ECONOMIC
PAPERS

COMMISSION OF THE EUROPEAN COMMUNITIES ® DIRECTORATE-GENERAL FOR ECONOMIC AND FINANCIAL AFFAIRS

No. 16 June 1983

FEDERAL REPUBLIC OF GERMANY

Medium-term economic trends and problems

F. Allgayer S. Gillespie M. Green H. Wortmann

Internal paper




"Economic Papers' are written by the Staff of the Directorate-General
for Economic and Financial Affairs, or by experts working in association
Wwith them. The "Papers" are intended to increase awareness of the
technical work being done by the staff and to seek comments and
suggestions for further analyses. They may not be quoted without
authorisation. Views expressed represent exclusively the positions

of the author and do not necessarily correspond with those of the
Commission of the European Communities. Comments and enquiries

should be addressed to

The Directorate-General for Economic and Financial Affairs,
Commission of the European Communities,

200, rue de la Loi

1049 Brussels, Belgium


brd58
Text Box


ECONOMIC PAPERS

No. 16 June 1983

FEDERAL REPUBLIC OF GERMANY

Medium-term economic trends and problems
F. Allgayer S. Gillespie M. Green H. Wortmann

Internal paper




ABSTRACT

This paper is an analysis of the main medium—term economic trends and
issues in the Federal Republic of Germany and forms part of an exercise
being undertaken by the Commission staff to review medium—term develop=-
ments in each of the Community countries. The paper describes the
economic trends in the Federal Republic over a period of years, con-
siders the medium-term outlook as foreseen by a number of independent
forecasters and examines in particular the following issues : growth
potential, structural change, international trade position and compe-

titiveness, the labour market and energy questions.

The manuscript was completed on 8 April, 1983.

The authors are members of the staff of the Directorate-General for
Economic and Financial Affairs, Commission of the European Communities,
Brussels. They wish to thank the representatives of various public
bodies and economic institutes (BMF (Bonn), BMWi (Bonn), Bundesbank
(Frankfurt), DIW (Berlin), Ifo (Minchen), IfW (Kiel),IW (KSln) and
WSI (DUsseldorf)) for their valuable comments on an earlier version of
this paper and for their kind permission to reproduce certain graphs
and tables. They are also grateful for the secretarial work of

N. Van Overstraeten and L. Van Hedent who produced the typed versions
of the document in both English and German and for the assistance of
Miss M. Copers and Messrs. S. Langley and F. Van Der Vorst in pre-

paring the tables and graphs.



II.

I11.

Iv.

VI.

VII.

CONTENTS

FOREWORD

THE MEDIUM-TERM EVOLUTION OF THE GERMAN ECONOMY

A. Production, expenditure and employment
B. Prices and incomes

C. Trends in the external accounts

THE MEDIUM-TERM EVOLUTION OF FISCAL AND MONETARY POLICY

A. Fiscal policy
B. Monetary policy

MAIN MEDIUM-TERM ECONOMIC ISSUES

A. Growth potential

B. Structural change

C. International trade position and competitiveness
D. Labour market trends and problems

E. Energy constraints

SUMMARY AND CONCLUSIONS

A. Economic trends

B. Economic policy options

STATISTICAL ANNEX

REFERENCES

Page

15
19

25
28
31

31

43
57

65
75

83

83
87

95

157



D
F

UK
EC(9)(10)
FRG

JAP

USA

DM

ECU

EMS

UKL

USD

BF

BMW1

DIW

HWWA

IAB

Ifo

Ifw

IW

RWI

StBA

SVR

WLG

ERP
Eurostat

GATT
1EA
ILo
IMF

ABREVIATIONS AND SYMBOLS USED

Federal Republic of Germany

France

United Kingdom

European Communities (without Greece)(total)
Federal Republic (of Germany)

Japan

United States of America

German Mark

European Currency Unit

European Monetary System

Pound Sterling

United States Dollar

Bundesministerium fir Finanzen (Federal Finance Ministry)

Bundesministerium fur Wirtschaft (Federal Economics
Ministry)

Deutsches Institut fur Wirtschaftsforschung
(German Institute for Economic Research, Berlin)

Institut fUr Wirtschaftsforschung - Hamburg
(Institute for Economic Research, Hamburg)

Institut fUr Arbeitsmarkt- und Berufsforschung
(Institute for Research on Labour Market and Vocational
Training, Hamburg)

Ifo-Institut fUr Wirtschaftsforschung - Minchen
(Institute for Economic Research, Munich)

Institut flUr Weltwirtschaft
(Institute for International Economics, Kiel)

Institut der deutschen Wirtschaft
(German Employers' Economic Research Institute)

Rheinisch-westfélisches.Institut fur Wirtschaftsforschung
(Rhine-Westphalian Institute for Economic Research, Essen)

Statistisches Bundesamt (Federal Statistics Office)
Sachverstandigenrat (Council of Economic Advisers)
Westdeutsches Landesbank Girocentrale

European Recovery Programme

Publications of the Statistical Office of the European
Communities

General Agreement on Tariffs and Trade
International Energy Agency
International Labour Organisation

International Monetary Fund



OECD Organisation for Economic Cooperation and Development

OPEC Organisation of Petroleum Exporting Countries
Cmnd Command Number

LDC Less Developed Countries

MTOE Million tonnes of petroleum oil equivalent

NACE/CLIO~P General Nomenclature of Economic Activities in the
European Communities = for Input-Output - Tables

NIC Newly Industrialised Countries
TPE Total Primary Energy Consumption
G +S Goods and Services

Data not available

, Decimal point

- Not applicable



I-

FOREWORD

The Directorate General for Economic and Financial
Affairs (Directorate A) is presently undertaking an examination
of the medium-term economic trends and problems, as well as
related policy issues, for the individual member countries of
the Community. These studies may be considered extensions of the
analytical reports which the Commission services prepared as
supporting material for the Fifth medium-term economic policy
programme. They remain the sole responsibility of the Commission's

services and are not intended to have a normative character.

Despite recent signs of recovery in certain of the
European Economies many of them still face formidable problems
particularly with regard to Levels of unemployment, a lack of
balance in the external and public sector accounts and in certain
cases, inflationary pressures, high wage costs, a lack of
competitiveness and an inadequate adaption of the economic structure

to changing economic circumstances.

The Federal Republic of Germany faces some of these problems.
Although 1in many respects its economy has shown a remarkable
capacity to adjust, the German economy must still respond to some

formidable challenges.

In this report an attempt has been made to give an outline
of economic developments since the founding of the Federal Republic,
and to examine specific aspects of the present situation, and
particular trends, in greater depth so as to give the reader a

clearer idea of the problems faced by economic policy makers.

The report has been written for the general public and
presents a substantial body of economic data on the Federal Republic,
together with the equivalent information for France, Germany's major
European trading partner, and for the European Community as a whole.
In order to keep the size of the paper manageable, only a Limited
number of topics have been chosen for treatment in depth with a view
to identifying the main factors determining economic developments in
the 1980s.






II. THE MEDIUM=TERM EVOLUTION OF THE GERMAN ECONOMY

A. Production, expenditure and employment

The rapidity of the post-war recovery of the F.R. of
Germany and the high rates of economic growth achieved until the early
nineteen sixties were so impressive that they gave rise to the term
"Wwirtschaftswunder'" - economic miracle - to describe the gains made.
They were impressive indeed. For example, if comparisons of real GDP
per head between countries are made on the basis of purchasing power
standards, a method which yields a more satisfactory measure of living
standards than the direct application of exchange rates, then the level
for the F.R. of Germany overtook the equivalent figures for France and
the United Kingdom in the late nineteen fifties. France, despite
achieving high rates of growth in the sixties and seventies, was
unable to catch up again, while the United Kingdom tended to lag
further and further behind (Table 1).

This remarkable performance has been the subject of considerable
academic study. In the search for explanations, some (Abelshauser,
1982) have argued that a strong recovery was well underway in the years
before the currency reform and the establishment of the Federal Republic.
Other studies (Giersch, 1979), whilst acknowledging the impact of
Marshall aid and similar recovery programmes, have also laid great

stress upon :

- the initial shortage of physical capital which,together with Low
Llabour costs,helped to maintain a high profitability of investment

and favoured a process of capital widening;

- the post-war movement of immigrants from eastern Europe, most
possessing technical and entrepreneurial skills, which increased
the supply of Llabour, and which helped to maintain low unit Llabour

costs;

- an jnstitutional structure favouring investment and entrepreneurial

risk taking;

- a favourable exchange rate for the German Mark (DM) within the

Bretton Woods system (Giersch, 1971).

Taken together, it is argued that these factors helped to
provide an economic environment which made a significant contribution

to the rapid economic growth observed in the F.R. of Germany in the
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nineteen fifties, when the annual average growth rate of GDP reached
8,0 %. However, as the Federal Republic developed,so the impact of
these special factors diminished,and Germany ceased to enjoy a steady
expansion at this kind of pace. Rather, after abstracting from cyclical
movements, the picture is one of a gradual deceleration in the rate of
economic growth over a thirty year period. Thus, following the high
rates of expansion observed in the nineteen fifties, the growth of GDP
fell to 5 % in the nineteen sixties, and then to about 3 % in the
nineteen seventies (Table below ). For the whole of this lLatter period
growth was below the Community average and significantly below that of

France, its major trading partner within the Community.

The deceteration in the rate of expansion was also reflected in
the behaviour of industrial production (excluding construction) which
grew very rapidly in the nineteen fifties (at an annual average rate
of about 10 %) ,markedly less in the nineteen sixties (just above 5,5 %
and by only just over 2 % in the nineteen seventies, significantly less
than the growth of GDP.

Average annual rates of volume change % .
1950-1960  1960-1970 1970-1980 1980-1983
Gross domestic product 8,0 4,7 2,9 -0, 4
Industrial production _
(excl. construction) 10,2 > 7 2,2 1,6
Source : European Economy No. 14 and SVR, 1981/82

In spite of the lLong-term decline in growth, the expansion
of economic activity in the nineteen sixties was still markedly better
than that achieved in many other western countries and the reasons
usually advanced to account for this are (Donges, 1980) :
- the formation of the European Economic Community and the development
of the Common Market;

- the continuation of the favourable exchange rate for the DM, which

assisted the growth of German exports.

However, in the first half of the nineteen seventies a number of

events significantly changed the domestic and international situation
facing the German economy; the following two factors are particularly

important :

-~ the change over to a system of floating exchange rates for the major
currencies led to substantial upward movements of the DM mark in the
foreign exchange markets. The effective exchange rate, as calculated

by the Bundesbank, (i.e. weighted against 23 currencies) rose almost

30 % in the four years between end 1972 and end 1976;
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- a change in the distribution of income in favour of income from
employment, and a corresponding fall in the share of profits. Indeed,
in the five years to 1974, wages and salaries per head rose by
12,5 % per annum in nominal terms, compared with an average rate
of growth of 7,8 % between 1960 and 1969.

The emergence of a generalised system of floating exchange
rates gave the Bundesbank greater control over monetary growth,
making possible, at the time of the first oil price shock, the adoption
of a restrictive policy to combat the inflationary pressures generated.
However, as a result of the price shock itself, and the interaction of
the restrictive policy with the relatively rapid wage inflation that then
occurred (as workers attempted to avoid any loss of real earnings),
output grew by only 0,5 % in 1974 (Community average 1,7 %) and fell
by almost 2 % in 1975; for the Community as a whole output fell by
more than 7 % in 1974 and 1975 taken together. However, wage and
price inflation then moderated very rapidly, in contrast to the
experience in other Community countries. Output recovered vigorously
in 1976, but then expanded at a somewhat slower pace (3 1/2 % per annum)
in the period to 1980. The impact of the second oil price shock led
to the stagnation of GDP from early 1980 onwards. The period 1978 to
1982 was again characterised by a growth 1in industrial production
substantially below that of GDP.

The marked slowdown in the rate of growth of industrial
production in relation to the growth of GDP has in recent years led
to significant changes in the structure of production. Unlike other
EC countries,the share of industry (including construction) within GDP
remained stable and high(at 53%)between 1960 and 1970.Between 1970 and
1980 however, the proportion of total GDP accounted for by industrial
production fell from 53 % to 47 % and that for agriculture, forestry
and fishing from 3 % to 2 %. This points to a corresponding increase
in the proportion contributed by the services sector from about
44 % to around 51 % (Table 2).

The distribution of employment by sector also reflects these
changes with a significant shift into services and away from production
industries. Generally,productivity growth in services is significantly
below that of other sectors and so the weight of industries with slower

rates of productivity growth within the economy has increased.
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This development together with a marked fall in productivity in industrial
production itself, is reflected in the data on the longer term movements

of Labour productivity (Table 4).

The slower average growth rate since the first oil price shock,
has been accompanied by a trend decline in employment, Jespite the shift
in the structure of production towards more employment intensive service
activities (Tables 3 and 5). At the same time, the Labour supply has
begun to increase significantly,principally as a result of demographic
developments although these were offset to some extent by changes in

participation behaviour. As a result, the nineteen seventies
witnessed a sustained increase in the numbers unemployed, a trend only

interrupted for a short period between lLate 1978 and early 1980. However,
despite this upward trend, the unemployment ratio in the Federal Republic
remains significantly below that for the Community as a whole, although
the rate of increase in the ratio, since 1979, has been as high as that

for other Community countries (Table 5).

Although a number of factors account for the marked slowdown in
the overall rate of growth in the German economy after 1973, one of the
most important factors has undoubtedly been the slowdown in the growth
of world trade, which has resulted in a correspondingly Large fall in
the rate of growth of German exports. The decline in German export
growth from 8 % per annum in the years to 1973 to about half that rate
thereafter, clearly influenced investors' confidence adversely and so
contributed to the slowdown in the expansion of industrial capacity.

This course of events helps to explain the significant changes
in the pattern of domestic demand in the nineteen seventies. In the
period up to the first oil crisis, both the volume of private and
public consumption, taken together, and fixed investment, expanded at a
similar pace to GDP. Since the first oil crisis however,the rate of
growth of fixed investment has fallen substantially below that of GDP.
On the other hand the growth of the volume of consumption remained
close to the growth of output (Table below and Table 6).

Average annual rates of volume change X%

Period Gross Domestic Private Public Fixed
Product Consumption Consumption Investment
1960-1973 4,5 4,8 4,1 4,5
1973-1980 2,4 3,0 2,3 1,6
1980-1983 -0,4 -1,1 0,7 -2,7

Source : European EconomyNo. 14
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These longer term trends disguise relatively marked year-to-year
movements. In 1974 and 1975,taken together, total fixed investment fell
very sharply indeed, by some 13 1/2 % in volume terms when the decline
for the Community as a whole was only 8 1/2 %. The subsequent recovery
in Germany was vigorous with the volume of investment growing at an
average rate of 5 1/2 7% between 1976 and 1980 at a time when the annual
average growth of GDP was 3 1/2 %. However, the volume of fixed
investment fell by more than 3 1/2 % in 1981, a year of zero growth, and
in 1982, a further fall of 6 % occurred albeit at a time when GDP also
fell by about 1 %. As a result of these movements the share of
investment in GDP had, by 1982, fallen significantly below the Llevel
registered in the sixties and early seventies, although it remained
consistently above the EC average.

The decline in the relative rate of growth of investment has
been the main factor behind the gradual slowdown in the rate of growth
of productive potential of the German economy, estimated by the Council
of Economic Experts (Sachverstdndigenrat) (SVR 1981/82) to have fallen
from 4,5 % prior to 1973 to under 2 % after 1980,the lowest lLevel recorded
in the history of the Federal Republic. This is only about half the rate
of growth observed over the period from 1960 to the mid=-1970's (Table 6
and Table on page 12).

As the rate of economic growth has slowed down so there has been
a marked change in the structure of the public sector. Between 1960 and
1981 expenditure by General Government rose faster than GDP so that the
proportion of General Government expenditure in GDP increased from 33,0 %
to 48 %. 0On the other hand total General Government revenue rose less
rapidly, from 36 % to 44 % as a percentage of GDP, indicating a
significant move into deficit. Indeed the move into deficit occurred in
1974, following a period of some ten years over which General Government
deficits and surplusses Llargely offset each other(Graph 1). The
deficit became substantial in 1975 as the economy moved into recession,
but the situation improved in the period of recovery following the
first oil crisis,although borrowing remained at a high Level compared
to the experience in the nineteen sixties and early seventies. Following
the second oil price crisis the deficit increased again as a percentage
of GDP, but it is now moderating somewhat as the authorities make strenuous
efforts to reduce the high levels of General Government borrowing
despite the strength of the recessionary forces (Table 7).
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The growth of the total of General Government expenditure reflects
increases in both General Government consumption and in transfers payments.
On the consumption side, the Last two decades have been marked by an extension
of the activities and responsibilities of Government in the fields of
defence, health care and education, and this development has been associated
with a rise in the public sector wage and salary bill due to the increase in

the numbers employed (Chapter IV.B).

The growth of public transfers reflects both the dynamics of the
social security system as determined by the existing legislation, and the
gradual extension of its coverage in the course of the nineteen sixties.

As a consequence, expenditure in the main subareas such as health
insurance, unemployment benefits and old-age pensions have all been rising
at rates well in excess of the growth rate of GNP. In contrast, investment
outlays of General Government have moved onto a weaker trend: their

share in GNP in 1981 was similar to that obtaining in 1960, a significant

fall from the higher levels reached in the early nineteen seventies (Table 7).

Although the total of General Government revenues had advanced
strongly as a percentage of GDP,this development is not so much due to
an increase in the burden of direct and indirect taxation, which has
remained surprisingly stable, but rather reflects the increase in social
security contributions (half of which are borne by employers and half
by employees) stemhing from the widening of the social security system.
Thus ,there has been a marked increase in social security contributions
as a proportion of total gross wages and salaries. Present policy points

to an increase in the proportion, in 1983, to well above a third.

Contributions; % of gross wage or salary of eligible person

Contributions towards 1960 1970 1980 1983
- Pensions 14,0 17,0 18,0 18,5
= Unemployment 2,0 1,3 2,0 4,6
- Health Insurance 8,4 8,2 10,5 12,0
Total 24,4 26,5 30,5 35,0

Source : Commission gtaff
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B. Prices and incomes

From the establ ishment of the European Community (1958) to
the first oil price shock (1973) the rate of consumer price inflation
in the Federal Republic was usually somewhat below the Community
average. However,in contrast to the experience elsewhere in the Commu-
nity, the rate of price inflation did not accelerate in Germany after
1973-74, but fell back slightly, averaging only 4,5 % in the seven
years to 1981, compared with a Community average in excess of 10 %.
The outlook is that in 1983 Germany's satisfactory relative price

performance will be maintained (Table 8).

An examination of year-to-year movements in consumer price
inflation, over the longer term, shows the extent to which not only
the level, but also the variability of inflation, is significantly
Less in Germany than elsewhere. Thus the range between the highest
and Lowest rates registered in Germany, over the period 1970 to 1981,
was only 5,3 percentage points, markedly lLess than in other major

Community countries and in the USA and Japan (Table 10).

The Federal Republic has also experienced Low rates of
price inflation for investment and export goods in recent years.
Price movements in these sectors tend to benefit from the longer term
improvements in productivity which occur in manufacturing industry and
which are greater than in other sectors of the economy. The gap in
performance between Germany and the Community average widened consi-
derably after 1973 ; thus, the rise in export and investment goods’
prices accelerated sharply in most Community countries, while in
Germany the rate of increase in the price of investment goods fell,
and the rate for export prices remained stable (Table below).

Average annual percentage rates of chaqge(a)
1960-67  1968-73 1974-81

Investment goods prices

) 3,2 6,8 4,7

F 3,7 5,8 11,0

EC 10 3,5 7,8 10,5
Export prices

D 1,0 3,3 3,4

F 1,0 4,8 8,7

EC 10 1,2 5,0 9,1

(a) National accounts basis : implied deflators
Source : Eurostat and Commission staff
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The very moderate price increases for German exports, since 1973,
in DM terms, has helped to strengthen the competitive position of German
industry, and so offset the adverse effects on German exports of the
upward pressures on the DM exchange rate, The strength of the DM has
in turn, by reducinag import prices, helped to sustain a lower rate of

domestic inflation in Germany than in its main competitor countries.

In examining the forces that generate a particular inflationary
profile, attention must be focussed upon labour costs, in most cases
the major component of inflation. This again reveals a growing

disparity between Germany and the Community average since 1973.

In the decade to the first oil price shock, compensation of
employees per head in Germany rose at a rate close to that of
the Community as a whole but from 1974 onwards the average annual rate
of growth was only 7 % compared to 14 1/2 % for France and 12 1/2 %
for the Community (Table 8). This impressive performance on the
wages side 1is also reflected in the development of unit labour costs
in manufacturing industry. Thus, while between 1960 and 1973 unit Llabour
costs in German manufacturing industry increased faster than in the
major trading partner, France, and were close to the average for the
Community, largely reflecting the slowdown in the average rate of growth
in German manufacturing output compared with the nineteen fifties, the
relative position of German manufacturing industry improved markedly
after the first oil price shock (Graph 2 and the accompanying Table).
This can be accounted for by a combination of Lower income growth than
in other countries, and the somewhat faster rate of growth of Llabour
productivity experienced in the Federal Republic since 1973

(Section A below).

There are three basic domestic factors which have helped
the Federal Republic to achieve a better inflation performance than
most other countries : (a) higher priority has generally been given to
price stability than elsewhere and a greater consensus has developed
on the need to accept that stiff measures are often necessary to
contain inflationary pressures; (b) the independence of the Bundesbank,
which has Legal powers to withhold support for Government policy,
shoutd this be inconsistent with its main task of "protecting the
currency', and (c¢) a trade union and management system whose structure
and practices have made it easier to adapt to technological change
as well as being conducive to levels of pay settelement that have had

a less inflationary impact on costs than in other countries.



— 17 —

The third of these factors is particularly important.Indeed, it is
argued that the orderly development of the wage bargaining process has
avoided wage cost inflation on the scale experienced in other countries
(Streeck 1981). An indication of the more modest inflationary bias of the
German system of income determination is given by examining the total
increase in compensation per employee, for the three years 1973, 1974 and
1975 taken together, which cover the oil price shock and its after effects,

a period when wage bargainers were under particular pressure to maintain

the Level of real earnings. In the Federal Republic the total increase

was 36 % in nominal terms (but 12 % in volume terms), in France 57 % (17 %)

in the United Kingdom 76 % (12 %) and in the Community as a whole 59 % (13 %).
Consequently, the lower rate of wage inflation in Germany was not associated
with any significantly slower growth of real incomes when compared to the
Community. Nonetheless, it can still be argued that a growth of real incomes
of 12 % per head, in the period to 1975 and following the first oil price

shock,was far too large given the structural adjustment required at the time.

The substantial increase in oil prices and the subsequent shift in
the distribution of incomes, and the marked deterioration of the external
position of the western industrial countries, pointed to the need for a
substantial switch of resources into net exports,particularly of manufactured
goods. At the same timg,every effort was needed to avoid the generation of
inflationary spirals, which would clearly hamper the adjustment process and
damage longer term growth and employment prospects.To some extent the German
economy was able to respond in this way to the challenge of the oil crisis.
However, the response could well have been even more satisfactory,thus ensu-
ring a more sustainable recovery in later years,had the growth of real wages

been less,so reinforcing the competitive strength of the German economy.

The other important component of price inflation,import costs,was
favourably influenced by the behaviour of the DM exchange rate which maintai-
ned a sustained upward movement against the dollLar over the ten year period
to 1980(Table 9) .Graph 3(upper part)shows that this strength substantially
reduced the level of imported price inflation in every year over that ten
year period. The effect was particularly marked in 1973 and in 1978.In the
Latter year the strength of the DM against the dolLlar made a major contribu=
tion towards the fall in the annual rate of consumer price inflation to just
above 2 %.

Overall however,despite the satisfactory relative price performance,
the decade to 1980 was one in which inflationary pressures in Germany,as in

other countries, were greater than recorded in the fifties and sixties and
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were certainly far in excess of the pressures envisaged at the time when

the Law on Stability and Growth was passed in 1967 1 .While this was partly
the result of exogeneous factors over which the Federal Republic had no
control,the importance of these factors should not be exaggerated.For example,
the direct and indirect impact of the second oil price shock on the price
deflator of GNP in 1979 and 1980 has been estimated by the Bundesbank,using
its econometric model, to be about 1/2 % in each year. Incomes, however,grew
at a fast enough pace to ensure a sustained increase in real earnings and

in real personal disposable income;thus standards of Living,as conventionally
measures continued to rise in the period to 1980.This longer term trend was,
however,interrupted in 1981 when a small fall in real disposable income was
recorded,the first reduction in any year since the establishment of the
Federal Republic(Bundesbank,No.4,1981).A further fall occurred in 1982
(Tables 11 and 1).

The sustained increase in real earnings to 1980 occurred at a time
when productivity growth fell below the rates recorded in previous decades
and as a result the overall share of wages and salaries in total net incomes
(the so-called wage share or Lohnquote),adjusted for changes in the structure
of employment,increased significantly from 62,9% in 1970 to 66,1% in 1975.

Wage share (adjusted for changes in employment structure) %
1960 1970 1975 1980 1982

60,1 62,9 66,1 64,7 64,8
Source : SVR, 1981-82

After falling somewhat in the lLate nineteen seventies the wage

share increased again to the 1975 level by 1981.

A comparative analysis (European Economy No. 14,1982) shows that
the changes in the wage share in the Federal Republic, since the first
oil price shock, have been quite modest compared to the movements observed
in other countries.Moreover,forecasts of developments in 1983 suggest that
the upward trend has been reversed,with the accumulated fall in the wage
share over the period 1981-1983 bringing it back to the levels observed
in the early nineteen seventies.This is evidence in favour of the view
that the German economy is adjusting satisfactorily(albeit with a marked
delay)to the second oil price shock.Indeed,the adverse movement in the terms

of trade inevitably implied a Loss of real incomes for oil importing countries.

1 This Law commits the Federal and Linder Governments to secure the
stability of prices, a high Level of employment and external balance
under conditions of steady and adequate economic growth.
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C. Trends in the external accounts

1)

The Federal Republic enjoyed a marked surplus on the balance
of trade from the early nineteen fifties to the late nineteen seventies,
and in particular throughout the period 1973-1975 when the initial impact
of the first oil price shock pushed France, and other major industrial
countries, into marked trade deficit (Table 12). Although
adjustment to the second oil shock was somewhat slower, the current
balance returned to surplus in 1982. A particular feature in more recent
years has been the importance of the markets of the Organisation of
Petroleum Exporting Countries (OPEC) to German exporters. However,
the marked changes in both real and nominal oil prices that have

occurred since 1973 have made these markets rather volatile.

Up to 1969 the trend towards increasing trade surpluses registered
by the German economy can be accounted for by export volume growth being
somewhat faster than import volume growth, a development which many
commentators believe was assisted by a favourable exchange rate for the
DM within the Bretton Woods System (Table 9. Between 1969 and 1972
however, import volume growth was greater than that of export volume and
the substantial trade surpluses registered were largely due to
improvements in the terms of trade which, in turn, were a reflexion
of the appreciation of the DM. Indeed,over this period German producers
and exporters managed to maintain, if not improve, their value share of
world trade by strenuous efforts to Limit the adverse impact on export

volumes of the Loss of competitiveness resulting from the strength of
the German currency (Table 13 and Chapter 1IV.C).

Significant changes in external trade performance took place at
the time of the first oil price shock. In 1973 and 1974 the Federal
Republic achieved a most vigorous rate of export volume growth while
the monetary stabilisation programme introduced at that time restrained
the growth of imports. Taken together, these developments more than
offset the effect on the trade balance of the decline in the terms of
trade due to the oil price rise.

The Federal Republic's external trade position

following the first oil pri isi
g i price crisis % changes

1973 1974 1975 1976

Export volume growth d 14,1 12,0 -8,3 12,6
Import volume growth { 99093 1,4 1,6 3,7 13,6
Terms of trade =5,6 -6,5 5,9 -2,3
Trade balance (DM'000 mill.) 40,6 57,4 43,3 42,0
as % of GDP 4,4 5,8 4,2 3,7

Source : Commission staff
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Indeed, the volume of German exports increased so rapidly at
this time that the share of German exports in world trade particularly

for manufactures rose substantially (see Chapter IV.C).

Although export volumes fell markedly in 1975, as the industria-
Lised world moved into recession, the Federal Republic benefitted again
from a significant improvement in the terms of trade to which the

appreciation of the DM made an important contribution.

However, the response of the German economy to the second oil
price shock appeared to be less satisfactory than it was to the first.
In 1979 and 1980 the volume movements of exports and imports of goods
were not sufficient to offset the deterioration in the terms of trade
occasioned by the oil price rise and, as a consequence, the trade
surplus declined sharply and downward pressures built up in the foreign
exchange markets, an unusual experience so far in the history of the
Federal Republic.

However a marked improvement in the trade balance began in the
course of 1981, a development which reflected :
- the stagnation of domestic activity and the decline of import volumes;
- the vigorous growth of exports particularly to OPEC;

- the improvement in the terms of trade, as a result of weak commodity
prices and an appreciation of the DM.

The impact on the German economy of the two oil price shocks
together with the enlargement and development of the European Community
explain, in part, the marked changes in the structure of trade that
have occurred (Tables 14 and 15). On the export side, the relative
importance of trade with the EC increased significantly between the
nineteen sixties and nineteen seventies, whereas trade with the other
European countries declined substantially. The response of German
exports to the disequilibria generated by the two oil price shocks is
clearly reflected in the increase in the importance of OPEC in total
German exports in 1975, and again in 1981. Indeed,between 1980 and
1981 exports to OPEC increased by 52 % in value terms and there was
also a substantial increase in the value of exports to the other
developing countries (23 %). The recent increase in exports to OPEC
together with subdued oil imports, due in part to energy saving
measures and the favourable development of oil prices, means that in
1982 Germany moved into surplus with the OPEC countries (Table below).
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Balance of trade with the OPEC countries DM'000 mill.

197219731974 1975 1976 1977 1978 1979 1980 1981 1982
Exports(fob) 4,7 6,0 10,5 16,7 20,7 24,9 24,5 19,2 22,8 34,9 38,0
Imports(cif) 8,3 10,4 23,8 20,2 24,4 23,5 19,4 27,0 37,4 37,5 32,8
Balance fob/ -3,6 =4,4 -13,3 =-3,5 =3,7 1,4 5,1 =7,8-14,6 =2,6 5,2

cif

Source : Bundesbank

As a counterpart to these movements the North American market
has declined in importance both for exports and as a source of imports
(Tables 14 and 15).

Exports from the Federal Republic are dominated by manufactured
goods which account, on average, for some 85 % of the total. Furthermore,
a substantial proportion of German manufactured exports are produced
by a small number of branches,namely the machine-tool, road vehicle,
chemicals, electrical goods and iron manufacturing industries. However,
although the proportion of total exports accounted for by this group of
industries has remained broadly constant over the past two decades at
about 62 %, there have been significant adjustments in the structure
at the more detailed Level and the rate of structural change accelerated

distinctly after the first oil price crisis (HWWA, 1980).

Imports are less concentrated in particular sectors and the
changes that have occurred in the sectoral composition reflect
price movements (particularly of raw materials and fuels) rather than
volume movements (HWWA, 1980).

The more marked change in the structure of exports following
the first oil price rise, and the associated change in the structure
of imports, illustrates the favourable response of the German external
position to the first oil price crisis already noted. Thus,vigorous
export growth over this period lLed to a sharp increase in the trade
surplus for manufactured goods from 1973 onwards, and in particular
for investment goods (TablLe 16) offsetting the increased deficit

on raw materials and related items.

These developments are reflected in studies which attempt to
establish the factors explaining German export growth. Little stress
js Laid upon the loss of competitiveness due to the strength of the
DM. Rather,the major explanatory factor js seen as being an appropriate
commodity and geographical structure of exports matching, where

necessary, the major growth points of world trade (HWWA,1980).
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It should be noted that the proportion of exports that might
be classified as high technology goods has risen distinctly in the
nineteen seventies, pointing to a move away from low technology products
and those based on the use of unskilled labour (European Economy, No. &
1979) . However, this increase was somewhat less than that registered
for imports. In particular the proportion of high technology imports
from the USA increased almost fourfold over this period and from Japan
by six times (HWWA, 1980).

Although the Federal Republic has as a rule achieved substantial
surpluses on the balance of trade, it has experienced a sustained and
substantial deficit on services and factor incomes (in most years
accounted for by the deficit on travel and tourism) and on transfers
(partly a reflection of the substantial population of foreign workers
in Germany - Gastarbeiter).

For the major part of the post-war period the external trade
surpluses have offset the deficits on services and transfers and the
current account has remained in surplus. However the deterioration
of the trade balance consequent on the second oil price shock was so
marked that the current account moved into deficit for the first time
since 1965. The subsequent improvement in the external position from
late 1981 onwards reflects;

- the improvement in the trade balance already noted;
- the appearance of a more favourable trend for net earnings from
services;

- the stabilisation of the deficit on transfers.

The first and second oil price shocks caused substantial
changes in the pattern of capital flows (Table 17). Since 1973 there has
been a substantial increase in the level of outward, private sector,
long term capital movements, whilst the equivalent capital imports have
remained on average at a somewhat lLower lLevel. A major part of this
development can be accounted for by changes in the pattern of direct

investment.



For much of the post-war period, Germany benefited from
considerable net direct inward investment which facilitated the process
of industrial reconstruction. The subsequent substantial build-up of
outward direct investment from the mid-nineteen seventies onwards, has
led to concern that the Federal Republic is, in some way, exporting
jobs. However,an analysis of the factors behind direct investment abroad
suggests that it is primarily related to establishing a marketing and
servicing structure associated with a given level of German exports, and
does not result from the desire to exploit a more efficient and profitable

manufacturing environment (IfW, 1979).
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THE MEDIUM-TERM EVOLUTION OF FISCAL AND MONETARY POLICY

In Chapter II it was noted that in the Federal Republic;

= the rate of growth of GDP has been slowing down since the
nineteen fifties,

- the inflationary pressures generated by the two oil price shocks
were more successfully contained than elsewhere;

- the vigorous response of export volumes in the period of 1973-74 and,
after some delay, in 1981, made a significant contribution to the
necessary adjustment to the two oil price shocks.

Most assessments of medium-term prospects for the German economy
point to a continuation of these trends. The growth rate of GDP
is seen to be relatively modest compared to the performance of the
nineteen fifties and sixties. Most medium term forecasts, available
at the time of writing (including those of the Commission's medium
term COMET model), point to an average rate of growth of GDP in
the next 3-5 years of between 2 and 3 % (Jaumann, 1981; IFW,1981
and 1983; RWI,1981; WLG,1982; Ifo 17/18, 1982). Combined with
unfavourable demographic developments in the years ahead, this
points to a marked increase in unemployment (Chapter IV.D). At the
same time a further easing of domestic inflationary pressures is
expected as well as the maintenance of external equilibrium over the
longer term. German exports are expected to continue to gain market
share, even if world trade growth is sluggish. A set of the more
recent medium term forecasts is summarised in Table 18. From the
point of view of output and unemployment these trends are by no means
satisfactory, and there is at present a vigorous debate, both within
and outside the Federal Republic as to how economic policy should be

geared so as to improve the overall outlook for growth.

This suggests it would be useful to consider how economic
policy, and in particular monetary and fiscal policy, have developed

over the last decade.

Fiscal policy

As Chapter II.A has shown, the period between 1960 and 1975 was
one during which General Government expenditure, as a proportion of GDP,
jncreased significantly (Table 7 and Graph 1). This was due to
substantial increases both in General Government consumption, and in
current transfers particularly to households; the proportion of GDP

accounted for by fixed investment increased only marginally. 1In
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contrast to expenditure, General Government revenues did not increase
so rapidly over this period, and so General Government as a whole moved
from a position of net surplus in the nineteen sixties, to net deficit

from the mid-nineteen seventies onwards (Table 20 and Graph 4).

The marked growth of General Government expenditure, combined
with the move into deficit, has led some analysts to argue that the
fiscal stance has had a positive impact on the level of economic activity
for much of the period. Indeed,in a recent study,the OECD has stated that
"over the past two decades public sector transactions had a dampening
effect on activity in only two years' (0ECD, Economic Survey, Germany,
1982) (Table 19). This judgement is based on a demand weighted measure
of fiscal impact, i.e. one which allows for variations in the multipliers
associated with the different components of demand and revenue, and which
also allows for secondary demand effects. On the basis of this measure
the stance of policy made a modest contribution to activity up to 1972
with the exception of 1969, a year of relatively rapid growth following

the 1967 recession.

The OECD analysis points to very marked variations in fiscal
impact from 1973 onwards,with the fiscal stance contributing to growth
in the aftermath of the first oil price shock (1974 and 1975) becoming
more restrictive as growth recovered (1976 and 1977) and then providing
support to activity. ‘

However, it can be argued that this demand orientated analysis
is unsatisfactory and does not give a clear picture of the contribution
of the public sector to the level of activity. Rather, the increase in
public sector borrowing in 1974 and 1975 set up excessive pressures in
financial markets which would have threatened growth in subsequent years
had the move to a more restrictive policy not occurred. Furthermore,
the slowdown in growth since 1979 would reflect, in part, the move to a
higher level of General Government borrowing from 1977.. One reason
why a high government deficit is considered to be unfavourable to Longer
term economic growth is that such deficits may favour consumption
at the expense of investment (as experience suggests that most measures
to constrain such deficits tend to fall on investment) and therefore
adversely affect the longer term growth potential of the economy. This
points to the possibility that government consumption replaces private

investment, a most undesirable form of crowding-out.
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The Council of Economic Advisers (SVR) in its assessments of
the economic situation in Germany undertakes two analyses of the stance
of fiscal policy (SVR, 1982~383). In the first of these analyses
an attempt is made to estimate the levels of General Government revenue
and expenditure that would arise if economic activity was, in some sense,
on trend. The difference between the resulting "conjuncturally neutral
deficit" and the actual deficit, is then termed the '"conjunctural
impulse'" arising from the budget. The Table below suggests that the

Components of General Government deficit(a) DM billions
_ 1975 1976 1977 1978 1979 1980 1981 1982
1-Conjuncturatly, 19,5 -18,7 -17,9 -8,9 -3,2 -7,4 -18,3 -17,9

2.Conjunctural impulse 35,9 16,5 3,8 20,1 34,0 42,2 49,3 49,1
3.Actual deficit(1-2) =55,5 -39,4 -25,4 -30,2 -37,6 -49,7 -67,6 -67,0
(2) positive : expansionary; negative : contractionary.

Source : SVR, 1982-83

conjunctural impulse generated by the budget increased markedly betweenl
1977 and 1981, suggesting that the budget gave quite pronounced support
to activity. However, one member of the Council of Economic Advisers
(Hans=JUrgen Krupp) has disagreed with this conclusion (SVR, 1982/83)
and has argued in particular that the force of fiscal poiicy, insofar
as it affects employment,is given by changes in the conjunctural impulse
and not by the level of the impulse itself. On this basis the impact
of the budget declined considerably from 1979 onwards. Analysis of

a related kind is undertaken by the European Commission where two
components of the change in the budget deficit from one year to another
for each Member State, namely the effect of the change in economic
activity, and the effect of the change in net interest payments, are
separated out (Annual Economic Review 1982-83, Chapter 6).

In addition to the above analysis, which tries to measure
the expansionary or contractionary impact of the budget on economic
activity, the SVR undertakes another analysis of the government
deficit with a view to identifying that part of the deficit that would
be reduced if economic activity recovered. To this end, the SVR
subdivides the General Government deficit into the following three
components :

- borrowing due to an inadequate level of capacity utilisation (and
related to the cyclical position of the economy),

- a normal Level of borrowing linked to the conjuncturally neutral
deficit (and considered to be about 1 % of total productive potential),

- the structural deficit which may be considered to represent the lLonger
term underlying disequilibrium between expenditure and revenue
(SVR, 1982).
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The results of this analysis are set out in Graph 5. It
points to a substantial growth in the structural deficit in the period
to 1981 but a fall thereafter.

Overall there is some evidence to suggest that budgetary policy
has been actively used to influence the level of economic activity,
although, in more recent years,the calculation of the impact of changes
in the level of Government borrowing on other sectors of the economy
has become a matter of dispute. However,there is now a wide consensus
that the budget structure requires a period of correction before there
will be further significant scope for traditional anti-cyclical action
through discretionary tax and expenditure measures. This points to the
need for a medium-term strategy for Government expenditure and
borrowing, to contain expenditure well within the growth of GDP and

to bring about the necessary restructuring of expenditure and revenue.

Monetary poticy

Ever since its creation in 1957, the Deutsche Bundesbank has
had a major influence on the course of the German economy. In accordance
with the Bundesbank Act, the Bank, in the event of a conflict with the
objectives of the Government's general economic policy, has to give
priority to its primary task, namely safeguarding monetary stability.
In particular, the Bundesbank has always shown itself to be aware of
the importance of the Public perceiving its determination to achieve
this aim. Consequently,the Bank makes a major effort in matters of
presentation, pursues its aims with great persistance and is always

eager to achieve a consensus for its policies.

Against the background of great uncertainty and inflation,
created by the first oil price shock coupled with the rapid growth
of earnings in German industry, the Bundesbank introduced in 1974,
the first major central bank to do so, a system of monetary targets,
defined in terms of the growth of Central Bank Money Stock. The
control of this aggregate, the trend movements of which were close
to those of the money supply 1in its broader definition (M3), was
facilitated by the free floating exchange rate system that followed
the ending of the Bretton Woods arrangements and which removed the
obligation for the Bank to purchase and sell lLarge amounts of foreign

exchange at a fixed rate. The announcement of a commitment to
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monetary targeting would, it was felt, influence expectations and beha-
viour both in the domestic Labour market and in financial markets, in

such a way as to have a beneficial impact upon inflation.

In establishing the form of the target for the Central Bank Money
Stock the Bundesbank takes account of the following four considerations :
- the expected growth of the productive potential of the economy;
- desired changes in the level of capacity utilisation;
- the unavoidable increase in prices;

- the expected change in the velocity of circulation of money.

The chosen target therefore made allowance for the need to re-
strain inflationary pressures as well as to provide adequate room for

the growth of activity.

However, it should be stressed that controlling the growth of the
Central Bank Money Stock is only one of the instruments of monetary policy
which facilitates the Bundesbank's task of ensuring currency stability
= or more generally, internal and external equilibrium - whilst at the
time supporting economic growth and employment. Moreover if, in a given
period real activity, inflation and the external position, all develop
satisfactorily, then the extent to which this is associated with the
achievement of a given monetary growth rate could well reflect changes
in the velocity of circulation and in the demand for money resulting
from structural factors. Conversely, failure to meet the target, need
not necessarily suggest a mismanagement of monetary policy, particularly
if economic growth, inflation, and the balance of payments are moving in
the desired direction. Thus although in the years immediately following
the inception of the system (in particular, in the period to 1978 when
it was formulated in terms of point targets), the monetary authorities
had only a Limited success in actually achieving their targets for mone-
tary growth (Table 21), it can be argued that the system had a beneficial
impact on inflationary expectations as, by 1978, the annual increase of

consumer prices had fallen to significantly below 3 %.

In order to provide an increased degree of flexibility in the
operation of monetary policy the Bundesbank from 1979 onwards, adopted,
instead of a single point, a targe range for the growth of the Central
Bank Money Stock (Table 21 and Graph 6) with the refinement that, early in

the year, an indication would be given whether the Bundesbank was aiming
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for the uppor or lower part of the target range. It was felt that such

an approach would increase the room for manoeuvre available to the mo-
netary authorities, to react to unexpected disturbances affecting prices,
exchange rates or levels of economic activity without threatening the cre-
dibility of monetary targeting.

To ensure overall financial stability and to bring about a
particular growth of the monetary aggregates, the Bundesbank has used
all the instruments of monetary policy. In consequence it has not tried
to carry out a liquidity or interest rate policy for its own sake. How-
ever, changes in monetary conditions have led to shifts in the emphasis
placed on the various instruments. Thus often a greater use of inte-
rest rate policy has been required; at other times the emphasis has
been upon controlling liquidity be means of rediscount 2 quotas, Limits
on Lombard facilities as well as intervening in the money markets which

in recent years has become of particular importance.

During 1980 and 1981, when the balance of payments current account
was in substantial deficit and when the DM was weak, in particular vis-a-vis
the USD, the growth of the Central Bank Money Stock moved along the Lower
end of the target range, but accelerated thereafter (Graph 6 ). Developments
in 1982 in particular,reflected the concern of the Bundesbank over the
stagnation of economic activity in the Federal Republic. Indeed,the fall
in interest rates since the autumn of 1981 has been marked and real rates
of interest have come down in early 1983 to their long run average,
about 3,5 % (long-term) and 2 % (short-term).

In conclusion, monetary policy in the years ahead is likely to be
less constrained by the external situation than has been the case since
1980. If due attention is given to the foreseeable low level of capacity
utilisation, Bundesbank policy can be expected to exert an expansionary
impact on economic activity while containing inflationary pressures to

Levels well below those experienced in the 1970's.

2 Rediscount quotas determine the extent to which the Bundesbank
will accept and rediscount commercial bills already accepted and
discounted by the commercial banks.
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IV. MAIN MEDIUM-TERM ECONOMIC ISSUES

A. Growth potential

Productive potential is sometimes defined as the total
output obtainable under conditions of normal utiltisation of available
production factors and sometimes as that achievable through their full
utilisation such as is observed rarely, hsuaLLy at peaks in the
bus iness cycle. However, for the purpose of analysing long-term trends,
the distinction between normal and full capacity utilisation becomes
of relatively minor importance (Stark, 1982). 1In contrast to the
actual level of output 1in an economy which is reflected in
statistically observable volumes, estimates of productive potential
are based on a hypothetical production function which describes
the functional relationship between factor input (labour and capi-
tal) and potential national output. It is not surprising therefore,
that significant differences of approach to the concept and calcu-
lation of productive potential can be observed. The concept of
productive potential was first introduced into the economic policy
debate by the Council of Economic Advisers (SVR) (beginning in
1967, drawing upon the groundwork carried out by the German Insti-
tute for Economic Research (DIW) in Berlin, and then by the Bun-
desbank (1973). Whereas initially the SVR took the DIW definition
of productive potential, as the maximum Level of GDP growth

achievable under conditions of full capacity utilisation,

basing its estimates on the productivity of capital at the upper
turning point of the business cycle, it has recently

extended its concept and now calculates figures for productive
potential under conditions of normal utilisation of fixed assets

as well as under conditions of full capacity utilisation. This

new concept is closer to the Bundesbank approach, which takes
productive potential to mean the level of GDP which can be achieved,
using all available production factors and taking account of tech-
nological progress, under conditions of average capacity utilisa-

tion. An important aspect of the Bundesbank estimates is that it
uses them as one of its criteria in determining money supply targets.
The methods used in the two estimating procedures are in

fact quite different. Under the method used by the SVR, productive
potential is calculated as the aggregate potential value added
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of enterprises, government, the renting of dwellings, households and
private organizations. In the case of the non-entrepreneurial sec-
tors, it is assumed that their productive potential is always fully
utilized and can therefore, be treated as equivalent to their contri-
butions to gross value added. The real problems involved in the esti-
mates thus boil down to estimating the potential output of enterprises.
The SVR (lLike the DIW) focuses exclusively on the stock of gross fixed
capital available during particular periods. Potential ouput is thus
limited by the level of the available capital stock. An estimate of
the potential productivity of capital is derived as a trend function
of the empirical productivity of capital, taking into account the im-
pact of structural developments, reductions in working hours, factor

substitution and technological progress.

The Bundesbank,by contrast,assumes that the economy's produc-
tive potential can be expressed by a Cobb-Douglas type production
function for which the variable production factors are the available
labour supply (measured in hours), the stock of economically viable
gross fixed capital and (a recent development) the degree of scarcity
of energy supplies. Technological progress is assumed to be auto-
nomous, so that its realization is not linked to the level of gross
investment, and the capital stock is homogeneous in the sense that
its age structure does not have any direct influence on potential out-
put. Furthermore, the use of a Cobb-Douglas function implies ev-post
substitutionality of production factors. The available production
factor units can therefore,always be incorporated fully in the pro-
duction process. This means that the problem of structural unemploy-
ment is not reduced so much to a Lack of physical capital, as is the
case under the SVR approach, but is rather more a matter of factor
price relationships. If however, the capital stock is regarded from
an ex-post point of view as a Limiting factor of production that
cannot or can only to a very Limited extent, be combined with a variable
amount of labour, the existence of structural unemployment implies
that the approach of the Bundesbank probably overstates somewhat the
productive potential of the Federal Republic.

The trend paths of productive potential under the two esti-
mating procedures (SVR and Bundesbank) are set out in Graph 7. The

fluctuations in the trend of actual GDP, also shown in the Graph,
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indicate variations in the extent to which productive potential was
utilized. (The corresponding growth rates are given in Table 22).

The Graph also illustrates the problems involved in estimating pro-
ductive potential. The national accounts revision for the period

from 1960, which was carried out in the summer of 1982, meant that

the SVR had to revise its estimates; both the new and old calculations
are shown in the Graph. The reestimation of fixed capital alone re-
sulted in a considerable reduction in maximum potential output follo-
wing the first oil price shock. Since the Bundesbank's reestimation
of productive potential is not yet available, the trend shown is based
on the estimates of the capital stock carried out before the changes

made in the national accounts.

In addition to the statistical problems involved in estimating
the domestic capital stock, other factors have recently emerged which
may affect calculations of productive potential. The changes in the
structure of factor prices caused by two oil price shocks and the
associated shifts in the structure and trend of demand have probably
had some effect on productive potential. Thus, it is assumed that a
proportion of the gross fixed capital shown in Graph 7, although
technically operational, can no longer be used in a commercially
profitable way and is thus obsolete t(Bundesbank, 10/1981). A prime
example of this is the steel industry, where the existing capacity can
no Longer be utilized, and plantclosures or rationalisation have be-
come unavoidable. This in turn has repercussions on capacity utilisa-
tion in other industries (coking coal). The growing number of failures
in business and industry is a further factor which has to be taken
into account in this context. While the question is still under dis-
cussion, the DIW has concluded that the impact of company failures
on growth potential is modest (DIW, 45/82). -

Decline in growth potential and underutilisation of productive potential

The calculation methods described above reveal adistinct weakening
in growth potential since the first oil crisis of 1973 3 . The secondoil
price shock too is expected to produce a further decline, though its
effects are not yet fully evident; the most recent estimates indicate
that in the medium—term the potential growth figures should probably
be in the range of only 1 % to 2 %.

3 Other estimates of productive potential have recently been made
(Stark and Westphal, 1982). Allowing for methodological differences,
principally applying a vintage approach model, these estimates too

indicate a marked weakening of growth potential since 1975 (Table 22).
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Growth of productive potential and GDP_ % changes

1962-67 1968-73 197479 1980-83
SVR method (old) 4,6 4,3 2,5 2,1 (@)
(new) 4,5 4,1 2,3 1,7
Bundesbank method 4,2 4,5 2,7 2,0
Real GDP 3,5 5,0 2,4 0,1 (b)

(a) 1980-81.
(b) Commission staff estimate.
Source : SVR} Bundesbank

It should be noted, however, that it is not only the slow-
down in the growth rate of potential GDP, but also the gap that has
been recorded between actual GDP and the potential level, given the
factor endowment of the economy, that increasingly distinguishes the
post-1974 period from the previous period. Even in the period from
the second half of 1978 to the first half of 1980, when the growth
rates of national output were generally satisfactory (annual growth
rate of GDP 4,5 %), the Labour production factor could not be fully
utilized. During the relevant period 888 000 people on average were
without work, and the average unemployment rate amounted to 3,9 %
(as compared with 1,0 Z in 1962-73).

A superficial analysis of this phenomenon might suggest that,
at least from 1974 onwards, the demand for goods and services as a
whole was not sufficient to allow production to rise to its full po-
tential. The German economy has been suffering particularly from a
lack of investment demand since 1972. For example, the annual growth
rate of real gross fixed capital formation from 1960 to 1971 averaged
4,7 %, as against zero growth in the period from 1972 to 1982. It
might therefore be assumed that the distinct decline in the propensity
to invest resulted in the observed decline in potential growth. Even-
tually, the capital stock was no longer sufficient to absorb the
available supply of Labour even with almost full utilization of ca-

pacity.

various view have been expressed as to the fundamental causes

of the weakness in investment; the two main schools of thought being :

- Following the decline in profit ratios in the 1970s as compared
with the 1960s, anticipated profits, viewed in the Light of sales
expectations and the business risks involved, were not sufficient to

make additional investment appear worthwhile (Gorzig, 1981).
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~ Labour and capital are not in a strictly complementary relation-
ship, and, even with a given degree of utilisation of investment
capital, labour input may always be increased or decreased as
labour costs vary. It is argued that the price of labour as a
factor of production was such that it did not allow firms, on the
basis of their profit calculations, to draw more fully on the la-

bour supply (Kirkpatrick, 1982.

The trend in capital productivity

Trends in the productivity of capital are also of great impor-
tance for the growth of overall productive potential. 1In the Federal
Republic, the long-term average productivity of capital has declined
steadily, and indeed more sharply than in the other Community coun-
tries (European Economy, 1981). More and more physical capital
is required to produce a marginal unit of ouput. In other words, the
ratio of fixed capital to national product increased steadily both in
actual terms and in terms of potential. The Bundesbank,for example,
states that the potential ratio of fixed capital formation to total
national product stood at around 3 in the early 1960s, but amounted
to 3,4 in 1970 and 3,6 in 1980 (Bundesbank,10 /1981).

However, in a detailed survey covering the trend of productive
potential in a total of 34 producing industries, Pischer (DIW, 4/1982)
concluded that the trend of capital productivity in mining and manu-
facturing industry has for some years been reversed, i.e. the capital-
output ratio began to fall slowly. This development may be the re-
sult of a combination of factors. Measures to rationalize companies
or plant Llead to more efficient use of existing capacity, i.e. to a
lowering of the capital-output ratio in cases where (for example,
under cost pressure) an improvement is carried out in plant organi-
zation and as a result the periods when plant is idle are reduced
or inputs are used more rationally, i.e. net output rises, with a
given stock of fixed capital. Another possible reason is techno-
logical change. The stock of fixed capital is in a process of con-
tinual change; when their useful economic life is over, assets are
withdrawn, and new fixed assets are added as part of gross invest-

ment. If the marginal capital-output ratio is smaller than the

average ratio, the trend in capital productivity must over time

cease to decline and begin to climb. There is indeed some evidence
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that technological progress, incorporated in new plant and production
facilities, is capital-saving in its effect, particularly due to

the increasing use of microelectronics, through which expensive labour-
intensive and material-intensive control processes can be replaced by

cheap electronic components.

This hypothesis is also supported by recent surveys. The Ifo-
Institute for Economic Research reports that in the period 1960-71
some 40 % of all the firms surveyed specified the extension of produc-
tion capacities as the motive for investment, while the proportion spe=
cifying this motive in the period 1972-79 was down to an average of 25%.

Investment in manufacturing industry

gmﬁi?mUS?l?llmwvaﬂon The boom in capital extension
of firms (1) citi f

7o citing ais of investaent %  between 1967 and 1971 together

—capital extension == Rationallsation
"z new products with the contraction of invest-

-

ment for rationalisation related
to the introduction of new pro-
duction and processing techniques

and the subsequent reversal of

these respective trends should

Source

doubtless be seen in the context
of wage developments and external economic conditions (Chapter II, B and C).
The reduction in the extension requirements of firms led to a decline in the
share of durable and costly building investment and an increase in less
durable and relatively cheaper equipment investment (Ifo, 1980). As the

following Graph shows, this trend was particularly marked from 1960 to 1968,

Percentage share of equipment in gross fixed capital
formation at constant prices in manufacturing industry
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less marked from 1969 to 1975, and from 1976 onwards the ratio between
buildings and equipment seems to have stabilized. This shift in the
mix of investment in manufacturing industry in favour of more productive
equipment might have contributed to the reversal in the trend of the

productivity of capital.

INDICES OF POTENTIAL
CALCULATFQ BY THE DIW

Mining and manufacturing industry as a whole The Graph opposite
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Loss of momentum in capital accumulation and ageing of the capital stock

The reversal in the trend of capital productivity in industry
was not strong enough to prevent the decline in the growth potential
of the economy as a whole, which became evident in the second half of
the 1970s, as a result of the weak investment performance during the last
decade. This trend emerges even more clearly if one looks at the
growth of net fixed capital rather than gross fixed capital 4 .

4. Gross fixed capital is the sum of all the original values of
existing plant adjusted using a common price base; this aggre-
gate, Less cumulative capital consumption up to the time of
inventory, gives the stock of net fixed capital.
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Growth rates of gross and net fixed capital at constant(1976)prices

> 970%S 1960-79 1970-80 1970-75 1975-80 1980-81
) ) G 5,7 Z,1 4,8 3,4 3,6
Fixed capital (a) N 6,2 39 4,8 3.0 3,3
of which :
. 6 6,7 4,6 5,7 3,5 3,9
equipment N 6,7 4,1 5,4 2,9 4,2
-~ buildings excluding G 5,7 4,3 4,9 3,7 3,8
dwellings N 6,5 4,0 4,8 3,2 3,3
. e G 5,1 3,8 4,4 3,3 3,3
- dentiat build , . , , ,
res1'en ?a. uildings 5.8 3.7 4.5 2.9 3.0
= public civil 7,2 5,3 6,2 4,5 4,1

engineering
(a) Excluding public civil engineering. Annual average % change.
Source : StBA

In the 1960s, the growth rate of net fixed capital formation in-
creased faster than that of gross fixed capital, so that the average
age of the capital stock tended to fall. Since 1970, the average age
of the capital stock has tended to rise again, with the deterioration
in its age structure occurring mainly in the second half of the 1970s.
An increasingly large proportion of national fixed capital formation
is simply serving to offset retirement of depreciated assets (capital
consumption). This trend is evident from the time paths of gross and
net investment ratios. Whereas in 1960 only some 30 % of gross fixed
capital formation was needed to offset capital consumption, the figure
had risen to 57 % by 1981. Net fixed capital formation (i.e. the
effective expansion of the productive apparatus) during the decade
from 1972 to 1981 was, at an average annual growth rate of -2,7 %,
actually lower in absolute terms than the level in the decade from

1962 to 1971, when average annual growth amounted to 3 %.

Graph 9 shows the trend in gross fixed capital formation (as
% of GDP) and the trend in capital consumption (as % of gross fixed
capital formation) for the Federal Republic and some other industri-
alized countries and indicates that the deterioration in net capital
accumulation was not confined to the Federal Republic alone. Japan
however,is an exception. The decline in capital formation was not
uniform throughout the economy. It was particularly marked in manu-
facturing industry, where net capital accumulation since 1974 in-
creased by only 1,6 % as compared with 5,6 Z in the period 1962~73.
This means that industry, which was the driving force behind growth

in the 1960s, is providing hardly any stimulus to the economy, but



has been more or less marking time since the first oil price shock.
Table 24 provides a survey of capital accumulation by sector, broken

down as between buildings and equipment.

Deterioration in the degree to which the capital stock is up-to-date

An indicator which is used to measure the quality and structure
of the capital stock is the '"Modernitatsgrad", which is calculated as
the ratio of net fixed capital to gross fixed capital (at constant
prices). This concept derives from the work carried out by the DIW.
In general, the "Modernit3tsgrad" is influenced positively by
investment and negatively by capital consumption. Since these two
flows are only marginal in relation to stocks of fixed assets,
the 'Modernititsgrad" indicator can change only slightly from year to
year. In a '"stationary" economy the figure would be 50 %, indicating

a balanced age distribution.

The quality of productive plant in individual branches of industry
According to detailed indices prepared by the DIW (DIW, 1982)

the age structure of the capital stock improved in the period from

1970-81 in only two brances, i.e. coalmining,and oil and natural gas
production and refining. However, since they occurred only in the
second half of the 1970s, these improvements are undoubtedly positive
adjustment reactions aimed at securing more efficient utilization and
allocation of energy. In all the other branches of industry, plant
has become less up-to-date, though this phenomenon was less marked in
the capital goods industry than the average for industry as a whole.
The most unfavourable age structure is found in those branches which
have Llittle, if any, scope for product diversification and innovation
and which use predominantly traditional processes. Since Germany's
natural factor endowment is such that it does not enjoy any compara-
tive advantage, they are in jeopardy across their entire product range.
Consistent with this picture is the fact that the leather processing
industry, for example, has a significantly better age structure than
the Leather production industry, that the textile industry is in a
much worse position than the clothing industry and that the shipbuil-
ding industry has a much poorer age structure than the other capital
goods industries (Baumgart, 1980). An overall view of the trend of
the age structure of investment capital is given in Table 23, using

a broad sectoral breakdown.
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The growth of investment in the services sector

Ageing of the capital stock as described above for German in-
dustry has occurred, if at all, only to a fairly slight extent in the
services sector. In the ten years up to 1981, growth rates in gross
fixed capital 1in transport, banking, insurance and in other service
enterprises were quite comparable with those recorded in the 1960s.
The higher level of investment in the servicessector as compared with
industry in the 1970s may have been an adjustment response to the high
degree of industrialization that took place in the 1960s. In the 1970s,
a relationship between the production of goods and the supply of ser-
vices emerged in the Federal Republic that was consonant with the re-~
lationship observable in other economies at a similar stage of matu-
rity.

Figures about investment activity by sector should be interpreted
with care giving the increasing importance of leasing of fixed assets.
In official statistics, investment activity is normally allocated to
the individual branches of production on the basis of the ownership
concept. For the purposes of analysis, however, there is a growing
need for a concept in which investment is assigned to the user bran-
ches. For instance, through its investment surveys in the leasing area,
the Ifo Institute was able to switch its investment account from the
ownership concept to a user concept, and to apply this retroactively
(Ifo, 1980).The results shown in Table 25 imply that in 1979 an invest-
ment sum of DM 17 700 million was made available to other branches of the
economy by means of leasing, equivalent to some 11 7% of all entre-
preneurial investment (excluding the renting of dwellings). The main
results of the Ifo investment account are summarized in the following

Table. The growing importance of leasing as a means of financing

Ratio of leased fixed capital to fixed capital held in ownership (%)

1960 1970 1975 1979

Manufacturing industry 103 106 113 118
of which :

- Wood, paper and printing products 106 105 115 176
- Leather, textiles, clothing and food 102 108 118 131
- Capital goods industry 103 106 112 116

Distributive trades and other serives (a) 79 72 70 64

(a) This includes credit and insurance institutions, other services
and private organisations.

Source : Ifo, 1980; Commission staff
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investment, is evident from these figures. Apart from the fact that
it is traditional for assets (buildings) used in the distributive
trades to be leased (113 % even in 1960), what is striking is that it
is evidently the sectors faced with significant structural problems
which have been forced to rely more on leasing of assets to finance
their investment, while the capital goods sectors make less use of
this form of financing.

Total factor productivity

The movements in capital productivity observed - a steady decline,
particularly through the nineteen seventies, followed by a modest recovery =
have been associated with increases in labour productivity, the rate of
growth of which has, however, slowed down in recent years. These different
movements can be combined in total factor productivity indexes, using weights
based on factor income shares in gross domestic product (as provided for
example in the analysis of Hill (1979)). Preliminary calculations suggest
that while in the ten years to 1980 labour productivity in manufacturing in-
dustry advanced at an average annual rate of about 3 1/2 %, capital produc-
tivity declined at about 1 % per annum, so giving an average annual increase
of total factor productivity of about 2 %. .

For manufacturing industry the advance in labour productivity is
partly due to the growth of output, and partly due to the decline in numbers
employed. The latter will, inter alia, reflect the response of labour, as
a factor of production, to the adaption of the capital stock, provoked it-
self by changes in factor prices and in the pattern of demand. Calculations
of total factor productivity provide therefore, a useful assessment of the
overall effect of capital stock movements on productive performance. For a
more detailed study of total factor productivity in German industry see Todd
(1983).

Summary and conclusion

Available statistical evidence shows that the growth potential of
the German economy has declined distinctly. This trend is a result of
the relatively lower level of investment activity in the Last decade.
The possible reversal of this trend in the form of a rise in the capi-
tal-output ratio of trade and industry is not strong enough to offset
the losses in growth caused by the weakness of investment activity.
Graph 10 attempts to illustrate this trend by comparing the actual trend
path of capital accumulation (gross fixed capital) in a number of bran-

ches of manufacturing industry and the servicessector with the hypothe-
tical trend path that could have been achieved if the growth in capital

formation recorded in earlier years (1962-72) had been maintained.
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The Graph illustrates firstly the loss of actual output caused by the

lack of sufficient growth in the capital stock. The graph shows not only
what would have been necessary, but also what is now necessary in order to
ensure a lasting improvement in the growth potential and industrial base

of the German economy.

0f course, this sort of simple trend extrapolation cannot be in-
terpreted as a normative guide to how investment activity should con-
tinue. This is particularly evident if one looks at the run of the
curve in the building sector. Near-saturation point has no doubt been
reached in many areas, and existing capacities are probably sufficient
to meet future demand. However, it must be borne in mind that, if the
decline in capital formation in one sector is not counterbalanced by
increased capital accumulation in other sectors, the economy as a
whole enters onto a lower growth path.It is also arguable that a return to
increased capital formation and hence to higher potential growth has
implications for the distribution of national income; if growth is to
remain an objective to be pursued for the economy as a whole, a high
degree of social consensus will be necessary to enable shares in

national income to be adjusted. Failure to do this will mean only
moderate potential growth and the adverse social implications of this

are evident from the discussion of the Llabour market below.

However, corrective changes in the distribution of income are
also necessary for another reason. In the Federal Republic, the
limitations of the basis on which industrial production has hitherto
been organized are becoming increasingly evident from the growing
amount of environmental pollution. Production processes involve
marked external diseconomies. This economic "misallocation” has
affected the environment in particular. Concern at the destruction
of the environment is now widely shared. While laws restricting the
discharge of pollutants have been enacted, these should be regarded as
nothing more than a first step. The present legislation is based on
the principle of making the polluter pay for the costs of preventing
the pollution. However, appropriate technical counter-measures
require additional investment which it is not feasible for individual
firms to carry out given present profit constraints. While such investment
would add to the balance sheet value of a firm, it would not result in
increased revenue nor add to the net worth of the firm. It can only
be financed therefore, through an adjustment in the income distributed by
firms.

Moreover, similar rules will have to be introduced at the same pace
in other countries, so as to make environmental protection effective

without disturbing relative competitive positions.
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B. Structural changes

Following the statement of 16 December 1976, in which the Federal
Government announced the drawing-up of regular reports on structural change
by sector, the Government in 1978 commissioned each of five independent
research institutes (DIW, HWWA, Ifo, IfW, RWI) to report on the
problems and evidence of structural change. The first reports were
published at the beginning of 1981; a second series should be concluded
in 1983. Apart from supplying ample material, these reports show 'that

there is so far no generally accepted theoretical approach to the econo-

mic analysis of sectoral structural change" (Federal Government, 1981).
The approach to an analysis of structural changes chosen here is based

on the trends observed in five different areas : (i) shares of the
economic sectors in value added and employment, (ii) growth and speciali=
sation in foreign trade, (iii) trends in gross fixed capital formation,

(ivdthe growth of the services sector and (v) changes in State activity.

Main features of structural change

Changes_in_value_added_in_the_economic_sectors are shownsin

Table 26 which also gives the corresponding figures for France .

The decrease in the share of agriculture and the increase in the share
of market services reflect trends which have also been observed in other
industrialised countries. It should be noted however, that after 1974
the market services' share - compared with the trend in France -
increased very sharply. While the share of manufacturing industry, which
is at a higher level in the Federal Republic than in comparable
industrialised countries, has declined since the beginning of the 1970s,
this contraction has been relatively slight. There have been considerable
shifts, however, in the sub-sectors of manufacturing industry: the sharp
decrease in the share of the textile, clothing and lLeather industries is
not surprising; it contrasts with the favourable trend in the electrical-
engineering and chemical industries and with the rather more moderate
trend in the metalworking and mechanical-engineering sectors. As the

present difficulties in the steel industry show, structural pressures

S At the time this report was finalised (April 1983), the results of
the revision of the integrated economic accounts based on NACE-CLIO
had not been made available to Eurostat. In order to ensure
comparability with other EC countries, use had therefore to be made
of Eurostat's disaggregated accounts prior to the revision of the
German national accounts.
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may be intensified by cyclical influences caused by the recession.
This means in turn that the share of other, complementary sectors, such

as the coal industry, will decrease even more.

There has been very extensive building investment in the
Federal Republic in the 1960s. The steady decline in the building
industry during the last decade which has been reinforced by cyclical
factors, is therefore generally attributed to the capital stock being
more than equal to present needs (Ifo, 1982). As far as the provision
of housing is concerned, the Federal Republic stands out well in an
international comparison. In the period from 1970 to 1981, some
5,3 million new dwellings were added to the housing stock, so that,
statistically speaking, every 4,5th household is Living in high—quality
accommodation. It is not easy to reconcile these findings with the
spirited discussion of the '"new housing shortage' ("neue Wohnungsnot').

Housing stock per 1 000 inhabitants (1978)
D F UK B EQ
403 351 378 399 367
Source : Commission staff
The infrastructure sector too - and particularly social

infrastructure - is likely to provide only very Little boost to demand.
In the foreseeable future, therefore, the building sector will be
unable to increase its contribution to GDP to any perceptible degree,
unless it is bolstered by a comprehensive programme of energy saving

work.

The changes in the structure of employment. Table 27 shows

these changes over the period 1970 to 1980. The German employment
structure is generally much more production-oriented than, for example,
the French structure. 1In 1980, the total number of wage and salary
earners amounted to some 22 million persons in the Federal Republic and
to 18 million persons in France; of these totals, 11,5 million people
were employed in Germany in the services sector, as opposed to some

11 million in France. However, between 1970 and 1980 1,5 million new
jobs were created in the services sector in the Federal Republic é .
In the Federal Republic,approximately 37 % of all wage and salary earners
are concentrated in the metalworking, mechanical-engineering and
electrical-engineering industries, while in France 38,5 % are concen-

trated in the metalworking, transport, textile, clothing and Leather

6 The revised national accounts show a job gain of 2,2 million.
See also footnote on page 43.
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industries. Taking manufacturing industry as a whole, approximately one
million jobs have been lost between 1970 and 1980, compared to only

some 150 000 in France. This has been seen by some as a particular
weakness in the German economy (Maurat, 1981). It might be argued, on
the other hand, that tht high redundancy rates reflect German firms'
greater flexibility in reacting to the pressures of international
competition and thus clearly constitute a positive element from the
viewpoint of structural adaptation (Finlay, 1981). However it could also
be a response to the relatively large size of the industrial sector at
the beginning of the period considered.

Growth_and_concentration on_foreign_trade. The table below

shows that foreign trade has played a steadily increasing role in the

German economy since 1960.

Federal Republic of Germany : total exports and imports (G + S) 7
60-65 66-70 71-75 76-80 81

Exports

Share in GDP 16,7 19,4 21,7 24,6

Change at constant prices 6,5 9,3 6,1 5,8

(goods) (a)

Imports

(S::are in GDP _ 15,2 16,5 18,2 22,1 26,0
ange at constant prices

(googs)(a) P %5 91 41 7,0 -0,5

GoP

Change at constant prices (a) 9.0 4,2 ) k3 0.2

(a) Average annual growth rates.

Source : Eurostat; Commission staff

28,

8,0

Table 28 shows that export demand has consistently exercised
a positive influence on growth, particularly in the periods 1967-68
and 1972-73. The elasticity of imports (goods and services) with respect
to GDP has steadily increased and now stands at approximately 2,3 on
a medium-term analysis. A breakdown of industrial exports and imports
by industrial branch (Table 29 ) shows the degree of concentration
on certain goods categories. Overall, imports are clearly Lless
concentrated than exports. On the import side, the concentration
switched between 1970 and 1980 (compared with the period 1963-70) in the
direction of a more even distribution, whereas on the export side the
heavy concentration on only a few branches has scarcely altered. This

is clearly shown by the concentration data in Table 29 and in the
following Graph. (The less the middle line bulges out, the Less concentration
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Concentration in the foreign trade structure(a)
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On the export side
By contrast, goods produced by these five

The diminishing concentration of imports (shift

Eurostat; Commission staff

ts (or exports) on only a few industrial branches; a completely

impor
in the concentration curve in the direction of a diagonal) reflects

highly export-oriented branches accounted for only 45 % of imports in

concentration curve), The Graph clearly shows that German industry is
the period 1971-80

even distribution of imports (exports) would produce a diagonal
(Table 29), the first five branches together account for some 70 %

oriented towards specific types of exports.

of all industrial exports.

of
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the fact that foreign suppliers have succeeded in penetrating the German
market on a wider front. The rapid growth (8,5 % per annum) in imports

of electrical products might give cause for concern.

Finally, the great dependence of German industry on exports is
also shown by the fact that in certain sectors over 30 % of the domestic
output is sold in foreign markets: production and preliminary processing
of metals 32,4 %, chemicals 31,9 %, mechanical engineering 50,2 %, office
and data-processing equipment 39,4 %, electrical industry 30 %, the
motor vehicle industry 41,9 %, shipbuilding 54,9 % and instrument

engineering 49,3 7.

export industry's performance, as reflected in the country's continuous
trade balance surpluses, is impressive. However, the surpluses on
trade in goods, which have been achieved each year since 1952, contrast
with the permanent deficits on the balance in transfer payments

(since 1953) and on the balance in services (since 1970) (Graph 11

and Table 30). 1In the case of transfer payments, the main deficit
items are remittances to their home countries by foreign workers in

the Federal Republic of Germany, private and public maintenance
payments (pensions and similar allowances) and government payments to
the European Communities. Over the last ten years (1972-82), transfers
to the EC have increased at an annual average of 17 %.

In the balance on services transactions, the positive items
are the surpluses from international transport services, which have
sthn remarkable growth rates over recent years, and the revenue from
foreign NATO forces stationed in the Federal Republic. The main negative
item is expenditure on holidays and business trips abroad. At the same
time, German expenditure on tourism constitutes an important source of
foreign currency for the main countries visited and it is advisable,

when considering bilateral trade balances, to include tourism

(Table below).

a
Bilateral travel and trade balances( )

(DM '000 mitlion)

1975 1981

Trade Travel Total Trade Travel Total
Italy -1,0 -3,0 -4,0 +3,7 -6,5 -3,8
Austria +6,0 -3,7 +2,3 +9,7 -6,1 +3,6
Switzerland +4,1 -1,7 +2,4 +8,1 -3,3 +4,8
Spain +1,6 -1,4 +0,2 +1,6 -2,7 -1,9
France +3,8 -1,0 +2,8 +1,8 -1,7 +10,1
Yugoslavia +2,9 -0,9 +2,0 +2,5 -1,1 +1,4
Greece +1,0 -0,1 +0,9 +1,7 -1,0 +0,7

(a) The countries selected account for more than 85 % of the German
travet deficit and are listed in a descending order of the German
travel account.

Source : Bundesbank
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Gross fixed capital formation. Gross investment plays a strategic

role in the growth process; 1in particular, it largely determines the
speed and extent of structural change. The investment ratio has steadily
declined in the Federal Republic of Germany and throughout the European
Community (following Graph). While, on a European comparison, the
Federal Republic has achieved an above-average ratio (except for the
period 1974-77), the sharp fluctuations in the German investment=-ratio
curve contrast with the even course of the French curve. The shortfall

compared with the Japanese investment ratios js immediately apparent.

Gross fixed capital formation as a proportion of GDP (in %)

40

38
pJapan
30
-1
D
a0 S
L e e e e S e o o o o L o o ST B B S I
60 &5 70 ™ L1 8%

Source : Eurostat, 1982-83; Commission staff

The decline in investment is viewed differently in economic policy
discussion. Demand-oriented explanations Link the marked decline in
the propensity to invest to reduced sales expectations. The supply-
oriented approach, which in the Federal Republic includes a majority of
the SVR, attribute the investment gap predominantly to excessively
high real wages and to an inflexible inter-sectoral and intra-sectoral
wage structure. As to the structure of demand for capital goods, a
shift towards cheaper and shorter-lLasting capital goods should be
noted. The proportion of Labour saving investment incorporating a
high degree of technical advance is increasing in importance. The
significance of the accumulation of productive capital for potential

growth was discussed in more detail above.
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The_relative position of the services sector. Special attention

is often paid to the relatively strong growth of the services sector,
which is sometimes even interpreted as evidence of a process of

deindustrialisation. The following Table suggests that such a view
is exaggerated.

Growth rates of gross value added at constant 1976 prices (% changes)
61-65 66-70 71-74 75-80 61-70 71-80

Distributive trades and

transport 5,2 4,5 2,8 3,6 4,9 3,3
Banking, finance and

insurance 9,1 9,0 5,3 5,5 9,0 5,4
Other services 4,8 3,3 4,3 4,8 4,0 4,6
General government 4,9 4,0 4,6 2,3 4,4 3,2
Manufacturing industry 6,2 5,3 2,5 1,9 5,7 2,3

Share of GDP : at constant 1976 prices(a);at current prices(b) (as %)
1960 1965 1970 1975 1980

Distributive trades and (a) 14,9 15,1 15,4 15,3 16,1
transport (b) 18,5 17,9 15,3 15,3 15,4
Banking, finance and (a) 2,4 3,0 3,7 4,3 4,8
insurance (b) 2,4 2,7 3,2 4,5 4,5
. (a) 10,3 10,3 9,8 10,7 11,6

Other services (b) 7,2 8,2 8.7 10, 4 12,1
(a) 11,0 11,0 10,9 12,1 11,3

General government (b) 7.1 8,1 9.2 11,9 11,6
. . (a) 32,1 34,0 35,9 34,0 33,7
Manufacturing industry (b) 40,3 40,3 38.4 34,5 33,1

Source : StBA

While the real growth rates of the services sector in the 1970s
were higher in all branches than the growth rates of manufacturing
industry and thus reduced manufacturing industry's share of GDP, the
growth of the services sector in the 1970s generally slackened compared
with the 1960s, with the exception of "other services" ’ . Secondly,

a comparison of respective shares of GDP, both at constant and current
prices, shows that the relative lagging behind of manufacturing industry
is primarily a price phenomenon, reflecting different price movements
between industrial products and services. However, there is some
justification in using the word 'deindustrialisation' when it comes to
job creation. While the capacity of the services sector to absorb
Labour scarcely diminished in the 1970s compared with the 1960s, there
were substantial job losses in the industrial sector in the 1970s as

the following Table shows.

7 This branch covers such diverse fields as hotels and catering,
education and culture, publishing, medical and veterinary services,
activities connected with banking, finance and insurance, Llaundries,
personal grooming, photography studios, cleaning services, legal
and tax advisory services, auditing, technical advice and planning,
advertising, etc.
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Changes in the structure of persons gainfully employed (average annual
growth rates)

61-65 66=-70 71-74 75-80 61-70 71-80
Distributive trades 0,1 -0,1 1,1 -0,1 0,0 0,4
Other services 2,3 2,0 2,0 1,9 2,2 1,9
Manufacturing industry 1,0 =-0,3 =1,3 -1,0 0,4 -1,1

Source : StBA

In any discussion of the services sector, non-market services
should not be excluded. The relevant data show that the expansion of
the general government sector took place primarily in the first half
of the 1970s and that the general government contribution to GDP has
since returned approximately to the long~term level of the 1960s. The
marked increase in the general government share of value added from

10,9 % to 12,1 % in the period 1970-75 was due to the rise in the
number of public service posts in that period (Table below).

Increase in public employees (average annual growth rates)
61-65 66-70 71-74 75-80 61-70 71-80
2,7 2,0 3,8 1,9 2,4 2,6
Source : StBA
The following main arguments are advanced to explain the

relative expansion of market and non-market services in the 1970s :

- for a long time (up to 1972), the under-valuation of the German mark
tended to favour industrial development and prevented an expansion
of the services sector consistent with the Level of maturity of the
German economy. This thesis is in fact borne out by the 3,8 % gain
in manufacturing industry's share in the 1960s (in real terms); 8

-~ highly developed economies reach a degree of maturity which is
characterised by a high level of demand for services (three-sector
hypothesis);

- the income elasticity of demand for services is greater than 1;

- in the growth process, the circularity of interrelationships is
generally increasing. As a result, industrial firms rely
increasingly on inputs from the services sector, as can be seen
from input—-output tables;

- cost pressures are causing firms to stop providing certain internal
services themselves and to turn instead to specialised firms for
such services. A particularly important feature of this development
is the increase in financial leasing and factoring. The IfW (Kiel)
has pointed out (IfW, 1980) that economic activity in all production
sectors (including industrial production) comprises more and more
so-called tertiary activities. A breakdown of employees by economic
branch and occupational sector shows that the expansion of service
occupations in the 1970s took place not only in the services sector
but was also clearly evident in the other (industrial) sectors.

8 Some (Kalmbach, 1980)have taken a rather positive view of this develop~
ment, stressing the associated high growth rates of GDP, others, princi-
pally the IfW, have argued that it gave an excessively labour=intensive
bias which in the longer term delayed the introduction of capital-inten-
sive, technologically advanced, production processes.



—_ 51 —

The_role of general government. The general government's

contribution to GDP referred to above consists essentially of capital
consumption and the income derived by public employees from their paid
employment. The broader concept of general government collective
consumption appears in the national accounts broken down by purpose.

A breakdown of general government consumption by function is shown in
Table 31 for the period 1970-80. General government consumption
includes, in addition to the general government contribution to GDP,

the inputs purchased by general government, including military buildings
and equipment (Table below).

General government contribution to GDP and collective consumption as a

proportion of GDP at current prices %
1960 1965 1970 1975 1980

Total general government consumption 13,4 15,2 15,8 20,5 20,1

of which : for civil purposes 10,3 11,2 12,8 17,4 17,4

Contribution to GDP 7,7 8,1 9,3 12,0 11,6

Source : StBA

Measured at current prices, general government consumption has
increased appreciably as a proportion of GDP. This is due firstly to
the fact that the goods required by general government increase in
price much more quickly than average and that general government
production is highly Llabour intensive and also calls for above-average
skills. Secondly, it is frequently argued that towards the end of the
1960s there was a backlog of demand for government services. This
can neither be proved nor refuted. It is, however, clear that the
share of traditional government services such as administration and
defence has declined in favour of sectors in which government supply
also competes or might compete with private-sector supply (e.g.

education and medical and other health services).

Overall, general government consumption in the decade from
1970 to 1980 grew at an average annual rate of 10,8 % : expenditure
on defence increased by 7,6 %, total government expenditure on
administration by 9,5 % and expenditure on puwlic security and order
by 10,4 %; on the other hand, expenditure on education increased
by 12,0 %, on medical and other health services by 13,1 % and on
recreational and cultural services by 13,1 %. Moreover,the average
annual increase in social security services, which are a component
of general government consumption, was also well above average at
11,9 %.
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An even more comprehensive measure than general government
consumption is total State activity, which covers not only the State's
activities as a provider of services and a buyer of inputs and
investment, but also its transfer payments and tax policy. Altogether,
the State accounted for 52 % of gross national product in 1980, compared
with 41 % in 1970 and only 34 1/2 % in 1960. The following Table and

Graph show the trends in the ‘main components.

State activity as a proportion of GDP %
1960 1970 1975 1980

34,5 40,9 22,2 51,6

The relative weights of varijous components of total State activity

1960 1970 1975 1980
Contribution to GDP (a) 20,7 22,6 22,9 22,5
Purchases (b) 31,9 31,7 29,0 29,3
Transfer payments (c) 45,3 43,3 45,5 44,5
Interest 2,1 2,4 2,6 3,7
Total 100,0 100,0 100,0 100,0

(a) Income from paid employment plus capital consumption.

(b) Inputs, gross investment less sales and self-manufactured fixed
assets.

(c) Current and capital transfer payments.

Source : StBAp Commission Staff

State revenue as % of GDP
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The increase in the State share of GDP is due, besides the
growth in general government consumption (provision of State services),

to the extension of the social security system 9

particularly in

the areas of pensions, sickness insurance and training provisions

(Ifo, 1980). This is made abundantly clear when current government
revenue is divided into taxes and social security contributions.

While the overall taxation ratio has fluctuated within a relatively
narrow band around 25 7%, compulsory lLevies under the social security
system have continuously increased. The social security system in the
Federal Republic was established under favourable growth conditions.
With growth rates having slackened since 1974, the spending on the
social security system was constrained and indeed some marginal cuts
were made in the second half of the 1970's. The need for a fundamental
reorganisation of the system which takes account of the prospects for
modest growth and of important demographic developments appears not to
have been recognised until recently. The failure to make the necessary
corrections in time has contributed considerably to the structural budget

deficits referred to above (Chapter III.A).

Reasons for structural change

The factors responsible for structural change are many and

various. Some of the main causes are lListed below.

To begin with, some structural changes stemm from new patterns
in demand. Private households and public authorities can trigger
structural change through their expenditure decisions; at the same time,
however, structural changes have repercussions on expenditure decisions.
As the following Table shows, private consumption has increased slightly
since 1973 as a proportion of GDP, although the Long-term pattern is

one of relative stability.

9 The most important statutory measures were : the introduction of a
flexible age Limit for pension purposes (1972); the inclusion of

nursery school children, school children and students in the statutory

accident insurance arrangements (1971); the inclusion of farmers
(1972) and students (1975) in the statutory sickness insurance
arrangements; extension of training measures (1971); the Employment
Promotion Act of 1969 which extended the tasks of the Federal Labour
Office; the Sickness Insurance Amendment Act of 1970 and the
recognition of preventive and early detection measures; increase in
the child allowance and increased protection for mothers.
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Private consumption as a proportion of GDP (as %)
60-65 66-70 71-73 74-75 76-78 79-81

D 59,4 59,6 58,5 60,7 61,9 61,5 (a)
F 61,6 60,9 60,4 61,6 62,2 63,8
E9 62,4 61,4 60,3 61,3 60,0 62,1

(a) The estimates available for 1982 and 1983 point to a further fall.
Source : Eurostat

The structural shifts only become apparent, however, with an
analysis of consumption expenditure by item (Table 32). The
switch in private consumer expenditure to high-quality and durable
consumer goods, in which saving or credit financing plays an important
part, has made movements in demand more volatile and has accentuated the
pro-cyclical effect of spending behaviour by private households. The
income elasticity of demand for services is greater than 1, but it is
not known how a decline in purchasing power would influence demand for
imported services (in particular foreign holidays) in relation to

demand for domestic services.

Some structural changes take place as a result of adjustments

in the capital stock. Given the openness of the German economy,

domestic producers must cope with continuous adjustments in the inter-
national cost and price structure; this applies both to export goods

and import competing goods. Changes in relative factor prices and

in production techniques cause part of the existing plant to become

economically obsolete. The production apparatus has to be adapted and
this is reflected in continuous changes in the level and composition

of the country's capital stock. This process has greatly accelerated
over the last decade. Indeed, the economic Life of the capital stock
has declined appreciably as shown in Chapter IV.A above. The faster

the pace of change,the sooner capital equipment becomes obsolete and

the more risky investment becomes, requiring a higher risk premium.

Other important factors causing structural adjustments are

new production and management techniques and behavioral changes,

including such different factors as the framework of State regulation
in regard to industrial monopolies and market access arrangements;
environmental ist opposition to certain forms of production has also
increasingly delayed private and public investment projects. New
preferences accorded to the trade-off between work and leisure time

is also a significant causual factor.
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The reaction of economic policy

The above discussion gives an idea of the main problems which
the German economy must tackle if it is to continue to be successful
in the adjustment process. The high lLevel of dependence on foreign
trade, and in particular the increasing dependence on exports of
technologically advanced products, necessitates even greater efforts
in the investment field, given the rapid pace of technological change.
While Germany's R & D performance bears comparison with other Community
countries, expenditure in this area fell slightly in the 1970s as a
proportion of GDP. A 1980 report on investment plans shows that German
business investment is concentrated primarily on technological innova-
tion and the development of new products, or research and development
and on energy conservation; however, the disappointing trend in overall
investment since the early 1970s, which was discussed above, suggests
that the qualitative and quantitative improvement of the capital stock,
has not been achieved. This raises the question of how economic policy

should react to the challenge of structural change.

The institutional arrangements and the parties involved in
economic policy in the Federal Republic are guided by the principle
that the market economy, together with effective price competition,
ensures industrial efficiency. This generally means that firms have the
priority task of carrying out the necessary structural changes, leaving
it to the Government to pursue an economic policy which promotes the
smooth functioning of the price mechanism by eliminating obstacles
to structural change and by encouraging economic reorganisation through
the response to market signals. In this way, government policy helps to
adjust the social and economic framework to changing internal and
external economic conditions. Accordingly, public undertakings and
selective government measures are traditionally only of limited

significance in the Federal Republic (Kdrner, 1981).

At the same time, the authorities do not believe that the
efficiency and competitiveness of the German economy can be guaranteed
by simply applying the traditional instruments of demand management.

It emphasizes instead a medium-term growth policy which is based on the
creation of the right supply conditions and in particular on a
favourable investment climate, both for the private and the public
sector. Investment incentives and the readiness to take on business
risks can be reinforced through an appropriate tax policy and through

adjustments to the social security system.
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In concrete terms, structural policy in the Federal Republic
has assumed the following forms (Donges, 1980) :
= strict controls on public expenditure and public borrowing with the

aim of reinforcing confidence, limiting the tax burden and bringing
down interest rates;

- influence over wage settlements with the aim of improving the finan-
cial position of firms and, at the same time, of providing incentives
for employees and the self-employed through an appropriate tax
policy;

- improvements in the framework conditions for job=-creating investment
through forward=-lLooking and environmentally sound infrastructure
projects (particularly through adequate Levels of depreciation allowances,
investment grants, incentives for energy conservation, appropriate
levels of corporation tax and subsidies);

= encouragement for research and development;

- the reduction or elimination of subsidies which hinder the adjustment
of production structures;

- measures to improve the balance between supply and demand on the
Llabour market through the promotion of vocational training and Labour
force mobility;

- a housing policy which covers both housebuilding and the size,
composition and flexibility of the housing market.

Although the structural adjustments in the Federal Republic
of Germany over the lLast decade have not been satisfactory, they were
often more rapid and far-reaching than in other industrialised countries
(DIW 6/83). Detailed investigations into the changes in industrial
structures in the six years following the first oil shock show that
the Federal Republic has adjusted faster than other Community countries
(European Economy, Special issue, 1979) . This finding was based
largely on the data available up to 1978, but subsequent economic
developments have been more favourable in many respects than in other
countries. Investment activity has generally held up better, price
and cost trends have been considerably more favourable and the balance
of payments deficit was quickly eradicated. Of the major industrialised
countries, only Japan had made greater progress in consemving energy.
In the 1981-82 period, however, developments were less satisfactory.
In particular fixed capital formation lagged behind. In view of the
poor outlook for economic growth in the world economy, in the next
few years, the question arises whether a more active policy to promote

investment and structural adjustment is not called for.
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C. International trade position and competitiveness

The international environment has shown marked changes
throughout the 1970's, with considerable fluctuations in exchange
rates, large increases inoil prices and high and variable inflation
rates as the main features of the generally less stable conditions
for international trade. These disturbances coupled with an unpre=-
cedentedly large deficit on the current account of the balance of
payments in the Federal Republic following the second oil crisis
and the weakness of the DM/USD rate has stimulated interest in the
basic international trade position and the competitiveness of

German industry.

Exports

Over the last two decades the share of German exports in world

trade of manufactures (measured in USD) has fluctuated around a

gently rising trend within a relatively narrow band of 17-19 % but
fell to 16,5 % in 1981 (Graph 12). An important deviation from

the trend value occurred in 197374 when the large upward adjust-
ment of the DM boosted the recorded value of German exports measured
in USD terms, when German exporters, given the buoyancy in world
demand combined with the effects of a stabilisation policy at home,
were able to increase sharply their volume of sales. The weak

trend in the German market share emerging in 1980 and 1981 has at
times been interpreted as marking the end of a long period of
Germany's strong industrial position in world markets (Maurat, 1981).
It will be argued below, however, that this apparent fall was due to
the extremely weak position of the DM against the USD, which in

turn reflected with the large current account deficit,and that the
recent gains in competitiveness will in due course be reflected in

substantial gains in market shares.

An alternative assessment of German industry's export per~
formance can be made from a comparison with that of its major in-
ternational competitors, operating in the same markets. An exami-
nation of Germany's share in total OECD exports to particular
markets, such as North America, EC, all European countries, OECD

and the non-0ECD countries, shows that the German market shares

at this disaggregated Level have remained relatively stable
Graph below). It should be noted that Germany's share in OPEC
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Proportion of German exports in total OECD exports
to particular markets (a)
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(a) Market economies, i.e. 83,6 % of world trade in 1975.
(b) Proportion of German exports in total intra EC exports, all
expressed in Ecu's.

Source : OECD; Eurostat

markets was also broadly stable if short-term variations are neglected :
in 1981, 13,1 % of total OECD exports to OPEC were supplied by

Germany, the corresponding pre oil-crisis figure (1972-73) was

13,3 % (OECD No. 31).

In addition to the stability in the geographical breakdown
of exports, long term trends in the commodity structure of German

exports have not shown marked changes (DIW, 1981).

These relatively stable shares in world trade contrast strong-
ly with the experience of other major countries such as the USA,
UK, and Japan and are at first glance surprising in view of the
sharp movements that have occurred in nominal and real exchange
rates for the DM and hence in price competitiveness of German in-
dustry. Since the end of the era of fixed exchange rates in 1972,
both exchange rates and price and cost inflation differentials
among countries have diverged sharply. Developments in the FR of
Germany have been characterised by consistently low relative infla-
tion rates and by a rising,and at times strongly rising exchange
rate. Graph 13 shows movements in the DM real exchange rate 10
which demonstrates the extent to which the revaluations in the

10" For more details on the methodology behind these calculations
and the trends against other EMS currencies, see European

Economy No. 10, Section 5.3.
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nominal level of the DM have been offset by movements in domestic
cost and price levels relative to the changes in Germany's prin-
cipal competitors (18 main industrial countries, the other EMS
countries and the USA).

Graph 13 shows that German industry was in a very strong
competitive position in terms of price until the late 1960's. This
position began to deteriorate from 1969, firstly as a result of
the wage explosion between 1969 and 1972 which stemmed from the
unions' much more agressive pay bargaining stance and then, secondly,
in 1972 and 1973,as a result of the lLarge revaluation of the DM

subsequent to the advent of floating exchange rates.

The price elasticity for German exports, in spite of its high
technology content, is sufficiently high to expect a "normal" res-
ponse of export volumes to changes in relative prices. The rele-
vant elasticity is estimated at -1,09 (Naggl, 1981). These changes
in price competitiveness therefore clearly affected German export
performance. Table 33 provides data on exports since 1960 for

the developed market economies (mainly OECD countries). German
export growth in real terms was more buoyant than the average

for the developed market economies during the second half of the

1960's (column 7) when the competitive position was very favourable.
Conversely,this relatively high rate of growth could not be main-

tained in the 1970's and indeed, once the special factors of 1973/74
(Chapter 1III.C) worked through,Germany's relative export performance
deteriorated markedly compared to the situation in the sixties

and early seventies. In conclusion, the blunting of the price-
competitive edge during the period 1970-1973 led, after a fairly

long time lag,to a fatl in the relative volume penetration in world
markets, while pricing policy and other factors have enabled Germany

to maintain a broadly constant market share in value terms. This

is consistent with the results of econometric research which has
found time lags between changes in relative prices and changes in

trade flows of up to four or five years (Junz and Rhomberg, 1973).

The marked improvement in relative unit labour costs, expressed
in a common currency, which occurred in 1980-81, has brought
the Llevel of price competitiveness back to that of 1970, i.e. be-
fore the DM started to float upward. This, combined with the



capacity of German exports to adjust their product mix and to
take account of structuralchanges in the pattern of world demand
(I1fo, 1/1980), suggests that German industry is well placed to

take advantage of any recovery in world trade.

Table 34 illustrates that the product structure of German
exports is heavily specialised ininvestment goods which embody high
technology and human capital. This does not include however cer-
tain "young technology" products such as computer steered machine
tools, where the domestic industry is relatively weak. Export
quotas (exports as a share of sales) of German industry have con-
tinued to rise over the last decade, to 30 % for manufacturing in-
dustry as a whole and to about 40 % for the investment goods
sector (within which the mechanical engineering sector approaches
50 %4). At the same time however, import quotas (imports as a share
of domestic sales minus net exports) have also risen, to 24 % for
both manufacturing industry as a whole and for investment goods.
These calculations point to the strength of the overall competi-
tive position in Germany and it can be argued that this measure of
"revealed comparative advantage' provides a more comprehensive picture

of competitiveness than do growth rates of exports only (IfW, 1979).

A recent Commission staff paper, prepared at the request of
the European Parliament's Committee on Economic and Monetary
Affairs, made a detailed analysis of the industrial competitiveness

of the Community, in particular in relation to the USA and Japan

(EC, Doc. I11/387/82); the paper draws particular attention to a
distinct weakening in the Community position. In many respects, how=
ever, the relative position of the FR of Germany within the Com—
munity appears to be strong. A recent unpublished Commission staff
paper on technological change and competitiveness (Cardiff, 1982)
identified the importance of science, technology and advanced mar-
keting techniques for future trade performance. According to de-
tailed statistical analyses of the trade patterns in "high tech-
nology products', which examines both the level of exports and the
size of the trade balance in such products, the German position

in 1980 was much better than that of other major industrial coun-
tries including the USA. Only Japan, which recorded a similar
level of exports but much lower imports, had a larger surplus on

trade in these high technology products (Table 35).
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In a recent statement, the Federal Government

also takes the view that there is no reason for concern about
Germany's position in "high-technology exports" and that it would
be wrong, as implied in a recent Parliamentary Question, to con-
sider that German competitiveness in this matter is weakening
(BMWi, 1982). 1It is relevant in this context to note that total
expenditure on research and development in constant price

terms has been much more buoyant in the Federal Republic over the
last decade than in other major industrial countries, with the ex-
ception of Japan (during 1970-79 at an annual rate of growth of
2,9 %, compared to 0,1 % in France, -0,7 % in the UK, =-1,4 % in
Italy, 0,7 % in the USA, 6,8 % in Japan (Bundestag Drucksache
9/1133, 1981). A recent assessment made by the Confederation of
German Industry of the country's performance in high technology
products, measured on the basis of a combination of four different
criteria (exports, patents and licences, R & D and research wor-
kers) also concludes that the comparative position in this area
is satisfactory, although the rapid progress of Japan should be
noted (IW 3/83). The Ifo institute, Munich, has taken an even
clearer position on Germany's competitiveness for high technology
products : overall, Germany takes a second place, after the USA,
but before Japan (see Table below) and there is no indication
that its relative position is in danger in the medium term; in
the area of the application of microelectronics, however, Germany
clearly lies behind Japan (Ifo, 17-18/82).

Share (%) of selected countries in world exports of products
with a high technology cantent

total most advanced products
1970 1977 1980 1970 1977 1980
D 20,6 20,3 18,1 8,3 10,2 9,7
USA 21,9 16,6 18,2 48,1 33,8 33,3
JAP 9,0 15,6 15,6 4,9 7,7 4,7
NIC (a) 0,6 2,0 2,5 0,9 6,1 4,7

(a) Hongkong, Malaysia, Philippines, Singapore, South Korea, Taiwan.
Source : Ifo, 17-18/82

Imports

Concern about Germany's international trade position has re-
peatedly been expressed in recent years as a result of the strong
upward trend in import penetration. This trend, which has continued

throughout the last two decades, accelerated after 1972,
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when the sharp appreciation of the DM would have been expected
anyway to reduce the price competitiveness of domestic relative

to foreign suppliers. The share of imports in total final demand
in constant prices rose from 17 % in 1970 to 21 % 1in 1980 with the
share of imports in consumer goods (electronic entertainment pro-
ducts in particular and more generally in investment goods growing

considerably faster than the average (Ifo,10/1980).

These trends cannot be interpreted as reflecting a dramatic
loss of overall price competitiveness by domestic producers (DIW,
20/1981) ,they are rather of a structural/technical nature related
to a growing need to use imported raw materials and semi-manufac-
tured imports in the production process (DIW, 1981), and are a
normal consequence of the increasing international division of
labour. Nonetheless, such growing import and export trade is not
without problems as it requires a permanent need for adjustments
in industrial activity and investment, implying simultaneous losses
and gains of jobs within industry. These adjustments are relative-
ly smooth in the case of "intra-industry" trade intensifying
between industrial countries, where adjustments occur normally within
rather than between sectors and companies. However, increasing
trade with less developed countries (LDC's) lead to more difficult
structural adjustments as the higher lLevel of imports from LDC's
is not offset by higher exports to LDC's by the same industrial

branch.

Indeed, on a more disaggregated Level, some trends are
disquieting. The import quota for textiles and clothing for
example rose from 24 % and 14 % respectively in 1970 to over 40 %
each in 1981. Detailed analyses (Schatz and Wolter, 1980 as re-
ported by Kérner, 1981) on import penetration and their employment
effects in selected branches of German industry over a longer pe-
riod, found that the sectors which most suffered from foreign com-
petition were consistently those which operate with conventional
technology and employ low-skilled labour. 1In assessing such im=
. port trends, account should not only be taken of the loss in do-
mestic employment but also of the advantages accruing to consu-=
mers resulting from downward pressures on prices. It should also
be remembered that an increasing share of these imports constitute

the re-allocation abroad of domestic production activity.
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German industry, like that in other countries, has increasing-

ly felt competition from Japan, both on foreign and on the domestic

market. Japan has achieved a leading position in high technology
trade, especially for consumer goods but more recently also in
capital goods and this trend is likely to continue in the fore-
seeable future, Factors such as the ability to apply systematically
technological and management know-how and to adopt an appropriate
balance between innovation and marketability seems to give

the Japanese producer and exporter a comparative advantage in many
international markets. Whilst admitting the spectacular develop-
ment of Japanese exports, one should be aware of the Limited role
they play in supplying the German market : in 1981 Japanese pro-
ducts accounted for hardly more than 1/2 % of total demand, com—
pared with 1/4 % in 1971. As a share of total German imports,
Japanese products accounted for 3 % in 1981, compared with 2 4 in
1971. Nonetheless, competition from Japan is acutely felt
since its exports are heavily concentrated on relatively few pro-
duct groups, such as cars, cameras and electronic equipment.
Judging from data on the level and structure of expenditure on
research and development and on the registration of patents and
licences, both of which concentrate on products which have shown
the highest rate of expansion in international trade, Japan's
position, at present exchange rates, should remain strong in
these areas (Ifo, 35-36/1980).

Finally, it is often argued that German industry is faced
with ever increasing competition, both at home and abroad, from
newly industrialised countries(NIC). In order to test this propo-

sition, the share of NIC in EC imports has been calculated for
eleven selected product groups over an extended period. Table 36
shows that the market share of NIC has indeed risen dramatically
in the 1970's but that this trend is by no means equally marked
nor does it follow the same pattern for all the product groups.
For a range of products, where NIC made impressive progress up to
the mid-1970's (such as optical instruments and cameras, jewel-

ry and electromechanical products), the trend was subsequently re-
versed and market shares were lLost. It is also frequently claimed
that German manufacturers, in particular of textile and clothing,

increasingly resort, in view of the high labour costs, to the
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practice of contracting out for the processing/finishing of their
products to Low wage countries. It should be noted, however, that
the share of such supply to the German domestic market in total
imports of the relevant products has been declining consistently
since 1965. 1In other areas, however, (such as watches, radio/TV,
toys and sports, shipbuilding), NIC maintained or increased their

position in EC markets.

In the medium and longer term, the industrial take-off in
such countries should have positive effects on growth and trade
throughout the world. Industrialisation brings about intrasecto-
ral specialisation and diversified trading patterns with consequen-

tial rising import elasticities.
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D. Labour market trends and problems

This section discusses the main factors affecting the supply of
and demand for Llabour together with the main structural characteristics
of employment and unemployment at the present time. While activity rates
will show divergent movements according to age group, sex and marital
status, the trend in the overall rate, which had fallen in the 1970's,
is Likely to remain stable in the 1980's. This means that growth in the
Labour force will Largely be the result of demographic changes including
movements in the number of foreign workers _The discussion concludes that

unemployment is Likely to increase for some years; even an annual average

rate of economic growth of 3 % in the rest of the present decade would do no

more than preserve the current level of employment. After 1988, however,
the size of the Llabour force should begin to decline and this should be a
major factor in reducing the imbalances in the lLabour market from then on.

Overall demographic trends

Over the period to 1990, demographic developments, which are
already 1in operation, will add to the complexities of Labour market
management. Since 1972,the native population of the Federal Republic
has been declining. This decline represents a secular trend resulting
from a number of factors, principally a fatl in birth rates. It is
unlikely that birth rates will again rise to, and remain at, the level

necessary to maintain the present population stock.

The decline in population will only begin to be reflected in a
falling labour force around 1987 (Graph 14). Indeed, in the period
up to 1987, the Labour force will actually increase considerably as a
result of changes in the age structure of the population which are
summarised in the following table.

German population according to age groups up to 1990
Age groups (% share)

German under 20-65 45-65
Year opulation 15 15=20 “ 40y (@) 2045 (60 @ 6560y ©
000s
965 56 984 22,8 6,5 54,0 15,7
1975 57 937  21.5 7.3 52.4 33,3 19,1 18.8
1980 56 829  18.0 8.5  54.9 3.7 20,2 18.6
1985 55 750 15,1 8.2  58.3 35.9 2204 18,3
1990 54 796  15.5 5.5  60.8 372 23,6 18.3

(a) Men up to 65, women up to 60.
(b) Men over 65, women over 60
Source : Estimate up to 1990; IAB, 1978
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Three important factors should be noted :

(i) the proportion of the population at or above retirement age remains
stable in the 1980's;

(ii) the proportion between 15 and 20 years of age is at a peak between
1980 and 1985 but declines sharply thereafter, resulting in a strong
growth of labour market entrants in those years thereby adding
to the demand for employment and for higher and vocational education;

(i) the proportion of the population over 45 years of age will increase
steadily over the 1980/90 period which may result in reduced labour
mobility. )

In the context of these developments, the movemenf of foreign
workers plays an important role but assessments of future demographic
changes in the foreign worker population remain very tentative. While in 1976
it appeared that the number of foreign workers in the 1980s might stabilise
at around 3,4 million or about 6 % of the total population, by 1981 it
was at 4,6 million (DIW 46/76).

Activity rates

Future trends in the size of the Labour force are estimated by
applying projected activity rates to the population in each age bracket.
Table 37 compares movements in activity rates in the 1970's in the
Federal Republic, EC 9 and the USA. It can be seen that activity rates
for both sexes in the Federal Republic are relatively high in the younger
age brackets (14-24 years) compared to other EC countries but low at the

upper end of the age range (60 years and over).

During the 1970's the activity rate of women between the ages
of 20 and 60 continued to increase. This was mainly due to the
increased participation of married women in the lLabour force while tﬁe
tendency for women to take up employment after school, and to leave
it again when married, declined. Factors such as better institutional
arrangements for working women, a falling birth rate, greater availability
of part-time work and increased real wages were important. While this
development added to the total labour supply, other changes in
activity rates have tended to offset this effect, such as :

=~ the continued tendency for older workers, particularly male, to
retire early;

- the sharp decline in the activity rate of both men and women in
the 15-20 year age bracket, reflecting the general trend towards

Llonger training periods and the expansion of further education;
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- a general but gradual decline in male activity rates reflecting
adult education and training, discouraged worker effects, better

sickness and early retirement benefits.

The definition and measurement of .activity rates is not easy.
For example the Eurostat Labour Force Sample Survey M suggests that
there is a reservoir of people in addition to the employed and
unemployed who would be willing to work given appropriate economic
conditions. Such a reservoir is formally recognised in the Federal

Republic and known as the "Stille Reserve'". The precise quantification

of this reservoir of unregistered unemployment is a matter of some
dispute but, however measured, its size has increased markedly, probably
to over half a million persons, in the past ten years (Graph 15).
Changing economic conditions can be expected to influence the "Stille
Reserve' and therefore activity rates in the future. The DIW (DIW
33/81) has attempted to show that for each age group, activity rates
tend to vary inversely with changes in the unemployment rate.
Nonetheless, the projection of activity rates remains an extremely
hazardous exercise. Assuming a modest and reasonably stable rate of
economic growth in the coming years and no dramatic shift in the numbers
involved in work=-sharing schemes, then the prospects are that for the
central age groups, the overall activity rates will remain more or Lless
constant for both men and women until 1990 but may fall thereafter.
Activity rates for older workers and for those under 25 years of age

will, however, continue to fall.

Total lLabour supply and employment

The estimate of future labour supply varies according to the
assumptions made about population changes, activity rates and the
factors behind them and on changes in the size of the foreign worker
community. Since 1977 the size of the labour force has shown a marked
upward trend and at the beginning of the present decade the potential
Labour force stood at about 27 million. Assuming the activity rate
movements in the 1980's described above, and assuming a rate of net immi-
gration of foreign workers of about 30 000 per year over the period, the
potential Labour force should have risen by about 1,5 million in the

11 This uses the following definition : '"Persons with a main occupation,
unemployed persons and non-active persons with an occasional
occupation seeking paid employment, by reference to the population
of same age and sex'.
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1980s. Bearing in mind the respective weightings of young people and
those above 45 years of age in the population, this implies that
behavioral trends will considerably offset the effect of the demographic

changes. Table 38 shows a DIW estimate of how the two factors interact.

Present trends in the potential Labour force, together with
falls in employment bring about large increases in registered unemploy-
ment. Thus, in the two year period 1981-82 employment fell by almost
700 000 and unemployment rose by nearly 950 000.

A number of institutions have made labour force projections and
the results show how difficult precise forecasts are to make (Federal
Employment Institute, 1980). Even in the short term, the outlook is
uncertain due to the significant impact of small changes in activity
rates and to variations in the numbers of foreign workers. The Federal
Labour Office, in a recent review (IAB, 17.12.81) estimated that the
increase in the potential labour force in the five years to 1985
would be close to 1 million . In their view the potential Labour force
can be expected to peak (at somewhat over 28 million) in 1988 and to

decline thereafter.

These forecasts assume that the number of foreign workers remains
stable at the 1981 Level of 2 1/2 million, close to 10 % of the total
Labour force. This implies a small net emigration of foreigners in the
population. The extent to which estimates of the labour force are sensi-
tive to assumptions concerning foreign workers is shown in Graph 16
where an annual net immigration rate of around 55 000 after 1980 could
add another half million to the labour force by 1990.

The above mentioned forecasts were prepared before last
year's revision of the German national accounts back to 1960. This
revision indicated that there were considerably more people in
employment than had been estimated previously = some 500 000 more in
each of the past three years. This has implications for calculations
of the size of the effective Labour force and the "Stille Reserve",
which itself is a function of general LlLabour market conditions. The
revised figures need to be handled with care since a high degree of
estimation has been used in their preparation,there having been no
full population census since 1970. At the time of writing, the Federal

Labour Office is still in course of preparing revised figures for the
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"Stille Reserve' and potential Labour force. It is understood however,
that the broad order of magnitude of previous estimates of the '"Stille
Reserve' may still be valid while the addition to the effective labour
force up to 1985 and beyond is expected to be of the same order as

previously forecast.

These assumptions are made in Table 39 where the revised data
is taken into account as far as possible to show movements in the
Labour force between 1960 and 1990. Between 1960 and 1973, total
employment (including self-employed) showed a comparatively modest move-
ment (+ 0,7 million) despite a 2,2 million increase in the employment of
foreign workers; unemployment was lLow, averaging 1 % of the Llabour
force., Between 1973 and 1977, the effective labour force declined
sharply (-1,4 million) with substantial falls in the number of foreign
workers in employment (-0,6 million) and self-employed (-0,5 million).
Nevertheless, unemployment rose to 1 million over the period. Between
1977 and 1982 the effective labour force increased by 0,9 million while

unemployment increased by almost the same amount.

By any standard, providing work for those already unemployed
plus an additional 200 000 Llabour market entrants per year to 1987
will be a daunting task in the context of the economic conditions
Likely to prevail for the greater part of the next decade. The changes
in the distribution of employment by sector have already been referred
to and the significant shift into services and away from production
industries 1in recent years has been noted in Chapter II.A. Employment
growth in services, a sector which accounts for over half of total
employment, suffered a check in 1981 and it is Likely that it will
grow, if at all, at a much slower overall rate than in the past. Two
factors which would tend to restrict growth of employment in services
are the budget constraint,leaving the Federal and lLocal governments
Little if any room to expand public empl.oyment,12 and, secondly, the
Likely trend towards improving productivity in the services sector
through increasing automation and high technology eguipment. Furthermore,
the growth of employment in services was associated with an increasing
availability of part-time work which was a major factor attracting
women, particularly married women, into the lLabour force. At present

12 Public sector employment increased between 1970-1980 at an annual
rate of 2 % and now accounts for about 18 % of total employment.
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women account for about 80 % of part-time jobs. Thus, growth in
employment in this sector, even if it were to be noticeable, might
have the effect of drawing people into employment from the Stille Reserve

rather than off the unemployment register.

Unemployment : trends and structures

Table 5 shows movements in the unemployment rate in the
Federal Republic, France and EC 9 in the 1958-83 period. While the
Federal Republic's record compares favourably with the situation in
other countries, the abrupt upward movement in the unemployment trend
in 1981 and thereafter indicates the advent of a period of special
difficulty. Table 39 shows the growth of unemployment in absolute
numbers. The Llarge increase recorded in 1981 reflects both the beginning
of the effects of the demographic factors described above and a
retarded adjustment to the economic slowdown. In 1980, enterprises,
perhaps not expecting a protracted turn—-down in the economy, had tended

to avoid lLay-offs and short-time work.
The following Graph sets out some of the structural features
of unemployment. Graph 17, which shows the trend in unemployment and

vacancies by employment sector indicates how seriously the labour
market situation has deteriorated. The unemployment/vacancy
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ratio from nearly 3 in 1980 to 17,5 in 1982 whereas previously, the
labour market position of women had been somewhat worse than that of

men, 1981 saw a sharp upward movement in the rate of unemployment among
men. In May 1981 the comparative rates were 6,3 and 3,8. In February
1983 they were 10,5 and 10,3. This reflected the fact that men were

more numerous in the occupations worst hit by the last cyclical downturn,

particularly the building industry.

The unemployment rate for young people under 20 years of age,
which is extremely Low in the Federal Republic compared to other
countries has risen distinctly in the last few years. Young people
leaving school and those leaving institutions of higher education with
general non-technical qualifications face particular difficulty in
finding employment. This aspect of the problem is Likely to increase in
the medium term and will put strain on existing vocational training

services.

Since a number of years, the unemployment rate among the foreign
workers is relatively high. In May 1981 the rate stood at 7,0 compared
with the overall rate of 4,8 and in february 1983 the respective figures
were 15,4 and 10,4. This reflects not only the fact that foreign workers
are heavily employed in sectors, such as the building industry, where
employment has fallen sharply, but also the fact that children of guest

workers are now joining the tabour force in greater numbers.

Although unemployment increased generally throughout the Federal
Republic,certain regions fared worse than others. The Northern Lénder,
broadly speaking, recorded the lLargest unemployment rates and absolute
numbers unemployed. The difficulties of the steel industry were reflected
in the steep rise in unemployment in the cities of the Ruhr area and in

the Saarland.

Labour Market Policy

Large imbalances in the labour market,from Labour shortage during
the 1960's to the present high unemployment, have met with different
responses from the authorities. The main policy issues can be grouped

under five different headings :

13 The Eurostat Labour Force Sample Survey, which gives the best
comparative data across countries, reported unemployment rates in
1981 for 14=24 years old of 21,5 % for Italy, 17,5 % for France and
only 4,7 % for the Federal Republic of Germany.
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Foreign workers

Training

Economic growth

Work-sharing and changes in working time

Investment.

The largeinflowof foreign workers up to 1973 and the subsequent

outflow have provided a balancing mechanism for the German Labour
market. These flows ensured the smooth operation of the lLabour market in
terms of total demand for and supply of Labour and, since guest workers
tend to be highly mobile, provided the economy with a particularly strong
sectoral and regional adjustment mechanism. Moreover they have tended to
take up employment in sectors where employment for Germans is falling,
reflecting the difference in vocational training levels (HWWA, 1980).
The number of foreign workersin the Federal Republic reached a peak of

2 1/2 million in 1973 but then fell quickly as a result of both the
recession and the introduction of a ban on the recruitment of foreign
labour. The reduction of the number of foreign workers (to 1,9 million
in 1979, when the number started to recover again) has only slightly
affected the number of registered unemployed foreign workers as there

is a tendency to return home if threatened with unemployment.

Another important policy element in German lLabour market management

is vocational_training. The Federal Republic has developed an impressive

and comprehensive system of formal training and examinations, leading to
a final qualification in addition to the actual vocational training.

As a result, 60 % of the workforce possesses intermediate qualifications,
compared with only 30 %# in the UK (Prais, 1981). As well as providing
appropriate skills ,the system also has beneficial effects on the
organisation of manpower in firms (EC Social Policy Series No. 42,

1981).

When the structural problems in the labour market emerged in the
late 1970's a wide ranging system of training developed with the
emphasis on improving the competitive position of the disadvantaged
unemployed in the labour market and meeting the specific needs of
certain regions. Thus, grants and subsidies, up to 80 % of the wage
bill, were paid to employers to encourage them to take on unqualified
workers. Given the rising numbers of unemployed and the need to
contain budgetary expenditure, however, training policies may have to

become more selective.
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In the future, the requirements of the Labour market policy, are

likely to be determined by the overall rate of _economic_growth. In

general terms the Institute for Research on Labour Market and Vocational
Training in the Federal Labour Office (IAB) has estimated that an

annual average rate of GDP growth of about 5 % would be needed from

1982 to 1990 1in order to keep the supply of jobs stable. An annual
average rate of growth of between 2 % and 2,5 % would, on the other hand,
be likely to involve a further net job loss in excess of 500 000

(Graph 16). This assessment appears, however, to be on the pessimistic
side with regard to the future trends in unemployment and assumes large
productivity gains difficult to reconcile with the much reduced growth
rates of productive potential. It also assumes no behavioral changes

on the supply side of the Llabour market.

It is by no means clear whether generalised measures by Government

or by industry to introduce work_sharing_and_reductions_in_working time

could be used effectively to contain the numbers of involuntary unemployed
(European Economy No. 5). Indeed,such schemes offer no general panacea;
much depends on whether the reduction in working hours is met by a
corresponding reduction in earnings (EC Com(82)809). Moreover, there

is the need for flexibility to take account of any future changes in
Labour supply trends. The need for reversibility in the schemes
adopted is of particular importance in the Federal Republic, which is
the only EC country where the labour force is expected to decline in
the 1990's (Kervyn, 1978). To judge from recent surveys and modelling
work, there appears to be more scope for increasing part-time working
as this form of work sharing is flexible, and able to meet the changing
patterns of demand quickly while it is generally Liked by part-time
workers themselves. In addition, part time working normally does not
imply a rise in unit costs because of higher productivity of the

part time worker and the flexibility to adapt the use of lLabour to

the need of the firm (SVR 1981/82). The Eurostat Labour Force Sample
Surveys estimated that part-time working, expressed as a percentage
of total employment has risen between 1973 and 1981 from 7,7 % (male)
and 20,0 % (female) to 10,7 % and 25,9 %. Further increases in part-
time work need not be confined to the services industry (where some
other countries Like the UK have recorded much higher figures than
those for Germany). Indeed, part-time working in industry and even

in construction could well provide an additional 380 000 and 124 000
jobs respectively (Ifo,22/78).
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In no way, however, can work sharing be a substitute for the

investment and adjustment that is necessary to modernise the capital

stock to take account of the new patterns in demand and costs. In thijs
regard, the Council of Economic Advisers has recently (SVR,1981/82)
emphasised the role of private sector investment. It suggests that, if
the degree of capital intensity increases at the same average rate
experienced between 1976 and 1980, an annual rate of growth of

investment of between 5 and 6 % would be needed to provide adequate jobs;
even such a growth rate in investment would imply a job deficit of

700 000/800 000 in 1985 which could only be removed by an annual
investment rate of 12 %Z. If the degree of capital intensity were to
increase at a slower pace, however, the required investment growth

would be more modest.

Labour relations

Institutional factors in the Federal Republic have generally
contributed to promoting good Labour relations. There are legally
required structures and procedures in enterprises with more than 25
employees for associating workers with management decisions and for
consulting them in this regard through work councils. More specific
arrangements exist in the steel sector and this must have contributed
substantially to obtaining the consensus needed to undertake necessary

rationalisation measures in that sector.

The organisation of the unions also contributed to good Labour
relations. The main characteristic of their institutional structure
is the existence of a few Large industrial unions only rather than a
multiplicity of smaller craft unions. Furthermore, the effective
dominance of central negotiators in wages talks with the employers

has also been a positive factor for industrial peace.
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E. Energy constraints

Overview

The German economy is now well on the way to diversifying
its sources of energy with particular emphasis on the use of coal.
The growth of demand for energy and oil fuel in particular has
been curbed, but to maintain these gains in energy saving, should
there be a period of continued improvement in economic conditions,
will require sustained efforts. 1In addition, the German economy is
Likely to remain very dependent on foreign sources of energy,
reflecting growing imports of coal and natural gas. Unlike France,
the potential of nuclear power is being developed rather cautiously
and unlike the UK there are no native oil resources and no new
discoveries of relatively Low-cost coal. In contrast to the UK and
the Netherlands, the Federal Republic possesses only insignificant

reserves of natural gas.

General survey of demand for energy

Between 1960 and 1973 the total German demand for energy
almost doubled from 148 million tonnes of oil equivalent to
265 million tonnes. The bulk of this groWwth was accounted for by
a massive jump in oil consumption over the period, from 31 million
tonnes to 146 million tonnes. This development was due to a rising
population, higher Living standards consequent on the country's
steady economic growth and a switch in consumer preference towards
oil. These trends occurred toagreater or Lesser extent in the
other major industrialised countries. Indeed as Table 40 indi-
cates, the Federal Republic, although becoming less efficient in the
use of primary energy in the years up to 1973, managed to compare
favourably in this respect with certain other major industrialised

countries.

The oil shocks brought about a substantial change in trends.
After 1973 the economy began to become less energy intensive. This
change accelerated after 1979. Two aspects are important in this
regard. Firstly after 1973, as Table 40 shows, not only did the
Level of demand for energy rise more slowly than before but total
GDP grew more rapidly than domestic demand for energy. After 1979
the "energy intensity" (primary energy consumption per unit of
GDP) of the German economy appears to have continued to fall sharply.
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Secondly, as Table 41 shows, the pattern of consumption changed :

- The share of crude oil in primary energy demand fell from 55 % in
1973 to 44 % in 1981.

= The share of solid fuel (hard coal and brown coal) at about 33 % in
1981 has been roughly stable since 1973, in contrast with a marked
decline 1in the period up to that date.

= The share of natural gas continued to rise gradually.

- Nuclear power was contributing only 1 % of overall primary energy
consumption in 1973 but had increased its share to a modest 5,4 %
by 1981.

Demand for imported fuels : oil bill and balance of payments

The following Table shows that the FR of Germany is highly
dependent on imported energy.

Degree of energy self sufficiency

1960 1973 1979 1981

Self-sufficiency in energy(a) 89,0 46,0 43,0 50,0
0il imports as % of oil demand 94,0 99,0 102,0 96,0

(a) total domestic primary energy production as % of primary energy
consumption.

Source : IEA; Commission staff

Net imports of energy accounted in 1981 for 50 % of domestic
consumption, compared with 54 % in 1973. The bulk of these imports
consists of crude oil and petroleum products, but there has also been
a significant increase in recent years in natural gas imports.
Table 42 shows how Germany compares with other major industrial

countries over the period 1960-1990.

The increase in the oil bill since 1970 is set out in
Graph 18. Imports of total oil products reached DM 59 billion in
1980 (4 1/2 % of GNP), compared with DM 30 billion (2 1/2 % of GNP)
in 1978. The increase in the oil bill between 1978 and 1980, when
expressed as a proportion of GNP, is equivalent to the increase that
occumed between 1972 and 1974 (namely around 2 % of GDP), but the
recent rise was substantially larger in absolute terms : the total
oil bill rose by DM 29 billion between 1978 and 1980 but by only
DM 20 billion between 1972 and 1974. As volume movements in both
2-year periods have been marginal, the higher bill reflects almost
entirely oil price movements. Over the 8 years from 1973 to 1980,
world market prices for crude oil went up by a factor of 12 (from
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under USD 3 in early 1973 to USD 32 per barrel in mid-1980), but as a
result of the appreciation of the DM against the dollar, Germany's

crude oil import price, measured in DM, increased only by a factor of six.

A substantial shift, however, occurred in the structure
of German oil imports in 1979. As the price rise of petroleum products
(heating oil, petrol, a variety of Light products) in 1979 (78 %)
was over twice as great as that of crude oil (32 %), Germany adjusted
considerably its oil import structure by increasing crude oil imports
(for processing in domestic refineries) and by cutting imports of
petroleum products. Also, the regional structure of crude oil imports
has changed strikingly, with the UK, Nigeria and Algeria accounting
for rising shares, thus contributing to a welcome diversification of
Germany's oil supplies, implying a shift away from the '"low import
absorbers".

Foreign trade and current account movements vis-a-vis the OPEC
countries since 1972 are presented in Graph 19. The striking
feature is the speed and the size of the German export boom to OPEC,
following the first oil crisis : although the trade balance and the
current account with OPEC deteriorated in 1973, there was a marked
jmprovement thereafter and even substantial surpluses were recorded
in 1977 and 1978 (DM 4 1/2 and DM 8 billion respectively). Although,
in sharp contrast, German export performance to OPEC in 1979-1980
was rather disappointing (exports fell 20 % in 1979, mainly because
of a DM 4 1/2 billion drop in demand from Iran but also because many
densely populated oil producing countries reduced their investment
plans, for which Germany has been a particularly important supplier
in recent years), exports surged up again in 1981 by over 50 % in
value and continued to be strong during the first half of 1982. Exports
to Indonesia, Iraq and the United Arab Emirates were particularly buoyant.
This exceptionally good performance owed much to the DM/US dollar
exchange rate as well as to the OPEC demand for investment goods.

Structure of energy demand

It is estimated that of total final consumption of energy 14
about 71 % is used for heating, only 27 % for power and 2 % for Light

14 Total primary demand for energy is higher than final consumption of
energy mainly by the amount of energy lLost in non-energy uses
(chemical production) and in processing primary energy materials
into electricity and gas or used up in these conversion processes.
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(Energy Programme of the Federal Government 1981). Table 43 shows
end-use by sector and also gives details of the fuel inputs for
electricity generation. A number of points stand out ;

- The residential /commercial and transport sectors accounted for over
67 % of final energy consumption and for 85% of total oil
consumption in 1980. It is estimated that more than 80 % of oil
used by households and other small consumers was for heating
(Energy Programme of the Federal Government 1981).

=~ Over half the fuel inputs required in the electricity industry are
contributed by solid fuels.

Graphs 20, 21 and 22  compare how energy use in the household,
transport and industrial sectors reacted to the two price shocks of
1973 and 1979. Households cut back severely on energy use after both
oil crises. On both occasions demand for heating oil dropped particu-
Larly sharply. It does not seem, however, that the household sector has
as yet geared itself to reduce its demand for energy permanently. The
total energy demand of households continued to rise until 1979, though it
did fall sharply thereafter, in 1981 it was only 4 % Lower than the
1973 Level.

By 1981 too, there appeared to be Little evidence that energy
use in the transport sector was being cut back to the degree which
could have been expected given the Large rise in the cost of motor fuel
in 1979 and the fact that oil use in the transport sector accounted
for nearly 40 % of total oil use in 1981.

In industry however, substantial progress was made in energy
saving. From 1973 to 1980, energy consumption in industry fell by
18 % while over the same period industrial production rose by about
9 %. Even by 1979, energy use in industry had fallen relative to 1973
in contrast to the household and transport sectors where it had risen
considerably, and between 1979 and 1981 a further fall of about 14 % took
place (Table 43).

Forecast demand for and supply of energy to 1990

At the request of the German authorities, forecasts for growth
- in energy demand and of its supply components were made jointly in

1981 by three economic institutes . Table 44 summarises the

15 The German Institute for Economic Research (DIW), the Energy
Economics Institute at Cologne University (EWI) and the
Rhine-Westphalian Institute for Economic Research (RWI).
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assumptions made by each institute about the development of the German

economy up to 1990 and the related changes in the level and structure

of energy demand.

In broad terms the institutes assume that

= the recent good record of energy saving in the industrial sector
will be maintained and that the ratio between growth in energy
consumption and output growth will fall further;

- energy consumption in the residential/commercial sector will remain
roughly stable in the 1979-1985 period due to price effects and the
impact of recent conservation measures. It is likely that heating
oil consumption in this sector will decline and be replaced by
increased natural gas consumption.

In addition, electricity could also substitute for oil. The expected
increase in the amount of heated Lliving accommodation from nearly

23 million units in 1980 to over 24 million units in 1995 would be a
factor offsetting conservation gains.

- there will be only small growth in the volume of motor fuel consumed
reflecting both technical improvement in vehicle construction and

savings resulting from more energy-conscious driving habits.

The institutes agree in forecasting an absolute drop in total
oil consumption by 1985 which will be continued through the next decade.
Natural gas and solid fuel will make a somewhat larger contribution
throughout the period than heretofore but the importance of nuclear
power will grow markedly. In its essentials this scenario is accepted
by the International Energy Agency which presents in its forecasts the
same picture of moderate growth in overall demand for primary energy
between 1981 and 1985 but only a small ,if any ,increase in the Llevel
of oil consumption (Table 43). However, the latter body's forecasts
appear to be on the cautious side since it emphasises the possibility
that what appear to be conservation gains may evaporate in more

prosperous economic conditions.

It is important to recognise moreover that the diversification
of the German economy's energy sources and the expected fall in the
volume of oil consumed does not imply that it will reduce more than
marginally its dependence on imported fuels (Table 42).
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Since these forecasts were made there have been two important
developments which could influence them considerably. Firstly,
economic growth has been slower than envisaged which suggests that
the forecast fuel consumption up to 1985 is somewhat too high. On the
other hand, however, the fall in the price of oil, which occurred in
1983, could be expected (all things being equal) to have a stimulatory

effect on demand particularly if sustained over the medium-term.

Energy Policy : diversification and conservation

The forecasts outlined above take into account the energy
policies being pursued by the Federal Government. These policies fall
into two broad areas, (i) diversification of energy sources and (ii)
conservation of energy. The most important developments in the first
area are :

- Coal. Efforts will be made to ensure that a larger volume of
electricity generating capacity will be fuelled by coal. Two major
developments 1in energy supply have recently occurred in the coal
sector. Firstly, a new contract has been negotiated between the
domestic coal mining industry and the electricity utilities which
guarantees about 640 million.tonnes of domestic coal forelectricity
between 1981 and 1995, an average of 43 milliion tonnes per year,
substantially more than the 33 million tonnes under the previous
contract. There are fixed purchase commitments until 1990 and only
after this time can coal supplies vary with actual electricity demand.
An essential element of the new arrangement is the possibility of
expanded coal imports. Secondly, the coal conversion programme,
presented in January 1980, contains demonstration projects for
coal gasification and Lliquefaction proposed by private industry. The
Government expects industry to bear a significant proportion of costs.
Even given a high success rate in the projects,the lead-in time for
their successful application is Likely to be rather Long, reflecting
not only the technical problems involved but also the slowing effect
of a medium-term fall in the real price of oil on the development
of high-cost alternative energy sources. The amount of oil and gas
produced by coal conversion would therefore be likely to be very

small in relation to requirements in the period up to 1990.

- Natural Gas. Increased supply of natural gas is essential to the
policy of substitution for oil in industry and even more in the
residential sector. The scope for further substitution depends on the |

Level of gas imports, future relative prices of oil and natural gas,
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and the pace at which the required infrastructure is completed. Natural
gas prices were fairly steady between 1977 and 1979, although sharp price
rises took place during 1980. The Likelihood that gas production in

the Dutch fields will begin to decline in the next decade has been a
factor behind the efforts of the German authorities to further

diversify sources of supply. It is intended that Norway and the USSR
will become major suppliers with the possibility of eventually
diversifying sources of supply to other more distant countries such as
Algeria, Nigeria and Canada. Adequate infrastructure to import and
distribute natural gas is essential therefore. A joint Federal-Lander
programme is in progress for the extension of the regional natural gas
grid. Viewed in this overall context, the authorities consider that

the Soviet gas pipeline would not of itself Lead to an undesirable level
of dependence on the USSR for energy supplies,particularly since gas
supplies from that source would account for only 3 to 4 % of total energy

consumption.

- Nuclear energy. In the first half of 1982 the nuclear plants which are

on stream provided some5,7 % of domestic primary energy needs compared
with a nuclear share of 1 % in 1973. The Federal Government considers
further expansion of nuclear energy to be indispensable, but Long-term
prospects for the nuclear energy programme continue to be uncertain.
Unlike France, Germany's new construction projects could only develop
slowly, largely as a result of conflicting domestic political views on
questions of reactor safety. Although permits to construct nine further
nuclear plants have been delayed, there is evidence that the log=jam has
been broken in 1982 with the granting of five building Llicences.

The Federal and Lander authorities have introduced measures lLast year
aimed at cutting long and expensive delays in planning and construction.
Given the long time lags involved, even these measures would not make
much difference to the pattern of electricity supply for the period up
to 1985. The contribution of nuclear power to total electricity
generation is expected to grow from the present 17 % to 21 % in 1985.

In the area of energy conservation the authorities have attempted,

through schemes of incentives, to encourage energy saving, for example
by means of better insulation and the use of more energy efficient
machinery and plant, through a number of schemes e.g. Federal/Linder
programmes to encourage heat and energy saving and other measures
adopted in the context of the 1982 Budget together with preferential

loans. It is by no means clear, however, that these schemes are
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entirely successful in encouraging worthwhile forms of conservation
projects. An increasing emphasis is also being placed on schemes of
district heating in order to utilise heating potential created as a
by-product in industrial and electricity generation processes. The
Government of the Federal Republic sees the most significant potential
for encouraging conservation in the influence of the unrestricted
working of real energy prices on energy demand. Some justification
for such an approach is set out in Table 45 where it is shown that,
according to OECD estimates, both the short and long-term energy price
elasticities for Germany are of significant size. While the long-
term trend in the price of oil is Likely to continue upwards, a fall in
the medium term will increase the scope for action in this regard.

The scope for further energy saving is large, particularly in
the household and transport sectors where oil use is concentrated.
The substantial proportion used for heating has been mentioned above.
Graph 23 suggests that over half of final energy consumption is lost
in various production or conversion processes. These figures may be
somewhat heroic but they illustrate the need for further determined
energy conservation measures. The International Energy Agency has
underlined the desirability of maximum speed Limits on motorways and
other measures to encourage fuel efficiengy in vehicle use as well as
increased efforts to insulate buildings and to make more extensive
use of district heating. Studies carried out with reference to the
UK (House of Commons Paper 401-1) and the USA (Rodberg, 1980) suggest that
there is scope for considerable employment creation in energy

conservation programmes entailing building and construction activity.
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SUMMARY AND CONCLUSIONS

This section provides a summary of the foregoing analysis

and considers the implications for economic policy makers in the
Federal Republic.

Economic trends

In the period up to the first oil shock the German economy
outperformed its European partners while its adjustment to the rapid
increase in real energy prices in 1974 was more successful than
most other countries. The impact of the second oil shock is still
being absorbed and,while on this occasion the German economy appears
to have had more difficulty,it maintains nevertheless its relatively
strong position. The factors conducive to a reemergence of a sustain-
able growth pattern under stable internal and external conditions
appear to be fully present.

The vigorous economic_growth of the Federal Republic during the
period to 1970 can Largély be explained by Marshall aid, favourable re-
lative factor prices,and so returns to capital,the inward migration of
skilled Labour, institutional factors such as the development of the
Common Market, and particularly, a competitive exchange rate. However
since 1970 an increase of the lLabour sharein total income, together with
a related fall in the rate of return on investment, and then the effects
on world trade of the first oil price shock, have all reduced the average
rate of growth. This in turn has contributed to the decline in the rate
of growth of capital formation in the nineteen seventies, and the slower
rate of increase of productive potential, observable by the end of the
decade. Over the same period the public sector's share of total resources
increased considerably,with social security payments showing particularly
rapid rates of growth. Although when compared to the rates observed in
the fifties and sixties, the average GDP growth rate for the Federal Re~
public has been low in recent years, there have been marked peaks and
troughs of activity. Thus, output expanded rapidly in the period to 1973
and vigorously between 1977 and 1980. Since then both GDP and investment
have declined markedly with volume falls of 3% and 10 % respectively
recorded for the three year period to the first quarter of 1983. From now

on a recovery in both output and investment is foreseen.
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The German economy has enjoyed a relatively Low and stable rate
of inflation. From the establishment of the European Community (1958)
to the first oil price shock (1973), inflation in the Federal Republic
was usually somewhat below or close to the EC average. After OPEC I,
however, the German performance was substantially better than that of
the Community,with annual average growth rates of consumer prices at
5% and 10 % respectively,in the eight years to 1982. These diverging
trends were both the cause and the reflection of the upward movement of
the DM, which the favourable competitive position of the German economy

helped to generate,and which helped to contain the-rate of increase of

import costs. However the development of domestic costs was also re-
Latively favourable, a result of the system of industrial and Llabour
relations ,and the overwhelming commitment of the authorities to contain

inflationary pressures, a reflection of the independence of the Bundes-
bank.

The strength of the German economy from the early 1950s to the

Late 1970s resulted in an impressive performance-in foreign trade. Until

1969 the increasing size of the trade surplus stemmed from the faster
volume growth of exports compared to imports,facilitated by the competitive
DM exchange rate. The improved terms of trade, subsequent to the upward
movement of the DM in the early seventies, maintained this trend while in
the period following the first oil shock vigorous export growth was combined
with a restrained growth in imports following the stabilisation programme
of 1973. The external performance after the second oil shock was less
satisfactory; in particular during 1980 and 1981 export volume growth was
not sufficient to offset the decline in the terms of trade, and the balance
of trade turned sharply into deficit. It was only through the combined
effect of a weak DM exchange rate (1980-81) and a period of falling
domestic demand (1981-82) that the current account of the balance of
payments moved back into marked surplus in 1982.

Over the three decades to 1980 the Federal Republic has experienced
marked shifts in the structure of foreign trade. Thus the development of
the European Community, and the emergence of OPEC countries as substantial
importers, led to marked shifts in the geographical pattern of German
exports,away from the USA and the rest of Europe. On the commodity side,
manufactured goods account for around 85 % of German exports, and of this
total a substantial proportion come from a relatively small number of

branches,which are characterised by sophisticated production processes
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and a skilled workforce. Although export patterns have demonstrated a
degree of adaptability, the Long~term trends show that export strength
has tended to be concentrated in traditional industries, thus clothing
and footware, textiles, iron and steel, metal manufactures and transport
equipment; relatively homogeneous products where price competitiveness

is important. However in response to competitive pressures manufacturing
firms have traded-up, going into more specialised, high skill, high value
added lines of production, where factors such as design and quality are
essential elements in competitiveness. Nonetheless the Federal Republic
continues to face strong import penetration by products which have a high
technology content, such as audio equipment, cameras, computers and

automobiles.

The impact of the weaker rate of economic growth observable
over the last decade on the Labour market which lLed to a fall im employ-
ment of 1 1/2 million between 1973 and 1977, was moderated by the

reduction in the Llabour force of about 1/2 million over the same period,
Since 1978, however, the labour force of the Federal Republic has been
expanding rapidly,and this has contributed to the recent increase in un-

emp loyment.

Indeed through 1981 and 1982 unemployment in Germany increased very
rapidly bringing the rate close to the EC average.This is in marked contrast
to the previous two decades, when the German unemployment rate generally
compared favourably with that of its European partners. Moreover, the
situation facing young people has deteriorated particularly rapidly and
foreign guest workers, who are concentrated in sectors which have shed
Llabour most quickly, have also experienced an above average increase in

unemp Loyment.

The influx of foreign workers provided an effective adjustment
mechanism in the period of strong labour demand in the nineteen sixties
while the vocational training system, with its formal training and
examinations, has resulted in a highly skilled Labour force. The changes
in the demand for Llabour from the mid-1970s onwards led tothe Loss of
employment for about half a million foreign guest workers,many of whom

returned to their countries of origin.

The German economy remains dependent on external sources of
energy as there are only Limited domestic gas reserves, no indigenous
oil production, and no new discoveries of Low cost coal. In addition the

development of nuclear power has been slower than 1in other commu-
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nity countries, largely because of objections by environmentalist pressure
groups. Oil imports are Llikely to remain a considerable burden on the
balance of payments. On the demand side, while there has been no attempt
to shield consumers from higher energy prices, taxes on oil products are
low by European standards and consequently, oil consumption in relation to
GDP in the Federal Republic between 1973 and 1981 has not fallen as much
as in some other countries such as the UK or Japan.

As already noted one feature of the German economy over the
longer term has been the weakening of business investment and the
consequential slowdown in the rate of growth of underlying productive
potential. Whereas the gross capital stock, at constant prices, ex-
panded at a rate of 5,3 % per annum in the decade to the first oil price
shock, its growth rate fell to 3,6 % over the period 1974-81. Net
business investment - after allowance for replacement of depreciated
assets - fell from 17 % of GDP in 1964 to 8,0 % in 1982.

This points to an unsatisfactory rate of renewal and innovation,
and suggests a slow adaption of the capital stock and a sluggish response
to the changing economic environment. Indeed there is evidence to suggest
that the Federal Republic has increasingly experienced difficulties in

bringing about the necessary structural adjustmentsin the use and allo-

cation of its resources. Such adjustments were relatively easy when
growth was rapid. However, the process of adjustment has become much
more difficult and particularly costly in social terms, in the present
conditions of slow or zero growth. Hence there is a case for a more
energetic approach to efforts to reduce the resistance to change, and to
promoting more rapid responses in both the labour and product markets

to constantly changing economic conditions.
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B. Economic policy options

In formulating their economic policies the Federal authorities,
as required by the Law on Stability and Growth, aim to secure steady and
adequate growth, price stability, external balance and a high Level of
employment. Recent developments and present trends suggest that it will
be very difficult for them to meet their commitments with regard to

employment in the medium term.

In contrast tothe period 1973=-78, there will be a substantial
increase in the potential Labour force, which is foreseen to peak about
1988 and then to fall sharply. Over the past decade there has been a
marked fall in employment in the production industries, but there has on
the other hand been a small increase in employment in market services,
and a relatively substantial increase in public sector employment, parti-
cularly in administration at all lLevels of government. However, in the
period ahead, it is likely that public sector employment will remain at
best stable, given the pressures to Limit the growth of public expenditure
and reduce borrowing. Moreover, the widespread application of office
and communications technology is Likely to reduce the demand for Labour
in certain parts of the market services sector and will have consequences
too for non-market services employment. Policies to ameliorate unemployment
must therefore take account of the need for the economy to adjust further.

On the external side the process of adjustment is far from complete.

Given the lLarge and sustained deficits on services and transfers which

are a feature of the German balance of payments and which are Likely to
persist into the medium term, a satisfactory trade performance is of impor-
tance in securing the Longer=~term growth prospects of the German economy.
Statements by commentators to the effect that the underlying external
position of Germany is strong and gives no reason for concern are therefore,
an oversimplification. The overall price competitiveness and the product=mix
of German exports can only be satisfactory, if every effort is made to
ensure that the economy adjusts smoothly to changing circumstances. Not
only is there now lower external growth but the structure of the German
economy still reflects the Long period when the DM enjoyed a favourable
exchange rate within the Bretton Woods system and which, until 1973,

gave the sector of the economy engaged in overseas tradq,a strong
competitive edge over other sectors (Giersch, 1979). As a result, the

share of the production industries in GDP has remained exceptionally high,
at around 50 %, over the Last two decades, in sharp contrast to the
continuous decline of production industries relative to GDP recorded in
other industrial nations. With the appreciation of the DM in recent years,



— 88 —

it is likely that Germany's position in this respect will change, and there
are signs that this process is already underway and is associated with

a relative decline in the importance of labour intensive industries, partly
offset by a relative increase in the importance of capital intensive
industries. This process has been accelerated by the emergence of certain
less developed countries as major suppliers of manufactured products in
world markets. These countries tend to concentrate on labour intensive
lines of production and standardised products, for which Germany secured

high market shares in the period to 1973.

A related problem for policy is the need to make Germany more attractive
to foreign investors. Direct investment flows are important vehicles for
the transmission and dispersion of modern technological and managerial
knowhow. During the 1970s Germany became less attractive as an
industrial location for foreign investors, a development clearly reflecting
the fall in corporate profitability,and,indeed,direct investment flows
reversed. Inward direct investment declined sharply in the mid=1970s,
and has only partially recovered since then, whereas German direct investment
abroad has increased substantially since the upward adjustment of the
exchange rate; as a result the Federal Republic has consistently recorded

net capital outflows on direct investment since 1975.

Another area where adjustment is required in the German economy, in
common with many other industrial nations, concerns the Level of public
sector expenditure and borrowing. General government expenditure rose from
32 % of GNP in 1960 to 48 % of GNP in 1982. Within the total, the growth

of social security payments made the major contribution to the increase of
public expenditure, partly because the dynamics of the social security
system were designed at a time of rapid economic growth, and partly because

the coverage of the system had been extended.

On the revenue side, although total direct tax revenues have
remained virtually unchanged since 1960 (at about 25 % of GNP), social
security contributions have risen sharply (from 10 % of GNP in 1960 to
16 % in 1982). Nonetheless, total general government revenue has remained
well below expenditure, and it can be argued that there are signs of a
resistance to further increases in taxation (shown for example by the growth
of the black economy). To bring borrowing under control therefore, cuts
in public expenditure, made in a politically acceptable way, while seeking
to avoid or minimise the adverse effects on output and employment, will

almost certainly be necessary in the years ahead.
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The adjustment of any economy to changes in the economic
environment and in financial conditions, is brought about particulartly

through a process of renewal and extension of the capital stock, and it

is with regard to investment that the main efforts of government policy
must be concentrated in the period ahead. In considering how the
resources devoted to investment in the Federal Republic can be increased

the following points are of particular importance :

a) The expected rate of growth_of_demand. Unfavourable expectations

for demand appear to have been a major factor in explaining the
weakness of investment activity in recent years (Uhlmann, 1981).
Lack of confidence in the growth of markets creates uncertainty
about the need for investment, and raises the required level of the
expected rate of return necessary to make individual investment
projects attractive. An overall stance of economic policy that is
perceived as favourable to growth is therefore necessar»,if a

sustained recovery in investment activity is to occur.

b) Profitability in the company sector. No private investment takes

place unltess there are prospects for a satisfactory rate of return.
This points to the need for lower real interest rates than those
that have prevailed in recent years. In particular the yields on
long term and low risk financial assets are still much too high
relative to the future and uncertain rates of return on fixed
investment. In addition present and expected levels of wages and
taxes also influence companies' financial positions. Many investment
projects will only be profitable if wage negotiations take account
of the economic and financial position in which an industry finds
itself. More consideration should also be given to the role that
participation by company employees in future profit earnings could

play in relation to the newly created capital stock.

c) A_competitive.climate. Competition is an essential driving force
for adjustment, innovation and investment. In a world of rapidly
changing market conditions, a competitive climate both in domestic
and in foreign markets helps to bring about the rapid application
and diffusion of new technological and management knowledge, which

is usually embodied in new investment.



d) Technological change. The rapidly increasing supply of micro-

e)

)

electronics and data management techniques, at falling relative
prices, is bound to have a powerful impact on all sectors of the
economy. To obtain the maximum benefit from this development
requires a continuation of the positive attitude towards the
introduction of new technology, which German trade unions have
traditionally shown. There is, however, some evidence that attitudes
towards the application of new technology are changing, which could

have implications for future policy.

Adjustment to_changing_relative prices_and_new _patterns_in_inter-

national_trade. The large changes in relative energy prices, new
trends in relative wage and capital costs, new markets and
competitors, all require special efforts to adapt production
techniques and the technical /marketing mix. On the government
side, these developments require an appropriate policy for energy
pricing and action, in particular through the EC, to avoid the
introduction of protectionist measures in the world at large, and

to exploit the full potential of the single EC market.

Epergy, Policies and programmes for reducing energy consumption
should be reinforced to remove constraints on future growth and

to increase the options available to deal with uncertainties
resulting from possible pressures in the world oil market. There
has been an important reduction in oil consumption in recent years
but this achievement does not leave room for complacency; rather
there is still scope for further reductions in the level of energy
intensity of the economy. This will require continuous efforts to
promote and accelerate structural change. High energy prices are

not themselves a sufficiently powerful incentive to bring about

this change. Factors such as modest economic growth, high reat
interest rates, environmental problems, and an uncertain world
economic and political situation, are Llikely to discourage highly
capital=intensive energy projects with Long lead times. Consequently
the authorities must identify, at an early stage, any possible
constraint on investments which aim to reduce energy dependence and

improve energy efficiency.
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9) Government_investment. At all levels of government there must be

awareness of the need to reduce consumption and increase investment
spending. This can take the form of promotion of research and
development, investment in human capital, an active public procurement
policy, a favourable tax system to take account of the higher
investment risks, subsidies and grants to assist private sector
investment, as well as a more active public capital programme in
key industries such as telecommunications, transport, energy, water
supply, environmental protection, housing etc. Such investment
activity should be considered complimentary to the private sector's
adjustment efforts. Such a more active investment policy would,
however, appear to be consistent with the need to reduce the
structural budget deficit, only if current expenditure is cut

substantially.

These considerations all suggest that the Labour market

must be flexible and efficient if employment is to be maintained and
rising levels of unemployment to be avoided. They underline the need

for an increase in employment to result from the establishment of an
efficient and effective structure of production. A policy which aims

at stimulating demand and raising the rate of economic growth quickly in
order to create jobs, could well result in only a short=lived revival,
without creating the necessary fundamental adjustments on the supply

side of the economy,unless it led to sustained expansion of investment.
Reduction in unemployment would best be based therefore, on the

search for new, healthier structures in the medium term and on the

creation of higher levels of added value on a lasting basis.

Nevertheless, even if, in the years ahead, economic growth
strengthens, in response to the adjustment to the new market
conditions (relative prices, new suppliers, changes in competitiveness,
technological developments, energy constraints, reduction in government
expenditure, modest growth in the world economy) -~ the lLack of balance
in the Labour market in the Federal Republic may take many years to
solve, and may well be incomplete before the Labour force moves onto
a declining trend, towards the end of the 1980s. Even a 3 % annual
average growth rate for GDP, for the remainder of the decade (a rate
higher than most experts are prepared to predict) would probably
only serve to maintain employment at its present Llevel, while

unemployment would continue to increase.
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At first sight, the scope for government measures for employment

creation or preservation, through special employment programmes or

wage cost subsidies, seems to be less in the Federal Republic than
elsewhere. There is a large body of opinion that such measures are
counterproductive as they distort competition and reduce factor
efficiency. Nonetheless the official scheme for temporary support for
short=time working has been relatively successful and there is a case
for considering more general measures on the supply side of the Labour

market in the Federal Republic.

A wide range of detailed lLabour market measures are already
in place in a number of countries. Indeed, the German authorities
have traditionally placed considerable emphasis on vocational training
and incentives to geographical and occupational mobility. However,
technological developments and changes in the structure of final
demand, now appear to have provoked a lLower response, in terms of
mobility,to such incentives, than at the time when output was growing
fast, and when labour mobility was facilitated by an increasing number
of foreign workers. Hence the case for increased efforts for training
and retraining schemes, and the need to ensure a more flexible housing

market.

It is also acknowledged that pay differentials, in particular
in after=tax terms, may have narrowed too much,and that the social
security system may have become too generous, and so inconsistent
with the needs of a flexible Labour market. There may therefore be

a case for some restoring of pay differentials and other work incentives.

However, in order to have a marked impact on employment and
unemployment, it may be necessary to consider the implementation of
radically new policies such as the more extensive and systematic use
of work=sharing. There is as yet no consensus amongst analysts of the
effects of reductions in working time, nor about the conditions under
which such measures would be beneficial for the Long run performance
of the economy. In particular, empirical evidence suggests that most
work-sharing schemes do not increase the total lLevel of employment.
what they tend to do, however, is to influence individual preferences
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as between working and leisure, and so reduce the number of "involuntary
unemployed persons' and raise the number of 'voluntary jobless persons',
which is a significant achievement in the search for a more satisfactory
level and distribution of social welfare. However, it is important that
any reduction in working hours is balanced by a corresponding reduction
in wage costs so that the effective operating costs of companies are

not increased, and that arrangements are sufficiently flexible to take
account of the future decline in the potential labour supply. Implemen=
tation of such schemes depends very much on the particular conditions
under which a given sector or company is operating, and must be

negotiated at that Llevel.
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Table 2 : value added, employment and productivity by sector ., 1950-80

Percentages and % changes
1950 1960 1970 1980

Distribution of value added by sector :

Agriculture, Forestry and Fishing 10,2 5,8 3,4 2,1
Industry 49,6 53,4 52,8 47,3
Services 40,2 40,8 43,8 50,6
Total 100,0 100,0 100,0 100,0
Distribution of employment by sector :
Agriculture, Forestry and Fishing 24,8 13,7 8,5 5,9
Industry 42,6 47,9 48,8 44,8
Services 32,6 38,4 42,7 49,3
Total 100,0 100.0 100.0 100.0

1950-60  1960~70 197080

Productivity by sector (3)

Agriculture, Forestry and Fishing 7,2 5,6 5,5
Industry 6,4 4,8 3,4
Services 2,4 3,2 2,4
Total 5, 4,5 3.1
(a) Annual average growth rates of value added per head at constant 1976
prices.
Source : SVR 197475 and 1981 -82
Table 3 : Labour supply, 1960-82 €@’
millions
Total Registered Unregistered Labour
Year emp Loyment unemp Loyed unemp loyed supply
1 2 3 ‘ 1 +2+ 3
1960 26,1 0,3 0,0 (26,4)
1965 26,7 0,1 : (26,9)
1970 26,5 0,1 : (26,7)
1975 25,8 1,1 (0,3 (27,2)
1980 26,2 0,9 (0,4 27,5
1982 25,5 1,8 (0,6) (28,0)

(a) See footnote to table 39.
Source : IAB, SVR, Commission staff
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Table 9 : DM exchange rate, terms of trade and competitiveness, 1963-82
DM/Dollar DM Effective Indices 1975 = 100
Exchange Exchange Terms of Trade Competitiveness(a)
Rate Rate
1963 3,986 87,7 95,5 86,7
4 3,975 87,9 96,0 85,3
5 3,994 87,3 95,6 85,3
6 3,999 87,6 96,1 85,5
7 3,987 88,1 98,0 84,1
8 3,992 89,9 97,5 84,0
9 3,925 92,3 97,6 85,4
1970 3,643 100,0 100,7 94,0
1 3,469 103,0 103,4 97,0
2 3,189 105,9 105,3 97,9
3 2,663 116,6 100,0 106,6
4 2,586 123,3 95,0 104,7
5 2,457 125,4 100,0 100,0
6 2,517 132,5 97,4 100, 6
7 2,322 143,6 97,5 103,4
8 2,009 151,9 101,5 104,8
9 1,832 160,5 97,9 105,7
1980 1,821 161,0 93,1 99,8
1 2,255 152,9 89,4 91,6
2 2,425 160,5 91,0 93,2

(a) This index is based upon relative wholesale prices for manufactured
goods with 18 industrialised competitor countries, adjusted for
exchange rate movements. A rise in the index indicates a lLoss
of competitiveness.

Source : Eurostat, OECD and Commission staff

Table 10 : Variability of consumer price inflation, 1970-81

Lowest price Highest price Estimated Standard

increase (%) increase (%) Deviation

D 2,4 (1978) 7,7 (1973 1,4

F 5,0 (1970) 13,2 (1974/80/81) 2,9

I 5,0 (1970) 20,8 (1974) 5,6

UK 6,0 (1970 23,5 (1975) 4,9

EC 4,8 (19700 13,5 (1975) 2,7
USA 3,5 (1972 10,3 (1974) 2,2
JAP 3,4 (1979) 21,8 (1974) 4,7
Source : Eurostat and Commission staff




— 107 —

J4€3S UOLSSLWWO) pue 1e3soJn3 : 324N0S

"L9-£961 (2)
"6lL=%26L (Q)
*juawisnpe 3s02 JO3oey SSI] jeiilded paxliy JO uoLidunsuod ssa) SadLuad 313yJew e dN9 (e)
: 9799 (9)87%9 €66 : avr
: 2GS (D6’Se 0‘s. 0712 vsn
L2 212 6“L2 9799 (9059 6 23
2. 6702 c‘0L 0‘¢9 %709 F|
L722 802 9/Ls 8779 L“%9 q
L8-%26L  £2-896L  29-096l
0861l 626l abeuane abedane abedsne (%) (8) 8woduL jeuoLieu 3au je3ol ut
jenuuy 1enuuy Jenuuy wmwxo._n_:_w J0 comummchEOQ JO saJeys
€0 L0- 90 2’0 67s €7l-  67L- 69 40 N
6’2 6L VAl 80~ 21 c‘s 8% €9 979 F
vl 278~ 971 6’ 2’2 Yalvi 02 £€’¢ a
£86L B0l 1ge 086L 6261 226l Sl6L  S26L  Ll6L (%) awodul Siqesodsip

jeuosJdad jeaJ JO 3ied YimodH

€8-1/6| “9WOOUL 1BIO01 UL dJBYS JNOQe) PpuB 3WOIUL JedJ 3O YimMou9 : || a31qe]




— 108 —

1e3504n3 “jueqgsapung : S894N0S

%70 071-  %71- 27 971 2’0 L0- 071- 00 27 (34 0L 271 dvr
L0 1“0 00 9‘0- 8- ¢£‘0 2L 2°0 970 ¢‘0- 0°0 €0 L‘0 vsn
S7l-  1L1- €0 870 60~ LL- 070 2‘2- ¢0- L0 €0 L0~  £‘l- 4
07L- 072- 20- ¥’L ‘0 60 60 92 €L €0 %0 S0 €/l a
‘ dd9 jo % es
3LoLy9p/sniduns
Junodoe JusJddn)
suotLjoesue
9‘9L- 6762- 07LL- L“8L S’6 676 676 9792 %‘z2L L2 872 2’¢ ) .upcm;;uw
2702~ $7%2- 8702~ 87ll- 278lL- 67llL- 672l L9l SSl- 8Cl- 9/LlL- 876- 8‘8- sJajsuedy
SawoduL Jojloey
8762~ £7%2- 1722- ¢€’Sl- 278L- 27%l- S’SlL- 8%9L- 272~ L70l- 276~ 872~ L%- pue $33LAJaS

£0% 076l 072 2°LS 079% 072% s7¢% %‘.s 9‘0% L792 s‘ge 8702 £02 (go4/qoi)yspedy
: 40 asuejeg

L86L 086l 6461 8261 2261 9261  S26L w26l  £261 226l  LZ6L 06l 6961

uoL1Lw 000, Wa —

1g-696L “3Iunosde juaJund ‘sjuswked jo asueleg : 2L 91qel



— 109 —

vg1S : Auewday 40) spoob paunioejnuey

dWI : ueder pue ysn
14€3S UOLSSLWWO) PpuUe 1e1S0JN3J : ddued4 pue AuewJd9 : 92JNOS
O TL9-1L96L (D
"08-%261 (®)

: : €72l 676 ASmsoe 54 : dvr
: : ) 9’8 22 £’y L‘s vsn
%02 8¢2 s‘02 8781 878l €71l 6°0L F|
vi¢e £62 2’¢se 2Le 8702 €791 9741 a

puewsp auwoy

jeio} o1 muLOQE_. J0 otlileu
£‘0 072- 676 6701 2’0 2791 2791 dvr
L2~ §72 L/2= 2’0 ey b9 L6 979 vsn
LY %70~ %6 LlL 2y vad 2 S’6 4
€72 270~ 2’s 8“0l L9 ‘6 29 a

AmED._o>v C._.ov mvoom 40 muLOQE_. ._mu.ou.

sabueys ¢ 2JuewJy04Jdad jJodut

: 6% 0%y c’‘9 L7 276 s’ spoob paunidsejnuew jo sjuodxa
g/l- 0L 0’8L  2°0- .08 gz (P dvr
s‘8- €70 0‘0L 68 @32’ 8’8 : vsn
6‘S L‘s v¢ 0’8 G’s 0’st 979 4
(5] L8 %6 2’9 S’y 8‘8 vad) a

- (3wnjoAn) (qo4) spoob jo siJodxa 103}

sabueys ¥ Jouewdoydad 1J400x3

2861 1261 0861 661 L8=Y/J6l §2-8961 29-0961

S83BJ jenuue abeJaAy

£8-096L ‘siJodwi pue sjuodxs ui yimoub awnjop % : ¢| 91qel




— 110 —

jueqgsapung pue ‘¢g-2gélL ‘¥AS i 9dJ4nog
*SaLJ3junod Burdoyanap J4ayjQ JOJ} 2SOY3} UL Papnioul ade )3Id0 4O} d3ep 3yl /6L 03 JoLud (e)

0‘00L 0‘00L o0‘00L oO0‘00L O0‘00L O0700L 0‘0cOL 0“00L o0‘00L O0“00L 0700L O‘00L 1e30)
‘S 2’s L‘s S‘s 2’s 87y 6% LY 9% 0% 2’y Vah ] saLJ4junod Buipeuy ajeis
6’6 €6 %6 %6 0‘0L s‘0L 6“6 0“6 €6 L9, L6l 902 $3tJ3unod 6utdo)anap J4ayio
2’8 Lo 0°LL 26 0’8 0‘0L 0“LL  0“LL 272 : : : (e) 23do
9% 9%y S’y 9% 9% LY Sy Vb ) L% 8‘¢ 2‘s L’ S8LJ3UN0d jeLJ3IsnpuL J4ayip
9’8 2’8 98 0‘s 0’8 2’8 6’8 2’8 5’6 ‘2L €£%L 09l eaLJawy Y3IJoN
671 97%L  SY%L L%l g£7%L 6’2l 2721 g8’LL  s‘2L  2’SL 0‘%L  8’slL SaLJ3unod ueadoJn3 43y3lQ
28%  €72%  679% 276% 008 076% L76% %°0S 872 2°0S 2S% L‘0O% oL-23

I woJy sIJodwt
286L L86L 086L 626l 8l6L 226l 9l6L Sl6L  Sl6L  0l6L  G96L 296l

saJeys ¥

28-2961 “uLbLio Aq sjdodul : S| 81Gel

juegsspung pue “2g-184lL ‘YAS : dI4nog

"SaLJ3uUN0d BuLdolansp J4aylQ JOJ 3SOYI UL papniouL aJe )340 404 eiep ayi ¢/l 03 JoLdd (e)
0’0o0L 07001 0°’00L 0700C 0700L 0’00L O0’00L O0’00L 0’00L 0°00L 0°00L 0’00l 1830
87y 6’y c’s 0‘9 2’9 L9 879 62 L9 £y 8‘¢ Ly SatJjunod Burpedy aiess
1’8 06 €8 2’8 0’8 0’8 2’8 6’8 2’8 67LL €91 s’slL satJjunod Burdojanap 4ayig
6’8 8’8 S‘9 L9 9‘g L6 L8 S’2 9’¢ : : : (e) 23do
9‘¢ 0’y 9‘¢ V2% S‘¢ 2’¢ Vals 2’¢ 8¢ 2y 0’y 0’y S3LJ3UN0Y BLJISNPUL J43Y3Q
2’. 2’2 L9 €2 872 ¢l %79 879 £6 L‘oL L6 €8 eOLJ3WY Y3JON
L’6L 2761 €702 S‘6L 0‘6L 2702 €02 %‘02 LYLz  L‘22 L’s2  9’S2 Sa8LJ43unod ueadoun3 Jayip
g/8%  679%  LY6% SU6%  679%  67SY  879v 8%y 278%y  %Uly  l'sh S§Yey 0L-23
: 03 s3jdJodx3y
286L 186l 086l 626l B8l6L 2.6l 926l Gl6L  §£26L 0l6L S96L 2961

SaJeqs y

28-2961 ‘uotjeutisap Aq siyJodx3 : % a31qe]



. jueqgsapung : 3d4n
Aduedaudsip jeotistiess BuLpnyour AMM

I7e- o I= 17¢ - 7 - ~ 9SEBaJOap/+ ISEAJIOUL .
m“0| 89 o\Fm M\mu M\NPI Osmu 7o =T T .m\mwm pMWmnqu i, + 9SBAJIdP/- 8SPBJOUL @ S}assy (e
0“LL ¢\D m\ - v \:‘l 979~ Q\Nl O\O M\ - ’ \_‘I o’e SaAJasaJd UL abl 2
’ ’ L G/L- %’g p P 6 €’ 872 . L dbueyd -
0‘s 0’8l ‘ . 9°2L %0 6’y % ‘ 0°¢ swa
C/92- Linp. S5 S)k- £7E- 97~ w7z 2L P AL A (D utas 3a04s -
- _ - - ’ 3
Fum 6’9L  0°LL m\wmu memn ouom- onpu 612 1°0- N~m- m~w| MHpu gmumamosgmumcodLouummww“mum -
- 4 - - ) -
2l2- 2%6- S'Si- 9961 0 thile eer seere weel et oo iz O . -
- - 29§l ‘ ’ pJemur -
_ L8+ 279l- §782- 2LL- L’8L 5’6 . Love e dmuwnmusgwumcodgOuommwum>wga -
- 2861 1861 086l 62 6’6 676 v’z . p SjUBWaACW e
- 6L 86l L 2%¢ 279~ % e 1e3ide)
H To131 10 000, Wd 6 2460 926l S26lL  £26L  0l61L  S96L MOMF ) ajuejeq juaJdun)
- ’
28-0961 “siuswked jo asuejeg : I| 9)1qel
’ p)
6L S99 §7¥s  L0s LS v'Es  2Ls 8'vy 2f P jJuegsapung ‘£8-2861 /28-186L ¥AS : 39JnoS
L9 L2 % , 22y € 6l w6l G0
, es 97Le v L1z 6’8l ‘ ‘. ‘ spoob juauwisa pia/304)
9°60L_9796__ L28 _S’v) _ 8° . g879L 2’5t yLL 2Ll 8% €’ IS3AUL UL 3peJy j0 3dueleg
. - 872, $‘2. 0789 <‘8S 97SS  9‘Cy  J1°LS S (419) spoob juawisanulL ;o s3soduy
D6l LYuLL 27601 €60L L72LL 6790L 47 2 p 21 (d04) Spo0b _3uauasanuy 4o siiodxs
26l 2981 6“niL 9°SsL s‘ssl 2f s6 LOLL 279 9'es  8'e (FE37853)
. L0ss 07262 Msmm_. m\mmr 27221 <’2LL 0°S6  2°S8 'L 87%S , Spoob padnioejnuew uL apeds 4o wocm._mm
SRTTTIT 878 m~m0m g/2v2_S7vsz_wlelz_ 798l £gel L‘26L_ ¥7l0L 6°6¢ (419) SpPooB paunjoe nuew 4o siJodug
ceo)s o7 \ 28 TNy T HTREyvE 7l 67 7 7 L el (904) SPOOB Paun3oe4NUEW JO S
27695 %°LYe 07262 LtY . ‘ 6705 07¢€ 2751 8791 40 s3J0dx3
1902 6 p , , 2 26g2 27222 £°v8L 2762 ‘. P ’ (¥t37q0F) adueyeq apedr
67965 £°0sE S’ylE 6°¥82 9‘€l2 9° . LorlsvL 960t 20 > S3s00u]
e Tee, GReL GI6L BI6LLI6r 9952 97122 97052 ‘8.l §Szl 078 (4£3) Spo0D 4o s3Jodur
UCL11tW 000, W £ 61 9261 GJ6L _wl6L _£l6lL  0l6L 296l (904 SPoob 30 s3dods

1g-2961 “sdnoub A3Lpowwos peouq Aq aped3 ubLadoy : 9L S1GeL

@®)




2861 aunp ‘Aueuwdan 2g-186L i SASAJINS dLwWOuUOdI @30 23S (©)

~abueyd 4go 03 3oedut
s0- 80 ¥'0 20 80 - 6°0- 9% 0% L= S0 L0 jessyy 4o uorangiuiuo)
6°0 __€°0- 6“L ¢’ 2°¢ 0’ 2’6 8‘l- G0 67 2’ 2’ dg9 ur abuey)
2861  L86L 086l 6261 86l 226l 926l SJ6L  i6L  £261 226l 126l
%
28-126L ¢ aJnpasoud @)30 : AoLjod jeasty JO 3oedwi ay3 Burjewrisi : | 3qel

— 112 —

(e)

¢ Adenuqgagd ‘691 “JuN JoLdeds]iLaquy (J93)EM Pun ssog) 13LY ‘MiT (P
86l )

*2861 Jaquajdag‘uspeqgsatm - BuLloaw juL] 308(04d 9yl 03 uoLssLuwgng “Bunquey Jo AJLSJIALUN ()

*s3ajoedq uL “ajed abueyoxa ayj) pue sabem

40 juawdojanap AJo3ldeySL]ES SS3] B SIWNSSE YdLYM “0OLJBUSIS DL]ISLWLSSId foLJeuad8 IL3stwLido *286L “8L/ZL O4I (q)

*2861 Jaquwaidas uoijdafodd jueqgsapue] ayssinag ISsM ()

e/u wg’| 543 72 06-G861 3sedadoy
e/u woge L’y 20 S8-0861 3sedauoy
(P13 “MII
(WG UoL11tq) pg- w2 ueyl Jajeadsb 9% 21 %8-¢861 3IsedaJoy
Auvmgsnsm: 40 KjLsuanrun
e/u e/u (s°g)y L2 72 2’ 06-9861 3sedadoy
esu e/su (87¢) ‘¢ 072) v’2 G8-1861 3Isedladoy
' (q)¥NILISUT =031
(asn uoLy1tqy 0“2 072 2% - 6°¢ 92 - L2 98-£861 3sedaJoy
(pylUegsapues 3ydsinag 3isam
potJad jo pua 3e poLaad buL3Sedadoy abueyo g abueys
3LoLsapysniydins 40 pua 3ie (%) abedane jenuue abeuane jenuue
1UNoo23e UadJdn) oLjey 3juauwlojdwaun uoLlejJuL adlug yimoub dNo

‘uoLjeyjul 9oL4d JaWNSUOD “Y3MOJUB N9 JO) S3ISEI2JOJ WUSI-WNLPAW JUII3J 4O UOsLJedwod y :

juawfojdwaun pue sjuawded jo sduejeq 3yl JO JUNOIIE JUSIJINI 3Y]

8L °1qey



— 113 —

Table 20 : General Government(a): revenue and expenditure, 1960-80

as % of GDP
y . Financial
ear Revenue Expenditure deficit
1960 35,6 32,5 3,1
1961 36,7 33,8 ,9
1962 37,0 35,6 1,5
1963 37,2 36,2 1,0
1964 36,9 36,1 0,7
1965 36,2 36,8 -0,6
1966 36,7 36,9 -0,2
1967 37,2 38,6 -1,4
1968 37,1 37,9 -0,8
1969 39,0 37,9 1,1
1970 38,3 38,0 0,3
1971 39,1 39,2 -0,2
1972 39,7 40,2 -0,5
1973 42,1 40,9 1,2
1974 42,6 43,9 -1,4
1975 41,9 47,7 -5,8
1976 43,4 47,0 ~3,6
1977 44,6 47,0 -3,6
1978 44,2 46,8 =2,7
1979 43,8 46,7 -2,9
1980 43,9 47,3 -3,4

(a) General Government is defined as the territorial Authorities
(Gebietskorperschaften) plus Social Security. This data is
on a National Accounts basis.

Source : SVR, 1981-82

Table 21 : Monetary targets and outturns, 1975-83
% changes
Target for the growht
Year of the Central Bank Actual outturn
_ Money Stock(a)
1975 8 9,9
1976 (8)(b) (9,3)(b)
1977 (8)(b) (9,0)(b)
1978 (8)(b) (11,4)(b)
1979 6 - 9 614
1980 5-8 4,8
1981 b -7 3,5
1982 4 -7 6,5
1983 b -7 :

(a) Except for 1976,
to the period between the fourth quarter of the preceding
year and the fourth quarter of the year in question.

(b) Targets and outturns based upon annual averages.

Source : Bundesbank

1977 and 1978 the growth target relates
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Table 22 : Annual growth rates of productive potential and real GDP,
1960-83

Productive potential by estimation method
Year SVR Stark u. GDP

old vy Bundesbank Westphal
1960 : : : : :
1961 +5,7 +5,6 : . +5,1
1962 +5,6 +5,5 : . +4,4
1963 +4,9 +4,9 +5,0 . +3,1
1964 +4,9 +4,9 +4,7 . +6,7
1965 +5,1 +5,0 +4,1 . +5,5
1966 +4,5 +4,5 +4,1 : +2,6
1967 +3,6 +3,4 +4,5 . -0,1
1968 +3,3 +3,1 +4,6 3,7 +5,9
1969 +3,8 +3,5 +5,0 4,5 +7,5
1970 +4,7 +4,7 +5,1 5,6 +5,1
1971 +4,7 +4,9 +4,9 6,0 +3,1
1972 +4,8 +4,6 +4,2 5,1 +4,2
1973 +4,4 +4,0 #3,1 4,3 +4,6
1974 +3,5 +3,0 +3,6 2,0 +0,5
1975 +2,8 +2,5 +2,5 1,7 +1,7
1976 +2,5 +2,1 +2,7 1,6 +5,5
1977 +2,1 +2,1 +2,7 1,6 +3,1
1978 +2,1 +2,0 +2,6 1,2 +3,1
1979 +2,1 +2,0 +2,6 2,3 +4,2
1980 +2,3 +2,3 +2,6 2,5 +1,8
1981 +2,0 +2,2 +2,5 : +0,1
1982 : +1,5 +1,75 : -1,0
1983 : +1,4 . +1,75 : -0,2
Source : SVR, Bundesbank, StBA, Commission staff
Table 23 : Age profile of capital stock, 1970-81
1970 1975 1980 1981
Mining and manufacturing industry
Mining 52,8 51,0 55,4 56,3
Basic materials production 62,0 59,8 54,9 54,4
Investment goods 64,2 62,0 59,1 59,1
Consumer goods 63,3 61,0 57,4 56,9
Services
Distribution 68,6 67,9 66,2 65,8
Transport 60,6 62,6 60,4 60,0
Bank ing 76,6 76,3 74,3 73,8
Other services (excl. rental) 76,3 4,7 74,0 73,8
Rental 74,4 74,6 73,3 73,1

Source : DIW, StBA, Commission staff
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Table 24 : Growth rate of gross (G) and net (N) fixed capital invest-
ment, 1962-81 (constant 1976 prices)

%

1960-67 1968-73 1974-79 1980 1981

Building and construction

Agriculture and forestry G 1,9 1,2 0,6 0,6 0,5
N 2,8 1,3 0,3 o, 0,0
Manufacturing industry G 6,2 4,8 3,3 3,0 3,3
N 6,1 4,1 2,0 1,8 2,2
Distributive trades and G 5,8 5,8 4,3 3,6 3,4
transport N 6,6 6,1 3,8 2,8 2,6
Service undertakings G 5,5 4,8 3,9 3,7 3,7
N 6,3 5,0 3,6 3,4 3,4
Enterprise sector (excl. G 5,9 4,9 3,9 3,8 3,8
rental) N 6,5 4,8 3,4 3,2 3,3
State (a) G 5,9 4,9 4,0 3,5 3,6
N 7,3 5,4 4,0 3,3 3,4
ALL economic branches G 5,5 4,7 3,7 3,5 3,5
N 6,3 4,9 3,4 3,1 3,1
Equipment
Agriculture and forestry G 7,5 3,0 1,8 2,1 1,0
N 6,7 1,0 1,3 2,5 0,6
Manufacturing industry G 7.5 5,8 2,6 1,9 0,3
N 7,1 5,4 1,1 1,6 2,2
Distributive trades and G 5,5 4,9 3,7 3,6 3,4
transport N 6,0 5,3 3,0 3,4 3,0
Service undertakings G 12,0 14,4 12,1 17,3 14,6
N 12,3 14,7 12,0 19,5 14,7
Enterprise sector (excl. G 7,2 5,8 3,6 4,0 3,9
rental) N 7,0 5,5 2,6 4,5 4,1
State (a) G 8,4 6,3 6,0 5,5 5,4
N 9,3 5,9 5,6 5,0 5,1
ALl economic branches G 7,3 5,8 3,7 4,1 3,9
N 7,1 5,5 2,7 4,4 4,1

(a) Excluding civil engineering.
Source : StBA, Commission staff
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Development of exports and imports, 1960-82

Table 28

% growth (at constant 1976 prices)

Export of
goods

As share in GDP (at current prices)

Exports
Services

GDP

Import of
goods

Imports
Services

Total

Goods

Total

Goods

Year
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Table 33 : Indexes of volume of manufactured exports, 1960-81

1975 = 100
D relative to
Developed
D WL F EC9  USA Market beveloped
Economies Market
. Economies
1 2 3 4 5 6 7
1960 30 51 29 31 36 29 103
61 32 51 29 : 36 31 103
62 33 51 30 : 38 33 100
63 36 53 32 : 40 35 103
64 41 54 35 : 46 39 105
65 44 59 39 44 46 43 102
66 50 63 41 : 49 48 104
67+ 55 62 44 : 52 50 110
68 64 70 48 : 58 58 110
69 73 79 56 : 63 66 1M1
1970 79 78 67 75 66 72 110
71 81 87 72 79 66 77 105
72 88 87 81 86 72 84 105
73 101 98 89 98 89 95 106
74 113 103 104 105 104 104 109
75 100 100 100 100 100 100 100
76 112 108 109 112 104 112 100
77 117 115 117 117 103 117 100
78 121 115 123 123 110 123 98
79 133 117 135 131 118 130 102
1980 135 118 135 133 133 137 99
81 143 : 137 136 127 140 102

Source : United Nations Monthly Bulletin of Statistics
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Table 34 : Export and import shares for manufacturing industry , 1970-80

1970 1973 1976 1979 1981 (a)
Total Exports 20,6 23,4 27,3 27,6 29,9
Imports 15,1 16,4 19,6 21,8 23,6
of which :
Investment goods
Exports 30,2 33,3 38,6 37,2 40,8
Imports 13,5 14,2 18,0 20,0 24,1
of which :
Mechanical
engineering
Exports 39,4 44,5 49,7 46,2 49,2
Imports 15,0 14,8 17,4 18,8 21,6
Consumer goods
Exports 14,0 17,3 21,1 22,3 24,4
Imports 15,1 19,2 23,9 27,0 28,7

(a) January=June.
Source : SVR, 1981-82

Table 35 : Trade balance in high technology products, 1963-80
usb '000 million

1963 1970 1980
D EXPORTS 2,7 6,0 44,0
IMPORTS 0,6 2,6 24,2
BALANCE 2,1 3,4 20,0
F EXPORTS 1,1 2,7 21,4
IMPORTS 0,6 1,7 18,2
BALANCE 0,5 1,0 3,2
I EXPORTS 0,6 1,7 1,1
IMPORTS 0,6 1,3 13,7
BALANCE 0 0,4 -2,6
UK EXPORTS 1,8 2,9 22,1
IMPORTS 0,4 1,2 21,1
L ____BALANCE___ 1,4 1,7 1,0 _

USA EXPORTS 3,3 7,0 47,0
IMPORTS 1,1 6,3 47,0

BALANCE 2,2 0,7 0
J AP AN EXPORTS 0,5 2,9 46,0
IMPORTS 0,3 1,0 7,7
BALANCE 0,2 1,9 38,3

Source : Commission staff
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Table 37 : Activity rates by age-groups(a): F.R. of Germany, USA and
EC, 1975-81
%
Age- F.R. of Germany USA EC-9
groups Male Female Male Female Male Female
1975 ®)
14-19 37,0 32,9 60,6 49,0 28,8 24,7
20-24 76,7 68,0 86,3 64,0 78,4 61,4
26-29 89,0 55,5 94,4 56,9 93,0 50,9
30-54 96,9 47,3 93,9 54,1 96,0 45,9
55-59 87,0 37,8 83,3 47,5 85,4 36,2
60-64(6) 62,4 15,8 64,8 33,0 62,1 19,2
65-69 17,2 6,6 20,8 7,8 21,9 7,5
70+ 6,3 2,0 6,6 2,0
1977 @)
14-19 32,3 28,5 48,9 41,2 26,9 23,2
20-24 76,7 67,8 86,9 66,5 78,2 63,1
25-29 87,6 58,4 94,8 61,8 92,3 54,8
30~54 96,8 48,1 93,5 57,2 93,1 47,0
55-59 86,0 38,9 82,1 47,6 84,2 38,0
60-64(6) 53,2 13,8 62,0 32,6 56,8 17,8
65-69 13,8 4,7 19,3 7,6 19,2 6,9
70+ 5,4 1,8 6,1 1,9
1979 (b .
14-19 31,2 27,0 50,2 43,8 26,2 21,0
20-24 78,5 69,4 87,6 69,1 77,8 63,8
25-29 87,1 60,1 94,6 65,6 91,7 57,0
30-54 96,6 48,9 93,6 61,0 95,2 48,6
55=59 83,9 37,6 81,1 48,3 81,4 36,7
60-64(c) 50,3 14,8 61,0 33,6 54,6 16,8
65-69 11,7 4,5 19,2 7,8 15,5 5,4
70+ 3,9 1,6 4,5 1,6
1981 )
14-19 36,5 33,3 13,8 12,1 : :
20-24 78,7 70,1 86,1 69,7 : H
25-29 88,6 61,4 93,9 67,8 : :
30~-54 96,4 51,2 93,7 64,5 : :
55-59 81,5 36,6 80,5 49,0 :
60-64(0) 43,6 11,3 57,8 32,3 :
65-69 8,6 3,2 17,7 7,5
70+ 3,8 1.3 . .

(a) Labour force as a percentage o

age and sex.

(b) 16-19 for USA.

(c) 65+ for USA.

(d) 15-19 for USA.

(e) =20 for USA.

Source :

Eurostat,

IL0

% the totai populatian of the same
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Table 43 : Energy and use by sector, 1960-90

wroe
Forecasts
1960 1973 1979 1981 1985 1990

Industry

0il 7,2 25,9 18,7 13,7 13,0 1,0

Solid fuels 27,0 1,5 12,0 17,8 15,0 16,0

Gas 9,5 17,1 19,7 13,4 22,0 23,0

Electricity 5,5 11,5 13,0 13,0 15,0 17,0

Other 0,3 0,9 1,1 0,6 1,0 1,0

Total 49,5 66,9 64,5 55,5 66,0 68,0
Residential /Commercial

0il 7,3 49,2 48,9 38,6 39,0 39,0

Solid fuels 24,9 9,9 6,0 5,2 4,0 4,0

Gas 1,7 8,2 14,2 15,2 16,0 18,0

Electricity 2,3 9,2 12,7 13,4 16,0 19,0

Other 0,5 2,3 2,9 2,9 4,0 5,0

Total 36,7 78,8 84,7 75,3 79,0 85,0
Transport

0il 10,0 30,5 38,2 38,7 40,0 38,0

Total 15,8 32,0 39,3 39,7 41,0 39,0
Total

ALL sources 102,0 177,7 188,5 170,5 186,0 192,0

0il 24,5 105,6 294,3 91,0 92,0 88,0

Memorandum items

Total non-energy use 4,8 20,9 22,7 17,8 22,0 23,0
. . . (b)

Electricity generation

0il 0,9 8,8 5,5 3,3 4,0 3,0

Solid fuels 27,2 44,1 48,2 58,6 52,0 60,0

Gas 1,6 10,2 16,6 9,5 13,0 11,0

Nuclear 0 2,8 9,7 12,7 24,0 37,0

Hydro 3,5 3,3 3,9 4,7 4,0 4,0

Total 32,2 69,2 83,9 8,7 97,0 115,0
(a) Millions of tonnes of oil equivalent.

(b) Fuel inputs.
Source : IEA; Commission Staff
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1960-80

Graph 1 : General Government expenditure and revenue,
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Graph 2 : Labour cost per unit of output in
manufacturing industry (% changes), 1960-82
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Graph 3 : Indicators of price inflation, 1960-82
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General Government deficit as a % of GDP, 1960-82
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. (D
Graph 5 : The development of the Government def1c1t(

1977-83
DM bn DM bn
0 e ]
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(a) Reduced by an amount equal to the exceptional level of Bundes-
bank profits transformed to the Government (1982:7 billion DM;
1983:9 billion DM). For 1979 and 1980 the higher levelsof ca-
pacity utilisation gave rise to extra revenues.

(b) A rate of borrowing dependant upon the potential of the economy
and related to the concept of the conjuncturally neutral budget.

Equivalent to about 1 Z of the productive potential of the
economy.

(1) Net borrowing for the total General Government budget
(Bund, Lastenausgleichsfonds, ERP-Sondervermdgen, Linder
und Gemeinden/Gemeindeverbande) on the natural accounts
basis.

Source :SVR, 1982
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Graph 6 _: The Central Bank Money Stock : target ranges and
outturn (seasonally adjusted data), 1978-82
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(a) Effective from 4th quarter of previous year to 4th quarter of given year.

(b) Monthly average,

{c) Lombard credit at the lombard rate was not granted to credit institutions betwsen
20.2.81 and 6.5.82 inclusive. In this period the Bundesbank made available, to the
credit tnstitutions, in the case of need, special lombard credit at the special
lombard rate,

p) Provisional,

Source : Bundesbank
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Graph 8 : Net actual and potential output in main producing industries -
at 1970 prices, 1950-80
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Graph 9 : Some jnternational trends in gross fixed capital
formation, 1960-80
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Graph 10 : Actual and potentially realisable growth of the gross capital stock,
1962-82 (Index, 1962 = 100)
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Graph 10 (continded)
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Graph 11_: Balance on current account, 1960-82
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Graph 12 : Shares in the value of world trade in
manufacturers (1), 1960-80
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Graph 13 : Indexes of German competitiveness (1975 = 100)(1), 1965-81
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Demographic developments in population of working age,

1950-2040
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Graph 15 : Movements in the size of the Llabour force and
in employment, 1970-82(1
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Graph 16 : Developments in potential labour supply, 1965-2000
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Graph 17 : Unemployed and vacancies, 1971-82
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Graph 18 : Imports of oil, 1970-80
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Graph 19 :

Trade with OPEC, 1972-80
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Graph 20 : Energy consumption in households, 1973-80
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Graph 21 : Energy consumption in motor transport, 1973-80
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Graph 22 : Energy consumption in industry, 1973-80
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Graph 23 : Flow-chart of energy use, 1980
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