tankers have become a source of water and beach pollution.
Thus the oceans have become a subject for conscientious
management.

T'he corresponding new institution for the environment 1s the
UN_Environment Programme (UNEP), but it lacks the power
to implement a real international environmental policy. Ocean
management has become carefully elaborated in the new Law
of the Sea | formulated in nine years of negotiation, but

not yet ratified by the necessary number of member states, as
observed before.

7.4 MOST DECISION LEVELS REMAIN THE SAME

The concept of world government meets with widespread aversion
and scepticism, as we stated in section 7.3. Aversion and
scepticism are largely due to misunderstanding of what an optimal
world government means. Some critics seem to thmk that a
world government would replace all existing World
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government as we concelve 1t 1s a supplement to national
governments for the solution of a limited number of problems
or tasks, as summarised in section 7.3. All other problems Or
tasks remain at the national or lower levels. Upon mSpecwn it
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will be Epgng that by far the larger part of decision- ”

be left in the hands of those who handle them at present ‘that

is_at the national, provincial or municipal level, but "also at
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enterprise or family level. Since ‘decisions often mean decisions
on the spending of income, the figures on expenditures at various
levels may illustrate our point. If the average tax burden of a
representative country is 33 per cent (as it was in the USA in
1982 or in the Netherlands in 1960), this means that the national
and lower public authorities together spend one-third, and all
lower levels (family, associations, social security agencies) two-
thirds of total GNP (cf. Haveman, 1985). Only part of the 33
per cent is spent by the national government and again only part
of the latter amount should be spent at supra-national level in
an optimal world order. Theretore, these latter expenditures are
a modest part only of total expenditures. Similarly, we can
anticipate that a modest part of total decision-making only needs
to be transferred to higher levels; but, as our listing ot the
subjects in section 7.3 illustrates, they are decisions on important
subjects. This applies, in particular, to security expenditures,
where enormous savings can be made as soon as the two
SUperpowers are prepared to cooperate. 'This presupposes a
considerable change in attitute, as observed in section 7.1, and

to be discussed more fully in Chapter 10 about learning processes.

7.5 FUNCTIONS AND POWERS OF THE
INSTITUTIONS

In the preceding sections we sketched the management structure
we think is most appropriate if we seriously want to attain, for
the world as a whole, an optimal socio-economic and security
order. We took as our prototype, on the one hand, well-run
enterprises and countries, and, on the other hand, the rudimen-
tary beginnings made by the United Nations family of institutions.

In the present section we shall discuss some important and
generic differences between these two sources which will be our
starting point of discussion in Chapter 11: how to strengthen the
United Nations institutions. Briefly stated, these differences are
to be tound in what mm United Nations Charters’ language are
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called the ‘functions and powers’ of the institutions. As a rule
these are too limited, although there are differences between
individual specialised agencies. Thus, the IMF and the World
Bank Group (whose location is not by coincidence Washington,
D.C.!) in some respects are fairly powerful. The IMF is able to
impose on borrowing countries harsh conditions, which some-
times are even counterproductive.' The projects financed by the
World Bank i1tself must be bankable. Both institutions have
created additional tacilities by which some of the conditions are
mitigated and so more adapted to what developing countries are
able to agree with, without undermining their development. The
institutions lack power 1n other respects, especially when it comes
to mobilising resources, that is imposing on donor countries the
contributions to their capital needed in the interest of the world
at large. The Brandt Commission’s reports are clear enough In
this respect; SO are previous expert reports, €.g. the Pearson
‘Report_(Pearson ez al., 1969) and the Tinbergen Report (Tin-
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“bergen et al., 1970) and subsequent reports of the Umted Nations

Development Planning Commussion (Ramphal ez al., 1985). The
common feature of all these reports is that
larger contributions from the donor countries. Some of today’s
serious_problems, especially the debt ‘problem? of some_ t1n
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Amerlcan countrles would have been con&derably more managw-
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A lé 1f the Pearson COI‘Ill‘l’llSSIOIl recommendatlons had been
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Imy lemegged b the 1ndustr1e&l;%sﬁegmetr1 . This implementation
has been worse the larger the donor countries. The USA and
Japan spent about half the percentage of GNP recommended by
the various commissions, the middle-sized countries such as West
Germany, Britain and France a somewhat higher percentage,
and three Scandinavian countries and the Netherlands are the
only ones which spent 0.7 per cent of GNP or more (cf. OECD,
1984).

# The most dangerous lack of power in comparison to an
effective structure is, of course, the Security Council’s power,
which can be reduced to nothing if one of the permanent
members uses its power of veto. In the field of security, practically
speaking, the two superpowers are able to impose their will on
the rest of the world (cf. Myrdal, 1976). For the lack of something
better, a preliminary solution of the world security problem
could be organised by them if they were aware of their
responsibility to the world at large. The instruments they could
use might be adherence to some existing treaties and the signing

of new treaties, in particular a ban on the use of weapons in
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outer space. This option will be discussed in Chapter 9 in more
detail.

7.6 PRIVATE BUSINESS AT SUPRA-NATIONAL
LEVELS

Our planet’s management is not in the hands of public authorities
only, although the integrating tramework should be a public
institution, just as it 1s in each well-run country. In matters of
supra-—natlonal management, business leaders have been more
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advanced than public authorities, as > anticipated. L
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creation of multinational—or better, transnational—e
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preceded the creation of suyra-nlonl authorities. TWT]ey oper-
ated in the feld of their industrial branches mainly, and
were interested in general social structures only 1If immediately
involved—with some personal exceptions for people with a
broader vision.

In a way their activities made 1t possible to liberate themselves
from what they considered to be governmental interference in
their atfairs. In this sense they are trying to profit from the
socially less advanced structure in less developed countries or
from the socially less advanced structure of international relations
between all countries. National public authorities can generally
set rules for national enterprises, but foreign governments cannot.
This gap in the legal structure of a world subdivided into

sovereign states has been cleverly exploited by many transnational
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enterprises. Because of their greater efficiency they are able to
pay higher wages than local enterprises and similarly are able to
attract local capital. Often they apply technologies they use in
their home region which may not be optimal for the country in
which they operate—not optimal, because not all labour can
be employed as the consequence of highly capital-intensive
technology. Governments of their host countries sometimes even
welcome such technologies, for prestige reasons, although their
goal 1s to attain full employment. As long as transnational
enterprises are ahead of governments, in matters of international
Integration an undesirable situation exists in which the supervisory
role of government over the area of operations as a whole is
mcomplete and not concordant with the optimal degree of
superwswn

e problem should not, however seen as a clash of in-
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interest of the private and the public sectors and the correspond-

ing common 1interest ot an optimal division of tasks and
responsibilities should be understood and given legal form. This
has been attempted by both the International Chamber of
Commerce and by the United Nations, in the form of ‘codes of
conduct’ for both transnational enterprises and governments.
For those who hold fast to the priority of national sovereignty
there is no need tor codes ot conduct for governments; but since
an optimal world order will not necessarily accept absolute
sovereignty, we think such an absolute priority is not part of an

optimal order.
In concluding this section, we emphasise that creativity and
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the efficiency of private busmess should be seen as potential
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sources ot world welfare and hence as components of the OPtlmal
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managﬂeg}ent of our planet, provided the enterprises concerned
fit into a global framework of legislation covering social, financial
and other matters in the general interest, e.g. environmental
legislation. Transnational enterprises are part of an optimal
world order n;} S0 are codes of conduct.

Wassli _once compared the profit motive of private
enterprise to the sail moving a boat and rules of conduct to the
rudder guiding it. Without the sail the boat would not move.
Without the rudder 1t might founder on rocks. To guide it sately

to 1ts harbour a boat needs both a sail and a rudder.

7.7 NON-GOVERNMENTAL ORGANISATIONS

In addition to public authorities and enterprises a wide variety
of non-governmental organisations exist which contribute to
human welfare. In section 4.4 we mentioned some which play a
role within nations. There 1s good reason to discuss them in the
context of international structures, since the international order
1S less developed than national social orders. Creative thinking
1S more typical of individuals than of organisations and similarly
non-governmental organisations often develop new ideas, propa-
gate them and so contribute to the introduction ot orlgmal
improvement in official structures. Many forms of international

cooperation found their origin in non-governmental organis-
ations, such as the International Commission of Red Cross

Assoc:1at10ns or the pean Movement. Contacts between the

R

Soviet and Western bloc have been made possible ﬁrst of all by
associations of citizens of both blocs. '
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Above all else world integration needs to have the groundwork
laid by a non-governmental organisation. As betore we point to
the similarities with like movements at a lower level; in our case
the European Movement 1s probably the best example, but for
[Latin America the Andes states cooperation may be better
known or highlight problems ot more concern to Latin American
citizens or governments. One of the typical problems for
European integration 1s that of language differences, which
hardly exists in Latin America or in the Middle East.

One non-governmental organisation promoting world inte-
gration 18 the Association of World Federalists. But there are
some problems they have to solve first. The Association,
which was created immediately after World War II, has lost its
momentum and 1s now 1n the process of being reactivated. This
1S an internal problem which they hope to solve soon. The
changed structure of the military balance between the two
superpowers (the US i1s now no longer superior in power and
more vulnerable to strategic missiles but technologically superior
in high-tech) requires a modified policy and has made world
federalism much more urgent. An etfective membership drive
to multiply its previous size and influence 1s promising and is in
preparation.

There 1s also an external problem. Competing organisations
exist and this 1s wasting manpower and money. Integration has
to start at home. Some examples of similar organisations
are Planetary (Citoyens du Monde) and the World
Constitution and Parhament 'Association.

NOTES

1. Reduction 1n public expenditures, often imposed on developing countries
by the IMF as a cure for excessive foreign debts, can lead to higher
unemployment, economic stagnation and in this way reducé a country’s
ability to repay 1ts debts, instead of improving it.

2.. The debt problem has also been worsened by capital flight, aided by some
banks.
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8.1 WORLD POVERTY: THE WORLD SOCIAL
PROBLEM

In an optimal management ot the world two main components
can be distinguished which correspond with the two main subjects
of this book: economic welfare in the restricted sense, and
security. Both components regard all 159 sovereign nations of
the world, but their hard core concerns two different groupings
of those countries, the North—South grouping and the East—West
egrouping. By North-South we mean the prosperous versus the
low-income countries, and by East—West we mean the communist-
ruled vs. the non-communist ruled.

The main socio-economic problem 1s how to reduce the

Mﬂﬂﬂﬁ?ﬁww

difference in welfare In order to design an appropriate policy

SR R

m]:g“{;mmwgﬂgm}s first needed on the existing difference. This cannot
be measured by the difference in money (nominal) income per
capita. In low-income countries prices are also lower than 1n
high-income countries, because part of what we consume consists
of services rendered, (e.g. hairdressing, education, police, etc. ).

"In a World Bank study, Kravis et al. (1982 dlstmgulsh S1X INCOme
classes among the world’s nations, the lowest of which has a real
income per capita of 0-14.9 per cent of US income. For those
nations the price level of goods is 57 per cent of the US level,
the price level of services 21 per cent and the average price level
for all domestic products 41 per cent. (For producer durable
goods the price level is 130 per cent of the American level.)
Consequently the real income per capita is not as low, in
comparison to the USA, as the figure expressed in dollars which
exchange rates would suggest. For the class of countries cited it
Is 4.8 per cent for real income per capita and 2.3 per cent for

nominal income per capita of US income per capita. Even so it
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1S per_cent. Whereas Western European countries
per_cent for Norway

and 34 per cent for Portugal
the ratio changed very little only. South Korea’s experience was
reflects the rapid development of the Far East, with Japan as
rdeveloped country; in 1983 its real income per capita was

show real per capita incomes between Norwa
per cent for Portugal, most incomes in the developing
continents are c0n51derably lower The figure for India was 6.7
per cent in 1983; 1in 1970 1t was 6.45 per cent, confirming that
different, here real income per capita was 11.8 per cent of the
US figure in 1970 (ct. Kravis et al., 1982) and 29.4 in 1983. This
its core. In the 1930s Japan could still Wbem considered _an
underdeveloped country: n
80 per cent of the American, with the following figures for the
middle-sized European countries:

United Kingdom 76
France - 87
West Germany 89
[taly 67

Almost all of Africa and large parts of Asia and Latin America
show widespread poverty. The world as a whole now shows the
same pattern that we saw In the nineteenth century in the

industrialising countries (North America, EurOpe Austraha) It

socialist movement. At present we are confronted with a
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social problem. 1t has been seen to be very dangerous
fOI the world’s.. ..o lltlcal st %Mlllt y; 1t may.become. more d anh ie rous '
il £

In order to characterise today’s political situation we need to
be aware of some important developments in the twentieth
century. The socialist movement founded by Marx and his
followers split into two main currents: communism and demo-
cratic socialism. The countries under a communist régime are
the Soviet Union and Eastern European countries, collaborating
In the Council for Mutual Economic Assistance CMEA), China
and a neighbouring countries (North Korea , Vietnam),
and Cuba. Communist parties in Western Eur0pean countries
generally have little influence. This influence was more 1mport-
ant—up to about one-third of the electorate—in Italy, France
and Portugal some 10-20 years ago. In Northern and Central
Western Europe democratic socialist parties are the main pro-
gressive parties, which have repeatedly been In ofﬁce In the

USA socialist parties are very weak. .
On the world political scene, the commumst ruled nations and
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the nations with a parliamentary democracy are competing for
the adherence of the developing countries. These, however,
cooperate in the Group ot 77, with over 120 members now, and
want to stay outside either the communist or the western ‘bloc .

8.2 DECOLONISATION AND DEVELOPMENT
COOPERATION

After World War II the process ot decolonisation started, first
In Asia where the Japanese helped to start that process.
Somewhat later Africa followed. The most humane process of
decolonisation was that of India, thanks to Mahatma Gandhi
whose philosophy of non- -violence showed how far he was ‘ahead
of the ‘majority of mankmd Tolerance was his basic attitude. of
which we shall have to learn much in future. Fortunately some
cultural currents in Britain showed understanding and sympathy
for Indian nationalism and the independence of the largest
colony of all times was established without a war with Britain.
Unfortunately this could not be said about many other liberations.
Those ot Algeria and Indonesia, tor instance, were only obtained
aiter a war. Nevertheless, most colonies were granted indepen-
dence without a war, atter the colonial powers recognised that
colonialism had become unacceptable.

By the early 1960s the decolonisation process had brought
political independence to large parts of Asia and Africa. Latin
America had obtained its political independence much earlier.
The three continents together had the common characteristic of
poverty, although to different degrees. The liberated countries
all became members of the United Nations, increasing the
number of sovereign nations threefold, and creating a clear
majority of underdeveloped countries. This radically affected the
topics dealt with by both the General Assembly and a number
of specialised agencies. The World Bank (officially, the Inter-
national Bank tor Reconstruction and Development) gradually
shifted 1ts main activity from reconstruction to development. The
United Nations Secretariat, under Dr Hans Singer’s guidance,
prepared the document on the Development Decade, adopted 1n
1961 to mark that decade (1961-70) in which forces should be
united to further the economic growth of the low-income
countries. The concept of development cooperation was coined
and an appeal was made to the industrialised member nations
to make available, from public means, the additional capital
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needed for strengthening the infrastructure (road and railway
systems, electricity plants and administrative apparatus, among
others) deemed necessary for economic growth. Additional
means (1.e. what the countries themselves could finance from
their savings) often amounted to only some 5 per cent of national

INCOMe.

The appeal made to the developed countries was not very
successful, and the rise in production of some representative
underdeveloped economies was disappointing. This led to two
initiatives. In 1968 the World Bank set up the Pearson Com-
mission, presided over by Lester B. Pearson, former Prime
Minister of Canada. In 1966 the United Nations had already
established the UN Development Planning Committee, headed
by Jan Tinbergen, Protessor ot Development Planning at the
(then) Netherlands School of Economics. The Pearson Com-
mission reported to donor countries about their contribution to
the World Bank, and the UN DPC reported to the UN
General Assembly and the Secretariat about the future of world
development. In 1970 it recommended a programme for a Second
Development Decade (DD II). One of the key figures in both
reports was what percentage ot GNP should be made available,
directly or indirectly, by developed countries’ governments to
the Third World. The Pearson Commuission’s recommendation

in 1970 was 0.7 per cent, the UNDPC figure 0.75—practically
the same figure.

Unfortunately both commissions’ recommendations were com-
pletely ignored by donor countries, in particular by the larger
donor countries. The USA and Japan, the two biggest developed
countries, made available no more than half of the recommended
percentage; the only countries which followed the 0.7 recommen-
dation were Denmark, the Netherlands, Norway and Sweden.
The middle-sized countries are somewhere in between (cf. section
7.5).

The necessity of some forms of development cooperation were
recognised, in principle, by the ‘rich men’s club’, the Organisation
for Economic Cooperation and Development (OECD) 1n Paris,
and thanks to its Development Assistance Committee (DAC)
an annual report is available with a wealth of data on the various
forms of assistance actually made available. o

The lack of response from the large potential donor countries
iIs partly associated with the East—West controversy and the very
high armament burden. This constitutes a serious argument in
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favour of a joint solution of the problems which this book is
devoted to.

The highly unsatistactory development of the Third World
economies and the negative attitude of most industrial countries
gave rise to yet another initiative. In 1977 a third commission
was set up, comprising members with political experience, and
presided over by Willy Brandt, former Chancellor of the Federal
Republic of Germany and President of the Socialist International.
This commission reported in 1980 and again formulated a number
of policy measures 1in order to remedy the hopeless situation in
which, after two oil price rises, a large part of the world found
itselt. Perhaps the most striking feature of this report (cf. Brandt
et al., 1980) was that so many of its conclusions were close to
the Pearson Commission’s. This may be interpreted as showing
that no progress whatever towards the goals set (i.e. less
inequality between rich and poor countries) had been made
between 1970 and 1980. When, after three years, no response
worth the name had been made, the Commission published
a second report (Brandt et al., 1983), setting out further
recommendations. Our conclusion can be illustrated with the
figure for real income per capita 1n India as a percentage of
American real income per capita. It hardly changed between
1970 and 1983; from 6.45 to 6.7. A meeting of world political
leaders, strongly recommended by the Brandt Commission, was
held at Cancun, Mexico, but did not result in any positive policy
change. Conservative forces prevailed. A change for the g
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can only be expected after democratic socialist forces have taken
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8.3 DEVELOPMENT PLANNING: HOW TO REDUCE
THE SCARCITY OF PHYSICAL CAPITAL.
TRANSNATIONAL ENTERPRISES

Although macro-planning is not favoured by western_industrial

countries, and in partlcular by the nga mtwﬁwewy do require planning
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on the part of i%égwg%%pw&%rs Similarly the World Bank and the
IMF require macro- plannlﬁg from their debtors. It seems to us
that a planned policy 1s indeed preferable. The shift of emphasis
in world economic policy from anti-cyclical policies during the
Great Depression to development policies after World War 11
was reflected 1n economic science. A true boom in the theory
and application ot development planning started, and numerous

new concepts were launched.
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Since planning an economy'’s development necessarily consti-
tutes a complicated problem cluster, its solution with the aid of
one complicated model may be very difficult, if not impossible.
A more practical method will, as a rule, be that of successive
approximations, often called planning in stages. The stages may
be called the macro, meso and micro-stage. In the macro-stage
estimates are made of the most desirable values, for a series of
years, of such macro-variables as total production, total imports
and exports, total consumption and total investment (gross and
net), total income (gross and net) and total income of a few
important social groups. The meso-stage consists of estimates
for single industries, chosen in accordance with the economy’s
structure. The micro-stage consists of single projects, fitting into
the meso-plan and submitted for financing to a bank (the

World Bank, or a Regional Development Bank) or a foreign

government.

Planning in stages may also be applied geographically. Thus,
after the macro-plan has been estimated, a geographical meso-
stage may refer to the provinces or the states of a federation.
Subsequently the micro-stage may deal with single districts or
large cities. It 1S characteristic of planning 1n stages that the
macro-stage may have to be revised on the basis of what 1s found
during the subsequent phases.

As an 1llustration, consider investment estimates. They may
be based, in the first draft, on an average capital:output ratio,
1.. the ratio between investment and the production per annum
resulting from that investment. A well-known value tor countries
as a whole is three years. (The capital:output ratio measures the
period whose production is needed to finance the investment.)
After the production increase has been decomposed into its
branch figures, the investment needed in each branch may be
estimated with the capital:output ratios for the single industries.
The total of these branch investments will not necessarily yield
the original macro capital:output ratio used and enables the
planner to revise that figure. Similarly numerous checks can be
made and raise the degree of reliability of the plan.

Financing the investments by a foreign bank or government
is an example of how the scarcity of physical capital that 1s
characteristic for underdeveloped countries can be reduced. The
amounts made available should be geared to the long-term
optimal development of the relative incomes per capita of the
world’s regions and sub-regions, derived with the aid of the
concepts and relations described in Chapters 4, 5 and 6. This
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optimal development cannot be the actual development obtained
so far, characterised by a constant ratio of real incomes per
capita of India and the USA or similar figures for the world
income distribution.

The reduction of the scarcity of physical capital in the Third
World may also be brought about by private investment of

foreign capital. The most direct form of prlvate investment is

that made by transnational enterprises, discussed in section

7.6. At the time of writing (1986) the UN Commission on
Transnational Corporations had finished a first draft of a Code
of Conduct to be submitted for approval (cf. Hartzman, 1985).
As discussed before (cf. section 4.1) preferences differ between

countries with regard to the ownership of the enterprises needed
to develop a nation’s productive capacity. In the early years
(around 1950) the UN agencies such as the World Bank followed
the preterences of many western groups and considered it natural
that public investments should concentrate on the creation of
infrastructure, anticipating that the superstructure of manufactur-
Ing industry would automatically be created by private initiative.

The experience of countries such as Turkey and the Netherlands
ishows, however, that this does not always follow (ct. Tinbergen,

1958).! The Dutch State Mines (established in 1902) and the
Turkish ‘state economic enterprises’ (1923) were created because
insutficient private capital was available and private enterprise
was not prepared to take the perceived risks. For similar reasons
state farms were established on newly reclaimed land and after
a couple of years sold to private farmers.
An 1mportant aspect ot a country’s economic development is
the choice of sectors to be expanded, in particular the nation’s
Industrialisation. As a consequence of increasing productivity in
agriculture, manpower becomes available for industrial pro-
duction. Increased income enhances the demand for industrial
products. Depending on the country’s raw materials and on the
labour-intensity of various manufacturing industries a choice will
be made of the most promising industries. Usually the initial
phase of the industrialisation process shows a preponderance of
textile and clothing industries, because of the labour-intensity,
and the availability of cotton, wool or silk. Where raw materials
are not available, industrialisation may start by import-substi-
tution, that 1s home produc<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>