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"An announcement ... that the country's 
exports are breaking all records has a 
regenerative effect on our spirits: we 
begin to feel proud, confident and very 
respectable.
One dares., not imagine the general acclaim 
and exhilaration that would follow the 
discovery, at the' end of the year, that we 
had in. fact exportet the whole of our 
national product".

E.J. MISHAN

I. Introduction

For quite a long period the main emphasis of economic policy 
in.Germany has been laid on growth and trade expansion, where—as 
one of the points of this paper is that it ought to be on im­
proving the allocation of resources.
In economics, as in. other fields, past experiences provide a 
major basis for current decisions, even though changing circumsta 
ces may have diminished the. appropriateness of past experiences. 
This use of "conventional wisdom" may explain the continuing 
emphasis on economic and export growth - despite the many pro­
blems created by such growth^.

German economic growth and the surplus in the trade balance 
since long have.ceased to be of national interest only. They

i

have among others been jointly responsible for;.-. several crises 
of the international system. 'However, the discussion in Germany- 
on the problems involved has centered on the aspect of "impor­
ted inflation". Other negative effects have'to an astonishingly 
high degree been neglected.or. excluded from discussion. Though 
many industrial countries in the last decade experienced long-• 
lasting imbalances in their foreign economic relations, Germany 
is in fact a very extraordinary example. It’s .beyond doubt that 
fundamental imbalances in trade collide with * 1 several economic■ i
goals,not only on the national but also on the international 
level. Insofar as economic, balance is one element of the "quality 
of life",.long-lasting fundamental imbalances in the trade rela­
tions of a country should be detrimental to the improvement of 
the quality of life of the population at large. This hypothesis 
should hold true for the German population.
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Trade expansion is- not an unmixed blessing^and one purpose 
of this paper is to argue that foreign trade is no longer 
a factor Germany should be trying to speed up. Growth, of 
course, is very deeply entrenched in our economic thinking 
and in institutionalized economic and political behaviour. 
Society emphasizes growth, and assumes 'that good things will 
follow by some indirect mechanism. (To paraphrase Henry C. 
WALLICH: so long as there is growth there is hope.) Particu­
larly, growth seems to be a substitute for equality and quan-

.  .  . ?)titative growth a substitute for qualitative improvements .
Because growth and trade expansion have become such an inte­
gral part of the economy, any sudden setback is greatly feared 
and could indeed be disastrous. One must also see, that as a 
product of long evolution, the. trade system is not something 
that can be overhauled by a few armchair critics.'

Yet, in a 1969 report submitted by the Secretary-General of OECD
on the problems of modern society it was said that "... for the
197o's, we should put more emphasis on welfare, and less on

S) .growth for its own sake"^. Continuing rapid economic growth 
now requires a more systematic and foreward looking approach 
to problems of resource allocation so as to take more fully 
into account the desirable long-term development. The Secretary- 
General, however, continued to say that " ... it is not possible 
to, provide .quantitative norms pointing to the desirable • alloca­
tion of resources in' favour of ’quality' - what the qualitative 
priorities should be must to a' large extent be a political judge 
ment",^ Though this may be true to some large extent it-;'is in 
fact necessary to critically analyse the situation and. to make 
clear the options available. A confrontation of the interests 
of sectors and groups with the general objectives of. society, . 
of the conflicts between foreign trade and domestic trade, and 
of the interests of today and those of the future should help 
to produce a better allocation of resources in the long run.



While the precise definition of a society’s preferences and va­
luations regarding the quality of life may represent an inhe­
rently difficult or even futile endeavor, it is nevertheless 
fairly safe to predict, that'for. a policy placing more emphasis 
on the qualitative aspects of growth and trade there are .two 
problems that supposedly deserve special •consideration: the 
’’infrastructure problem" and the "environmental problem". Infra­
structural goods and environmental amenities are highly impor­
tant for our welfare. Their neglect or loss, -however, does not
show up in any indicator on foreign trade. This must result

5)in a serious misallocation of resources . Another emphasis 
of this paper, therefore, will be to show the interdependencies 
between trade and the structure of the economy, especially to 
develop hypotheses on the relations between trade expansion^ 
infrastructure and environment.

We proceed by first compiling some figures on economic growth 
and foreign trade in order to get a first answer to three 
questions:
(1 ) what is the general significance of foreign trade for the 
German economy,
(2) how. strong is the position of Germany in world trade,
(3) and where do the pecularities and decisive structural 
problems of German trade lie?
■ An intensive though, not only empirical consideration'will 
follow on the question of the social cost s'of foreign trade, 
especially the environmental costs, and the overall implica­
tions of a policy of elimination of social costs for the volume 
and structure of trade will be looked for. It will be asked 
in liow far rapid growth and the specific structure of trade ex­
pansion may have negatively impaired the quality of life in Ger­
many or, in how far the records shown in the trade statistics' 
should be reviewed in order to get an impression of the magnitude 
,of gains from quantitative trade expansion for the improvmen^ in 
the qualitative conditions of the population at large. 
Furthermore, the inefficacy of traditional policies to deal with 
structural imbalances will be discussed and some alternative 
measures be suggested.
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A warning should be added. One must always be aware of the 
precariousness and prematurity of propositions on the quality 
of life: lack of data and models, difficulties in aggregation 
and correlation, arbitrariness in the selection of relevant 
indicators etc. are reasons for this. Stilly non-comprehensive 
empirical investigations and resulting statements should 
be fruitful, may be more so than rigorous but abstract argu­
mentations along the lines of traditional welfare economics, 
the assumptions of which are too rigid of ever being fulfilled

II. Economic Growth and Trade Expansion

1) Following the United States, the Fereral Republic of Germany 
is the second biggest trading nation in the world. Exports of 
goods increased from 8.36 billion Deutsche Mark (DM) in 195a 
to some 1^9.o2 billion DM in 1972, while imports rose from 
11.37 to 128.7^ billion DM in this same period. This rapid 
expansion lead to a growing share in world exports which rose 
from 3.6 % in 195o to 12.6 % in 1972.
Tables 1, 2 and 3 giye a first illustration of the dynamics 
of the German economic growth and trade expansion in the post­
war period.

This increasing role of Germany in wai'd ' trade in the post-
1 *

war period went hand in hand with an increasing share of 
international trade in Germany's GNP. Exports of goods and 
services in the GNP (in current prices) increased from 11.3 % 
in 195o to about 23 % in 1968, staying on that level up to 
the present. Measuring■the export quota'in the GNP on the basi 
of 1962 prices^ a steady increase can be observed from. lo . 7 % 
in 195o to some 28.6 % in 1972. The development of both quotas 
is shown in table 4.



Table 1: Gross National Product, Exports and Imports of Goods 
and Services of Germany, 195o-1972
(current prices, billion DM, resp. prices of 1962)
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Year GNP Exp. Imp. Exp. 
Imp 'J'

GNP Exp. Imp. Exp. , 
Imp. *

(current prices) (const, prices of 
1962)

195o 98.I0 1 1 . 1 6 12.51 - 1.35 l*i3 .6o 15.50 11.47 + 4,o3
1951 12o .00 18.51 16.39 + 2.12 158.60 21.03 12.31 + 8.72

1952 137-00 2 1.8*1 18.71 + 3.13 172.70 23.73 15.32 + 8.4l
1953 1*17-70 25.o8 19.88 + 5 .2o 186.90 27.55 18.23 + 9.32
195*1 158.60 30.*17 25.*19 + *1.98 2oo .80 3*1.15 2 4 .0 6 +I0.03

1955 l8l.4o 36.23 32.30 + 3.93 22*1.9o • 39.87 30.15 + 9.72
1956 2oo.5o *13-57 37-11 + 6.*16 2*11.3o *15.95 3*l.o5 +1 1 .9o
1957 218.50 51.86 *13.32. + 8,5*1 255.00 53.30 39-28 +14.o2
1958 23*1.30 53-*16' *»*».81 + 8.65 26*1.5o ■ 55.88 *13.69 +12.19
1959 25*1-90 60.2*1 51.11 + 9.13 283.80 62.93 5o. 80 +12.13
i960 28*1.7o 69. *18 61. lo + 8.38 3o9 .*to 71.1*1 59.84 +11 .30

i960 3o2.3o 62.67 55-28 + 7.39 328.Ho 6*1 .11 53.79 +lo.32
1961 332.6o 65.16 53.62 + 6.5*1 3*t6.2o 65.97 58.17 + 7 .Bo
1962 360.I0 68.37 6*1.71 + 3.66 360.lo 68.37 64.71 + 3.66

1963 38*1.00 • 7*1. *19 69. *1o + 5.09 372.50 7*1.00 69-36 + *1.6 *1
196*1 *l2o.9o 82.91 ■ 77.89 + 5 .o2 397.30 81.82 77.28 + 4.54
1965 *l6o . *1o 90.87 91.*11 - o.5*l *H9.5o 87.93 88.29 ~ 0.36

1966 *J9o.7o .lo2.2’9 . 95-8*1 ■ + 6. *15 ■ *131.70 •97.36 ■ '90.61 + 6,75
1967 *195.5o 110 .12 9*1.2o +15.92 *130.80 ’105.25 89.35 +1 5 .90'
1968 54o. 00 123.83 I06.22 +1 7 .6 1 . *l62.3o 1 1 9. *1o lo2.46 +16.94
1969 605•2o 1*11.85 127.06 + 1*1.79 5 00. *10 13*1.45 119 .8 1 +14.64
1970 685-6o 158.58 1*17.*11 +11.17 529.40 1*16.51 133.83 + 7 • - 3
1971 758.8o 173-lo 152.3o +lo.2o 5*l*1.3o 155.86 152.34 + 3.52
1972 828.50 188.30 175.00 +13.30 - - - -

Sources: Jahresgutachten 1972 des Sachverständigenrates (JG),pp.212-213.
Mote: Definitions according to the National Accounts; 195o~6o 

without Saarland and Berlin
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Table 2i Growth of Commodity Trade of Germany, 1956-1972 
Total Trade and Per Capita’ Trade 
(current prices)

Year
Imp. Exp. Exp../.Imp. Imp. per Exp. per

Capita Capita

(in million DM) (in DM)

1956 27 964 3o 861 + 2 897 528 582
1957 31 697 35 968 + 4 271 591 670

1958 31 133 36 998’ + 5 865 573 681

1959 35 823 41 184 + 5 361 653 75o
i960 42 723 47 946 + 5 223 771 865
1961 44 t*\VOK'S 5o 978 + 6 615 79o 9o7
1962 49. 498 52 975 + 3 476 869 93o
1963 52 277 58 31o + 6 032 908 1 ol3
1964 58 839 64 920 + 6 08I 1 olo r •114
1965 7o 448 71 651 + 1 2o3 1 194 1 214
1966 72 670 80 628 + 7 958 1 219 1 352
1967 7o- 183 87 o 45 + 16 862 1 172 1 454
1968 81 179 99 551 + 18 372 1 349 1 654
1969 97 972 113 557 + 15 584 1 6lo 1 866

197o- lo9 .606' 125 276 + 15 6?o ■ I 80,7 ' 2 066

1971 12 0 119 136 oil + 15 892 1 979 2 241
1972 128 744 ’ 149 o22 + 2o 278 - -

1973 
Jan. -

- 72 
■June

600 - -85-4oo- + 12 870 - -

Sources : Statistisches Jahrbuch 1972,p.2 8 5.
Note: According to Trade Statistics, Special trade only.



Table 3: Germany’s Share in World Exports, 195o-1971
(in %)
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195o 1955 1959 i 9 6 0 19 61 1962 1963 1964 1965

3 , 6 7 , 3 ■9,6 l o  ,0 l o , 7 l o «6 l o . 8 I 0 . 7 I 0 . 9

1966 1967 1968 1969 197o 1971

11,1 11.5 11.7 11.8 12,-3 12.6

Sources: Statistisches Jahrbuch, sev. editions 
Note: World exports excluding socialist . countries



-  8 -

Table *4: Share of Exports in the German GNP, 195o-1971

Export Quota Export Quota
Year (in current prices) (in const.prices of 1 9 6 2)

1950 11,3 I0.7
1951 15.4 1 3 . 2

1952 15.9 13.7
1953 1 6 . 8 14.7
1954 1 9 . 8 1 7 . 0

1955 19.9 ■ 17.7
1956 21.7 1 9 . 0

1957 23.7 2o. 9

1958 2 2 . 8 2 1 . 1

1959 2 3 . 6 2 2 . 1

i960 24.4 22.9
i960 2o„ 7 19.5
1 9 6 1 19.6 1 9 . 0

1962 1 9 .o 1 9 . 0

1963 . 19.3 . 1 9 . 8

1964 19.7 2 0 . 5

1965 19.7 2o. 9

1966 2o. 8 . .22.5 .
1967 22.2 • 24.'4
1968 22.9 2 6 . 0

1969 23.4 2 6 . 8

1970 23.1 27.6
1971 2 2 . 8 2 8 . 6
A m ________ —

Source: Calculated according to the system of.the National
Accounts; Export of 1Coods and Services; 19f>o-1960

without Saarland and Berlin.
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Generally speaking we may conclude from these aggregate 
figures that foreign trade plays an important role in the 
German economy, both with respect to its secular growth and the 
fluctuations of gr^th'. Any intention to define and to improve 
the ’quality of lif-e ’ of the German population it thus ine­
vitably dependent on the analysis of and the influence upon 
foreign trade. Seen from another angle: a policy of improving 
the quality of life will bejstrongly influenced by the 
existing foreign economic relations and will have
to influence them in order to be successful.

A closer look at German exports and imports reveals a heavy 
bias towards exports, more goods and services being exported 
than imported. Since 1952 the trade balance registered an 
enormous and still increasing export surplus.•Summed up over 
the periods 1952-1972 this surplus would reach as much as 
164 billion DM, or an average of about 7•So billion DM per 
year.

The increase in export surplus, though, has not been steady, 
rather several periods may be distinguished. The first period 
between 1953 and 1956 showed a relatively stable surplus 
of about 2.5 billion DM per year, in 1957 it jumped to more 
than 4 billion and steadiLy increased up to 1964, reaching 
more'.than 6 billion DM. The year 1965, however, brought a 
spectaculous change, the surplus decreasing to 1.2 billion^ 
when imports expanded more than twice as rapidly as exports. 
After this extraordinary deviation from the trend, in the 
second half of 1966 the third period began, when the surplus 
jumped to a never experienced level of 16.86 billion in 19 6 7» 
remaining about that level in the next years and reaching more 
than 2o billion in 1972. A surplus in the trade balance of 
more than 23 billion DM in expected for the current year.
The development of the German trade balance, and the other 
international transactions are summarized in table 5 .
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Table 5: Development of Main Items in the German Balance- 
of-Payments, 195o-1972
(in million DM; + = surplus, - = deficit)

Year
Trade Transfer

Balance Balance
Balance of
long-term
capital

Currency
Balance

195o - 3 ol3 ■ + 2 065 + 458 - 564
1951 - 149 + 1 529 - 149 + 2 038
1952 + 706 + 160 - 447 + 2 900

1953 + 2 516 -- 461 ~ 398 + 3 64 6
1954 + 2 698 - 474 518 + 2 971
1955 + 1 245 - 834 -■ 381 + 1 851
1956 + 2 897 1 221 - 455 + 5 olo
1957 + 4 083 - 1 882 - 44o + 5 122

1958 + 4 954 ~ 2 000 “ 1 457 + 3 444
1959 + 5 361 - 3 279 - 3 739 ~ 1 692

i960 + 5 223 - 3

C
O

C
O

- 171 + 8 ol9
1961 + 6 615 - 4 430 - 4 2o3 - 2 297
1962 + 3 477 - 5 210 ... 353 - 877
1963 + 6 o32 - 5 095 + 1 546 + 2 74o
1964 + 6 081 - 5 311 - 1 o34 ' + 435
1965 + 1 2o3 - - 6 377 + 957 - 1 283
1966 + 7 958 - 6 295 - 762 + 1 952
1967 • + 16 862 - ; 6 422 - 3 180 ■ - l4o
1968 + 18 372 , - 7 312 - 11 411 + 7 009

1969 + 15 584 - 8 65o - 23 080 1.4 361
1970 + 15 670 _ 9 359 - 2 879 + 22 650

1971 + 15 892 - lo 852 + 6 :536 . + lo 989
1972 + 2o 278 - 13 297 + 13 <ol2 + 15 194

Source: Monatsberichte der Deutschen Bundesbank, 25, 1973j G , 
p. 7o +
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Of course, to look at the development of one of the 
items in the international balance-of-payments in isolation may 
be of little significance, other items and partial balances 
have to be considered. As was shown in table 5,not only the 
German merchandise transactions were highly unbalanced.
The reserves in gold and foreign.currencies too rose drama­
tically. While in 1952 total reserves stood at just 3 billion 
DM, at the end of 197o.they reached 51.8o billion and in May,
1973 stood at 91.27 billion DM.
A noticeable decrease of the foreign currency reserves can 
only be observed for the years of DM-revaluation, 1961 and 
1969a while the decrease after the international realignment 
of exchange rates in December, 1971, was only modest (September, 
1971: 65.13, December, 1971: 62.22 billion DM)6^. As the Coun­
cil of Economic Advisors stated correctly (for the situation 
in 1968), there is compared to trade volume no other country
affording it^self such huge reserves of non-renumerative capi- 

7 )tal . This is even the more true for 1973.
The German Law on Stability and Growth of the Economy (Stabi­
litätsgesetz) of June, 8, 1967, states that the Federal govern­
ment and the country governments have to pay attention to the 
overall balance of the economy; economic and fiscal measures have 
to be used in such a way as to achieve "... within the market 
system (marktirtschaftliche Ordnung ) the goals of (1) price 
stability, '(2) full employment, (3) external balance, (4) 
and'steady and.adequate economic growth simultaneously. In a 
1967 note on economic projections of the.-ministry of economic 
affairs the goal 'external, balance' was, defined as to be reached 
if the 'Außenbeitrag', i.e. the surplus of exports over imports 
of-goods and services the GNP, does .not exceed the one-percent 
l i m i t ^ . The so-defined 'external balance' has never been 
reached in postwar Germany, except for the. years 1962, 1965, 
and 1971.
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What makes things worse, then very definition of this goal 
of economic policy,, may have to be called in question. It is 
thought to "... guarantee the probable financial commitments" 
of the future but, in fact, is .some kind of alibi for continu­
ing export surplus, not taking, into account that large reser­
ves may make a negative 'Aufienbeitrag? necessary; furthermore, 
mainly it is the very structure© of the balances that really 
matter. In recent discussions the ’basic-balance? concept is 
stressed, saying that a balance is reached when the 'AuBen-
beitrag’ is equal to the combined balances of the long-term

q) .capital and the transfer balance-' . However, even in this 
case short-term capital movements may lead to extraordinary 
hoardings of foreign currency reserves.

Generally speaking, the decisive role in the process of unba­
lanced development of the German balance-of-“payments in the 
postwar period should be seen in the merchandise exports sur­
plus. An active balance in the short-term capital movements

AScan be observed for several years^for 197° } but in other years 
respective deficits occured. Though exports of goods are not 
unaffected by the transactions in other accounts, especially 
by long-term capital export, it seems obvious that the trade 
balance curplus must be recognized as being the main reason 
for the chronic imbalance in the German balance-of-payments.
Refode asking how. this surplus came about, a few further detail 
on German internalonal economic relations shall be given. 2

(2) A ma^-jor feature of the commodity structure of German 
exports is the high share of the Investment goods industry, 
which comes close to 56 % (1972) with slightly increasing 
trend (52,5&in i960). This fact of course, provides one of 
the explanations for the rapid'expansion for overall exports, 
following the industry-oriented growth of world trade and> the 
high elasticity of demand! for investment goods. Finished product 
as such count for about 86 % . In contrast, the share of the agr 
cultural products in exports has been decreasing to a mere 
3,7 $j and raw materials come to 2.4 % of total exports.



On the import side a rather different picture emerges, al­
though the structure is far frong being as pronounced as e.g. 
is the case with Japan. Products of thfe investment goods 
industry count for only 23*4 %.as against the 56 % on the expor 
side; this share however, has gone up since i960 when it stood 
at merely 11.1 %. Finished goods come to 50.53%. The imports of 
raw materials have been steadily increasing in volume, from 
3.30 billion DM in 195o to some 15•80billion DM in 1971, al­
though their share in total imports decreased during that pe­
riod from 29.6 % (195o) to 13.4 % (1971). The share of agri­
cultural products in total imports stand now at 19 %, having de 
creas.'ed .slowly from i960 when'it still came to 26.3 %•

On basis of the classification for statistics and tariffs (CST)^ 
the differences in the commodity structure of German exports 
and imports come out very clearly:

Table 6 : Commodity Structure of German Trade, 1971

CST-Group Exports Imports
(in %) (in %)

0 + 1 3.2 16.3
2 + 4 2.6 1 1 .6

3 3.0 lo. 2
5 1 1 . 6 6.3
6 + 8 30.6 32.1

7 47.3 ' 19.5
9 1 .6 4.1

Source-: Statistisches Jahrbuch, 1972, p. 3ol.

To carry on this short survey on the structure of German 
foreign trade relations a bit further, we computet the abso­
lute surpluses or deficits of main commodity groups according 
to the production statistics for the period 196o-1 9 7 1.
The results are shown in ’fable 7 •



Table 7: Surplus and Deficit in German Trade, ’'Iain Commodities, 
. ig6o-1971 (in million Dll)

Year
Total
Trade

Mining
Pro­
ducts

Basic Mate­
rials & Pro 
duct ion 
Goods

Investment
-Goods

Consump­
tion
Goods

Pood & 
Bevera­
ges

Agri- 
■ cults 
ral 
Produ 
t s

i960 + 5 223 -2 213 4" 1 661 + 2o 223 + 95 -2 772 -I0537
1961 + 6 615 -2 339 + 2 4 82 + 21 421 - 296 -2 999 ~lo4 35
1 962 + 3 47ß -2 22>-\ 1 4̂ 92. 21 895 - 431 “3 753 -1 1 51 r.
-'96 3 + 6 o31 ' -2 39^ + 1 7;45 + 24 957 - 357 -3 782 -10 44£
19511 + 6 081 -3 654 + 564 + 27 123 . - 379 -3 8ll -11592
1965 + 1 2o3 -4 138 + 367 + 27 799 -1 5oo -4 741 . -13153
1956 + 7 958 -4 530 + 2 795 + 31 569 -1 3o2 -5 o47 -139o 3
1967 + 16 862 ~5 150 + 5 4 07 + 34 387 - 787 -4 354 -1225c
1968 + 18 372 -6 296 + 3 337 + 39 435 + 123 -4 630 -12252

1969 + 15 534 -7 008 + 694 + 43 o 94 + 54o -5 176 -I3531
1970 + 15 670 -7 4oo + 985 + 43 883 + 1 238 -6 032 -13175
1971 +15 892 -8 535 + 2 798 + 47 267 + 2 759 -6 225 -14 0 4 0

Source: Jahresgutachten 1972, p. 286

i will be discussed later, the structural difference between German 
exports and imports as revealed by the foregoing tables play an im­
portant role in continously creating trade surpluses. The relatively low 
elasticity of demand for a large part of the imports, on the one hand, 
the relatively high elasticity of demand for the larger part of the ex­
ports as well as the technical possibilities of greater specialization 
in the field of manufacture's which dominate German exports, on the other 
hand, give also the clue for understanding the failure of revaluation 
measures proposed in order to decrease the export surplus of the German 
economy,
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(3) Not only the overall trade and the commodity structure of trade 
but also the regional trade figures demonstrate the highly unbalan- 
ced situation of German.exports and imports. Considering first the 
general classification of industrialized countries (1C), developing 
countries (DC), and socialist countries (SC), we get the following 
picture: some 83 j 5 % of German exports (in 1971) flow to the IC, 
about 12.o % to the DC, and only Zj.,5 % to the SC. On the import 
side the respective figures are 8o %, 16 %, and If %. This means 
that there is,apart from the high dependence on the IC, also an extra 
high surplus of exports in the trade with the IC (15.7o billion DM), 
a deficit with the DC (2.8o billion) and a surplus of about 1 billion 
with the SC. Since 1968 these regional imbalances have remained 
fairly constant^no tendency towards'-a greater balance can be ob­
served.

Going down to the level of regional groupings, the countries of 
the European Economic Community are by far the largest customers, 
with nearly 5o % of all German exports,going to this region, at 
a still increasing trend. Exports and imports to and from the EEC 
are,however, to an astonishingly high degree balanced. This is not 
so with the EFTA-countries, with whom Germany has foeen running to 
ever increasing surpluses, integration with the EEC countries and 
desintegration "with the EFT A countries being marked in the field 
of import trade. This trend, furthermore, is very likely to be 
intensified following the enlargement of the EEC in 1973»

f

The regional structure of German trade on the country level shows 
that economic interchange with some industrialized countries has batu 
■increasing rapidly, not only absolutely but also relatively. 5o % of 
German exports are concentrated on 5 western countries (in the order: 
France,,Holland, US),'Belgium-Luxemburg, Italy), while concentration 
on the import side ist still'more pronounced, some 57 % coming.from 
the same 5 countries (in a little bit different order). It should be 
clear, while this heavy regional concentration of trade is conditioned 
by'such factors as distance, elasticity of demand, communication' 
systems etc.^this situation is quite problematic, especially from 
the point of view of conjuncturally stabilizing the economy.



— 16 —

Comparing the fluctuations in the 6NP growth rate of the western 
countries with the expansion of German exports, we find a very high 
correlation, a marked deviation however to he noted for the period 
after the first revaluation of the DM in 1961.

(4) To conclude our survey on the structure of German foreign trade 
relations we should have a look at the trade dependence- of the va­
rious industries. A tabulation of the export and import quota 
German manufacturing industries } for the period 196o-197o is 
given in table 8 and 9« These tables also include a projection 
for the year .1972 and a prognosis for the years 1977 and 1989.

As can easily be seen, a steady increase is to be registered in the 
quota concerned. The average export quota of manufacturing industry 
rose from 19 % in i960 to 19 % in 197o, while the import quota,
went up from 12 % to 18 %, A very rapid increase took place in the
export quota of the chemical industry (from 2.3 to 31 %), the paper' 
industry, and the maschinery industry. 'Regarding imports, a rapid 
increase in the quota occured in the iron industry, the asbestos*, 
industry, in maschinery and ships, in electronic industry, in glass 
industry, music instruments, and in clothings.

Unfortunately, these tabulations do not include the development
a.

of the last two years when in^number of industries a dramatic, 
change took place: export quota of investment goods industry jumped' 
from 29 % in 197o"to A-2 % in 1973; consumption goods industry:
from lo % to 17 %jtotal manufacturing industry: from 19 % to 31 %*

With these recent developments, the long-term prognosis for 1977, 
respectively 1983 to a certain extent were already reached within 
two years* time, •

(3) German international Capital transactions were not as spectaculou
•>

as was the case with merchandise trade. Beginning in 1951, a steady 
long-term capital export took place, which reached temporary high- * 
lights in 1959 and 1961, when suddenly in 1963, there^.s for the 
first time a net import of long-term capital.
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This was repeated in 1965 and in 1971-72. In between, following 
the recession of 1966-6 7, a rapid increase of long-term capital 
export can be registered, which jumped from 3.82 billion^in 1967 
to ll.Zfl billion in 1968 and some 23.08 billion in 1969, thösu 
reaching quite dramatic proportions. The balance of total capital 
transactions, of course, does not show a steady trend, since the 
short-term capital movements are subject to their own laws, sur­
plus and deficit following each .other very irregularly over time.

In contrast, the transfer balance developed steadily towards gro­
wing exports (Übertragungen), from about Zj.50 million DM in 1953 
to 13.29 billion DM in 1972, without any remarkable deviations 
from the upward trend.

Ill, Causes and Problems of Trade Expansion
Chapter II has demonstrated Germany^extensive international eco - 
nomic interchange in general, and the structural imbalances of trade 
in particular. As they stood behind several crises of the inter­
national system one may predict that as long as they exist the se­
quence of disturbances of the international economic system has not
yet come to ani end. German trade and capital transactions seem to

' :, 'vprovide an example of what was called ’cumulatively increasing foreig 
trade dynamics’; the development potential of the economy and its 
transformation- capacity are strong-; the combination of externally- 
oriented preference structures with a qualitatively high resource ba­
sis but relatively small domestic industrial markets seem to favour 
the creation and growth of an outward-oriented production structure

“i *1 \

and the continuing evolution of dynamic comparative advantages1"1 .
The question is, whether the volume and structure of German trade 
are best in a real sense, especially with view to the quality of 
living conditions of the. population.

The economists has at the fore of his mind the notion of an optimum 
flow of things. The ’optimum volume of trade’ would be the just right 
volume more than'which, or less, is to be avoided. Though this con­
cept is straightforward, the optimum volume of trade practically 
should be difficult to measure with a pretence of anything approa-
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aching exactness, given the state of knowledge on production 
functions, preference structures,and given the mechanisms 
of transfering social preferences into economic and political 
actions. However, the notion of an .optimum volume of trade as a 
goal of attainment could certainly with advantage replace the 
current basicly mercantilist view rampant among businessmen, 
economists and politicians, It could increase their receptiv­
eness to the possibility, the likelihood even, that the volume
of trade in the national, product is too large and the structure 

12)to be changed

In Germany, though the high share of trade has seldom been 
seriohMy},■i'lmany, theses have been, put forward on how to explain 
the trade pattern, namely the export surpluses in the trade ba­
lance. One should not regard this discussion as being concluded.
In the following we first will give a resumes of the main streams 
of thought,,which may be classified under three headings. Than 
we will put forward some new theses which we think have been neg-‘ 
lected for too long or undervalued to a great extent. Of course, 
at this occasion we can. give only a short discussion of the impli­
cations involved. Should the discussion be rather too sketchy, so 
only because the arguments are■thought to be known or because 
others are thought to deserve more attention.

What measures are taken to solve the problems of trade imbalances, 
is a consequence of how the surplus'is explained. It mainly was 
explained by price factors and business cycles. Concentrating' on 
such explanations the surplus should be eliminated mainly by two 
means: domestic inflation (Anpassungsinflation) or revaluation.
Only recently, structural factores were stressed to explain the 
surplus and to remedy the situation.

.1 ,  D ± f f e n ° e s >_a.rid._Tr âi.d.e__E2c p̂a.ris±on

The price differences between Germany and its trade partners have 
¥ \been cited most as being the reason for the rapid trade expansion. 
The argument is as follows: the efforts of economic policy regardin 
price stabilization in Germany have been, by and large;rather
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successful, especially when compared with the main trading part- 
ners. The result is a price gap which promoted the compe^tiveness 
of German exporters and weakened the position of the competitors.
In contrast to a case of equal inflation rates, German export 
growth is pushed, and import growth retarded, thus creating a 
chronic surplus in the trade balance.

itOne problem with this reasoning is- that^can explain trade flows at 
best only in the short run. No economy being as highly export- 
oriented can flee from inflation in the present monetary system.
All efforts to neutralize the money-expanding effects of export 
surpluses through monetary policies can be successful only tem- 
porarly; increasing the interest rate may reduce domestic money 
‘supply but will increase foreign-induced money circulation. There 
are many examples in postwar history of the boomerang-effect of an 
autonomous monetary policy in a system of fixed exchange rates.
(The most spectaculous example was in 1971 when foreign currency re­
serves increased.'by more than 1 billion DM a day).

Recent experiences should show quite clearly that export behaviour 
cannot be explained by price differences alone. In May, this year, 
foreign orders in the German industry were nearly 5o % above the 
level of the year before, desprite recent revaluations, floating

I’Z )
of the DM j and higher export prices. Non-price factores of compe­
titive advantage seem to play an increasing role, as e.g. product 
quality, monopoly positions on foreign markets,. temporary. shor-■ ■ 
tages, ability to supply in time. Furthermore,•the actual varia­
tions in the trade balance were not alv/ays in parallel to interna­
tional price movements.

Summarizing, we may say*, that i$Ls thesis of a mono causal relation­
ship between international price differences and German export sur­
plus does not hold good. This is confirmed by an investigation com-i
paring export volume and export prices of the western countries: 
Export growth was more pronounced in Germany though export prices 
o,f Holland, Belgium, France, etc. grew less rapidly. (On the other 
hand, this is not to be used as general explanation for all cases,
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since e.g. the development of Italian and Japanese exports may 
provide counter-evidence).

2. Time Lag

The time lag in business cycles has been named to explain the 
export surplus in the German trade balance. This thesis war parti­
cularly stressed during the recession of 1966/6 7, when compensatory 
exports pushed the export surplus to new dimensions (19 6 7: 16.86 
billion DM). In consequence of this argument it was thought that do­
mestic recovery would reduce the surplus. The boom came, but the sur­
plus remained. The same was true for 1971.

Without going into more detailed analysis we can say that during 
the business cycles of the postwar period there have been reactions 
of the trade surplus according to this line of thinking, i.e, a 
decrease of the surplus during domestic boom and an increase during 
recession, but this is not confirmed by all the business cycles.
On the other hand, one may well differentiate between price and 
cycles effects on trade, since developments of export and import 
prices do not necessarily correspond to the business cycles.

3 . §tructure^of^Trade^and^Trade^Ex^ansion

It seems quite natural to look at the specific structure of ex­
ports and imports in order to- find explanations for the chronic 
■ developments, though in the German 6ase, one may say, that this 
has been done so only recently. Harry G. Johnson had shown fairly 
early that the discrapency between the-income elasticity of demand 
'of a country for imports and the income elasticity of foreign demand 
for export products of this country will lead to imbalances in traded 
This tendency towards trade surplus based on the commodity structure 
Of trade may, furthermore, be increased or decreased by the regional 
structure of trade of the country concer^na.
H.S. HO'UTHAKKER & S.P. MAGEE in their study . on income
and price' elasticities in-world trade demonstrated that the countries 
with the highest export growth registered the highest income elasti­
cities for their exportables while their income elasticities for im­
portables was clearly behind15\  Though these results may be taken ' 
with caution they should be plausible for the german case „
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As was mentioned before the shares of investment goods and 
agricultural products in German exports and imports differ 
markedly. According to general understanding, income elasticity 
of demand for investment goods is fairly high compared with that for 
agricultural products. As the share of' the former is rather big 
in the exports but rather low in imports, while the contrary can 
be said regarding the latter, it 'is fair to assume that income 
elasticity of total demand for German exports is higher than that 
for total imports. This structural component of trade should be 
strenghtened if the main importers of the products of the country 
concerned belong to the growth intensive countries. Thus we find 
a more than proportionate increase of export share in such products 
whose share in world trade has been rising, and a more than pro­
portionate expansion of exports towards those countries whose 
imports were rising fast.

In other words: even if Germany would be in line with the business 
cycles and the price levels of her trading partners, she would run 
into export surpluses. Revaluations alone, therefore, cannot be an 
adequate measure, instead or additionally structural policies 
must be undertaken.(It is to be noticed, that structural measures 
for stabilizing the trade balances are more or less unknown even 
in special books on the balance-of-payments.

Going further into the analysis of trade structures, we may 
differentiate between 'active* and * passive’ ■ (respectively fast 
expanding and slowly expanding oj^ decreasing) export and import 
industries. Grtiter has estimated^approximately % of German 
exports belong to fast growing industries (Wachstumsindustrien), 
while on the import side only J>o % belong to that group‘d  ̂ .
This fact,again, may. be. sai^-d to mean that, the fast growing 
industries will reach the limits of national absorption soon 
(‘push-effect in exports*).
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For Germany this process has lead to a double dilemma: 
with increasing income abroad, German exports grow more than 
proportionately, while along with increasing domestic income, 
more and more growth-oriented enterprise press for exports, 
exports even becoming the main activity (5o % and more^turnover) 
of various industries»
There is yet another characteristic of the strong export-orien­
tation of the German economy to be observed: even in a recession 
period abroad, exports do not decrease since enterprises tend 
to ’hold the market’ at the risk of temporarily lower profits. 
Because of these effects it has been suggested to use ’ex ante 
revaluation’ (vorauseilende Aufwertung) as a means of economicIQ)policy

/f. Employment^Structure^and^Trade^Expansion

There is no doubt about the dependence of the employment of '
foreign workers (Gastarbeiter) from the business cycle during

?o)the 1960’s and the early 197o's_ . Very important for our
discussion is the relationship between employment of foreign 
workers and German export expansion. Table lo shows the Gast- 
arbeiter-quota in selected German industries compared with the 
export share of these industries in total exports.

The table shows that while the respective' export shares of the
selected industries in total exports are fairly constant (or
slightly increasing) during the period reviewed, the,share of
foreign workers in total employment in these industries has
a strongly increasing tendency. From this we may conlcud.e that ■
the industries concerned have been able ,to hold their share
in total exports (or to increase, it) because they succeeded in -
getting increasingly more Gastarbeiter. Said .differently: if thes
industries would not have been able to employ more labour, they
most probably v̂ ouldl not have been able to hold their export share ) absolu.it, *constant (or increase it) and to increase th.e^volume of their
exports considerably.



T'able lo: Gastarbeiter and Export Quota in Germany, Selected Industries, 
" *. (1965-197o)

— w . "* « « M M « * « « .

Industry E x p o r t Quo!ba G a s t a r b e i t e :r. Qn
» 1965 1966 196 7 1968 1969 ,197o 1965 1966 1967 1968 1969 197o

Chemicals 5.7 5.8 6 » 6 7.2 7.5 .7.5 6.7 7.o 5.3 5.9 7.6 9.2
plastics, 
Rubber & 
Asbestos

1.3 1.4 1.4 1 .6 1.7 1 .8 11.3 12.8 lo.5 11.3 16.5 18.4

Quarrjjing, Ce­
ramics, Glass 2,2 2.2 2.3 2.3 2.2 2.3 1 2 . 1 12.7 8.8 9.o 11.9 16.1

Wood, Paper & 
Printing 5.9 5.7 5.2 5.4 5.5 !? * 6.5 7.3 5.7 5.9 7.9 1 0 0 1

either,
.extiles 9.8 lo. 0 8.7 9.5 9.8 9.4 8.2 lo.o 8.2 9.4 1 2 , 1 13 .6

Steel£, Maschine 
ry, Vehicles "9.2 9*6 9.4 9.5 1-0.4 12.5 8.o 8.4 5.9 6.6 9.8 12.5

Coal Mining 0.7 oJoS q£>6 048 o47 'o&9 6.7 6,4 5.o 4« 4 5.9 9.3

Source«: M. NIKOLINAKOS, Politische Ökonomie der Gastarbeiterfrage, 
Reinbeck 1973> p. 74

Further analysis would show that the increase of Gastarbeiter-employ- 
ment is directly following the increase in exports. The growing demand 
from abroad for German exports leads to a grwoing demand of German 
industry for labour which in the German case was coming from the deve­
loping regions of southern Europe,, Africa and parts of Asia.

Summarizing, one may seiy: without the liberal migration policy the 
growing demand for German products would not ha.ve been met, GNP would 
not have grown as it did. In a study of the Tubingen Institute for 
Applied Economic Research on the role of employing Gastarbeiter in 
Germany it .is stated: "The increase of the factor labour leads to 
a surplus value provided this additional factor is meaningfully em­
ployed. Thus the employment of (foreign workers will lead to an in­
crease in the GNP, and insofar export growth must in part be attribu- 
.ted to the employment of foreign workers. Thereby it is relatively un­
important whether these foreign workers are employed in the export 
sector or whether it was possible to employ more German workers 
in the export sector because of greater flexibility of the labour 
market"^’'' ̂ »
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Recently, the question is put whether the increasing employment 
of foreign labour does meet its total cost to society, i.e. it is 
thought that the social costs are not internalized into private 
accounts, especially regarding housing, schooling, and others parts 
of social infrastructure. As is well known from welfare economic^ 
in case of externalities the market mechanism will bring forth 
sub-optimal results, decentralized decisions thus lead us to pro­
duce (and work) too much. Since the non-internalization of externali­
ties may especially lead to overproduction for exports we will have 
to discuss this question more intensively. Before doing so we should 
conclude this chapter by referring to some other effects which in 
Germany were quite early touched hut not prevented.

The Council of Economic Adivsors to the German minimstry of economic 
affaires in its 1957 expert opinion on ’’Problems of the German Ex­
port Surplus" predicted that the surplus in the trade balance would 
for a long'time be larger than necessary to finance the deficit in 
the capital balance' }, Though the Council did not ask why it should 
be that the capital balance be as unbalanced as it was, he made quite 
clear that the surplus in the international balance of goods and ser­
vices would be detrimental to the welfare of the people;
"... so bedeutet das volkswirtschaftlich gesehen nichts anderes, als 
daß im Inland produzierte Güter und Dienste dem Ausland überlassen 
werden und infolgedessen für Investitionen und Konsum im Inland nicht 
mehr be^eit-stehen" ^ . The Council went on to say, that if the -reser- • 
ves of the central bank surpass the ’necessary amount’ (it is however,' 
not said what that amount may be), this would be a sign of ’unintended

pi, Ncapital export»“ , In the case of full employment, ‘unintended, capital 
export* must lead to heavy burdens on and great disruptions in the 
economic process, as income is created domestically whose real equiva­
lent is flowing abroad. This in turn, leads to a circulus vlytiosus 
insofar as stabilization policy, would increase the reserves what again 
would necessitate new domestic restrictions.

Though one may highly agree to this 1957 analysis even when transpose*! 
to the present situation, the medicine the council prescribed was very 
strange indeed; he called for an even greater international interchange 
of the German economy^~and thus layed the^lasis for many troubles 
to come.



Without discussing the pros and eons of this cpinion further, 
one point cane out clearly, to decrease the export surplus 
(either by reducing total export, volume or by increasing total 
import volume) would make available more resources at home.
Within the overall potential effects of such a policy, two 
should have been of great importance for the German situation:
(a) increase of resources available for public investment, (b) 
increase of resources for rationalization purposes which in turn 
could have lead to a reduction in the demand for foreign labour.

Of course, effects (a) und (b) are very much interrelated as the 
migration of foreign workers makes additional investments into 
infrastructure necessary. These investments as v;e know today were 
more or less neglected for'quite a long time blit have to be re­
trieved now, at a point where the number of Gastarbeiter has reached 
2,5 million (plus an unknown number of family members),
To put it shortly: the import of foreign labour gives one more 
example for the discrapency of private and total costs and bene­
fits! it pays for the German industry to engage Gastarbeiter as wages
long as their^and fringe benefits are below average, and as long
as the social costs of their employment are born by the state, the

pc)public at large, and the Gastarbeiter themselves ,

Also literal migration policy must have caused a delay in rationali­
zation- of German, economic structures. Competitive pressure to mo­
dernize production techniques will certainly be reduced as long 
as (privately cheap) foreign labour is freely available. Migration 
policy in a sense is a new kind of structural conservation policy 
(Strukturerhaltungspolitik), the contrary to the very much needed 
structural adjustments and developments (Strukturentwicklungs- 
politik). Extending this argument a bit further we may say- that 
the non-internalization of externalities of migration into the 
private cost accounts does riot only lead to private profits but 
helps at the same time conserving the industrial structure, an 
effect particularly hostile towards the products of the developing 
countries (among them those where the Gastarbeiter are coming from).



5. Industrial^Structure^of^Exports^and^Tracle^Exgansion

The foreign trade sector of the German economy is not at all 
homogeneous regarding productivity, size, competitiveness, etc. 
Besides numerous 'marginal exporters’ supplying mainly the domestic 
market and exporting only in case of attractive prices and special 
opportunities on the foreign markets, there are firms with a high 
degree of specialization towards the foreign market and pursuing 
an ’active export policy*1-. This last group.covers the largest part 
of German exports both regarding volume and value. The production 
capacity of these firms often exceeds the absorption capacity of 
the domestic market so that their behaviour ist strongly oriented 
toward closed partial markets via product differentiation, their 
price policy being substituted by non-price sales instruments. Only 
historically the ’active export policy' of these firms may be traced 
back to a compensatory export policy. In this field of 'trade we 
have to do with the situation^compensatory exports as a reaction 
to the situation on the domestic markets no longer works as suffi­
cient hypothesis, instead^ domestic markets tend to become compen­
satory markets for those firms.

It.■.•is also to be feared .that high export shares and especially ex­
port surpluses bind resources at the cost of the ’marginal exporter1 
in case of a recession at home, the marginal exporter will bear 
the mairi burden, while- in the base of a .domestic boom the. marginal ' 
exporter will be able to invest only at higher cost since the labour 
and.capital market are to a great extent dominated or influenced 
by bjg industry, including big exporters. The consequence■out of 
this structural situation is more than proportionate growth' of 
the export-oriented active industries, a distortion*, of the produc­
tion structure will follow, in the sense*, that resources are not 
available for domestic uses: the essence of what may be called 
’ Exportlastigkeit

Summarizing, we have to suspect that the negative effects of the ty­
pes discussed above in the case of German trade expansion have been 
quite pronounced in the area of: ’private versus public investment’ 
(public goods effect), ' industrial, resources and subsidies compe-.
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tition* (sectoral and regional effects), and in 'income 
and wealth distribution' (income and inflation effects). 
Causes and problems of trade expansion with respect to 
•common property resources' will be discussed more inten­
sively in the next chapter.

IV. Environment, Infrastructure and Trade Expansion

Environmental and infrastructural amenities are two important 
aspects of the 'quality of life'. Generally, in the postwar 
period the supply of these goods has been subordinated in private 
and in public decision-making to other goals and elements, in par­
ticular to the more immediate requisites of growth (defined concen- 
tionally) and trade. Over time’, however, in Germany as in other 
industrial countries the incremental social costs of lacking infra­
structure 'and of environmental disruptions have risen, in the face
of steadily more apparent limits in the absorptive capacity of the

pg)human- and the bio-sphere ~ . Thus there is a grwomg realization
•fcliat severe problems of infrastructure and environment, are closely 
related to the imprudent pursuit of economic growth, and that 
the intersectoral and intertemporal cost-transfers and negative 
social spillovers inherent in the growth process may at various 
points become sufficiently powerful to outweigh the expected economic 
gains. This process in Gemny is both gradual and uneven, gaining 
in. intensity and social impact during the last fey years but' 
varying widely among municipalities,.regions and states.

The lack of homogeneity in the awareness of.the problems (Problem­
bewußtsein) and its political perception is attributable in large 
part to the fact that human and biological absorptive thresholds 
e^xst, that the damage curves are uneven, and that the 'free 
rider' phenomenon is frequent. Furthermore, regarding environment 
the international movement of natural and common-property resources 
has itself helped to obscure emerging problems at the national 
.level. In some way, international, trade permits the acquisition 
of scarce (or environmentally costly) natural resources and goods 
from pollution-intasive industries from abroad, again dimishing the 
urgency of dealing with common-property resource management problems 
arising in these sectors.
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The S3 short reflections above sho-old elucidate that infrastruc­
tural investments and environmental control are glosely related 
to ar^-d strongly influenced by.trade expansion, especially so in 
a country as. highly depending on trade as Germany. In order not to 
complicate reasoning, in. the following we will concentrate on the 
relations between environment and trade; the arguments however may 
largely hold true for the infrastructure, as a whole.

1, Comnetitiye^Advantage^and^Environmental^Control 

Three types of environmental disruptions may be identified;

(a) Final goods, Intermediates, and raw materials (which when 
used cause despoliation of the environment);

(b) Residuals of the consumption process (products having served 
their purpose are discarded in a manner harmful to the envi­
ronment );

(c) Residuals of the production process (environmentally dele­
terious side-effects of the production of virtually all goods 
and services).

Clearly, economic activity generates a wide range of externali­
ties including such environmental disruptions which are not re­
flected in private costs and hence fail to enter into the resource- 
allocation process and the conventional measures of economic 
success. Once acknowledged as real social costs, such externalities 
must be 'considered explicit^ly - and th^s, can alter, economic ’ ' ' '
decisions and priorities. The market mechanism generally fails to 
distribute the cost of environmental disruptions - and other ex­
ternalities - to the ultimate producers. Enforced internalization 
will thus affect the International competitive position of the pro­
ducing units involved, depending on the degree of standards and 
methods applied. Generally speaking the economy with the highest 
foreign trade (relatively and absolutely) will be affected most, 
when international uniformity in standards is applied.

Germany, in such a case, would be one of the countries strongly 
affected, especially because of the high content of pollution-inten­
sive chemicals and heavy-industries goods in German exports. Since 
no comparable figures and calculations on the.. German situation are



available up to now, we would suggest to consider for a moment 
the standards imposed under the Clean Air Act of the United States 
and their prospective» effects on all prices, if the 2o industries 
responsible for most Jof the emissions of sviphur dioxide, carbon 
monoxide, hydrocarbons, and particulates satisfy fully these norms 
(see table 1 1 )«

Table 11: Estimated Price. Increases of Goods and Services
. Resulting from Compliance with Certain Anti-Pollution 
Measures, in %

Price increase re­
sulting from an 
overall substitute 
of low sulphur fuel 
for high sulphur 

fuels

Sector Price increase if 
major air-polluti­
on industries met 
the standards of 
the U.S.Clean Air 

Act

Electric utilities 7.3 2.9
Gas utilities o.l 1 . 1
Iron and steel foundries 3.5 2.9
Primary steel 2.2 1.5
Iron and ferro-alloy mining 0. A 2.3
Coal mining 0.5 6 . 1
Chemical and ferrous mineral, min. 0. A 1.9
Iron and steel forgings 1.9 2 .A
Pulp mills 0.7 3.2
Paper and. allied products o.A 2.8
Paper containers 0.3 2.5
Primary non-ferrous metals 16.8 3.A
Secondary non-ferrous metals 3.0 1.9
Misc, non-ferrous metals .0.5 . 1 . 8
Petroleum refining' ,6.0 2 . 1
Crude petroleum and natural gas 0.2 8.3
Industrial chemicals 0.2 1 . 2
Plastics and synthetic materials 0.6 • lo.3
Fertilizers 0. A 6.2
Metal containers 0.8 A.7
Other fabricated metal products 
Metal handling machinery and

1 .6 2.0

equipment
Metal working machinery and

l.A 1.7
equipment
Specific industrial.machinery

0.8 1.5
and equipment
General indstrial machinery 
and equipment

0.7 1.3
0.8 1.7

Machine shop products 0.8 1.1 
Electric equipment and appliances o,9 1.6 
Electric machinery and equipment 1.6 l.A 
Engines and turbines 0.9 1.5

ßoureeg: GATT, Industrial Pollution Control and International Trade, 
. Geneva.1971
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If environmental controls such as these are implemented, and if 
such estimates are resonably close to the mark regarding the 
German situation, the overall competitive impact could be substan­
tial indeed^ especially since about three quarters of the German 
exports would be affected. As the pollution load of exports is 
quite generally sw much higher than the pollution load of imports, 
an effective policy of pollution control might help to bring 
down the chronic export surplus of the German economy. Of course, 
the impact on aggregate trade and on the structure of trade flows 
fundamentally depends on the distribtuion and the nature of control 
measures applied among the competing countries.

Seen from the historic point of view and from the point of view 
of explaining the postwar developments, one may say that in the 
past foreign trade and especially exports must have been strongly 
stimulated by the fact that the environmental (and infrastructural) 
costs of trade v/ere not (or not completely) internalized into the 
private accounts of the originators, the exporters and importers, 
bute were born by third parties or the population at large.
However, it is very difficult to guess on how much the level of 
trade and its growth rate have been pushed upward, by this mechanism, 
of socializing external effects of production and consumption, 
whether it may count for 3 or 13 % of volume and rate. Relatively moti 
easy, but still highly complicated is to assess the effects of 
future pollution control policy on the German balance-ox-payments 
and on national income.

B,P. KLOTZ recently made an assessment of these effects for 
five contries including Germany, using the model designed by R.D’APGI 

and the import and export elasticities calculated for the OECD 
countries-^. The model traces the sequence of effects triggered off 
by a rise in domestic prices following environmental control meas­
ures: reduced exports, increased imports, correcting respectively- 
worsening of the trade balance and consequent reduction in GHP 
through the multiplier effect. Table 12 shov/s that the German • 
national income resulting from a one percent increase in domestic 
and export prices following environmental pollution crontrol would 
decrease by 2 billion dollars (or 1 .8 %) given the export and import 
elasticities shown in that table.
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Table 12: Estimated Change in National Income Resulting from
a One per Cent Increase in Domestic and Export Prices, 
selected Countries, (in■billion dollars, 1968)

Country Inc©me 
Change

Percentage
Change

Export
Elasticity

M  M l  <M M  M  M

Import
Elasti

Japan - 15.5 - 14 % - 1,25 0.78
United Kingdom 4.2 4.9 % - .33 0.22
United States — 8*4 - 1 . 1  % - l.oo 1.88
West-Germany - 2.0 - 1 .8 % - 0.99 0.34

Source ; B.P. KLOTZ, The Trade Effects of Unilateral Pollution 
Standards, in: OECD, Problems of Environmental Econo­
mics, Paris, 1972, p, 223J

There is no room here to discuss the model and its underlying 
assumptions in detail, but it must be said that the results should 
be viewed with caution in that they are subject to a wide margin 
of uncertainty because the model ist highly sensitive to different 
estimates for the domestic absoprtion capacity and for the price 
elasticities of exports and imports* On the other hand, the figure 
for the price increment pegged in these studies at only one per 
cent ist considerably below some recent estimates for the economy 
as a whole and for certain industries in particular*

Classifying the goods and services produced into those in which 
international competitive advantage exists (exportables)^those 
which appaer to be characteriezed by an international competitive 
disadvantage (importables), and those which are non-traded, in 
international trade exportables are exchanged for importables under 
assumed constand terms of trade.which rdnder the country better off 
- in terms of (conventionally defined) real income per capita - 
than if it did not engage in trade. Its economic structure is thus 
.bihsed towards the production of exportables in which it specia­
lizes more than it otherwise would as the result of its particular 
factor endowments and productivities.
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Assuming t h a t  th e  c o u n try  would dec ide  to  d ea l w ith  e n v iro n ­
m ental d is r u p t io n  in  a s e r io u s  manner by d iv e r t in g  s u b s t a n t i a l  
r e s o u rc e s  to  en v iro n m en ta l c o n t r o l  not o n ly  by fo rc in g  t h i s  upon 
p rod ucers  but a l s o  by u n d erta k in g  d i r e c t  p o l l u t i o n  abement 
o p e ra t io n s  through the  p u b lic  s e c t o r ,  as  i s  to  be expected  e .g .  i n  
Germany, the  i n i t i a l  outcome would be few er e x p o r ta b le s  and few er  
im p o rta b le s  as  a r e s u l t  o f  government induced d iv e r s i o n  o f  re s o u rc e s  
to  n o n -tra d e d  (en v iro n m e n ta l)  goods. In t h i s  c a s e ,  the  q u a n t i t y  
o f  e x p o r ta b le s  and im p o rta b le s  may d e c l in e  but th e  q u a l i t y  o f  l i f e  
may w e l l  im prove.

D i f f e r e n t  should be the  p o l lu t i o n  c o n t r o l  e f f e c t s  on i n t e r n a t i o n a l  
t r a d e  i f  the  in c id e n c e  i s  not s i p e t r i c a l  as between e x p o r ta b le s  
and im p o rta b le s  -  and t h i s  may be more r e a l i s t i c  w ith  r e g a rd  to  the  
German c a se .  Supposing th a t  th e  c o u n t r y 's  e x p o rt  p ro d u c t io n  i s  
c l e a r l y  c a p i t a l i n t e n s i v e  and t h a t  th e  p o l lu t i o n  c o n t r o l  a c t i v i t i e s  
too  t a r n  out to  be c a p i t a l - in te n s iv e ,  , th e  d iv e r s io n  o f  c a p i t a l  
r e s o u rc e s  from t r a d e a b le  goods to  the  environm ent s e c t o r  thus  
b ea rs  more h e a v i ly  on the ou tpu t o f  e x p o r ta b le s  than i t  does on 
im p o r ta b le s .  Hence the com parative  advantage i n  e x p o r ts  i s  reduced  
and th e  p rod uction  mix o f  t r a d e a b le  goods becomes l e s s  s p e c ia l i z e d  
i n  th e  exp o rt  s e c t o r .  In case  o f  unbalanced t ra d e  -  as  i s  t r u e  f o r  
Germany -  t h i s  may le a d  to  a r e d u c t io n  o f  the  e x p o r t  s u r p lu s .
However, t h i s  e f f e c t  may work on ly  i n  the  s h o r t  ru n , s in c e  a  sub­
s t a n t i a l  s h i f t  o f  resou rces , .to the  p o l lu t i o n  c o n t r o l  s e c to r ,  may l a y  .

, the  v e r y  b a s is  fo r  new c o m p a ra t iv e  e x p o rt  Advantages i n  the  long  run ,
e s p e c i a l l y  i n  case  the  competing countries,Ido  not JbQow t h i s  s h i f t  o f

*

p o l i c y  i n  due t im e , and p ro v id e d  the p o l lu t i o n  c o n t r o l  goods can 
be t r a d e d  (be i t  i n  form o f  c o n s u l t in g ,  l i c e n s i n g ,  o r  e x p o r ts  o f  
h a rd w a re ) .  The w ider the  gap between le a d in g  and la c k in g  c o u n t r i e s ,  
th e  more pronounced the  c o m p e t i t iv e  advantages o f  th e  l e a d e r s  w i l l  
become. Anyhow, i t  would appear th a t  the  f a c t o r - i n t e n s i t y  o f  p o l lu ­
t i o n  c o n t r o l  te ch n iq u es  w i l l  i n  p a r t  determ ine th e  impact on the  
volume and s t r u c t u r e  o f  the c o u n t r y 's  fo r e ig n  t r a d e .

Regarding the  i n t e r - i n d u s t r y  e f f e c t s ,  v a r i a t i o n s  i n  th e  im pact o f  
p o l l u t i o n  c o n t r o l  p o l i c i e s  a re  born out by th e  f a c t s .  In  term s o f  
th e  p rim ary  im pact on s e l e c t e d  i n d u s t r i e s ,  th e  b e a r in g  o f  e n v iro n ­
m ental measures may be ap p ro x im a te ly  gauged by t h e i r  r e s p e c t i v e  ex­
p en d itu re* . on p o l lu t i o n  c o n t r o l  p la n t ,a n d  equipment.
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According to the estimates of the first German government
xp)report on environmental problems, / private fixed investment and 

operating expenditure for pollution control plant and equipment in 
the main problem areas and industry groups for the period 1971- 
1975 will be as shown in table 13 and table lk.

Table 13; Net Investment and Operating Expenditure for Environ­
mental Control in Germany, 1971-1975
(in prices of 197o, billion DM)

Problem Area Net Investments 
1971-1975

Operationg. Expentidure 
1971-1975

Air Pollution 3.9 0 . 4

Water Pollution 16.2 4 . 0

Solid V/astes 2.3 1.5
Biocides and 
Chemicals 1.7 -
Noise 1.7 -
Land use and 
Conservation . 2 . k . .

Others 0 0 2. 2.1

Total 2 8 . 0 8 . 0

Source; Umweltprogramm der Bundesregierung, op, cit.', p, 611

Though these estimates seem to be rather low compared with the 
rising public concern with environment, they do indicate some 
order of magnitude and inter-industry differences that may mate- 
rilize in the effects of environmental policies on international

X X )competition"" •
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Table 14: Net Investment and Operating Expenditure for Envi­
ronmental Control in Germany, 1971-1975
(in prices of 197o, billion DM)

Industry
Net Investments

1971-1975
Operating Expenditure 

1971-1975

Mining 2.1 o .3
Energy 0.3 -
Quarrying, Glass, 
Ceramics o,3 o .3
Chemical Industry 6.8 1 .3
Other Industry 1.0 o,2
Building-trade 0.1 -
State Budget 15 .3 3*6
Others o.8 2 .3

Total 28.0
! 1 

CO
 

I 
.

1 
o

:

Source: Umweltprogramm der Bundesregierung, op. cit. p. 611

2• Industri^^Location^and^International_Capital_Flows

A number of German communities following people's protests 
('Bürgerinitiativen') have begun to discourage the location of 
certain -industries, involving confrontations between groups 
falling at various points on the spectxrum from total concern 
with economic expansion and concern with environment. Regions 
in which anti-growth tendencies can be seen are characterized 
by relatively high income levels. Political balance in other 
regions represents different assessments of the,growth-versus 
environment trade-off. As a result an increase in the importance 
of environmental conßiderations ip decisions regarding industrial 
location and interregional capital flows within Germany can be 
confirmed.
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L o c a t io n a l  im p l ic a t io n s  o f  en v iro n m e n ta l c o n t r o l  f o r  the  i n t e r ­
n a t io n a l  r e l a t i o n s  o f  Germany come a ls o  to  th e  f o r e ,  e s p e c i a l l y  
a t  a s p e c i f i c  i n d u s t r y  l e v e l .  There w i l l  thus e v o lv e  i n t e r n a t i o n a l  
s p i l l o v e r s  a t t r i b u t a b l e  to  l o c a l  o r  r e g io n a l  e n v iro n m en ta l c o n t r o l  
p o l i c i e s .  I t  can be assumed t h a t  th e se  s p i l l o v e r s  w i l l  in c r e a s e  
and to g e th e r  w ith  the in c r e a s e d  power o f  the German c u r re n c y ,  w i l l  
make fo re ig n  lo c a t i o n s  p r o g r e s s i v e ly  more advantageous r e l a t i v e  
to  dom estic lo c a t i o n s ,  w ith  e n v iro n m e n ta l cg^ -nsidera tions i n c r e a -  ■ 
s in g  i n  im portance r e l a t i v e  to  such f a c t o r s  as  la b o r  c o s t ,  raw  
m a t e r i a l s ,  p ro x im ity  to  m arkets e t c .

I t  can be expected  th a t  i n te r n a t io n a l ,  v a r i a t i o n s  i n  en v iro n m en ta l  
aw areness w i l l  exceed the i n t e r - r e g i o n a l  v a r i a t i o n s ,  a f a c t  which  
became v e r y  c l e a r  a t  th e  l a s t  y e a r  UN C onference f o r  th e  Human 
Environment. T h e re fo re ,  the  scope f o r  i n t e r n a t i o n a l  l o c a t i o n a l  
s p i l l o v e r s  seems to  be r a t h e r  broad and d u ra b le .  This q u i te  pro­
b ab ly  w i l l  have n o ta b le  im p l i c a t io n s  f o r  the  r e g io n a l  p a t t e r n  o f  
German fo r e ig n  d i r e c t  investments* 1 e x p o r t  o f  p o l lu t io n *  w i l l  be­
come a r e a l i t y  i n  to d a ys  w o r ld .  Reasonable  men c a l l  t h i s  the  
l a t e s t  form o f  e x p l o i t a t i o n .  Y e t , s in c e  th e re  a re  r e g io n a l  d i f f e ­
re n c e s  i n  r e v e a le d  or  u n re v e a le d  p re fe re n c e s ,  th e  m arg in a l s o c i a l  
b e n e f i t  even o f  p o l l u t i o n - i n t e n s i v e  i n d u s t r i e s  i n  p r a c t i c e ^  may 
exceed  m arg inal s o c i a l  c o s t  i n  the r e l a t i v e l y  backwfhd c o u n t r ie s  
and r e g io n s .

A g a in , th ese  developm ents make c l e a r  t h a t  i n  th e  p a s t  n on^ nterna-  
l i z a t i o n  o f  en v iron m en ta l e x t e r n a l i t i e s  o f  t r a d e  has by i t s e l f  
s t re n p ie n e d  the  tendency tow ards c o n c e n tra t io n  o f  c a p i t a l  and 
l a b o u r , r e l e a s i n g  backwash e f f e c t s  on the  r e l a t i v e l y  backward  
a r e a s .

3 .  Im p lic a t io n s^ o f^ E n ^ ro n m e n ta laiiC o n tro lMfor_T rade^ _and ^ C ap ita l_F lo

The im pact o f  en v iron m en ta l c o n t r o l  measures on i n t e r n a t i o n a l  t r a d e  
and c a p i t a l  f lo w  and on commercial and f i n a n c i a l  p o l i c i e s  w i l l  to  
a l a r g e  p a r t  depend on p r e c i s e l y  how th e se  m easures a re  c a r r i e d  
put and what counterm easures may be ta k e n  by th e  government to  
s o f t e n  t h e i r  e f f e c t s .
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Economic th e o ry  has put fo rew ord  numerous p ro p o sa ls  c e n te r in g  
around th e  P ig o v ia n  p r i n c i p le s  to  reduce or e l im in a te  e x t e r n a l  
d iseconom ies, namely en v iron m en ta l ta x e s  o r  s u b s i d i e s .  In  Ger­
many p o l i t i c a l  d is c u s s io n  has fo cu ssed  on the ' V e ru rsa c h u n g sp rin -  
z i p ' ; i . e .  i n t e r n a l i z i n g  the e x t e r n a l i t y  a t  i t s  o r i g i n  and by 
i t s  o r i g i n a t o r .  That p r i n c ip le  i s  one th in g .  A d i f f e r e n t  th in g  i s  
th a t  acco rd in g  to  the  f i r s t  German government r e p o r t  on e n v iro n ­
m ental prpblems about 33 %  o f  a l l  net in v e s tm e n ts  f o r  p o l l u t i o n  
c o n t r o l  f o r  the p e r io d  1 9 7 1 - 1 9 7 3  w i l l  be born'-by th e  p u b lic  k e c -  
t o r .  T his  35 % - s o c ia l i z a t i o n  o f  th e  p r i v a t e l y  caused environmen­
t a l  c o s t s  equal 1  %  o f  a l l  p u b lic  ex p e n d itu re  e n v isa g e d  f o r  th a t
p e r io d ,  o f  which 83  %  w i l l  have to  be f in a n c ed  by l o c a l  communi-
. . 36)t i e s .

These p r o je c t io n s  show t h a t  d e s p i te  an in c r e a s in g  aw areness among 
the  German p o p u la t io n  about th e  rea so n s  and i n d u s t r i a l  o r i g i n s  o f  
en viron m en ta l d i s r u p t io n s ,  a l s o  i n  fu tu r e  the c o s t s  w i l l  be 
s o c i a l i z e d  to  a g r e a t  extent, as  has been the case  i n  the  postw ar  
p e r io d .  In t h i s  se n se ,  i t  c e r t a i n l y  would be prem ature to  speak o f  
a  d e f i n i t e  change i n  .environm ental p o l i c y  in  Germany. T h e re fo re ,  
one might sp e c u la te  who i n  the  case o f  a dram atic  domestic con­
f l i c t  between grow th  and t ra d e ,  on the one hand '.and environm ent  
on th e  o th e r  hand w i l l  bear the  burden, the p o p u la t io n  a t  la r g e  

i n  s u f f e r i n g  from pollu tion , the  • in  paying f o i ^ u b l i c  i n v e s t
ment i n ' p o l l u t i o n  c o n t r o l , - o r  th e  i n d iv i d u a l  o r i g i n a t o r  o f  e x t e r n a l  • 
diseconom ies. "Export o f  p o l lu t io n "  i n  t h i s  case  may• c e r t a i n l y  
be a v e r y  p ro b lem atic  a l t e r n a t i v e .

As was s a id  ab ove , en v iron m en ta l c o n t r o l  (and i n f r a s t r u c t u r a l  
development as  a w h o le ) i s  p r i m a r i ly  a  n orm ative  concept and depends 
v e r y  much on the s o c i e t y 1s a c t u a l  p re fe re n c e s  and v a lu a t io n s  r e g a r ­
ding th e  q u a l i t y  o f  l i f e « ,  However,, th e  d i f f e r e n c e s  e x i s t i n g  o r  i n ­
c re a s in g  as between re g io n s  and n a t io n s  w i l l  c e r t a i n l y  have a  
s t ro n g  in f lu e n c e  on Germany's com parative  economic advantage , 
i n d u s t r i a l  l o c a t io n  and i n t e r n a t i o n a l  capital f lo w s .  In  th e  n ext ’ 
c h a p te r  we w i l l  g iv e  a more g e n e ra l  re v ie w  o f  p o l i c y  problems i n ­
v o lv e d  o r  r e s u l t i n g  from German t ra d e  expansion  and in c r e a s in g  
i n t e r n a t i o n a l  in te rc h a n g e .
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V. Q u a n t i ta t iv e  Economic Growth and Q u a l i t a t i v e  Economic 
P o l i c i e s

As was shown i n  the  p reced ing  c h a p te r s ,  Germany has undergone long  
p e r io d s  o f  im balances i n  h er  fo r e ig n  economic r e la t i o n s *  E xperience  
has a l s o  shown t h a t  up to  now i t  was not p o s s ib le  to  overcome 
th e se  im balances e x e r t in g  c o n v e n t io n a l  m onetary, f i s c a l  arid incomes  
p o l i c i e s .  A lso  s e v e r a l  r e v a lu a t io n s  and the f l o a t i n g  o f  the  c u rre n c y  
gave a t  b est s h o r t - te rm  m it ig a t io n .  So i t  seems h ig h ly  q u e s t io n a b le  
w hether such c o n v e n t io n a l  m easures o f  s t a b i l i z a t i o n  p o l i c y  a re  a b le  
to  reach  both i n t e r n a l  and e x t e r n a l  ba lance  o f  the  economy, being  
p r e - r e q u i s i t o r y  f o r  im proving  th e  q u a l i t y  o f  l i f e  o f  the  p o p u la t io n .

The g e n e ra l  h yp h o th es is  o f  t h i s  paper has  been t h a t  the  p e r s i s t e n t  • 
tendeny o f  the German economy tow ards ra p id  t ra d e  expansion  and 
a c t i v a t i n g  the t r a d e  b alance  should  be seen as being m ain ly  a con­
sequence o f  s t r u c t u r a l  d i f f e r e n c e s  i n  e x p o r ts  and im p o rts ,  d iv e r ­
gent e l a s t i c i t i e s  o f  demand, and o f  d i f f e r e n t  d egrees  o f  i n t e r ­
n a l i z a t i o n  o f  the s o c i a l  c o s t s  o f  p ro d u c t io n , s e t t i n g  f r e e  cumula­
t i v e  p ro c e sse s  o f  fo r e ig n  t r a d e  dynamics. Two k in d s  o f  n o n - in te r n a -  
l i z a t i o n  o f  e x t e r n a l i t i e s  seem to  he most im p ortan t i n  th e  case  
o f  German e x p o r ts :  th e  s o c i a l  c o s t s  o f  en v iron m en ta l d is r u p t io n  
(and n e g le c t  o f  i n f r a s t r u c t u r e  i n  general),and  the  s o c i a l  c o s t s  o f  
la b o u r  m ig ra t io n .  Both r e s u l t  i n  a more than optimum ou tp u t in  the  
e x p o rt  s e c t o r ,  b in d ing  too  many' r e s o u rc e s  i n  t h i s  f i e l d  o f  econo** 
mic a c t i v i t y ,  wnich a re  then  no lo n g e r  a v a i l a b l e  fo r  o th e r  s o c i a l -  . 
purposes upon which to  a l a r g e  e x te n t  the' q u a l i t y  of. l i f e  r e a l l y  
depends®

An explanation o f  t r a d e  f lo w s  which p u ts  emphasis on s t r u c t u r a l  
f a c t o r e s  should  a ls o  put emphasis on s t r u c t u r a l  th e ra p y ;  a d d i t io n a l  
and/or a l t e r n a t i v e  measures must be a p p l ie d  in  o rd e r  to  remedy 
im b alances  a t  the  r q o t s  o f  t r a d e  dynamics. In stru m en ts  o f  a more' 
s p e c i a l  c h a r a c te r ,  o f  q u a l i t a t i v e  n a tu re  a re  needed t h a t  can i n ­
f lu e n c e  the p ro d u c tio n  and consumption s t r u c t u r e s  and can d i r e c t  
the  r e le v a n t  b e h a v io u ra l  p a t t e r n s  tow ards a  b a lanced  s i t u a t i o n .  '

To d ecrease  o r  e l im in a te  the  s o c i a l  c o s t s  o f  t r a d e  by i n t e r n a l i z i n g  
the e x t e r n a l i t i e s . t o  put th e  v a lu e  o f  common-property r e s o u rc e s  
i n t o  the p r ic e  s t r u c t u r e ,  i n  the German case would v e ry  p ro b a b ly  ha\; 
a p o s i t i v e  e f f e c t  tow ards th a t  d i r e c t i o n .
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Measures o f  t h i s  k in d  belong to  a fjj^oup o f  s t r u c t u r a l  measures  
which a r e ,  however, more e x te n s iv e  and t h e r e f o r e  shou ld  f u r t h e r  
be d isc u sse d  i n  t h i s  conc lu d ing  c h a p te r .

In c o u n t r ie s  w ith  a s t ro n g  development p o t e n t i a l  and c a p a c i ty  to  
t ra n s fo rm , th e  weaknesses o f  c o n v e n t io n a l  p o l ic y  come out v e ry  
c l e a r l y .  The c o m p e t i t iv e n e ss  o f  a c t i v e  e x p o rt  i n d u s t r i e s  may 
even be s tre n g h te n e d  when the government o r  thh c e n t r a l  bank 
have re c o u rs e  to  s t e r n  m easures. In such cases  th e  gap i n  p ro ­
d u c t i v i t y  between a c t i v e  and p a s s iv e  e x p o r te r s  and between e x p o r t in g  
and im port-com peting  i n d u s t r i e s  i s  widened s in c e  th e  a c t i v e  indu­
s t r i e s  w i l l  ga in  most (o r  lo s e  l e a s t ) from such p o l i c i e s ,  corJ§n- 
t i o n a l  measures may th u s  cause c o u n t e r - i n t u i t i v e  r e s u l t s .  The 
' l o g i c * t ro u b le  o f  m onetary p o l i c i y  i s  th a t  i t  does no t command on 
the  fo r e ig n  component o f  money su p p ly  and c a n n o t , w ith o u t o f f s e t ­
t in g  c o n v e r t i b i l i t y ,  guide th e  I n t e r n a t i o n a l  money and c a p i t a l  
f lo w s  i n  a  s u f f i c i e n t  manner. The 1 t e c h n i c a l ’ d i f f i c u l t y  o f  incomes 
p o l i c y  i s  th a t  i t  cannot r e g u la t e  c o m p le te ly  the  fo r e ig n  c la im s  
on th e  c a p a c i ty  o f  the  economy. R e v a lu a t io n  o f  th e  c u rre n c y  a ls o  
i s  ^ s u f f i c i e n t  f o r  s t a b i l i z i n g ,  because i t  does n ot d irector i n ­
f lu e n c e  s tro n g  e x p o rt  a c t i v i t y ^  and o th e r  n o n -p r ic e  f a c t o r s  o f  com­
p e t i t i v e  .a d v a n ta g d V ^ C irc u la t io n -o r ie n te d  meaiSkres may, therefore^  
have to  be supplemented by o th e r  m eausres which e i t h e r  i n d i r e c t l y  
do in f lu e n c e  the development p ro c ess  th u s  s t e e r i n g  p ro d u c tio n  and 
consumption tow ards th e  r i g h t  l e v e l  and d i r e c t i o n ,  o r  do m odify  
in ve s tm e n t beh aviou r as  th e  main m o tiv a t in g  fo r c e  o f  t h i s  p ro c ess  
d i r e c t l y »

1 * S tru c tu ra l^ D e v e lo p m e n t^ P o lic ie s

For c o u n t r ie s  w ith  a s t r u c t u r a l l y  I n i t i a t e d  a c t i v e  cum ulation  o f  
e x p o rt  a c t i v i t i e s  a s t r u c t u r a l  development p o l i c y  seems needed, 
th a t  e i t h e r  s t re n g h te n s  the p o s i t io n  o f  th ose  dom estic i n d u s t r i e s  
f a l l i n g  behind durin g  the p ro c e ss  o f  g r e a t e r  e x p o r t - o r i e n t a t i o n  
and/or le a d s  to  a  p a r t i a l  r e - o r i e n t a t i o n  o f  le a d in g  e x p o rt  I n d u s t r i e :  
tow ards the  dom estick  m a rk e d .
In o th e r  words, th re e  b a s ic  s t r a t e g i e s  a re  to  be c o n s i d e r e d :
(a )  e x p o r t  s u b s t i t u i o n ;  (b) im port expan sion ; (c )  e x p o rt  sub­
s t i t u t i o n  and im port expan sion .



H. GRtfTER, one o f  the  f i r s t  a d v o ca te s  o f  th e  s t r u c t u r a l  ex p lan a ­
t i o n  t h e s i s ,  c ep ted  th e  volume o f  e x p o r ts  as  g iv e n  and c o n fin e d  
h im s e l f  m ain ly  to  s t r a t e g y  (b) including,, however, an a c t i v e  r e ­
s t r u c t u r in g  i n  the  German im p o rts  by c lo s in g  down th ose  i n d u s t r i e s  
o f  low p r o d u c t i v i t y  and h igh la b o u r  in p u t  (a s  t e x t i l e s  e t c . ) and

lift
s h i f t i n g  th e  r e s o u rc e s  s e t  f r e e  to  more p ro d u c t iv e  s e c t o r s .  One 
problem o f  s t r a t e g y  (b) t h e r e f o r e  i s ,  not to  induce even g r e a t e r  
e x p o r ts  by t h i s  s h i f t i n g  o f  r e s o u r c e s ,  i . e .  to  p re v e n t  a n e t  i n ­
c re a s e  i n  e x p o r ts  and export.' grvfbth. The succes o f  such a s t r a t e g y  
th us  depends on s e v e r a l  c o n d it io n s :

-  the  re s o u rc e s  s e t  f r e e  i n  th e  im port-com peting  i n d u s t r i e s  should  
not le a d  to  an in c r e a s e  o f  e x p o r t s ,  th e y  must be s h i f t e d  i n t o  
d o m e s t ic -o r ie n te d  p ro d u c t io n ,  as  e .g .  in f ra s t r u c tu r e  and s e r v i c e s .  
However, i f  t h i s  c o n d it io n  would be m et, the  i n f r a s t r u c t u r e  im­
provements may i n  a second round le a d  to  in c r e a s in g  p r o d u c t i v i t y  
i n  th e  exp o rt  s e c t o r  ( p r o d u c t i v i t y  e f f e c t  o f  i n f r a s t r u c t u r e  i n ­
v e s tm e n t) .  T h e re fo re ,  p u b lic  in v e s tm e n ts  sh ou ld  now m ain ly  go i n t  
n o n - i n d u s t r i a l  i n f r a s t r u c t u r e , as  e . g .  s o c i a l  i n f r a s t r u c t u r e ,
o r  l iv in g -e n v i ro n m e n t  o r ie n te d  in f ra s t ru c tu re  ( w e l fa r e  e f f e c t  o f  
i n f r a s t r u c t u r e  in v e s tm e n t) .

-  I n s o fa r  as such p r o d u c t i v i t y  e f f e c t s  fa v o r in g  e x p o r t in g  indu­
s t r i e s  caru-not be exc lu d ed , a g e n e ra l  o r  s p e c i f i c  d ec re a se  i n  
working hours may be c a r r i e d  out a l t e r n a t i v e l y ,  o r  th e  cheap
im port o f  la b o u r  be se v e re d ,

i *

S t r a t e g y  (a) -  e x p o rt  s u b s t i t u t i o n  -  has a l r e a d y  been touched  
' in  co n n ection  w ith  en v iron m en ta l c o n t r o l  p o l i c i e s .  I f  i t  i s  p o l i ­
t i c a l l y  decided  upon th a t  e x p o rt  and 'export growth r a t e s  must no 
lo n g e r  be as h igh  as th e y  a re  f o r  e x p o rtsv own sa k e , th e  problem  
s t i l l  l i e s  more w i t h 'the  q u e s t io n  o f  how to  slow  down expan sion  
o f  th e  a c t i v e  i n d u s t r i e s  than  to  speed up growth o f  th e  more 
p a s s iv e  i n d u s t r i e s ,  s in c e  .growth and e x p o rt  growth i n  p a r t i c u l a r  
s in c e  lo n g  have been and s t i l l  a re  thought to" be b a s ic  c i t e r i a  f o r  
economic s u c c e ss .  Of c o u r s e , s t r u c t u r a l  development p o l i c y  need 9 
not to  c o n fin e  i t s e l f  on th e  p ro d u c tio n  s t r u c t u r e .  However, to  be­
l i e v e  th a t  i t  would be easy  to  d i r e c t  domestic consum er^ demand on 
to  the  p rod ucts  o f  a c t i v e  e x p o r t in g  i n d u s t r i e s ,  so th a t  th e y  may



s h i f t  some p a r t  o f  t h e i r  a c t i v i t i e s  tow ards the domestic  
m arket, may to  some e x te n t  be w is h fu l  th in k in g . This th e  more 
in c a s e  th e  tendency  tow ards d e c re a s in g  p r o f i t s  p er  u n i t  o f  o u t -  
put i s  s trong» S t r u c t u r a l  a d ju s tm en t,  fu r th e rm o re ,  i s  v e r y  sus­
c e p t ib le  and apt to  le a d  to  e x p o r t  c a r t e l s  which, i n  tu r n ,  may 
l e a d  to  even w ider d e v ia t io n  from optimum fo r e ig n  t r a d e .

E m p irica l ev id en ce  shows th a t  t h e o r e t i c a l l y  d i f f e r e n t  o r  ex­
c lu s i v e  s t r a t e g i e s  i n  p r a c t ic e  a re  n ev e r  r e a l i z e d  i n  i t s  pure  
form. The id e a  i s  n ear to  combine both s t r a t e g i e s  i n  th e  German 
case  and to  s im u lta n e o u s ly  s t r i v e  f o r  ( c ) exp o rt  s u b s t i t u t i o n  
and im port expan sion . A dilemma how ever, rem ains: p ro d u c t io n  must 
be reduced  r e l a t i v e l y  (or even a b s o l u t e l y  in  c e r t a i n  b ran ch es ,  
w h ile  a t  the same time r e a l l o c a t i n g  re s o u rc e s  to  those  a c t i v i t i e s  
not s t im u la t in g  e x p o r t s .  These two t a s k s  might w e l l  o v e r - s t r e s s  
th e  p o s s i b i l i t i e s  o f  economic p o l i c y  in  the  market system .

This r a i d e r  p r e s s i m i s t i c  assessm ent o f  s t r u c t u r a l  p o l i c y  w ith  
re g a rd  to  s t a b i l i z e  fo re ig n  economic r e l a t i o n s  i n  th e  German case  
i s  i l l u s t r a t e d  and v e r i f i e d  by a number o f  exam ples. E s p e c ia l ly ,  
i t  has not been p o s s ib le  to  te rm in a te  p ro d u c tio n  i n  l a b o r - i n t e n s i v e  
i n d u s t r i e s  s t r o n g ly  competing w ith  d eve lop in g  c o u n t r i e s .  These 
i n d u s t r i e s  m ostly  succeeded t o  g e t  government s u b s id ie s ,  t a r i f f  
p r o t e c t i o n ,  o r  cheap la b o u r  v i a  the  l i b e r a l  m ig ra t io n  p o l i c y .
So i n d i r e c t  s t r u c t u r a l  p o l i c i e s  may v e r y  w e ll ,  supplement conven- . 
t i o n e l  p o l i c y ,  but may i n  th e  end rem ain i n s u f f i c i e n t .

2» P o l i c i e s  o f  I n f lu e n c in g  B usiness  Behaviour

P r a c t ic e  shows th a t  a  change, i n  the  e x t e r n a l  d a ta  (* D atenkranz’ ), 
of i n d iv i d u a l  b eh av io u r  does not gu aran tee  a change i n  th a t  beha­
v i o u r .  T h e re fo re ,  i t  may be n e c e s s a ry  f o r  economic p o l i c y  to  i n ­
c lu de  a l l  th re e  e lem ents o f (b u s in e ss  d e c is io n s  i n t o  i t s  r a d iu s  o f  . 
a c t i o n ;  a change i n  th e  D atenkranz, in f lu e n c in g  b e h a v io u ra l  p a t­
t e r n s  th rough  a change i n  th e  o b je c t iv e s ^  and a change i n  th e  a c tu a l  
b eh av iou r  o f  b u s in e ss  e n t e r p r i s e .  In fo rm a tio n jp o l isy ,  i n s t i t u t i o n a ­
l i z e d  conduct, codes o f  b u s in e ss  b eh a v io u r,  g u id in g  e x p o r ts ,  e t c .
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are p o t e n t i a l  m easures o f  t h i s  k in d , some o f  which being  s t r o n g ly  
dependent on the consent o f  the  EEC p a r tn e r s .

I t  w i l l ,  fu r th e rm o re ,  be q u i te  d i f f i c u l t  to  e x p la in  a fu n d am en ta lly  
d u a l i s t i c  p a t t e r n  o f  p o l i c y ,  i . e .  a p p ly in g  the  b ra k es  on th e  a c t i v e  
e x p o r te r s ,  w h ile  s t im u la t in g  domestic a c t i v i t y ,  prom oting p a s s iv e  
i n d u s t r i e s  w h ile  opening up chances f o r  more im p o rts  from th e  deve­
lo p in g  c o u n t r i e s .  R e p r e s s iv e ly  in f lu e n c in g  a c t i v e  e x p o r t in g  indu­
s t r i e s  c o l l i d e s  w ith  t h e i r  lo n g -te rm  s t r a t e g y .  F u r th e r  t r a d e  expan­
s io n  however c o l l i d e s  among o th e r s  w ith  eco lo g y . P o in t in g  to  the  
f a c t  th a t  the  s o c a l  c o s t s  o f  a c t i v e  e x p o r t in g  may su rp a ss  th e  i n ­
d iv id u a l  g a in s  o f  e x p o r t in g ,  though t r u e  from o v e r a l l  and compre­
h e n s iv e  economic and p o l i t i c a l  r e a s o n in g ,  may not a t  a l l  be accep­
te d  by the  e x p o r te r s  concerned  -  th e  more so when a q u a n t i t a t i v e  
c a l c u la t i o n  o f  th e  n e g a t iv e  e f f e c t s  on th© q u a l i t y  o f  l i f e  o f  
the  p o p u la t io n  as  a whole i s  d i f f i c u l t  o r  not v e r y  a c c u r a te .

In c o n c lu s io n ,  we may sa y ,  th a t  a  p o l i c y  o f  s t a b i l i z a t i o n  and deve­
lopment th a t  makes use o f  th o se  in s t ru m e n ts  as  d i r e c t l y  i n f lu e n ­
c in g  the  b eh aviou r o f  e n t re p re n e u rs  in  a d d i t io n  to  i n d i r e c t  s t r u c ­
t u r a l  and c o m p e t i t iv e  m easures, w i l l  be v e ry  complex and more 
d i f f i c u l t  to  hand le  than th e  c o n v e n t io n a l  typ e  o f  p o l i c y  ( i n c lu ­
ding r e v a lu a t io n s  o f  th e  c u r r e n c y ) . M oreover, the  im p l i c a t io n s  the  
su ggested  measures may have on th e  econbmic o rd e r  may be su b stan ­
t i a l  and have not y e t  been f u l l y  e x p lo re d .

v 9
However, avoidance of change in trade patterns is not a fundamen­
tal end in itself since the purpose of-trade among others should 
be to improve the quality of life of whole the population. The 
practical problems the persistent imbalances in the foreign econo- 
,mic relations of Germany pose are so great that economists should 
not recoil from suggesting new instruments to remedy imbalances at 
their rootst^Foreign currency reserves which run up to new heights 
of some 95 billion DM in July, 1973» and an active trade balance 
of probably 23 billion DM in 1973» are actually too big to be born 
for long by the international system as well as by the German 
population at large.
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