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lt is increasingly recogqizrd, especially in a more ince~rated &zrjrld 
rconomy, that strucr~lral policies h,sve iqwrtant implications that transcend 
nat Lonal bwndaries. This paper ev.!,lores how growin% international economic 
Inte.qrarion has affected the conduct ,>,I structural policies. It argues that 
the Intrrnationalization of marke:s has lncrraswl the ~,r.rncy to reduce 
domestic distortions thrwjgh appropriate structural policies fnr two major 
T<?.?SO”S. First, the world economy will fail to reap the full beneiits from 
llberalizing internarional markets ~lnless the remnval of domestic distor- 
:ions accompanies the glohalixarion of markets. In particular, the intrr- 
nationalization of financial markers has tended tn raise the welfare cwts 
associated wirh domestic distortions. I;e?cnnd, as the in:.egration of world 
markets has proceeded, structur?l policies have become increasingly 
important in affectin!: domestic dennnd anei in determining the success of 
policies aimed nt raising domestic ahsorption. 

Afrer describing :he effects oE recent inves:ment incentives in the 
llnicwi States on the resr of the world. the paper inves:igat.es the inrerw- 
7lonal transmission of structural policies ~nor.5 generally. 4 country that 
independently pursues supply-sid? reforms is likely rn attract capital from 
abroad and to v~orsen its external accuunts, especially if these reforms 
raise the after-tax rrtllrn on domestic capiral or increase the fisc.31 defi- 
CIT. At the same time, other countries typically experience capital out- 
flows, which may expose the caxts associated with distortions in their econ- 
omles. 

r\s rrgar.is the international coordinarion of structural policies, 
varlnos difficulties (in f~>,rmall:< coordin‘aring policies) reduce the scope 
and desirabiliry of coordlnaring reforms i? p.articular areas. H@Wl?Ver, 
there 1s a greater need and scope than at present for coordinating :rade and 
rax policies. With respecr to tana?i<,n, countries could mgkr a sreatrr 
ef Fort, for example, in homogenizing the taxable base for corporate income 
taK3!‘Lon, the tax trearment of interest Income and expense, and the taxation 
of energy. 

The paper concludes with sonr iaplicatia,ns for strucrural policy in the 
Federal Republic of Grrmany. It sluzgests that particular structural policy 
measllrr5 :here can make an important contribution co the international 
macroeconomic adjustment process b:., reducing the German investment-savings 
i mhalance. Such me;~~s~~rrs haw become 11)1-c ur,<enr and drsir?.ble in view of 
~:ruct!~ral policy developments in o:llcr industri.31 countries. 







Table 1. Exports and Imports in C-7 Countries, 1957~8b 

(As percent 0i CIJP) 

Exports i.o.b./GDP Imports c.i.f./GDP 
1957-66 1967-76 1977-86 1957-66 1967-76 1977-86 

United States 3.99 4.97 6.52 3.25 5.?b 8.50 

Canada 15.29 19.60 24.30 15.65 16. 7b 22.17 

Japan a.a4 10.00 11.98 10.20 9.84 10.50 

France 10.14 13.52 17.78 10.40 14.51 19.51 

Germany 15.78 19.74 25.40 14.?0 16.56 22.49 

Italy 9.98 15.17 18.85 12.39 lb.99 21.15 

United Kingdom 14.40 16.38 20.76 16.78 19.95 ?L’.Ib 

source: IMF, lnternatlonal Flnanc~al SraListics. 
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Table 2. Dimensions of International Bond Markets, 1970-87 

(In billions of U.S. dollars) 

Year 
Eurobonds Foreign Total international 

Total $-Denominated Bonds Bond Issues 

1970 3.0 
1971 3.6 
1972 6.3 
1973 4.2 
1974 2.1 
1975 8.6 
1976 14.3 
1977 17.7 
1978 14.1 
1979 18.7 
1980 24.0 
1981 31.6 
1982 51.6 
1983 40.5 
1984 79.5 
1985 136.7 
1986 188.7 
1987 140.4 

-- 
-- 

3.9 
2.4 
1.0 
3.7 
9.1 

11.6 
7.3 

12.6 
16.4 
26.8 
44.0 
38.4 
63.6 
97.0 

119.1 
56.7 

1.6 4.6 
2.6 6.3 
3.4 9.7 
3.6 7.8 
4.7 6.9 

11.3 19.9 
18.2 32.5 
14.5 32.2 
20.2 34.3 
22.3 41.0 
17.9 41.9 
21.4 53.0 
26.4 78.0 
27.8 76.3 
28.0 107.4 
31.0 167.8 
39.4 228.1 
36.8 177.3 

Source : Morgan Guaranty Trusr, World Financial Markets, various 
issues. 
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Table 3. Major Industrial Countries: Personal Savings Races, lYi;O-07 

(In percent of personal disposable income) 

1980 1981 1982 1983 1984 1985 1986 lYY7 

Canada 13.3 15.0 17.8 14.b 14.8 13.9 11.5 9.j 
United states 7.1 7.5 6.8 5.4 6.1 4.5 4.3 3.7 
Japan 17.9 18.2 16.5 16.3 16.0 16.0 16.4 16.1 

France 17.6 18.0 17.3 15.9 14.6 13.9 14.0 12.8 
Germany. Fed. Rep. of 14.0 14.8 13.9 12.2 12.8 12.7 13.4 13.5 
Italy 20.9 23.5 23.8 22.4 22.2 21.9 20.8 20.3 
Unired Kingdom 14.2 13.0 12.2 10.5 10.5 9.2 7.5 5.9 

Seven major countries 
above I! 12.0 12.5 11.8 10.5 10.8 9.7 9.5 8.9 

source: IMF, World Economic Outlook (April 1988). 

ll Composite for group is average of individual countries weighred by chr 
dollar value of their respective CNPs in 1987. 
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more or less. Furthermore, the importance of these iactors ,varies 
between countries and, possibly, even between difterrnt time periods in 
the same country. Factors that are difficult to influence by economic 
policy, such as demographic characteristics, are likely to play 
important roles in determining savings behavior. Thus, measures aImed 
at stimulating private saving are unlikely to compensate for the 
widening of the investment-savings imbalance due co the effects ot 
supply-side policies on both domestic investment and the fiscal 
deficit. Therefore, if supply-side measures are introduced 
unilaterally, a deterioration in the current and trade accounts of the 
balance of payments is a likely outcome, especially if these measures 
reduce fiscal revenue. 

Let us now examine the rftects of supply-side policies raising the 
after-tax return on capital in country X on its trading partners Y. l’hr 
policy changes in X will relocate capital away from Y by raising real 
interest rates on world financial markets. World savings and reduced 
investment in Y will finance both X’s additional investment and X’s 
larger fiscal deficit. We have, thus, a sort of crowding out at the 
international level. The more integrated capital markets become. the 
more substantial will be the capital movements away from S. 

Structural rigidities in Y also play a role in determining the 
transmission eflects. The outflow of resources from Y will generally 
contribute Lo an initial real depreciation oI the exchange rate and a 
fall in Y’s terms of trade. The real drprrclation will tavor tradable 
acti,dities compared to nontradable activitlrs and this may lead to 
substantial distributional shifts within Y. In the absence ut wage 
rigidities, and assuming that labor markets Iunction eificiently, real 
consumption wages will typically fall. How,,rr, if these real wages arc 
rigid in Y, the exodus “1 capital and the accompanying fall in the terms 
of trade are likely to raise the unemployment rate. Thus, the capital 
outClow highlights the costs associated with domestic distortions and 
rigidities and therefore the need to increase domestic rates of return 
on capital through, for example, rriorms in the Lax system and labor 
markets. 

For country X, the policy eifects are diitrrrnt. A country that 
unilaterally implements major structural relorms typically experience; 
large capital inflows. which will cause its exchange rate to appreciate 
in real terms, at least tar a while. This appreciation will result Inttl 
in a loss 01 international competitiveness and ill significant distri- 
butlonal shifts as nontradable sectors gain at the expense of tradabl.2 
SeCtOrS. Inevitably, some workers ~111 losr thrir jobs and some 
tradable industries will suffer losses. Even though the displaced 
workers could be absorbed in labor-intensiw nontradable sectors. and 
X’s total unemployment rate may in fact fall. trade frictions and 
protectionist pressures will typically intensify. Thus, some oi the 
initial objectives of structural reform may. in part. be irustratrd by 
these developments. 

Large trade imbalances are generally associated with increased 
uncertainty about policies and exchange rates. Eventually. X’s trade 
deficits associated with a resource allocation biased toward the 
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I/ Evidence in Michael Burda and Jeftrry Sachs (1987) sugsrs~t: Ih:il 
inGLitutiona1 reasons impede labor market adjusLmenLs and, in 
parlicular. Lhe rrallocarion of labor throu,:h changes in real wages. 
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