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competition forces the nation state to seek national efficiency, it does not
follow from this that systems competition itself is efficient.

The Selection Principle is in accerd with the positive view of the state that
stems from traditional public secter economics as represented by Schiffle
(1880), Sax (1887), Wagner (1876), Wicksell (1901), Lindahl (1939), Musgrave
(1959), Timm (1961} and others. For this tradition the modern state is a
necessary accompanying feature of industrialisation and urbanisation
touched off by the Industrial Revolution. It arose above all to correct
the deplorable conditions that were characteristic of the late nineteenth
century. Cities choked in filth, the pitiable living conditions of the proleta-
riat, poverty among the elderly, catastrophic hygienic conditions, and many
other evils gave rise toc a general need for government intervention in the
market process. The modern European state is not a ruling instrument of
feudal powers. Despite all its weaknesses and problems, it must be seen as an
instrument for the fulfilment of collective tasks that cannot be accomplished
by the private market. It is not the result of an error of history but its logical
consequence. In systems competition, however, its chances are no longer all
that great.

The historical selection of government tasks came about in part by com-
petitive processes. But this was not a systems competition brought about by
the international mebility of production facters, but the innovation and
imitation competition described at the outset, which among other things
was guided by the objective of economic, cultural and military dominance
and which took place within largely sealed berders. Such competition follows
completely different laws than competition induced by the mobility of pro-
duction factors. Indeed, in the light of the Selection Principle it is concei-
vable, or even likely, that the new systems competition will destroy the
results of the old one if we do not succeed in drastically limiting its scope.
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Abstract: While the old systems competition took place within closed borders,
globalisation has brought about a new type of systems competition that is driven
by the mobility of factors of production. The new systerns competition will likely
imply the erosion of the European welfare state, induce a race fo the botiom in
the sense that capital will not even pay for the infrastructure it uses and erode
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national regulalory systems. In general, it will suffer from the same lype of market
failure which induced the respective government activity in the first place. The new
systems competition will force inefficient governments to seek national efficiency,
but national efficiency does not imply that systems competition will itself be effi-
cient.
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