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JPPROFESSOR Friedrich von
Hayek, Nobel prize-winner in
economics, has no doubt about the
main cause of Britain's problems:
trade unions, he declares
“have become in Britain the chiet
cause of unemployment and the
falling standard of living of the work-
ing class.”!
So the coercive power which he
says was given to unions 70 years
ago should be withdrawn.

Hayek has been highly esteemed
by the political Right ever since
he wrote The Road to Serfdom,’
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his onslaught on communism. He
is a powerful influence on Tory
leader Margaret Thatcher and the
group around her chief economic
adviser, Sir Keith Joseph. His
philosophy, then, is of considerable
relevance to the contemporary
political scene.
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Who Is Crippling
The Free Market?

in 1972. Can our competing ex-
planation stand examination ?

The world-wide slump in the
mid-"70s is popularly attributed to
the huge increase in oil prices.
This is a dramatic example of the
way a cartel (OPEC) can exploit
the monopoly control over a nat-
ural resource without reference to
the economic well-being of the rest
of the world community. But the
oil effect, following the rapid rise
in prices from October 1973, was
just an additional influence on top
of pre-established trends. . . .

The boom and speculation in
land values during the 1960s
reached a crescendo in 1973—the
recession was about to occur even
without the intervention of oil pro-
ducers!

During the 1960s financial insti-
tutions had sprung up to fuel land
speculation: real estate investment
trusts (USA), fringe banks (UK),
Sicomis (France) and property
trusts (Australia) to mention a few.

So the crash was inevitable and
predictable. In Britain it was sig-
nalled by the collapse of the first

of a string of fringe banks (London
& County Securities) in Nov. 1973.

The effect on employment was felt
immediately in the construction in-
dustry, whose fortunes are directly
influenced by land values. As we
can see from the following index
(1970=100), the number of em-
ployees in the industry began to
shrink rapidly in advance of un-
employment in other sectors (even
those heavily dependent upon oil).

1974 January 99.2

April 96.6

July 95.9

October 95.8

1975 January 93.7

1976 January 92.8

O THE speculative exploitation
of the resources of nature—
first by land monopolists in the
industrialised nations, then by oil
owners in the Third World—
crushed the world economy.

The consequences of land
speculation were analysed by
Henry George in Progress & Pov-
erty. He proposed that industria-
lised economies should adopt a
single tax—one which fell on land
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values—which would prevent spec-
ulation and redistribute socially-
created income to the whole com-
munity.

What does Hayek think of
George's solution? He finds it
attractive. In The Constitution of
Liberty® he states:

If the factual assumptions on which
it is based were correct, le., if It
were possible to distinguish clearly
between the value of ‘the permanent
and indestructible powers of the
soil,’ on the one hand, and, on the
other, the value due to the two dif-
ferent kinds of improvement—that
due to communal efforts and that
due to the efforts of the individual
owner—the argument for its adop-
tion would be very strong.

Powerful endorsement — poten-
tially — for land value taxation.
But Hayek concludes that the
policy is an impractical one, for
“no such distinction can be drawn
with any degree of certainty.™
Thus, he says, it would be neces-
sary to grant leases (which would
have to be freely transferable) at
fixed rents for such long periods
as to become little different from
private property, “and all the prob-
lems of individual property would
reappear.”

Hayek, then, concedes the im-
portance of land value taxation,
but withdraws from it because of
the alleged empirical problems.
Only a few objections to his
analysis need be made here. First
of all, location advantages (which
he chooses to ignore)—not soil
fertility—are the main source of
land values. There can surely be
no ambiguity as to either (a) who
causes these values, or (b) how to
separate them from values arising
from capital improvements upon
the land? This exercise is per-
formed daily by professional sur-
veyors and valuers!
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But Hayek appears to be anxious
to create artificial problems. - For
example, it is not necessary to dis-
tinguish between the value arising
from natural soil fertility (which
is a feature only of the agricultural
sector) and values arising from
communal effort. For practical
purposes, these can be considered
one and the same thing.

As for separating valués created
by individuals from thase which
are communally-created, this is—
again, for practical purposes—an
exercise performed daily by bar-
gaining in the market on behalf of
labour and capital.

ND YET, when it comes down

to brass tacks, Hayek ignores
land monopoly in favour of pro-
moting the trade union threat to
liberty. Boldly, he asserts that
“the whole basis of our free society
is gravely threatened by the powers
arrogated by the unions.”®

Socially important industries, such
as building, will be greatly hampered
in their development and will con-
spicuously fail to satisfy wurgent
needs simply because their charac-
ter offers the unions special oppor-
tunities for coercive monopolistic
practices.

Yet the professor has ruled out,
on the basis of faulty logic and a
deficient appreciation of valuation
techniques, the policy which would
wipe out the land monopoly which
directly undermines ‘‘socially im-
portant industries, such as build-
ing.”

No doubt the market would
operate just that little bit more
smoothly if unions could not en-
force restrictive practices. But the
cyclical problem of unemployment,
and the ever-present scandal of
low wages for many people, would
still be with us.

As with the power of capital,
which was derived from the imper-
fect market conditions existing at
the time of the Industrial Revolu-
tion, trade union power arose as
a result of pre-existing exploitative
conditions. Only after a radical
transformation of the monopolistic
distribution of natural resources
can we reasonably expect to deal
with secondary problems like
union power.
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~-The Japanese Bogey--

OCIETIES with declining eco-

nomic performance frequently
cearch for the bad guys who are
assumed to be the cause of falling
living standards.

Japan has been cast by the
West as the favourite bogeyman.
In brief, according to various
business and political spokesmen,
the Japs do not play fair! Anti-
pathy towards Japanese commer-
cial expansmn and phenomenal
economic growth is not of recent
origin. Alarm bells were being
rung before World War I: the
message was that Japanese indus-
trial expansion was a potential
“threat” to western economic
supremacy in the Far East.

to counteract what was seen to
be a direct menace to their com-
mercial interests, the US in par-
ticular—and to a lesser extemt
the British Empire and Common-
wealth—indulged in a number of

petty  restrictionist  activities
which naturally irritated and
angered the Japanese. The re-

sult of this unholy commercial
alliance against Japan ultimately
led to anti-liberal forces gaining
control of domestic polltlcs, this
led to military expansion in Korea
and China as a means of gaining
access to the raw materials which
Japan lacked, and an overseas
market for her output.

The hostile attitude to Japan
was often repeated elsewhere,
when and wherever Britain and
the USA felt the competition of
overseas rivals; in Britain’s case,
Germany was the industrial rival
most feared. It seems to me that
the two world wars were more
concerned with destroying the
commercial rivals of these two
countries rather than the oft-re-
peated aim of making the world
fit for freedom and democracy.

It says much for the resilience
and determination of both Ger-
many and Japan that both have
emerged economically fitter,
ctronger and more efficient than
their victorious enemies,

The late:t contribution from
the prolific publications depart-
ment of the Institute of Econo-
mic Affairs is concerned with the

workings of current Japanese
trading practises. The author,
Prof. G. C. Allen, is an old

“Japanese hand,” in that he lec-
tured in economics there be-
tween 1922 and 1925. Now re-
tired, he was, until 1967, Pro-
fescor of Political Economy at
Univerzity College, London. His

book How Japan Competes con-
tains a useful commentary from
a leading Japanese economist,
Yukihide Okano.

Although largely concerned
with examining the charge that
the Japanese are guilty of “dump-
ing,” there are some useful and
informative passages dealing with
the history of the economic
growth of modern Japan.

The author draws attention to
the many myths and misunder-
standings regarding Japanese com-
mercial practises. It would seem
that Japan is no more guilty of
bad economic practises than her
principal rivals, Her success has
come largely from her own efforts,
skill and native genius, and not
from pursuing a policy of beg-
garing her competitors. Her very
success has made her the scape-
goat for our own failures and
inept economic policies. The
U.S.A. is once again picking on
her to explain away America’s
economic failure to come to grips
with domestic inflation and
economic stagnation in such
traditional areas like steel, motor
cars and electronics.

As far as the UK is concerned,
Prof. Allen points out that the
hysteria regarding imported
Japanese goods is both unwarran-
ted and short-sighted. “Japan’s
share of the British market for
a few products - (e.g. motor
vehicles and electronic goods) is
relatively high but her total sales
to Britain account for well under
3 per cent of Britain’s imports.
Moreover, the imbalance is largely
redrzssed by Britain’s surplus of
invicibles in her trade with
Japan.” (My italics.) That would
seem a normal and healthy state
to be in. Let each country do
that which it does best; free ex-
change will then benefit both
parties,

The division of labour and
comparative advantage is working
to the benefit of both countries.
If the Japanese appear to be doing
better, it might help in arriving
at the truth if we and the Ameri-
cans took a little more notice of
our respective government ex-
penditure and budget deficits, and
stopped bullying and hectoring
the Japanere; this would also
apply to the periodic niggling
against Germany in which we
periodically indulge.

NICK BILITCH
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