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May 6, 1952
THE POSTWAR T“USIVESS CICLE IN BIIGIUM Robert Solomon

Belgium was liberated from German occupation in September
19kks The six year period from that date until the outbreak of the
Korean war in June 1950 was marked not only by the recovery of the
economy from the effects of war and occupation but also by a combina-
tion of cyclical fluctuations of a type not treated in business cycle
literature,

In addition, Belgian economic policies during this period
gave rise to a considerable amount of controversy in other countries,
Belgium has been highly preised as the country which used "the classical
medicine" and achieved a rapid recovery with a minirmm of inflation,
The "hardness" of the Belgian franc, the political stability of the
country, and the relatively high living standards have all been pointed
to by adherents of this view as proof of the soundness of the economic
and financial policies of the Belgian Government, On the other hand,
Belgian policies have been severely criticized by other observers on
the grounds that they imparted a deflationary vias to the economy,
Belgium's persistent balance of paynents surplus in Europe and its
relatively high level of unemployment have been cited by these critics
as evidence of the short-sightedness of the pelicies followed,

Various aspects of these issues have been touched upon in
the course of the study of which this article is 2 summary.l/ Its
primary purpose, however, is to focus upon cyclical developments in
Belgiun during the nostiar period. It is surprising to observe that,
as far as can be discovered, no previous attempt has been made to
treat systomatically the cyclical fluctustions in Belgium since the war,

Two possible explanations may be advanced for this lack of
analysis. 1In the first place, Belgium experienced two separate cycles,
one in metals and the other in textiles. While both cycles were of
significant amplitude, they tended largely to offset each other. As
a result, the aggregate indices, such as gross naticnal product and
employment, reflected only sligntly the cyclical developments, In the
second place, statistical meterial concerning the Belgian economy is
very inadequate. Many of the series upon which modern business cycle
theory is based are either absent or fragmentary. Nevertheless, it
appears that even the material which is availzble has not been exploited,

Economic developments, 1941-50

Favored by an early liberation and relatively little damage
to its industrial plant, Belgium achieved a ranid recovery of production
during the esrly postwar years. The policy of heavy imports of raw

1/ This article constitutes, in slightly revised form, the final
chapter of a study submitted to Harvard University as a Ph.D. thesiss
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materials and consumer goods facilitated the repid expansion of output
and permitted the early elimination of direct controls, From the end

of the wzr to the end of 1947, overall industrial output rose rapidly,

to 110 per cent of the 1936-38 average by the last quarter of 19L7.
Rising exports, a growing level of investment, including increasing
inventories, and the deferred demand of consumers all combined to present
Belgian industry with a growing level of demand., The only exception
during this period was the wool industry, which bezan to reduce its
output in early 19L7. ‘

Recession in textiles -- This tendency spread to the cotton
branch in 1948 and by the end of that year aggregate textile production
had fallen by 23 per cent from the peak level, attained in April 1947.
It has been shown that, contrary to common belief, none of the decline
in wool output and only one-fifth of the decline in cotton output were
attributable to a reduction in exports.

It seems reasonable to assume that the recession in wool pro-
duction, and beginning in 19L8 in cotton production also, was caused
not only by the satisfaction of deferred demand but also by the rapid
rise in food prices after mid-1%47 which forced many consumers to
curtail their purchases of non-food items. Despite the system of
compensatory allocations, the averase worker!s real earnings ceased
rising in 1947 and declined in 19L:8. For many in the other one-half
of the populstion which did not receive these allocations, the rise in
food prices must have entailed a still greater reduction of real income.,
Even for those whose earnings rose as rapidly as the cost of living index,
the increase of food prices relative to non-food prices was likely to
lead to a reduction of clothing and other textile purchases.

It must be admitted that the available data on consumer
purchases do not completely support this hypothesis. There is some
evidence of a decline in clothing purchases in 19L8 in those stores
which are probably patronized mainly by the lower income groupse But
the large decline in these purchases occurred in 1949, when it was
probably the result mainly of the decline in employment.

It is likely thct in addition to the decline in consumer
takings of wool and cotton products in 1948, which may have been minor,
there occurred a reduction in the rate of inventory accumulation, if
not a reversal. The sharp reduction in 1947 in the rate of increase
of sales to consumers was sufficient to affect the inventory policies
of fabricators and distributors of wool and cotton products and to
cause a decline in the production of wool and cotton cloth even in the
absence of a reduction in consumptions The "inventory accelerator® }/

1/ See Lloyd Metzler, "The Nature and Stability of Inventory Cycles',
Review of Economic Stetistics, Aug. 1941,
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could easily be adanted to explain such a development by restricting it
to a particular segment of the economy and by introducing an autonomous
change in the rate of change of consumption of the output of this
sector,

Expansion in metals -- While textile production declined
sharply in 19L0, the output of iron and steel, non-ferrous metals, a.ad
metal products continued to expand, primarily to satisfy export orders.
In fact, it may be said that the export of these products, which
accounted for the entire increase in exports in 19L8, was the major
expansionary force acting on the Belgian economy during 1948; although
there occurred also a significant increase in fixed investment during
1948, this was probably offset, at least in part, by a reduction in
the rate of inventory accumulation.

The continued exhansion of output by the metal producing
and using industries was sufficient to compensate for the decline in
textile output, Industrial production rose about 7 per cent from
1947 to 1918 although there was little increase during 1948. The
increase in gross national product from 1947 to I9L8 (12 per cent)
was less than the rise in relail prices (15 per cent) and in the cost
of living index (20 per cent) but more than the increase in the whole-
sale nrice index (10 per cent). Since it is likely that both the
retail price and the cost of living indexes weight food more heavily
than its share of the gross national product would call for, there is
no reason to assume a decline in the real gross national product in
19L8; on the other hand, the increase was apparently not very rreet.

It may also be noted that employment began to decline during
the second half of 1948 and in December of that year was 3.6 per cent
below the level of a year earlier. In view of the fact that productivity
in the textile industries (where output was falling) is lower than in
steel and metal fabrication, (where output was rising) there is nothing
inconsistent about the decline in empnloyment unaccompznied by a decline
in total output. 1In addition, the disappearance of the sellers market
in most ficlds may well have led to efforts to produce more efficiently
in order to reduce unit costs,

Recession in metals -- The expansion of output in the metal
industries came to an abrupt end in March 1949. The precipitous decline
in steel production in Belgium-Luxembourg (32 per cent from March to
November) was apparently initially associated with the fall in exports
to the United Stetes, hut after mid-1949, other countries also reduced
their purchases of Belglan steel and other metzl productse The decline
in exports, which in turn was due to the recession in the United States
and the recovery of production in Germany, France, and the United King-
dom, was the main reason for the reduction in steel output after March
1949, but it appears likely that a decwmlation of inventories also
contributed to the fall in demand,
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While thc cycle in metal production reached its peak during
the {irst quarter of 199, the textile industries hed passed through
their trough during the fourth quarter of 1948, Their output began to
rise in early 1949, because of incrersed export demand, and by the
fourth quarter of that year was up 13 ver cent from the level of a
year earlier, Textile production and exports increased even more
rapidly during the first half of 1950, as the Dutch market was opened
up in keeping with the Renelux agreement,

Thus during the period after 1948, the fluctuations in output
in the two principal groups of industries tended partially to offset
one anothers During 1948 the continued rapid rise of steeland associated
output served to offset the effects of declining output of textile
products on the ns=tional income, although not completely on employment.
During 19L9 rising textile output served as a partial offset to the
decline in activity in the metal producing industries. While industrial
output and real gross national product were no lower in 199 than in
1918, output and employment during the fourth quarter of 1949 were
lower than during the fourth quarter of 19L8,

In addition to the decline in steel and engineering exports
during 19L9, there occurred a fall in total gross investment. While
fixed investment remained unchanged, inventories were reduced; unfortu-
nately the lack of data makes it immossible to form a Jjudgement as
to the magnitude of this factore

Rccovery in 1950 == Finally, it may be noted that, as was
the case in the United States, Belgium wes experiencing a rapid revival
of economic activity during the half-year before the outbreak of
hostilities in Korea. During April and May of 1950, over-zll produc-
tion was only 3 ner cent below the peak level previously reached.
Textile production had surpassed the previous neak of April 1947, and
steel production had recovered about one-fourth of the loss in output
of 19L9. The main explanation for this revival was the lifting of
trade barriers by The Netherlands and other OEEC countries against
Belgian exportse In addition, however, the public works program and
the subsidization of private housing appear to have contributed,
Judging from the large incrzase in employment among construction workers,

Unemployment -= During the postwar period, when Belgium was
experiencing two major sectional cycles in economic activity, the level
of unemployment increased almost steadily, except for seasonal variations.
Many observers in Belgium and elsewhere have arsued that the high level
of unemnloyment is explained by Belgium'ts liberal unemployment insurance
system, which contains on its rolls (so it is argued) many who are not
involuntsrily unemployed,

Although the available data do not permit a complete explanation
of the growth of unemploymant, the major portion of it resulted from a
decline in employment, which in turn was associated with reductions in
productions Nevertheless when ermmloyment began to rise again after mid-
1919, unemployment fziled to decline significantly. In March 1951, when
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industrial production reached its postwar peak of 133 (1936 - 38=100),
total unemployment still amounted to 186 thousand, Of these, 33
thousand were in branches of activity which experienced subsequent
reductions in unemployment; these reductions were offset by rising
unemployment in the textile industries as textile production declined
again after the first quarter of 1951, Taking account of these 33
thousand, there still remains a hard core of 153 thousand of complete
plus partial unemployed at the peak level of output. We have no
assurance, however, that this level of output, though a postwar record,
represented capacity output. Furthermore, even if it did represent
capacity output, the creation of new productive capacity would probably
have permitted unemployment to be reduced further. Finally, the fact
that in November 1950 only 20 per cent;/ of those completely unemployed
(153 thousand) had been out of work for more than 1 year indicates

that the number of voluntarily unemployed could not be much over 30
thousand; in particular, this fact minimizes the force of the argument
concerning the liberal unemployment insurance system, since that argument
is hased on the absence of a time limit on the drawing of unemployment
benefits,

Belgian policies during the postwar neriod

Even before the liberation in 19LlL, the Belgian Government-
in-Exile had been making plans for the postwar period end hsd prepared
the famous currency reform. The need to prevent inflation was given a
very high priority from the very beginning. Emphasis on anti-inflationary
policy nlus a strong anti-dirigisme were the basic tenets of Belgian
policy-makers, including apparently the Socialist Party which dominated
the government until Aurust 19L9.

Anti-inflationery policies ~-- Acting on the basis of these
beliefs, the Government carried out the monetary reform and adopted a
policy of large-scazle imports of raw materials and consumer goodse The
latter policy permitted the early elimination of bottlenecks and
succeeded in absorbing a good deal of the liquidity which was creasted
in 1945 when militery activities gave rise to a large and unexpected
amount of expenditure in Belgium. As a result retail prices declined
as ecrly as the last months of 19L5, After 19L5 the only large increases
in Belgian prices recurred as a result of the elimination of subsidies
(in early 19L7, mid-1947, and early 19L8).

There is no doubt that there were elements of so0od fortune
involved in Belgium!s success in the early elimination of inflation,
Not only were Belgium's gold and foreign exchange reserves unt depleted
during the war, but they were increesed during 19.5. At the end of '
1945, Belgium's gold and foreign exchance reserves were almost twice
those of the Netherlands, whose population is slightly larger than
Belgium's; about one-half those of France, whose population is 5 times

1/ Bulletin de Statistigue, Febs 1951, p. 271.
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Belgium's; and about one-third those of the United Kingdom, which
holds reserves for the entire sterling area. These ample reserves
permitted Belgium to undertake the policy of large-scale imports, a
policy which may heve been denied other countries which had smaller
reserves. Secondly, the relatively small amount of damage to plant
and equipment (and the partial repair of the railroad system and ports
by Allied Armies) made it unnecessary for Belgium to nut aside its
reserves for the purpose of financing capital goods imorts, as was the
case for The Netherlands. Thirdly, Belgium's wealthy colony remained
Securely under its control as an importent earning asset and source of
raw materials,

Thus Belgium entered the postwar period in a more fortunate
position than most of iis neighbors. At the same time, Belgian policies
made the most of this good fortune. In contrast to most other countries,
the Belgian people at an early stcge enjoyed a relatively stable price
level and did not have to put up with shortages for very long.

In addition to the currency reform and the import policy,
Belgium'!s success in preventing inflation must also be ascribed, on
the one hand, to the abssnce of a large-scale publicly-fostered
investment program and, on the other, to the budgetary and monetary
policy pursued from 19L6 on. Belgium's failure to adopt an investment
program is no doubt partly due to the fact th:t there was little war
damaze to capital equipment, In addition, however, the antipsthy to
zovernment "interference" or "planning", which appesr to have been
shared by most policy-mekers, must also be mentioned,

Perhaps largcly because an investment program was not adopted
but also as a result of the government importetion and sale of large
quantities of foreirn supplies, the budget was very nerrly in balance
in 1956, Tt ney be noted that the distaste for government "interference
with the market did not prevent the organization of a large scale and
highly successful government import program at the time of liberation,

While it is extremely difficult to judge the effects of a
given set of credit controls, it may be safely said that the monetary
policy inaugurated in 19k6 appears to have restricted the availability
of credit relative to the demmd for ite Thus from the point of view
of the maintenance of internal financial stability, Belgian policies
must be termed highly successful, even though the adoption of sore of
these policies was nermitted to Belgium because of its good fortune,

Furthermore there is evident in Belgian nolicies a directness—
of approach which reflects agreement and determination as to the objectives
of those policiess 1In contrast to the wevering and attempts to attain
contradictory objectives in a number of other countries, Belgium exhibited
a singleness of purpose in its effort to attain monetrry stability and
balance of nayments equilibrium without direct controls. Whether one
agrees or not with the judgment of Belgian policy-mekers as to the priority
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accorded to these objectives as compared with others, it must be admitted
that they saw clearly whot their zoals were and took effective steps to
attcin thems This approach led Belgium to pioneer in the introducticn

of a number of measures which were later widely adopted by other countries
in Western Europe., Among these measures may be included the currency
reform, the revival of monetary policy including the particular form of
the credit controls (a security reserve requirement), and the substitu-

tion of direct payments to lower-income families for general price
subsidies,

Belgium's success in preventing inflation constitutes one of
the important, explanations for its early balance of payments recovery
and for the "hardness" of the Belgian franc, In addition it made
possible, at an early stage, the removal of import and exchange restric-
tions. Here too, however, an element of good fortune played a role.

The large steel industry of Belgium-Tuxembourg, the output of which was
in gre~t demand by a war-shattered Europe, gave them very favorable
terms of trade which contributed grestly to their foreign exchange
earnings,

Belgian policies and the business recessions -- Given the
success of these various peolicies in preventingz infl tion, can it be
said that they were in zny sense resvonsible for the recessions in
economic activity which occurred during the nost-wer »eriod? It has
been observed that the reduction of price subsidies on imported food
products in July 1947 and February 19L8 led to a brusque rise in food
prices, and that, given the inelastic demand for food nroaucts, this
may have been partly responsible for a decline in consumer tzkings of
textile products, Although textile exports contimued to rise, except
for a smell decline in cotton cloth which accounts for less than one=-
fourth of the decline in cotton production in 19L8, the export market
did not offset completely the decline in internsl demand,

Thus the point can be made that the policy of subsidy elimina-
tion, whatever its general merits, had the effect of contributing to the
recession in textile nroduction which began in 19L7 for wool and affected
the entire industry in 19L8. HNow it can certainly be argued that this
policy had the favorable effect of improving the halance of nayments,
by reducing the demand for imports and by forcing Belzian producers to
seek export markets. It is only intended here to indicste that a price,
in the form of idle manpower and productive capacity, was paid for that
improvement.

Perhaps more important than the reduction of consumer takings
of textile nroducts was the reduction in inventory accumulation in 19L7
and 1948, While this development was -robzbly asscciated with the reduc-
tion in the rate of growth of consumer expenditures, and also with the
reduction in the rate of increase of exports, can it be attributed in
a mora direct sense to economic policy?
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It has been shown that credit conditions were relatively
stringent after 1946, The fact that credit was expensive and borrow-
ing was not easy may have discouraged inventory accumulation. But
there is no evidence thzt cradit was ever sc tight as to cause a
liquidation of inventories. Aside from the sharp reduction in the
rate of growth of consumntion, which in itself is sufficient to
explain the inventory cycle, a more general explanation may be offered.
After 19L7, it is now evident, the Belcian economy became relatively
stagnant except for the foreign demand for steel nreducts, which was
temporarily inflated as a result of the effect of the war on both the
demand and the supnly in other countries, Aside from this factor, there
were no importent expansive elements in Belgium and the general psy-
cholosical atmosphere was not thot of an expanding economy; in fact,
fears of depression contributed to these attitudes. Thus as early as
19L7 the Mationzl Bank was warning the business community about the
nossibility of a world recession and cautioning that business firms
not over-commit themselves. Furthermore, the Belgian population,
especially those who were responsible for investment decisions, had
no reason to expect vigorous government action to counteract a
future depression.

Investment in Belgjum -~ This brings us to the problem of
investment in Belgium. While gross fixed investment increased sharply
in 19L7 and sorewhat less in 1948, it was considerably smaller than in
other countries, as measured by the ratio of gross investment to gross
national product. It can be argued that a more vigorous government
investment program, for which the need appears to be generally admitted,
and greater encouragement of private investment would have been in order
in Belgium in 1948 and later.

While there is nc evidence as yet thst there was insufficient
rrivate investment to permit B:lzian firms to meintain their competitive
positions, there are several reasons why a greatzr volume of government
and private investment would not have been amiss. In the first place,
it would have led to a greater use of Belgian resources which were being
wosted in unemployment, Secondly, Belgium was offered, under the
Eurovesn Recovery Program, foreizn resources for a period of four years,
in order th-t it might improve its nroductive plant and raise its standard
of livings Not only did Belgium fail to take full advent: 22 of this
offer of American resources, but it developed a balance of nayments
surplus itself in late 19k8. Wwhile it is stranze to find fault with
the attainment of over-all foreign balance, it can be argued that Belgium
was sacrificing the future in order to achieve that balance, Thirdly,
the nature of the unemoloyment problem discussed sarlier indicates that,
while many of the unemployed mirht have found jobs if only effective
demand had been ~reatsr, it 21so appears that to some extent the unemploy-
ment may be structural; that is, there may be a shortage of capital equip-
ment relative to the labor supnly. Thus more private investment was
needed not only to stimulate effective demand but also to prcvicde more
canital egquipmente.
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Finally, it is quite likely thet Belgium like other European
countries relies too heavily on textile exports. The difficulties of
the United Kingdom in this respect are so well known that there is no
need to repeat the arguments, For this reason also, it can be argued,
steps should have been taken to encourage the development of industries
which would emnloy idle lebor and which would be more adanted to present
and probable future world demand,

Now it certainly would have bes.. possible for the Belgian
Government to have encouraged a hicher level of investment and to have
attemted to influence the direction of thst investaent, without interfer-
ing with the working of the free economy. There are a number of fiscal
measures vhich might have been adopted for these oruposes., Further-
more, a orogram of govermment loans to private industry on favorsble
terms might also have contributed, Finally, a grezter amount of govern-
ment investment to improve highweys, norts, cenals, and so on, would
have helved to make the economy more expansive and therefore might have
had a favoreble effect on private investuent decisions.

Investment financing -- In regard to the financing of private
investment, reference should be made to the Banking Law of 1935 and
its possible effects in this connection, As hapoened in the United
States, the Belgian banks found themselves in the early thirties with
portfolios which could not be liquidated in the face of demands by
denositors for withdraiel. These demands for withdrawzl originated
partly because of bank failures, but mainly because of the desire for
speculative capital flight in anticination of a devalurtion of the
Belgian franc. In any case it led to 2 banking crisis and to demands
that the banking system be re’ormed in 2 way that would require the
banks to remain more liquid and thus, it was argued, to be able to
meet the withdrarals of depositors.l/

During the entire period of Belgium!s indestrial development,
its mixed banking system had plsyed an intimate and important part in
the finencing of industrial investment, The banks had promoted new
firms, had supplied the initial capital, were represented on boards of
directors, and frequently continued to hold securities of affiliated
firms, Whatever the arguments, political, social, and economic, for
and against such an institutional arrangement, it is important to
recognize that it was an essential element in Belgium's industrial
development,2/

In 1935, the system was abrubptly changed., The banks were
required to divest themselves of their security holdings and, under
the supervision of the Banking Commission, had to maintain their assets
in "liguid" form. While an intimate relationship undoubtedly continues

1/ This episode is well summarized in B.S. Chlepner, Belgian Banking and
Banking Theory (Washington, 19L3) pp. 69-81.
2/ Rolend Durviaux, La Ban-uc Mixte (Brussels, 19L7) passim.

NOT F(R PUBLICATION




~ 10 - Belgian Business Cycle

to exist, with the industrial groups now controlling the banks rather
than the banks controlling the industrial firms,l/ the important fact,
from our point of view, is that the banks can no longer freely finance
industrial expansion.

It is not intended to argue here that the Banking Reform of
1935 was ill-advised. Tt can be said, however, that the commercial loan
theory appears to have been overstressed since 1935. The extensive
questioning in American literature of the validity of the commercial
loan theory as a guarantor of stobility, the neaning of bank liquidity
under modern conditions, and the vole of the central bank in assuring
the "shiftzbility" of commercial bank assets, does not appear to have
made any impzct in Belgium.

Perhaps more important, the Banking Reform of 1935, in
abrubptly severing a network of institutional relationships within
which Belgium's industrial expansion had been carried out, may have
failed to make adequate provison for the continued financing of
industrial investment. Belgian business firms were not as accustomed
as firms in other countries to ralsing funds in the capital mark-t,
which is not as highly developed in Belgium as in many other industrial
countriess New firms, in particular, were almost always promoted by
banks before 1935, Under the present regulatiocns, a bank may help to
underwrite a new issus if it holds the securities for no longer than
six months. But, especially when considered with another requirement
of the Benking Law of 1935 prohibiting the listing on the stock exchange
of securities of a company less than two years old, this nrovision may
not encourage banks to enzase in underwriting new firms.g/

Thus it appears reasonzble to conclude that a share of the
responsibility for the failure of the Belgian economy to be more dynamic
and buoyant during the post-var period must be attributed to the Banking
Law of 1935; or, -t least, to the 7eilure of the Belzian Government to
establish a means »y which the dependence of industry on bank credit
for the financing of investment wes replaced in a2 way which would permit
& grarter volume of private investment, It seems clear that during the
pericd after 1947 Belgium could have absorbed a higher level of invest-
ment without seriously corprising its firmly-held desire to prevent
inflation,

As far as public investment is concerned, it has been observed
thet & public works program was adopted in late 199, and it beron to
have its effects only during 1950. It can be szid that such a program
should have been initisated 2t an earlier stage, but, it must be admitted,
Belgium is probatly not the only country where administrative and other
delays are likely to occur in this regard. The tak reduction of 1949,

1/ Ibid., p. 218.
’ See Chlepner, op. cit., pp. 91-92,
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although of minor importance in quantitative terms, should also be
mentioned as a step in the right direction, Finally, the policy of
encouraging privste construction appears to have had a significant
effect,

With regard to monetary policy, it apvears that the central
bank was rather too cautious, While it is impossible to determine
whether a more exhansionary monetary policy would have had any
significant effects during 19L8 and 1949, conditions appeared to call
for some relaxation, if only for its psychological effect, of the
policy established in 1947 when infletion=ry dangers were present

With regerd to economice pol ‘cies, it may be concluded that,
whereas some European countries may have underrated the gravity of
the inflationary effects of their investment programs, Belgian policies
tended to sacrifice economic progress by their preoccup:s tion with the
maintenance of monetary stebility,

Theoretical implications of the Belgion experience ,

This study has made no attempt to test business cycle theories
against the data provided by cyclical developments in Belgium, PRather
it has attenpted to supply the groundwork for such a testing, Because
the facts and their relationships are so little known, it was first
necessary to assemble them in an effort simply to learn what hapoened
in Belgium during the postwar period, Before concluding this study,
two theoretical points suggested by the brevious snalysis mey be
mentioned,

le The cyclical fluctuations in the Belgian economy during
the postwar period were of a type not ordinarily treated in business
cycle literature. Normally the business cycle is envisaged as
involving more or less simultaneous upward and downward movements in
the output of the various industries, In Belgium, however, there
occurred cycles in the two major industries which noved in opposite
directions and tended to offset each other,

The impulses which acted on the economy may have been the
product of the special circumstances of the postwar period. Never—
theless the reaction of the economy to these impulses ~- that is, the
offsetting sectionrl cycles -- may bz of general significance for business
cycle theorys. 1In fact at the present time a number of countries, including
Belgium, are apparently experiencing a somewhat similar phenomenon, with
capital goods output expanding while consumer goods output is contracting
by more than is Necessery to permit the increase armament productions,

2+ In open industrialized economies, one must take account not

only of the interaction of consum-tion and investment but also of the
interaction of exports with consumption and investment,
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The concept of the foreizn trade multiplier is well
embodied in business cycle literature. It expresses the nositive
stimulus of a change in exports on domestic consumption, One could
also develop a foreicn trade accelerator, which would express a
positive relation between a change in exports and a resultant change
in investment,

But there is another relationship between foreign trade
and domestic spending which is not so well integrated into business
cycle theorys When the level of domestic spending declines, producers
tend to seek foreign markets for their output, Thus exports rise,
not because of a net increase in foreign demand (a shift to the
right of foreign demand curves) but because a more aggressive sales
policy on the part of exporters permits them to £ill previously
unsatisfied demand in foreign countries as well as to displace
other»sellers.}/ This effect could not occur in many countries at
the same time, because foreign demand would then be shrinking also.
In a single country, however, it may occur and would serve to offset
in part the decline in domestic spending. Just as the propensity to
import implies a positive relationship between domestic snending and
imports, this concept implies a negative relationship between domestic
spending and exports,

In treating this effect, it becomes necesszry to distinguish,
if possible, batween an increase in exports resulting from an increase
in foreign demand and an increase in exports resulting from a decline
in domestic demand. 1In the first case, ihe usual enelysis involving
the foreign trade rmltiplier indicates how domestic exnansion results
from the rise in exports., In the second case, however the rise in
exports serves usually only to cushion the effects of the decline in
domestic demand,

In Belgium the increase in emnorts during the postwer period
was due primarily to rising foreign demend. However, it is very
likely that the declining level of domestic derand after 1947 was
also responsible for the exnsnding exports, as well as the declining
imports, which resulted in Belgium's favorzhle bhalance of nayments,

1/ Thus this approach involves the applicetion of the theory of
monopolistic competition to international trade,
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