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European countries were devastated by international economic shifts during the 1970s. Chief
among these were the devaluation of the dollar in 1972 — after which Europe became a high-cost area
of production — the oil crises, and the competitive challenge from lapan and newiy-industrialized
nations. Nevertheless, even in a favorable world economic climate, productivity in Western Furope
would have remained at low or negative levels in the light of massive increases in public sector spend-
ing. Government expenditures in Europe — gauged as a proportion of GNP — steadily increased during
the 70s and now average between 45 and 50 percent per nation. Fxacerbating the instability of the
private sector was the decision by many Furopean governments to assume responsibility for employ-
ment and production in failing industries. Thus, the outright nationalization of industries now taking
place in France and elsewhere in Europe is simply the last step in a process which began years ago.

To better understand the present condition of European economies, and the various directions
toward which they are heading, the Manhattan Institute organized several meetings with Furopean
policy analysts this winter The first meeting, an edited transcript of which makes up the bulk of this
report, focused on policy options open to the elected leaders of Western Furope. For the second series
of meetings, the Manhattan Institute invited foreign correspondents from leading Furopean journals
to discuss the economic perspective of Western European voters. Their analyses appear on pages six
and seven.



william M. H. Hammett—|[ would like to intro-
duce the chairman of today’s session, Ted Little-
john. He has recently retired as Vice President of
Public Affairs at the Pfizer Corporation, after
‘capably serving there many years. I've worked
with him for three years now and I'm certainly
going to miss him. In the spring he will be leaving
for Los Angeles where he will become a visiting
professor at the U.C.L.A. business school, which
is their gain. Ted Littlejohn.

Edward Littlejohn—Thank you, Bill, and thank
vou, ladies and gentlemen. It's a pleasure to par-
ticipate in this most recent of the Manhattan
Policy Forums. These forums are becoming
quite a tradition, and a very stimulating tradi-
tion. Fortunately, | have the easiest task here
today, which is simply to introduce the speakers
and then to fade into the background.

The first speaker today is Tom Bethell, who
will talk about the economic situation in Britain.
Tom was born and educated in England and has
just come back from his latest tour there. He has
a regular column in the Spectator of London and
is a contributing editor to Harper’s and The
American Spectator, and he currently holds the
DeWitt Wallace chair in communications at the
American Enterprise Institute, Tom Bethell.
Tom Bethell— Thank you very much, I'd like to
address the subject of the British economy, first
of all, by considering a syllogism we are fre-
quently hearing today in the United States. The
syllogism goes roughly as follows. First premise:
President Reagan has implemented the Thatcher
program. The second premise: the Thatcher pro-
gram consists of spending cuts, tax cuts, and
tight money. Third premise: the Thatcher pro-
gram has failed. Conclusion: therefore, the Rea-
gan program will fail. This argument has been
perhaps best expressed by Felix Rohatyn of the
Municipal Assistance Corporation. At some
point in his interminable series of articles in the
New York Review of Books, Rohatyn com-

mented: “In Margaret Thatcher’s England, the
Anglican Church seems to have been replaced
by the sayings of Milton Friedman. Income tax
cuts coupled with sales tax increases, govern-
ment spending cuts together with tight money,
have after a year and a half resulted in a 20
petcent rate of inflation, an 8 percent of manu-
facturing output, and the highest level of
unemployment since the depression.”

“Well, let’s look at some of these figures in a
little bit more detail to see whether the syllogism
that | had earlier mentioned holds true. First of
all, the Thatcher program allegedly brought in
spending cuts. In the last full year of the Labor
government, fiscal year 1978 to 1979, govern-
ment spending accounted for 41.5 percent of the
GNP, or GDP as they say in England. In the first
full year of the Conservative government, this
percentage has risen to 44.5 percent of the GNP.
In the next full year it is likely to remain at
approximately the same level, i

Margaret Thatcher has not reduced gov-
ernment spending. She has increased it. One of
the main problems was that she felt bound by
the decisions of her predecessors and felt' that
she had to uphold the findings of the Clegg Pay
Commission. Said commission recommended a
25 percent increase in pay for civil servants, and
increases in other areas of government spend-
ing. In short, Mrs. Thatcher has found it impos-
sible to cut spending. -

Secondly, with regard to taxes, taxes ac-
counted for 34 percent of GNP in the last full
year of the Labor government. By 1980 taxes had
increased to 36 percent of the GNP. This is an in-
teresting case because part of the reason for the
increase in taxes in England after the Conserva-
tive government came into power was the result
of what you might call the natural curve effect.
The top tax rate on income in England was re-
duced from 83 percent to 60 percent and this
resulted in an increase in revenue from that
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“I don’t think Milton Friedman would regard England’s

bracket. Similarly, of course, there was a huge
increase in VAT (Value Added Tax), national sales
tax, which brought in additional revenue but, sig-
nificantly, did not bring in as much revenue as
was projected,

Thirdly, as a part of the Thatcher program,
the budget deficit or public spending botrowing
requirements as they are called, in the first year
of the Thatcher government was supposed to be
3.5 percent of GNP, but in fact, the deficit rose to
6 percent of GNP. This compares to what we
have in the United States today, a figure of be-
tween 2 and 3 percent. So, the deficit has also
gone up,

As for tight money and Milton Friedman
supposedly replacing the Anglican Church, al-
though the monetary M-3 target for the first full
year was supposed to be in the range of 7 to 11
percent, in actual fact the monetary growth was
19.7 percent. | don't think that Milton Friedman
would regard that as particularly tight money.

In my opinion, the Thatcher program as it is
now operating will not succeed because of sev-
eral basic structural problems which are not
being addressed. in the first place, income tax
rates in England are far too high. You encounter
the 40 percent marginal tax bracket at the equiv-
alent of $20,250. You encounter the 50 percemnt
bracket at approximately $30,000, and vou
encounter the 60 percent bracket at $50,000.
Similarly, for unearned or investment income,
vou encounter a 75 percent tax bracket also at
approximately $50,000.

Anocther basic problem with the English
economy at the moment is the harmful structure

19.7 percent increase in M-3 as a tight
money policy.”— Tom Bethell

of low corporate income taxes and high personal
income taxes. If you have low corporate taxes,
this has the effect of turhing corporations into
instruments of disguised consumption, You can
keep the money away from the government if
vou spend it in the form of perks and so on. The
high personal income taxes means that it is very
difficult to save money, and therefore it is diffi-
cult for the true dynamism of the competitive
economy to show up in the form of new com-
panies that compete with existing companies,
This competition, this tension between the
future and the present, which is what really
makes capitalism work, cannot work if you have
low taxes on corporations and high taxes on indi-
viduals. It should be the other way around, or
the tendency should be in the opposite direc-
tion.

A third problem with the British economy
right now is the serious poverty trap created by
the welfare state at low income levels. Welfare
benefits are so generous that there is a strong
disincentive to work, or if you are working, to
earn more money. Someone in England with
gross weekly earnings of £45 a week-—and the
average wage in England at the moment is about
£120 a week—will take home £64 a week,
However, if his wage goes up to £75 a week, his
take-home pay goes down to £60 a week
because he then loses eligibility for various wel-
fare benefits and his tax rate increases at that
higher income level. Comparing the gain in
employment, a married man with two children
earning £95 a week in Novermnber of 1980 would
take home £67. But if that person was unem-
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“Europe At the Crossroads” panelists (from eft to right): Tom Bethell, Harper’s; Yves Gui-
hannec, Le Figaro; Roland Vaubel, institute of World Economics in Kiel: Melvyn Krauss, Hoover
Institution; Pentti Kouri, New York University; Ted Littlejohn, U.C.L.A.
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“The road to serfdom is not a short road; it is the

evolution of free-market economies into
socialistic states.” — Melvyn Krauss

ploved, he would be eligible for £70 a week.
So, there is no discussion in the British press
at the moment of these problems that | have
raised. Despite all of the discussion about mone-
tarism and about trying to get the money supply
under control, there is no discussion of trying to
lower these tax rates, which are prohibitively
high. My conclusion is that if Reagan does, in
fact, enact the Thatcher program, then Reagan-
omics will fail.
E. tittlejohn— Thank you, Mr Bethell. 1 am
going to call on Mr Krauss next to talk about
another welfare state, Sweden. Mr. Krauss is a
Senior Fellow at the Hoover Institution and
author of The New Protectionism, published by
New York University Press. He has recently fin-
ished a book entitled Development Without Aid,
which will be published by McGraw-Hill this fall,
He has done a great deal of research on the
Swedish welfare state, some of which has been
published in the Wall Street Journal. Mr. Krauss,

Melvyn B. Krauss—Thank you very much.
Today, as most of us know, originally we were
supposed to have Professor Hayek here, and
Professor Hayek came to the public eye with his
great book, The Road to Serfdom. t'd like to
frame my comments in line with the insights that
Professor Hayek gave us about the road to
serfdom.

The first thing to be mentioned is that Pro-
fessor Hayek was not interested in revolution; he
was more interested in evolution, The road to
serfdom is not a short road that was traveled by
revolution. Rather, it is the evolution of free-
market capitalistic economies into socialistic
states.

Now, on the road to serfdom | can see four
stops. The first stap from free-market capitalism
is the “safety net.” The safety net is established
to help people who, for some reason, whether
it's their own fault or not, have fallen and can’t
make their way in the world.

The second stop on the road to serfdom is
the conservative welfare state, which is a term
that Irving Kristol has made famous. The con-
servative welfare state is more than the safety
net. It is an elaborate system of social programs,
income redistribution, public goods programs,
public health, and public education. The thing
that makes such a state conservative —which is
an ironic title for many of us—is that the leaders
of the conservative welfare state are very much
aware that a healthy economy is important for
the survival of the social programs. | would say
Sweden was in the stage of the conservative wel-
fare state in the early 60s and {ate 50s. The gurus
and the leaders of that society were very much
in favor of labor mobility, that workers should be

moved or move from low productivity areas to
high productivity areas. This was not for social
reasons, but was for reasons of the economy. It
was feared that the economic base of the com-
munity would suffer if resources were left in low
productivity uses. That is strikingly different
from the next stop in this journey, which is the
egalitarian welfare state.

The egalitarian welfare state is much more
than just social programs. It's the difference be-
tween, say, free medical care for the poor and
free medical care for everybody. In the egali-
tarian welfare state, there is a cavalier attitude
toward the economy. For example, take labor
mobility. Labor mobility now is something that is
frowned upon in Sweden. The official line is that
labor mobility is no good. Workers shouldn’t
move because workers have a right to a job in a
profession of their choice in a geographic loca-
tion of their choice. Just as you have the right of
free speech, and freedom of religion, you have a
right to a job of your choice in your local area. If
vou happen to be in a job which produces things
no one wants, well then, the government’s obli-
gation is to guarantee your right by subsidizing
that particular job. Now, at first the subsidies are
in the form of transfer payments from the gov-
ernment to the firm, but sometimes that kind of
subsidization is not sufficient, and the govern-
ment feels that it must move in and take the
industry over altogether. And so, in the last four
or five years of so-called conservative govern-
ment in Sweden, the number of nationalizations
of private enterprise has been greater than in
forty years under the Social Democrats, Why?
Because they are ideclogical socialists in dis-
guise, so to speak? No. It's because they don’t
want to rock the boat. They don’t want to rock
the egalitarian welfare state boat, they don’t
want to deprive poor people of their economic
rights.

it is interesting how this egalitarian welfare
state leads to the next step in the journey, which
is full-blown socialism. Because, as you have
seen by this little example of guaranteeing eco-
nomic rights, the egalitarian welfare state leads
to nationalization. Before you know it, nation-
alization means public ownership of the means
of production and that is, of course, the essence
— one aspect of the essence — of full-blown
socialism,

Now, as to some of the characteristics of
the egalitarian welfare state — which | think is
the stage that Sweden is deeply in, and heading
towards full-blown socialism. The Scandinavians
have made democracy their god and | feel that
they are being destroyed by that god. For the
question is, does traveling along the road to serf-
dom make serfs out of those who take that road?
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“There is something specific about the road taken by the
French--the will to nationalize prosperous industries

to change the structure of power in the country.”

- Yves Cuihannec

Now, how is democracy destroying the people
of Northern Europe, and how is democracy mak-
ing serfs of these people? Well, the first thing to
note is that democracy is a way of making deci-
sions by groups as opposed to individuals. This is
important because in the egalitarian welfare
state, the group is the central economic actor as
opposed to the individual who would be the cen-
tral economic actor in free-market capitalism.
So it is the groups that are making the decisions.

A ot of individuals who work for trade
unions are having the fundamental economic
decisions — how much should | work for. how
many hours should | work, should | get paid for
overtime, how much overtime — resolved for
them by the trade union leaders. in other words,
by the leaders of groups. The same thing holds
for business firms who are represented in these
national collective bargaining sessions by em-
ployer organizations. And, of course, the people
who work for the government are represented
by the trade unions in the public sector. $o yvou
have in Sweden, and 1 think throughout North-
ern Europe, a corporate state type of apparatus;
what Mussolint had in mind for Italy. Whenever
you hear that i is very easy to solve the econ-
omy's problems by getting big labor govern-
ment and big business to sit down at the table
and work things out-~4 la Felix Rohatyn--that is
the corporate-state approach. That is the domi-
nant approach in Sweden and Northern Europe.
Bear in mind, once again, that it is the groups
and the leaders of the groups that are making
the decisions; the individuals have to adjust their
behavior to those decisions made by their
leaders.

I'd like to somehow apply that thought to
some of the phenomena that are happening in
Northern Europe today. Not only have individu-
als lost controf of their fate because their
leaders are making the decisions for them, which
would be demoralizing for obvious reasons, but
because of the growth of the government, high
taxes and the underground economy phenom-
ena.

This can't help but be demoralizing. Not
only to the people who are cheating but also to
the young people. Young people see their par-
ents and everyone they know with some kind of
tax dodge. This analysis is, of course, superficial
— it hits on only one particular aspect — but |
think that the message holds nonetheless. The
European peoples are demoralized. The growth
of big government and high taxes is leading
them to behave in ways they themselves feel are
wrong. in other words, private moral values are
conflicting with social moral values. Furope has
lost a good deal of control over its destiny
because democracy has been extended past its
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legitimate boundaries.

E. Littlejohn— Thank you, Mr. Krauss. Qur next
contributor is Yves Cuihannec, economics edi-
tor of Le Figare. He studied economics at Oxford
and worked as an English merchant banker be-
fore becoming a journalist. Manhattan Institute
had the good sense to bring him to the United
States to write a book on the French economy.
But | hope today he will tell us where France
stands on the continuum to which Mr. Krauss has
referred.

Yves Guihannec— !t was listening to Mr. Krauss
and | was wondering whether there is a similarity
between what's going on in France and what's
going on in Britain or Sweden. And the more |
was listening, the more | thought perhaps, in
fact, it was far less than | thought before | came
here. I"d fike to start with that point. | would like
to question whether what's happening in France
is typically French or whether it’s just another
form of socialism, of which there are other forms
in Sweden or Britain.

I just would like to bring out the very
different features of the French Socialist experi-
ment compared to, say, Sweden. French social-
ists would regard Sweden as an example of what
should never be done. This is what they call so-
cial democracy. French socialists are great ad-
mirers of Marxist theories. To them Sweden is
not at all a road to socialism; it is a road to fail-
ure. French socialists see Sweden as a social
democracy in which the production i still
totally capitalist; you have a capitalist organiza-
tion of production and a socialist redistribution
of income. And this, they say, is social democ-
racy, and this can never work. They maintain
that the structure of power in the country must
be radically changed by a reorganization of pro-
duction itself, which is the old socialist tenet.

{Continued on page 8}






