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I. INTRODUCTIONM

The Golden RAge was the era of demand management. Oripinally
with monetary, and then fiscal policy, the goverrments of the
advanced capitalist ecorcmies attempted to erhance and guide the
accumulation process. They allocated credit, maripulated irterest
rates, and presided over a dramatic expansion in state
expenditure. As the Golden RAge erocded, and stagration replaced
prosperity, goverrmernts tried to marage the declire. Policy was
actively used to reduce inflation and 1labcr costs, erharce

internaticnal competitiveress, or mairtain emplayment.

This paper is a brief arnalysis of macropolicy in six
couritries during the Golden Age arnd its ercosion. It begins with a
general account of the structural determinants of palicy. Next we
turn to a discussiorn of policy during the Golden Age. We argue
that’ cur six countries divide into two grocups. Germany, Japars,
Frarce and Italy all pursued expansionary pcolicies aimed at
maximizing the rate of accumulation. The U.S5. and the U.K. were
less expansionary, on accourt of the interrational position of
their currencies, the power of interrnationally-criented finarce

capital, and the indepernderice of the central bark.

In the last section of the paper we analyze policy in the
wake of economic declirne. We are particularly interested in the

degree of convergence and divergerce among the six countries.



The policy differences shed light on our cwn theory of policy
determination, as well as the alternative explanaticns.

1I. THE POLITICAL ECONOMY OF MACROECONOMIC POLICYMAKING

What determires macrcecoricmic policy? This is a3 question
which has only recently come urder seriocus scrutiny. To date, the
answers have been unsatisfying. OGfters they are monocausal
explanations motivated primarily by the experience of one policy
episcde or one country. For example, the idea that policy
followed a “"political business cycle” surfaced after the rapid
monetary and budgetary growth preceding the 13972 Presidential
electicr in the U.S5. {(Nordhaus, 1375; Tufte, 1373; Willett, 1373

Teri years later this theory was passe.

The comparative politics and palitical ecoriony literatyre cn
policymaking is more comprehensive. However, it ternds tco
accumulate long lists of Key factors, such as party structure,
institutional environment, national culture, international
economic orientatior, political ideology, policy circles, ard
industrial relations structure. We are told that all of these
things matter, and interact irn a complex way. But after hurdreds
or thousands of pages a reader can be left feelirng that she krncws

less than when she was ignorarnt.

The weakress of this literature rendered it an easy mark for

colonization by rneoclassical economists. These latter—day
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imperialists wandered intc the state and praclaimed that
paliticians act jgust like homo econcmicus: they maximize their
cwrn utility. So much fer the complexity or subtlety «of

palicymaking.

Arnd of course there remain the gerneral theories which
domiviated in the days befocre policy began ta be extensively
studied. In the "Keynesiar” traditicrn policymakers are thought to
maximize a sccial welfare furnction, or to act in the public
interest. in the Marxiarn tradition there 1is a similar
perspective, except that it is anly in the interest of one
segment of society that palicymakers act: the capitalist class.

And in the Weberian traditicorn, policymakers build the state.

In the pages which fallow, we briefly sketch cur cwn answer
to the questiorn: what determines macrcecorncomic policy? We have
develcped this view on the basis of a variety of research
methaods: archival research, ecovicmetric modelling, interviews
with policymakers, and a reading of the political econcmy and
instituticral literature.! Ore of the problems of the existing
literature is that analysts have aoften relied on only orne of

these methads, which is in gerneral arn inadeguate methcdology.

iFor a more externsive discussicon of ocur research
methodclogy, arnd examples of each of the four, see cur earlier
paper, "The Pclitical Ecoriamy of Central Hankirng.”
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The first premise of our view is that there is na abstract
theory of policymaking, correct for a11 times and place. The
econcmic theories menticoned above posit  abstract behavicoral
{(maximizing) rules to explain policy. These are that palicymakers
maximize their own utility ({(recclassical), the utility cof the
public (Keyrnesiarn), and the income «of the capitalist class

{Marxiari).

These rules are either too broad to be useful, or incorrect
ar their cwn terms. The variation in policymaking over time and
among countries is far too great to validate any of these views.
Just as there is rna general account of capitalist develooment
which can explairn the particular paths of irndustrializaticr and
develapmert in all countries, except &t the most superficial

level, there is rno comparable account of policymaking.

There are great divergerces which reed to be explained. Why
are central barnkers in Ewngland, the U.S5., Germary, Switzerland,
and Finland given such wide latitude and independence, while
their counterparts in Sweder, Austria, Frarnce, and moest  of the
paor countries of the world so tightly bound to the Executive cor
Legislature? Why are soame countries willing to undergeo freguent
cyclies of inflaticrn and exchanpge rate depreciatiorn, while athers
maintain chraomically—covervalued currencies? To understand these
differences a theory with more institutional and historical

specificity is required.



By contrast, the comparative politics and political ecorncmy
literature has often introduced specificity. But oftern these
accournts are tco specific. They also tend to lack an underlying
structural account of the ecornomy or the ecorcomy-state relaticow.
PcliticalZ variables such as party structure or the culture of
pcalicymaking have been ocveremphasised at the expernse of an
uriderstarnding of the institutional features of the labor market
or how a national economy is integrated inta the irnternational
econciny . Barty structure cor palicymaking circles carrmot explain
why the PCI in Italy supported macrcecornomic austerity inm the
wid—-1970s, cr why before Thatcher, Teries in  EBEritairn enacted

expansiconary fiscal palicy.

The terndercy te wview these specific, aften palitical
variables irn isclaticn from the structure of the ecorcmy has had
two  conseqguerices, First, it is the 1likely cause of the
praliferation of explanations, special cases, ard ad hcoc analyses
which can be found ir this literature. Second, it has exaggerated
the extent to which political groups, such as parties o
bureaucracies, can control policy in a capitalist ecarcomy. Both
the direct political power of busiress, as identified by Marxian

instrumentalist theories, and the structural constraints

emanating from a market ecornomy circumscribe the latitude of

21y the marrow sense of political.
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policy. This is alsc the central flaw in the mcdern Weberian

theory of the state proposed by Skocpol (1373).

Let us state these pceints more succinctly. First, we re;ect
the use of an abstract theomry in favoer of anm account which

incorporates instituticonal and historical specificity.

Secondy, all irmstituticons are not created eqgual. For cur

purposes (the analysis of policymaking in the postwar OECD area)
there are a few kRey institutional featuwres of the ecorcmy which
are highly determinant of the structural constraints under which
policy must operate. These are the relaticn betweern firnanmcial and
industrial capital, the structural integraticr of the mnatiomail
economy into the internaticral ecoriciny , the relative power of
capital and labor, ard the structurail relation betweern the
palicymaking apparatus and the state in gereral. In  cur accoount
of policymaking, these factocrs will locen large as determinantszs of

macroceconcmic palicy.? This is not to deny the importance of more

3Tc  the extent that we have identified four factors as
determirnants of palicy, orne car describe cur view as a "gereral”
thecry. However, we believe this thecry is historically specific,
arnd applicable toc a greup of countries (roupghly the OZILD).
Fimally, lest these factocrs appear ad_ hcoo, we should note that
they are derived from a rnec-Marxian thecry of the state, wrich
argues that state activity is determirned by two factors: class
struggle and structural constraints. The relations betweer
ingustry, fimance, arnd labcr constitute the fovrmer. The latter
are the positicn of the ration in the international ecorncmy and
the structural relation  between the policymaking apparatus and
the state. 3See Esping-Rrdersen, Friedland, arnd Wright (1376) or
Geld, Lo and Wright (1375).



narrowly "political” variavles, but to argue that they must be

considered within the econcmic ervirorment.

Secondly, as cur account of policymaking during the fall of
the Goldenn RAge will  show, general macroeconcmic conditions
matter. The starnce of policy chawmged substantially as ecorncmic
performance detericorated. In the termirclcgy of the previcus
paper, the regime of accumuelaticon was altered ivm resporse ta
charnges ir the mode af regulation arnd the madel of
industrializaticn. Of course, the lires of causality among these
three levels cperates in both directions. Nevertheless, there was
a ciear shift i policy which resulted from the declive in

growth.

Let us turn now to & brief descripticon of the four econcmic

factors we have identified.

Finance and industry

Capitalist ecoromies differ substantially ivn the degree of
integraticrn betweert finarmcial and industrial (cr norn—financial)?
capital. In the United Xingdam, which has the least integration
af ocar six  countries, paniks fiwmarnce virtuxlly wmo larng term

investment irn industry, which gets furds either internally cr

4Thraughaout, we will use the terms industrial angd rco—
financial inmtercharngeably.
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thraugh family ties. This has beenr true at least sirce the
nirneteenth cerntury {Rest arnd Humphries, 1986), and has led bawnks
to have little irnvolvement with industry. Thus, firnance has
little direct econcmic stake in  industry (Hall, 13855 JEC,
1381;). The effect of policy on the tws groups often differs
significantly. The classic example is their conflicting interests

with respect te the valuation of sterling.

By contrast, Germary has the most highly integrated
financial and industrial sectors of the six countries (Francke,
15843 Nardozzi, 13833 Rybozyrnski, 13843 Lawnghor, 1385). Hanks
hold equity positions, and are highly involved in the marnagemewnt
of industry. The forturmes of industry and finarnce are more
clasely tied. With respect to policy, this has 1led to a bias,

ceteris paribucs, frcan bath industry and Finance, for

undervaiuation of the DM,

In Table 1 we present one measuwre of the degree of
integration between financial and non—firnancial corporations. In
terms of macroeccrmamic policy, particularly wmonetary palicy,

countries with more divernence betweerns finance and industiry will

favar more restrictive policy. This is for two reasoms. First,
the available eviderce shows that finarncial profitability is
adverseliy affected by inflaticon, while there i1is rno similar
relation for rnan—-financial profitability (Revell, 1373; Santori,

1386). HfAs expansicnary poalicy is  gernerally associated with



inflaticonary pressure, and palicy restrictiverness is freguerntly
are anti-inflation measure, financial corporations are biased

toward restrictiveness.

Second, in both the U.5. and the U.K., the firnarncial sector
has had an extermnal orientation. Irnn both cases, the domestic
currency is extensively used for international tranmsactions, that

* The mainternarnce of

is, it plays a role as a "world currerncy.’
caonfidernce ivn the currency has gernerally entailed wicmiral
stability. Therefore, financial interests have capposed

expansicnary policy o the grounds that it jeapardizes the

internatiornal role of the currerncy.

The relaticon betweer the policymaking apparatus and the state

In the case «of manetary policy, the relaticrn betweer the

central bark and the goverrmernt is a very significant determirant

af  palicy. Independent cerntral barnks pursue more restrictive
paiicies. {(See Epstein and Schor 13863 Bade and Parkin 13803 and

Bananian, 13983, 1387)

On the one hand, this is because independent barks are rot
statutcrily required to finance budget deficits, as  many niorn—
independert banks are. But ever controlling focr the budget

deficit, irndeperidert barks are less expansicnary.9 In part this

S5ee Epstein and Schor, 1986.
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is due ta a traditional and often statutory furction of the
central barnk: to protect the value of the cwwrency.® Eut it is
alsco due tao the fact that more indeperndent barmks are frequertly
clasely aligned with the financial sector (eg., U.K., U.S5.,

Switzerland).

It is alsc the case that the less irndeperndert barnks are
statistically correlated with strong labor movemernts and labor
parties. (See Epstein and Schar, 19856). Particular examples are
Swederi, Rustria, arnd Norway (Martin, 138635 Uusitalc, 1384). In
general, we would expect these conditions to produce a bias
toward expansiconary policies, irn order to Tfulfill tracditiconal
ObJECti;ES of labor movements and parties, such as full

emplaoyment and high sacial welfare expenditures.7

Our econcmetric research, and well as two case studies of
central bank movements toward indeperndence (The Federal Reserve
in 13531 and the Bank of Italy in 1381), strongly suppcecrt the view
that independent banks are more restrictive. In Table & we
present evidence on the degree cof irndeperndence of ten certral

barks.

6In the case of Bundesbank, cne of the most irndeperndent
cerntral barmks inm  the world, there is also a gereraliced
inflation—aversion at work, which stems from the experierce of
two hyperinflations.

7The literature contains fairly strong evidence in Favor of
this propositicor. See Camercn, 13843 Lange and Garrett, 1385,
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The structural position of the policymaking apparatus may
alsc affect the palicy mix in  important ways. For example, the
U. K. and the U.S. have both experieviced periocds of uncocrdirnated
paticy (locose fiscal, tight moretary) which have had adverse
effects <4 the econcmy, particularly with respect to
intermnatiorial competitiveress. In bath cases there is &
relatively independernt bank, and little political insulatior for
the focrmulaticonm of the fiscal stance. By contyrast, the small
Sceial Demccracies of Euwrope have been characterized by norn—
indeperdent central barnks, real wage protecticrn avd ruling labor
parties {(Katzensteir, 13833 Martin, 1386). The ocutcome has beern
tight fiscal and locse monetary policy, which has Ssucceeded in

maintaining emplcoymernt and interrnaticmal competitiveress.

Class strunple: Laber and Capital

We made referernce above ta a gereral differernce between
labor and capital with respect to macrceconcmic palicy. At =
brcad level, there seems to be evidernce for the view that in
countries where labor is stronger, pxlicy, especially fiscal

policy, is more expansicrnary.

In a cyclical context, short—run Markian models (Marx 13706,
chapter 25; Boddy and Crotty, 1375) alsco embady this view,
arguirng that high ewmployment causes & profit squeeze, which

capitalists cournter by pressuring the state to pursue restrictive
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policies. Some evidence for this view was presented in the

previocus paper.

However, there are instituticrnal features of the labor
market which recessitate a less gerneral analysis. Most important
are the specifics of the wage-setting process and the extent of
employment security. If an econcmy is  characterized by &
Keyrnesiarn wage process {(nominal rigidity with respect tao
inflation), depreciation or inflationm will ercde the real wage
and raise wen-financial profitability {Bachs, 13733 Epstein,
1385; Epstein and Schor, 1387). Therefore, capital may favor
erpansicorary policy and Labor may coppose it. Inm the Marxian case
(real wage proctectiorn), labcor has an unambiguous interest in

expansiorary policy, and capital has the reverse interest.

Secardly, if workers have emplayment security because of
statutary limitations <17 emplcyers? ability to fermirate
employment, capitalists may benefit less fram restrictive policy.
Mary Euwrcpean ccurntries ewnacted statutory limitations of this
type during the 1370s. Austerity may reduce capacity utilization
ard therefocre profitability, without generating dowrward pressure
are unit labor costs. It has alsc beern argued that expansicnary
palicy will be less effective in this case as well, as firms will
be less willivng tco hire riew workers whoa will be costly ta five,
Thus, one would expect to see less policy activism cverall where

employment security is greater.

-
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The internaticral econciny

The position of a nation ive the international econcomy will
have impcrtant effects on  policy. As we discussed abave, the
special role of fimance ir the U.5. arnd the U.K. resulted in mcore

restrictive policy, ceteris paribus. Countries which have tried

to follaow arn export—-led model of irndustrialization (Japar,
Germany, France, arnd Italy befcre 1381) often resist palicy
actiorns which appreciate their curvrencies. Finally, ivi the short
term, policy is often dictated by balarce of payments cr excharge
rate crises. The more internaticnally-integrated the ecorncny,
particularly with respect to capital markets, the more acule

these crises may be.

These are the four factors which we view as most important
in the determinaticn of policy. We turn row to a discussion of
policy in the Golden Age, irnn which we use these factors to
canstruct a sketch of macrcecorncmic policymaking v six

countries.

11I. POLICYMAKING IN THE GOLDEN AGE (1350-1373)

Amorg the six countries discussed in this volume,

policymaking did not have a urmiform character. Owing to



structural differences along the lires discussed above, the
countries divide into two main groups with respect to macropalicy
ivn the Goldern Rge, and to a lesser extent during the "Intershack
Pericd. ” After 1373, the combinatior of structural change (e.g.,
the independernce of the Bank of Italy), the degree of moretary
restrictiveness irn the U.85., and the effects of worldwide
stagnaticon resulted in an unusual degree of paoalicy canvergerice
{by postwar standards). In  this secticrn we discuss the cutlives

of palicy in the Golden Rge.

The groups into which cur six  countries divide are fFrance,
Italy, Japan and Germany on the one hand, and the U.S. ard the
U. K. .Gh the other. The Former (hereafter Group A is
characterized by more expansionary macroceconomic policy and a
more rapid accumulation process. The U. 5. and the U.K., {Group
B), by contrast, exercised considerably maore policy restraint. We
will &rgue that this differerce was primarily due to  the
irdependerice of the certral bank, the international positicn of
these two (imperial) powers, and the role that their domestic
currency played in the international econcmy. The arly
gualification to this classification is that Germany shares scome
aof the features of Group B, on acccocunt of its unusual inflation

aversicon, and the independence of its central bank.

Macroeconcmeic policy in Framce, Italy, Japarn and Gervmawny
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These ccuntries conform mast closely te  the description of
the Golden Age set ocut in the previous paper. They alil
experiernced a historically uriprecedented period of rapid
accumulation, which substantially exceeded that irn the U.S5. and
the U.K. In all four cases, policy was expansiornary and
accommodative. The characterization of these as "pure credit
money” economies has a basis in the actual mornetary policy of the
period (Rglietta, 13976; Lipietz, 1385; Glyrn et al, this vaolume).
In this secticon, we will describe some of the structural features

of these econcomies, and how they affected the policy stance.

in these countries the gerneral aim of macrocecorcomic poiicy

cdurivig the Golder: Age was to maximize the rate of grawth irv the

corporate sector. We begin with mornetary policy, and discussiar

xf the common structural features which made expansicnary

monetary policy passible, 8

8Rackground literature for this secticrr includes the
following: Franmce: Aftaliorn, 1383; Raymond, 138%; Bruneel, 1386;
Sautter, 138Z; Hall, 1386. Germary: Hermings, 1382; Derriburg,

139753 Giersch, 13733 Biehl, 19735 Klotern, 19855 Frarncke, 1384;
HKreile, 1378. italy: Rey, 138%; fAmerndcla, 1381; Hank of Italy;
Caranzs, 1383; Cotula, 13845 De Vivo, 13813 Fazic, 1373, 1380;
Ferrari, 13833 Nardczz i, 1380, 13813 Padoa-Schioppa, 1385;
Posrner, 13783 Sarcirnelli, 13813 Jassa, 1981, 1385; Monti, 1373,
1980, 1983; Addis, 139863 Magrnifico, 1983; Spaventa, 1383, 1384,
13853 Vaciago, 1385. Japar: Suzuki, 1380, 13863 Yamamurac, 1985;
Presnelil, 1973, Multi—country studies: Black, 1377, 13982a, b,
1384; Boltho, 19823 Bruno, 1385; Cowart, 13783 Hodgmarn, 1383;
Hoibik, 19735 Katzenstein, 1378; Lindbernp, 138533 Thygesen, 198&.
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First, with the exception of Germany, the central barks of
these courntries had very little indeperderce, eitheyr ta resist
firancing goverrmernt deficits, or ta enact a palicy course
significantly at «dds with that of the remairnder of  the
macroeconomic poalicymaking apparatus. (See Table 2 abave for a
ranking «f irndeperdence) The Hank of Japan was "widely regarded
as no  wmooe than & bureau of the Ministry of Finarce” {(Yamamurd,
1985, p. S02). The Bank of France, sirnce its naticralizaticrn in
1336, has beern simiiariy unable to pursue arn ivdependent course.
French mornetary poclicy during this pericd has bheerr described as
"largely an adgurnct to the Flarm.” {Thygesen, 1382). The Barne of
Italy was a powerful initiatcor and formulator of  policy, but did
ot ultimately have the desire or ability to pursuae a narn—
accommadat ing manetary policy during this pericd. its policy
cbjective was to maximize the rate of growth of investment,

particularly in the irndustrial sector. 3

9Germahy differs most with respect to the indepernderce of
the central bank. iet us take a momernt here to conmsider the
particularities of the German case. First, the Germarn experiernce
of twoe hyperinflations coreated a degree of inflatiorm—aversion
wnich was not present i the other countries. This meant that
policy was &lsoc highly sernsitive to the mainternance of price
stabpility. Secord, the Bundesbank i1s a very indepevdent central
barik.

During the Goldern RAge these differernces were not especial iy
impcrtant, because the Germarn inflation rate was so law (bhath
historically and iw compariscon to other European courntries). The
Burndesbarnk ccould accommodate demands for credit  with relatively
little fear of inflaticr. As a result, mornetary policy in Germery
was as expansionary as in the ather Group A courntries. (see Tabie
3) Indeed, the biggest prablem of the Burndesbarnk was to manaye
the conflict bhetuweern low inflaticr and an undervalued currerncy.

These differences become more impoertant after 1373, when

16



These three countries alsca shared commor  features with
respect to capital markets, industry/finance relations, and the
administrative structure of moretary policy. In all three, and
Germany as well, there was a substantial integraticrn betweers
fimarnce and irndustry. The degree of internal corporate fimancing
was low. Norne of these countries had "developed” capital markets,
irs the Anglo-RAmerican sense. None had more than tokern markets in
equities o corporate  bords, sC the degree of  barnking
intermediaticon was guite high. In Japan and Italy especially,
{which have the highest rates of househald savings in the warid),
the household sector was consistently in surplus, and deposited
its savirgs in the barking system. Harnks lent these surpluses ta
ingustry, which was in éonsistent deficit. Furtnermoare, the
financial sectors irn these countries were relatively cdamestically

ariented. 10

This structure of Ffinancing gave the central bank a high

degree of contral over coredit conditions, for & wumber of

inflationary pressures were strongest. Mornetary palicy ivn Germarny
was scmewhat more restrictive. Germarny was the first country to
move to moretary targeting, and a more "monetarist” understanding
of policy. Despite strong sccial conflict and internse pressure to
accommodate, the Hundesbank was able to maintain a restrictive
stance. We believe that this was 1largely because of  its
structural independerce, coupled with the country’s inflation
AVETrS1Cr.

1ORaymend, 138&; Hall, 13863 Epstein and Schor, 13863
Suzuki, 13980, 13863 JEC, 19813 Larnghcw, 1385; Rybeozynski, 1384,

17



reasons. First, the central bark's statutory powers over banks
were great, relative to the U.S5. amd the Ua. K. Secord,
expansicnary mornetary policy generally took the form of interest
rate ceilings, which gererated an excess demarnd for coredit from
the private sector. This mearnt that barks were corsistently
desircous of berrowing from the cerntral bank, ivn order to satisfy
icarn demand. This canditicon gave the central bamk a high degree
of leverage over the banking system. In Japan, this pherncmercon is

kricwrnr as  Yoverlcan.’ In Italy, the central bark pegged the

interest rate on goverrment bonds belcw the eguilibrium rate, arnd

administered ceilimgs or bank locans. In the Frermch and Italian
-

cases, marny banks are publiciy-ocwrned, which further faciliitated

central bank control.

Furthermore, these features alsc gave the central bark &
substantial influence cver international capital flaws.
Regulaticns on trade finanmcing, restrictions cn capital cutflows,
ang mandatory overseas borrowing were a1l potent toocls used by
these certral banks, in order ta achieve balance of payment

ecuilibrium or manage excharpe rates.

This structure alsco created a3 relative umanimity of irnterest
with respect ta exchange rate policy. Because barnks were sa
mighly involived in fivancing long term irnvestment, they retaired
& finaﬁ;iai interest in the long term prafitability of irdustry.

They had no special, independent interest in an overvalued

18



excnange rate. The model of industrializatiorn in these countries
was sufficiently ocriented to export—-led growth that excharige rate
undervaluation was fairly consistently the preferred policy
aption. As Japan and Germarny especially, moved into exterwal
surplus during the 1360s, the authorities were criernted toward
avoiding currerncy revaluations. There was no  important sector of

scciety which opposed their efforts.

The final determiviant of policy ta be noted is the structure
of capital/labor relaticns (Crouch, 13783 Flarmagars, 13833 Lange,
1598235 Gouwrevitch, 19845 Sachs, 1373). During the Golderw Age these
four countries shared labor market features which allowed policy
convergernce. Most importart was the ability of the ecoramy ta
underge rapid accumulation without sigrificant upward pressures
o uwmit labor costs. This structure corresponded to what we
earlier termed a "Keyrnesian” wage-setting process. drniike the
L.5. and the U.K., the labor movements ir these four countries
were either virtually destroayed cor sericusly weakerned in the

aftermath of the Second World War.

In Japar and Germany, the combirnation of fascism and the
pcolicies of the American {uthorities during the ccoupatiorn
resulted in company unionlsm  ang  precliuded the growtn of any

truly representative warkers! organmizations.l! In both courtries,

11The pAmerican authorities attempted to destroy whatever
resistarce movement existed ir Germany after the war. RS is row
coming to  light, they sent Nazis intc the factories to identify
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uniorms took a highly cooperative stance wuntil 1370 or after. In
Germary fram 1367 to 1963, the urnions agreed to such low wage
ircreases, in the face of rising profits, that there was an
unprecedented outburst of wildeat activity and anti-official

seritiment from the rarnk and file. {Scskice, 1378; Klotern, 138%)

In France and Italy, the postwar sitaaticry was quite
cifferent. The popularity of the wartime resistance tranmslated
inte strong support for the left and it appeared that the left
wonld dominate the trade union movement. Concerved abcout the
impact this would have on American interests, the U.5. military,
intelligence, and poliitical authorities, in conjuncticon with
representatives of the American Federaticr of Labor, undertcox to
destray this support. Allying with conservative laber  and
business interests, they sﬁcceeded iv dividing the uaraion
meevemerts  in both  countries. In each case a three-sided trace
unicr movement was created, ivn which the unicns were divided
along ideaclogical lines arnd allied to political parties. Inm both
cocuntries, the result was a weak, imternally—-divided urn:icr
movenent. i additian, the existence of large labor reserves
{(fram the Mezzogiorno in Italy, and from the agricualtural sector
and North Africa in France) created chronic slack in labcr

markets.

"commuriist sympathizers.” In Japan, General MacArthur's program
of democratic scocial relations was termiviated by the authorities
in Washington. It was replaced with policies which gave power to
the corservative elements of saciety.

20



The weakness of labcr in all Four countries meant that
expansionary macrapolicy would rnot be quickly trarslated intec
wage increases or discipline problems. Relative to the U.S. and
the U.K., the working classes were weaker, more divided, arnd less
able tca take advantage of fast grawth. The cther resuit was that
the madel of industrialization in these countries was more
criented toward the interests of capital, particulariy in Japan
and Germary.

LTR: Note to readers: There is a missing table here which will
show the degree of rnominal uriit labor cast resporsiveriess ta

cutput orowth.

It was not until the end of the 1360s that these corditicons
were overcoamne, and workers began to exercise sigrificanmt labor
mariket power. {(See the previcus paper for an extensive discussion
«of these develaopments.) At that time there were structural
changes which strengtherned the labor movement {for example, the
urii ficaticn of the Italian trade uanicrns) ang pxliticsl
aevelopments in the three European countries iMay 1368, Hat
At nmen, amnd  similar urnrest in  Germary). There was a trarns—
cortinental strike wave of unprecedernted proportions, and a real
wage explastiaorn. (See Sachs, 13793 Scheor, 13835 Scskice, 1378;
Salvati, 1381, 13853 Lacci, 13763 Regalia, 13783 Walsh, 1383;

Larige, 128&; Gourevitch, 1384; Crauch, 1378.) For the mast part,

£
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the Eurcpean the wage-—setting process was transformed from
Heyrnesiarn to  Marxian. This had predictable consequerces for

palicy, which we take up in the next secticm.

The above cnaracterization of monetary palicy is reflected
i the aggregate dats. Table 3 presents rates of growth of money,
quasi-money, arnd credit for the each of the six countries in the
stcy, arnd averages based on our  typolagy of policy. In all
categories {(nominal, real, and veal normalized by potential

cutput) Graoup A countries had substantially higher rates of
¥ Y

morietary expansicrs than Group B countries.

What about fiscal policy? Did these countries alsc employ
exparnsicnary fiscal policy during this pericd? As a rule, Grounp 7
countries relied muach less on  fTiscal than mornetary oolicy. In
Japar, the goverrment attempted to maintain a balanced budget,
cutting taxes corntirnually as grawth avtomaticaliy raised
revenuves. tYamamnura, 13585) In Germany, the use of counter—
cyclical fiscal paolicy was rnot evernr statutorily permissible umtil
the Stabilization RAct of 1367, after which time the goverrment
did use traditional Keyrnesian policies, although they were always
cornditioned by the strong laissez—faire econcmic orientation of
postwar Sermarny. (Kloter, 12835) And in France, credit allocaticr
was a far more prominent plarming tocl. OF the four countries,
onily Italy ranm & persistent fiscal deficit. This eviderce ig

summarized in Table 4. Over the pericd 1952-1373 the average

I
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gereral goverrment surplus as a percent of GDF was 0.5, with only

italy showing consistent deficits.

The actual surpliuses are only partially revealing, however,
as the rapid pace of ecoviomic growth anmd the existerce of fiscal
drag coantributed to growing revenues. Unforturnately, we do nict
have high—employment, or "structural” budpets for these ccurtries
during this whole pericd. We do have two partial estimates,
however. The Tirst, in Table Sa, is a cyclically—-adjusted measure
of the average stimulus of fiscal policy to the ecorviomy cver the
pericd 1955-55. These calculatiocns show that fiscal policy in
Group R countries wWas expansionary, with an anral comtrilibutiarn

to GNB growth of .74 percent.

The Group B countries had a much more expansiconary actual
Ffiscal starnce {average of -0.9 percent). However, o &
cyclically-adiusted basis, fiscal policy contributed aimast
nothing to the growth  of GNP (an average caontributice of 0,125

sercernt per year). 13

This eviderce, along witn the instituticonal literature, does

ot reveal a heavy reliarnce on fiscal stimulus. Indeed, amamy cur

1EEyC1icai}y—adJu5ted measures of tihe Tfiscal stance do nc
For the whole period 1350-1373.

exist ¥

i3The GECD {1384) estimates of structural budgets begin in
1370, For tne pericd 1370-73, the structural budget balance as a
percent of GDP was: France 0,73 Germany —0. 13 italy -6.5;
Japan 1.4: U.s. -d.a.




countries, the U.HK. was undoubtedly *tne most devoted to the
conscicus use of fisecal policy ta  achieve full emplaymernt.
Simitarly, the small states of Exrcape were both idecloagically and
in practice much moye committed to a Keynesian fiscal starce than
the Sroup A countries. {(Katzensteirn, 1283) On hatarce, it appears
that Fiscal opoiicy was wnildly expansiamary {torm & structural
basis) im the Group R countries. Irn Group B, the structoral
pudget contrisuted 1ittle. Perhaps the most revealing comparison
is not among these countries, but with the years after 1573, at
which point  both structural and actural bsudgets turn sharply into

defic:t for all countries except the U.S5.

We have rnow sketched the broead outlines of macroecaoncmic
asoltey ive the Solden Age and argued that policy was

systematicalliy expansionary, with the &im of maximizing growth.

is not to say that oSericd of restrictiveness were absent.
inceed, the very strengin of the accumuiation process itseif ied
to oecasicrmal  restrictiveness., In the 13%50s, balance of sayments
difficulties ied to & restrictive policy episcde in France. In
the 1360s, each of these courtries experiernced sharp recessiarnms.

(Framce in 1963~

S5, Germany in  1356-67, Italy 1in  1963-64, ard
Jagarn i 1965 These downturms were triggered in large part oy
lapor  market gressures. {Saskice, 1378) Nevertheless, trieae
pericds of restrictiveress were exceptional, and germerally quite
snocrt. he deminant  thewst  of policy was to encourage rapid

accumulatiar.

o
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Macroecaoncmic poliicy in the U.S. and the U. K.

Macrapolicy in the U.G. and tne U.HK. during the Goldern RAge
was comnsideranly more restrictive tharn iw the Group A countir-ies.
This is particalarly *true of mornetary policy. The structural
features whichn accountec for this differernce were the divergerce
betweer finance and industry, tihe indeperndernce of the cerntral
barilky, and the strong econcmic power of ilabor. We should alsa add,
narticularly in the British case, the influernce of the Heyriesian

ecorcmic thecory. Let us begim with monetary policy. 14

fAs Table & revealed, the stance of mornetary palicy in these
cwo cocumtries was more restrictive than in the Group /& cocuntries.
There are three structural characteristics which, in combinaticr,
can explain this difference. First, inm both cournbtries the cenmtral

bank is relatively more independernt.

In the U.B5., tihe Federal Reserve gained indeperncence

oo

the Treasury in the accord” of 135:, {(See cur esarliier paper on

the accord. ! The struggle over incependence was & fierce are,

v this section e lindes the
craby, 19793 Dow, 13643 Elbaum

curnd literature i
Follawing: UK.  Wood, 15833 DBla
and Lazonicl, 138&; Grove, 13673 Keegarn, 1977; Krause, 135673;
Aolliarsc, 138 1378; Cooper, 13685 Hareker, 13683 Halil,
1355, Y. 5.2 198z, 1584, 1388; Hermar, 13823 mMinto, 1989,




with gereine auvtoncmy at  stake. Orece the FED wor the ability to

set irnterest rates independent of the Treasury's resds, it was

aple to pursue poliicies at odds with those of the Executive ar

. - c= . . N X -
—egisiature. *v However, in the fight far indeperndernce the FED

wurnd it mecessary to twrn ta the commercial barking sector For

aid. This iessar, plus  the common corruntion  of
relations  betweern the regulator and  the regulated (Stigler's
canture theory), resuited iv a symoictic relaticonshis betweern the
FEL ardg the conmercial banking sectar. Gver time, the FZiNs
irncepenternce came toa rely o the poiitical clout of the ban-s.

And the banrs'! irnterestis came to be renresented by the FED.

The interest of the FED in  bamk  profitability dic rot

inte & concern Fo irGustrial

iy the ooy . {see Table Fimamcial markets are nighly
cevelapeo ir the U.B., and firms are able to raise funds a
variety of sources.

re, Degirving earlier in the century, New Yorie hac

sermae an important center of internaticnal fimance. The Bretton

rANSRnErt s iv owhiech  the U &, dolilar was a reserve
g 5

atec the growth of intermaticnal banmking inm the

a privilieged positicn on accournt of

“Tederal Reserve ircependence rematred scamewhat
clrcumseribed, nowever, as Congress always possesses the Dower o
revoke the terms of the accord.

o
o



the collar's international role. Freom a policy standpoint, this

st the central bank was devoted to maintaining the

- ; X - + ERE 4 -_———i LY : PR
international status of the doliar. 2 This entailed restricting

the intermaticnal supply of liguicity. Inflation rates comparabile

to the Group & countries {(with the exception of Germary) would be

nerate anxiety adout the dollar, could trigger & run

om the gold stock, and were therefore prablematic.

ne sitaaticon in the U.XK. was similar, aithougn greatly

-+

%

@raggeratec. The EHank o Erngland was nominally natiocnalized in

rnaticnalization was a "gr=2at non—event. ” (Morgan, 1384)
The *traciticnal reiation betweern the City of Lovican  and the Bank
continued virtually unchanged, as did Barni—Treasury reilatiars.
Thyrougs vhe famous City-Bamk—Treasury mexns, macrceconamic policy

sriented GSoward the interests of the City. 17 Even

nnland was formally cdligatec to accommocate

consensus was sufficiently pro-City

to prevent consistently expansicnary policy.

What weres the interests of the £Lity? The City had tittle

involveney with  Eritish industry. its prafits lay largely irn

5

e

Ty enditi

7
+ 3

e the parnks, the U.S5. goverrmernt alsa nad an
taining the intermaticomal role of the dollar,
o nenefit Trom seilpnorage Qains.

Lk ere
interes

because it woul

i77nere  is & sigmificant iiterature on  the Dity-Hanwk-—
Tcasury riexiis supperting this view. See Sayers, 137635 Pollara,
o -
3

i38%; Inghean, 1364

I
~}

“eegar, 1975; Coakliey, 1283; Lorgsthretn, 1379.



international commercial, mercantile, ant Fimamcial activity—--tne

legacy of Hritain’s imperiail  status. The canstant in  the

macronolicy stance was the attempt o mairntain the value of

W

sterling, as it was still widely in use as an interraticsal
currency. 18 Threoughout the Golden fAge both Labour and  the Tories

selieved that the healtn of the EZi'l:yi'3 dependec or maintenance of

the #2.80 sterlinpg/dollar exchange rate.

This commitment was problematic, however, v account of
underliying weakness in the econcamy's balance of paymerts
sasiticn, amd the large averhang of sterling balances which
rematned after the war. The combirnation of external weakrness and
expansiconary fiscal policy pernerated recurrent sterling crises
e tThe Tamous stoag-3c pattern  of macrceconcmic poalicy.
CRSEMSLIN&TY DEri1cGs were quickly aborted by balance of payments
sroblems. Ste2eling crises and pericds of restrictiveness cccourred

in 1347, 1343, 1951, 1555, 1957, 1961, througnout 1364-67. The

stvrength the policy consensus oreated by the City—Hank-—
Treasury mexus can pe seer oy the stubbcry (Labour and Tory)
commitment to  the $2.803 rate throughout the 1960s, despite its

acverse conseguences for  the econcamy. Proponernts of expansiaon

were unabie to enact the stractural charnges {2g., devaiuatian,

Bover are-third of all internaticnal trade was still
¢ in sterling in the sarly 1360s. (Cooper, 1363)

13The corsiderable contribution of the City to the balarce
[ sayments was &alsa & fFactaor irn suppovrt for  the City. This

comnitinent was affirmec by the influential Radoliiffe Commitiee Rencrt.

v
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sectors,

interrational

sustained exparnsicon. As the data

show, the expansionary fiscal policy

ideclogical commitment to  full

by e simultarecus cammitment to the

he U.®. alsa differed from the Group A

to capitai/labor rela th courntries

Wworid War with the power of Labor

War adversely affected the political

goth cocuntries workers retainec significant

flacr power. This asymmetry {lapcr market

had important policy consegquernces.

more upward  pressure on uanit labor

Groug A countries, which gernerated a bias

+
v

ctiverness. At ne same time, Labor's

not  sufficiently strong ta  capture the

apparatus.

both smoretary and fiscal policy show, the

cormsiderably less expansionary policy than

They had less integrated financial and

meee independent cerntral banks, nore

.
in}
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working classes, and were th attemopting

currercy. In cur view, these
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structural cdiffesrernces are largely determinant of the policy

variation.

Before turning o & discussion of policy after 1973, let us
briefly adcdress the questicn of policy irdeperdence. Giver the
domimant positionn of the U.5., did cur other six couniries have
the abiltity to conduct  autoncmouws policy? While there is
disagreement on this issue, we have come to the wiew that there
was considerable latitude. In some cases, this was on accourt of
an  2xtensive  regulatory  apparatus, especially with respect to
Fimarcial flows (Japarn, italy and Frarnce). Regulatory iwmsualation

ant undeveloped capita: markeis pave authorities the anility bto

covduct more avtancomons poalicy. Of course, pericd external corises

might oocour, the data shows that these were infreguent.
Sermary ard the Y.X. had far Ffewer regulatiocns. In the U.K.,
the goveryieent nhad cnly & minimal regulatcry nreserice in the
Citys, becanse it is believed that regulaticm harms the City's
asility ta compete iv  imternaticrnal finance. I Germany, the

strengih of liberal ecomomic ideclogy was important. Rs we noted

a

nove, the L., had little policy latitude, but this was  due to

mranlers intrinsic  to the BEritish sconomy, rather than the force

of

icy. The Cerman  authorities took the view that

fmerican oo

rad iittle policy latitucde (maintarming, for example, that

they weve unablz to sterilize in the late 139860s). However, ithe

[}
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econchnetric svidernce does ot support their claims (Thygesen,

18582).

IV. Policy-Making in the Aftermath of the Golden Age (1373-1386)

In PBugust, 137:, President Nixon closed the gold window and

let the dallar flocat. Mare tharn any other evert, the breakdown of

Hrettor Woods

at the level of the isternaticonal

ECOTICNRY § the encd of the postwar "regime of accumula

o
o
o
=
T
»
i

tmternaitional envirornmert for macroeconcmic  policy had radically

charngec.

That chargé is often characterized as the movemernt Troum

TFireg” to MFlexible” exchange rates. EBut while those twa

regimes differ in important ways, the change represented by the

breakdown of Bretton Woods was mueh more basic: it reflected the

declive of U.5. hegemcry.20
Eﬁccordihg T reigning  wisdom, the move to  Tlexibie
exchange rates and the deteriocration in the macrocecocwmcmic

anvirorment were  both good  rews and  bad:  the trade-offs mignt
have worsened, but, according  ta  proapovents, flexible excharge
raTes zave wonetary  authorities wmore  "freedon to cnoase”,
{Friecmar, 1331)

While macroecancmic authorities may have initially believed
that floating rates would give them more policy autormomy, 1t soarn

necame clear tnat such freeacm was largely iliuscry. i most
courtries, the freedom of flexible rates was urndermined by the

high level of cpeculative internaticral capital flows, whicn
drove depreciating currerncles iviteo E viciaus cyecle of

]
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Without understarding that basic cnanpge, the two other major

alterations iw the intermational envirorment are impossible to

uriderst and. ne gericdic attempts of the United States to
generate depreciations in its exchange rate to improve its trade
Salance——a Dpaiicy urheard of in the S0's and &2's—— appears
incomprehensitle. Arngd the dramatic ivncreases in oil prices irn
1973 and 1372 appear, like the breakdowrn of Brettor Woods, to be
simply exagencus "shocoks.” Yet, they were the direct result of
the inability of the U.&. to send the "pgunboats” to contral the
arice of «il.

Just as the decliine of the United States {armd with 1it,
Bretton Woods) and the massive increase in oil prices altered the
internaticonal envicovment for macrcecornomic policy, the breakdown

iv domestic capital-labor relatioms (see the previcus chaster)

encrmeusiy complicated domestic macroscconomic palicy. in
cocmbinat ice, charges in these key structual factors—-—-capital-
labar reiations ania the courntries? pasiticns irr the
irnternaticnal ecorcamey— radically altered macroecorvicmic policy in

the aftermath of the Bolden Age.

deoreciaticn, inflaticn and more depreciaticr. These floaws, in
combimaticrn with the declinming position of the dollar in the
worid ecornomy, witimately vitiated the freedom of Flcating rates
for- the U5, as well, as pecame painfully clear during the caollar
crisis aof 13783-73.

2]
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For courntries whose policies during the Golden Rne had beern
gernerally accammcdating (Group A), these charges greatly reduced
the berefits from accommocdaticon. For Group B countries, {(the U.S5.
and U.KX.) these changes dramatically altered the corduct of
poclicy. They irncreased the bevefits of exparnsionm for the U.S.
while retaining importarnt contracticmary foarces, thus making U.S.
policy similar to the U.K.'s stop—-go policies of the S0's and
6l s, For the U.K., these changes ultimately reinforced the

aorntractionary aspects oFf macroecornomic policy.

For  Broup £ countries, the breakdown i capital-labor
relations meant that further mornetary accommodaticr would lead to
reducticrns in the cost of job loass and either & profit sgqueeze oo
Nigher inflaticorn (& rerntier squeeze). The «il price increases
raised the comestic price level, thereby threaterning real wage
reductions or, in their absence, a profit sgueere and & wage-

orice spiral, implying the reed for cantracticrary poalicy.

At the internaticoral level, for Broup A countries, the oil
Arice inceases, combined with the chamged intermnatvional position
of the U.5., reduced hoth the desireability and the possibility
of  pursuing urncervalued excharige rates through wmarnetary
accommodaticon. Countries highly deperndent on imported oil, like
Japari, wculd berefit fram exchange rate revaluations. As
uncervalued exchanpe rates became more problematic, the attempt

by the U.5. te  improve its trade balance throcugh depreciatior



meart that urndervaluations would be more difficult toe achievs
without highly expansiconary monetary policy which could greatly

irternsify the profit—-sgquesze or rentier-sgueeze pwablems.al

These changes in the irternaticnal envirornment and the rnature
of capital labor relatiorns reduced cr evern reversed the positive
effects of expanicnary policy on prefits for the Group 23
courtries, &2 By the early 1380's, all of these countries, with

the important excepticn of Frarce, were pursuinmg contractiacrnary

policies o bolster profit rates. {(Llewellyn, QOECD, 1383, o.

. And France was mot far behind.

Zefore policies converged in the late 70's and early 80's,
towevey, there were important differences. These differernces
can be explairned by differences in the other structural factors
listed in parts 11 ang I1I above. Germany, with its imdeperdernt
central barnk, tighterned First, well before the increase irn ool
T

prices. e ather Group A countries, cri the cther hand, lacked

211y any case, increasingly mobile internaticonal speculiative
capital made it extremely cifficult ta hit excharge rate targets,
srcolematic as they had became. Arnd highly speculative fimarmcial
flows meant that the current acccocunt comstraint, already binding
For a wuamber of courtries becauwse of the large increases in i
biilis, was greatly tighterned by speculative cutflows through the
capital account. See be

285 noted above, all group A countries had close relations
betweern :irdustry arnd finance, sa corporate profitability is the
wajcr abjective of macroceconcmic  poclicy except  whern left-wing
governments are ir pomwer where the central bank lacks
indeperdernce.

7]
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indperncent banks. Faced with the U.S. excharige rate deoreciatior,
and fearing the trade and deflaticrnary effects of revaluation,
Italy, Frarnce, and Japan pursued accommcdatinmg moretary palicy to

aveid revaiuation.

Eut the irncrease of o1l prices in late 1373 created more
divisiaons in the group. Japar, whose dependernce or foreigm il
was greater than other countries, was the rext to pursue tight
palicy. France and Italy, on the ather hand, with irntegrated
centvral barke armd politicaily powerful laber and left wing
sarties, pursueed expansionary  palicy ta  induce depreciatian,

ercde real wages and increase exports.

The internaticnal and domestic macroeconomic changes already
described, and the mornetary policy responses to them, ieg

siowdown in  ecornomic  growth  in the 1370's, The ecorcomic

slowdowr, combined with increases in "Welfare State” related
goverrment spending ivi marny countries, meant that many of the
Bourp A countries became faced with larpge structural budget
deficits. {See Table 6). Palitical cowmflicts aver the budget

aecame intense, and the deficits, under parliamerntary control,

praved extremely cdifficult to alter.

In this rnew context of large budget deficits, Group A
governments attempted to  Find alternative mearns ta tmpose

macroeconomic  discipline.” These toaok two mairn forms: the

5
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direct attempt to subordinate fisecal policy to monetary noliicy,
usualiy by imposing monetary targets (Germany, Japan, Italy); and
irdirect attempts to subordirnate fiscal policy to mornetary poalicy
by pegping the excharnge rate to a strong currency (Frarnce,
Italy), or Dy submitting crneself toc an IMF  stabilization program
{Italy). In the case of Italy, these were supplemented by an

institutional change wh

ch ecreated a wmore independent central

parnik.

The United States and the Urnited Kingdom {(Broup B countries),

alec fournd themselves in changed circumstarnces. The charnged

positicn of the U.B5. role iw the international memetary and
tracing system mearnt that its policies would become more similar
ta the British stop-go policvies——vacilliation betweer trying ta
take advantage of its rmewfournd monetary freedom ta sclve its
trading weakness througn depreciation, and trying to reassert its
"traditional” irternaticnal  role thraugh tight morey and

appreciaticn.

The United Kirngdom's internatiornal positicrn had alsc changed,
but much earliier. The Devaluaticornn of 1267 greatly altered the
percepticn that Sterling had to be deferded at all cast, {(Ccakley
and  Harris, 1383, S Z3), pavirg the way for the U.K.'s
accomnodating porliicies itn the early 13790's. But like many of the

Group A countries, the stagratiorn of the severnties led ta

0)
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burgecning oudget deficits. With the help of the IMF, in 1376,
the U.HK. subordinated fiscal policy ta monetary palicy. By the
end of the decade, with DbMargaret Thatcher's electiaor, the
ceremittment Yo high employmernt  which had characterized one poale
af the “stop—go” of the 1330's and 60's, had beer abarndcored.

{Buiter and Miller, 1383).

By the middle 1380's, pclicy diverpgernce has agair beccome more
proncunced, especially betweern the U.5. whaose monetary and Tiscal
solicies are more expansionary and the Eurcopearn countries, who,

for the most part are pursuing conmtractionary poelicy.

Thus, macroeconcomic policies in the gecline of the Golden
Age nave gane thyocugh three shases. Ivn the first phase, (1373-
7)) there was & large divergence of policies among cur six
coumtries. Same pursued accommadating paolicies while others were
more contracticnary; indeed, most countries experiernced bouts of

soth.

iri the secand phase {1380-1368&), there was a remarkable
coinciderce of restrictive policies among the six countries (with
the importarnt exceptior of France under Mitterrand). In the final
phase (1383-presernt), there has again been pclicy divergerce. The
U, 5. especialiy has pursued more expansicrnary fiscal and monetary

nolicies than the other five cauntries.



What car explain this divergerce, canvergerice and tThen
divergernce? The structural factors we cutlirned earlier—-—altered
by the decline of the postwar accumulaticon regime——largely
account for the pattern. Where business-criented goverrmrernts
remained in power, ar  the central bank had a good dea. of
indesendence, palicy was aimed at the preservaticr of
profitability in  the relevant branches of capital. Changed

circunstarnces, however, changed policies.
k) 3 =

We will rnow discuss maorceconcmic policy iw the decline of the

Q@

cicen Age in more detail, developing the themes described above.

Macrcecornomic Palicys 1973-78

Table & azresents summary measures of monetary and fiscal
stance 1w the six  countries. These measures are based om &
variety of monetary irdicators and o styructural budget
estimates. Thaugh urnavaidably subject ta alternative

intergretation, swmiarizing these policies is rnecessary to make

cur discussicon manageable. &9

Foaiiley iy Trance, Sermarny, Italy and Janar

o
=4

“See the apperdix for a presentation and discussicn of the
data underliying this tabie. Interpreting the mormetary datas is
particularly praoblematic since different measures oftern give
different indicatiacns of the stance of policy. This i
esdecialily true of the pericd urnder study because of tne
tremendous changes in the firnamcial systems of marny countries,
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Germany applied restrictive mornetary policy well ir advarnce of

the increase in oil prices due tao  increased fabocr  market
pressure.
Fiseal policy soon followed. (BIS, 1373/74, pp. S53~57). With the
«il price explosion the Buridesbarnk orly ircreased its rescive to
tighten further. In a showdown with the trade unioms in 1374,
the Bundesbardk, evidently with the support of the goverrment,
insisted on  restrictive poliicy, despite labor's gemarnd fcr more
expansionary palicy. (Kloter, p. 386) The Burndesbarnk began ta
anmounce moretary tartgets, the first country to do sa, arnoan
attempt tc subercinate fiscal policy to monetary palicy. This
cecame particularly difficuwit arnd i1important as the goverrment
bucget fell inta ceficit.

Fiscal policy Turned highly expansionary it 1975, with the
structural DbDudget deficit ircreasing by 2.%% of Botential GNP
aver the previous year. {Price and Muller, 1385, Table 2.) Fiscal
palicy remained expansicnary aver the rext few years, though less

5.

As the dollar began depreciating in the micdle 70's3, the
Eurdesbark, concerned about lasing competitiveress, allowed the
morey  supply to  overshoot its target toe avalid excessive
Deutschemark appreciatior. Eut fearing &n excharnge rate crisis,

the Bundesbank turned highly rvestrictive in 1373,



Japarn, ori the cther hand, pursued expansionary moaretary pcoclicy
in the months preceding the first il "shocok”. Japanese monetary
and fiscal policy was expamnsiornary in the early 1370's, initially
tao counteract the recessicn of 136%-70. Later, wheri the dallar
was devalued in 1371, Japarnese industry resisted revaluatiorn arnd

manetary poclicy remained accommodating. (0OECD, 1385, p. 46).

The large increases in money and coredit during this pericd,
together with the il price increases, was accompanied By what
nas become krncwn as the "Great Inflation”. {Suzuki, 13886, p. 1322;
Hagami, 1984, p. 73.) Ry late 1373, in response to the oil price
INCTreases, the Barik of  Japar increased its guantitative
restricticones {"window guidanmce”) and by 1375, "price stabilizy”
bsecame, Tor the first time in the post-war pericd, the main goal
of mometary policy. {(GECD, 1385, pp. 48-43, Suzuki, 1375, HKagami,

1384.)

Thus, Germarny &rict Japari pursued restrictive moretary
policies, with cccasiomal bouts of expansicr. Their starce is

corsistent with the structural facteoers previcusly descoribed. EBoth

courntries have a strong external crientation and close
connections between finarce and industry. Industrial
profitability is of the utmast concern. Thus, restrictive

policies to constrain the power of labor must be tempered by
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efforts to prevent exchange rate appreciation. These imperatives
directed policy of these ccountries in  the 13950s ard 1360s and

contivmed to do so in the 70s.

In Italy, monetary pclicy during the 1370s was expansicrary,
ta facilitate lira depreciation. The structuwral factors
explaining this stance were & mon—indepewndent central banmk {until
1361), close cormecticrns  betweerns firmance and  industry, and
exterralily—oriented irndustrial capital. The other coritical
develoomerst was the strengthening of the Labcr movemernt, bath
pelitically and econcmicslly, such that it was able to forestall
sericus austerity measures. The unificaticon of the trade urnions,

L

]
i)

tatutory creation of Job  security, the growth of sccial
welfare expenditures, armd the threat of a Commurdist electoral

victocry made restrictive palicy nearly impossible. &%

France, t o pursued EXPARNSIOMETY, cr  at least, "stop-ga”
pelicies im the initial aftermath «of the first «il rice
increases {(Sachs and Wyplosz, 13986, pP. 268 and Sautter, 1382,
0. 450)., These poalicies prompted Framce to twice leave the
Euwrapean snake and devalue. its moctivations were simiiar to

Italy's. Fiscal policy, which had been contracticmary throughout

s

e 70's, alsco turrned expansicrary in 1375, with the structural

245ee Epstein ang Schor, 1987.
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budget deficit increasing by 1.1% of potential GDP betweer 1374

arnd 1375. (Price ard Muller, 1383, Taole Z.)

By 1376, hawever, with rising inflation and urnemployment and a
change of goverrment, Prime Minister Barre pursued an orthodox
stabilization plan—palarncing the budget, maintaining & strong
fravc and tight o neutral monetary policy. (Sautter, 1382, pp.
467-68, Sachs and Wyplosz, 1986, p. &68.) In the process, Harre
led France into the Europearn Monetary System (EMS) which tied its
maretary policy {ancg ultimately Mitterrand) to  the mast of the

Burndesbanik. (See below.)

Yoretary Foligy in the U. 5. and U. K.

in the U.S., the 1lass of trade campetitiveress in the late
1960s and 1370s led to a political shift  favoring domestic
irndustyy. During the Nixan—Ford-Carter pericd policy favored
domestic, erport-oriented capital. {By contrast, the Kermedy—
Johrnscar  and Reagan RAdministrations were more sernsitive ta the
interests of multirnaticrmal barmks and corporations.es) Rfter 1971,
restoraticn of the U.5. trade pasiticn became a high pricrity.
Givern the apparent nominal wage rigidity duwing the late 1370s,
and the advent of flexible excharge rates, expansicnary pcolicy

atter 1374 led ta a depreciatior of the dcollar, & decline of real

=4

S5ee Fergusaorn and Rogers, 1386.
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wages arnd a halt ta the deterioration of the trade positicn. As
such, the mcve to flexible excharge rates in the U.S. created a
carflict between firnance capital, which was still interrnaticrnally
criented and anti—trnflatiornary, and comestic industry. This
carflict, combined with the scmewhat circumscribed nature of the
Feceral Recerve's indepewncence, led toa an expansicnary movetary
palzcy. This expansicn was inconsistent with the structural
cornctraints facing the United States, 8} particular, the
internaticonal role of the dollar and would rot persist for an

exterced periad of time.26

The U.K. atttempted reflationary policies in tne early 70's,
prior ta the il price increases. I1f the devaluaticn of Steriing
ir 1967 had placed a nail in the coaffin of the old hard sterling
cocaiiticrn, the Breakdowrn of Brettorm Wocds buried it. 27 Moretary
anc fiscal policy were expansicnary in the early 70's ivr the
apserce of the ald sterlirg cornstraint. But with a nhigh degree
of rewly won wage indexaticr, and highly mobile interrnaticnal
capital, the gaverr=mernt had lost its appetitite for exparisicon by
1378, Fiscal policy turned caortracticnary. frd 1376, with the
sigriing of a letter of intenmt with the IMF, manetary and fiscal
palicy turned contracticnary, paving the way for  Margaret

Thatcher. (Surrey, 1382, pp. S548-55&).

265 more details, see Eostein{13981) and Epsteir and Schar

277Thecugh Margaret Thatcher's goverrment may have dug i1t up.
See below.



Macrogccongmnic Policy: 1979-1382

As Table & indicates, betweer 1377 and 1382, monetary poliicy
was contractionary in most of the six countries. Onmly in France,
after the electicn of Mitterand, was expansionary policy pursued.
Fiscal poalicy was expansionary at the begivming of the pericd in
mest countries. With the exceptiornn of +the United States and
Italy, hcwever, fiscal policy became mcre restrictive by the ernd

of the pericd.

This restrictive poliicy was holstered by important
imstitutional charmges irn palicy making. By the end of the per:icd
in most countries, the imstitutional stature of monetary pol:cy
was enhanced in an attempt to give it dominarnce over Tiscal
nelicy and to sipnal the demise of  the cammittment to fuil
emplaymernt. {(Chouragqui and Price, 13984; EBuiter arnd Miller, 1383;
Meek, 1383.) Ir &ll countries this was represented by the move
to mowmetary targets (Germany, Frarnce, Italy, Japarn, U.5., U.K.).
Mornetary targets &llowed cerntral banks to  engireer dramatic
increases im  interest rates without taking responsibility for
them angd to reduce or eliminate their committment ta high
employment policies. In scme cocuntries, these were supplemented
oy a coarmecticn betweers these targets and fiscal policy {italy,
U.K.D, in others they were strongly balstered by pegging the

exchange rate to a strong currerncy {(Frarnce, Italy), and firnally,
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ivs the case of Italy, an important increase in the indeperndernce

of the central banmk. (Epsteir angd Scher, 1387).

These attempts to take movmetary policy out of the realm of
democratic cortrol@8 succeded with varying degrees. in ail
cases, haowever, they helped ta praovide the political mecharnism

for contraction.

Solicy im _the U.S5. and U.K.

In the U.K. the electiocn of Margaret Thatcher brought a
dramatic chamge inm  policy. Her goverrnment, buildirmg o the
agreement with the IMF 1in 1375, instituted & Medium Term
Firnancial Strategy (MTF5), the geal of which was to brirg dowre
the Public Sector Borrowing Reqguiremernt (BSER) over a rumber of
years, making that regquirement comsistent with monetary targets

mery

for sterling M3.57

Technically, the palicy has had problems. Targets far
sterling M3, expenditure and the public sectcr  borrowing
requiremnent Have &1l been aovershot. Eut despite that, the

280r to further insuliate them from control in  the Germany,
U.8. arnd U.K.

Z95ee Buiter and Miller, 19813 Buiter and Miller, 13983,
Kaldor, 1982, ; fArtis and Bladern—Hovell, 1387.
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goverrment has succeeded in making fiscal paxlicy very tight.
Price ard Muller estimate that the U.X.'s structural bucget
surplus irncreased by 6.6% of potential GDP  betweern 1373 and
1381, 30 Mometary policy has beern more difficult to assess.
Sterling M3 has greatly avershot its targets, and most measures
of monetary policy have beern guite expansionary. {(See Table 6).
Gw the other hand, other indicators pgive a different picture.

Ex-ante real interest rates were quite high in 1980-13982.3! FReal
exchange rates were alsco extremely hnigh. Thus the ERank of
England may have allocwed the money supply to overshoot targets
givern the other signs of fimancial stringency. In any case, by
allawirng urnemployment to dramatically increase, the gaverrment
made the ;mportant patnt: nigh employment wauld no lorniger te a

policy concern {(Buiter and Miller, 1383, Kaldor, 1582).

irn the United 3States, there was little doubt about the
stringency of mormetary policy after 1373, Pricoe to 1379, as &
result of growth rate differentials between the U.5. and ats
trading partrners, and the evidernt desires of U.S. «officials, the

doliar depreciated dramat ically against most forexgn

30Fcr other estimates see Euwiter and Miller, 1383 and Artis
ard Bladem—Havell, 1387, and the referernces cited there.

3lpapadia, 1984, estimates them tc have been 3.26, 5.77 arnd
5.0 percent im 1360, 1381 and 1382, respectively. See Buiter and
miller, 1383, for arncther estimate.
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currencies. 9= These declines led to accelerating inflaticorn in

the U.5. and further speculative attacks &gainst the dollar.

Ir the spring of 1973, the second cil price rise cccourred. In
August, FPresident Carter appointed Paul Voalcker, a barnker's
pariker, to head the Federal Reserve System. In October, irn the
face of & full-filedged corisis of confidermce in the dallar,
Valcker armounced a dramatic change in  policy. Ky piledging to
target moretary aggregates rather than interest rates, Volcker
sigrnallied that he would allow interest rates tao rise as high as

they rieeded to restore the value of the dallar.

The speculative attack cr the dollar in 1378-1373 erdarigerecg
tre internaticonal role of the dollar. Paul Volcker was brought in
to restere confidence irn the dollar and rescue the international
moretary system. Restoring canfiderce entailed rnet owly
restrictive policy, but alsc a reasserticn of the indepernderce of
the central bark. This reguired a strong and independent
Crairmar, who would be welcome iv the banking community. Policy
after 1372 is attributable toc the reestablishment of de facte
Federal Reserve independernce, with the cld coalitiorn of bankers

i tow.

3%5ee Epsteirn, 1981 for a discussicn of U.S. moretary policy
during this perica.
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Thus, in the U.S., the palicy of the middle severnties had beers
an aberratiorn, as it threatered two impartart structurail
characteristics: the dependerice of the Federal Reserve ocn the
barking system for palitical suppeort, and the structural rolie of

the dollar in the intermational moretary system.

Scligy in france, Germany, italy anc Japan

The tight movetary policy by the Unmited States after 13795
conditicned, though it did not detemine, the policies pursued by
the Group A countries.

In the case of Italy, the central bank increased its
independence. The Banca d'Iltalia fought for and wor indepencence
with respect ta financing goverrment deficits.33 It alsc jo:med
the EMS and proceeded with the integration of its capital markets
inte the EEC. These measures coreated both the structural
possibilities and institutiornal pressures for a more restrictive
monetary policy. Ry 1380, with the workers' lass of the FIAT
strike, the power of Labor had beerr decisively weakened

pelitically facilitating conmtracticonary policy.

335ee Epstein and Schar, 1387 cr Addis, 1986.
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in Japan and Germany, bath moretary policy and fiscal pelicy
moved in a highly caontractionary positicon after 1373, Betweer:
1373 and 1388, Japar: reduced it structural budget deficit by 2.1%
of potential GDR (Price and Muller, 1383, Table &), and Germany

by 1.4%4 of potential GDP  {(Price ang Muller, 1385, Table

I

).
Accocrdinmg tao Suzuki(1386), the Japanese monetary authorities
remained committed to fighting inflatiorn, as did the EBurndesbank,
with most measures of the real morey supply declininmg betweers

1373 and 1382, {8ee the appendix, and Table 6).

Giverr the indeperndence «of the Bundesbank and the relative
irtegration of the HBank of Japan, one might expect monetary
policy ta have beernn more restrictive in Germany than Japarn.
That does not seem to be the case, however. Suzuki (1378) has
suggested that im 1975 there was a regime charnge at the Barnk of
Japarn such that it begar to stick ta an "eclectic” monetarist

rule, erhancing the auwthority and autorcmy of the central barik. 34

There may be cother axplanaticns  for the degree aof
restrictiveness in  Japan. Ore possibility, consistent with the
analysis of Yamamura (1985), is that the Bark of Japan was acting
i coaliticrm with the policymaking apparatus (MITI and the

Mimistry of Finance) and irndustry, against the agricultural

34 However, other studies have called this change into
deoubt (Hutchiscon, 1386).
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sector. Duriwg this pericd, the Liberal party gave large
subsidies to rice growers, irn order to shore up a rapidly
detericrating electocral base. These subsidies cormtributeo to
large fiscal deficits. The Bark may bave been trying to stand

against the fiscal stimulus.

Ancther explanation is that the growing internaticnalization
of Japanese capital markets may be leading to divergence between

firarce and industry.

Serhaps most likely, the dramatic increase in Japan's role irn
the international ecornaomy meant that it could ro lornger igrnore
its behavior on the rest of the world, i.2., it could no longer
act as if it were a small courtry. (Suzuki, 1986, Chapter 1.) As
such, Japan has had to be careful riot to appear to be tryivng to

pursue an undervalued excharmge rate for fear of retaliaticrm. 35

Cnly Frarmce pursued an expansionary poelicy during this pericd
with the electicr of Mitterrand in 1381, That policy was

reversed, haowever, withirn a short pericd of time. 36

395ays the OELD survey of mornetary policy and exchange rate
mariagemernt: Althcough the Yew recovered late in 13832, the current
account strengthened and inflaticn remained low, concerrn about
arotectionism in major trading partrners has diminished the scope
for any relaxation of monetary policy which adversely affect the
Yen. (OECD, 13985, p. S0).

380n this pericd see Petit, 13856; Sachs and Wyplaosz, 1386,
GECD, 15985) arnd the refererces therein.
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Mitterrand's policy has beern described as overly expansicnary
and demarnd crierted. 37 Yet Petit, {1366 arnd Sachs and Wyplasz
{1386) have shown that fiscal policy was anly mildly expansicnary
arnd quickly reversed. Price and Muller estimate that irn between
1380 arnd 1382, the structural budget deficit expanded by abcut
1.6 percent of poterntial GDP. Arnd the evidernce on mornetary
policy irndicates only & brief expansion since it had to be
pericdically tightened to stave off severe, pericdic, foreign

excharge crises.

mMitterrands’ poalices were reversed within two years. The
carrect explanaticr foar the palicy failure is highly
carntraversial. Eut there is little doubt that the attempt to
expand while the rest of the cocuntries were contracting, worsered
the current account and contributed tce a flight from the

franc. (Fetit, 1986, Sachs and Wyplasx, 1386).

But the pericdic currency corises which witimately tied
Mitterrrand’s hands were also praabably induced by capital
st~ike against the income redistributing policies of  the
Mitterrand regime. (Petit, 1986). Exchange cantrals, which were
progressively tighterned during the pericd, helped but were
ultimately hindered by the decisicn, inherited from Barre, and
ratified by Mitterrand, to  remairy within the EMS. (Sachs and

Wypiasz). Even an integrated cerntral bark and capital controls

375ee Cobham, 1986, and rumercoud popular accounts.
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were not sufficient to give policy autorcmy in a contracticrnary
international envicrrment, characterized by capital flight, whers

ars excharnige rate committment to the EMS was maintaired.

Balicy After 1382

After 1982, palicy diverged agair. The more salient
divergerice is betweern the U.S. and the cther six. Palicy in the
U. 5. was significantly more expansicnary. Among the other five,
the palicy starnce differed. Meretary palicy was expansicrary ir
Japart in lirne with the U.S. Fiscal policy was expansiconary in the
U. K., neutral in Germany, arnd comtractiomary in France, Italy and

Japar. 38

What explaivns the post-1382 divergernce? For the U.5., the

resumpticornn of moderately expansiconary monetary policy reflects

3Bucmetary policy ir  the UK is still difficult teo
interpret.

One 1llustraticrn of the policy divergence is the estimated
impact of moretary and fiscal policy on uremployment, halding
carnstant cther factors such as real wages, and competitiveness.
According ta estimates by Johw MeCallum  (1386), for  the years
1373-1384, pclicy had a regative effect on emplayment in every
country but the U.5. (See Table 7). U.S. fiscal and mocretary
policy after 1388 became exparsionary. Clsewhere, there was more
restrictiverness.

4]
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the contirming structural factors: the internaticral raole of the
dallar and the needs of commercial banks. In 13982 Mexica
suspended debt payments. It became clear that the profits of a
rumber of large and medium—sized barnks depernded on a rescluticrm
c«f the emerging Third World Debt problem. To facilitate that
rescluticorn & reduction in  interest rates and an ircrease in the
werld growth rate was necessary. Therefore, Volcker abarndored the

moretarist facade and began toc act as a lernder of last rescort.

The corntinued restrictive policy on the part of Germarny seems
ta result from a perception that capital—-laboer relaticons have not
beers restored arnd that exparnsion will only harm prafits. Other
Eurapears countries, haviwng Joined the EM5, are rcw tied to the
Sermarn policy. Thus, previous attempts to bolster the insulation
of monetary policy from demcoratic corntrol may now  be hindering

expansionary pelicy in scme countries.

Altervative Explanations

We have argued that macrceconcomic policy in the decliine of the
Gzeldenn  Age reflected cammonalities and differences. The
commaonalities amormg policies can be  largely explained by a
nreakdown  in the capital—laber relatiorns characterizing the
Galdern Age. {see previous paper) The waves of labor militance,
real wage explasions, ang political mobilizations of  the late

1360s and 1370s led authorities to seek restrictive policies.

w
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Hoewever, in terms of our cther three structural determinants of

policy, differences among the countries remained.

Thus, 1 our view, morietary and fiscal policy responded to
the same underlying structural factors as during the Golder Age.
important structural charnges however, led policy to take some riew

forms.

There are certainly other plausible explanaticonms for the
rature of macrceconcmic policy during this pericod. Ome is that
the early policy differences reflect experimentation irn a new and
uricharted envirorment. By the ernd «f the pericd, all courntries
agreed o the one set of optimal policies. Accarding to tnhis
view, structural differerces are unimportant irvn explairing

macroeconomic noalicy.

A secocnd view is that by the end of the pericd the
international integratiorn of goods and financial markets was so
great that central banks counld net pursue independernt policies,

particularly when they entailed divergence froan the U.S.

While these views may be appealing for the pericd 1973-82,
they caroict acccount for the post—1982 divergence. They are alsc

vuinerable tc more specific criticisms.



To a certain extent, the internaticornal constraint view and
the one optimal policy view can be related. If the itwnternaticonal
constraint is such a binding one, thers it may be very hard for
any econcmy to step ocut of lirne, with the possible exception of
the United GStates. However, the history of macroeconcmic policy
in these six countries (as well as cothers), is replete with
examples of policies undertaken to reduce the international
conistraint. While many thought flexible excharige rates wanld do
sa, that was nct the only such paolicy. italy, Japaﬁ, Germany,
Frarnce arnd the United Kiwmgdom all utilized capital comtrals of
various kinds. There is ample evidence that such cantrols were
effective, at least ir the short runm, in creating policy autancmy

even ivn a wovld of highly mobile capital. (Rrgy, 1382)

To be sure, capital controals are prablematic in the lang
run, 1t is difficult to prevernt evasicon without exparnding their
purview extensively. Yet experierce shows that they can be
pericdically effective in the shart to mediuwnm term. The failure
te use corntrals is a policy choice, which shouwld be subject ta
the same kind of analysis as macraeconcmic policy in gereral.
Similarly, the decision ta Join the EMS5 o Bnake, which daoss
constrain macrceconcmic policy, is itself a macroeconcmic policy
choice. The argumert that the exterrnal comstraint must be bindieag
cn policy, theough it has scome  kernels of  truth, takes as given

what rneedrn't be given at all.

in
w



V. CONCLUSION

What carn pe learrned from the experience of demand management
over the last forty years? The policy variations among cws six
countries provide us with an opportunity to draw some lessans.
First, the differences among ccountries with respect to capital
markets suggests that greater policy latitude and supericor
econcmic performance are asscociated with more integraticor betweern
fimarnce and industry, more state intervertion, ancd less developed
firnarncial markets. While some countries (Italy, Japar) SVE
currently attempting to de-regulate financial markets and creste
more international irntegration, ocur analysis couwnsels that this

may nict be a wise course.

Becond, our  research suggests that the external constraint
may not be as binding as some abservers claim. Countries  have &
fair degree of  latitude +to choose how much  interwational
integratice they want, and can enact restricticorns if recessary.
Rgair, the onrrent trends are toward more  intevrnational

integraticrn, less regulatian, and less damestic control aver

macroeconcmic  policy. t i3 nmot clear that these changes wilil

berefit the citizewry in these cocuntries.

Finally, the policy experience of 1380-1287 bids us tao
reconsider currently fashiorable views on inflaticn., Duaring the

Goldern Age the wmost  saccessful countrie were those with




expansicnary  poalicy, rapid accumalaticn and high inflaticn. In
the 1370s, views cn inflation changed and many in the ecocnocmics
profession and  policymaking apparatus came ta  believe that
inflation impedes growth. Policy became wmuch more restrictive,
and inflaticn fell. Yet growth remairned an illusive target. Marny
countries continuwe to pursue conmtractionary policies. But to what
end? The paor performarnce of the Group B countries, with strong
anti—-inflation financial sectors, international ourrencies,; arnc

independent cerntral banks shcould give us pause.



Table 1

Central Bank Independence*

Bade & Parkin Epstein & Schor

Belgium 1 1

Canada 1 (2 until 1967) 1 (2 until 1967)
France 1 1

Germany 3 3

Italy 1 (2 after 1981) 1 (2 after 1981)
Japan 2 1

Netherlands 1 1

Sweden 1 1

United Kingdom 1 1.5

United States 2 2

*The higher the number the more independent the bank.

Sources: Central Bank Independence: Bade and Parkin (1980); Authors'
estimates.



Table 2
Connections between Finance and Industry
Share of Non-Financial Corporation Liabilities

Held by Commercial Banks
(Average and Rank)

Average Rank
Belgium .24 3
Canada .08 1
France .10 2
Germany .58 7
Italy .32 5
Japan .39 6
Netherlands NA NA
Sweden .25 4
United Kingdom .10 2
United States .08 1
Source: Corporation Assets: OECD Financial Statistics, Part 3, various

years.



France
Germany
Italy
japan
U.X.

U.s.

Group A

Group B

Source:

Table 3

Annual Rates of Growth of Monetary Measures, 1958-1972

Money

14.2

16.7

12.4

IMF, Financial Statistics.

Quasi-Money

6.8

Credit

12.0
12.8
13.7
16.6

8.6

8.0

13.8



Table 4

General Government Surplus as a Percent of GDP, 1952-1972

France 0.7
Germany 2.2
Italy -2.1
Japan 1.6
U.K. -1.0
U.s. -0.8
Group A 0.6
Group B -0.9

Source: Data from Armstrong and Glyn.



Table 5
Fiscal Policy

Average Annual Expansionary Rffects, Percent of GNP, 1955-652

General Central Govt
Govt
Total Total Discreticnary Automatic
Effects Effects Effects Effects
France .71 .08 1.19 -1.11
Germany .55 -.78
GermanyP .90 -.28 .92 -1.20
Italy .96 -.22
Italy® 1.00 -.11 1.16 -1.27
U.X. .00 -.58 .19 -.77
u.s. .25 -.05 .36 -.41

Notes

a. The annual expansionary effect is a measure of the effect of the
government budget on the rate of growth of GDP. It is calculated on the
basis of the deviation of GNP from its trend value. See Hansen (1968) for
details. General government refers to all levels of government; central
government excludes lower levels. All countries include public enterprises
except Germany.

b. 1958-1965
c. 1956-1965

Source: Estimates from Bent Hansen, Fiscal Policy in Seven Countries, 1655-
1965.




Table 6

Monetary and Fiscal Indicators, 1973-1986

1973-1974 1975-1978 1979-1982 1983-1986

M F M F M F M F
France -  0.55 +  -0.52 + -0.3 - 0.15
Germany -  0.40 +  -2.15 -  -1.52 - 0.0
Italy + -8.20 + -8.72 - -10.4 - 0.5
Japan - 0.5 o -3.2 - -3.38 + 0.3
U.K. +  -3.6 - -3.02 - 0.48 +  -0.2
u.s 0.25 + 0.25 -  0.72 +  -0.5

Key

M=Monetary Policy
+ = Expansionary
- = Contractionary

F=Fiscal Policy
1973-82, Structural Budget Surplus (+) or Deficit (-)

982-1987, Fiscal impulse (-) expansionary, (+) contractionary

Source: Monetary Policy; See Appendix. Fiscal policy, 1973-1983, Muller and
Price, (1984). 1984-1986, IMF World Economic Outlook, April 1986, p. 195,
with signs reversed.
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