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Once More: The Pound Devaluation 

INTERECONOMICS, No. 1, 

T he  i m p r o v e m e n t  of the  b a l a n c e  of paymen t s  b y  s mill ion,  the  inc rease  of produc-  
t ion  by  4 to 5 pe r  cen t  and  the  r educ t ion  of u n e m p l o y m e n t  to 1.7 or  1.8 pe r  cent ,  

respec t ive ly ,  till  the  end  of this  y e a r  are  the  t a rge t s  set  for th  b y  the  Bri t i sh  G o v e r n m e n t  
ir~ connec t ion  wi th  the  s te r l ing  deva lua t ion  of November ,  1967. For weeks  a l r e ady  it  
is one  of the  commonp laces  of economic  pol icy d iscuss ions  tha t  the  rea l i sa t ion  of 
these  ends  is to a dec is ive  ex t en t  depend ing  on  the  success  of the  s imu l t aneous ly  in- 
t roduced  res t r i c t ive  policy.  That ,  however ,  the  rea l i sa t ion  of the  above  m e n t i o n e d  aims 
is qui te  cons ide rab ly  in f luenced  also by  the  na t iona l  economic  po l icy  of o the r  in- 
dust r ia l  na t ions  is an  aspec t  which found but  l i t t le  a t t en t i on  as yet .  

A l t h o u g h  the  Bri t ish G o v e r n m e n t  succeeded  in f ixing the  d e v a l u a t i o n  ra te  at  14.3 pe r  
cen t  in such a m a n n e r  tha t  a genera l  deva lua t ion  race  did not  come about,  i t  was  
ev i den t  from the  first  t ha t  the  ne t  ra te  of deva lua t ion  would  a m o u n t  to b e t w e e n  8 
and  I0 per  cen t  at  best .  There  is, however ,  t he  r isk t ha t  this  ra te  wil l  dec l ine  e v e n  
more.  As  it  has  to be  an t i c ipa ted  tha t  the  deva lua t i on  wil l  l ead  to an  a d v a n c e  in the  
cost  of l iving,  wage  inc reases  a re  no t  improbab le  in Bri t ish indust ry .  Should  the  t rade  
un ions  succeed  in ob ta in ing  wage  ra te  increases  exceed ing  the  progress  in produc t iv i ty ,  

t hen  the  ne t  ra te  of d e v a l u a t i o n  would  dec l ine  once  more.  The  same appl ies  e v e n  
more  if the  G o v e r n m e n t  is no t  able  to s tabi l ise  the  genera l  pr ice  s t anda rd  on the  level  
reached  af ter  the  abso rp t ion  of the  pr ice  inc reases  as affected b y  the  deva lua t ion .  

It is, however ,  most ly  fo rgo t ten  tha t  the  deva lua t ion  does not  on ly  in f luence  the  develop-  
men t  of costs  and  pr ices  in Bri ta in  but  also in the  res t  of the  world.  Supposing,  for in- 
s t ance  t ha t  in  1968 pr ice  increases  in the  Federa l  Republ ic  of G e r m a n y  wil l  be  lower  
owing to the  deva l ua t i on  of s te r l ing  t h a n  t hey  would  h a v e  b e e n  otherwise ,  in  the  
las t  ana lys i s  this  means  tha t  i t  also con t r ibu tes  to d imin i sh  the  deva lua t i on  ne t  effect. 

The  connec t ion  b e t w e e n  the  success  of the  s ter l ing deva lua t i on  in Bri ta in  and  the  
economic  d e v e l o p m e n t  a b r o a d  becomes  e v e n  more  dis t inct  if we occupy  ourse lves  
wi th  es t imates  of the  pr ice  e las t ic i ty  of fore ign  d e m a n d  for Bri t ish expor t  goods. 

Deal ing  wi th  the  forecas t  of expor t s  one  usua l ly  s tar ts  from a g iven  expor t  pro jec t ion ,  
which does  no t  t ake  the  deva lua t ion  of s te r l ing  into cons idera t ion .  But r e g a r d i n g t h e  
de t e rmina t ion  of pr ice e las t ic i ty  it c anno t  be  a s sumed  tha t  apar t  f rom the  changes  
of pr ices  and  q u a n t i t i e s - - r e p r e s e n t e d  expl ic i t ly  in each c a s e - - n o  o ther  da ta  changes  
will  occur. 

Much bo ldness  is r equ i red  if u n d e r  such condi t ions  one  engages  in an  es t imate  of the  
Bri t ish expor t  inc rease  as cond i t ioned  b y  deva lua t ion .  First  t he  pr ice  e las t ic i ty  of 
fore ign d e m a n d  for Bri t ish expor t  p roduc ts  is not  i n d e p e n d e n t  of the  impor t ing  coun-  
t r ies '  economic  s i tua t ion  which is poss ib ly  in f luenced  b y  the  deva lua t ion .  Secondly,  
this  f igure  is also d e t e r m i n e d  b y  the  expor t  dr ive  in Bri ta in ' s  most  impor t an t  compet i to r  
count r ies  tha t  m a y  also be  in tens i f ied  b y  the  s te r l ing  deva lua t ion .  If the  Federa l  
Republ ic  is t a k e n  as an  example ,  which, on  the  one  hand,  is a qui te  impor t an t  sa les  
marke t  for Bri ta in  and, on  the  other ,  one  of the  ma in  compet i to rs  on the  wor ld  marke t ,  
th is  means  tha t  the  pr ice  e las t ic i ty  of fore ign  d e m a n d  for Bri t ish expor t  goods mus t  
be  assessed  different ly.  It depends  on w h e t h e r  the  con t r ac t ive  effect  on  the  G e r m a n  
economy resu l t ing  from the  s te r l ing  deva lua t i on  will  cut  its way  t h rough  to the  economic  
t r end  or wil l  be  c o m p e n s a t e d  b y  economic  pol icy  measures .  But as a wel l  founded  
forecast  of the  W e s t  G e r m a n  economy ' s  d e v e l o p m e n t  pa r t i cu la r ly  in the  second  hal f  of 
1968 does not  seem poss ib le  at  present ,  any  a s sumpt ion  conce rn ing  the  pr ice  e las t ic i ty  
of fore ign d e m a n d  for Bri t ish expor t  goods is sub jec t  to add i t iona l  uncer ta in t i es .  

Cer ta inly ,  the  in f luence  of economic  deve lopmen t  ab road  on the  d e v a l u a t i o n  effect  
should  not  be  over ra ted .  It  would, however ,  be  also wrong  to neg lec t  this  inf luence  
complete ly .  If in r ecen t  mon ths  in t e rna t iona l  economic  respons ib i l i ty  was so much ta lked  
of, it obv ious ly  mus t  no t  be  l imi ted  to a gene rous  p rov i s ion  of fore ign loans.  The 
na t iona l  economic  pol icy  of o the r  wor ld  t rade  count r ies  has  a cons iderab le  inf luence  
on the  success  of the  deva lua t ion ,  Wolfgang Michalski 
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