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Foreword





THIS BOOK IS ONE OF THOSE RARE VOLUMES that will change the spirit of our age. It is both practical and inspiring. Its inspiration comes from real-life success stories – accounts of communities that have taken their future into their own hands and brought back not only jobs, but real political power and community spirit. Its practical value lies in a clear analysis of the structures that support a community’s economic base, and a description of the hands-on tools needed to strengthen it. In Short Circuit, Richard Douthwaite has undertaken the most extensive survey yet of community economics in the industrialized world.


To fully appreciate the significance of this book, we need to ask ourselves why everything we hold dear seems to be threatened. As individuals, we face increasing insecurity in our working lives, on our streets and even within our homes. As societies, we face a ruthlessly competitive global economy, the threat of armed conflict, and a biosphere stressed to the point of collapse. In the face of all this, governments and businesses offer us, at best, a tattered, decaying safety net. Short Circuit’s encouraging message is that the security we need can be found in our own communities by developing our local economies.


But why are communities and families fragmenting? Why are thousands of species disappearing and the world’s climate becoming ever more unstable? Why is democracy slipping away, and ethnic conflict, poverty, crime and unemployment growing day by day?


The root cause of all these problems often evades even the most intelligent and well-intentioned examination. The world economic system has become so complex, and the attitudes that it has given rise to so all-pervasive, that we now find it is extremely difficult to gain a clear perspective. However, there is a common thread running through these seemingly disparate crises: namely, a system of production  and distribution that depends for its survival on endless expansion. This continuous growth has led to economic globalization, which essentially means the amalgamation of every local, regional and national economy into a single world system.


Economic globalization is not the result of superior economic efficiency. It is coming about because governments have been subsidizing international and long-distance trade for nearly two hundred years without stopping to assess the impact on society and nature. It is only through tax breaks, cheap fuel, and massive investments in the underlying transport and information infrastructure that apples from New Zealand displace French apples in the markets of Paris, European dairy products destroy local production in milk-rich Mongolia, and Dutch butter costs less than Kenyan butter in the shops of Nairobi. Even a child might ask, ‘Why must food be transported thousands of miles, when it can be produced right here?’ This is not efficiency but economics gone mad.


Globalization has also led to the growth of huge multinational corporations that have replaced the hundreds of thousands of small businesses, shopkeepers and farmers that traditionally generated most economic activity and employment. And since big firms, unlike small ones, can threaten to move their operations to countries where the fiscal environment is easier, almost every government’s ability to raise an adequate amount in tax has been reduced. Consequently, by blindly subsidizing the process of globalization, the nation-state has promoted its own demise.


Moreover, by inducing people everywhere to rely on the same narrow range of industrial resources, the global economic system has greatly increased competition at every level. As a result, unemployment in the industrialized world has soared while, in the cities of the South, populations are exploding because millions of rural families are being drawn away from local self-reliance by the promises of the consumer society – only to be plunged into urban squalor and hunger. Meanwhile, wilderness areas and biodiversity are under increasing pressure as the demand for industrial resources grows.


The system that has emerged suits nobody: in the long run, there are no winners. Even at the highest levels of society, the quality of life is declining. The threat of mergers leaves even senior managers in permanent fear of losing their jobs. As for the burgeoning list of billionaires, try though they might to fence themselves off from the collapsing social order, they cannot hide from the collapsing biosphere.


It is therefore in everyone’s interest that the process of globalization  be reversed. The most effective way of doing this would be for governments to get together to curb the powers of the multinationals by negotiating new trade and investment treaties that would remove the subsidies powering globalization and give local production a chance. For example, if the hidden subsidies for fossil fuel use were removed, local and national economies would become much stronger. But such international measures would not in themselves restore health to economies and communities: long-term solutions require a range of small local initiatives that are as diverse as the cultures and the environments in which they take place.


Unfortunately, many people are opposed to the creation of stronger local economies for all manner of reasons. Some, for example, imagine that the aim of economic localization is complete self-sufficiency at the village level. In fact, localization does not mean everything being produced locally, nor does it mean an end to trade. It simply means creating a better balance between local, regional, national and international markets. It also means that large corporations should have less control, and communities more, over what is produced, where, when and how; and that trading should be fair and to the benefit of both parties.


It is also sometimes feared that localization will lead to repression and intolerance. On closer examination, however, it is clear that the opposite is true: the global economy is itself nothing less than a system of structural exploitation that creates hidden slaves on the other side of the world and forces people to give up their rights to their own resources. Localization is not about isolating communities from other cultures, but about creating a new, sustainable and equitable basis on which they can interact. In the North, being responsible for our own needs means allowing the South to produce for itself, rather than for us.


All over the world, campaigns against globalization are growing in strength as people see how it affects their lives, their high streets, and their neighbourhoods – and as they become more aware that there are alternatives. The significance of Richard Douthwaite’s book is that he shows that globalization can be contained by using these alternatives in a coherent way. He also shows we can start to build alternative systems today without waiting for politicians to give us their blessing or for the world to burn.


When community initiatives work (and Short Circuit describes both successes and failures) they release the imagination of those involved and enable them to take further steps towards economic revitalization, stronger communities, and a healthier environment. But so far, as Richard Douthwaite points out, no community anywhere has implemented more than a few of the many techniques described in this book, so the potential for revitalization is dramatic.


This book, then, is an indispensable tool-kit for communities seeking to initiate their own renewal from within. Those that take any of the steps outlined here will find themselves at the cutting edge of the most powerful movement of the new millennium.
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Preface





ONE OF THE THINGS I LEARNED from writing The Growth Illusion was that policies designed to accelerate economic growth had concentrated so much wealth and power in the hands of multinational companies and financial institutions that national governments had left themselves inadequate powers to safeguard citizens’ interests. What could be done to dilute this concentration? I asked myself. Power once gained is rarely given up voluntarily and governments had become too weak to take it back for themselves even if they were inclined to do so, which, generally they were not. Intrigued, I thought I might write a book on the topic and circulated an outline to people who I thought might help find the necessary finance.


An enthusiastic response came from Ed Mayo, director of the New Economics Foundation in London, who suggested that I develop a practical handbook on the techniques communities could use to become more self-reliant economically. He raised a small amount of money from the Goldsmith Foundation and I embarked on what we both thought would be a six-month task. I had not got very far, however, when two problems emerged. One was that it became obvious that the sort of brief discussion of techniques I had envisaged would not serve its readers very well without some account of why unconventional, community-based solutions were necessary. The second was that the techniques were likely to give disappointing results if communities simply tried to use them within the existing economic system and their members’ thinking went unchanged. A much longer book was required. Discussions with Helena Norberg-Hodge, director of the International Society for Ecology and Culture, led to ISEC agreeing to make it possible, using funds provided by Peter and Máire Buckley for its globalization/localization studies.


Despite the added analytical content, this book is still intended to be a practical guide and, as such, it has to cover its topics in reasonable depth. Thus no one should feel obliged to read it from beginning to end. I suggest that people read the introduction and chapters 1 and 2 before turning to whichever of the four long core chapters interests them most, and then move on to the final chapter. If I’ve done my job properly, readers won’t skip the other core chapters altogether. Someone keen on wind energy will naturally read the community energy section – chapter 5 – but if he or she wants to finance a wind farm, chapters 3 and 4, on local currencies and local banking systems, have a lot of relevant ideas. Similarly, someone interested in organic farming will turn to chapter 6 and then move back to the money chapters for information on how to make a project commercially viable.


The core chapters include panels in sans-serif type, in which I present practical information and case studies that illustrate or expand upon points raised in the main narrative. Readers, if so inclined, should not hesitate to skip a panel when they first encounter it and return to it before moving to the next chapter.


I resisted the temptation to write this book for a worldwide readership because this would have meant being less specific and, consequently, less useful. It is intended for a British and Irish audience; I have discussed projects from as close to home as possible so that they are from a similar legal and cultural framework and relatively easy for organizers to visit. If there are more Irish examples than, say, Scottish ones, the fact that I live in Ireland obviously has something to do with it. However, it is also because the Irish have recently been doing disproportionately more at a community level than most other countries in Europe. This is because ten years ago they were told by their politicians that if wage and price inflation were moderated and the national debt reduced as a proportion of national income, businesses would increase investment, the rate of economic growth would soar and enough new jobs would be created to make a substantial reduction in unemployment. All this has come to pass except the jobs. Ireland’s rate of growth is so high that bankers refer to the country as the Celtic Tiger. It has a large trade surplus and is one of only two or three EU members likely to meet the Maastricht Treaty criteria for participation in a single currency. But despite these ‘successes’, its level of long-term unemployment shows no sign of falling. As a result, hundreds of people have given up relying on the government or outside firms to bring jobs to their districts and have become involved in community efforts to create work themselves.


Happily, the groups they have joined stand a much better chance of being successful than similar groups in Britain because Ireland’s community structures and its social capital are much more intact, even in areas where the population is in decline. This was demonstrated in 1994 when Muintir na Tire, a long-established national community development organization, published a report on the resources that four parishes in North Tipperary could call on ‘with a view to creating enterprises as an alternative to traditional job roles that are fast becoming redundant’. Parish C was typical of what the consultants found. It is centred on a village which had a population of 1113 in 1991, down a full 10 per cent from only five years earlier. And yet it had two primary schools and one secondary school, a Roman Catholic church, a new community centre/parish hall, nine pubs, three petrol stations, four supermarkets, a post office, a draper’s, a chemist, a hairdresser, a doctor’s surgery a health centre and a credit union. A mobile library visited once a week. It also had five community organizations – a tourism co-op, a festival committee which organizes an annual historical pageant, a Tidy Towns committee to ensure the village looks its best for the annual national contest, a Variety Committee which puts on plays and revues, and the Gaelic Athletic Association. How many communities in England of a similar size would still have a comparable range of assets? Come to that, how many modern housing estates in Ireland would either?


Admittedly, most of the Irish groups’ efforts to develop their local economies are still on the conventional ‘what can we supply to outside markets?’ lines, but a certain ‘which of our needs can we start satisfying from our district’s resources?’ radicalism is creeping in. I’ve noted several examples of this. In spring 1995, for instance, some weeks after The Guardian carried a brief article about a survey of Hatherleigh, a small town in Devon, to assess the feasibility of supplying all its energy from renewable resources there, I rang the consultants in Bournemouth to request a copy. ‘Another Irish address,’ the man I spoke to commented. ‘That’s interesting. We’ve had more enquiries about the study from Ireland than we’ve had from this country.’ And yet, as far as I know, the existence of the Hatherleigh study was not reported in any Irish newspaper. At any rate, his comment confirmed my view that if a new pattern of community economic development does emerge in Europe in the near future, Ireland will be at its leading edge.


Many, many people helped me to write this book by answering questions, sending information and commenting on parts of the draft; I record their names with gratitude at the end of the book. However, the support of five organizations has to be recorded here. First has to be the Goldsmith Foundation, which provided the seed money for the project, enabling me to visit Germany, Norway, Denmark, the US and Australia to find out what was going on. The New Economics Foundation, besides arranging the Goldsmith grant, provided encouragement, information and advice and read through the typescript at a late stage. As I have already mentioned, funds from the International Society for Ecology and Culture enabled the scope of the book to be greatly expanded. However, its contribution went beyond the financial, as Helena Norberg-Hodge’s perspectives on the ways in which happy, stable, self-sufficient communities can be destroyed by external economic forces were very valuable. A remarkable Dutch organization, Aktie Strohalm of Utrecht, also became involved when it employed me as a consultant on its project for the World Council of Churches looking at ways in which local currency systems and credit unions can be developed to meet a wider range of social needs. Here again, its involvement was not just financial; chapters 3 and 4 would not have been so comprehensive without the information and ideas it supplied. Finally, the Schumacher Society in the United States – for which read Robert Swann and Susan Witt – provided accommodation, hospitality and access to its extensive library during my visit to America. Run on a shoe-string, it is the single most important US information source for anyone researching community economics.


This book provides a snapshot of what communities were trying and people were thinking at around the time it went to press and, because ideas and projects are constantly developing, it will date quite quickly in some respects. One way of coping with that would be to publish a revised edition in two or three years’ time, but a better way of keeping readers in touch would be to publish a magazine, as this would be more immediate and allow topics not covered in Short Circuit to be explored. Moreover, people besides the author would be able to make their views heard. Nothing has been settled yet, but if you would like to receive a free specimen copy, please write to me at the address below.


RICHARD DOUTHWAITE


Cloona, Westport


County Mayo


Ireland


June 1996



















Introduction





ON A BRIGHT DAY IN JUNE a small passenger ferry, the Dún Aengus, lies among an assortment of small fishing boats beside Cleggan pier in the west of Ireland. Shortly before its two o’clock sailing to Inishbofin, an island with a permanent population of about 180 people five miles off the coast, one of the crew walks down the pier carrying a tray marked Pat the Baker containing French sticks and plain white buns. He places it on a hatch cover on the open deck. Five minutes later a forty-foot container lorry with a grocery wholesaler’s logo on its side reverses down the pier. Using the tail-lift, the driver places a pallet-load of provisions on the flagstones beside the ferry. ‘Haven’t you got a derrick so that you can swing it on board?’ he asks the crewman. ‘We have not,’ the latter replies, taking a knife out of his pocket to cut through the heavy plastic cling-film with which the pallet-load is wrapped. The ferry’s skipper, Paddy O’Halloran, who has sailed the island’s mail-boat for over thirty years, comes from the wheelhouse; I join him, and the goods are transferred from pallet to deck along a three-man chain.


A fair selection of what the island will need for the next week is there; sugar, biscuits, jars of jam, flour, margarine, toiletries and disposable nappies are all passed down the line until a large part of the open deck is three-deep in cartons. I am amazed at the number of packs of non-returnable bottles of Coca-Cola handed to me and wonder if the containers cost more to make than their contents. Later, on the island, I see a half-hearted attempt to dispose of their predecessors by burning them with other packaging material on the beach near the jetty. When the tide comes in, the unburnt rubbish floats off into the harbour. Some of it will be washed up on the mainland because of the direction of the prevailing wind, but most will be strewn along the tideline of the harbour itself. On the jetty I find a stack of baker’s trays that somehow never made it back to Pat the Baker’s factory in Granard, County Longford, over a hundred miles away.


After a smooth forty-minute crossing over a sparkling sea, the supplies are loaded into a trailer to be hauled by tractor to Day’s shop, less than fifty yards from where the boat docked. There, the full extent of Inishbofin’s dependence on the outside world is revealed. The milk was packed into waxed cartons sixty miles away in Oranmore on the far side of Galway. The eggs come from County Monaghan, the frozen fish from County Donegal, the cheese, butter and bacon rashers from the Golden Vale in County Cork. Yet this was an island that used to supply large quantities of eggs and butter to the mainland within the lifetime of many of its inhabitants and whose fishing industry once employed over two hundred of its men. What has gone wrong? Why does an island that spun, wove and knitted almost all its own clothing a century ago and even grew flax for its fishermen’s lines now produce so little for itself? The question needs to be answered, because only five or six of Inishbofin’s seventy-five remaining households are not almost totally dependent for their income on state pensions or the dole.


It’s not hard to find factors that contributed to the island’s loss of its self-reliance. For example, Margaret Day, who ran Day’s Hotel beside the shop until recently and was also the island’s nurse for many years, says that the provision of a public electricity supply on the island in the early 1980s enabled people to stop keeping milking-cows. ‘Until then, because the ferry could be tied up for days during bad weather, people had to keep a house cow if they wanted to be sure of having fresh milk. After the power came, they could keep bought milk in their freezers.’


There are very few cattle on the island now, because the EU’s headage payments for sheep have made that animal more popular, and even those that remain are not generally milked. ‘It’s very difficult to get them used to hand-milking once they’ve been allowed to suckle a calf,’ says Margaret Murray, who runs the island’s other hotel, the Doonmore. ‘I’d like to use Inishbofin milk in the hotel, but the health board insists it has to be pasteurized before it can be served to guests. The cost of the equipment means that that’s out of the question.’


When a cheese-maker came from the mainland in 1993 to run a course there was scarcely enough island milk for her demonstration, and none of the seven trainees, Murray included, has been able to practise what they learned. No butter is being made now either, although a churn is on display in the Doonmore’s dining-room. ‘This has meant that there is no buttermilk available for baking soda-bread. We bring it in from the mainland, but having to buy it has discouraged people from making their own bread,’ Day says.


Another reason few cattle are kept is the difficulty of getting them to market. Slings have to be placed under their bellies so that they can be winched into the hold of the island’s cargo boat, the Leenane Head, a fine wooden zulu built in Scotland in 1906. ‘The winching and the sea journey set them back,’ Murray says. ‘They have to be rested for a day before they can travel any further. This makes it difficult and expensive for local people to take them to market themselves. What generally happens is that dealers come over from the mainland and buy the cattle cheaply, asking the farmers to keep the animals until shipment is arranged – which can be as long as two or three months. A farmer can’t manage his affairs on this basis: he can’t sell when he wants to sell. Sheep are easier to get to the mainland.’


Almost all the island’s meat is brought in. Several years ago Murray, who was on the Inishbofin Development Association’s committee at the time, investigated the possibility of setting up a slaughterhouse so that the community wouldn’t have to go to a mainland butcher just like everyone else. What she had in mind was something small and simple to handle sheep, but the county council had a standard specification and insisted that it be followed. ‘Their building was big enough to handle cattle as well and had walls tiled to the ceiling. It was just too expensive, and so nothing was done.’ In fact, some sheep are still slaughtered on the island and their meat is sold, but it is done secretly to avoid prosecution. Thus, official inflexibility led to the worst outcome of all: unregulated butchering in totally unsuitable conditions.


Although the island once had curing-sheds to enable its fish catches to be sent all over Europe and to Africa, very little fishing is carried on now; two disused trawlers are tied up at the jetty, unlikely to sail again. The only seaworthy fishing boat of any size left is the Northern Ranger, but this is used mainly for taking parties of visitors to the neighbouring islands of Inishturk and Inishark. The main income of its owner, Gustin Coyne, comes from maintaining the island’s electricity generating station and from doing electrical work in people’s homes. ‘A few years ago you could make a good income for the summer by setting three dozen lobster pots,’ he says. ‘Now you can’t make a living if you set three hundred.’ The days before the Second World War, when a Frenchman called Samzun brought in French boats each year to supplement the local effort and shipped the live lobsters to England, are a fading memory.


Most of the fish in the surrounding waters – the mackerel that were caught between March and July, the herring shoals that came at harvest time, the cod and the ling – have gone, destroyed by overfishing or taken by bigger boats further offshore. The decline began in the 1920s. Previously, fish buyers had come to the island from as far away as Germany and Shetland, and the waters around Inishbofin were regarded as among the world’s foremost fishing grounds. In the 1840s as many as ten thousand fishermen congregated on the island when the shoals moved that way.


Gustin says the concessions the government made during the negotiations for Ireland’s membership of the EEC in the early 1970s delivered the coup de grâce to the fishing industry, because they involved exchanging increased access to Irish waters by other countries’ boats for higher farm product prices under the Common Agricultural Policy. ‘At the time, the government didn’t even know how many fishing boats were in this country, or how big they were,’ he says. ‘That shows how unimportant fishing was to them. I’ll give you an example of what that treaty did. Until a few years ago, crayfish were an important and valuable catch around here, but the Spanish found the trench along which they migrate north and began fishing it. So the crayfish began to use another trench, until the Spanish found that too. Very few reach here any more, and there’s nothing we can do about it.’


It would be nice to stop being negative and to list the activities the islanders have developed to replace fishing and farming. Unfortunately, apart from a little tourism – mostly day-trippers during the three summer months – there’s nothing to report. Instead, the litany of loss goes on. For example, although the island is ideal for raising free-range poultry because it has no foxes – a serious problem for smallholders on the mainland – only a few people keep hens and geese, and Murray says it is difficult to get island eggs to serve in her hotel, although she tries. In any case, keeping hens would not reduce the island’s dependence on the outside world to any great extent if, instead of importing the eggs, Inishbofin imported the feed. In the old days the islanders fed their flocks on oats and potatoes they had grown themselves and that were an important part of their families’ diets, but only small patches of both are grown today.


The crafts the island had at the turn of the century disappeared as boatbuilders, blacksmiths, shoemakers, tailors, weavers and seamstresses  were gathered to their ancestors. No equivalent skills came in to replace them, and the island’s children, whose links with their birthplace are weakened when they are sent as boarders to secondary schools on the mainland, look for their opportunities elsewhere. As a result, the number of households dropped from 186 in 1893 to seventy-four a century later, and the population declined even faster – by over 80 per cent – so that a majority of today’s households consist of one person or an elderly couple. There are only twenty-one children at the island’s primary school. Indeed, because the age structure of the population is so skewed, unless new people move to the island or emigrants return, the number of permanent residents can be expected to fall below a hundred by the time of the next census in 2001. This might bring numbers close to the level at which the authorities decide that the island is too expensive to service and that its people should be encouraged to leave. On the neighbouring island of Inishark the last six families, comprising twenty-three people, were removed to the mainland in October 1960.


During a stay in 1993, some islanders told me they thought that Galway County Council had decided to let Inishbofin run down, because it was several years since it had authorized the construction of any council houses; applicants were being offered houses on the mainland instead. Others disagreed and said that, as the council had spent £2.5 million on building an ugly steel-and-concrete pier the previous year, there was no evidence that it planned a gradual abandonment. (The poet Richard Murphy, who brought the first day-trippers to the island in his sailing hooker Ave Maria in the early 1960s, says the ‘structure disfigures the most beautiful natural harbour in Ireland as if a forceps were stuck in a womb’.) Both groups were dissatisfied with the level of services the county council provided. Early in 1995, after winter storms had undermined stretches of coastal road so seriously that, in the words of the priest, Father Paddy Sheridan, ‘you’d be afraid to walk up the road after your dinner for fear the weight would take you into the sea,’1 the island’s annual general meeting voted to rejoin County Mayo, to which Inishbofin belonged until 1872. The vote had no legal force, but the road repairs were approved the following week and the construction of a council house shortly afterwards.


My suspicion is that the council has no policy for Inishbofin at all and that it built the pier because it was not spending its own money: 30 per cent of the funding came from the government in Dublin and the rest from the EU under its infrastructural development programme.  What is certain is that the pier was imposed on Inishbofin from outside. True, the islanders had wanted something done, because the ferry could not dock at the old stone jetty at all states of the tide. However, their idea was to blast away some rocks and extend the jetty to an islet in the harbour called Glasoileán, a solution that would have cost far less than the county council’s project and would also have stopped the sheltered moorings at the far end of the harbour silting up. But since no one ever said, ‘We’ve £2.5 million here to spend in any way we like on capital works in Inishbofin: how can we make best use of it?’ there was little incentive for the council to keep expenditure down. Had the islanders had control over the money, you can be sure they could have built the jetty extension, a slaughterhouse to official standards, a dairy, and several other projects as well.


Although the pier funds – an amazing £14,000 per islander – should certainly have been spent to greater effect, no one should blame the county council that they were not. The point of the EU’s infrastructural spending is not to act as a catalyst for the development of those ‘peripheral areas’ of Europe in which its ports and roads are built – quite the reverse: the money is spent to improve access to markets on the periphery for goods manufactured by companies in the core. Obviously a road runs both ways, and a pier can be used to ship goods both in and out. But the more cheaply and easily goods can reach Inishbofin or any isolated community from the outside world, the less necessity there is for the people living there to do things for themselves, and the more competition that any goods they do make for the local market will experience from goods made in more convenient locations. The ugly pier represents the EU’s bridgehead, an extension of its distribution network, not a glorious entrance to the Single Market for the people of Inishbofin.


Despite the bridgehead, a few islanders are trying to compete against outside producers. A widow who prefers not to be named supplements her pension by baking soda-bread and cakes in her tiny kitchen and selling them to neighbours who call to her door. Her greatest fear is that some day the health inspector who visits the island to check the summer-only restaurants and the two hotels will close her down because she does not meet the recent regulations that require anyone producing food for sale to use a special kitchen quite separate from their domestic one. ‘I’ll ask him what he thinks I should do and if he could live on £50 a week, which is what I get,’ she says with exasperation.


Regina King and her friend Mary Lavelle used to grow vegetables to sell from a stall on Saturday mornings in July and August. ‘We’ve carrots, lettuce, spinach, and mange-tout peas,’ she told me in 1993. ‘We never have that amount of stuff, and Murray’s will take whatever we have left over for the hotel. Everything is completely organic.’ Her main problems were rabbit damage – the island is overrun with them and everything has to be carefully fenced – and the salt and sand carried in by the frequent strong winds, which batter and blacken delicate leaves. The two women applied for a grant to help them purchase a polytunnel, in the hope that it would solve both problems and give a longer growing season. The grant was approved, but Regina had a baby and they didn’t take it up. Two years later they had changed their minds about a tunnel. ‘We can’t believe the plastic sheets won’t be blown away,’ Regina says. ‘What we really need is a proper glass greenhouse, but these are expensive, and we can’t get a grant for one.’


Some years ago a co-op was set up to bring food into the island at better prices than the shops and also to export the troublesome rabbits, which were caught and sent to England during the Second World War. Unfortunately, the organizers became overly ambitious and proposed buying a refrigerated van to handle sales on the mainland. The capital and recurrent expenses this would have involved killed the whole project, and the co-op itself eventually withered away, its fate sealed when the island’s shopkeepers told their suppliers that they would cease to deal with them if they supplied the co-op too.


Dr Steven Royle of Queen’s University, Belfast, a geographer who has studied the Irish offshore islands, thinks that life on them was always hard, which is why early systems of state support such as the Congested Districts Board became so heavily involved. ‘Although in the past the islands’ resources were supporting their populations, this support was at very low levels indeed – levels that would be completely unacceptable in western Europe today. Life was hard and, for many, short. Islanders had few possessions and lived very simple lives, basically as subsistence peasants. The local resources were often stretched to the extent that failure in any one of them could bring real hardship. It was certainly not a comfortable life materially, though the Blasket biographies and other works do present an attractive picture of the social and cultural life.’2


Just how difficult life could be on Inishbofin when local resources failed was described by Thomas Brady, an inspector of fisheries, in 1873, when about 1250 people lived there and on its neighbouring island: 




In the course of my official business during the early part of the present year, it came to my knowledge that distress, amounting to almost destitution, existed on the islands of Boffin and Shark … Sheep have died from starvation, the people have little food remaining, no potatoes and very many no seed to put in the ground … The time for fishing is commencing but the islanders have no fishing gear to follow their advocations. I visited a great many houses in Boffin and Shark … In one house I found them eating their dinner which consisted of boiled seaweed with limpets in it … Only three men on Shark have any potatoes.3





In 1886 the British government had to send a gunboat, HMS Banterer, with meal and potatoes to relieve distress. Housing conditions were bad too. According to a paper written by Charles Browne in 1893 for the Royal Irish Academy a typical house at the time consisted of a kitchen and one or two bedrooms and was built of dry stones, plastered inside with mud or mortar. The roof was thatched, and the floor was of clay. The windows were small and at the front of the house only, because the landlord would have raised the rent if more had been made. Most of the wood used in construction had been found as driftwood on the beach. Furniture consisted of ‘a few stools, a rough table or two, with a dresser containing a scant assortment of earthenware, a spinning-wheel and a quilting frame,’ while the bedroom would have two tent-beds, some chairs, and perhaps a small table. Pigs, hens and cattle were brought into the living-room when they needed shelter, because again the landlord would have charged extra had the tenant built outhouses for them.


No one would wish to see Inishbofin return to conditions such as these,s but surely there must be a middle way lying between the extremes of almost complete self-sufficiency on the one hand and near-total reliance on supplies and welfare payments from the outside world on the other. The challenge facing the island is to achieve such a balance, a task that this book is all about.


The fact is that Inishbofin’s circumstances are nothing special. Tens of thousands of landlocked communities throughout Europe share essentially the same situation. It is just that, as it is an island, we can see more clearly what its problems are. If it was joined to the mainland it would never occur to us to think it a pity that almost everything it needed was brought in: we would ignore it, just as we do the communities elsewhere that are just as grotesquely dependent on social welfare payments and that are slowly dying too because the economic activities that were once the basis of their existence have withered away. We don’t expect people housed on urban estates with much the same level of unemployment as on Inishbofin to bake their own bread and repair their own shoes; but isn’t this exactly where our thinking has gone wrong?


The decline in Inishbofin and a multitude of other communities is due to the collapse of ways of life that enabled their people to support themselves successfully for centuries, albeit at what we today would consider an unsatisfactory level. The main cultural collapse has been that of peasant agriculture. In Ireland as a whole, 670,000 people gained their main source of livelihood from the land in 1926, the majority working for themselves or for members of their families. By 1991 the total had dropped to 154,000, only 14 per cent of the national work force, and was falling at the rate of twelve families a day. As a result, 224 villages in County Galway were abandoned completely during the sixty-five-year period; ten thousand people emigrated from Counties Galway, Mayo and Roscommon in 1986 alone.


Similarly rapid changes have taken place throughout Europe, particularly after the Second World War. In the conclusion to the second volume of his book The Identity of France, the great historian Fernand Braudel writes that the ancient, peasant France – ‘a France of bourgs, villages, hamlets and scattered houses’ – survived more or less unchanged until 1945, when ‘it fell victim to the “Thirty Glorious Years”, that period of unprecedented expansion that lasted until the 1970s’. The final blow that killed it, he suggests, was the introduction of the tractor,




a machine which could pull anything: the most advanced plough, the huge combine-harvester (a mobile factory) or carts piled high with bales or (these days) compressed blocks of hay and straw. If it has been possible to amalgamate properties, and if the size of farm that a family can now handle has increased, it is very largely thanks to the tractor. How else could the huge fields we now see in so many farming areas even be ploughed?4





He asks himself why peasant agriculture was able to survive until so recently, and suggests this answer:




Is it perhaps for the simple reason that peasant life offered, to what was certainly an over-abundant population, a balanced way of life? Near Céret, where I live, the Aspre valley has now reverted to nature: today, only brambles, shrubs and broom flourish on the poor and untended soil. Here, ‘the equilibrium based on almost complete self-sufficiency, combined with a little trading, which had more in common with barter than with imports and exports, was lost for good in 1950,’ Adrienne Cazeilles writes to me (20 January, 1985). The population gave up, leaving everything just as it stood, as if evacuating an untenable position in wartime. But before that, the position had been perfectly defensible. Life in Aspre was not wretched: people were poor, certainly, and it was a hard life, but that is not the same thing. As one of my friends, born in 1899 in a peasant family used to put it humorously but accurately: ‘The only thing we were short of was money.’





The people of Aspre did not leave because their way of life was inferior to that in the outside world: they left because it had been undermined by the outside world, and in particular by industrialization. They were displaced, made redundant, by systems of agriculture that used industrial inputs like the tractor to enable food to be produced at progressively lower prices so that eventually they were left with too little income from the proportion of their output they did sell to buy even the limited range of goods and services they needed from outside. Industry also extinguished the settlement on Inishark: one of the reasons the people left was that larger, mechanized vessels began catching the fish stocks previously taken by their sail-powered and oar-powered boats. In both cases – and in thousands of others too – the world lost systems of production that had enabled families to live sustainably for generations from the resources of their areas with very little input from elsewhere. Those affected had no option but to give up their largely independent ways of life and become almost totally reliant on others and on the industrial system for everything they needed. They were never offered a choice. External circumstances compelled them to give up making, catching and growing almost everything they needed and to switch to purchasing their requirements, using wages earned from an employer or money given to them as a dole.


So, just as nomadic herders were displaced by settled farmers, peasant farmers and fishermen were displaced by the industrial system. The main difference about the more recent substitution was the lightning pace at which it came about. The German economist Alexander Rüstow, born in 1885 when his newly unified country was industrializing rapidly, regarded the destruction of the largely self-sufficient peasant way of life and its replacement by the factory system as the advance of an extreme form of tyranny. This was because the factory workers, unlike their peasant forebears, had neither land nor skills to employ on their own account to secure their families’ needs and therefore had no alternative to working for whatever wages and under whatever conditions the factory owners chose to offer. The livelihood of the new type of worker was completely outside his or her control. Today we are all dependent. How many of us would survive should the industrial system fail?


Rüstow regarded peasant culture as superior to any other form, a view that seems ridiculous to those of us who accept the dictionary definition of peasant as ‘uncouth or uncultured’ and who would consider being called one a term of abuse. But Rüstow is not alone. In his book The Villagers, Richard Critchfield, an American journalist who was lucky enough to get commissions from his editors that have enabled him to report on life in villages around the world for the past quarter-century, also sees peasant culture as humankind’s greatest achievement and is concerned that industrial culture may not evolve to provide a satisfactory replacement. This is because the codes of conduct and attitudes that have enabled peasant cultures to survive throughout the centuries are the direct opposite of those fostered by the industrial system.


What are these peasant values? Critchfield quotes the University of Chicago anthropologist Robert Redfield: ‘An intense attachment to native soil; a reverent disposition toward habitat and ancestral ways; a restraint on individual self-seeking in favor of family and community; a certain suspicion, mixed with appreciation, of town life; a sober and earthy ethic.’ The industrial system, on the other hand, has no respect for the environment or tradition and regards land as a mere factor of production. Its heroes are individual entrepreneurs, and its predominant belief is that except in extreme cases the market should limit the search for profit, not the community. Industrialism’s supporters also accept that family should not stand in the way of an individual’s career.


According to Critchfield, peasant culture is the source of the world’s major religions and concepts of morality, and as urban industrial society is failing to ensure that moral codes are successfully transmitted from generation to generation, it is eroding the ethical basis on which it is built. He quotes Walter Lippmann:




The deep and abiding traditions of religion belong to the countryside. For it is there that man earns his daily bread by submitting to superhuman forces whose behavior he can only partially control. There is not much he can do when he has plowed the ground and planted his seed except to wait hopefully for sun and rain from the sky. He is obviously part of a scheme that is greater than himself, subject to elements that transcend his powers and surpass his understanding. The city is an acid which dissolves this piety. Yet without piety, without a patriotism of family and place, without an almost plant-like implication in unchangeable surroundings, there can be no disposition to believe in an external order of things. The omnipotence of God means something to men who submit daily to the cycles of weather and the mysterious power of nature.5





Critchfield fears that civil disorder will break out if the cities’ acid eats away too much of the moral basis of life, and that urban industrial  culture will be unable to repair the damage caused by the death of morality’s rural roots. ‘All our culture – our institutions of family and property, religion, the work ethic, the agricultural moral code and mutual help – originated in the villages,’ Critchfield writes. ‘Farming is hard … but agriculture creates societies that work … No substitute for the rural basis of our urban culture has yet been invented … As President Clinton has reminded us, “Our problems go way beyond the reach of government. They’re rooted in the loss of values, in the disappearance of work and the breakdown of our families and communities.”’ Critchfield therefore urges us to seek ‘a substitute for the old rural basis of our soon-to-be global urban culture.’


This book, however, is not about what such a search might find. Instead it discusses a possibility Critchfield probably thought too remote to mention: that communities might find ways of resisting being destroyed by the industrial system and that, out of their struggle for survival, a modern version of a peasant culture might be born.


To those readers who think Critchfield and Rüstow wore rose-tinted spectacles and immediately associate a traditional peasant community with ignorance, extreme conservatism, bigotry, and a chokingly tight level of social control, I would say that the new version does not have to be like its predecessor. In fact it would be almost impossible for it to acquire those characteristics, because attitudes have shifted too far and because of the constant, unstoppable flow of information and ideas into every community, particularly through the Internet. What community in the industrialized world nowadays gives sole moral authority to its priest? Nevertheless a great debate will have to break out in every emerging new-peasant community on the balance it should strike between the interests and rights of individuals and those of the group as a whole. Different communities will find different solutions, but of one thing we can be sure: while no place will opt for the over-restrictive systems of yesterday, very few will find it possible to survive if they adopt the most extreme libertarian positions of today.




Notes


1 Quoted by Lorna Siggins in The Irish Times, 7 April 1995.


2 Personal communication, 22 August 1995.


3 Quoted in Inishbofin through Time and Tide, Kieran Concannon (ed.) (Inishbofin Development Association 1993), p. 59.


4 The Identity of France, vol. 2 (HarperCollins: New York 1990), p. 675.


5 The Villagers (Anchor Books, Doubleday: New York 1994), p. 431.
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Out of Control







The world economy has changed its nature. Since the early 1970s it has become highly unstable and has favoured the rich over the poor. Unfortunately, even if politicians accepted this there would be very little they could do.





FOR A QUARTER OF A CENTURY after the Second World War, most young men in Britain, almost regardless of their level of ability or education, could confidently assume that they would find themselves some sort of job within a few hours whenever they needed one. Admittedly the job might be utterly boring and without prospects, but it would provide an income on which they could live remarkably well. It was a marvellous time to start out in life.


But a sea change took place at the beginning of the 1970s, and twenty years later roughly a third of men aged between eighteen and twenty-four were either unemployed or ‘economically inactive’1 – a term applied to those people without work who have given up what governments see as their economic function of keeping wages down by continual job-hunting and who have thus made themselves ineligible for the dole. At any one time an estimated 100,000 young men were homeless as a result of inadequate incomes, some sleeping on city streets,2 while theft – the crime for which this age group is most frequently responsible – almost tripled between 1971 and 1992.3 ‘For many youngsters, crime has become a matter of survival in this new society which appears to cater only for the winners,’ Stewart Lansley of the Henley Centre for Forecasting wrote. ‘Today, denial of the new trappings of consumerism means a denial of full citizenship … The result has been a growing lack of community cohesion and a declining sense of social commitment.’4


Despair engendered by poverty and involuntary idleness drove increasing numbers of young men to suicide: in 1992, 500 males aged between eighteen and twenty-four killed themselves in Britain, 80 per cent more than ten years earlier. Indeed suicide became the second most common cause of death for all young people.5 Other age groups were affected by the rise in unemployment of course, but it struck most harshly at the young, who, throughout the EU, were twice as likely to be unemployed as anyone else of an age to work. In France, for example, 45 per cent of those leaving school in 1995 with their baccalaureate and 80 per cent of those without any exam successes were unemployed nine months later. Robert Castel, a sociologist, was not alone when he warned of the danger of society breaking down.6


What had gone wrong? How did an economic system that had enabled Britain to keep overall unemployment between 1.2 and 2.1 per cent of the working population from 1945 to 1970 alter to such an extent that later governments were entirely unable to hold the problem in check? As the graph shows, unemployment rose rapidly after 1974, only falling back in periods in which the economy enjoyed brief booms but even then never returning to the level of its previous troughs. The difference between the trend in this latter part of the graph and that in the earlier one is so marked that by the early 1990s even optimists were forced to admit that full employment would not return when world economic conditions improved and that the problem was ‘structural’ – that is, created by changes in the way the economy worked.
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Graph 1.1 The number of people unemployed in Britain, the white barred area, rarely exceeded 600,000 between the end of World War II and 1974. It then began to climb rapidly as a result of the country joining the EU and reached over 3 million. The grey line shows that European Free Trade Area countries continued to enjoy low unemployment until they either joined the EU themselves or prepared to join it. Their joblessness rates have since tripled.








The first structural change took place on Sunday 15 August 1971. Facing a range of problems that appear like molehills today but seemed like mountains at the time – a trade deficit of $4 billion and unemployment and inflation rates both moving up towards 5 per cent – President Nixon took the United States off the gold standard, thus removing the last fixed link between paper money and real goods. His action destroyed the gold-exchange standard currency system set up by the Bretton Woods agreement of 1944, under which the dollar was convertible into gold and all other major currencies were convertible into dollars. Under this system, countries had been able to expand the amount of money they had in circulation as long as they could keep their exchange rates in step with the gold-based dollar. Without it, the value of their currencies was based on nothing but confidence and fluctuated in response to the whims of the market to an unprecedented extent. The monetary world had no foundation, no fixed point – ‘a floating non-system’ the German Chancellor, Helmut Schmidt, called it – and central banks were forced continually to adjust interest rates and the amount of money in circulation on the basis of how their national economy was perceived internationally rather than the volume of trade going on. As Joel Kurtzman, a business columnist on The New York Times, wrote in his 1993 book The Death of Money:




It was a change of monumental proportions that not only redefined money but created the opportunity to dramatically speed up the rate at which transactions between companies and countries took place …. It created enormous arbitrage possibilities and set the stage for the invention of a myriad of new financial products. It also initiated the process of decoupling the ‘money’ economy from the ‘real’ economy. As a result, two-plus decades later, the money economy, where transactions take place purely for financial or speculative gain, and the real economy, where the world’s raw materials, goods and services are produced and traded, are badly out of balance. That was Nixon’s economic legacy.7





Another important economic change took place immediately before unemployment began its climb. On 1 January 1973, Britain, Denmark and Ireland joined the EEC, a move that required their governments to gradually harmonize their economies with those of the six existing members. This limited their economic freedom; and these three countries’ unemployment levels – and those of the EEC as a whole – became significantly worse than those of other countries that were also coping with the death of the gold-exchange standard but decided to stay in the European Free Trade Association (EFTA) rather than join the Common Market.


The Kennedy (1967) and Tokyo (1979) GATT treaties also restricted the ways in which the British and Irish economies could be managed. The treaties’ signatories undertook to reduce the rates of duty they imposed on imports from other participants. This curtailed their ability to create more jobs by protecting home producers from overseas competition and to use import duties to cure trade deficits. As a result, Britain was subjected to a flood of shoes, clothing and textiles from cheap-labour countries, and employment in British firms manufacturing these products fell from 973,000 to 412,000 between 1973 and 1993.8 Other industrial sectors were similarly affected, and by 1982 a country that had had a trade surplus in manufactured goods in every peacetime year for more than a century and that in 1972 had exported goods worth 55 per cent more than those it imported went into what became a chronic trade deficit. By 1993 this deficit had grown to £13.4 billion. If the goods it represented had been made domestically, the additional activity could have created at least a million extra jobs.9


A fourth structural change was the complete abolition of exchange controls in 1979, four months after the Conservative Party came into office under Margaret Thatcher. This concession enabled the banks and financial institutions that had contributed so generously to the Tories’ election fund to move their money to wherever in the world they could obtain the highest return: if, after allowing for any differences in risk, a project in New Guinea promised to be more profitable for the promoters than one in Newcastle, that was where the institutions felt their money should be. The fact that the total benefits from a project established in Britain were likely to be considerably higher to the British people than one overseas was ignored. Sectional interests triumphed over the public good.


These four changes left Britain without most of the powerful economic management tools it had previously used to create the space within which governmental policies could be carried out. In particular, the Keynesian methods of economic management that had produced full employment and relative stability in Britain between 1945 and 1970 became unusable, because if a government now ran a budget deficit to stimulate domestic demand and thus increase employment it could no longer use tariffs and quotas to control imports and prevent overseas competitors taking a lot of the extra work away. Indeed, if it was so much as hinted that the Chancellor of the Exchequer was planning to increase the public sector deficit, investors – fearing that the increased demand for imports would depress the international value of sterling – would move their funds to other currencies, precipitating the decline in the value of the currency they sought to escape.


In short, the four changes heightened the degree of instability in the British economy while simultaneously leaving those responsible for managing it with far fewer methods for its control. Other governments got themselves into the same position, of course, with the result that the world economic system became much more liable to catastrophic collapse. As the graphs show, interest rates and exchange rates have been more unstable recently than at any other time in the past fifty years, making it extraordinarily risky and difficult for anyone to try to build up any sort of small business along conventional lines.


Once the British government had signed away its right to use duties and quotas to control imports, it had only one way left to end unemployment. This was to lower domestic costs sufficiently to make home-produced goods and services so competitive internationally that they displaced imports and attracted sufficient export orders to enable all available workers to be offered jobs. This approach sounds fine until one looks at what it entails. There are two main ways in which a country can cut its costs compared with those of its competitors. The easiest and most effective is by devaluing its currency. Unfortunately, however, this method is unavoidably inflationary, because the increased costs of imports in terms of the national currency have to be passed on to consumers, and even if a way of avoiding these price rises could be found it would be undesirable to use it. This is because if import prices fail to rise there is no price incentive for people to switch to home-produced products, thereby creating jobs in the firms making them. One of devaluation’s most powerful modes of action is lost.


Since inflation is highly unpopular with the electorate, the banks, and, most crucially, international investor-speculators, both Labour and Conservative governments have avoided devaluing except when compelled to do so, as in the exchange-rate crisis of September 1992, when devaluation proved its worth by generating an export boom. This leaves only one other way of reducing domestic price levels relative to those overseas: by improving efficiency and productivity. All sorts of ‘supply-side’ measures were taken to boost efficiency, including the elimination of restrictive practices such as union demarcation agreements in the work-place, the ‘Big Bang’ reforms in the City, and the rules against building societies lending for things other than buying houses. These changes were generally welcomed by people who escaped the human cost of bringing them about, as no one likes the idea of paying a high price for goods or services because one group or another – whether it be printers on newspapers, solicitors in conveyancing, or a state monopoly in telecommunications – has a stranglehold on a particular activity and refuses to allow others to do it more cheaply. Calling a business ‘competitive’ became the highest form of praise.
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Graph 1.2 Since 1973 exchange rates and UK interest rates have fluctuated much more widely and violently than in the preceding quarter-century. This is shown here by the movement in the value of the US dollar in terms of sterling (scale on left), and UK long-term interest rates (right).








The problem with promoting this type of efficiency, however, is that one person’s cost is another person’s wage packet. If unions, firms or institutions are forced to compete more aggressively against each other because the protective barriers they have erected around their activities over the years are broken down, jobs are lost and the wages and salaries paid to those remaining fall, cutting sales and hence employment in the shops and services that supply them. In other words, in their efforts to create employment, successive governments promoted policies that destroyed it. Only if an industry’s turnover increased in real terms after its restructuring was there any possibility that additional jobs would be generated to replace those that the efficiency drive had eliminated. In most sectors this increase in turnover either did not happen or was insufficient to offset the losses from continuing productivity drives. The country found itself struggling up an escalator that was moving down: in any year in which Britain’s total turnover as measured by its gross national product did not grow by over 3 per cent – and in the seven years up to 1995, growth averaged only 1.25 per cent – the number of jobs lost because of ‘rationalization’ and labour-saving technologies exceeded the number of new ones created, and the total amount of employment fell.


Few criticized the thinking behind the methods taken to achieve greater international competitiveness, because the British public and its political leaders had collectively lost their way. I suspect that, if asked, most politicians, regardless of their party affiliation, would have said that they were working to defend and, if possible, advance the welfare of their fellow-citizens. After some prompting, almost all might also have said that the higher the real wages those citizens received, the higher their economic welfare and hence their total welfare, other things being equal.* But no matter how leading the questioning, not one of them would have pointed out that there was a fundamental incompatibility between raising public welfare and the tactics they were pursuing. Nor would they have admitted that, by removing the protective barriers around the British economy, they had inadvertently created a system in which being competitive in both home and overseas markets boiled down to reducing their citizens’ wage levels faster than their rivals. Almost no one in politics saw that the commonly accepted goal for the economic system, the welfare of the citizen, was being sacrificed to make the economy perform and that, quite quickly, many people’s wages were likely to fall to Third World levels.


But the politicians should not be criticized too harshly: they were blinded by outdated economic theories. The real blame for what went wrong must be taken by the economics profession, which failed to point out that free trade could prove seriously damaging in the circumstances in which it was being introduced.


The conventional proof of the superiority of free trade assumes the economies of both trading partners to be in equilibrium before trading begins – in other words, to be producing at the highest level possible given their technology. This means that all their factors of production – land, labour, and capital – must be fully occupied. The proof also assumes that the partners reach a similar equilibrium once trading is in progress. If they can assume these two equilibria, most economics undergraduates can show that in a two-country, two-commodity world with perfect competition, the trading equilibrium is better than the non-trading one, because it allows both countries to have more of the two traded commodities than they would if they did not trade.





But it is very doubtful whether a proof based on these limited circumstances has any relevance to our present world. This is because most countries are not generally working at maximum production, since they will not be using the latest technology and all their factors of production – unemployment will exist and their manufacturing companies will usually have unused capital equipment. As a result, even the most sophisticated economist has to struggle to say anything useful about whether the post-trade situation is likely to be better or worse than the pre-trade one, particularly if he or she attempts to take into account any changes in the distribution of income brought about by the growth of trade. Certainly, since the most significant feature of the post-1973 period has been the steady growth of unemployment, equilibria did not exist in most countries that moved towards freer trade. In these circumstances, economists should have admitted that it was impossible for them to say whether the removal of the remaining trade restrictions would prove beneficial. That almost every economist of note failed to do so is a black mark against a profession whose overwhelming support for free trade has been based on faith and intellectual idleness rather than evidence.


No one would open a corner shop without a much more thorough analysis of whether it might prove beneficial for the majority of participants than was ever obtained for the various phases of the EEC and GATT experiments. In an interview with the editor of the Sunday Business Post of Dublin in June 1993, shortly before he took up his post as secretary-general of GATT, Peter Sutherland claimed that the world economy would benefit by $200 billion if the Uruguay round of trade liberalization was completed. It was scarcely surprising that he used this figure, as it was the only estimate of the benefits of the Uruguay round available and had already been quoted to such an extent that the public could not be blamed for thinking it reliable. In fact the figure comes from a short briefing document, Trade Liberalisation: What’s at Stake? produced by the OECD in Paris; and when, several months before Sutherland’s interview, French journalists had asked the OECD secretary-general, Jean-Claude Paye, about it, an embarrassed Paye had dismissed the estimate as ‘pretty theoretical’ and stressed that if benefits on that scale were ever achieved it would be over a ten-year period and at the expense of some developing countries.10


The authors of the paper, Ian Goldin and Dominique van der Mesbrugghe, were not surprised that their figure was quoted so widely – ‘After all, we were the only ones to try to quantify the gains,’ van der Mesbrugghe told me11 – but were alarmed at the importance being placed on what was in reality little more than an educated guess, which had now acquired an aura of authority. ‘I call that $200 billion a biblical number now,’ van der Mesbrugghe said, agreeing that it had entered the mythology of our times. And even though later studies have produced similar estimates using different approaches, he doesn’t think that makes his figure any more likely to be correct. ‘We all used the same trade data and made similar assumptions about which distortions would be corrected and to what extent,’ he said.


The one aspect in which van der Mesbrugghe was sure their paper was correct was the one that Sutherland, an Irishman speaking to an Irish audience, signally failed to mention, much less stress. It was that, in the developed world at least, rural communities would lose as a result of the dismantling of agricultural support structures, while urban dwellers would reap the gains. And so, just as five years earlier the potential gains forecast by the equally unreliable Cecchini Report had provided the excuse for remote and rural areas to be sacrificed to create the EU’s single market in 1992, so an estimate in which even its authors had no confidence was used, along with selective quotation, to justify a further far-reaching liberalization of world trade.


The forces pushing for these liberalizations were in fact exactly the same groups that had urged Margaret Thatcher to lift exchange controls: financial institutions, transnational companies, and people living on private means. Taken together, free trade and the free movement of capital had a profoundly damaging effect on the share of national income going to the rest of the economy, the people who work for their living and depend on their pay. The figures show this clearly. In 1952 two eminent economic historians, E.H. Phelps-Brown and P.E. Hart, published a classic paper that showed that between 1870 and 1950, wages stayed at between 36.6 and 42.3 per cent of national income, varying only slightly with the trade cycle and showing no clear time trend.12 Their definition of wages excluded salaries. However, if one recalculates their results taking salaries and wages together, not only is the share of national income taken by labour much more stable from year to year but it rises from 54.8 per cent in 1870 to 65.3 per cent in 1950. In other words, over the eighty-year period during which the well-being of ordinary people improved substantially, the share of national income going to those working in the economy increased at the expense of those receiving rents, interest, and dividends.


If we bring the Phelps-Brown and Hart time series up to date we can see that the trend continued for the next twenty years, until by 1974, 70.5 per cent of the gross domestic product went to pay wages and salaries. After that year, however, the trend went sharply into reverse. By 1987 only 63.8 per cent of GDP was paid for work done, an unprecedented fall in so short a time. It was brought about largely by the introduction of technologies to increase competitiveness that involved the replacement of human labour with two other factors of production, capital and fossil energy.


Interestingly, 1974 was also the year that the Index of Sustainable Economic Welfare (ISEW) for Britain began to decline. ISEWs were devised because using a country’s national income per head to provide an indication of the economic welfare of its citizens has several serious drawbacks. One arises because the goods and services produced during a year – which is what national income consists of – might be shared out very unequally. Another occurs because the country’s citizens will not get to consume or otherwise benefit from a high proportion of their output, because some of it will be exported (to be replaced by a greater or lesser value of imports), some ploughed back into the economy as new investment, and some used to keep the system running in a tolerable way on tasks such as cleaning up pollution or fighting crime. At the same time some of their production – such as the goods and services they produce for themselves at home – will not be included in the official statistics, which only cover things that are bought and sold. And then some of the production the people do buy may make them no better off but simply keep things as they are. For example, if traffic noise increases so much that they have to install sound-proofing to sleep at night, the products they purchase to deaden the noise count towards national income, but they scarcely represent an overall gain. And finally, some components of national income may have been produced by depleting the country’s physical capital – crops grown using methods that cause soil erosion, perhaps – and a correction is needed to allow for this.13


Tim Jackson and Nic Marks analysed the British national income figures for 1950–90 along these lines to produce one of the lines in graph 1.4.14 For each year they took the figure for total consumer expenditure from the national income statistics and corrected it for changes in the equality of income distribution, arguing that £1000 was likely to be of much more benefit to someone on a low income than to someone who was well off. Then they added their estimate of the value of housework and the other goods and services that people produced for themselves. Next they added the value of the services provided by the washing-machines, televisions and any other consumer durables people owned. Finally they included a proportion of the educational and health expenditure paid for by the state, ending up with an annual total that proved to be closely related to that year’s per capita gross national product.
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Graph 1.3 The proportion of national income going to wage and salary earners in Britain was on a generally rising trend between 1870 and 1975. Since then, rents, profits and interest payments have taken a much larger share of GDP, throwing the trend into reverse.








Then they made corrections for such things as the cost of commuting, traffic accidents, water, air and noise pollution, the loss of farmland, the depletion of non-renewable resources, and long-term environmental damage, including that to the ozone layer. Up to 1974 the total deduction they had to make to each year’s figures to cover these items grew roughly at the same rate as consumer expenditure, with the result that the residual – their Index of Sustainable Economic Welfare – grew at much the same rate as GNP per head. For example, between 1950 and 1960 the GNP per head grew by 23.3 per cent and the ISEW by 21.0 per cent. In the next decade, 1960–70, the figures were 26.3 and 27.5 per cent, respectively. After 1974, however, the required corrections grew faster than GNP per head, with the result that the ISEW began to fall, and by 1990 it was only 3 per cent higher than it had been in 1950, having dropped by over a half.*
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Graph 1.4 Although national income per head doubled in the USA between 1950 and 1990, the Index of Sustainable Economic Welfare (ISEW) only increased by a small amount and then fell off: it is now at roughly two-thirds of the 1950 level. German and British ISEWs rose more strongly in that period but are now moving rapidly in reverse.








Attempts to calculate ISEWs for other countries have produced similar results. In the United States, Clifford Cobb and Ted Halstead have produced a ‘Genuine Progress Indicator’, which shows that economic welfare began to decline there in 1968 and had fallen by over 40 per cent by 1992.15 The decline in Germany began in 1981 but has been much more rapid: the index calculated by Hans Diefenbacher fell by 40 per cent in just seven years.16


I have gone into this degree of detail about ISEWs because they throw an important light on the proposals I make in the next chapter. What the British, American and German indices clearly show is that the world economic system is now running backwards, and although it is producing more goods and services each year, all the increase and some more on top is required to keep the system functioning and to compensate for the damage it does. In other words, as the system gets more centralized and supplies our needs in increasingly indirect ways, using more and more packaging, advertising, capital equipment, and transport, it is becoming much more inefficient: it is not just experiencing diminishing returns to scale as it expands but negative ones.


Part of the reason the British ISEW changed direction in 1974 is that this was the year the distribution of national income began to become less equal; because of the reduced proportion of it going to wage and salary earners, a smaller fraction found its way to those at the bottom of the social scale. In the two decades after 1974, British wages fell sharply in comparison with those elsewhere, in part because of the government’s efforts to boost competitiveness, in part because new technologies reduced demand. So, although British pay rates were much the same as those of Italy in 1980, by 1990 they were 25 per cent lower and, according to the European Commission’s Annual Employment Report for 1993, only 5 per cent above those in Ireland and Spain. As a result, the poorest fifth of the population – the group with the weakest bargaining position in a jobs market that no longer had much use for unskilled or physical labour – saw its share of the fraction of national income going to households fall from 9.6 to 6 per cent during the 1980s.17 The richest 20 per cent of the population, by contrast, received 43 per cent of total household income in 1991, compared with 35 per cent in 1979.


Similar income shifts took place in the United States and other countries, and when Loic Wacquant, a scholar at the Russell Sage Foundation in New York, compared urban poverty in Europe and America, he found that the economic system had started behaving differently. ‘Roughly until the 1970s, the expansion of the economy translated into improvements at the bottom of the class structure,’ he told The Economist. ‘Now, when the economy goes into a downward spiral, neighbourhoods of exclusion get worse. But when it goes into an upward progression, they don’t join in.’18


Despite the grave social consequences of these massive shifts in the distribution of national income away from payments for work and away from the worst off, the British government felt able to boast of its supply-side achievements in a glossy brochure, Britain: the Preferred Location, published in 1992 by the Department of Trade and Industry’s ‘Invest in Britain’ Bureau to attract overseas investment. ‘Labour costs in the UK continue to be low – significantly below other European countries,’ the pamphlet says. ‘The UK has the least onerous labour regulations in Europe, with few restrictions on working hours, overtime and holidays … There is no legal requirement to recognise a trade union.’


But although by 1996 wages in some parts of Britain had been reduced below those in South Korea, the number of people able to find full-time work had fallen to some 15 per cent below 1978 levels. Unemployment rose throughout the rest of the EU too as each member-state sought to increase its competitiveness in relation to the others by introducing the energy-intensive and capital-intensive technologies that made it possible for less labour to produce a larger volume of goods. In the early 1990s, as Graph 1.1 shows, unemployment began to rise sharply among EFTA countries too as they began to align their economies more closely with those of the EU in preparation for eventual membership. In 1993, shortly before the second Danish referendum on the Maastricht treaty, Professor Sten Johansson, a former director of the Swedish Central Statistics Bureau, told a meeting in Copenhagen that Sweden had started aligning its economy with that of the EU three years previously and that the changes had proved very harmful for groups such as the old, the young, women, public employees, and those living in rural areas.


After the meeting Johansson told me that the Swedish social welfare system had run into trouble because economists had advised the government to remove the remaining controls on currency movements, on the grounds that they were having little effect anyway. However, once this was done, large sums of money had left Sweden, and the monetary system had become extremely unstable. Public sector spending had had to be cut sharply to restore market confidence, undermining the cradle-to-grave social welfare system that had been the envy of most of the world for almost forty years. ‘We need to find another system of controlling monetary movements that does not involve locking everything rigidly together and thus causing even more problems,’ Johansson said.


Hallvard Bakke, a Labour member of the Norwegian parliament, told the same meeting that politicians in Norway and Sweden were pushing for EU membership although a majority of the people did not want it. ‘The Nordic welfare model puts people at the centre. It ensures that they can live a good life without moving their homes. EU policy is the exact opposite: it is that people should move to wherever the work is,’ he said. The Nordic countries, Bakke noted, had always been dependent on overseas trade, which made up the same proportion of their national income a hundred years ago as it did today. ‘Despite this high level of trade we have been able to build up our own welfare model. The market is good for many things, but not for employment and the good life.’


He was right. When a country with generous social welfare provisions such as Norway or Sweden is forced to compete in an uncontrolled way against dozens of other countries that leave the poor, the sick and the old to fend for themselves, it will inevitably lose markets to them because its traders are carrying overheads their rivals do not. In the past it was argued that the industrialized countries would be able to protect their welfare systems, wage levels and working conditions by keeping several technological jumps ahead of their Third World competitors. Now, however, it is hard to find anyone who believes this because, on the one hand, the technologies used in south-east Asia’s export factories are little different from those used in the West, while on the other hand, Western countries are competing ever more fiercely for market shares among themselves, each of them cutting wages and welfare in an attempt to get an edge. The only Western enterprises that can hope to remain relatively unaffected by Third World competition are the manufacturers of sophisticated aircraft and armaments – and then only for as long as the huge public R&D subsidies to these activities continue.


In principle, then, John Major was quite correct when he repeated his opposition to the social chapter of the Maastricht treaty at the EU summit in Copenhagen in June 1993 on the grounds that it would impose higher costs on European manufacturers and make them less competitive in world markets. He was also right to say that social welfare benefits throughout the EU would have to be cut if it was to trade successfully around the globe. ‘Long-term unemployment is higher in the European Community than in either Japan or the United States,’ he wrote later that year.19 ‘There is now increasing agreement that these problems stem from the inflexibility of European labour markets, from the tangle of regulations, from wasteful systems of welfare, from the burdens of too high systems of taxation, which Europeans have imposed on themselves in the last forty years.’


‘European labour costs rose by 4 per cent a year during the 1980s while barely changing amongst our major competitors,’ he went on. ‘Europe spends proportionately nearly twice as much as the Japanese on public social security and health care and over 60 per cent more than the Americans. The problem will be compounded as the proportion of old people in our population increases. Unless we take action to contain costs, Europe’s taxpayers will be paying 30 per cent more for social security and health in real terms by 2020. Unless we act to deregulate our economies, there will be too few earners in Europe to pay those tax bills.’


No one was in a position to dispute his argument that the EU countries needed to cut their taxes and their labour, health care and social security costs, because – largely as a result of the economists’ failure to admit that the case for free trade collapsed in conditions of unemployment – alternative strategies less reliant on competing internationally had not been worked out. Even on the political fringes very few people pointed out that free trade was not compulsory and that countries need not trade on externally dictated terms because they could trade on their own, exchanging goods and services with the rest of the world only when and to the extent that they found it beneficial to do so.


In Europe only France, which has had only five years in which the level of unemployment dropped since the middle 1960s, has seriously discussed alternatives to free trade. That it did so was largely because of the work of Maurice Allais, who won the Nobel Prize for economics in 1988. Allais believes that free trade will lead to a surge in imports from low-wage countries and cause many companies to shift their factories there. As a result, he says, Europe will experience mass unemployment, huge wage inequalities, and a social explosion.20 His thinking gave France the intellectual confidence to oppose the limitations on agricultural subsidies sought by the United States as part of the Uruguay GATT round and for President Mitterrand to tell a television interviewer at the 1993 Copenhagen summit that the EU should adopt rules to enable it to protect its industries against imports from low-wage countries.


However, France is the exception, and unless a trade war breaks out it is impossible to envisage a generation of European leaders that has devoted a large part of its working life and prestige to turning the EEC into the European Union making a 180-degree turn and calling for trade restrictions until unemployment is conquered. And, if there is no trade war, an entirely new generation of politicians will have to emerge before policies that give preference to people rather than to mistaken concepts of economic efficiency are adopted. In other words we are likely to have to wait at least ten years for any national or international restructuring to begin.


In the meantime the outlook for many people is grim. In a state of increasing desperation, our present political leaders and their immediate successors will try ever harder to make their collapsing creation work, hoping rather than believing that the world economy will suddenly start to work perfectly and a more general prosperity will return once the few remaining trade barriers have been brought down, the burden of tax and social spending cut, and the intensity of competition heightened further. This is a forlorn hope. All that will happen is that more and more people will be excluded from full participation in the mainstream economic system. Unemployment will mount rapidly and generate even more crime and misery as social welfare payments are whittled away. Too lazy or complacent to seek alternatives, politicians, academics and commentators will cheer this impoverishment on, arguing that the more rapidly a country adjusts to world market conditions by getting its wages and other costs down, the brighter its future will be.


‘The most worrying aspect of the present crisis is that, for the first time in history, the rich no longer need the poor,’ Pierre Calame, president of the Foundation for the Progress of Man, told a conference in Paris in June 1993. He went on to explain that in the past the rich had always needed the poor – as servants, to grow food, to build their houses, to fight their wars, and to make the goods they required. Now, however, many of the jobs the poor had done were performed by machines, and, as far as the rich were concerned, it was unnecessary for as many people as previously to be retained within the economic system. The surplus was therefore being expelled and maintained in limbo at the lowest level of public support possible without their becoming a serious threat to the well-being and equanimity of the better-off.


But if the rich can manage without the poor as a result of technology, can the poor manage without the rich? I believe they can, and the ways in which they can do so are what the rest of this book is about.
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* In The Growth Illusion (1992) I show that other things never remain equal whenever an economy grows because the growth process changes everything, including factors outside the economic sphere. However, most politicians and mainstream economists do not realize that growth can have harmful side effects: for them it is unquestionably A Good Thing.


* If I had been doing the calculation, the 1990 index would have come out much lower. This is because Jackson and Marks valued the goods and services people produced for themselves according to the wages they would have been paid if they had been employed to do them at the going rate rather than on the actual amount of housework, gardening, cooking and child care done. As a cleaner’s wages went up by a factor of 2.8 (after correcting for inflation) between 1950 and 1990, this means that unless domestic productivity increased by that amount because of the wider use of vacuum-cleaners etc., Jackson and Marks were inflating the value of these chores and so distorting the ISEW upwards. They were worried about this aspect of their work themselves, remarking that ‘it is by no means clear that this impact is fully justifiable’.
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Creating Enough Elbow Room







In the world economy only a very limited range of activities is commercially feasible in most communities because of the intensity of competition from outside. We must therefore build independent, parallel economies if we are to fill more of our needs for ourselves.





THE PREVIOUS CHAPTER ATTEMPTED to make two important points. One was that a large part of the world’s population has lost the means and the ability to provide for itself and has become dependent on a single, highly unstable economic system that has no use for a growing proportion of it. The second was that for the next few years, unless there is a trade war, politicians are unlikely to be willing or able to protect their citizens from being damaged by this system, even though it is now actually running backwards and making life worse throughout the world.


If both points are valid, is there anything that people like us can do? Can we achieve a better balance between the world economy on the one hand and millions of local economies on the other, many of which have contracted almost to vanishing point? To put this another way, can communities limit the scope of the industrial system and its individualistic culture without governmental help, and by so doing create a protected space within which local, peasant-type economies and collective cultures can be re-created or revived?


Before answering these questions, I need to define two terms. First, by a peasant economy I mean a society in which most families own their own means of making their livelihoods, be this a workshop, a fishing-boat, a retail business, a professional practice, or a farm. In such an economy families would, of course, be free to join with other families to own the source of their livelihoods collectively. Second, by the industrial economy I mean the system under which activities are primarily ways of making profits for shareholders rather than providing ways of life. In the industrial system, groups of investors typically put up the capital and employ workers to carry out their ventures, paying them wages that are regarded as a cost to be minimized rather than a gain. In the peasant system, those wanting a way of life that will also provide them with a livelihood find or borrow the capital to employ themselves, and count their wages as a benefit.


The difference between the industrial and peasant systems is not only that one seeks to minimize the returns to labour and maximize those to capital while the other wants to minimize the return to borrowed capital and maximize a wide range of benefits, including income, for the group involved: there is also a difference of scale. An investor-owned, industrial-system venture can grow extremely large through mergers or by ploughing back its profits, the techniques employed by General Motors – with 251,130 people on its payroll and an income that exceeds the GNP of all but twenty-one countries – to become the biggest company in the world in numbers employed at the beginning of the 1990s. Peasant projects, by contrast, tend to stay fairly small unless they adopt the industrial approach and employ people who are not shareholders or participate in joint ventures with investor-financed firms. Many of the bigger Irish agricultural co-ops owe their size to exactly these non-co-operative strategies.


If it were possible to obtain the political support, a better balance could be achieved between the industrial and peasant systems by enacting laws limiting the size to which investor-financed enterprises were allowed to grow and splitting big businesses into hundreds of employee-owned parts. In addition, shops and factories could be barred from expanding beyond a certain size and restricted in the type of technology and the amount of capital per worker they could use. Similarly, to keep more families working the land, farmers could be prevented from increasing their acreages.


But these top-down tactics are pipe-dreams in the present climate, and we have no alternative but to work from the bottom up. In other words, rather than changing the law we will have to change attitudes and ideas – and consequently behaviour – if we are to build peasant-system economies strong enough to survive the pressures and instabilities of an industrial-system world.


Here are three approaches I think we will have to adopt to achieve a satisfactory co-existence. 


CHANGE NUMBER 1


We must begin to use local resources to meet community needs rather than the wants of markets far away


At present all our thinking about the right way to bring prosperity to the places in which we live boils down to identifying goods and services that can be made in or provided from our communities to be sold to people outside. Mainstream economists tell us that with the money we earn from these activities we will be able to buy the goods and services we ourselves need from wherever in the world they are cheapest, and, because each community everywhere will eventually produce and sell only those things they can provide most effectively, everyone everywhere will be able to have more goods and services and be better off than if they tried to do everything for themselves.


This indirect way of meeting needs worked well when most of the goods and services people needed were still provided from their own areas; but now that communities are almost entirely dependent on outside supplies it has become much less satisfactory because of the increased levels of competition and instability in the world economy. For example, if a community organizes golfing holidays for wealthy people from Sweden, as my town has done, it may bring extra money into its area for a year or two, but eventually several dozen other destinations are bound to offer very much the same sort of holiday too, bringing everyone’s prices down. This increases the wealth of the golf tourists in relation to the communities competing to serve them and explains why, since world trade has become so important, the gulf between poor countries and rich ones has grown.


After being forced to give price reductions, and paying outsiders for food, drink, heating oil, electricity, replacements, labour taxes, and so on, the communities are left with a much smaller income for themselves than they expected when they first planned the holidays. This might not be too bad if they were able to shrug their shoulders and go back to the way things were, but this is rarely possible: guesthouses and hotels that have borrowed to build extra rooms and take on extra staff now have higher overheads and will find it financially ruinous to revert to previous levels of turnover. Their dependence on an income flow from the outside world has increased, and, consequently, so has their community’s. The conventional economic remedy for the reduced margins is usually to suggest that the community find another source of high-paying holidaymakers or take up some other enterprise altogether and make good profits from that – until rivals catch on and, by offering similar products, bring everyone back to square one and force the whole find-a-new-product-or-market cycle to start again.


By offering themselves as holiday destinations in a highly competitive market, the communities have not only become more dependent on outside earnings and seen the wealth of their target customers rise in comparison with their own: they have also increased the risk of economic disruption they run, since, should the exchange rate vary, a postal dispute prevent bookings coming in, air traffic controllers strike, or a recession develop in the overseas economy, those involved in the tourist trade could be very hard hit, with knock-on effects on the rest of their communities.


In current conditions, then, selling things outside our immediate areas to earn the money to buy the goods and services we must have to survive cannot be considered the basis for a sustainable, stable local community. What we must do instead is look at the resources of our areas and see how they can be used to meet our communities’ vital needs directly rather than via the conventional, indirect, produce-for-someone-else-and-buy-one’s-requirements-in route.


I know we have been taught that this latter indirect route is more efficient because it takes more resources to grow bananas in Ennis, Essex or Essen than in Ecuador. My response to this is threefold. One answer is that the much-touted efficiency of the world trade system is a grotesque myth, as I will demonstrate shortly. For the moment, we only need ask ourselves how a system that condemns so many people to spend their lives in involuntary idleness and uses so many scarce resources to do the simplest things can still be regarded as efficient, particularly as we saw in the previous chapter that as some countries’ output increases, their citizens are actually receiving a smaller amount of economic welfare year by year.


Secondly, even if the indirect system was more efficient, we ought to at least discuss how much inefficiency we would tolerate from the direct route in order to reduce the risk of our lives being blighted and our livelihoods disrupted by instabilities in the external world. Most of us pay premiums for house or car insurance every year, accepting the certainty of a small loss in exchange for avoiding the risk of a big one. As communities we should also be prepared to pay for insurance, in this case against economic disruption, particularly as local economies that boast a wide range of activities are not only more stable   but provide much more scope for their members to find niches within which they can fulfil themselves.


Thirdly, bananas are non-essentials, and if they were imported as a direct exchange for some non-essential we grew, the fact that we relied on other people to produce them would not matter: either party to the trade would be able to terminate it whenever they wished without seriously harming the other. Our goal should be to minimize our dependence on external trade, not to phase it out altogether. Trading outside our communities should become something we can engage in if we choose, and then on our own terms, not something that is vital for our survival.


CHANGE NUMBER 2


World prices must not determine what we produce


Existing levels of prices or profits cannot be allowed to determine whether or not we should make or grow something in our communities. This is because there is no connection between an item’s value to our community and the price our neighbours pay for it in normal times. True, most economists and right-wing politicians believe that market prices should determine what is produced, in what quantity, by what method, and where, because it is ‘uneconomic’ and ‘inefficient’ to take other factors into consideration. But this is because they believe that the market price of something is equal to its value and because all their thinking is in terms of the industrial system. Efficiency, however, can only be measured in relation to one’s objectives; and if we have objectives that those running the industrial system do not share – such as satisfying work, stability, sustainability and fairness rather than the maximization of returns to investors’ capital – our success or failure must be measured with respect to our targets and not theirs.


From the point of view of progress towards community goals, local production for local use can be much more efficient than production for outside markets. This is because a community is interested in a much wider range of benefits than merely the profit a business makes. It is, for example, interested in the total income – the wages, the profits, the payments for local materials – that the business brings into or keeps in the community’s area. Investors, on the other hand, are usually only concerned with the tiny fraction of a business’s total income flow that ends up in their hands, an outlook that, from a community’s  point of view, leads to the tail wagging the dog.


Moreover, because a community needs its income for long-term tasks, such as raising children, it wants to be sure that the activity will continue for many years. Investors, on the other hand, tend to have very short time horizons and frequently give up valuable future benefits to get more immediate returns. In a 1994 survey by the Confederation of British Industry, two-thirds of the companies that responded required investment projects to pay for themselves in three years or less.1 What is efficient for our communities is therefore very different from what is efficient for investors in the wider world.


Unfortunately the future of the planet as well as of communities is clouded by the ‘market price equals value’ type of thinking. In 1990 a winner of the Nobel Prize for economics, Professor William Nordhaus of Yale University, was keen to calculate how much the United States should be prepared to spend to lower the risks presented by global warming. Because agriculture and forestry, the sectors that would be most affected by any warming, made up only 3 per cent of America’s national income (which is, of course, a measure of its output at market prices), he proceeded to assume that this was their value to its citizens. In other words, he overlooked the fact that all the non-agricultural things that go to make up a modern economy and that would be relatively unaffected by the two to three degree rise in average temperature he was assuming – intensive care units of hospitals, under ground mining, science laboratories, communications, heavy manufacturing and microelectronics were the examples he gave – would be valueless if people had nothing to eat. This remarkable oversight enabled him to conclude that, as by no means all food and forest production would be lost, the maximum damage likely to be suffered by the United States was in the region of 0.25 per cent of its national income. Consequently, after allowing a generous margin for uncertainties, he argued that for the United States it was not worth spending more than 2 per cent of its national income each year to reduce greenhouse gas emissions. (It is not, of course, spending even that at present.)


Nordhaus’s verdict would be amusing if it had not reduced the scale and urgency with which the world’s governments have responded to the climate crisis, and if fellow economists were not still citing his paper with approval. By confusing price with value, he failed to recognize that our food, raw materials and energy supplies are worth much more to us than are other products and services on which we might spend the same proportion of our income. Food and transport make up roughly equal shares of the average American’s budget, but he or she would give up practically everything to continue eating when faced with death by starvation and considerably less to secure petrol to keep running a car.


We must not make this mistake. In other words, we must not use world prices to determine which activities are profitable and can therefore be carried on in our communities because if we do we might find that the production of items of the greatest value to us, such as food, clothing, light and heat, are ruled out and that increased economic independence is therefore impossible. Indeed we could well find that the only things that are profitable are those we are doing already, along with one or two activities we have only just thought of.


But if many of the types of production necessary to make our communities more self-reliant would be loss-making at current, externally dictated prices, we have a huge problem on our hands because even in a peasant economy no commercial activity will continue long unless those engaged in it get a reasonable return for their efforts and on the capital they have involved. A generation ago, as we saw in the previous chapter, governments enabled national prices to differ from those on the world market by using import duties and quota controls. This widened the range of production that was commercially possible. Now, however, these methods have been outlawed by international agreements, and there is no way of preventing world prices from setting local ones. As a result, unless we can find some way for local producers to make a profit supplying us with a full range of essential goods and services at prices identical with those from outside, our attempts to achieve greater self-reliance are likely to be stillborn.


At first sight a quest for such a way seems doomed to failure, particularly as there are only two basic approaches local producers can use to lower their prices. One is to be so super-efficient that they can match their outside competitors on price, whatever the outside labour costs, whatever the technology, whatever the source of raw material, whatever the economies of scale. The second is for us to reduce the prices at which we supply our labour and capital to local businesses sufficiently to make their prices competitive: in other words, to give them a subsidy. Neither of these strategies seems promising, but let us look at both more closely to see if anything can be done. 



OPTION 1


Becoming super-efficient



Whatever Professor Nordhaus might think, agriculture, forestry, fishing, quarrying and mining are primary activities that support everything else. A geography teacher I once had at school explained it roughly like this: ‘At one time most people were farmers. As their knowledge and skill increased from generation to generation, they were able to produce more food and raw materials than they needed for themselves, and this surplus was available to support an increasing number of people in other activities, including crafts, religion, the military, and government. Gradually a triangular-shaped social and economic structure developed, with the broad mass of the people involved in agriculture or mining at its base, a manufacturing or crafts sector employing a smaller number of people above them, and a still smaller professional, military, religious and administrative caste higher still, with the apex made up of the monarch and the nobility.’


That was where my teacher left his analysis, but we can take the story on. By 1800, as a result of the increases in productivity brought about by the Industrial and Agricultural Revolutions, the British economy was no longer shaped like a triangle: roughly equal numbers of people were engaged in the primary, manufacturing and service sectors, making it more like a square.2 Now, two hundred years later, we are back to the triangle again, only this time it is inverted, since only a tiny number of people – just 3.2 per cent of the working population in England, for example – are involved in primary production. The manufacturing sector is shrinking too: in England the percentage of the employed work force in manufacturing dropped from 28.9 to 23.8 between 1981 and 1989. The service sector will probably offer fewer jobs in the future too; meanwhile the number of people who are involuntarily without work has grown.


The whole modern economic structure is therefore supported on a tiny primary-sector employment base. However, everyone not involved in primary production still needs food and raw materials to survive and, somehow or other, must acquire the right to tap into the supply line to siphon their requirements off. There are many ways they can do this. They can sell goods and services to the primary producers themselves, or to others who provide primary producers with such goods and services, or to yet others who, directly or indirectly, perhaps at three or four removes, are involved in the processing or distribution chain. People who are unable to supply such goods and services because they are too young, unemployed, sick or too old must buy their primary supplies with income transferred from people who are.
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As the number of people involved in primary production shrinks because of improvements in productivity or imports from overseas, those displaced from the sector must find places for themselves further up. More and more people have to stand on the remaining primary producers’ shoulders, balancing themselves and supporting others above them in ways that become increasingly complex. Each person tries to make their activity an inescapable part of some branch of the lengthening and increasingly complex food chain. As a result, the margin between the price the primary producers receive for their products and the price the ordinary consumer pays for them has to grow continually to support the increasing number of intermediaries in the system and the people who depend on them, directly and indirectly.


For example, 2 per cent of the working population produce just over half of Britain’s food in expenditure terms, the rest being imported. If the foreign farmers have the same labour productivity as the British, this means that it takes four farmers to support ninety-six non-farmers, a ratio of 1:24. Roughly a fifth of people’s after-tax earnings is spent on food. But assuming that farmers earn much the same after-tax income as the rest of the population, an average of only a twenty-fourth of each non-farmer’s after-tax income – or about 20 per cent of his or her food budget – will find its way into the farmer’s personal bank account. This means that roughly 80 percent of the average food purchase goes to non-farmers: shopkeepers, manufacturers and other intermediaries in the food chain, and firms that supplied the farmer with machinery, fertilizers, and other inputs.


Two comments can be made on this. One is that the 80 per cent estimate gives some idea of the scope for creating incomes in our communities by eliminating inputs and services provided from outside. The other is that if we force the present food production and distribution system – or any other part of the industrial economy – to become more competitive, we will destroy some of the ways in which people support themselves and others in the inverted human pyramid. Those dislodged will either find some other way to stay up there or drop off altogether by emigrating, committing suicide, or dying prematurely, as some unemployed people do, from stress and despair.4  The unemployed are, of course, still up in the triangle, supported by the rest of the community through its taxes. Analytically, they are a subset of the service sector that provides no paid services in return for the primary products they consume. Achieving increased competitiveness by means that increase unemployment simply shifts people from a place in the triangle where they have an economic role to one in which they have none. Individual firms gain from the shift because the cost of supporting the people involved is moved from their shoulders to those of the nation as a whole. Apart from the companies’ shareholders, however, everyone loses out. 




SERVICE SECTOR JOBS MAY BE IN DECLINE


The idea promoted by politicians that the service-sector will absorb all the workers losing their jobs in manufacturing and primary production may be wide of the mark. Professor Jonathan Gershuny of the University of Essex has been pointing out since 1978 that ‘with a few exceptions, purchases of services by households in most developed countries have actually been declining as a proportion of total expenditure over the last two or three decades’.3 This is because families have been doing more for themselves – for example, they have replaced outside laundry workers and inside domestic servants with vacuum-cleaners, dishwashers and washing-machines and do their own painting and decorating.


The reason this trend has not become apparent is that it has been masked in the statistics by an increase in the number of jobs in health services and education as a result of the increase in state expenditure in these areas in the 1950s and 60s and, more recently, by industrial firms contracting out specialist activities, such as cleaning and design work, that were formerly done in-house. Since state health and educational employment is unlikely to increase because of the reluctance of taxpayers to finance even its present level, and since the scope for additional subcontracting by industry is limited by both the relatively small proportion of the work force still occupied there and the amount of subcontracting that has already been done, overall employment in the service sector is unlikely to grow. ‘The services do not seem to offer a very promising basis for the expansion of employment,’ Gershuny says. ‘We may be seeing now an overall decline.’
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Graph 2.2 If two part-time jobs are equivalent to one full-time, the number of full-time equivalent service-sector jobs in Britain grew by 12.8 per cent between 1978 and 1995, although a break in the way the data is given means that this rise is overstated. The number of full-time equivalent jobs in the health and education parts of the sector barely changed over the period.








It is not only in primary production that the necessity of supporting increasing numbers of people at higher levels of the triangle has widened the gap between what producers get for their products and the price the consumer pays. Exactly the same has happened in manufacturing. Consumer electronics and domestic appliance retailers frequently take a 100 per cent margin, while British clothing chain stores and mail-order houses generally work on retail mark-ups of 150 to 200 per cent. ‘Their margins have been high for as long as I’ve been in business,’ says a friend who runs his own clothing company. ‘In the last ten years, however, they have been sourcing from further afield, using the lower prices to increase their margins while keeping the price to the customer down.’


The presence of large and increasing margins in highly competitive markets means that the industrial system’s long and elaborate distribution network charges as much or more for getting products to the consumer as those products cost to make. These distribution networks are the reason I referred to the reputed efficiency of the modern economic system as a grotesque myth. They are the industrial system’s weak spot and a key area for attack in any effort to increase local self-reliance. If a local firm or farm has higher production costs than an external one but can short-circuit the normal methods of distribution by selling more directly to local consumers, the savings it should be able to make by avoiding the network’s 150 per cent mark-ups ought to be more than enough to enable it to survive. However, if local producers distribute their products over a wide area through normal channels, they will acquire their external competitors’ cost structure and, if they lack any other advantage, will almost certainly fail. Short-circuiting as much as possible of the external triangle by selling direct is therefore the key way to open up a wider range of profitable local production possibilities. 



OPTION 2A


Cutting labour costs



The two other ways by which small local producers can come to compete on price with large outside firms are almost as powerful as selling direct. They involve the community stepping in to lower the labour and capital costs of community firms. Let’s look at labour costs first.


Workers all over the world are being asked to accept lower wages as an alternative to losing their jobs; can we ask people in our communities to accept lower wages in order to create them? The first thing we need to recognize is that there is an important difference between the two situations. If workers accept less pay from a firm that is selling internationally there is a very real danger that their sacrifice will compel workers elsewhere to accept lower wages too and thus initiate a worldwide bout of competitive wage-cutting, which impoverishes employees and leaves only those consumers whose incomes have not been cut as beneficiaries.


For example, in 1992 Waterford Crystal made some of its workers redundant, forced the remainder to take a 25 per cent wage cut, and began importing cheaper cut-glass items from eastern Europe. This left its smaller Irish rivals with no option but to cut wages too. ‘Prices in the market have reduced, and if you reduce prices you have to reduce your costs. We must maintain our relative position in the market-place,’ the managing director of Cavan Crystal, Brian Williams, told The Irish Times, explaining why the company was seeking a 15 per cent wage cut after its best trading year for some time. ‘Galway Crystal’s workers have accepted a wage cut of 20 per cent,’ Mr Williams added. A fourth firm, Tipperary Crystal, was also said to be negotiating cuts.5


From an economic point of view, all this type of wage-cutting does is shift the world supply curve for the particular product upwards, making more available at any given price, while shifting the demand curve down because of the consumption effects of the lower wages. These consumption effects are often ignored: during the debate in the United States on the North American Free Trade Agreement (NAFTA) and the Uruguay GATT round, pro-free-trade commentators frequently argued that poor Americans would suffer badly if imports of cheap shoes and clothing were restricted in order to protect domestic manufacturers. What the campaigners failed to ask themselves, however, was who made clothes and footwear in American factories, and how their purchasing power would be affected if their jobs disappeared.


If a firm sells internationally, the purchasing power the workers give up by agreeing to take less pay gets distributed to consumers throughout the world, and there is no way of ensuring that any of it will return to the communities it came from. By contrast, if a group of unemployed people decide to set up a co-op producing goods for sale in their community and pay themselves less than the normal rate, all the benefits of their decision stay within the area. No wealth has been lost. Instead, it has been created, to the extent that goods or services are being produced where none were produced before. Moreover, there is no risk of setting off a chain of mutually destructive wage cuts throughout the world. Lower wages should therefore be resisted as a method of creating or preserving jobs unless all the goods or services to be produced by the enterprise will be sold within its own area.


But if we agree to accept less than the going rate from a local company whose market is entirely local, we should seek more satisfying work in return. All of us already quote different wage rates on something approaching a local-versus-international basis. For example, when we paint a bedroom at home we don’t charge the family for doing so: we get our reward in other ways. It is the same when we make up costumes for a local dramatic society: we do it, not for money (in fact the chances are we’ll end up out of pocket) but because we like being involved. On the other hand, we would never dream of accepting a consultancy contract from an international bank for anything less than the maximum we could negotiate for it.


Both the house-painting and the theatrical costume-making represent one end of a money-to-satisfaction continuum on which most of us operate: they provide absolutely no cash but a great deal of the two forms of satisfaction every normal person craves, one of which stems from successfully tackling an interesting and worthwhile project and the other from being appreciated. The bank job represents the other end of the continuum, delivering a lot of cash and a limited amount of either form of satisfaction because no one outside the bank (and probably within it) will show any gratitude if one fulfils the contract successfully, and there is a fair chance that the high income it brings will arouse envy among one’s friends.


This trade-off between wages and satisfaction is highly complex, particularly as money can be the least important thing that people get from a job. Indeed, being paid for doing something can sometimes damage the satisfaction the activity brings. In a goldmine of a book, The Market Experience,6 Professor Emeritus Robert Lane of Yale University describes an experiment in which students were paid to do a boring task and got more pleasure from it than a control group that was unpaid. However, when another batch of students was paid to do interesting work, they found it less rewarding than those who had done the same task for nothing. In fact the paid group doing the interesting job got even less enjoyment than those who had been happy to do the boring task unpaid because they thought it was useful. In another test, unpaid volunteers showed more commitment than paid workers; they were more likely to continue with their tasks when their supervisors left the room.


Lane quotes from a study by F. Thomas Juster that shows that, almost regardless of the nature of their work or their social class, people prefer their jobs to most of their leisure activities:




People do not work for ‘nothing’ but what they do work for is often not just the pay they receive … They may work because meeting the challenges of work increases their sense of personal control, or out of a sense of duty, or because of a pressing need to achieve some high standard of excellence. [Whatever] their motives may be, people evade the market’s focus on exchange, for these motives are satisfied by internal rewards that do not depend upon exchanging money for work.





In my view, the internal rewards Lane mentions are best provided by firms owned and controlled by those working in them, which see their role as serving their communities and regard work not only as a source of income but as one of the main ways people fulfil themselves. I also think that unless we can construct environments that foster such firms, cut-throat international competition will ensure that in a few years’ time, highly paid jobs will be available only to a fortunate few, and the choice for many of the rest of us will be between unemployment and a low-paid job in a large, highly pressured firm scrambling for its place in the world market, a firm to which we can rarely make an individual contribution and matter as people not at all.


If I am right, taking a lower cash wage to work in a peasant-economy firm may turn out in the end not to involve any sacrifice at all. Indeed, in spite of all I have said, these firms may well be able to survive and prosper without paying lower wages than international ones, particularly if the worker-shareholders accept part of their pay in a local currency. This is a possibility we will explore later. 



OPTION 2B


Cutting capital costs



Local firms can also be helped to match external competitors on price if they have access to capital at low interest rates or, better yet, no interest at all. This is easier to arrange than it might seem: it is largely a matter of enabling firms to avoid borrowing from the commercial banks, using techniques explored in detail in chapters 3 and 4. One method involves the community creating its own currency, which it can lend to companies at very low cost to spend instead of national currency within the local area. This is already being done in Switzerland, where, for the past sixty years, small and medium-sized firms have been able to avoid borrowing large sums of working capital from the banks by creating it among themselves. They pay no interest, just a small service charge to keep their mutually owned system running. (This system is explained on p. 98.)
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