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Preface 
Bryan Gould 

Jim Tomlinson provides us in this short study with a valuable 
antidote against the pessimism which sometimes grips the 
labour movement. All too often, we are told that a Labour 
government in Britain would be powerless to run the economy 
in the interests of working people because the globalisation of 
capital markets and the operations of multinationals render 
'socialism in one country' impossible. 

This is a counsel of despair. If we are to 
postpone socialist reforms until we have 
left governments throughout Europe 
and can co-ordinate reflation with 
them, we shall wait forever. The truth 
is that, while international co-operation 
with like-minded governments would be 
very helpful , there is much that can be 
done by a socialist government in this 
country to improve our economic per-
formance and bring about socialist 
reforms. 

Jim Thmlinson shows that the sup-
posed obstacles to national economic 
policy making are much less serious 
than is commonly supposed. Inter-
national capital movements on a 
substantial scale are by no means new ; 
and while multinationals have great 
power, they are not irrational and will 
in the end respond to market conditions 
(which are very much within the con-
trol of national governments) just like 
any other economic actor. 

These points are corroborated by the 
comparative study which Jim Thmlinson 
makes of the experience of the Wilson 

government in this country, the Socialist 
government in France and the present 
government of Sweden . The crucial 
point of difference which he establishes 
between the failures of the first two and 
the success of the last is that Wilson and 
Mitterand allowed their real economy 
objectives to be subordinated to the 
monetary measures invented by the 
financial establishment (so that they 
spent a great deal of time and effort in 
propping up the exchange rate) , 
whereas the Swedes were prepared to 
frame their interest rate and exchange 
rate policies in the interests of working 
people rather than of the bankers. 

The lessons for the labour movement 
are clear. A Labour government which 
is hard headed enough to ignore the 
pressures and blandishments in favour 
of financial orthodoxy can achieve a 
great deal in promoting full employment 
and raising the living standards-in 
terms of both personal consumption and 
public services-of working people. This 
Fabian pamphlet will help to give us the 
courage to do precisely that . 
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Introduction 
Perhaps the most striking feature of the development of the 
advanced capitalist economies in the middle third of the 
twentieth century was the rise of national economic manage-
ment. Though there was no single form to the development, nor 
one accompanying politics, in almost all these countries the 
national economy was regulated in order to obtain some 
mixture of employment, growth, inflation and balance of 
payments goals. 
Since the collapse of the post-war boom 
in the early 1970s there has been a 
growing chorus saying that the days of 
national economic management are 
over. One version of this thesis sees it 
in terms of the displacement of one 
economic ideology by another-Key-
nesianism by monetarism. More com-
pelling is the version that focusses on 
changing structures of the world 
economy, which are said to undermine 
the conditions of existence of national 
economic management-for example, 
the internationalisation of capital. 

National economic management is of 
key political importance. On the right 
the demise of such management can be 
welcomed as a liberating return to 
" realism"; this attitude has been taken 
by the current Conservative govern-
ment , especially, of course, in its atti-
tude to employment policy. For the left 
the alleged demise is much more pro-
blematic. There are those who have 
always been suspicious of any 'national' 
policy on the grounds of a vague inter-
nationalism. They welcome this alleged 
demise of the conditions for national 
economic management as laying the 
basis. for an international economic 
policy approach, especially focussing on 
a co-ordinated reflation of the West 
European economy. 

Allowing for the moment that indeed 
it is true that the days of national 
economic management are over, the 
road to a co-ord inated European 
economic policy looks very hard . On the 
one hand it would require as a political 

condition that pro-reflation govern-
ments were simultaneously in place in 
the major Western European countries. 
This seems a long shot under current 
political conditions. In addition, from 
the purely British point of view, a co-
ordinated reflation would be likely to 
pose severe problems for the British 
balance of payments: putting some or 
all of the over three million unemployed 
back to work would substantially in-
crease the demand for imports. This is 
not to be interpreted as "anti-European-
ism", rather as realism about what can 
be delivered by European (EC) wide 
strategies. 

An alternative view from the left 
would be that the demise of national 
economic management would be a 
serious blow to the electoral prospects 
of the left, because successful economic 
management is a key aspect of success-
ful government and hence electoral sup-
port. This is perhaps especially so for 
left governments, because their always 
difficult relations to capitalism make 
them particularly prone to accusations 
of economic mismanagement. 

If it is true that national economic 
management is a thing of the past the 
political consequences are enormous. It 
would mean that much of the tradi-
tional approach of left governments to 
the economy would have w be aban-
doned . It is far from clear that there is 
a non-utopian alternative which could 
offer reasonable prospects of managing 
the economy at a multinational level. 

Given this background, the purpose of 
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this pamphlet is to examine how far the 
conditions for successful na tional 
economic management have indeed 
been e roded . It fi rst of all examines 
those changes in economic struct ure 
~hich are said to have undermined such 
management . Then it looks at three 
countries as case studies. First at Britain 
and France, where the experiences of 

the mid-1970s and early 1980s respec-
tively have been used to argue that 
national economic management is no 
longe r v iable. The t hi rd count ry, 
Sweden , is used to examine how far 
these structural changes in the world 
economy can be offset by appropriate 
policy measures. 

1. How has the economy 
changed? 
The belief that the scope for national economic management 
has declined is usually based on some combination of one or 
more of three features of the modern advanced capitalist 
economies: the growing dependence of those economies on 
international trade; the internationalisation of financial 
markets with massive flows of capital in and out of countries; 
the growth of multinationals. Before discussing the impact of 
each of these, it is useful to put recent changes in some 
historical perspective. 

Views of changes in the possibili t ies of 
economic management often depend on 
t rends since 1945. A different picture 
emerges if a longer time span is con-
sidered. Broadl y speaking, in the 
decades befo.re 1914 inte rna tiona l 
economic integration was growing 
apace. This was then reversed by the 
First World War and the succeeding 
depression of the inter-war period , 

capped by the impact of the Second 
World War. Since 1945 integration has 
again grown apace, but fro m much 
lower levels than existed in 1914. 

This patte rn is most readily demon-
stratable in quant itative terms for trade 
openness. Thble 1 shows how the ratio 
of t rade to national income has fluctu-
ated for three count ries through the 
twentieth century. It reveals that for 

Table 1 

1905-14 
1965-75 
1982-85 

Ratio of Trade to GDP (%) 

Britain 
48 .6 
35 .2 
46 .5 

France 

28.6 
39.0 

Sweden 
40.3 
42 .1 
55 .1 

1905- 14 and 1965-75 for Britain and Sweden, S Grassman, Long-Term Trends in 
Openness of National Economies, Ox ford Economic Papers (1980) . 1982-5 for all 
countries, and all French calculations - ow n calculations, on same basis as Grassman. 
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Britain at least, the economy is no more 
dependent on foreign trade in 1982-85 
than in 1905-14. 

One reason why these figures do not 
show a strong trend (if any) towards 
more openness is that each country has 
over the twentieth century seen a large 
rise in the share of output taken both 
by government and by services. As both 
of these are much less internationally 
traded than manufactures, their growth 
in share of output has reduced the 
vulnerability of total output to external 
forces. Another way of saying this is that 
international trade in manufactures has 
grown very rapidly, and increasingly 
dominates overall trade, but manufac-
ture's share in domestic output has 
fallen in almost all advanced countries. 

Whilst trade/income ratios give a 
reasonably straightforward measure of 
trade openness, vulnerability to flows of 
capital is much more problematic to 
measure. Grassman uses the net capital 
flows (measured as the residual of the 
current account balance) relative to 
national income. Over a short period 
this is clearly a dubious procedure-
financial openness is seen to fluctuate 
with the trade balance. But for long 
periods this measure may be reasonable, 
and it shows ajall in the importance of 
capital flows in all major capitalist coun-
tries (see Table 2: the higher the ratio, 
the greater the openness to capital 
flows) . 

This long-run pattern is less surpris-
ing if one thinks of the scale of capital 
flows before the First World War-
especially for Britain with its Empire, 
formal and informal. These reached the 
unparalleled level of 10 per cent of 
national income in peak years, 6-7 per 
cent over the years 1900-13. If ever a 

world capital market existed, then it 
was in this period. 

Pointing out these long-run trends is 
important to correct the view that 
large-scale capital flows are a recent 
phenomena. But it cannot tell us about 
the forces that motivate such move-
ment. In a neo-classical world a perfect 
international capital market would be 
characterised by a single interest rate 
(allowing for risk) : a small national 
government could borrow as much as it 
liked at the going rate of interest , or at 
worst pay a slightly higher figure to 
compensate for perceived increased 
risk. But like most neo-classical stories 
this one seems implausible; experience 
shows that capital flows are dictated by 
subjective judgements, and that coun-
tries can rapidly lose the confidence of 
international investors (as will be dis-
cussed below). 

In addition to the scale of foreign 
investment, there is the question of the 
volatility of such flows. Obviously if 
funds move with great rapidity and in 
an unpredictable manner, this poses 
serious difficulties for national econ-
omic management. It is impossible to 
measure, but it is almost certainly the 
case that such flows are today more 
volatile than in the past. However, this 
is not necessarily caused by the same 
developments as the long-term trend in 
international capital markets. Some part 
of this increased volatility is probably 
due to features of the international 
economic environment such as floating 
exchange rates which may be temporary 
developments. This point is returned to 
in the conclusions. 

Until recently the growth of multi-
national enterprise was seen very much 
as a feature of the post-war world . The 

Table 2 
Openness to Capital Flows 

1905-14 
1965-75 
1982-86 
Sources as Table 1. 

Britain 
6 .61 
1.17 
1. 10 

France 

1.59 
0 .99 

Sweden 
2 .01 
1.02 
1.48 
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capital flows of the pre-1939 , and 
especially pre-1914 world , were seen as 
overwhelmingly portfolio investments, 
held by individuals or institutions at 
arms length from the entity invested in . 
But recent work has emphasised that 
such a view is erroneous, and has arisen 
partly from the greater measurement of 
typical portfolio investments in govern-
ment debt. Dunning has recently sum-
marised current knowledge on the 
pre-1914 period in this area thus: "There 
is also little doubt that, from the view-
point of some home and host countries, 
foreign direct investment, both as a 
channel for the transfer of resources 
between countries, and as a means of 
controlling the use of these and com-
plementary local inputs, played a no less 
important role than it has done since the 
mid-1950s, and a far greater one than it 
did in the inter-war period ' ' (in M 
Casson ( ed) The Growth of International 
Business, Alien and Unwin , 1985). 

The overall picture of the world 
economy conjured up by these trends is 

not one ·of unprecedented economic 
integration arising anew in the 1970s 
and 1980s. Whilst strongly integrative 
forces are no doubt at work , there are 
both offsetting trends (growth of the 
public sector) and substantial ambigui-
ties about the appropriate measurement 
of these trends. 

Of course, before 1914 national 
economic management was hardly on 
the political agenda, so any clash be-
tween such management and the inte-
gration of the world economy was 
muted (though a country like Argen-
tina's frequent departures frol:n the gold 
standard suggests such clashes were far 
from unheard of) . It is only with the 
mass unemployment of the 1920s and 
1930s that economic management 
becomes a central political issue. Never-
theless, it is a misleading perspective on 
the prospects for national economic 
management to see these developments 
as wholly new, creating newly un-
favourable circumstances. 

2. Is economic management 
still possible? 
Whilst changes in the structure of the world economy are less 
fundamental than many have suggested, do they nevertheless 
make national economic management less credible? This 
chapter examines the three developments sketched out above 
to see if they present insuperable obstacles to managing 
national economies-growing openness to trade; greater inter-
nationalisation of financial markets; and the growth of multi-
national companies. 

That national economic management is 
rendered more problematic the greater 
the openness of the economy to inter-
national trade has been recognised from 
the beginnings of such management . In 
broad terms this openness would appear 
to inhibit such management in two 

ways. Firstly, it exposes the economy to 
external shocks-summed up in the old 
saw that ' 'when America sneezes, 
Britain catches cold ", and recently 
amply demonstrated by the impact of 
the two oil price shocks. Secondly, 
greater openness reduces the impact of 
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domestic policy instruments on the 
national economy; for example, if the 
government stimulates the economy, 
this may raise imports rather than 
domestic output and incomes. 

Both these aspects are old common-
places of basic macroeconomics. But 
what needs to be stressed is that such 
openness to trade, whilst a constraint on 
national economic management, is not 
of the same character, and not so 
serious, as the internationalisation of 
capital markets and the growth of multi-
nationals discussed below. Unlike these 
other elements, there is an essentially 
passive, non-reactive character to the 
trade constraint. External shocks (such 
as the two oil shocks at the beginning 
and end of the 1970s) are not aimed at 
inhibiting the functioning of national 
economic management. Whilst they 
may cut across such management , they 
do not interact with such management 
in the sense of involving a strategic 
game between the 'shockers' and the 
managers of the affected national 
economies. Equally, in the case of im-
ports substituting for domestic output 
this is an 'unintended consequence' of 
the relative competitiveness of domestic 
and foreign output, not usually part of 
a deliberate attempt to reduce or offset 
the aims of national economic 
management. 

In addition , trade openness is not 
simply a structural feature of the world 
economy, a feature whose effects are 
beyond the reach of policy-govern-
ments can act to manage their effects. 
The oil shocks, for example, may pose 
difficult problems for all those countries 
with substantial oil imports. But they do 
not necessarily imply a rise in inflation 
or unemployment ie a failure of policy 
measured by the two most important 
indices. (Other things being equal, it 
does involve a fall in real incomes in the 
importing country, because of the 
change in the terms of trade.) As will be 
discussed below, some national econo-
mies were able to escape the worst con-
sequences of these shocks by effective 
management . 

As regards the sucking-in of imports, 

this of course does reduce the impact of 
domestic stimulation. But this is a 
serious problem only where domestic 
capacity is either so fully utilised or in-
efficient that any domestic stimulus 
leads directly to serious payments diffi-
culties (assuming offsetting exchange 
depreciation is not a viable option). In 
other words, openness to imports will 
only put a complete bar on domestic 
management if either the economy is 
already fully employed, or is suffering 
from chronic uncompetitiveness. In the 
first case domestic stimulation is not 
necessary ; in the second there is clear-
ly a policy problem , but not one arising 
from openness per se. If the economy is 
generally competitive, national 
economic management is still feasible in 
an open trading economy. 

Capital flows 
The second change in the world 
economy of great importance to 
national economic management has 
been the growth of capital flows over 
the post-1945 period. As already sug-
gested above, what may be important to 
these flows is not their scale so much as 
their motives for movement. Thus 
Michael Stewart argues that capital 
flows may tend to be deflationary in 
effect. If a country is deflating its 
economy, capital will flow in, thus re-
inforcing the policy by driving up the 
exchange rate, with its deflationary 
effects on the trade balance. Converse-
ly, an expansionary policy is likely to 
lead to capital fleeing the country, 
reducing the exchange rate and leading 
to a rise in inflation which will soon 
force the reversal of expansion (Con-
trolling the Economic Future, Wheat-
sheaf 1983). 

That processes of this kind have taken 
place in recent years seems indisput-
able. However, there is a danger of over-
generalising from the two cases which 
seem to show such features-Britain 
and France. There seems to be a larger 
menu of policy choice than is suggested 
by too mechanistic an application of this 
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asymmetric approach. The British and 
French cases will be looked at in more 
detail later (along with the Swedish), 
but here two general points can be 
made. 

First as Stewart rightly makes clear, 
international flows of capital do not 
move automatically in relation to a 
simple index, as neo-classical accounts 
tend to suggest. Rather their movement 
depends on specific forms of calculation 
regarding the perceived effects of ana-
tional government's policy. This involves 
relatively straightforward elements like 
interest rates and expected changes in 
currency value, but also complex assess-
ments of both the economic and 
political implications of a policy. 

Secondly, these calculations are made 
by a diversity of economic agents, with 
no single 'master ' calculation involved. 
The "world financial community" as 
described by Stewart may for some pur-
poses be treated as a single economic 
agent, but just like the traditional 
categories of agent called 'capital' and 
'labour ', treatment in this way can be 
highly misleading. This is both because 
under some conditions the "world 
financial community" may be less im-
portant than the domestic financial 
community, and because the calcula-
tions of the "world financial com-
munity" are not necessarily unified. 

The point of importance in relation to 
the constraints on national economic 
management is that international capi-
tal flows should be seen not as auto-
matic but as a consequence of the 
characteristics of the relevant agents 
and their calculations, both of which 
may be seen as the object of policy 
measures. Of course, the scale of capital 
flows does provide a structure for lever-
age over national economic policy 
which would not exist if all national 
economies were wholly insulated. But 
it does not thereby involve any neces-
sary consequences. 

Multinationals 

If financial flows have dominated dis-

cussion of the possibilities of national 
economic management in the 1980s, 
multinationals played a similar role in 
the 1970s. Typical of this argument was 
Stuart Holland 's The Socialist Challenge 
(Quartet, 1975). Here the growth of 
multinational " mesoeconomic" firms 
undermines the effectiveness of all the 
major instruments of macroeconomic 
policy, as they plan their strategies on 
a global scale and directly act against 
any national policies damaging to such 
strategies. 

That multinationals have become 
more significant over the post-war 
period hardly seem disputable. What 
seems much less clear is whether they 
have led to the scale of loss of national 
economic sovereignty that Holland and 
others suggest. Two elements need to be 
disentangled in assessing this. 

First , the long-run consequences of 
multinational forms of organisation for 
capital mobility. Multinationals may act 
to transfer capital from areas of lower 
to areas of higher returns, and over a 
long period such sustained movements 
may clearly damage a country's 
economic base. But this result cannot be 
reduced to the effect of multination-
ality. First, capital will always tend to 
flow out of countries where returns are 
poor to those offering higher 
returns-multinationals may simply 
ease a process which would exist 
without them . Furthermore, where 
there are substantial net capital 
outflows from an economy this is usual-
ly a consequence of the failure of na-
tional policies to raise efficiency in pro-
duction , rather than a cause of such 
failure. 

Second, multinationals will have an 
impact on macroeconomic policy such 
as management of the exchange rate 
and credit control. But the impact of 
multinationals per se needs to be dis-
entangled from the general impact of 
the scale of international transactions. 
For example, multinationals undoubted-
ly will speed up/slow down currency 
transactions in order to benefit from any 
exchange rate changes, and in so doing 
make exchange rate controls less useful. 
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But this would be true of any economic 
agent engaged in international trans-
actions. Similarly, the availability of 
credit in ' foreign ' centres undercuts 
monetary policy in a domestic economy. 
But again such funds can be deployed 
outside the context of multinational 
firms. 

Clearly, if all multinationals were 
organised on a global basis, and orders 
on their behaviour simply travelled from 
global headquarters to branch plant, the 
problems for national economic man-
agement would be severe. In practice 
the picture is far from so simple. Many 
multinationals do not pursue global 
strategies. In addition, they are con-
strained in pursuing such strategies as 
they do have by both economic factors 
(eg the fixity of many of their assets 
which militates against rapid changes of 
policy), and organisational ones, the im-
possibility of running a large organisa-
tion as a strict hierarchy in which orders 
move from top to bottom and are simp-
ly and unproblematically implemented. 
It may also be a mistake to suppose that 
all economic pressures tend towards 
global strategies. For example, recent 
emphasis on 'just-in-time' sourcing of 

components in manufacturing may 
imply some trend towards more use of 
local suppliers. (Under 'just-in-time' 
sourcing, long-term, constructive rela-
tionships are established with local sup-
pliers in order that large manufacturers 
can order what they want when they 
want.) 

In sum the role of multinationals, 
separate from the scale of international 
transactions, seems commonly exagger-
ated especially in relation to short-run 
economic management. Over the longer 
run they may prove central agents in the 
process of a country's economic decline, 
but to focus on their role in such a pro-
cess seems largely to put the cart before 
the horse. 

Finally, it is striking that in recent dis-
cussions of the problems of national 
economic management in Britain in the 
mid-1970s and France in the early 1980s 
(returned to in the next chapter) so little 
is heard of the role of multinationals. 
Even Holland 's account, whilst repeat-
ing the arguments of 1975 on multi-
nationals, focusses attention on capital 
flows as the basis for the recent failure 
of economic management (Out of Crisis, 
Spokesman, 1983). 

3. Britain in the 1970s 
The question to be asked in this chapter is how far Britain's 
experience in the mid-1970s can support the view that single 
country reflationary economic management is no longer a 
viable option. Britain is a good example to look at, not only 
because the events of the 1970s have commonly been used in 
this way, but also because it clearly is an economy highly 
integrated into the rest of the world. It has high trade/GNP and 
capital/GNP ratios, and is also probably the most dominated 
of all major OECD countries by multinational enterprise. For 
example, 70 per cent of all those employed in manufacturing 
are in multinational firms. 

The context of the Labour government's 
attempts to defy the deflationary pres-
sures in 1974 to 1976 has two important 

elements, one international, one 
national. On the international side the 
context was, of course, the first oil price 
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shock, the most serious deflationary 
pressure on the world economy in the 
post-war period. In January 1974, Bri-
tain joined with other major capitalist 
countries in agreeing not to deflate 
domestic demand to offset the balance 
of payments consequences of the oil 
price rise. But Britain was almost alone 
in sticking to this pledge. 

Second , the election of the Labour 
government was based on the battle of 
the previous Heath government with 
the miners. The importance of this was 
that the victory of Labour compound-
ed the already very powerful pressure 
towards a public sector wage explosion, 
by making it politically very difficult for 
Labour to resist such claims. Both these 
factors are important in any judgement 
of the significance of the subsequent 
events. 

The unsurprising consequence of 
Britain's 'go it alone' policy was a sharp 
deterioration in the balance of pay-
ments. The deficit on current account 
rose from 1.4 per cent in 1973 to 4 per 
cent of GDP in 1974. This led to a fall 
in the exchange rate which , coupled 
with a domestic pay explosion, com-
pounded the rapid rise in inflation. But 
it is important to note that both these 
problems were already reducing in scale 
well before the sharp reversal of policy 
in 1976 when loans were sought from 
the IMF. The incomes policy introduced 
in summer 1975 was followed by a sharp 
fall in the rate of inflation which peak-
ed in August, and the balance of 
payments improved , albeit slowly, so 
that in 1975 the current account deficit 
was down to 1.5 per cent of GDP. 

The loss of confidence in sterling in 
1976, which precipitated the policy 
reversal of that year, seems to have been 
caused by two elements: 
• a belief that the Bank of England was 

eager to encourage a further fall in 
the£ (it was $2 in March 1976, com-
pared with $2.40 a year earlier) 
-this provided a strong encourage-
ment for anyone to move out of 
sterling; · 

• the rise in public expenditure and the 

parallel rise in public borrowing 
which, especially because of the ex-
plosion of public sector pay, was the 
particular form that expansionary 
budgetary policy took in this period. 

The issue of importance here is how 
things might have been different, even 
given the international exposure of the 
economy. Any answer to this must be 
counterfactual, and hence speculative. 
It must also take into account that, 
apart ·from the level of international 
integration, there were other features 
of the British economy that over the 
short period of a couple of years have 
to be treated as given : 

• Britain's long-standing weak com-
petitive position in international 
markets; 

• the financing of government borrow-
ing through sales of gilt-edged stock 
to private institutions which gave 
those institutions very great leverage 
over government policy ; 

• the fact that domestic capital 
markets were completely dominated 
by private bodies, without trade 
union or other forms of more public 
regulation , meant that there was 
little institutional-cum-political 
inhibition on capital flight (a point 
particularly important in relation to 
Sweden , as discussed below) . 

Even given these constraints it is 
possible to argue that a policy of refla-
tion which was coupled with an effec-
tive incomes policy, focussed expendi-
ture on areas other than the public 
sector wage bill and was less ambitious 
initially might have prevented the 
'boom and bust ' sequence that 
occurred. Such a course would have 
depended on a series of political condi-
tions that are fairly remote from the 
actual situation at the time. Never-
theless, the point here being made is not 
that such an alternative was readily 
available, but that it was not available 
for reasons which have much more to 
do with the nexus of union/labour rela-
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tions, the ideologies and practices of the 
left, than with international economic 
integration per se. 

But it was the political context of 
the Labour government's assumption of 
power in 1974, coupled with the un-
precedented nature of the world 
depression, which made its position so 
difficult. In combination with those 

features of the British economy noted 
above, the task was, as of 1974, a fairly 
hopeless one. Nevertheless, the lessons 
to be drawn from this period are not all 
the impossibility of national economic 
management under current inte r-
national economic relations. This 
general point is returned to in the final 
chapter. 

4. France in the early 1980s 
Like Britain in the mid-1970s, France in the early 1980s had 
a socialist government which pursued economic policies of a 
reflationary character, which then had to be reversed. Like the 
British, the French case has been used to argue against the 
possibility of a single country reflation (but see Denis Mac-
Shane, French Lessons for Labour, Fabian Tract 512, 1986). Like 
the British, the French case is clearly pertinent to the general 
issue of international dependence; France has high trade/GNP 
and capital flow/GNP ratios, and though a newcomer, has 
quickly become an important country for multinational enter-
prise activity. 

Like Britain a few years earlie r, the 
French Socialists came to power in a 
very adverse international economic 
context. The French balance of pay-
ments had not fully adjusted to the 
second oil price rise by 1981 , and was 
quickly plunged into the consequences 
of what we can call the Thatcher-
Reagan depression , as these countries 
responded to the oil price and its con-
sequent rise with their own sharply 
deflationary policies. The US economy's 
condition in the first 18 months of the 
Socialists ' rule is indicated by the fact 
that American industrial production fell 
by 10 per cent from mid-1981 to the end 
of 1982 . 

If the British government of 1974 
might be said to have had a naive faith 
in the sanctity of international agree-
ments in expecting non-deflationary 
policies in other countries, the French 

government seem to have had a simi-
larly naive faith in the reliability of 
economic forecasts. At the time of the 
Socialists ' accession to power, a ll the 
major international and French fore-
casts suggested an upturn in the world 
economy in 1982. This failed to 
materialise, and the policy quickly 
became one of reflation in a deflation-
ary world . 

Secondly, the political context of the 
Socialists' accession to power was 
dominated not by the role of unions as 
in Britain, but by expectations of im-
mediate and substantial increases in 
social welfare. Whilst fully explicable 
given the long dominance of the right 
in France and the manifest inequalities 
of income, a commitment to greater 
spending on welfare makes a successful 
reflation very difficult . 

The French policy of reflating in a 
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deflationary world led inevitably to 
balance of payments problems, 
downward pressure on the exchange 
rate and rising inflation . Even allowing 
for the inaccurate forecasts of world 
growth in 1982 , the government would 
have been forced to devalue the franc 
as part of a reflationary policy. Unfor-
tunately, like the British Labour govern-
ment of the late 1960s, it resisted de-
valuation until forced into it, and thus 
undermined financial confidence. 

The focus on social welfare im-
provements had two implications. It led 
to a sharp rise in deficits in the social 
welfare funds and the national budgets. 
And, via increases in the SMIC (mini-
mum wage), it drove up labour costs, the 
latter also being hit by a statutory 
reduction in the working week . As in 
Britain, both the rapidity and the pur-
poses of the rise in public spending and 
the budget deficit led to a loss of finan -
cial confidence. The rise in labour costs 
meant a reflation that was not 'supply-
side friendly' and therefore did not have 
the effect on employment that might 
have come from an alternative package. 

Like Britain , France pursued policies 
which were not congenial to financial 
opinion, domestically or internationally, 
and this led to a flight from the currency 
(though not immediately). However, this 
did not force the same kind of crisis in 
France; there was no recourse to the 
IMF and no specific package of deflation 
suggested in order to secure funds from 
an external body. Rather the key ele-
ment seems to have been the Socialist 
government's own political calculation 
that the accumulation of a growing 
external debt , the counterpart to the 
balance of payments deficit, could not 
be allowed to continue. (This partly re-
flected changes in the political balance 
within the Socialist coalition.) This point 
needs to be stressed, _because the 
French government does not seem to 
have had any problems in financing 
either its internal or external debt as 
Britain did in the mid-1970s. 

The other important difference to Bri-
tain was the role of the trade unions. 
Where in Britain the unions ' role was 

central to the government's position, in 
France unions never had more than a 
passing role in government decision 
making. Whilst consultation was radi-
cally extended in the first period of 
Socialist government, there was none 
over the wage and price freeze which 
was introduced in June 1982 as part of 
the first reversal of policy. This reflected 
the deep-seated weakness of French 
trade unionism , its low membership 
(20-25 per cent of the workforce) , and 
its highly schismatic structure and 
politics. In Britain part of the problem 
was the politics (in the broadest sense) 
of a unified and large trade union move-
ment; in France the unions were never 
very significant actors in the policy-
making process. 

Defeat 
The period of French Socialist govern-
ment was by no means an unmitigated 
disaster-unemployment, for example, 
rose much less rapidly in France than 
in Britain over the same period . Ulti-
mately, however, the Socialists suffered 
a severe electoral defeat (in 1986), and 
this obviously prevented them carrying 
through much of the radical reform 
package of 1981. Was this the inevitable 
consequence of ignoring the constraints 
imposed by the international economic 
structure? 

Setting aside the over-optimistic fore-
casts of prospective world growth in 
1981, it still seems to be true that the 
consequences of French politics for the 
exchange rate were not properly 
appreciated. Again, somewhat parallel 
to the British Labour government of the 
mid-1960s, there was a hope that indus-
trial policy could so revive industry as 
to avoid any devaluation resulting from 
the reflationary policy. In the longer 
term such a focus on industrial policy 
appears much less pie-in-the-sky in 
France than in Britain; but in the short 
run , industrial policy cannot be an alter-
native to macroeconomic measures. 

Secondly, and however difficult politi-
cally, the French government needed to 
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go mu<'h mon' slowly on the improve 
nwnl of publi('(y rinan<·c'd welfare berw 
fits if IIH'S<' were' not l.o undcrmirH' its 
r<'I'IHI ionary stanc·<'. llw sanw ('an l><' 
S<lid about m<'<lSlii'('S whi<"h had I h<' 
<'ffe('ts of sharply raising labour c·osts at 
Ill<' sa m< 1 inw as <'mphasising <'m ploy 
nH nt nc'alion as a poli<·y objN' tivc'. 

Finally, I he' <"Hpadty to borrow abroad 
do<'s no I se'<' m I o have I>N'n a problem 
fort lw Fn'tH'h governm<'nl. In this ('On 
t<'XI orw musl. qu<'stion tiH polili('al 
('CI Ic·u l<ll ion I hat a growing <' t<'rnal d<'lll 
wHs polit.i<'ally insupportahl ' . Tlw 
Fr<'11rh gt>V<'rn nwn l rc'mained cn'dit 
worthy 011 i11l< rnal io11al finat1<'ial mar 
I < ts through IH82, whi<"h was not tnH' 
of tlw British govNrHll <'l11 in ID7!i . 

Ovc'rall , t lw sanw gen<'ra l points ('an 

be mad about Fran · as about Britain. 
A mor<' (initially) ·autious reflation, 
mor<' 'supply-side fri ndly' than thos 
adually pursued , might have mitigated 
the loss of finan<"ial confidence which 
hot h suff red from, though this do s not 
SN'rn to have be<'n such a compelling 
tonstraint in Pran ·'as in Britain . Both 
attc'rnpt('(l w pursue reflation in an 
unusually unpropitious international 
nvironnwnl ; but it c·annot be said 

<' it her that t h<' international ol'\iunc-
t ur<' or the structure of the int rnational 
<'tonomy ruled out a reflationary policy 
o/1 initio. Muth of the problem in both 
<"ountries lay as much in the internal 
poliC'i<'S of I he ruling group and its allies, 
as in tlw extNnal conomic nviron 
llH'I\1. 

5. Sweden in the 1980s 
'w d n, lik France and Britain, i highly integrated with the 
inter·national onomy. Trad and capital flow form a ub-
stnntial ..at.io to NP, and multinational ar very ignificant; 
r· lative to it size, w di b manufacturing indu try rank a 
one of the mo t multinational in the world. A i very well 
known, w den combin th characteri tic with a highly 
' U ·ce- 'Sful ma ro conomi p rforman mo t notably 
registered in th un mploym nt figure, which i currently 
around 3 p r· ·ent, and ha u abov 4 p r ent in th 
1970s and 1980s. 

Enormous amounts hnv<' lwen written 
011 tlw ('Ondit ions or Sli('( ' ('SS of Swedish 
<'ronomi<' poliry. llt'n' tlw oll.i<'<'li e is to 
focus on orw short episod<', llw rdln 
I ionnr·. IWriod from I !lH:... and I o con 
I rasl t h<' su<'<'<'Hs or poli<'. in I his tWriod 
with tlw r<'lat i <' failures, alr<'ad. dis 
<·uss<'d , ill Britain and Fnllll'< . 

Tlw Swedish <'<'Onomy did not <'S<'<IPl' 
th<' pains of th< oi l shoeks or tlw IH70s. 
11 tH'<'unwlnt<'d a st rin!-( or cutTent 
tHTolrnt d< ficits, whid1 lo!-(t'l h<' r rais<'d 
for<'i!-(n dl'lll to 80 per <'<'Ill of GDP h. 

l!l82 . Employnwnt in manura ·turing 
f< llby 7•1,000 belwe('n W70 and 1980, 
and rnostjoh <T<'ation was in tlw public 
se <'tot; with half a million <'xtra jobs over 
the same twriod . The <'ounl<'rpart to this 
was n growing public sector deficit from 
tn7H , pNlking at l' .2 pn cent or ,op 
ill IHH2 . 

The st rat <'gy lm\1\l'hl'<i in I HH2 was 
011(' of ('X pori il'd growl h , fed by a 
de n lua t ion of I (i per l'l'nl. lh accom-
pnn. thb, fiscal policy was mildly dcfla 
t ionary (twnking at a fall in tlw budget 



deficit of 2.2 per cent of GNP in 1984), 
thus offsetting part of the expansionary 
consequences of export growth . The ob-
jective of the policy was not only to 
return to a 2 per cent unemployment 
target , but to shift resources from the 
government to private sector invest-
ment via increased profits. The policy 

,has been a success. Exports rose sharp-
ly in response to the devaluation, 
unemployment fell, and industrial pro-
fits rose. 

Such a policy success was plainly con-
ditional on a number of features of the 
Swedish economy. First, devaluation has 
increased exports partly because of the 
renowned quality of Swedish goods; in 
Britain especially, such a policy may not 
be successful, given the poor non-price 
characteristics of British goods and the 
seeming inability to compensate for 
these characteristics by lower prices in 
many market sectors, where consumers 
are unwilling to trade off poor quality 
against cheapness (K Williams et al , 
Why Are the British Bad at Manufac-
turing? Routledge & Kegan Paul, 1983). 
This export-led growth, focussed on in-
vestment goods, has also no doubt been 
aided by the sophistication of Swedish 
technology-Sweden devotes the high-
est proportion of its national income to 
research and development in the OECD. 
In sum, Sweden is in an especially 
strong position to expand exports, given 
its very strong manufacturing base. 

Secondly, the devaluation worked 
because it was not followed by a wage 
explosion in Sweden . The reasons for 
this are highly significant. Partly it was 
becau e the Swedish unions accepted a 
fall in real wages in return for employ-
ment maintenance by government 
labour market programmes. Partly it 
was because of the acceptance by the 
unions of the need to raise industrial 
profits in order to raise investment. This 
was made palatable by a substantial 
move towards the socialisation of invest-
ment through the introduction of the 
famous and controversial wage-earner 
funds, which vested a growing propor-
tion of company shares in union-
dominated pension funds. 

In this way Sweden was able to pur-
sue a reflationary policy which did not 
have to be rapidly reversed as in Britain 
or France. It worked despite Sweden's 
deep enmeshing into the world 
economy. 

What the Swedish example shows is 
the interdependence of industrial , 
macroeconomic and 'social' policies. 
Under current conditions a successful 
industrial base pushes out the con-
straints on macroec.onomic policy enor- · 
mously. But it does not guarantee 
macroeconomic success, which also 
requires a capacity to gain a wide con-
sensus for policies, or to impose them on 
an authoritarian basis. In Sweden , as in 
Norway and to a lesser degree, Austria, 
such consensus has been achieved by a 
'corporatist' agreement between unions, 
employers and government. (This is not 
the only path to macroeconomic suc-
cess, but the other major examples-
Japan and Switzerland-have achieved 
their goals partly either by authoritarian 
government or forced emigration, which 
hardly make them examples to be 
followed.) 

Part of this corporatist arrangement 
rests on the existence of a unified, well-
resourced and ideologically sophisti-
cated trade union movement. It also 
rests on a recognition that macro-
economic policy making cannot be 
treated as separate from political issues 
such as the control of investment and 
the wage structure. 

Finally, it is important to note that 
whilst policy was changed in 1982 
following a period of accumulating fiscal 
deficits, this change of direction was not 
forced on the Swedish government by 
any loss of confidence and capital flight. 
Sweden was easily able to finance a 
growing external debt at the end of the 
1970s and beginning of the 1980s. 
Domestic capital was increasingly under 
the control of pension funds which 
made them politically different animals 
from private investors in Britain or 
France. This is another area where suc-
cessful macroeconomic policy is linked 
to broader policy objectives, in this case 
the socialisation of investments. 
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6. Conclusions 
This pamphlet has attempted to assess how far changes in the 
structure of the international economy have undermined the 
possibility of national economic management. The broad con-
clusion is that whilst such structural changes have rendered 
such management more difficult, it has by no means confined 
national economic management to the "dustbin of history". 

Op nn s to trad , to financial flow 
and th rise of multinationals do not 
automatically r nder national economi 
manag ment impos ible. Th first and 
third of th s in parti ular r nder an ef-
ficient manufacturing bas a ll th mor 
important. Trade openn ss is manage-
able as long as there are pos ibilitie of 
xport promotion/import sub ·titution to 

offset aclver e xterna l paym nts po i-
tion . The scope of mu ltinational ent r-
pri e, has the ame implication. They 
h lp analise foreign investment flows, 
though ov rail '.' th reallocation of 
resources brought about by multi-
national enterprise activity is ... 
xtrcmC' ly marginal compared to that 

caused by th underlying hang s in 
int rnational cost and demand condi-
tions to whi h multinational enterprises 
and others respond " (M Sw denborg, 
"'w dC'n" in J Dunning (eel) Multi -
national Enterprise, Economic true-
lure a 11d ln/enwtional ompetitive-
ness, Wiley, 1985) . "Underlying co t and 
demand conditions" arc not beyond 
national govC'rnm nt control. 

Capit al flows have been highlighted in 
much rC'CC'nt discussion of the problem 
of national C' onomic manag ment. This 
('mphasis is probably orrect, espe ial -
ly for Britain . But as the C'xamples abov 
havC' shown, the clegrC'(' of financial con-
fidC'n('e is by no mC'ans an automatic 
consequenc of a parti('ular govC'rnment 
policy- witness rC'C'<'nt gyrations in con-
fidence in t lw US dollm: Rather it relat.C's 
to both tlw structure of domestic capital 
mark<'ts (in<·luding how closely they are 
int<'grat('( l with int 'rnational markets), 
and to the calculations employ d by 
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finan cia l markets in responding to 
government policy. The policy implica-
tion is partly the obvious one, to empha-
sise the need for a degree of caution in 
policy so a not to lo e uch onfidence. 
But there ar more radical mea ure 
which can reduce the leverag of such 
markets over state policy, a nd here 
France in a small way and Sweden much 
more radically how what i po sible. 

Until th 1980s France was reasonably 
uccessful in insu lati ng domestic credit 

po li cies from policies designed to influ-
ence international capita l fl ows. Credit 
ceilings operated via both publi and 
private financial institutions were used 
to guide domestic investment levels. 
Exchange control were a lso employed 
to h lp excha nge rate policy. However, 
there ha been some retreat from this 
inc 1985 , de pite the nationalisation 

of mu h of the remaining private finan -
cial sector during the Socialists' period 
of office. 

In Swed n, whilst exchange controls 
have been used , eemingly th most im-
portant lement in insulating the capital 
market from the vagari of inter-
national financial confidence has been 
the dominan ·e of politically-regulated 
investing institutions (e pecially pension 
funds) which have been a very ffective 
barrier against capital flight. Recently 
Swed n has, with many countrie , 
moved to 'liberalise' part of it finan -
cia l markets, but has b en careful to try 
and combine this with continued depen-
dence of dom stic investment funds on 
dome tic sources. 

A suggC'sted in the general discussion 
of openness above, it is important to dis-



tinguish long-run trends in capital 
mobility from what may well be more 
passing features of the world economic · 
framework. In particular, as everyone 
knows, there is an enormous volume of 
funds flowing in and out of the City of 
London and other financial markets, 
much of which is clearly speculative in 
the sense that it involves purchases of 
foreign exchange not as instruments of 
other economic transactions but in 
order to make profits/avoid losses on 
fluctuations in the price of foreign 
exchange. 

This explosion in the volume and 
volatility of short-term capital flows can 
largely be accounted for by the break-
down of the Bretton Woods exchange 
rate system. The volatility of exchange 
rates and interest rates which has 
followed from this breakdown has 
created enormous incentives for cor-
porate treasurers to deal in the foreign 
exchange markets on an ever increasing 
scale. In addition, the failure of floating 
exchange rates to equilibriate current 
accounts of the balance of payments has 
required much greater offsetting capital 
flows to give overall balance to the 
balance of payments. 

The important point in the current 
context is that a large proportion of the 
current capital flows are due to quite 
specific institutional problems, not to 
secular trends in the level of integration 
of the world economy. This is not, of 
course, to say that these problems can 
be easily righted (seeS Strange, Casino 
Capitalism, Basil Blackwell, 1986), but 
that it would be wrong to put these 

flows on a par with the increasing trade 
dependence of national economics and 
increasing multinationality of produc-
tion, which are clearly longer-term 
trends more deeply embedded in the 
structures of the capitalist economies. 

The Swedish example in particular 
illustrates the continuing crucial nature 
of what might be called the politics of 
wage bargaining and the centrality of a 
dynamic manufacturing sector to the 
success of macroeconomic policy. These 
two points indicate the necessary politi-
cal priorities for any more successful 
programme of national economic man-
agement in the UK context. If these are 
got anything like 'right' then we need 
not despair of national economic man-
agement . 

The argument of this pamphlet is not 
that we can return to the halcyon days 
of the 1950s and 1960s in respect of na-
tional economic management. The con-
text has changed, and in particular this 
means we need to be imaginative in 
thinking about new instruments of that 
management, an area of debate which 
logically follows on but cannot be pur-
sued here. The political implication of 
the position taken in this pamphlet can 
however be briefly re-emphasised . It is 
above all that the successful pursuit of 
national economic management is not 
a chimera, or a lost cause to be aban-
doned. For the foreseeable future 
British Labour governments will have to 
deliver a degree of success in such 
management to survive electorally, and 
hence to be able to deliver all the other 
objectives socialists desire. 
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Can governments manage the economy? 

From the 1930s, the most striking feature of the development of advanced capitalist 
countries was the rise of the national economic management. Governments 
regulated the national economy to obtain some mixture of employment, growth, 
inflation and balance of payments goals. 

But, with the collapse of the post-war boom in the early 1970s, it has become 
widely accepted that the changing structures of the world economy have made 
successful national economic management impossible. 

Jim Tomlinson sets out to examine this belief by firstly analysing the changes 
which are alleged to have made economic management impossible: the growing 
dependence on international trade; the internationalisation of financial markets 
with massive flows of capital in and out of countries; and the growth of 
multinationals. He finds that while none of these makes economic management 
any easier, equally none offers an insuperable obstacle to managing the national 
economy. 

He then examines the experiences of three countries as case studies. With Britain 
in the mid-1970s and France in the early 1980s, he shows that political constraints 
were at least as important as external pressures in confounding national economic 
policy. In contrast, Sweden shows how the effects of the structural changes in 
the world economy can be offset by appropriate policy measures. Sweden's 
successful export-led growth strategy, begun in 1982, resulted in a fall in 
unemployment and a rise in industrial profits-because the strategy was based 
on a political consensus that allowed for control of wages and investment . 

.Jim Tomlinson concludes that successful national economic management, 
although more difficult to achieve than before, is still possible. And he argues that 
a degree of success is vital for future Labour governments-not only for electoral 
survival but to ensure the implementation of their socialist objectives. 
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