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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
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The Dynamics of German Foreign Trade* 

by

Udo-Ernst Simonis

I .Introduction
For quite a long period, the main emphasis of economic policy in the 
Federal Republic of Germany has been laid on economic growth and trade 
expansion. One of the main suggestions of this paper is that it ought to 
be more on qualitatively improving the allocation of resources. In economics, 
as in other fields, past experiences provide a major basis for current de
cisions, even though changing circumstances may have diminished the appro
priateness of past experiences. This use of "conventional'wisdom" may Explain
the continuing undifferentiated emphasis put on economic and export growth -

1)despite the many problems 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 have among others been 
jointly responsible for several crises of the international economic system. 
However, the discussion in Germany on the problems involved has mainly cente
red on the aspect of "imported inflation". Other negative effects have to 
an astonishingly high degree been neglected or excluded from discussion. 
Though many industrial countries have 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 national but 
also on the international level. Insofar as economic balance is one important

+ Thi§. paper vas, completed when theJ_aut^o^_wasT7visiJ^ngprofeSsSr-at~the~PfiIne.se University of'Hong KongttfE'e' author is indebted to Dr.Tzong-Biau Lin:and Professor Mo-Huan Hsing of the Economic Reserach Centre for their valuable remarks and suggestions.His gratitude also-goes to Mrs.Claire Foehn-for her comments on the original draft.
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element of the "quality of life", long-lasting fundamental imbalances in the 
trade relations of a country are detrimental to the improvement of the qua
lity of life of the population at large. This hypothesis should hold true 
for the German case.

Trade expansion is not an unmixed blessing, and one purpose'6f this paper 
therefore is to make this clear, using one concrete example of rapid growth 
and trade expansion. 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: As long as there is growth there 
is hope. Particularly, growth seems to be a substitute for equality»and

. - -. . 2 )quantitative growth a substitute for qualitative improvements . Since 
growth and trade expansion have become such an integral part of economic 
policy, 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 improved quickly and by a few armchair criticisms.

In a report submitted by the Secretary-General of OECD on the problems of
modem society it was said,as early as 1969,that we should put more emphasis

•- ■' * . ■■■-■«■ o'Y*v- , ■ . ■' . „on welfare, and less on growth for its own sake 3 . Continuing rapid economic
. . .  _ . . V

growth seems to require 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 of the OECD-, however, 
continued to say that "... it is not possible to provide quantitative norms 
pointing to the desirable allocation of resources in favour of 'quality'.
What the qualitative priorities should be must to a large extent be a po~ 
litical judgement". Though this may be true, it is in fact necessary to 
critically analyse the situation and to make clear the options available.
To confront the interests of sectors and groups with the general objectives 
of society, to show the conflicts between foreign trade and domestic trade,
and to point to the interests of today and those of tomorrow, should# < n . . . .  . . .  *

in the end help to produce a better allocation of resources in the economy.

The precise definition of a society's preferences and valuations regarding 
the quality of life represents an inherently difficult or even futile endea
vor. Nevertheless it is 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 "public goods
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problem" and the "environmental problem". Public goods and environmental 
amenities axe highly important for our welfare. Their neglect or loss, however, 
does not show up in any indicator on foreign trade. This may lead to a 
serious misallocation of resources  ̂ . Another emphasis of this paper, there
fore, will be to show the interdependencies between trade an.d, the structure 
of the economy, especially to develop hypotheses on the relations between 
trade expansion, public goods and the environment.

We proceed by first compiling some figures on economic growth and foreign 
trade in order to get an 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) what are the pecularities and decisive 
structural problems of German trade?

An intensive though not only empirical consideration will follow on the 
question of the social costs of foreign trade, and the overall implications 
of a policy of eliminating social costs for the volume and structure of 
trade will be looked for. The question will be asked, in how far rapid growth 
and the specific structure of trade expansion may have negatively impaired 
the quality of life in Germany or, in how far the recorcfe 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 improvement in the quali
tative living conditions of the population at large. Furthermore, the ineffi
cacy of traditional policies to deal with structural imbalances will be 
discussed and some alternative measures be suggested.

A warning however is in order. One should be aware of the precariousness 
and prematurity of propositions on the quality of life: lack of data and 
models, arbitrariness in the selection of relevant indicators, difficulties 
in aggregation etc. are reasons for this. Still, even non-comprehensive 
empirical investigations and resulting statements should be fruitful; may 
be more so than rigorous but abstract argumentations along the lines of tra
ditional welfare economics, the assumptions of which are too rigid of ever 
being fulfilled.
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II. Economic Growth and Trade Expansion

(1) Following the United States, the Federal Republic of Germany is the 
second biggest trading nation in the world. Exports of goods increased from 
8.362 billion Deutsche Mark (DM) in 1950 to some 230.578 billion DM in 197*+» 
while imports rose from 11.37*+ to 197-732 billion DM in this same period. This 
rapid expansion led to a growing share in world exports which rose from 
3-6 % in 1950 to about 12.7 % in 197*+- Tables 1, 2 and 3 give a first general 
illustration of the dynamics of German economic growth and trade expansion 
in the post-war period.

Table 1:•Gross National Product, Exports and Imports of Goods and Services 
of Germany, 1950 - 1975 “ti
(current prices, billion DM; const, prices of 1962)

Year GNP Exports Imports Exports 
- - Imports

GNP Exports Imports Exports _ Imports

(current prices ) (const . prices of 1962)

1950 98.1 11.1 12.5 - 1.35 11+3.6 15.5 11.1+ + 1+.03
1951 120.0 18.5 16.3 + 2.12 158.6 21.0 12.3 + 8.72
1952 137-0 21.8 I8.7 + 3.13 17 2 .7 23.7 15.3 + 8.1+1
1953 11+7.7 25.0 19.8 + 5.20 186.9 27.5 18.2 9-32
195U 158.6 30.1+ 25.1+ + 1+.98 200.8 31+.1 21+.0 + 10.09
1955 I8 1.I+ 36.2 32.3 + 3.93 221+.9 39-8 30.1 + 9.72
1956 200.5 1+3.5 37.1 + 6.1+6 21+1.3 1+5.9 3I+.O + 11.9 0
1957 218.5 51.8 1+3.3 + 8.5!+ 255.0 53.3 39.2 + 11+.02
1958 231+.3 53.1+ 1+1+. 8 + 8.65 261+.5 55.8 1+3.6 + 12. 19
1959 251+.9 60.2 51.1 . + 9 .13 283.8 62.9 50.8 + 12.13
1960 281+.7 69.̂ 6 1.1 + 8.3 8 309.1+ 71.1 59.8 + 11.30
1960 302.3 62.6 55-2 + 7.39 328.1+ 61+. 1 53-7 + 10.32
1961 332.6 65. 1 58.6 + 6.5I+ 31+6.2 65.9 58.1 + 7.80
1962 360. 1 68.3 61+. 7 + 3.66 360.1 68.3 61+.7 + 3.66
1963 381+. 0 71+.1+ 69.1+ + 5.09 372.5 7I+.0 69.3 + 1+.61+
1961+ 1+20.9 82.9 77-8 + 5.02 397.3 81.8 77.2 + I+ .5I+
1965 1+60.1+ 90.8 91.1+ - 0.5I+ 1+19.5 87.9 88.2 - 0.36
1966 I+90.7 102.2 95.8 + 6.1+5 1+31 .7 97.3 90.6 + 6.75
1967 1+95.5 110.1 9I+.2 + 15.92 1+30.8 105.2 89-3 + 15.90
1968 5I+O.O 123.8 106.2 + 17.61 1+62.3 119.1+ 102.1+ + 16.9I+
1969 605.2 1I+ 1 .8 127.0 + II+.79 500.1+ 131+.1+ 119.8 + 1U. 61+
1970 685.6 158.5 11+7.1+ + 11.17 529.1+ 11+6.5 138.8 + 7.68
1971 758.8 173.1 162.9 + 10.20 51+1+.3 155.8 152.3 + 3.52
1972 83-1+. 6 190.2 175.5 + 11+.70
1973 927.6 277.1+ 202.6 + 21+.80
1971+ 996.7 298.9 259.1 + 39- 80
1975 1037.8 291.8 266.8 + 25.00

Source: Jahresgutachten 1972 des Sachverständigenrats pp. 212-213
■ Bundesbank, Monatsberichte, Febr. 19767 

Note: Definitions according to the National Accounts; 1950-1960 without 
Saarland and Berlin
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Table 2: Growth of Commodity Trade of Germany, 1956 - 1975 
Total Trade and Per Capita Trade
(current prices)

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

Exp. per 
Cagita_

(in million DM) (in DM)

1956 17 9 6b 30 861 + 2 897 528 582
1957 31 697 35 968 + 1* 271 591 670
1958 31 133 36 998 + 5 865 573 681
1959 35 823 1+1 181* + 5 361 653 750
1960 1+2 723 1*7 91*6 +■ 5 223 771 865
1961 1+1* 363 50 978 +■ 6 615 790 907
1962 1*5 1*98 52 975 + 7 1*76 869 930
1963 52 277 58 310 + 6 032 908 1 013
196U 58 839 61* 920 + 6 081 1 010 1 111+
1965 70 1+1*8 71 651 + 1 203 1 191+ 1 211*
1966 72 670 80 6 28 + 7 958 1 219 1 352
1967 70 183 87 0l+5 + 16 862 1 172 1 l*5l*
1968 81 179 99 551 + 18 372 1 31*9 1 65I*
1969 97 972 113 557 + 15 581* 1 610 1 866
1970 109 606 125 276 + 15 670 1 807 2 066
1971 120 119 136 011 + 15 892 1 979 2 2l+1
1972 128 7U+ 11*9 023 + 20 279 2 110 2 U50
1973 11*5 1*17 178 396 + 32 979 2 390 2 93l+
197^ 179 733 230 578 + 50 81+5 2 956 3 792
1975 18U 1*1*8 221 601 + 37 153 3 033 3 61*5

Source: Statistisches Jahrbuch 1972, p. 285; Bundesbank, Monatsberichte,Feb. 1976. 
Note: According to Trade Statistics, Special trade only.

Table 3: Germany's Share in World Exports, 1950 - 197U 
(in t )

1950 1955 1959 1960 1961 1962 1963 1961+ 1965

3.6 7.3 9.6 10.0 10.7 10.6 10.8 10.7 10.9

1966 1967 1968 1969 1970 1971 1972 1973 1971+

11.1 11.5 1:1 .7 11.8 12.3 12.6 12.5 12.8 12.7

Source: Statistisches Jahrbuch, sev. editions.
Note: World exports excluding socialist countries.
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The increasing role of Germany in world trade after the Second World War 
went hand in hand with an increasing share of international trade in Ger
many's Gross National Product (GNP). Exports of goods and services in the 
GNP in current prices increased from 11,3 % in 1950 to about 23 l  in 1968,
staying on that level up to 1972, and than rocketing to nearly 30 % in 197^.

*  »

Measuring the export ratio in the GNP on the basis of T962 prices, a steady 
increase can be observed from 10.7 % in 1950 to some 28.6 % in 1972. The 
development of both ratios is shown in table U..

Table b: Share of Exports in the German Gross National Product, 
1950-1975

Year Export Ratio 
(in current prices)

Export Ratio-
(in constant prices of I962)

1950 11.3 10.7
1951 15.1+ 13 .2
1952 15.9 13.7
1953 16.8 1U.7
195^ 19.8 17.0
1955 19.9 17.7
1956 21 .7 19.0
1957 23.7 20.9
1958 22.8 2 1 .1
1959 23.6 2 2 .1
1960 2b.b 22.9
1960 20.7 19.5
1961 19-6 19.0
1962 19.0 19.0
1963 1.9.3 19.8
196h 19.7 20.5
1965 19.7 20.9
1966 20.8 22.5
1967 2 2 .2 2b'. b
1968 22.9 26.0
1969 23.h 26.8
1970 23.1 27.6
1971 22.8 28.8
1972 22.7 30.0
1973 2b.b 33.1+
197^ 29.9 37-7
1975 28 .1 (36.0)

Note: Calculated according HP. the system of the National Accounts;
Export of Goods and Services; 1950-1960 without Saarland and Berlin.

Source: See tables 1 and 2; own calculations.
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Generally speaking we may already 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 growth. Any 
intention to define and to improve the quality of life of the German popu
lation is thus inevitably dependent on the analysis of and thq influence 
upon foreign trade. Seen from another angle: a policy of improving the qua
lity of life will be strongly 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 r
exports, more goods and services being exported than imported. Since 1952 
the trade.balance registered a large increasing export surplus. (Summed 
up over the period 1952- 1975 these suprluses would reach as much pc' 285 
billion DM.) The increase in the export surplus has not been a steady one; 
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 h billion and steadily increased until 
196H, reaching more than 6 billion DM. The year 1965 brought a spectaculous 
change, the surplus decreasing to 1.2 billion, when imports expanded more 
than twice as rapidly as exports. After this deviation from the trend, in 
the second half of 1966 the third period began, when the surplus jumped 
to a never experienced level of 16.8 billion in 1967, remaining around that 
level in the following years and reaching nearly 33 billion in 1973- A 
surplus in the trade balance of more than 50 billion DM occured in 197*+, 
while in 1975 it was at 37 billion DM. The development of the German trade 
balance, and the other international transactions are summarized in table 5.

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 par
tial balances have also to be considered. As is shown in table 5, not only 
the German merchandise transactions were highly unbalanced; the reserves in 
gold and foreign currencies too rose dramatically. While in 1952 total re
serves were in the order of 3 billion DM only, at the end of 1970 they stood 
at 52 billion DM, in May ,1973 ,they reached on all time high 91 billion DM, 
and in March ,1976 »they 'were in the order of 80 billion DM. A noticeable 
decrease of the foreign currency reserves can be observed for the years of the
DM-revaluation, 1961 and 1969, while the decrease after the international6)realignment of exchange rates in December,1971,was only modest
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Table 5: Development of Main Items in the German Balance of Payments, 
1950 -  1975
(in million DM; + = surplus, - = deficit)

Trade Transfer Balance of Currency
Balance Balance long-term capital Balance

1950 _ . 3 013 + 2 065 + U88 _ 56U
1951 - 11+9 + 1 529 - 79 + 2 038
1952 +; 706 + 160 - 357 + . 2 9oo
1953 + 2 516 - U6l - 378 + 3 61+6
195^ + 2 698 - I+7 I+ - 1*38 + 2 971
1955 + 1 21+5 - 834 - 271 + 1 851
1956 + 2 897 - 1 221 - 365 + 5 010
1957 + 1+ 083 - 1 882 - 390 + 5 122
1958 + 1+ 95b - 2 000 - 1 1+37 + •3 1+1+1+
1959 + 5 361 - 3 279 - 3 629 - 1 692

1960 + 5 223 - 3

coco-it - 81 + 8 019
1961 + 6 615 - 1+ 1+30 - 1+ 053 - 2 297
1962 + 3 1*77 - 5 210 - 183 - 877
1963 + 6 032 - 5 095 + 1 806 + 2 7l+0
1961 + 6 081 - 5 311 - 89^ + lv35
1965 + 1 203 - 6 377 + 1 137 - 1 283
1966 + 7 958 - 6 295 - 3 1+2 + 1 952
1967 + 16 862 - 6 1*22 - 2 930 - 1 i+0
1968 + 18 372 - 7 312 - 1 1 201 + 7 009
1969 + 15 581+ - 8 750 - 23 oi+o - 11+ 361
1970 + 15 670 - 9 759 - 93U + 22 650
1971 + 15 892 - 11 !+97 + 6 293 + 10 989

1972 + 20 278 - 11+ 009 + 15 5U5 + 15 19U
1973 + 32 979 - 15 81+2 + 12 1+37 + 16 11+9
197^ + 50 81+6 - 16 713 - 6 265 - 9 137
1975 + 37 153 - 17 605 - 16 801+ + 3 261 .

Source: Bundesbank Monatsberichte Febr. 1976, 2, p 68+.
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As the Council of Economic Advisors stated correctly for the situation in
1968, there was, compared with trade volume, no other country.in the world

7)which affords itself such huge reserves of non-renumerative capital . This 
judgement was more true for 1973 and the following years.

The German Law on Stability and Growth of the Economy (Stabilitätsgesetz) 
of 1967 states that the Federal Government and the state 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 (marktwirtschaftliche Ordnung) the goals of (l) price stability,
(2) full employment, (3) external balance, and (1+) steady and adequate econo
mic 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 importsQ \
of goods and services to the GMP, does not exceed the one-percent limit . 
The so-defined "external balance" has not been reached in postwar Germany, 
except for the years 1962, 1965, and 1971-

What makes things worse is that the 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 continuing export surplus, not taking into consideration that large 
currency reserves might make a negative "Aussenbeitrag" necessary. Further
more, it is the very structure of the balances' that really matters. In recent 
discussions the basic-balance concept is stressed, saying that a balance is
reached when the "Aussenbeitrag" is equal to the combined balances of the

9)long-term capital and the transfer balance . However, even in this case 
short-term capital movements may lead to extraordinary hoardings of foreign 
currency reserves. An active balance in the short-term capital movements 
can be observed for several years, as for 1970» but in other years respec
tive deficits occured. Though exports of goods are not unaffected by the 
transactions in other accounts, especially by long-term capital export, it 
is obvious that in the German case the trade surplus must be recognized as 
being the main reason for the chronic imbalance in the balance of payments. 
Before asking the question how this surplus came about, a few further details 
on German international economic relations shall be given.
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(2) A major 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 provides one of the 
explanations for the rapid expansion of overall exports, following the industry- 
oriented growth of world trade and the generally high elasticity of demand 
for investment goods. Finished products in total account for about 86% of 
German exports. In contrast, the share of the agricultural products in exports 
has been decreasing to a mere 3.7%, and raw materials come to 2.h% of total 
exports.

On the import side, a rather different picture emerges, although the structure 
is far from being as pronounced as e.g. is the case with Japan. Products of 
the investment goods industry amount to about 23.5% as against the 56.0% on 
the export side; this share however, has gone up since i960 when it stood 
at merely 11.0%. Finished goods come to about 50.5%* The imports of raw 
materials have been steadily increasing in volume, from 3.300 million DM 
in 1950 to some 15.800 million DM in 1971, although their share in total 
imports decreased during that period from 29.6% to 1 3 .h%. The share of 
agricultural products in total imports stands now at 19.0%, having decreased 
slowly from i960 when it still came to 26.3%.

On the basis of the classification for statistics and tariffs (CST), the 
differences in the commodity structure of German exports and imports come 
out very clearly, as is shown in table 6.

Table 6: Commodity Structure of German Trade, 1971

CST-Group Exports 
(in %)

Imports 
(in %)

0 + 1 3.2 16.3
2 + i; 2.6 11.6
3 3.0 10.2
5 11.6 6.3
6 + 8 30.6 32.1
7 1+7.3 19.1+
9 1.6 U.l

Source: Statistisches Jahrbuch, 1972, p. 301.
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To carry on this short survey on the structure of German foreign trade re
lations a bit further, we computed the absolute surpluses or deficits of 
the main commodity groups according to the production statistics for the 
period i960 - 1971- The results are shown in table 7 .

Table 7: Surplus and Deficit in German-Trade, Main Commodities, 1960-1971 
(in million DM)

Basic Ma- Con- Food Agricul-
Total Mining terials & Investment sump- and tural
Trade Products Production Goods tion Beve- Products

Goods Goods rages

1960 + 5 223 - 2 213 + 1 661 + 20 223 + 95 - 2 772 - 10 557
1961 + 6 615 - 2 339 + 2 1+82 + 21 1+21 - 296 - 2 999 - 10 1+36
1962 + 3 1+76 - 2 22U + 1 1+92 + 21 895 - 1+81 - 3 753 - 11 516
1963 + 6 032 - 2 39k + 1 7U5 + 2k 957 - 357 3 782 - 10, 1+1+6
1961+ + 6 081 - 3 65^ + 96k 27 123 - 379 - 3 811 - 11 592
1965 + 1 203 - 1+ 138 + 367 + 27 79^ - 1 500 - 1+ 7l+1 - 13 153
1966 + 7 958 - 1+ 530 + 2 795 + 31 569 - 1, 302 - 5 01+7 - 13 1+03
1967 + 16 862 - 5 150 -f 5 1+07 + 3k 387 - 787 - 1+ 35!+ - 12 260
1968 + 18 372 - 6 296 + 3 3 3 7 + 39 1+35 + 123 - 1+ 630 - 12 292

1969 + 15 58U - 7 008 + 69 k + U3 09^ - 5l+0 - 5 176 - 13 531
1970 + 15 670 - 7 327 + 989 + 1+3 311 - 751 - 5 965 - 13 289
1971 + 15 892 - 8 hgk + 3 00U + 1+7 1+01+ - 2 2l+0 -.6 19!+ - 11+ 122
1972 + 20 279 - 8 k32 + 3 6 36. + 52 762 - 1+ 295 - 7 032 - 11+ 678
1973 + 32 979 - 10 586 + 6 1+29 + 61+ .266 - 2 856 - 6 806 - 16 017
197h + 50 81+5 - 2k 699 + 20 917 + 80 3I+6 - 1 1+23 - 1+ 929 - 17 31+8

Source: Jahresgutachten 1975, p. 277.

As will be discussed more thoroughly later on, the structural differences 
between German exports and imports as revealed by the foregoing tables play 
an important role in continuously 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 
exports as well as the technical possibilities of greater specialization in 
the field of manufactures which dominate German exports, op the other hand, 
provide 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 unbalanced situation of 
German exports and imports. Considering first the general classification 
in industrialized countries (IC), developing countries (DC), and socialist 
countries (SC), we get the following picture: roughly 83 % of German exports 
flow to the IC, about 12 % to the DC, and only 5 % to the SG. On the import 
side the respective figures are 80 %, 16 % and H %. This means that there is, 
apart from the high dependence on the IC, also an extra high surplus of exports 
in German trade with the Western capitalist countries, a deficit with the 
developing countries and a surplus with the Eastern socialist countries.
Since 1968 these global imbalances have remained fairly constant, no remarkable 
tendency towards a greater balance could be observed.

Regarding the regional economic groupings, the countries of the European 
Economic Community are by far the largest customers, nearly 50 % of all
German exports are going to this region at an increasing trend. Exports and 
imports to and from the EEC are, however, fairly balanced'. This was nbt so 
with the EETA-countries,with whom Germany had been running to ever increasing 
surpluses; integration with the EEC-countries and desintegration with the EFTA 
countries is especially marked in the field of import trade. This trend, 
furthermore, is very likely to intensify following the enlargement of the 
EEC in 1973.

The regional structure of German trade at the nation level shows that economic 
interchange with some industrialized countries has been increasing rapidly, 
not only absolutely but also relatively. 50 % of German exports are concen
trated on 5 Western countries, in the order: France, Holland, USA, Belgium- 
Luxemburg, Italy, while concentration on the import side is still more pro
nounced, some 57 % coming from the same 5 countries (in a somewhat different 
order). It should be clear that while this heavy regional concentration of 
trade is conditioned by such factors as distance, elasticity of.demand, 
communication &sterns etc., for Germany this situation is quite problematic, 
especially from the stabilization point of view.

Comparing the fluctuations in the GUP growth rate of the Western countries 
with the expansion of German exports, we find a very strong correlation; a 
marked deviation however is to be noted for the period after the first re
valuation of the Deutsche Mark in 1961.
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(U) To conclude our survey on the structure of German foreign trade relations, 
we shall have a look at the trade dependence of the various industries. A 
tabulation of the export and import ratio of German manufacturing industries 
for the period i960 - 1970 is given in tables 8 and 9 ^ • These tables also 
include a prognosis for the years 1977 and 1985,respectively.

As can easily be seen, a steady increase is to be registered in the ratio 
concerned. The average export ratio of manufacturing industry rose from 
15 % in i960 to t9 % in 1970, while the import ratio went up from 12 % 
to 18 %. A very rapid increase took place in the export ratio of the che
mical industry (from 23 to 31 %), the paper industry, and the machinery 
industry. Regarding imports, a rapid increase in the ratio occured m  .the 
iron industry, the asbestos industry, in machinery and ship building, in 
electronics, in glass industry, music instruments, and in clothings.

Unfortunately, the tabulations given do not include the development of 
the last few years, when in a number of industries a dramatic change took 
place: the export ratio of the investment goods industry jumped from 29 % 
in 1970 to i+2 % in 1973; consumption goods industry: from 10 % to 17 %', 
total manufacturing industry: from 19 % to 31 %.

With these rapid developments, the long-term prognosis for 1977, respec
tively 1985,given in tables 8 and 9, to a certain extent was already reached 
within a period of three years.



Table 8: Industrial Export Ratios According to Main Exporting Groups, I960 - 1985
__________ ____ (Exports in % of total turnover, current prices) ____
Federal Republic
of Germany 1960 1961 1962 1963 196U 1965 1966 1967 1968 1969 1970 1972+ 1977

1.00 Raw materials & 15 15 15 16 15 16 18 20 19 19 19 21 25production goods
1.01 Building and 3 b 3 3 3 3 3 k ' k k k k k

quarrying
1.02 iron & steel pro- 20 21 21 22 20 23 2k 30 2k 2k 2k 28 32

ducing industry
1.03 iron & steel ca- 8 7 8 9 11 11 10 11 13 15sting & malleable

iron casting
1 .0k cold rolling mile 16 16 15 15 1k 1k 16 19 16 15 16 17 171.05 nonferrous ind. 11 11 13 (16) 1 b 16 22 22 18 1k 16 18 22
1.06 chemicals (23 23 23 25) 2-5 25 27 29 31 31 31 32 - ko
1.07 processing of b k k k k k k k k

mineral oils
1.08 processing of 12 11 11 12 12 12 13 15 18 17 16 18 23

rubber & asbestos
1.09 wood processing 5 5 5 5 6 6 6 7 8 7 6 8 9
1.10 woodpulp ind. & 8 8 9 10 11 13 13 15 19

paper mills
2.00 industrial goods 25 2 b 2k 25 25 25 27 30 32 31 29 32 372.01 skeleton constr.& 11 11 11 11 10 11 10 13 15 13 10 12 12

carriage building
2.02 constr.engineering 29 30 30 32 32 30 3k 38' ko 38 36 ko kk
2.03 constr. of office

machines
2.0k vehicle building 35 32 31 33 36 35 38 kl k5 k2 39 kk 53
2.05 aircraft buildg. 1 3 12 13 10 10 12 11 12 12 8 19 37
2.06 naval constr. 62 k8 b2 k2 ko kl 39 32 k6 k8 36 35 32
2.07 electrical ind. 18 18 17 18 18 19 20 22 23 22 22 2k 27
2.08 precision mecha- 36 3k 3 b 3k 33 33 3k 36 38 37 37 37 36

nics and optics
2.09 tin and iron 15 1U 15 15 15 16 18 18 18 18 17 19 21

mongery
2.10 steel formation 10 10 10 10 10 10 11 • 1k 12 11 11 13 1k
3.00 consumption goods 7 7 7 7 8 8 8 9 10 11 10 11 1k
3.01 ceramics 2 b 23 2 k 26 26 26 29 31 32 33 31 36 kl
3.02 glass industry 15 15 15 15 1k 13 1k 15 16 17 16 16 16
3.03 wood processing 1+ b k k 5 k 5 5 7 8 7 7 10
3.0k musical instru- 31 28 27 27 27 26 26 29 29 28 28 28 26

ments and toys
3.05 paper & card- 5 k 5 6 7 7 7 9 1k

board processing
3.06 printing & mimeo- 1 1 1 1 2 2 2 2 3 3 3 3 5

graphing
3.07 plastics proc. 11 11 11 12 12 11 12 12 1k 1k 13 13 15
3.08 leather proc. 9 9 10 12 10 11 10 11 12
3.09 textile industry 8 8 8 8 9 9 10 11 12 13 1k 15 19
3.10 clothing 3 2 2 3 3 ' 3 k k 5 5 5 6 9
k.00 food & beverages 2 2 2 2 2. 2 2 2 3 3 3 3 3
5.00 proc.,ind. (total) 15 15 15 15 16 16 17 19 20 20 19 21 25
b.00 mining (20 20 20 20 20 21 21 21 22 20 20) 21 21
T.00 total of industr. 15 15 15 16 16 ' 16 . 17 19 20 20 19 21 25
+) Tendential value, base of projection, indications in brackets = estimation by Progno 

statistically not secured value 
jource: Prognos AG,“ Basle

1985
33

5
39

20

18
29
5k

b
33
13
27
kk
12

50

69
72
27
32kO
25
17
19 
k718 
16 
25
22

9
20 1k 
27 
17
7
32
20
32

s or
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nvible 9: Industrial Import Ratios According to Main Importing Groups , 1960 - 1985. 

(Imports in % of the domestic supply, current prices)

federal Republic 6q ^
0f Germany

1.00 Raw materials & 
production goods

15 11*

1.01 Building and 
quarrying

9 8

1.02

1.03

iron & steel pro
ducing industry 
iron & steel ca
sting & malleabLe 
iron casting

13 12

1.0U cold rolling mills (2 3
1.05 nonferrous ind. 1*1 39
1.06
1.07

chemicals 
processing of 
mineral oils

12 11

1.08 processing of 
rubber & a&estos

6 7

1.09 wood processing
1.10 woodpulp ind. & 

paper mills

27 26

2.00 industrial goods 7 7
2.01 skeleton constr.& 

carriage building
1 1

2.02
2.03

constr. engineering 
constr. of office 
machines

; 11 12

2.0U vehicle building 5 5
2.05 aircraft buildg. 60 51
2.06 naval constr. 7 1*
2.07 electrical ind. 5 6
2.08 precision mecha

nics and optics
12 13

2.09 tin and iron 
mongery

3 1*

2.10 steel formation 2 2
3.00 consumption goods 9 9
3.01 ceramics 5 6
3.02 glass industry 5 6
3.03 wood processing 1* l*
3.01*

3.05

musical instru
ments and toys 
paper & card
board processing

19 20

3.06 printing & mimeo
graphing

3 3

3.07 plastics proc. 3 3
3.08 leather proc. (11 13
3.09 textile industry 16 ■1.6
3.10 clothing 1* 5
'+.00 food & beverages 9 9
5.00 proc.ind.(total) 10 10
5.00 mining (3* 36
1.00 total of industr. 12 11.
iburc°: Prognos AG. Basle

1962 1963 1961* 1965 1966 1967

15 15 16 17 18 18

7 8 8 ■ 8 6 9

15 15 16 16 16 17

2 2 2 2 2

3) 1* 5 7 7 7
39 (1+3) 1*2 1*5 1*6 1*8
11 12 13 15 15 15

12 10 10 11

8 10 10 12 13 13

26 26 27 28 26 2U
33 31* 3l+ 33

8 8 9 10 11 11
2 2 2 2 2 2

12 12 13 1U 11* 15

7 6 7 9 12 13
50 37. 1*1 52 57 1*9
5 6 1* 11 10 10
6 6 7 8 9 9
11* 1l* 16 17 20 21

5 5 6 6 7 7

3 3 3 3 3 1*
10 10 11 12 13 12
7 8 9 12 13 13
6 7 8 10 10 10
1+ 5 5 5 5 5

23 2l+ 27 30 32 30

3 3 3 3

3 3 3. 3 3 1*

6 1* 1* 5 6 9
11 12) 12 11* 17 16
17 18 18 20 21 19
6 7 7 9 10 9

10 10 9 11 11 10
11 11 12 13 13 13
35 35 1*1 1*1* 1*6 50
12 12 13 11+ 15 15

968 1969 1970 1972+ 1977 1985

20 21 21 22 27 36

10 10 9 10 11 T3

21 20 20 23 29 1*1

3 3 3 3 1* 5

9 9 10 13 19 31
1*9 1+9 1+7 50 5l+ 59
17 18 19 20 26 39
12 12 12 12 15 20

13 11* 15 17 2U 1*0

25 26 27 25 25 21*
37 39 39 1*1 1+0 58

13 13 15 16 23 35
3 3 l* l* 6 11

17 18 20 20 25 37

11+ 11+ 16 20 32 55
50 1*0 1+5 1+5 50 65
12 21 2l* 26 1*0 68
11 12 13 11* 19 28
23 23 2l+ 26 3l+ 1+7

8 8 9 10 ll+ 23

1* 1* 5 5 7 13
11* 15 15 17 21 30
15 16 17 21 31 51
12 13 11* 16 23 36
5 5 6 6 7 8

3l+ 36 36 39 1*7 59

1* 1+ 5 5 7 12

1* 1* 1* 1* 5 6

10 11 11 12 17 27
21 23 22 30 1+1 62
21 23 2l* 25 30 39
11 11* 15 17 26 1+3
1 1 12 12 12 ll+ 18
15 16 16 18 23 32
5I+ 5l+ 52) 60 70 82
17. 17 18 19 2l+ 3I+
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(5) German international capital transactions were not as spectaculous as was 
the case with merchandise trade. Beginning in 1951, a steady export of long
term capital took place, which reached temporary high-lights in 1959 and 19 61, 
when suddenly, in 1963, there was for the first time a net import of long-term 
capital. This was repeated in 1965 and in 1971-73. In between, and following 
the recession of 1966-67, a rapid increase of long-term capital export was 
registered, which jumped from 2.930 million DM in 1967 to 11.200 million in 
1968 and sone 23.0^0 million in 1969, thus reaching quite dramatic proportions. 
After three years of import surplus, and following the recent economic re
cession, a large capital export took place,reaching I6.8QO million EM in the 
year 1975« 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 rules, surplus and deficit following each other very irregularly 
over time.

In contrast, the German transfer balance("Übertragungen") -developed quite stea
dily towards growing exports^ from Ü-50 million DM in 1953 to about 17.600 mil
lion DM in 1975, without remarkable deviations from the upward trend.

III. Causes and Problems of Trade Expansion

Chapter II has demonstrated Germany's extensive international economic inter
change in general, and the structural imbalances of trade in particular. As. 
these facts stood behind several crises of the international system, one may 
predict that as long as they do exist the sequence of disturbances of the 
international economic system has not yet come to an end. The German trade 
and capital transactions seem to provide an example of what was called "cumu
latively increasing froeign trade dynamics": the development potential of the 
economy and its transformation capacity are strong; a combination of externally- 
oriented preference structures with a qualitatively highly developed resource 
basis but relatively small domestic industrial markets seem to favour the crea
tion and expansion of an outward-oriented production structure and the con-

11 ) . .tmuing evolution of dynamic comparative advantages . The question is, 
whether the volume and structure of German trade are "best" in a real, sense, 
especially with view to the quality of the living conditions of the population.
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The economist has (or should have) 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 concept is quite 
stlight forward, the optimum volume of trade practically shall be difficult 
to measure with a pretence of anything approaching 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 to attain could 
certainly with advantage replace the current baacally mercantilist view rampant 
among businessmen, economists and politicians that it is maximum growth.
It could increase their receotiveness to the possibility, the
likelihood even, that the share of foreign trade in the Gross National Pro-

12)duct is too large and the structure be changed

Though in Germany the high share of trade in the GNP has seldom been seriously 
questioned, many theses have been put forward on how to explain the specific 
trade pattern, namely the export surplus in the trade balsince, and on£’should 
not regard this discussion as being concluded. In the following, we first will 
give a resume of the main streams of thought, which may be classified under 
three headings. Then we will put forward some new theses which we think have 
been neglected for too long or were undervalued to some extent. Of course, 
at this occasion we can give only a short discussion of the implications in
volved. 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 con
sequence of how the surplus is explained. In the past, 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 (An- 
passungsinflation) or revaluation. Only recently, structural factors were 
stressed to explain the surplus and to remedy the situation.

1. International Price Differences and Trade Expansion

The price differences between Germany and its trade partners have been cited 
most as being the reason for the. rapid German trade expansion. The argument 
is as follows: the efforts of economic policy regarding price stabilisation 
in Germany have been, by and large, rather successful, especially when



compared with the main trading partners. The result is a price gap which pro
moted the competitiveness 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.

One problem with this reasoning is .that it can explain trade flows at best 
only in the slprt run. No economy being as highly export-oriented as the German 
one can definitely flee from international inflation in the present monetary 
system. Efforts to neutralize the money-expanding effects of an export surplus 
through monetary policies can be successful only temporarily; increasing the 
official 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. (The most spectaeulous example 
in Germany probably was in 1971» when foreign currency reserves increased by 
more than 1.000 million DM a day).

Recent experiences show quite clearly that export behaviour cannot be explained
by price differences alone. In May, 1973, for instance, foreign orders in the
German industry were nearly 50 % above the level of the year before, despite

13)the revaluations, floating of the DM , and higher export prices. Non-price 
factors of competitive advantage seem to play an increasing role, as e.g. 
product quality, monopoly positions on foreign markets, and multinational 
activities of business firms, termporary shortages , the ability to supply in 
time. Furthermore, the actual variations in the trade balance were not always 
in parallel to international price movements.

In summary, we may say that the theory of a monocausal relationship between 
international price differences and German export surplus does not hold good.
This is confirmed by recent investigations comparing export volume and export 
prices of the Western countries: Export growth was more pronounced in Germany 
but export prices of Holland, Belgium, France had been rising less rapidly.
(On the other hand, this is not to be used as a general explanation for all 
cases, since, for instance, the development of Japan’s exports may provide 
counter-evidence.)
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2. Time Lag in Business Cycles and Trade Expansion

The time lag in business cycles has been used, to explain the export surplus in 
the German trade balance. This scenario was particularly stressed during the 
recession of 1966 /6T» when compensatory exports pushed the export surplus 
to new dimensions (1967: 18.372 million DM). As a consequence of this argument 
it was thought that domestic recovery would reduce the surplus; the boom came, 
but the surplus remained. The same was true for 1971*

Without going into a more detailed analysis we can say th&t during the busi
ness cycles of the postwar period there had been reacticfas of the trade sur
plus according to this line of thinking, i.e. a decrease of the surplus during tae 
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. Structure of Trade and Trade Expansion

It seems quite natural to look at the specific structure of exports and imports 
in order to find explanations for the chronic developments, though in the Ger
man case one may say that this has been done so only recently. Harry G. Johnson 
had shown fairly early that the discrepancy between the income elasticity
of demand of a country for imports and the income elasticity of foreign demand

1 i*)for export products of this country will lead to imbalances in trade . 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 concerned.

H.S. Houthakker and 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 elasticities for their exportables while their 
income elasticities for importables was clearly behind Though these results
may be taken with caution, they should be plausible too for explaining the 
German case

As was mentioned above, the share of investment goods and agricultural pro
ducts in German exports and imports differ markedly. According to general 
understanding, income elasticity of demand for investment goods is fairly high
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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 German imports. 
This structural component of trade should be strengthened if the main importers 
of the products of the country concerned belong to the group of growth-intensive 
countries. Thus we find a more than proportionate increase of the export share 
in such products whose share in world trade has been rising, a.nd a more than 
proportionate expansion of German 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 should be undertaken. (It is to be noticed
that structural measures for stabilizing trade balance are moife or less unknown

17)even in text-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 
or decreasing) export and import industries.Grueter has estimated that approxi
mately 50 % of German exports belong to fast growing industries (Wachstums- 
industrien), while on the import side only about 30 % belong to that group . 
This fact again may be taken to mean that the fast growing industries will reach 
the limits of national absorption soon ("push-effect in exports").

For Germany this process has led 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 enterprises press 
for exports; exports even becoming the main activity (50 '% and more of turn
over) in various industries.

There is yet another characteristic of the strong export-orientated German 
economy to be observed: even in a recession period abroad, exports did not 
decrease (with the exception of a slight decrease in 1975) 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" (voraus- 
eilende Aufwertung) as a means of economic policy
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1. Employment Structure and Trade Expansion

There is no doubt about the dependence of the employment of foreign workers 
(Gastarbeiter) on the growth cycle during the 1950's and the early 1970's 
Very important for our discussion here is the relationship between employment 
of foreign workers and German export expansion. Table 10 gives the Gastarbeiter 
ratio in selected German industries'compared with the export share of these 
industries in total exports.

Table 10: Gastarbeiter and Export Ratios in Germany, Selected Industries,
'(1965-1970)

Industry E
1965

x p 0 
1966

r t 
1967

R a t
1968

i 0 
1969 1970

G a s
1965

t a r
1966

b e i
1967

t e r
1968

R a
1969

t i 0 
1970

lemicals 5.7

COLf\ 6.6 7.2 7-5 7 .5 6.7 7.0 5.3 5.9 7-6 9.2
(iastics,
lubber & Asbestos 1.3 1.1+ 1. b 1.6 1 -7 1.8 11.3 11.8 10.5 11.3 16.5 18.1+
juarrying, 
leramics, Glass 2.2 2.2 2.3 2.3 2.2 2.3 12.1 12.7 8.8 9.0 11.9 16.1
food, Paper and 
minting 5.9 5.7 5.2 5.b 5.5 5.1+ 6.5 7.3 5.7 5.9 7-9 10.1
rather, Textiles 9.8 10.0 8.7 9.5 9.8 9 ’b 8.2 10.0 8.2 9.b 12.1 13.6
iteel, Machinery, 
Vehicles 9.2 9.6 9.b 9.5 10. u 12.5 8.0 8.1+ 5.9 6.6 9.8 12.5
|al Mining 0.7 0.6 0.6 0.5 0.5 0.6 6.7 6.b 5.0 b.b 5-9 9-3

Source: M. Nikolinakos: Politische Ökonomie der Gastarbeiterfrage, Reinbek 
1973, p. lb .

The table shows that while the respective export shares of the selected indu
stries in total exports were fairly constant or slightly increasing during 
the period reviewed, the share of foreign workers in total employment, in these 
industries had a strongly increasing tendency. From this we may conclude 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 Gastar
beiter. Said differently: if these industries would not have been able to 
employ more labour, they most probably would not have been able to hold their 
export share constant or increase it, and would not have been in a position 
to increase the absolute volume of their exports considerably.
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Further analysis would show that the increase of Gastarbeiter-employment 
is directly following the increase in exports. The growing demand from abroad 
for German exports leads to a growing demand of industry for labour which in 
the German case was coming from the developing regions of Southe3i Europe,
Africa and parts of Asia.

Summarizing, one may say: without the liberal, migration policy the growing 
demand for German products would not have been met and the German GNP would 
not have grown as fast as it did. In a study of the Tübingen Institute for 
Applied Economic Research on the role of employing Gastarbeiter in Germany 
it is stated: "The increase of labour input leads to a.surplus value,provided 
this additional factor is meaningfully employed. Thus the employment of foreign 
workers will lead to an increase in the GNP, and insofar,export growth must 
in part be attributed to the employment of foreign workers. Hereby it is rela
tively unimportant whether these foreign workers are employed in the export
sector or whether it is possible to employ more German workers in the export

21 )sector because of greater flexibility in the labour market"

Recently, the question was raised whether the employment of foreign labour does 
meet its total cost to society. It is thought that the "social costs" of addi
tional employment are not internalized into private accounts, especially regar
ding housing, schooling, and other parts of social infrastructure and that a 
large part of these social costs are shifted onto the Gastarbeiter themselves, 
in form of work exploitation and lower wages for equal inputs. As is well known 
from welfare economies, 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-internalizatiön of externalities may 
especially lead to overproduction for exports, we will have to discuss this 
question more intensively. Before doing so, we shall conclude this chapter by 
referring to some other effects v^ich in Germany were quite early touched 
but not prevented.

The Council of Economic Advisors to the German Ministry of Economic Affairs
in its 1957 expert opinion on "Problems of the German. Export Surplus" predicted
that the surplus in the trade balance would for a long time be larger than

22)necessary to finance the deficit m  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 a steady lasting surplus in the trade balance would 
be detrimental to the welfare of the people: "... so bedePtet das volkswirt
schaftlich gesehen nichts anderes, als daß im Inland produzierte Gueter und
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Dienste dem Ausland überlassen werden und infolgedessen für Investitionen und 
Konsum im Inland nicht mehr bereitstehen" . The Council went on to say 
that if the currency reserves of the central bank surpass the "necessary amount" 
(it is not said what that amount may be), this would be a sign of "unintended 
capital 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 equivalent is flowing abroad.
This in turn can lead to avicious circle insofar as stabilization policy may 
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 sounds strange indeed:
it called for a relatively (and not only absolutely) greater international

25)interchange of the German economy ,and thus layed the very basis for many 
troubles to come.

Without discussing the pros and cons of this opinion further, one point should 
have come out clearly: to decrease the export surplus (either by reducing the 
growth rate of total exports or by increasing total imports) would make amiable 
more resources at home. Within the overall potential effects of such a policy, 
two would have been of great importance for the German situation: (a) increase 
of resources available for public investments, (b) increase of resources for 
rationalization purposes, which in turn could have led to reducing.the demand 
for foreign labour.

Of course, effects (a) and (b) are very much interrelated as the migration of 
foreign workers makes additional investments into infrastructure necessary. These 
investments, as we know today, were more or less neglected for quite a long time 
but have to be retrieved now, at a stage of development where the number of 
Gastarbeiter in Germany is above 2 million (plus an unknown number of family 
members). To put it shortly: The fact of a large import of foreign labour in
stead of products and the tremendous export of products instead of capital» 
give one more example for the discrepancy between private and total costs and 
benefits of production. It certainly pays for the German industry to engage. 
Gastarbeiter as long as their wages and fringe benefits are below average, and
as long as the social costs of their employment are born by the state, the

26)public at large, and the Gastarbeiter themselves
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Also liberal migration policy must have caused a delay in the rationalization 
of German economic structures. Competitive pressure to modernize 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 adjustment policy" (Strukturentwicklungs- 
politik). Extending this argument a bit further we may say that the non-interna- 
lization of externalities of migration into the private economic accounts 
does not only lead to increasing private profits but help at the same time 
conserve the industrial structure. This effect is particularly hostile towards 
the products of the developing countries, including those where the Gastar- 
beiter come from.

5. Industrial Structure of Exports and Trade Expansion

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 in the foreign markets, there are 
firms with a high degree of specialization towards the foreign market and 
pursuing an active export policy ("structural exporters"). 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 behavior is strongly oriented towards closed 
partial markets via product differentiation, their price policy being substi
tuted by non-price sales instruments. At best only historically, the export 
activities of these firms may be traced back to a "compensatory export policy". 
In this field of trade, compensatory exports as a response to the situation 
in the domestic markets no longer work as a sufficient hypothesis; instead, 
domestic markets tend to become compensatory markets for those firms.

It can also be expected that high export shares (and especially export sur
pluses) will bind resources at the cost of the "marginal exporter": In the case 
of a recession at home, the marginal exporter will bear the main burden, while 
in the case of a domestic boom the marginal exporter will be able to invest 
only at higher costs since the labour and capital market are to a great extent 
dominated or influenced by big industry, including big exporters. The con
sequence out of this structural situation is more than proportionate growth of 
the export-oriented active industries; a distortion of the production structure 
will follow, in the sense that resources are not available for domestic uses. 
This is the essence of what may be called "Exportlastigkeit" 27 K
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Summarizing, we have to suspect that the negative effects of the type, discussed 
above, in the case of German trade expansion,have been quite pronounced, thus 
leading to specific discrepancies and dichotomies: "private versus public 
investment" (public goods effect); "industrial resources and subsidies 
competition" (sectoral and regional effects); and "income and wealth distri
bution" (income and inflation effects). The causes and problems of German 
trade expansion with respect to the‘"common-property resources" will be dis
cussed in the following 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 
and services had been subordinated in private and in public decision-making to 
other goals, in particular to the more immediate requisites of economic growth 
(conventionally defined) and trade expansion. Over time, however, in Germany 
as in other industrial countries the social costs of a lacking infrastructure 
and of environmental disruptions have risen, in the face of steadily more 
apparent limits in the absorptive capacity of the human- and the bio-sphere.
Thus there is a growing realization of the fact that severe problems in infra
structure and environment are closely related to the imprudent pursuit of eco
nomic growth, and that the intersectoral and intertemporal cost-transfers and 
negative social spillovers inherent in the growth process at various points 
have become sufficiently powerful to outweigh the expected net gains of economic 
growth. This process in Germany is both gradual and uneven, gaining in inten
sity and social impact during the last few years but varying widely among 
municipalities, regions and social groups.

The lack of homogeneity in the awareness of the environmental and infrastruc
tural problems (Problembewufitsein) and its political perception is attributable 
in large part to the fact that human and biological absorptive thresholds 
exist that, theoretically speaking, damage curves are uneven, and that the free 
rider phenomenon is frequent. Furthermore, regarding environment, the interna
tional transfer 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 of pollution-intensive industries from abroad, again 
diminishing the urgency of dealing with common-property resource management 
problems 28)_
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These reflections should elucidate the fact that infrastructural investments 
and environmental control are closely related to and strongly influenced by 
international 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 infrastructure as a whole.

1. Competitive Advantage and Environmental Control 

Three types of environmental disruptions may be identified:
(a) Final goods, intermediates, and raw materials (which wfenused cause despoi- 

lation of the environment);
(b) Residuals of the consumption process (products having served their purpose 

are discarded in a manner harmful to the environment);
(c) Residuals of the production process (environmentally deleterious side-

29)effects of the production of virtually all goods and services)

Clearly, economic activity generates a wide range of externalities including such 
environmental disruptions which are not reflected in private economic accounts and 
hence fail to enter the resource-allocation process and the conventional mea
sures of economic success. Once acknowledged as real social costs, such exter
nalities must be considered explicitely - and this of course can alter economic 
decisions and priorities. The market mechanism generally fails to distribute 
the costs of environmental disruptions - and other externalities - to the ulti
mate producers. Enforced internalization of such costs would therefore affect 
the international competitive position of the producing units involved,depending 
on the degree of standards and methods applied. Generally speaking, the economy 
with the highest volume of 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-intensive chemical and 
heavy-in&ustry goods in German exports. Since no comparable figures and cal
culations in 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 20 industries
responsible for most of the emissions of sulphur dioxide, carbon monoxide,

30)hydrocarbons, and particulates would fully satisfy these norms
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Table 11: Estimated Price Increases of Goods and Services Resulting from 
Compliance with Certain Anti-Pollution Measures (in %).

Sector

Price increase if 
major air-pollu
tion industries 
met the standards 
of the U.S. Clean 
Air Act

Price increase 
resulting from 
an overall sub
stitution of low 
sulphur fuels 
for high sulphur 
fuels

Electric utilities 7.3 2.9
Gas utilities 0.1 1.1
Iron and steel foundries 3-5 2.9
Primary steel 2.2 1.5
Iron and ferro-alloy mining 0.1 2.3
Coal mining 0.5 6.1
Chemical and ferrous mineral min. 0.1 1.9
Iron and steel forgings 1.9 2.1
Pulp mills 0.7 3.2
Paper and allied products 0.1 2.8
Paper containers 0.3 2.5
Primary non-ferrous metals 16.8 3.1
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 10.3
Fertilizers 0.1 6.2
Metal containers 0.8 1.7
Other fabricated metal products 
Metal handling machinery and

1.6 2.0

equipment
Metal working machinery and

1.1 1 .7

equipment
Specific industrial machinery

0.8 1.5

and equipment
General industrial machinery

0.7 1.3

and equipment 0.8 1.7
Machine shop products 0.8 1.1
Electric equipment and appliances 0.9 1.6
Electric machinery and equipment 1.6 1 .i
Engines and turbines 0.9 1.5

Source: GATTJ Industrial Pollution Control and International Trade, 
Geneva 1971
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Table 11 shows that if environmental controls such as these are implemented, 
and if such estimates are reasonably close to the mark regarding the German 
situation, the overall competitive impact could be substantial indeed, espe
cially since about three quarters of the German exports would be affected.
As the pollution load of exports is certainly 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 fundamentally depends on 
the distribution and the nature of control measures applied among the 
competing countries.

In explaining postwar developments, one may say that German foreign trade and 
especially exports must have been strongly stimulated by the fact that the en
vironmental (and infrastructural) costs of trade were not (or not completely) 
internalized into the private accounts of the originators, the exporters and 
importers, but 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 the externalities 
of production and consumption, whether it may account for 5 or 15% of volume 
and growth. It should be relatively more easy but still highly complicated 
to assess the effects of future pollution control policy on the German balance- 
of-payments and on national income.

Recently, B.P. Klotz made an assessment of these effects for five countries
including Germany, using the model designed by R. D'Arge and the import and

3 1 )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 measures: reduced exports, increased imports, correc
ting respectively worsening of the trade balance and consequent reduction 
in GNP through the multiplier effect. Table 12 shows that the German natio
nal income resulting from a one percent increase in domestic and export prices 
following environmental pollution control, would decrease by 1 .8 %.
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Table 12: Estimated Change in National Income Resulting from a One Percent 
Increase in Domestic and Export Prices; Selected Countries 
(in billion dollars, 1968)

Country Income
Change

Percentage
Change

Export
Elasticity

Import
Elasticity

Japan - 15.5 - 1U. 0 % - 1.25 O .78
United Kingdom b . 2 b . 9  % - 0.33 0.22
United States - 8.1* - 1.1 % - 1 .00 1.88
West-Germany - 2.0 - 1 .8 % - 0.99 0.31+

Source: B.P. Klotz; The Trade Effects of Unilateral Pollution Standards, 
in: OECD (Ed.): Problems of Environmental Economics, Paris .1972, 
p. 223

There is no space 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 
is highly sensitive to different estimates for the domestic absorption capa
city and for the price elasticities of exports and imports. On the other hand, 
the figure for the price increment(following pollution control) pegged in 
these studies at only one per cent is considerably below some recent estimates 
for the economy as a whole and for certain industries in particular.

Classifying the goods and services produced in a country into those in which 
international competitive advantage exists ("exportables"), those which appear 
to be characterized by an international competitive disadvantage ("importables"), 
and those which are "non-traded", in international trade exportables are ex
changed for importables which (under assumed constant terms of trade) render 
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 
biased towards the production of exportables in which it specializes more 
than it otherwise would, as a result of its particular factor endowments and 
productivities. Assuming now that the country would decide to deal with envi
ronmental 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 abatement operations, the initial outcome would
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be fewer exportables and fewer importables, as a result of government induced
diversion of resources to non-traded (environmental) goods- In such a case,
the quantity of exportables and importables may decline but the quality of life

32)may well improve

The pollution control effects on international trade will be' 'different if 
the incidence is not symmetrical as between exportables and importables - and 
this assumption may be more realistic with regard to the German case. Supposing 
that the country's export production is clearly capital-intensive and that the 
pollution control activities too turn out to be capital-intensive, the di
version of capital resources from tradeable goods to the'environment sector 
thus bears more heavily on the output of exportables than it 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 the 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 substantial 
shift of resources to the pollution control sector may lay the very basis for 
new comparative export advantages in the long run, especially so if the compe
ting countries do not follow this shift of policy in-due time, and provided 
the pollution 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 advantage of the leaders will become.
Anyhow, it would appear that the specific factor-intensity of pollution control
techniques will in part determine the impact on the volume and structure of

33)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 environmental measures may be approximately 
gauged by their respective expenditure on pollution control plant and equipment.

«>
According to the estimates of the first German government report on environ-

3U) .mental problems , private fixed investment and operating expenditure f'or 
pollution control plant and equipment in the main problem areas and industry 
groups for the period 1971 - 1975 were supposed to be as is shown in table 13 
and table 1U.
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T able 13; F i x e d  Investment and Operating Expenditure for Environmental 
Control in Germany, 1971 - 1975
(in prices of 1970, billion DM)

Problem Area Net Investment Operating Expenditure 
1971 - 1975 1971 - 1975

Air Pollution 3.9 0.1+
Water Pollution 16.2 i+.o
Solid Wastes 2.3 1.5
Biocides and Chemicals 1.7 -
N oise 1.7 -
Land Use and Conservation 2 .U -
Others 0.2 2 . 1

Total 28.0 8.0

Source: Umweltprogramm der Bundesregierung, op. cit., p. 6 1 1.

A l t h o u g h  these estimates are rather low compared with the rising public
concern w i t h  environment, •they do indicate some order of magnitude and
inter-industry differences that may materialize in the impact of envi-
ron m e n t a l  p o l i c i e s  on  international competition.

Table 1U: Fixed Investment and Operating Expenditure for Environmental 
Control in Germany, 1971 - 1975
(in prices of 1970, billion DM)

Industry Net Investment Operating Expenditure
1971 - 1975 1971 - 1975

Mining 2 .1 0.3
Energy 0.5 -
Quarrying, Glass, Ceramics 0.3 0.3
Chemical Industry 6.8 1.3
Other Industry 1.0 0.2

Construction 0.1 -
State Budget 15.3 3.6
Others 0.8 2.3

Total 28.0 8.0

Source: Umweltprogramm der Bundesregierung, op. cit., p. 611.
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2. Industrial Location and International Capital Flows

A certain number of German communities following people's protests("Bürger
initiativen" ) have begun to discourage the location of certain industries, 
involving confrontations between the "growth promoters" and the "environmenta
lists". Regions and Communities 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 the environment 
trade-off. As a result, some increase can be registered in the importan 
environmental considerations regarding industrial location and inter
regional capital flows within Germany.

Locational implications of environmental control for the international rela
tions of Germany come also to the fore, especially at the industry level.
There will thus evolve international spillovers attributable to local or re
gional environmental control policies. It can be assumed that these spillovers 
will increase and, together with the enlarged power of the German currency, 
will make foreign locations progressively more advantageous, relative to domestic 
locations. In other words, environmental considerations are increasing in
importance, relative to such factors as labor cost, raw materials, proximity 

35)to markets etc . On the other hand, it can be expected that international 
variations in environmental awareness will exceed the inter-regional varia
tions ; a fact which became very clear at the UN Conference for the Human 
Environment. Therefore, the scope for international locational spillovers 
seems to be rather broad and durable. This quite probably will have notable 
implications for the regional pattern of German foreign direct investment.
’Export of pollution" has already become a reality in todays world. Reasonable 
people call this the latest form of economic exploitation. Yet, since there 
are regional differences in the revealed or unrevealed preferences of the 
population in general and the politicians in particular, marginal social 
benefits even of pollution-intensive industries in practice may exceed marginal 
social costs in the relatively backward countries and regions.

Again, these developments make clear that in the past non-internalization 
of environmental externalities of trade has by itself strengthened the 
tendency towards international concentration of industrial locations, releasing 
backwash effects on the relatively backward countries and regions.
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3. Implications of Environmental Control for Trade and Capital Flows

The impact of environmental control measures on international trade and capital, 
flows (and on the respective commercial and financial policies) will to a 
large part depend on precisely how these measures sire carried out and what 
countermeasures may be taken by the governments to soften their effects.

Economic theory has put forward numerous proposals centering around the Pi-
govian principles for reducing or eliminating external diseconomies, namely

36)environmental taxes or subsidies .In Germanyfpolitical discussion has fo
cussed on the "Verursachungsprinzip",i.e. internalizing trie externality at 
its origin and by its originator. That principle is one thing. A different 
thing is that, according to the first German government report on environmental
problems, about 55 % of all net investments for pollution control for the

37)period 1971—1975 were to be born by the public sector

These figures show that despite an increasing awareness among the German po
pulation about the reasons and industrial origins of environmental disruptions, 
even now the costs are being socialized to a great extent, as has been the 
case in the postwar period. In this sense it certainly would be premature 
to speak of a definite positive change in environmental policy in Germany. 
Therefore one might speculate who in the case of a dramatic domestic conflict 
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 pollution, 
the tax-payer in paying for public investment in pollution control, or the 
individual originator of external diseconomies. Direct investment abroad and 
"export of pollution" might be the solution in the case of such a conflict, 
but certainly a very problematic one.

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 regarding the quality of life. 
However, the differences existing or increasing as between regions and nations 
will probably have a strong influence on Germany's comparative economic ad
vantage, industrial location and international capital flows. In the concluding 
chapter we will give a more detailed review of the policy problems involved 
in or resulting from German trade expansion and international interchange.
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As was shown in the preceding chapters, Germany has undergone a long period 
of imbalance 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 said income policies. Also several revaluations 
and the floating of the currency gave at best short-term mitigation. Therefore 
it is questionable whether such conventional measures of stabilization policy 
are able to reach both an internal and external balance of the economy.

The general thesis of this paper has been that the persistent tendency of the 
German economy towards rapid trade expansion and activating the trade balance 
should be seen as being mainly a consequence of structural factors in exports 
and imports, divergent elasticities of demand, and of different degrees of 
internalization of the social costs of production,which together set free 
cumulative processes of foreign trade dynamics. Two kinds of non-internali
zation of externalities seem to be significant in the case of German exports: 
the social costs of environmental disruption (and neglect of infrastructure 
in general) and the social costs of labour immigration, which result in a 
more than optimum output in the export sector, binding too many resources in 
this field of economic activity which then are no longer available for other 
social purposes upon which to a large extent the quality of life really depends.

An explanation of trade flows which puts emphasis on structural factors should 
also put emphasis on structural therapy; additional and/or alternative measures

oG\
must be applied in order to remedy imbalances at the roots of trade dynamics . 
Instruments of a more special character and qualitative nature are needed 
that can influence the production and consumption structures and can direct 
the relevant behavioural patterns towards a balanced situation. To decrease 
or eliminate the social costs of trade by internalizing the externalities 
and to put the value of common-property resources into the price structure, 
in the German case would very probably lead to a positive effect into that 
direction.Measures of this kind therefore should further be discussed in this 
concluding chapter.

In economies with a strong development potential, the weakness of conventional 
policy comes out very clearly. The relative competitiveness of active export
industries may even be strenghtend when the government or the central bank have

39) . .recourseto stern measures . In such cases,the gap m  productivity between
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active and passive exporters and between exporting and import-competing indu
stries is widened, since the active industries will gain most (or Los*" Least ) 
from such policies; conventional measures may thus cause counter-intuitive 
results. The "logic" trouble of monetary policy is that it does not command on 
the foreign component of money supply and cannot, without offsetting converti
bility, guide the international money and capital flows in a sufficient manner. 
The "technical" difficulty of incomes policy is that it cannot regulate comple
tely the foreign claims on the capacity of the economy. Revaluation of tne 
currency also is insufficient for stabilization because it does not directly 
influence strong export activity factors and other non-price factors of 
competitive advantage. Circulation-oriented measures therefore should be supple
mented by other measures which either indirectly influence the development, 
process^thus steering production and consumption towards the right level and 
structure, or do modify investment behaviour as the main motivating force of 
this process directly.

1. Structural Adjustment Policies

. . . 1 0)For countries with structurally initiated and stimulated export activities , 
a structural development policy is needed that either strengthens the position 
of those domestic industries falling behind during the process of greater export- 
orientation, and/or leads to a partial re-orientation of leading export in
dustries towards the domestic market. In other words, three basic policy stra
tegies are to be considered: (a) import expansion; (b) export substitution;
(c) export substitution and import expansion.

H. Grueter, an advocate of the structural thesis, accepted the volume of ex
ports as given and confined himself mainly to strategy (a) - import expansion - 
including, however, an active restructuring in the German imports by closing 
down industries of relatively low productivity and high labour input (as tex
tiles, leather, etc.) and shifting the resources set free to more productive 
sectors . One problem of strategy (a) is, not to induce even greater exports 
by this shifting of resources, i.e. to prevent a net increase in export growth. 
The success of such a strategy thus depends on several conditions:

-  T h e  resources set. free in the import-competing i ndustries. i n o r d e r  not. t o  

l e a d  to an increase of export growth, must be shifted i n t o  dement- i  c - e r i  e n ' t e d  

production, as e.g. infrastructure and services. I f  this condition is met, 
the infrastructure improvements, however, in a second r o u n d  may Load t o  

increasing productivity in the export sector (indirect p r o d u c t i v i t y  e f f e c t  

o f  infrastructure investment). Therefore, public investments s h o u l d  now m a i n l y
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go into n o n - i n d u s t r i a l  i n f r a s tructure, as e.g. social infrastructure or 
h o u s e h o l d - o r i e n t e d  i n f r a s t r u c t u r e  (welfare effect of infrast r u c t u r e  i n v e s t 
ment ) .

- I n sofar as such p r o d u c t i v i t y  effects favo r i n g  e x p o r t i n g  industries cannot be 
excluded, a general or specific d e c r e a s e  in total yearly w o r k i n g  hours may 
be c a rried out alternatively.

S t r a t e g y  (b) - export s u b s t i t u t i o n  - was already d i s c u s s e d  in connection with 
e n v i r o n m e n t a l  co n t r o l  policies. If it is pol i t i c a l l y  d e c i d e d  that for 
G e rmany export g r o w t h  rates m u s t  no longer be as high as they were for export's 

own sake, the p r o b l e m  lies mor e  wit h  the question o n  h o w  to s l o w  do w n  e x p ansion  
of the active indus t r i e s  than on h o w  to speed up gro w t h  of the m o r e  passive 
industries, since growth and export growth in p a r t i c u l a r  have been and still 
are thought to be the b a s i c  c r i t e r i a  for economic success. O f  course, s t r u c 
tural adjus t m e n t  policy n e e d  not to confine itself to the produ c t i o n  structure. 
However, to b e l i e v e  that it w o u l d  be eas y  to direct, parts of domestic cons u m e r  
d e m a n d  to the p r o d u c t s  o f  the act i v e  export industries, may to some extent 
be w i s h f u l  thinking. This the m o r e  so, if there is a tend e n c y  towards d e c r e a 
sing profits p e r  unit of output. F u r t h e r m o r e ,  s tructural adjustment is very  
s u s c eptible and apt to lead to export cartels whi c h ,  in turn, may le a d  to 
an even w i d e r  dev i a t i o n  from the o p t i m u m  o f  foreign trade.

E m p i r i c a l  evidence shows that t h e o r e t i c a l l y  different or e x c lusive strategies 
in p r a c t i c e  are n e v e r  r e a l i z e d  in pure form. The solution for the German case, 
t herefore, m a y  b e  to co m b i n e  b o t h  s trategies and to si m u l t a n e o u s l y  strive for 
(c) - export s u b s t i t u t i o n  and import expansion. A d i l e m m a  h o w e v e r  remains: 
p r o d u c t i o n  w o u l d  ha v e  to b e  r e d u c e d  r e l a t i v e l y  (or even absolutely) in certain 
industries, w h i l e  at the same time resources w o u l d  hav e  to tie re-all ora t e d  to 
those activities not s t i m u l a t i n g  export growth. These two tasks might, well 
ove r - s t r e s s  t h e  p o s s i b i l i t i e s  o f  economic poli c y  in a market economy of the 
Germ a n  t y p e .

The r a t h e r  p e s s i m i s t i c  a s sessment of s tructural pol i c y  with regard lo s t a b i l i 
zing foreign economic r e l ations in the German case is illustrated and veri f i e d  
by a n u m b e r  of examples. S t r u c t u r a l  a d j u s t m e n t  has not been successful in the 
old l a b o r - i n t e n s i v e  German industries which stro n g l y  compel.e with the y<~>ung 
indus t r i e s  of the d e v e l o p i n g  countries. T h e s e  i ndustries mostly s u c ceeded in 
g e t t i n g  government subsidies, t a r i f f  pro t e c t i o n ,  or cheap labour via the liberal 
i m m i g r a t i o n  policy. Indi r e c t  struc t u r a l  p o l i c i e s  m a y  ve r y  well s u p p l e 
men t  c o n v e n t i o n a l  p o l i c y  b u t  in the end m a y  remain insufficient.



2. Policies of Influencing Business Behaviour

P r a c t i c e  shows that a change in t h e  exte r n a l  data (" D a t e n k r a n z " ) of individual 
b e h a v i o u r  does not gu a r a n t e e  a cha n g e  in that behaviour. In the O r m a n  '-asp, 
therefore, it m a y  be n e c e s s a r y  for economic p o l i c y  to include all three elements 
o f  business decisions in t o  its radius o f  action: a change in the Datenkranz, 
i n f l u e n c i n g  b e h a v i o u r a l  patte r n s  t h r o u g h  a change in the objectives, and a 
change in the actual b e h a v i o u r  of b u s i n e s s  enterprise. I n f o r m a t i o n  policy, 
i n s t i t u t i o n a l i z e d  gu i d a n c e ,  codes of b u s i n e s s  behav i o u r ,  etc. ar° potential 
m e a s u r e s  of  this kind, some of w h i c h  h o w e v e r  b e i n g  strongly dependent on the 

consent of the EEC partners.

F u r t h e r m o r e ,  i n  t h e  p o l i t i c a l  a r e n a  it w o u l d  be  quite difficult to explain 
an e s s e n t i a l l y  d u a l i s t i e  p a t t e r n  o f  policy, i.e. a p p l y i n g  the brakes on the 
active e xporters, w h i l e  s t i m u l a t i n g  domestic activity, p r o m o t i n g  passive in
d u s t r i e s  w h i l e  o p e n i n g  u p  chances for more imports fro m  the d e v e l o p i n g  countries. 
R e p r e s s i v e l y  i n f l u e n c i n g  active exp o r t  i ndustries collides with their l o n g-term  
b u s i n e s s  strategy. F u r t h e r  trade expansion., however, collides a mong others 
with e c o l o g y ,P o i n t i n g  out that the soc i a l  costs of  active e x p o r t i n g  ntf-ght 
o u t w e i g h  the p r i v a t e  gains of exporting, m a y  not at all b e  accepted by t h e  e x 
porters c o n c e r n e d  - the m o r e  so whe n  a q u a n t i t a t i v e  c a l c ulation of these so 
cial costs is di f f i c u l t  or not v e r y  accurate.

A n  e c o n o m i c  p o l i c y  that m a k e s  use o f  such ins t r u m e n t s  as d i r e c t l y  i n f l u e n c i n g  
b u s i n e s s .b e h a v i o u r  in a d d i t i o n  to  indirect s tructural a n d  c o m p e t i t i v e  mea s u r e s ,  
in any case w i l l  b e  v e r y  c o m p l e x  a n d  m o r e  difficult to hand l e  t h a n the c o n 
v e n t i o n a l  type of p o l i c y  ( i n c l u d i n g  r e v a l u a t i o n s  of the currency). Mo r e o v e r ,  
the implic a t i o n s  such m e a s u r e s  might hav e  on the econ o m i c  o rder may be s u b s t a n 
tial and h a v e  not y e t  b e e n  fully explored. However, an av o i d a n c e  of change 
in t rade patt e r n s  is not a f u n d a m e n t a l  end in its e l f  since the p u r p o s e  of trade 
a m o n g  oth e r s  s h o u l d  be to improve the s i t uation of the w h o l e  popul a t i o n  and 
not only th a t  of the exporters. The p r a c t i c a l  p r o b l e m s  t h e  persistent- imbalances 
in t h e  foreign e c o n o m i c  r e l a t i o n s  o f  G e r m a n y  pose are such that, e conomists
s h o u l d  not reco i l  f r o m  suggesting, new i n s t r u m e t n s  in o rder to remedy imbalances

kZ )at t h e i r  rootsi .'Curr e n c y  reserves w h i c h  are several times that of  mos t  other 

countries, and an acti v e  trade b a l a n c e  r e a c h i n g  new h e ights and m e a n i n g  large 
d e f i c i t s  others are actually t o o  b i g  probl e m s  to b e  born for .long Vy the 
i n t e r n a t i o n a l  economic s y s t e m .
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