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The Internatimnal Transmission ¢f Business Cycies

“Gerhard Graf - Universitat Konstanz

I. - Shaping a Framework for Our Question

1. If one considers the 1nternational transmission of business
cycles it is advisable first to find out what generally adop-
ted thenries say on this point. Having had a look on theories
concerning~the international exchange mechanism we conclude
that two fundamentally different forms of.adjustment systems
exist. Frr one we have a system of fixed ~r pegged (to any-
thing you like) exohenge rates between the countries under
consideration. This system expects in turn that internal
elements of each country bear the burden of the adjustment

in order to keep the national economy in some sort of in-
ternatinnal balance! On the other hand, it is possible to
use flexible exchanges as’means through which the adjust-
ment is to take place; in the second case one is preserving
the internal policy measures for purely national purposeSf
As far as.monetary policy.is concerned the latter system:
"opens up an entirely new dimens:on for monetary policy." 2
2. There'is nothing new_about this argument. It has, actually
" had a great'number nf frrerunners. T~ mentinn only twe we
firstcite J.M. Keynes with his Tract on Monetary Reform of
1923 3°'There he says "that under the pre-war regime, under
which the rates nf exchange between a country and the out-
side world were fixed the internal price level had to adjust
'itself, i.e.; it was chiefly governed by external influences.
' Whereas under a.regime of flexible exchange rates the price
level mainly depends on internal influences.5 This line of -
reasoning is also adopted by Gottfried Haberler when he

says: "GovernmentS‘generally choose to stabilize either the

4

price-level or the rate of foreign exchange." "... if in
' foreign countries the price-level is rising or falling, “he
' cuuntry in question is faced with the dilemma of either sta-
bilizing the exchange rate and letting the dumestic price-
level mave in sympathy with the foreign price-~level, or
'-stabilizing dumestic prices and allowing the exchange rate
to muve in inverse ratio to the movement bf the foreign '
price-level.® 6 o
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The last 'sentence brings. vut.one .point in an especially
‘cledar manner. Forj  if:price-level movements reflect the
movement of a:business-cycle, one can validly conclude

that withifixed “excharige rates business cycles in one
‘countrY“spread'ﬁo?tﬁe?outSideLWOrld;“This shrt of reasoning
appears ‘plain ‘dnd’ plausible so that it becanms widely accep-
ted theory.'Wé dre, therefdre, mot surprised at seeing that
the Germari.Councili‘of:Economic Advisers in his latest
‘wJahsesgutachten" ! “time and agdin réfers to the Bretton-
Woods' system as one that constrains national autonomy in
stabilizing pcliciés, whereas a system with flexible ex-
change rates creates full autonomy and does not constrain
any policy measures fur stabilizing purposes. 8 The 1ast
‘point, that flexible eéxchange rates allow a national in-
dependence from outside influences, ‘is also often referred
t» in the disous;ion oh the’ reform of the 1nternational

monetary system.
N .
3. It was thus far the pure argument that we presented.

There might be some reservatlons about it; more exactly
there are some. In the case of flexible exchanges we have
the statement of Laurseh and Metzler that teims of trade
changes can restrict the full independence from outside
business cycle movements,10 because devaluations and re-
valutations always alter the terms of trade to some extent
and it is thus not. any longer clear, on an a-priori basis

to Jjudge the combined eifect. On the other nand with fixed
exchange rates, the transmission of imbalances or even whole
"businese oycles can be hampered by policy measures taken by
central banks of the countries oonu’,erned.11 Herewith is
implied that the monetary authorities simply counteract the
tendencies of national money supplies to rise or fall as

is necessary for balance of payments equilibrium. In re-
viewing the iast century of exchange-rate regimes P.B. Kenen
and R. Lubitz conclude that after World War I, i.e., during
a time with fixed exchange rates; "all central banks had '
. found new ways to contraveneAthe rules of the game", 12
All that the "rules" of a fixed exchange-rate system had
required was that the quantity uf money decreases in the
reserve-losing country and vice versa in the. reserve—galnlng

Cuuntl"y ° 1 3



4. But were the "rules of the game" alwayc oteyed? Or hag
on the c¢ther hand,”thé outside influence for zome countries
been‘sb'strongyﬁthat these countries could not evace it,
even if they wanted to do so? - ‘
This last question is answered in the affirmative by S.W.
Arndt and Th.J., Courchene in the Comments they make at the
1969 Conference of University Professors. Arndt, e.g., ar-
. gues: "A large country such as the United States is in a
very different position. Its impaet on world trade and finance
is so disproportionate that it becomes difficult to separate
stability or instability of the World economy from that of
the“United“Stateé"gﬂ4~The-argument‘6fICourchene follows si-
milar' 1inés when he ¢ontends that movemen’s in US output
- and prices will- generate changes in output and rrices else-
:where.15 While both’ these arguments don't explicitly refer
tu any empirical  evidence, ' G." ‘Mdcésich finds from data for
the Caseﬁef”canada-thaté’“TheyCanadian*economy‘stili remains
sensitive in thé 1960 to external' disturbances." '°
'1 : R P 0 N ST TSI IS S P A

Also relying«on,empirical{evidenCe_Keran reaches a result
for the Japanese economy, -that stands in marked contrast to
the=threenstatement§,aboyee,He‘concludes that Japan has been
relatively little affected by fluctuations from abroad in
the postwar period,:and adds: "Thus, the popuvlavr saying
that when the U.S.smeezes Europe catches cold and Japan is
cunfined to its bed duecn't seem tuv hold". 17

What is especially interestlng about Keran s arguments is
the fact that Japan exhlblted, flxed and unaltered exchange
rates thruughout the periad under ‘con51deret10n. There is
thus an obviuus dlfference between the statements of at
least the | pure theory and the ev1dencea What will be our
task nuw is tv luuk for further evidence .in couwntries that
are relatively dependent from the outside worid and espe-
cially from the United States. The evidence will consist
“inTacomparigon of business cycles in the United States
and the five ceuntries:'Germany, France, U.XK., Japan and
Italy respectively. According to the pure theory of fixed
exchange rates the United States economy as the largest
western economj‘ought:to-have.a deminant influence on the
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countries mentioned, what would result in an obvious paralle-

..1ism of respective business cycles. The parallelism will be

- tested by quite simple comparigscas and by regression analysis

-

‘One might wonder, why we include Japan once more and don't

rely only on the evidence citec by Keran. The reason is, -
that we have another arguaent svauved oy M. Michealy which
eoncludes that Japan conducted its monetary policy accor-
ding to the "rules of the game" of fixed exchange'rates.18

And according tn the tneefy Japan then ought to exhibit a
‘strong parallelism between its business cycles and those

in the United States. But this obviously has not been the
case. Therefore we shall have to reconsider the case of
Japan. o

5. The task we want td.undergo is not a new one. Oskar
Morgenstern had nearly the same intention - only he con- ,
centrated himself on the periods 1870-1914 and'l925-1938.19

His results were that there existed a clear parallelism of

business cycle movements between U.K., Germany and France

before * .. World War I. The United States, then, were much

less interrelated with the aforementioned countries.zo

. For the period after World War I this setup is quite

differe_nt° The percentage cf simultaneous ard paraillel
movemont is generally mhch redAnced and the order of magni-
tude between pairs of countries is reversed. Morgenstern
thus concludes: "This expresses a greater inaependence of

- movement, a decrease of prewar harmony, if this word be per-

mitted. 2%

oycle 1ed.those of the three European countries at both peaks
and troughs... No consistent timing relationship appears

"In general in the prowar pericd the United States

'among the three European countries. After the war the pat-

sern was less definite althougq the United States cycles.

- continued to 1ead British ahd Freneh cycles ot peaks. These

comparisons lend some support to the notion that the United

' 24, - .
States 'exported depressjons'...”"" For an outlook in the

~ period after world War II Morgenstern suggests u« further

loosenlng of interrelation and still less parallelism of

- movements. 23 Whether he is righv or nou will become obvious

from our analysiso
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6. For this task we infona the followiny mrccsdure. Filrst

Ry

we shortly descrike the cycle pathsrn cf the Urited States,

Germany, France, U.X o and Jopoan. Throoghiolt wo vse  guar-
. . . 24 .
terly data cf nominal. GNP. If now cvailable “% oitimates

have been Co:iv3l | on a yuarberly Lisls. o iriecied Lo
restrict ourselves to tThe voricd LGED

ce 3T LY -~ P A e ey - .
ailohle aw the Cino of

,
i

date for which informatlon wis
its collection, uéuolly ﬁhe‘end'or,ICTO or taz begluning
of 1971;‘The early postwor years 194%-49 vere excludzd ’
for lack of data and I:2 scavse of the uigie Ciq;“"'Cluceu)bf'U
thnse years. Nevercineless, unov aill Gﬂ? guahos cover the |
whole period for which we wanted to have data. Tacrefore
the starting yeans of our series often are differcnt. This
fact, hnwever, dres . now &¢ en T2 Iunverfere with cur purposes,
for there are.still ervugh cata for each variabhle we are
considering - even-if sometingg the Jirst years of the fif-
ties escape. our view. But anyway taese Jlirst yeoi's of the
fifties are by no means the most Interesting. For, then,
the countries still had to suffer from wartime danages

‘and thnse years acco*ﬂlrclv can't be éalled inormnal"” as
seen from respe ive anltrieu.~ LA

Next to GNP—seriesfwe-ﬂollected-data on national money
supplles.:The,serles'— “We: were interested in - correspond
to the narrow«dar;n;tAOh,M1masv1u,¢s;+qmil;az Trom modern
monetaryjtheorypgﬁggywqa-g;; -

A further .step. in. .ovn. aralvu*sqwas<to.compute growon rates
both fromfGNR:anq-moneyfserles, 50-that we couvld plot the
movements of. the cures and. realine, frem that,; +the respec-

tive CyclesrziT”i?w-ri SERIETEELEEE IR B S S

s

Chart I through Chart V “epregont each GJ’ and meney supply
growth rate\movemenus o* t‘b, Lve vouﬂt les Guring The posi—
war perjod Mthh waq fovereﬁ DJ ov“ _hth. For instance,

Chart I ”eflects the QeVQlOPDeﬁf'““d *hn “30105 in <he

I

v :

United State 31ncc 1¢5
PR

What 1s 1ntnnded ww*“ :
sent the cyclo pa*"e“réb‘>0t ',iﬁQ cpuﬁti;es and siralta-

ner, hend, o check a pogsible

Triny . K]
u,fgf andvlcs.monex SUNDLY,

,Puarcg_I - T ig toelCa» Lo pre-—

neouslv wG %“ied,‘cx o
explanation o "thb ro"ﬁcc,uvn ow'J“cs"-‘yéléﬁ -~ 3% 1s here
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the monetary hypothesis.?GuThroughout the latter is, at

least, not refuted.

In Charts VI through IX we tried to compare the business
cycle movements of Germany, France, U.K. and Japan with
those of the United States. This is one of our main tasks
in the present case on the ground that if there exists a
transmission of ‘business cycles from the United States to
the other countries, at least some sort of parallelism
should become evident from those charts. If there is none
‘we shall'reject the hypothesis that the postwar fixed ex-
change rate system caused a spread of business cycles ema-
nating from the ‘United States. If, however, the picture
turns out to be ‘the other way round the case can't be settled
with equal ease. For then we ‘ought to analyze first p0551— '
ble transmlssion mechanlsmus before we can arrive at some
conclu51on. " '

II. - ‘An Over-All View of Business Cycle Patterns

1. Now, let's turn to charts I - V, where the growth rates
of both‘GNP‘and‘money'supply are plotted. In order to dis-
tinguisthyclesgfwhich we measure from trough to trough,
we posit.the following criteria: There must be at least a
three quarters uninterrupted movement in only increasing -
or decreasing direction in order to be called upswing or
downswing, respectlvely° Accordingly a trough or a peak
1mply such a lasting change in the direction of the deve-
‘lopment of growth rates. Even if these criteria don't seem
to be vefy‘stfong we'll realize a few cases, for which the
criteria stili‘are‘too restrictive. In those cases, however,
we always;tryiaxtentative explanation:for our failure to
_sticklfully;to;ourigeneral,cr;teria.

2. First somé words concerning postwar business cycles in
the United States are necessary For this purpose we refer
to curve 1 in. Chart I. If we measure one whole cycle from
trough to trough we can recognize six cycles. The first
trough . occurs Ain 1952 III. From then on we have an increase
in growth rates during three quarters £i11- 1953 IT and a

. succeeding heavy fall in GNP-growth rates, even into the
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negatlve range, untlll a new trougn is reached in 1934 TI.
The flrst cycle thusvspreads over seven quarters The follo~
w1ng business cycle)covers a much longer pellod It reaches
its peak 1n 1955 III and 1ts trough in 1958 I. The entire
duration of cnis cycle amountsto flfteen gquarters. The

- third cycle under con31deratlon comes to an end in 1961 I .
‘and ‘thus covers Just three years ln 1963 II, after only
nine quarters, another trough that is much less marked
than all others,'ls to be made out From then on a longer
cycle beglns ‘that comns to 1ts end in 1967 II. A last
cycle covers fourteen quarters tlll 1970 IV. Table I shows
all six cycles together and 1lsts the times of upswings and

downswings respectively.

A general featuregof.the three last cycles is the fact |
that they are less intensive than the preceding ones. This
is espe01ally obvious from the relatively mild downswjngs
that never reach negatlve growth rates - whereas at the
first three troughs zero, or even negatlve, GNP-growth
rates are to be found. One mlght therefore, conclude that
with the beginning of the sixties some change took place in
the political or institutional arrangements of the United
States.

Table I | |
- Postwar Business Cycles in the United States
T : Duration in Quarters
Cycles - | 'Whole Cycle Upswing , Downswing
1952 III ~1954 II | © - 7 3 4
1954 IT =-1958 I | = 15 5 10
1956 I - 1961 1 | 12 5 7
1961 I - 1963 II | - - 9 4 5
1963 II - 1967 II 16 11 5 .
1967 II -- 1970 IV | = 14 4 10

As can be seen from curve 2 of Chart I the growth rates of
United States' noney supply also. show a clear cyclical be-
havior. The first cycle starts in 1951 II and comes to its
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end in 1954 II. Thereafter we can distinguish another cycle
in noney supply growth rates that covers the period till
1958 1. Both these cycles move Jjust parallel to the busi-
ness cycles, with slight deviations at the peaks, peaks in
GNP-series succeeding money supply series. The third cycle
covers a period of 10 quarters with its end in 1960 ITX.
The follow1ng cycle has only a rather mild dovmswing oI
three quarters. It is termlnated in.1962 IV. From then on
starts a long cycle, coverlng 17 quarters and stopping in
1967 I. The sixth - and also last - cycle comes to an end
in l970 I. In Table Il we llst all six cycles in money
supply growth rates.

Table II

—a s .

- Postwar Cycles in Money Supply Growth Rates in _the United St tes

Do b 0 " -Duration in Quarters

qulgsr i1 “Whole Cycle .Upswing Downswing
1951 II - 1954.Ilw, ;fwyl12;;fpg. 3 9
1954 II, '- 1958 1. | 15 4 11
1958 I. - 1960 III| . . 10 4 6
1960 ITI-1962 V| .9 6 3
1962 IV - 1967 I 17 1. 14 3
1967 I - 1970 I 12 8 4

What is apparent from both series taken together is the
strong barallelismu TrOughs in 'GNP-series mostly coincide
with troughs in money supply series - the greatest devia-
tions being three quarters. The peak 1n CNP-series succeeds
money-peaks in the first three cycles, coin01des with it in
the fourth and' precedes then in the last two cycles under
consideration. The greatest ‘deviation is a lag of five quar-
ters in GNP—series. The maximum lead at peaks or troughs
consists of three quarters°:

What is relevant at this stage 1is only the clear-cut paral]e]
‘movenent of both series in the’ United States. Vie need no+
yet interpret this parallelism in any causal way.
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3, In the GNP—serles of Western Germany we can find only
three full cyclesg in the perlod from 1951 till 1971.27 For
this the reader may refer to curve 3 in Charter II.

The first postwar trough occurs in 1954 I. The next is to.
be found in 1959 I after 20 quarters or five years. In
1963 I wé have another trough that terminates the second
full postwar cycle. The fourth and heaviest trough occured
in 1967 III. This downswing is the only one, during the
period under con51deratlon, that brought about negative
growth rates in the GNy’ of Germany. We can thus list three
bu31ness cycles in Germany in Table III

- Table III -~
| ffPOétWér:BnSiness Cyeles in Germany
P Duraticn in quarters
Cycles whole cyCle Upswing | Downswing
11954 T - 1959 1 - | 200 o] 6 14
1959 T = 1963 T | 16 * | 4 12
, » . | |

Generally remarkable is the relatively short duration of the

upswings in the three cycles, whereas the downswings take on
the average thrice the time until they reach after some erra-
tic movements the final trough. Only the upswing following

1967 III clearly takes a longer time and leads to its peak
in 1970 II after eleven quarters,¥' .

Money supply in Germany has a small trough 28 in 1954 IT,

as is apparent from curve 4 in Chart II. A clear cycle in -
money supply-growth rates starts, however, in 1957 I and
reaches its end in 1961 I. The follewing, shorter, cycle
~_covers only nine quarters till 1963 II. A further cycle in' ...

- the German money‘suppl§,’which does not contain a suffi-
ciently marked peak, stops in 1967 II, i.e., just one
quarter before‘the-greatest_German GNP~trough.

v
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Subseduently a-Iast cycle is to be found which is terminated
in 1970 III. Thus, we have five cycles in the money supply
whereas only three in the GNP series. The five'cycles are:
listed in Table IV in the familiar way.

Table IV~

Postwar Cycles in Money Supply Growth Rates in_Germany

: Duration in quarters
Cy°1¢s ‘ Whole cycle | Upswing Downswing
1954 IT =- 19571 | 11 7 4
1957 T = 1961 I | 16 4%(10) 12%(6)
1961 I - 1963 II : 9 3 6
1963 IT - 1967 II | 16 8 8
1967 II - 1970 III 13 9 4

*¥It could be equally possible to take 10 guarters upswing
and only 6 quarters downswing, because after the first.
peak follows another which is slightly higher and from
which on the unimpeded downswing starts.

If one compares the developmentlof both German series one .
can find from Chart II, albeit the different number of
clearly established cycles, a strong parallellsm between

the German GNP~-series, normally lags the development of the
noney series, though this seems to be not always true in
trough-situations. 9 Moreover, one can make up a relatively
- wide variation in the lag of both series. During the hea-
viest German slowdown after the war in-1966/67 the money-
'series leads Just one quarter, whereas during the period
1957-1960 the maximum lead totals eight quarters or two
years. The parallelism between the two series is thus some-
what blurred, though it is clearly present. ’ '

4. Chart III shows the situation in France. Because of
heavy erratic movements in the GNP—series we hesitate from
‘the very beginning as to the unmodified adoption of our
cycle criteria. For instance, our criteria'say-that 1953 I

T e

_GNP—growth rates and money supply growth rates. Curve 3, i. €.y
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is a trough. But:the figure.of curve 5 suggests thatvl954 I
would be a: better :date to give this name. We decided to fix
the first full cycle under consideration from 1954 I to
1959 I. The following covers the period till 1965 I. After
this date no clear picture of another businezs cycle can

be found. Table V thus reports only two cycles in pOSuW&P
‘GNP’ of France.~m- ' D

Table V
PostwarrBusiness_gycles in France
L | Duration in quarters
| Cycles;.m O Whole cycle | Upswing | -Downswing
1954 I - 1959 T | 20 6% ¥
1959 I - 1965 I 24 _ 20% - 4*

*If one looks at Chart III one can recognize the arbi-
- tpgrimess-of our procedure in fixing the number of =~
quarters for up- and downswings.

According to our cyCle—criterié the money-supply series of
France, plotted as curve 6, showsa nuch more clear-cut
picture. The first cycle starts in 1954 I and comes to an
end in 1957 I. Thereafter follcws a very short cycle of
Just six quarters t111 1958 III. Then we find a cycle of
rather long duration which does not stop before 1964 I.
While this cycle is characterized by heavy variations in
growth rates the succeeding cycle shows only a slight up-
ward movement whereas its downswvng is distinct. Thus a
further trough is reached in 1968 I. Two years later, in
1970 I, the last full cycle in our data period is termi-
nated. Table VI. lists once more the important cycle cha-
racteristicso,fft“i=*:n Lo
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Table VI

Postwar Cycles in Money Supply Crowth Rates in France '

Duration in quarters
Cycles. Whole cycle | Upswing Downswing
1954 1 - 1957 I 12 6 6
1957 I  -'1958 III | 6 3 3
1958 III - 1964 I 22 11, 11
1964 I - 1968 I 16 8 8
- 1968 I - 1970 I 8 4 4

Especially interesting is the equal distribution of time i
all growth rate cycles of the French mnoney supply between |
upswings and déWnsWings. Nothing of this sort happened
neither in the»United States nor in Gernany.

g . Our last task in the déscription of the French'cvcles is to
 look for some evidence for a parallellsm between the series,
somethlng that seems to be extremely difficult if one only
~ considers the number and duration of the cycles.. But, ncver-
theless, 'oné can 'récégnize from Chart IIT that there exists

}a certainlag ‘structure ‘between the rows - still more exac-

tly: 4 downward ‘dovement in the money series leads a down-
ward movement 'in GNP growth rates - the léad amounting to
nearly two'quarters. Expansionary movements of the nmoney
supply 'arefollowing by upswings in GNP-data; but the lag
appears to belsdnewhat longer ‘than it is with the down-
swings. What-we can’'conclude by mere description is a sort
of lagged parallélism beétween ‘the two ‘series, even if the
lag, unfortunately, ;is ‘not constant in every direction.

5. Postwar :cycle pattern in Japan is extremely interesting.
It resembles..a bit a dampened cobweb -~ cycle pattern for,
until the eariy sixties, one can recognize narked upswings
and downswings whose amplitude and duration evidentlyv dini-
nishes subseqﬁently vhat is evident from curve 7 of Chart
IV. The first full cycle that is covered by our data starts
in 1955 II and comes to an end in 1958 II. The following
cycle whose trough still shows a growth rate of more than

Ly
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- six-per-cent ‘ends-in 1963 I. Thereupon we have a much less

marked cycle both in duration and in amplitude; it stops
in 1965 III. The next mne is still more trifling. It has a
duration of juét twn years and is followed by an even |
smaller but still recognizable cycle of six quarters. Thus

our cycle - Table is as follows.

Table VII °

Postwar Business Cycles in Japan
Duration in quarters
Cycle ' ) ) ‘
: Whole cycle | Upswings Downswings
1955 II - 1958 II 12 B8* 4
1958 II - 1963 I 19 14 5
1963 I - 1965 III| . 10 4 6
1965 III - 1967 III| . 8 4 4
1967 III - 1969 I .6 3 3

*Here we have nearly the same problem in determlnlng the
"true" peak as we had in the case of the German GNP-series

in 1960-1961.

LN

The cycle pattern of ‘Japanese money supply, plotted as curve
show the same behavior as the GNP-

8 of Chart IV, does not

series in évery reéspect: Clearly parallel are its heavy
swings in the fifties arid early sixties. But the first cycle
in the fifties,:'that dures from: 1954 :III till 1958 I is ob-
viously ‘not the' most marked. This actually, is the third
cycle from:1962:II'till" 1964 'IV. Thereafter money supply
growth rates .don't any more ‘exhibit. a ' neat cycle pattern.
With some’kindFintentibn'one“ban'make”up another cycle that
comes to ian iend'-in- 1968 T and alast cycle stopplng in 1970

IV, Thls glves Table VIII‘




Table VIII

Postwar chleslin Money Supply Growth Rates in Japan

AN

Duration_invquarters'
Cycles :
Whole cycle ‘Upswing Downswing
1954 III - 1958 I 14 | 10 4
1958 1 - 1962 II| 17 13- 4
1962 II =~ 1964 IV . .. 10: : 5 5
1964 IV - 1968 1 .13 4 9
1968 I - 1970 IV 11 7 4

Comparing both Japanese growth rate series a parallelism
between them is quite evident, with, more exactly, money
supply always leading the GNP-series what is especially
manifest, if one looks at the respective troughs and peaks
of the rows. Only to the end of the period under conside-
ration the interrelation looses some force. This paralle-
lism between both series is also evident from Table VII
and Table’VIIi, the comparison of which shows a nearly
constant lag (or lead vice versa). '

6. For the case o£>6;K..we unfortunately have only growth
series since 1956 II. Moreover, it is not GNP but gross
domestic product (GDP) that was available on a quarterly
basis and that is plotted as curve 9 in Chart V. What is
remarkable is the relatively low average of growth rates
and the obvious lack oﬁibny clear-cut cycle pattern. The
series seem to reflect only a more or less erratic movement.
- According to ourHCycle criteria we can't discover any full
cycle in the period‘which is covered by our data. There are
" in only one dlrectlon. 30 Nevertheless ‘one could fix two ,
cycles from 1959 I till 1963 I and from then on till 1966 IV,
though this procedure is really quite arbltrarv. Table IX
lists both cycles. -

(SRS S A SR & e X
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Table IX _
Postwar Business Cycles in U.XK.
Duration in quarters ]
Cycles - o Whole cycle Upswing Downswing
1959 I - 1963 I 16 4 12
11963 I - 1966 IV 15 4 11

H,
Money supply in U.K. shows, contrary to the GDP-series, a

clear cycle pattern as the reader can immediately see from
curve 10 of Chart V. Thus, in 1952 IV we have a trough from
which on an upward m>vement starts. The cycle as a whole
comes to an end in 1958 III after nearly three years of more
nr less erratic swings around a growth rate of zero. The
following cycle ends in 1962 II. Here, and also in the third
cycle - that dures until 1967 II, we recognize a relatively .
- short and clear upward movement followed by a downswing which
exhibits - as ;in4tb¢ first cycle - some farm of intermediate
peak that, however, is not marked enough_td'be called a true
new cycle. The. lést cycle under consideration is more simp107
shaped. It consists of three quarters upswing and six quar-
ters downswing ti1l the tpough 1969 III, with no deviation
'from the main direction of moveman+

Table X
. Postwar Cycles in Monéy Supply Groﬁth Rateé in U.K.

o N Duratlon in quarters ' \
-CyCIQSM' Whole cycle. Upswing Downswing
1952 IV - 1958 III| 23 8 15
1958 III - 1962 11 | - 15 5 10
1962 II - 1967 II 20 8 12
1967 II - 1969 III| .9 4 5

Table Xygonce more,‘shows that the downsw1ngs are generally
longer than the upswings - up to tw1ce the tlme of the former.



- 16 -

'In the United Kingdom, &g in'‘the ¢ase of France, mere
counting of cycles iﬁ“bdtﬁ series does not lead to evi-
dence for a- parallellsm between GDP and money supply But
rememberlng ‘that U.K.'s' money supply series starts four
years in‘advance of “GDP series, ‘at least the first cycle
of Table X can't be expected to exhibit some parallelism
with the cycles of Table IX. However, cycle two and three
of Table X ‘show much coincidence with the business cycles
‘'of Table IX. This is also evident from Chart V, where we
realize nearly constant leads ‘of the money supply of one to
two quarters. Only to the end of the sixties the paralle-
lism of_bothzser;es_looses much of its force.

All five Charts thus reflect that business cycles and
growth oycles”ih‘rebpeotive>money supplies exhibit a pa--
rallel movement, a’ further 1nterpretatlon of which will be
given later.
III. - Consideriﬁgffﬁe'Trénsmission'Of the United States'
Business Cycles '

1. The description of growth rates in the countries under
consideration thus far chieflj served an introductory pur-
... pose.-Now-we—finally-turn—to-our-main-task, the comparison
of business'cycle movements in the United States and in
each of the different countries. For this p»rpo=se we have
prepared Charts VI through IX couritaining each GNP-growth
rates of the United States and of one selected country. If
the business cycles of the United States spread to other
‘countries one should expect not only a parallel novement
of business cycles but also a permanent lead of the deve-
lopments in :the United States.

2. Chart VI’ shows the case of United States versus Germany .
Curve 1 reflects business cycles of the United States, ourve-
3 those of Germany. Before engaging in the description of
Chart VI let_us remind ourselveS'of~Tables I and TII in
Chapter II. There we realize six complete business cycles
for the United States, while,Germany shows only four. But,

as with the’money supply‘data.above,'this discrepancy is
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not suff1c1ent for an answer to owr question. For if we
look at Chart VI, we soon recoga;ze that albeit the diffe-
rent number of postwar cycles in both countries, throughout
many periods both curves -exhibit clearly parallel movements.

Starting with the early fifties curve 3 succceds curve 1
for about two to four quarters. Une first fmericun trough -
in 1952 ‘III has some sort of comuarpart in Germany two
‘quarters later. The first peak of curve 1 precedes a small
peak in curve 3 for one quarter. The ctarting point of “he
first German business zvele (1984 I) ic actvally to be
found one quarter earlier than the
second American business cyﬁlo (1954 II), but the following

upswing in both curves is para¢lel in such a manner that .

starfing noint for the

the hypothesis of an interraticnal transmiscion ol business .
cycles seems to be firmly'validated._That is also true for
nearly three years to follow. the douvble peak of 1955 III.
'Then,.howevér, some trouble emerges for this hjpothesis.
The marked slowdown of curve 1 in 1957/58 is not- dupllcated
by curve 3, at least not cleariy enocugh. This also holds
for the upward movement of curve 1.,what is still more in-
pressive, is a sudden trough in curve 3-during a time of .
uninterrupted ﬁpswing in America-(1958/59). Obviously no
‘explanation originating from a spread of the American bu-
siness cycle can be fouﬂd for the double peak ox curve 3
in 1960/51, the last oi which eveil Cuns con"“ary to the
development of curve 1. One nmight suggest that the peak of
curve 1 in 1962 I induced the short upswing in curve 5 one
quarter later, but the development before and after this
event don't encourage the support of this suggestion. As
we Jjust suggested: the develovment in German business
cycles during the years 1963, 1964, 1965 can't be suffi-
ciently explained by influénées emanating from the Un1+ea
States' cycle behavior for - even if there are parallel ’
novenents - curve 3 alwvays succeeds curve 1 if one examines
the small peaks and troughS’Qf’those years -- the same iz
true for the succeeding great tirrough in curve 3. The indg—:
pendehce-from the United States' influerce is also clear in
the case of the heaviest German btc¢neso cycle dovnswing
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1966/67. All business cycle downswings in the United States,
even if they were extremely nmarked, up to 1965 never prece-
ded great downsWings in Germany. And even if there existed
a spread of business cycles, the interrelation between the
.. United States and Germany surely was stronger in the early
fifties than it was in the second half of the sixties. So
the downswing in curve 3 couldn't have been caused by the '
sinultaneous smaller'downswing in America. We won't, howe—.'
ver, exclude the possibility that the Americon downswing
reinforced other forces which were the prime cause of the
trough in curve 3. For the years following the recovery

in Germany the developments of curves 1 and 3 just run
contrary to each other so that this period can't be used

- to valldate the hypothesis that there existed a transm1551cn
of bu51ness cycles from the Unlted States to Germany.

Our final verdict about Chart VI and the hypothesis of a
transmission of business cycles from the United States to
Germany runs as follows: Up to 1958 III this hypothésis
can't be refuted'hy'merely looking at the chart, for
during this span of time a clearly parallel movement of
both curves .1 and 3 has to be realized. Moreover, at least
up to 1954 the German 'development lags behind the cycle
novements of the United - States and up to (at most) 1958 ITI
peaks and troughs (also small ones) occur on the average

at the same. time.’ o o ' '

Thereafter, howeveryganyhparailelismsbetween both curves
i1s at most random-and provides no basis to suppose that
the above;hypothesis further holds.

3. Chart VII compares the Unlted States (curve 1) with -
France (curve 5) From Chapter 1T, we know that France
experienced only two clear-cut cycles 31 and both cycles
never lag the development in the United States. This hint,
however, doesn t ‘do.’ We need further 1nformatlon. For the
first year for which we have rench growth rates, we
”could state that there is an obv1ous spread of business

cycles fron the United States to France, because the down-
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- ward movement in both countries is actually parallel -
France succeeding with a one year's lag. But the first
American upswing starting in 1952 III is not duplicated

in France. And before curve 1 can reach its trough in 1954
I the French growth rates rise significantly. While, then,
the United States recover till 1955 III France shows a modest
decline in its growth rates. In any case, with the end of
1952 any parallelism, even with a different lag as before,
vanished. Up to 1959 curves 1 and 5 move in contrary direc-
tion. The peak in curve 1 of 1962 I seems to induce a rela-
tive peak in curve 5 in 1962 III but the succeeding slow-
down and heavy upswing in France can't be explained by the
develnpment of curve l.‘Moreover the new peak in curve 5
leads that_of:curve 1 for Jjust one quarter . The slight de-
crease Qfﬂgrowth‘rateswin_theJUnitedvStates in 1964 IIL/IV
‘surely does rnot cause the enormous downswing in France that
stops in*1965 I.'Two years of nearly parallel movement follow
1966 and 1967. The great deviations from any trend in 1968/
1969 in France can't'be'attributed'to external influences -
 these deviations reflect the strike of may 1968, which fi-
nally led to the abdication of General de Gaulle.

The general setting of the cycle movements in both countries
leads to the suggestlon that apart from very few intervals,
such as 1952 and 1966 and 1967 no parallelism in business
cycles of the United States and France can be realized. One
cuuld, however,; think of an argument that runs as follows. )
Not only during 1952 but throughout the fifties and the be- 3
ginning sixties up to about 1962 curve 1 obviously leads

the development nf curve 5 - the lead varying only between
two to four quartersolA futile look at Chart VII seems to
verify this argument But we can't 1magine that the upswing
in curve 1 in 1954/55 of at a11 nearly 12 per cent causes .
- an upswing in curve 5 of about 8 per cent (in 1955/56) whe-
reas the two quarters upsw1ng in curve 1 of about two per
cent in 1956/57 causes an ups w1ng in the French business

cycle of about ll per cent 1n 1957/58 These curious conse¥
. ' 3
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quences, however, would result from the adherence to a
futile look at Chart VII. At most the third American cycle
from 1958 I - 1961 I can, with some kind intention, be re-
-garded as a pattern which becomes reproduced by curve 5 withea
one-year's lag. After all, the postwar-cycle experience of
France as a whole appears at best unconclusive if it is
compared with.that of the United States. More explicitly,
the regime.of.fixed,exchange~rate35during a period in which
the United States were the greatest economic power of the
world dld,not.consistently lead to a spread >f business
cycles from the greater’to'the smaller country (if it did
at all). The development in France thus can't be cited as
evidence for the transmission-hypothesis.

4. The case of Japan Wthh is reflected 1n Chart VIII seems
to be more plaln from the ve: y outset than both the case of
Germany and of Franceo Whlle, espe01ally for France, it was
extremely dlfficult +o reallze clear cycle movements, the
postwar period of Japan 1s quite dlfferent with respect to
this prdblem° Fur there were obv1ously flve business cycles
cf which the flrst under con31deratlon exhlblts some paralle-
lism with business cycles in America , more exactly the se-
cond cycle of our Table I. For this cycle also hnlds that
the development in:.the. United States precedes the events

in Japano‘Whlle the secundJaoanese cycle might possibly be
enforced-during 1ts upsw1n§§gfwg3FV% 1, it shows by its
mere duration thati some:.other primary forces must have
-been at work. That is also-true for the. third Japanese cy-
cle, from 1963.I - 1965 III. It starts during a time of
downswing in the:United States and reaches its trough just
two quarters before-a peak. in the United States cycle deve-
lopment (and:thiskpeak”is nut a peak which terminates a
short upswing as is evident from Table I). Without knowing
anything about the developments, before it, the fourth Japa-
nese cycle could be .thought of as merely duplicating the
development of curve. 1 .with a lag- of about two quarters.
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But as its starting trough7can‘t be explained the whole
seemingly parallelism must be due to cther causes. The last
. Japanese business cycle and'the‘ensuering tail of curve 7

" however, exhibit once more a’pardllel movement with regard
" to curve 1. We thus conclude that at the beginning and to
-the very end of the postwar period under consideratinn the
business cycle pattern of Japan does not refute the trans-
mission-hyputhesis. In any case it seems advisable to re-
consider both these periods - first, in order to dig a bit
deeper into the transmission mechanism, and second, because
the interval in the midst of those periods induces us to
suppose another explanation of the business cycles that has
tu be checked against the cycle hypothesis for the afore-
mentioned periods. The subsequent section will have the
task to pruvide us with an answer for this question.

5. During the-period.undef ccnsideration the U.K. experien-
ced virtually no marked business cycle movenents. Ups and
downs were always short and never pefvasive, as for instance
in Japan. We already accomodated us to these circumstances
when we pointed at the arbitrariness of Table IX. On the
other hand, the major country of the Free World showed at
first heavy and afterwards moderate business cycles. This
mere fact c~uld be uséd as a means to refute the transmisxion
hypothesis. But Chart [X which reproduces both business de-

_ velopments in ‘the United States: (curve l) and in the U.K.
(curve 9). does mot; from the very outset , give support to
the refutation of the transmission-hypothesis. At least the
period from 1956:td:1962 exhibits a parallel movement of

both curves, curve 9 always lagging about four ouarters be-
hind curve L. 'The fourth American cycle from 1961 I to 1963
II, howevern is not any longer‘duplicdted by curve 9. And
the non-paralleél: development in both series continues till. ;;
the end of the:postwar period- considered. We are led to’ “'”'
this suggestion by the fact that, whlle the third American

cycle upswing stlll precedes an’ up$w1ng of curve 9, nothlngf S

of this sort .can be realized during the period 1962. And
the upswing of the second U.K.='cycle" in 1963 leads to a
peck that lags more than two years behind the nearest pre-
ceding peak of curve.l, so that there can't be expected any
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causal influence running from the United States business
cycle to U.K. Since for the time following this event

curve 1 and ocurve 9 mostly show developments at contrary
direction and no reasonable 1ag~st ucture 1s able to sug-
gest any further para’lelism between both curveq. Thus our
: ’the 1ate fifties there

conclu31on 1s that 0oq91b1y dj
has been some transmicsion at"w0rk Lhat however, is not
any longer 51gn1f1aant during the 31xt1es, apart perhaps
from the years 1960 and 1961.

IV.«- The Workingﬁof the Transmission—Mechanism

1. Chapter'iI and Chapter III served a more descriptive task
which was actually necessary in Qrdervto become familiar ’
with the busihess.cycie developments in the countries under
consideraticn and in order to have a first check of the
transm1531on~hypothe51s This first check coulda't find, for
the greatest part of the postwar periods, a sufficient con-
firmation of the bypothe51s that the Unlted States' business
cycle patterns domlnated those of the countries that have
been analysed There are, however,,a few perlods for which
the transm1531on hypothe31s can‘t be refuted by mere inspec-
tion of Charts VI through IX. These perlods now merit a spe-
cial ana1y51s - an. ana1y31s Wthh does not confine itself

to description but which also rel;es on theoretical flndlngsL'

The theory of adjustment of a country's balance of payments =
under a regime of fixed exchange rates claims that, e.g. a
reserve-losing country restricts its domestic money supply

in order to moderate inflation, to dampen business and thus-
to decrease among other?things,as investment, imports fr-m
foreign countries, which centribute to the decrease of re- -
gerves. Simultaneously, the dampening effect on the home
business induces exports to rise. Both developments taken

' together.tond to correct the vwalance of payments deficit. A

- reserve-gaining—country; onthe othétr Hand, is - according to

the rules of the game -~ thought of to expand its domestic
money supply. (Note thelimpbrtnnce attached to money suppiy!)
This will, fol]owing similar Jines as in the above argument,
tend to ircrease 1mporte and te decreage exports and taus
finally correct tne imuaranv
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Vhat will be our task now, ist to state explicitly :he
’u@fmcial p@intaqu[thiK-famiTiar thﬁb?y wiiih regard 50 the

- aim of our anaIV&iﬂa 1f w2 understand the argwment :0rrecily
- the tva¢%miazion oi thw Tnsted States " %m@xiﬁﬂu eye les runs
as foYlows. An upsaim@ OFf the Amsrican ssenony bemnds €0
dnersase Americam imports Trom foreign @ovywrmﬁﬁ‘amjmg
whieh we fiod our four coumhrieg Germany, France, U.E., and
. Japan. For the latcer thiz is eqguivalent to am incrzagg Of
axports to the Umited States and, since the US-econumy 18

'thnght of to be the dominatit @cﬁnomy‘@f the world, €O an

 Ancreases in @vurall @xportg = poasfblv whith = leag -~ for

oth@r couvntries can also @xpand uhair busincages, Cther .

‘ coumtri@s thus aceording to faniliar theory 1 imaily importing
?mor@o The ria@‘in'prorc3d in turn will lead to'a gain of
- reserves in the exporiing coufiries. '

"
.

For the transmission-mechenism $0 work it iz sufficlent
nha% all (hﬁrea exporting) counLries bava a2 large ioreign.

;sec?or and that thsy are themselives h@avxTV interrslated

-such that bm&inesa ﬁy@l@ d@V@lOpmﬁnts in the Unibed Sﬁauug'

: Wil pOBQ&WIy aifect .all matioms togethar This presondition

18 clearly satisfi@dn An wp874ng ﬁm bwmﬁnwwq im the Upsted
Sﬁa@s thus saould @ousp upswiﬂgb An the cotmiries rentionwd
via a rige im rgaorv@g and an vqu«va]@ﬁm inerease {n the

N

"P@SDGCﬁLT@ amoumts of m@n@J im @arﬂ @f the countr iig. Even

"if a businbss mpgwxmg ia of only moniwal ‘character we can
come t@ grips with thms posaxblli$y for we uged thyoughout
series on nominal GN? ' k

Y : I E r:_",j:"-

A downsw&ng in the Uniﬁ@d States omght +O work itself }
thr0mgh in the''like mwarxer. During ‘the downswing Auqriman»
imports should decline thus rﬁdun¢mg @xpor*m of » {mowg ,
oth@rs, our four @ountrimso Ih@ latﬁer mxil ﬁo@Q Vegerves’
which mrums simul%an@ovgly a G?@f@aﬁ@ ‘Sm Gihe rempm@txve
~amounts of m@mey and thus a dump@ming oi brr:ﬂﬂ amn| busines:s
d@V@lOp&@ﬂtgo;g '

Vhet beééﬁeé’évid@ﬁtifrOm'Oﬁr'f@rmmlatiGn'of the pre trang-
missidn'mechémiémh"iis tiie implied holding og quamti: 'y theo~,

eyt
AR
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;r@tical r@l&aion@hipa in euch @oamtry and the xﬂ&@i ity of
mnonetary authorﬁtx@g to lean against the wind in the sinse
of . eomnt@racting with SUCCLsH f@r@fgn infivences bnqar a
r&gim@ 0¢ fiﬁed exchamg@ rates.

-.:@ aigd alr@ady see thet this pure traﬁsmis& iomn m@@h RIS
didn 't work always or that, at least, L% did not donimmte
all phases in the business developnent of our four countries.
In order to fimd out the reason why and by what ceusz the
transmission of business cycl@s from the United Staies €6

1 Other countries was hampered 1% £irst sesms advissbls to

“have a leok at those perisds for thich we were eble to re=-

~cognize a paralielﬁﬁcvament-of‘business cyclLes betw:asn the
United STates and one of owr countriss. Xf the trepsnission

~works according XE te the above argument we ought ¢ find
empirical data to be in line with this’ argument.

'2; Let wus start again with the case eof Germany. In chapter
11T we realiged that up to 1958 III chart VI provides con=

[ Tirmaticn te the transmission hypothssis. Following our

~argemsnt we have @0 begin with a look at the Unitsd States’
imports dwring the period 1951 - 1958. We did this 1m Chart
XZI One clearly recogniszes from that chart K that the in-
‘ports into the United States vary stricily prosyelical with

- anm amplitwde which {8 stiil greater tham that of the busi~
negs development. Thusg one conditionm for the tremsmission

" is satisfied. |

We mext look at the Germam exports amd also at the novement
of Germany's internatioméi reserves during ihe same period.
As far as German exports are conserned we cam only atats. a
parallel mevement with Unit@d States® imp@w”s upto 1553 IIOQ
MFor the ensueing three years me further Saterrelation cap
“be seen. From mid- 1956 wp to 961 one can ses ~ with kind
intenticn, sbme new imterrelatiomship batween US-inports
and German exports, the latier, hcwever, succeeding with a

lag of varying length. In swun this develcpmanc can't be taken

as evidence for the transmissgion hypothesis becanse the Sn-
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terin pericd dess not fellew simllar lines. L

Whaceas the fir@t“part eof the transmissicp—srguasnt 1s
strictly validated by the evidence thig Le net lenger true
for the secomd part. United States®. imports aud Gerran ex-

. ports enly show a glsar paralldl movemwtt wp to 1953 XX,

A Jook at Chert XITI shows that the Garman weney supply
 d@@Q byAno menns exhibit & purallsl mevemesnt with the de-
 vé1©pment_in‘th@ sxp@rtﬁ;»morQQVér;'tha respaative Gevanm
. Lopmaats ev@n-appéar tb'run'a“ri@tly te the epposit direc-
~tion in nearly every peried of tims, |

 Ye are thus led to' the conclusion thst pessibly up to 1953 I
a dominaibt influsnce fr@m.the United States® business cysle
worked itsgelf thromgh to the business develppment in Germany.
After this date no such clear evidemce is avallable. For

the greatoest part @t.thé'pﬁstwwar d@velopmént'in Gernany

we accordingly can't £ind any -validation of the tranasmission
'hyp@thesis,'a@ ;east nat: im her aboveésta%ed simple form.
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