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THE growth rates of European 
economies! in the 1950's were 

so much higher than those achieved 
ever before that they were widely 
believed to be due to temporary 
factors — e g, the stimulus given to 
investment by wartime destruction 
and the outflow of labour from agri­
culture. These circumstances were 
expected to change in the 1960's and 
growth was expected to slow down. 
In the mid-sixties now, we are 
coming to a point when we could 
say whether a decisive change has 
occurred. 

The U N ' s Economic Survey of 
Europe for 1963 pointed out some 
distinguishing characteristics of the 
sixties. The rate of economic expan­
sion slackened progressively in the 
east European countries from 1960 
to 1963; in western Europe, the pre­
viously wide range of national growth 
rates narrowed' and labour shortage 
became increasingly general. The 
1964 Survey, however, raises second 
thoughts' on all these points: growth 
of output was gathering pace in 
eastern Europe, and in western 
Europe there was a marked contrast 
between the rapid growth in West 
Germany and Holland and stagnation 
in France and Italy. The economic 
picture of Europe has become very 
confused. 

While developments in Europe 
show no pattern, there does seem to 
be some uniformity in the problems 
that are causing concern. Payments 
problems are more widespread in 
western Europe, and so are problems 
connected wi th the employment of 
foreign labour. East European conn-
tries are looking for incentive 
systems that would increase the effi­
ciency of investment and improve the 
implementation of plans. 

Payments Problems 

On the basis of west European 
experience in the fifties one would 
have been inclined to say that rapid 
growth of output and exports went 
together and that the faster growing 
countries were less worried by in ­
adequacy of export earnings than the 
slowly growing ones; and differences 
in the growth rates of different coun­
tries were more marked than their 
year-to-year fluctuations. While it 

is not certain that the distinction 
between fast and slowly growing 
countries has disappeared in the 
sixties, the growth rates of the form­
er show larger variations, and their 
balances of payments have become 
less predictably favourable. The West 
German surplus on current account 
fell from $ 1.6 mil l ion in 1961 to 
$ 700,000 in 1962, and its GNP rose 
by 4.1 per cent in 1962, 3.2 per cent 
in 1963 and 6.5 per cent in 1964. The 
Italian trade deficit rose from $ 1.4 
mil l ion in 1962 to $ 2.5 mil l ion in 
1963, and its growth rate fell from 
6.7 per cent in 1962 to 4.8 per cent 
in 1963 and 2.5 per cent in 1964. 
France has experienced a similar 
worsening of the current account 
position and slowing down of the 
growth rate. 

West Germany, Italy and France 
reacted to the deterioration in their 
payments position in the same way as 
the countries wi th more chronic 
payments' problems, viz, Belgium and 
the United Kingdom. Interest rates 
were raised, restrictions were placed 
on bank credit and hire purchase and 
attempts were made to restrain wage 
and price increase by means of 
public exhortations. As is the ex­
perience elsewhere, these measures 
had a drastic effect on output and 
especially on investment. But unlike 
elsewhere, they also had an imme­
diate and substantial effect on im­
ports' and exports. West Germany's 
trade surplus recovered to $ 1.6 
mi l l ion in 1963 and 1964, Italian 
deficit was halved in 1964, and 
French exports were increasing sharp­
ly in the latter half of 1964. 

There are two possible sets of rea­
sons' for this high sensitivity of the 
balance of trade to domestic demand 
conditions: either the demand for 
exports exceeds their supply, so that 
a reduction in home demand increas­
es exports, or the elasticities of sub­
sti tution between home goods and 
foreign goods wi thin the Common 
Market are high owing to relative 
freedom of trade. The latter seems 
to be the more plausible reason. In 
any case, the success of deflationary 
policies in correcting the balance of 
payments is unlikely to go unnoticed 
and wi l l lend support to the bank­
ers' view that domestic policies 
should be adapted to circumstances 

of foreign trade. The prospects for 
flexible exchange rates or coordina­
tion of growth policies look gloomy, 
and the Common Market seems like­
ly to regress towards a classical gold 
standard. 

Migrations of Workers 

For some years past there has been 
widespread labour scarcity in north­
ern Europe, and labour has been 
flowing into it from southern Europe 
and other less developed countries. 
There have been migrations from 
West Germany to Scandinavia, from 
India, Pakistan and West Indies to 
Britain, from Italy to West Germany 
and Switzerland and from Spain to 
France and West Germany. The ac­
cretion of workers in cities increases 
the demand for schools, houses, etc, 
and sharpens the competition for 
them; where the workers are foreign, 
the competition also acquires a class 
character and accentuates the d iv i ­
sions of nationality and language. 
Tensions could be avoided by timely 
investment in infrastructure to p ro . 
vide adequate basic facilities, but 
investment in infrastructure is nor­
mally the business of governments, 
and few governments are active 
enough. So very similar problems 
have been occasioned by the employ­
ment of foreign workers in France, 
Britain, West Germany, and Switzer­
land. 

The problems have been discussed 
least in France although it has the 
largest number of foreign workers 
over 1.5 mil l ion. This is because 
most of the workers are employed in 
agriculture and are provided for by 
their employers, and because the 
French government recognises only 
general labour problems, and none 
occasioned by foreign workers as 
such. In West Germany, on the other 
hand, foreign workers arc treated 
separately. Employers specially pro-
vide them with housing and help in 
setting up schools that teach in their 
languages. This solicitous paterna­
lism is equally successful. In Britain, 
no distinction is made between 
natives and immigrants from the 
Commonwealth; but the overcrowd­
ing of houses and schools has led to 
tensions. The situation in Switzer­
land is probably the worst. Not only 
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