1. NATIONAL SYSTEMS OF POLITICAL ECONOMY
The role of domestic economies and the differences among those economies have become significant determinants of international economic affairs. Thus, study of the different types of national economies or “national systems of political economy” and their significance for the global economy has become an important aspect of the study of international political economy.
As economic interdependence has progressed, national differences have more frequently become the subject of international negotiations and a factor in the growing movement toward economy regionalism.

In the 1980s and 1990s, there was some convergence among national economies, and the differences among them diminished in a number of important respects. Nevertheless, in the early years of the 21st century, fundamental differences among national economies remain important. 
This point is especially applicable to the American, German, and Japanese economies. These dominant economies not only influenced the world economy, but they are also archetypes for many other economies. Whereas the American, British, and other “Anglo-Saxon” economies have much in common, the German economy shares many features with the corporatist-type economies of continental Europe, and the Japanese economy has, in certain respects, provided a model for the “developmental capitalism” economies of Pacific Asia. 

While national systems of political economy differ from one another in many important respects, differences in the following areas are worthy of particular attention: (1) the primary purposes of the economic activity of the nation, (2) the role of the state in the economy, and (3) the structure of the corporate sector and private business practices.
THE AMERICAN SYSTEM OF MARKET-ORIENTED CAPITALISM

The American system of political economy is founded on the premise that the primary purpose of economic activity is to benefit consumers while maximizing wealth creation; the distribution of that wealth is of secondary importance. 
Despite numerous exceptions, the American economy does approach the neoclassical model of a competitive mar​ket economy in witch individuals are assumed to maximize their own private interests, and business corporations are expected to maximize profits. The American model, like the neoclassical model, rests on the assumption that markets are competitive and that, where they are not competitive, competition should be promoted through antitrust and other policies. 

Although Americans pride themselves on their pragmatism, the American economy is based upon   the abstract theory of economic science to a greater degree that is any other economy. At the same time, the American economy is appropriately characterized as a system of managerial capitalism. 

Commitment to the welfare of individual consumers and the realities of corporate power has resulted in an unresolved tension between ideal and reality in American economic life. Whereas some American economists want a strong role for the government in the economy to protect the consumer, many others belief that competition is the best protection for consumers except when there are market failures. In addition, there has been no persistent sense of business responsibility to society or to individual citizens.
Economic Role of the State
The role of the American government in the economy is determined not only by the influence of the neoclassical model on American economic ​thinking but also by fundamental features of the American political system. Authority over the economy is divided among the executive, legislative and judicial branches of the federal government and between the federal government and the fifty states. 

Another restraining influence on the role of the American state in the economy is the tension between the private and public sectors. Not only does the adversarial relationship between government and business in the United States make cooperation very difficult, but their mutual suspicions are reflected in American politics. Whereas political conservatives reject, at least in principle, any strong role for the state in the economy, political liberals are fearful that private business in​terest will capture government programs in order to "feather their own nests" and this frequently produces politic stalemate.
There is a major exception to the generally limited role of the American government in the economy in the area of macroeconomic policy-making. However, even in this area, the responsibility for macroeconomic policy, in actual practice, has been divided. 

The role of the federal government at the level of microeconomic policy is highly controversial. American society assumes that the government should establish a neutral environment for business and should not involve itself directly in business affairs. The primary re​sponsibility of the government is believed to be the regulation of the economy, provision of public goods, and elimination of market fail​ures. Notable examples are found in antitrust policies, regulation of pollution, and the safeguarding of public health. 

Industrial policy refers to deliberate efforts by a government to determine the structure of the economy through such devices as financial subsidies, trade protection, or government procurement. Industrial policy may take the form either of sectoral policies of benefit to particular industrial or economic sectors or poli​cies that benefit particular firms; in this way such policies differ from macroeconomic and general policies designed to improve the overall performance of the economy, policies such as federal support for edu​cation. 

The rationale or justification for industrial policy and associated interventionist activities is that some industrial sectors are more im​portant than others for the overall economy. The industries selected are believed to create jobs of higher quality, like those in manufactur​ing, to produce technological or other spillover, (externalities) for the overall economy, and to have a high "value-added." These industries are frequently associated with national defense or are believed to pro​duce a highly beneficial effect on the rest of the economy, the com​puter industry and other high-tech sectors provide examples of such industries. 
In practice, most American economists, public officials and business leaders are strongly opposed to industrial policy. Their principal objection is that governments are incapable of picking winners. American economists argue that the structure and distribution of industries in the United States should be left entirely to the market. This belief is supported by the assumption that all industries are created equal and that there are no strategic sectors. Nevertheless, despite the arguments against having an industrial policy in America, such policies have developed in the areas of agriculture, national security, and research and development.
Corporate Governance and Private Business Practices 

The governance and organization of American business are characterized by fragmentation and an overall lack of policy coordination. Indeed, the strong American antitrust and competition policies are intended to prevent concentration of corporate power and direction. Many observers have charged that such restrictions disadvantage American firms in global competition. 

Industry and finance are more completely separated from one another in the United States, and some instances this has meant higher capital costs than those enjoyed by foreign rivals. This also contributes to frequent conflicts be​tween industry and finance, and these conflicts have been detrimental to national policy-making. 
In the American system of shareholder capitalism, a firm’s fundamental purpose is to make profits for its investors or shareholders; in principal, the firm has minimal obligations to employees and/or to the communities in witch its production facilities are located. Moreover, in the United States, a business corporation is regarded as a commodity that is bought and sold like any other commodity without regard for the social consequences of such transactions. American law is designed to ensure neutrality and fair play in the competitive market for corporate control.

THE JAPANESE SYSTEM OF DEVELOPMENTAL CAPITALISM
In the Japanese scheme of things, the economy is subordinate to the social and political objectives of society. Japan’s overriding goals have been “making the economy self-sufficient” and “catching up with the West”. These political goals have resulted in a national economic policy for Japan best characterized as neomerchantilism; it involves state assistance, regulation, and protection of specific industrial sectors in order to increase their international competitiveness and attain the “commanding heights” of the global economy. This economic objective of achieving industrial and technological equality with other countries arose from Japan’s experience as a late developer and also from its strong sense of economic and political vulnerability.

Despite the imperative of competition, the Japanese frequently subordinate pursuit of economic efficiency to social equity and domestic harmony. Many aspects of the Japanese economy that puzzle foreigners are a consequence of a powerful commitment to domestic harmony and “over-regulation” of the Japanese economy is motivated in part by a desire to protect the weak and defenseless. For example, the large redundant staffs in Japanese retail stores developed from an effort to employ many individuals who would otherwise be unemployed and discontented.

Economic Role of the State
The Japanese state has assumed the central role in the economy. Following Japan’s defeat in World War II the ruling tripartite alliance of government bureaucracies, the governing Liberal Democratic Party (LPD) and big business began to pursue vigorously the goal of catching up with the West. To this end, the elite pursued rapid industrialization through a strategy employing grade protection, export-led growth, and other policies. The Japanese people have supported this extensive interventionist role of the state and believe that the state has a legitimate and important economic function in promoting economic growth and international competitiveness. The government bureaucracy and the private sector, with the former frequently taking the lead, have consistently worked together for the collective good of Japanese society. 

In the early postwar years, the Japanese government selected a small number of powerful firms to be protected from both domestic and, especially, foreign competition; these protected firms were given tax credits and subsidies that enabled them to develop rapidly. The government also supported technological developments through promotion of cooperative research programs and other means. Once the technology was fully developed, the government strongly encouraged domestic competition to increase the firms’ efficiency. This government support encouraged corporate strategies that emphasized profit-making at home and increased market share abroad. 

The extensive use of “infant industry” protection has provided another key factor in the success produced by Japan’s industrial policy. Although it is undoubtedly correct, as American economists argue, that Japan and other governments have been largely unsuccessful in picking winners—that is, in selecting viable new industries—Japan has been very successful in protecting and supporting those sectors whose economic significance has been proved already in the United States and elsewhere: automobiles, consumer electronics, and scientific instruments. Among the policies Japan has used to promote these infant industries have been the following: 

(1) Taxation, financial, and other policies that encouraged extraordinarily high savings and investment rates.
(2) Fiscal and other policies that kept consumer prices high, corporate earnings up, and discouraged consumption, especially of foreign goods.
(3) Strategic trade policies and import restrictions that protected infant Japanese industries against both imported goods and establishment of subsidiaries of foreign firms.
(4) Government support for basic industries, such as steel, and for generic technology, like materials research.
(5) Competition (antitrust) and other policies favorable to the keiretsu and to interfirm cooperation.
Japanese industrial policy was most successful in the early postwar years when Japan was rebuilding its war-torn economy. However, as Japan closed the technology gap with the West and its firms became more powerful in their own right, Japan’s industrial policy became considerably less significant in the development of the economy. Yet the population and the government continued to believe that the state should play a central or at least an important supportive role in the continuing industrial evolution of the economy.
Corporate Governance and Private Business Practices
The Japanese corporate system of industrial organization differs in several important respects from that of other industrialized economies. Three of the most important differences are in the systems of industrial relations of corporate finance, and of industrial organization. The Japanese system of industrial relations has been characterized by a dual labor market. 
Japanese firms rely on retained earnings and, most importantly, on an affiliated bank. Bank loans have generally been guaranteed by the government, either directly or at least implicitly. The Japanese banking system, including the government-run postal savings system, tight capital controls, and government macroeconomic policies have enabled Japanese firms to enjoy very low capital costs.
Whereas American firms emphasize safeguarding both profitability and the interests of shareholders, Japanese firms have considered their primary responsibility to be toward a firm’s stakeholders, and stakeholders include employees and subcontractors. American firms seek to maximize profits; Japanese firms have attempted to maximize sales and corporate growth.
The keiretsu, a business grouping or conglomerate whose members are bound together by the mutual trust and long-term relationships among a number of major firms, their suppliers, and their distribution networks, is a particularly important component of the Japanese corporate system. At the heart of every keiretsu is a major bank (referred to in Japan as the main bank system) that supplies credit and plays a key role in the keiretsu’s economic strategy. Informal ties among member firms are reinforced by overlapping memberships on governing boards, mutual stock ownership, and other mechanisms. The purpose of these structures is to serve the interests of stakeholders rather than shareholders. 
Despite the troubles of the Japanese economy in the 1990s, the keiretsu has proved to be a successful innovator of new products and production techniques because of its immense internal resources and long-term perspective. The keiretsu mechanism has effectively joined the financial and other advantages of the large firm with the flexibility and innovative capabilities of the small firm.
Although (or perhaps because) the keiretsu is a highly effective means of industrial organization, it has been deeply resented by non- Japanese. One reason for this resentment is that the keiretsu is a closed system that excludes all outsiders. The term “outsider” includes not only non-Japanese firms, but any Japanese firm that is not a member of the alliance of stakeholders who share the monopolistic rents generated by this oligopolistic form of business organization. The exclusive nature of the keiretsu system has significantly limited foreign firms’ access to the Japanese market. The keiretsu also makes it extremely difficult for foreign firms to “take over” Japanese firms and gives Japanese firms a huge advantage in corporate expansion. Furthermore, the keiretsu’s control of distribution channels effectively shuts nonJapanese firms out of some Japanese markets. Although the situation is changing as this is written, nonJapanese still regard the keiretsu as a significant barrier to trade and foreign direct investment, while the Japanese, on the other hand, regard the keiretsu as a key element in their economic success. The problem of differential or asymmetrical access has been a major cause of conflict between Japan and its trading partners.
THE GERMAN SYSTEM OF “SOCIAL MARKET” CAPITALISM 
The German economy has some similarities and many differences with the American and the Japanese systems of political economy.
The German system is representative of classical liberalism that emphasizes a free market and a strong welfare-oriented state. Germany permits the market to function with considerable freedom; the state is significantly less interventionist than Japan. 

The state plays a strategic role in the economy and has limited influence at microeconomic level

The German system of political economy is representative of “corporatist” and welfare state” capitalism, in which capital, organized labor and government cooperate in management of the economy.
Major banks are vital for the provision of capital to industry. Except for the medium-sized business sector (Mittelstand), the nongovernmental sector of the German economy is highly oligopolistic and is dominated by alliances between major corporations and large private banks.

Labor has a particular important role in corporate governance; the “law of codetermination” mandates equal representation of employees and management on supervisory boards. (In many other European countries, employee councils have some responsibility for running the company).
The German state has assumed a major role in providing public welfare for every citizen. This has rested on the extraordinary efficiency of German industry. Pairing industrial efficiency with public welfare has been made manifest in the concept of the “social market.” Germany emphasizes the values of domestic harmony and community. Worker benefits include: a greatly reduced workweek, unemployment insurance, health care, and lengthy vacations (the cost of benefits is equal to about 80 % of a worker’s take-home pay).

Economic Role of the State
The most important contribution of the German state to the success of their economy has been indirect. During the postwar era, the German federal/individual Lander (states) government/s have created stable and favorable environment for private enterprise. 
Laws and regulations have encouraged a high savings rate, rapid capital accumulation, and economic growth.
Highly developed system of codified law reduces uncertainty and creates stable business climate (the American common law tradition guides US business, and the Japanese bureaucracy relies on administrative guidance).
At the core of the German system of political economy is their central bank, or Bundesbank (its crucial role in the postwar German economy his been compared to that of the German General Staff in earlier German domination of the Continent).
Movement toward the European Economic and Monetary Union has further increased the powerful impact of the Bundesbank. Although the Bundesbank lacks the formal independence of the American Federal Reserve, its actual independence and pervasive influence over the German economy have rested on the belief of the German public that the Bundesbank is the “defender of the mark”(euro) and the staunch opponent of inflation. The Bundesbank did create the macroeconomic environment and low interest rates that have provided vital support to the postwar competitive success of German industry.
The role of the German state in the microeconomic aspects of the economy has been modest. The Germans, for example, have not had an activist industrial policy although, like other advanced industrialized countries, the government has spent heavily on research and development. The German government, however, has not intervened significantly in the economy to shape its structure except in the support it has given through subsidies and the protection to dying industries (as coal and shipbuilding) and the state-owned businesses. However, since the early 1990s, these sectors have increasingly been privatized.
Corporate Governance and Private Business Practices
The German system of corporate governance and industrial structure has noteworthy parallels to the Japanese system. Powerful national organizations represent the interests of business in national affairs (as in Japan), and labor is also well organized in unions at the national level. IG. Metall, an organization that represents the auto and metal workers as well as other industries, can speak for German labor. The system of codetermination at the level of the firm has made German labor a partner, albeit a junior partner, in corporate governance.
German industrial organization has certain noteworthy features. One element is the prominent role played in the economy by medium-sized privately owned firms, called the Mittelstand. Despite the international prominence given to Germany’s large corporations, such as Siemens or Daimler— Benz, the Mittelstand constitute an important reason for German economic success. They are major exporters and are especially strong as suppliers of such intermediate goods as chemicals and machine tools. The second major component in German success is the publicly owned corporations whose shares are traded freely on the stock market. 
The firms that are most important in the overall structure and governance of the German economy are the bank-linked corporations.
The integration of finance and industry has been a noteworthy feature of corporate governance in Germany. Although more informal than the Japanese keiretsu, long-term bank-corporate ties are a crucial element in the system. The major universal banks are worthy of particular attention. Representatives of these banks and of the large German multinational corporations sit on one another’s boards of supervisors. In important ways the system of cross-ownership and interlocking boards resembles the Japanese keiretsu; the system facilitates the sharing of information, provision of less expensive investment capital and coordination of economic planning. German participants in these arrangements seek to advance the interests of their particular firm rather than those of the whole organizational alliance. It is important to note that as the German economy has globalized, the linkages between banks and industry have weakened.
Banking-industry ties have reduced conflict between industrial and financial interests over economic policy. While the German corporate world is closed, the German economy is open. The German legal system and administrative procedures ensure that foreign businesses are treated in a legally fair manner.
Under the system of universal banking, German banks can participate in almost every conceivable financial activity. For example, industrial financing is supplied principally through bank loans rather than through issuance of stock or commercial paper. The banks also own large portions of German companies, and the supervisory boards of German industry are frequently dominated by bankers. Industrial firms prize their ties with the banks because, in addition to ensuring lower cost capital, this arrangement has provided security against hostile takeovers and interfering shareholders.
The strategic role of banks and the close links between banks and industry are largely the result of Germany’s experience as a late industrializer. The timing of industrialization is a key factor in determining the mechanism of capital accumulation and the overall structure of a nation’s industrial system. 
German government policies have supported and reinforced the position of Germany’s major private banks in corporate governance. Corporate law has empowered banks by giving considerable rights to minority shareholders. Since, in certain circumstances, the banks can also vote the shares of their account holders, this provides banks with considerable influence over corporate affairs.
Despite the fact that the American Occupation after World War II attempted to wipe out the German cartel tradition and to promote an antitrust mentality, this mentality remains relatively weak in Germany. The German government permits the concentration of economic power. 
German management is less restricted by shareholder concerns about annual returns on their investments than is American management. Freedom from outside scrutiny has sometimes protected the incompetent, but it has enabled the management to pursue long-term plans. This situation began to change in the late l990s.
In Germany there is both a supervisory board, and a management board, composed of the chief executive and top management. In actual practice the management board, which is full-time and functions on the basis of consensus, is frequently dominant. This empowerment of management strengthens management’s ability to make long-term strategic decisions.
The structure and governance of German industry is also significantly influenced by the negative German attitude toward corporate takeovers. The methods used to prevent hostile takeovers are legion: for instance, companies may simply stay private, stock may be distributed to increase resistance, blocking minorities may be employed, German corporate law can be utilized to discourage takeovers, and voting rights can be restricted. In Germany takeovers have been regarded as destabilizing and destructive of important long-term business relationships. This attitude has made corporate takeovers and struggles over corporate governance rare in Germany and German banks have seldom sold their stakes in German corporations. This situation, however, began to change in the late 1990s. 
Questions
1. Enumerate the 3 main areas in which the differences among the national systems of political economy are the most important.
2. What is the purpose of the American economic activity?

3. The role of the American government in the economy is:
a) the regulation of the economy, provision of public goods, and elimination of market fail​ures;

b) to protect and promote infant industries, and to support technological developments;

c) to shape economy structure through subsidies and to protect powerful firms from foreign competition.
4. What are the primary purposes of the economic activity of Japan?
5. The firms that are most important in the overall structure and governance of the German economy are:

a) the publicly owned corporations;

b) the bank-linked corporations;

c) the multinational corporations
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