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The problem touched in this little rote is how to
come to grips with the present world crisis from an economic point
of view in as simple a way as possible. No doubt it will be ama-
teur-ish, but professional economists seem to get lost in their own
analysis and to estdlish a language so removed from how other peo-
ple, including most poliﬁcians think that it becomes counter-pro-
ductive. By that is meant: no fFruitful Easis is found for politi-
cal action; moreaver, the way economistic analyses are carried
out they may even block For such action. On the other hand, what
is attempted here is also quite ecomomistic, starting with supply

and demand. or 5 and 0.

Imagine a world with one supplier, a producer; one
"market, a "demander"; and then just one product. From:

s
1) Er = ~

N H
or productivity equals”;égbply  produced divided by the product

of number of workers and mnumber of hours, we get [for one product }:
(2] Bl = PP x N x H

This egquation gives us the supply. It is a tautology, which
does not mean that it is useless; pointing to three ways of in-
creasing or decreasing the quantity produced. So far I have found

that way of expressing the supply side quite useful.

But the demand side is more problematic. As =&
point of departure let us try to indicate what we want. We want
an expression fFa demand in such terms that the usual aspproaches

in every day economic behavior within and between nations can be

5jﬁ::§ﬁ$a:§d by simple operations within the equation, Obviously

the demand has something to do with the level of want, W. It

also has to do with the price,P’, per unit. The buying power,

let us call it B, enters the picture. Ah&ﬁﬁhéﬁ?iﬁéﬁe;15 §beuF¥h

i the guality, O, of the product offered. OF tiese Four
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entities two are econoncd, B8 and P, and
W and Q.
and P,

Seen ancther wéy, two of them

and twe to the demander,

W and 3.

two are psychological,
relate to the product, Q

Either way one arrives

at the same expression that does not seem too unreasonable:

Q

or P

{3) D = (W x Q) = g

which would give us

k x W x Q x B

o P

(43

where k is a coefficient,

x (W x B)

and 0 as usual stands For the quantity

demanded; meaning effectively wanted, bought if available.

The Focus then shifts to the 5,
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By definition it is assumed that the economic system seeks equi-

librium, O S, but will overshoot and

undershoot, making it oscil-

late around the 0=8 line - upwards in times of expansion, downwards

in times of contraction.

drive forchange within this framework of reasoning;

(a) and {b] there would be such forces

rium. The moves are easily described:

contraction
under-production decrease

demand
over-praoduction decrease

supply

All four are associated with political

In position [e] above there will be no

in positions

tending towards equilib-

expansion

increase
supply

increase
demand

drama when the deviation
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from equilibrium is of some magnitude. Whether contractive or ex-
pansive modes of ad justment are eventually engaged in depends, of
course, on all the constraints on the system., But in an expansion-
ist culture, like certain modes of Occidental civilization, expan<

sion will probably be tried Fist, regardless of other constraints.

The ma jor focus of this note is "the current crisis" -

in the West, in the First World, which is here seen as a crisis of

over-production - the supplier being the Fiet World (OECD countries

with the exception of Japan], the demander being the world, and

the products being meny/most products produced by the First world.
However, hefore commerting on that with the very simple tools pro-
vided here, some words about under-production. Under this condition
there is a scarcity of goods/services but an effective demand f or
them. If the supp&y canot be increased by means of more workers
and/or more working-hours, it will have to be through increased
productivity; the trade-off between the three belonging to the es-
sence of the politics of growth, expansion. But there is also the
other possibility well known from countries that "get stuck": to
decrease the demand. This can be done in a product-oriented manner
through low quality and/or high ﬁrices or in a demander-oriented
way, through decreased buying péwer and/or more modest wants, The
assumption might be that after some period of demand-reducing ef -
forts people will start forgetting about the product, eg person

cars, And so on, and so forth.

In a gereral crisis in which supply outstrips demand
for a number of products and stockpiling is non-economical, this

way of thinking about supply and demand gives us the following:

To decreass the supply:

51: decrease the productivity
SE: decrease the number of workers {[unemployment]
53: decrease the number of working hours [leisurism)

per day, week, month, year and/or woking life



To increase the demand:

01: increase the wanF ‘} Gemander o i onted
Da: increase the_qyyéhg“pqwer

03: incresse thejgu_lityﬁ* -

04: decrease the price ' }. pPOdUCt-DFl?ntEd

To this should be added the idea of introducing new products,

but we stick to the problem as here defined, with one product.

One might dso add the idea of introducing new markets; but then

it is amlready assumed that for the producer, the First Woid, the
market in question is the world market. One may try to increase
the want level or the buying power level for parts of this world
matrket or for all of it, but that is rot the same as opening up

a Fundamentally new market.

The seven strategies indic) ated in this list are
certainly nmot mutually exclusive. But before entering into that,
some words about the origim of the crisis. Four. factors will be
briefly considered: the role of the Second world (the social ist
- countries); the role of the Third World (-0OPEC] countries; the
role of the OPEC countries and the role of the Fourth World coun-
trries (the world South-East countries), particularly Japan. The
point of departure, then, is a world where the First World had a
virtual monopoly on the production of goods/services for the world
market; obtaining raw materials [(including energy] cheaply, part-
ly through the colonial structure, obtdning labor cheaply the same
way, being guaranteed markets with absolute monopoly through colo-
nialism., The only problem would be availability of risk-taking
capital. Through capital- and/or research-intensive praduction
the productivity could be increased, offsetting declimes in number
of working hours. Slowly, also, want and buyling power in other

countries were increasing. The First World was'doing fine".

The First threat to the system was the Second world,

the socialist countries. In principle they were no longer avail-
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able as reservoirs of production factors or as markets. However,
over time this type of withdrawal from the world system broke gra-.
dually down. Théir re-entry as a source of production factors
took the form of joint vemtures; their re-entry as a markst was
based on the capacity of the socialist economies to increase the
wants for the type of goods/services produced by the capitalist
countries, and increased buying power -- all of this mainly for
capital goods {not for consumer goods]. A conditiom from the so-
cimlist countries for playing the game was, of couse, so level of
access for their products on First World markets, As seén by the

trade balances the latter did not offset the former,

The second threat toc the system - was the Third world,
by and large decolonized countries, The story is very much the
same: it may have loocked as if bhoth the supply of production fac-
tors and the avalilability of markets would disappear or be seri-
ously cuﬁﬁailed. However, more or less " joint" production took
care of tﬁe First challenge; wants were increasingly mede compati-
ble with First World supply structure. The buying power of the
elites incremsed dramatically, that of the people, however, lag-
ging egually dramatically behind, Some production took place, en-
try into First World markets was demanded and, kickingly sand scream-
ingly, in some cases granted. As seen by the trade balances the

latter certainly did not offset the former,.

The third threat to the system was the UPEC action
which had a much simpler structure. They simply increased dramati.
cally, the price of s product supplied by them, not changing the
guality, krnowing that the demand would still be there because
First World buying power was and is ver high, and - more important-
ly - because the want . -is so high that the damand-is nearly inelas-

tic within & considerable price range. OPEC, understandably, pre-

ferred trade at the higher levels of that range to trade at the
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lower levéls. As a net result a higher proportion of accumulated
capitai went into energy procurement and prices of Western products
went up. World indebtedness patterns started changing with DOPEC
countries as the ultimate creditors. 0On the other hand, their
demand wasﬁand.is»For what the First World can supply: their wants
are to a iéﬁga extéﬁt First World wants and with their buying power
of feetting even comsiderable price increases they can go for the
best quality there is. Again, it may perbaps be said that the
threat was succesfully absorbed after some panic winter 1873/74
and negative economic growth (the fist one since World War II)

in 1974,

It is the Fourth threat to the system that is the im-
portant one because, for the fFist time, the First World is threat-

ened through competition. Obviously the Japanese approach was

product-oriented. They did not create wants and buying power -
that is what the First World has dome in the Third world through
colonialism and neo«colonialism/techicel asssistance and the Second
World has done to itsalf by amccepting so many of the goals of ca-
pitéi@#t society. What the Japanese did was to build on existing
wanté‘and buying power, and then simply make products that are

(1) higher in quality and (2] lower in price. A choice between
the better and more expensive on the one hand and the poorer and
cheaper on the other is always a difficult one; it becomes a Ques-
tion of trade-off between price and quality. But the choice be-
tween the better and less expensive on the one hand and the poorer
ard more expensive on the other is never difficult for a true homo

economicus, To prefer the latter one would have to be [a)] a na-

tional ist, (b)] a masocchist and/or (c] badly informed. The Japa-
nese and their successors [mini-Japans, the pre-Chinese, the Chine-
se themselves'ﬁhen they enter the scene)] make use of advertising
to improve information, assume that First World citizens are not

very good at masochism in economic affairs, but will run into dif-



ficulties with nationalism. However, what they have obtainsd is

signhificant enough: demand is shifted towards their products be-

cause of higher quslity per price unit, for a wide range of pro.

ducts. If this is the case in the First World it should be g for-
tiori the 'case in the Fourth World from where the products come:
why should they buy First World products if their own are better?
Whether it also holds in Third World and Second World countries

is another question: in both parts of the world the First World has
baenghﬁﬁgi;éﬂﬁ?%reFerence group and hence major outside supplier

as major oppressor and major enemy. But this also works against
them in the Third World because there may be a scepticism against
the former colonial masters - and Japan was that only for s short
period and only for a small part of the world. The Second World
may be the part of the world where quality is so inextricably asso-
ciated with First World origin that it will still take time for
higher levels of economic rationality to emerge. This is not =a
stable protection for the First World, however, being based [in

my view] on the third category above: the Second world is simply

badly informed.

Sa, there is a crisis - not in cepitalism but in First
World capitalism because it is beaten on a broad fromt, and in its

own game. How that was possible for Japan is outside the scope

of the very simple _g':enr'au:i.i._z:,;fm%t:;tm_:-= here.- It may also well be that

it will not last very long. IF huying power goes down in the First
World as a result of the crisis the price will have to be decreased
even further for demand to remain stable. Krnowing that this is
price to the consumer some of that can be obtained through arti-
ficially low values of the yen [adding to artificially high va-
lues of the dollar). But price decrease beyond that may play into

the nands of Japan’s competitors in the Fourth World: m&ni-dapans

and so on., In short, Japan may be outcompeted by her own wake.
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However, with more Fourth World suppliers on line
to perform the same "miracle" (it is actually only a miracle be=-
cause the First World has this tendency to see itself as unbeat-
able) the crisis has probably come to stay, as a consequence of
the major social institution of the First World on the world level,
in addition to war: free trade (or more precisely, free flow of
production Factors and products). A second lookﬁ;t that institu-
tion is mow taking place and may lead to the Fi;é£ World closing
itself to Japanese products through tariff and rmon-tariff barriers;
feeling there is little to lose the trade balance being so nhegative
as it is. This will slmost definitely lead to chain effects. Ef-
forts t0 have Second, Third and Fourth World countries do the same
will backfire: Japan will double her efforts to get into these coun-
tries, and at the expense of the First World. The First World in
germeral, and the US in particular, may retaliate by refusing to
import from these countries - thus dividing the world into two
tradé zones; the First World and the Rest. This is actually my

long run prediction.

But before that the First World have much work to do
with the seven strategies given above. Two maﬁcr strategy combi-

nations stand out:

I. MAINSTREAM STRATEGY

It is based on competition on the world market in
order to win back lost positions, and seems to Focus-;iﬁéggﬂonly
one one of the four ways of lncreasing the demand for own products:
cutting the price,"in order to become ‘more competitive". Simce it
is the price to theabﬁ&én :E that counts this is a question of

cutting down on production costs {capital - Frozen or liquid,-

labor, raw materials, research, administration]) and/or distribution

costs (transportation, insurance, storage)] and/or profit margin

{at all points in the economic chain). As First World societies
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are capitaiist societies one would éxpact most imagimation to be
stesred in the diheéticn of cutting down labor costs, by dismissal
or freezing/cutting salaries and/or by relocation to places where
lower wages are not cancelled by lower productivity. There should
be many other places to start cutting, eg on the particular type

of profit margin to the state known as taxes.

However, it is probably assumed that a decrease in the
supply side [(to the world market] will have to take place at the
sﬁme time, at least as ajtransitional measure, and this can E;j'
be obtaimned by decreasing the amourt of worlk [N x H] done. At the

same time productivity is to be increased, compensating or not for

the decline in work. But this mears more research and capital,

in genetral, to be bought at @ certain cost which may or may rnot be
lower than the price of the work, Raised s this aspproach is -

to become motre competitive through lower unit price by less labor -
ome may suspect that it is in gﬁéat part a ratiomnalization of the

decrease of number of workers {conservative version] or decrease

of number of working hours ([social democratic version] engaged in

to avoid over-production anyhow. However that may be it is, of
course, doubtful, whether this approach will make First World pro-

duc ts competitive ingﬁﬁhiiiy3[émr the same price)] with Japanese

products and in Eﬁice (for the same quakity)} with other Fourth

World products.

I1. COUNTERTREND STRATEGY
If the above are the typical blue (liberal/capitalist)
and red (ﬁéﬁ%&é@féccialist}fapproachas, then the countertend stra-
tegy indicated below is thé typical green strategy. It is not
based on competition ©n the world market {except For some select
products), but rather on withdrawal into regional, natganal and
{at least crisis)

local self-reliance -~ a complex concept involving a mix ofy self-

sufFficiency in essentials and equitable exchange beyord that., In
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the terms of the present exercise this would mean g new tyos of

reciprocity: rot”l trades with you and you with me/I buy From vou

ar Bhe condition that you buy From mettotl help you t© become
selfereliant and you help me". Reciprocity is not given up,
Ut world trade would - 1F this were carried out - be at a2 [much]

lower level.

The strategy would then assume that if one exports

less ome also has to import less. If there still is = demand

[

it will have to be met by intermnal supply, in other words by pro-
cuc ing naw products - in principle compensating, through import-
substitution, for the export-substitution/reduction. In addition
o thig there would be arother major slement in the strategy:

o degresse the procuctivity so as to permit bhigh levels of workers

and working hous, In practice this would mean lsbor-intensive
rather than (or in asddition to) cespital-intensive production, and
creativity~intensive rether than research-intensive production,

In the latter there ls, of course, also creativity - but it is
Feozen imto the production process through standardization and is
omily the creastivity of 2 very limited rmnumber of pesople. In other
words = move btowards artisinal rather thasn industrisl type produc.

Tion.,

Looking at these two approsches there seem to be two

ma jor dividing lines:

[A]} domination vs withodbawsl 487 the world markst

(%7 hich ve low level of productivity

For a civilizetion, the oocidentsl ome, in its expansion mode so0
usaed to dominete the world and to have pattetns of production that
pive lesding roles o those who can supply cspitel, raseasrch and
administration whrrebhy high productivity can bs obtsined the main-
stream strategy 1= precisely that, a malnstresm strategy. And the

countertrend strategy becomes precsisely that - & countertrend,

The rest is fight, steuggle, politice - not eoonomics,





