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DEVELOPMENT POL ICY  

The Splitting of Exchange Rates 
by Dieter Friedrlchs, Hamburg 

A ll cu r r ency  pol i t ica l  measures  mus t  be  r ega rded  
from two points  of v iew:  How do they  affect  the  

coun t ry ' s  ba l ance  of paymen t s?  Which  inf luences  do 
they  exercise  on  its in te rna l  economy?  

The  second ques t ion  is of pa r t i cu la r  impor t ance  to 
m a n y  deve lop ing  count r ies  whose  fore ign t rade  yields  
a l a rge  sha re  of the i r  na t iona l  income;  it is all the  
more  impor t an t  in cases w h e r e  measu res  of pos i t ive  
v a l u e  to the  ba l ance  of paymen t s  adve r se ly  affect 
the  in te rna l  economy or v ice  versa .  O ne  me thod  of 
avo id ing  these  conf l ic t ing inf luences  is to d i f fe ren t ia te  
b e t w e e n  va r ious  ra tes  of exchange.  This  method,  
which used  to h a v e  more  advoca t e s  than  it has  today,  
opera tes  as follows: A uni form exchange  r~te no 
longer  exists ;  ins tead  di f ferent  exchange  ra tes  apply  
to all  t ransac t ions .  They  are  se t t led  accord ing  to the  
k ind  of commodi t ies  involved,  the i r  impor tance  to 
the  ba l ance  of payments ,  the  coun t r i es  in ques t ion  
or the i r  currencies .  

To judge  by  the  d iminish ing  n u m b e r  of count r ies  
which go in for such exchange  ra te  man ipu la t i on  it 
may  be  a s sumed  tha t  this  prac t ice  is on  the  wane.  
Take all t he  member s  of the  In t e rna t iona l  M o n e t a r y  
Fund (IMF), which means  l eav ing  out  of account  the  
s ta tes  of the  Eas tern  bloc:  Be tween  1945 and  1966 
for ty- two of the  IMF m e m b e r  s ta tes  had  recourse  in 
some form or ano t he r  to d i f fe ren t ia t ion  in the i r  ex- 
change rates.  By Sep tember  1952 the i r  n u m b e r  had  
dwind led  to 22. At  the  p re sen t  t ime exchange  dif- 
f e ren t i a t ion  is still be ing  p rac t i sed  no tab ly  by  Chile, 
Cos ta  Rica, P.cuador, Indones ia ,  Columbia,  Uruguay,  
and  Venezue la .  1 It m a y  be  safe to assume tha t  
mul t ip le  exchange  ra tes  w i l l  s o o n  h a v e  d i s -  
a p p e a r e d c o m p 1 e t e 1 y. Such d e v e l o p m e n t  would  
be  a l toge the r  in accordance  wi th  the  pol icy  of the  
IMF, which makes  the  in t roduc t ion  and  r e t en t ion  of 
d i sc r imina to ry  cu r r ency  regula t ions  and  mul t ip le  ex- 
change ra tes  subjec t  to i ts express  app rova l  (Ar- 
t icle VIII, Pa rag raph  3 of the  Fund ' s  statutes.)  

Definltlon and Types of Multlple Exchange Rates 

Multiple,  spli t  or  d i f fe ren t ia ted  exchange  ra tes  exis t  
on ly  if t he re  is for one  un i t  of a fore ign cu r r ency  
in effect  more  t han  one  legal  b u y i n g  and/or  more  
t h a n  one  legal  sel l ing ra te  in t e rms  of in te rna l  cur- 
r e n c y  uni t s  or if the  au thor i t i e s  decree  t ha t  the  buy-  
ing or se l l ing ra tes  shou ld  dev ia t e  b y  more  t han  one  

1 Other countries, but of secondary importance, mentioned by 
the German Federal Bank are: Hongkong, Laos, South Korea, 
South Vietnam and Syria. See: "Die W6hrungen der Welt" ( 'The 
Currencies of the World'),  pub1~shed by the German Federal Bank, 
FrankfurUM, Sept. 1966. 

per  cen t  from the  official par i ty .  The  d i f fe rent ia t ion  
may  be  effected accord ing  to groups  of commodi t ies  
(for example  capi ta l  and  consumer  goods, luxury  and  
essent ia l  goods);  it m a y  take  p lace  accord ing  to cur- 
r ency  a reas  (states) or to ba l ance  of paymen t s  cate-  
gories  (for example  accord ing  to w h e t h e r  the  t ransac-  
t ions  app ly  to goods or capital.) 

To in t roduce  mul t ip le  exchange  ra tes  requi res  first 
of all fore ign exchange  m a n a g e m e n t  and  cen t ra l i sa t ion  
of all fore ign exchange  t r ansac t ions  in the  hands  of 
the  s ta te  or of a s ta te -cont ro l led  cent ra l  bank  as well  
as control  and  supe rv i s ion  of the  en t i re  foreign ex- 
change t rade.  

In pr inc ip le  it is poss ible  to d i s t inguish  b e t w e e n  four 
ways  of c rea t ing  mul t ip le  exchange  ra tes :  

i~ The m o n e t a r y  au tho r i t y  lays  down  for the  incom- 
ing and /o r  ou tgo ing  foreign exchanges  in each case 
two or seve ra l  f ixed rates.  

[ ]  Apa r t  f rom fixed ra tes  app l icab le  to ce r t a in  t rans-  
act ions,  the re  exis t  also f luc tua t ing  ra tes  which are  
a r r ived  at  on a so-cal led "free" foreign exchange  
m a r k e t  in  accordance  wi th  supply  and  demand.  This  
is the  case  for ins t ance  w h e n  expor te rs  mus t  sell  

on ly  par t  of the i r  fore ign exchange  r e v e n u e  at  the  
official f ixed ra te  bu t  a re  a l lowed to offer the  re- 
ma inde r  on  the  free market .  There  they  ob ta in  the  
r a t e  of the  m o m e n t  accord ing  to the  then  p reva i l ing  
demand ;  the  amoun t  rea l i sed  m a y  the re fore  vary .  

[ ]  Dev ia t ions  from the  uni form ra tes  are  affected by  
di rec t  addi t ions  or  deduc t ions  e i the r  by  w a y  of a 
specia l  du ty  on  foreign exchanges:  

W h e n  for ins t ance  foreign exchange  is requi red  for 
specific purposes  such as p r iva t e  t r ave l  abroad,  a 
du ty  is imposed,  and  th is  c rea tes  a second  exchange 
rate,  di f ferent  from the  official one;  

or a sys tem of p remiums  is in t roduced:  

In such a case the  official ra tes  are  ra i sed  to a h igher  
or lesser  deg ree  accord ing  to the  t ype  of impor ts  and  
expor ts  in ques t ion  wi th  the  resu l t  t ha t  seve ra l  dif- 
fe rent  exchange  ra te  leve ls  come into being.  To ar- 
r ive  at  the  t rue  ra te  of exchange  expor te rs  mus t  take  
into the i r  ca lcu la t ion  the  p remium they  are  en t i t l ed  
to, whi le  impor ters  mus t  a l low for the  e x t r a - c h a r g e  
they  are  l iable  for. In such c i rcumstances  dev ia t ions  
by  more  t han  one  per  cent  from par i ty  are  not  in- 
f requent .  

[ ]  Final ly  the re  still  r emains  the  poss ib i l i ty  of in- 
d i rec t ly  in f luenc ing  exchange ra tes  by  means  of 
fore ign exchange  cer t i f icates  or auct ions.  In the  first  
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case  different exchange rates result  from the fact 
that foreign exchange for all or certain imports may  
be acquired only by submitt ing appropriate  exchange 
certificates.  Thus, according to supply and demand, 
f luctuations in the exchange rates occur because the 
importers of these certif icates must buy them out- 
right, or  obtain them by bidding for them at an auc- 
tion. 

Where  the auct ion system applies, sell ing rates vary.  
All import goods for which no fixed rate is laid down 
- - f o r  all "essential" imports the rates are f ixed- -a re  
auct ioned from t ime to time at special public sales. 
According to how urgent ly  the country 's  consumers 
or producers  need them these imported goods may  
still be divided into var ious  categories,  for which 
vary ing  minimum bids may  be laid down. For each 
category there thus results yet  a different and tempo- 
rari ly f luctuating rate. 

In reality, these systems rarely  occur in their  pure 
form. They are most ly  combinat ions and mixtures  of 
them so that a mult ipl ici ty of variants  may  exist�9 

Thoughts on the IntroducUon of Multiple Exchange Rates 

The decis ion in favour  of a system of differing ex- 
change rates is taken with the fol lowing five aims in 
v i e w - - a i m s  which are not  always expl ici t ly  stated: 

[ ]  I m p r o v e m e n t  o f  t h e  b a l a n c e  o f  
p a y m e n t s .  

Difficulties arise over  a developing country 's  balance 
of payments  in the course of its industr ial isat ion 
programme which it considers necessary.  The amounts 
of foreign exchange required for the import of capital  
goods exceed  those obtained from exports. Exports 
pract ical ly  set a limit to industrialisation. = 

To check ever  rising deficits means must be found 
to increase the va lue  of exports  and/or lower  the 
va lue  of imports�9 From the currency polit ical point  
of v i ew it would  be feasible to achieve this by means 
of a strong uniform devaluation.  However ,  such a 
measure  is hardly  suited for developing  countries 
whose situation is insufficiently stable, for such a 
measure  would  further s t rengthen the trend towards 
inflation which exists in any event  in the country 
bent on devaluation.  In terms of the internal  currency 
imported goods would general ly  become more ex- 
pens ive  and the price leve l  would rise; exporters  
would  obtain more for their  goods and would through 
their  own increased demand l ikewise exercise  an up- 
ward pressure  on prices. 

An a l te rna t ive  suggest ion is to deva lue  only the ex- 
change rates for certain imports, while  leaving those 
for other  imports and also for exports  unchanged. By 
this means these "devalued u imports 3 diminish in 
quant i ty  while  at the same t ime their  price in terms 
of foreign currency falls 4 with the result  that the 

z See H. H e s s e : "Der AuBenhandel  in der Entwicklung unter-  
entwickel ter  Ltinder" (The Part Played by Fore ign Trade in the 
Development of Underdeve loped  Countries) ,  Tfibingen 1961, p. 78. 
3 Provided the developing country's import deanand is not com- 
pletely inelastic. 

If the volume of foreign goods on offer is not completely 
elast ic ,  

import va lue  in foreign currency would  drop. Pressure 
on the balance of payments  would  thus be al leviated.  
For which part of imports a special, h igher  rate should 
be fixed depends on the ideas the polit ical economists  
have  about how the internal  product ion structure 
should be shaped. 

[~ A t t a i n m e n t  o f  a n  o p t i m a l  p r o d u c -  
t i o n  s t r u c t u r e .  

In theory  it is possible to apply exchange rate dif- 
ferentiat ion as a means of exploi t ing a country 's  im- 
port capaci ty  to the best advantage.  Imports which 
the deve lopment  p rogramme considers to be of partic- 
ular importance for the country 's  economic growth 
such as the import of capital  goods can be g iven  
preference  via  the exchange rate, whereas  foreign 
exchange for the import of " luxury goods" can be 
sold at a higher  rate. Such a se lec t ive  fixing of the 
rates helps to limit the import  of "non-essentials" 
and to facili tate the import of inves tment  goods re- 
quired for the country 's  industrial  deve lopment  ("es- 
sentials"). 

Looked at from the point  of v iew of exports,  it is 
possible to create  through different rates of exchange 
inducements  for the production of certain export  com- 
modities. The aim is to divers i fy  exports, to make  
developing countries independent  of the one-sided 
and f requent ly  violent  f luctuations in the export  of 
their  single-crop products  (mostly raw materials) 
and to enable  them also to export  industrial  goods. 
The much discussed deter iorat ion in the terms of 
trade could in this manner  be checked and perhaps 
even  reversed.  

[~ P r o t e c t i o n  o f  h o m e  i n d u s t r i e s .  

In order to protect  home product ion from =cheaper" 
foreign competi tors  in the home market  the splitting 
of foreign exchange rates is used as follows: 

Foreign commodities in competi t ion with developing  
home industries are made more expens ive  by burden- 
•ng them with higher  exchange costs�9 The pr ice  of 
these goods rises in terms of the internal c u r r e n c y - -  
the degree  of this price increase depending on the 
elast ici ty in the supply and demand si tuation on the 
market  for these goods - -wi th  the result  that  their  
price advantage  diminishes or disappears completely.  
Internal  demand turns more towards home products, 
whose  output  can then be increased. This a r rangement  
is in tended only for a certain interim period until 

such t ime as product iv i ty  has risen, costs have  been 
reduced, economies of large scale and external  econ- 

omies have  been achieved. 

[ ]  T h e  r a i s i n g  o f  s t a t e  r e v e n u e s .  

As is wel l  known, one of the pre-condit ions for the 
introduction of mult iple exchange rates is that the 

entire foreign exchange trade is in the hands of the 
state or of a s tate-appointed central  organisat ion 
(state bank). The proceeds from the splitt ing of ex- 
change rates (the selling rate is h igher  than the 
buying rate) represent  state r evenue  with whose  aid 

the public debt could be  diminished. In this manner  
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the budget deficit is reduced and at the same time 
a possible source of inflation is stopped up. Apart 
from this, there are certain windfall profits accruing 
to the state through the system of multiple ra tes--  
profits which would otherwise have benefited the 
importers and exporters because of the market situa- 
tion (monopoly). These revenues can also be used 
by the state for, among other things, capital invest- 
ments to facilitate industrialisation. This has two ad- 
vantages: 

If these investments were to be financed by credits, 
Che effective demand would rise more than the ine- 
lastic offer, and intensified inflation would be the 
result; 

furthermore public investments supplement private 
investments which are insufficient because they rep- 
resent insufficient private savings. 

[]  I n c r e a s e d  s a v i n g s .  

Multiple exchange rates are used as follows to in- 
crease the domestic volume of savings: By devalu- 
ing the exchange rate applicable to luxury goods 

these are rendered dearer, the volume of demand for 
them diminishes, and the expenditure on them can 
possibly also decrease according to the price elastici- 
ty of the demand. These reductions in household ex- 
penditures lead in part to savings because the original 
buying plans can no longer be realised. 5 Whether 
or not there will be an increase in total savings, 
ultimately depends on how the state disposes of its 
foreign exchange revenue. 

The Advantages of Multiple Exchange Rates 

Apart from the above-mentioned rather theoretical 
advantages which differentiated exchange rates offer 
over  quantitative restrictions of foreign trade, they 

have yet another merit. This is that they make use 
of the price mechanism and the market forces as the 
selective principle: Foreign exchange is allocated ac- 
cording to the buyer's preparedness to pay a higher 
price, and not according to his skill in obtaining a 
licence or a quota. Arbitrary decisions on the part 

H. H e s s e : The  Part P l a y e d  b y  Fore ign  Trade in the  D e v e l -  
o p m e n t  of  U n d e v e l o p e d  Countries ,  op.  cit .  p a g e s  82. 

of the foreign exchange control authorities are 
avoided, leaving no room for bribery and reducing 
administrative costs. 

It is true, customs duties, taxes and similar imposi- 
tions also influence the price mechanism, but in com- 
parison with multiple exchange rates they have the 
disadvantage that they can be made effective only 
after long drawn-out parliamentary discussion and 
decision taking. Discriminatory exchange rates, on 
the other hand, are a matter for the executive to de- 
cide which renders their application highly flexible 
and makes it possible to carry out rapid adjustments 
to changed circumstances. 

Quantitative measures frequently have the result that 
because of the effective and permanent protection 
they afford from foreign competition luxury goods 
industries are created at home, and this means that 
the existing output potential is not put to the best 
use, but wasted on purposes which do not facilitate 
growth. This is a drawback which can be avoided by 
using multiple exchange rates. 

Protection of home industries through currency po- 
l i t ical means is in any event an interference with 
international competition. This interference is from 
the consumer's point of view less harmful, if multiple 
exchange rates are applied instead of quantitative 
restrictions, and for this reason: In spite of the fact 
that the foreign competitor carries a heavier burden 
through the unfavourbale exchange rate the producer 
at home of import substitutes must always reckon with 
the possibility that the foreign producer by increasing 
his output may succeed in lowering his price and 
thus attract the internal demand. Quantitative re- 
strictions, on the other hand, have a dangerous ten- 
dency to last and may possibly result in losses to 
the home economy. 

The Disadvantages of Multiple Exchange Rates 

The above-mentioned advantages of multiple exchange 
rates notwithstanding, there are also some disadvan- 
tages, and it still remains to be seen which outweigh 
the others. Is it perhaps due to the disadvantages 
that multiple exchange rates are losing ground and 
tend to be gradually abolished? 

e s t a b l i s h e d  1 8 7 9  
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Pre-requis i tes  for a smooth  func t ion ing  of a spli t  ex- 
change ra te  sys tem are  the  fol lowing:  

[ ]  in te rna l  m o n e t a r y  s tabi l i ty ,  

[ ]  real is t ic  ad jus tmen t s  of the  ind iv idua l  ra tes  in ac- 
co rdance  wi th  the  e las t ic i t ies  s h o w n  b y  supply  and  
d e m a n d  and  

m a i n t e n a n c e  of on ly  a few ra tes  and  for longer  
per iods  w i thou t  f requen t  a l te ra t ions .  

The  cases in which these  pre- requis i tes  exist  in de- 
ve lop ing  count r ies  are  ex t remely  rare.  

There  is ha rd ly  a deve lop ing  coun t ry  tha t  does not  
suffer to a h igher  or lesser  degree  from a deprecia-  
t ion of its currency.  This  appl ies  no tab ly  to the  Latin- 
A m e r i c a n  c o u n t r i e s - - t h e  v e r y  coun t r i es  in  which 
mul t ip le  exchange  ra tes  used  to p l a y - - o r  sti l l  p l a y - -  
an  impor tan t  part .  Inf la t ion  v e r y  quickly des t roys  the  
benef ic ia l  effects  de r ived  from mul t ip le  exchange  rates ,  
for the  in i t ia l ly  "correc t"  ra tes  soon become  over-  
va lued  so t ha t  the i r  i n t ended  e f fec t s - - to  cur ta i l  im- 
por ts  and  faci l i ta te  e x p o r t s - - a r e  diminished.  In cases 
whe re  m o n e t a r y  s tab i l i ty  is lacking, the  ex ten t  of 
the  d i f fe ren t ia t ion  exerc i sed  th rough  the  exchange  
ra tes  soon p roves  to be  too small  so t ha t  ad jus tmen t s  
to the  new s i tua t ion  become  necessary .  

This  leads to cons iderab le  u n c e r t a i n t y  among  the  
par t i es  in t e res t ed  in the  coun t ry ' s  fore ign trade.  
F requen t  changes  in the  ra tes  also lead to in tens i f ied  
shor t - t e rm specula t ion ,  mak ing  it  more  difficult  to 
reach the  des i red  objec t ives .  

To d i f fe rent ia te  b e t w e e n  va r ious  ra tes  "cor rec t ly"  is 
in any  even t  feasible  on ly  in cases w h e r e  exact  
k n o w l e d g e  exis ts  abou t  the  e las t ic i t ies  in the  supply  
and  d e m a n d  s i tua t ion  for the  commodi t ies  in ques t ion  
and  abou t  a n y  subsequen t  changes  in the  s i tuat ion.  
To d i f ferent ia te  too l i t t le  or too much is equa l ly  bad  
in its effects, for the  twin  a i m s - - i ndus t r i a l i s a t i on  re- 
qui r ing  ass is ted  impor ts  and  the  equa l i sa t ion  of the  
ba l ance  of paymen t s  requi r ing  impor t  r e s t r i c t i ons - -  
are in  confl ict  w i th  one another .  Q u a n t i t a t i v e  restr ic-  
t ions admi t t ed ly  avo id  the  p rob lem of e las t ic i ty  nor  
do t hey  lead to in tens i f ied  specula t ion,  bu t  they  h a v e  
o the r  g rea t  d rawbacks  such as the  a b s e n c e  of the  
pr ice  mechanism,  a rb i t ra r iness  on the  pa r t  of the  
au thor i t i es  and  the  c rea t ion  of chance  profits.  

A d v a n t a g e o u s  exchange  ra tes  are p ro tec t ion i s t  in ef- 
fect  and  do not  lead to the  e s t ab l i shmen t  of v i ab l e  
industr ies ,  able  to s t and  up wi thou t  p ro tec t ion  aga ins t  
compet i t ion.  The  d a n g e r  exis ts  that ,  as in the  case  

of q u a n t i t a t i v e  res t r ic t ions ,  p r o d u c t i v e  forces dep r ived  
of i ncen t ives  to g rowth  are  kep t  in a s ta te  of inef- 
ficiency. 

A n o t h e r  po in t  any  pol icy of mul t ip le  exchange  ra tes  
mus t  cons ider  is the  so-cal led "os ten ta t ion"  effect. 
This  occurs  w h e n  people- - -notab ly  t hose  in the  h i g h e r  
income g r o u p s - - p r o m p t e d  b y  os t en t a t i on  and  emula-  
t ion  take  to b u y i n g  " inessen t ia l "  and  for the  mos t  par t  
impor ted  luxury  goods a l t hough  t hey  a re  more  ex- 
pens ive ,  ca r ry ing  as t hey  do the  b u r d e n  of an  un-  
f avourab le  exchange rate.  W h e r e  th is  happens ,  mea-  
sures  des igned  to inf luence  pr ices  such as cus toms 
duties,  taxes  and  exchange  ra tes  are  power les s  to 
improve  the  b a l a n c e  of p a y m e n t s  or to a l te r  the  
impor t  s t ruc tu re  or to i nc rease  in te rna l  savings .  

Mul t ip le  exchange  ra tes  m u s t  t he re fo re  a lways  re- 
ma in  a r e l a t ive ly  r o u g h - a n d - r e a d y  i n s t r u m e n t  because  
t hey  do no t  pe rmi t  such de ta i l ed  d i f fe ren t ia t ion  as 
is for i n s t ance  poss ib le  w i t h  l is ts  of cus toms dut ies  
p r o v i d i n g  for a d i f ferent  r a t e  for each specific com- 
modi ty .  To lay down  a specia l  ra te  of exchange  for 
each par t i cu la r  commodi ty  is a p rac t ica l  impossibi l i ty.  

Finally,  d i sc r imina t ing  exchange  ra tes  requ i re  for the i r  
app l ica t ion  and  cont ro l  la rge  bod ies  of officials and  
a good admin i s t r a t i ve  system. These  admin i s t r a t i ve  
p re -condi t ions  are  lacking in m a n y  deve lop ing  coun-  
t r ies  wi th  the  resu l t  t ha t  unoff ic ia l  dea l ings  at  black- 
m a r k e t  ra tes  t ake  place, proof  of insuff ic ient  official 
cont ro l  o v e r  foreign exchange  t ransac t ions .  This in  
tu rn  means  unce r t a in ty ,  misd i rec t ion  of resources ,  
losses for the  economy  as a whole  as wel l  as shr ink-  
age in the  poss ib le  vo lume  of t r ade  and  d imin i sh ing  
a d v a n t a g e s  accru ing  from the  in t e rna t iona l  d iv i s ion  
of labour .  

Conclusions 

The sys tem of mul t ip le  exchange  ra t e s  thus  has  ser ious  
d i sadvan tages ,  which become  e v e n  g r a v e r  in  some 
deve lop ing  count r ies  w h e r e  the re  is a combina t ion  
of seve ra l  u n f a v o u r a b l e  factors.  Such factors  are:  In- 
flation, insuff ic ient  savings ,  i r r a t iona l  b e h a v i o u r  on 
the  par t  of p r i va t e  economic  sub jec t s  as wel l  as the  
state,  in tense  specu la t ive  ac t iv i ty ,  p o n d e r o u s  official- 
dom and  the  like. W h e r e  such condi t ions  ob ta in  
mul t ip le  exchange  ra tes  are  the re fo re  no t  to be  re- 
commended  and  should  w h e r e  t h e y  exis t  g radua l ly  be  
d iscont inued .  The p re sen t  ana lys i s  has  s h o w n  tha t  dif- 
fe ren t ia ted  exchange  ra tes  offer  no such ove rwhe lm-  
ing a d v a n t a g e s  over  o the r  means  of in f luenc ing  foreign 
t rade  as to m a k e  them recommendab le .  

H.  S o h u l d t  

H A M B U R G  1 

Shipowners - -  Sh ipp ingagents  
Established 1868 
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It is after all common knowledge that it is impossible 

to give a general answer to the question of what con- 

stitutes the best foreign trade policy and what com- 

bination of means is the most likely to succeed, for 

the problems to solve differ from country to country. 

Nor is the following statement new, but its truth is 

very often ignored: 

Recommendations concerning foreign trade policy are 
by themselves insufficient to solve the problems con- 
fronting the developing countries~ efforts in the field 
of foreign trade policy must be sensibly supported 
by measures at home, that is to say they must be 
harmonised with each particular country's monetary, 
financial and budgetary policy, with its policy of 
employment and production and its income policy. 

World Business Trends 

Department [or Business Trends Remearch, 
The Hamburg Inmtitate for International Economics 

Western Europe: Check to 

S o  far in 1967 the West European 
economic trend was largely charac- 
tarised by a check to economic 
activity. Although the Federal 
Republic of Germany alone ex- 
perienced a distinctive recession, 
only Italy and Norway, on the 
other hand, showed a vigorous 
growth rate still. In almost all 
countries a retarding expansion of 
demand affected investments as 
well as consumption. However, 
welcome stimulations of production 
and creation of incomes in Western 
Europe originated from the de- 
velopment of goods trade with 
economic areas outside Europe. 

So much the more remarkable is 
the cyclical stagnation of West 
European industrial production now 
lasting since the beginning of 1966. 
First this l~ad been only a re- 
flection of declining production in 
the Federal Republic and Britain, 
the most important economies. In 
the current year, however, indus- 
trial production in almost all 
countries--with the already men- 
tioned exceptions--reflected more 
or less distinctly the cyclical slack- 
ness of the market. Therefore in 
the first half of 1967 the previous 
year's corresponding volume of 
production was not surpassed any- 
more in Western Europe as a whole. 
The unusualness of such a stagna- 
tion is shown best by the fact that 
in the sixties West European indus- 
trial production never rose less 
than by 4 per cent annually. 

The expansion of productive ca- 
pacity continuing also with de- 

Business Activity 

clining investment ac t iv i t i e s -  
,although at a lower r a t e - i n  this 
situation necessarily resulted in a 
generally reduced utilisation of 
capacity in Western Europe, i.e. in 
a declining productivity of the 
capital employed. Simultaneously 
the growth of labour productivity 
--without a reduction of labour em- 
p loyed-wou ld  have come to a 
stop. The available data reveal 
that therefore in several countries 
the entrepreneurs proceeded to a 
reduction of weekly working hours. 
But above all the number of per- 
sons employed in industry has been 
reduced. 

This kind of reaction is by no means 
an unusual tendency in Western 
Europe, but also formerly it was 
as a rule one of the reliable indi- 
cators of ,an easing of cyclical con- 
ditions. Conspicuous, however, is 
the large volume of reductions in 
the number of employees. Accord- 
ing to the latest data available--  
in the main for labour in industry 
as a whole-- the number of persons 
employed with 7.7 per cent de- 
clined most in the Federal Republic 
of Germany, but efter all the re- 
ductions reached between 3.5 and 
5.6 per cent in the Netherlands, 
Austria, Britain and Sweden. It 
was less pronounced in France and 
Switzerland with 1.2 and 1.8 per 
cent, respectively. In Norway and 
Italy, on the other hand, the 
diverging business trends became 
apparent by the fact that they were 
the only countries still showing an 
increase in the number of persons 
employed in industry. 

The discharges of persons em- 
ployed in industry permitted a con- 
siderably improved supply of la- 
bour in all other economic sectors. 
Therefore in almost all countries 
the total vacancies for workers--  
taking into consideration the usual 
seasonal influences---declined in 
the course of 1967, and according 
to most recent data were frequently 
considerably smaller th.an a year 
ago. This applies e.g. to the Federal 
Republic of Germany, Britain, the 
Netherlands and Sweden. In this 
connection, it is true, not only the 
increased availability of labour had 
its consequences, but in part also 
the relatively hesitating labour 
management in non-industrial sec- 
tors, that in view of the force of 
the recession also felt strongly the 
decrease in demand. 

Since spring in most of the West 
European countries only the usual 
seasonal stimulation prevented an 
increase of unemployment under 
these circumstances. During the 
sumraer-months the unemployment 
ratio adjusted for seasonal variation 
amounted to between 2 and 3 per 
cent in the Federal Republic and 
the Netherlands--for years distin- 
guished by over-employment--and 
in Britain. For structural reasons 

alone this ratio was higher in Bel- 

gium and Italy. Thus fuI1 employ- 

ment is jeop~rdised in important 

West European countries, .as the 

"traditional" 3 per cent limit is 

hardly a recognised standard any- 
more. 

The change in the labour market 

became particularly noticeable as 

regards the employment of foreign 
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