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CONTRACTS IN THE POLITICAL ECONGMY QF A NATIOM

by Gavan Butler

The purpose of this paper is to examine some of the detail of the
construction of capitalist soccial orders. In particular, the paper
examines the place of tha atate. The broad argument is that the state iz a
set of rules, devised fairly unsystematically within a liberal democracy
and exhibiting internal inconsistencies, which govern the settlemant or
containment of social conflicks. The terma of settlement of a conflict are
the terms of a particular social contract. Such contracts tegether ars the

fabric of social order.

The course of the paper begins with an examination of the development
of the state from the point of view of rule formation. It becomes clsaar
that the state is perpetually involved in boundary disputes and is beset by
inccherency and crises. An attempt is made to respond to Colin Crouch's
challenge to marxists that they should "theoretise democracy*; and in this
paper the forms of liberal democracy are located in relation to (state)
rule formation. It has to be acknowledged, though, that these national
forms are in a measure being set aside by several modes of

internationalization ©f the nation-stakte.

The discussion of rules is effectively a pathway to discussing
particular social contracks. S$uch contracts are to be distinguished from
the “legal contracts® that are generally familiar, frem obther contracts
between individualsz, and frem the broad social conktracts which British
Labour once entertained. Particular contracts are only unsystematically
evaluated in respect of their contributions to the accumulation of capital
in ‘general; and one result of this weakness is that the legitimacy of the
state itself is uncertain. The picture of the state outlined in this paper
is briefly compared with some other views, especially in so far as these

make mora or less explicit reference to contracts.



bS)

Finally, the importance of contracts in the political economy cf a
capitalist nation can be astablished in the case of Australia by referance

Lo certain measures constructed by the Industries Assistance Commission.

The State and Rulaes

Not enly are the contracts that are the concern of this paper subject
to rules but these rules can be identified with the state. This beginning
point is not somebhing on which writers on the state are clearly agreed: it

must. be established.

The debate betwesen Ralph Miliband and Wicos Poulantzas in the early
19703 forced upon discussion of the nature of the stakte in capiralist
societies, the peolarities of instrumentalism and structuralism.l In the
instrumentalist view, the state is commandeered by the capitalist class and
used by that c¢lass as an instrument in achieving its purposeg. 5o state
power is captured and employed to augment and to secure the power of
capital. In the terms of structuralism, on the other hand, the idea of the
state's being something cutside capitalist social relations and of its
peing captured or taksn over by a class of pesople is a nonsense. On the
contrary, the capitalist state iz held to have been formed with capitalism
and ta be an expression of capital as a social relation. In other words,
the power of the capitalist state does not and cannot exist independently

of the power of capital.

In his long and bitter essay, The Powverkty of heogg,z E. P. Thompson
blamed Louis Althusser's structuralism for having bred among many of the
apprenticed academicg of the 1970s a profound pessimism about the
possibility that men and women can be the subject of their own history.
More especially, there has been profound pessimism about the possibility of
reform of the state through the social agency of men and women. Thompson
described structuralism as the "terminus of the absurd* into wh%ch "the
rule-governed structuration of human eventuation® has slipped (or been
pushed), as being eguivalent to the notion of a goal-keeper's being "gamed”
rather than of his playing in accordance with the rules of the game, and as

*3  gome time age, lan Gough

*Lhe ulbtimate product of self-alienated reason.
deplored Lhe polarization of views inte instrumentalism and structuralism

and endeorsed some sort of middle ground.4 Ralph Miliband subsequently

shifted ground to some axtent: he acknowledged "strucktural ceonskraints,*
along with the economic power of the ruling class and the fact that the
personnel of the state are generally drawn from or beholden to the ruling
class, as important in determining that the state is the instrument af rhe
ruling class; and he characterised the structural constraints as tending ro
*deprive agents of any freedom of choice and manoceuvre and [as turning]
them into the 'bearers’ of objective forces which they ara unable to
affact "5 As Celin Crouch pointed out, however, the idea of structural
constraints does not represent a substantial concession to structuralism.?
Indeed, it suggests a much greater affinity of Miliband's position with
that of E. P. Thompson. In any case, Crouch contended that all Marxist
analyses-and particularly the more structuralist analyses--fail to
"theoretise the libasral democratic state."’ He sven proposed ta
incorporate in his own reformulation of the concept of the state some of
the work of the erstwhile pluralist and doyen of *The Virginia/Chicago
School of Political Economy,* Charles Lindblom.? The bulk of this paper is

an attempt to take up Crouch's challenge ko Marxists,?

Rules or Instituticna.

The state may be defined as (i) a set of rules or institutions and
{ii) a set of instrumentalities which devise and implemant the rules, The
squivalence here of the two terms, "rules” and *inatitutions,®* is the
equivalense suggested in the expression that something or other has becoms
"instituticnalised”: the something or other has been made subject to rules.
Tegether the rules conkribute to the social order. In fact, the rules ars
either laws (embodied in constitutions or the casebooks af common law, or
acts of parliament, or simply dictates) or administrative regulaticns. 1Tn
terms of liberal democracy, there is a great difference batween the two;lo
but this is a matter that will be taken up later. It is nat correct to
say, as Miliband has,*! that cne of the functions of the (capitalist) star=
iz the maintenance of law and order: the state is first A part of the

structure of social order and only then a vehicle for the maintenance of

law and order.

The state is not the pply part or element of social crder. There ars
the market (as a single institution, as some view it, or as another set of

institutions) and private property. There are also the church and the



family. Althusser regarded these larter institutions, as “state
apparatuses” themselves; hut that is to deprive the state of much of its
history. The boundaries between the stats, the church, and the family are
aranas of dispute, as will shortly be indicatad. {Two of the many examples
that could be cited are the conflicts over whether state aid should be
provided to a separate system of Catholic schools and the centinuing
refusal of the Catholic church to recognise civil diverce). A further
element of soclial order ig a deminant ideology; in Lindblom's work!2 it is
degcribed as "persuasion® and, along with the state and the market, as a
principal element of social order. Put badly, the dominant idealogy in a

capitalist society is one of individualism.

It is not to be inferred that every rule is necessary or that only
thosa rules which are necessary and sufficient to achieve srder are
implemented. Nor is it to be inferred that, while there may be shifts in
the boundaries of the state, there are no other changes in the state.
Neither state of affairs is to be expected where there exists some degree
of "liberal democracy, " where the detail of order is not knaowable bubt for
the weaknesses which become ewident, and where the things te be ordered do
not always conform to order naturally. Partially self-directing men and
women are te be found in all three circumstances: they effect democracy;
they cantribute to achieving order in response to what they learn of ik--
order itself does not learn; yet some also rebel. The result is that, in
any society, some institutions contribute more to the achievement of social
order than do cothers, some are redundant, and some actually disturb the

otrder.

The necoclassical economist's conception of order is a geod deal
simpier and cruder. Ik is cruder, in the first place, because it involwves
the attempted distillaticn of something called economic ordar, a notion
which is actually cramped painfully within that of equilibrium. There is a
further sense in which it is cruder: the maximisation of individyal gain,
mediated by the market, i1s represented as tending towards the gréatest
social good, given a number of conditions including the subatitutability of
factors of producticn and of commodities in providing *utility®, and the
absence of externalities in production and consumption; and it is allegedly
possible ko virtually exclude all but two institutions-the market and

private property-from a set of conditions necessary and sufficient for the

attainment of such an economic order. Of course, esconomic order has Fo b
regarded as baing indifferent te the interpersonal distribution of weaalth
The state, to tha extent that it is acknowledgad at all, is aubsidiazy to
the market and to private property. In right libertarian conceptiong of
the state, such as Milton Friedman's, the stats ils recognised but as a

perverse Instcituctlon.

I have said that institutions and rules achieve zsocial order. How
precisely to they do so? Essentially they are rules For handling,
conkaining, or apparently resolving conflicts. Modern contract theory, so-
called,13 is focused upon conflict between individuals, ko which
‘contractarians” tend to argue that all conflicts are reducible. ¢Conflict
between buyer and seller is supposed to be resolved by the market or free
exchange in circumstances of many buyers and many sellers. Not aill
conflicts between individuals are settled by the marke: however: there are
many which are settled in accordance with other rules, such as the
institution {and attendant rights} of private property, the family and
Eamilial loyalty, and the church and the walues it has ordainnd as
paramcunt. The state, tco is important in the settlement of conflicts
between individuals, through the judicial system. And the judicial syskam
is able to handle some conflicts batween individuals and classes of all
people affected by some action or other. Of course, the state is much
larger than the judicial system and is corraspondingly much more competent
in the handling of conflicts. It is more or less competent ta handle
conflicts between corporations and assocliations, sven where the association
is as large as a traditional social class. Thus the state has a placn in
the handling of class conflict, a term which incidentally makes more sense
23 a description of conflict invelving people of a particular class acting
in associatjion with each other rather than as a conflict betwoen
individuals of one class and individuals of another. For the purpones of
the argument here, the term "social conflict® will be reserved to cover
those conflicts other than between individuals or covered by class actions

within the judicial system.

Some attention has been given during the 1%80's in particular to the
arguments of the right libertarian, Robert Nozick.l% According to Nozick,
a minimal state or the "nightwatchman state® of classic liberal theory can

develop within a society and no more powerful or extensive stata is



legitimate or justifiable. The minimal state is one which protects for all
individuals the rights teo which they are naburally antitled, including
thair rights to property in themselves (their own persong) and their labour
power iF not their lakour. Neozick's arguments have met with oppesition on
their own torms.ls However, Nozick has little hearing on the story baing
developed here, in that his concern 1ia with what sort of skace is
justifiable rather than extant, and his concern is with individuals and
groups of individualas cather than with anseociatvions of people, except in =50
Far as associations may be formed for the joint protecktion of natural

entitlements by way of contracts of exchange.

A gronp of iodividuals with some characteristic in common, such as an
interest or a relatiecnship to some process, may choose to associate with
sach other or [orm an association. [t is reasonahle to suppose that
associabions arve formed with a view to members® undertaking joint actions,
even if the joint action is only the swapping of stawmps. An assocliation
may choose to incorporate itself. As Bowles and Ginkis state, *the notieon
of the group as a collective individual is untenable even as a suggeskive
fiction", and "peolitics 1s as much the creation of collectivities and their
arcsion as it is a clash among given groups'.ls Bowles and Gintis go on Lo
talk of the importance of discourse and organisation in the achievement of
solidarity and social action. To judge from their discussion of the
screation of collectivities®, though, there is no general story of the
craation of smaller scale associatiens te rival E. P. Thompson's epic, The
Making of the English Working Class. This much is clear, all the same,
that it is nabt fruitful to pursue Lhe story of association in general from
*the standpoint of contract i’ or the standpeoint that on asscciation is a

web of contracts of exchange bhatween individuals.

one Eurthet rewark about associations is in order at this poiot.
There are positions of rule in capitalist societies, including positions of
ownership of the means of production and control over the advance of
capital and of discretionary power in the implementation of the rules of
the state. The people who hold such positions hold the power to rule.
Access to the pesitions may be hereditary or, more likely these days,
dependent on passing tests of merit including tests of ideological
commitment, loyalty, and so on. The people who are in posikions of rule do

nat need to associate in order tc rule; bub, especially as access Lo

positions of rule widens, are thereby better able to do so. It 1s a jong
recognised asvmmetry that while members of the ruling class do noat need ke
associate in order to astablish basic capitalist rule, workars do naed to

aszociate 1f they are to resist such rule.

It iz possgible to distinguish twe broad categories of social conflicr
within a materialist perspective. The Eirst of these concerns, the
division of the social product between a porticn for bhe sustenance and
reproduction of the people forming the society in guestion and a peortion
for the expansion of the population and the means of its productien (that
ig, a surplus); the second concerns the dispesition of the surplus betwsen
different avenues ol expansion, as well as between these avenuss ancd
parasibic consumption and waste. Every politico-cconomica systen, =xceul
Lhose of early hunters (if the word ‘system® is here apprapriale}, Faces
these two great divisions of iks product. Within a materialist
prrspective, it is in respect of these twe great divisions that ths weor
fundamental social conflicts occur. Conflicts over the Eirst division in
contemporary capitalist systems include conflicts over conditiens in the
workplace (length of the work-day, pace of work, ete.), over wages, workers
compensation, leave and so on, over the alleged menopoly power of Lhe
auppliers of wage goods. <Conflicts over the seceond division accur between
industrial capitalists, on the one hand, and bankers and werchants, on the
other, betwean industrial capitalists over alleged monopoaly powsr in the
supply of producer gooeds, the rate of currency exchange, and countless
other matters. Some conflicts cover beoth divisions, such as whete cartain
lodustries damage the physical enviroument of both other industries and ot

peopla.

The state's place in containing conflicts such as thase that have
just been mentioned can be readily observed. Working condibions are
subject to legislation such as that pertaining to industrial safeby; wages
and "supplements” are subject to arbitration, minimum wage lagislation,
equal-wage legisiation; prices and ckther tevms of trade are subiect to
restrictive trade practices legislaticn, anti-trust laws and the like.
Restrictive trade practices legislation also affects the division ol thae
surplus product betwsen industrialists and merchants in particular, while
the division between bankers and others may be affected by staturory limit:

Lo particular rates of interest. And there are countless other axamples



ici ; 2 5 ers of
such aa the peqgaing or underwribing ~f the rate of exchange, transt

i i 7l islation and
income through the tariff system, licensing, environmental legislati

on and on.
The Boundarles, Incoherency and Crisesm of the State

The state co-nxists with various other elements of social order. The
houndaries hetween these various elements are neither given nor fixed: they
are typically lines of dispute. There are disputes along the boundary
between the state and the markei over, for example, the regulation of the
rrade in agricultural commodities se as to astablish floor prices, or the
legalisation of the growing and zale of cannabis; in fact, kthe examples are
countleas. There are disputes between the state and churches or religicus
establishments over the control of marriage and diveorce, over abortion and
contraception, over what types of sewuzal behavieur ara to be discouraged,
ete. Various bodies claiming to be the guardians of the wvalues of the
family contest with the state the circumstancas under which children may be
taken from their parents, for example, or the state's right to oversse the
use of child labour in the family firm. Men may defend the institution of
patriarchy as against the state's determination of the rights of women in
marriage. The peoint is that boundary disputes are a major contributor to

flux in the development of the state.

Furthermore, the forme of liberal democracy do not unerringly produce
rules ensuring the maximum rate of accumilation or social harmony at
minimum expense. Over time, some instirutions may have to be amended and
others may have to be let to fall into disuse. Soms may prove to have been
too generous to interests ather than those of capital accumulation. The
generosity may not seem to have been all that important at a time of
general prosperity but may wall appear excessive during a recession. 0O
there may have been a misreading of the seriousness ot disruptive potential
oF a ronflict: the solidarity of unious in a st:u&gle to change the
institution for fixing wages, for example, may turn outb to be much weaker
than it seemed te be. Despite the protectiveness of civil gervants who
have diven =ffect bo thea nld institution, the political representatives of
capital may even attempt to have the instirution replaced. Misreadings of

the degree of conflict are not the only problems for coherency.

A major problem lles in the exlstence of contradictions within
capitalism itself. For one, there is the contradiction betwesn social
welfare as a claim on social surplus and the need to augment general
purchasing power by measures such as social weifare to absorb the
productive capacity installed in an ecenomy. A second contradiction axiats
in regard to public education: it is sought by capitalists as long as they
don't have to bear the greater part of the cost of financing it; yet a good
and appropriately accessible system of publiec education may produce many
more well-qualified people with high expectations of careers than there are

career positions available. The *walfare state* may have to expand as a

way of *buying off the new middle class=®.

The coherency of the state is further weakened where thare are
several levels of govermment. Classes other than capitalists may well be
able to put their imprint on the state overall at the provincial level.
This is perhaps best done when a national government takes the positicn
that the power of the state should be reduced and that this cah be achieved
by decentralising state power and removing conditions on funds dispersed to
provincial and local governments. The potantial for incoherency is made
even greater where there is no to-ordinating department of government and
where the power of the state is disbursed among largely - autonomous

statutory authorities and state-owned corporations.

The development of rules for handling conflicts within the capitalist
class has its own problems. Poulantzas warned about the need for the
capitalist state to remain "relatively autonomous®™ of each fraction of
capital or independent of each particular sectional interest within the
business comrnunity.l8 Otherwise it would be possible for sectional
interests teo be favoured in the development of the state to a point where
the distiling and assertion of the representation of capital in general
would no lenger be possibhle. For example, the political influence of
capital in heavy secondary industry might be so dominant as to force
domestic miners to purchase all of their aquipment locally, regardless of

the relative cost of local production.

Of course, much of the responsibility For policy formation and the
develepment of rules may be taken cut of pariiament and party caucus - it

may be taken beyond the traditional forms of liberal democracy. I mean



that ik may be givan to a planning apparatus more or less paralleling the
pavliament, its committess and so on. The apparatus may be corporakist, in
the senan of bringing representatives of capital, workers [or unions) and
the state into some bargaining framework. The number of parties is limited
and the necessary “peak organisations® of labour and capital are in some
measure constructed to suit. The poeint 2eems to be ko confine the politics
of reconcjiiing differences within the business community, to put a gloss of
reasoning on the proceedings, and then to persuade the unions to exercise
restraint on the grounds that there is, however, considerable room for

error in the reasoning.

There js room Eor error, of course, so much so that some analysts
have spoken of a "rationality crisis” or a *crisis of administrative
rationality'.19 By this is meant the limitations of "purposive action or
planning based on technical rationality and/or concensus based on the
damocratic participation of those affected by the policies and programmes
concernad® .29  The limitations of planning are =“the absence of clear-cut,
uncontroversial and operationalizable goals, the instability of the
economic and pelitical environment, the problems encountered by the state
in securing acceptance of the social and fisgcal costs of effective
planning, and so forth®. It would be fair to say, in other words, that a
crisis may emerge in determining just what actions and choices in respact
of private or public production and investment will best stimulate capital
accumulation in general. Just where and how such a “rationality crisis® is
engandered will be explored in a later section. In any case, there is a
praoblem in eliciting information on what is te be subject ta planning: much
is jealously guarded by private corporations whose executives have fears

for the corporations' compebtitive positions,

apart from a crisis of rationality, there are other current crises in
the development of the capitalist state. For one there is fiscal crisis,
or a persistenkt tendency for state rewvenue to fﬂll short of necessary state
expenditure.21 For another there is a crisis of Iegitimacg. *This will

also be taken up later.

Finally in this section I want to refer to the distinction between
laws and regulations. In Australia in recent times there has been some

complaint by libertarians and representatives of capital pushing for

limited deregulatien that there is occurring a shift from "government by
act of parliament® to “government by administratijive requlation'.22 The way
is left open for administrative regulation in the terms of the acts, of
course. The legislation may be more or less prescriptive as opposed to
leaving scope for the discretion of a minister and his department. The
less prescriptive the legiglation, the smaller the role the legislature hasa
playéd in devising the rule and the less cpenly it has been arrived at. on
the other hand, a lagialature that attempted to foresee all circumstances
in framing the terms of legislation would become unworkable, The
discretionary power of a minister and his officials ig a worry, though, in
that it creates unpredictability and an arena Ffor cotruption even to the

point of the exercise of state power to amass a private fortune.
Libaral Democracy and Stata Formation

The sort of state that concerns me here is the liberal democratic
state. I shall leave aside the development of the forms of libaral
democracy {a representative parliament, universal adult suffrage,
territorial constituencies of roughly equal numbers, political parties,
etc.] and insktead take these forms as gitven though not immutable. I am
concerned with the accretion and change of institutions within these forms

and with how the development of institutions is conditioned by libaral

democracy .

The institutions of the state are not handed down pericdically from
on high, as the ten commandments were handed down to Mosaes on Mt. Sinai:
they have to be worked out. They are worked out in response to new
conflicts and others that have persistently nat been resolved in accordance
with pre-existing rules. Thus a social conflict is gradually articulated
within the broad sphare of politicz, in street protest, single issue
campaigns, the branches and then the national conferences of parties. The
process of articulation is mediated by ideologies and ideologues, by the
historical platforms of parties, by the media of communication; and it is
limited by the constraints on politics that are impoged by the state
itself. The issue is eventually introduced into parliament and further
articulated in parliamentary debate. Thereupon it may still have to be
subject to parliamentary committees or even a public iacuiry. Up to this

point it has been possible, albeit with increasing difficulty, for a strong



party te inaist that some pre-existing tule really does suffice and to
abort the procese of veaform. If it does coantinue, the process becomes,
typically but not always, focused on a bill for an act of the parliament,
that iz, a pieca of legislation. The act may provide the executive with
more or less scopw for administrative regulation. The details of the
legislation cannot be finally established without reference to a
constitution whete that exists, conventions regarding drafting, and the
positions of all parties required to gain majority support, for it.
Throughout this long and complex process, the political debate particularly
inside parliament serves toc test the waters, in other words to seek the
opinicns and the knowledge of groups interested in the matter in question,
to identify, explore and *weigh® the different interests and to canvass

some different solutions.

This is not unjversally the process by which legislatien comes into
being, though. Governments are known to rush many bills through parliament
in the final days or even hours of a parliamentary session. Some of the
matters involved may previcusly have been well debated but set aside;
others may have been subject to almost no debate, within a party structure
let alone within parliament. In that case, the legislation or rule may
well not be accorded legitimacy Far all that the government may declare it
to be in the general interest, except that the legislation may [it well

with a widely accepted ideoleogy.

Can the state in a capitalist scciety be said to be a capitalist
state in any sense, or is the set of institutions which largely constitute
the state the accretion of genuine compromiges struck by a plurality of
interests? It can be argued that there are two levels at which the state
is a capitalist state. 'The first refers bto the nature of the conflicts in
regard to which legislation is devised. In a materijalist view, the
structure of a society is to be understood in terms of a particular system
for producing a sutplus. Hence different societies have the same general
structure whare the underlying mode of productien is capitalist; and by the
same token, social conflicts will reflect a capitalist mode of produckticn,
in the first instance. For example, capitalism requires that a worker is
not paid for some portion of the labour time he or she expends; and in so
far as the worker has no claim on profits there iz fundamental conflict

over the ratio of unpaid to paid labour time, in other words over working

13

conditions, jinter alia. The second lavel refers to the ultimate paramsters
of rule formation or institution-building. 1In the final analysis, does a
rule permit the maxinmum accumulation of capital in general or, in that it
allows for concessions to other interests, does it do so at minimum cost in
terms of the rate of accumulation?2? Now, of course to judge whether or ko
what extent a state is a capitalist state at this second level is a very
difficult thing, since there is so much scope for incoherency and criszes in
the process of rule formation and because the process is in a continuing
gstate of flux. Indeed the scope of the state is perpetually being disputed
on grounds which conflate whether or not it is working in the interests of

capitalism with gquite different matters.

What I havé said so far about the process of state formation portravs
it very much as a pational phenomenon. On the other hand, the process of
capital accumulation is becoming increasingly international. TIndustrial
capital as well as merchant and banking capital has internatiaonalised.
Moreover, during the past quarter of a century, international
specialisatien in industrial production has beccome more complex with the
splitting up ©f various processes and the multi-national location of the

different parts according to what environments different countries can

offer.?4 There has seemed to many cobservers to bea, in other words, a

worsening contradiction betwsen the national character of politics and the
state and the internaticnal character of economic activity.zs Presumably
one path towards resolution of the contradiction would invelve the

internationalisation of the nation-state.

There are several possible ways in which a nation-state may he
internationalised. Most crudely, a particularly powerful state may insist
that weaker natioh-states - perhaps the recipients of aid - enact
legislation in regard to some matker or other that ig the same as its own.
Second, membership of international organisations such as the Organisation
for Economic Co-operation and Development, the General Agreement on Tariffs
and Trade or the International Monetary Fund cbliges members to some extent
to adept similar regulations. Third, nation-states become signatories to
particular Conventions which are precisely constructed as common positions.
A naticn-state may use its membership of an internaticnal agreement or the
fact of its being a signateory to a Convention to legitimise the

implementation of a contenticus rule.?8 Indeed, a nation-state's agreement
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in principle to an intarnational rule may be designed to hasten local
adoption of corresponding legislation because the parliamentary initiative
thence takes the form of ratification. Fourth, a high degree of
commonality of regulation is being achieved within the Eurcpean Community .
One of the forces which has been promoting the growing commonélity is
exactly the Eear that competiticon between nation-states has heen
undermining possibilities of profitable industrial production in Western
Eutope as a whole. Presumably the process of establishing intra-FEuropean
agreements has been hastened by the increasing legitimacy of the European
Parliament and of its debates. If that is so, there will be no replicaticn

cf the European Community in the near future.

For some tiwme, the Trilateral Commission has been working on a social
defence of the internaticnalisatieon of capital and, by extension, of the

27 As one commentator

limitation/internaticnal isation of the nation-state.
has put it, though, *... understanding capitalism better than democracy,
[members of the Commission] knew what they need bur cannot figure cut a way

to do ir. 28

Particular social Contracts

The discussion to date of rules for the setbtlement or at least the
containment of social conflicts has been only the pathway leading tao the
real subhjeckt of this paper, namely particular social or politico - economic
contracts. These are the setblemants of broader social ceonflicts, just as
the familiar contract of exchange is a settlement of the conflict between a
buyer and a seller or between two agents bartering with each other. As
gettlements they are governed by rules, just as the familiar contract is

bound by the laws cf contract.

The first guestion bo arise in connection with particular social
contracts is that of who are the parties to them. The shert answer is that
the parties Lo such contracts are associations or cerporations. I stress
that I am conceiving of an asscciation as a group of people who consciously
associate with each other for the purpese of jointly pursuing some course
of action. It is that sort of association which I am suggesting is party
ko particular scocial contracts and not an association as a legal entity.

But what of groups of people similarly affected by some change in the

)

acenomy, for example, but not conscicusly associating with sach other? Let

me give an example of the problem.

Consider a protective import tariff on a partieular producer good. I
am inclined to pubt the argument that the tariff will have been imposed in
response to conflict between one or more local companies wishing to producne
the commedity and the producers and importers of the foreign variant of the
commodity. I am further inclined to argue that the terms of the settlement
are that a difference is c¢reated between the landed cost and the local
price of the foreign variant, that the difference is created by means cf an
import duty which accrues to the stata, and that pretection is to be
removed once rhe local industry can be considered established or mature.
This last condition may be more or lass explicit. Who are the parties to
the contract, though? The group of fledgeling or putative domestic
suppliers would have had to associate to seek protection; so they
constitute one party. The state as receiver of the duty is another party.
But what of the group of importers and foreign suppliers, and what of the
group of lecal users of the protacted producer good? If the members of
these groups do not consciously associate with each other, am I unable to

regard the protective tariff as a particular social contract?

A "contractarion' mighk avgue, I think, that there must be implicit
individual contracts between all af the importers and foreign suppliers and
the state and all of the users of the protected producer good and the
state. This would not appear to advance the analysis, howaver. Morve to
the point it would not advance the analysis to posit implicit social
contracts invelving groups of people not consclously associated with each
other. Inﬁtaad, it is reasonable to rake this different view: a conflict
cannot be settled unless it is settlad by way of an explicit contract
involving associations of all affected groups. Social order is secured in
the face of a conflict enly if a particular social contract is established.
The less formal and less well documented a contract the less well able it
is to settle a conflick. There ate plenty of contracts which can
effectively be re-written in political debate over time because they were
not well documented, even ta the extent that a party may be written out.
The bettem line, though, is that there is a contract wherever it is

acknowledged that a deal wasz done.



A major difference between a particular social contract and those we
refer to as legal contracts or legally binding contracts is in theirx
enforcement. The latter are contracts which may be enforced by the courks.
The former are generally enforcible, but not usually by the courts.

Instead the enfeorcement of a particular social contract by one of the
parties ta it means threatening to damage another party's interests through
politiecal activity. The enforcibility of a particular social contract is
thus wery difficult to establish, except in practice: it is much more
difficult to establish & priori than is the enforcibility of "a legal
cantract". Moreover the process of enforcement of a particular social
contract is more complex than in the case of the "legal contract~, not
least because of the complexity of the process of putbting a social contract
cn the pelitical agenda. Similarly the walidity of a particular social
conrract can be challenged by seme association claiming that it was left
out of it, with the result that particular social contracts are inherently

much more contentious than the "legal coantracts®.

Care has heen taken to speak of particular social contracts. These
are to be distinguished from the grander agreement that the Brikish urnien
movement was supposed to have struck with the Callaghan Labour government
of the early 70's. A similar grander contract appears in an articla by
RBowles in 1982, where he speaks of an "accord™ hetween labour and capital
or, more specifically, "a struckturing «f the capital - labour relationship
that establishes the stakes, the tools and the terrain of class

29 According to Bowles, there has been a post-second-world-war

conflicks®.,
accord between labour and capital in all major capitalist countries. The
basic terms of the Bowles accord have been "state inbervention to secure
high levels of employmant but otherwise an unrestrained raliance on markets
and profitability for the determination of all aother aspects of the growth

=30 The particular social contracts that are the

and accumulatlion process
subject of this paper are actually the very antithesis of "unrestrained
market forces®: they are the effects of particular state interventions in

and replacements of particular markets.

There are degrees of particularity, it must be said. Take,for
example, & contract covering the rate of investment in some industry or
other. Where there is only one company operating in the industry the

contract is obviously much more particularistic than where the are many

companies operating. Yet such a contract is still distinct from the
conventional "individualised" legal contract, which is betweean individual

legal entities.3l

One of the remaining issuss is the relationship between the rulas of
the state and the experience of the particular social contracts which they

Jgovern.

Particular contracts are parts of the fabric of socrial order; but
they may not be very strong parts. In the first place, a contract may
contain the relevant sccial conflict only tentatively or for a short
time;in the second place, it is likely to run foul of centradictiona. To
contain a social conflict is ene thing; to resolve the fundamental
contradictions of capitalist social orders is quite another. For example,
the containment of a conflict invelving the level of interest rates being
charged by banks to “venture capitalists® cannot resolve the contradiction
between capital accumulation and the demand put on the surplus social
product for the support of trade in certificates of ownership of capital.
More to the point, a contradiction may limit the scope for containment of a
conflict or may be heightened by some sekttlements (as when speculabtive
trading in securities blossoms on the removal of some state regulation of
the financial system). An especilally important contradiction is that
between accumulaticon and social harmony as dimensions of capitalist social
orders; and a contract may turn oub to involve koo much of a sacrifice of
the former in the interasts of the latter. Clearly there has to be some
mechanism limiting the zize of such sacrifices or concessions, though ir

may well be a halting one.

Actually the mechanism must have two parts. The first must assess
the contrackts, at least broad categories of conktracts, so that the state
may know whara to adopt a different stance when it is a party to a contract
itzgelf. The second must evaluate the rules in the light of experience of
the contractg they have governed. So, for example, the persistence of high
costs and of the retrenchment of workers in industries granted tariff
protection for as long as their costs of production reguire it may suggest
that this rule for the promoticn of new industries should be changed, if
not abandoned. However, the two-part mechanism faces severe difficulties,

of analysis and of insufficient information, as well as of sovereignty.
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The difficulry of goversidnty ariges in that a rule rhat may seem to
warrant change, ab least, may be an international rule and not one solely
within the specific nation-state. The difficulty of ipsufficient
informaticn arises in brying to asasss what particular contracts have
achieved by way of cost minimisation, revenue redistribution or whatewver.
And the difficulty ol agalysis occurs (1) in trying teo judge the separate
effects on economic growth of aach of many co-existing contracts and (ii}
in trying to judge how much more appropriate a different rule would be than
one presently in existence. The difficulty constitutes what Claus Offe was
said in an earlier section to have described as a crisis of rationality.
Mainstream economists have done little to avert it with their neo-classical
insistence that the state should not intervene anyway, or in their
expensive but broadly unsucceszsful econometric work, although those working

within an input-oukput framework may be expected to be more useful . ?2

The ALEficulbies just outlined mean thakbt the two-part task of
assuring a high rate of capital accumulation Ls not accomplished
systematically . Thun when growth declines or atagnation sets in or, worst
of all, the soonomy begins to conbract, the capacities of any planning
apparatus are sorely tried. The same is ktrue of the forms of libkeral
democracy in which sactional interests insert themselves in an uncoantrolled
and *"unconstructad® manner and in which interests of all classes f[ind some
legitimate expressicon. BRoth calculation and representative democracy may
be Eound wanting in the face of economic crisis when it comes to devising
rules; and the participation of all directly interested parties in the
sattling of social conflicts may actually produce contracts that worsen the

crisis.

The response Lo an ecounomic c¢risis in a capitalist state will be to
jeopardizse social harmony over the first great division of the social
product, between the sustenance and reproduction Hf the collective worker
and a surplus. 5o there will be a tendency to coerce other classes in the
setkblement of their conflicts with capitalists. Secondly, those rules will
be get aside or abandoned which don't conferm with the dominant ideclogy
and dominant economic theory, in so far as the latter defends a smaller
share of incoma for wagss - and crude neo-classicism certainly does. The

ideclogy and theory will be dusted off and expressed more urgently; and the
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ideologues will be invited to go public more often. OF coutse, while thas
will appeal to the capitalist =zlass, it is hardly the best thing Eor CLhe

legitimacy =f the state in the eyes of others in the community.

Tha issues of Lhe legitimacy of the state and of its power are

actually Fitting issues with which to conclude this section. The state has
to be concerned not only with the organisation of modern capitaliszm so thar
it appears to be a legitimate way of structuring human social affairs: it
must also be sensitive to the legitimacy of its crganisation, to the
legitimacy of its place in tha overall social order. IL must be sensitive
ko its legitimacy in bthe perspective of c¢lazges other than the capitalist
class and in the perspective of that class itself., For twe reasons at
least, then, the preservation of legitimacy is a delicate matter: (i}
because the perspectives of the capitalist class and of other classes are
typically opposed to one another; and (ii) because the processes of the
formation and evaluation of the rules of the state are largely unsystemakbic
and the rules themselves may not btightly govern the astablishment of
particular social conbtracts. So capitalists are inclined to lose faith in
the atare in so Far as, for example, it has been possible to insktituke free
health care Eor wage-=arners with low incomes, or in so far as some rule
produces an outcome different from what they thought it would {youth
suppork which produces housing and fcod co-operatives instead of a better

style of writing job applications, for instancel.

If thakt were not enough, the instrumentalities of the state are also
vulnerable. It iz not uncommon to hear of capitalists complaining that too
many peaple are employed, that work pracbtices are inefficient, that
functionaries arve capricicus or venal in their exercise of discreticnary
power, or that hiring, promobicon and the security of tenure of employment
are not based on merit, whete naturally they are within the private sector.
The same charges, particularly of wvenality in the exercise of discretionary
power and of discrimination in employment practices, also emanate from

workers and their organisations.

Milton and Rose Friedman attack the state on the ground that the
funckionaries within the instrumentalities of the state are not generally
balid to account for their exercise of power and may exercise it

subversively.23 They may exercise their power to subvert capitalism itself



wherein, according to the Friedmans, the freedem of exchange is the

greatest gquarantee of poliftical freedom.

It is frequently said that the ultimate power of Lhe state depends on
the degree of its monopoly in the bearing of arms and in the force of arms.
But, short of the ultimate point, the power of a nation-state depends on
its legitimacy. It should at least be clear by now that this is a very

delicate matter.

Hesopances _and Disscnances

Already readers will have detected similarities between the approach
that I have heen developing and other approaches to the study of the state.
For example, the notion of the state as organiser of modern capitalism will
have suggested corpotatism, while some similarity with the wark of Claus
Offe (and others of the Frankfurt School) has been explicitly acknowledged.
It is apprepriate now to locate the approach of this paper more
systemabtically in relation to the most influential approaches within
pelitical economy to the study of the state. I shall Pe most concerned
with corporatism and with *the private interest theory of economic
regulation®, although there will also be some referance to ¢oncepks, rather
than overall theoretical approaches, that are intriguing. To begin with,
however, T shall summarise Claus Offe's work so as to be perfectly cleax
about just how much the approach of this paper is consonant with and
perhaps owes to it. The summary is actually derived from John Keane's
introduction to his recent collection of several of Offe's most pertinent

essays. 4

Offe speaks of "welfare states® defined nat narrowly in terms of
welfare payments but as crisis managers. As such, modern states are
expected to pursue many goals and thus to be invelved at any time with
many, often conflicting strategies. Herein is shid to be the state's
fundamental weakness. The problems generated may be such that the state
itself contributes substantially to a tendency Lowards crisis. The
fundamental weakness is said to arise in the commodification and
decommodification which the state is expected to achieve simultaniously .
"At the one time ..., the welfare state seeks to maintain the economic

dominance of capital, to challenge and erode its power, and to compensakte

2

for its disruptive and disorganising consequences.* Certainiy the waelfara
state "does nobt necessarily or automatically 'serve' the "interests' of the

capitalist class.'zs

Offe identifies three classes of problem: (i) Eiscal preblems of the
state; (ii) planning failures (otherwise described as rationality
preblemz}; and (iii) mass lovalty (er legitimacy) preoblems. The planning
failures reflect, in sowe measure, various forms of organised resistance Lo
state power. They are compounded by "the typical lack of co-ordination
between various state bureaucracies, and by the inability of the
administrative branches of the state teo secure their independence from the
rules and cutcomes of representative democratic institutions and party
competiktion®. So, *... the traditional liberal democratic institutions o€
conflict articulation and resolutien ... are increasingly supplemented ov
replaced by informal *veorporatist* schewes of functiconal representation
and bargaining'.36 In regard to "mass loyalty problems®, as Keane poinkts
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out, 0Offe does not pursue an analysis "of ideology and discourse
contends, fairly straightforwardly, that the welfare state has become
overleaded with demands it has sanctioned and (apparently) that it is
hardly surprising that mass loyalty is a problem in view of the breadth of
the institutions which the state has replaced or displaced. Moreover, the
welfare state tends to undermine loyalty to the capitalist mode of
ptaduction by undermining "the idenlogy of possessive individualism®
through weakening the tie between work and pay. Altogether the situation
might be rather lightly described, in 0ffe's words, as "disorganised
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capitalism=. Let me proceed now to a clouser examinaticon of “corporatist”

schemes of functional representation and bargaining.

In.an 2arlier section vorporatism was implicitly defined as the
strateqy of constructing a bargaining framework in which capital, workers
and the state are all represented butb by *"peak" organisations only. Colin
Crouch defines it as "the establishment of a capitalist order secured
through organised co-crdination rather than through mackets, with labour's
organisations integrated [incorporated] into the process of control-,3?

The representative organisation may be more or less constructed to suit bhe
purpose; and bthe co-ordination may ke at any point between being coerced

{as in Nazi Germany) or voluntary. The develepment of the corporatist or

planning framework may not be initiated by the ruling class but by



functionaries ¢f the state or by labour unions. The former may have become
impatient with the existing rules of the state and the slaw business of
changing them or with the difficulty of achieving any agreement where too
many parties have te be involved, The unions may believe that they can do
hetter lfoc their members in an environment in which bargaining is
explicitly to involve more than the traditional concerns of industrial
relations.  Tha cuntracts that come out of a corporatist framework or
apparatus may well have taken much less time to achieve, may well be much
clearer and may well be more binding on the various parties. They may not
be all that effective as setbtlements of social conflicts, though. ‘Their
appropriateness depands on the representativeness of the negotiating agents
(Ehe converse of the extent to which rhese agenks are construcks to suit
the purposge at hand) and on there being no directly interested parties
other than these recognised by the corperatist apparatus. If the agents
are not properly representative and if there are directly interested
parties which are uot repressnted, the contracts will nob pbe appropriakte

and the legitimacy of the corperatist framework will be jeopardised.

In Australia there has been some development of a corporatisk
framework and of a corporatist planaing apparatus. The "National Econemic
Summit* of 1983 was a milestone of sorts. It was an attempt to have the
business community in particular ratify the “Accord® which had previously
being established between the Australian Council of Trade Unions and the
Labor Party before the latter won government 2arly in 1883. A good deal of
111l will was created by the effort which the govertument. made to limit the
number of interssts represented at the Summit. The point of the whole
exercise wasg largely defeated, anyway, by divisions within the peak council
that was supposad to represent the business community (the Confederatjon of
Australian Industry) and by the marked unwillingness of parts of the
business community to treat is as their representatiVE.do Subsequently an
apparatus was created which censists principally of the tri-partite
Economic Planning Advisory Council and a series Af tri-partite industry
councils. Sevaral sets of industry arvangements (or deals) hava
subsequently been adopted, the first having been the Steel Industry Plan,
the second the Motor Vehicle Industry Plan and the remainder having been
rather ilosser “packages®. [t would be an act of graat courage to argue

that these were the outcomes of negotiations within the corporatist
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apparatus. They should not be seen as prototypes of the explicit social

contracts that are possible.

While the fields of scciclogy, industrial relations and political
sconomy in Europe have produced one principal strain of theorising about
the capitalist nation-state (corporatism}, the right wing school of
political economy in the United States has produced another, "the private
interest theory of economic regulation®. The proponents of the theory have
connections with the Universities of Chicage and Virginia, and are
associated with a group of political scieatiste, including Anthany Downs,

who have sought to represent politics as a market. 4l

The best-known proponent is George Stigler, who won the Nobel Price
for economics in 1982 largely For his work on public regulation. Stigler

describes the theory as the application of "the traditional theory of

economics ... to the understanding of the regulatory procesa.“42 Profit -
maximising ‘"industries® seek of the state (i) subsidies, (ii) control over
entry of new firms !{including the protective tariFf), (iii) limitations on

tha producticn and sale of substitutes, and {iv) support for price fixing
by the industry or price fixing by the state itself. Politicians promise
to work to provide these "policies” in exchange for votes and resources,
Clearly requlations themselves are seen to be the outcomes of relatively

simple deals or contracts of exchange.

There are problems with the private interest theory, even supposing
for the moment that it is sensible to view regulations in this way., The
first is that it ignores the existence of differences betwsen the platforms
and ideologies of various political parties. This is perhaps not a
difficult problem in that Stigler could acknowledge party platform as a
constraint on the "supply of policies®, just as he suggeste the necessity
of acknowledging some constraints on the *demand for policies'.43 A
further problem is that Stigler's theory denies any consistency between
pelicies (except, perhaps, those which deal with public goods,
externalities and "the competence of individuals®, or *the inappropriate
desires of individuals'). His theory confines the purposeful activity of
the state to Ltranslating peliticians' promises into legislation and to
qiving.effect to such legislation. In fact, the private interest theory of

economic regulation has been distinguished from *systems theories® or views
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in which the state actis "systemically' in the survey by Pincus and Withers
(who then proceed to ignore the latter on kthe grounds that they are more
common in social sciences other than economicsl].44 Third, as Head points
out, the private interest theory does not address in any immediate sensa
either public investment or the existence of public enterprises (although
it may perhaps encompass the *hospitalisation® of private enterprises).45
And fourth, it does not acknowledge public regulation in response te

concentrations of private economic power.

The "anti-systemic” or "anti-systemabic® character of the privakte
interest theory is probably most evident in what the theory says implicitly
about parliaments or legislatures. They are not there Lo debakte the
question of how the people should be ruled and to test out variants of
laws.. Instead, it is the laws which the legislatures enact that enter the
deals, and not the transferz of income which may be brought about in the
implementation of the laws: the laws are whatever suffices teo acquire
electoral support for the politicians. Admittedly Charies Lindblomd® does
concede an over-arching concern of the state for assuring the conditions of
general prosperity (or of capital accumulation in general) in explaining
the influence of large corporaticns on the state but there is nothing to
suggest how the state governs its responses to special interests to this

end.

A contract inveolving the Fixing of the price of crude oil for
example, is not something which exists simply between oil producers and
peliticians (er the govermment of the day): it also involves importers of
ail, industrial users of oil, and households as consumers of oil, for
transportation, heating and perhaps the generation of electric power. The
state has to take account of thege interests, whether or not they are
directly involved in negotiations: in other words the contrack is
multilateral. Moreover, the existence of the several parties must engender
discussion of the experience of the contract tﬁat will have a bearing on
any renewal of it. At the very least, in Galbraith's terms, the state
deals with the different interests of "mature" corporations in any matter

within a loose "planning system.‘47

In their work on Government and Capitalism Butlin, Barnard and Pincus

talk more or less explicitly of a broad social contract when they speak of

b
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the end of 'coleonial socialism® and the growth of state intervention within
Australia in the allecation of resources.%® The contract is said to
involve manufacturers, trade unions and farmers. The first group gained
the *Scullin tariff", or tariffs made to order; the second gained the
centralised Fixing of wages by the Commonwealth Conciliation and
Arbitration Commission; and the third gained (soma) price support schemes
administered by statutory marketing boards. Where manufacturers faced wage
rises greater than productivity increases, the tariff would compensate;
where workers faced higher prices for food, the basic wage would be
increased; and so on. While one may quibble about the notion of dealing in
institutions, the broad social c;ntract just mentiocned does correspend with
the spirit of the particular social contracts described in the previous

section of this paper.

There is a greater similarity betwean these contracts and those

4% Hamilton addresses

involved in a recent article by Clive Hamilton.
varicus rules for the fixing aof pricea, which are conaidered in the light
of their distributing the social surplus between parts of the economy. The
rule might be that the supply of utilities is to be at cost, or that some
sectors are to be provided with proportionately more of the investible
surplus than they earn or that seme of the surplus is te be paid out as
wages to certain workers; and there are many others. Whatever the rule, it
governs one term - but only one - of a contract of exchange. The
particular social contracts of the previcus section are also gaverned by
rules; but typically thay have more dimensions than price - that is, there
are more terms to them than simply price ( as there are anyway in modern

caontacts of exchange) .

Finally in this section, reference might be made to the idea of a
“bureaucratic poLity'.So in which a distinct class nf state officials uses
the state to amass private wealth by exacting tolls on productive
activities (in both private and public sectors). Herein there are
certainly contracts, essentially contracts of axchange for all that they
may appear in finer clothes and ultimately not effective as more than
bilateral contracta between officials and "clients*. These contracts may
be ostensibly governed by the rules laid down in varicus pieces of
legislation, or in the directives of senior officials, or in the decrees of

a president or governing elite who have "extra-budget® funds to securs
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popular suppork. Such contracts are not as much a part of the secial order

as is the use or threat of military and police force ta protect them.

Copktracte ip the Dispesition of the Investible Surplus

This final section is devoted to examining the profusion, complexity
and importance of particular social contracts in the critical area of tha
disposition of the social surplus, particularly of the investible part of
that surplus. The contracts may be more or less explicit, formal and
"compiete® in the sense of invelving associations of all people directly
affected. The arqument addresses, in other words, the role of the skate in
the disposition of the investible surplus., It is an argument about the way
the state seeks to alter the distribution or disposition brought about in
the first instance through contracts of exchange and according to the terms
of exchanges within the esconomy and subsequently modified by the workings

of bthe market for money capltal.

The surplus product is generated by productive enterprises in both
the private and public sectors. The proportion of the surplus to the total
product depends on conditions in the workplace, the cutcome of negotiations
aver the money wage, and the capacity among employers to "claw back® wage
increases by pushing up output prices (that is, to reduce the real value of
the money wage). Some part of the surplus is required for the support of
unproductive activities (the regulatory activities of the state, selling,
dealing in financial securities, litigation, etc.); and a further part is
paid out te specific workers for their ideological and political functions
within the structures of Corporations,SL The remainder is the investible
surplus, or roughly the preofits of the private sector plus the operating
surpluses of public enterprises. This investible surplus is distributed
throughout the econecmy through exchanges between various parties and
through the decisions taken in regard to public expenditure and taxation.
Whether or not there is a tendency for the dist¥ibution through exchange to
accord with the range of profitability of investment opportunities and
whether the market for money capital anyway tends to caorrect
inconsistencies that may arise in the first instance are not matters of

rtelevance at this point.

For the sake of this discussion, the state can be said to have both

an jndirect hearing and a direct bearing on the dispesition of the

investible surplus. The indirect bearing is by way of discrimination
within the taxation system and in state expenditure. The lian of davices
includas 1a) discriminatory provisions in the taxation of income
{particularly company income and differences between the rates at which an
indirect tax {including an import duty) is applied, (b} straight-out
subsidies to particular industries or firms, (c} any "grant element* in
loans by the state to industries or firms, (d} borrowing by the central
bank for suppert of any particular rate of currency exchange (which
necessarily involves a cost on behalf of some activities in relation teo
others), le} export incentives, (f] aubsidies implicit in contracts bestween
rhe state and its suppliers, (g} the state's purchases of commodifies to be
given as aid, (h]) the settlement of the debts of failing private
enterprises that are temporarily nationalised, and (i) subsidies involved
in concessicnal charges to particular buyers of commodities produced by

public enterprises.

The state's direct bearing on the disposition of the investible
surplus is by way of its regulation of relations between various fractions
of capital and between capital and productive classes other than workers.
The list of regulations includes most notably (a) the licensing of imports
(or import quotas), (b) other licensing arrangements, (¢} intervention of
the state in price setting, {d) intervention by the state in the
determination of wage relativities, {e) management of the rate of currency
exchange, and (f} the appointment of an official receiver to settle the
debts and affairs of a failing private enterprise. One of the most
important institutions has both an indirect bearing and a direct bearing on
the disposition of the investible surplus: that institution is, of course,

the tariff.

The settlements or contracts established under or governed by the two
lists of rules just set out can involve very large sums. The follewing
paragraphs discuss and report some racent measures, especially for

Australia.

The Australian Industries Assistance Commission (I.A.C.) has
identified a number of means by which the Federal government effects
transfers of revenue dirsctly and indirectly. The principal means the

I.A.C. has identiFied, and which it also attempts te quantify, are as
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follows: tariffs; guantitative import restrictions; discriminatory sales
taxes (levied only on imports of certain commedities): subsidies; export
incentive grants; and two domestic pricing schemes (for sugar and crude
2il). The I.A.C. acknowledges other measures, the impact of which it has
found it difficult to estimate, including certain taxation measures,
scientific research undertaken by the state, the Federal government's
purchases, and a variebLy of practices of State governments. Among the
lactar are congessicnal loans and loan guaranteas {selective), rebates of
land and payroll taxes, expansion or establishment grants,grants to
specified industries, concessional provision of industrial sites and
factories, subsidies in the provision of infrastructure and in transport,
government purchases, assistance for marketing, promotion and the
employment of certain consultants, public research and development, and
other forms of public assistance. In the judgement of the I.A.C., however,
the total of State government assistance is small in comparison with
Federal assistance.”? The [.A.C. has constructed measures which it calls
the gross and net subsidy equivalents of the set of principal means of
transfer reported above. Tt has calculated that, in 1982-831 for example
(and in 19B2-83 prices), the grogs subsidy equivalent of assistance Lo all
manufacturing industries was $A 9,649 million, while the net subsidy
equivalent was $A 6,092 million. The gross subsidy equivalent represents
the "aggregate [of] transfers of income from buyers to producers of goods*®
while the net subszidy equivalent represents the aggregate of "transfers to
producers of final goods™ The gross subsidy equivalent can be compared
with the total of gross operating surpluses plus wages and salaries
manufacturing in 1982-83 (just over a third as much as %A 27,465 million)
and with gross operating surpluses of manufacturing establishments alone
{1.4 times as much as $A 6,814 million).53 A gross subsidy equivalent of
315% percent of gross operating surpluses plus wages and salaries paid value
added is remarkable, I suggest, especially in view of the limited coverage

of the measure.

!

Average effecbive rates of assistance to manufacturing, as caleculated
by the I.A.C., do admittedly differ widely as betwean different industries.
(Sea figure 2.2 of Information Paper No. 154.) Some rates are apparently
small {15 nr 20 percent, for example); but the industries concerned may
well enjoy assistance by means other than those covered by the I.A.C.'s

measures. Among the means not covered, the ratification by the state of
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the centralisaticn of an industry could well be the most significant. Tn
regard to mining industries, other means of assistance not cavered by the

neasures of assistance for manufacturin are (=] to be mors important.
ur f r g likely 2
3 P

For the U.S. and Canadian econcmies, interesting estimates have been
made of the proportions of the output of varicus sectors subject bo price
and/or output ¢ontrols (including entry controls].55 Not surprisingly, the
proportions for communications and public utilities were, for both
sconomies around 1978, 100 percent. For finance, insurance, and real
astate, they were about three quarters (although there is some uncertainty
here because of different definitions of real estate activities); they were
hotween two thirds and three quarters in the case of transport, between a
fifth aﬁd a guarter in the case of agriculture and mining, and between 3
and 4 percent in the case of manufacturing. Overall, proportions of 29.1
parcent of Canada‘'s G.D.P. and 25.7 percent of the U.5. G.D.P. were said

to have been subiect to the particular controls identified in the study.

Conclusion

1t jis absurd for eceonomists, constrained as most af them are by neo-
classicism, to concern themselves essentially with only prescriptions as to
how the state may contribute to Pareto-optimal, competitive equilibrium. T
have tried in this paper to argue for the view that the rich variety of
state interventionz has to be seen as weaving the fabric of the social
order, not alone of course bubt as an important contributor and demanding of
study for what it is. The interventiohs inveolve the implementation of
rules according to which social conflicts are settled or akt least
contained. The devising and amendment of the rules in a liberal democracy
are primarily‘tﬁe responsibility of the legislature and are therefore
fairly unsystemmatically pursued. The settlements are to be understood as
politico- econcmic contracts, mMore or less legimate and enforcible
depending on wﬁether all directly interested parties to a conElict are
involved in the settiement of it. Such contracts conatitute the fabric ot
tha sccial ordéf. Among them, the simple contracts of eaxchange thabt pre-
acoupy therneomclassicists and which may or may nob reflect the sovereign
wills of individuals in the community are a special and rather

unintaresting case.
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