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Chapter 1

Introduction

HERE are two ways of reading this book. One is as a study of recent

developments in Japan—to be read with a touch of ironic
Schadenfreude. perhaps. Is this the same Dore. the reader might ask,
who was explaining.’ a decade ago. as the doctrine of labour market
‘flexibility” was on the way to becoming the orthodoxy which British
Prime Minister Tony Blair would subsequently preach to the rest of
Europe. that Japan's rigidities could also have flexibility of a different
kind? The Japanese were indeed—so went the argument—much less
free not only to change jobs and hire and fire, but also to invest and
disinvest. to switch from one supplier to another, to buy a company on
Monday and sell it on Thursday. But, at the same time. the security
and predictability they gained from accepting the constraints of these
long-term commitments— ~'jobs for life’ and all—meant that they had
far more flexible cooperation, fewer changes thwarted by clashes of
vested intérests, and hence. in the long run, greater eﬂxcnency faster
mnovallon and, to boot. a more cohesive and egalitarian society.

And is lhls lhc same Dore who showed his mLurablc nostdlgld ior
democrdcy and corporatism by telling us T ‘That we should tdke ]dpcm
senously* as a source of hints as to how we, in spite of our very differ-
ent values and cultural preferences. might arrive at a less conflictual.
less authoritarian, and more egalitarian way of managing our affairs:

So what. some readers might ask. has he got to say now that the
‘Japan as model’ bubble has been pricked and nobody wants to listen
to sanctimonious nonsense about taking Japan seriously any more:
Clearly he can't let go. While in Japan clear-minded reformers, under
the sound and disinterested guidance of the US Treasury and the
Tokyo army of American and British financial analysts. are bravely
shedding their trammelling rigidities and joining the real world of
tough competition in globally flexible markets, here. now. is a new
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Jeremiah Dore. In the guise of an objective account of the changes in
economic structure—and in ideas about economic structure—over
the last decade. he offers. in cffect, a lament. Here he is. mourning. in

the company of his septuagenarian Japanese friends, the passing of

‘their’ Japan. trying desperately 10 believe that the country will once
again become a byword for quality and inngvation. and that when it
does so it will still be something Tike the opj;quc, cartelized. crony-
ridden. hugger-mugger Japan they once knew.

Doubtless | caricaturize potential caricaturists, but it is certainly
true that the story I present here of Japan's recent troubles and soul-
searching is considerably different from, for example, the American
triumphalist thrust of Richard Katz's recent—and in the United States
much acclaimed—/apan: The System that Soured: The Rise and Fall of the
Japanese Economic Miracle.’ Different. in the first instance. in focus.
Most dis¢ uss:ons—mcludThg discussions among Japanese—are about
the meaning of recent changes, both evolutionary and engineered. for
Japan's competitive strength in the neomercantilist competition among
nations. That is the question | address in the last chapter of the book.
but it will be evident that my main concern is with the impact of
change on the quality of life. the quality of social relations. and the
distribution of income and life chances. That difference in focus leads
to differences in evaluation and in interpretation—in assertions and
speculations as to what causes what. | hope nevertheless that my de-
scription of recent changes in economic practice and thought will also
be of use 1o readers with a different focus of interest. And I also hope
that | have by now had enough training in leaning over backwards to
make it a reasonably fair description, so that even if | do make my
prejudices clear by indulgence in the odd ironic aside. readers with
different prejudices can find the information they need for counter-
argument.

But. more importantly. the polemical thrust of this book is not
simply about Japan.

Financialization

It is also—and this is the second and more important way of reading
this book—about. modern capitalism. about a pattern of gradual
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change common to all the industrial societies. What is happening in
Japan is a rerun of trends which have long since been apparent. and in
the last two decades have been greatly accelerated. in the United
States and Britain. Call it postindustrialism. call it neoliberalism. call it
the consequence of aftluent individualism and globalization. call it. it
you are Fukuv&ma?&g a  part of the Great Disruption. It has many
strands. but the label which perhaps best captures the dominant com-
mon element is—though 1 shall be as sparing as possible with ugly
neologisms— marketization plus financialization’.

Perhaps "financialization” alone would do. but it is a process rather
different from the financialization of capitalism that Hilferding talked
about in his 1910 book Das Finanzkapital. It is anything but ‘organized’
C)ltdllsm offering much less of a role for individual powerful finan-
ciers. and much more for market forces and a vast financial services
industry. Some of the major strands of the transformation are set out
in Figdfe r. The enormous cheapening of communication and trans-
port and the possibilities of globalization inherent in the vast leaps in
technology of recent decades (bottom left-hand corner) have made
financial services (and the large part of the information services indus-
try devoted to finance) potentially the greatest of all export industries.
They have replaced traditional branches of manufacturing as a major
focus of international competitiveness (today you could buy the whole
American steel industry with 5 per cent of the shares of America
Online). But in my causal map, that facilitating factor is only one of four
root causes. the other three (the three at the top) being—however
much they themselves are deeply rooted in social and technical
Chdnge——morc directly the result of political. will. They are the salient
features of the neoliberal radicalism of Reagan and Thatcher: irst. the
decision largely to withdraw the state from the business of supporting
the old: secondly. the preoccupation with ‘competitiveness'. i.e. staking
the nation's pride and well-being on its position in the international-
growth league tables: and. thirdly. adoption as a matter of universal
principle of the Smithian notion that profit-seekers. competing with
each other. will always be led by the invisible hand (supplemented by
a raft of telecoms regulators, Financial Services Agencies. electricity
regulators. etc.) to add more o the sum of human happiness than
salaried public servants.

The trends which result and whose working out in Japan—and
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6  INTRODUCTION

more briefly in Germany-—are traced in subsequent chapters are
clear:

« more economic action comes 1o be determined by market compcll-
tion and less by regulation. or by custom and habit, or bv trust |n a
trading partner’s fricndship-based sense of obligation:

« _financial markets become the pace-setters of all markets as wealth
effects. positive and negative. play an increasing role in economic
cycles:

« financial asscts become, for an increasing proportion of the popula-
tion. as much of a concern as the market value of the house they own:

« and that concern with L(lplldl income comes 10 be treated by the
media as being equal in Cimportance to participation in labour in-
come: the ‘family {inance” pages grow bigger than the ]obs pages:

+ playing the sl()cl\ market becomes a leisure pursuit (or a time-stolen-
from-emplover pursuit) rivalling casinos. lotteries. horse-racing.
etc. as a form of admblmu Internet day-traders now make il poss-
ible for housewives in l)dylon to join the forex trading game for a
deposit of a mere $10.000:

« whether productive of play fun or of serious anxiety. gambling on
uncertainties in financial markets becomes a condition of existence
for those who expect to grow old and to have o live off pension
savings:

» servicing that gambling with analysis, advice. appraisal. advertising,
and commission-charging becomes a major growth industry. and
one which. while shedding unskilled computer-replaceable labour
more rapidly than most industries. absorbs more and more of the
nation’s resources of intelligence and eloguence and earns its ex-
ponents ever-larger shares of the nation’s spending power.

Pensions and productivism

Let me give just one illustration of the way in which the tinancial
services industry dominates the ideological airspace in spite ol the
warning notes that such events as Britain’s pension misselling scan-
dal should have sounded. {Of course tinance interests have come to
dominate. said an American friend. cver since American newspapers
started paving their senior journalists with stock options.) Most dis-
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cussions of pensions start off. as if stating an unassailable fact. from
the notion that it is impossible to continue the traditional pay-as-you-
go system of paying this year's pension largely out of this year's
contributions. with only a small invested float if any at all. P;l\'-'dS-
you-go is dead. Today. the argument typically runs. we have lf\rce-
and-a-hall people working for every pensioner. In 30 years” time it will
be only two-and-a-hall. [t is unreasonable to expect those two-and-a-
half to bear the tax and social security contributions Lo pay a whole
person’s pension. So people must be self-reliant and save for their old
age themselves. What few people bother to ask is where the returns on
those savings are going to come from. The savers have a choice. Either
they send their savings to China or Brazil and build up claims to the
production of future generations of Chinese and Brazilians—which
could be quite risky given the volatility of exchange rates. And. as a
Financial Times leader-writer suggested. 'the successful Asians’

readiness to pay for pensions in the West rests on a rosy Western per-
ception of mutual interest that could yet be confounded by realpolitik’.
Anyway the savings might be needed for economic growth at home.
But if they do keep them at home. it is still the work of the same two-
and-a-half producers that they will be depending on for their rentier
income as pensioners. Will their collective market power to extract
rent and interest and profits from those two-and-a-half workers be so
much greater than their collective political power to persuade the
two-and-a-half to pay the necessary sums in taxes or social security
contributions: Market and state are simply two alternative mechan-
isms by which those of working age support those who can no longer
work. And for a 25-vear-old for whom the crunch will come in 40
years. no greater certainty attaches to the one than to the other.

And it is not only a matter of certainty. Deciding what is the best
balance between these two alternative methods is indeed a fearsomely
complex matter. far bevond the simplicities of ‘self-reliance” and ‘not
being a burden on the young'. It involves considering. for example,
the way that the respective capital and wage shares of GNP are deter-
mined by market forces and the way that institutional arrangements
can shape and bend those market forces: the effects of different institu-
tional arrangements on work cthics and work motivation, as wellason
the incentive to save: the effects on income distribution: the relative
strength of property rights arguments and community cohesion argu-
ments as a means of legitimating redistribution. and the relative faith
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that citizens have in promises embodied in the property system and
the political system. But who cares about following through on such
arguments when in Britain there is £60 million pounds a year to be
made simply out of the advertising for Individual Savings Accounts.
an amount which is doubtless peanuts compared with what is spent
in the United States advertising the equivalent 401(k) plans?

Japan is one country w whcre the penslons issue is @ crucial one. likely
to have considerable consequences lor how far Japan goes down the
financialization road. It is starting on that road ‘further back’. as it
were, than Britain or the United States. On the one hand. its pattern of
long-term commitments militates against arm’s-length markets. On
the other, what one might call its ‘productivism’ militates against (in-
ancialization. One of Japan's Confucian legacies is a well-established
‘productivism’ vocabulary. Everybody understands the distinction
between ‘the culture of making things' and “the culture of making
money' (with ‘things’ and ‘money’ being conventionally put in the
Japanese equivalent of quotes when the words are written). And those
who use the distinction generally imply that the former—a culture
geared to serving one’s fellow-citizens by providing goods and services
—is more worthy than. ethically superior to. a culture geared to
‘mere’ self-enrichment unlinked to any concern with the service or
disservice one might be doing to one’s fellow-citizens in the process.
Which is not to say that there are no Japanesc with the instincts and
behaviour patterns of the Maxwells and the Rowlands. the Trumps
and the Boeskys. Only that they just do not become celebrities and few
people take them as role models.

| realize that in endorsing these productivist sentiments [ risk
putting myself in the company of Queen Victoria. who wrote. apropos
of a peerage for Lord Rothschild. that “she cannot think that one who
owes his great wealth to contracts with Foreign Governments for
Loans. or to successtul speculations on the Stock Exchange can fairly
claim a British Peerage . . . this seems to her not the less a species of
gambling. because it is on a gigantic scale—& far removed from that
legitimate trading which she delights to honour’.# (Since so many of
her aristocratic favourites were equally the beneficiaries of specula-
tion. it may be doubted whether she would have taken the same line
had Rothschild not been a Jew.) The other doubtful association of pro-
ductivism. particularly in the Confucian tradition. is with the agrarian
fundamentalism whose Japanese exponents assassinated prime min-
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isters and contributed to the collapse of civilian government in the
1930s—and which took a very similar form in Europe in the Blut und
Boden element in Nazism.

Thus. that there are dangers in stiff-necked moralism about specu-
lation, | recognize. Nevertheless, by my values there is an important
distinction to be drawn between. say. running a betting shop—a
service giving the punters a bit of fun—and what the Japanese call the
‘money game' of hedge traders who make their money as often as not
by destroying the hedges that prudent traders build. rather than tend-
ing and mending them.

Shareholder value

Speculation is a part of the story told in Figure 1, and pensions are an
even more important part, but these are not the central focus of this
book. That central focus is the centre also of the chart—the point of
convergence of all the arrows: “Shareholder value preached as sole
legitimate objective of corporate executives. And it is striking how
rapidly, in the countries which are ahead in the financialization
process. that objective is being achieved. A Goldman Sachs study of
manufacturing value-added in the United States. Germany. and
Europe in general, recently concluded that

The share of gross value added going 1o wages and salaries has declined on
trend in the US since the early 1980s. In fact, for the US. this appears 1o be
an extension of a trend that has been in place since the early 1970s. ... We
belicve that the pressures of competition for the returns on capital available
in the emerging cconomies have forced US industry to produce higher
returns on equity capital and that their response to this has been to reserve
an increasingly large share of output for the owners of capital.®

One may cast doubt on the explanation (the subsequent coliapse of
the emerging markets seems not to have diminished the drive to in-
crease capital’s returns at the expense of labour). while accepting the
paper’s meticulous documentation of the fact.

And today. multiple voices are urging Japanese managers to go in
the same direction. The transformation on the agenda may be vari-
ously described—from employee sovereignty to shareholder sover-
eignty: fromthe employee- -favouring firm tothé shareholder-favouring
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firm: from pseudo -capitalism to genuine capitalism. They all mean the

“$ame thing: the 1((msformdl|on oflirms run primarily for the benetit of

their employees into Ilrms run pnmdrll) even_exclusively, for the
benefit of their shareholders. And for the whole eu)nomv—and this is
what the si‘)d\ I]ldl‘]\Q ag_pndhsm/wclldrc capitalism contrast of my
title is intended to conv ey—it means an economy centred on the stock
market as the measure of corporate success and on the stock market
index as a measure of ndll()nd] well bcmg as opposed L0 an economy
which has other. better, more plurdllsllc criteria of human welfare for
measuring progress lowards the good society.

Once upon a time the business schools of America and Britain
debated the relative merits of the property or Shdl‘ChQLdQl__ value-as-
maximand view of the lirm (the one which has become the dommdnl
Anglo- Saxon ‘doctrine) and what was called in contrast the “stake-
holder” view, “Unifor{unately. in Britain. soon after a speech by Tony
Blair in Singapore some five years ago when he seemed to be talking
about just that, the term ‘stakeholder’ was appropriated for various
foggy features of the new Third Way, such as a new system of pen-
sions and profit-sharing in industry—both of which involve marginal
rearrangements of property rights. but no qualitication whatever of
the assumed supremacy of property rights over other rights.

It is in this sense that the Japanese and German systems are
distinctly different from the Anglo-Saxon system. The rights of owners
in Japan and Germany are seen o be very properly circumscribed by
the rights ol other stakeholders-—employees, customers. suppliers and
subcontractors, creditors. loml(omnumluu. cte. There is & difféfence
between the two societies. In Japan. hitherto. there has been little
doubt that cmplm ees come a clear first. To be sure. Japanese firms arc
indeed morg prone | llmn those’in Anglo-Saxon economies to treat their
.suppllcr.x as hd\rm;, a stake in trading relationships of long standing
which should be respected. When they talk of giving good service to
their customers. it is indeed the case that the ratio ol earnest honesty
o cynical manipulation is quite high. But the stakeholder which is of
overwhelming importance to a Japanese manager is the community
of sha-in. the ‘members of the enterprise community': the lirm's regu-
lar employees who. like himself. joined the firm, mostly at a very early
age. in the expectation of making a career in it. In fact. the concern for
suppliers and customers also springs in large part [rom that concern
for the enterprise community. Decent treatment of customers and
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suppliers affects the reputation of the lirm in the society at large: hence
it affects the “standing” which the manager himself has when he goes
to seminars and meetings of his business lederation. as somebody who
is identificd with. and identifies himself with. his lirm.

In Germany. though the sense of the firm as a public instity
wnh lmuor responsibilities towards society as a whole is relalncl\
slronger u)mpdr(d with Japan. it is still the emplovees who have
hltherlo been considered as the most important stakeholders. rather
than the owners of shares.

In the 196()5 the golden age of mandgcndl capitalism, Britain and
America had @ lot of businessmen with some sort of “stakeholder’ no-
tion of their responsibilities at the top of some of the major enterprises
and banks. True. the lifetime-employment pattern which dominated
in the civil service and the police and armed lorces was extended in
private industry only to the managerial ranks of some of the larger
firms like Unilever. BP. Kodak, IBM, and the major banks. The Anglo-
Saxon societies always were more mobile than Japan has in recent
decades (only in recent decades) become. Top managers may have
been a good deal more lamboyant and domineering than top civil
servants. but. like civil servants. they got their income predominantly
from their salaries. and, like top civil servants, they owed their job
partly to “character’. their ability to handle people and impress their
fellows in the burcaucratic organization in which theyv spent their
lives. but in large part. also. to the thoroughness with which they
knew the business ol the firm they ran—its products, its technology
and the way it could be developed, its markets. its sources of supply. its
employees.

That similarity. or cultural affinity. between the bureaucratic cor-
porate manager and the civil servant was. indeed. one of the elements
which inspired such 1960s predictions of a benign evolution towards
a social democratic form of capitalism as those of Galbraith® or
Shonfield.” These were the managers Burnham had in mind when. 20
years earlier, he wrote of The Managerial Revolution® as something that
was transforming our notions of capitalism. Marx wrote about Capital
and how it treated Labour in an England in which the family firm pre-
dominated. The paradigm capitalist was the owner-manager. Now,
he was replaced by the technically competent salaried manager and
organization-builder. notionally responsible to a fragmented mass of
stockholders. but in effect, as Berle and Means pointed out.? with a
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wide range of discretionary autonomy. and (Robin Marris'} with a
lendency (o be more concerned about organization growth than
about maximizing profits.

The capitalist-manager’s counter-revolution

What we have been witnessing in recent decades. especially the last
two. is the capitalist-managerial counter-revolution, The fat cats of
British boardrooms are favourite topics for the financial press as well
as for the tabloids. But it is not so much the size of their packages as the
way they are calculated that is the nub of the counter-revolution.
Increasingly the big rewards come, not from salaries. but sometimes
from performance bonuses. linked to some measure of profits. and
much more commonly from stock options. The fact that the value of
the option depends on the share price is seen as incentive enough
effectively to align the interests of managers with those of the owners
to whom they are—exclusively, in modern doctrine—responsible. In
the 200 largest American companies ‘shares and share options still
“live” in incentive schemes at the end of 1998 amounted 1o 13.2% of
corporate equity’. and American companies as a whole spent $220bn
in that year buying back shares so that their employees could exercise
their options."" Since in most cases the granting of options appears
nowhere in the company’s accounts as a cost. some people are begin-
ning to wonder whether the cost to shareholders of aligning managers’
interests with their own is more than it is worth—a point to which we
will return in the last chapter when considering system efficiency.
This transformation in managers’ financial incentives and in their
perceptions of their responsibilities is the effect of many factors. some
of which are hinted at in my chart. One is the concentration of
ownership in insurance companies. pension funds, and mutuals. the
direct influence of their representatives on Boards. and above all their
decisive influence in takeovers. To that should be added the increasing
incidence of takeovers as the investment banks’ ability to mobilize
large sums of money to facilitate them grows. Another factor is that
prompting some firm to make a bid for another and earning vast com-
missions from managing their takeover battle strategy has become a
major part of investment bank business. (In Europe. celebrates the New
York Herald Tribune. *a generation of young, talented and ambitious
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Europeans [who were] educated and trained in the United States,
[and| have embraced the concept of shareholder value and American
financial techniques’ are now dominant in the European offices of the
‘two hottest firms in corporate tinance’. Goldman Sachs and Morgan
Stanley. "They are using their local knowledge and contacts to sell
European companies on the merits of takeovers. leveraged buyouts,
innovative debt and equity offerings and other restructuring
tactics.''2) The incrcase in takeovers, and the increasing equation of
‘corporate strategy’ and ‘corporate restructuring’ with the buying
and selling of companies and bits of companies, has led to the
replacement of engineering by financial expertise at the top of
corporations, which has provided feedback reinforcement for the
trend which caused it. All of these evolutionary changes have had the
effect of reversing the Berle and Means trend towards fragmented.
powerless ownership. Sharcholders have in reality become more
powerful. and at the same time some spectacular boardroom scandals
(the RJR Nabisco story. for example)} have reinforced the popularity
and legitimacy of shareholder activism.

Thence the urge towards greater shareholder power. The means
have been provided by true-believer economists. working within what
is known as principal-agent game theory to devise ever more ingeni-
ous uses of stock option and other remuneration devices, reinforced by
the business school professors/managerial consultants who dominate
the business press. vying with their MVAs and EVAs, their EBITDA:
and their FCFs to produce the ultimate accounting measure of the
extent to which a managerial team actually enhances shareholder
value.

These exemplars of Davos Man. members of the new capitalist-
manager class. are. 10 be sure, not quite the same as the robber-baron:
of old. Wherever they sit in the system they are constrained by the
rules they have worked out for fair play among themselves—stock
exchange disclosure rules. takeover bid rules, the Financial Services
Authority in and out of which they rotate. And they are constrainec
by their investors. Their investors. however, are, effectively. other
capitalist-managers—the managers of pension funds, merchant banks
insurance companies. and investment funds. They in their turn arc
paid by the same criteria, and at similarly generous levels to the people
they supposedly control. They have the same constellation of interest:
and are fully cognizant of the community of interests which bind then
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to support of the system and of the financialization process w
consolidating it.

hich is

Come off it. Relax!

Some take a relaxed view of the financialization process and sec it as
p(‘)ssibly good for democracy. The so-called cn1pl<‘)\'cc-f:d‘vnurir; lirn(1;'
of Japan and Germany, this argument goes, ma;' lake care ogl' lhci‘r
workers. not only paying them premium wagcs.and fringe benelits
above what would be their market-clearing price. but kee :
redundantly on the books at the expense of potential profits. This both
lowers the efficiency of the whole system and also makc;S' 1heilr em-
plovees a pampered labour aristocracy. at the expense of those who
W(‘)rk in the less protected sectors of the economy., Mu;h bellcr‘lo zive
efficient managers free rein to maximize the r.elurns' on the 90'%@‘6
capital they employ. to hire as much labour as they n‘ced at lhé (ricc
the market dictates. and 1o give as much of lhcir-rcvenuc to s‘l?'lrc-
holders as possible. That way the total cake is bigger. And if a ‘bi , er
share thereby goes to the sharch()“ld&i'.w\i-;'é’l_l.\ilrén ; we all sh'nréholigcrs
now: As sharcholders via our pension funds we havc—;;ol‘enliall\r’ 'lll
least—power in the system. We can make our fund trustees in;'e:l
ethically: make them steer clear of firms making landmi‘nes' \or uer;
etically modified foods. It's all—potentially—a wonderful p&r()ce:s' ()}

ping them

_‘empowerment’.

le.c most arguments employing the word ‘empowerment’. the
emotion is not in doubt. but the logic is faulty .
to happen. If ever there was a principal-age :
be resolved it is that between the ’

- First.it's just not going
: nt problem never likely to
ordinary joe spective pensione
and the hot-shot pension fund manager lr—\/i:m (i)cr;;::rtl(llell\\fll())ttlse:i)?ltr'
index. And in any case the ordinary joe d(;es ;A-'zm[ relurn-% not clhi::
1'10r—a\s several American efforts to use union inllucncc‘(.)n ens‘iol;
funds for other than revenue-maximizing purposes have Sll;)()“;[l——
ad.vanccmenl of working-class solidarity. Secondly—my principal
objection—for every person empowered and enric'hed several 'Il)rc
depowered and made. relatively il not absolutely. poorer' "I‘hosz‘ \Afho
work in employee-favouring firms may be a lab(;ur aristolcr'w\; and a
S)'§lel1) of pensions (like the German one) which is based m; ﬁ]i;l sal-
arles may mirror existing inequalities, but paying lor social QL‘CLI;‘;I\’
by pay-as-you-carn contributions to a central fund out of Iniﬁour il{-
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come can include a redistributive pooling of risks more egalitarian -
than a system which redistributes capital income through pensions
and endowment policies. Private insurance and private pensions do
more than reflect the inequality of the incomes out of which the

There is a third comment to be made on the "relax!” argument. "Give
managers a free hand to manage the scarce capital they employ.” it
says. This. a major premise of the argument. reveals one of the found-
ing assumptions of modern capitalism—that it is indeed capital that is
the scarce resource: that ‘labour’ will normally be in fairly abundant
supply. It is amazing that anyone can seriously sustain this view in a
world awash with so much liquidity that its movement from one
country to another keeps exchange rates in perpetual motion. Or that
it can be sustained in a world of skill shortages. in which the steadily
increasing complexity of the technology we use. and the consequent
steady increasc in the learning time required to master it. and in the
premium placed on scarce learning ability (i.c. brains). makes the
human capital that can walk out of any manager's door at will a far
more crucial factor of production.

The dominance of the free trade ideology at this millennium-end is
nearly absolute. and Yergin and Stanislaw have traced in a fascinating
and convincing manner how it has become so."? The rampant pro-
tectionist behaviour of governments is always excused as temporary
weakness of the flesh compromising the spirit’s willingness to do right.
If only nobody sins. the free-traders urge. any sacritice we make, any
social disruption and painful loss to minority private interests in the
short term. will eventually be rewarded with much greater prosperity
for all; by definition we all have comparative advantage in something
and even the rioters in Seattle streets will eventually find out what
itis.

I have explained clsewhere my own view of where compromises
ought to be drawn—and drawn explicitly and with confidence. not
hali-heartedly and apologetically—between free trade principles and
conllicting values.'# The debates about banking and corporate gov-
ernance which 1 describe later in this book suggest another illustra-
tion of the position which [ would want to advocate. It goes as follows.
International institutions which seek to achieve genuine ‘interna-
tional public goods'. such as conlidence in the international banking
system. are indeed highly desirable. But those institutions can be, and
are in case of the BIS as in that of the WTO, shaped not merely by such

T
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public goods considerations—in the case of banking. for example, the
Prudential regulations—but also by the stronger players’ appcz;l to
leral playing-field' arguments for rules which minimize all restraints
on international competition to the clear and disproportionate ad-
va'rztage of their own national firms.
. lhedbennking 'crisis in ]apan offered an illustration. The authority
rried by the Basle committee rules enforcing criteria for the capital
adequacy of internationally trading banks is nowhere greater than in
Ja[?an, a c?untry whose determination to be internationally a ‘good
;lerl.ghbogr cannot be in doubt. Short-term economic policy in the
pring of 1998 and 1999 was constrained—there is dispute about how
[T::C:iby .the gover.nmenl's desire to ensure that the Japanese stock
r e.t achieved a price level that would allow Japan'sinternationally
operating banks to value the shares they owned at a pﬁce whicl}1
allowed them to reach their 8 per cent capital reserve requirement
Now. the prudential raison d'étre of those rules was already fulﬁlled-
?\I;il;vzos(l)(: )ha\'ff thought quite adequately, by the limited-term (until
12 guarantee the Japanese government had given for all de-
DOSll.S in Japanese banks, overseas as well as at home. Nevertheless the
possibility of flouting, or asking for a temporary suspension of, the
¥3asle Comn.mlee rules was never canvassed. T};c prospect of ['E;La“-
d,l'Ory reactions on level playing-field rather than prudential grounds
W d‘S doubtless too daunting for anyone to float the idea.
) J;\;;lgzsisk O,t ‘bclabourin.g the point. let us imagine what arguments
o the et g())\rcrlnme.nt mlgh} have deployed. They are not dissimilar
fusing tog'; 1‘n‘1cnls which lbc l?rcnch or the Canadians deployed in re-
ceept free trade in films and television.

Financial services are indeed an internationalized industry. and since it is
(')ne bL{ilI on contidence, and since with such a density ol'inl-crbank dealingls‘
ld(;kf)‘ L‘/onﬁdcncc can be highly contagious. there m a nced flor prudemiu‘l
ru cs We accept a duty of good-neighbourliness and will ensure that all
(:xr Internationaily dealing banks reach an acceptable standard of prudence
t fOUg.h w? insist that the rules should be drawn such that alternative means:
ol maintaining confidence—capital requirements or government guaran-
tees—should be explicitly recognized in those rules.
“0251(1;0;cl(;flul')f'ln’lv'cn.c:s‘s. we rcctl)gnize no similar good neighbour obliga-
! chieve what is called a ‘level playing-field” because it cannot in
practice be attained. A genuine levelling would require other countries to
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receive compensating advantages to balance America's superior assets,
such as its vast natural resources. the sheer size of its internal market. its
great migration inflow (all those clever Chinese now, all those Jews given
refuge from Europe in the 1930s and 1940s), and—another of its important
assets—a trading ethic which allows banks to drop unprolitable customers
overnight. even alter 50 years of collaborative trading. What you seem to
mean by ‘level playing-field' is that we should conform to you. But how can
we. and why should we? On the one hand. getting the natural resources or
the immigrants is impossible. On the other. adopting a trading ethic of
single-minded concentration on profits means accepting your view that
our concern with collective goods is discredited socialism. and our concern
with maintaining patierns of mutually considerate social relations is de-
spicable ‘cronyism’, We are not prepared to accept that. We value our way
of life. If you assert that our collectivism and our willingness to guarantee
our banks’ depositors give us a competitive advantage. you may well be
right. It might. in some measure. compensate for all your resource/size/in-
migration advantages. But whether it does or whether it does not, that is
not an argument that will persuade us to change our way of life. The
playing-field analogy is a false one. We are not a team which has decided to
enter for & sporting cup. We are a society which is happy to trade with
whoever finds it rewarding to trade with us.

"An outmoded nostalgia for the nation-state’, the gung-ho global-
izers will say. and. as this book will document. the globalizers have
already won over enough of the Tokyo and the Frankfurt banking
communities to make the effective deployment of such arguments—
for the moment. at least—unlikely.

The Goldilocks economy as the model for Japan

All very well in theory. the sceptical reader might say. but it works.
Look at the American miracle. Sustained returns on equity of 20 per
cent (a Japanese firm considers itself to be doing well if it returns 8 per
cent) have driven the American stock market boom. The wealth eflects
of that, plus various other lucky conjunctures such as low oil prices.
have helped to sustain buoyant consumer expenditure and maintain
the exchange value of the dollar. thus attracting to its safe haven ever
more of the world's liquidity to compensate for the growing balance of
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payments deficit and accumulating consumer debt. It has even pro-
duced the trickle-down cffect of low unemployment and a slight rise in
bottom-of-the-heap wages.

And if that is what works in America. then that is what we must do
in Japan. Never mind if the up-sizing of profits is usually accompanied
by the downsizing of employment and wages. Economic dynamism
takes care of that in no time. Among the many arguments which. as

the following chapters record. are used by those promoting a re-run of

the capitalist-managerial counter-revolution in Japan. that is cur-
rently one of the most powerful. Whether the United States will stiil be
providing the same glittering model of success when these words are
read remains o be seen

... and Germany

There is another society where there is a widespread belief that (to
reverse Mrs Thatcher's classic expression of individualism) there is
such a thing as society. Germans, too. tend to see the firm as some-
thing of a community of the people working in it. if also as a public
institution With public responsibilities. Their firms. too. have tradi-
tlondllv been on the employee- fd\f()urlng, rather than shareholder-
favouring side of the divide. Germans, too. balance a concern to
prevent abuse of monopoties with a belief that there is such a thing as
excessive competition and that the state can uscfully intervene to
regulate and to promote cooperation. Germany. too. shares Japan’s
‘productivist’ leanings and retains a strong manulacturing sector. It
is also. like Japan. a relatively Cgrlll[dl‘ldn society. ~with a_generous

welfare state playing an lmporldnl role in maintaining compressed

mu)me differ enlldls

T And Germany, too. is subject to all the pressures—and all the
seductive temptations—which are promoting the "Anglo-Saxonizing'
processes of marketization and tinancialization in Japan. If anything.
the debate over how far those pressures and temptations should be
vielded to ts more overt and more openly contested in Germany. But at
any rate, a comparison between recent trends in the two countries
with their similar concerns but rather different institutional back-

grounds can illuminate the debate. and clarify the interconnections of

institutions. for both countries. And that might, in turn. prove of some
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interest to those in other countries subject to similar pressures and
faced with similar choices.

So. after Part 1. which characterizes ‘the Japanese model in its
heyday. and the more detailed survey of recent developments in Japan
in Part Il. Part Il consists of a briefer account of developments in
Germany with the comparisons with Japan explicitly drawn. All lead-
ing up to a final section which is a mixture of forecast. prophecy (in
the Old Testament sense). and hope. ' gl



