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Industrial Policy, Business Failures,
and Economic Evolution

A centerpiece of most proposed in-
terventionist industrial policies is the
resurrection of the New Deal’s tar-
nished Reconstruction Finance Corpo-
ration, dissolved in 1953 amid charges
of cronyism, fraud, and corruption. An
Industrial Finance Administration, as
recently proposed by financier Felix
Rohatyn, AFL-CIO President Lane
Kirkland, former duPont Co. Chairman
Irving Shapiro, Senator Edward Ken-
nedy, and other business, union, and
government leaders, would be granted
lending and borrowing authority by
the federal government to aid finan-
cially troubled firms. Central to th
program’s rationale is fear of the effec
of business failures.

Proponents often nod in the direc-
tion of so-called “sunrise industries,”
which utilize new technologies. As
AFL-CIO spokesman Rudolph Oswald
told the Joint Economic Committee, a
new RFC “would develop a balanced
economic program to insure the revital-
ization of the nation’s sick industries
and decaying communities, while at
the same time encouraging the devel-
opment of new industries with promise
for the future.” But little funding can
realistically be expected to go to new
firms just entering the market (or to
those which have not yet even been
organized). Already existing firms with
large numbers of voting employees and
enjoying established positions can be
expected to extract the lion’s share of
politically distributed funding. Indeed,
since the AFL-CIO represents those
employed in existing firms, one might
question the sincerity of assurances
that “at the same time” that failing firms
are subsidized the new RFC’s funding
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would be allocated to newly emerging
presently nonexistent firms.

There is no reason to believe that the
“targeting” of government funding
would follow any criteria other than
political gain. As Nolan Bushnell,
founder of Atari, said of the so-called
Atari Democrats, “I guarantee you that
no government agency can target the
right industry; in fact, I'll almost guar-

“The progressive
worsening of the
recessions of the last
decade is not
evidence of the
limited nature of
fiscal and monetary
policies; it is the result
of those policies.”

antee they’ll target the wrong one.” Ex-
plained Bushnell, “The targeting role
belongs to the entrepreneur. The prob-
lem is that these Atari Democrats
would never have targeted Atari.” Fur-
ther, the much-vaunted “targeting” role
of the state in economic activity might
profitably be judged on the basis of past
experience. The Economic Develop-
ment Administration was formed in
1961 to distribute loans for infrastruc-
ture improvement to economically de-
pressed areas of the country. In 1961,
15% of the nation’s counties qualified

for EDA assistance; by 1976 that num-

ber had reached 85% and was 93% by
the end of the Carter administration. So
much for “targeting.”

Business Failures

Industrial policy advocates point to
the recent high rates of business failure
and assert that such failures are a sign
of a sick economy in need of new medi-
cine. In 1981, according to Dun and
Bradstreet’s survey, there were 16,794
commercial or industrial enterprises in-
volved in court proceedings such as
bankruptcy or court action involving
loss to creditors. That number had
jumped to 25,346 in 1982 and 23,052 in
1983. (This survey does not include all
filings of bankruptcy, nor does it in-
clude most sole proprietorships.).

But do these numbers alone show
anything about the vitality, in the long
or short terms, of the economy? No.
For one thing, they follow a tremen-
dous surge in new business incorpora-
tions in recent years, reaching record
highs. And, according to various stud-
ies from the Economic Development
Administration and other agencies, ap-
proximately one-third of all new busi-
ness ventures fail in the first year, with
about 50% failing in the first two years.

Indeed, high rates of business failure
may reflect a dynamic and productive
economy, in which entrepreneurs are
willing to take risks by starting new
enterprises—often failing in the pro-
cess. David Birch of MIT’s Program on
Neighborhood and Regional Change
examined business failures regionally
and concluded, “The more dynamic
the local economy (e.g., Houston) the
greater the risk-taking and the greater
the proportion of firms that fail. It could
easily be argued (without being face-
tious) that one of our greatest strengths
as a nation is our capacity for failure—
the grace and even enthusiasm with
which we accept those who try and fail
and come back to try again. ... The
reality is that our most successful areas are

(Cont. on p. 3)



EDITORIAL

Hunger Task Force Misses the Point

by David Lampo

The national debate on hunger in America, sparked
by Edwin Meese’s comments on the subject last De-
cember, heated up again with the release of the official
report of the President’s Task Force on Food Assistance.
The 13-member task force was convened in August to
explore the extent of hunger in the United States.

While the report recommended no major changes in
federal food programs, opting instead for streamlined
administration and minor cuts in some outlays, some
of its recommendations provoked controversy. The
report concluded that while there are “pockets” of
hunger in America, there is no widespread hunger
among the nation’s poor: “The recent budgetary
changes have not reduced the availability of the major
federal food assistance to Americans with incomes at
or below the poverty line.”

The report was denounced as a whitewash of the
Reagan administration’s earlier cuts in child-nutrition
programs. Critics charged that in spite of falling unefn-
ployment and record levels of spending on govern-
ment and private food programs, hunger is wide-
spread and growing.

Unfortunately, both sides in this debate seem to be
missing a crucial point. While there may be disagree-
ment over the pervasiveness of hunger in the United
States, the most important task at hand is to identify
the cause or causes of hunger in a land of plenty.

Tragically, the federal government shares a large
part of the blame. Under the guise of helping the
farmer, this nation’s agricultural and dairy programs
are explicitly designed to generate high food prices.
The cost of these programs to the taxpayer is a national
scandal. Perhaps even worse, however, is the effect
they have on the amount of food available to the con-
sumer and the prices he or she has to pay for it.

Government regulation of the dairy industry is a
perfect case in point. The production of milk and milk
products in this country is controlled by a cartel of
dairy cooperatives sponsored and enforced by the
United States Department of Agriculture. The govern-
ment not only decides how much milk and dairy out-
put will be allowed, but also what the prices will be.
The result of this is higher prices for dairy products,
and a huge surplus stored by the government at tax-
payer expense. The amount of dairy products the
federal government stores is staggering. In 1983, over
11.4 billion pounds of milk were in storage, as wellas 1.5
billion pounds of other dairy products. Is it any won-
der that even with unprecedented dairy production,
we are witnessing a continuing decline in per capita
milk consumption, from 38 gallons in 1964 to 24 gal-

lons in 1978? Dairy farmers were enriched by about $3
billion last year by this process, at the expense of both
consumers and taxpayers.

How much lower dairy prices would be without this
federal intervention is a matter of speculation. But
Robert Gnaizda, a public-interest lawyer from San
Francisco who testified before the task force, stated
that American cheese sells for about twice the world
market price. He testified that ending dairy price sup-
ports would cut cheese prices to 83 cents per pound.
Imagine the effect the lower prices would have on low-
income people. “Ending the subsidy will finally make
cheese affordable to the poor,” he said. “This is the way
to solve hunger consistent with free-market principles
and dignity for all.” Unfortunately, Gnaizda’s well-
reasoned plea seems to have fallen on deaf ears.

But dairy products aren’t the only ones regulated by
the Department of Agriculture. Many fruits, nuts, and
vegetables are regulated by government marketing
orders, which do everything from setting production
quotas for individual farmers to setting minimum
grades and sizes. Marketing orders are designed to
sharply limit the amount of produce available to the
consumer—and they do. This USDA-imposed scarcity
only drives prices up. :

The spectacle of tons of California oranges rotting in
the sun by the mandate of the federal governmentis a
tribute to the effectiveness of the system. Crops re-
stricted by marketing orders include hops, almonds,
filberts, walnuts, raisins, certain types of cherries, and
all California and Arizona oranges and lemons. Again,
an administration supposedly committed to free-mar-
ket principles has done virtually nothing to end this
consumer rip-off.

The prices of other food staples, as well, have been
driven up by federal farm policies. In The Governing of
Agriculture economist Bruce Gardner reported that in
1979 alone, federal controls on wheat, corn, barley,
sugar, peanuts, and cattle cost consumers almost $4
billion in higher prices. The cost to taxpayers of federal
price supports on 27 different farm products jumped
from about $4 billion in 1981 to over $21 billion in 1983.
All these programs, of course, have a disproportionate
effect on the poor, who spend a greater percentage of
their income on food.

While the cost of food is only one of several causes of
hunger, it is certainly an important one. By abolishing
federal price supports and marketing orders, the gov-
ernment could take an important and immediate step
toward eliminating hunger by making food more afford-
able, and saving the taxpayer billions of dollars. [ |
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Industrial Policy (cont. fromp. 1

those with the highest rates of innovation
and failure, not the lowest.” (Emphasis in
original.)

Business failures are part of the evo-
lutionary process of mutation (entre-
preneurial innovation), selection (profit
and loss), and genetic memory (learn-
ing) whereby economies grow and ad-
vance. Any attempt to intervene coer-
cively in this peaceful evolutionary
process in order to keep unprofitable
firms from failing will have at least two
disastrous consequences: 1) it will pro-
vide opportunities for exploitation (po-
litical rent-seeking) through the gov-
ernment, skewing the selection process
in favor of firms with political pull
rather than alertness to and ability to
satisfy consumer desires; and 2) it will
suppress the development of new ideas
and production processes, replacing
the flexible and creative elements of the
current system with rigidity and unre-
sponsiveness.

Rent-Seeking

Industrial policy advocate Robert
Reich recently wrote of the workings of
industrial policy, "As America’s indus-
trial base dramatically transforms itself
with government help, the stakes for
both winners and losers grow signifi-
cantly larger. Thus the process by
which industrial policy is formulated
raises anew one of the most perplexing
issues of political legitimacy. How can
we insulate it from the predations of
narrow interest groups and the va-
garies of partisan politics while ensuring
that it is democratically accountable?”

The answer is easy: You can’t. The
power of government to use coercion
and the threat of coercion to force some
to subsidize others is a valuable eco-
nomic good, one for which entrepre-
neurs will bid in the political market-
place. The greater the power of the
state, the more political entrepreneurs
("narrow interest groups”) will bid for
its use. The recent upsurge in cam-
paign contribution levels, lobbying,
and other socially unproductive ac-
tivities attests to the ability and willing-
ness of entrepreneurs to seize on per-
ceived opportunities for profit through
the political process (rent-seeking).

These politically generated rents, or
income in excess of opportunity costs,
attract capital and entrepreneurs to in-
vest in redistributive activities rather

than wealth-producing activities, in the
process diminishing the size of the
"pie” to be divvied up. It is a negative-
sum game. In any kind of democratic
political system, such rent-seeking is
inevitable and can be expected to in-
crease or decrease in response to the
extent (and hence value) of the state’s
control over resources. (Non-demo-
cratic political regimes, such as the So-
viet Union, generate their own forms of
entrepreneurial rent-seeking, with the
ever-present bidding process usually
labelled “corruption.”) The answer to
Robert Reich’s question: A coordinated
industrial policy will increase, not de-
crease, special interest predation.

Economic Evolution
Attempts by political authorities,
whether democratically accountable or
not, to keep failing firms from going
under will stifle the creativity of the
market process. By centralizing eco-
nomic authority (as in an Industrial Fi-
nance Administration) and by thwart-
ing the market process of selection, the
process of progressive evolution will be
significantly hindered. A look at the
process of biological evolution might
help to explain why. The great Russian
geneticist S. S. Chetverikov demon-
strated the necessary role of isolation
and decentralization of freely crossing
gene pools in the differentiation of spe-
cies, or speciation. Analogously, the
fragmentation of authority in a system
of private property and voluntary ex-
change, in which different firms pro-
vide the testing grounds for selection,
fosters the selection of beneficial eco-
nomic mutations (innovations).
Centralization of economic decision-
making tends to diminish (or eliminate)
the independence of firms as places for
innovation and selection. Going back to
biological evolution, we know that
most genetic mutations are harmfultoa
species; as Chetverikov observed, "The
living organism in its normal habitat
represents an extremely fine, complex
and perfect mechanism, adjusted to all
the varied requirements which are de-
manded from it by this habitat. To ‘in-
jure’ such a mechanism is very much
easier than to ‘improve’ it.” Similarly,
“new ideas” are more likely to be harm-
ful than beneficial if implemented. So-
cial and economic arrangements repre-
sent in their structures the result of a
(Cont. on p. 4)
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Industrial POIicy (Cont. from p. 3)

long evolutionary process, embodying
the experiences of previous genera-
tions; the challenge of the process is to
find out how beneficial new ideas are
selected.

The market process of free competi-
tion generating profits and losses pro-
vides the most effective (from the
standpoint of general prosperity) selec-
tion mechanism to weed out the bad
and advance the beneficial, nicely com-
plementing the multiplicity of firms
arising from the decentralization of
economic decision-making. The mar-
ket process does not represent a com-
pletely Darwinian selection process,
however, as the possibility of emulation
and learning among humans allows
new ideas and forms to be acquired by
competitors, thus distributing the ben-
efits of innovation more widely. In this

“High rates of business
failure may reflecta
dynamicand
productive economy,
in which
entrepreneurs are
willing to take risks.”

the market process more closely resem-
bles the evolutionary theory of Dar-
win’s predecessor, the French naturalist
Jean Baptiste Lamarck.

But this process is undermined to the
extent that political authorities inter-
vene, using their taxing powers to prop
up old production processes located in
failing firms, thereby keeping them
from being weeded out and replaced by
better processes. And by seizing funds
from private entrepreneurs and capital
markets, such interventions diminish
the chances for survival of other firms
not favored by the political selection
process, keeping them from sustaining
themselves in or even entering the vol-
untary market selection process. Ineffi-
ciently utilized capital is not freed up
for use by others with different plans.
Thus, the total amount of business
failure (both “seen” and “unseen”) is
not reduced by political intervention.
Rather, the incidence of failure changes,

with the more politically adept entre-
preneurs prospering at the expense of
the less politically adept. Unlike the
market process of voluntary exchange,
this political process is a negative-sum
game.

Evolutionary process is gaining
ground in economics as a conceptual
tool to rival the notion of equilibrium
derived from classical physics. The
recent book An Evolutionary Theory of
Economic Change by Richard R. Nelson
and Sidney G. Winter is helping to
revive the evolutionary tradition of so-
cial theorists (to be distinguished from
the crude “Social Darwinism” that en-
visioned selection in terms of indi-
viduals rather than in terms of ideas
and social structures) begun by the
Scottish moralists and refined in this
century by such "Austrian” and market
process theorists as F. A. Hayek and
Joseph Schumpeter. In this view, the
role of business failure is seen as cen-
tral to a progressive and dynamic soci-
ety and economy, and attempts to use
coercion to thwart it as reactionary and
harmful.

Is Our Economy Sick?

While the mere existence of business
failure is no justification for attempts to
use the coercive apparatus of the state
to prop up failing firms, and is not even
an unequivocal sign of a sick economy,
many industrial policy advocates voice
legitimate concerns about the recent
performance of the American and
worldwide economies. Each recession
in recent years has produced pro-
gressively higher rates of unemploy-
ment: 6% in 1970, 8.2% in 1975, and
10.8% in 1982. The December 1983 un-
employment rate, following a year-
long recovery, stood at 8.2%, the same
as during the height of the recession of
1974-1975. Further, inflation rates prior
to each recession (as measured by the
December to December changes in
CPI) have reached ever higher levels:
6.1% in 1969, 12.2% in 1974, and 13.3%
in 1979.

Industrial policy advocates consider
this evidence of the limited capabilities
of macroeconomic policies to remedy
alleged market failures. They turn,
therefore, to a systematic program of
microeconomic interventions, specifi-
cally and explicitly affecting particular
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firms rather than merely the climate
within which these firms produce and
compete. But the failure of the macro-
economic policies they now consider
“limited” in effect is precisely a failure
of microeconomic policy. Fiscal and mon-
etary policies cannot avoid having
microeconomic effects entailing differ-
ential impacts on firms, industries, re-
gions, and economic agents. Strictly
speaking, the division between micro-
economics and macroeconomics is
quite arbitrary. The progressive wors-

ening of the recessions of the last dec-

ade is not evidence of the limited
nature of recent fiscal and monetary
policies; it is the result of those policies.
The inflationary policies of the mone-
tary authorities, through their micro-
economic distortion of capital and labor
markets, have accelerated the cyclical

“Unlike the market
process of voluntary
exchange, the
political selection
process isa
negative-sum
game.”

progression of the American economy,
and thereby of the ever more integrated
worldwide economy. The orthodox
“cure” for economic cycles is in fact
their cause.

What is needed to cure our “sick”
economy is not another layer of political
interventions into the marketplace,
generating additional rent-seeking and
thwarting the market process of pro-
gressive evolution, but the removal of
the system of interventions responsible
for the distortions and capital and labor
idleness of the past decade. The accel-
eration of the cyclical process has led us
to the absurd position of hailing 8.2%
unemployment as a recovery. And cur-
rent high deficits and levels of debt
monetization (only 1978 has seen
greater debt monetization than 1982
and 1983) promise more of the same
cyclical progression. The economy is
indeed sick, but the illness is iatrogenic:
It is caused by the “doctor.” [ ]
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Industrial Policy and Japan’s Success

How did Japan recover from its dev-
astation of 1945 to become the second
largest economy in the West, with pro-
ductivity and research gains that now
threaten U.S. leadership as an indus-
trial power? Was this recovery accom-
plished through a cunning “national in-
dustrial policy” in which Japan’s
government directed the nation’s re-
sources toward the most profitable
goals? Or is Japan’s success due to
sound business practices and the free
market?

The answer is crucial, because advo-
cates of a U.S. industrial policy con-
stantly point to Japan as proof that gov-
ernment is more efficient in the
direction of the economy than are the
free choices of businessmen and con-
sumers. A comparison of business en-
vironments in the U.S. with those in
Japan reveals that, far from being a re-
sult of government control, “Japan’s
economic miracle is the outgrowth of
policies that are anathema to the advo-
cates of industrial policy” low taxes,
balanced budgets, and minimal gov-
ernment interference in the economy.

In Japan, people save more than
three times as much of their income as
we do in the United States—20 percent
vs. 6 percent. Hence, more capital is
available at lower interest rates for Jap-
anese firms to invest in advanced
equipment, new production capacity,
and technological research.

Why is there such a difference? In the
first place, the rewards of saving and
investment are heavily taxed in the
U.S., while they are virtually tax-free in
Japan. The first $61,000 saved by Jap-
anese citizens is tax-exempt each year,
compared to rates of taxation as high as
50 percent in the U.S. Japan has no
capital gains tax, compared to a tax of
20 to 50 percent in the U.S.; Japan also
avoids double taxation of corporate in-
come, which is still a burden on Ameri-
can business. Second, the Japanese

Scott D. Palmer is editor of Data Processing
Management magazine. This article is
based on a study he recently prepared for
the Cato Institute.
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government provides no “Social Secu-
rity” type retirement program, so cit-
izens must save for their own retire-
ment, strengthening the Japanese
economy in the process.

In addition to lower taxes, the Jap-
anese government also gives business
many freedoms that are denied to firms
in the United States. Antitrust laws are
less strict, so Japanese companies can
enter into joint research projects and
“business groups” to lower their costs
and spread risks. A recent study found
that this factor alone reduced Japanese
capital costs to between one-third and
one-fourth of the costs faced by U.S.

“Japan’s economic
miracle is the
outgrowth of policies
that are anathema to
the advocates of
industrial policy.”

firms.

But if the Japanese are so devoted to
free enterprise, how did all this talk
about “Japan, Inc.,” government sub-
sidies to businesses, and unfair trade
practices get started? Japan, just like
the U.S., does engage in some anti-com-
petitive trade practices, but these un-
fair practices are by no means as exten-
sive as they are made out to be and are
steadily being reduced.

For example, it is popularly believed
that while Japanese firms are free to sell
in the U.S., American firms are re-
stricted from selling their goods in
Japan. In reality, this is not the case. In
1962, there were almost 500 legal bar-
riers to selling foreign products in
Japan: by late 1983, most of these bar-
riers had been eliminated, and those
remaining were being phased out.
Over 50,000 U.S. products are now
being sold in Japan.

A common complaint of American
firms is that the Japanese government

subsidizes Japanese companies, ena-
bling them to “dump” their products in
the American marketplace at below-
cost prices. This is generally untrue,
but it is worth asking what the U.S.
government should do when it is true.
Should it match Japan subsidy for sub-
sidy? Should import restrictions be im-
posed?

Perhaps surprisingly, the appropri-
ate response would be to do nothing.
When Japanese firms sell computer
chips to American companies at very
low prices, those firms’' costs are re-
duced, enabling them to expand busi-
ness activity.

It's true that the U.S. computer chip
industry might suffer, but laid-off
workers will be able to find employ-
ment in industries benefiting from the
improved economic environment. This
basic insight was crystallized by Adam
Smith over 200 years ago: why make
something here if we can get it cheaper
from another country?

We must rid ourselves of the myth
that imports hurt the American econ-
omy: they do not. When Americans ex-
change dollars for Hondas, they are
getting useful goods: all the Japanese
are getting is green paper and bank
deposits. If they don’t spend our
money, we have obtained cars for
pieces of paper—a pretty good deal in
anyone’s book. If they do spend it, then
they must purchase American goods
and services, i.e., either invest in
American business or buy an American
export. Imports and exports are simply
different sides of the same trade equa-
tion.

If we are really serious about compet-
ing with Japan—recently named the
world’s most competitive industrial na-
tion by the European Management
Forum—we must copy back from the
Japanese the ideas they originally cop-
ied from us: Lower taxes, reduce gov-
ernment spending, balance the bud-
get, and eliminate government inter-
ference in the market process. Only in
this way can we regain the initiative in
world markets and revitalize the Amer-
ican dream. u
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Technology as a Human Right

- The advance of technology is trans-
forming both the world economic sys-
tem and the traditional political order,
as rapid changes in man’s ability to
communicate, transmit information,
and utilize space make regulation ever
more difficult. As Oswald and Gladys
Ganley observe in their recent book, To
Inform or To Control? The New Commu-
nications Networks:

Communications and information re-
sources have moved great blocks of
activity beyond national borders.
Whole industries, businesses, money
markets, currency flows, banking,
energy resources, and defense sys-
tems—and communications and in-
formation itself—have gone global.
Most of our stakes are now global. But
governments have not gone global

. . and certain events have escaped
national control.

To make up for the lack of both effec-
tive national control and global govern-
ment, developing nations, through the
Group of 77 or G-77, as their political
lobby is known, are attempting to con-
struct an international regulatory sys-
tem under the aegis of the United Na-
tions. They hope to both limit the
impact of Western technology, like
communications systems, on their po-
litical stability, and harness it to pro-
mote their rapid development. In par-
ticular, Third World leaders have seen
the tremendous impact of technology
on the economies of the industrial na-
tions and believe the same technology
will do the same thing for their coun-
tries.

But in their quest for instant industri-
alization, developing nations want nei-
ther to bring about the means to absorb
new technologies nor to pay for tech-
nology transfers from transnational
corporations. Indeed, many Third
World politicians seem indignant that
the private sector has any role at all in
providing technology. A 1981 study by

Doug Bandow is editor of Inquiry and a
senior policy consultant to the Cato
Institute. While on the White House staff,
he was a deputy representative to the Third
United Nations Conference on the Law of
the Sea.

by Doug Bandow

the UN Conference on Trade and De-
velopment (UNCTAD) decries the fact
that “the availability of technologies in
the public domain is often made sub-
ject to private decisions” while lauding
socialist countries where technology is
“not subject to the profit motive.” This
hostility to the very concept of private
ownership has led developing-country
diplomats and UN officials to promote
an entirely new philosophy regarding
technology: All nations “have the right
of access to technology,” for it is “part of
the universal human heritage.”

This universal human heritage is not
limited to tangible machines and de-
vices, but includes the mental work

“Coercive technology
transfers would
reduce the incentive
for the production
and distribution of
new technologies.”

that invents and applies them; the
UNCTAD Secretariat defines technol-
ogy as “a body of knowledge about
techniques—a technique being a uti-
lized method of production.” Control-
ling such a body of knowledge requires
expansive international control, and
has led to Third World demands for
operational plants, markets to sell
goods produced by such plants, a voca-
tional training system, access to subse-
quent technology advances, an inter-
national technology transfer code and
fund, and restrictions on “reverse
transfer” through immigration to in-
dustrialized countries.

The United Nations has been work-
ing for the past decade and more to
satisfy the technology agenda of the
G-77. Though much of the rhetoric, res-
olutions, and reports seem harmless, if
misguided, the Third World has dem-
onstrated infinite patience. It took 17
years and 11 conference sessions to turn
a General Assembly resolution declar-
ing the seabed to be the “common

heritage of mankind” into an interna-
tional treaty, but if the Law of the Sea
Treaty takes effect it will establish the
first element of a new coercive eco-
nomic order, with global regulation of
resource development, forced interna-
tional income redistribution, and man-
datory technology transfers from pri-
vate companies. Several international
organizations, like UNCTAD, are now
at work on proposals to require trans-
fers of all technology, and could ulti-
mately succeed as well.

UNCTAD was established in 1964 to
promote international trade, but the
developing nations soon turned it into
a forum for pushing wealth transfers
and economic regulation. It established
a permanent Intergovernmental Group
on Transfer of Technology, and in 1975
the G-77 presented a restrictive draft
code of conduct for technology trans-
fers. Negotiations have continued since
then, particularly in the Conference on
an International Code of Conduct on
the Transfer of Technology, which held
its fifth session last fall. Both the
UNCTAD conference and the General
Assembly have called for completion of
the technology code. The General As-
sembly even created an interim com-
mittee of the technology transfer con-
ference in an effort to push the code
along.

The proposed technology transfer
code would restructure the legal rules
protecting private development, pro-
duction, and commercialization of
technology. The developing countries
want to give nations the right to regu-
late the terms and conditions of any
technology transfer arrangements. For
example, they would prevent technol-
ogy sellers from negotiating for certain
use restrictions on the technology,
competitive obligations on buyers, and
a number of common commercial prac-
tices. Moreover, the code would require
sellers to guarantee the suitability of
the technology supplied, minimum
production levels to be obtained with
it, training of native workers, supply of
improvements and spare parts, and
price of spare parts and other goods
and raw materials. Finally, the code di-
rects industrialized countries to grant
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developing nations preferential treat-
ment, including giving them access to
information and technology within
their control and inducing their private
companies to favor developing coun-
tries.

The New International
Economic Order

The General Assembly also has ac-
tively promoted technology regulation.
For example, it has regularly endorsed
the proposal for a New International
Economic Order (NIEO)—a radical re-
structuring of the entire international
economic system. In 1974 the develop-
ing nation majority passed a resolution
calling for NIEO, which included a de-
mand for technology transfers to devel-
oping nations. And in 1980 the General
Assembly adopted the Restrictive Busi-
ness Practices Code, first drafted by
UNCTAD in 1973, which includes
many provisions similar to those in the
technology transfer code, broadly au-
thorizing developing countries to con-
trol the terms of technology deals.

Another UN body interested in tech-
nology transactions is the Commission
on Transnational Corporations, estab-
lished by the General Assembly in
1974. 1t has worked ever since on a code
of conduct for transnational corpora-
tions. The proposed drafts would au-
thorize wholesale governmental reg-
ulation of business practices, including
technology transfers. Though the tech-
nology provisions are not as detailed as
in UNCTAD’s code, they embrace the
same general principles, and UNCTAD
has endorsed the commission’s pro-
posed code.

And at the 1979 United Nations Con-
ference on Science and Technology for
Development (UNCSTAD), developing
countries drafted a Programme for Ac-
tion on the use of science and technol-
ogy in development. The congressional
Office of Technology Assessment re-
ports that the “conference was note-
worthy for its numerous attacks on de-
veloped countries for monopolizing
science and technology. The develop-
ing countries demanded large-scale
transfers of technical hardware and
know-how to the developing world.”

That conference recommended the
creation of three new international or-
ganizations, including the United Na-
tions Center for Science and Technol-

ogy for Development. The General
Assembly subsequently created the
Center, which has promoted the posi-
tion that the industrialized countries
have monopolized technology and
withheld it from developing nations.
Assistant Secretary General Amilcar
Ferrari, head of the Center, says that
“we are preparing an operational plan
encompassing all the activities of the
United Nations system towards . . . re-
structuring international relations.”

The Attack on Property Rights
UNCTAD has launched two indirect
attacks on the technology rights of pri-
vate companies, as well. The first is to
encourage national efforts to regulate
technology transfers; some countries,
like Brazil, have previously legislated
significant rstrictions on their own. Ac-

“The end result of the
Law of the Sea would
be to cut Third World
peoples off from the
benefits of seabed
mining.”

cording to a 1983 policy paper,
UNCTAD is preparing a report on
“concrete proposals for the formulation
of common approaches to guide devel-
oping countries in their preparation of
laws, regulations, and policies on the
transfer and acquisition of technology.”

The second is to weaken patents and
other forms of intellectual property
rights. Third World spokesmen argue
that protecting intellectual property
unfairly advantages the holders of
technology and disadvantages those
who “need” it, and drains needed in-
vestment capital from developing
countries. UNCTAD, for example, has
attacked the system because only 1% of
the world’s patents are held by devel-
oping countries and developing na-
tions must pay for the right to use pat-
ents, trademarks, and technical serv-
ices; it complains of “overpricing of im-
ports of intermediate products and
equipment, profits on capitalization of
know-how and price mark-ups, and
other costs inherent in technological

dependence.” (Similar charges have
been made by the United Nations In-
dustrial Development Organization,
UNIDO, which contends that intellec-
tual property “is one of the main con-
stituents of a strategy of domination
used by the industrialized countries”
and is a “unilateral contrivance” used
"to exploit the developing countries.”)

This pervasive belief in the injustice
of private property has led UNCTAD to
set up a so-called Group of Govern-
mental Experts, which, along with the
UNCTAD Secretariat, has been study-
ing patent and trademark policies. Fur-
thermore, the 1983 UNCTAD policy
plan endorsed an “in-depth review” of
trademark protections and the revision
of the patent laws to make them “capa-
ble of effectively complementing other
policies for national development” by
promoting technology transfers on
“fair and reasonable terms,” the train-
ing of native personnel, increased ac-
cess to patent documentation, and
“new and imaginative studies of pos-
sibilities for giving preferential treat-
ment to all developing countries.”

UNCTAD has also participated as an
organization in the World Intellectual
Property Organization (WIPO), which
is reviewing the Paris Convention for
the Protection of Intellectual Property.
UNCTAD's 1981 study called for reduc-
ing copyright protections, and its 1983
policy plan stated that UNCTAD would
“play a prominent role” in reviewing
the intellectual property issue.

In WIPO the developing nations first
proposed significantly reducing the
level of patent protection in 1975. In
1980 they succeeded in eliminating the
requirement that changes in the Paris
Convention be unanimous, delivering
effective control of the Conference to
the G-77. In 1981 the Nairobi Diplomatic
Conference tentatively approved, over
American opposition, allowing coun-
tries to grant an exclusive license to
anyone, including a patent holder’s
competitors, after 30 months, and to
revoke the patent entirely after five
years, if the country decides that the
patent holder has not adequately
“worked” the patent. (A patent might
be held not to be worked if the good is
imported, and even if regulatory bar-
riers delayed the good’s introduction.)
At WIPO's fall 1982 conference, these
issues came up again, along with pro-
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posals to favor developing states in
terms of fees paid for patent rights and
time allowed to complete the patent
process. America continued to oppose
the weakening of patent rights, which
Barry MacTaggart, chairman and presi-
dent of Pfizer International, says
“would confer international respecta-
bility on the abrogation of patents.”

WIPO has also taken on trademarks.
A 1981 draft report urged that the orga-
nization consider eliminating or limit-
ing the use of trademarks, at least in
developing countries. The report con-
tended that trademarks gave com-
panies excessive market power, allow-
ing them to charge excessive prices.
(Trademarks, of course, merely help
consumers identify specific products
and companies—and political parties
in some Third World countries.)

From the Oceans to the Stars

The United Nations has also
spawned proposals to mandate tech-
nology transfers in specialized areas.
The most complete system is provided
by the Law of the Sea Treaty, or LOST,
which was opened for signature in
1982. The United States refused to sign
the treaty, in part because of the man-
datory technology transfer provisions.

The LOST regulates the use of the
oceans and creates an International
Seabed Authority to control private
seabed development. Private miners
are obligated to sell, upon demand,
their technology to the Enterprise or
developing countries. If the miner is
leasing the technology, he must obtain
“written assurances” from the third
party owner that the technology can be
provided the Enterprise or Third World
nations on the same terms that it was
supplied to him. Further, every coun-
try that has “sponsored” a private
miner agrees to “take all feasible mea-
sures within its own legal system” to
“ensure that such technology” is made
available.

By creating a forced sale, the transfer
article guarantees that no transaction
with the Enterprise can ever be fair. The
seller cannot refuse to provide technol-
ogy that is intended to give him a com-
petitive advantage, nor even demand a
premium for technology that is sophis-
ticated and unique. And there is no
effective remedy to prevent disclosure
of proprietary information about the

technology to others.

Third World spokesmen and their
supporters consider these provisions
to be among the most important of the
treaty. Dalhousie University professor
Elisabeth Mann Borgese, for example,
says that the LOST provides a “unique
opportunity to create . . . new instru-
ments for technology transfer.” And
the Norwegian ambassador to the con-
ference, Jens Evensen, who supported
the Third World’s demands, has said
that the “importance” of the principle of
mandatory technology transfer estab-
lished by LOST “should not be under-
estimated in future discussions and ne-
gotiation.”

Unfortunately, the UN may attempt
to apply these principles to space de-
velopment. The General Assembly has
endorsed, and four nations have

“Many Third World
politicians seem
indignant that the
private sector has any
role at all in providing
technology.”

ratified, the "Agreement Governing the
Activities of States on the Moon and
Other Celestial Bodies” (or Moon
Treaty). Only one more ratification is
needed to bring the treaty into effect.
Much of the rhetoric in the Moon Treaty
matches that in the LOST, and Article 11
obligates treaty signatories “to establish
an international regime” to regulate the
use of the moon. Any regulatory sys-
tem eventually set up will almost cer-
tainly be dominated by the Third World
and include technology transfer provi-
sions similar to those established by the
sea treaty.

The Third World’s interest in private
space technology was clearly demon-
strated at the 1982 United Nations Con-
ference on the Exploration and Peaceful
Uses of Outer Space, or UNISPACE ’82.
Third World spokesmen considered
UNISPACE ’82 to be part of the general
NIEO negotiations, and the Office of
Technology Assessment reports that “if
there was a single underlying theme to
UNISPACE ’82 it was the transfer of
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space technology from developed to
developing nations.” The final con-
ference report contended that develop-
ing nations will never be able to “realize
their full potential as long as there is no
restructuring of existing international
economic relations on a just and equi-
table basis,” and that there must be
changes “in the international process
of” technology transfers.

The potential harm to American indi-
viduals and firms of all these forms of
coercive technology transfers is ob-
vious—they would directly re-
distribute wealth from Western pro-
ducers and consumers to Third World
governments. These proposals would
also reduce the incentive for the pro-
duction and distribution of new tech-
nologies.

Harming the Third World

But the harm would eventually be far
greater to Third World peoples. Econo-
mist Karl Brunner points out that “re-
strictions on external commercial con-
tacts imposed by Third World govern-
ments are by far the most important
obstacles to the inflow of productive
wealth and resources.” The less control
companies have over their products,
the more resources they have to use to
pacify local bureaucrats, and the less
they can earn on investments in often
unstable environments, the less likely
they are to invest. After all, UNCTAD
reports that roughly 90% of the world’s
technology trade occurs among devel-
oped countries; companies are far more
likely to do without the 10% in develop-
ing countries than to lose control of the
technology being transferred in the
other 90%. And the less investment,
the fewer technology transfers that will
occur, the fewer jobs that will be cre-
ated, and ultimately the slower devel-
opment will proceed in the Third
World.

The attack on intellectual property
rights would have a similar effect.
Michael Kirk, head of the international
division of the United States Office of
Patents and Trademarks, says that the
Third World’s WIPO package is “tanta-
mount to expropriation, and it’s bad for
the developmental process.” Reducing
patent protection will not increase for-
eign investment in technology trans-
fers. Roger Brooks of the Heritage
Foundation has pointed out that patent

(Cont. on p. 11)
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How Industrial Policy Picks Losers

Picking Losers . . . ? The Political
Economy of Industrial Policy, by John
Burton (London: The Institute of Economic
Affairs, 1983), 77 pp., $7.50.

Burton makes his criticism of indus-
trial policy by first illuminating ele-
ments of the market system that seem
to be kept secret around most univer-

sities and public offices. Improvements -

in the unhampered business world, he
explains, are made through an evolu-
tionary economic process where every
event has natural causes and important
consequences for economic improve-
ment. Just as in biological evolution,
the economy progresses by the “muta-
tions” of business experimentation and
the “natural selection” of the profit-
and-loss system. Burton points out,
however, that the analogy breaks down
on the matter of general welfare: In eco-

.nomic evolution, the few direct com-

petitors of the “fittest” suffer, but the
rest of the community benefits by the
new and superior products made avail-
able at a lower price; in biological evolu-
tion, the direct competitors of the fittest
perish and no other species is neces-
sarily helped in any way.

Drawing on the insights of E. A.
Hayek and A. A. Alchian, Burton re-
lates the flaws of industrial policy to the
evolutionary development of the mar-
ket by the important and often mis-
understood role of economic losses in
the process. Losses are often mis-
understood because neoclassical eco-
nomic techniques, which pervade the
business, bureaucratic, and academic
worlds, do not satisfactorily deal with
loss-making firms and their exiting of
the industry. The most interesting fea-
tures of such a firm are the way disap-
pearance occurs and the consequences
which follow for the industry. Neo-
classical theory, however, tends to al-
low changes to be made costlessly and
instantaneously, and to consider the in-
dustry to be so large that the actions of
one firm have no impact on the indus-
try. Burton emphasizes that exiting
firms do not quietly crawl away and die,
as an extinct species might, leaving no
mark on the economic world. Rather, it
goes through a process of reorganiza-
tion, reevaluation, and change of
ownership which is integral to the

overall economic evolution.

The basic pitfall of industrial policy is
that it unnaturally interferes with the
evolutionary growth of business. One
of the major purposes of industrial pol-
icy is to bolster degenerating firms or
industries. This practice perverts the
development process because eco-
nomic organizations that have been
shown to be inferior, either domestic-
ally or internationally, are not experi-
encing the results dictated by the pro-
cess. This breakdown of the evolution
disturbs the natural rewards that the
superior firms should obtain and the
move toward efficiency for the entire
community that would result. Firms
unable to go on competing, says Bur-
ton, should be left to dismantle them-
selves and reintegrate their resources
into more prosperous industries.

Policy Report
Reviews

Besides aiding ailing sectors, indus-
trial policy is designed to pick out and
incubate economic winners. This en-
deavor preempts the natural process
that would have taken place, and the
alteration works its way through the
economy, fouling up the evolutionary
process at each step. The “winners”
picked, Burton explains, are in no
sense winners at all because they have
not won by any competitive process of
natural selection. Government choice-
making is necessarily ignorant of the
relevant economic knowledge to deter-
mine winners because that knowledge
is so volatile and diffuse. Burton further
suggests that there is little reason to
suppose that the government even
aims at choosing the “winners.” Char-
acteristic of the government selection
process are political favoritism, lobby-
ing presure, self-serving functionaries,
and corruption.

In his chapter on “the political
market,” Burton has a good discussion
of how resources are diverted from
production to subsidy-seeking and
indeed how firms may be formed in
order to get subsidies.

Regulation of Pharmaceuticals: Bal-
ancing the Benefits and Risks, by
Henry G. Grabowski and John M. Vernon
(Washington: American Enterprise In-
stitute, 1983), 74 pp., $4.95.

The slumping of the pharmaceutical
industry has made many people raise
questions about the Food and Drug Ad-
ministration (FDA), which must ap-
prove all new drugs. Since 1962, the
annual rate of new drugs introduced
has fallen, R&D costs have risen, and
the average approval period of new
drugs has become about 2} years.
(Compare with the United Kingdom’s 5
months.) The authors argue that phar-
maceutical regulation has become too
stringent.

The approval of new drugs by the
FDA has progressively become more
difficult. In 1938, after a major drug di-
saster involving the drug sulfa-
nilamide, which killed more than a
hundred children, the Food, Drug, and
Cosmetic Act was passed. Firms were
required to submit a new drug applica-
tion to the FDA before introducing any
new pharmaceutical into interstate
commerce. The application, which had
to demonstrate that the drug was safe
under recommended conditions, was
automatically approved in 60 days un-
less the authorities determined that it
did not contain sufficient evidence of
drug safety. This caused a lag in intro-
ducing new drugs, but the regulatory
review times were still relatively short.
A much greater FDA role was estab-
lished in 1962 following the thalido-
mide tragedy, with the Kefauver-Harris
amendments. The new regulation gave
the FDA the authority to determine ef-
fectiveness as well as safety of drugs.
Approval periods lengthened as the
safe-and-effective burden of proof was
completely shifted to the drug innova-
tor.

Grabowski and Vernon explain that
there are two types of drug introduc-
tion errors: the rejection of drugs that
actually are safe and effective, and the
acceptance of drugs that are not safe
and effective. The FDA, they say, is
overly sensitive to the second type of
error because congressional commit-
tees almost never investigate the failure
to approve a new drug, while there are
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many investigations of FDA approval of
new drugs. “An FDA official who ap-
proves a drug subsequently shown to
be not safe or effective stands to bear
heavy personal costs.” Because of this
bias, the FDA official may reject the
drug when the evidence actually is in-
conclusive or opt for more testing, pro-
tracting the approval period.

The authors suggest that while the
FDA is biased towards the one type of
error, the unregulated market is biased
toward the other, i.e., new drugs that
are not safe and effective are readily
accepted in order to increase profits.
Thus regulation needs to be restruc-
tured to eliminate bias in either direc-
tion.

The central flaw with the study is that
while substantial evidence is provided
to show the burden of pharmaceutical
regulation, the ostensible systematic
flaw with the free market is not dealt
with at all, except the brief mention of
the two drug tragedies. The authors
need to provide reasons for their con-
clusions about the unregulated market.

The authors discuss several regula-
tory reforms designed to find the
happy medium of private and public
control. One suggestion is to make a
“probably safe and effective” category
of new drugs which would allow provi-
sional acceptance of the drug and
would require clear labeling of its classi-
fication. Another is to thrust some of
the burden of proof of the quality of a
new drug back on to the FDA, as it was
before 1962. A new external body of
pharmaceutical experts could be cre-
ated to hear appeals on new drug deci-
sions. Subjecting the FDA to this exter-
nal review, the authors say, would alter
the incentives to delay and reject new
drugs.

Third World Multinationals: The Rise
of Foreign Investment from Develop-
ing Countries by Louis T. Wells, Jr.
(Cambridge: MIT Press, 1983), 206 pp.,
$25.00.

While the activities of First World
multinationals and their impact on the
development process of Third World
host countries have been the focus of
much discussion, this is the first major
investigation of the rise in the last 15

years of foreign investment from devel-
oping nations. This book explores the
rationales for the foreign investment of
firms based in developing countries
and the impact of this on the inter-
national economic order.

Direct investment held abroad by de-
veloping countries was at least $5-10 bil-
lion by 1980 and has been substantially
increasing. Unlike multinationals of the
United States, subsidiaries of develop-
ing country firms are almost all in other
developing countries, and most of the
investment is in neighboring countries.
Thus Third World multinationals con-
stitute a means of bringing technology
to developing countries without in-
creasing dependence on firms and gov-
ernments from the rich countries of the
North.

Third World firms have found many
economic reasons for international
branching. Most firms in Wells’s study
exported before they manufactured
abroad and undertook foreign manu-
facturing only when threats appeared
to their foreign market. Quotas could
be circumvented and access to raw ma-
terials in the host country made easier.
The foremost reason for foreign
branching, however, is the lure of lower
input costs (primarily wages). Hong
Kong firms, for example, went to
Macao, the Philippines, and Thailand
because of the lower wage rates. An-
other concern for many Third World
firms is the political risk at home. “If the
home country takes a turn for the
worse, the firm’s owners can leave and
run to the overseas subsidiaries.”

Host governments often encourage
the establishing of subsidiaries of firms
based in other developing countries be-
cause of the promise of regional eco-
nomic integration, the transfer of tech-
nology, and the employment of
domestic resources. These last two at-
tractions, however, make multi-
nationals from rich countries all the
more appealing. This alternative is
often exploited, keeping out Third
World multinationals.

The home government may wish to
induce the branching because the for-
eign activities should eventually earn
foreign exchange in the form of divi-
dends and fees (although foreign in-
vestment initially means an outflow of

exchange from the home country). It
may object, however, because of the ex-
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portation of managerial and technical
personnel.

International institutions such as the
International Labour Office, the An-
dean group, and the United Nations
have given encouragement and pro-
vided incentives to the foreign invest-
ment of firms in developing nations
with the aims of increasing employ-
ment, integrating regional economic af-
fairs, and minimizing the dependence
on First World institutions.

In assessing the contribution of Third
World multinationals to the develop-
ment process and to international rela-
tions, Wells concludes that, in net, a
positive step is being taken. “Only part
of that judgment is based on the narrow
economic contributions of such firms.”
The overriding factor is the effect on the
tensions between the rich countries of
the North and the poor countries of the
South. “Foreign direct investment
among the developing countries makes
a contribution toward reducing those
tensions.”

Studies in Public Regulation, edited by
Gary Fromm (Cambridge: MIT Press,
1983), 393 pp., $15.00.

Studies in Public Regulation presents
the proceedings of the Conference on
Public Regulation sponsored by the Na-
tional Bureau of Economic Research in
1977. The volume follows the usual for-
mat in such cases, with primary papers
followed by short (and often pithy)
comments by economists who have
previously published in the relevant
field.

The book opens with a useful (if nec-
essarily incomplete) general survey of
the literature on regulation by Roger
Noll of Cal Tech and Paul Joskow of
MIT. The fact that both are affiliated
with an “Institute of Technology” may
be the source of what are apparently
technocratic concerns. Argue Noll and
Joskow: “Far too much of the effort of
economists has been directed toward
asking whether there should or should
not be regulation, and far too little
effort directed at how to improve the
performance of regulatory agencies.”

Also included in the volume are pa-
pers dealing with such subjects as a
new evaluative criterion for regulatory
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policy incorporating both allocative and
distributive concerns, the role and jus-
tification of solvency regulation in the
insurance industry, the impact on rail-
road investment of regulatory barriers
to exit, the political economy of water
pollution controls, rate structures in
multiproduct firms, and cross subsi-
dization in regulated markets. Con-
cluding the volume is a chapter by Uni-
versity of Chicago economist Sam

Peltzman commenting on the papers
and on the possibilities for a general
theory of regulation. Peltzman notes an
asymmetry common in the literature
on regulation, including the papers in
this volume, between the serious treat-
ment often accorded the attempt to un-
derstand and measure the cartelizing
effects of regulation and the minimal
analytical treatment accorded the “mar-
ket failure” justifications for regulation.
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As Peltzman remarks, “Conjuring up
rationales for regulation is too easy a
sport; perhaps deserves a Pigovian tax.”

Studies in Public Regulation offers nu-
merous insights into the regulatory
process but is already somewhat out of
date and is at times extraordinarily
technical and out of the reach of most
potential readers. For the specialist in
the theory of regulation, however, it
may be useful. [ ]
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protection “is a necessary and central
component of an attractive investment
climate,” particularly if the company
must produce the productitself when it
cannot find a local enterprise to pro-
duce it. This issue is particularly seri-
ous for products that require extensive
testing, such as pharmaceuticals and
chemicals, since the regulatory delays
often exceed the time that developing
nations would allow the companies to
work patents before revoking them.

The specific technology transfer pro-
grams would stifle particular forms of
development. The National Ocean In-
dustries Association, the National As-
sociation of Manufacturers, and a num-
ber of individual firms have made it
clear that mining companies would not
mine, and technology suppliers would
not supply technology, under the
LOST provisions. The end result would
be to cut Third World peoples off from
the benefits of seabed mining. As for
space, hundreds of millions of dollars
have been invested in commercial
space applications, but such invest-
ment would dry up if any resulting
technology would be controlled by
some international authority.

The fundamental problem is that the
developing country leaders misper-
ceive both the problems and solutions.
Western nations and companies do not
arbitrarily withhold technology from
the Third World—if nothing else, it is
not in their financial interest to do so.
Nor is technology a simple “thing” that
can be handed over. Richard Cooper,
Undersecretary of State for Economic
Affairs under President Carter, has
written that:

There is a failure to appreciate that

much of the specialized knowledge is

readily available for the taking in pro-
fessional and trade journals, and that
much of the rest resides in the small
and scattered bits of knowledge con-
cerning how to do particular things.
In both cases, the key is trained man-
power; technology by itself cannot
simply be “transferred.”

Moreover, any transferred technol-
ogy is only as valuable as the use to
which it is put. Subsidized or even free
technology from abroad that has not
been developed in concert with the
characteristics of the local economy—
that is, adapted to local labor markets,
educational standards, financial in-
stitutions, raw materials, and comple-
mentary technologies—is unlikely to
be used efficiently. In fact, even
UNCTAD has acknowledged that
"technological transformation is much
more than mere imports of external
technology.” It also requires “the mas-
tery of the skills to produce these very
instruments and processes, to orga-
nize, administer, manage and plan
their future development.”

The developing countries recognize
the critical role that technology has
played in enriching the industrialized
nations; they therefore see their salva-
tion in technology. And, under the
right conditions, technology has
played, and will continue to play, an
important role in spurring Third World
development. But those right condi-
tions will not be created by coercing the
transfer of Western products and ex-
pertise.

This is not to say we should be un-
sympathetic with the plight of the peo-
ple of the developing world; sociologist
Peter Berger has written of the “im-
mense anguish and pain, physical as

well as moral” that has “been associated
with the entry of these people into the
common history of our age.” But erect-
ing new regulatory barriers is not com-
passionate, especially when it is do-
mestic regulatory barriers—civil, politi-
cal, and economic—that most hinder
their economic development. To op-
pose the UN’s redistributionist technol-
ogy proposals may seem harsh, but to
support them, exacerbating the funda-
mental cause of Third World poverty,
would be far harsher. |
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“To be governed . . .

We're torn between bicycle racing
and mud-wrestling

The House of Representatives’ Dem-
ocratic Caucus is presenting a televised
debate Sunday starring the eight Dem-
ocratic presidential candidates. . . .

Said Rep. Charles E. Schumer
(D-N.Y.), who chaired the caucus proj-
ect,”. . . And it was my idea to do it this
Sunday, because now people who are
accustomed to watching Sunday foot-
ball on TV may watch this instead.
Their choice will be bicycle racing in
Italy, mud-wrestling in Japan or the
presidential candidates in New
Hampshire.”

—Washington Post, Jan. 14, 1984

Another Communist country suffers
chronic unseasonal weather

Vietnamese officials say typhoons in
October dealt a severe setback to food
production.

—Washington Post, Dec. 27, 1983

Great moments in deregulation

A new ruling by Virginia Attorney
General Gerald L. Baliles may soon.. . .
allow the sale of packs with 25 ciga-
rettes instead of the traditional 20.

—Washington Post, Jan. 24, 1984

Wait . . . it's becoming clearer . . .
more waste of taxpayers’ money

The Pentagon has spent millions of
dollars, according to three new reports,
on secret projects to investigate extra-
sensory phenomena and to see if the
sheer power of the human mind can be
harnessed to perform various acts of
espionage and war—penetrating secret
files, for example, locating submarines
or blowing up guided missiles in mid-
flight.

Further, one of the reports says con-
cern about a psychic arms gap has
reached as high as the [Carter] White
House. .

What emerges is a picture of both
superpowers trying to master such eso-
teric arts as ESP (extrasensory percep-
tion), telepathy (thought transfer),
clairvoyance (seeing things that are out
of sight), and psychokinesis (mental in-
fluence over objects or events)—all in
the name of the national defense.

—New York Times, Jan. 10, 1984

The secret is out

[The economic assumptions in presi-
dential budgets] are the product of
yearly negotiations between the heads
of the Treasury Department, the Office
of Management and Budget, and the
Council of Economic Advisers. They
consider not only the range of what
private forecasters say, but also what
they hope will happen to the economy
if Congress passes the Administration
budget, and the political importance of
putting the budget in the best possible
light. In other words, they make the
numbers up.

—The New Republic, Feb. 13, 1984

Profiles in courage

A group of leading Democrats today
released what they called a “blueprint
for the future” . . . that would reduce
the federal budget deficit . . .

“We're not interested in reducing
benefits, especially in an election year,”
said Rep. Thomas J. Downey (D-N.Y.).

—Washington Post, Jan. 8, 1984

That'’s what we wondered
[Virginia State Sen. Wiley] Mitchell
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said, "Many members—when they
first come in here—look at this hal-
lowed chamber [the Virginia legisla-
ture] with its traditions and grandeur
and ask themselves ‘How did I ever get
elected to serve here?’ A year later they
look around the same room and ask
themselves, 'How did these people
ever get elected to serve here?”
—Washington Times, Jan. 30, 1984

Much like tke public schools

[Virginia State Board of Education
member Allix B.] James added that
home education could result in a child
“that is not educated and a child that is
not even prepared to deal in a society.”

—Washington Post, Jan. 28, 1984

If you also leave aside domestic
spending, it’s $900 billion lower

Leaving aside defense and interest
on the national debt, the 1985 budget is
$60 billion lower than spending would
have been under the pre-Reagan Ad-
ministration budget.

—Interview with David Stockman
in Fortune, Feb. 6, 1984

Well, as long as he’s honest about it

Vice President George Bush yester-
day pledged that the Reagan admin-
istration will continue to resist domes-
tic pressures for more trade protection,
which he said “are mounting” as a re-
sult of policies being pushed by Demo-
cratic presidential candidates.

But he also acknowledged, in answer
to a question, that President Reagan
granted additional trade protection to
America’s textile industry last month
because of a commitment “made in our
campaign for election four years ago.”

—Wiashington Post, Jan. 20, 1984
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