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Going It Alone Towards Stabilisation 

INTERECONOMICS, No. 1, 

O vera l l  economic  deve l opmen t  wi th in  the  Federa l  Republ ic  of G e r m a n y  is deter-  
mined,  to a large extent ,  by  bus iness  ac t iv i ty  and bus iness  t rends  abroad.  On the  

one  hand,  the concen t r a t ion  of German  expor ts  in i n v e s t m e n t  goods has  made  the  German  
economy h igh ly  sens i t ive  to i n v e s t m e n t  ac t iv i t ies  and  thus to exagge ra t ions  and dis- 
tu rbances  of economic  g rowth  in those  count r ies  tha t  a re  G e r m a n y ' s  impor t an t  t rad ing-  
par tners .  On the  o ther  hand,  the  leve l  of pr ices  on the  German  home  m a r k e t  is c lose ly  
t ied to pr ice  t rends  in the  outs ide  world,  l a rge ly  t h rough  the  r ig id i ty  o'f ra;tes of ex-  
change. This  has  the  effect, under  the  ex is t ing  condi t ions  of full e m p l o y m e n t  and  free  
conver t ib i l i ty  of the  German  Mark,  tha t  as long as pr ice  levels  ab road  are  r i s ing more  
rapid ly  t han  in Germany ,  any  a t t empt  at  s tab i l i s ing  the  W e s t  G e r m a n  e c o n o m y  wil l  
fail, not  on ly  w h e n  G e r m a n y  has  a surplus  in i ts ba l ance  of paymen t s  bu t  also w h e n  the  
basic  ba l ance  is in equi l ibr ium or showing  even  a s l ight  deficit. 

The pr ice  level  in the  home  m a r k e t  is in f luenced  not  on ly  by  the  demand-pul l  effect  of 
expor t  surpluses ,  which also inc reases  the  ava i l ab i l i ty  of l iquid funds, bu t  also by  di rec t  
i n t e r d e p e n d e n c e  of prices:  first, r is ing impor t  pr ices  m a y  ra ise  the  domest ic  pr ice  level ;  
secondly,  r is ing foreign pr ices  enab le  the  indus t r ies  work ing  for expor t  to pass  on to 
cus tomers  wage  increases  wi th  g rea te r  ease  than  can do the  branches  of l i t t le  expor t  
in tensi ty .  This m a y  t r ans fo rm the  expor t  indus t r ies  into "wage leaders"  who  set  into  
mot ion  a genera l  wage-dr ive ,  e i the r  by  t ry ing  to a t t r ac t  l abour  from o ther  b ranches  of the  
economy t h r ough  the  bai t  of h igher  wage  offers, or by  be ing  wil l ing to m a k e  r e l a t ive ly  
big concess ions  dur ing  wage  nego t ia t ions  in o rder  to avoid  any  poss ib le  dange r  of 
str ikes.  And  thirdly ,  it m a y  be  assumed tha t  the  g rea te r  " p r o p e n s i t y  t o  m a k e  
c o n c e s s i o n  s " of employers  in the  expor t  indus t r ies  as caused  b y  r i s ing expor t  
prices,  will make  the  t rade  un ions  k e e n e r  to call for wage  increases  exceed ing  those  
they  would no rma l ly  demand.  

The German "Sachvers t / ind igenra t  zur Begu tad i tung  der  gesamtwir t schaf t l ichen  Entwick- 
lung" (Council  of Exper ts  on Economic Development} has  r ecen t ly  pub l i shed  its th i rd  
a n n u a l  report .  The  Counci l  de se rves  grea t  mer i t  for h a v i n g  shown to a wide  publ ic  the  
logical  consequences  of these  facts, as t hey  de te rmine  the  poss ibi l i t ies  of a pol icy  of 
s tabi l isa t ion,  or  of one  of cont ro l led  expans ion :  to keep  pr ices  rea l ly  s table,  the  German  
Federa l  Govern,ment  would  h a v e  to succeed e i the r  in  "ha rden ing"  the  Bret ton Woods  
sys tem in coopera t ion  wi th  all the  o ther  m e m b e r  states,  or to bui ld up o ther  ex t e rna l  
defences  for its in te rna l  economic  policy. Tha t  is to say  tha t  unless  full conve r t ib i l i t y  
of the  German  c u r r e n c y  is to be  res t r ic ted,  r ises  in the  ra te  of exchange  mus t  be  permit ted .  

In its la tes t  report ,  the  Counci l  expla ins  in deta i l  the  improvemen t s  t ha t  would h a v e  to 
be  made  in the  sys tem of Bre t ton  Woods  in order  to stop " impor ted  inf la t ion"  f rom 
abroad.  But the  Counci l  is p r o b a b l y  just i f ied,  w h e n  doubt ing  w h e t h e r  a ma jo r i t y  of the  
m e m b e r  s ta tes  would be  wi l l ing in the  nea r  fu ture  to accep t  the  requ i red  rules,  which 
neces sa r i l y  would h a v e  to be  r a the r  strict.  For the re  a re  m a n y  count r ies  whose  genera l  
publ ic  is far less inf la t ion-conscious  t h a n  tha t  of W e s t  Germany ,  and in a case of con- 
flict, t h e y  a re  much more  l ike ly  to forgo a s tab le  pr ice  leve l  for the  sake  of full employ-  
men t  and  free  ba rga in ing  for wages.  Since d iscuss ion  p r o v o k e d  by  its first  annua l  repor t  
(1964/65) has  s h o w n  tha t  the  in t roduc t ion  of f lexible  exchange  ra tes  of the  G e r m a n  M a r k  
is h igh ly  improbable ,  the  Counci l  has  now out l ined  two a l t e rna t ive  me thods  for bu i ld ing  
up ex t e rna l  de fences  for an  eff ic ient  in te rna l  economic  policy. One  is the  " r i s ing  ra t e  
of exchange  unde r  medium- te rm guaran tee" ,  and the  second  is a "widening  of the  band  
of exchange  ra tes  wi th  a l imited upward  ad jus tment" .  

This is no t  to discuss w h e t h e r  unde r  aspects  of economic  pol icy  a l t e rna t ive  n u m b e r  two 
appear s  to be  more  opera t iona l  t han  n u m b e r  one. But the  immedia te  purpose  o,f the  
two proposa l s  is to depr ive  G e r m a n  firms compet ing  d i rec t ly  or ind i rec t ly  wi th  foreign 
concerns ,  of the i r  marg in  for pr ice  inc reases  t hey  h a v e  h i the r to  ob ta ined  th rough  the  
r i s ing pr ice  t r end  abroad;  at  the  same time, it t ends  towards  s tabi l i s ing the  impor t  pr ice 
level .  The in t e rna t iona l  compe t i t iveness  of the  G e r m a n  economy would not  be  adverse ly  
affected b y  such measures ,  p rov ided  the  pol icy  make r s  adopt  tha t  k ind  of "concer ted  
act ion"  which had  been  cal led for a l r eady  in 1965 and  which would  h a v e  to consis t  of 
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s imul taneous  and  coord ina ted  s tab i l i sa t ion  measures ,  
all fol lowing the  same aim, which is to keep  expan-  
sion unde r  control .  Costs  at  home  woul~d then  no 
longer  r ise  to the  same ex ten t  as h i ther to ,  as the  ex- 
change re la t ions  in te rms of real  va lue  might  r emain  
unchanged.  From this  i t  follows tha t  it is impera t ive  
to en t e r  upon "concer t ed  act ion" and  "ex te rna l  de- 
fence" at  the  same time. Wi t hou t  the  one, the  o the r  

would lose its value.  

Ne i the r  of the  two sys tems of ex te rna l  economic  de- 
fence  for an  expans ion  pol icy a iming at s tab i l i ty  
would, b y  the  way,  r ende r  it more  difficult  to fur ther  

in t eg ra te  the  Federa l  Republic  of G e r m a n y  wi th  the  

European  Economic Communi ty  and  the  world  econ-  
omy. Nor  are  they  obs tac les  to reaching the  more  
demand ing  comprehens ive  ob jec t ive  of "ha rden ing"  
the  in te rna t iona l  cu r r ency  system.  On the  c o n t r a r y - -  
the proposed  measures  might  be  shown  to opera te  
successful ly  in the  Federa l  Republic,  thus  p rov ing  tha t  
the  appa ren t  confl ict  b e t w e e n  economic  g rowth  and  a 
s tab le  cu r rency  can, actual ly ,  l a rge ly  be  obvia ted .  
This again  could s t r e n g t h e n  the  will of o ther  count r ies  
to seek  s tab i l i ty  to such an  ex ten t  tha t  rec iproc i ty  in 
the  in te res t  of s tabi l i sa t ion  pol icy  were  the  common 
basis  of action.  Thus a long an  indi rec t  road the re  
would be  reached wha t  up to now seems to be in- 
access ib le  by  a more  direct  route.  Wolfgang Miehalski 

COMMENTS 

Granting Preferences 

Good Will and Many Difficulties 

U r g e d  by  the  deve lop ing  countr ies ,  the  EEC Commis-  
sion and the  UN Confe rence  on Trade  and  Develop-  
men t  (UNCTAD)- -as  wel l  as  G A T T - - h a v e  now sub- 
mi t ted  the i r  p roposa ls  for a new wor ldwide  sys tem of 
preferences .  A l though  the  EEC and  UNCTAD pro jec t s  
appea r  v e r y  s imi lar  at  a first glance,  d i f ferences  of 
detai l  should  not  be  over looked .  

UNCTAD takes  the  v iew tha t  a new sys tem of pref-  
e rences  must  at  leas t  g u a r a n t e e  deve lop ing  count r ies  
the  same a d v a n t a g e s  as do cu r ren t ly  exis t ing  regional  
p re fe rence  sys tems.  As  des i red  by  the deve lop ing  
countr ies ,  it r e commends  the  g ran t ing  of genera l  pref- 
e rences  by  all indus t r i a l i sed  countr ies ,  wi th  no ex- 
cept ions  and  w i thou t  q u a n t i t a t i v e  res t r ic t ions .  On  the  
o ther  hand,  the  EEC Commission,  which upholds  more  
s t rongly  the  in te res t s  of indus t r i a l i sed  count r ies  and  
of ce r t a in  sectors,  would  l ike to nego t i a t e  p re fe rences  
p roduc t  by  p roduc t  and, in addi t ion,  would  l ike to 
l imit  the  n u m b e r  of count r ies  benef i t t ing  b y  a r r iv ing  
at an  exac t  def in i t ion  of the  concep t  "deve lop ing  
count ry" .  It is t rue  tha t  UNCTAD proposes  p ro tec t ing  
pa r t i cu la r ly  sens i t ive  b ranches  in indus t r ia l i sed  coun- 
tries, but  in this  case  it would  p robab ly  be  the  coun-  
t r ies  g ran t ing  p re fe rences  wh id l  would  h a v e  to app ly  
for except ions.  This  would  m e a n  tha t  the i r  negot ia t -  
ing posi t ion would  be  cons ide rab ly  less f avourab l e  
than  unde r  the  sys tem they  are proposing.  

The  ma in  objec t  of the  p re fe rence  sys tem is to speed  
up the  process  of d e v e l o p m e n t  and  to reduce  differ- 
ences  in s t andards  f rom those  of indus t r ia l i sed  coun-  
tr ies b y  p romot ing  expor t s  from deve lop ing  countr ies .  
In no case  shal l  p re fe rences  be  r e t a ined  p e r m a n e n t l y  

for this  reason.  In order  to p r e v e n t  long- te rm distor-  
t ions in in t e rna t iona l  compet i t ion ,  the  EEC is propos-  
ing tha t  the  l i fet ime of such a so lu t ion  should  be  a 
max imum of 10 years .  There  is no such t e rm set  in t he  
UNCTAD proposal .  In v i ew  of pas t  expe r i ence  of 
d e v e l o p m e n t  policy, a p rocedure  such as this, which 
does not  ove re s t ima te  the  effects of the  new ar range-  
ment ,  shou ld  be  abso lu te ly  realist ic.  The  deve lop ing  
count r ies  are g iven  the  poss ib i l i ty  of in tens i fy ing  
the i r  self-help, whi ls t  the  g ran t ing  of p re fe rences  
requi res  indus t r ia l i sed  count r ies  to take  n u m e r o u s  
fu r ther  measures .  These  inc lude  not  on ly  add i t iona l  
capi ta l  ass i s tance  and  the  mak ing  ava i l ab l e  of tech- 
nical  know-how,  but  above  all the  acknowledgement  
of a n e w ' a n d  wor ldwide  co-operat ion.  The  days  in which 
deve lop ing  count r ies  are encouraged  wi th  one hand,  
whils t  wi th  the  o ther  m a i n t e n a n c e  subsidies  are  paid  
to sec tors  of domest ic  industry,  will soon be a th ing  

of the  past.  ke. 

British Import Surcharge 

Seeking a New Solution 

W h e n ,  in a u t u m n  1964, the  newly -e l ec t ed  Bri t ish Gov- 
e r n m e n t  ce leb ra ted  its en t ry  into office b y  impos ing  a 
15 % Import  Surcharge,  it was  hoped  tha t  this  measure ,  
whi ls t  avo id ing  a genera l  pol icy  of domes t ic  def lat ion,  
would  speedi ly  and  ef fec t ively  cut down  on imports .  
Accord ing  to G o v e r n m e n t  prognos t ica t ions ,  the  Im- 
port  Surcharge would  reduce  the  coun t ry ' s  impor ts  
by  s 300 mil l ion p.a. However ,  th is  es t imate  t u r n e d  
out  to be  much too h i g h - - w e  can  say  th is  in spi te  of 
ob jec t ions  aga ins t  a t t empt ing  prec ise  quan t i t a t i ve  pre-  
dictions.  A l t h o u g h  the  ra te  of inc rease  of all impor ts  
af fected by  this Impor t  Surcharge fell from 2 9 %  in 
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