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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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are foreign workers not given any 
special attent ion there stringent res
tr ict ions are placed on the length of 
their stay in Switzerland, on their 
freedom to move f rom job to job and 
canton to canton and on their bring
ing dependents wi th them. The 
result is that Italians have remained 
a transient, unskil led element in the 
Swiss labour force. Their abundance 
has led to the expansion of labour-
intensive industries and to substitu
t ion of unskil led for skilled labour, 
so that a quarter of the present Swiss 
labour force is' I tal ian, Their remit
tances to dependents have made a 
big dent in the Swiss payments sur
plus. "There has been much concern 
about the economy's dependence en 
a volatile source of labour supply. 
The Swiss government has taken 
steps in the last two years to reduce 
the industrial demand for Italian 
labour and to make it easier for 
Italians to settle temporari ly in 
Switzerland. However, the pro
blem of inadequate infrastructure has 
not been touched yet, and perhaps 
not even noticed. Unt i l it is tackled 
it is l ikely that the Swiss economy 
wi l l be plagued by labour problems 
and that it w i l l have to accept a 
lower rate of growth for the lack of 
acceptable labour. 

Success Indicators 

East European countries have 
relied on the fulf i lment of output 
targets as the basic indicator of suc
cess, and have added supplementary 
norms for productivi ty, employment, 
wages, etc, as circumstances required 
them. This approach is, however, in -
adequate insofar as targets are much 
easier to achieve in some sectors than 
in others and as there are non-quanti
fiable norms such as those relating to 
quality. The problem is twofo ld: to 
decide in which terms targets should 
be,. set, and to find out which incen
tive systems would be most effective 
in their achievement. 

As regards target variables, profits 
are being put forward as a blanket 
variable subsuming all other desidera-
tives. This idea, put forward by 
Liberman in 1962, has since received 
much discussion. The first difficulty 
wi th it is that there is no way of 
establishing a connection between the 
output targets in whose terms the 
global plan must be formulated and 
the profits of enterprises. It seems 
that to use profits as a success indi 
cator would require the abandonment 
of output . plans, enterprises being 
to ld to do as best as they can. 

Secondly, the incentive to increase 
output and improve quality would be 
weakened if the enterprises were 
given the freedom to make more 
profits by raising prices; prices must, 
therefore, be centrally fixed. How 
are prices to be fixed? There is 
much confusion even on the theore
tical ideal. Such price reforms as 
have been attempted: — e g, in 
Czechoslovakia — seem to be largely 
fiscal ones' i e , they are designed to 
eliminate certain taxes and subsidies 
f rom state budgets. The relation of 
prices to resource allocation remains 
unstudied, perhaps because it is ten
uous in the present day European 
economies. Further, the fixation of 
prices requires the classification of 
goods; and if a fine enough classifi
cation is achieved, setting up phy
sical success indicators would be no 
more difficult than financial indica
tors. 

Two sorts of incentive systems are 
genera!. Enterprises have various 
funds for collective benefits to which 
additions are made on the achieve
ment of targets. In addit ion, there 
are funds from which special indu
cements can be given to workers or 
groups of them f rom time to t ime. 
The proliferation of funds is neces
sary for incentives to be sensitive 
enough; at the same t ime, it gene
rates a lot of administrative work and 
leads to very uneven distr ibution of 
benefits. Further, incentives are 
never quite adequate in an interde
pendent system; the success of a 
particular team depends to a varying 
extent on the performance of other 
teams, and the success of enterprises 
on the performance of other enter
prises. Incentives can only be fully 
effective when external bottlenecks 
are removed, and the regulation of 
inter-industry flows and an effective 
incentive system are complementary 
to each other. 

Investment Planning 

The chief difficulties in investment 
planning are unduly Jong gestation 
lags and consequently high ratios of 
work in progress to the rate of fixed 
investment. Long gestation lags are 
partly the result of the attempt to 
achieve rapid increases in output: 
more investment projects are taken 
up than resources permit, resources 
are too thinly spread and their pro
vision to particular projects is unco
ordinated, and faulty construction 
leads to delays in the commissioning 
of plants. Another reason for delays 
is that industries are being set up in 

which east European countries have 
l i t t le experience, and tasks involved 
in setting them up are consequently 
not foreseen precisely enough. 

In other words, long gestation lags 
and inventory accumulations arise 
partly because of a failure in the 
techniques of planning — because 
planners fail to work out beforehand 
the material and labour requirements 
of projects, how they wi l l f i t in 
together and when they wi l l be 
required — and partly because of 
the faulty scheduling of supplies, i e, 
because the supplying enterprises are 
not informed of the time schedule of 
supplies, or not given strong enough 
incentives for adhering to the sche
dule. Planning techniques have much 
scope for improvement, mainly in 
the direction of more careful and 
thorough formulation of projects and 
of operations research. The problem 
of time schedule incentives, on the 
other hand, is a part of the general 
problem of incentive systems which 
we have mentioned above. The pre
sent system of specifying a number 
of norms for each enterprise is much 
too cumbersome, and wi l l eventually 
have to be replaced. At the same 
time, a blanket norm like profitabi
l i ty is a mirage: such a norm wi l l 
simplify the administrative task, but 
it wil l not necessarily improve the 
performance of the system. 

Who Should Set the Norms? 

The most promising move in the 
circumstances would be 10 transfer 
the task of setting the norms f rom 
central planners to the organisations 
that buy the goods: the contracts of 
sale must specify the date of delivery, 
minimum quality, etc, and penalties 
for non-fulf i lment of the terms of 
contracts. Prices should be regulated 
by fiscal means: enterprises should 
pay a tax on their costs, and varia
tions in this tax can be used to regu
late the resistance to pay higher 
wages and material prices. The suc
cess of enterprises can be judged 
from the reports of their sales and 
profits on the one hand and the re
ports of buying organisations on the 
contract performance of their sup
pliers on the other. The success indi
cators should be used to allocate 
investment resources between enter
prises, and investment allocations 
should be used as the ultimate incen
tive system: efficient enterprises 
should be allowed to expand, and 
the price of inefficiency should be 
extinction. 
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