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LECTURE 14: THE"GOLDEN AGE"
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. 3. New Policies

1. Rebuilding

2. Miracle

1. Rebuilding and Recovery
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The World, post-1945

- Capitalist economies (mostly
European) were nearly destroyed
by the war

- By 1945, all countries’ GDP
(except the UK) were lower GDP
than in 1939

- Germany was at its 1908 level!

- Physical destruction, loss of
human capital and institutional
collapse (in Germany, Poland and
Austria)
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US — Europe contrast, c. 1945

- In contrast the US appeared = - 5
more prosperous than ever |

- War had unleashed the
productive factors under-used by
the GD

- Higher productivity and living
standards

Levels of EU-I5 Relative 10 the United States
i pevcent)
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The Benefits of a
Divided World

* The emerging Cold War rivalry between US and USSR favoured third party
countries, especially Western Europeans as their survival became important
for the US

+ As the communist threat materialized in the shape of strong communist
parties (see below), labour unions, the Red Army stationed in Eastern Europe
and a not unfavourable public opinion, the US reacted

+ US government realized that Bretton Woods and GATT could not be enough
for most economies:

- Even if a free trade and exchange-rate stability environment, world (especially
industrial and European) economies had little capacity to exploit its comparative
advantages:

« Scarcity of Capital
* High prices of commodities




Communist Parties, in 1945

Country Parliamentary Share of

Elections v ote
France 1946 26,2% 1st (in the gov in a coalition)
Finland 1945 23,5% 1st (in the gov in a coalition)
Italy 1946 18,1% 3rd
Denmark 1945 12.5% 4th
Bélgium 1945 12.7% 4th (in the gov in a coalition)
Norway 1945 11.9% 4th
Netherl. 1946 10,6% 4th
Germany 1946 5,7% 5th
Sweden 1948 5,6% 5th (11.2% in the local elections '45)
Austria 1946 5,2% 3th
Switz. 1947 5,1% 5th (cripto-comunist party)
GB 1945 0.5% 9th
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Marshall Plan

* Morgenthau Plan — de-industrialise
Germany (“pastoral economy

*The perception of Soviet plans regardin
Europe led to the emergence of the ER
Euro%ean Recovery Plan or

FOR EUROPEAN RECOVERY  Marshall Plan (1948-52).

SUPPLIED BY THE -Offered also to Germany, to neutral
UNITED STATES OF AMERICA  countries and even to Sov iet Union (and

Poland and Czechoslov akia)
*Geostrategic motiv ation:
« Ensure that European allies could
resist Sov iet power

* Show that capitalism could also mean
cooperation
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Marshall Plan

> Designed asa stimulusforrecreating a
market economy (unlike rationing, price
and wage controls, absence of
currencies)

CURRENCIES

Between 1948 and 1952, supply of
- Essential consumption goods ‘ ‘
- Capital goods

> Dollars ‘

By supplying dollarsthe Marshall Plan
equipped capitalist economiesfora
competitive world trade
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Planning for Peace (1941-47)

* In economic terms, the post-warwas planned in advance,
in ordet to avoid the Deglobalization of the 1920s
* US — GB negotiationsstarted with the Mutual Aid
Agreement (1941), promising cheap US warloansand
post-war cooperation
» US-led diplomacy bringsallied countriesto the tableand
sign:
* Bretton Woods (1944)

* New Dollar-Gold Standard

* Creation of the IMF and BIRD (later W Bank)
+ Geneva Trade Round (1947)

“GAT T formally sig”
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Planning for Peace (2)

* Treatises were carefully designed to
avoid the effect of the peace
negotiations of 1919:
* Incapacity for creating a
functioning system of payments
 Proteccionism
* The vanqusihed pay for the
reconstruction and for the war debts
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The Dollar Standard

1US$=0,2418£

Bretton Woods System (I1)

Classical Gold

Standard Intemational capital

bili
mobility Dollar-Gold
Standard

Fixed exchange
rates in
interational trade

Monetary and
Budgetary
autono)
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International Monetary Fund

« “Fund” concentrating a pool of reserves from thg
member countries (gold + dollars + national
currency)

- “Bank” lending reserve currencies to nations tha
had incurred balance of payment debts.

» Multilateral org that allowed countries to change
their currencies’ parity with the US dollar (which
often happened)

* The World Bank (then BIRD) was created to
finance post-war reconstruction, but Marshall
Plan (far more direct) and

the fast recovery of Europe turned its focus to
Third World Countries




GATT

Agreement for the reduction of tariffs worldwide
multilateral definition of tariffs for ¢. 50.000 items,

GATT mostly industrial

Agreements between countries initially forbidden

Later rounds (1949, 1950, ...) included more
products and more countries in the GATT
Later Evolution
Regional tariffs unions are allowed
[ —— Creation of the WTO in 1986 (Uruguay Round)
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3. New Policies
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New Policy Guidelines

1. Full Employment

* Govs committedto Full-Employment (Keynesian
theory provided an economic rationale for this
political goal)

2. Redistribution
« Creation of the Welfare State
« Universal healthcare
« Universal Education
« Social Protection systems

HES 2016,ACH




New Policy Tools

Until GD, the economic impact of the state was in the structural
institutional framework:

- tariffs; international trade treatises

- gold-standard

- laws, courts, protection of property rights

After GD and COLD WAR, states intervened also through policy.
- Budgetary
countercyclical expenditure
- Fiscal
change inthe fiscal burden
- Monetary
control of interest rates
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Countercycical Expenditre

= Business cycle ~=Procyclical expenditure
Neutral expenditure «= Countercyclical expenditure

Boom

Deviation from equilibrum
(percent of potential GDP)

Recession

- Time ]
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Monetary and Fiscal
Policies

Expansionist
(lower interest

rates; increase Q Expansionist
of M) (decrease
(in case of taxes)

recession or risk
of recession)

Contraccionist

(aumentar taxas

de juro; reduzir Q L
de M) Contraccionist
(in case of (raise taxes)

“overheating” or
excess investment
or consumption




Total State Expenditure (% GDP)
I i i L
8,9 12,4 23,2 27,6 38,8

France

Germany 17,7 30,6 42,4 30,4 42,0
Japan 14,2 18,8 30,3 19,8 22,9
GB 133 23,8 28,8 34,2 41,5
USA 8,0 10,0 19,8 21,4 31,1
mean n7 17,8 27,7 26,7 37,0
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Subsdies and social transfer (% GDP)

Source: Tanzi and Schuhknecht, p. 26

Franca 1,1 72 1.4 21,0 24,6
Gemany 0,5 7,0 135 12,7 16,8
Japan 1,1 1,4 12,1 24,4 12,0
GB 0,3 2,1 6,2 9,8 12,2
USA 2,2 10,3 9,2 15,3 20,2
mean 1,0 5,6 10,4 16,6 17,2
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Source: Tanzi and Schuhknecht, p. 26

Public Expenditure in Health (% GDP)

m 1870 1913 1937 1960 1980 |
0,3 15 2,4 13 5,0

France

Germany 13 2,7 - 2,9 4,7
Japan 1,0 1,6 21 4,1 48
Italy - 1,0 16 3,6 4.4
GB 0,1 11 4,0 4,3 5,6
mean 0,7 1,6 25 3,2 4,9
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Public Expenditure in Education (% GDP)

1910 1930 1960 1980
0,3 0,3 25 6,1 —

France

Germany 05 0,7 32 65
Japan 0,1 0,1 18 46
Italy 3 6
GB 03 06 33 5.2
USA 0,3 0,3 13 4,1
Sweden 0,3 0,9 3.4 8.8
Mean 0,3 0,5 2,6 59
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State Employment (% of Total Employment)

- 1870 1913 1937 1960 1980
25 30 44 : 20,0

France

Germany 1,2 2,4 4,3 9,2 14,6
Japan 1,0 31 50 - 6,7
Italy 2,6 4,4 51 7,7 14,5
GB 4,9 4,0 6,5 14,8 211
EUA 29 3,7 6,8 14,7 15,4
Sweden 2,2 3,5 4,7 12,8 30,3
mean 2,7 S 5,6 12,5 17,2

ensnSource: Tanzi and Schuhknecht 26
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