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Geleitwort

Arbeit, Organisation und Personal im Transformationsproze}

Die Schriftenreihe verfolgt das Ziel, theoretische und empirische Arbeiten zum
Wandel von Arbeit, von organisatorischen Strukturen und Kulturen und zu
organisationalen Lernprozessen sowie zum Personalmanagement in gesell-
schaftlichen Transformationsprozessen einer wissenschaftlich interessierten
Offentlichkeit zugingig zu machen. Inhaltliche Schwerpunkte sind dabei einer-
seits Fragen und Probleme im Zusammenhang mit dem Transformationsprozef3
in Ostdeutschland und Osteuropa. Zugleich soll sich die Reihe jedoch ebenso
Auswirkungen der 6stlichen Transformation auf Westdeutschland und West-
europa zuwenden und Entwicklungstendenzen einer zunehmenden Globalisie-
rung und Interdependenz von Entwicklungsprozessen in Ost und West und ihre
grundlegenden Konsequenzen fiir den Wandel von Arbeit, Organisation und
Personal thematisieren.

Zielgruppe der Reihe sind die an Wandlungs- und Transformationsprozessen
und den aus ihnen erwachsenden Erfahrungen und Erkenntnissen interessierten
Wissenschaftler, Praktiker und Studenten der Betriebswirtschaftslehre und
weiterer sozialwissenschaftlicher Disziplinen. Die Reihe versteht sich damit
auch als ein Forum fiir den interdisziplindren Meinungsaustausch und will zur
Verbreitung  sozialwissenschaftlicher Erkenntnisse iiber Transformations-
prozesse innerhalb der Betriebswirtschaftslehre beitragen.

Fir eine Publikation in dieser Schriftenreihe kommen Sammelbinde von
wissenschaftlichen Veranstaltungen iiber den genannten Themenkreis, aber auch
einzelne wissenschaftliche Arbeiten, wie Dissertationen, Habilitationen, gréfere
Forschungsberichte oder sonstige Monografien in Frage. Dabei steht die Reihe
auch Interessenten aus anderen Hochschulen und Universititen offen.

Im wvorliegenden 4.Band der Schriftenreihe finden sich Beitrige zur
“1st Potsdamer Summer School in Management and Economics 1996”, auf der
Entwicklungen in der Transformationsforschung in Ost und West im Mittelpunkt
des Interesses standen. Bei dem von unserem Kollegen Dieter Wagner heraus-
gegebenen Buch kommen sowohl volkswirtschaftliche als auch betriebs-
wirtschaftliche Fragen der Systemtransformation in Ostdeutschland und den
Landern Osteuropas zur Sprache. Die Herkunft der Autoren aus Ost und West
vereint Betroffene und Beobachter der Prozesse und sichert dem Buch eine




v Geleitwort

Perspektivitdt, die uns (hoffentlich) vor allzu schnellen Generalisierungen
bewahrt und zugleich ein vielfiltiges Bild der ablaufenden Prozesse zeichnet.

Chemnitz, 02. Juni 1997 Rainhart Lang

Bisher erschienene Titel im Rahmen der Schriftenreihe:

Band 1

Alt, Ramona (1996): Einfithrung von Informationssystemen in Umbruch-
situationen — Eine mikropolitische ProzeBanalyse in ostdeutschen
Industrieuntemehmen.

Band 2:

Lettke, Frank (1996): Habitus und Strategien ostdeutscher Unternehmer — Eine
qualitativ-empirische Analyse unternehmerischen Handelns.
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Vorwort

Die Vielzahl von Veréffentlichungen zum Thema ,,Transformationsforschung*
in den letzten Jahren ist ein Indiz dafiir, dal wichtige Aspekic dieses Fach-
gebietes — wenn auch unterschiedlich fundiert — sehr intensiv bearbeitet

werden. Wirtschaftswissenschaftler sehen sich jedoch weitethin explana- |

torischen Defiziten gegeniiber: Es fehlt sowohl an umfassenden betriebs-, wie
auch an volkswirtschaftlichen Theorien und Ansdtzen um gravierende und
dynamische Umbruchsituationen zu erkliren. Sicherlich komnen hier auch
sozial-6konomische Begriindungszusammenhinge weiterhelfen,

Beim derzeitigen Erkenntnisstand ist es zweifellos fiir den Fortschritt der
Transformationsforschung von Vorteil, wenn wissenschaftliche Fachvertreter
interdisziplindr kommunizieren. Die interdisziplinire Kommunikation ist ein
sinnvolles Hilfsmittel fiir das Ausbilden einer wirtschaftswissenschaftlichen
Transformationstheorie als gedanklich und begrifflich umfassendes Gefiige. Der
Weg dahin kann iiber die Verbindung von einzelnen — evtl. aus unterschied-
lichen Disziplinen stammenden — Erklirungen erméglicht und entwickelt
werden.

Eine markantes Kennzeichen der Wirtschafts- und Sozialwissenschaftlichen
Fakultit der Universitit Potsdam ist die interdisziplinire Kommunikation
zwischen den wirtschafts-, politik-, sozial- und verwaltungswissenschaftlichen
Fachgebieten. Dieser Grundsatz prdgt sowohl die institutionellen Gegeben-
heiten, als auch die Aktivititen dieser Fakultit. Ende Juni 19% fand an der
Universitit Potsdam die erste “Potsdam Summer School in Minagement and
Economics™ statt. Diese einwdchige, dffentliche Vortragsreihe sand unter dem
Leitgedanken “East and West in Transition — Approaches to Success” und
gliederte sich in die drei inhaltlichen Komplexe ,,Aktuelle Tuansformations-
probleme in Osteuropa“, ,,Aspekte des Internationalen Manaements® und
»Hnstitutionelle Rahmenbedingungen und Europiische Integration’.

Die folgenden sechsundzwanzig Beitriige geben einen guten Hnblick in das
breite Forschungs- und Meinungsspektrum zum gewihiten Tlema. Bei der
Systematisierung und abschlieBenden Zusammenstellung der Beitiige wurde das
Leitmotiv , Entwicklung™ gewihit und die Aufsdtze nach drei Kapiteln
gegliedert.

Die Beitrige von Isaak, Austin und Schwarz werden als Entwicklungslinien
verstanden, da sie — zwar sehr unterschiedlich fokussierend — einen Uberblick
und Einblick in allgemeine Probleme der Transformationsforschung geben.

Nachfolgend werden Entwicklungsprogramme und -projekte zu speziellen
Aspekten der Transformationsforschung dargestellt. Dabei werden die Beitrige




VI Vorwort

von Lane/Ersson, Bren, Mair/Laramie, Sinclair, Welfens, Gloede und Brasche
der Volkswirtschaftlichen Transformations- und Entwicklungsforschung zuge-
ordnet. Nach ihrer einzelwirtschaftlichen Betrachtungsweise sind die Ausfih-
rungen von Veiga/Yanouzas, Balderjahn/Mennicken, Dolde/O’Brien,
Dorow/Varga von Kibed und Wagner/Seisreiner als Beitriige zur Betriebs-
wirtschaftliche Transformations- und Managementforschung zusammengefafit.

Abschlieend werden Entwicklungsberichte mit den Aufsitzen von
Balaschewitsch, Filanowitsch, Grzeganek-Wiecek, Puslecki, Leister und Strohe
vorgestellt. Dabei wird tiber den spezifischen Transformationsproze§ in drei
Lindern (WeiBruBland, Polen, Deutschland) berichtet.

Der vorliegende Band versucht, einen Teil der vielfiltigen Bereiche und
Perspektiven der wirtschaftswissenschaftlichen Transformationsforschung dar-
zustellen. DaB dies in einer Vortragsdokumentation nur begrenzt erfolgen kann,
liegt auf der Hand. Trotzdem kann jedem einzelnen Beitrag eine gewisse
Bedeutung als kleiner Mosaikstein in einer umfassenden Transformationstheorie
nicht abgesprochen werden.

Ich danke vor allem den Autoren fiir ihre interessanten Beitrige, Herm
Dipl.-Ing. Ralf Seisreiner fiir die graphische, formale und sprachliche Bearbei-
tung zahlreicher Beitriige, Frau M., Phil. in Economics Alison Sinclair fiir ihre
englischsprachige Assistenz und Herm cand. rer. pol. Dominik Bollhoff fiir die
Durchsicht des Gesamtmanuskripts. Besonderer Dank gebithrt Herm
Dipl.-Volkswirt Achim Seisreiner fiir die umsichtige und grindliche
,.Projektleitung®, damit aus den einzelnen Beitrigen ein zusammenhingendes
Buch entstehen konnte und fiir die abschliefende Redigierung. Nicht zuletzt
danke ich den beteiligten Mitarbeitern der Universitit Potsdam und den zahl-
reichen Sponsoren fiir die tatkriftige und finanzielle Unterstiitzung der “Potsdam
Summer School 1996” sowie der Drucklegung dieses Bandes.

Potsdam, 02. Juni 1997 Dieter Wagner
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16 Robert Isaak

1 Introduction

Patterns of creativity and entrepreneurship resulting in environmentally
responsible businesses or green economic growth do not emerge from accident.
Creativity and entrepreneurship are outgrowths of distinctive processes of
collective leaming. Collective learning is social leamning in a specific
organizational context, guided by a particular cultural gestalt. This cultural
gestalt or tradition selects “legitimate” patterns of adaptive behavior in
managing environmental change which do not undermine cultural integrity. Such
cultural patterns are made up of indigenous schemata. Schemata are prototypes
of meaning used for processing information in a given culture and branding it
with particular interpretations (Isaak, 1995: 19-21). The culture of the U.S., for
example, is steered by the schemata of “individual freedom” in contrast to the
schemata of Germany, which brands perceptions in the first instance with the
schemata of “order” or in contrast with Japan, which see things traditionally
through the schemata of “shame”. Behind these schemata that shape a society
are relevant fictions or utopias which guide its educational system, structure its
class system and condition the life chances as Karl Mannheim demonstrated
(Mannheim, 1936). These relevant fictions or utopias also set its ideal
environmental guidelines for the creation of environmental businesses. That the
culture of the United States is conducive to small entrepreneurial start-ups flows
from its preoccupation with individual freedom, just as the German concept of
the closed-loop economy for the recycling of parts and packaging is a natural
outgrowth of the German schemata of order. Or put alternatively, in order to
break free from their conventional assumption of order to stimulate
entrepreneurial start-ups and job creation, the Germans may have to risk more
freedom, while in order to adapt to a viable long-term standard of “sustainable
development” the Americans may have to give up some of their freedom for the
sake of social order and more systematic recycling regulations. Other countries
such as Singapore or Japan have created economic miracles of growth by
targeting their schemata of collective learning on applied economic tasks at
decisive moments of global economic growth, financing their would-be “earthly
utopias” through exports or free-riding upon conditions outside their limited,
partially closed domestic economies (Isaak, 1996). Edward DeBono’s
conception of “water logic” or the logic of perception (DeBono, 1993) is one
way to tap into the perceptual loops or vital elements of concentration or
psychological outgrowths of schemata which so often shape our collective views
of creativity, entrepreneurship and sustainable development.
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2 The Logic of Perception as Illustrated by Flowscapes

The differentiation between cultures in terms of distinctive schemata is an
outgrowth of collective perception and socialization within cultural
communities. The logic of perception, in turn, can be illustrated by what
DeBono has called “flowscapes” — perceptual mappings of a particular theme
or problem at any one moment in time that permit one to see the points of
concentration in one’s thinking and the interaction with less important elements.
DeBono calls the empirically verifiable logic of things “rock logic”, and the
unverifiable logic of perception which serves as the basis of most of our thinking
and action “water logic” (DeBono, I am Right and You Are Wrong, 1990).

2.1 DeBono’s Theorem and How Flowscapes Work

DeBono accepts the findings of natural scientists that the brain is a self-
organizing system in which a finite number of nerve states always organizes
themselves into a stable condition. Under any given set of circumstances, it is
further assumed that a state will “lead to” or “be succeeded by” one other
particular state. Specifically, if one draws a random set of circles on a sheet of
paper and connects them up randomly with at least two lines to each circle,
putting a double slash on a line leaving the circle and a single line on the other
line leaving the circle, one ends up with a stable loop by entering the system at
any circle and following a path such that you always exit from a circle along the
line with a double slash; or, if you enter a circle from a line with a double slash,
you must exit from a circle with a line with a single slash. In all cases a stable
repeating loop emerges and all other states are unstable and feed into this loop.
The key assumption of “water logic” is that stronger elements of perception
always “flow to” or “lead to” more dependent elements, much as water flows
down a hill seeking the paths of least resistance and dwells in the deepest sink
points. DeBono maintains that “The way the brain is organized makes it
inevitable that stable perceptions will form whatever the input.” His theorem
states: “From any input a system with a finite number of stable states and a tiring
factor will always read a stable repeating pattern.” (DeBono, 1994: 46).

In order to operationalize this theorem into “flowscapes” or concrete pictures of
our inner world of thinking, DeBono gives a simple series of steps which anyone
can go through in about ten minutes (DeBono, 1994: 61-69). These steps to
making a flowscape can be summarized as follows:

(1) Decide upon the theme or problem about which you want to “see your
thinking” or illustrate in your flowscape.

(2) Make a “stream of consciousness list” of all items or elements that come
to mind when you think about this problem or theme or concept (typically
ten or more elements or short ideas or concepts might come to mind —
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ideas that are spontaneous and natural not studied nor based upon “what 1
should think™).

(3) Label each of these ideas or items which are randomly listed on the stream
of consciousness list with letters from the alphabet “A through ..., for
instance, F” just before the item or idea, using different letters to represent
each item.

(4) Considering each item one at a time, ask to which other item on the list it
naturally “flows” or “leads to”. This is not a question of cause and effect
(“rock logic™), but merely an answer to the question “What comes to mind
next?”.

(5) Label by letter on the right hand which item each item most naturally
seems to “lead” or “flow to” so that each item leads to one other (and
sometimes the same other) item. If more than one item leads to the same
destination, this becomes what DeBono calls a “collector point”, an item
of particular importance when later one considers the implications of
one’s thinking.

(6) Put down each letter only once on a piece of paper that now becomes the
flowscape and draw arrows from each item to the items you have labled as
the destination item to which it naturally leads. Clean up and redraw the
flowscape if it is messy. If you have followed the directions correctly, the
flowscape should have at least one stable loop, or unbroken chain of two
or more elements that lead to one another. This constitutes an endlessly
repeating loop, the basis of the stability of perception (or what some might
pejoratively call a “rut” or “hang-up” — such as hard work leads to high
income leads to heavy consumption leads to hard work).

As an illustration, consider the flowscape of “utopia“ created by Fred Danback,
a student at Pace University, New York. Danback was socialized in an
international management seminar for which he did the flowscape to realize that
in order to create ideal environmental guidelines for entrepreneurial businesses
one must necessarily have an assumption of utopia in mind, consciously or
subconsciously (Mannheim, 1936). From the “utopia flowscape” one notes the
importance of building what is called “social capital” for the sake of any utopian
vision of an environmentally sound society. Social capital can be defined as the
embedded conununity trust, norms and networks that facilitate collective
learning, and the accurate targeting of local entrepreneurship (Isaak, 1995: 91).
Specifically, in the flowscape the need to create and enforce social norms and to
teach social ethics to children makes it possible to cultivate an enforceable value
framework. “Teaching children right” and “creating social norms” are the
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collector points. The stable loop flows from “creating social normms” to
“enforcing social norms” to “monitoring results” to “rewarding contributors” to
“the perfect world”, which in turn leads to “creating social norms”. Of course, if
all of this seems too simple, it probably is. But this very simplicity, which is
somewhat similar to what phenomenologists called “bracketing out”, can be a
strength as well and motivate us in an era of rapid change and complex,
information overload to have the courage to look at our own perceptions clearly
in a mirror.

2.2 Qualifications and Limits of Flowscapes

Water logic is just one outgrowth of the logic of appearances in everyday life. In
this context, DeBono’s flowscape approach to creative thinking is but
“Heidegger light” or a simplistic version of past and future combining into
present being in time. But despite DeBono’s freelance institutional status and
presumptive ego, the very simplicity of his flowscapes permits us to sketch out
our perceptions of a topic at the moment without making too much to do about it
and to know where we stand, where our perceptions lead to and what, if
anything, we might want to do to shift our stable loops in more fruitful
directions. In short, the virtue of the limitations of flowscapes is that they are
clearly arbitrary with no pretense to empirically verifiable grounding and
demonstrate in no uncertain terms how far we are from truly knowing things in
themselves (Kant’s Dinge an sich). Yet our behavior is based upon these
arbitrary clusters of perceptions and our collective behavior is but a constellation
of such perceptual clusters or schemata over time. To change or steer these
schemata requires that we are able to stand back and to examine them from a
distance, to see which creative reorganizations of our perceptions might lead to
breakthroughs in thinking and in solving problems. The very simplicity of
DeBono’s perceptual maps make them a vehicle of creativity in their own right,
a method for transcending cultural biases for a moment in order to visualize
where we stand on an issue.

But how does creativity or perceptual mapping become steered into
entrepreneurship or the creation of new companies or lines of business? The key
here is the realization that certain constellations of cultural schemata or
collective perceptual maps over time are more conducive to entrepreneurship,
economic growth and the founding of environmentally responsible businesses
than are others. Let us consider, for a moment, which perceptions typify the
logic of the entrepreneur and how this entrepreneurial logic plays out in different
cultural contexts or , for that matter, in different utopian visions of social capital.
For to the extent the endpoint of thought or the ideal conception of any society
in a specific cultural context drives the blueprints of planning in that society,
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utopian visions of social capital are inevitable. And without entrepreneurship,
such visions cannot be brought into being, much less financed.

3  The Logic of the Entrepreneur

Economist Joseph Schumpeter identified the entrepreneur as the vanguard of the
process of economic growth, or of what he called the “creative destruction” that
characterizes capitalism. The word “entrepreneurship” derives from a French
root meaning “to undertake”. Howard Stevenson at Harvard identifies
entrepreneurship as a behavior or process by which individuals pursue
opportunities without regard to the resources they currently control. The
entrepreneur or “promoter” is driven by the perception of opportunity or is
value-driven, often team-oriented, and relies upon performance-based, flat,
informal modes of organization. Thus the logic of the entrepreneur contrasts
sharply with that of what Stevenson calls the “trustee” (and I call “the
maintenance man”) who is driven by resources currently controlled, tends
towards formalized, promotion-oriented hierarchy in organization, and is
security-driven (Stevenson et al., 1989; Isaak, 1995: 33-34).

3.1 The Entrepreneur as Creative Free-rider

The entrepreneur can be considered to be a creative version of the free-rider (or
Trittbrettfahrer). For although we may all be free-riders to some extent, as Malte
Faber suggested, some free-riders are more motivated than others to take
creative risks in order to bring visions into reality. The entrepreneur is, in the
words of Robert Schwartz, “a dreamer who does”. Entrepreneurs who start their
own businesses may be indifferent as to whether their venture capital comes
from “Aunt Matilda”, the local bank or the state, but to survive more than a few
years they must systematically reduce their costs by free-riding on public
infrastructures, information sources and support whereever they can find it. And
the wisest entrepreneurs do not view themselves as risk-takers as much as they
do as individuals who specialize in risking other people’s resources. Stevenson
characterized the relationship between risk and reward in the eyes of the
entrepreneur as “You take the risk. I'll take the reward.”

As Mancur Olson demonstrated in “The Logic of Collective Action” free-rider
behavior is not only rational but is reinforced in liberal, free market societies:

“Unless the number of individuals is quite small, or unless there is coercion or
some other special device to make individuals act in their common interest,
rational, self-interested individuals will not act fo achieve their common or group
interests.” And: “Where small groups with common interests are concerned, ...
there is a systematic tendency for ‘exploitation’ of the great by the small”
(Olson, 1965: 2 and 29).
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This inevitable maximization of individual and small group interest at the
expense of larger group or institutional interest explains why so-called
“Intrapreneurship” or entrepreneurship within large companies does not work:
workers not surprisingly are more concerned with job security than with
entrepreneurial risk-taking (Lynch, 1994). American entrepreneur William
Lynch interviewed a number of other American entrepreneurs and found that
entrepreneurs are (1) visionary, knowing exactly what they want and seeing their
object with vivid clarity; (2) risk-taking in a way others do not understand since
they see the risk differently; (3) impatient in terms of timing since they already
feel it is late; (4) exhibit salesmanship, often reversing the conventional order of
“ready, aim, fire” to “ready, fire, aim”; (5) are willing to sacrifice for the cost of
entry, having “fire in the belly”; (6) view opportunity as love at first sight,
seeing what they want and going for it; (7) exhibit leadership, (8) view
credibility as the key to financial leverage, not credit; (9) do not see obstacles
since they are blinded by the objective; (10) exhibit energy, an unstoppable need
to achieve, and (11) strive for ownership and control, their raison d’etre in
terms of motivation (Lynch, 1994).

3.2 Entrepreneurship across Cultures

While motivation in the American culture derives from a tradition of self-
reliance and short-term success in an achievement-oriented society (in the terms
of David McClelland), other cultures illustrate different nuances of similar kinds
of motives for action. In Kenya, for example, some education and a sense of
status deprivation or perceived social handicap leads to innovative
entrepreneurship as a way to change the world in order not to have to change
oneself. Blocked from upper level elite positions in society, the entrepreneurs of
Kenya typically found one or more small businesses, are reluctant to delegate
authority and often are undone by the very diffusion of the enterprises they
create (Marris, 1974: 104-123). In Japan, creativity is approached by indirection,
by recycling of old ideas in innovative ways. The Japanese cycle of creativity
has been broken down into five elements that feed into each other: recycling,
search, nurturing, breakthrough and refinement (Tatsumo, 1990: 52-53). Tacit,
informal knowledge of continuous improvement through teamwork is the
Japanese way: not the Western hubris of trying to create something new under
the sun, but the harmonious view of a creativity that fits in with nature and
improves things subtly through new applications of existing materials and ideas.
German creativity evolves from a context of duty to the existing social order.
While radical film directors like Fassbinder may look at this order critically, they
do not leave it behind but look at it through different colors or from a unique
slant. Or consider the dwarf’s skewed perspective of the social order in Giinter
Grass’s novel “The Tin Drum”. The German sense of order was made explicit in
a summary of the ideal German value fomula by David McClelland: “I must be




22 Robert Isaak

able to believe and do what I should for the good of the whole.” (McClelland,
1958). Germans may critique the schemata of order, but they rarely leave it
behind, just as the Japanese entrepreneur knows that in the Japanese cultural
context “The nail that sticks up get hit” and teamwork is the preferred venue for
innovation.

What creative entrepreneurs in all of these cultures tend to have in common,
however, is a sense of being something of an “outsider”, on the boundaries of
the culture. Indeed, they are often either foreigners or first generation arrivals in
their cultures or else former aristocrats or elites who have been declassed and
want to recover their status like the samurai in Japan or the Balinese aristocracy.
They possess a target-oriented free-rider mentality with some sense of distance
from conventional norms and routines, but nevertheless aim for conventional
rewards, which they want to obtain fast, showing impatience with traditional
methods and with working for others. For example, an Asian immigrant bid
$ 175,000 for a medallion (license) in order to drive his own cab in New York
City in 1996. This will enable him to earn about $ 30,000 a year working 70
hours per week. He said: “I want to drive for me ... No more work for someone
else.” (Perez-Penu, 1996) The American Dream is to be one’s own free-rider —
independent, self-reliant, the owner of one’s own means of production.

4  Open Systems and Free Market Environmentalism

Free-riding entrepreneurs are engines of economic growth in the economist’s
vision of open systems. Environmentalists, on the other hand, often assume
closed systems. As William Ashworth puts it:

“Ecologists study the behavior of closed systems. This leads to a view of inputs
and outputs radically different from the open systems view of the economists.
Open systems imply throughput — substances coming from one place, flowing
through the system, and then going out to someplace different. Closed systems
imply cycles. To an ecologist (or anyone who studies closed systems) the
someplace that substances come from and the someplace they go are ultimately
the same place.” (Ashworth, 1995: 125-126)

One theory that aims to take care of this paradox of envisioning closed systems
within open systems is free market environmentalism. This vision is a variety of
a neo-classical economic liberal’s utopia. Free market environmentalism
assumes that the main function of government is to reduce the cost of defining
and enforcing property rights, leaving solutions to environmental problems up to
the efficiency of private markets (Anderson and Leal, 1991). Free market
environmentalists contrast water trades in the United States which have
enhanced environmental quality through private water institutions with the water
projects of the government Bureau of Reclamation that resulted in the damming
of all the major water systems in the West and the end of hundreds of salmon
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and steelhead runs. Their view of utopia is close to that of Robert Nozick’s
vision of a minimalist state that exists only to keep law and order and to enforce
existing private property contracts. Otherwise the state is to stay out of the way
of productive entrepreneurs and people who want to make a living and stimulate
economic growth (Nozick, 1974). Clearly, this is a largely negative view of the
state: utopia is freedom of the individual from the state with minimalist
exceptions in order to protect private property.

4.1 Free Market Environmentalism in the U.S. versus
Social Market Environmentalism in Germany

The backdrop of consciousness of social order is important in considering
whether or not individuals perceive entrepreneurship in a social context or in an
asocial context. Recall that entrepreneurship is a creative variation of free-rider
behavior. Indifferent as to the source of his or her funding, the entrepreneur must
free-ride as much as possible in the start-up phase to survive more than five
years in business. Therefore, if environmental responsibility is perceived to be a
negative deterrent or a punitive set of regulations, the entrepreneur will be
tempted to avoid such regulations and to free-ride upon the earth in order to
survive financially. If, on the other hand, environmental responsibility has
become so intrinsic in the social order that it comes to define majority
preferences in the market, then the entrepreneur may be more tempted to start up
an environmentally responsible business in order to gain market share and to
survive. The thesis here is that environmental consciousness has become such a
part of the German social order today that entrepreneurs are increasingly
tempted to think green in order to succeed on the market while in the U.S. green
choices are more legislated than intrinsic to the social order and constitute just
one fashionable boutique among many for the individual consumer rather than a
perceived duty of social conscience. Or, to put it another way, the threat of
litigation posed by environmenpalists is more of a stick than a carrot in the U.S,,
whereas recycling regulations in Germany may function more as a carrot for the
start-up of environmental businesses than is the case in the U.S. where such
regulations are much less apt to be enforced than they are in Germany. German
“closed systemness” may foster more economic “greeness” than American open
system assumptions. On a European scale, the German government is attempting
to lead the way in raising the environmental consciousness of all European
Union member countries and to impose stiff European regulations to deter free-
rider behavior of European entrepreneurs that is not friendly towards the
environment. In fact, the tough German environmental regulations domestically
have led large firms to create a counterstrategy of self-enforcement: all energy
intensive industries in Germany vountarily agreed to cut emissions of carbon
dioxide by 20 % by 2000, stimulating Germany’s chemical industry association
to develop voluntary proposals covering a host of environmental areas
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(Anonymous, 1994). Utimately, if the world market goes increasingly green
through international regulations and environmental consciousness raising, the
German entrepreneur is positioned to be at the forefront of the market. An
example of this would be the universal acceptance of the Earth Summit’s
concept of setting a 25 % waste reduction goal for every major city in the world.
On the other hand, if such environmental regulations and behavior are not
realized, the Germans may find themselves to be on the wrong end of a variable-
sum game in which most entrepreneurs will find a way to go around the
regulations and to free-ride at the expense of German competitiveness. This
danger is seen domestically in the fact that statistically the growth of
entrepreneurial small businesses is much higher among foreigners moving into
Germany than it is among Germans themselves (Anonymous, 1996). And it is
seen internationally in the trend of German entrepreneurial capital to flow out of
the country and to set up subsidiaries or businesses in countries which are less
regulated — that is, almost anywhere else. Meanwhile, unemployment in
Germany is over 4 million, the highest since World War II and the leaders of all
German political parties have agreed that the unemployment rate must be cut in
half by the year 2000. The trend in Germany appears, as in the United States, to
be to deregulate the economy for the sake of economic growth, competitiveness
and job creation. The difference is that in Germany the environmental ethic is
much more internalized than it is in the U.S., to the point that in the early 1990s
environmental concerns were the top German political priority in opinion polls.
In 1992, for example, 67 % of Germans polled were “very worried” about global
warming (the greenhouse effect) compared to only 30 % in the U.S. and 73 % of
the Germans were “very worried” about the destruction of the ozone layer
compared to 43 % of Americans (OECD, 1993).

In the U.S., environmental regulations run the danger of being seen as more a
part of the problem than of the solution, more a piece of the Washington
bureaucratic establishment than of a forward looking philosophy of green job
creation. The Environmental Protection Agency (EPA) has grown from its
founding in 1970 under President Nixon from a staff of about 8,000 and budget
of $ 455 million in 1972 to a staff in 1995 of 18,000 and an operating budget of
$ 4.5 billion — the seventh largest in staff and third largest in budget in the
federal regulatory system. Furthermore, founded as a pollution control agency,
the EPA has no power to oversee comprehensive environmental planning but
has programs that are so-called “media-specific” aiming at water, air, solid
wastes, toxics, etc. The existing regulations favor “end of pipe clean-ups” such
as filters or waste water treatments installed later rather than preventive pollution
measures, which would grow from social ethics and be more apt to stimulate the
creation of cleaner production processes and technologies (Schellmann, 1995).
Under the Clinton administration the standards for cleaning up major “super-
fund” pollution sites have been so strictly interpreted that water must be restored
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to drinking level purity even if it never was at the level of purity to start with,
motiving industries to set up plants on virgin land without the legal risks of the
formerly hazardous super-fund sites. The stick is paramount here, not the carrot.
While properly constructed regulations can encourage innovation through re-
engineering as Michael Porter has argued, this appears to be the exception more
than the rule in an open free market society where regulations are but
haphazardly enforced (Porter, 1991). Indeed, the free market envionmentalist
school of thought can be interpreted as an American reaction against
governmental environmental regulations that have been misapplied and threaten
to get in the way of entreprencurial flexibility.

Germany was stimulated by the discovery of the collapse of the forest ecosystem
in 1985 to create the world’s most stringent environmental regulations. Some
50 % of the nation’s forests were dead or damaged by air pollution and like
Japan, Germany has a “forest culture” which shapes utopian blueprints or
visions of the ideal society. Green movements proliferated, symbolized in part
by the green party, which was successful enough to enter the Bundestag in the
1994 elections, Chancellor Kohl has pushed environmental regulations since his
initial election in 1982 despite his party’s conservatism, stimulating the
movement for environmental regulations. He created the Federal Ministry of the
Environment, Nature Conservation, and Nuclear Safety in 1986, supported, in
turn, by the Federal Environment Agency, the Federal Research Center for
Nature Conservation and Landscape Ecology, and the Federal Office for
Radiological Protection. All the extensive environmental regulations have to
pass both houses in the federal parliament, the Bundestag and the Bundesrat.
Clearly the public in Germany is more interested in environmental regulations
than the American public (Miiller, 1995). The German regulations attempt to
integrate the concepts of economic growth and environmental protection in cost-
effective ways. Some regulations involve economic incentives (such as positive
tax treatment of unleaded gas). Other regulations are voluntary agreements (such
as the deposit refund system in the beverage industry). And sometimes the
voluntary measures become mandatory (such as the Packaging Ordinance of
1991 which makes it compulsory for producers to take back or recycle
packaging). The German system appears closed enough to the entrepreneur that
environmental reforms work as both carrots and sticks. For the assumption is
that within Germany the environmental laws are systematic, will be enforced
and will be too difficult to get around to try. The social market economy has
fostered a de facto green growth economy in comparison with most other
national economies in the world.

German regulations appear to be better oriented for stimulating the creation of
environmental businesses and green jobs than the American system of
environmental regulation, partly because the environmental ethic has been more
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internalized in the German population and is easier to enforce given greater
social solidarity and consensus than is the case in the United States. By
integrating their environmental regulations with economic realities the Germans
have succeeded more than any other population and are positioned to become
world leaders in environmental business, exporting some 40 % of their
environmental technology business (OECD, 1992). Germany already has
established the leading position in exporting environmental technology
(Anonymous, 1993; Miiller, 1995: 36). This leadership is symbolized by the
selection of Germany for the headquarters of the UN Commission on
Sustainable Development and by Germany’s 1.6 % of GDP spent on
environmental investment — more than any other large industrial country.

As a nation based upon ideas, a tradition stemming from the enlightenment,
Americans may first have to be motivated by an ideal of environmental utopia
and social ethics in order to achieve a social consensus of environmentalism and
political regulatory system that is less reactive, less splintered and less after-the-
fact and more proactive, preventive and comprehensive. Free market
environmentalism may be a necessary starting point in order to motivate green
growth in socially-oriented start-ups such as “The Body Shop” in Britain and
“Ben and Jerry’s” in the United States. “The Body Shop” has a “trade not aid”-
policy of importing commodities from threatened tribes or tropical forest
economies in developing countries such as plant oils from the Amazon to build
up economic alternatives to the cutting down of forests or extinction of
indigenous ways of life. “Ben and Jerry’s” sells exotic ice creams made only
from natural, environmental incredients and gives a respectable amount of its
profits back to the community for social causes. These social entrepreneurs from
the Anglo-Saxon individualist, free market tradition try to set social examples,
perhaps to make up for the absence of such social policies on the part of the
nation-states in which they are based. The ultimate example, of course, is the
Scott Bader Corporation in Britain described in the chapter on alternative forms
of ownership at the end of German economist E.F. Schumacher’s classic in
environmental economics, “Small is Beautiful” (Schumacher, 1973). The Bader
Corporation is a cooperative enterprise of deliberately limited size that actually
constitutes a small commonwealth based on social and political as well as
economic and technical tasks. Private utopias such as Thoreau’s “Walden”
(1854) have thus evolved and become industrialized from rustic log cabins
towards becoming corporatist city-states. In the cases of “The Body Shop” and
“Ben and Jerry’s”, as they move to their second generation of ownership, legal
and media problems plague their managements as their entrepreneurial efforts
develop from the creative to the maintenance stage and size itself becomes a
problem with their emerging multinational status.
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But what is necessary in order to motivate the founding of environmental
businesses in a free market environment is, however, by no means sufficient for
social responsibility in the majority of cases of corporate development in liberal
democratic societies, as Mancur Olson’s thesis of individual and small-group
self-interest suggests. Of the total number of businesses, those that can be
classified in the “win-win” category in which both business and the environment
win are in the minority and may appear more prominently in certain historical
phases of economic development than others. Thus Kurt Fischer and Johan
Schot identify two American eras of environmental management — (1) the first
is the phase of “resistant adaption” from 1970 to 1985, when companies merely
complied with new environmental regulations of high technical specificity, often
showing resistance; and (2) the second phase of “embracing environmental
issues without innovating” extended from the mid to late 1980s, when
companies were able to make easy but significant improvements — setting up
the promise of “win-win” solutions (Fischer and Schot, 1993). For example,
from 1989 to 1991 Texaco was able to reduce its combined air, water and solid-
waste streams by 40 % and its toxic emissions by 58 % through pollution-
control equipment, better control systems and an improved waste-reduction
process. But as Walley and Whitehead have argued, and McKinsey surveys
confirm, the third phase of the coming decade is apt to be one in which
environmental compliance and improvements will become much expensive and
that, therefore, it will take more than the optimistic ideology of “win-win” to get
managers to willingly sacrifice profits for heavy green costs (Walley and
Whitehead, 1994; McKinsey, 1991). Thus Texaco plans to invest $ 7 billion in
the next five years on environmental compliance and emissions reductions —
three times the book value of the company and twice its asset base. The global
trend towards free market privatization, competitiveness and economic growth
regardless of social consequences may just reinforce Olson’s principle of
rational selfishness, tending to push “win-win” environmental solutions off the
map of the perceptions of the upwardly mobile. Consider the lessons of high
economic growth from the recent past.

4.2 The Logic of Growth and “Economic Miracles”

In analyzing annual GDP growth and investment statistics in the world over the
the past 50 years, I found that the essence to creating the perception of an
“economic miracle” for a nation is to target collective learning processes upon
applied economic objectives which coordinate internal factors with external
opportunities in order to position the country to catch waves of global economic
growth. Specifically, nations in a post-authoritarian phase of political stability
plus economic liberalization limited the perceptual options of their people,
funneling their behavior into schemata or patterns of meaning targeted towards
economic growth and productivity at optimum historical moments. Thus, in
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terms of GDP growth and investment, Singapore experienced three “economic
miracle” waves of growth in the past four decades; Thailand, Japan, China,
Hong Kong, Taiwan and South Korea experienced two such growth waves, and
West Germany, Malaysia, Chile, Iraq, and Brazil experienced one wave of
outstanding annual economic growth — each wave lasting for at least three
years (Isaak, 1996). These nations were so concentrated upon moving from an
economic trough to an economic peak that there was not much time left over for
them to consider the environmental consequences of what they were doing. In
fact, in attempting to find statistical measures of environmental damage to
correlate with these miracle waves of economic growth, I discovered that such
environmental data has only been systematically collected over the past decade
or two and that it is almost impossible to find comparable environmental
outcomes to correlate with phases of growth over the long term. Environmental
economics is but a teenager in its history while growth gurus have been
collecting data systematically for more than a century. Green growth has yet to
be legitimated much less worked systematically into national economic
strategies. Partly this is because of short-term competitive efforts to adapt to
global economic trends rather than plans stemming from a long-term vision of
what is best for a country. In the fast-changing open global economic system,
the natural neo-mercantilist temptation is to try to import low-level entropy and
export high-level entropy in order to satisfy the energy and employment needs of
a semi-open national system in a state far from equilibrium (cf. Baumgirtner et
al., 1995). From the perspective of collective learning, the information overload,
financial and socio-psychological demands are so heavy that to cope people
revert to a conservative impuse and screen out all that does not help their short-
term standard of living. The promise of high economic growth crowds out
concerns for long-term environmental sustainability, the black overlays the
green. The greening of growth logic can only be nurtured through educational
and political socialization and this can only occur in a system that appears
closed enough to the people that they will use the natural free-rider impulses of
the entrepreneur to orient their business efforts towards an environmental market
economy rather than going around the system Olson-style to avoid costs and
regulations (cf. Liesegang, 1994). One possible motivator is to publicize
evidence from several studies which indicate that jobs increase while pollution
declines, as occured in the case of Lousiana, the worst among the 50 U.S. states
in terms of economic and environmental health (Templet, 1995).

5  Dystopia, Utopia and A Place for Grandchildren

We live in dystopian times. Given the failures of Stalinism, Maoism and
Hitlerism, the post-modern temperament is understandably skeptical of any
blueprint claiming to be a final solution. From this perspective it is therapeutic,
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if not essential, to probe the foundations of physics, biology, economics, and
philosophy to sort out the limits of what can be known so that at least we do the
least harm to ourselves and to the earth (see Faber and Proops, 1994).

But this “ideal place”, this “nowhere” longing to become somewhere which we
refer to as “utopia” tempts us to imagine what we could be, colors our unstated
ideal standards of criticism, haunts our imagination and shapes national policy
blueprints for worlds that do not yet exist, whether they be red, black or, in our
case, green. As sociologist Karl Mannheim wrote:

“Only those orientations transcending reality will be referred by us as utopian
which, when they pass over into conduct, tend to shatter, either partially or
wholly, the order of things at the time ... If ... we call every actual and existing
ongoing social order a “topia”, then these wish-images which take on a
revolutionary function will become utopias.” (Mannheim, 1936: 192-193)

To deny that we think in terms of any “utopia” is to suggest that all economic,
political and business planning will become short-term adaptation to what is.
Certainly if we don’t risk the creativity to imagine utopias within the realm of
the possible, others will, even though the outcome of their efforts may be to
create new and more destructive versions of dystopia. We cannot assume that
human beings will voluntarily restrict what they want to what they need like
millions of little Aristotles. Nor can we hope that all will be restrained from
insatiable Faustian pursuits that inevitably result in dystopias through distorted
ideologies of lust for greed and hegemony. Short of leaving the field to crackpot
realists who form militias, ecological terrorists like the “unabomber”, or neo-
corporatist mafiosi, we have no choice but to develop criteria to distinguish
between better and worse dystopias, if not to work out the outlines of a utopian
vision to guide our collective action. Not to imagine a utopia of sustainable
development for our grandchildren is to support the ideas of some defunct
dystopian thinker de facto, or to leave things to chaos and anarchy. We may all
be free-riders and socially tolerant liberal thinkers like John Rawls, who most
recently suggested a kind of lowest common denominator “justice” of “an
overlapping consensus of reasonable comprehensive doctrines” (Rawls, 1993).
But consider, in one last summary of a collective flowscape, what happens if we
fail to distinguish one cultural free-ride upon the earth from another.

Consider the case of Madagascar. The stable loop of the perception of the
indigenous people appears to be to burn and cut down tropical rain forests in
order to make room for growing and cooking more rice to feed people and to
grow feed for cattle. Cattle, in turn, should be collected and killed in as great a
number as possible at the time of the death of any one human being in order to
assure status in the next world; to make space and food for more cattle, it is
necessary to burn more tropical rain forests, and so on. To intervene in this cycle
or native tradition goes against not only international law of sovereignty but
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Rawlsian tolerance and our belief in the right of each culture to maintain its own
integrity. But given the great numbers of people and cattle weighing down what
the ecologists call the “carrying capacity” of the country in terms of natural
resources, it seems unlikely that all of the existing population will be able to
carry on development with this tradition in a sustainable fashion for their
grandchildren. To the extent that Madagascar is not a closed system, the
ecologist’s perspective may be wrong. Money from tourists, particularly the
French, helps to preserve some of the rain forests in natural parks. But the trade-
off is the export of exotic flowers that are harvested to go into French perfumes
and an annual increase in tourism to the point that tourist traffic may destroy the
rain forests before the native tradition of animal sacrifice does. Bhutan has
managed this problem by strictly limiting the number of tourists who can visit
the country (cf. Keck, 1996). And Malaysia has blocked off all of its east coast
from economic development to preserve its rain forests. In each case economic
growth is limited by a government with a green utopian agenda in the back of
the minds of social planners. But the increasing pressures of growing
unemployment and consequent criminality are so severe that green long-term
visions may be compromised for short-term entrepreneurship that is indifferent
as to where it gets its resources or what happens to be left over for future
generations. Or the people in economic miracle societies may become so
satiated materially that the government has to take extraordinary steps to
motivate the people to take entrepreneurial risks abroad. This post-modem
problem is illustrated by the case of Singapore where the government was so
concerned that its businessmen are not aggressive enough that in 1993 it began
to offer tax cuts and other incentives to encourage local entrepreneurs to take
part in “risky but highly profitable” ventures abroad, particularly with
Singapore’s neighbors.

The only viable antithesis to this longing for maximum economic growth as the
holy grail would seem to be a rewriting of Kant’s categorical imperative to read:
“I will act in such a way that my behavior can be read as a general law for all of
mankind, particularly serving the interests of my grandchildren and the world
they will inhabit.” This green categorical imperative represents an arbitrary but
universal assumption: arbitrary in that it pays to focus attention upon
grandchildren in discussing intergenerational justice, since people can identify
with that particular metaphor of future time; and universal since it is clearly
necessary to praise those cultures in the world who think at least two generations
ahead over all those who do not. Flowscapes give us a new way to get at the
subjective preferences of individuals and groups, a way that may ultimately
make it easier to intervene and add a green, grandchildren element for the sake
of sustainable development. One of the critical elements for the motivation of
economic growth is a clear concept of private property and its protection by the
state. But this basic tenet of free market environmentalism alone appears to be
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only necessary but not sufficient for the logic of green growth, which demands
both carrots and sticks in terms of incentives from the social infrastructure.
Economic reforms in Russia have failed on both of these grounds, of course,
with qualified private property rights only truly emerging this year through
Yelzin’s decree and with the institutional infrastructure for green growth missing
due to the Communist heritage (Goldman, 1994). The United States is strong in
terms of private property motivation, but negative deterents such as litigation
often are the motivators for going into an environmental business more than a
positive internalization of green ethics which has developed in Germany. A
utopian vision of social capital that embraces an ethic of sustainable
development must be fostered systematically throughout the world if free-riding
entrepreneurs are to be motivated to contribute to green growth. Specifically, we
must identify the prerequisites for “win-win” business-environmental situations,
firms must be encouraged to move towards the creation of their own utopian
green agendas (Scott Bader style) and given government incentives to do so,
green employment strategies must be developed to counter spreading global
unemployment and prototype countries that limit their growth to a green vision
must be praised and rewarded. As with Kant’s thesis that we must approach
nature as if there was an omniscient understanding or unity behind the scenes in
order to make meaningful connections, we must assume the possibility of a
green utopia that could guide our entrepreneural actions and give them collective
meaning beyond the maximization of short-term selfish group interests.
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1 Introduction

This paper does not pretend to present an investigation into subjects pertaining
specifically to business and economics since I cannot deny that I am a colleague
who has spent most of his professional life with language and literature and
German studies in the United States. Hopefully, though, some of my
observations will yield an interesting footnote about international cooperation.

Risking your ire by talking too much about myself, please understand that my
observations cannot be separated from my personal perspective. It is not
irrelevant that I was born in Lithuania in 1939, that I grew up in Northern
Germany in Goslar and Gottingen and that I spent the academic years of
1960/61 at Boston College and 1965/66 at Marquette University in Milwaukee,
Wisconsin. In 1968, I entered the United States on a permanent basis — at that
time, it was still easier to marry an Asian in America rather than in Germany,
especially if a theoretically tolerant mother flips out at the sight of a Vietnamese
woman in her house in Gottingen. After three years at Yale, I acquired my
permanent position at the University of Connecticut where I have been since
1971; since 1985, however, I have spent every second semester in Mannheim.

2  The Mannheim Program for Bilingual Careers

Around 1970, a phenomenon involving language and literature teaching resulted
in devastating effects felt even today. In 1968, university administrators were
still seeking to fill positions for the teaching of German and other foreign
languages and they offered young Germans attractive salaries. Within three to
five years, as a German you felt as if you were taking a position away from an
American candidate. As a German, an Ausldnder, you felt obliged to return to
Germany or offer something special.

I was fortunate enough that, with the dynamic support of a College Dean and
Vice President, Julius Elias, I became actively involved in promoting
transatlantic cooperation in 1974. My first assignment was to evaluate the
courses of the Goethe Institute so that American students could receive
transcripts from the University of Connecticut. This enabled them to include the
Goethe Institute courses as part of their regular college requirements and to
accelerate their college studies. Approximately 3,500 American students have
taken advantage of this opportunity since 1975.

When language requirements were either reduced or cancelled, for instance,
when the American Chemical Society decided that it was no longer necessary
for a decent chemist to become familiar with the German language, the numbers
of students in our courses dwindled frighteningly. Frighteningly, because there is
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no absolute tenure for the teacher or the professor, no comfortable
Beamfenstatus. If there are no longer enough students and your program dies,
your position is dead, too: You join the ranks of the unemployed. To give our
students a practical reason for studying German, I developed a course entitled:
Connecticut and the Global Market: The German-Speaking Countries. The
students came to realize that there was a real world connected with the German
language, a world that existed outside of academia.

I may have profited more from those presentations than my students. If I am
honest, for the first time I comprehended what it means to keep a company well
organized and successful in the world market. You may remember how we
humanists, we Geisteswissenschaftler, grew up after the war by and large: The
availability of money was a matter of course and the only question was whether
the government would be decent enough to give us good salaries, absolute job
security and generous fringe benefits. We were quite unaware that money had to
be made in a competitive market and that professors had to be paid with that
money. Even today German students will be surprised if you alert them to the
fact that they all enjoy a tuition waiver nobody ever mentions.

It is not only pathetic but a truly sad experience to relive those by-gone years by
watching again that interview of 1970 in which Giinther Gaus talked with Rudi
Dutschke, the leading German student rebel. Dutschke expresses an honest
conviction that a better world will grow out of the good intentions of a young
post-war generation. There is a total lack of understanding that a complicated
world needs a tremendous effort if it is to be prevented from disintegrating into
chaos; that chaos can slowly take over any factory that is to be govemed
primarily by good intentions.

During the golden eighties, survival did not look as difficult as it looks today.
Above all, most German and Japanese export firms were hauling in the dollars.
The exchange rate hovered around DM 3 to the $ and reached even DM 3.40. In
this happy environment, the idea of the Mannheim Program for Bilingual
Careers was born. American students were to be offered the opportunity at the
end of their college years, or later, to start an international career. Today the
program consists of eight weeks of advanced German language training at the
Goethe Institute followed by extensive travel examining facets of German
history, a university semester at Mannheim, and a paid internship.

Again and again, it is fascinating to see how certain basic facts of history hold
such interest for these future business manager. Viewing works of art and
architecture through the ages affirms those human experiences to which we can
relate even today. Be it the Kaiserpfalz in Goslar or the Speyrer Dom, be it
Frederick the Great serenely looking down on us from atop his horse in the Park
of Sanssouci or the Grofle Kurfiirst, ready for battle against the enemies of
Brandenburg, be it the monumental bronze door of Bishop Bernward in
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Hildesheim or Matthias Griinewald’s overwhelming Isenheimer Altar, be it the
former concentration camp Dachau or the Gedichtnisstitte Deutscher
Widerstand in Berlin — our students encounter aspects of history that
communicate to them a dimension of human life of which many of them have
previously not been aware.

At the end of the university semester, our students have to pass the same, often
oral, examinations as their German fellow students, a remarkable achievement if
you compare this to the numerous American international business programs
that take place, so to speak, in English-language ghettos. The Mannheim
approach makes it possible for the Mannheim Program graduates to function
successfully from the first day of their subsequent intern- or traineeship. Their
performance is quite different from that of direct imports from the United States,
about whom I have heard frequent complaints even though, on paper, those
interns appeared also well-trained in German language skills.

Financially, it was very easy to install the Mannheim Program because the salary
of the resident director as well as the cost of transatlantic travel and some
apartment costs were covered by generous contributions of the Goethe Institute
as stipulated in the Credit Program and Faculty Exchange agreement between
the Institute and the University under which the Mannheim Program is
administered. This may change if the German Federal Government does not
make up for the financial hardship the Goethe Instute has experienced in recent
years.

In addition, with the organization and subsequent incorporation of AGABUR,
the Association for German American Business and University Relations — you
may note that the four elements German+American+Business+University are
reflected in the title of this presentation — with AGABUR’s incorporation a
instrument had been established that yielded numerous scholarships. In 1991
AGABUR was entrusted by the University of Connecticut with administering
the financial affairs whereas the University continued to control the academic
aspects of the Mannheim Program.

3  The value of foreign language skills

At this point a few observations on the value of language skills may be in order.
The foreign language teaching profession tends to overestimate the importance
of language and is filled with, often true, stories involving the inappropriate use
of a foreign language and its subsequent interference with business success. One
familiar story concerns General Motors. It tried to sell the model called NOVA
in South America. Because the GMC managers had forgotten that NOVA could
be read as: ”It doesn’t go, it doesn’t run!” sales were a disaster. How could you
ever be successful with such a name!
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I tend to offer a different version of this story: Yes, let’s assume that there was a
foreign language teacher who went to the Vice President of Public Relations at
General Motors. And, yes, he explained to him why General Motors could not
sell the car in South America. And the General Motors VP thanked him
profusely for saving General Motors. And thus the foreign language teacher
carried the story into the language teaching world. What he didn’t know was
this: The moment he had left the office, the VP, utterly delighted, called in his
administrative assistant and jubilantly told her: “Send a thank-you note and a
check to this great teacher! Now we can blame language for our failure in South
America and we won’t have to admit that we were trying to sell a sub-standard
car to the South Americans.” The point, of course, is that, if the product is either
truly bad or truly excellent, language does not matter. I have to confess, I did not
exactly improve my popularity when I told my version at an American meeting
of teachers of Business German.

At the other end of the scale, we find the American business CEO, the chief
executive of an international firm who will tell us that foreign languages are not
needed. True, he has at all times been surrounded by people who were more or
less fluent in English but he does not know how many of, let’s say, his German
engineers will not say a word when he is around because their English is too
awkward. He has never experienced the grateful relief that many German
employees speakers feel when an American starts speaking German to them.
Rarely will he meet a German — and certainly not a German in his company —
who will admit to him that he feels terribly insecure whenever he is exposed to
an English-speaking circle.

4  Transatlantic internships

The idea is generally accepted that it is good for you as the owner or president of
a company to have employees who speak the language of your customer in a
foreign country. Since we felt that this tenet had become almost a truism, anyone
involved with the establishment of the Mannheim Program thought that
American and German companies would stand in line to employ our uniquely
trained and goal-oriented Mannheim graduates. We actually did place them with
relatively little effort with German export companies during the first years of the
Mannheim Program, that is, in the second half of the eighties.

However, repeated attempts to place Americans in American companies were
deeply disappointing on either side of the Atlantic. Although there are
exceptions such as Salomon Brothers in Frankfurt, statistically speaking,
American-owned companies in Germany responded as if they couldn’t care less
about young Americans preparing themselves specifically in Business
Administration to serve their German customer. The following Chrysler case
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illustrates that a company can even act in direct contradiction to what its CEO,
Lee Iacocca, professes in public:

In 1991, a Mannheim program candidate who had previously worked in the
automobile industry wanted to intern with a car company in Germany. I
contacted Chrysler and quoted Mr. Iacocca, who had repeatedly emphasized the
fact that Americans needed to be better trained for the international market. This
training was exactly what the Mannheim Program provided. After two months of
cautious promises by the personell department, Chrysler Deutschland declined to
employ the candidate or to get involved with the Mannheim Program. This
rejection was independent from the candidate’s credentials, neither was there a
hiring freeze, Chrysler Deutschland simply declined. So the candidate was
placed with Mercedes Benz. In October I reported this case to Mr. Iacocca,
stressing the fact that we were implementing his suggestions to improve the
training of young Americans. There was no answer to this certified letter. It was
probably sent to Germany for comment and conveniently forgotten.

In December, when I was about to buy a Chrysler Grand Voyager for Germany,
1 was told that the warranty would be invalidated in Germany. The local
Chrysler people had the nerve to tell me, I should buy the car in Germany — for
an additional DM 23,000. The car had cost me about DM 27,000 in the United
States. In effect Chrysler was telling Americans going to Europe on a long-term
assignment: Don’t buy Chrysler, because other manufacturers made their cars
available to Americans at low European delivery prices. Another faxed letter led
to a telephone conversation in which the Chrysler representative admitted that
my complaints were justified. The end of the story: The representative assured
me that he was truly sorry that he couldn’t change the existing situation.

So that noone can blame me for just complaining about Chrysler, may 1 add that
I love my Grand Voyager, that it has faithfully served me and my students for
about 100,000 km — and that my beloved vehicle truly enjoys the fast speeds of
a 100 mph and more on the German Autobahn. A commercial for Chrysler
products to balance my criticism!

Although German export companies were more willing to respond positively, 1
could relate one curious story after another. For instance, not only was I taught
by German personell staff that Americans don’t know how to speak English, but
AGABUR also had the honor of donating four times a monthly payment of
DM 200 to an intern of the huge chemical corporation BASF in Ludwigshafen,
which is just across the Rhine from Mannheim. The intern was a Mannheim
Program participant who had been placed in BASF’s ecology department but the
responsible BASF administrators refused to acknowledge the fact that our
candidates had invested about $ 8,000 plus airfare to qualify themselves for the
German-speaking world and paid this chemical engineer less than any of my
other candidates received who had no special qualifications to offer to a German
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company. With a smile I can say, AGABUR subsidized BASF. Siemens in
Munich is much more generous, not to speak of the Hiils AG with its $ 5,000
fellowship and an attractive monthly payment which was set at more than
DM 2,000 five years ago. But let’s not forget to praise BASF, too. Except for the
financial aspect, our chemical engineer loved her time at the ecology
department, the Abteilung Umwelt/Entsorgung.

The BASF case is similar to the Chrysler case in that I must be concerned about
naming them in public rather than speaking of a large chemical corporation and
an automobile manufacturer because of the surprising sensitivity you encounter
among some business representatives. But I am convinced that, in both cases,
the CEQ’s and their board of directors would agree with me that the availability
of those young Americans in Mannheim would be to their firm’s advantage.

5  Academia approaches Business

Let’s return to Connecticut: In 1987, branches of German export firms began to
donate to AGABUR at an average of $ 600 per company per year, with the top
donation one year at $ 3,000 which was, a little later, surpassed by the annual
$ 5,000 Hiils AG fellowship to a Mannheim program participant who would
consider accepting a permanent appointment after a 6-month traineeship.

With German companies in Connecticut, we observed that a rather large
percentage of those branches had German CEQ’s, whereas American companies
in Connecticut who had branches in Germany would tell us when we conducted
our first telephone poll in 1991: “The Germans take care of us. We don’t need
any Americans who are familiar with the German language and the German
people.” When we asked whether it wouldn’t make good sense to have a few
Americans at the German branch who would be able to monitor not only the
official plans and budgets but also the mood swings, tendencies, and hidden
agendas among the German employees, the most frequent response was: “We
never thought of it this way.”

Of course, as a professor of literature from Germany, I had to ask myself if I had
done something wrong in approaching these American companies. But when the
School of Business Administration under its new Dean Gutteridge got actively
involved with Mannheim and Potsdam, the 1994 results in Connecticut
corroborated our earlier findings.

6 German-American relations and German firms
in the United States

Let’s now turn to another aspect of transatlantic cooperation: Qur German
supporters in Connecticut agreed that AGABUR should, on the one hand,
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produce a supply of Americans familiar with Germany through the Mannheim
Program. On the other hand, AGABUR should contribute to creating an
environment in which transatlantic relationships could function in an atmosphere
of mutual respect and friendship.

If you read through the reports of the German-American Coordinator in the
Foreign Office, the Auswdrtige Amt in Bonn, you may almost feel that more than
enough is being done. From the DAAD to the Fulbright Commission, the
German Marshall Fund of the United States or the Robert-Bosch-Stiftung, from
the Goethe Institute to the Bundestag Exchange well-endowed funds and
government subsidies take good care of many aspects of transatlantic
cooperation. President Clinton and Chancellor Kohl have assured one another
that a positive German-American environment exists.

In the fall of 1994 things looked different though: The New York Times (which
is, by the way, no longer as anti-German as some Germans continue to believe)
ran full-page advertisements in which the American public was told that today’s
Federal Republic was comparable to Hitler’s Germany in the 1930’s in that the
government suppressed organizations it did not like. The advertisements read
like objective reports with large photos of, for instance, the 1933 book-burnings
in the upper third of the page. They were paid by the Scientology Church after
German authorities had disallowed them to enjoy the priviledges of a church in
Germany and had begun to investigate their activities. The unfairest article was
the one entitled German Resistance, a Contradiction in Terms. It consisted of
scornful remarks directed against the exhibition on German resistance during the
Third Reich, which had just opened at the Library of Congress in Washington.

In addition, the 50-year anniversary of the end of the Second World War was
about to remind the American public not only of the Holocaust or the Shoah but
also of the fact that the Germans had been the enemies. As one of the few non-
Jewish members of my University’s Jewish Studies Committee, [ was especially
interested in a presentation by one of the Ausschwitz survivors who had been on
Schindler’s list. When in the concluding discussion, an American observed that
one should not single out the Germans as the only bad guys (by the way, the
survivor had not done so), the response from the chairperson, he himself a
survivor, was: “Let’s never ever forget: 7he Germans did it.”

We discussed the situation with the chairperson of AGABUR’s board of
directors, Dr. Karl Mayer-Wittmann, an American who was also deeply
concerned about the deteriorating image of the German in the United States. In
November, a letter went out to 50 branches of German-owned firms in
Connecticut, firms that had received letters before but had never responded. We
alerted them to the urgency of the situation. 49 of the 50 did not respond. I
followed up with a letter in which I challenged them to respond. I received four
additional responses, one positive and obviously concerned about my message,
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the other three criticizing me for reminding them that responding not at all
implied that German-American relations were not a priority in their agenda.

The follow-up phone conversation revealed that the presidents of these firms had
no idea of how dismal the German image was in many circles in the United
States. It became obvious that they were working in a controlled environment
that had shielded them from the other real life that exists outside their business
world.

7  Transatlantic misunderstandings caused by differences in
language and culture

Lack of knowledge and misunderstandings are often caused by language
problems. I remember the president of a company — and this time I will not
name the company in public — who told a circle of Americans: “I really don’t
understand why the Americans have such a strong accent. We Germans learn
good English early so that people can’t tell that I am from Germany.” His
English was distorted by the most embarrassing German accent. Obviously he
had been reassured by his American secretary and his staff that his English was
just great. They had never dared to inform him that his company was not
producing “cowdrops”, that is Kuhtropfen, as he told us, but “coughdrops”,
Hustentropfen.

The American tradition of being too polite to correct one’s mistakes must have
wreaked havoc once and again. It causes real problems when groups of Germans
and Americans meet. A German engineer who had lived in Connecticut for
decades summarized this in the following manner: When, at a social gathering,
an American engineer utters an unusual political opinion and another person
seriously object, the rest of the group will try to distract them. They’ll start
talking about basketball or football games and then go home and agree: It was a
great evening. In a similar situation among German engineers, the rest of the
group will join the battle, they’ll assure one another of the stupidity of the
other’s opinion, the discussion will become quite heated, and then they’ll go
home and agree: It was a great evening. What remains of transatlantic
cooperation if these two groups try to enjoy an evening together? The Germans
will be judged quarrelsome and arrogant, the Americans will be judged dumb
and boring because they avoid controversial topics.

Whereas such observations were made by German business people who gained
deep insights into the culture of courtesy in the so-called better circles of the
United States, other German visitors will only see an attitude of surface
tolerance that is just disturbing and misleading.

These differences between the behavior and speech habits of Americans and
Germans can have very practical consequences, for instance: an American
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orders certain parts from the German factory. By the time he has to travel to
Germany, he still hasn’t received them, goes to the store house and is told: “We
thought it wasn’t urgent. You said you would like to receive those parts.” which
excluded any sense of urgency for the recipient of the order.

~

8  The image of the German business representative among
some Americans

Whereas such an experience may be considered insignificant — it’s not if you
are waiting for the parts — a one-hour conversation with Mr. Eric Qutwater,
Director of the U.S. Department of Commerce for the Northeast Region of the
United States, must be of interest to any German who wants to do business in
America or perhaps just visit the States. The Gulf War had just ended. I had
been contacted by the German Consulate General: The Treuhandanstalt was
looking for potential American investors for the new federal states, and I was
asked whether I could do something about getting some Treuhand visitors from
Berlin in touch with business people in Connecticut.

On the phone, Mr. Outwater said that this wouldn’t be easy but he invited me to
his office. He then explained in detail that, inofficially, word had come from the
White House to treat any requests from Germany with benign neglect. All
efforts were to be concentrated on the purpose of rebuilding Kuwait. The
Kuwaitis had just placed a huge advertisement in the New York Times thanking
the American people for their support. The Germans, on the other hand, were not
willing to thank President Bush for supporting German unification at a time
when the British and French governments responded with misgivings. On the
contrary, when he did need support in the difficult situation in January 91 when
the Congress almost voted against his military intervention in the Gulf region,
the Germans turned their back, to say the least.

We could discuss this political situation at length but Mr. Outwater, who had
been one of the first outspoken American friends of AGABUR, added another
observation, in a concerned voice. I quote him almost verbatim: “What makes it
so difficult to deal with the Germans is that their arrogance comes through, again
and again.” But aren’t the Americans even more arrogant? This may be true but
Mr. Outwater’s observation aims at the Germans in comparison to other
nationals doing business in the United States. He did not intend to imply that the
Americans were models of modesty. A few days later, Graf Lambsdorff in the
German Embassy in Washington confirmed that Mr. Qutwater’s observations
would be most valuable to Chancellor Kohl who was about to visit the United
States.
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9  Some elementary misunderstandings

The huge range of potential misunderstandings across the Atlantic must be dealt
with on a daily basis by our international offices. Let’s take a simple word such
as student. It may strike Germans as funny that elementary school children are
called students who may get involved in a research project. The situation grows
more serious when exchange programs are being initiated, German university
students meet their guests and are disappointed because those Americans appear
to be not very well informed, cannot respond very well in political discussions
and will finally be judged as incapable of being partners for German students. I
do not want to excuse the lack of education we may identify at many American
colleges; in many cases, the misunderstanding may simply be that those
American students are not Studenten in the German sense. If they had been born
in Germany, many of those students would have ended up in a Berufsschule or
Fachschule as Berufsschiiler and Fachschiiler with interests and values quite
different from the Universititsstudent. In most cases, translating Student into
graduate student would eliminate many unnecessary misinterpretations.

The American college system causes a lot of confusion. Not everyone has the
time to read Dr. Ulrich Littmann’s — may I call him, gratefully, Germany’s Mr.
Fulbright — Dr. Littmann’s excellent Studienfithrer Vereinigte Staaten von
Amerika which is distributed by the German Academic Exchange Service
DAAD. Most of you know that it is legitimate to compare the level reached with
the Abitur to a level reached after two years of college. It is less well known that
every time a college contacts you whose name you haven’t heard, it would be
wise to consult the American college handbooks to find out more about the
institution with which you are dealing. It may be an inferior college in which
many students have trouble reading and writing in their own language.

The word university may be equally misleading. A few years ago, the City
University of Seattle started offering MBA’s in Mannheim and convinced the
Minister of Economics in Stuttgart to grant them substantial financial support —
until somebody grew suspicious and found out that the Minister had supported
an institution which had very little in common with the German Universitct or
an American research university. Even the small state of Connecticut may
confuse foreign visitors when they hear of a Connecticut State University along
with The University of Connecticut. The latter is the public research university
of Connecticut.

10 Money to promote internationalism matters but where do
available funds go?

Located in Connecticut, Yale University is, as a private elite university, in a
category of its own. This is reflected in mindboggling fundraising drives. After
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1990, the Yale administrators decided that they needed more money for their
endowment fund. Within little more than a year, they had received outright
donations and pledges amounting to one billion dollars. Please watch out: one
billion is eine Milliarde, not eine Billion which would be a little too much.
Pledges are legally binding promises to hand over a certain amount of money or,
for that matter, all of your property, be it real property or industrial shares or
precious works of art, to the institution of your choice.

In view of those numbers, we have to ask: Where are the German sponsors?
Isn’t there a single German or German-American multi-millionaire who would
say: “I will donate a million Dollars or Marks, tax-deductible of course, so that
German-American relations can blossom.”? Instead, the vast majority of
German companies responds when being contacted as if it were not in their own
interest to support German-American relations.

Direct contacts with the DIHT, the Deutsche Industrie- und Handelstag, in Bonn
and New York as well as with the BDI, the Bundesverband der Deutschen
Industrie, in K&ln confirmed our local experience in Connecticut. Academia is
often looked upon with suspicion; its representatives are blamed for, to quote an
example, the fact that Germany has become less and less attractive for ambitious
foreign students. The BDI considers it unlikely that the average German
business leader will volunteer any substantial support of German-American
relations, major donations for major projects by major companies
notwithstanding. Siemens Corporation may be considered a leader in this area. Is
it really expecting too much if one proposes that German-owned companies in
the United States and American companies doing business in Germany ought to
be concerned with German-American relations? The Hoppenstedt handbook on
German American Business Contacts lists approximately 4,000 German and
7,000 American businesses involved with transatlantic trade. Wouldn’t it make
sense for them to donate, let’s say, 100 tax-deductible dollars each to support
those teachers who teach Americans about Germany and make our transatlantic
exchanges possible?

The financial picture in the German-teaching profession is pretty miserable. A
few dollars for a little field trip to a German exhibition in Boston or New York
may be an insurmountable stumbling block for a German high-school teacher in
Connecticut. A transatlantic ticket donated by the Lufthansa is considered a
major contribution surpassed only by an occasional success in attracting a major
grant from a large foundation or the Federal Government in Washington. Thus,
the University of Connecticut received a grant of $250,000 to establish
Eurotech, a program that leads engineering students to a double degree in
engineering and German.

In spite of heroic efforts at certain institutions, serious German language
preparation in the United States is deteriorating as evidenced by the language
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performance of those Americans who sign up for courses at the Goethe Institute.
Although on paper they appear to have been well prepared, they have to be
placed in lower and lower levels at the Goethe Institute. The number of those
who commit themselves to extensive studies in Germany has been stagnating for
years.

The professional publications are packed with information that looks impressive
but the suspicion grows stronger that a lot of it is activity for activity’s sake.
There is no convincing evidence that the electronic network that does improve
our transatlantic communication has done much more than accelerate the traffic
of bits of information across the Atlantic and increase the bulk. Transatlantic
communication may sometimes be counterproductive. Whereas a few years ago,
American students crossing the Atlantic would be forced to connect with the
European country of their choice at all levels, today many continue to receive
their news through CNN, continue to talk with their friends as if they had not left
the United States, and spend their available time sending and receiving messages
through e-mail. It has become more difficult for them to truly experience a
foreign country as a territory holding new insights and perceptions.

11 The committed individual human being

In the maelstrom of information that blinds the student as well as the
professional, our major task is to identify individuals who are determined to
counteract the devotion to a senseless activism. Recently the Wirtschaftsweche
wrote about the disoriented business elite, the ratlose Elite, wlose
representatives have often lost a sense of value, and featured an interview with
Bosch Senior Hans L. Merkle (May 2, 1996, pp. 134-139). He reemphasizedthe
ideal that we have to strive for: the business leader who serves his own company
as well as his community.

Such words the humanist, suspended between the continents and the diverging
sectors of our professions, reads as convincing and necessary if we are not to
end up in a brave new world after all. I envision a network of true human beings
who continue to defend basic human values and refuse to hand over the world to
technocrats who, for instance, float currencies around the world to the tune of
whole national budgets per day and try to convince us that this must be, a
phenomenon that seems to worry even a Kostelanyi. I envision this network as
three-dimensional in which exist the more powerful and the less powerful who
all pursue the same goal of a productive and peaceful world, allowing the
individual to exist as a true human being,.
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1  Wirtschaftswissenschaftliche Forschungsfelder zur Trans-
formation in Deutschland

Fir die ersten Jahre der Transformation 1468t sich folgende Schwerpunktvertei-

lung der Transformationsforschung in Deutschland feststellen (Tabelle 1).

Tabelle 1: Rangordnung und Entwicklung von Themengebieten der Transformations-
Jorschung (nach Anzahl der Publikationen)

11/89-10/90 | 10/90-09/91 | 10/91-03/92 | Wachstums-
- rate 92/91
(in %)
Deutsche Einheit, 7
Wirtschafts- und Wahrungsunion 127 95 | 64 (130) 36
Internationale Auswirkungen der
deutschen Einheit - E 28 34 46 (92) 170
Ordnungspolitische Grundlagen 210 201 192 (284) 1
Unternehmensgriindungen ) - 21 9(18) -14
DM-Bilanzgesetz, Bewettung 28 31 9(18) -42
Untemnehmensfilhrung 6 8 | 27054 575
Wirtschaftsberichte und -statistik 78 96 | 51(102) 6
Investition und Sparen ‘ ‘ - 19 24 (48) 153
Sozialpolitik = - N 52 25 | 83(166) 564
Arbeitsmarkt, Gewerkschaften 59 101 {100 (200) 99
AuBenwirtschaft, Wettbewerbs-
fahigkeit ‘ 27 25 | 41(82) 228
Industrie, Bergbau - 18 23 | 21(42) 83
Energiewirtschaft s 20 31 31(62) 100
Bau- und Wohnungswirtschaft - 7 16 17 (34) 113
Handel, Banken, Versicherungen 8 26 21 (42) 62
Landwirtschaft, Genossenschaften 26 69 49 (98) 42
Umwelt ‘ 11 18 21 (42) 133
Verkehr, Telekommunikation 14 17 35 (70) 312
Regional- und Kommunalfragen 15 49 41 (82) 67
F&E 9 12 6(12) 0
Verwaltung ‘ - - 17 (34) -

Quelle: SCHWARZ (1995)

Ordnungspolitische Grundfragen und wihrungspolitische Themen sind am
meisten bearbeitet worden. Neben der Bearbeitung von Grundlagenproblemen
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spielten Wirtschaftsberichte und -statistik sowie selektive Probleme des Tans-
formationsprozesses wie Sozialpolitik, Arbeitsmarkt und Gewerkschaften eine
dominierende Rolle in der Transformationsforschung,.

Erstaunlicherweise haben ausgerechnet jene Bereiche die geringste Bearbetung
erfahren, die fiir den Aufbau der Marktwirtschaft und fiir den wirtschaftlchen
Aufschwung eine zentrale Bedeutung besitzen (Mittelstand, Innovation bzw.
F&E und Investitionen). Eine dhnlich geringe wissenschaftliche Durchdringung
haben jene Problembereiche erfahren, die fiir Ostdeutschland regelmiBiy als
defizitir beschrieben wurden: Management, Infrastruktur (Verkehr, Telecom-
munikation und Verwaltung), Umwelt, Bau- und Wohnungswirtschaft. Nod bis
Mirz 1992 waren die Themengebiete Mittelstand, F&E sowie Verwaltung sehr
gering vertreten.

Interessant ist die Betrachtung der quantitativen Entwicklung einzelner The-
menfelder. Das hichste Wachstum in der Bearbeitung erfuhren die Themenfel-
der Unternehmensfithrung und Sozialpolitik, womit die wachsende wissen-
schaftliche Wahmehmung der sozialpolitischen und Managementproblematik in
Ostdeutschland widergespiegelt wird.

Uberraschend ist jedoch, daB auch beim Themenfeld Unternehmensgriindungen
und Mittelstand ein Riickgang zu verzeichnen ist. Die damit verbundenen Pro-
bleme werden ja allgemein als entscheidend fiir ein marktwirtschaftliches Sy-
stem und fiir den wirtschaftlichen Aufschwung in Ostdeutschland proklamiert.
Ebenso problematisch erscheint, daBl auch die F&E keinen Zuwachs in der Be-
arbeitung erfahren, obwohl das Thema Innovation als entscheidend fiir das
Wirtschaftswachstum betrachtet wird.

Es scheint so, als ob die Gewichtung und Entwicklung der Transformationsfor-
schung weitgehend von der Entwicklung der Problemwahrnehmungen im
TransformationsprozeB beeinfluflt worden ist. Neben diesem eher induktiven
Ansatz gibt es auch Bemiihungen, ausgehend von einem theoretischen Leitbild,
das Wesen der Transformation eher deduktiv zu begreifen.

2 Was ist das Wesen der Transformation?

Forschungsstrategien auf dem Gebiet der Transformation hiingen im gewissen
Sinne von der Antwort auf die Frage ab, was denn als Hauptinhalt von Trans-
formationsprozessen anzusehen sei. Im folgenden sollen einige der wichtigsten
Ansitze kurz charakterisiert werden.

GroBe Verbreitung in Deutschland hat der ordnungstheoretische Ansatz von
EUCKEN (1952) gefunden. Transformation ist hier der Ubergang von der Zen-
tralverwaltungswirtschaft in eine Wettbewerbsordnung, die durch eine Reihe
allgemeiner Rahmenbedingungen gekennzeichnet wird. Von diesen normativen
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Prinzipien unterscheidet EUCKEN strikt deren Anwendung. Diese habe die je-
weilige geschichtliche Ausgangssituation der einzelnen Lander zu beriicksichti-
gen:

~Wenn man versuchen wiirde, die Geschichte auszustreichen ..., so wiirde man an
den Tatsachen selbst scheitern ... Die Wirtschaftspolitik hat die Neigung, entwe-
der in einen unrealistischen Doktrinarismus zu verfallen, welcher die jeweilige
historische Situation nicht berticksichtigt, oder in einen ungrundsitzlichen Punk-
tualismus, welcher die Wirtschaftspolitik zu einem Chaos unzusammenhéngender
oder widerspruchsvoller Mafinahmen macht. In jedem Falle wird das Ziel ver-
fehlt.“ (EUCKEN 1952: 251)

EUCKEN (1952) und vor ihm schon Adolf WEBER (1946) hatten die Transfor-
mation als eine relativ pragmatische Durchsetzung vielfiltiger miteinander ver-
bundener MaBnahmen bzw. Prinzipien dargestellt. Dem gegeniiber werden in
der heutigen Transformationsforschung wenige MaBnahmen herausgegriffen.
Verbreitet ist die Reduktion von Transformation auf die Etablierung von Pri-
vateigentum an Produktionsmitteln (z. B. HELMSTADTER 1990; KORNA! 1990).
Auch die Transformationsprogramme des internationalen Wahrungsfonds
schrinken die Sicht auf wenige grundlegende Mafnahmen ein (wirtschaftliche
Liberalisierung, Kontrolle der Geldmenge, Beseitigung des Defizites des
Staatshaushaltes, Verkauf des Staatseigentums an Privatpersonen und Institu-
tionen).

RIESE (1992) interpretiert den Transformationsproze als Wechsel einer Plan-
wirtschaft in eine Geldwirtschaft. Die Kohirenz des 6konomischen Systems
wird im Kapitalismus allein durch Geld hergestellt.

Bei den bisher skizzierten Forschungsansitzen besteht immer die Gefahr, daB
ohne groBe Riicksicht auf die Realitit auf dem Durchhalten orthodoxer Prinzi-
pien bestanden wird. Ein kontrirer Forschungsansatz versteht den Transforma-
tionsprozel3 von vornherein als evolutiondren Suchprozeff im Sinne HAYEKs
bzw. als Stiickwerktechnologie nach POPPER. Ein Vorzug dieses Ansatzes be-
steht darin, als Ausgangssituation des Transformationsprozesses einen Konkurs
bzw. Staatsbankrott zu reflektieren. Bei Verzicht auf eine logische Gesamtsicht
ermoglicht dieser Ansatz die Konzentration auf eine wissenschaftliche Beglei-
tung und Analyse der stiickweisen Entscheidungen im Transformationsprozef.

Diesem Ansatz stehen die Forschungsansitze von PORTES (1991) und ALBACH
(1995) nahe, die den Transformationsprozef als Lern- bzw. Innovationsprozefs
begreifen. PORTES schreibt:

“Investment and trade rely heavily on the rules of a repeated game, in which
participants learn over time about other participants’ behaviour, and the expecta-
tions that process creates. The transformation will change both.”
(PORTES 1991: 7)
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Im nichsten Abschnitt wird auf jenen Ansatz tiefer eingegangen, der Transfor-
mation als Investitionsprozef erfaBit, wobei der Fokus auf der Transformation als
einer Modernisierung von Bestinden liegt.

3  Transformation als Investitionsprozel

KORNAI (1990) hatte die Transformation als einen kostenintensiven ProzeB her-
ausgestellt. Wihrend den ordnungspolitischen Prinzipien in der Transformati-
onsliteratur breiter Raum eingerdumt worden ist, haben die Kosten anfanglich
kaum eine Rolle in der wissenschaftlichen Untersuchung gespielt.

Folgt man der bei Produktionsfunktionen verwendeten Gliederung von Produk-
tionsfaktoren, so lassen sich Bestinde an physischem Kapital (Anlagever-
mogen), Humankapital und an technischem Fortschritt (Innovationen bzw. wett-
bewerbsfihigen neuen Produkten) unterscheiden. Auf die nicht weniger wich-
tigen Bestinde an Grund und Boden bzw. an Naturressourcen sei nur kurz ver-
wiesen, obwohl sie in der Form von Bestinden an Eigentumsrechten und an
okologischen Altlasten im TransformationsprozeB eine bedeutsame Rolle spie-
len.

Die Bestinde an physischem Kapital (Anlagevermégen) sind in den Transfor-
mationslidndern in der Regel veraltet, hochgradig verschlissen oder kaum ent-
wickelt. Das gilt sowohl fiir die technisch-6ffentliche Infrastruktur als auch den
Kapitalstock in der Industrie und noch mehr im Handel. Obwohl geniigend Be-
schiiftigungspotential mit beachtlichen technischen Fahigkeiten vorhanden ist,
gibt es in wichtigen Gebieten einen kaum entwickelten bzw. defizitiren Bestand
an marktwirtschaftlich orientiertem Humankapital. Das gilt fiir das iibergrei-
fende marktwirtschaftliche Wertesystem und das entsprechende Know-how in
besonderem Mafe, sei es in den Unternehmen, den Banken, dem Handel, den
staatlichen Verwaltungen und der Rechtspflege. Vor allem aber hat es kaum
einen Bestand an einheimischen, kapitalkriftigen und damit risikofihigen Un-
ternehmern gegeben — abgesehen von einigen wenigen Kleinunternehmern.
Ahnliches kann man von der marktwirtschaftlichen Managementkapazitit sagen.
In Ostdeutschland stellte man fiinf Jahre nach Beginn der Transformation immer
noch ein Defizit an marktwirtschaftliche Management- und Verwal-
tungskapazitit fest, obwohl

. die Nachfrage danach durch De-Industrialisierung gesunken ist,

. jéhrlich 140 Mrd. DM Transferleistungen vom deutschen Westen in den
deutschen Osten geflossen sein sollen, womit

. Management- und Verwaltungspersonal in gleicher Richtung mitgeflossen
ist und insgesamt
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. Angebot und Nachfrage auf relativ (zu Westdeutschland) niedrigem Ni-
veau stabilisiert werden konnte.

Versteht man Transformation als Modernisierung der erwihnten Bestéinde, so ist
der heutige TransformationsprozeB im Kern ein Investitions- und Lemnprozef,
und zwar ist es wesentlich ein Investitionsproze in gesellschaftliche, soziale,
staatliche, technisch-offentliche und geistig-kulturelle Infrastrukturen. Nach
jeder makroSkonomischen Lesart wird damit betont, dafl ein solcher gewaltiger
InvestitionsprozeB iiberhaupt finanzierbar sein mufl. Das AusmaB der
erforderlichen Mittel wird bereits deutlich, wenn man allein jene technischen
Infrastrukturen betrachtet, die auch in den marktwirtschaftlich verfaten Staaten
Sffentliche bzw. kollektive Giiter sind, Giiter, die durch Investitionen der 6f-
fentlichen Hand getragen werden. In den Transformationslindern ist diese In-
frastruktur jedoch weitgehend verschlissen. So ergibt sich ein immenser Inve-
stitionsbedarf, der aus &Sffentlichen Mitteln zu decken ist. Die meisten dieser
Infrastrukturinvestitionen entziehen sich einem privatwirtschaftlichen Rentabi-
litatskalkiil. Es ist relativ selten, daB diese Investitionen von der Privatwirtschaft
geleistet werden konnen. Hinzu kommt der Investitionsbedarf fiir den
Neuvaufbau der institutionellen Infrastruktur. Dafiir ist ein Mittelaufwand not-
wendig, der in den bisherigen Lindern der Marktwirtschaft in vergleichbarer
Form nicht aufgebracht werden muB, da vorherige Generationen bereits beleistet
haben. Das Problem der Transformationslinder besteht darin, daB sie nicht iiber
das Kapital verfiigen, um diese Investitionen finanzieren zu koénnen. Er-
schwerend kommt hinzu, dal im Transformationsprozefl diese Investitionen
erbracht werden miissen bei gleichzeitigem

. Gebot des Verzichtes auf staatliche Budgetdefizite,

. Ersatz der Gewinnabgaben bisher staatlicher Betriebe durch Steuern, um
die Staatseinnahmen zu sichern bzw. zu ersetzen,

. Ersatz von Subventionen fiir Sozialleistungen durch Mittelaufwand fiir ein
soziales Netz.

Erst wenn man den Transformationsprozef seinem wesentlichen Inhalt nach als
Investitions- und Lernprozef versteht, sicht man, daf} er nicht urplétzlich als
,big bang®, Schock oder durch bloBe Deklaration zu haben ist. Zwar haben be-
sonders gewisse Diktatoren mit Vorliebe behauptet, dal sie urplétzlich durch
Erleuchtung alles gelernt hiitten; die meisten Menschen haben dazu jedoch lin-
gere Zeit gebraucht. Investitionsprozesse werden gewdohnlich am besten mit
vintage-Modellen beschrieben und schon die gewohnliche Volksweisheit besagt,
daB Rom nicht an einem Tag erbaut wurde. Der Mythos rdumt selbst der
Allmacht sieben Tage fiir eine Schépfung aus einer Mischung von wiister und
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finsterer Erde nebst Wasser ein — wobei die Dauer der Schopfung dieser Erde
und des Wassers unbegrenzt bleibt.

Abbildung 1 zeigt einige typische Besonderheiten der vintage-Struktur des An-
lagevermégens in Transformationslindern. Ca. 30-50 % der Maschinen und
Anlagen in den Transformationslindern wurden 1989 iiber ihre normative Nut-
zungsdauer hinaus betrieben. Sie waren verschlissen und abgeschrieben, wurden
jedoch nicht ausgesondert. Mit der Offnung zum Weltmarkt wurde dieser Teil
des Anlagevermégens schlagartig ausgesondert. Zu beachten ist, daB diese
Jahrginge des Anlagevermogens relativ viele Menschen beschiftigt hatten, die
nunmehr freigesetzt wurden (Gruppe A).

Abbildung 1: Vintage-Struktur des Anlagevermégens im Transformationsprozef

Arbeitskriftebindung
Beschiftigte in Industrie/ Mio. DM Anlagevermdgen

A

1989

Altersstruktur des AV n-c?}uhrgﬁngen

Abb 1: Vintage-Struktur des Anlageverm3gens im Transform ationsprozel

Legende:

% A Entwertung des AV durch Verschleil (ca. 30-50 % in Transform stionslindern)

7] B Entwertung des AV durch ssset specifity (Auarichtung dos AV auf den militarisch-
. industriellen Komplex der Sow jetunion, Spezislisierung aufgrund von
COMECON-Bindungen)

D C Entwertung des AV durch deutsch-deutsche W shrungsunion: Aufwertung der
Mark der DDR um ca. 300 %, Lohnkostenexplosion

Eine weitere Gruppe des Anlagevermégens (Gruppe B) war von vomherein im
Hinblick auf die Bediirfnisse des militdrisch-industriellen Komplexes der Sow-
jetunion und die spezifischen Bedingungen des Wirtschaftskreislaufes der
COMECON-Linder investiert worden. Mit dem Zusammenbruch dieses rehtiv
autarken Wirtschaftsverbundes wurde dieser Teil des Anlagevermdgens wezen
seiner ,asset specifity* im Sinne von WILLIAMSON entwertet. Wihrend diese
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beiden Gruppen fiir alle ehemaligen Ostblock-Léander charakteristisch sind, ist
die Gruppe C eine ostdeutsche Besonderheit. Die Mark der DDR wurde um
ca. 300 % aufgewertet, womit es gleichzeitig zu einer Lohnkostenexplosion und
zur Entwertung desjenigen Anlagevermégens kam, das nur unter den Bedin-
gungen des bisherigen Billiglohnlandes DDR rentabel nutzbar war. Die Abbil-
dung macht deutlich, dal durch diese Entwertung der &lteren Jahrgangsgruppen
des Anlagevermdgens besonders viele Arbeitsplitze verloren gehen mufiten. Sie
konnten durch die seit 1989 einsetzende Investition in moderne, wettbewerbs-
fihige Maschinen und Anlagen nicht wiedergewonnen werden, weil die jiingsten
Jahrginge eine relativ geringe Anzahl von Arbeitsplitzen schaffen.

Es scheint an der Zeit, sich in bezug auf Transformationsprozesse auf das In-
strumentarium zur Beschreibung von Investitionsprozessen zuriickzubesinnen.
Das bedeutet vor allem, sich dariiber klarzuwerden, iiber welche Bestinde man
verfiigt, welche Zufliisse zur Modernisierung dieser Bestiinde mobilisiert werden
konnen und welche Teile der bisherigen Bestinde angesichts der neuen Lage
abgeschrieben und ausgesondert werden miissen und kénnen.

Dabei sollte man sich dem Vergniigen an der Zerstérung entschlagen, das unter
Berufung auf SCHUMPETER die blitzartige Transformation zur Vorstellung ge-
bracht hat. Bei SCHUMPETER bedeutet schopferische Zerstérung allein die Ver-
dringung des Alten durch Moderneres oder Neues bei Kapitalzufluf, d. h. durch
Investitionen. Keinesfalls hat der Autor damit den ProzeB eines Konkurses oder
gar eines Staatsbankrottes bezeichnet. Schon gar nicht 148t sich SCHUMPETERs
,,schopferische Zerstorung® als sofortiger TotalabriB oder — wie es neudeutsch
heifit — als totale ,,Abwicklung® interpretieren.

Wihrend die — vorzugsweise deutsche — Ideologie der ,,schopferischen Zer-
storung und des Blitzkrieges Gefahr lduft, in ihrem blinden Eifer auch noch
brauchbare Teile der Bestinde zu vernichten, scheinen jene Ansitze realisti-
scher, welche als Ausgangssituation den Bankrott des bisherigen Systems an-
nehmen. Sie unterstellen wenigstens das Verhalten eines Konkursverwalters, der
sorgsam darauf achtet, welche Teile der Konkursmasse weiter verwendbar sind.
Wihrend es nun aber fiir den Konkurs von Unternehmen ein erprobtes und
ausgefeiltes Regelwerk gibt, verfiigen wir, wie SACHS (1994) richtig bemerkt,
iiber keine brauchbare Theorie fiir den Staatsbankrott. Allerdings gibt es auch
Stimmen, welche die Moglichkeit eines Staatsbankrottes i{iberhaupt leugnen,
oder das Vorliegen einer Konkurssituation bestreiten bzw. verdringen. Bei-
spielsweise spricht HOFFMANN (1993: 10) vom ,angeblich bevorstehenden
Kollaps der DDR-Wirtschaft, in dem sich der Bundeskanzler zu befinden ver-
meinte.

Nur wenn man die Konkurssituation bestreitet, kann man zur Annahme kom-
men, ein bislang funktionsfihiges System kénne transformiert werden. Die rea-
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listische Erfassung der Ausgangssituation ist zentral fiir das Konzept einer
Transformationstheorie: Die Transformation eines funktionsfihigen Systems ist
etwas fundamental anderes als die Transformation einer Konkursmasse. Im
letzteren Falle gibt es eigentlich (wortlich streng genommen) keine Transfor-
mation, sondern wir haben die Aufgabe einer Neukombination vorhandener
Elemente vor uns. Dann ist es sinnvoll, den Bankrott oder den Verschleifigrad
der Teile des Gesamtsystems differenziert zu betrachten:

o den Zusammenbruch des Wertesystems,
. den VerschleiBgrad der Infrastruktur,

. den Bankrott des Rechtssystems,

. den Bankrott des Koordinierungssystems,
. den Bankrott des Geldsystems,

. den Bankrott des Einnahme- bzw. Besteuerungssystems usw.

Hierbei diirfte es empfehlenswert sein, auf die Differenzierung der Gesell-
schaftstheorie nach PARSONS oder andere gesellschaftstheoretische Ansitze zu-
riickzugreifen, um nicht in eine eingeschrinkte 6konomistische Sicht zu verfal-
len.

Damit scheint sich aus der Literatur zwei Forschungsprogramme im Hinblick
auf die Suche nach einer wissenschaftlichen Logik fiir den Transformationspro-
zeB auf Makroebene anzudeuten:

. das an LEONTIEFF und FORRESTER orientierte LF-Programm und

. das an HAYEK und POPPER orientierte HP-Programm.

Das LF-Programm entwickelt die bisherigen Ansitze zur Erfassung von Schritt-
folgen weiter, wobei das Wesen der Transformation als Modemisienmg der
oben erwidhnten Bestinde begriffen wird. Hierbei wird ein gigantischer Investi-
tionsprozeB unterstellt. Da die einzelnen Investitionsprojekte nur einen Sinn
ergeben, wenn sie miteinander wenigstens grob abgestimmt sind, 14uft das Pro-
gramm auf die Erfassung von Sequenzen von Investitionen hinaus. Die Hoff-
nung besteht gewissermaBen darin, eine Architektur des Transformationspro-
zesses zu gewinnen, d. h. Teile des marktwirtschaftlichen Systems zu definieren,
die fir andere Teile fundamental sind.

Ein solches Programm lieBe sich methodologisch nur bewiltigen, wenn das Ge-
samtsystem als kybernetisches System und mit den Methoden der Input-Output-
Analyse (LEONTIEFF) sowie der Systemdynamik (FORRESTER) beschrieben wird.
Zunichst kidme es darauf an, die Einzelschritte bzw. einzelne Sequenzen in einen
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Zusammenhang zu bringen. Vollstindig gelingt das erst, wenn Riickkopplungen
eingebaut werden. Das ist in der ganzen Sequenzing-Literatur bisher nicht der
Fall. Bestenfalls werden einzelne, isolierte Kausalketten postuliert. In der
Realiti4t hat man es jedoch mit bedingten Ereignisketten zu tun, die sich ver-
zZweigen.

Vor allem wiren im Einklang mit der Modellierung von Investitionsprozessen
nach LEONTIEFF die relevanten Ausgangsbedingungen, Schritte und MaBinahmen
der Transformation danach zu unterscheiden, zu erfassen und zu ordnen, ob es
sich um Bestands- oder FluBgréBen handelt. Ein besonderer Vorzug solcher
Unterscheidung ist es, daB der Zeit- und Ressourcenbedarf fiir die Prozesse oder
Aktivititen der Transformationen explizit betrachtet werden muB. Zu den
bestaunenswerten Wunderlichkeiten der Skonomischen Transformationsliteratur
gehort es, daB an die dkonomisch fundamentalen Dimensionen von Bestinden
und Fliissen sowie an die der Zeit lediglich ausnahmsweise erinnert wird.
Vielleicht konnte erst durch diese weitverbreitete Paralyse elementarer dkono-
mischer Geisteskraft die Hlusion eines ,,big bangs®, einer urplétzlichen, schock-
artigen Transformation entstehen.

Es gibt verschiedene methodische Moglichkeiten zur Darstellung der Zusam-
menhinge von Bestinden und Fliissen, einschlieBlich der Zeitdimension: kreis-
lauf- oder netzwerktheoretische, dynamische Input-Output-Modelle nach
LEONTIEFF, Kausalschleifendiagramme nach FORRESTER oder eine methodolo-
gische Kombination der letzten beiden Ansitze (vgl. KOZIOLOK, MATTHES und
SCHWARZ 1988). Bereits wenn die wirtschaftlichen Zusammenhinge im Trans-
formationsproze als Kausalschleifendiagramme dargestellt worden sind, hitte
man als Ergebnis des LF-Programms einen logischen Bezugsrahmen gewonnen,
der eine Zuordnung der praktisch determinierten ProzeBabliufe gestattet und
damit eine gegenseitige Priifung von Theorie und Praxis ermdglicht.

Eine weitgehende mathematische Darstellung, welche die ProzeBabliufe der
Transformation abbildet, halte ich mit KLOTEN (1989) fiir ein unrealistisches
Nahziel, als wissenschaftliches Fernziel mdchte ich es nicht ausschlieBen.

Das HP-Programm wire komplementir zum LF-Programm. Beiden gemeinsam
ist die Reflexion der Ausgangsbedingungen.

4  Vernetzung von Aktivititen im Transformationsprozefl

Gibt es eine wissenschaftlich begriindbare Schrittfolge im Transformationspro-
ze3 von der Plan- zur Marktwirtschaft? Seit 1989 versucht eine primér makro-
und institutional-6konomisch orientierte Sequenzing-Debatte, auf diese Frage
eine Antwort zu finden. Diese Suche hat bislang nicht zu einem befriedigenden
Ergebnis gefiihrt. Untersucht man hingegen empirisch die Schritte, die ein Un-
ternehmen bei der Transformation bewiltigen muB, 148t sich eine Abfolge von
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Aktivitaten erkennen (vgl. ALBACH 1992; ALBACH und WITT 1993; CEHIC und
SCHWARZ 1996).

Fallstudien von Unternehmen im TransformationsprozeB lassen folgende
Merkmale erkennen:

1.

Die Unternehmen miissen eine bestimmte Folge (Sequenz) von Schritten
durchlaufen, von denen einige auch aus Sanierungsprozessen von Unter-
nehmen in etablierten Marktwirtschaften bekannt sind, andere jedoch vor
allem den institutionellen Wandel staatlicher und makrodkonomischer
Rahmenbedingungen auf der Mikroebene reflektieren.

Einige dieser Prozesse miissen wiederholt durchlaufen werden, bevor ein
zufriedenstellendes Ergebnis vorliegt. D. h., es sind Riickkopplungen zu
modellieren.

Je nach dem Ergebnis von Aktivititen kénnen alternative Aktivititen mit
unterschiedlichen Wahrscheinlichkeiten eingeleitet werden. Es handelt
sich meist um Entscheidungsknoten.

Vor allem aber kénnen im Ergebnis aller Aktivititen zwei fundanental
unterschiedliche Endereignisse eintreten: Die Transformation des Unter-
nehmens zu einem als wettbewerbsfihig eingeschitzten Privatuntemeh-
men oder seine Liquidation.

Als methodologischen Ansatz zur Abbildung dieser Merkmale kann man die
Modellierung mit GERT-Netzwerken verwenden. Das Ergebnis unserer Unter-
suchungen ist in der Vorgangsliste (Tabelle 2) und dem GERT-Netzplan
(Abbildung 2) zusammengefalit.

Tabelle 2: Vorgangsliste der Transformation

Vor- | Beschreibung Min | Max )
gang’ ‘
1 |Umwandlung des VEB in eine Kapitalgesellschaft (AG o. GmbH) | 1 4 1
2 |Erstellen des Sanierungskonzeptes 2 6 | 1
2a |Einreichen des Konzeptes durch den Aufsichtsrats(AR)-Vorsitz-{ 1 3 1
enden, anschlieBende Priifung durch die Treuhandanstalt (THA)
3 |AR-Vorsitzender bestellt einen Wirtschaftspriifer/Erstellung der| 1 6 1
DM-Eroffnungsbilanz (DM-EOB)
4 |Billigung der vom Wirtschaftspriifer erstellten DM — EOB durch| 1 1 1
den AR, Einreichung der (bis zu ihrer Feststellung vorlaufigen)
DM-EOB durch den AR-Vorsitzenden bei der THA
5 |Feststellung der DM-EOB 3 8 1

Fortsetzung nichste Seite (.)
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Vor- Beschreibung Min | Max P
gang
6 |Testierung des Sanierungskonzeptes durch die THA/ggf. Entlas-| 2 4 0,45
tung von Altschulden/ggf. Bereitstellung von Sanierungsmitteln
7 |Anfrage beim Vermogensamt bzgl. des Vorliegens von Restitu-| 3 12 1
tionsanspriichen auf Unternehmen, Immobilien, Vermégenswerte
8 |Innerbetriebliche Reorganisation I: Definition von Kerngeschifts-| 2 10 1
feldern, Verdnderungen im Produktionsprogramm, im Zuliefer-
netzwerk, im Vertriebsnetz
9 |Innerbetriebliche Reorganisation II: Grundlegende Veridnderungen| 3 6 1
in der Organisation, Ausgliederung von Produktionsstitten, Ver-
anderungen beim Humankapital, in der Produktionstiefe
10 {Antrag auf Produktgenehmigung und anschlieBende Prifung im| 3 18 0,9
zustindigen Amt
11 [Positiver Genehmigungsbescheid (10) 0,51 0,5 0,8

- 12 {Priiffung im Amt (7): Negativtest (keine Restitutionsanspriiche) 6 24 0,3
12a |Prifung im Amt (7): Positivtest (Vorliegen von Restitutionsan-| 6 24 0,7

sprichen)

"~ 13 [Giitliche Einigung zwischen Unternehmen und Alteigentiimer 3 18 0,2
14 ]Antrag auf Investitionsvorrangbescheid bei zustindiger Behorde 3 10 0,7
15 |Behordliche Priifung (Verwaltungsverfahren) 3 12 1
16 |Einreichen eines besseren Investitionskonzeptes durch Alteigen-f 0,5 | 3 0,1

tiimer
17 [|Erteilung des Investitionsvorrangbescheides und Bekanntmachung] 1 1 0,9
* {des Bescheides im Bundesanzeiger
18 |Antrag auf Investitionsvorrangbescheid wird nicht gestellt: Resti-| 0 0 0,1
tution
19 |Bescheid wird zugunsten des Unternehmens bestandskriftig 0,51 0,5 | 0,5/0,8
20 |Widerspruch des Alteigentiimers, Antrag auf aufschiebende Wir-| 0,5 | 0,5 0,5
kung beim zustindigen Verwaltungsgericht
21 |Gerichtliches Verfahren 14 1
22 |Verfahren zur Riickgabe an Alteigentiimer 48 0,2/1
23 |MaBnahmen zur finanziellen Sanierung 05| 5 1
24 |Erlangung von Kreditwiirdigkeit 1 12 0,6
25 [Kapitalbeschaffung 1 3 1
26 {Antrag auf Baugenehmigung und Prufung/ Umweltvertriglich-| 3 18 1
keitspriifung
27 |Positiver Genehmigungsbescheid nach Priifung im Amt (26) 0,51 0,5 1
28 Beginn der Durchfithrung von Investitionen 1 1 1

Fortsetzung néchste Seite

.

)




Transformation in Ostdeutschland i
Vor- Beschreibung Min| Max |
gang
29 |Privatisierungsmafnahmen (z. B. Verhandlungen mit der EU hin-| 6 12 1
sichtlich Produktionsquoten und Beihilfen, Priifung kartellrecht-
licher Unbedenklichkeit)
30 {Nullvorgang 0 0 1
31 |Gewinnerwirtschaftung 12 | 24 ]0,70,98
32 |Liquidation des Unternehmens 12 | 36 sNP
33 |Wiederholung von Aktivititen 0 sNP
34 |,Dummy“-Aktivititen 0 sNP
NP = Netzpln

Quelle: CEHIC und SCHWARZ (1996)

Abbildung 2: GERT-Netzplan der Transformation (aus einer detaillierten Aktivititenliste
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Quelle: CEHIC und SCHWARZ (1996)

Als Beispiel fiir eine modellbezogen gewonnene Wahrscheinlichkeitsverteilmg
sei Abbildung 3 angefiihrt, die zeigt, wie sich die Dauer der Transformation tei
12.354 GERT-Netzwerk-Simulationen (entsprechend den 12.354 in die Trars-
formation geschickten ostdeutschen Unternehmen) verteilt.
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Abbildung 3: Histogramm zum Knoten ,, Transformation” (Zeiteinheiten = Monate)

Statistik zu Knoten 46:
Anzahl der Treffer bei 12.354 Versuchen: 8.587
Das ergibt eine Trefferquote von 69,51%.

Hiufigkeitsverteilung bei 12.354 Versuchen

Haufigkeit

Zeltelnhelten

Mittelwert: 84,04 ZE
Varianz: 174,20 ZE; Standardabweichung: 13,20 ZE

Quelle: CEHIC und SCHWARZ (1996)

Mit diesem GERT-Netzwerk lassen sich folgende Fragen untersuchen:

. Durch welche Deregulationen kann der Transformationsprozel be-
schleunigt werden?
. Welche Deregulationen ergeben eine hohere Erfolgsrate, d.h. weniger

Liquidationen, bei der Transformation?
. Wie verhalten sich Dauer des Transformationsprozesses und Erfolgsrate,
wenn Regulationsvorginge beschleunigt werden?

Um diese Fragen zu untersuchen, ist es zweckmiBig, verschiedene Szenarien
aufzustellen und in jeweils dem Szenario angepaBten Netzwerken zu simulieren:

. Szenario A: Verzicht auf die Restitution (Riickgabe an Alteigentiimer)

. Szenario B: Verzicht auf (nachtrigliche) Genehmigungsverfahren fiir Ost-
Produkte

o Szenario C: Halbierung der Vorgangszeiten der Baugenehmigung und
Umweltvertraglichkeitspriifung

. Szenario D: Kombination der Szenarien A bis C

Die Simulationsergebnisse sind in Abbildung 4 zusammengefaBt:
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Abbildung 4: Simulationsergebnisse der Modellrechnungen

Ergebnisse der Modellrechnungen:

ohne ohne Produkt-
Restitution genehmigung 1/2 Bau/ UVP A+B+C

Transf

! ) 8356 8734 8586 8507
(Diffarenz zur Basis)

-231 +148 +0 -79

Jahre / Monate
(Differenz zur Basis)

55 66,5 65 78 6,2 741 4,1 49,4
-1,0 -12,5 -0,1 -1,2 -04 -4,9 2,5 -29.6

3999 3620 3768 3847
+231 -148 [ +79

Liquidation (Anzahi)

(Differenz zur Basts}

Jahre /
(Drfferenz zur Basis)

31 37,6 41 49,6 4,2 50,3 3,0 35,8
-1,1 -129 -0,1 -0,9 0,0 -0,2 -1,2 -147

Quelle: CEHIC und SCHWARZ (1996)

Im Normalfall dauert eine erfolgreiche Transformation eines Unternehmens 6,6
Jahre. Ohne Restitution kann diese Dauer um ein Jahr verkiirzt werden (Sze-
nario A), im Falle vollstandiger Deregulation sogar um 2,5 Jahre (Szenario D).
Die andere Szenarien (B und C) allein haben so gut wie keinen Zeiteffekt. Zu
beachten ist, daB eine Verkiirzung der Transformationszeit nicht ohne Wirkung
auf die Anzahl der Liquidationen bleibt. Diese erhoht sich im Szenario A bei
einer Zeitverkiirzung von einem Jahr um 231 und erstaunlicherweise im Szena-
rio D bei einer Zeitverkiirzung 2,5 Jahren nur um 79. Eine wirksame Mafinahme
zur Erhéhung der Anzahl iiberlebender ostdeutscher Unternehmen wire de
Verzicht auf Produktgenehmigungsverfahren fiir Ost-Produkte gewesen (Szena-
rio B, +231).

Ein neuer Ansatz von SACHS und SCHWARZ fiir die Verbesserung von Pro-
jektabldufen ist die Parameteroptimierung von GERT-Netzwerken mit Geneti-
schen Algorithmen. Die Anwendung dieses Algorithmus auf das Transformati-
onsproblem erbrachte wesentliche Verbesserungen. (vgl. Abbildung 5)
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Abbildung 5: Entwicklung der Fitness iiber die Generationen

FITNESS

—e—Mean
g st.deviation

0 - 50 - 100 150 . 200

generation

Quelle: SACHS und SCHWARZ (1996)

Der Optimierungserfolg des Genetischen Algorithmus besteht darin, daB ab Ge-
neration 40 mindestens 20 von 25, d. h. mindestens 80 %, der Simulationsab-
laufe zum Erfolg fiihren gegeniiber 68 % bei der empirischen Parameterbelegung
laut Treuhandanstalt.
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1 Abstract

The article assesses which regime performs best, the welfare state or the welfare
society. In a sense the welfare states belong to the set of market economies, but
at the same time they are different from decentralized capitalism, as they involve
large scale public expenditures of allocative or redistributive import. The
performance assessment is based upon the following outcomes : economic
growth, unemployment, inflation and income equality. The evidence suggests
that the welfare societies start to perform better than the welfare states around
1990, as huge public expenditures, especially of the allocative kind, seem to
push down the average growth rates. The deficit spending theory cannot be
corroborated though.

2 Introduction

Welfare states or welfare societies? This is the critical question in the debate in
the 1990s about the size of the public sector, very much initiated by Chicago
School Economics (Lucas, 1987; Barro, 1990), favouring the welfare society
model. But what are the outcomes? Do welfare societies perform better than
welfare states? What is at stake here? Can we speak of a crisis of the welfare
state? Is the welfare state no longer performing as it did under the heydays of
Keynesian macro economics? Could it be the case that large public expenditures
are counterproductive, meaning that they worsen state performance on politico-
economic outcomes? This is the basic question in this article.

According to one theory welfare states are prone to engage in deficit spending
which worsenes outcomes. According to another theory it is the size of the
public sector that accounts for the tendency of welfare states to perform less well
than welfare societies. These two theories are not the same, because also welfare
societies may engage in large scale deficit spending. Thus, we will ask: what is
the comparative evidence for the two theories ?

3  Regimes

A welfare state is a politico-economic regime where the state is active in the
economy without extensive ownership, which results in a mixed economy
instead of the system of decentralized capitalism where markets prevail and
there is less of redistribution. The welfare state is active with public resource
allocation, transfer payments and policies that promote full employment. What
are the difficulties of the welfare states, which — it is argued — constitute a
case for a revival of the market economy? When we speak of the welfare state,
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the universe of discourse is the set of OECD countries. Let us look at public
sector growth.

A few countries have switched from the welfare state format to the ideal of a
welfare society, as for instance Australia, New Zealand and Canada. The United
Kingdom under the Thatcher government remodeled the British welfare state on
the basis of market ideals, whereas the debate about the future of the American
welfare state became intense when the Republicans won the 1994 elections to
the Congress.

Among the big welfare states, one may distinguish first between those that have
large allocative expenditures as well as large redistributive expenditures.
Secondly, we identify those that are large mainly on transfer payments. And
thirdly, we have a set of countries which are low on both allocative and
redistributive expenditures, when military expenditures have been taken out.
Table 1 contains a classification of the three types of public sectors.

Table 1: Types of Societies — Public-Private Sector Mixes around 1990

Welfare States ‘ Welfare Societies

Allocation Redistribution

Austria Austria Ireland
Denmark Denmark Spain

Finland Finland Portugal

France France Switzerland
Germany Italy USA

Greece Netherlands Japan

Iceland Norway Australia

Norway Sweden New Zealand

Sweden Belgium Turkey

Luxembourg Luxembourg
UK
Canada

Note:  Allocative welfare states use about 18 per cent or more of the GDP
for general government consumption; redistributive welfare states
employ 18 per cent or more on social security payments.

Source: Lane et al. (1996).

There are, one may suggest, two kinds of welfare states, the allocative and the
redistributive ones. Only to a limited extent are these the same countries, when
for instance the Scandinavian countries and Finland score high in both. The
redistributive welfare state offers a larger space for markets than allocative
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welfare states where government is responsible for the supply of numerous
services virtually free of charges. Transfer payments in the form of cash
contributions to individuals play a major role in the redistributive welfare state.
The critical question is now whether it matters whether a country has one or the
other kind of welfare state or adheres to the welfare society ideal. By “matters”
we refer to social and economic outcomes such as unemployment, economic
growth and inflation as well as income equality.

4 Politico-economic Outcomes

When one looks at outcomes in the literature on the political economy of the
advanced capitalist countries, then one often employs the so-called misery
index, consisting of inflation and unemployment. The difficulty is that these two
indices may cancel each other out, which is the reason that why we prefer to
look at these two outcomes separately. There is of course no natural set of
outcomes to which one must stick. However, it seems avident that economic
growth and income equality should be added to the list of outcomes when one
examines the OECD countries. We begin with economic growth.

4.1 Economic Growth

The expansion of economic output is considered a contribution to well-being
because it makes a higher standard of living possible. The size of the cake to be
divided among the stakeholders of society increases, but it is as open question
how the cake is to be divided between for example labour and capital. A process
of sustained economic growth can within a decade or two result in a doubling of
economic output. How affluence is divided among the groups in society is
measured by the indices on income inequality. Table 2 only reports on the
expansion of total output or growth in real GDP.

Three things stand out clearly when one examines Table 2: (1) there is a general
decline in the average growth rates in almost all the country economies —
reflecting the notion of a slowdown of economic growth when affluence reaches
high levels (the maturity hypothesis); (2) some of the less affluent countries have
done rather better than the already rich countries (the catch up hypothesis); (3)
there are in each five year interval considerable variation between the OECD
countries, but it is not the case that the countries with high growth rates or with
meagre growth rates are the same ones for each five year period.
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Table 2: Economic Growth (RG) — Five Year Averages 1965-1994

RG6569 [RG7074 |RG7579 |RG8084 |RG8589 | RG90%4
AUT 4.46 5.44 2.76 1.42 2.66 230
BEL 430 5.08 1.82 1.50 2.50 1.60
DEN 4.20 2.54 2.48 1.72 2.00 1.88
FIN 436 5.38 234 3.32 4.08 -1.58
FRA 5.20 5.12 3.12 1.46 3.10 120
GER 4.28 3.50 3.04 .96 2.62 292
GRE 7.52 5.54 5.26 1.10 2.54 .80
ICE 2.16 7.78 3.36 2.82 3.66 .60
IRE 4.46 4.46 4.66 2.58 3.56 4.74
ITA 5.82 4.24 236 1.72 3.12 1.00
LUX 3.62 542 .98 2.10 4.60 230
NET 520 4.72 232 .68 2.76 2.26
NOR 4.44 422 4.84 3.14 2.26 3.14
POR 6.02 7.20 3.56 124 4.96 1.44
SPA 6.68 6.16 1.88 1.28 4.26 1.50
SWE 3.58 3.38 1.54 1.70 2.40 -.30
Swi 3.60 3.64 -.68 1.54 3.08 48
TUR 6.16 7.02 5.50 3.56 4.62 3.44
UK 2.50 2.80 1.96 .84 4.02 .80
CAN 5.60 5.28 334 2.30 3.94 1.12
USA 434 2.62 3.34 1.84 3.12 2.02
PN 10.32 6.20 4.60 3.48 4.52 2.10
AUST 5.52 4.62 278 2.76 3.94 2.14
NZ 3.22 4.80 -.60 3.92 .90 122

Sources: OECD (1985, 1995).

Economic growth reflects both the ups and downs in the world econony as well
as country specific events such as the choice of unsuccessful econome policies
or the failure in adaptation to internationalisation or mondialization. One may
list the winners in the 1960s and 1970s as: Austria, France, Germary, Greece,
Ireland, Norway, Portugal, Turkey, Canada and Japan. In the 1980s and 1990s
the list of the top scorers would contain: Ireland, Norway, Turkey, USA and
Japan. Is the variation in economic growth related to the size of the public
sector, or more specifically to either the allocative or redistributive welfare
state? Countries move up and down the growth ratings, scoring high during
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some periods and low during other periods. Table 3 contains correlation between
the economic growth data for six time periods.

Table 3: The Variation in Economic Growth Rates 1965-1994 — Correlations

RG6569 RG7074 | RG7579 RG8084 | RG8589 RG9094
RG6569 1.0000 3567 5170 0950 3468 1688
RG7074 1.0000 3240 3164 .5063 -.0031
RG7579 1.0000 1535 3084 4445
RG8084 1.0000 .0634 .0815
RG8589 1.0000 .0324
RG90%4 1.0000

Sources: OECD (1985, 1995).

Economic growth used to be a policy goal, because it brought with it jobs. What
we have witnessed in the early 1990s is that economic growth does not
necessarily reduce unemployment, which has become the major problem in
some of the OECD countries.

4.2  Unemployment

The sharp increase in unemployment in most countries appears from Table 4. It
is true that a few countries remain at very low levels, but several face two digit
numbers in the 1990s,

Although the long term trend is a sharp increase in unemployment, it is still the
case that a few countries manage with very little unemployment: Luxembourg,
Switzerland, and Japan — welfare societies — as well as Iceland and Austria —
welfare states. One may note that unemployment has been reduced in the U.S.
during the last decade when unemployment has shot up in Western Europe. In
some countries unemployment has reached 15 per cent or more: Spain, Ireland,
Finland and Italy.

The increase in unemployment reflects the slow down in economic growth at the
same time as there is no longer any automatic link between economic growth
and employment. The correlation between economic growth and unemployment
is generally very weak at the macro level: .28 (1965-69), -.03 (1970-74), .36
(1975-79), -.32 (1980-84), .10 (1985-89) and .02 (1990-94).

In the political economy literature there has been much debate about a
connection between unemployment and the price level. The well-known Philips
curve predicts that low inflation can only be accomplished by means of high
levels of unemployment and vice versa. When we turn to the inflation numbers,
then we observe that inflation has come down rather drastically in the last
decade at the same time as unemployment has shot up.
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Table 4: Unemployment as a Percentage of Total Labour Force (UN} — Five
Year Averages 1965-1994

UN6569 | UN7074 | UN7579 | UN8084 | UNB8589 | UN9094
AUT 1.86 1.18 1.92 2.88 3.44 3.78
BEL 224 2.18 6.36 11.28 10.96 10.64
DEN 1.22 1.42 6.56 9.30 8.50 11.12
FIN 2.48 2.12 4.98 5.12 4.70 12.10
FRA 2.04 2.70 4.88 7.92 10.10 10.50
GER .94 1.06 3.70 598 7.56 7.82
GRE 5.22 270 1.92 5.72 7.56 8.54
ICE 1.54 .68 .20 .74 .86 3.06
IRE 4.92 5.70 8.08 11.62 16.30 14.64
ITA 5.50 5.68 6.82 11.62 16.30 14.64
LUX .00 .00 .60 1.26 1.58 1.82
NET 1.06 1.88 5.34 7.98 8.06 6.20
NOR .90 1.24 1.84 2.60 2.96 5.60
POR 2.50 234 6.84 792 7.06 5.10
SPA 2.58 2.82 572 16.10 19.96 19.58
SWE 1.80 224 1.86 2.86 2.20 5.22
SWI .00 .00 42 .56 .68 2.66
TUR 10.08 6.34 8.58 7.50 8.04 8.64
UK 1.68 248 4.58 8.90 9.14 8.68
CAN 3.90 5.74 7.54 9.86 8.84 10.28
USA 3.74 5.28 6.92 832 6.24 6.50
PN 1.22 1.28 2.04 238 2.62 236
AUST 1.74 2.20 5.52 7.52 7.46 9.56
NZ .28 22 .88 3.84 4.86 9.20

Sources: OECD (1985, 1995).

4.3 Inflation

In the late seventies and early eigthies it was not unusual that counties had
inflation rates around or above 10 per cent. In the 1990s such a highrate of
inflation is very unusual as only Turkey displays signs of hyperflation (7ible 5).
Inflation rates have come down considerably with Greece as the major

exception, most countries hovering around 3 per cent as an average yealy rate
in the 1990s.
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Table 5: Inflation (IN) — Five Year Averages 1965-1994

IN6569 | IN7074 | IN7579 | IN8084 | IN8589 | IN9094
AUT 342 6.50 5.70 5.50 2.16 3.44
BEL 3.54 6.68 7.62 730 242 2.84
DEN 6.58 8.56 9.86 9.46 434 2.08
FIN 5.16 8.80 12.04 9.72 4.92 3.32
FRA 3.76 7.58 10.14 11.16 3.58 2.56
GER 2.62 5.62 4.20 4.56 1.28 3.30
GRE 2.48 10.58 14.08 21.78 17.18 16.22
ICE 11.70 18.68 40.20 55.08 23.78 6.38
IRE 4.66 10.84 14.68 14.98 3.72 2.66
ITA 292 9.08 15.54 16.48 6.18 5.40
LUX 2.74 6.02 6.96 7.62 1.82 3.16
NET 4.90 730 6.74 5.02 .70 2.86
NOR 3.72 8.18 8.56 10.12 6.58 2.70
POR 4.90 12.34 22.66 22.66 12.62 9.08
SPA 6.58 9.88 18.92 13.60 6.88 5.56
SWE 4.06 7.40 9.74 10.26 5.60 5.78
SWI 3.40 7.08 2.88 4.40 2.14 3.90
TUR 7.48 16.04 38.00 51.74 51.10 73.76
UK 4.26 9.62 15.64 9.62 5.26 4.64
CAN 3.66 5.90 8.88 8.70 432 2.78
USA 3.40 6.14 8.08 7.48 3.60 3.64
JPN 5.24 10.90 732 3.90 1.14 202
AUST 3.14 8.08 11.58 9.00 7.82 3.04
Nz 4.16 8.62 1432 12.42 11.28 2.54

Sources: OECD (1988, 1995a, 1995b).

Actually, inflation is highly subdued in the 1990s with only Greece, Turkey and
Portugal displaying considerable price instability. One notes though that
inflation varies considerably from one country to another. Some countries have
only 2 per cent inflation per year in the early 1990s: Denmark, France, Japan
and New Zealand on an average basis. It seems as if the OECD countries as a
whole have moved considerably towards the acceptance of a monetarist regime,
where low inflation is considered the main objective as well as also the main
means for achieving other objectives in accordance with New Classical
Economics (Hoover, 1988).

Is there evidence of a Philips curve in the data about unemployment and
inflation in the 1980s and 1990s? One would assume that there is a correlation



Politico-economic Regimes 79

between inflation and unemployment and that it is negative meaning that
countries with high unemployment having little inflation, or vice versa.
However, this is not so, despite the fact that unemployment has shot up and
inflation fallen back — a characteristic which applies to almost all countries. It
is not the case that on the country level a high level of unemployment goes
together with little inflation, as we actually can observe all kinds of
combinations. The correlation between inflation and unemployment is almost
nil: .07 (1965-69), .06 (1979-74), .17 (1975-79), -.07 (1980-84), -.03 (1985-89)
and .02 (1990-94).

In some countries there is low inflation and low unemployment — Switzerland,
Austria, Luxembourg, the United States and Japan for instance. In other
countries, there is high inflation and high unemployment like in Greece and
Turkey as well as Sweden. In the 1990s, the rates of uemployment and of
inflation vary independently of each other.

4.4 Income Equality

Measures of income equality are not as easily accessible as information about
the other outcomes described above. Typically, one faces difficult problems
about indicator validity and reliability when one sets out to compare various
countries. A rough picture is given in Table 6 which contains income
information based upon two indicators, the share of the total income of the
lowest (20 per cent) income groups — LOW — and the relationship between the
total income share of the richest decile (10 per cent) and that of the poorest
. deciles (20 per cent) — RATIO.

High scores for the share of income of the lowest 20 per cent of the income
earners as well as low ratios between the shares of the top income earners and
the bottom income earners are to be found among the welfare states: Scandi-
navia, Finland, Germany and Belgium. One welfare sodety also displays much
income equality, viz Japan, but the characteristic feaure is that the welfare
societies have larger income inequality than the welfar: states. Thus, the U.S,,
Australia and New Zealand display income inequalitiesto a much larger extent
than France, Germany and Italy.

Switzerland being a welfare society scores high on incane inequality. Actually,
Switzerland is an interesting case on all outcome measues, as they tend to have
extreme values. In particular, the development ove time has meant that
Switzerland faces difficulties, as it is no longer doing as well as it used to do on
growth, inflation and unemployment.

We find the following correlations between income hequality and economic
growth for the OECD countries where data is available growth 1965-1980: .64
and growth 1985-1994: .46. Note that the correlation 3 positive, meaning that
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growth goes together with a more equal
distribution of income — a finding that is
worth a deeper analysis. It amounts to a
striking corroboration of the existence of a
Kuznets curve with regard to this country
selection.

One may speculate about the causal
direction of the association, but Kuznets
would have argued that economic growth is
conducive to income inequalities although
one could argue the Keynesian case or the
other way around. Viz that income
inequalities hinder economic growth. The
correlation for RATIO is: economic growth
1965-80, r=-.67 and economic growth
1980-95, r = -.40. Perhaps one may dare to
say that the welfare states display a more
equal distribution of income than the
welfare societies, but it reflects more their
wealth than constitutes an advantage when it
comes to the expansion of economic output.

4,5 Summing Up

In a performance analysis of the above kind,
one may observe both general trends and
country specific development. Since the
carly 1960s, economic growth has gone
down, unemployment has risen and inflation
has been reduced. In the 1990s some
welfare states have had to struggle with
worse economic performance than they were
used to face. And during the same time

Table 6: Income Inequality

about 1990

LOW | RATIO

AUT .0 .0

BEL 21.6 4.6

DEN 17.4 7.1

‘FIN 18.4 6.0
FRA 18.4 6.5
GER 19.5 5.7

GRE. - .0 .0

ICE .0 0

-IRE .0 0
ITA 18.8 6.0

LUX .0 .0

NET. . 20.1 5.6

NOR . : . 19.0 59

POR .0 .0

-SPA 19.4 5.8
"SWE 21.2 46
SwI . 16.9 8.6

TUR .0 0

UK: - 17.3 6.8

CAN | 17.5 7.1

USA 15.7 8.9

JAP 21.9 43

AUST 15.5 9.6

NzZ. . 15.9 8.8

Source: UNDP (1994).

period some welfare societies have displayed better performance than usual.
What is the logic behind these trends? Let us examine two explanations, one
focussing upon deficit spending and the other suggesting that we examine the
size of public expenditures. Although some countries with huge public

expenditures have resorted to massive deficit spending, the two theories are not

the same, because deficit spending may be large also in countries that are

welfare societies.
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5  Explanations

Several welfare states appear to have a growth problem in the 1990s — why?
The debate over European economic integration and the Maastricht criteria
identify deficit spending problems. Yet, explaining economic growth in the
OECD countries, the size of public expenditures cannot be bypassed. At the
same time, one must check whether the countries with large public sectors are
also the countries that engage most heavily in deficit spending.

5.1 Deficits

It cannot be doubted that deficit spending has entered the public budget in order
to remain a most important means for the financing of considerable portions of
the state expenditures. Our question here is whether the welfare states differ in
terms of deficit spending from the welfare societies. And we scrutinize the
following propositions in an empirical test in relation to the OECD countries: (1)
the larger the budgetary deficits the larger the public sector or the larger the
public expenditures; (2) the larger the budgetary deficits the larger the
unemployment; (3) the larger the budgetary deficits the larger the inflation rate;
(4) the more of deficit spending, the lower the rate of growth in the economy.

During the seventies, eigthies and early ninethies governments heve resorted to
deficit spending to an extent not experienced. The direction of change in the
OECD countries has been one towards less and less of budgetary surpluses and
more and more of budgetary deficits. One may observe this at two levels. First
there is the central or national government deficit and second the general
government deficit, i.e. for the entire public household. In 1970 only the U.S.
and Italy had no total public sector surpluses, but in the 1980s quite a number of
democracies could not balance total public sector expenditures and revenues:
Ireland, Belgium, Portugal, Greece, Denmark, United Kingdom, Sweden, the
U.S. and Canada. Not surprisingly, even more countries failed to balance their
general government budget which as a matter of fact was rather a common
phenomenon in 1970. Looking at the development between 1970 and the 1990s
the trend towards deficit spending is striking as all nations have moved towards
smaller surpluses or larger deficits at both levels of government. If deficit
spending is a major problem, then it has to be faced by some welfare states —
Sweden, Belgium and Italy — as well as by some welfare societies — USA and
Canada. It is not the case that only welfare states have to struggle with huge
yearly deficits, which results in a large accumulated state debt. But how
dangerous is deficit spending? Does deficit spending lead to bad outcomes?

The criticism of public borrowing argues that deficit spending is an improper
means that is conducive to an improper growth in public expenditures. Deficit
spending feeds on a fiscal illusion and results in a choice between private and
public spending that is neither intended nor desirable (Buchanan and Wagner,
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1977). 1t misleads democratic decision-making as it creates the fiscal illusion
that benefits may be enjoyed without paying the cost. Is it true that deficit
spending is typical of welfare states more than welfare societies? Is it correct
that deficit spending goes together with unemployment, inflation and low
economic growth? Table 7 suggests a clue to the last question.

Table 7: Correlations between Deficits and Outcomes

General Current Real GDP | Unemploy- Inflation
Government | Disburese- Growth ment
. Surpluses ments .. | (five year. (five year (five year
(years) (years) averages) averages) averages)
1965 -.00 -.18 -.40 29
1970 -.12 .18 -.62 .34
1975 -.09 -21 =72 .01
1980 -29 .38 =72 .14
1985 -27 .03 -.61 -12
1990 -39 -.11 -32 -.62
1992 -.53 28 -42 -42
Central _ Current Real GDP | Unemploy- Inflation
Government | Disburese- Growth -ment :
Surpluses . ment (five year - (five year (five year
(years) (years) averages) averages) averages)
1965 -11 .01 -.55 42
1970 21 11 -.49 .43
1975 .09 -30 -.58 .01
1980 -.13 .29 -.50 19
1985 -.38 .26 -.52 -.05
1990 ‘ -39 -.03 -23 -.61
1992 -.49 46 -.24 -.50

Source: Lane et al. (1996).

Deficit spending at the national or general government level is only strongly and
persistently connected with one of the outcomes identified above, viz
unemployment. The relationship is probably that high levels of unemployment
call for deficit spending due to the increased costs for unemployment benefits
and falling tax revenues accompanying a rise in unemployment. Rising
unemployment costs also entail bigger public expenditures, which accounts for
the negative association between deficits and current disbursements. However, it
is far from always the case that deficit spending reduce economic growth or
result in higher inflation, as argued in New Classical Economics. Only in the
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1990s we do see a clear negative connection between deficits and inflation —
this is a negative finding.

Yet, one can see in the evidence from the early 1990s a corroboration of the
negative theory of public deficits, as the larger the surpluses the better the
growth rate, the lower the unemployment and the lower the rate of inflation.
However, one cannot claim that welfare states are more prone to engage in
deficit spending than welfare societies. The evidence in Table 8 indicates
actually that welfare societies have done more of deficit spending than the
welfare states on an average, except for the early 1990s when clearly welfare
states displays a worse performance than welfare societies.

Table 8: Deficit Spending and Regimes

WS | WS WS WS

GGDEF50 -.04 | GGDEF75 -27 |CGDEF50 -.01 |CGDEF75 -33

GGDEF55 -20 |GGDEF80 -.18 |CGDEF55 -36 |CGDEF80 -17

GGDEF60 -.14 | GGDEF85 -.11 |CGDEF60 -.05 |CGDEF85 -.07

GGDEF65 -.24 1GGDEF9%0 .20 |CGDEF65 -.13 | CGDEF9%0 .18

GGDEF70 -24 | GGDEF92 .30 | CGDEF70 -29 |CGDEF92 32

Note: GGDEF = General Government Deficit; CGDEF = Central Government
Deficit, WS = Welfare state (= 0); Welfare society (= 0).
Source: Lane et al. (1996).

When the welfare state regime is evaluated against the welfare societies,then
much more than deficits are involved. The critical question in this debie is
whether the characteristics that are typical of the welfare states — large ublic
expenditures — promote beneficial outcomes in general such as ecommic
growth, low inflation and unemployment as well as income equality. Ca we
find any evidence from the early 1990s that large public allocatie or
redistributive expenditures are harmful to these politico-economic outcome?
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5.2 Public Expenditures

Given the evidence above about different country performance in terms of
politico-economic outcomes, can we conclude that the size of the public sector
matters? The argument that public expenditures are conducive to policy failure
has been launched in a consistent manner from scholars connected with Chicago
school economics. The main function of the state is to maintain law and order,
protecting the freedom and validity of contracts, as well as the price level
(Friedman, 1962 ; Friedman and Friedman, 1980; Stigler, 1988; Posner, 1992).
When governments take on other tasks, there will be a process of public sector
expansion which is not conducive to economic performance. Can we find any
evidence for these effects in our data about growth, unemployment and inflation
for the OECD countries?

Table 9 and 10 report on a
number of correlation
between on the one hand two

Table 9: Public Expenditures and Outcomes —
Government Final Consumption (GGGFC)

measures of the size of Real GDP | Unemploy- | Inflation
welfare state expenditures, (averages) | ment | (averages)
allocative versus (averages)
redistributive expenditures as | GGGFC65 -38 -.09 -42
percentages of GDP, and a [gggrc7o. 66 17 42
set of outcome measures on -
.00 . -37

the other hand. GGGECT 31

. . . GGGFC80 =12 .05 -.09
There is one clear finding in
Table 9 which corroborates | GGGFC85 --50 -07 12
the theory about welfare state | GGGFC90 -30 .04 18
failure:  large  allocative |gggrcez 44 12 15

expenditures drag down the
average growth rate. In
relation to unemployment
and inflation there is no transparent finding, which is a little bit surprising as one
would expect large allocative expenditures to reduce unemployment and
increase inflation. Evidently, it is not possible to increase employment by large
allocative expenditures, at least not in the long run. How about the impact of
large redistributive expenditures (Table 10).

Source: Lane et al. (1996).
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Transfer payments seems to
decrease economic growth, Table 10: Public Expenditures and Outcomes —
increase unemployment and Social Security Transfers (GGSST)
!ead to higher rates. of Real GDP | Unemploy- | Inflation
inflation, but the connections {(averages) ment (averages)
are not strong although the (averages)
direction or SlgIl of GGSST65 -30 -39 - 41
relationships is in accordance

. GGSST70 -34 -.29 -.52
with the theory about welfare
state failure. GGSST75 -.24 .04 -36
Perhaps economic growth is GGSST80 | -44 14 -47
the most critical of the GGSST85 | -36 22 -.56
outcomes studied here. If | ggssroo 24 15 _20

h i of long-
there 1s a process of long- [Trrgeror T 17 2 T
term economic growth, then

it would be more likely that
the misery index will display

Source: Lane et al. (1996).

low values meaning that unemployment and inflation will be low — at least in
the long-run. We face a considerable variation in economic growth among the
OECD countries, but the country pattern is not stable over time. Countries move
up and down in the league of top and bottom scorers. Let us test a model of
economic growth that focuses upon the impact of large public expenditures upon
economic growth in addition to the level of affluence, which the maturity as well
as the catch-up hypotheses suggest as relevant for understanding country
differences in economic growth (Table 11).

Table 11: Economic Growth (RGD) in OECD Countries — Regression Analysis

1965-1989
~ RGD6569 RGD7074 . RGD7579 RGD8589
Coceff Betat-stat | Coeff Beta t-stat | Coeff Beta t-stat | Coeff Beta t-stat
RGDPC [-.00 |-45 {|-2.55(-00 [-50 }-3.13|-00 |-61 |-2.83|-.00 [-31 |-1.63
GGCU [-07 [-25 |-1.41]-08 |-44 |-2.66]| .01 .04 21 [-.05 |-56 |-296
TUD -04 |-37 |-232] .01 | .12 .80 }-01 }-13 |-.64 [-.00 [-.01 |-03
R%a 47 (N =23) 55 (N=23) 22(N=22) 29 (N=22)

Sources: RGDPC: Summers and Heston (1994); GGCU: Lane et al. (1996); 1UD70:

OECD (1994).

The findings support the hypothesis that a large public sector (GGCU = g:neral
government current disbursements) drives down the growth rate. But an even
stronger effect is that of the level of affluence or real GDP per capita (RGIPC),
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which in accordance with the  Table 12: Economic Growth — Inflation and Public
catch-up and maturity Expenditures (Correlations)
hypotheses also drives down Growth | Inflation | Growth | GGCU
economic growth. The

hypothesis that trade union RG6569 -12 RG6569 -33
strength — here trade union RG7074 .66 RG7074 -.61
density in  terms  of | grG7579 34 RG7579 | -.16
membership (TUD) (OECD, 1 res 31 RG8084 | -33
1994) — is negative for

economic growth can only be | RG8589 24 RG8589 | -55
corroborated for the first time RG9094 24 RG9094 .08
period. Examining economic Sources: OECD (1985, 1995); Lane et al. (1996).

growth between 1965 and

1980 the most clear effect is the Barro model prediction that less affluent
countries tend to catch-up (Barro, 1991). However, economic growth differs
much from one period to another. In the data for the 1980s and the 1990s the
above models do not explain much. It has not been possible to substantiate the
idea that deficits play a major role in explaining growth rates — this is a major
negative finding.

The fact that economic growth rates move up and down not only when one
compares countries but also as a function of time entails that it is difficult to find
constant explanatory factors. One such is, however, the size of the public sector.
Look at Table 12.

The connection between total public outlays and economic growth is
consistently a negative one, for all time periods except the early 1990s. This
must means that the welfare states face a growth problem — this is major
positive finding. On the other hand, the connection with inflation is not in
accordance with prevailing expectations.

We end by looking at the determinants of long-term economic growth, covering
the entire time period 1965 to 1994. Which effect is the strongest: level of
affluence or public sector size? Table 13 has the answer.

The impact, we see, from affluence is slightly more pronounced than that from
total public sector size, but the direction of causality is clear. Large public
expenditures tend to reduce economic growth meaning that the welfare states
have a profound growth problem. Interestingly, there is also the impact of
institutionalization — Olson’s factor (SCLER) — meaning that countries with
more recently established state structures grow faster than countries with more
of institutional sclerosis (Olson, 1982).
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Table 13: Regression Analyses — Economic Growth 1965-1994

Coeff | Beta-Wt | t-stat Coeff | Beta-Wt | t-stat
GDP6090 -.00 -37 -2.05 {RGDPCH60 | -.00 -46 | -268
GGCU65% | -.03 -.33 -1.88 [GGCU65 -.04 -27 | -168
SCLER .00 32 1.70 |SCLER .00 .23 134
R%a 45 (N=21) R%a 59 (N=23)
Note: GDP6090 = average gross domestic product scores for the period

1960-1990 ; GGCU6590 = average general government current
disbursements for the period 1965-1990.

Sources: RGDPC: Summers and Heston (1994); GGCU: Lane et al. (1996);
SCLER: Black, 1966.

6 Conclusions

A much debated theme in the political economy literature is the pros and cons of
the welfare states, or the politico-economic regimes which employ budget
allocation and income redistribution to a large extent in order to complement
market operations. After the Second World War it seemed for a few decades as
if there was convergence towards the so-called mixed economy with a large tax
state as one of the pillars of society and the market economy as the other pillar.
However, the 1980s and 1990s has witnessed a steady advance of the principles
of the market economy in the form of the so-called welfare societies, where
public expenditures, whether allocative or redistributive, tend to be much lower.

Two major explanations account for the problems of the welfare states : deficit
spending and excessive public expenditures, The findings in this atticle are that
only the evidence for the early 1990s supports these explanations
unambiguously. Also welfare societies display deficit spending and deficits do
not appear to be extremely detrimental to economic growth, asit more reflects
the state of the economy — large unemployment — than drives economic
development. Yet, large public expenditures, especially of the allocative kind,
appear to have all the time a negative impact upon economic growth, which
impact is as large as the effect of affluence according to the maturity hypothesis
and the catch-up hypothesis. The findings entail that it is not so much deficit
spending and public debt that constitute a major problem for the welfare states,
but the size of their public sectors.

The findings presented above indicate that it is not so much deficit spending
(Buchanan) or inflation (Lucas) that drives down economic growth, but much
more the overall size of the public sector. One also has to take into consideration
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the Barro effect, namely that less affluent countries tend to pick up and more
affluent countries slow down, as their economies mature.
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International Business — it is often thought of as the domain of large
multinational corporations, but in fact, it has become an integral part of our
everyday life. With cheaper transportation costs and the steady push to lower
trade barriers, companies now depend on overseas suppliers as much as
individuals depend on fresh imported winter fruits and vegetables. Larger
corporations today look at the world as their market, and even small domestic
manufacturers must match the price and quality of the global market if they are
to survive.

Only two decades ago, travelers still delighted in bringing back “specialties”
from their trips: A bottle of white German wine, French perfume, Italian shoes,
Turkish rug etc. Today, these are no longer “specialties” but items that can be
found in a local store — and sometimes cheaper than if bought in the country
where they are made. More than half of Toyota’s, Honda’s, Mitsubishi’s and
Nissan’s cars sold in the U.S. are made in the U.S. More than half of
McDonald’s sales come from 79 countries outside the U.S. For every new
McDonald’s that opens in the U.S., two will open overseas. The world is the
market.

But while this global economy has provided us with better quality, cheaper
prices and more selection, it also means more competition, something that the
U.S. has felt in the last two decades. To keep up with the world’s cheaper labor
force, the American workers have had to work harder and become more
productive — for less money. Calculated in 1982 dollars, in 1970, the average
American earned $ 298 per week. In 1990, the figure fell to $ 257, nearly a 14 %
decline. And while it took a young couple twice their annual income — 205 %
— to bluy a house in 1970, by 1990, it took nearly four times their income —
393 %.

The U.S. has advantages that should greatly lessen the negative effects of global
competition. It has a huge domestic market and a great deal of capital. It
accounts for 20-25 % of the world output and 50 % of the world financial
wealth.” It is a leader in providing the world with profitable services, technology
and capital investments. Nevertheless, the general standard of living has been,
and still is, declining due to the competition from the global economy. It has to;
it neighbors Mexico where labor costs are 1/10th that of the U.S.

What else is pushing these changes? Asia with its cheap and well-trained labor
force is one such influence. The hard work ethic, emphasis on education, low
wages and strictly enforced government policies make Asia the world’s
manufacturing machine. This training starts quite ealy: A U.S. child spends 180
days a year in grade school, in Japan, 240 days a year. It comes as no surprise
that this part of the world is expected to become an economic powerhouse in the
21st century. In 1995, the Union Bank of Switzerland economists rated the top
economic competitors in the decade ahead. While presently U.S. occupies first
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place, in the future, the top five will all be Asian countries. Based on criteria
such as national savings, research outlays, export growth, inflation and
government spending, the list consisted of the following ranks from one to
seven: Singapore, Malaysia, Thailand, China, Japan, Korea, Ireland and the U.S.
South Koreans spend 20-30 % of their income on private tutors to ensure that
their children succeed in their education. South Korea one generation ago was
one of the poorest countries in the world, it is now the 11th wealthiest. On the
other hand, North Korea is still one of the poorest countries in the world today, .
and getting worse. The two neighbors are a perfect example of joining in the
globalization process or trying to go at it alone,

In Europe, the economic transition is different. With long established industries
in many sectors, the pressures in Europe are on the social programs and the high
quality of life that makes labor, investment and innovation too expensive for
global standards. Short working hours, long vacations and generous benefits
make most European workers the best off, but also uncompetitive. The minimum
wage per hour in France is $ 7.25, in the U.S. it is $ 4.25, and in Mexico it is
$0.25.% The price for the rich benefits is that European economies suffer high
unemployment. While the governments try to maintain the accustomed standards
of living, the employers have simply stopped hiring new full time workers. In
France, 20 % work on temporary or part time contract, in Spain 70 % of all new
1995 jobs were for temporary workers and 30 % of the UK workforce is part
time or temporary.4 In Germany, where laying off a worker costs around
DM 80,000, it is difficult for companies to be flexible and hire when the
production demand increases.

Also important is the entrepreneurial spirit and environment that allows smaller
companies to grow. The German firm SAP was started by four individuals and
now provides well over half of the world’s client server software. However,
cultural values as well as government regulations pose barriers for other start-up
ventures in Europe. But as elsewhere, global competition is demanding changes.
The agenda in Europe is to freeze public pay, slash federal, state and municipal
budgets, reduce employer-paid sick leave, and to overhaul the tax rate. While the
public may not like these programs, the governments are well aware that they
will have to cut the public sector spending in order to compete internationally.
Public spending in industrialized nations averages 45% of GDP, in
industrializing nations it is only 18 %.” For many developed nations, the 1995
budget deficits (as % of GDP) demonstate this growing problem: U.S. 1.8 %,
Germany 2.3 %, France 5 %, Italy 7.8 %.° The inevitable trend is to do what is
needed to be competitive in the world markets, and lower public spending is one
such necessity.

“There is nothing more difficult to execute nor more dubious of success, nor
more dangerous to administer than to introduce a new order of things; for he who
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introduces it has all those who profit as his enemies and only lukewarm allies in
those who might profit from the new.” (Machiavelli: The Prince)

Asian, American and European economies are all searching for their competitive
advantage, but technology is the engine that drives productivity and efficiency.
While inexpensive labor may be advantageous today, the future points to
machines that do the work cheaper yet. In addition, the environment needed for
growth of small companies and new entrepreneurial firms lies in having good
technological infrastructure. Cellular phones, faxes, satellites and the Internet are
changing the way we do business. Not having access to this technology makes it
almost impossible to be competitive. Having the technology gives you better
efficiency, and greater options which allow you to be more productive. One of
the benefits is that more individuals are able to escape the strict working hours at
the office. Cellular phones can reach you anywhere, and follow-me phone
systems keep you in constant communication when traveling. These
automatically reconnect in case of temporary loss of transmission, can pick up
phone, fax and pager messages via computer and have voice recognition systems
that forward, return or save your calls. While this technology may keep you
working even at home, it also allows you to chose to work from home. 16 % of
the U.S. labor force now works from the home, 34 % has a job sharing
arrangement with a co-worker and 71 % has flextime that allows for some self-
determination as to the working hours.” Quick and inexpensive access to new
hook-ups and additional phone lines, inexpensive charges for local and
international calls and availability of new technology is necessary both for
competition in the global economy as well as enabling more personal work
choices.

A decade ago, while living in New Mexico, I visited the Abiquiu monastery
located in an isolated area of the rugged Sangre de Cristo mountains. The monks
lived a subsistence existence and had little income to upkeep the monastery.
While many of them were younger, their numbers were decreasing, and
naturally, they saw that the monastery was dying a slow death.

The Abiquiu monks now design intricate, ornamental, colorful Internet home
pages. This business fits in with the quiet and serenity of the monastery and is
quite similar to the work monks have done for centuries. Twelve new monks
have joined in the last two years, and the anual income per Abiquiu monk is now
around $ 200,000. Abiquiu is no longer a dying institution.

Many monasteries throughout the world, as many firms, will not be able to adapt
in the coming years. The global economy brings many benefits, but it will also
claim many victims. The key to survival is not to try and build walls to keep it
out, but to adapt and use its benefits to succeed.
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1 Introduction

One of the great ironies of contemporary economics is that the fiscal policy
advice that is on offer by Western economists to transitional economies is based
on one of the least well developed areas of contemporary economic theory.
Transitional economies are being exhorted to adopt Western practices in the
design of their tax systems on the grounds that Western tax structures
correspond reasonably closely to the economic theories of normative taxation
(Hussain and Stern 1993, p. 74). Yet Western tax theory is, in our opinion,
singularly poorly equipped to provide a theoretical rationale for the design of tax
policies appropriate to the economic conditions of transitional economies.

In this paper, we offer an alternative theoretical framework which we argue is
likely to be more relevant to the requirements of transitional economies. In so
doing, we are conscious that we ourselves are guilty of major irony by
advocating what some readers might consider to be a Marxist approach. For
countries which are in the process of salvaging their economies from the trauma
of four decades or more of Marxist-inspired economic mismanagement, the
prospect of a return to Marxist principles of public finance might be somewhat
unappealing. Let us try immediately to allay any such fears by stating that the
theoretical approach we propose in this paper should more properly be defined
as post-Keynesian or radical rather than Marxist.

Post-Keynesian economics is a broad church in which there are two main sects.
One sees itself as the legitimate heirs of Keynes and seeks to rescue Keynes
from the bowdlerisation to which they consider his writings have been subjected
since his death. The other sect, to which we belong, draws its inspiration from
the writings of Joan Robinson, Nicholas Kaldor and Michal Kalecki. The
arguments we put forward in this paper derive from Kalecki and if any reader
wishes to regard Kalecki as a Marxist (and that is a moot point) then our
arguments have to be be considered Marxist.

We begin by discussing some of the basic principles of conventional Western
tax theory identifying what not only we, but also some of its leading exponents,
consider to be certain of its more serious limitations. We then outline our
Kaleckian alternative and argue its superior theoretical and policy relevance over
Western orthodoxy.

2 Conventional Western tax theory

Conventional Western theory identifies five principal groups of arguments to
Jjustify the intervention of the state in the functioning of the economy. These are
(i) market failure: to attempt to correct for the violation of the conditions of
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Paretian welfare economics because of externalities, public goods, missing
markets, incomplete information etc.; (ii) poverty and income distribution: to
correct for market outcomes which leave certain groups of individuals in socially
unacceptable circumstances; (iii) rights to education, health nutrition and
housing: to accord equality of opportunity to citizens who would otherwise be
disadvantaged; (i) paternalism: to adopt a superior view of individuals’ own
interests in such areas as education and pension provision; (v) future
generations: to take a longer term view than private individuals might of the
rights of future generations to such amenities as a pollution-free environment or
protection of endangered species.

Western normative tax theory has come to a consensus on the principles of
taxation. The best-developed optimal tax models are those of optimal commo-
dity taxation where there is a simple linear tax rate for each commodity and of
optimal income taxation where there is a single source of taxaton (Newbery and
Stern 1987). Certain conclusions then follow for the desigt of tax systems.
Wherever possible, lump-sum taxes and transfers should be used to transfer
resources and raise revenue; it can be misleading to look at oie set of tax tools
in isolation from what is happening in the rest of the econmy; the focus of
indirect taxation should be final consumption; indirect taxes stould be guided by
a trade-off between efficiency and equity; externalities are an inportant basis for
taxation; and the theoretical arguments for a corporate income ax are weak.

The focus of Western normative theory is on the use of tax sistems to promote
more efficient resource allocation. But this creates a dilenma for Western
theory. It is recognised that a healthy tax system must lie at the heart of a
country’s public finances. The World Bank (1991), for exunple, sees fiscal
correction as essential for long-term macroeconomic stablity. It has been
extensively argued that successful structural adjustment anl macroeconomic
stability in developing and transitional economies depend on profound and
permanent fiscal corrections being made in the short and medium term. These
fiscal corrections require structural changes involving tax reorm. So, here we
find in the Western literature a widespread recognition tlat, for economic
restructuring, taxation is an issue which cannot be relegatedto the medium or
long term.

But herein lies the dilemma for Western economists becausethe great majority
have rejected conventional Keynesian fiscal demand managment policies on
the grounds that they cause inflation, crowd out private sectr investment and
give rise to “Ricardian equivalence” effects. These comemns ignore that
crowding out will only occur in economies with full utilisatior of resources; and
also that strong conditions are required for Ricardian eqivalence to hold,
including perfect capital markets with rational expectations, pivate agents being
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able to borrow on the same terms as governments and a system of non-
distortionary taxes.

A further major limitation of conventional Western tax theory is that it is
predominantly static. This must surely limit its relevance to transitional eco-
nomies whose principal problems involve change and growth. It is recognised by
leading Western public finance economists that only a little progress has been
made in the direction of combining theories of growth and taxation to provide
insights into the role of tax policy in promoting growth (Newbery and Stern
1987, Stern 1992). Theoretical problems arise because much less is known about
the dynamic behaviour of individuals and because dynamic optimising models
are much less tractable than static ones. New theoretical issues which arise when
moving to the dynamic from the static include incorrect expectations, the
development of knowledge, the revision of policy and credibility and the
influence of future generations. As a consequence, Burgess and Stern (1993,
p. 795) admit that: ““... while the simple intuition developed in [static] tax theory
has some usefulness it may have only a limited role to play in the understanding
of dynamic tax policy”.

We consider that there are three major difficulties with contemporary Western
tax theory which seriously limit its relevance to transitional economies. First, its
orientation is primarily microeconomic with much emphasis on the design of
optimal tax systems to moderate the impact of the state on the efficient operation
of market economies. This literature is predicated on the existence of
competitive product and factor markets which continually clear and no unem-
ployment is possible. This substantial body of theory cannot be integrated with
Keynesian macroeconomics in which full employment is only a special case
(Burbidge 1976). This difficulty has been recognised by two leading Western
public finance economists, Atkinson and Stiglitz (1980, p. 222):

“The general equilibrium analysis of tax incidence has to date been undertaken
largely independently of the literature on macroeconomics. Thus, competitive
equilibrium models, with all markets clearing, have been used to investigate the
incidence of different taxes, whereas a quite separate literature, using aggregate
demand/monetary models, has examined the implications of taxes for the level of
employment and the rate of inflation. In other areas of economics this gap has
been narrowed ... but in public finance the separation has persisted much
longer”.

Second, Western theory is predominantly static and, as we have seen above,
cannot easily be rendered dynamic. Third, and this is an issue to which we will
return in more detail below, Western tax theory is predicated on the marginal
productivity theory of income determination. Damania and Mair (1993, pp. 124-
129) demonstrate that marginal productivity theory can only hold under
conditions of full employment. As tax incidence theory is applied income
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distribution theory, economics requires a theory of income distrbution of wider
generality if it is to hope to analyse the effects of taxation in tb conditions of
less than full employment which characterise transitional econorres.

3  An alternative Kaleckian theory of taxation

The starting point for our Kaleckian analysis is, perhaps paradoically, Keynes’
General Theory. Kalecki, as is well known, had published indepadently prior to
1936 all the essential features of what is now recognisec as Keynesian
macroeconomics. Though it may have come as a disappointmeni the publication
of the General Theory certainly came as no surprise to Klecki. He was,
therefore, well equipped to recognise the wider significance for economics
generally of the publication of the General Theory. Perhaps themost important
implication which Kalecki immediately recognised was the ned to develop an
entirely new approach to the macroeconomic analysis of txation — “Mr.
Keynes® theory gives us a new basis for the enquiry into he problems of
taxation. The analysis of the influence of various types of txes on effective
demand leads, as we shall see, to quite unexpected results vhich may be of
practical importance” (Kalecki 1937, p. 444).

It is another of the ironies of economics that Kalecki’s macroecynomic theory of
taxation has been almost totally neglected, even by Kalexian economists
(Paladini 1989). It is only in recent years that Laramie and Mairhave returned to
Kalecki’s 1937 paper and sought to develop a dynamic Kaleckian macro-
economic theory of taxation (Laramie 1991, Laramie and Mair 1996a, 1996b,
1996¢, 1997).

The five elements of a dynamic Kaleckian tax theory are a theory of taxation, a
theory of income determination, a theory of income distribution, a theory of
investment and a theory of economic growth. In this short paper, we are unable
to develop our Kaleckian model in detail but the interested reader will find it
more fully set out in Laramie and Mair 1996a and 1997. We limit ourselves to
presenting only the essential features here and the full derivation can be found in
the works cited.

In Table 1 below we illustrate schematically the inter-relationships between the
macro- and microeconomic elements of Kaleckian tax theory. At the
macroeconomic level, the aggregate spending flows in the economy determine
the level of profits. At the micro level, the degree of monopoly determines the
distribution of income. Tax policy can affect the aggregate flow of spending and
profits, but firms’ pricing decisions, as reflected in their mark ups of price over
prime cost determine the intra- and inter-industry and class distributions of
income. Ultimately, the confluence of these factors determines the short-period
incidence of taxes and this incidence, through its impact on firms’ investment
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decisions, generates a long-period effect. There is, therefore, a critical
interdependence between micro- and macroeconomic forces in Kaleckian theory
which we argue is absent in conventional Western theory.

Table 1: A Dynamic Kaleckian Tax Theory

Theory of taxation = theory of income determination = theory of income
distribution = theory of the business cycle = theory of economic growth

Microeconomic’
pending flows : Degree o‘f‘r‘nvox}opoly‘ =
S I TR
‘ Lev\'{%iv of profifs : Dlstnbutwn of ;géprﬁe
: _ Pricing decisions

Short-period incidence = effects on investment = long-period effects

4  Kalecki’s degree of monopoly theory of income distribution

Kalecki’s degree of monopoly theory of income distribution occupies a pivotal
role in his theory of taxation. Not only did he recognise that publication of
Keynes’ General Theory required a new approach to taxation but that it also
required a new theory of income distribution. As Rothschild (1961, p. 175)
points out, Keynes himself failed to appreciate that the General Theory had
completely undermined marginal productivity distribution theory. He overlooked
the critical interdependence between aggregate demand, which determines the
employment of factors of production and the distribution of income which in
turn influences the level and structure of aggregate demand. Western economists
who persist in attempting to integrate marginal productivity based
microeconomic tax theory with Keynesian macroeconomic theory continue to
perpetuate the same error.

Kalecki’s approach to income distribution appears in his Theory of Economic
Dynamics (Kalecki 1954). This was an integrated treatment of the theory of
income determination and the theory of income distribution in which both
micro- and macroeconomic forces act together. Labour’s share of national
income is determined by the process of firms marking up prime costs to obtain
prices. The level of profits is determined by past investment decisions and “...
national output will be pushed up to the point where the profits carved out of it
are in accordance with the ‘distribution factors’ (Kalecki 1954, p. 47). This
theory of income distribution is consistent with an approach to economics in
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which income and employment are detemined, at least partly, by effective
demand and in which persistent unemployment is possible.

Kalecki argued that prices, at the industry level, are set by a mark up, &, over
prime unit costs of production, # (wage and material costs), i.e. price = ku. From
this price equation, Kalecki derives his degree of monopoly theory of income
distribution in which the share of wages in national income, @, is the inverse of
the mark up, &. Thus, w= 1/(k — 1)(1 + ) + 1, where j is the ratio of the cost of
materials to the cost of wages (assumed to be constant over the business cycle).
Kalecki argued that the mark up, &, will be influenced by a complex set of
institutional and environmental conditions in which firms are operating and may
include such influences as the process of industrial concentration, the level of
firms’ advertising and sales promotion, changes in the level of overhead costs in
relation to prime costs and the power of trade unions (see Laramie, Mair, Miller
and Reynolds 1996 for a discussion of the degree of monopoly factors operating
in UK manufacturing industry in the late 1980°s).

The role of the “distributional factors” is of vital importance in Kalecki’s theory.
As we shall see below, the effect of tax policy on the aggregate performance of
the economy depends critically on the ability of workers and firms to shift the
burden of taxes. Tax shifting occurs through changes in mark ups and the ability
of workers and firms to change mark ups depends on the degree of monopoly. If
the degree of monopoly is high, firms will be able to increase mark ups to
recover higher tax liabilities. There will be a consequential fall in wages’ share
of national income and a rise in profits’ share which will then affect the level of
profits and the level of national income.

5 Taxation and the Ievel of national income

Despite his crucial insight as early as 1937 that a new approach to taxation was
needed, Kalecki himself never followed up this issue in his substquent writings.
It was not until Laramie (1991) that taxation and the determinatimn of income in
a Kaleckian model were brought together. In Laramie’s 1991 andysis, and in all
the subsequent developments by Laramie and Mair cited above,the one critical
assumption we make is that the introduction of a change in taxaion is matched
by a balanced change in government spending. This is particlarly important
when we come to consider the dynamic effects of taxation in tle next section.
What we analyse are the macroeconomic effects of changes in he structure of
taxation, keeping the government’s budget position unchanged. This means that
the dynamic effects we identify are not the outcome of conventbnal Keynesian
counter-cyclical fiscal measures. There is no crowding out, thereis no change in
government borrowing, there is #o inflation, there is no Ricardiar equivalence.
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Laramie’s integration of Kalecki’s theories of taxation and income determination
shows that the level of taxation has no explicit role to play in determining the
level of national income. With a balanced increase in taxation and government
spending, taxes have no impact on profits. However, there is an expansion in
what Laramie defines as the “surplus” i.e. the sum of profits plus taxes. This
expands by the amount of the change in government purchases and, therefore,
national income expands by a multiple amount. Thus, an increase in taxation,
insofar as it increases government purchases causes the level of national income
to expand, holding the “distribution factors” constant. But as tax revenues
change, the “distribution factors” will change, depending on the nature of the tax
change that has been introduced.

6  Taxation, investment and the business cycle

Laramie’s analysis was still short-period analysis and to be made dynamic must
be integrated with Kalecki’s theory of investment. This is critically important
because Kalecki’s theory of investment underlies his theories of the business
cycle and the long-run trend. Again, because of space constraints, we present
only the barest outline of our argument. We proceed in two stages. First, still
remaining in static mode, we show how taxation affects the level of investment;
and then, second, how changes in the structure of taxation, as these affect
investment and the distribution of income, can influence the behaviour of the
economy over the business cycle.

In static mode, we demonstrate that the tax system has an impact on investment
through two channels — (i) the rate of depreciation and (7i) the level of profits.
By the rate of depreciation on investment what we mean is the impact of
taxation on the real tax bill associated with older capital equipment in use by
firms. By undertaking new investment, firms are increasing technical progress
which results in improvements in the productivity of capital and lower prices. As
a corollary, the real costs of older equipment will rise and its real profits will
fall, thereby accelerating its obsolescence. An increase in profits tax will,
therefore, increase the rate of depreciation of older equipment and accelerate the
introduction of new equipment.

The impact of taxation on the level of profits is through the change in
government purchases and the share of wages in national income (the “distri-
bution factor”). A change in government purchases, when accompanied by an
identical change in taxation, increases both national income and the aggregate
wage bill through a balanced budget multiplier effect. The effect of the change
in wage share on the level of national income depends on whether or not tax
shifting occurs, i.e. on the strength of the degree of monopoly.
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We make our theory of taxation dynamic by integrating the impact of taxation
on investment with Kalecki’s theory of the business cycle. Again holding the
cyclical variation in government purchases at zero, we show that the impact of
taxation on future investment depends on four factors: (i) the cyclical variation
in investment; (i) the change in the cyclical variation in investment; (#ii) a trend
component in circumstances when a non-zero trend is present; and (iv) three
parameter shift effects, (a) a depreciation effect, as described above, (b) a
distribution effect, operating through changes in wages share of national income
and (¢) a tax shifting effect, operating through changes in the mark up.

The effects of substituting equal yield taxes on wages and profits on the business
cycle are quite complex but depend critically on whether or not tax shifting
occurs. In the simplest case, where the economy is oscillating around a zero
trend and there is no shifting of either tax, then raising the tax on wages and
reducing the tax on profits, keeping the government’s budget position unchanged
will have the effect of dampening the amplitude of the business cycle, by
reference to its amplitude in the absence of any tax change. Conversely,
increasing the tax on profits and reducing the tax on wages will have the effect
of attenuating the amplitude of the cycle. These results change, however, if we
alter the shifting assumptions and we return to this issue again below.

7  Taxation, stability, growth and unemployment

The final stage in the development of our dynamic Kaleckian tax model is to
integrate taxation into Kalecki’s theory of growth. Kalecki’s principal objective
had been to develop a model which could explain both cyclical fluctuations and
the trend growth rate but which could be solved analytically. Unfortunately, the
growth theory he had developed by the time of his death was not entirely
satisfactory. Its main weakness was that Kalecki had a rather pessimistic view of
the recuperative powers of capitalist systems and his growth model over-
emphasised the under-consumptionist propensity of capitalism. A more balanced
Kaleckian growth theory has been developed by Gomulka, Ostaszewski and
Davies (1990) which in their opinion has made Kalecki’s theory more
Schumpeterian than Marxist. '

We have incorporated taxation into Kalecki’s revised growth theory (Laramie
and Mair 1997). The summary r