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IV. The "Magic" of Industrialization,

So far we have only given the reasons for which the industrialized
countries should not fear development and industrialization abroad, There are,
in addition, powerful reasons why they should promote it so as to be able to
influence 3t in the right direction,

The leaders of the under-developed countries throughout the world
have been caught by the megic of the words "Development" and "Industrializaetion",
Whether or not they have studied the relevant correlations and scatter diagramsl/
they are fully awsre that there exists an almost straight line relationship be-
tween per capita income and percentage of the population bnt absorbed in agri-
culture,

They are, if anything, overuware of this relationship: Industrializa-
tion, the creation of any industry whaetsosver, is often held the only key to the
escape from age-nld poverty, Given this mentality two dangers have to be guarded
against:

(1) Too much emphasis shnuld not be placed on industrialization in
develepment programs, and over repid and uneconomic industrialization must be
avoided., This double danger has been clearly recognized by the United States.

In the Point Four Program, for instance, the accent is 8s much or more on teach-
ing the undeveloped countries to do more efficiently the things they are already
doing (in agriculture and small-scale industry) than on the setting up of en-
tirely new industries,

(2) The second danger is that, in their haste to industrialize, the

L/ For these, see Louis H. Bean, "International Industrialization and per
Capita Income", Nat, Bur, of Econ. Research, Studies in Income and Wealth,

Vol, VIII, 19L6, pp. 121 - 1lJ;,
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undeveloped countries will be tempted to adopt the totalitarian methods which,
without doubt, have been highly successful in Russia, Tt is in this connec-
tion that the timely . rovision nf technical and finencial assistance from the
older industrial countries, can be decisive in convincing the undeveloped
countries that they do not need tn buy econnmic progress at the exorbitant
political end human cost which hes been paid by the Russian people,

V. International Trade in an Industrialized World

In view of the predisposition nf the United States in favor of
development and industrialization, there is little need further to elabocrate
on our argument, On the contrary, a useful purpose may be served by can-
centrating attention on some of the problems raised by the process. The
need for the industrial nations to preserve mnbility and to encourage further
technological progress as well as the dangers of unsound industrial develop-
ment for non-industrial countries have already been pointed out. At the end
of our short survey, we may perhaps speculate about the institutional changes
required in a world where the prime determinents of international trade would
no longer be differences in climate and natural resources and where there
would no longer be just ome or even a small group of nations that can claim
being "the workshnp of the warld." Let us say from the outset that such is
far from being the present condition of the world, An inspection of any
table showing a few basic indexes of industrialization (horsepower per capita,
etc,) reveal the huge disparity in industrial development among nations, It
is even far from certain that this disparity has substantially decreased
during the past generation or two, Nevertheless, if we advocate world-wide

industrialization, we should look forward to s world economy where many of
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the presently underdeveloped countries will have become proficient in a
number of industrial processes,

Such a development does not hold sinister implications for the future
of international trade since there will certainly remain room for a profitable
division of labor among nations., But it may be asked whether a division of
labor based essentially on differences in skill and on the past history of
industrial development is not likely to be more unstable than the simple and
"natural" division of labor between industrial and agricultural nations,
Countries with an establisheg system of industry, with a good transportation

system, with a pool of engineers and technically skilled workers can usually

graft additional lines of output onto their existing industrial structure  1

without too much difficulty, 1In every single instance the loss from ths pre-

existing international specializationis likely to be small although in the :}
aggregate these losses may be quite considerable, For this reason, disinte=
gration of the finely wrought international division of labor which we have in
mind here, is dangerously likely as long as nations remain entirely free to
pursue autonomous domestic economic policies, as long as sectional interests
can push for special advantages under the cover of national interest, and ap
long as the special risks affecting international as opposed to internal trade
heve not been eliminated, L/
One example may perhaps make clear this proposition. Slot machines

are produced in the United States today exclusively in Chicago while Hollywood
has & virtusl monopoly on the production of movies, This division of labor

is basad more on historical accident than on any basic difference in the

l/' D. H, Robertson diagnosed this danger in his article "The Future of Inter-
netional Trade", Ecomomic Journal (1938) reprinted in Readings in the Theory
of International Trade, Philadelphia 193, pp, 505 - 506,
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distribution of natural or humen resources, Nevertheless, it is presumably
beneficial to both mavie-goers and slot machine addicts end there is little
prospect that Los Angeles will add the production of slot machines and Chicago
that of mevies thereby destraying these benefits, But would this still be the
case if a natinnal boundary line were drawn tomnrrow along the water shed of
the Rocky Mounteins? Is it not likely that at one time or the Aather the West
Coast State would then experience balance of payments difficulties with the
Middle West Stete and would restrict the importation of such "non-essentials"
as slot~-mechines? Would not then a profitable internal market be created in
the West Coast State for the "domestic" production of such machines just as,
in the absence of European imports during World War II, Californis was quick to
build up a ceramics industry? And once such an industry had come into being
would it not be likely to be protected by the West Coast State, to "safeguard
employment" and for similar well-known reasons even after the balance of pey-
ments difficulties have long been overceme? Are we not then confirming,
through a slightly mare sophisticated route, the very thesis which we thought
we had refuted, namely, that world-wide industrialization makes the future of
international trade dark and hazardous indeed?

In enswering this question we must first repeat that this danger is
remote insofar as the undeveloped countries are concerned, It has taken on
actuality only for the small, but important group of countries formed by the
United States and Western Europe. Within this group we have indeed already
experienced a substantial regression from the delicate integration that existed
within it before the First World War or again in the twenties, But within

this group also we are now witnessing the beginning of a major effort to re-

verse this process by changing the institutional fremework within which the
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intertrade of the group operates, By creating closer forms of economic asso=
ciation, it is hoped that seriocus divergences of national economic policies can
be avoided, that sectional interests can be held in check, and that the special
risks affecting foreign trade can in general be reduced,

It remains to be seen to whet extent this aim can be achieved through
Cooperation in the economic field alone, C(Closer forms of political asscciation
mey be required to convert what is today international trade into the inter~-
regional trade of tomorrow, But, in any event, current efforts are encouraging
evidence that we are not passive in the face of the dangers threatening fruitful
specialization emong advanced industrial countries,

Rather than dejectedly contemplating the operation of annther dismal
histsrical law, we are busily and, let us hope, successfully engaged in proving

that the only historieal laws are those which we ourselves accept and create,
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OBRVANY'S FORLIGH TRIDE —u AN CBJECT. LESSON Jo Herbert Furth
IN BCONGHMIC SANTTY

Economists who have Lecome fascinated by controls -— and who
will be called "controlists" for the sake of brevity ~- are remarkable
people: they have discovered the truth, and the truth has made them
blind, blind to the arguments of taeir opnonents -- who will be called
"liberalists" 1/-- and blind to the facts they purport to analyze,

Liberalists believe that direct economic coutrols, though they
may be unavoidable in emergenc.es, tend to hamper efficiency and economic
progress. Controlists, on the contrary, believe that controls are "weapons
which experience suggests are necessary in dealing with structural problems",
and that a country struggling with such problems cannot throw them away
without finding it difficult "to attain a high level of economic activity
while maintaining monetary staoility." So Germany, in a fit of pathological
liberalism, abolished controls @nd saw its production rise within two years
from 50 to 107 per cent of prewir, Whereupon the controlists sagely re~
mark that it may be hecessary for that country "to retreat from the liberal
principles of economic policy hitherto followed," g/

Controlists are particularly fond of applying their discov.
eries to international economic relations, Liberalists believe that the
liberalization of international coumercial policy tends in the long run
not only to maximize the volume of imports and exports, but also to promote
progress toward general equilibrium in the balance of trade. Controlists,
on the contrary, believe that liberalization has a "negative rather than
positive" effect upon the dollar balance of payments of non-dollar countries,
and therefore leads to grave losses in reserves (ECE, op. cit., pages
105-107). So Uermany, in another fit of criminal lunacy, liberalized its
import policy, and true enough, immediately experienced a considerable
rise in its trade deficit. 2/ The controlists were jubilant: they accused

1/ The simpler word "liberal® cannot any longer be used in this commection:
a prominent controlist insists that "the modern liberal ... may nct differ
greatly from the communist about the economic reforms which are necessary",
but only about political views (g, 3, Keirstead, The Theory of Economic -
Change, page 322); according to *his defiriition, a "liberal™ .ould be a
radical conirolist and thug the exact. opposite of a liberalist.

2/ A1l these quotations from ECE, Economic Survey for Europe in 1949 (see
this Review, July 18, 1950); ECE did not object to the rise in Germany's
production as such, but to the fact that this rise did not fully absorb the
extraordinary increase in the labor force which was due mainly to the
inflow of refugees from the East.

2/ See Go Grimwood, Western Germany —— Liberalization of Trade; this Review,
February 1k, 1950,
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the German authorities of "further distorting the picture of Germany!s
trade", and the German merchants of engaging in "an importing spree';
they called the process Just another "sign of the rake's progress which
is going on", and felt that the virtuous, controlist British "may be
forgiven if they feel a certain amount of that typically German senti-
ment, Schadenfreude /joy at another's sorrow/," 1/

Controlists regarded the future of Germany's foreign trade with
even greater gloom than they did current developments, Attempts to
reduce Germany's trade deficit with the United States are "likely to be
self-defeating" because they would reduce Germany's supply basis rather
than increase its dollar earnin:s, "Attempts to gain greater export
markets . . . in Western European countries are likely to be defeated by
the prospective curtailment of Marshall aid", and by the increase in
Germany's cost of production due to devaluation; moreover, the competition
for the "limited markets" of western Zurope "will be fought out largely
with the weapons of maltiple prices, multiple exchange rates, or successive
devaluations," Finally, "attempts to create considerably larger German
exports to the new development areas , . . could only succeed if large
credits were made available." Not €.vugh that Germany thus could not
possibly expand its exports, it also must raise its imports so that it
would have a "presently foreseeable trade deficit of $2,000 million," g/

Thes= forecasts thould take their place alongside with the
famous predictions of postwar unemployment in the United States. Once
again, history was kinder to the liberalists than to the controlists,
In the second quarter of 1949, Germany had imports of 5581 million and
exports of $285 million, leaving a trade deficit of 2296 million; in the
same period in 1950, imports were about $525 million, exports $422 million,
and the trade deficit about $103 million. The annual rate of the "present—
ly foreseeable trade deficit" is thus about one~fifth of the predicted
figure, and the progress seems to have been made by a pilgrim rather than
a rake,

The situation is even more promising if the regional distribution
of Germany's foreign trade is considered, As long as convertibility of
currencies is the exception rather than the rule, progress toward overall
equilibrium would mean little if it were accompanied by an increase in

1/ A1l these quotations from the London Economist, January 21, 1950; the
Economist, a source of joy and comfort to ths liberalist in matters of
domestic policies, is strictly controlist in its views on foreign trade,
2/ All these quotations from H, lendershausen, Fitting Germany into a
Network of ‘orld Trade; paper read at the annual meeting of the American
Economic Association, New York, December 27, 1949,




RESTRICTED -3~ Germany's Foreizn Trade

regional disequilibria, Germany, however, has reduced regional as well

as overall disequilibria, A comparison of data for 1949 —- which do not
differ much from four times the figures for the second quarter —- with

the anmual rate of those for the second quarter of 1950 (see Table 1)

shows a reduction in Germany's trade deficit with the United States from
$775 million to about %310 million; with the rest of the Western hemisphere
from nearly 135 million to about %90 million; and with the ERP countries
plus the ren-participating sterling area —- which under EPU should be
considered a common region for purposes of international payments —~ from
465 million to about 455 million, Trade with the rest of the world changed
from a deficit of $140 million to a surplus of about $LO miliion.

This progress was achieved without any "reduction of lermany's
Supply basis" and without the use of "multiple prices, multiple exchange
rates, or successive devaiuations," The liberalization of trade with the
ERP countries resulted indeed in a sharp increase in imports from these
countries, but mainly at the expense of "unrequited" imports from the
United States, At the same time liberalization stimulated exports to
these countries, and in consequence neither Germany nor the other ERP
countries (including the entire sterling area) lost any reserves nor were
they subject to a "negative rather than positive effect" upon their dollar
balance of payments, While the anmual rate of Germany's total trade volume
(exports plus imports) increased by 13 per cent between 1949 and the second
quarter of 1950, the volume of Germany's trade with the other ERP countries
(including the entire sterling area) rose by 35 per cent,

In the fall of 1949 and the winter 1949/50, Germany signed
"liberalized" trade agreements with eight ERP countries, including Austria,
Belgium—-Luxembourg, Denmark, France, the Netherlands, Norway, Sweden, and
Switzerland, The annual rate of trade with these countries, including
their dependent overseas ter-itories (see Table 2), rose between 1949 and
the second quarter of 1950 by about 36 per cent and Germany's surplus with
these countries dropped from 65 million to about +35 million., In relation
to the other ERP countries Germany liberalized its import controls unilater—
ally, following the recommendation of the Organization for European Economic
Cooperation, The annial rate of trade with these countries (including the
entire sterling area) rose by 33 per cent and Germany's deficit with these
countries dronped from $131 million to $90 million, i’hether bilateral or
unilateral, liberalization has thus brought forth an increased volume as
well as a better balance of trade,

Liberalists should be less willing than controlists to predict
the future on the basis of scanty evidence, However, if political conditions.
which at present overshadow all problems of economics and finance - permit
a continuation of the trend that was visible duriug the first half of 1950,
Germany's trade deficit with the world outside of tne lieatern hemisphere
would probably socon be converted into a surplus, and its deficit with the
Western hemisphere would be substantially reduced, For the time being, there
would thus remain a "hard core" deficit with the United States, amounting
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perhaps to some $250 million annually; this deficit would approximately
correspond to the rise in cereal imports made necessary by the elimination
of Germany's prewar sources of supply in Eastern Europe, and eapecially
in the former Eastern provinces of the Reich, The sum would ba less than
1 per cent of Germany's present national output, and about 7 per cent of
Germany's present total foreign trade, Nevertheless, the gap might be
difficult to close without the use of government grants or credits as long
as the restoration of world-wide multilateral trade remains the pious hope
of a few liberalists, However, the rapidity with which Germany has cut in
half last year's dollar deficit, might indicate that even such a cautious

statement could turn ¢t to have been unduly pessimistic.
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