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IINVIESTIING IN BRIITAIIN’B FUTUIWlE 
- Time for a. IRekupllpdsann oPUhe &ne off Ppnbfic BeeQor ahpiusan lExpemditur@ 

Speciallj contributed by Andrew W Street 

The new methods of economic management - which were introduced by Denis 
Healey in 1976 but have been practiced much more fervently since 1979 by Sir Geoffrey 
Howe and Nigel Lawson - have had a profound effect on the British Economy. The 
change of approach signalled the subservience of fiscal to monetary policy: its most 
notable achievement has been the reduction of Britain’s inflation rate to an 
internationally respectable level. On the debit side, however, must be counted a lack 
of imagination displayed in the conduct of fiscal policyy particularly in recognising the 
links between the public sector’s capital expenditure on infrastructure and the well- 
being of the private sector of the economy. 

Quite understandably, control of total public expenditure is vital to the 
Government’s ability to control the money supply under the existing financial regime. 
The other sources of monetary growth - changes in sterling bank lending to the 
private sector, external and foreign currency financing and the banks’ net non-deposit 
liabilities can - vary significantly from one year to the next and cannot be forecast 
with any degree of confidence. By reducing the contribution of the unfunded PSBR 
to monetary growth in recent years - and in 1982 by significantly overfunding, or 
selling more debt than is needed to cover the borrowing requirement - the 
Government has improved its ability to limit monetary expansion. If public 
expenditure growth had not been restrained, this enhanced control could only have 
been attained through tax increases - never a desirable option for either Government 
or industry. 

There is also another motive for keeping total public expenditure in check. One 
of Mrs. Thatcher’s primary objectives when she came to power in 1979 was to reduce 
the proportion of Gross Domestic Product absorbed by government expenditure, as 
part of the policy of “rolling back the frontiers of the state!’ In the event, the depth 
of the 1979-81 recession made this extremely difficult to achieve. To make matters 
worse, the continued growth of unemployment during the recovery phase has not 
enabled the Conservatives to cut back the share of government spending in GDP as 
much as Labour did during 1976 and 1977. To add to the Government’s problems, the 
present upswing in the economy may not sustain itself for as long as that of the later 
1970s, so the opportunity to make a substantial impact may never really emerge. 

During the last recession, the Conservatives felt obliged to resort to short term 
expedients to contain public expenditure growth in the hope that more considered 
measures could be taken in the upswing phase. The huge growth in social security 
expenditure (up 26% in real terms between 1978-79 and 1983-84) in expenditure on 
employment measures (up 6lVo) and the persistently increasing demands of the health 
budget (up 16%) were met partly by trying to contain other large budgets like 
education (up only 1010)~ but principally by slashing capital expenditure. 

Only capital expenditure in defence has been exempted from cuts. The chief 
casualty outside defence has been capital expenditure on a new construction. Direct 
public expenditure on new construction has fallen by 14% in real terms between 
1978-79 and 1983-84. 

The decline of public sector housebuilding since 1978-79 has been a dramatic 61% 
in real terms. llansport has seen no real change in its overall expenditure, despite a 
growing need for road improvements as traffic volumes rise. The 8% real increase in 
total expenditure on transport since 1978-79 can all be attributed to current 
expenditure. Nationalised industries account for one quarter of all construction 
expenditure in the public sector - the unambitious plans of many of these industries 
tell the same story of cutbacks and missed opportunities. 

TrnILlE 1 c44.PIIWIL EWPlENDrnIWIE ON CON§mu@TION WORK 
Vo CHANGE IN 

EXPENDITURE 

Vo OF TOTAL 
EXPENDITURE REAL 
1983-84 

1978-1979 0 
1983-1984 

D m C T  PDLIC EXPEND- 
Housing 
Other environmental services 
Transport 

21 - 61 
9 - 6  

14 0 

Education and Science, 
Arts and Libraries 4 - 61 

Health & personal social services 6 29 
Other 4 - 9  

TOTAL 58 - 14 

17 115 GRANT§ AND LOAN§ (HOUSING) 

NATIIONAEI§ED INDU§”RIIIES 
Electricity 3 
Gas 7 
Railways 1 

Coal 3 
Water Authorities 7 

JI Other 3 

4 

16 
303 

- 105 
22 

- 34 
- 16 

TOTAL 24 9 

GRAND TOTAL 100 - 9  
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The Govemme~t claims that tlne ~ d u c t i ~ n  in resoupees devoted to new 
~ Q ~ S ~ R U E ~ Q ~  cam be exphime8 by the fact that the nation’s imfmtmcture is Ia~eUy in 
paace and that mgdr and mmimtemamce should POW t&e p d ~ ~ i t y .  CIIUM~I~ wMtepnda, 
it is uMff6cuI1t to fimd any hP~md suggo~t PQP tMs view; yet the GQV~PUMIIW~U shows 

sign of Ihsteaing. Despite the resumption of economic growth, a fundamental 
review of the options for controlling public expenditure has not been made: the short 
term expedient of cutting capital expenditure continues to be taken. The Green paper 
on long term trends in public expenditure and taxation, published in March 1984, was 
depressingly brief and gave no indications that a more realistic or imaginative 
approach to public investment was forthcoming. 

It is time PQP the G~vemment to recognise that a boost to public sector 
construction would not endanger its economic strategy: 
* There would be no reversal of policy priorities, with fiscal policy once again 

takingprecedenceovermonetarypolicy. ThePSBR, was 9.6% of GDP in 1975-76, 
before the present approach to macroeconomic policy began. It has now been 
reduced to 3.2% of GDP (1). 
There is no longer the need to sell almost indigestible quantities of government debt 
in orderto achieve monetary control. Therefore, by projecting a further fall in the 
PSBR to 1.25% of GDP in 1988-89 (in its medium term financial strategy) and 1 Yo 
in 1993-94 (in its Green Paper on long term public expenditure and taxation trends 
.(2)), the Government is unnecessarily creating a rod for its own back. A more 
sensible target would be to maintain the PSBR at around 3.25% of GDP over the 
next 10 years and use the additional borrowing to finance an investment 
programme. . 

Q Although public expenditure would be higher than planned, the policy of “rolling 
back the frontiers of the state”, would not be compromised. The additional 
expenditure would be filling a void which the private sector cannot occupy. 
Attempts to privately finance road construction have been rejected by the 
Government itself; there is no prospect whatever of private provision of water 
supply, sewerage facilities, sea walls for coastal protection, electrified railways or 
new railway rolling stock. Within the housing field, much of the necessary 
refurbishment work is in the public sector housing stock. Moreoever, the need for 
new housing is not being adequately met by the private sector - some lead must 
be taken by Government to stimulate new construction, even if the work is not 
actually undertaken for the public sector. 

A comprehensive public sector investment appraisal - looking at the need for 
both new construction and maintenance of existing assets - is urgently required. It 
should become a regular part of the annual public expenditure planning process, and 
form the basis of a 10 year investment programme. This is not a call for profligacy 
- merely for the sensible provision of the infrastructure needs of the private sector 
in an economy which is growing, albeit at a modest rate. 

Indeed, the provision of a better infrastructure can actually improve private 
sector efficiency and hence the prospects for growth - besides offering some hope 
for the future for those who have been the casualties of the economic retrenchment 
of recent years. The Government is uniquely placed to give a lead and would benefit 
from doing so. It should not shirk this responsibility. 
(1) estimate for 1983-84 
(2) Cmnd9189 
Andrew Street is the economist for the British Road Federation 
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THE SWING OF THE BENDUMUM 

When, in 1925, Britain returned to a gold standard for our currency, the way was set 
for a period of acute deflation. While the value of the E sterling appreciated, prices 
fell, often to below the costs of production. Bankruptcies followed and by the 1930’s 
3 million people were unemployed, while food was destroyed and production 

‘curtailed; there was evidence of widespread malnutrition. All this, in response to the 
orthodox view that the supply of money, in all its forms, had to be equated to the 
amount of gold in the central bank. 

With the outbreak of the war in 1939, the orthodox approach to monetary policy 
was abandoned, in spite of the oft-repeated question of “where is the money to come 
from” which had been used in the inter-war years, it was found possible to finance the 
vast output of armaments, the need to draft men and women into the armed forces, 
thus taking them out of wealth production and to mobilise the entire resources of the 
nation to the over-riding need to win the war. 

Following thevictorious outcome, theauthorities decided to apply these war-time 
lessons to peace-time development. The then Chancellor of the Exchequer, Dr. Hugh 
Dalton ushered in a period of inflation, this in spite of the fact that so much blood 
and treasure had been expended and our real wealth used up in our effort to win the 
war. “With a song in his Heart” Dr. Dalton and the Labour Government ushered in 
the welfare state when the great need was to replenish our resources of real wealth. 

c 

h n g  YPPS Of b f h h n  
Successive Chancellors continued with inflationary policies, with certain notable 
exceptions, right up until the election of a Government pledged to bring down 
inflation was elected. The long years of inflation had resulted in the great deterioration 
of the purchasing power of the E sterling. Industry was hopelessly over-manned, one 
management consultant put the figure of over-manning at 5 million employees, nearly 
half the labour force engaged in manufacture. 

Demands for increased welfare and higher wages, without recognition that the 
resources to match the demand were not available. Excessive taxation tended to turn 
the nation from being renowned for honesty into petty pilferers. All these and many 
more problems needed to be dealt with if inflation was to be defeated. 

The Government was, therefore confronted with immense problems and in its 
first term of office, it succeeded in redressing the acute inflationary trends which had 
been increasingly in evidence over many years. 

The price ofthis turn-mund has k e n  ve~y great, and we now have to ask ourselves 
the questiolp, has the pendulum swung too Par? Are we once again seeing the 
deflationary trends of the 1930’s. The signs seem to indicate that the answer is ‘Yes’. 

Britain under-using its re sou pee^ 

Industrial production has stagnated. Total output in the second half of 1984 is 
estimated to rise by only about one percent. Unemployment, now standing at 3 % 
million is still rising, thus increaisng social security costs. Local authority spending 
is under threat. There seems little hope of a significant cut in interest rates. It seems 
clear that Britain is under-using its resources, resulting in a standard of living lower 
than is physically possible. 

0 

4 

.. 

5 



The Government is committed to a policy of reducing inflation and is relying on 
developing a free market economy to put the economy right. The question which arises 
is - can a free market economy function properly under the orthodox system of 
finance? Clearly the first requirement is “Honest money” which retains its value, 
something which we have lacked over the years. At the same time, investment is 
urgently required in the infrastructure, including the areas of health, housing, 
transport, education, etc where the provision of adequate finance is an essential 
element. 

The Government, meantime, has determined to reduce the public sector 
borrowing requirement (PSBR) and has been making strenuous efforts to curtail 
expenditure in various directions. One area which seems to have escaped examination 
is the cost of servicing the national debt which has steadily increased over the years. 

Recognising that the payment of interest at high rates placesan intolerable burden 
on the productive sector of the economy, the Economic Research Council published 
a paper entitled “Government Debt and Credit Creation”* which made some 
proposals for dealing with this problem. This suggested that the creation of the 
nation’s money supply by borrowing from the banking system was unjustified. It 
involves unnecessary levels of taxation, the restriction of essential social services and 
prevents the economy from having a sufficient supply of the medium of exchange to 
enable the nation to work at an optimum level of activity. 

Looking at the economy of Britain today we observe that taxation remains at too 
high alevel, particularly at the lower end of the scale; social services are being curtailed 
and there is considerable underuse of manpower and productive capacity. The reason 
for these failures the publication suggests is to be found in the operation of the 
monetary system which Lord Thorneycroft once described as an “antiquated pumping 
machine creaking and groaning at all the main valves!’ 

Incmsimgiy heavy buden 
Some time ago the Prime Minister pointed out that the cost of paying interest on the 
National Debt is as much as is spent on education, health or defence. Yet, when the 
question of reducing government expenditure is under discussion, the possibility of 
reducing this increasingly heavy burden is scarcely mentioned. It is this aspect of 
monetary policy that is in urgent need of attention, for if the cost of servicing the 
National Debt could be reduced, the savings achieved could be really significant. 

If we examine the way the money system works today there is a strange anomaly 
revealed. Money in the form of thenoteissueis createdmainly by the Bank of England, 
the amount being fixed in agreement with the ’Ikasury. The interest earned on the 
securities held by the Bank of England Issue Department against the issue of notes 
is refunded to the Tkeasury since the Bank of England is a government agent and 
profits on its operations are payable to the ’Iteasury. In the light of this it is suggested 
that moreusecould bemadeof thenoteissue, but theimportant point is that the power 
of the banks to increase the amount of credit money in circulation should revert to the 
State where historically it belongs. 

It is worth glancing back to the events of 1914 in relation to monetary policy. With 
the outbreak of war amoratorium was declared as the banking system could nor meet 
its liabilities. The Currency and Bank Note Act, 1914, was hastily passed, under this 
the W u r y  issued currency notes valed at fl and lo/-. These notes being legal tender 
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toanyamountwereputintocirculationthroughthebanks. Du.W, ffomeuChdmam 

~ f f  d m  off the GommmmemU”. Unfortunately, the Government of the day, instead of 
extending the principleof a stateissuedcurrency tothat of state-issued credit, decided 
to bridge the gap between total expenditure and the proceeds of taxation and genuine 
‘savings by borrowing credit from the banking system. Thus, a great opportunity was 
missed of financing the war with debt-free money. 

The publication suggests that the banking system, in creating credit is using the 
Nation’s credit by liquifying it. The right of the banks to treat such created credit as 
aloan bearing interest isunjustifiable Inrecognition for thevaluableservicethe banks 
render the nation they should be paid an appropriate fee The means by which this 
principlecould be applied needs to be carefully worked out, causing the least possible 
disturbance to the operation of the banking system. 

The “sin@mu 7lhWlrnmU” 
Although the Economic Research Council has tried to persuade the authorities 

to consider these proposals, they have met with little success. BuLcnps Uhe rncpst 

Le wws 81u me m $ u w .  We wmue urinau Uhe pmpeds “Oanlld emUrdu 81 ffumdmemUd 
crimmge am the E I I Q ~ ~ ~ ~ Q ~ S M ~  ~ e m m  gowmmmmu ma me b a  off 81 ~ m d  uhe 

Another strange fact is that no mention of these proposals has been made in the 
National press or the broadcasting media, it seems that they are to be given the “silent 
treatment”. Yet the reforms proposed would, if implemented, greatly improve 
economic progress and lead to decreasing unemployment and the possibility of higher 
living standards. If the proposals made are not feasible, it would seem that more 
satisfactory reasons should be stated by the authorities than have so far emerged. 

These views on credit creation are widely held, not only in the U.K. but in many 
other countries. An article on page 8 shows the support given by U.S. State Legislators 
and a brief by a well-known Canadian Q.C. has been submitted to the Royal 
Commission on the Economic Union and Development Prospects for Canada. There 
are also groups working in New Zealand and Australia. 

BL 
~ Q R  stabUe amd effidenut mmomehwy m~hmnnismm Is am uuugemU m& iff the @ C Q ~ Q ~ C  

Of the ~ d l l J U l h S h U  h@.k dmdbd 
ffOU tXi3 Ul!Jlh&d WedOd md 818 SUCh 8Lp 81 M@Tdy pliUDflhbk ~ p d h I l $  ffliUDm 

h!JS 819 ‘%SSWBady 5 VWf hWUtl ff M Off hhIWu 
pQhP 

RNdlmg C~IlUUUlWUh~ m S  IIIIUSndS 81 k & U  ff WDm hCk (mQW bd) ~ ~ ~ U d ~ ~ ~  WhellU 

gQWUlmlUmSE3d WrOOnld UlOpb Wkh UQ COlmhUlD.phk 

swing off me pemuuiunnn fmm ~ n a n a a i ~ m  t~ annwnaom rinds UQ riw S ~ W  

pPOble0iIS BLR be S Q k d  

.GovernmentDebt& Creation - Astudyof thecreationcfcn?ditanditsc$fecton theBritishEconomy 
- published by the Economic Reseatrh Councih 55 k r k  Lune, London WI Y 3DH Price €1 (postcge 
20p) also available copy of letter sent to the Chancellor of the Exrhequer - July 1983. 
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MONEWRY IREEUDW URGED BY STATE I L E G I S L ~ R S  
IN A m m a  
by Matgaret Thoren 

State legislatures are becoming the battle grounds for monetary reform as the 
American people learn more about the nature of the Federal Reserve‘s debt-money 
system. 

These legislatures have the power to petition the United States Congress and the 
President for action on specific issues and these requests carry weight in the nation’s 
capitol. With this kind of clout, State capitols are becoming the focus of important 
lobbying activity by groups advocating structural changes in the Federal Reserve‘s 
method of creating the United States money supply as interest-bearing debt. 

State.Senator Jack Metcalf (of Washington State) has emerged as one of the 
important leaders in the efforts for reform. Senator Metcalf is the founder of Honest 
Money for America, an active grassroots lobbying organization. HMA orchestrated 
the highly successful national “Debt-Money Awareness Week” held last February. As 
a result of this educational effort, millions of Americans became better informed 
about the method of money-creation and how this method causes instability in the 
economy. 

A Major &solution 
In July Senator Metcalf was successful in passing a major resolution regarding 

the Fed at the National Conference of State Legislatures annual meeting in Boston, 
Massachusetts. 

The Plenary Session of the convention - made up of well over 500 legislative 
leaders from every state - overwhelmingly approved a resolution which will result in 
hearings on the Federal Reserve‘s policies. The resolution is designed to address 
charges that: 
1. “The Federal Reserve has failed to achieve the objectives laid down when it was 

established; 
2. “The Federal Reserve has operated in the best interests of the large banking 

interests instead of in the interest of the people; 
3. “The Federal Reserve debt-money system works to the disadvantage of the people 

and results in ever-higher interest rates for people, business and government; 
4. “Violations of prudent bank management practice by large U.S. banks in making 

loans all over the world have placed this nation, and our banking system and our 
taxpayers in dire jeopardy; 

5.  “Congress has been unwilling or unable to face this issue squarely and take action 
to protect us from further abuses!’ 

The study committee, currently being formed by the NCSL, will meet later this year 
and during 1985 to compile its report for the 1985 annual meeting to be held in Seattle, 
Washington, next summer. 

Encoumging S ~ p p r P  
Senator Metcalf received encouraging support from individual legislators from 

Massachusetts, Illinois and Wyoming as well as from the entire delegation from 
Alabama, Arizona, Idaho and Virginia. 

In September Senator Metcalf addressed the Fiscal Affairs and Federalism 
Committee of the Council of State Governments, Western States Conference on the 
role of the Fed in interest rates. He is also working to involve the American Legislative 
Exchange Council in this issue. 

At the nationral level. . . 
As the Presidential election campaign gathers steam, a third party - the Populist 
Party - hasemergedwithplaxiksinitsplatformcallingfor theabolitionoftheFederal 
Reserve System and repudiation of the national debt through the issuing of debt-free 
interest-free money ‘! . .as the Constitution intended instead of borrowing it. . .” 

The Populists adopted these planks in February and have begun organizing 
committee to promote their candidates in all 50 states. At their Nashville, ’knnessee, 
convention, the Populists nominated Mr. Bob Richards and Mrs. Maureen Kennedy 
Salaman as their candidates. 

TheRepublicanshavetakenaless forthright standintheir platformstatement but 
they do officially acuse the Fed of “destabilizing actions” and call for its overhaul. 
This plank has been generally unnnoticed or barely mentioned by most of the 
American press. 
(Margaret Thoren is &itor of Wuth in Money’ bulletins published in Chagrin f i l ls  Ohio) 
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66THE FUJTUJIWIE ECONOMIC ORGANmTIION OF TWIE 
IWIECOrnY OF M I I N r n M  FROM mIE 

IwTrnArnONAL S U E D 9 ’  
b y a  S m r n  

During the five hundred years up to the Second World War, the European nations, in 
their restless urge for overseas expansion, came near to dividing the rest of the globe 
between them, and brought about in the process a whole series of more and more 
devastating wars. This is not the way in which the cause of human progress will be 
served, any more than that of an eight-oared boat, if the crew fight among themselves, 
or pull in different directions. Even in sport, the deadily rivalries between one nation 
and another overlie the calmer ones of a not so remote period of time. Nevertheless, 
there is one field of activity in which it is still possible for peaceful cooperation to 
prevail, and to demonstrate the folly of the dangerous game that is known as 
international politics. It is the recovery of minerals from the seabed beneath 
international waters. 

Largely as a result of the concern felt by Arvid Pardo, Malta’s delegate to the 
Upited Nations, at the growing tendency of the maritime nations to extend their 
territorial waters with a view to theexclusive appropriation of these minerals, the U.N., 
in 1970, delcared the remaining area to be the common heritage of mankind, and stated 
their intention of establishing an international regime to give effect to this declaration. 
Now this is really splendid. Who, with the best interests of mankind at heart, could 
wish to a sounder principle, or a more definite expression of a desire to act? 

Unfortunately, the scheme that emerged and formed part of a comprehensive 
Law of the Sea Convention after twelve years of negotiation, suffered from the kind 
of defect that might have been predicted by anyone familiar with the handiwork of 
large numbers of delegates attempting to reach a concensus of opinion. It was 
unworkable. So far as votes went, the concensus was as close as it was ever likely to be, 
with 130recordedin favour, 4 against, 17 abstentions and 17 absences. This would have 
seemedall very well but forthe factthat one of thecontrary votes was that of theunited 
States of America, the country with most interest in seabed mining, and that among 
the abstainers were Britain and West Germany, who were also among the five countries 
known to have prepared, or to be preparing, independent legislation providing for the 
issue of exploration licences, and ultimately recovery permits. The most prominent 
among these five, however, was the United States, whose assurance that their Act 
recognizes the common heritage principle may not inspire universal confidence. 

nnbma ~ a u m e m ~ s  
Since then, the arguments have been prolonged and intense, with abstaining 

Governments being urged by enthusiastic but unreflecting advocates of the common 
heritage to change their minds and sign the Convention. Their objections, however, 
must be admitted to have good grounds. The British Government, for example, is not 
at all happy that mining consortia should be obliged 

(1) to pay (not only) an initial application fee of SSOO,ooO, plus fined production 
charges, but also a share of the net proceeds, to the International Seabed 
Authority (I.S.A.). 
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(2) to sell their technical knowledge to the I.S.A!s “Enterprise”, in order that it may 
be enabled to compete with them in the future, without, however, being liable to 
pay the same fees and charges. 

(3) to submit to an arbitrarily calculated production ceiling, according to which the 
I.S.A. would presumably have the power to stop their activities at any time. 

Such provisions are understandable when one considers that they are the result 
of the thinking of Third World Governments, to whom some variety of socialism 
would appear to be the only alternative to the exclusive appropriation of natural 
resources already referred to. When, however, they are examined from the point of view 
of the people who have developed the technology, supplied the capital, carried out 
preliminary explorations, and recruited and trained the skilled labour, they are clearly 
impossible. Equally impossible is the idea that, if all Governments were to sign the 
Convention as it stands, some way would be found of amending it in detail to make 
it acceptable to all parties, even to the indispensable United States. 

Different Appmach 
No, what is needed is a fundamentally different approach, whereby the operators 
themselves would exercise some control over the return accruing to them - after all, 
who is more able to assess it than they are themselves? - but in competition with each 
other on the open market, so that the residue they would offer, in the form of annual 
royalties to be paid to the United Nations, would be a close approximately to the rent 
of the classical economists, that is, the difference between the actual produce and what 
could be obtained by an equal effort exerted on the least favourable site actually in use. 
There would thus be equal rewards for equal labour and investment, and a generous 
surplus to represent the common heritage of mankind. 

The I.S.A!s duties would be limited to coordination and supervision, and there 
would be no “Enterprise”. Such a scheme would satisfy the form objections of the 
United States (copies of which may be obtained free of charge from the U.S. Embassy 
in London), and of other countries without whose cooperation little progress would 
be possible, and at the same time form a much more useful basis for general 
negotiation. 

~1isUi.s  schemes 
It is worthwhile to suggest in conclusion that the proper way of assigning the heritage 
so collected is not, as is commonly assumed, to hand it over to the Governments of 
Third World countries. It is unlikely that the supposed beneficiaries would in fact 
benefit at all. The& are, however, quite realistic schemes for the improvement of our 
planet that at present would be rejected as economically unviable, in the sense that they 
would give no immediate return. One that springs to mind is the damming of the 
Congo in order to recreate a Central African lake, and eventually to restore fertility 
to vast barren areas. If the same system of wealth distribution employed for the seabed 
were then to be applied to such areas, it could well afford a clue to a reform of the 
economy of the western world that would at the same time allow the fullest scope to 
individual enterprise, furnish ample funds the common purposes, and constitute the 
best possible defence against the propaganda of the socialist states - namely a proof 
that in the end nothing but freedom will do. 
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ILADCAIL GOVERNISIIIENT PWATIISATION IN JAPAN 

Japanese local government costs are much lower than in Britain because in Japan 
many more functions are contracted out to private companies. Japan’s population of 
116 million is double Britain’s 55 million but, despite this, Japan employs less civil 
servants and less local government employees. The result is lower taxes, lower 
government spending, and the extra spending power people enjoy increase industry’s 
turnover and creates jobs. 

These facts are disclosed in a new study, “Privatisation of Local Government 
Activities; Lessons from Japan’? The study has been written by John Tepper Marlin, 
president of the Council on Municipal Performance (COMP) of New York. COMP 
is a non-profit research group in New York City dedicated to improving the quality of 
municipal government through the pursuit of uniform standards of financial and 
performance accounting and auditing. 

htkitkS CQUltmCtd QUt 

The study lists well over 50 activities which are contracted out in whole or in part by 
Japanese cities and districts. Secretarial work, telephone switchboards, tax 
assessment, tax collection, payroll computing, pension records, water and sewerage 
charging, surveying and mapping, information services and distribution, sports 
centres for the handicapped, youth work centres, care of the deaf, disabled and old, 
innoculations, all feature on the list, apart from familiar services like refuse collection 
and disposal, office cleaning, security, microfilming and school lunches. 

The Japanese fire service is not contracted out but extensive use is made of 
volunteers to back up fire departments. In housing, the Japanese commitment to the 
private sector is evenmore pronounced. Compared with the UK’s 6.5 million dwellings 
in the public sector, Japan has only 2 million. There is, instead, a large private rented 
sector. 

All public sector housing construction and major and recurring maintenance, 
even painting, is contracted out to the private construction sector. Councils only 
involve themselves in small basic maintenance jobs. “By contract:’ says Michael Ivens, 
Director of Aims of Industry, in his introduction to the study “the stories of waste of 
public resources by council direct labour organisations in the UK are legion, with large 
cumulative losses!’ 

Payment Eor contracted out services in Japan is made on the basis of work done 
or on an annual fee basis. 

Io 1980, the Japanese Ministry of Home Affairs carried out a survey of the 
performance of contractors in Japanese cities. “The results overall constitute an 
overwhelming endorsement of the practice of contracting out in Japan:’ says 
Rpper Marlin: 

“80% reported efficiency up; 
50% reported costs down; 
57% reported services improved; 
66% reported staff members were down!’ 
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Nearly 50% of the cities stated that they had made improvements in the quality 
of services despite staff reductions. This shows up the irrelevance of the socialist-led 
“Fight the Cuts” campaign in Britain, where any attempts to curb local spending are 
greeted with cries of outrage. 

“By contracting out and giving their citizens choice and real local control, it has 
been possible for the Japanese to hold their bureaucrats at bag’ says Michael lvens. 
“They have avoided the main disease of British local government, the cancer of 
bureaucratic empire building!’ 
E“Privatisation of Local Government Activities: k o n s  from Japan’: by John Rpper Marlin; Aims 
of Industry, 40 Doughty Street, London WCI Z@ price f1.20. 

DIRECT lINVES7I’MDINT FROM JAPAN 

Recently, much has been heard of the claim that investment from Japan into the U.K. 
has dramatically increased. In popular publicity the expression has been frequently 
used that “Half of all the Japanese investments in the E.E.C. now comes to Britain”. 

The only figures available for these claims are those published in each year’s April 
edition of the Bank of Japan publication ‘The Balance of Payments Monthly’. The 
claim for “Half” for example relating to the 1980 figure of 42%. 

The 1983 figures are now available and the following tables show the changing 
position between 1970 and 1983. What seems of especial note is the dramatic change 
around 1974 (presumably reflecting decisions madearound 1972) when Britain’s share 
of Japan-EEC investment fell from 80% to 20% and from a near comparability with 
Japanese investment in the U.S.A.. to a mere 5%. The latest figures show little change. 

1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 

Yo of Japanese direct 
investment in E.E.C. 
coming to the U.K. 

67 070 
78 070 
68% 
80% 
79% 
30% 
14% 
21 070 
17Vo 
14% 
42% 
12% 
23 ‘70 
26% 

Japanese direct 
investment in the 
U.K. as 070 of such 
investment in the U.S.A. 

37% 
47 Yo 
70% 
65 070 
78 VO 
7 yo 
5 yo 
9% 
3 vo 
4 yo 
13% 
4 vo 
9 % 
12% 

For comparison Direct Investment in the U.K. by Japan in 1970 was $34m (perhaps 
$180m in 1983 prices) and in 1983 was $160m. 
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W d d  investment flows 
The ERC can comment on this question in relation to investment from Japan. A major 
survey undertaken in Japan found that the overwhelming factor in determining 
overseas investment locations is the prior establishment of a successful market. 
During post-war years Britain has been the ‘best’ european market for Japanese goods 
- for many reasons including language. This remains the case - as the sale of video 
tape recorders demonstrates where the U.K. has bought more of these machines per 
head than any other european country. The tendency therefore is for Japan to invest 
in Britain. EEC membership however has brought two new factors into such decisions: 

i) Black-mail tactics such as the French ‘Poitiers customs post’ incident and EEC 
pressure generdly on Japan to move production to the EEC leads the Japanese 
to ‘spread’ investment around the EEC rather than concentrate on Britain. 

ii) The removal of all customs between EEC members makes it easier for Japanese 
firms to locate on thecontinent where they find some cost advantages from which 
location they can serve their U.K. distributors. 
But a more important long term effect of membership is the fact that Britain now 

buys from the EEC a vast amount (eg cars) that could be bought more cheaply from 
Japan. Limiting Japanesecompany’s interest ininvesting here in the future. It may well 
be the case that Japanese sales here are far more likely to lead eventually to production 
here than French or German sales - if only because of transport costs. 

The only figures available on Japanese investment flows are those issued by the 
Bank of Japan. Direct Investments, trade credits, loans and securities are each listed 
for various countries and fortunately the U.K. is listed separately from the EEC so that 
comparisons can be made. There was a major change around 1973. 

Yo of Japanese direct 
investment in E.E.C. 
coming to the U.K. 

Japanese direct 
investment in the 

U.K. as Vo of such 
investment in the U.S.A. 

1970 67 070 
1971 78% 
1972 68% 
1973 80% 
1974 79% 
1975 30% 
1976 14% 
1977 21% 
1978 17% 
1979 14% 
1980 42% 
1981 12% 
1982 23% 
1983 26 YO 

Source: Balance of Payment Monthly Bank of Japan 

37% 
47 vo 
70% 
65 070 

78% 
7 yo 
5 070 
9% 
3 yo 
4 yo 

13% 
4 yo 
9 070 

12% 

For comparison Direct Investment in the U.K. by Japan in 1970 was $34m (pex..aps 
$180m in 1983 prices) and in 1983 was $16Om. 
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The Summer edition of “Britain and Overseas” reviewed the latest Open Seas Forum 
booklet “OPINION, ECONOMICS AND THE EEC” and readers will be aware that 
this is a controversial but convincingly argued case showing that in both Britain and 
Japan, the EEC Information Services and allied groups have been responsible for a 
great deal of misleading publicity concerning economic arguments over EEC policies. 
The booklet was launched at a well attended press conference at the House of 
Commons on July 18th and one journalist present was from the Financial Times. 

i) 

ii) 

iii) 

There followed 5 occasions when the bookelt title could have been made known 
to U.K. readers of the FT but somehow. . . . .it is a perplexing story: 

On the 19th July the F.T.s first edition which is sent out of the country contained 
the following perfectly satisfactory piece. 
h t h  of Japan-EEC trade brlmce ‘misrepresented’ 
by CHRISTIAN TYLER, TRADE EDITOR 
The EEC publicity machine was accused yesterday of manipulating trade statistics in order to 
whip up popular feeling against Japanese imports and justify Community protectionism. 

Mr. James Bourlet, senior lecturer in policy studies at the City of London Polytechnic 
claims in a booklet published yesterday that the EEC information services in Tokyo is 
consistently misrepresenting the truth about the Japan-EEC trade balance. 

He said yesterday that Britain’s relations with Japan are being “seriously and unjustifiably 
damaged” by this activity. 

AccordingtoBankof Japan figuresfor 1983, theEEChadavisibletradedeficitwith Japan 
of Ollbn and a surplus on invisibles of UAbn. The UK had a visibles deficit of S3.3bn and an 
invisibles surplus of nearly S3bn. leaving a very modest bilaterial imbalance. 

The figures were made to look worse by understating trade in invisibles. he claimed. 
Mr. Bourlet who was recently visiting Fellow at Keig University, ’Ibkyq said he was himself 

anti-Market on economic grounds. 
Referring to a report commissioned by the EEC on Japanese non-tariff barriers, and 

ellegedly suppressed, he said there was no longer evidence that Japan was a “fortress economy” 
as claimed by the EEC. 

Opinion, Economics and the EEC half-truths for Britain and Japan Published by Open 
Seas Forum U), South Street. WlY 3DH; f1.50. 

The political editor, on reading it, ordered it deleted from subsequent, U.K. 
circulating editions on the grounds that it was “too polemical”. 

On reading the article, Gilles Anouil, Head of Press and Information of the 
European Commission office in Tokyo, wrote a letter of protest to “the editor”. 
This was published on August 2nd, but the title “Opinion, Economics and the 
EEC” was not given 

On finding that nothing had apparently appeared in the paper, the author rang 
the FT and was told that, rather than review the booklet, the FT would invite 
him to write the ‘guest column’ shortly on the subject. Details of what to include 
in this piece were discussed and he was told to ring back ‘next week’ for 
confirmation of the invitation. On ringing back, he was told that the editor 
wished to print nothing more on the subject and yes, he could interpret this 
decision as political if he so wished. 
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iv) 

v) 

On reading the letter, Mr. Bourlet wrote to “the editor” expressing his views on 
the points raised expecting to have a ‘right of reply’. Nothing appeared. 
On hearing of this rather ‘one sided’ state of affairs Richard Body M.P. who 
wrote the Forward for the booklet wrote to Geoffrey Owen, Editor of the FT. 
to enquire what sort of letter in reply would be accepted. A reply was received 
saying that such a letter shjould be “temperate” in tone and concentrate on the 
issue of “invisibles”. Mr. Bourlet duly wrote in this vein with the fact that he (and 
M. Anouil) were referring to the booklet “Opinion, Economics and the EEC”. 

This letter was published on 20th August, but the editor had removed from 
it all reference to the booklet. 

Despite theconsidekble interest with which this publication has been received in other 
quarters maybe it is unworthy of mention. . . .but readers must judge for themselves. 
NO (FURTHER) COMMENT! 
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