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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. MISHAXN

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 circumstar:
ces may have diminished the appropriateness of past experiences.
This use of "conventional wisdom" may explain the continuing
emphasis on economic and export orowth - despite the many pro-

1)

blems created by such growth .

German economic growth and the surplus in the trade balance
since long have. ceased to be of national intereat'only. They
have among others been Jjointly responsible forfseveral crises

of the international system. However, the discussion in Germany.-
on the problems involved has centered on the éépect‘of ”irnpdr~~
ted inflation"., Other negative effects ha?éfto an astonishingly
high degrée beenneglected. 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 several economic
goals,not only on the natfonal but also on the international
‘level. Insofar as econdmie'malanee is one elementfof the "qualit;
of life", long~-lasting fundamental.imbalances in the trade rela-
tions of a country should be detrimental to the impro?ement'of
the quality of 1life of the population at large. This hypothesis
~should hold true for the German population.



Trade expansion is not an unmixed blessing,and one purpose

of this paper is to argue that foreign trads is no longer

a factor Jarmany should be tf‘/i“m to swred un, 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 improvements2>.
Because growth and trade expansion have become such an inte-
gral part of the economy, any sudden setback is greatly feared
and could ihdeed be disastrous. One must also see, that és a
product of long evolution, the trade system is riot something
that can be overhauled by a few armchair critics.

Yet, in a 1969 report submitted by the Secretary-General of 0ECS
on the problems of modern society it was said thatz"... for the
1970's, we should put more emphasis on welfare, and less on
grovth for its own sake”B). Continuing rapid economic growth

now redquires a more systematic and foreward looking approach

to problems of resource allocation so as to take more fully

inﬁo account the desirable long-term development. The Secretary-
General, however, continued to say that " ... it 1s not possible
to. provide quantitative norms pointing to the desirable.alloca-
tion of resources in' favour of ‘'quality' ~ what the qualitative
prlorltléo should be must to a 1ar¢e extent be a polltlcal Judge-
Ament" ) Though this may be true to some large extent itiis in
fact necessary to eritically analyse the 1tuat10n and to make
clear the options availablee A confrontation of the 1nterests

of sectors and groups with the general obJectlveq of uocnety,

of the conflicts between foreign trade and domestlc 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.
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While the precise definition of a society's preferences and va-
luations repgarding 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
in a serious misallocation of resources5)
of this paper, therefore, will be to show the interdependencies
" petween trade and the structure of the economy, especially to
develop hypotheses on the relations betweeh trade expansion,

. Another emphasis

infrastructure and environment.

We proceed by first compiling some fipgures 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 wold trade,
(3) and where do the pecularities and decisive structural
problems of German trade lie? | '

. An intensive though. not ohly.empirical consideration will

" follow on the question of the soéial costs’of foreignltrade,
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 ‘how far rapid growth and the specific structure of trade ex-

1 pansion may havé negatively impaired the quality of 1life iﬁ Ger-~
many or, in how far thé 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 improvment in
the qualitative conditions of the population at large.

- Purthermore, the inefficacy of traditional policies to deal with
structural imbalances will be discussed and some alternative
measures be suggestd.
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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 correlaﬁion, arbitrariness in the selection of relevant
indicators etc. are reasons for this. Stilfyggn-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 Exvansion

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 1950
to some 149,02 billion DM in 1972, while imports rose from
11.37 to 128.74 billion DM in this same period. This rapid
expansion lead to a growing share in world exports which rose
from 3.6 % in 1950 to 12.6 % in 1972.

Tables 1, 2 and 3 give a first illustration of the dynamics
of the German economic growth and trade expansion in the post-

war period.

This iﬁcreaéing role;of Germany in wadd ‘trade in'fbe post-

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 1950 to about 23% % in l968,{staying on that level up to

the present. Measuring. the export quota‘in the GNP on the basis
of 1962 prices,a steady increase can be observed from lo.7 3
in 1950 to some 28.6 % in 1972. The development of both quotas

is shown in table 4,
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Table 1: Gross National Product, Exports and Imports of Goods
and Services of Germany, 1950-1972
(current prices, billion DM, resp. prices of 1962)

o b s o G n o o A P G oy oy Pee W e S w0 T} 3 T M oy S S e ek Sk e O e SRR S s don NG IS Mt Gk ek SO% A U e G T D b e oo G S el e A e g

Year GNP Exp Imp Exp. GNP Exp Imp Bxp /
ImpZ/‘ Imp
(current prices) (const. prices of
1962)
1950 98.10 11.16 12.51 - 1.35 143.60 15.50 11.47 + 4,03
1951 l1l20.00 18.51 16.39 + 2,12 158.60 21.03% 12.31 + 8.72
1952 137.00 21.84 18.71 + 3.13 172.70 23.73 15.32 + 8.41
1953 147.70 25.08 19.88 + 5.20 186.90 27 .55 18.23 + 9.32
1954 158.60 30.U47 25.49 + 4,98 200.80 34,15 24,06 +lo0.07%
1955 18l.0Lo 36.23  32.30 + 3.93  224.90 39.87 . 30.15 + 9.72
1956 2o00.50 43,57 37.11 + 6,46 241. 30 45,95 34,05 +11.90
1957 218.50 51.86 43,32 + 8.54 255.00 53.3%0 39,28 +1lb.o02
1958 234,30 53.46° 44.81  + 8,65 264.50 55.88 43,69 +12.13
1959 254.90 60,24 51.11 + 9,13 28%.80 62.93 50.80 +12.13
1960 284.70 69.48 6l.10 + §.38 309. 40 71.14 59,84 +11.3%0
1960 302.30 62.67 55.28 + 7.39  328.lko 64,11  53.79 +lo.32
1961 332.60 65.16 58.62 + 6.54 346,20 65.97 58.17 + 7.80
1962 36o.10 68.37 64,71 + 3,66 360,10 68.37 64,71 + 3.66
1963 384.00- TH.U9 69.”0‘ + 5.09 372.50 Th, 00 59.36 + U.64
1964 Y420.90 82,91 . 77.89 + 5.02  397.30 81.82 77.28 + U.54
1965 U6o.Bo 90.87 91.41 - o.54 4119.50 87.93 88.29 ~ 0.36
1966 1490.70.102.29 95.84 . + 6.45 . 43L.7o  -97.36 . 90.61  + 6.75

1967 1495.50 1l0.12  94.20  +15.92  430.80 105.25 89.35 +15.90
1968 540.00 123,83 106.22  +17.61  462.30 119.Mo 1lo2.46 +16.94
1969 605.20 141.85 127.06  +14.79  S5oo.%o  134.45 119.81 +14.64
1970 685.60 158.58 147.41  +11.17  529.40  146.51 133.83 + 7.22
1971 758.80 173.1o 152.%0  +lo.20 54l4.30  155.86 152.34 + 3.52

i . e i ] R S G am GE M A G A R Ry M WA Smd W e ay e W Beh MR W I M et G s B e e TRE G RS At Un (ol U A Gt G G P Y WA G M B e S O GaN ST M et U s DA W) M A S AR D e Dan

Sources: Jahresgutachten 1972 des Sachversténdigenrates (JG),pp,21g_2f3,

Note: Definitions according to the National Accounts; 1950-60
without Saarland and Berlin '



Table 2. Growth of Commodity Trade of Germany, 1956-1972
Total Trade and Per Caplta Trade
(current prices)

- A T D o W T O WS Sy i 0 e W SR (A $AB (MG M ) T G U G e G D W U e S S Ve (A e SO M S e O D G et e s g St e A S S B o S Gt 0m G20 G bt

Imp. ExXp. Exp../.Imp. "Imp} per . Exp. per

Year Capita Capita

(in million D) (in DM)
1956 27 964 30 861 + 2 897 528 582
1957 31 697 35 968 + U 271 5901 670
1958 31 133 36 998 4 5 865 573 681
1959 . - 35 823 41 184 + 5 361 653 750
1960 42 723 4T 9k6  + 5 223 71 865
1961 Bl 36% 50 978 + 6 615 790 907
1962 49 498 52 975 + 3 U476 - 869 93%0
1963 52 277 58 310+ 6 032 908 1 ol3
1964 58 839 64 920 '+ 6 o8l 1 olo 1114
1965 To 448 71 651 + 1 203 1 194 1 214
1966 72 670 8o 628 + 7 958 1 219 1 352
1967 70 18% 87 o5+ 16 862 1172 1 U5y
1968 81 179 99 551 + 18 372 1 349 1 654
1969 97 972 113 557 + 15 584 1 6lo 1 866
1970 109 6o6 125 276 4 15 670 - 1 807 2 066
1971 120 119 136 oll  + 15 892 1 979 2 2u1
1972 128 74 © 149 o022 + 20 278 - -
1973 - 72 6oo ~-85-hoo-  + 12 870 - -
Jan.-June

wh B M W MR e g S T e SR S Mt Cwt WY W W WAE G G GRS CEL D e MAT s D S e G S My (e M OO MM OO ORI st D6 AN et W) SIS W KD AP D Gu AN My Lk W MK M G WA ALl @08 MO cuS W PSS B L W T M T e

Sources: Statistisches Jahrbuch 1972, p, 285,
Note: According to Trade Statistics, Special trade only.
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Table 3: Germany's Share in World Exports, 1950-1971
' (in %)

- e Uws s YR G G S N W e Y T Mt e G A e S P A e ot e T G DA () WD Waay e M SR VD it G e M0 Yo B el W e e e G T G Gt

— e W) A Wy A G L Wl S YA S Nt e e Gmo G e MO B SR N M O KN VAR dey Gt e BAT W G CUA S S GO M 20

- s oY S e hoS Aow e M Gam W e SN Ve G AN G i o e S N G i G O W mae W A G G S MR G S WO WY M Gu B S S e G G U I e W T MRS Gy e b e WD ey

Sources: Statistisches Jahrbuch, sev. editions
Note: World exports excluding socialist.countries
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Table 4: Share of Exports in the German GNP, 1950-1971

- GRS S e i A e R G MRS G D Gt Anp A m G GeP S el A G WRA G G GaY GRS WY MRS e W WM ew S B3 SSE Gmb MUY TR U G s Gemy D e W A0 SR e G R ML Pan SN Cm e W

Export Quota Export Quota
Year (in current prices) - (in const.prices of 1962) -
1950 11.3 - 10.7
1951 15.4 13,2
1952 15.9 : 13.7
1953 16.8 14,7
1954 19.8 17.0
1955 , 19.9 ‘ ATV
1956 21.7 : 19.0
1957 23.7 20.9
1958 22.8 ' 21.1
1959 23.6 | | 22.1
1960 24,0 22.9
1960 20.7 19.5
1961 19.6 19.0
1962 19.0 19.0
1963 19.3 19.8
1964 19.7 20.5
1965 19.7 20.9
1966 20.8. 22.5
1967 22.2 2l y
1968 22.9 26.0
1969 23,4 . 26.8
1970 23.1 . 27.6
1971 22.8 28.6
A9 A T e

Source: Calculated according to the system of the National
———— f
Accounts; Export of Goods and Services; 1950-1960
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 respéct to its secular growth and the
fluctuations of grgwth . Any intention to define and to improve
the 'quality of 1life' of the German population it thus ine-
vitably dependent on the analysis of and the influence dpon
foreign trade. Seen from another angle: a policy of improving
the quality of l1life will beﬁtrongly influenced by the

exisgting 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 exborts, 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 DI, or an average of about 7.80 billion DM per

year.

The increase in exbort surplus, though, haé 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 1967,
remaining about that level in the next years and reaching more
than 20 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, 1950-1972

(in million DM; + = surplus, = = deficit)
Trade Transfer Balance of Currency
Year Balance Balance igg%;girm Balance
1950 - 3 0l3 + 2 065 + 458 ~ 564
1951 - 149 4 529 - 149 + 2 038
1952 + 706 + 160 - byt + 2 900
1953 + 2 516 he1 - 398 + 3 646
1954 + 2 698 - byl - 518 + 2 971
1955 + 1 245 - 834 - 381 + 1 851
1956 + 2897 - 1221 - 455 + 5 olo
1957 + U 083 - 1 882 - Yo + 5 122
1958 + U4 95l - 2 ooo - 1 Us57 + 3 4Ll
1959 + 5361 - 3279 - 3739 - 1 692
1960 + -5 223 - 3% 488 - 171 + 8 019
1961 + 6 615 - 4§ 430 - U4 203 - 2 297
1962 + 3477 - 52lo - 353 - 877
1963 + 6 032 - 5 095 + 1 546 + 2 Tho
1964 + 6 08k - 5311 = 1 o34 - + U35
1965 + 1 203 - 6 377 + 957 - 1 283
1966 + 7 958 - 6 295 - 762 + 1 952
1967 + 16 862 - ..6422 - 3 180 - lbo -
1968 + 18 372 . - 7 312 - 11 h11 + 7 009
1969 +15 584 - 8 650 ~ 23 080 -1 361
1970 + 15 670 = 9 359 -~ 2 879 . +22 650
1971 + 15 892 - lo 852 + 6 536 'v +1lo 989
1972 + 20 278 - 13 297 +13 ol2 +15 194

o e S M G B i e B MMA W b (W At O RS Gt A e Gt M e e Y M Gyl M G e M A W) e A M M W Se W Gl T Ume G Gl Bl W SR et G ] G W SR G ey e

Source: Monatsberichte der Deutschen Bundesbank, 25, 1973,9,
p. 7o +
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Of course, to look at the development of one of the

items in the international bélance-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 1970 they reached 51.80 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

1969, while the decrease after the international realignment

of exchange rates in'December, 1971,Awas only modest (September,
1971: 65.13, December, 1971: 62.22 billion DM)®). As the Coun-
cil of Economié Advisors stated correctly (for the situation

in 1968), there is compared to trade volume no other country
affording it—self such huge reser?es of non-renumerative capi-
tal7). This is even the more true for 1973°

The German Law on Stability and Growth of the Economy (Stabi-
litdtsgesetz) 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 empldymgnt,‘(B) external balance, (4)
and'steady and. adequate economié crowth sfmultaneousiy. In a
1967 note on economic pfojections of therministry of =conomic
affairs the zoal 'external balance'’ waé;defined as to be reached
if the 'AuRenbeitrag', i.e. the surpluslof exports over imports
of goods and services ¥6 the GNP, does not exceed the one-percent
1imit8). The so~defined 'external balance' has never been
reached in postwar Germany, except for the. years 1962, 1965,'
and 1971,



What makes things worse, them very definition of this goal

of economic policy, may have to be called in question. It is
thousit 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 negabtive 'AuBenbeitrag' necessary; furthermore,
mainly it is the very structurem of the balances that really
matter. In recent discussions the 'basic-balance! conceot is
stressed, saying that a balance is reached when the 'AuBen-
beitrag' is equal to the combined balances of the long-tern
capital and the transfer'balanceg)
case short-term capital movements may lead to extraordinary

. However, even in this
hoardings of foreign currency reserves.

Generally speaking, the dee¢isive 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
can be observed for several’yeaxwiﬁwx'197o, 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 thetrade
balance curplus must be recognized as being the main reason
for the chronic imbalance in the German balance-of-payments.
Befor'e asking how, this SHPplus came aboﬁt, a few further details
on German interndional economic relations shall be given.

(2) A mapjor 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 1960). This fact of course, provides one of

the explanations for the rapild expansion for overall exports,
following the industry-oriented growth of world trade and.the
high elasticityof demand for investment goods. Finished products
as such count for about 86 %. In contrast, the share of the agri-
cultural products in exports has been decreasing to a mere

3,7 %,and raw materials come to 2.4 % of total exports.
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On the import side a rather different picture emerges, al-
though the structure is far frém.being as pronounced as e.g.

is the case with Japan. Products of thé investment gcods
industry count for only 23.4 % as agaiﬁst the 56 % on the export
side; this share however, has gone up since 1960 when it stood
at merely 11.1 %. Finished goods comeltO 50.53%. The imports of
raw materials have been steadily increasing in volume, from

3.3 billion DM in 1950 to some 15.80billion DM in 1971, al-
though their share in total imports decreased during that pe-
riod from 29.6 % (1950) to 13.4 % (1971). The share of agri-
cultural products in total imports stand now at 19 %, having de-
creas%d:.slowly from 196onwhén'it still came to é6.3 %

On bagis 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 %)
o+ 1 3.2 16.3
2 + 4 2.6 11.6
3 3.0 1lo.2
5 11.6 6.3
6 + 8 30.6 32.1
7 47.3 19.5
9 1.6 b, 1

s e GOB U WAL W e dmat e G B DA A7 S e N e S et el e e Sk Baw R TS Gt G Chw G Ay b A G RMY (i G S M S O e A e R 4 W O Grh O N W A b G et Al o

Source.: Statistisches Jahrbuch, 1972, p. 301,

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 1960-1971.

The results are shown in Table 7.
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Table 7: Surplus and Deficit in German Trade, 'lain Commodities,
I 1960-1971 (in million DI1) '

s A Gin Vs mA S bt e e W PG b e e AR B R B W W G b P Tk T M MM e e (Rr) s ee A Se (N Une NG WmA g G S GuY S de UL S vl SV NP e mat BA) fy mn et G M e Ao Ay G M . oy e s e Mok e e S paa

Total Mining Bgsic Mate- Investment Consump~ Food & Agri-

Goods Produd
: o ts

1960 + 5 223 -2 213 + 1 661 + 20 223 + 95 =2 772 ~l0%%
1961 + 6 615 =2 339 + 2 482 + 21 hey -~ 296 =2 999 ~lolz“

1962 o+ 3 476 -2 224 + 1 492 + 21 895 - 481 -3 753 -1151
963 + 6 032 -2 394 + 1 7h5 + 24 957 - 357 =3 782 -lokif
1954 + 6 081 -3 654 + 564 w27 12 - 379 -3 811 =115G2

1965 + 1 203 -4 138 ¢ 367 + 27 794 -1 500 -4 741 =138
1966 + 7 8958 -4 530 + 2 795 + 31 569 -1 302 -5 o7  ~-13U07
1067  +16 862 -5 150 + 5 lo7 + 34 387 - 787 -4 354 -122%c
1968 +18 372 -6 296 + 3 337 + 39 435 + 123 -l 630 =122:2
1969 +15 584 -7 008 + 69U + 43 o9l +  Blo -5 176 -135727
1970 +15 670 -7 koo + 986 + 43 883 +1 238 -6 032 ~1317%
1971 +15 892 -8 535 + 2 798 + 47 267 +2 759 -6 225 ~1lloho
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Source: Jahresgutachten 1972, p. 286

5 will be dlscusocd later, the structural dlffer@ﬂce between German o
exports and imports as revealed by the fore~01np 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 manufactures 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 Ggrman

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 (IC), developing
countries (DC), and socialist countries (SC), we get the following
picture: some 83,5 % of German exports (in 1971) flow to the'IC,
about 12.0 % to the DC, and ohly 4.5 % to the SC. On the import

side the respective figures are 8o %, 16 %, and 4 %. 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 (15,70 billion DM),
a deficit with the DC (2.80 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,

toing down to the level of regional groupings, the countries of

the European Economic Community are by far the largest customers,
with nearly 50 % of &all German exports,going to this region, at

a still inoreasiné 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 Germwany has been running to
ever increasing surpluses, integration with the EEC countries and
desintegration with the EFTA countries being marked in the field

of import trade, This trend, furthermore, i1s very likely to be
intensgified following the ehlargement‘of the_EEG in 1973,

The regional structure of German trade on the country level shows
that economic interchange with some industrialized countries has boen
‘increasing rapidly, not only absolutely but also relatively. 50 % of
German exports are concentrated on 5 western countries (in the order:v
Fmance;\Holland, USyBelgium-Luxemburg, Italy), while concentration
on the import side ist still more pronounced, some 57 % coming . from
‘the same 5 countries (in a little bit ai fferent 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 econonmy.
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Comparing the fluctuations in the GNP growth rate of the western
countries with the expansion of German exports, we find a very high
correlation, a marked deviation however to be noted for the preriod
after the first revaluation of the DM in 1961,

(4) To conclude our survey on thé structure of Germen 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 1o) for the period 1960-1970 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 1985,

As can easily be seen, a steady increage'is_to be registered'in the
quota concerned, The average export quota of manufacturing industry
rose from 15 % in 1960 to 19 % in 1970, 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 23 to 31 %), the paper
industry, and the mascuinery 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

of the last two years when in?numbér of industries a dramatic.
change took place: export quota”of'investment goods industry jumped
frem 29 % in 1970 to 42 % in 1973; consumption goods industry:

from lo % to 17 %;total manufacturing industry: from 19 % to 31 %.

With these recent developments, the long-term prognosis for 1977,
respectively 1985 to a certain extent were already reached within

two years! time,

(5) German internationél eapital trénsactions were not as spectaculoué
as was the case with merchandise trade. Beginning in 1951, a sﬁeady
long~term capital export took place, which reached temporary high- *
lights in 1959 and 1961, when suddenly in 1963%, therewas 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-~67, a rapid increase of long~-term capital
export can be registered, which juﬁped from 3,82 billiof,in 1967
to 11.41 billion in 1968 and some 23.08 billion in 1969, thuse
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 (Ubertragungen), from about 450 million DM in 1953
to 1%,29 bllllon M in 1972, w1thout any remarkable deviations
from the upward trend. '

I1I. Cauqes and Problems of Trade Fxban81on

Chapter II has demonstrated Germanys 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-
gquence of disturbances of the international economic system has not
yet come to ane end. German tradqlapg capital transactions seem to
provide an example of what was cﬁlléﬁ tcumulatively increasing foreign
trade dynamics'; the development potential of the economy and its
transformation. CapdCJty are gtrong; the comblnatlon of externally— L
“oriented prefexence structures with a qualltatlve]y hlgh resource ba=-
sis but relatively small domestic industrial markets seem to favour
the creation and growth of an outward-oriented production structure
and the continulng evolution of dynamlc comparative advantagele).
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 economist» 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 socilal prefecrences into economic and nolitical
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 thelr receptiv-
eness to the possibility, the likelihood even, that the volume
of trade in the national “roduct is too large and the structure

to be changedla)

In Germany, though the high share of trade has seldom been
serlousi ”%§ﬁ§ 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 resumé 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 prob]ems of trade imbalances,
is a con&oquonce of how the surplu s explalncd. It mainly was
explained by priceé factors and business cycles. Concentratimg on
guch expianations 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. '
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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 regarding
price stabilization in Germany have been, by and large,rather
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successful, especially when compared with the main tradlng part-
ners, The result is a price gap which promoted the compgﬁlveness
of German exporters and weakened the pogition of the competitors.
In contrast to a case of equel inflation rates, German export
growth is pushed, and import growth retarded, thus creating a
chronic surplus in the trade balance,

One problem with this reasoning is~thatféan explain trade flows at
best only in the short run. No economy being as highly export-
oriented can flee from inflation~in the present monétary system,
A1l efforts to neutralize the money~expanding effects of export
surpluses through monetary policies can be successful only teme
porarly; increasing the interesﬁ rate may reduce domestic monsy
‘supply but will increase foreign—inducéd mohey'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.l'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 50 % above the
level of the year before, desps#ite recent revaluations, floating

of the DMl%),and higher export prices. Non-price factores of compe=-
titive advantage seem to play an increasing rolé, as e.g. product
.qualzty, monopoly positions on forblgn markets,. temporary.shor~-v
tages, ability to supply in time. Furthermore, the actual varia~
tions in the trade balance were not always in parallel to interna-
tional price mowements. |

Summarizing, we may say. that#is thesis of a monocauséi relation=
ship between international price differences and German expdrt SUr~—
plus does not hold good. This is'confirmed by an investigation come
paring export volume and expoft prices of the western countries:
Export growth was more pronounced in Germany though export prices
of 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 méy
provide counter~evidence)., ‘

2. Time Lag in Business Cycles and Trade Expansion
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The time lag in business cycles has been named %o explain the

export surplus in the German trade balance. This thesis war parti-
cularly stressed during the recession of 1966/67, when compensatory
exports pushed the export surplus to new dimensions (1967: 16.86
billion IM), In consequence of this argument it was thoﬁght 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 detaiied~analysis we can'éay' that during
the business cycles of the postwar period there have been reactions
of the trade surplus according to thisg 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.

It seems guite ﬁatural to'look at the specific structure of ex-
ports and imports in order to find eXplanations for the chronic
‘developments, though in the German Gase, one may say, that this

has been done so ohly recently.'Harry G. Johnson had shown fairly
early that the discrapency between the-income elasticlty of demand
‘of a country for imports and the income elasticity of foreign denmand
for export products of this country will lead to imbalances in tradghl
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 concerend,

H.S. HOUTHAKKER & S.P, MAGEE in their study . on incone
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 behindl5). Though these results may be taken °

- . 1
with caution they should be plausible for the german case 62¢
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As was mentioned before the shares of investment goods and
agricultural products in German exports and imports differ
narkedly., According to general understanding, income elasticity

of demand for investment goods is féirlyfhigh 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 ihcrease of export share in such products
whose share in world trade has been rising, and a more than pro-
portionate expansion of expofts towards those countries whose

imports were rising fast.

In other words: even if Germany would be in llne with the bu31neuu
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. 17)

Going further into the analyalg of trade utructureb, we may
differentiate between tactive! and 'passife (respectively fast
expanding and slowly expandlng 0] docrea51ng) export and iumport
industries, Griiter has eotlmated apprOXAmately 50 % of Gerran
exports belong to fast growing 1ndustrleu (Wachstumsindustrien),
while on the import side only %0 % belong to that groupl8

This fact,again, may be sal-d to mean that the fast growing
industries will reach the limits of natlonal absorption soon
('push-effect in exports').



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 (50 % and morgitunbver)
of various industries. N '

There is yet another characteristic of the Strong export-orien-
tation of the German économy 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 1t has been suggested to use tex ante
revaluation! (vorauseilende Aufwertung) as a means of economic

19),

policy

4. Employment Structure and Trade Expansicn
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There is no doubt about the dependence of the employment of -
foreign workers (Gastarbeiter) from the business cycle during
the 1960's and the early 1970‘820). 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 whils 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 conlcude that-
the industries concerned have been able to hold their share

in total exports (or to increase it) because they succeeded in .
getilng increasingly rnore Gastarbéiter. Said ~differently: if these -
industries would not have been able to emplby more labour, they
most probably would not ha&e been able to hold their export share
constant (or increase it) and to increase tﬁéj%gfﬁme of their .

exports considerably.



L LI_ d

mable lo: Gastarbelter and Export Quota in Germany, Selected Industries,
e oo

o

(1965=1970)
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Industry Export Quota . Gastarbedlter Quota

i 1965 1966 1967 1968 1969 1970 l965 1966 1967 1968 1969 1970

Ch(‘amicals 5.7 5.8 6'6 7&2 705 70.5 6.7 700 515 5‘9 7.6 9.2.

Plastics,

Rubber & 1.3 Lluo4 Lle4 1.6 1.7 1.8 11.3 12.8 lo.5 11.3 16.5 18.4

Asbestos . o \

varrding, Ce=- o o -

gami}é, élass 262 2.2 263 2.3 2.2 ?.5 12.1 12.7 8.8 9.0 11.9 16.1

Wood, Paper & = -~ e . -

ngn%ingp 549 5.7 5.2 5.4 5.5 5.4 6.5 7.3 5.7 5.9 7.9 lo.l
.ather,

xtiles 9.8 lo.o 8.7 9.5 9.8 9.4 8.2 lo,o 8.2 9.4 12,1 13.6

Steef, Maschine=g > g ¢ 9.4 9.5 Loy 12.5 8.0 8k 5.9 6.6 9.8 12.5

ry,

Vehicles
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Sources: M, NIKOLINAKOS, Politische Okonomie der Gastarbeiterfrage),

Reinbeck 1973, pe. 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.l

Sumparizing, one may say: without the liberal migration policy the
growing demand for German products would not have been met, GNP would
not have grown as it did. In a study of the Tiibingen Institute for
Applied Economic Research on the role of employing Gastarbéiter in
Germany it .is stated: "The increase of the factor labour leads to

a surplus value provided this additional factor is meaningfully en=-
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 arée 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"al)o
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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 economics
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
concude this chapter by referring to some other effects which in
Germany were quite early touched but not prevented,

‘The Council of Economic Adivsors to the German mini¥stry 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 balanceag). Though the €ouncil 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:

",.. 50 bedentet das volkswirtschaftlich gesehen nichts anderes, als
dall im Inland produzierte Gliter und Dienste dem Ausland lberlassen
werden und infolgedessen flir Investitionen und Konsum im Inland nicht
mehr bereibstehen"23 >.'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
bapitél export"aq>. 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 eguiva-~
lent is flowing abroad, This in turn, leads to a cireulus vietissus
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 transposed
to the present situation, the medicine the council prescribed was very
strange indeed: he called for an even greater international interchange
of the German economy25l—and thus layed thg?%ésis for many troubles

to come.
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Without discussing the pros and cons of this ginion further,

one point care out clearly: to decrease the export surplus
(either by reducing total export veolume or by increasing total
import volume) would make available more resources at home.
Within the ovemll potential effects of such a policy, two

should haVe been of greab 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 mekKes additional investments into
“infrastructure necessary. Thess investments as ve know today were
more or less neglected for cuite a long time bit have to be re-
trieved now, at a point where the number of Gastarbeiter has reache:
2,5 million (plue 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 costgand bene~
fitsy 4t payaaggg the German industry to engage Gastarbelter ss
long as theirﬁénd fringe benefits are below average, and as long
as the social costs of their employment are born by the state, the

public al large, and the Gastarbeiter themselves<0),

Also liberal migrétion policy must have caused o delay in rationalie
zation of German econcmic structures, Competitive pressure to mo=-
dernize production @echﬁiques will certainly be reduced as long
as (privately cheap) foreign labour 1s 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-internslization of externalities of migration into the
private cost accounts does not 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),
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5. Industrial Structure of Fxporfs and Trade Fxpansion

The foreign'tradé sector of the German economy is not at all
homogeneous regarding productivity, size, competitiveness, etc,
Besides numerous "margiMal exporterg' 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 pursulng

an tactive exporl policyt. 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 pdftial markets via product differentiation, their
price policy being substituted by non-price sales instruments, Only
historically the tactive export policy! of these firms may be traced
back to a compensatory export policy. In this field of "~ trade we
heve to do with the situationﬁ%ompensatory exports as a reaction

to the situation on the domestic markéts no longer works as suffi-
cient hypotheslis,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 exporter!':
in case of a recession at home, the marginal exporter will bear

the mair burden, while in the ¢ase of a domestic btoom 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 influencec
by'bjg industry, including big exporters, The consequence out of

this structural situation is more than proportionate grdwth‘bf

the export~oriented active industries, a gistortion,.of‘ﬁhe procuc-
tion strﬁoture will foliow,in'the sense, that resources are not
available for domestic uses: the essence of what may be called

27). -

v

!Exportlastigkeit!?

.

Summarizing, we have to suspect that the nagative effects of the f&~
pes discussed above in the case of German trade expansion have been
quite pronounced in the area of: ‘'private versus public invesfment!
(public goods effect): ! industrial resources and subsidies compe=.



tition' (sectoral and regional offects), and in 'income
and wealth distribution' (income and inflalion effects).
Causes and problems of trade exvansion with respect to
tcommon propeerty resources! will be discussed more inten-
sively in the next chapter,

IV. Environment, Infrastructure and Trade Expansion

Environemental and infrastructural amenities are two important
aspects of the tquality of lifet', Generally, in the postwar

period the supply of these goods has been subordinated in private
cand in public decision-making to other goals and elements, in par.
ticular to the more immediate requibites of growth (defined concen
tionally) and trade. Over time, however, in Germany as in other
industrial countries the dincremental social costs of lacking infra-
structure and of environmental digruptions have risen, in the face
of steadily more apparent limits in the absorptive capacity of the
human- and the b:i.o--«sphere2 ).'Thus there is a grwoing realization
%hat 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 eccnomic
gains. This process in Gemeny is both graduzl and uneven, geining
in dntensity and social impact during the last few years but’
varying widely ambng municipalities, regions and states,

The lack of homogene#ity in the awareness of the problems (Problem-
bewubtsein) and its political perception is atitributable in large
part to the fact that human and biological absorptive thresholds
eixst, that the damage curves are uneven, and that the 'free

rider! phenomenon is frequenﬁ, Furthermore, regarding environment
the international movement of natural and common-property resources
‘has itself helped to obscure emerging vroblems at the national
level, In some way, international trade permits the acquisition

of scarce (or environmentally costly) natural resources and goods
from pollution-intesive indistries from abrdad, again dinmishing the
urgency of dealing with common~property resource mauagement problems

arising in these sectors,



Thes2 short reflections above shouald elucidate that infrastruce
tural investments and environmental control are glosely related

to an-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 infra;tructure as a whole,

e ConnotltLve Advartage and Env1ronmental Con%rol
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Three types of environmental diéruptionsmay he identified:

(a) Final goods, interme dna‘“s, and raw matericls (which when
used cause despoilation of the environment);

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

(¢) Residuals of the production process (envircnmentally dele-
terious gide~effects of the production of virtaually all goods

and services).

Clearly, econowic activity generates a w1de 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 conventlonal measures of economic
success, Once acknowledged as real soclal costs, such externalities
must be ‘considered explicitely - and this can alter economic’
decisions and priorvitiess The market mechanism generally fails to
distribute the cost of envirommental disruptions - and other ex=
ternalities = Lo the ultimate producers. Enforced internalization

ducing units 1nvolved demendnng on the d@gree of standards and
methods applied, Genorally speaking the economy with the highest
foreign trade (relatively and absolutely) will be affected rost,
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-inter-
sive chemicals and heavy-industries goods in German exports. Since

no comparable figures and calculations on the. German situation arc
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available up to now, we would suggest to conslder for a moment
the standards imposed under the Clean Air Act of the United States
and their prospectivea effects on all prices, if the 20 industries
responsible for most ¥of the emissions of sd&hur dioxide, carbon
monoxide, hydrocarbons, and particulates satisfy fully these norms
(see table 11),

Pable iif Estimated Price Increases of Goods and Services
Resulting from Compliance with Certain Anti~Pollution

Measures, in %

Price increase if Price increase rew
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Flectric utilities

Gas utilities

Iron and steel foundries
Primary steel

Iron and ferro-alloy mining
Coal nining

Chemical and ferrous mineral min,
Iron and steel forgings

Pulp mills

Paper and. allied products

Paper containers

Primary non-ferrous metals
Secondary non=ferrous metals
Misc, non~ferrous metals
Petroleum refining:

Crude petroleum and natural gas
Industrial chemicals

Plastics and synthetic materials
Fertilizers

Metal containers _
Other fabricated metal products
Metal handling machinery and
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Engines and turbines
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Soufcel: GATT, Industrial Polluulon Control and International Trade,
Geneva 1971 . .



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 adbout three quarters of the German
exports would be affected. As the pollution load of exports is
quite generally sse 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 Germen economy., Of course,
the impact on sggregate trade and on the structure of trade flovsz
fundamentally depends on the distribtuion and the nature of control
measures applied among the competing countries,

. 8een 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 mnd especially exports must have been strongly
stimulated by the fact that the environmental (and infrastructural)
costs of trade were not (or not completely) internalized into the
private accounts of the originators, the exporters and importers,
bute were born by third parties or the popula~tion at large,
However, 1t is very difficult to guess on how much the level of
trade and its growth rate have been pushed upward by this mechanisn.
of soclalizing external effects of production and consumption,
whether it may count for 5 or 15 % of volume and rate, Relatively mod
eagy, bubt still highly complicated is to assess the effects of
future pollution control policy on the German balance-of~payments
and on national income. -

B,P., XLOTZ 29) recently made an assessment of these effects for

five contries including Germany, using the model designed by R,D'ARGE
30) and the import and export elasticities calculated for the OECD
co&ntrieﬁBl). The model traces the sequence of effects triggered off
by a rise in domestesic prices following environmental control meas-
ures: reduced exports, increased imports, correcting respectively
worsening of the trade balance and consequent reduction in GNP
“through the multiplier effect. Table 12 shows that the German :
‘national income resulting from & one percent increase in domestic
and export prices folloﬁing environmental pollution crontrol would
decrease by 2 billion dollars (or 1.8 %) given the export and import
elasticities chown 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) :
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Inceme  Percentage Export Imporﬁ
Change Change = Elasticity Elasticity
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Conntry

Japan - 15.5 = 14 % - 1,25 0.78
United Kingdom Iy, 2 he9 % = 33 0.22
United States - 84 - 1,1 % - l.00 1.88
West~Germany - 2.0 =~ 1.8 % - 0,99 043l
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>Sburce : B.,P. KLOTZ, The Trade Effects of Unilateral Pollution
Standmrds, in: OECD, Problems of Environmental Econo-
mics, Paris, 1972, p. 2253
- J

There is no room here to discuss the model and its underlying
assumptione 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 unceramtainty because the model ist highly sensitive to differert
estimates for the domestic absoftion capacity ard for the price
elagticities of exports and imports., On the other hand, the figure
for the pfice ircrement 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.

Jlassifying the goods and services produced into those in which
intern.ational competitive advantage exists (exportables),those

- which appaer to be characteriezed by an internatiounal competitive
disadvantage {(importables), and those which are non-traded, in
international trade exportables are exchanged for importables uncer
agsumed constand terms of trade which rénder the courntry better off
. = in terms of (conventionally defined) real income pcr capita -
than if it did not engage in trade. Its economic structure is thus
bitsed towards the production of exportables in which it specia~
lizes more then it otherwise would as the result of its particular
factor endowments and productivitics,
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Assuming tﬁat the country would decide to deal with environ-

mental disruption in a serious manner by diverting substantial
resources to environmental control not only by forcing this upon
producers but also by undertaking direct pollution abement
operatdons through the public sector, as is to be expected e.g. in
Germany, the initial outcome would be fewer exportables and fewer
importables as a result of government induced diversion of resources
to non~traded (environmental) goods. In this case, the quantity

of exportables and importables may decline but the quality of life
may well improve.

Different should be the pollution control effects on international
trade if the incidence is not symetrical as between exportables

and importables = and this may be more realistic with regard to the
German case, Supposing that the country's export production is
clearly capmtalantens1ve and that the pollution control activities
too turn out to be caplta%;ntenunve,, the diversion of capital
resources from tradeable goods to the environment sector thus

bears more heavily on the output of exportables than 1t does on
importables. Hence the comparative advantage in exports is reduced
and the production mix of tradeable goods becomes less specialized
in the export sector. In case of unbalanced trade - as is +true for
Germany - this may lead to a reduction of the export surplus,
However, this effect may work_only in the short run, since a sub-
stantial shift of resources to.the pollution control sector may lay .
. the very basis for new comparative export ddvantapes in the long run,
especially in case the competmnp countries'do not fdlow this shift of
policy in due time, and provoded the polluflon control goods can

be traded (be it in form of consulting, licensing, or exports of
hardware)., The wider the gap between leading and lacking countries,
the more pronounced the competitive adwantages of the leaders will
become., Anyhow, it would appear that the factor-intensity of polli~
tion control ’cechmque0 will in part determine the impact on the
volume and structure of the country's foreign trade.

Regarding the inter~industry effects, variations in the impact of
pollution control policies are born out by the facts., In terms of
the primary impact on selected industries, the bearing of environ-

mental measures may be approximately gauged by their respective ex-
penditure, on pollution control plant and equipment,
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According to the estimétes of the first German government

report on environmental problémszg) 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 1lk.

Table 1%: Net Investment and Operating Expenditure for Environ-
mental Control in Germany, 1971=1975

(in prices of 1970, billion DM)
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Problem Area Netléggiigggnts Operaiéggéigggentidure
Air Pollution 3.9 Okt
Water Pollution 16.2 » Leo
S0lid Wastes 2.3 . 1.5
Bioc@des and 1.7 -
Chemicals

Noise 1.7 -
Land use and :
Conservation - -
Others ' 0.2 4 2el
Total - 28.0 . 8.0

Source: Umweltprogramm der-Bundeéregierung,'op, cite., pe 611

v

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~ihdustry differences that may mate-
rilize in the effects of environmental policies on international
competitionBB). ' '
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Table 14: Net Investment and Operating Expenditure for Envie- |
ronmental Control in Germany, 1971=1975

(in prices of 1970, billion DM)
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| Net Investments Operating Expenditure

Industry - 1971-1975 1971~1975
Mining , el _ 0e¢3
Energy 0¢5 -
Quarrying, Glass, _
Ceramics 0.5 063
Chemical Industry 6.8 1.3
Other Industry l.0 , 042
Building~trade 0.1 - -
State Budget 15.3 - o 246
Others . 0.8 ) 2.3
Total | 28,0 8.0
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Source: UmWeltprogramm der Bundesregierung, op. cite. p. 611

2. Industrial Location and International Capital Flows

A number of German communities following people's protests
('Blirgerinitiativen') have begun to discourage the location of
certain -industries, involving'confronta@imns between groups

’ falling at various points on the @pect/rum 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 considerations in decisions regarding industrial
location and interregional capital flows within Germany can be
confirmed. ‘
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Locational implications of environmental control for the inter-
national relations of Germany come also to the fore, especially

at a specific industry level. There will thus evolve international
spillovers attributable to local or regional environmental control
policies, It can be assumed that these spillovers will increase
and together with the increased power of the German currency, will
make foreign locations progressively more advantageous relative

to domestic locations, with environmental cg-nsiderations increa-:
sing in importance relative to such factors as labor cost, raw

. o !
materials, proximity to markets ete, )

It can be expected that international variations in environmental
awareness will exceed the inter-regional variations, a fact which
became very clear at the last YGar UN Conference for the Human
Environment. Therefore, the scope for international locational
spillovers seems to be rather broad and durable, This quite pro-
bably will have notable implications for the regional pattern of
German foreign direct investmenty 'export of pollution' will be-
come a reality in todays world, Reasonable men call this the
latest form of exploitation. Yet, since there are regional diffe-
rences in revealed or unrevealed preferences, the marginal social
benefit even of pollution-intensive industries in practice, may
exceed marginal social cost in the relatively backwfhd countries
and regions, |

Agaip; ﬁhese developments make clear that iﬁ}the past no@intérnau'
lization of environmental externalities of trade has by itself
streq%hened thé tendency towards concentration of capital and
labour, releasi.mg backwash effects on the relatively backward
areas,

%. Implications of Environmental Control for Trade _and Capital Flows

The impact of environmental control measures on international trade
and capital flow and on commerclal and financial policies will to
a‘large part depend on precisely how these measures are carried

out and what countermeasures may be taken by the government to
soften their effects. |
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Economic theory has put forsward NUMEerous proposals centering
around the Pigovian principles'to reduce. or eliminate external
diseconomies, namely environmental taxes or subsidies?Bfn Ger-
many political discussion has focussed on the 'Verursachungsprin-
zipt,i.e. internalizing the externality at idts origin and by

its originator, That principle is one thing. A different thing is
that according to the first German government report on environ-
mental prpblems about 55 % of all net investments for pallution
control for the period 1971-1975 will be born-by the public sec=
tor. This 55 %=~socialization of the privately caused environmen-
tal costs equal 1 % of all public expenditure envisaged for that
perio%% of'which 83 % will have to be financed by local communi-
ties. ' | o

These projections show that despite an increaging awareness among
the German popu&étion about the reasons and industrial origins of
environmental disruptions, also in future the costs will be
socialized to a great extent, as has been the case in the postwar
periods. In this mense, it certainly-would be premature to speak of
a definite change in environmental policy in Germany. Therefore,

one might speculate who in the case of a dramatic domestic con-.
flict between growth and trade. on the one hand .and environment

on the other hand will bear the burden, the population at large

in suffering from poﬂution)theimggﬁﬁayep in paying foqﬁﬁublib invest-
ment in pollution control,.or the individual originator of external-
" diseconomies, "Export of pollution" in this case may-certainly

be a very problematic alternative, |

As was said above, environmental control (and infrastructural
development as a whole) is primarily a normative concept and depends
very much on the society's actual preferences and valuations regar-
ding the quality of life. However, the differences existing or in-
creasing as between regions and nations will certainly have a
strong influence on Germany's comparative economic advantage ,
industrial location and international epital flows. In the next
chapter we will give a more general review of policy problems in-
volved or resulting from German trade expansion and increasing
international interchange,
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V. Quantitative Economic Growth and Qualitative Fconomic

Policies

As was shown in the preceding chapters, Germany has undergone long
periods of imbalances in her foreign economic relations. Experience
has also shown that up to now it was not possible to overcome

these imbalances exerting conventional monetary, fiscal and incomes
policies. Also several revaluations and the floaﬁing of the currency
gave at best short-term mitigation. So it seems highly questionable
whethér such conventional measures of stabilization policy are able
to reach both internal and external balance of the economy, being
pre-requisitory for improving the gquality of life of the population.

The general. hyphothesis of‘this paper‘hasvbeen that the persgistent -
tendeny of the German economy towards raplid trade expansion and
activating the trade balance should be seen as being mainly a con-
sequence of structural differences in exports and imports, diver-
gent elasticities of demand, and of different degrees of inter-
nalization of the social costs of production, setting free cumula-
tive processes of foreign trade dynamics. Two kinds of non-interna~
tization of externalities seem to be most important in the case

of German exports: the social costs of environmental disruption
(and neglect of infrastructure in general%and the social costs of
labour mizration. Both result in a more than optimum output in the
export sector, binding too many resources in this fleld of econo-
mic art1v1tv, which are then no longer ava¢]ablc for other social -
purposes upon which to a a large extent th@ quality of: life really
depends,

An expanation of trade flows which puts emphasis on structural
factores should also put emphasis on structural therapy; additional
and/or alternative measures must be applied in order to remedy
imbalances at the roots of trade dynamics. Instruments of a more
special character, of qualitative nature are needed that can in-
fluence the production and consumption structures and can direct
the relevant behavioural patterns towards a balanced situatian}?W
To decrease or eliminate the social costs of trade by internalirzing
the extermalities,to put the value of common-property resources
into the price structure, in the German case would very probably hmv
a positive effect towards that direction.
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Measures of this kind belong to a group of structural measures
which are, however, more extensive and therefore should further
be discussed in this concluding chapter.

In countries with a strong deﬁelopment potential and capacity to
transform, the weaknesses of conventional policy come out very
clearly. The competitiveness of active export industries may
even be strenghtened when the government or th# central bank
have recourse to stern measures. In such cases the gap in pro-
ductivity between active and passive exporters and between exporting
and import-competing industries is widened since the active indu-
stries will gain most (or lose least) from such policies, roﬂén-
" tional measures may thus cause counter-intuitive results, The
‘logic! trouble of monetary policiy is that it does not command on
the foreign component of money supply and cannot, without offset-
ting convertibility, guide the international money and capital
flows in a sufficient manner, The ‘technical! difficulty of incomes
policy is that it cannot regulate completely the foreign claims

on the capacity of the economy.-Revaluation of the currency also

<] ﬂ%ufficient for stabilizing, because it does not directly in-
fluence strong export activityy and other non-price factors of com-
petitive advantage,”Circulation-oriented meatdres may, therefors
have to be supplemented by other meausres which either indirectly
do influence the development process thus steering production and
¢onsumption towards the right level and direction, or do modify .
'1nvestmént behaviour as the main motivating force of this process
directly. '

—--A o g ——m-u-.n

For countries with a structurally initiated active cumulation of
export activities a structural_development policy seems needed,

that either strenghtens the position of those domestic indusﬁriés
falling behind during the process of greater export~orientation
and/or leads to a partial re-orientation of leading export industrie:
towards the domestick marke.t,

In other words, three basic strategies are to be consi-dered:

- (a) export substituion; (b) import expansion; (c¢) export sube
stitution and import expansion.
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H. GRUTER, one of the first advocates of the structural explana-
tion thesis, smcepted the volume of exports as gilven and confined
himself mainly to strategy (b) inclding, however, an active re-
structuring in the German imports by closing down those industries
of low produbtivity and high labour input (as textiles etc,) and
shifting the resources set free to more productive sectoréﬁ’One
problem of strategy (b) therefore is, not to induce even greater
exports by this shifting of resources, il.e. to prevent a net in-
crease in exports and export: grébth. The succes of such a strategy

thus depends on several conditions:

- the resources set free in the importwcompéting industries should
not lead to an increase of exports, they must be shifted into
domestic~oriented production, as e.g., infrastruture and services.
However, if this condition would be met, the infrastructure im-
provements may in a second round lead to increasing productivity
in the export sector (productivity effect of infrastructure in-
vestment), Therefore, public investments should now mainly go intc
non-industrial infrastructure, as e.g. soclal infrastructure,
or living-environment oriented infrastruture (welfare effect of
infrastructure investment).

- Insofar as such productivity effects favoring exporting indu-
stries canwnot be excluded, a general or specific decrease in
working hours may be carried out alternatively, or the cheap
import of labour be severed. v

Strategy (a) =~ export substitution - has alﬁeadyhbeen touched
in connection with environmenﬁal control policies. If it is poli=-
tically decided upon that export and “export growth rates must no
longer be as high as they are for éxporté’own sake, the problem
still lies more with the questioﬁ of how to slow down expansion
of the active industries than to speed up growth of the more
‘passive industries, since growth and export growth in particular
since long have been and still are thought %o be basic citeria for
economic success. Of course,structural development policy need ’
not to confine itself on the production structure., However, to be-
lieve that it would be easy to direct domestic consumer,. demand on
to the products of active exporting industries, so that they may
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shift some part of their activities towards the domestic
market, may to some extent be wishful thinking, This the more
inkase the tendency towards decreasing profits per unit of out-
put is strong. Structural adjustment, furthermore, is very sue-
ceptible and apt to lead to export cartels which, in turn, may
lead to even wider deviation from optimum foreign trade,

Empirical evidence shoWs that theoretically different or ex-

" clusive strategies in practice are never realized in its pure
form, The idea is near to combine both strategies in the German
case and to simultaneously strive for (c¢) export substitution

and import expansion., A dilemma however, remains: production must
'be reduced rélatively (or even absolutely) in certain branches,
while at the same time reallocating .resources to those activities
not stimulating exports. These two tasks might well overestress
the possibilities of economic policy in the market system,

This rahlter pressimistic assessment of structural policy with
regard to stabilize foreign economic relations in the German case
is illustrated and verified by a number of examples. Lspecially,

it has not been possible to terminate production in labor~intensive
industries strongly competing with developing countries, These
industries mostly succeeded to get government subsidies, tariff
protection, or cheap labour via the liberal migration policy.

8o indirect structural policies may very well supplement conven-
tionel policy, but may in the end remain insuffiéient;

2. Policies of Influencing Business Behaviour

" Practice shows that a change in the external data ('Datenkranz‘)
of individual behaviour does not guarantee a change in that beha-
viour. Therefore, it may be necessary for economic policy to in-
clude all three elements of business decisions into its radius of
action: a change in the Datenkrenz, influencing behavioural pat-

" terns through a change in the objectivns7and a change in the actual
. behaviour of business enterprise. Informationpoliey, institutiona-
lized conduct, codes of business behaviour, gulding exports, etc,
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are potential measures of this kind, some of which being strongly
dependent on the consent of the EEC partners.

It will, furthermore, be quite difficult to explain a fundamentally
dualistic pattern of policy, i.e{ applying the brakes on the active
exporters, while stimulating domestic activity, promoting passive
industries while opening up chances for more imports from the deve-
loping countries. Repressively influencing active exporting indu-
stries collides with their long-term strategy. Further trade expan-
sion however collides among others with ecology. Pointing to the
fact that the sochl costs of active exporting may surpass the ine
dividual gains of exporting, though true from overall and compre-~
hensive economic and political reasoning, may not ak all be accepe
ted by the exporters concerned - the more so when a quantitaﬁive
calculation of the negative effects on the .quality of life of

the population as a whole is difficult or not very accurate,

In conclusion, we may say, that a policy of stabilization and deve-
lopment that makes use of those instruments as directly influen-
cing the behaviour of entrepreneurs in addition to indirect struce
tural and competitive measures, will be very complex and more
difficult to handle than the conventional type of policy (inclu~
ding revaluations of the currency). Moreover, the implications the
suggested measures may have on the econbmic order may be substan—
tial and have not yet been fully explored.

Howéver, avolidance of change in trade patterﬁs is not a fundarsr-
tal end in itself since the purpose of- trade among others shcoulsd
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 roots.’/Foreign currency reserves which run up to new heightg
of some 95 billion DM in July, 1973, and an active trade balance
of probably 23 billion IM 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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