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Introduction 



Perhaps I should begin this dissertation with a quotation from the famous British 

economic newspaper, The Financial Times, in which the title of an article is: "World 

Economy at a turning point". This article refers to two world economic phenomena as 

being behind this turning point, the reappearance of "the recessions" (business cycles) 

and the oil "price explosions". It was almost impossible in the last 15 years to listen to 

any politician or economist without hearing the word "recession". 

Why has this "turning point" come, what precedes and follows this turning point? 

If we watch the world's economic and political events, we can really see very 

fundamental changes, often turmoil: the collapse (or perhaps defeat) of the socialist 

system, the flare-up of nationalistic feelings, anti-Semitism, separatism and sometimes 

even civil wars. The question is whether anything is behind all these political and 

economic turmoil? Inevitably the question arises why these events have been taking 

place in the 1990's and not at any other time, 10-20-30 years earlier? Were there any 

similar events in the past? And what was behind those political events? Studying the 

past can help us understand the present. Is the old Latin proverb "História est magistra 

vitae", in English "history is the great teacher of life" - still valid? We can and must 

learn from history. 

Recession: Recession is the most widely used catch-word. What does this word 

mean? Is it a new word, an economic phenomenon? For many, perhaps, it is a new 

word, but for others this is not new at all. In the literature of economics, and in the 

general media we can often read or hear the word "recession", and equally "depression", 

"crisis", "slump", "crash". So the question can be raised: what is the relationship among 

these words, do they have the same meaning or not? What is their common content If 

there Is one? 

These words have common features, all of them refer to the same economic 

phenomenon the essence of which can be best understood by discussing the main 
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manifestations of it. It is important to see that they have identical meanings, because 

some might think that they are different. Perhaps one might argue that the word 

"recession" suggests a milder form of crisis than words like "depression", "slump" and 

"crisis" do. This is not the case, as these words express the same economic 

phenomenon: over-production crisis. This contention can be proved by referring to the 

fact that the 1929/33 crisis was called sometimes: The Great Crash (J.K. Galbraith), 

crisis, slump, The Great Depression by others (See: Peter A. Jones: An Economic 

history of the USA since 1783. p. 239-254) 

And this idea was also supported by economic historians who attended a world 

conference in 1986, in Bern, Switzerland, who alternately used the above listed words. 

The title of the conference was: „The impact of the depression of the 1930's and its 

relevance for the contemporary world." 

It follows from the above facts that the word "recession", which is perhaps most 

widely used nowadays, does not necessarily mean that it is different from "crisis", 

"slump" or depression. 

"Turning point" 

This expression refers to the fact that directly after the second World War there 

was a period of "Economic Miracles" or "Golden Age" as some have put it. There were 

some countries like West Germany, Japan and Italy associated with these miracles, 

period of rapid and uninterrupted economic growth. This was the time when many 

economists believed that the cyclical character of business activities was over. Perhaps it 

would be useful to mention that among other factors responsible for the miracles was 

state (or government) intervention, or its very active participation in the economic life of 

many countries. And this epoch came to an end in around 1974 when the "taming point" 

happened. 
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Structural -overall (global) crisis 

The question is whether the recessions in the 1980's—90's are only structural, 

affecting only some specific industries (steel, shipbuilding, textiles) while other 

industries are increasing their production, and do not decline? Overall (global) crisis 

means that the total industrial production declines. If these crisis were only structural, 

decline occurring in some industries could have been offset by increases elsewhere. 

These were not exclusively or predominantly structural over-production crisis, because, 

as we will see later, there was a 12 % fall in production in the 1st recession and at 10 % 

fall in the second. If there had been only or predominantly structural over-production 

then the increasing production in one field might have counter balanced the decline in 

other fields and it would have created growth instead of decline. Some people believed 

in structural crisis because the decline in some fields was more spectacular (steel). The 

second argument against these crisis being only structural in nature can be that world 

famous economic historians in the previously mentioned world conference did not 

mention that they were only structural. A third reason can be cited as well. The concept 

of structural crisis assumes that either spontaneous mechanisms or governments can 

solve a structural mismatch (disharmony) by structural adjustment. After the first 

recessions (1975) there was a boom, we should assume that either a mechanism or 

government could solve the maladjustment problem. Then why did the second and even 

the third recessions occur? Take for example US car sales fluctuations, its ups and 

downs, were they only structural? Was there only car over-production during the 

recessions and underproduction in the case of other products? Or perhaps the car quality 

was not good - but does the oscillation-indicate that sometimes it was good 'out at other 

times it was bad? Obviously this can not be the case. 

If these had been only structural crisis, slump only in some areas but boom in 

others, one would have expected that the unemployed from the declining sector to find 
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employment in the booming sector, so there would not have occurred a very great 

increase in unemployment. 

What is the relationship between overall and structural crisis (recessions)? 

Within the overall industrial decline there can be industrial sectors, or products of 

which the decline is smaller or there is even some increase, but these can not offset 

overall decline. The production of different products behaves somewhat differently. It 

may be that steel production declines by 30 %, but manufacturing of electronic products 

increases by 20 % so the latter does not compensate for the decline in steel production. 

Within the overall industrial decline of 40 % during the 1929/32 recession, there 

was a much greater decline in shipbuilding (about 90 %) in England. 

Management crisis v. industrial over-production 

Another important problem is whether recession should be attributed to bad 

economic management (or mechanism) or to something else. 

What is economic management (mechanism)? The crucial question in every 

society is what to produce, how to do it, and for whom? What to produce can be 

determined by consumer demand or market forces, by big monopolies (on the basis of 

market research) and the government (state). In the pre-1929/32 recession period it was 

the market (supply and demand) or as A. Smith put it, the "invisible hand" which 

created a balance between demand for different goods and the supply of goods. So the 

market was the controlling mechanism of production, not the state. But after the "great 

crash" of the 1930's, the Keynesian revolution, and on this theoretical basis, a new 

economic policy, government intervention (control-management) came into being. That 

is instead of the "invisible hand" the "visible hand" became more prominent. 

So the question is whether the 1929/32 crisis a management crisis in the sense that 

it showed the failure of market mechanism.? Consequently the recessions of the 1980— 

90 can be considered as failures of state management of the economy. 
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So the failure of market mechanisms was proved by the "Great Crash" - and the 

correction (or remedy) was State intervention (in the USA the New Deal). The failure of 

State control, it is assumed, in the 1980-90's manifested itself in the recessions, and 

eventually the elimination of state interference through privatisation. 

Here is a very strange contradiction. During the Great Depression, and directly 

after it, the remedy was greater state control. But in the new recessions the state could be 

the cause of economic trouble!? This is an irreconcilable contradiction. 

The solution, my hypothesis is that recession can occur both in market economies 

and in conditions of more government control. There are some effects of the form of 

economic mechanism upon the business cycle, but neither can be a cure for it. Let's 

examine the historical facts. After the "Great Crash", there was more government 

intervention in the USA, "New Deal", but still, around 1937 a new recession was 

unfolding, and only the breakout of W.W. II cured the recession. On the other hand, the 

recessions of the 1980's and 90's can not be a consequence of state interference, partly 

because this happened even in the USA, where the government's role was very minimal. 

Partly because, as I have pointed out, in the very countries where government 

intervention was much greater, in Italy, Germany, Japan economic miracles happened 

directly after the world war. 

The recessions have deeper causes than simply the form of economic mechanism 

(market or state). 

Old and New recessions 

The question is whether any relationship exists between old (1929/33) and new 

(1974/75 - 1980/82, 1990/92) recessions? There are some who perhaps think that the 

old one was so long ago and economic life has changed so much in the mean time that 

there is no relationship with the new recessions. Not to mention the younger generation 

who had no direct experience of the Great Depression. 
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The truth is that there are many periodicals, newspapers and books that refer to the 

similarities of the two recessions. Let us see some of these which prove that. 

- "December 1930 was a sombre month... Britain then was preoccupied with 

many of the problems which still preoccupy Britain Today."1 

- "The impact of the depression of the 1930's and its relevance for the 

contemporary world."2 

- "Galbraith on great crashes" (the plural indicates) (that old and new crashes)3 

- "Lessons for Mr. Major from the slump of 60 years ago"4 

- "In New England's Economic Slump, Echoes of the DIre'30s."5 

I think there are enough of these quotations - although there could be much more, which 

we often encounter in the economic and non economic media. 

The parallels or similarities between old and new recessions, of course, do not 

imply that there are no differences. The old recession was much deeper, in terms of 

industrial decline, about 40 %, and at that time there was deflation, that is, decreasing 

prices were characteristic. During the new recessions the industrial slumps were 

sallower but there was significant inflation. 

G-7 GROUP of seven 

I would like to say something about the G-7 countries. It is beyond my 

competence and my knowlidge to give any balanced evaluation of the G-7 tasks 

perfomance, achivements or failuries. The G-7 (Group of Seven Industrial Countries) 

this is virtually an informal steering commettee of the world economy.* It their head of 

stafes or finance ministers meet anually. Of this the IMF, World Bank, RDB (Regional 

Dev Bank) and GATT (later WTO) are virtually executive agencies. 

1 Title in an article: Financial Times, December 24. 1980. 
2 Title of a book, containing the lectures by economic historians at the Bern World Conference in 
1986. 
3 Title of an article in: IHT, April 1. 1988. p. 18. 
4 Title of an article in: The Times, Február 21. 1992. 
5 Title of an article in: IHT, December 16. 1991. p.3. 
* GLOBAL ECONOMIC LEADERSHIP and the Group of Seven , G. Fred Bergsten, G. Randall 
Kenning Institute for international Economics, Washington D. C., June 1996 
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The general main task of the G-7 meetings is to provide leadership of the world 

economy, harmonize national economic policies. 

Some of the many more concrete tasks are: trying to secure world economic growth and 

stability lessen the business fluctuation and unemployment (Istress these from the 

standpoint of my dissertation) 

Many failures of the G-7 

I must admit that it is very likely that there have been a lot of success too, but I 

concentrate on the failures. 

In the media, and in the special literature we can hear and read much about the fact that 

the G-7 was unable to predict (forecast) and prevent the emergence of major economic 

problems and if these occure to cure or at least mitigate them. 

This is the case with the recessions of the 1974/75 and 1980/82 years, with the high 

unemployment, declinig living-standard. It is very difficult - 1 admit - to harmonize the 

economic policies, because of the often conflictig economic interests among the seven 

countries. 
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Figure 1. 
Industrial Cycles in the 1930-1940*s6 

/VadVarl 

1930 193S 1940 1945 1950 

Some business cycle theories 

It is not the objective of the dissertation to give a comprehensive account of the 

various theories and some critics of them, still it seems logical to mention some more 

important in a very short way. After the industrial revolution In Britain more and more 

economist sought the essence and basic cause or causes of the Industrial fluctuation, and 

various theories were created. 

The cyclical movement of industrial production is not new, it came into being 

after the industrial revolution (1780-1820) in Britain, and after the industrialisation of 

the USA. In the case of the US, from 1861, at more or less regular Intervals, the 

recessions followed each other. From this fact, it can be concluded that they are related 

to industry, industrial development and that they are not accidental. 

The search for the cause has been going on for a long time. Economists put 

forward many suggestions as to the cause and the remedy. The history of mankind Is full 

of human suffering; famine, epidemics, draught, floods, and all of these were connected 

6 Samuelson: Economics, 11 ed. p. 238. 
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in one way or another with low levels of production, scarcity of material goods. So the 

old type of human misery could be understood relatively easily, in terms of the scarcity 

of goods. But what can be seen after the industrial revolution? That it is the abundance 

or the existence of too many goods that creates a situation when human misery occurs. 

This absurdity was very clear during the 1929/32 depression. When the huge surplus of 

products (wheat, coffee, etc.) was destroyed, production of different goods declined -

but on the other hand, the basic needs of a great part of the population were not met, 

starvation appeared. What or who is responsible for these conditions: nature, or some 

sort of economic policy mistakes of governments? Is it avoidable or not? These are very 

exciting issues. Economic theories have been created to explain the causes and offer the 

solutions to the recessions. Some theories were full of abstract mathematical models, 

impenetrable by unsophisticated human beings. Theories, economic theories especially, 

have the nature of reflecting the ideas of their creators. We should remember Balzac's 

saying: "Tell me what is your property I'll tell you what is your way of thinking".7 

In industrial societies, there are the industrialists or employers and there are the 

employees. We should not be surprised that these two groups of people and economic 

theoreticians connected with them think differently about the nature and the solutions of 

the crisis. The interesting thing is that very often objective economic facts are mirrored 

differently in the ideas of thinkers. 

Juglar Cycle: The cycles of 9-10 years of industrial activities was named after Juglar 

Clement of France who lived 1819-1905, who was first in recognising the fluctuating 

nature of business activities. His most important work on business cycles, was 

published in 1860 the title of which was „The cyclical return of commercial crisis in 

France, England and United States". He divided the cycle into three parts: boom period, 

crisis and bankruptcy. Juglar's analysis of crisis in essentially a monetary one, he 

7 Balzac: Peasants - introduction 
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emphasises the role of bank credit in the unfolding of crisis. He argues: „that protracted 

periods of inflation and expansion are brought to an end when the banking system 

initiates a contraction"8 - and this leads to crisis. Some other theories of the business 

cycles, which attributed the process to „real" causes were critical of this aspect of 

„Juglar's argument". 

Marxian crisis theory: Marx identifies two main direct causes of the production crises. 

The one is discrepancy between production (productivity) and consumption, or 

insufficiency of demand. This is due to the relative decline of real wages. The other one 

is the contradiction between the organised nature of production within the firm and 

unorganised production at national (macro) level 

Marx argues that these two contradictions come from the basic contradiction of 

capitalism - the social character of production and individual appropriation. 

Kondratief N.D's: Long waves cycles. His book was published in 1925 the title was: 

„The Long Waves in Economic Life". He identifies 3 long cycles connected with certain 

technological developments, starting with inventions and more significant innovations, 

in the starting periods in the upward movements of the cycles. 

These long waves are: from 1780 till 1844, from 1851 till 1890, and from 1890 till 

1914-1920. What is specially interesting that Kondratief emphasises that these cycles 

create large social, economic, political disturbances as well, sometimes social 

revolutions. Kondratief was not absolute sure of the existence of these long wave cycles 

he termed them only as „very likely".9 

Schumpeter s theory: „In almost all historical cases (crisis) there are so many 

„accidents" that can be made responsible for the crises that there is a need for searching 

more general, deeper causes."10 Schumpeter mentions that Juglar's decisive discovery 

8 The New Palgrave-Dictionary of Economics, p. 1037. 
9 Modern Közgazdaságtan ismerettára. (The Store of Knowledge of the Modern Economics) 

K.J.K. Budapest 1993. p. 313. 
10 J.A. Schumpeter: A gazdasági fejlődés elmélete. (The Theory of economic development) p. 

284. 
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that cyclical movement of production are regular concomitant to capitalism from its very 

beginning. This fact confirms that behind the historical accidents deeper, general cause 

must be sought. According to Schumpeter, Juglar claims that: „the only cause of the 

depression is the boom", in this way he abstracts from the multitude of accidental causes 

(surface phenomena) of depression. 

Samuelson's views: One of the much frequented US economist in the Hungarians 

economist circles, and his textlook is often used so let's see his opinion on the possible 

causes of recessions. 

Samuelson also classifies the different theories into two categories primarily 

external and primarily internal. The external theories consider that the fluctuation come 

from outside the economic system, like wars, revolutions, elections, gold discovery, 

population migration, scientific breakthrough and technological innovation." 

The internal theories look for mechanisms within the economic system itself that 

will create a self-generating business cycles so that every expansion will bring about a 

recession and contraction and conversely every contraction will bring about revival and 

expansion in a repeating, never ending chain. 

Samuelson also mentions the concept of political business cycles, this view is 

connected with the elections when different parties come power and they pursue 

different macroeconomic policies so „economic life vibrates with the rhythm of 

politics". 

Samuelson argues that a synthesis of internal and external factors connected with 

investment, acceleration principle and multiplier effects play a decisive part in causing 

the cyclical movement of business. 

Some conclusions from these great variety of causes of cyclical nature of 

industrial production. Why is this multitude? It is natural that before or during the 

recession great many social, economic, political events occurred, human society is very 

11 P.A. Samuelson, W.D. Nordhaus: Economics 12 Ed. p. 194-195. 
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complex, complicated. These events can play important, sometimes decisive role in 

recessions but in a certain sense they must be considered „accidental" or sometimes 

„surface" phenomena. Accidental because they don't come from the very nature of 

capitalist industrial production there is increasing productivity and profit. Surface 

phenomena because below them there are other causes (like behind panic, protection 

etc.) 

The fact that industrial crisis occur at more or less regular intervals since 1823 in 

England and since 1873 in USA, and Germany indicate that there must be some 

common underlying cause in addition to those accidental or surface causes. 

The other factor is that it is in the interest of the business people and their paid 

theoreticians not to discover and emphasise that the dominant root-cause of the crisis is 

the profit motivated ever increasing productivity. 

This of course does not imply that there are no economists, social-scientist who 

can look behind the surface and can find the decisive cause and would have suggestions 

of effective remedies. But the appearing economic, political forces are much stronger. 

Industrial over-production 

I admit that there are many different theories attempting explain the causes of 

recessions, but I'm convinced that the most important one is related to over-production, 

that is, an imbalance between production and consumption. 

Or sometimes it is termed "underconsumption". In attempting to support my 

contention I would like to mention some statistical facts and opinions of well-known 

and respected economic experts. 

See the facts connected with the 1929/33 Great Crash. "When industry is 

prosperous, the proportion of the revenue paid in wages diminishes in comparison with 

the proportion used to increase the mechanical means of production. The report of the 

Committee of Enquiry presided over by ex-President Hoover, then Secretary of 

Commerce was evidence of this fact as regards the United States. According to that 
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report, from 1922-1927 productivity increased 4 % per annum... real wage by only 1,7 

%, while profit rose 9 %, another investigation showed that capital taken from industrial 

revenue increased 18%. 

Let me illustrate this:12 

productivity 4 % 

real wage 1,7 % 
A, B1 

The statistical facts show that before the outbreak of the depression (1929) there 

had been a tendency for the gap between productivity and real wage to increase, 

showing that workers produced more and more but because of the relative decline in 

their real wage, they could buy relatively less and less. This discrepancy, or tension 

increased, and at the point Bj -B2 it was much greater than at the point A] - A2 . When 

this tension is very high it may happen that some accidental happenings (stock-exchange 

panic) can trigger off a recession. It is wrong to consider panic as a cause of recession, 

this only sets off the process, the real cause is under consumption. 

J.K. Galbraith opinion Nobel price holder IJS economist. In connection with 

capitalism J.K. Galbraith lists 5 weakness among them is the "bad distribution" of 

income which was responsible for 1929/33 Great Crash".13 

F.D. Roosevelt - about the cause of the Crash. 

"We already know that these economic units (the corporations) can only function if all 

groups of the nation has satisfactory purchasing power."14 

12 Economic Problems of Today... Chicago, 1936. p. 362. 
13 J.K. Galbraith: "Great Crash..." p. 182. 
141. Láng: Economic policy of US 1933-39. p.39. 
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Frank Vanderlip. US Banker, famous millionaire of the 1930's acknowledged: 

"The capital kept too much for itself, and the workers did not have enough necessary to 

buy their share."15 

US Economic history... "Despite a rise in real wages throughout the 20's as a 

whole, an increasing larger percentage of the national income went into profits and 

undistributed surpluses, which helps to explain why the rate of increase of consumption 

was slower than that of production... there was a tendency to underconsumption and 

increasing maldistribution of income."16 

The previously mentioned facts, and experts' opinions perhaps convince us that 

over-production is really the main cause. I emphasise that this discrepancy between 

production and the purchasing power of the population is very often hidden under the 

surface, cónsequently some surface phenomena (panic, stock-exchange collapse, 

economic policy blunders, oil price explosion etc.) cover these. 

As to the post 2nd World War period there are very interesting a revealing 

statistical facts. Over the period from 1947 until 1973 - that is during „the golden age" 

in the USA - both the productivity and real wage increased by 3 % annually. So there 

was no discrepancy between the two. But between 1973 and 1992 the productivity 

increased by 0,7 % and real wage only by 0,3 % annually, the discrepancy reappeared 

and the recessionary period as well.17 

More and more robots are installed and used replacing workers. Let me mention 

an interesting dialogue between George Meany, once the head of a US trade union of 

auto workers and Ford. Ford half jokingly warned Meany not to initiate strikes of auto 

workers, because the "robots are coming" he said. Meany's answer was very true and 

witty: "Okay sir" he answered, "but who will buy your cars?". So this is the great 

dilemma. From the stand-point of the corporation (firm) labour cost saving, and 

15 R.O. Boyer... Labor's Untold Story, p. 319. 
16 Peter D.Jones: An Economic History of US. p.231. 
17 The Wall Street Journal, 1995. V.26. p.8. 
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robotization increases the productivity and profit at the micro level. But what happens 

with the worker, when he loses a great part of his buying power. So at the macro, 

national economic level, a growing part of the labour force remains unutilised, that is, 

wasted. 

Recessions - world wide phenomena 

Sometimes economists talk about the "engine economy" concept. I emphasised 

that the recessions, or over-productions occur in industrial, or industrially developed 

countries, like the USA, Germany etc. The "engine" (locomotive) concept means two 

things: that the world economy is a "train with an engine in the front, that is, the world 

economy is an interlocked whole of wagons." The second aspect of the locomotive 

theory is that there is an engine, which determines the movement of the train the 

speeding up or slowing down of it. It follows from the concept that there is a big 

industrially developed country or countries where the crisis breaks out, which spreads to 

other countries through foreign trade. So not every country is equally responsible for the 

crisis. Let's take the 1929/33 crisis, which started mainly in the USA and Germany and 

spread even to many underdeveloped, agrarian countries, too, like Brazil for example. 

So the Brazilian coffee over-production was not necessarily Brazilian in a real 

sense. It may be that in Brazil coffee production was not higher than in previous years, 

or it was not related to local consumption. Industrial production decline, declines in 

living standards and consequently the declining demand for coffee in the main coffee 

importing countries, created the Brazilian coffee over-production. This happened to 

other agricultural products and raw materials, as well. 

Recessions - and party politics: 

In the democratic (capitalist) countries the economic and political life is subject to 

parties' political struggles to win the elections. Very often the opposition parties, striving 

to gain power accuse the ruling party of causing recessions. Sometimes during 

recessions the ruling parties lose the election because the people think that it was 
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responsible for it and want change. The new party's policy will not, and can not bring 

about real change, although for a while during the years of prosperity people are 

satisfied, but some years later a new recessions take place - a new (old) party policy is 

needed. 

Let's take an interesting example from Britain. The title of an article in the British 

newspaper "The Times" says: "Major blamed for causing recession" in this the 

following sentences are: "Neil Kinnock (the leader of the Labour Party) accused John 

Major (the Prime Minister) of being not only the prime minister of recession but the 

prime cause of recession". It is very instructive how the Prime minister defended 

himself against the accusation: "In a bitter Commons question time exchanges, Mr. 

Major insisted that not just Britain but the whole world was suffering from economic 

slow-down". This is a very acceptable reasoning, indicating the objective character of 

the recession, because it is not very likely that all over the world economic policy 

mistakes were committed exactly at the same time and not committed in the good years 

of boom. Perhaps another sentence from the article above would also'be useful: "With 

opinion polls showing that only 9 % of people blame the Major government for 

recession."18 

Public opinion of course mirrors the information gained from the media. In this 

case the fact that the media constantly mentioned the world wide recessions in different 

countries convinced the population that it is not a particular party or government which 

should be blamed. There is another interesting article featuring a debate between a 

Social Research Institute and the Chancellor (Norman Lamont - the British finance 

minister): "The institute disputes the chancellor's claim that recessions are an 

inescapable feature of market economies".19 

In this respect the Chancellor is right because the grounds on which the institute 

disputes the claim are unwarrantable. 

18 The Times, February 21. 1992. p.7. 
19 The Times, May 30. 1991. p. 21. 
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The institute challenges the Chancellor's claim that the recessions in Britain and in 

most other countries were associated with the two oil price explosions, and that Britain 

did not suffer a single recession between 1958 and 1974. 

The research institute's argument is that the two recessions were not "inescapable 

consequences of the market" but rather they were caused by the two oil price explosions. 

As to the first - what is the relationship between the two oil price explosions and 

the two recessions? This argument is really very tempting, because there was a 

simultaneity between recessions and oil price explosions. There are many economists 

who see cause and effect relationship between these two economic phenomena (cause = 

oil price explosion - effect = recession). It is impossible to say exactly what the precise 

role of oil price was, to what extent it played a role in the recessions. It is true, that a 

sudden hike of prices from 2 dollars a barrel to 9 dollars in 1975 rained a lot of 

businesses and set off a chain reaction causing the recession. But, in my view and in the 

view of a good many economists, the increase in oil prices caused the recessions only 

partly. They could have taken place, albeit perhaps somewhat differently, if there had 

been no oil price explosions. The fact is that in 1987 there was a minor recession, and in 

1990-92 again a relatively major one, when there were no oil price rises, indicating that 

there might have been recessions without oil price explosions. Not to mention the fact 

that, as I mentioned already, recessions have occurred in Britain at regular intervals 

since 1825. As to the second argument, that between 1958 and 1974 there were no 

recessions in Britain, while this is true, this period was an exceptional one, a period of 

"economic miracles", when post-war state, or government intervention, among other 

things, did not allow the full operation of market forces. 
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Main manifestations of recession 



I. Declining industrial production (GDP) 



The most important indicator of the movement of the business cycle and of the 

slowing down of economic growth - is the development of industrial production. In 

addition to this, the development of GDP also must be taken into account. But out of 

these two main types of indicators it is industrial production which is the decisive factor 

determining the business cycle. There are arguments nowadays, when the share of the 

service sector in the advanced countries is already around 50-60 %, and that of industry 

is only 30-40 %, that the movement of business cycles should be measured by using 

GDP or GNP, which takes into account the service economy, too. 

There is a certain truth in this reasoning: the service economy, and its 

development must be taken into account, it should not be disregarded. But the point is 

that the business cycle is predominantly an industrial cycle. It is predominantly 

industrial because of the high proportion of industrial production, and the development 

of a given country which determines the level of the service economy. It is industry 

which is the engine of the economy, embodying the great technical developments. It is 

the technical development of industry, (mechanisation, automation) that makes it 

possible for workers to go from industry into the service sector (workers are made 

redundant), and for modern industry to manufacture those instruments needed by the 

service economy (medical, research, etc.). It is not accidental that economic experts in 

the western countries focus their attention - and this is reflected in the economic 

literature - on the development of industry, and use it as an indicator. 

The second argument in favour of using primarily industrial production as an 

indicator will be elaborated, we will see it later on in connection with unemployment. 

The increase in the number of unemployed workers, which is one of the most tragic 

consequences and manifestations of the recession, shows closer correlation with the 

decline of industrial production than with the decline of GDP (which contains the 

service sector too). 
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If we want to study the development of industrial production, we should look at the: 

- global, world-wide development, 

- relate it to the pre-recession period (historical comparison), 

- examine concrete cases in some countries, 

- investigate several industries (structural crisis, steel, ships, etc.). 

1. The global - world-wide industrial picture 

One of the important characteristic features of the recession (industrial over-

production) of the present period (from the 1970's) is the global nature of it. This 

implies that these recessions start out from the industrially developed countries, which 

are called "engine economies", and spread to other countries, becoming a global 

phenomenon, or to put it in other word "simultaneous". The reason is that, today's 

national economies are so much linked together with economic ties (trade, capital, etc.) 

that a recession in some big economies inevitably spreads to the whole world. Of course 

there are exceptions, too, to this general trend, depending upon the Intensity of 

economic links of a given country. 
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First let us look at the graphic illustration of the recessions. 

Figure 2. 
World Industrial Production20 

(% change - from same period of previous year) 
(on quarterly basis) 

We can see from the diagram 2 that up to 1986 two recessions occurred, the first 

in 1974/75, and a second in around 1980/82. The headline of the table says: World 

Industrial Production, but it is in fact only the Industrial production of the 24 OECD 

countries. 

20 Up to 1979 on the basis of Financial Times 31. Jan. 1980. From 1980 on the basis of, 
Economist 7. May 1988. 
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Figure 3 7. 
Industrial production in some countries 

(First quarter 1985 = 100 %) 

Output Since the start of 1985, industrial output has grown faster in Japan than in 
any other of the seven biggest economies of the OECD, the rich countries' club. This 
year Japan's industrial output has slipped slightly from its high point in the fourth 
quarter of 1990, but it is still 28,4 % bigger than in 1985. Output in western Germany -
the second-best performer over the whole period-has also fallen from its high (in the 
first quarter of this year), thanks to post-unification economic troubles. Having had 
similar growth paths between 1985 and 1988, the Group of Seven's fortunes since have 
been strikingly mixed. The worst performer is Canada; despite a recovery during 1991, 
in industrial output is only 3,5 % higher like the first quarter of 1985.21 

The summing up and conclusions are based on the two (Figure 2 and Figure 3) 

diagrams. Although the two are not comparable, because the approaches are different, 

they still indicate that there were three recessions, or declining industrial productions. In 

the case of Figure 3 we can see that there is a certain synchronicity, too but it is not 

perfect because Canada's, Britain's and Italy's curves turn downward earlier, in 1989-90, 

while Japan's and Germany's lines so only around 1991. 

21 Economist, 19. October 1991. p. 119. 
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Figure 3 7. 
Cyclical movement of production in the two "engine" economies 

The leading 
indicator contains 
in addition to 
industrial 
production, housing 
construction, 
new industrial 
orders, business 
expectation, 
financial 
indicators. This is 
called "Leading" 
because it moves 
before of the 
cycles.22 

From diagram (or Figure 4.) we can see, that an industrial slump occurs, almost 

precisely, every 4-5 years simultaneously in both the USA and Japan. 

The English weekly, "the Economist," illustrates the world economy perfectly and 

wittily as a rollercoaster (1990. Sept. 22), where the line of coaches goes up and down. 

Now let's see the statistical facts of the industrial production in some countries. 

22 Economist, May 7. 1988. 

25 



Figure 10. 

The development of industrial production in some countries during the recessions of 1974-75 and 
1980-82 and 1990-93 in %23 

Country 1974/75 1980/82 1990/93* 
Austria - 8 -2.4 -3 
Belgium -12 -3.0 -5 
England -9 -2.0 -2 
Finland -8 -3.5 -3 
France -11 -3.0 -2 
Greece +7 -5.1 -5 
Holland -5 -6.0 0 
West Germany -8 -4.4 -10 
Italy -12 -5.0 -4 
Spain -10 -2.0 -8 
Switzerland -14 -5.0 0 
Sweden -5 -3.0 -6 
Japan -14 +1.4 -9 
USA -11 -5.0 +5 

* International Statistics Pocketbook. 1995. p. 199-200. 

Table 5 indicates how industrial production plummeted (declined) directly during 

the recession. But we can examine how this retarded industrial production during a 

longer period of time in relation to an earlier period, which is called the period of 

"economic miracles". 

23 Compiled on the basis of information contained in Statistical Yearbook 1976. p.464. Budapest 
and International Statistical Yearbook 1985. p.377. Budapest. 
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Figure 10. 

Annual growth-rate of Industrial production and GDP during the indicated period in %24 

Country 1951 -68 1971 -75 1976-80 1981 -85 1991 -93 Country 
Ind. GDP Ind. GDP Ind. GDP Ind. GDP Ind. GDP 

Austria 6.2 4.9 3.4 3.9 4.6 3.4 1.6 1.6 -1.5 4.1 
Belgium 4.0 3.7 1.6 3.2 2.8 3.0 0.8 0.6 -7.1 2.1 
Denmark 5.1 3.7 0.9 1.9 3.2 2.8 4.1 2.1 - 2.4 
England 2.9 2.8 0.4 2.1 1.6 1.5 1.6 1.7 -2.0 -0.6 

! Finland 6.5 4.5 4.1 3.9 5.2 3.2 3.0 2.8 -2.3 -13.5 

France 5.6 4.9* 2.7 4.1 3.4 3.2 0 1.1 -4.7 1.4 
Greece 6.7 8.6 5.1 5.4 4.4 0 0.8 -4.6 4.7 
Holland 6.2 4.5 3.5 3.2 2.3 2.7 0.8 0.5 3.1 3.7 
W.Germany 7.5 5.5 1.0 2.1 3.2 3.5 1.0 1.1 -6.5 5.3 
Norway 5.4 4.4 5.1 4.7 5.7 4.9 3.2 2.3 12.5 6.7 
Italy 8.3 5.3 1.6 2.5 5.1 3.9 -0.6 0.8 -6.2 1.5 
Switzerland 4.4 -0.6 0.8 2.7 1.7 0.6 1.3 0 -0.7 
Spain 7.4 5.6 3.0 1.9 0.7 1.5 -8.1 2.2 
Sweden 3.7 2.7 2.7 -0.4 1.3 2.3 1.7 -7.6 -5.1 
USA 4.5 3.9 1.7 2.5 4.6 3.4 2.8 2.5 5.0 5.1 
Japan 15.3 9.7* 1.9 4.6 7.3 5.1 4.1 4.1 -9.4 5.4 

* 1956-1965. 
Economic Survey of Europe 1993/94. p. 26-27. 

Table 6. provides some very important information. First of all, we notice that 

during the period between 1951-1968,-that is over 17 years, the annual growth rate was 

much higher than during the following period of about 15 years. There were some 3-4 

countries where there was not a very great decline during the first recession period 

(1971/75). 

Especially striking is the decline in the period between 1981-1985, which partly 

contains the second recession, when in a great number of cases the growth is around 0 or 

1 % per year. 

The other important information on the basis of Table 6. - which includes not only 

the industrial production figures, but the GBP-figures as well, is that the GDP figures 

show great diversity. These figures by and large run parallel with the industrial growth 

24 Compiled on the basis of: International Statistical Yearbook 1970. p.80,107.; 1985. p.377. 

27 



rate - but very often the divergence írom it is great and erratic. A clear example Is 

England where during the first recession period the industrial production annual growth 

rate was 0.4 %, but the GDP was 2.1 %, that is 5 times larger. The longer the period, the 

greater the likelihood is that the two growth rates get close to each other. 

And a further lesson from the table is that the period between 1981-1985, which 

includes the second recession, indicates a greater slow-down than the earlier period, 

albeit the recession in that period was not so deep as in the first one. 

2. Global vs. structural industrial recession (crisis) 

During the two recessions it could be noticed that certain branches of industry, 

like shipbuilding, steel and textile industry suffered a very spectacular decline. There 

were some who saw only these and concluded that these crises would not affect the 

whole industry that is, they are not global (like that in 1929/32) but only structural. The 

structural over-production crises - they argue are affecting only some branches of 

industry, but other branches are increasing their production, and the latter compensates 

the former. So a levelling is taking place. 

What is the relationship between a global and a structural crisis? 

History shows us that during the Great Depression in 1929/32 the different 

branches of industry declined differently. While In the USA global industrial production 

declined by about 40 %. Steel, shipbuilding and machine industries went down much 

lower, by 70-90 %. So during that crisis there was a global as well as a structural crisis 

going on simultaneously. 

It is not true that the crisis in 1929-32 was only a global industrial crisis. 

But what about the "new" recessions in the 1980's and 1990's? Were or are they 

simply structural In character? If the structural defects were corrected, would the 

problem be solved? 

These new recessions do not simply mean a structural crisis of Industry, but a 

global one as well. 
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How can it be proved that they are global? 

The fact that statistics showed that the total industrial production declined by 

about 10-12 % automatically indicates that certain branches of Industry, even though 

they had a high growth rate (electronics), could not offset the declining ones. 

My second argument supporting the claim that these were not only structural crisis 

is that the world-famous economic historians at a Bern conference in 1986 did not talk 

about structural crisis, but about over-production and overcapacity. 

Recessions in some specific industrial sectors 

As I have already mentioned, during the industrial slump the individual branches 

of industry behaved differently. More specifically, steel, machine tool and shipbuilding 

are the basic industries most sensitive to the cyclical movement. These go deeper down 

during the slump but steeper up during the recovery period. 

Let's see some examples of these ! 

Production of crude steel 

In the US during the second recession from 1979 to 1982 steel production 

declined by approximately 35 %, while global industrial decline was only 10 %. In the 

EEC the decline of steel production was 20 %, but the total industrial production only 

about 5 %. At the same time (1979-1982), in Asian countries there was a 15 % 

increase.25 What a great contrast - while in the USA in the longer period 1973-1982 the 

steel industry decline was about 30 %, during almost the same period in South Korea 

(1970-1980) steel production increased from 0,5 mill to 8,6 mill, a 17 times increase.26 

These facts indicate that it is wrong to talk about steel crisis as a world wide 

phenomenon. Why' is this de-synchronicity slump in one group of countries, and 

increase in others? This is due to many factors, among them is the level of steel 

consumption per capita. If it is below 500-600 kg/capita, and the country is relatively 

25 Economist, May. 14. 1983. p.76. 
26 Business Korea, Dec. 1990. p.71. 
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underdeveloped then it is very likely that steel production will increase in the longer run 

even if there is a decline directly during the recession. 

Machine Tools production 

As one might expect, machine tools production is closely linked to the fate of 

industrial production. I mentioned already that this industry being very sensitive to the 

industrial cycles can be considered as an important indicator of the movement of the 

business cycle. 

Figure 7. 
Machine tool production in Japan, USA, West Germany27 

As can be seen from figure 7., significant but, to some extent, divergent fluctuation 

occurred in machine tool production. What is surprising is that during the first slump the 

27 Business Japan, June 1991. p. 35. 
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decline was smaller than during the second period, and that in the case of West 

Germany there has been almost no decline at all. 

Shipbuilding industry. 

As was mentioned the shipbuilding industry, too, is very sensitive to the business cycle, 

moving up or down very erratically. 

Let's take the fluctuation of the British shipbuilding industry.28 

Figure 8. 

SHIPBULD1NG OUTPUT ON THE YEAR 1860-1987 
Gross 

Analysing the diagram we see that during the "Great Crash" of 1929/1932 

shipbuilding went down to almost zero. 

During the 1974/75 recession the decline was approximately 30 %, and in 1979/80 

about 50 %, and later on in 1987 it went down to almost zero. After that there was some 

increase but It is not very likely that it will reach a much higher level because Japanese 

and South Korean shipbuilders are more competitive. 

We can see that both the global industrial production and some of the most 

important industrial production lines show that recessions occurred. 

28 The Times, June 16. 1988.. p.25. 
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II. The increasing number of loss making factories 



Concept of loss making 

A factory can be considered as loss-making if the income on sales of goods does 

not cover the cost of production. In a market economy, there are always businesses that 

make losses, but others get profit. This is the normal operation of the market. 

When industrial production slumps, the number of loss-making enterprises 

suddenly increases significantly. So it is not the existence of loss making ventures 

themselves, but rather the sudden great increase in their numbers which is the 

manifestation of the recession. So, theoretically at least - we have to separate the two 

main periods, normal when there is no recession on the one hand, and the recession 

period of economic growth on the other. Consequently during periods of economic 

growth it is the fault of the factory management that causes the loss. But during the 

recession because of the sudden increase it is not the factory which is responsible but 

outside factors - a national or an international recession. This is, of course, a bit more 

complicated in reality. A loss-making factory, during a recession can accumulate losses 

due to bad management (a fault of its own) and because of the recession (not a fault of 

it's own). 

It is very difficult to tell exactly to what extent the one or the other is the 

predominant cause. A careful, detailed analysis is possible and important from the 

stand-point of the factory or perhaps from the stand-point of government. But from a 

macroeconomic stand-point, from the point of view of the number of bankruptcies, the 

great increase is a clear sign of the recession. It would be unreasonable to assume that 

the sudden dramatic increase in the number of bankruptcies occurring simultaneously, in 

a given country, or in many other countries are due to bad management. Not to mention 

as we'll see later, even the best managed giant firms, too, can be loss-making. 

What is happening with bankrupt firms, and what is the government's attitude to 

them? 
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In this field there is a misconception, held mainly by politicians, that if a finn is 

loss-making, it should be left to go out of business, and be liquidated. This is inevitable 

law of the market forces. Fortunately, economists, and economic policy decision makers 

approach this more pragmatically (practically). 

In essence two things can happen to the bankrupt firms - one: they can really be 

left to go under (to be liquidated) the other: the government can make up the loss, 

through subsidy. 

What is happening to liquidated firms? 

They are closed down, assets are sold off, workers are fired. Sometimes we can 

see factory buildings left to be derelict, high grass in the factory yard. In many cases, 

however, the assets (buildings, machines) are auctioned off. 

The irony of the situation is that, during a recession - when many firms are going 

under, bigger firms (profitable or state subsidised) are able to buy up the troubled ones. 

This is the period of "merger mania", when the "big fish swallows the small one". As a 

result of this "consolidation", fewer and fewer but bigger and bigger firms are created. 

The other main group of loss making enterprises are saved by the government by 

subsidising them, that is their loss is compensated by handouts. 

Why are there these different approaches? The relatively small factories, whose 

products do not play a very important role in the national economy, are left to their fate. 

On the other hand, big firms, employing many thousands of workers, and especially if 

they produce important products (steel - car - electr.) are subsidised. 
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Figure 3 7. 
Industrial and commercial failures in the US (number of firms)29 

Unfortunately, the last article does not contain any information of the size of those 

firms which are involved in the diagram. 

In another article the title of which is: "Amid signs of recession Bankruptcies hit 

a record" - , the following can be read: "More ominously, the 55.000 companies that 

declared bankruptcy from January through November listed $ 64 J billion in debts they 

can not pay. That sum is equal to 1,1 % of the US gross national product. Not since the 

Depression of 1929 has the level even approached 1 %".30 

29 US News and World Report, Nov.30. 1981. p.91. 
30 IHT, December 18. 1990. 
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Figure 10. 

Business failures in Britain31 

In connection with the recession of 1990 the American newspaper writes: "More 

than 11.600 companies have gone into liquidation or declared bankruptcy since 

January... This is 30 % more than during the first six months of 1989.1,32 

Bankruptcies in Japan 

"Bankruptcies with debt of over 10 million yen (73.000 $) rose 58,9 % in April 

from a year earlier."33 

Business Failures in West Germany 

"In April, 1982 the number of bankruptcies increased by 40 % in April of 1981."34 

Government help - subsidy 

It was already mentioned that in many cases governments do not let companies go 

under. It is the interest of the national economy to keep those loss making ventures alive 

by covering their losses, that is, by subsidising them. So instead of leaving the 

"invisible hand" to operate, the "visible hand" is doing the job. 

Here, too, as in the case of business failures, government subsidy is not confined 

exclusively to the recession period. One feature of the modem economy is that 

31 Financial Times, February 5. 1981. 
32IHTs M y 10. 1990. 
33IHT, May 18-19. 1991. p. 14. 
34 Financial Times, June 22. 1982. 
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governments have to be interventionist, although politicians argue against it, and 

sometimes there are deregulationarv periods, (occasionally only slogans), in certain 

countries. 

So a longer period of state aid and a shorter period (during the recession) can be 

distinguished. There are conditions when they can not be separated. 

Figure 11. 
Aid to manufacturing excluding steel and shipbuilding 

(Average 1981-86)35 

Country % of value added ECU per worker 
Italy 15.8 5951 
Greece 13.9 -

i Ireland 12.3 3741 
Belgium 4.5 1373 
Netherlands 4.1 1419 
France 3.6 1223 
Luxembourg 3.5 1079 
UK 2.9 757 
W. Germany 2.9 940 
Denmark 1.7 609 
EC average 5.5 1774 

The date of the table is very revealing. It shows how great the state subsidy per 

worker is. Although this is expressed in ECU (1 ECU is equal to 1,2 USD) and the most 

subsidy-hungry industries (steel and shipbuilding are left out) still these high figures are 

shocking. In Italy, for example, the state aid per worker is about 5951 ECU, that is close 

to 7000 dollars. More surprising is the case of West Germany, which is considered to be 

an Industrial super power in terms of industrial technology, where the aid is about 1000 

$ per worker. 

It is true these subsidies are not confined to only the recession period, which was 

in 1980-1982. State subsidies are not always directly linkable to recession. 

35 Financial Times, November 20. 1989. 
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It may be that the recession only sets it off, as in the above case, and the subsidy 

remains for a longer period. Another fact also must be taken into account, namely that 

recessions follow each other at almost 4-5 years intervals regularly. There for subsidies 

must be given almost continuously. Another important factor to be taken into account is 

that such subsidies not can be ascribed exclusively to the recessions. 

There are cases when the cause and effect link between recession and state subsidy 

is much clearer. Let's examine some of them. 

Steel production - state subsidy 

Steel plays a dominant role in the economy on the one hand, and is very sensitive 

to business fluctuations, on the other. Ever since 1974-75 there have been significant 

changes and as a result of this, industry suffered great losses and received huge state aid. 

As to the USA I have not found any information about government subsidy to the 

Steel industry, but only about leaving it to liquidate a certain part of it. 

The common market. Between 1980-1985 the Common Market gave 579.8 bill. 

Austrian schillings (1 $ = 12 sch) that is almost 50 bill, dollars to subsidise steel 

production, which is 809 scb/to, that is close to 67 $/to. Within the community Italy's 

subsidy is the highest, about 130 $/to.36 

England 

"The English government between 1975-1985 spent 8.3 bill. L on the support of 

steel industry - and it will now be privatised, commented the Federation of West 

German steel producers."37 

France 

The two big French state steel plants SACILOR and USINOR together since 1980 

accumulated about a 50.5 bill. fr. Franc loss (approximately 8 bill. $) and received 

subsidy to cover it.38 

36 Österreichs Wirtschaft... im Überblick, 1987/88.p.29. 
37 Financial Times, April 13. 1988. 
38IHT. May 5. 1987. 
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Austria 

The Austrian state steel firm the VOEST, which provides 95 % of Austria's steel 

production, since 1975 accumulated a 62.5 bill. Sch. (5 bill, dollar) loss and received 

subsidy from the government. It is estimated that the steel industry will be profitable in 

1989-1990 again.39 

The fact that the loss making of the steel plants lasted so long (in some cases for a 

10 year period), shows that they could not adjust themselves so rapidly to the changing 

conditions. That might an outside observer have expected from them. 

Behind the loss making of steel industry over the recession period is the declining 

demand which manifested in the price decline. 

Let's see the price movement.40 

Figure 12. ̂  

Falling prices force Europe's steelmakers to cut capacity 

that in 1987 there was only a very minor recession, almost negligible in the field of 

industry, in general perhaps 1 % In Western Europe, still, the steel prices declined by 

10-15 %. At the same time, during the third recession period in 1990-92 there was a 

30-35 % decline from the peak of 1989. 

Shipbuilding industry 

This a very subsidy-hungry industry, let's take some examples. 

39 Wall Street Journal, October 14. 1987. 
40 The Times, November 28. 1991. p.27. 
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Sweden: The Swedish shipbuilding industry which before 1974 occupied second 

place in the world, operated at loss from 1976 up to 1986 and received a total of 3 

billion dollars to cover the loss.41 

South Korea: It is surprising that even the famous Daewoo Shipbuilding company 

operated at loss since it was established in 1978, 13 years ago and was expected to have 

profit in 1991. The losses were covered partly by the government's special loans and by 

the parent Daewoo conglomerate.42 

West Germany: The West German shipyards suffer from a fierce competition with 

Asian builders with lower production costs which has decimated West German yards, 

whose global market share has shrunk to 3 % now from 17 % in the 1950's. "As long as 

other countries distort the market with subsidies we will also need them" said a German 

ship expert? In Germany the government subsidy in value term, represents 20 % of the 

value of the ship.43 

Here in shipbuilding, too, similar to the steel industry, the loss making of firms 

and consequently the government subsidy is taking place not exclusively during the 

recession periods. In both cases structural crisis and cyclical movement of production 

are so intertwined that these not can be considered exclusively as signs of recessions. 

Car industry. Perhaps the car industry's loss-making is where It is clearly visible 

that the recession is responsible. It is here where a decline of the purchasing power of 

the population (or demand) is taking place. 

The fact that firms suffer losses does not necessarily means that they cover the 

loss from government handouts. In some cases, especially the bigger firms, they can 

make up the loss from accumulated profits in boom years. But whatever is the source of 

their finance, the fact that they had losses indicates that there was (or is) a recession. 

Let's look at some concrete examples. 

41 Weekly World Economy (Budapest) August 23. 1986. p.l 1. 
42IHT, October?. 1991. p.9. 
43IHT, August 26. 1989. p. 11. 
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USA car industry 

Ford Motor Co. reported a shocking 1,5 billion loss for 1980, the first loss ever 

recorded by an American corporation. Chrysler Corporation announced in 1980 a loss of 

1.8 billion. Earlier, General Motors reported its first profitless year since the Great 

Depression. Sales are stalled in a grim two-year long depression. The big three losses in 

1980 totalled nearly 4 billion dollars. "No year in the history of the U.S. auto industry 

was more difficult" says Ford chairman Philip Caldwell.44 

During the third recession H 990-1992) 

The title of the article: "GM Reports Unparalleled $ 4.5 billion loss for 1991" 

Within this article the following statement can be found: "In all, the Big Three 

American automobile companies lost an unprecedented $ 7.7 billion last year, a decline 

they all attributed to a nearly 10 percent drop in US car and truck sales in 1991."45 

Swedish - Volvo's case 

"Volvo, the Swedish car maker, was hit hard by the recession in Britain, America 

and Sweden, its three largest markets, last year. The company suffered a net loss of 

SWkr. 327 million (30 million t ) compared with a SWKr. 6.6 billion profit in 1989."46 

Here is a clear-cut case in which recession is the cause of loss, not some sort of 

mismanagement of the company because one year earlier the company had great profit. 

It would be absurd to assume that one year later the management so dramatically 

changed. 

The other Swedish automaker is the SAAB Scania group. This group had a loss of 

2.1 billion Kronor ($ 377.4 million) during the first eight months of 1990, a level about 

equal to its losses during all of 1989. What is it interesting is that it Is less known, that 

the Swedish manufacturer is a joint-venture company owned equally by General Motors 

Co. and the SAAB Scania Group. 

44 Newsweek, March 2. 1981. p.33. 
45 IHT, February 25. 1991, p. 1. 
46 The Times, March 6. 1991. p.26. 
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Electronics industry 

It is this industry which was praised as a symbol of the modem age, which 

supposedly will not suffer from the recessions. There was some basis for this illusion for 

a while because during the first recession (1974/75) really there was no significant drop 

in production - just the opposite - and there were not many loss making electronic 

firms. 

USA - IBM 

The US Electronics giant IBM posted a 6.1 % fall In revenues, marking the first 

time in 45 years that the world's largest computer maker's growth faltered. The total loss 

for the year 1991 was $ 564 million, the first in its history. In 1990 it reported a profit of 

$ 6.0 billion. 

"The'v company said that the year had been disappointing and that it had been 

affected by a declining world economy, increased competition and the difficulties 

associated with introducing new product lines."47 

DIGITAL Equipment Corporation 

In January Digital reported a 44 % drop in second quarter earnings. They totalled 

$ 155.4 million, compared with $ 279.6 million a year earlier. Officials added that the 

company could post the first quarterly loss in its 32 year history which ends at the end of 

March.48 

Because of the recession, and the strong competition - the US Electronics firms 

seek federal aid for advanced TV. 

A. group speaking for the US Electronics industry has testified before Congress 

that it would need at least $ 1.35 billion in federal help to build an advanced TV 

industry capable of taking on (competing) those in Japan and Europe. "The proposal 

47 IHT, January 18-19. 1992. p.7. 
48 IHT, March 10-11.1990. p. 17. 
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called for federal spending, subsidised loans and loan guaranties and restrictions on 

foreign access to the American market."49 

Europe 

"Downtime in the European Computer industry" - is the title of a long, well 

documented article. The European computer industry praised in recent years as a symbol 

of "Unlimited" growth of the Old World's economic renaissance, is rapidly succumbing 

to the pressure of looming economic slow-down and the aggressive plans of American 

and Japanese computer giants. 

The Dutch Philips of the Netherlands said it would lose $ 1 billion in 1990, and is 

trying to reduce costs by reducing its work force by 16 %, eliminating 45.000 jobs, 

closing several plants and pulling out of the advanced memory chip market. The famous 

French Group Bull SA, the major French computer maker posted a loss of $ 331 million 

for the first six months of 1990 and said it would slash 3.000 jobs. The article adds: 

"The threat of being overwhelmed by American and Japanese computer makers may 

soon force European governments to find ways to preserve the competitive position of 

European companies." 

The listing of some of the cases of business failures, loss making and subsidies, is 

perhaps enough to prove and illustrate the phenomena. 

The fact that mainly during the recessions many firms go bankrupt does not 

necessarily mean that they will go out of business or will be subsidised by the state. 

Altough the previously listed examples, facts are very mozaik-like. 

These demonstrates that during the recession periods there are increasing numbur 

of business failures and in some cases goverment subsidies as well. 

All thes Is happaning among the political rheteric that gavemient should not 

subsidize. 

49 IHT, May 11. 1989. p.13. 
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III. Investment decline 



The volume of investment decline 

Investment decision is based upon business or profit expectations. One would 

expect that during the slump the profits decline, consequently the investment declines 

too. 

There are many forms of investment, but out of these mainly in connection with 

industry, fixed capital formation, infrastructural, housing can be identified. 

In order to have a certain basis for comparison let's focus our attention first on the 

pre-recession period, the period of "economic miracle". 

Figure 13. 
The trend of the volume of investment 

annual % change 

! Country 1956-60 1961-65 1971-80 1991-93* 
Austria 6.0 5.1 3.4 5.0 
Belgium 6.3 2.2 -7.8 
Denmark 9.4 8.7 -0.6 -14.7 
England 5.9 6.3 0.0 -11.0 

i Finland 7.0 4.7 1.8 -52.0 
j France 6.5 8.6 2.8 -8.9 

Greece 5.9 2.7 0.0 
Netherlands 5.1 7.0 -0.4 -2.3 
West Germany 8.7 7.3 1.7 7.0 
Norway 1.1 6.8 3.7 22.1 
Italy 7.9 2.7 1.1 -9.1 
Switzerland 7.4 8.3 0.9 -11.8 
Sweden 3.2 6.5 0.6 -35.6 
Japan 18.8 11.6 4.1 2.2 
USA 0.8 5.4 2.3 10 

•Economic Survey of Europe 1993/94. p. 31. (3 years together) 

The table 13. shows that the comparison on a longer term basis reveals that 

investment, too, followed the slowing down of the industrial production. In the case of 

some countries the decline in investment is surprising (Denmark, England, Switzerland, 

Sweden). Their annual investment growth for a ten years period was around zero. There 

are shocking differences compared with the 1950-60's growth. It is very difficult to find 
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out the reasons for the big differences, for example, between Denmark -0,6 % and 

Austria 3,4 %. 

Let's have a closer look at the development of investments in the recession periods 

on a year to year basis. 
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Figure 14. 
Gross internal fixed capital accumulation annual % change - (decline)50 

Countries 1974 1975 1976 1980 1981 1982 1983 1991* 1992* 1993* 
France 0.9 -3.2 3.7 3.2 -1.1 0.7 -2.2 -1.5 -2.0 -5.4 

West Germany -9.6 -5.3 3.6 2.8 -4.8 -5.3 3.2 6.1 4.2 -3.3 

Italy 3.3 -12.7 2.3 9.4 0.6 -5.2 -3.8 0.6 -1.4 -8.1 

Great Britain -4.1 0.2 1.5 -5.2 -9.4 6.4 3.6 -9.8 -1.6 0.4 

4 countries 
together -3.7 -4.8 3.1 2.4 -3.6 -1.6 0.7 -0.6 0.3 -4.3 

Austria 4.0 -5.0 3.8 3.6 -2.1 -6.9 -0.9 4.9 2.7 -2.6 

Belgium 7.4 -1.8 3.8 4.6 -16.2 -1.9 -4.1 -1.7 1.0 -7.1 

Denmark -9.0 -12.2 17.4 -12.6 -19.2 7.1 1.6 -5.4 -8.2 -1.1 

Finland 3.5 5.9 -8.8 9.9 3.2 3.5 4.7 -20.3 -17.3 -18.2 

Ireland -7.5 1.6 10.1 -3.7 5.3 -5.0 -9.1 -7.3 -1.9 0.5 

Netherlands -3.8 -4.9 -2.8 -0.9 -10.4 -4.1 0.4 0.4 1.1 -3.8 

Norway 5.1 11.9 10.1 -4.4 17.9 
11.0 

1.4 1.0 3.5 17.6 

Sweden 33.0 3.1 1.9 3.5 -5.3 -1.1 1.6 -8.4 -11.0 -16.2 

Switzerland -4.2 -13.6 
10.5 

9.9 2.4 -2.7 4.3 -2.5 -5.0 -4.3 

9 countries 
together -0.8 -2.8 1.0 1.8 -4.5 -2.8 0.8 -1.3 -2.0 -4.2 

West-Europe 
together -2.9 -4.3 2.5 2.2 -3.9 -1.9 0.7 -0.9 -0.5 -4.5 

Greece 
25.6 

0.2 6.8 -6.5 -7.5 -1.9 -1.4 -4.4 1.2 3.2 

Portugal -7.0 -11.3 0.8 10.3 4.6 2.9 -7.5 2.4 5.7 1.0 

Spain 6.6 -3.9 -2.0 1.3 1.2 -2.4 -1.5 1.6 -3.9 -10.3 

Turkey 8.1 24.2 20.2 -10.0 1.7 3.5 3.0 -0.5 3.7 5.1 

Yugoslavia 9.1 9.7 8.1 -5.9 -9.8 -5.9 -9.7 - - -

South-Europe 
together -2.2 2.1 4.6 -2.3 -1.7 -1.6 -3.0 1.5 4.3 -2.1 

Europe 
together -2.3 -3.5 2.7 1.7 -3.6 -1.9 0.2 0.6 3.8 -6.6 

U S A -6.8 -11.6 8.9 -7 .9 1.1 -9 .6 7.9 -7 .7 6.2 11.0 
Canada 5.4 3.8 4.0 3.4 6.4 -9 .7 -5.7 -2.0 -1.3 0.7 

North-
America 
together 

-5.5 -9.7 8.2 -6.6 1.7 -9.6 6.1 -7.0 5.3 9.7 

TOTAL ABOVE -3.7 -6.1 5.0 -2.1 -1.3 5.4 2.8 -3.4 1.8 1.4 

50 Economic Survey of Europe, 1985/86. 
" OECD Economic Outlook 1993. XII. page 130. 
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Although the table shows a rather miscellaneous, often unexplainable picture, still 

certain main features can be detected. 

On the basis of table we can see clearly the capital accumulation during the two 

recessions, the many - (minus) signs indicating the decline. 

The method of the table is interesting the way it divides the countries into 4 main 

groups. The principles of the grouping of countries are very likely based on the size of 

the countries the level of their economic development, and perhaps in some cases the 

openness of the countries. 

Investment in the 4 larger countries declined In 1974-75 relatively more (-3,7 and 

-4,8) for a total of -8,5 % than the 9 smaller one's (-0,8 and -2,8) together -3,6 %. 

Especially large in relation with South Europe where the change (-2,2 and 2,1) together 

around zero. 

The US investment slump was even greater, the two years together -18,4 %. 

Significant disparity (divergence) can be detected within the group of 4 larger 

countries. Especially surprising is that while in France the decline -2,3 % in West 

Germany it was -14,7 %, which is unexplainable. 

In the case of smaller 9 countries especially Denmark's odd investment decline, 

which was about -21 % (in two years). 

Within the group of South-European countries we see the very great declines in 

the case of Greece (-25 %) and Portugal (-18,3 %) but on the other hand great increase 

in the case of Turkey (32 %). 

Their change is about zero (0), that is they had the most favourable condition in 

investment field. 

Now something about the second recession period. The overall picture shows that 

the investment decline (over three years) was very close to that of the first period. 
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In the case of 4 countries their decline was only half that of the first recession. As 

for the smaller 9 countries, their decline was much greater than during the first 

recession. 

In Southern Europe's case, it's decline was -5,6 % (three years together) as 

opposed to zero during the first recession: which is much greater than earlier. 

The USA's investment slump was almost the same during these two recession 

periods. 

Let's see the fixed capital formation during the third recession (1991-92-93). 

Especially great is the decline in the case of Finland, (due to the collapse of the SU) 

Sweden and Spain. On the other hand very great increase in the case of Norway. 

USA 

The USA machine-tool market presented a dramatic picture during the recession 

of 1980-82. As the Neu Zuricher Zeitung (a Swiss daily) wrote in an article "The 

machine tool market collapsed" because the order book value which in 1980 was 5,6 

billion dollars, went down to 0,75 billion by the end of 1982.51 

England 

In England in 1979 the market machine tool's value was 700 million L but this-

declined to L 350 million by 1981-82-83. (At 1980 fixed prices.)52 

West Germany 

Figure 15. The West Genua® capital investment 
(annual real-growth %)53 

| Period Factory home building Public Total 
1960-1970 4.8 2.0 7.7 4.4 
1970-1980 1.9 1.4 -0.3 1.4 
1980-1990 1.5 -2.3 -1.9 -0.1 

51 World Economy (Budapest) March 22. 1984. p.6. 
52 Financial Times, October 15. 1988. p.5. 
53 Financial Times, October 19. 1988. p.2. 
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So we can see how great the difference between the pre-recession years is, in 

terms of investment, and the recession years in industrially advanced West Germany. It 

is interesting to note that the public Investment decline is the greatest. On the other 

hand, the productive investment (factory) did not turn into negative growth. 

The fact that investments declined during the recessions does not imply that there 

was no technical development at all. On the contrary, because of the stagnating, or 

sometimes, declining prices, the factories were compelled to economise on everything, 

including wages. So they fired workers and did their best to replace them by robots. So 

let's see the facts. 

Figure 16. 
The number of robots per 10.000 employee in manufacturing 

industry in selected QECB countries54 

Country 1974 1980 1983 1983/74 
France 0.1 1.1 7.1 71 times 
West Germany 0.4 2.3 14.6 36.5 t. 
Japan 1.9 8.3 45.9 241. 
Sweden 1.3 18.7 44.1 33.91. 
England 0.1 0.6 1.2(1981) 12 times 
USA 0.8 3.1 11.3 14 times 

The data indicate, that during this period, which includes two recessions, the 

spread of the use of robots accelerated extremely. In some instances even 30-70 fold 

increase can be observed. As we see, data for the year 1974 are almost negligible. The 

above data contain a good deal of surprise. What are these? It is the very fact that during 

the two recession periods, so quick was the spread of robot application, that Sweden is 

almost on a par with Japan, and England Is behind Sweden and Japan. It should be 

noted, however, that it does not mean that Japan or Sweden's productivity was 40 times 

higher than Britain's. 

54 Management International Review, Vol.27. 1987/4. p.51. 
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This table contains only the two recessions data - no data for the third recession 

period - but logically - 1 assume the trend continued to that period too. 

We have seen that due to the recessions, investment declined, but still, there was 

stimuli for technical development, robotization. 

51 



IV. Increasing unemployment 



The hiring and firing of workers depends to a great extent on the business cycle. In 

the boom period more workers are hired or re-hired, but in the bust (recessions) period 

more are fired (dismissed). The business cycle movement is not the only cause of 

unemployment. 

There are many forms of unemployment but perhaps three main forms are the 

most important, easily quantifiable they are: structural, cyclical and technical. Of course 

in many cases they are intertwined but sometimes separate. 

Structural unemployment 

Structural unemployment means that in certain branches of the economy, or 

industry, there is surplus labour force, but in others there are vacancies. Why does this 

situation occur? How can there be branches of industries or factories in which surplus 

labour exists? There are many reasons, among others: it is possible that mechanisation 

and robotization advanced more rapidly there, so this can push out workers. Or it may 

be that demand declined for certain products, so their production had to be cut back. Not 

with standing that there are vacancies in other field, still, these fired workers remain 

unemployed for a while. 

If there is a sufficient number of vacancies, one would ask why then there is 

unemployment. The reason can be that re-training might be necessary or relocation away 

from a particular geographical area etc. 

This type of unemployment, when the size of unemployment is close to the size of 

vacancy, is sometimes called "fullemployment". It is called so because at the macro 

(national) level there is no mismatch, only at the sectoral or factory level. 

A further feature of structural unemployment is that this always exists in the 

economic development, even during periods of prosperity. This can be considered a 

consequence of technical development. 

Generally, the size of this Is small, smaller than cyclical unemployment and its 

duration can also be shorter. 
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During the boom period, when there is only structural unemployment, that is, the 

number of vacancies (new job possibilities) is more or less enough, people (the 

employed of course) tend to argue that the unemployed are lazy and that they don't want 

to work, that is, unemployment is called voluntary (as opposed to involuntary). It must 

be emphasised that this assumption is logical only if there are enough job vacancies, but 

it is absurd during a period of cyclical unemployment (see later). 

Turning back to the "voluntary unemployment" question, it must be admitted that 

to some extent this can really be the case. If the offered new job is very difficult, dirty, 

low-paid, or the unemployed has a wife, or a husband, or a parent who has a job, in 

these cases it may be that his unemployment is voluntary. But the facts that 

unemployment compensation (or benefit) is relatively small (about 1/3-1/2 of earlier 

salary) and that only a small part of the unemployed remains so for a longer period, 

ensures or shows that it is only a small number who are voluntarily unemployed. 

Let's see the volume of cyclical unemployment. 

Cyclical unemployment 

Cyclical unemployment is much more serious than the structural one, because it is 

much greater and it tends to re-occur in every five years. 
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Figure 1 7. 
Unemployment as percentage of total labour force in some countries 

during the recession periods55 

| Country 1970 1975 1980 1981 1982 1987 1991* 1993" 
| Austria 2.4 2.0 1.9 2.4 3.7 3.7 6.2 

Belgium 2.9 6.7 9.4 11.6 13.8 12.5 9.3 13.0 
Denmark 2.9 5.1 7.0 9.2 10.0 10.4 12.3 
England 2.6 4.1 7.4 11.4 13.0 9.8 10.9 10.3 
Finland 1.9 2.2 4.8 5.3 6.2 7.6 17.9 

1 Netherlands 1.1 5.3 5.9 9.1 12.6 14.0 5.9 6.5 
West Germ. 0.7 4.1 3.8 5.5 7.5 9.0 4.3 8.2 
Italy 3.1 5.9 7.6 8.4 9.1 14.0 11.0 10.4 
Spain 1.1 3.7 11.2 14.0 15.9 20.0 16.3 22.7 
Sweden 1.5 1.6 2.0 2.5 3.1 1.9 2.7 8.2 
Japan 1.2 1.9 2.0 2.2 2.4 2.8 2.1 2.5 
USA 4.9 8.5 7.1 7.6 9.7 6.0 6.7 6.8 

v * OECD Econ. Outlook June 1992. p.193. 
** Nemzetközi Statisztikai Zsebkönyv (International Statistical Pocket Book) 1994. p.34. 

The year 1970 was taken, being a pre-recessions year, as a basis for comparison. 

During the first recession, with some exceptions, the unemployment ratio doubled. What 

is interesting is that there are notoriously low level countries (Austria, Finland, Sweden, 

Japan), but there are equally notoriously high level countries (Belgium, Netherlands, 

Denmark), as well. The data also shows that during the second recession period, the 

unemployment ratio is much higher (2-3 times) than during the first recession. It is 

especially very high in Belgium, England, Netherlands and Spain, where, as it can be 

seen, it is above 10 percent. 

From the table, it can also be seen, that In 1987, when there was no real recession, 

but only some stock exchange panic, the forerunner symptom of a recession, the 

unemployment ratio still remained high. A definite, more and more increasing and 

permanently high ratio can be observed as time elapsed toward 1990. 

55 International Statistical Yearbook (Budapest) 1974. p.69., 1985.: Economist December 20. 
1988. 
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Unemployment - vacancies ratio 

It is a very important ratio, because it indicates whether there is a greater or 

smaller chance of finding new jobs. As it has already been mentioned, during the 

prosperity period vacancies can be equal to, or sometimes greater than unemployment. 

Figure 18. * 

Let's see the British situation in a more detailed way. 56 

* The Econimist May 13, 1989 
56 "Unemployment and vacancies in the UK": The Times, June 24. 1981.; "Unemployment 
(seasonally adjusted)": The T;mes, November 14. 1986. 
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The figure provides a clearer picture about the relationship between 

unemployment and vacancies because they are expressed in absolute figures, not in 

percentage terms. 

At the beginning, or slightly before the first recession, the number of unemployed 

was about 500 thousand and the number of vacancies was around 300 thousand, 

relatively close to each other. But as a result of the first recession the number of 

unemployed people shot up to between 1,2 and 1,4 million and the number of vacancies 

dropped to about 100 thousand, a twelve - fourteen-fold difference. Here it can be seen 

clearly how absurd some people's opinions are that unemployed are lazy and that they 

could but don't want to work. 

The diagram also reveals that, as a result of the second recession, the number of 

unemployed again shot up close to 2,6-3 million and the number of vacancies remained 

around 0,2 million. And what is particularly surprising is the fact that even after the 

second recession, in the recovery period, the number of unemployed remained above the 

3 million mark. 
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The duration of unemployment: 

A very important aspect of unemployment is its duration. 

Figure 19. 
Long-term unemployment as % of total unemployment in selected countries 

Country 1983 1991 (+ in 1990) 
Italy 57 70 + ! 

Belgium 67 68 
Ireland 35 65 + 

Greece 25 50 + 

Spain 52 50 
Netherlands 48 46 + 

West Germany 38 45 + 

France 42 36 
Britain 45 35 
Denmark 32 33 + 

Australia 27 25 
Norway 4 20 
Japan 10 18 
Canada 9 7 
USA 11 5 
Sweden 9 4 + 

In table we can see that the share of long term unemployment is relatively high, in 

most countries it is around 30-50 %, and is increasing. There are of course exceptions. 

The article, unfortunately, does not specify what is meant by "long-term". 

There is one concrete country, Britain, for which more specific data are available, 

broken down by duration. 

57 The Economist, August 29. 1992. p.89. 
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Figure 3 7. 
No. of unemployed in April 1985 

(in thousand)58 

Duration percentage change 
1984-1985 April 

0-6 months 1,212 + 3 % 
6-12 months 666 + 2 % 
1-2 years 523 - 3 % 
2-3 years 292 + 2 % 
over 3 years 458 +37 % 

All unemployed 3,151 + 5 % 

Staggering facts can be seen from the statistics of table 21. That is more than 1,3 

million, close to 40 % of the unemployed were on the dole for more than one year in 

1985. 

Figure 21. 
Long term unemployment ratio in England59 

58 The Times, August 1. 1985. p. 4. 
59 Guardian, December 11-23. 1986. 
* International Herald Tribune 1993. VIII. 13 p. 21. 
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In the case of figure 21. an important aspect of long term unemployment can be 

observed, it is its long term trend, which is increasing. Of course this trend is not 

connected exclusively with the recession periods. It is very likely that the general longer 

trend of increasing mechanisation, robotization is behind this development. 

„Technological" unemployment 

It can be observed that in the last 20 years an ever increasing permanent or long 

term unemployment exists. These can not be considered as structural, because re-

training could not help them getting back to work. This can not be considered a cyclical 

either because this permanently exists irrespective of the business cycle. 

Such articles can be read in the American newspaper, the title of which are „In 

Europe's Job Crisis, Growth is No Answer" or „When Jobs Go Away Never to Come 

Back" (International Herald Tribune 1993 and 1994.). 

Mr. Demark, the president of the swiss ABB. Asea Brown Bovary* AG, one of the 

world's greatest robot maker. 

"Estimates that the cost to operate arobot 10 $ per hour compared with 30 to 37 on 

hour for an industrial work in Germany" and he adds that "growth in automation could 

have disastrous effect on Europes economy". 

These articles indicate the gloomy picture that these unemployment neither 

structural nor cyclical any more, but due to growing technical development. 

An article in the US Newspaper the title of which is „Now Europeans Face 

Downsizing Trauma" - reveals a deeper motives behind the technical developments:60 

„As businesses in other parts of the world, including the United States have streamlined, 

European companies have become downright uncompetitive. At the same time, they are 

feeling mounting pressure from shareholders, tempted by higher returns elsewhere, to 

reduce costs to widen profit margins. Hence the job cuts. This week, for example, shares 

8 Wall Street Journal '97. July 22. 
60 International Herald Tribune, 1996. VI. 21. p. 1. 
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of the French appliance maker Moulinex soared 21 percent the day after the company 

disclosed plans to cut 2.600 jobs, a fifth of its work force." 

Such a blunt and cynical admission that it is the growing profit seeking by share 

holders which uses technological advances lessen cost of production to „widen profit" 

margin at the expense of wage labourers. 

Effects of unemployment 

As one might expect, to be without work, without proper income has a dire 

impact on a person. These effects can be economic, psychological and political. 

Economic effects of unemployment. This question can be investigated on a macro 

economic level. That is, unemployment means that society does not utilise fully the 

labour force the most important factors of production. A very simplified calculation can 

be made in such a way that the unemployed workers' total time (days, weeks, etc.) 

should be multiplied by the workers' potential daily (weekly, yearly) contribution to 

production. At present I don't have any data related to either the Great Depression 

(1929/32) or to the recessions of the 1980's. But I guess that the loss would be very 

great, indicating the wasteful nature of the very efficient society. 

The effect of unemployment upon the individual worker, or at a micro-level, is 

perhaps more easily quantifiable, and visible, and, more tragic. What happens to a 

worker when he (or she) loses his (her) job, and earnings? 

During the 1930's, when there was no unemployment compensation (or dole) it 

was disastrous to be without work, without income. Governments tried to distribute 

food (free soup) in soup kitchens in the USA to prevent starvation. Learning from the 

1930's, governments introduced different schemes of unemployment compensations 

(benefits or dole). What aspects of these benefits should be taken into account? What 

are the preconditions of giving dole, what amount is it, for how long should it be 

provided and what happens if the entitlement expires? These are very relevant issues. 
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These conditions differ very greatly from country to country, depending upon 

specific, often political, economic etc. conditions. Information, at my disposal, are rather 

sketchy with respect to preconditions and duration in different countries. 

The volume of compensation 

The volume of compensation (dole) is often expressed in terms of percentage of 

the earlier wage, or salary. 
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Let's see first a comprehensive international picture, as comparison. 

Figure 22. 
Pre-tax benefit as percentage of pre-tax wage61 

Unemployment benefit replacement rates'1 

Averages, % 

This diagrammé shows that the average rate is approx. 30 percent, wich is 

surprisingly low. It also can be seen that there is a growing trend. 

After this lets have a look at some specific aspects of benefit ratio conected with 

the size of the family and duration of time. 

England's case. The benefit received by the unemployed as a proportion of their 

likely post-tax income In work was 45 % in 1974. The average total unemployment 

benefit received by workers was 37 % of their post-tax pay in 1972 and 1973. It was 

36 % in 1976 and 37 % in 1977. It can be estimated that the average compensation in 

the USA and in England is around 40-50 %. 

Unemployment compensation ratio (benefit as percentage of former wage) in case 

of a single person In 1991. The ratio depends on the length of time out of work. 

61 The Economist May 25th 1996 p. 122 
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Figure 23. 

Benefit as percentage of former wage62 

1st year 2-3rd years 4-5"1 years 
USA 18% 18% 18% 
West Germany 38% 35% 35 % 
Finland 55 % 42% 28% 
Norway 60% 40% 25 % 
Denmark 70% 60% 20% 
Sweden 80% 5 % -

Are these sums very high or not? Sometimes people in less developed countries 

tend to admire these unemployment compensations, convert these sums into their 

currencies and argue that they are, in some cases, 5-10 times higher than the wages in 

Egypt, or in Turkey for example. Occasionally these people, in less developed countries, 

conclude that it is this "high" dole which stimulates workers in rich countries to remain 

unemployed, that is unemployment is, they argue, voluntary. 

This idea is basically wrong, but it contains a certain elements of truth. Why is this 

comparison fundamentally wrong? A worker in a rich country has a higher salary, but 

higher expectations or needs too. His wants are determined by his salary, he is 

accustomed to it. And if his income suddenly drops 50 percent he will have difficulty 

satisfying his wants (needs), for him it is no consolation that his unemployment 

compensation is high in the eyes of people in poorer countries. The admiration of people 

in poorer countries is influenced by the low level of their expectations. It is unrealistic to 

relate the high dole to the extremely low standard of living of people in low income 

countries. 

Really, in certain cases, high doles (80-90 %) in some countries (in Denmark, 

Netherlands, Switzerland) can dissuade people from accepting dirty, heavy, low-paid 

jobs. But the fact that the great majority of the unemployed strives desperately to find 

jobs indicates that for them the dole is not satisfactory. 

62 Economist, XI. 5. 1994. p. 19. 
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We can see, especially in the cases of the USA and Britain, where the 

unemployment compensation is around 40-50% that workers are especially hard hit by 

unemployment. They try to find jobs, queue up for a job many times, and after the 

recession the unemployment decreases, indicating that they wanted work, even if they 

could have received unemployment's benefits. 

When jobless pay (unemployment benefits) runs out, governments give some 

welfare payments to the unemployed person. In the USA, after a maximum period of 1 

year unemployment benefits payment expires. 

Sociological - psychological consequences 

The unemployment greatly influences the psychology of the persons. Human 

misery stemming from unemployment is dramatically illustrated by a sociological 

survey conducted in the US. The following are the findings of this research: "For every 

1 % increase in unemployment sustained over a five year period, there is a 4,1 % 

increase in suicides, there is a 4,3 % increase in male first time admission to mental 

hospitals, there is a 2,3 % increase in female first-time admission to mental hospitals, 

there is a 4 percent increase in state prison admission and there is a 5,7 percent increase 

in homicides."63 

Political consequences of unemployment 

The misery of the unemployed masses necessarily creates great tensions in society 

in general and among the different classes, races, and religions in particular. Classes, 

groups of people begin to blame others for their plight. Nationalistic feelings come out. 

Nazism and fascism grew out of the collapse of the economic system in the 1930's. They 

spread among the millions of unemployed and deprived people who lost every hope that 

their condition would improve. Those unfortunate workers who lost their jobs, and 

sometimes were starving, were an easy prey for nationalistic, fascist political 

demagogues. In the final analysis it was the desperate condition of the unemployed 

63 Howard J. Sherman and Gery R.Evans: Macro Economics, p.246. 
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millions and their declined living standard due to the recession of the 1930s, which is 

responsible for the Second World War.64 

Another big change following the 1930s' depression and its dire effect on employment 

was the so called "Keynesian revolution". Prior to the Great Crash economists and 

politicians were worshipping the "invisible" hand of the market. But the recession 

proved that government intervention is needed. Both in the USA and in Europe 

governments took much greater responsibility for employment. 

Cardinal Agostino Casarole - ex-state secretary to the Vatican - in an interview warns 

„that social issues, like unemployment pose greater danger than nuclear arms if we don't 

find a solution to them".65 

We can agree or disagree with the cardinal, but one thing is certain the 

unemployment is one of the greatest problem of mankind. 

Government's role 

As it might be expected the handling of unemployment can not be the task of 

factories, or corporations who are subject to the "invisible" hand and the profit motive. 

So the state must undertake the responsibility of trying to prevent, or if it already exists 

to mitigate its effects. If the time of unemployment for a person extends beyond the 

limited period of the entitlement to dole, then governments provide different welfare 

allowances. 

To prevent unemployment during a recession governments have only limited power. 

As we have seen in connection with government subsidies for loss making 

enterprises, it is this, which helps some of the factories over a certain period - to finance 

its loss, instead of firing their workers, to economise in particular. The Japanese, South 

Korean and Italian governments do this, to the great irritation of other countries' 

politicians and orthodox economists. Hearing the accusations, and condemnations by 

other countries, politicians are, very often, hypocritical because the governments in their 

64 The Times, May 7. 1985. 
65 Délmagyarország, January 28. 1994. p.2. 
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own country are doing exactly the same, subsidising the loss-making corporations. 

Fortunately, the decision makers of economic policy have more sense of economic 

reality than some politicians and economic theorists do. 
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V. Declining living standards 



Something about living standards in general 

Before we investigate the development of living standards during the recessions, it 

is essential to devote some words to its concept complicating factors, and its general 

political significance. 

The concept (idea) of living standards or standard of living, can be defined as the 

general level of conditions of human life. This definition, of course Is almost a 

tautology. A more revealing definition should be related to the specific factors 

determining human life. 

The concept of living standard is a very complicated one, because many factors of 

human life play a part in it, both quantifiable and non-quantifiable. The concept (notion) 

is very complex, sometimes very controversial, as well, because it depends on human 

judgement, subjective human feelings about its level, or development. It is especially 

complex because it is very sensitive politically. It means that increasing unemployment, 

a stagnating or declining living standard often causes revolts, food revolts, loss of 

elections of the ruling parties, revolutions etc. 

It is understandable that if the dissatisfaction of masses of people grows they want 

change, sometimes only change in governments, but sometimes change in the whole 

socio-economic and political system. 

Factors directly related to life 

Human life is directly determined by many quantifiable, (food, shelter, clothes, 

consumer durable, health, education) and by less quantifiable factors, such as political 

freedom (democracy- or totalitarianism) job security, general security in the streets. To 

express these factors in a unified indicator is impossible. Perhaps it is real wage? That 

can be considered the nearest thing to a global indicator which Includes most of these 

factors, in that sense that these goods and services are bought by wages. 

69 



Indirectly determining factors 

Living standards contain subjective elements, too, depending, sometimes 

exclusively, upon subjective judgement of a person. A typical case of this is that people 

tend to think that in the past everything was much better than at present. That is their 

dissatisfaction with the present is connected with that they imagine the past as being 

much rosier than the present. Two psychological phenomena have a role here, looking 

back when they were younger - has an embellishing effect. The second phenomenon is 

that many events fall out of our memory, especially the unpleasant ones. 

Great expectations (or desire) not entirely subjective but in connection with living 

standards, satisfaction, or the feeling of satisfaction also has an important role. 

Samuelson, a Nobel-prize holder American economist, referring to an ancient Chinese 

formula, writes 

material consumption66 

happiness = 
desire 

So happiness or satisfaction is equal to the value of a fraction where the numerator 

is increasing material consumption (more, or better food, clothing, shelter, durable etc.). 

Which is determined by people's buying power or wages. The denominator is desire or 

expectation. Consequently if the denominator increases more quickly, for certain 

reasons, then happiness, or the feeling of satisfaction can decrease. The famous French 

sociologist, Raymond Aron writes: "There is no way of proving that a population in 

which the gross national product has grown rapidly is more satisfied at the end of ten 

years than it was before." 

Satisfaction or dissatisfaction does not depend on the absolute quantity of goods 

that an individual can obtain; it may depend first on the inequality of distribution of 

incomes, and in a more general way, on the relationship between desires and 

enjoyments. 

66 Samuelson: Economics 9th ed. p.270. 
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"It may be that the desires (expectations) of individuals in industrial society 

Increase more quickly than the resources (wages - incomes) which can satisfy them."67 

A survey conducted since 1957 under the leadership of Campbell professor of 

Psychology and Sociology, University of Michigan, shows "a deterioration in people's 

feeling of well-being and happiness with life". "This decline of feeling of well-being is 

concentrated among three segments of the population: Young people between 18 and 

30, people with college education and people with high incomes."68 

What is interesting is that during the period between 1950- up to 1972 - the real 

disposable weekly income increased from 176 dollars to 238 dollars. That is people's 

judgement of their well-being, or living standard contradicts the statistical facts, the 

increase in real wage during that period. 

Young, highly educated and high income people have much higher expectations 

than others. 

It would be absurd to think that during a period between 1957 and 1972, over 15 

years the more concrete components of living standard, food, shelter, consumer durable 

etc. might have worsened. 

The demonstration effect 

One might ask why is it that the denominator of the imaginary fraction grows 

more rapidly than the numerator (or the Income). The answer Is the demonstration effect 

(Samuelson: ibid). The demonstration can come from within the country, and from 

outside, from the examples of richer countries. 

Because of the very unequal distribution of income the richer classes' higher 

consumption level will have a demonstration effect on the poorer people, irritating them, 

increasingly making them dissatisfied and relatively poorer and poorer. 

The demonstration can come from outside, from richer countries. Let's quote 

Samuelson again (ibid.) "So nearly perfect are modem instruments of communication 

67 Raymond Aron: 18 Lectures on industrial society, Weidenfeld & Nicolson 1970., p. 128. 
68 US News and World Report, August 4.1980. 
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that people everywhere know about - and often envy - the comforts of modern western 

life. No longer do they shrug their shoulders and accept their relative poverty as divine 

will." 

As to the modern instruments of communication, really in the age of Sky and 

Super Channels there is a powerful stimulus to imitate the richer countries' consumption 

patterns, thereby making the people in the poorer countries more and more dissatisfied 

with their lot. 

This demonstration effect can be a powerful weapon in the hands of richer 

countries. The increasing beaming of high consumption level can make the people of 

less developed countries try to spend more (save less), demand more luxurious, often 

foreign consumer goods, and there by diverting the resources often scarce foreign 

currencies from productive investments. 

It is not accidental that South Korea, and Taiwan did not allow up to 1987 the 

different Sky - programs to be watched, and did not allow their citizens to travel 

significantly abroad that is they isolated them from foreign spending and consumption 

patterns. These, together with their special culture, language, letters, explain why the 

Western consumption patterns, "demonstration effect", did not prevent them from 

having a very high saving ratio. The high saving ratio (around 20-30 % - in the USA 5 

%) made it possible that a greater part of the produced goods could be exported (was not 

bought by the population) and capital goods and high technology could be imported (not 

consumer goods for consumption). 

So, by using the demonstration effect, using high technology broadcastings or 

media, you can get people in poorer-countries to revolt against their governments, 

overthrow them, ferment revolutions. 
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Living standard - real wages during the recessions 

During the recessions periods, when unemployment and inflation increases, the 

plight of people worsens. One of the most comprehensive indicators of the development 

of living standard are real wages. This is in essence the buying power of the workers' 

wage or salary. Real wage can be calculated from the nominal wage movement divided 

by the price movement. We will see that during the recessions of the 1974/75, 1980/82, 

1990/92 real wages declined. 

Figure 24. 
Real wage trends in West Europe 

Real hourly earnings in manufacturing industry 
(Average annual percentage change)69 

Country 1960-73 1973-79 1979-86 1993* 
(1990=100 %) 

Austria 4.8 3.1 0.9 -2.0 
Belgium 5.5 4.3 -0.1 -0.5 
Denmark 4.5 2.9 -0.4 -1.6 
Finland 4.5 1.4 1.6 -5.0 
France 4.7 3.9 1.5 -

West Germany 5.4 2.5 0.9 -1.3 
Italy 6.5 4.1 0.7 -

Netherlands 6.3 2.5 - 1.7 
Norway 3.2 3.6 0.4 -5.0 
Ireland 4.1 2.9 1.1 2.0 
Sweden 4.1 0.6 -0.7 -3.0 
Switzerland 1.3 0.8 0.8 -0.4 
UK 2.9 0.9 2.9 2.0 

* Statistical Pocket Book. Budapest. 1996. p. 46. 

The figures of table 24. are very revealing (instructive). Take the first period -

1960-73, a pre-recession period. It can be seen that in most cases the annual growth rate 

was around 4-5 % over a 13 years period. This was the time of the so called "economic 

miracles". During the second period between 1973-79, which includes the first 

recession the growth rate slowed down significantly, but not to zero level (there are 

some exceptions). During the third period, that is over 7 years, in most cases the real 

69 UN Economic Survey of Europe 1987-88. p. 102. 
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wages' annual change was around zero. Especially surprising is the fact that in the case 

of two countries (Sweden and Switzerland) in the period from 1973 - up to 1986, that is 

13 years, real wage growth was around zero. 

Albeit the figures for the period of the third recession 1990 - 93 not comparable 

with the earlier periods still they indicate that the real wages predominantly stagnated or 

declined. 

Real wage trends in the USA - Canada - Japan70 

Country 1960-73 1973-79 1979-86 
USA 1.5 0.7 -

| Canada 2.7 2.8 -0.1 
| Japan 6.9 2.2 1.7 

From this table, too, it is clear that during the recession period the real wage 

growth significantly slowed down. 

In connection with all these developments one thing should be mentioned, namely 

that this decline in living standards can not be attributed exclusively to the recessions. 

During the periods of 1973/74 and 1979/80 two oil price "explosions" occurred too, 

when the crude oil world market price went up from 1,7 dollar/barrel to about 32-34 

dollars. As a result of this two things affected the unemployment and living standards. 

One thing was that the oil price pushed up the prices of many goods and services, so 

resulting in inflation. The second consequence of oil price hike was that factories using 

much energy suffered high input cost increase. To counterbalance that, high energy costs 

slowed down production, factories fired workers or in many cases went bankrupt. 

70 Ibid. 

74 



Consumer price - living standards 

Figure 25. 

Consumer price trends in 1974/75 recession71 

(in some important countries) in % 

Country 1972 1973 1974 1975 1976 1977 
USA 3.3 6.2 11.1 9.1 5.7 6.5 
Japan 4.5 11.7 24.5 11.8 9.3 8.1 
West Germany 5.5 6.9 7.0 6.0 4.5 3.7 
England 7.1 9.2 16.0 24.0 16.0 15.8 
Italy 5.6 10.0 19.4 17.2 16.5 18.0 
Austria 6.3 7.6 9.5 8.4 7.3 5.5 
Belgium 5.5 7.0 12.0 12.8 9.2 7.1 
Denmark 6.6 9.3 15.3 9.6 9.0 11.0 
Finland 7.1 10.7 16.9 17.9 14.4 12.6 
Greece 4.3 15.5 26.9 13.4 13.3 12.1 
Spain 8.3 11.4 15.7 16.9 17.7 24.5 
Turkey 11.8 15.4 15.8 19.2 17.4 27.1 

Figure 26. 

Consumer price trends in 1980-82 recession72 

(in some countries, in %) 

Country 1978 1979 1981) 1981 1982 1983 
USA 7.6 11.3 13.5 10.3 6.1 3.2 
Japan 3.8 3.6 8.0 4.9 2.7 1.9 
West Germany 2.7 4.1 5.5 6.3 5.3 3.3 
England 8.3 13.4 18.0 11.9 8.6 4.6 
Italy 12.4 15.7 21.0 18.7 16.3 15.0 

! Austria 3.6 3.7 6.4 6.8 5.4 3.3 
Belgium 4.5 4.5 6.6 7.6 8.7 7.7 
Denmark 10.0 9.6 12.3 11.7 10.0 6.9 
Finland 7.8 7.5 11.6 12.0 9.6 8.3 
Greece 12.6 19.0 24.9 24.5 21.0 20.0 
Spain 19.8 15.7 15.5 14.6 14.4 12.2 
Turkey 45.3 58.7 110.0 36.6 30.8 31.0 

71 OECD Economic Outlook 1988. VI. p.] 80. 
72 Ibid. 
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One of the most important features of the recessions of the 1980's is that these 

occurred together with Inflation contrary to 1929-32, when there was deflation. What 

can be the reasons for these? Two tentative reasons can be mentioned. First perhaps the 

oil price "explosion", that is a 20 times increase of crude oil world market price. The 

second possible cause is that governments increased the money supply believing it 

would stimulate the economy. 

Table 25-26 I have to take some years before and after the recession years to have 

a certain basis for comparison. 

These tables reveal that during the first recession (1974-75) consumer prices, in 

contrast with the 2-4 % increase in the pre-recession years jumped to the multiplicity of 

those. Especially high increase was there in Japan (24 %), England (24 %) and Greece 

(26,9 %). On the other hand, there was hardly any increase in West Germany, and in 

Austria. 

The second recession (in 1980-82) shows that, compared to the pre-recession 

years, the ratio of inflation rose again. England, Greece and Turkey are the leading 

countries in this respect. Japan succeeded in cutting back its inflation significantly. But 

in Turkey the inflation speeded up very greatly. 
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Figure 3 7. 
Inflation in the Industrialised countries73 

1959-1987 

Figure 27. graphically illustrates that during the recessions in all countries there 

was an increase of consumer prices. In some countries it was very high, above 20 %, but 

in others it was only around 5 %. 

Even if there were nominal wage increases as it was the case, there were real wage 

declines because inflation was higher than nominal wage increase. 

Living standard 

Let's see some specific cases of declining living standards in the US, during the 

recession periods. 

United States 

It is interesting to have a closer look at what the signs of decreasing or stagnating 

living standard and real wages were in the USA. 

73 Die Weltwirtschaft, 1988. Heft 1. p.57. 
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Real weekly earning 

201 $ 

The American Labour department published that the weekly earnings of non-farm 

workers, when measured in 1977 constant dollar, declined. Up to 1972 there was an 

increase over 25 years, but from the peak in 1972 up to 1987, that is over a 15 year 

period, there was about a 20 % decline.74 

This decline occurred during a period which included the two recessions. 

Poverty in the US - the poor get poorer 

According to the US Census Bureau information "there were 35,7 million 

Americans below the poverty line in 1991, 2,1 million more than in 1990, when the US 

economy began to decline". 

The White House spokesman, Mariin Fitzwater said: "We have to expect the recession 

would have a serious impact on income and poverty levels." Commenting on the 

impoverished Americans, he added: "in a recessionary period, that's certainly 

understandable". Poor Americans accounted for 14,2% of the population, up from 13,5 

% the year before.75 

According to an analysis of census data by a Washington research centre the 

average family income of the poorest fifth of the population declined bv 10,9 percent, 

adjusted for inflation, from 1979 to 1986. The average family income of the richest fifth 

of the nation increased bv 13,8 percent.76 

74 IHT, February 20-21. 1988. p.l, 
75 IHT, September 4. 1992. p.1-2. 
76 IHT, December 19. 1988. p.9. 
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Taking both recession periods together, from 1970 to 1986 a report by the Urban 

Institute states: "The shifts in the shares (richest fifth - poorest fifth) since 1970 mean a 

family in the poorest fifth is 1750 dollars worse off in constant dollars, the average 

member of the richest fifth 10.000 dollars better off."77 

We can conclude from the above facts, that during the recessions the gap between 

rich and poor is increasing. After all these signs it becomes understandable why the 

main topic of the Democratic Convention was the recession and why American's 

demand was a change. It also becomes clear why some social scientists did not consider 

the Los Angeles riot as a pure racial, and accidental event. 

After this global indicator of living standard let's focus our attention on some of 

the specific, more tangible manifestations of living standards, such as housing, foods, 

some durable goods (car) conditions in the USA. 

Housing conditions 

Housing starts in USA 

One of the most sensitive indicators of declining living standard during the 

recession periods' is new housing starts. In 1989, there were 1,6 million units, but by 

1991 (which is the bottom year of the third recession) this went down to 0,9 million 

(almost half of the pre-recession level) but by 1992 it went back again to 1,3 million, not 

to 1,6 million, indicating that this year was not yet a year of up-turn in the American 

economy.78 

During recessionary periods housing conditions worsen. The unemployed people 

are unable to pay the rent or mortgage instalment so they are evicted from their homes 

and become homeless. As the number of homeless increase, some of them move South, 

where it the climate is warmer, to survive the winter cold there. "America's Wandering 

Jobless" is the title of a long article in the US News and World Report. We leam from 

this article that: "A recent survey of large cities by the United State Conference of 

77 IHT, March 8. 1988. p.4. 
78 Wall Street Journal, November 20. 1992. p.2. 
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Mayors puts the number of homeless at 2 million. Other projections range from 0,5 to 4 

million."79 

According to another estimates during the late 1980s, that is in the period of the 

third recession (1990-93) as many as seven million American were homeless.80 

These nomads, with nowhere to go, have set up a "Tent City" outside Houston. 

Haifa century ago, the situation was much the same for the Depression era's jobless. 

Another contributing factor to homelessness is that housing constructions, 

especially ones subsidised by government, significantly decreased during the Reagan 

era. 

What Americans are saying about this is summarised by Mayor Ted Wilson of 

Salt Lake City: "We are dealing with nothing less than a national tragedy."81 

Another article adds: "The richest country on earth has not been able to provide all 

its people with the simple human necessity of shelter."82 

Food situation 

The second Important life necessity is food. There is no need to stress that the 

great majority of Americans are properly fed. During the recessions, however, there is a 

great increase in need to feed the poor. There were "soup kitchens" during the 1930's, 

and even nowadays there are shelters, where the homeless can get meals too. 

79 US News and World Report, January 17. 1983. p.23. 
80 International Herald Tribune, 11.18. 1994. p.3. 
81 Ib.id. p.23. 
82 IHT, December 26. 1989. 
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Figure 28.. 
Food stamp recipients83 

The diagram shows a surprising thing, that in 1970 only 4,3 million people were 

food coupon recipients and it increased continuously even in the non-recession periods. 

The two peaks clearly indicate the two recessions. "Starvation stalks the US" is the title 

of an article in the British daily "The Guardian" which writes: "A group of doctors in the 

US has produced a shocking report claiming that 20 million Americans now go hungry 

in an epidemic of malnourishment now afflicting millions of the working poor."84 

The number of food stamp recipint went up to 21,7 million** during the first year 

of the third recession that is in 1991. 

Car sales in the USA 

Another indicator of the economic activity and the fluctuating living standard 

connected with the recession is the auto sales. 

83 US News and World Report, May 26. 1980. 
84 The Guardian, December 13. 1987. p. 10. 
* Wall Street Journal 1997. II.5. p.5. 
** Business Week 1991. August p. 46. 
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Figure 29. 
U.S. Auto Sale 8 5 

The ups and downs of car sales is very characteristic of the people's purchasing 

power in the US. It is surprising that from about 9,5 million car sales in 1973 the sale 

went down to 7 million during the first recession and from 9 million at the peak in 1978 

declined again to less than 6 million in 1982. As to the third recession period after 1987, 

a downward trend can be observed again. 

85 IHT, April 10. 1991. 
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VI. Foreign trade decline 



Another sign of recession is the declining foreign trade. One might be surprised 

that when there is industrial over-production, foreign trade declines. During a recession 

of course the corporations in the industrially developed countries do their best, often 

with the help of their government, to increase exports, to get rid of a part of the huge 

surplus. But at the same time, because of the declining production they don't need so 

many products, often raw materials from abroad as they used to need. So there is a 

tendency for foreign trade to become "one way" traffic. There is a much more export 

than import. Consequently the trade partner who cannot increase its exports becomes 

short of foreign currency, and has to decrease imports from the country which wants to 

export at any cost. In this way, declining imports of a given country limits the exports of 

this country. 

World Trade 1929-1933 

During the "Great Crash" world trade, in volume terms, declined from 

1928=100% to 36 % in 1933. As it can be seen this is a greater decline than the 

industrial production which was about 40 %.86 

In the USA both imports and exports were cut to about 31 %.87 It is interesting that the 

US trade decline is so similar to the world decline. 

World market price and price ratios also showed important movements called 

"Terms of trade". The world market prices for different products change differently. 

During the Great Depression the world market prices declined, but within this, the 

decline of agricultural products and raw material prices was greater, and that of 

manufactured industrial products smaller. 

86 History of the world economy (Budapest) p.306. 
87 P.A. Jones: An Economic history of the USA since 1783, Routledge & Kegan Paul, London, 

p 235 
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Let's see the facts: 

Index numbers of export prices in international trade 1928-193388 

Index of export prices (1928=100 %) 

1929 1930 1931 1932 1933 
Food 93 78 62 47 42 
Raw material 98 80 57 43 39 
Manufactured products 96 90 75 61 54 

The table shows how world market prices changed during the recession. We can 

see that all declined, but the price of manufactured goods declined to a lesser extent than 

food and raw materials. Consequently those countries which exported mainly food, and 

raw materials, suffered more than those which exported manufactured products. That is 

the loss of underdeveloped countries was much greater than the loss of developed, 

industrialised countries. 

This can be quantified as terms of trade if a given country's export price index is 

divided by it's import price Index: 

export price index 39 % 
Terms of trade = = 7 2 % 

import price index 54 % 

If a country exports exclusively raw materials (the price of which had gone down 

to 39 % by 1933) and imports exclusively manufactured goods (the price of which 

dropped to 54 %) than the terms of trade is 72 %. To put this in another way this means 

that the buying power for raw materials declined by 28 %. So if a country which exports 

raw materials wants to buy the same quantity of manufactured goods as it did earlier, it 

has to export 28 % more to be able to do so. 

So, in this way, a recession through the free world market mechanism can cause a 

much greater harm to the less developed countries. 

88 The Impact of the Depression of the 1930's and Its Relevance For the Contemporary World, 
International Economic History Congress, Berne 1986. 
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The development of world trade during the 1980-90's 

Let's have a look at world trade and its relation to GDP output. 

Figure 30. 
Growth of World Trade and Output89 

Here we can see clearly that during the two recession periods there were also two 

world trade slumps. World trade fluctuation is much greater than that of the output. 

(This diagram is not comparable to earlier ones relating to production, because it refers 

to the whole world and not only to the OECD countries.) On the basis of figure 30 we 

also see that the output (GNP) fluctuation was milder because the recession hit mainly 

the Industrialised (OECD) countries and they exported many goods, including capital 

goods, into the developing and socialist countries on credit terms. So they increased 

their production but at the same time got deeper and deeper in debt. 

89 IMF Survey, September 15. 1986. p.273. 
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Figure 44. 112 

Volume of world export 
(1960= 100) 

The graphs of the volume of world export reveal some very important 

information. 

The total world export volume over a 25 year period increased 4 times, but within 

this trend there were two declines, indicating the recession periods. These two declines 

seem to be very minor, due to the fact that the main industrial countries (USA, West 

Germany, Japan) increased their export to the rest of the world by granting credit to the 

importers. This graph also shows that within the total volume of world export the export 

of manufacturing products grew almost 7 times. At the same time, agricultural and 

min ing products grew only twofold, thereby causing great problems mainly for less 

developed, predominantly agricultural countries. 

Within the small cube we can see that in the "good old days" between 1963-1973, 

over a 10-year period, the annual growth in world export was around 9 % but between 

1973-79 this was 4 %, and during the second recession period (1979-84) it went down 

to 2 %. 

90 The Economist, September 13. 1986. p.66. 
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Let's have a closer look at some individual countries. 
Figure 32. 

Growth of real imports of goods and services in the OECD area3) 
Percentage changes from previous period91 

| Coun t ry 1970 1971 1972 1973 1974 1975 1976 1977 
United States 4.3 5.1 11.7 11.9 -2.0 -10.3 18.5 11.1 
Japan 21.3 5.8 9.9 24.2 6.2 -9.8 5.2 3.2 
Germany 15.6 10.0 5.7 4.2 2.2 -0.6 10.5 3.6 
France 7.4 25.7 13.2 14.2 1.9 -9.7 17.4 0.1 
United Kingdom 5.3 5.3 9.7 11.8 1.3 -7.1 4.2 1.2 
Italy 15.9 24.0 11.4 10.5 2.2 -9.6 15.4 -0.2 
Canada -1.7 7.2 13.8 14.7 11.1 -3.3 8.6 1.7 
Total of above 
countries 9.4 8.0 10.4 12.6 1.9 -7.7 12.3 4.7 

Austria 15.9 6.3 12.1 9.6 6.9 -4.6 17.4 8.0 
Belgium 12.5 5.3 8.4 19.4 7.5 9.8 11.0 15.4 
Denmark 9.3 -0.7 1.5 12.8 -3.8 -4.8 15.6 0.0 
Finland 20.3 -0.6 4.2 13.0 6.7 0.6 -2.0 -1.5 
Greece 6.2 7.6 15.4 32.2 -16.3 6.3 6.1 8.0 
Iceland 27.8 23.0 0.2 18.6 12.8 -12.3 -3.5 20.2 
Ireland 2.3 4.7 5.1 19.0 -2.3 -10.2 14.7 13.3 
Luxembourg 19.0 6.5 2.8 10.6 5.8 -8.7 0.8 1.6 
Netherlands 14.7 5.7 9.1 8.9 -6.8 -3.8 10.4 2.4 
Norway 13.6 6.4 -1.0 14.4 4.7 7.0 12.3 3.4 
Portugal 0.9 14.5 12.0 12.7 4.8 -25.2 3.4 12.0 
Spain 7.0 0.7 24.3 16.7 8.0 -0.9 9.8 -5.5 
Sweden 10.4 -3.3 4.0 6.9 9.9 -3.5 9.0 -3.8 
Switzerland 13.9 6.2 7.3 6.5 -1.0 -15.4 13.1 9.3 
Turkey - . 10.4 1.7 11.8 24.1 -3.9 
Total smaller 
European 
countries 12.1 3.8 8.3 12.5 1.6 -4.7 11.0 3.8 

Australia 4.8 -0.1 -9.1 20.7 23.6 -15.7 12.1 -0.2 
New Zealand 17.3 2.1 6.3 17.9 23.2 -22.0 -2.0 2.4 
Total smaller 
countries 11.6 3.5 7.1 13.0 3.4 • -5.9 10.8 3.5 

Total OECD 10.0 6.7 9.5 12.7 2.3 -7.2 11.9 4.4 

Four major Euro-
pean countries 11.1 10.6 - 9.3 9.5 1.9 -5.9 11.4 1.6 

OECD Europe 11.5 7.8 8.9 10.7 1.8 -5.4 11.2 2.5 
! EEC 11.1 8.7 9.6 10.9 1.2 -5.9 11.1 2.6 

Total OECD less 
the USA 11.8 7.2 8.8 12.9 3.5 -6.4 10.1 2.5 

a) Aggregates were computed on the basis of 1982 exchange rates. 

91 OECD Economic Outlook ,1988. VI. p.179. 



Table 32. contains import developments of some of the most important countries 

during the recession year compared to previous and following years. 

In some countries import has already declined in 1974, but in the case of most 

countries it happened in 1975. So the "minus signs" concentrated in this year. It is 

interesting that the decline in imports was much greater, 7,7 %, in the bigger Western 

countries than in the smaller ones where it was only about 4,7 %. 
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Figure 33. 
Growth of real imports of goods and services in the OECD area2) 

Percentage changes from previous period92 

Country 1977 1978 1979 1980 1981 1982 1983 1984 1985 
United States 11.1 7.0 4.1 -6.0 3.4 -2.2 9.6 23.9 3.9 
Japan 3.2 5.1 13.4 -6.2 5.1 1.7 -5.1 11.1 0.1 
Germany 3.6 5.5 10.5 3.7 -1.2 -0.1 0.6 5.3 3.7 
France 0.1 3.0 10.1 2.5 -2.1 2.6 -2.7 2.8 4.7 
United K. 1.2 3.9 10.5 -3.2 -2.6 5.0 5.8 9.8 2.7 
Italy -0.2 8.1 13.8 8.3 -3.8 -0.7 -1.6 11.0 4.7 
Canada 1.7 7.4 11.4 4.9 8.5 -15.2 9.0 16.6 8.3 
Total above 
countries 4.7 5.8 9.1 -1.2 1.2 -0.8 2.9 13.5 3.6 

Austria 8.0 -1.3 11.8 6.4 -1.5 -3.3 5.7 9.9 6.9 
Belgium 15.4 3.7 9.1 0.3 -2.3 1.1 -0.8 6.0 1.0 
Denmark 0.0 0.1 5.0 -6.8 -1.7 3.8 1.8 5.5 8.6 
Finland -1.5 3.7 18.4 8.3 -4.7 2.5 3.0 1.0 6.8 
Greece 8.0 7.2 7.2 -8.0 3.6 7.0 6.6 0.2 12.8 
Iceland 20.2 3.6 2.5 3.0 7.2 -1.1 -5.7 9.3 9.7 
Ireland 13.3 15.7 13.9 -4.5 1.7 -3.1 4.7 9.9 2.8 
Luxembourg 1.6 5.9 7.1 3.1 -2.8 -0.1 1.9 15.4 6.2 
Netherlands 2.4 6.2 6.5 -1.0 -5.8 1.1 3.8 5.1 6.0 
Norway 3.4 -13.5 • -0.7 3.3 1.5 3.7 0.0 9.5 6.5 
Portugal 12.0 1.6 8.7 10.5 3.7 5.4 8.7 2.7 3.9 
Spain -5.5 -1.0 11.4 3.3 -4.2 3.9 -0.6 -1.0 6.2 
Sweden -3.8 -5.5 11.6 0.4 -7.1 4.3 0.4 4.5 8.0 
Switzerland 9.3 10.9 6.9 7.2 -1.3 -2.6 4.4 7.1 5.1 
Turkey -3.9 -31.4 -7.9 -4.6 16.5 13.4 12.7 16.5 7.0 
Total smaller 
European 
countries 3.8 0.3 8.0 1.2 -2.5 1.8 2.1 5.5 5.7 

Australia -0.2 3.4 1.8 5.6 9.2 5.1 -10.2 20.6 4.7 
New Zealand 2.4 -5.4 16.7 -3.4 4.6 6.9 -6.0 17.0 -3.4 
Total smaller 
countries 3.5 0.4 7.7 1.4 -1.6 2.1 1.0 6.7 5.4 

Total OECD 4.4 4.3 8.7 -0.6" 0.5 0.0 2.4 11.7 4.1 

Four major 
European countries 1.6 5.0 10.9 2.6 -2.2 1.5 0.5 6.7 3.9 
OECD Europe 2.5 3.0 9.7 2.1 -2.3 1.6 1.2 6.2 4.6 
EEC 2.6 4.6 10.1 1.7 -2.5 1.7 0.7 6.0 4.2 
Total OECD less 
the United S. 2.5 3.5 10.2 1.1 -0.4 0.6 0.4 7.9 4.1 

a) Aggregates were computed on the basis of 1982 exchange rates. 

92 Ib.id. 
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As indicates, during the second recessionary period, in 1980-81-82, the total 

import decline was much smaller, around 1 %. 

Real imports of goods and services 
Percentage changes from previous period 

Country 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 
United States 8.4 6.1 4.0 3.9 3.9 -0.7 7.5 8.9 12.2 8.9 9.1 
Japan 2.0 9.5 20.9 18.6 7.9 -3.1 -0.7 -0.3 8.9 14.3 10.5 
Germany 2.7 4.2 5.1 8.3 10.3 12.8 2.0 -5.9 7.7 6.9 2.2 
France 7.1 7.7 8.6 8.1 6.1 3.0 1.2 -3.5 6.7 5.1 2.8 
Italy 3.9 11.4 5.4 9.1 8.9 2.7 5.4 -8.1 8.4 9.6 -2.6 
United K. 6.9 7.8 12.6 7.4 0.5 -5.2 6.9 3.0 5.5 4.2 8.5 
Canada 7.6 7.0 13.8 6.3 2.0 3.3 5.6 8.8 11.5 8.7 5.1 
Total above 
countries 

6.1 7.2 8.7 8.1 5.5 0.6 4.7 3.0 9.9 9.1 7.1 

Australia -5.2 1.8 16.6 20.3 -3.9 -2.5 7.8 5.5 15.6 9.6 8.6 
Austria -2.9 5.4 10,4 8.4 7.3 6.5 1.8 -0.7 8.3 7.0 8.7 
Belgium 7.4 8.5 9.7 9.4 4.9 2.8 4.1 -0.7 8.2 6.1 2.8 
Czech Republic - - - - - - - - 7.8 19.2 13.3 
Denmark 6.8 -2.0 1.5 4.2 1.5 3.9 0.2 -0.1 13.7 9.8 3.7 
Finland 2.6 9.2 11.1 8.9 -0.6 -11.7 1.1 0.8 12.8 6.9 4.5 
Greece 3.8 16.6 8.0 10.7 8.7 6.0 1.3 0.2 1.7 6.0 3.9 
Hungary - - - - - - - - 8.8 -0.7 6.5 
Iceland 1.0 23.3 -4.6 -10.3 1.0 5.5 -7.8 -8.6 4.1 3.8 16.6 
Ireland 5.6 6.2 4.9 13.5 5.1 2.3 7.9 7.2 14.8 15.8 11.4 
Korea 17.9 19.6 12.9 16.3 14.3 19.2 5.1 6.7 21.7 22.0 14.8 
Luxembourg 3.8 7.5 8.2 6.6 4.5 9.0 -0.8 2.8 -0.1 3.8 1.0 
Mexico -7.6 5.1 36.7 18.0 19.7 15.2 19.6 1.9 20.5 -12.8 27.8 
Netherlands 3.5 4.2 7.6 6.7 4.2 4.1 2.1 -2.1 6.7 7.2 5.3 
New Zeland 2.8 8.6 -0.6 12.5 2.2 -5.2 8.1 6.0 13.0 8.6 7.3 
Norway 11.8 -6.5 -2.4 2.2 2.5 0.2 0.7 4.4 4.9 5.5 6.5 
Poland - - - - - - - - 11.3 24.3 28.8 
Portugal 16.9 23.1 17.3 5.8 14.1 6.4 10.5 -3.0 10.9 8.8 7.5 
Spain 14.4 20.1 14.4 17.3 7.8 9.0 6.9 -5.2 11.3 11.0 6.2 
Sweden 4.5 7.7 5.3 7.4 0.7 -4.9 1.1 -2.5 13.2 10.2 3.7 
Switzerland 8.1 6.2 5.2 5.9 2.6 -1.6 -4.2 0.1 7.9 5.4 2.4 
Turkey -3.5 23.0 -4.5 6.9 33.0 -5.2 10.9 35.8 -21.9 29.6 29.6 
Total of 
smaller 
countries 

4.7 11.1 13.2 12.5 10.1 5.9 7.0 3.6 10.5 9.4 12.8 

Total off 
O E C D 

5.8 8.0 9.6 9.0 6.4 1.7 5.2 3.1 10.0 9.2 8.3 

European 
Union 

5.8 8.7 8.4 9.0 6.5 4.2 3.8 -3.5 7.9 7.1 3.4 

' OECD Outlook 1997. page A/13 
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As to the third recession 1991-93 the data are mixed, there are many minus signs 

indicating the dicline only in 1993 in the European Union is 3.5 dicline. 

There are some tentative explanations of the decline in imports during these 

recessions. A recession means that industrial production declines, consequently the 

demand for imported goods (capital goods, consumer goods, alike) also declines. The 

second possible explanation is that countries introduced import limiting measures, 

tariffs, but mainly quotas, to defend the home market. And there is a third explanation: 

because of the oil price explosions, which occurred exactly in the same periods, 

countries had less foreign currency to pay for imported goods, so they had to cut back 

their imports. 

World market prices - terms of trade 

Similar to the 1929/33 situation, there were great world market price movements 

during the recessions of the 1980s, 90s. They were primarily upward movements, not in 

the opposite direction. First of all there was the so called oil price explosion, when 

between 1973 and 1980 the world market price of oil went up from 1,7 dollar/b. to 32-

34 dollar/b. thereby causing great change in the ratio of world market prices of oil and 

of other products. The discussion of this is not my purpose because this is not the 

consequence, or manifestation of the recession. The oil price explosion is not the result 

of recession (but one of the causes). A recession should have caused the opposite: the 

relative decline of oil prices. On the other hand - as I have already mentioned - in all 

probability there is a relationship between oil price (as cause) and recession (as effect). 

I'm concerned here with price movement, as a result of recession, and not with the 

oil price explosion. But still, I think it is worth looking at the movement of world 

market price of crude oil and its price ratio to the export prices of other products. 
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Figure 34.. 
The world market price of crude oil and the two oil price explosions93 

(US dollar/barrel) 

The diagram indicates that between 1953 and 1973 the erode oil price fluctuated 

around 1,7 dollar/ barrel (here only from 1967-1973 between 1,3-2,8), however by 

1980 it went up 20 fold, that is to about 34-36 dollars. After the peak it went down in 

1986 to 11,5 dollars. But it did not go back to the level of the pre-1974 period. 

Figure 35. 
The change of crude oil price and export prices of the advanced industrial eosintries 

93 Österreichs Wirtschaft im Überblick, 1987/88. 
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In figure 35 we can see that the price of crude oil increased 20 fold, while the 

world market prices of the goods in industrially developed countries (that is mainly 

industrial goods) increased only 4 times. 

So their price ratio, or terms of trade significantly changed in favour of the oil 

exporting countries. 

Let's have a closer look at how the recession affected the term of trade during the 

second recession. 

Figure 36. 

Index number of export prices in international trade 1978-198494 

Index of export prices (1978=100 %) 

1979 1980 1981 1982 1983 1984 
non-oil commodities 115 132 111 93 99 100 
manufactured products 114 127 121 119 114 111 

Terms of trade index in relation to manufactured products (1978 = 100 %) 

1979 1980 1981 1982 1983 1984 
non-oil commodities 101 104 92 78 87 90 

We can see on the basis of these information that directly before the 2nd recession 

(1981-82) the world market prices of non oil commodities and manufactured increased, 

indicating the effect of pre-recession upswing. It can also be noticed that the increase of 

prices in non-oil commodities was slightly greater than that of manufactured goods. But 

during the recession the decline was greater in non-oil commodities (here are mainly 

industrial raw materials) than in the prices of manufactured goods. So here we can see 

that exactly the same thing happened as in 1930, the terms of trade worsened for the 

exporters of raw materials and improved for the exporters of manufactured goods. 

94 UN Economic Survey of Europe in 1982. p.230, 1984-85 p.167. 
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VII. Increasing protectionism (Trade War) 



The written and electronic media is full of the topics dealing with the "creeping" 

protectionism or trade war. Nowadays the expression "trade war" Is more widespread 

than "protectionism". 

This relatively new word for the old concept better expresses the essence of the 

international economic policies of the nations. The older expression protectionism 

perhaps narrows down the problem to the protection of a given national producers from 

foreign competition. But the new expression "Trade War" implicitly implies two 

features of the problem. One is, it is a very serious thing if it is called a war. Economic 

war against others is defending the home economy, industry, and employment. The 

word war also means that as in a real war, there are offensive and defensive movements 

of troops. The offensive is export stimuli, the defensive is import restrictions. 

As to the seriousness of the "trade war", let me quote some examples. 

"And after it was all over (that is, The First World War) President Wilson of USA 

wearily asked an audience on September 5. 1919.: Is there any man here or woman - let 

me say is there any child - who does not know that the seed of war in the modem world 

is industrial and commercial rivalry?" Than he said explicitly, referring to the war being 

just over, "This was a commercial and industrial war".95 

So the seeds of both world wars were industrial and commercial rivalry - we 

could see the very seriousness of these. 

Let's see examples of the 1980's. 

"We are a colony again, this time of Japan" - is the title of a newspaper article 

dealing with an Interview with Lee lacocca, the chairman of Chrysler; who says: "We 

send Japan low-value soybeans, wheat, com, coal and cotton. They send us high value 

autos, motorcycles, TV sets. It is 1976 and we are a colony again, this time of Japan."96 

There is no doubt that this opinion contains a lot of exaggeration but reveals the 

real problem too. 

95 R.O. Boyer, H.M. Morais: A history of the American labour movement, p. 193. 
96 US News and World Report, April 16. 1984. p.63. 
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In another article: "In a fearful Europe, Japan's new Clout Prompts a Backlash" we 

can read something about Europe's and France's opinion: "A new wave of anti-Japanese 

sentiment is spreading across Europe as public admiration for Japan's remarkable post-

war recovery is rapidly turning to fear that its economic juggernaut will smash key 

industries, conquer the unifying European market and transform the Continent into an 

industrial colony. 

"Prime minister Edith Cresson of France has even described the Japanese as ants 

imbued with single minded devotion to vanquish the Western world" the Japanese, she 

added: "they are our common enemies."97 

The most spectacular rifts, conflicts are among the USA, the Common Market, 

and Japan, but many more countries are tempted, and forced to take part in this trade 

war. 

Causes of increasing trade war 

The question can be raised: why is there this trend that countries participate in the 

trade wars against each other? It is not very difficult to understand that during the 

periods of recessions, that is when over-production occurs than countries tend to restrict 

the import and stimulate the export at any cost. The nations' external economic policies 

give up their free market policies and intervene more and more in the international trade. 

A good example of this is the US's case during the 1929/33 recession. 

97 IHT, June 17 1991. p.l. 
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Figure 3 7. 

Average U.S. tariff rates98 

Before the recession the US imposed only about 10 % tariffs on Imported goods 

but during the critical period it was increased to 60 %. Obviously other countries at that 

time did more or less the same, they protected their markets. 

During the recessions of the 1980-90's the causes of recessions were more 

complex. At this time, as was mentioned, two oil price explosions occurred, as well, 

more or less exactly at the time of the recessions (1974, 1979), so this strengthens the 

idea that they were caused (exclusively) by these oil price increases. There are 

economists who argue that way. 

In my opinion, in these cases there are really two factors, over-production and oil 

price explosion, which together caused the recessions, their relative contribution can not 

be quantified. 

98 Samuelson: Economics 11 ed. p.őóC. 
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I would like to present my argument in favour of my contention that within these 

recessions there was over-production too, not only an increase in the price of oil. 

a) Historical fact that since the industrial revolution over-production crisis have 

occurred at regular intervals. The greatest was in 1929/33 and than a smaller one began 

in 1937, which was solved only by World War II. After the world war there was a rapid 

growth, an age of economic miracles, when production, mechanisation, and automation 

increased. There is every reason to believe that the preconditions of over-production 

have been created. We have no reason to believe that the economy in this respect 

fundamentally changed. 

b) Statistical facts. If we carefully examine the increase in productivity and 

compare it with real wages during the period 1970-1989 we can see again that the 

former increased much faster than the later. 

c) The fact that the 1987 recession was relatively smaller than the one in 1990-92, 

which was more significant indicates that during that time there were no oil price 

increases, still there were recessions. 

There is no doubt, that in recessions which were intertwined with oil price 

explosions, the price of oil played a significant role, but perhaps it can not be considered 

an exclusive cause of recessions. 

So the first main cause of the increasing protectionist trend is the over-production 

crisis. But during the new recessions the oil price too contributed to the protectionist 

trends. 

Oil price explosion - cause of trade war 

The consequence of the oil price hike was that the balance of trade of many 

countries turned into deficit. The balance of trade of 24 OECD countries had a total 

surplus between 1970-73, 10 billion dollars, but from 1974 there is an ever increasing 

deficit, from 24 billion it increased to 69 billion in 1980." 

99 International Financial Statistics Yearbook 1987.p.l34-135. 
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The fact that the balance of trade of even these industrial countries (the nations' 

wallets) turned empty, moreover negative, forced them to restrict the import of goods 

and to try to increase the export. So here are the two sides of the "trade war". 

The offensive side of "trade war" (export stimuli) 

It is governments' external economic policy to try to boost export, partly because 

of over-production, to get rid of the huge surplus or to attempt to redress, the negative 

balance of trade sheet. How do governments help corporations and enterprises to 

increase their exports? There are certain measures (or weapons) at governments' 

disposal, the most important among them are: export credit, dumping and currency 

devaluation. 

Export credit (sometimes called "credit war"). 

To stimulate exports both companies themselves and the government provide 

credit to the foreign buyer. The basic problem during the recessions - as was already 

mentioned - is that the advanced countries primarily want to export and decrease 

imports, because of over-production. But how can a foreign buyer buy without selling 

something and acquiring foreign currency? 

Without buying, a firm or a country can sell only on credit terms. So the exporter 

provides credit to the importer. Very often the exporter does not have the extra money to 

lend for a longer period of time, here governments can step in providing credit either to 

the exporter or to the foreign importer, often at favourable interest rates (interest rate 

war). Governments compete to provide favourable credits to stimulate the export of 

their firms. 

Sometimes the export credit "war" is so intense that governments subsidise 

foreign credits. 

The real interest rate from 1973 till 1978 was negative, in 1975 for example - 5%, 

this meant that foreign loans could be obtained free of Interest.100 

100 OECD Economic Outlook, December 1986. p.40. 
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What does a negative Interest rate mean? 

This means that if we assume the world inflation rate to be 14 %, while at the 

same time a foreign loan can be obtained at an interest rate of 8 percent then there is a 

6% negative interest rate. It would be a positive interest rate if the interest rate was 

higher than that of inflation. 

The U.S. is to carry out its threat to engage in an international export credit war to 

force reform of the heavily subsidised interest rates system. It will step up "selectively". 

Government credit to U.S. exporters to sharpen their competitive edge. 

The aim of the U.S. is to force its major trading partners to agree to a reduction in 

Government subsidies of export credit, Mr. Bergsten said. He noted that the cost to 

OECD governments of subsidising credit rose from $ 2bn in 1978 to $ 5bn (L 2,lbn) 

last year.101 \ 

Governments can even subsidise credit, if the world market credit rate is lower 

than the internal ones, or if the government want to secure the foreign borrower. 

So it is this export on credit terms which is partly responsible for the huge external 

indebtedness of the world economy (see later). 

Dumping price 

The other important weapon in the trade war is the dumping price. This price 

means that firms competing against each other for the buyer, secretly offer lower prices 

to secure buyers for themselves. There is no completely uniform concept about what 

constitutes dumping, or dumping price. The following Interpretation can be found: 

dumping price is when it is lower than the price of the same product in the importing 

countries, in other cases when it is lower than the world market price. In other cases we 

can find such definition "as below fair price" - which is open to very different 

interpretations, it Is very ambiguous. Sometimes the dumping case is connected with 

101 Financial Times, November 21. 1980. 
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increased market share (market penetration). Finally the most surprising type of 

dumping price is when the price is below the cost of production. 

Let's see some examples of this. 

In an article on the World Economy the title of which is "Dumping and the Far 

East Trade of the European Community" - very revealing facts can be found. The 

investigations by the commission of the European Community found the following 

"dumping margins". 

Figure 38. 

Dumping margins'02 

j Ball bearings from Singapore 33,89 % 
Tapered roller bearings from Japan 45,0 % 

i Electronic typewrites from Japan 76,0 % 
Hydraulic excavators from Japan 31,9% 
Electronic scales from Japan 20,6 % 

| Photocopying apparatus from Japan 40,6 % 
Outboard motors from Japan 53,2 % 

i Computer printers from Japan 86,0 % 
Video cassette recorders from S.Korea 29,0 % 

Table 38 shows that mainly the Far Eastern countries are being accused of selling 

goods at dumping prices. In these cases - the panel found that the margin of dumping 

was prices below cost by these percentage points. 

Why are firms willing to sell their products below cost and how do they make up 

these losses? What else could be done during recessions, when the buying power of 

people declined. These prices below cost make products more competitive and by 

penetrating foreign markets they can destroy firms there, that is conquest the market. 

Selling below cost of course implies that a certain loss will occur for the firm. This loss 

can be made up (covered) by earlier profits (or later profits) or compensated by 

government subsidy. 

102 The World Economy, December 1988. p.445. 
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The media are full of accusations and counter-accusations of dumping, and with 

the demand that punitive tariffs be placed on imported dumped priced products. 

Currency devaluation 

A third and again often used export stimulus is the devaluation of currencies. The 

essence of this is that the export firms will get more local currency for the acquired 

foreign currency, and in this way it is more interested in increasing its exports. 

Moreover the exporter could go below the world market price too if the new exchange 

rate made it possible. 

The defensive side of the "trade war" 

One of the classical and old defensive weapons is the tariff that is levied on 

imported goods, making them more expensive and In this way it protects local 

production. Although the relative share (or importance) of tariffs as a protective 

instrument is decreasing, still we can find a lot of examples in international transactions. 

1'his instrument is "market conform", that is it is in harmony with the International 

market mechanism, not direct intervention by the government. Some examples of the 

tariffs: "President Reagan announced on March 31 that America's tariffs on imports of 

big motorcycles would rise from 4,4 % to 49,4 %."103 

"The French government imposed a 45 % tariff on a certain part of AKAI Video 

recorders."104 

Nowadays the imposition of tariffs is very often connected with accusations of 

dumping. So dumping is an offensive weapon often partly counteracted by imposing 

extra duties on goods. Let's see here, too, some examples "EC Alleging Dumping, sets 

tariffs on Japanese printers" is the title of an article special import duties of up to 33,4% 

on Japanese goods contending they are being dumped at unfairly low prices on EC 

markets."105 

103 Economist, April 9. 1983. p.61. 
104 Newsweek, November 29 p.29.40. 
105 IHT, May 27. 1988. p.13. 
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Another article says: "US imposes penal duties on "dumped" steel from Europe" -

in this the following statement can be read: "The U.S. moves come just 10 days after the 

EC itself imposed duties of between 11 percent and 30 percent on steel exporters from 

Croatia, the Czech and Slovak republics, Hungary and Poland, alleging they too are 

dumping."106 

Sometimes we can read allegations that dumping accusations are only pretexts for 

imposing tariffs to protect domestic firms. 

Quotas 

Another instrument of defence, import restriction is the quota. The essence of this 

is that governments set certain quantities that are allowed to be imported. This measure 

is not market conform, it is a direct, administrative interference by governments. This 
v 

measure is stricter, and is used mainly in more serious conditions. To have a better 

understanding of its special significance let's compare the two defensive instruments, 

tariffs and quotas. 

Figure 39. 
The frequency of use of tariffs and quantitative restrictions (in 100 transactions) %107 

Time tariffs ~ quotas total quota as % 
of total 

1949-58 13 3 16 19 
1959-68 20 16 36 52 
1969-78 15 28 43 71 
1979-86 17 25 42 67 

This statistical table does contain some very interesting and useful information. 

What are these? 

a) In the earlier period there were very few restrictions on import, in 100 

international trade transactions only 16 - that is 16 %. At the same time the application 

of quantitative restrictions, that is quotas were very minimal (3 in 100 dealings). 

106 Financial Times, December 1. 1992. p.l. 
107 World Development Report 1987. p. 161. 
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b) In the latter periods, which include the two recessions, the share of quotas at the 

expense of tariffs increases significantly, while the number of cases where tariffs were 

applied hardly increased from 13 to 15 or 17. At the same time the frequency of using 

quotas increased from 3 % to 25 %, more than sevenfold. This indicates that because of 

greater over-production during recessions, more effective and radical protection was 

needed. 

c) Where as in the old days there were only 16 cases where in one way or another 

import restriction was applied this went up to 42 % in the 1990's. 

In contrast to the fact that there is much talk about less government intervention, 

freer international trade, in the economic reality is the opposite. More and more 

government intervention, even more direct government intervention is taking place in 

international economic transactions. 

Other administrative restrictions 

There are a great many administrative restrictions which are used in the recession 

periods, out of them perhaps one is the most important, and is generally used, it is the 

"local content requirement". This legal measure means that exporters are expected to use 

a certain amount of locally made parts, or materials. This principle is particularly 

significant in cases of cars, electronic consumer goods, etc. One example: "The EEC 

member states agree that a European car must have a certain amount of "local content" 

(the Japanese car, manufactured in England and imported into Italy for example can be 

considered as European only if it contains a certain value of locally made parts) but they 

disagree on how much. The Brussels commission is expected eventually to settle for a 

gQ% local (i.e. Community) requirement in car production, but only as a yagug_guide". 

The logic behind this requirement is to protect local industry, at least some of It 

that manufactures parts or components, that Is secures employment. Among others this 

is one reason why Japanese and other firms set up assembly plants in other countries. 
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VIII. Growing external indebtedness 



One of the greatest problems of today's world economy is the huge external debts 

which accumulated from about 1974. In the international statistics, and other 

publications information relating to countries, they are talking about this or that 

country's external debt. This reinforces the misunderstandings that nations are in debt. In 

some cases and to some extent it is possible that the debts are government debts really, 

but the majority of debts are owed by factories, corporations within a given country. 

They are national debts only in the sense that it is an aggregate (sum total) of the debts 

of businesses. 

Figure 40. 
The total external debt of the world108 

1970 1988 
Industrial countries 24 800 (24 OECD) 
Developing countries 70 1.300 
Socialist countries 6 100 

Total 100 2.200 

It must be mentioned however that these data contain only estimates because both 

the individual borrowers and banks treat them very confidentially. 

In spite of this they are reliable enough to draw certain conclusions from them. 

What are these main lessons? 

First of all there is the huge 22 fold increase over a period of 18 years, which is 

unprecedented in economic history. It is also surprising that the Western European 

industrial countries too have accumulated huge foreign debts. Let's see first their details. 

108 Compiled on the basis of The Times, December 19. 1988.; Euromoney Yearbook, 1985.; 
Financial Times, October 4. 1991. p.29.; IMF Survey, June 8. 1992. p.179. 
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Figure 41. 
European foreign debt 

(US $ billion)109 

C o u n t r y 
Tota l foreign 

debts 
Reserves 

(excluding 
gold) 

Gold 
Net 

foreign 
debt 

Net 1 
foreign 

debt 
As % As % 
G D P exp. 
1983. 1983. 

Austria 10.1 3.9 6.3 -0.1 -0.1 -0.4 
Belgium 39.2 4.7 10.3 24.2 29.5 41.5 
Denmark 28.9 3.6 0.5 24.8 44.0 134.8 
Finland 15.5 1.2 0.4 13.9 29.2 98.6 
France 54.0 19.9 24.6 9.5 1.8 8.3 
Germany 76.8 42.7 28.6 5.5 0.8 2.6 
Greece 13.9 0.9 1.2 11.8 34.3 167.4 
Iceland 1.3 0.1 - 1.2 50.8 104.5 
Ireland 12.0 2.6 0.1 9.3 51.4 119.7 
Italy 54.6 20.1 20.0 14.5 4.1 18.0 
Netherlands 16.4 10.2 13.2 -7.0 -5.3 -9.1 
Norway 25.0 6.6 0.4 18.0 32.7 76.6 
Portugal 14.4 0.4 6.1 7.9 38.2 131.7 
Spain 31.3 7.4 4.4 19.5 12.3 64.8 
Sweden 36.1 4.0 1.8 30.3 33.4 98.1 
UK 65.9 11.3 5.7 48.9 10.7 40.4 

Table 41. shows, although more than 10 years ago, how deeply the individual 

countries sunk into debt. We will see however, in the case of some countries that their 

debts increased even after 1984 - when oil prices had already declined. 

Public opinion in general, and that of economists, tends to accept that external 

indebtedness, and their relative volumes, and differences among countries can be 

considered as some sort of qualitative Indicator. Arguing that strong economies, with 

high productivity level have no external debt, or have less than weaker, less efficient 

countries. This sounds very reasonable but is not bom out by the facts of the table (41). 

Looking at the table we see that Portugal, Spain have less foreign debt than Sweden, but 

they are much less developed. 

109 Euromoney Yearbook, 1985. p.75. 
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Select some developed -

Figure 42. 

industrial countries. 

Denmark110 

The richest people in the EEC 
are also the most indebted Each 
Dane-man, woman and child - is 
in hock to the rest of the world 
to the rune of $ 8.500. At the end 
of last year Denmark's total foreign 
debt was equivalent to 40 % of its annual 
GDP - exactly as bad as Brazil's 
though below Argentina's 70 %. More 
happily, as a proportion of its annual 
exports Denmark's debt was 130 % — 
well below Brazil's 400 %. 

"Running an external deficit for 25 years is unorthodox, to put it mildly. Every 
year, Denmark has been warned that it cannot go on living so mightily beyond its 
means. Yet it blithely has. And this summer the Danes, frolicking in Copenhagen's 
Tivoli gardens or bronzing themselves on Mediterranean beaches, do not have a look of 
angst about them." 

Here we see a rich Western European country where the per capita external debt is 

about 8.500 dollars, if we assume Denmark's GDP to be in 1988 about 100 billion 

dollars, than its debt amounted to 40 billion dollars. This is a shocking thing. The 

diagram indicates a very steep increase - even after the oil price explosion. 

Finland Is another a small, affluent country which achieved high economic growth 

over the last 50 years and in terms of GDP per capita it is very close to Switzerland and 

Sweden. 

110 The Economist, September 3. 1988. 

Finland 
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Figure 3 7. 

Finland's net foreign debt111 

The diagram shows that the peaks always occurred in time of recession (it is true 

that the first two recessions coincided with oil price explosions). The exception is the 

1990-92 recession, at this time the external debt shot up to about 33 % of GDP - which 

is about 37 billion dollars. Since Finland's population is 5 million, the per capita 

external debt was about 7.400 dollars in 1991. 

Australia 

"Rising Foreign Debt Undermines the Lucky Country" is the title of an article in 

which the following can be read: "Once this was known as the "lucky" country and 

Australians were confident that their vast nation would prosper on its abundance of 

gold, oil, coal and other resources." But the increasing economic difficulties, including a 

foreign debt that is rapidly becoming one of the world's largest, has eroded carefree 

optimism. 

111 Financial Times, October 4. 1991. p.29. 
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Figure 44. 
112 Australia's Mounting Foreign Debt 

Total foreign debt at the end of June, in billions of Australian dollars. 

In Australia's case, in 1986 it had an external debt of 60 billion US dollars, up 

from about 18 billion in 1981. This sum is 30 % of GDP, and in per capita terms it is 

about 4.000 US dollars. 

I think that both the general picture and the cases of three special countries verify 

(prove) the surprising fact that even the rich countries have become indebted. 

Developing countries 

It is much more understandable that developing countries have accumulated huge 

debts because they increased their imports from the Industrialised countries. 

1,2 IHT, February 20. 1990. p.11-15. 
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Figure 45. 
Major LDC borrowers 

(US $ billion)113 

Country Gross external debt 
End 1983 

Debt to export ratios 
1983 

Argentina 43.4 435 
Brazil 93.6 366 
Chile 18.6 375 
Colombia 11.2 247 
Ecuador 6.9 246 
Indonesia 29.2 136 
Korea 40.1 125 
Mexico 90.6 317 
Nigeria 18.2 146 
Peru 12.8 320 
Philippines 26.5 308 
Turkey 23.9 267 

i Venezuela 34.9 203 

There are a lot of statistical information about the increase of external 

indebtedness of the individual developing countries, the beginning of which is around 

1974. I can not deal with individual countries, perhaps it is sufficient to refer to the 

global picture around 1974. Table 45 is interesting from the point of view of what was 

the indebtedness of individual developing countries after the oil price explosion, so 

during that period it is not the oil price that is responsible for the increasing external 

debt. Data for that period is needed to compare these with later data. From this table we 

can see that oil exporting countries like Mexico, Venezuela, Nigeria are also among the 

very much indebted countries. 

113 Euromoney Yearbook 1985. 
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Figure 46. 
World Bank warns of new debt risks 

in 1988. 

Country Debt in billions dollars Private 
Brazil 120.1 76.8 % 
Mexico 100.0 78.1 % 
Argentina 59.6 79.4 % 
Venezuela 35.0 99.3 % 
Nigeria 30.5 61.1 % 

! Philippines 30.2 60.0 % 
Yugoslavia 22.1 61.9% 
Morocco 22.0 29.0 % 
Chile 20.8 74.3 % 
Peru 19.0 61.5 % 
Colombia 17.2 48.0 % 
Iv Coast 14.2 60.2 % 
Ecuador 11.0 63.6 % 

Washington (Reuter) - The increase in Third World debt will slow to 3 percent 
this year from 11 percent in 1987, but low economic growth in many debtor nations 
means no end to the crisis is in sight, the World Bank said yesterday. 

It put Third World debt at $ 1,300 billion, and said failure to resolve the debt crisis 
could pose new risks for creditor banks in the industrial world. 

While progress was made in Brazil, Mexico, Chile and Colombia, other nations, 
including sub-Saharan African states, were experiencing rising government deficits and 
inflationary pressures. 

The bank said it might be necessary to rework the 1985 Baker plan, formulated by 
then US Treasury Secretary Mi- James Baker, which proposed to ease the debt burden by 
a combination of new loans, write-offs and economic reform.114 

Last column refers to percentage owed to private sources. 

Here, if compare these two (table 45-46) sources of Information we can see that 

the indebtedness increased over this 4-5 year period, at a time when there was no oil 

price increase. 

114 The Times, December 19. 1988. p.21. 
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Figure 4 7. 
Eastern Europe's and SU's external debt115 

(in billion US dollars) 

Country 1970 1975 1980 3 985 Country 
gro. net. gro. net. gro. net. gro. net. 

Bulgaria 0.7 0.6 2.7 2.3 3.6 2.9 3.5 1.4 
Czechoslovakia 0.3 , - 1.0 0.7 4.5 3.3 3.3 2.3 
GDR 1.1 0.9 5.2 3.6 13.6 11.6 13.6 7.1 
Hungary 0.8 0.6 3.1 2.2 9.1 7.7 11.8 9.5 
Poland 1.2 0.9 8.4 7.7 24.1 23.5 29.7 28.1 
Romania 1.0 1.0 2.9 1.4 9.6 9.3 6.6 6.3 
East Europe 5.1 4.0 23.3 17.9 64.6 58.2 68.5 54.6 
SU 1.6 0.6 15.4 12.2 25.2 16.6 31.4 18.3 

East Europe + SU 6.7 4.6 38.7 30.1 89.8 74.8 99.9 72.9 

Some .remarks in connection with the data for external debts. In all cases (that is 

industrialised countries, developing countries and Eastern European countries) there are 

no complete time series, that is data for each consecutive year over a 15-20 years 

period. Still, I'm convinced that it can be seen as a proof that there was, and 

increasingly, is a trend of external indebtedness In all three respects. 

Causes of world indebtedness 

The most exciting question concerns the causes of these historically unparalleled 

peace time increases of world-wide indebtedness. In the media we often hear conflicting 

views. This is often used by politicians mainly before and during election campaign 

periods. Opposition politicians accuse the ruling parties of causing the Indebtedness of 

countries. Indebtedness is often used as a sign of mismanagement of the economy some 

go as for as claiming that the economy is rained by this, and demand political, and 

economic changes. 

So what is the truth, is indebtedness exclusively or predominantly the result of 

economic policy blunders or deliberate mismanagement and corruption? 

115 Economic Survey of Europe 1987/88. p. 360. 
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It is obvious that politicians and economic policy makers in different countries can 

never be immune to human error or sometimes misdeeds. 

But one has to be suspicious about this explanation, because of some facts: why 

economic policy blunders and misdeeds were committed only after 1974 and not 

earlier? Why would human nature worsen so simultaneously all over the world? Such 

shortcomings of policy makers existed, and had to exist before the great indebtedness 

period. They did not exist in the countries of economic miracles? 

So the explanation of huge indebtedness, debt crisis can not be explained 

exclusively and primarily in terms of economic mismanagement. It does not imply that 

economic policies did not and do not play a role in economic life of a country, and in 

our case did not have a role in the accumulation of huge external debt. 

Today's modern economies are so called mixed ones, that is economic policy 

decisions are made partly by governments, and partly by market forces. Governments 

have a role, moreover a responsibility (manage) the economy to some extent. This 

creates and strengthens the appearance that governments can do whatever they like, and 

are responsible for almost everything. A government's economic policies, if it wants to 

be successful, must be based on the recognition of objective economic conditions. So if 

we want to understand the world's indebtedness we have to seek those objective world-

wide economic phenomena which effected the whole world, the economic policies of 

the governments of individual countries. 

Oil price explosions 

One of the reasons why the huge external debts of the individual countries and 

consequently the whole world came into being was the oil price explosion. As can be 

seen in Table 34. on page 88 between 1974 and 1980 the price of oil gradually increased 

to 34 dollars, a 20 fold increase. This resulted in a reversal of the oil importers' balance 

of trade and this resulted in growing debts. This is one side of the coin. On the other 

side, in the case of oil exporting countries, a growing surplus came into being. So, in 
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order for debt to be created two agents are required - one who needs credit and another 

who has the loanable money. These two economic preconditions for indebtedness are 

objective, not simply subjective (depending upon good or bad economic policies). 

Look at table 45. containing the external debts of developing countries, among 

them some oil exporting ones. Why are they indebted? Because there are other reasons 

too. 

The recessions 

The recessions also contributed to the huge indebtedness of the world. As it was 

discussed in connection with trade wars, countries suffering from industrial over-

production, try to increase their exports at any cost, but at the same time decrease their 

imports. This can be done only on credit terms. These countries (firms of course) 

provide credits on easy terms to boost their exports. Thereby in essence an export of 

recession transpires. The main targets were the "commodity hungry" developing 

countries and socialist countries. This over-production crisis export could have been 

beneficial to the importing countries if in a short period the debtor countries had been 

able to repay their debts. But this repayment depended upon two things - where the 

foreign loan was invested, and good upswing (recovery) in the creditor countries. If the 

foreign loan was used for import of consumer goods, not capital goods, high technology, 

consumer goods did not create the preconditions of repayment. However in the creditor 

countries did not occur good recovery, moreover just the opposite happened, a new 

recession. 

The fact that during the Great Depression of the 1929/33 the world was also 

indebted is another proof that recessions contributed to the debt as well. 

An interesting question can be raised, that is to what extent did the oil price, and 

to what extent did the recessions contribute to the more than 2,2 trillion US dollars in 

external debt. The quantification of their relative share, at present, is not answered. 

116 



I have a tentative idea how this could be calculated, perhaps the total increment of oil 

world market price should be related to the total external debt. 

Authoritative experts opinions 

W.S. Qgden, vice chairman of the Chase Manhattan Bank, on the American 

economy, said: "Neither the creditors nor the debtors could have known that the 

recession in the capitalist world would last for such a long time."116 

So in the opinion of this famous bank expert the cause of world debt is the 

recessions, or as he put it the long duration of them. 

The Banker (the prestigious financial periodical) writes: "The huge debt is 

connected with the world crisis which is greatest since 1930's." More specifically it is 

mentioned in this article that the following circumstances also contributed "Foreign 

dependence ' increased, oil price increased, there were cheap credits, and trade 

liberalisation occurred."117 

Helmut Smith - former German chancellor, a respected expert in international 

economics - said in an interview. In connection with the huge external debt: "The roots 

go back to the two oil price explosions of 1974 and 1979/80. But the international banks 

were not Innocent either in this business, that is granting credits.'"18 

So we have seen the facts of oil price explosions, the recessions and their effects 

upon international credit, and the opinions of famous experts, too. 

Summing up, we can already answer the question, what caused the huge Increase 

in external debts: the two oil price explosions and recessions are the dominant factors in 

all the three main groups of countries. 

But in addition to this perhaps some specific features can be mentioned. 

In the case of industrialised countries perhaps the oil price increase, and the 

recession were the dominant factors. In the case of developing countries we should 

116 IHT, December 9. 1982. 
117 The Banker, April 1987. p.l 15. 
118 World Economy, Budapest, October 20. 1988. 
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differentiate - oil exporting countries obviously suffered from the recessions (not from 

oil price increase). Oil importing developing countries were hit mainly by recessions. In 

both of these cases the low level of development, the "hunger" for goods, mainly 

consumer goods, were the main causes of excessive imports on credit terms. In the case 

of socialist countries (apart from the SU) both the oil price and the recession were 

responsible for the great debt. Here too the "commodity hunger" and the deliberate 

policy to catch up also contributed to the growing indebtedness. 

Economic policy blunders, mismanagement of the economy etc. played a certain 

part in each of the three group of countries (opponents are quick to point this out) but 

the predominant factors were objective world economic conditions. 
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IX. Recessions - consequences - possible remedies 



We have seen the essence of recessions, over-production crisis, and its main 

manifestations. So the great question is that can their effects be mitigated or can 

recessions eventually be eliminated of the immense significance if we think of the great 

sufferings caused by the recessions. Mankind successfully intervenes into nature, into 

human biology, for example. The advances of medical science make it possible to 

discover more and more about the causes of specific illnesses and to successfully cure 

them. So, can mankind discover the causes and remedies of one of the greatest "social 

sicknesses", the over-production crises? 

There is no need to rely exclusively on abstract speculation, or fantasy, mankind 

can and must learn from past events. Natural scientists are in a more favourable 

situation because they work in laboratories, with test tubes, and "obedient" materials. 

Social scientists do not have these pure laboratories, test tubes. But in a certain sense the 

world, the economic history of different countries can be considered as some sort of big 

laboratory, where, though not in pure forms, economic events, economic policy failures 

and successes do occur. These events are not so "pure" as in a laboratory, in test tubes, 

because economic events are influenced, sometimes distorted, by interests of different 

classes, nationalities, races, religions, etc. 

Still, a careful analysis of economic events of the past can provide a key to the 

present and, to a smaller degree, to the future. 

Consequences of the 1929/33 crisis 

Let's have a very short look at what sort of consequences (political - world 

political) the 1929/33 Great Depression had and how governments tried to cope with it. 

We have to focus our attention on the USA, Germany and Italy, because there have been 

the most important developments. 

Rising political instability: 

Let's have a quotation from F.D. Roosevelt. When he was governor he gave an 

interview to the editor of New York Graphic in whiqh he said: "Our people have to be 
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put back on their feet, it will have to be soon. They are getting restless. Coming back 

from the West last week, Í talked to an old friend who runs a great western railroad. 

Fred, I asked him, what are the people talking about out here? I can hear him answer 

even now. Frank, he replied, I'm sorry to say men out here are talking revolution.""9 

In another case John Simpson, the head of the Farmer's Federation said to F.D. 

Roosevelt: "I openly tell you if you don't convene the emergency session of the 

Congress after March 4, and don't revolutionise the administration of the Government 

there will be a revolution in the country."120 

In some cases, even the possibility of fascism's coming Into being in the USA was 

also raised: "The conflict between Plutocracy and democracy is irreconcilable, America 

is threatened by the fascism of big business."121 

In Europe, too, great political instability and upheavals occurred. In Italy and 

Germany the rise of extreme political parties like Communists and Fascists took place, 

who represented the extreme views of the working class and the middle class. In China a 

straggle raged between the Nationalists and the Communists. In Brazil Argentina and 

Chile the governments were overthrown. In Spain a socialist republic replaced the 

monarchy. These revolutions or the threat of revolution characterise the social political 

conditions during or after the Great Depression.122 

One should not be surprised that the dire consequences of the depression: huge 

unemployment, a falling living standard, real starvation made the workers restless, they 

were disappointed with capitalism and wanted change. 

119 Boyer and Morai: A history of American Labour movement, p.272. 
120 Freidel: F.D. Roosevelt - New Deal, p.85. 
121 Leuchtenburg: F.D. Roosevelt and the New Deal...p.244. 
122 Economic Problems of today, p.364. 
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New Deal 

The New Deal was virtually a new economic policy based upon Keynes' economic 

theory, which represented a revolution, called the Keynesian revolution. In a nutshell: 

before Keynes, the classical theory, Smith's invisible hand prevailed. Keynes argued that 

governments should intervene in the economy. Before the New Deal, when Hoover a 

Republican was president, he held the view that there is no need for government 

intervention, and that the market mechanism would cure the problems. As we saw, 

people's restlessness increased, as the conditions of the masses worsened a change had 

to come. 

The Great Crash itself, proved the failure of the market mechanism, more 

precisely a market mechanism, in which big monopolies dominated the economic life. 

F.D. Roosevelt, the governor who was preparing for the presidency, in a radio 

address on 18 April 1932 said the following: "The country must recognise that the 

economic problems have national dimensions for this reason firm national control 

should be established - emphasised - and he pointed out imaginative and resolute 

planning is needed, not only this time, but In the period to come." In his speech - on 22 

May, F.D. Roosevelt went further: "We can not allow that our economic life be 

controlled by a narrow group, which group gains huge profits with money lending and 

selling of securities. In the long ran, it is the most important for me that we should 

control with social planning the production and distribution of goods produced by the 

huge economic machinery of our country. The country requires a bold, persistent 

experimentation which will be implemented by the "real leadership", that is the federal 

government."123 

F.D. Roosevelt added: "We already know that these economic units (corporations) 

can only operate if all groups of the nation have satisfactory purchasing power."124 

123 A.M. Scfalesinger: The age of Roosevelt, The Crisis of the Old Order, p.297. 
121 Ib.id. 
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Some sort of planning, government control of the economy was not an entirely 

new idea it already existed in the period of the World War I. More and more influential 

economists, politicians, close to Roosevelt, argued for government control of the 

industry. They considered as a model to be followed the activities of "War Industries 

Board, a government organ created in 1917, entrusted with the control of war industries. 

They argued that during the crisis the government has the same responsibility as in the 

war." 

This argument which likened the recession to war was very interesting. This is 

logical because in a war too the normal market relations are broken down and can only 

be cured by exceptional measures. 

The New Deal to some extent mitigated the consequences of crisis but basically 

was not successful because in 1937 there was a new decline in industrial production. 

Only the preparation for the second World War solved the problem of industrial 

production and unemployment. 

Why was the New Deal unsuccessful? 

Because it was not extensive enough, and failed to tackle the basic problem -

underconsumption. The big business - against which F.D. Roosevelt tried to fight - did 

its best to limit government Intervention. The big business proved to be much stronger 

and had more and more lobbyists in Congress. 

As to the world wide consequences of the Great Depression, the governments in 

Germany and Italy were forced to establish central control of industry, nationalise some 

parts of it and nazism, fascism were created which led to the second World War. So 

there is a close link between depression (over-production) and seeking new markets 

even with military means. 
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Political developments in the 1980's 

In this respect let me be systematic about the discussion of developments, in the 

world and let me divide the world into three main regions: 

Developed countries 

(USA, England, Sweden, Italy) 

socialist - ex-socialist countries 

(SU, Poland, Yugoslavia, Hungary) 

developing countries. 

If it is true that the recessions of the 1980-9ÖS have common features with that of 

the 1929/32 depression, which has been proven by the economic facts and by the 

opinions of historians, economists, then the following question arises: did these new 

recessions have political consequences similar too these which the 1929/33 depression 

had, and if yes, what were they? Can such big economic changes go without political 

effects? There great political, world political changes can happen without great 

economic changes which could explain them. 

Political developments can be sub-divided, into internal political (democratic -

market) and world political (defeat of Socialist system) parts. 

Developed countries 

So the question is how the recessions effected these countries. Let me say 

something about the USA - as it was discussed that since 1972 - real wages have 

declined. More than 20 million people have to live on food stamps, around 3-7 million 

are homeless so these are the dire effects of the recessions. People's dissatisfaction has 

increased. Riots broke out in Los Angeles, and in the suburbs of other cities; Some local 

politicians, sociologists began to call these phenomena revolutionary. During the 

election campaigns the candidates and other speakers Clinton, Brown, Kennedy, 

vehemently criticised the conditions. Clinton himself many times spoke about the 
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disparity between rich and poor. The participants of one convention shouted in chorus 

"we want change". So Clinton's victory itself can be considered a sign of revolt against 

the old order. 

England 

In England too, living standards declined as a result of the recession. 

Unemployment which was 0,4 million before 1974 - as a result of the recessions is 

about 3 million and proved to be constant. There are revolts in the poor districts of great 

towns. Increasing repossession of houses or flats which were bought on mortgage 

(instalment) is increasing homelessness. Public opinion was very disappointed, as the 

polls showed, 60 % was against Thatcher's policies of privatisation (water, steel, coal, 

railway etc.). Still the Iron Lady forced through these measures. Only a conservative 

party revolt could push her out of office, this was because of the fear of labour party 

victory. 

Sweden 

Perhaps Sweden's case is the most striking as well as most instructive. The title of 

an article: "Capitalist explosion rocks Swedish cradle - to-grave welfare state" - In this 

article there are some very revealing sentences and words like: "Sweden undergoes 

economic and social upheaval of historic proportions" - "60 years of political 

dominance of Social Democratic party has been overthrown" - "The revolution 

undertaken by the conservative - led coalition..."125 

So this model state, envied even by the citizens and politicians of the USA, has to 

undergo revolution. 

During the election in 1991 --workers did not vote for SDP - but for the 

conservatives. Why? Because they want change. What happened In this country, where 

the level of economic development 60 years ago was 1/2 of that of the USA, and today 

is almost the same. The robot density is 44 per 10.000 workers in Sweden, in Japan 45, 

125 The Times, July 3. 1992. p.23. 
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in the USA 11,5 (in 1986). The living standard is also among the highest in the world -

so what happened? A huge external debt, about 30 billion dollars, 4.000 per capita, real 

hourly wages decline since 1979 - all these add up to it that workers were disappointed 

and did not vote for the SDP. Was this due to bad economic policies - it was good for 

50 years - but in the last 10 years the recessions affected Sweden's economy too. 

Italy 

Italy, one of the countries of economic miracles, also got into trouble in the last 

10-15 years. The title of an article says: "Latest crisis: Italy's Enormous Debt Load 

Forces it to Embrace Selling of State Assets" - what is the size of this debt load: "Italy's 

total debt amounts to about 1,2 trillion dollars, 103 % of its GDP, the same figure in the 

USA is 37 %, in West Germany it is 20 %."126 

Socialist - ex-socialist countries 

The greatest change has been taking place here: the collapse of the SU and the 

socialist system. Russia and later on the SU was able to defend itself against foreign 

invasions during the 1920s, and against Germans during the second world war. And as a 

result of space and arms competition, it has reached nearly parity in military terms with 

the US. Suddenly it was defeated, and it disintegrated and even civil war occurred in 

same of its former constituent republics. Can this be considered as being independent, 

from world recessions and oil price explosions? I don't think so. In the other Eastern 

European countries the socialist system was liquidated and replaced by a capitalist 

market system, instead of government directed planning. 

Developing countries 

Turmoil, war, civil war, tribal wars, food riots are the characteristic features. 

These have always existed in these areas but increased significantly in the last 15-20 

years. Dictatorial systems are falling, multi-party systems and democracies are coming 

into being. 

126 IHT, June 26. 1992. p. 15. 
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Is there a danger of nazism, fascism as it was the case during and after the 1929/33 

recession? Let's read some opinions: 

Marshall Goldman, the director of the Institute of Russian studies, at Harvard: "If 

the things stand badly, it is always the democracy first which can be sacrificed. I don't 

claim (assert) that it's fascism or communism - we can name how we like it -

automatically will come into being, but the economic conditions are very bad."127 

United Nations 

US economists forecast growing social unrest in the SU (ex-SU) and the former 

East Block with depression and unemployment putting pressure on governments to drop 

economic reforms.128 

Jeffrey D. Sachs of Harvard: 

"Today's crises can lead again to political disaster."129 

The offered remedies. 

One of the most generally persued remedial policy is sometimes called reforms, 

introduction of democracies, and return to free or freer market - the buzzword is: 

PRIVATISATION. 

As to the US, since there is not much to privatise, the interesting thing is that there 

are some indications that the opposite will be somewhat the direction: "Clinton for 

government-aided reform." is the title of an article.130 

To solve the problem of over-production, or underconsumption crisis, which was 

the main task during the "Great Crash" of 1929/33 and reappeared even today, can not 

be done exclusively or predominantly by relying on the free market operation. 

127 Interview with Mr. Goldman Ncpszabadsrg (Budapest) February 17. 1992. 
128 IHT, December 2. 1991. p.9. 
129 lb. id. 
130 Economist, October 24. 1992. 
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Figure 3 7. 
More for all, less for each131 

The diagram shows a staggering gap between productivity (real GDP per head) 

and real wages. 

In most other cases like England, Sweden, Italy and of course in the Eastern 

European countries, moreover in the developing countries too privatisation is considered 

to be the medicine. Here is an interesting contradiction, in the 1929/33 Great Crash the 

nationalisation and government intervention was considered a remedy and the market 

mechanism as a failure. Nowadays the opposite should be there was government 

intervention a failure and would market be a remedy? Obviously here is an unsolvable 

contradiction. 

It is obvious that in the recessions of the 1980s there should have been stricter 

government Intervention and not an unbridled free market mechanism, which was 

considered as a "panacea". Then why the free market principle worshipped so? 

This world-wide drive for privatisation can be explained by the following 

economic development phenomena. 

1. Because of the recessions, declining living standards, people and politicians 

(oppositions) tend to blame government Intervention (Italy, Sweden). 

2. In some countries - ex-SU, Eastern Europe, Pacific Rim countries, the 

privatisation follow from their level of economic development. In their earlier period, 

131 Ibid. 
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when the basic industrial (capital goods) structure had to be established, the state 

property (steel, cement, shipbuilding) played a pivotal role. Later on, however, when the 

production of consumer goods, and the service sector were coming into fore, 

privatisation could take place. In these fields the market mechanism is a better ailocative 

force. 

3. World Bank and IMF role 

The World Bank in which the USA plays a dominant role, forces the Western 

market model on both the ex-Soviet Union, and Eastern European countries-writes the 

British Financial Times: "Market principles are imposed upon them by the West a 

condition of both private and public foreign investments."132 

"The recent International Monetary Fund inspired prescription for Poland involves 

the kind of removal of subsidies and price rises, which have caused riots elsewhere in 

the world."133 

The activity of the IMF and the world bank have come under increasing criticism 

by Japan. "This week's Washington gatherings revealed growing annoyance among 

Japanese and German delegates over America's desire to act as chief navigator to the 

world economy. 

"Signals emerging from the spring meetings indicate that Japan, the second 

biggest contributor to the IMF and World Bank, wants the institution to loosen their 

strict adherence to free market principles, when dealing with developing countries. 

Government backed planning, so successful for post war Japan, is Tokyo's 

preference."134 

The IMF very often demands more market principles from Eastern European 

countries than those existing in the West, let's see an example: "The end to subsidies 

was among the policies agreed with the IMF in exchange for a 1 billion financial aid 

132 Financial Times, August 15. 1990. p. 14. 
133 Observer, February 11. 1990. p.34. 
134 The Times, April 29. 1992. p.21. 
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package." Let me remind you that government subsidy in Italy for example in industry is 

around 6.700$ per worker. In the field of agricultural production-which is connected 

with food, there are countries where the government subsidy's ratio to the value of 

agricultural products is 72-75 % (Finland, Japan, Switzerland), in the EEC it is 38 %.135 

Is it reasonable to demand from Romania and other less developed countries to 

abolish the subsidy and establish "pure market relations", when the rich Western 

countries are subsidising their agricultural production? 

I think it is understandable after all these that the UNCTAD, a specialised agency 

of UN wants to introduce some change: "UNCTAD reverts to Keynes for reflation 

recipe"-is the title of an article in which the following can be read: "UNCTAD wants 

1980s monetarism abandoned and a return to Keynesian policies on an international 

scale in an effort to pull the world out of recession. Higher government spending-top its 

list of recommendations...UNCTAD challenges the IMF orthodoxy...UNCTAD believes 

that without a radical change of course, recovery from the most severe global recession 

since the second world war will be feeble at least."136 

Let's listen to the opinion of Prof. Bergsten, who is a director of the Institute for 

International Economics-USA: "To wait for autonomous market forces to promote 

lasting expansion has been shown to be extremely risky-witness the dashed hopes in 

many countries in 1978 and virtually everywhere in 1980."137 

So, there is an increasing realisation that although to some extent there is a need 

for privatisation, but exaggerated privatisation and reliance on market forces, and 

considering them as a panacea, is misplaced, and wrong. When recessions occur, and 

unfortunately they are almost permanently with us, much more government intervention 

is needed than in periods of prosperity. 

135 OECD Observer, August-September 1990. p.5. 
136 Financial Times, September 15. 1992. p. 10. 
137 The Economist, April 23. 1983. p.26. 
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The objective of dissertation - some conclusions 

The objective 

I begun this research work orginally for University doctoral degree from 1991-

1994, and further developed, extended for the dessertation of my Ph.D. at Pécs 

University Faculty of Economic and Business Administration during the year of 1996-

1999 with gathering, analysing the information and putting in a sense that explains the 

left materials in my university doctoral degree. In the international (English) mass 

media, and economic literature there have been more and more information about the 

world recessions and their various manifestations. The post II. World War's economic 

miracle period came to the end in 1975 and the fluctuations of industrial (business) 

cycles re-appeared. The media is full of these information, some of them draw parallel 

with the 1929/32 great depression. 

All these aroused my interest and I decided doing my research in this field. 

Consequently: my objective was to reveal the real cause (causes) of industrial 

recessions in the 1980-90s and their manifestations, their interrelationships, and how 

these effect the whole society. 

Main conclusions 

1. The cause of recessions (crisis). To understand this is extremely important 

because it determines the possible remedies. 

Great part of economic teaching books, and other information list a lot of causes 

of recessions like: panic, bad monetary or fiscal policy, stock-exchange crash, oil-price, 

etc... 
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All - or some of these can exist, can play a certain role in the formation and 

deepening of recessions, but these are accidental causes.. 

The decisive (necessary) cause can be found however in that trend of production 

when the growth in productivity (mechanisation - automation) - due to the profit 

motive - is much faster then the growth in real wage. 

2. Recession - state intervention. A very important conclusion (lesson) that - in 

contrast with political rhetoric - there has been a growing need for government 

interventions during this recessionary period, some economists are able and willing to 

recognise this. This is sometime reflected in the theoretical debate about government 

intervention, market and planning. 

3. Recessions - political world political changes. Recessions bring about or can 

bring about significant political changes. The increasing unemployment, declining 

living standard bring about mass dissatisfactions, turmoil. Government changes, 

emergence of nationalism, civil wars can happen. 

4. Is there any remedy? In my opinion is! 

Man (mankind) can go to the moon, send back coloured pictures, can travel in space. 

Computers can outperform human brain many times. So we can make "miracles" In 

technical-scientific fields. It is unbelievable that mankind could not solve problems on 

the earth, socio-economic problems of its own existence. 

The unbridled competition, and private profit motive would like almost to 

eliminate the wage cost (worker) which is socially self-defeating. 

The society must find the way to harmonise the interest of private profit with the 

interest of the society, which requires government action. 

The Swedish-model - which of course not perfect - would be the best solution. 

It is true, this welfare state model is at present In crisis - after 50 years of 

successful functioning - due to mainly the fact that it is also part of the world economy, 

it's export and production declined. 
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Summary 

Fundamental changes have been taking place in the world, in both world political 

and economic fields. Behind these political changes there are a great changes in the 

world economy. The post-war period of economic miracle a rapid cyclical-free growth is 

over. The great optimism that the capitalist market economy will grow continually 

disappeared. A turning point occurred in the world around 1974 with the reappearance 

of the recessions, declines in industrial production. 

There were economist who argued that these cyclical movement is not similar to 

the crisis in 1928/32, entirely different this is only structural and management in 

character. This is not true. Not only some industrial sectors (steels, textile etc.) declined 

but the whole industry. There were opinions that this crisis due to government 

intervention, that is management crisis, so the solution is privatisation. This again not 

true. Government great role was one of the causes of economic miracles in an earlier 

period. 

Very important issue is the real cause - or causes of recession. There are many 

theories of this but the majority remain on the surface, list accidental causes, which do 

play certain part but not the decisive. Nowadays more and more statistical information 

show that huge quantity of goods produced, with less and less labour, using robots. 

There are differences as well as similarities between the 1928/32 (old) recession 

and the 1971-80's (new) recessions. The similarities appear in the manifestations which 

characterise every recessions. 

The main manifestation is the-sudden decline in industrial production. This 

decline was deeper (40-50%) during the old recession while only around 5=10% during 

the new ones. There were 3 recessions 1974/1975, 1980/1982, 1990/1993 - when 

industrial decline occurred. 
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Mainly during these recession periods the number of business failures increased, 

doubled, and many firms became bankrupt. But some, the most important ones, received 

government help, subsidy. Openly or secretly governments increased this subsidies. 

During these recessions the investment also declined - due to the bad profit 

expectations. What is surprising however that the installation of robots increased. 

Thereby further worsening the employment situation. 

One of the most dramatic manifestation and consequences of recession is the 

increasing unemployment. At last three main forms can be distinguished, out of which 

the long term is the worst. There are many economic summits if the 7 large countries, 

much debates without solution. The issue is very serious, effects the political stability. 

The retired secretary of Vatican state, cardinal Casaroli in his biography he says: 

„Mankind is threatened by greater danger than nuclear war if a solution can not be found 

to the unemployment question." 

In close correlation with increasing unemployment the living standard declines. 

The real wage development - as most comprehensive Indicator - as well as the 

worsening housing, food, selling of household durable indicate. 

The increasing unemployment together with declining living standard have very 

serious political consequences. The instability in the society increasing. Extreme parties 

and groupings come into being. During the 1930 crisis fascist and communist parties, 

nationalist, anti-Semitic sentiments strengthened. Strikes, demonstrations increased, and 

In some cases civil war occurred. 

One can detect similar developments in the 19805s, that is the social tension 

increased. The collapse (or defeat) of the socialist system is too large extent due the 

world economic developments. Civil wars in some parts of the ex-Soviet Union. 

The disintegration of Yugoslavia and the civil war also comes from falling living 

standard. In the rich western countries often political parties changed places in elections, 

strikes, demonstrations against the cutting back of welfare benefits. 
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There is surprising development in the field of foreign trade. One would expect 

that it increase because there is an over-production. But the opposite is happening 

because the industrially developed countries want export only not import, thereby 

decrease the buying power of the trading partner. So the result is a world wide trade 

decline, much greater, than the industrial decline. 

There is an ever increasing protectionist trend as a vivid indication of the presence 

of huge over-production. „Trade War" is a better expression because it indicates both 

the seriousness of the issue and the facts that this has an offensive as well as defensive 

side. 

On both sides various „weapons" or instrument are used. The increasing trade war 

trends - in spite of the denying political rhetoric - can be detected from the frequency of 

trade disputes and from the fact that the stricter (more efficient) quotas have come into 

the fore instead of the tariffs to protect the home market. The most aggressive weapon 

of export stimuli is the dumping that is selling product at a price lower than the 

production cost. The „attacked" countries - of course - defending themselves with anti-

dumping tariffs. 

And finally one of the manifestation of recession is the world wide huge external 

indebtedness. It is true that both the oil price explosion and the recession played a role in 

that, impossible to separate of these too. The fact that the 1930/1932 crisis brought 

about huge indebtedness shows that the crisis alone could bring about indebtedness. 

During the over-production crisis the firms in the industrial countries want and must try 

export even on credit terms. 

135 



To conclude, we have seen the serious consequences, the distress, social conflict 

caused by recession. The profit motive which served the economic development of 

mankind, created economic wonders in the rich, industrialised countries at a later date 

create greater and greater problems. 

The state or government should create economic condition when profit motive and 

interest of the society is in harmony. 

I must hope this can be implemented. 
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