
Inflation Experiences in Seven 
Major Countries: A n Overview 

An analysis of seven major economies reveals some interesting patterns in world 

inflation experiences. The author focuses on money growth, wage pressures, 

government deficits, and oil prices. 

Wor ldw ide inf lat ion became ent renched 
dur ing the 1960s and 1970s. Virtual ly no 
country was unscathed by the effects of 
rapidly r ising prices, e i ther at h o m e or in in-
ternat ional transactions. Some countr ies, 
however, have been much more successful 

tA than others in s lowing the long- term t rend 
J toward ever higher rates of in f lat ion. 

Whi le cul tural and inst i tut ional di f ferences 
make it d i f f icul t to compare data f rom coun-
try to count ry , w e can discern some general 
patterns in the inf lat ion history of some major 

" western economies. From these general pat-
terns, perhaps w e can draw some pol icy im-
plications. 

Seven countr ies in part icular lend them-
selves to analysis because of close trade re-
lat ionships, completeness of available data, 

f and their major roles in internat ional com-
merce.1 They are: Canada, France, Germany, 
Italy, Japan, the U. S., and the Uni ted King-
dom. 

Let's look at inf lat ion (measured by the 
Consumer Price Index) for the seven coun-
tries. The U. S., Canada, and Germany shared 
relatively low inf lat ion rates f rom 1954-66 (the 
f irst three per iods in Table 1). The U. S. had 
the lowest rate of inf lat ion of any of the 
countr ies dur ing the 13-year span. The Uni ted 
K ingdom had much higher inf lat ion in the 
1954-58 and 1961-66 per iods than the U.S., 
Germany, or Canada but d id have an abrupt 
s lowing in 1959-60. France's inf lat ion was uni-
fo rmly high th roughou t the 13 years, runn ing 
t w o to three t imes faster than other western 
economies. Italy and Japan had relatively mi ld 
inf lat ion unt i l 1961-66 w h e n their rates 
j u m p e d several-fold. 

' The table covers six time periods, starting with the post-Korean War period, 
1954-58. The second period, 1959-60, was chosen because, in five out of the 
seven nations, there was a marked slowing in inflation from the moderate pace 
of 1954-58. Two six-year periods, 1961-66 and 1967-72, were chosen because 
of fairly consistent rates within the two periods. The three-year period, 1973-75, 
was taken as a sub-period due to the tremendous supply shocks which 
occurred, making that period's inflation substantially different from other 
periods. The final period is 1976-79, or up to date as of this writing. 
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TABLE 5 
Consumer Price Inflation in Seven Countries 

(percent change per year) 

Canada 
United 

Kingdom 
West 

Germany France Italy Japan 
United 
States 

1954-58 1.66 3.66 1.86 4.77 2.43 1.12 1.62 

1959-60 1.35 0.95 1.50 4.71 1.35 1.83 1.21 

1961-66 1.94 3.60 2.90 3.41 4.48 5.96 1.60 

1967-72 3.95 5.80 3.41 5.28 4.19 5.64 4.81 

1973-75 10.02 16.72 6.26 10.61 13.64 15.22 9.53 

1976-79 8.03 12.75 3.68 9.69 15.14 5.86 8.76 

Source: Rapidata—Cit ibank Database. 

Starting in 1967-72, every count ry in the 
study showed ei ther con t inued high rates or 
a substantial increase to higher rates of infla-
t ion. Dur ing 1973-75, every nation suffered 
sharp increases in inf lat ion, some doub l i ng 
and others t r ip l ing. The Uni ted K ingdom, fo r 
instance, leaped 11 percent , wh i le Japan's 
rate rose about 9 percent . In the U. S., the 
rate doub led f rom 4.8 to 9.5 percent . Of the 
seven, Germany had much the bet ter experi-
ence, w i th inf lat ion averaging 6.3 percent 
du r ing 1973-75, up f r o m 3.4 percent in 
1967-72. 

Finally, the 1976-79 per iod inc luded a w i d e 
range of experiences. Canada, France, and 
the U. S. showed modest s lowing, wh i le the 
Uni ted K ingdom and Germany had decl ines 
in rates. Japan's rate was cut by nearly two-
th i rds to 5.9 percent per year. In contrast, 
Italy's inf lat ion rate actually increased, av-
eraging 15.1 percent , compared to 13.6 per-
cent in 1973-75. A l though the Uni ted King-
d o m had a decl ine, its rate of inf lat ion was 
still very high at 12.7 percent . In each coun-
try, w i th the except ion of Japan and Ger-
many, inf lat ion rates were h igher , in some 
cases, much h igher than in the 1961-72 
per iod. Even in Germany and Japan, con-
sumer price inf lat ion is signif icantly faster 
n o w than dur ing the 1950s. 

What are the impor tant factors beh ind the 
nearly universal accelerat ion in inf lat ion since 

the mid-sixties? Let's examine four patterns: 
(1) the g row th in money supply, (2) wage 
pressures due to organized labor, (3) the size, 
absolute and relative, of government def ic i ts, 
and (4) the price of impor ted oil.2 

1. Money Supply Growth. For internat ional 
compar ison, the on ly money supply def ini-
t ion w h i c h is w o r t h using and for wh ich his-
torical data are available is M-2. Table 2 con-
tains data for the late 1960s and 1970s as wel l 
as the average annual rate of g row th for 
1960-68 for the seven countr ies. 

Table 2 shows t remendous acceleration in 
w o r l d money g rowth f rom the late 1960s to 
the early 1970s. Almost as if orchestrated, 
money g row th rates were 30 to 100 percent 
faster in 1971 than in 1970 after r ising relative 
to long- term t rends in 1970. Faster money 
g rowth (relative to the 1960s' t rend rate) con-
t inued in all countr ies th rough 1974. By 1974, 
the U. S., Japan, and Germany had suc-
ceeded in b r ing ing money g rowth back to or 
be low a rate customary dur ing the 1960s. In 
1974, all the countr ies except France and 
Canada showed a s lowing, in several cases, a 

2 This discussion excludes a long list ot contributing inflationary factors which 
create a vicious circle effect but are in themselves not primary causes. These 
include low savings rates and small shares of investment in GNP, tax struc-
tures that create nonneutral results during inflationary periods, cost-increasing 
governmental regulations, slow productivity growth, external payments prob-
lems from imperfect exchange markets, and not least, indexing of contracts 
and welfare benefits. However, most of these factors are in many respects 
products of inflation rather than primary causes of inflation. 

32 APRIL 1 9 8 1 , E C O N O M I C REVIEW 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

April 1981



TABLE 2 
Money Supply (M-2) Percent Growth per Year 

9 
Canada France Japan Italy 

West 
Germany 

United 
Kingdom 

United 
States 

1960-68 8.6 12.5 16.6 12.5 10.4 ~ 7.0 

k 1969 5.6 4.6 18.6 11.4 7.8 3.2 2.6 

1970 9.8 15.9 16.9 13.6 9.1 9.5 8.3 

1 1971 18.3 18.1 24.3 17.1 13.4 13.4 11.1 

1972 14.7 18.6 24.6 18.2 14.4 28.1 11.0 

1973 16.5 14.9 16.9 23.2 10.1 27.0 8.8 

» 
1974 21.2 20.6 11.5 15.5 8.5 12.6 7.1 

1975 8.3 16.4 14.5 23.5 8.6 7.6 11.5 

1976 19.8 12.8 13.5 22.3 8.4 11.2 14.1 

A 1977 13.4 13.9 11.1 20.3 11.2 9.8 10.8 

1978 17.2 12.2 13.1 23.0 11.0 14.9 8.3 

1979 18.0 14.4 9.1 19.7 5.8 12.3 8.8 

i 

Source: "International Economic Indicators and Competitive Trends," 1976 and 1980, U. S. Department ot Commerce. 

» 
! marked s lowing. From 1975 to 1979, the aver-

age rate of money g row th was faster in most 
I countr ies than in the 1960s. Canada's and 
f Italy's rates were nearly doub le those of the 
; 1960s. In the U. S., the rate averaged about 

30 percent faster; in France, 15 percent faster, 
i Germany's g row th was vir tual ly identical w i th 

the 1960s, and Japan's actually d r o p p e d 25 
' percent. 

The corre lat ions of money g row th rates 
wi th the inf lat ion per formances are qu i te 

! high, a l though the degrees of sensit ivity are 
very d i f ferent (another way of saying that 
changes in veloci ty of money vary w ide ly 

r across countr ies). In the U. S., the 30-percent 
) faster money g row th in the late 1970s accom-

panied a rate of inf lat ion three t imes that of 
the 1960s. For Japan, money g row th is 25 per-
cent slower than the 1960s, but the inf lat ion 

H rate is about the same. A 20-percent faster 
money g row th co inc ided w i th doub led infla-

* t ion in France. A d o u b l i n g in the Canadian 
and Italian money g row th rates accompanied 
nearly quadrup led inf lat ion. The Uni ted King-
dom exper ience is hard to judge because of 

l imi ted pre-1967 data, but it w o u l d appear 
that a d o u b l e d money g rowth rate occur red 
s imul taneously w i th a t r ip led inf lat ion rate. 
Germany's in f la t ion for the 1975-79 per iod 
and its money g row th rate are almost ident i -
cal to the 1960s' exper ience. 

That money g rowth and inf lat ion are 
strongly related is not a d isputable po in t . 
That has been k n o w n for years, however , and 
stil l money g row th cont inues very st rong in 
many countr ies. Central banks must be aware 
of the role of money in inf lat ion, yet they d o 
not restrict its rapid g rowth . Why? The ans-
wer must be ei ther there are economic and 
pol i t ical costs to restraining money g rowth , 
or the banks do not know how to restrain it. 

2. Wage Pressures. Work ing days lost due to 
strikes relative to total labor force is an indi-
cator of pressures b rough t by organized labor 
to raise wages and to persuade pol icymakers 
to fo l low p ro -emp loymen t , expansionist , and 
inf lat ionary policies where in money g row th 
and government spending are excessive. 
Table 3 contains the ratio of w o r k i n g days lost 
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TABLE 5 
Industrial Disputes—Number of Working Days Lost as Share of Labor Force 

(percent) 

Canada France Japan Italy 
West 

Germany 
United 

Kingdom 
United 
States 

1965 .34 .05 -- .37 .0 .12 .33 

1966 .72 .13 - .78 .0 .09 .35 

1967 .54 .21 .04 .45 .02 .11 .57 

1968 .67 .06 .49 .0 .19 .65 

1969 1.00 .11 .07 . 2.05 .01 .28 .55 

1970 .83 .09 .08 1.13 .0 .45 .84 

1971 .35 .21 .12 .80 .17 .56 .60 

1972 .94 .18 .10 1.07 .0 1.00 .33 

1973 .67 .19 .09 1.28 .02 .30 .33 

1974 1.02 .16 .18 1.04 .04 .60 .56 

1975 1.18 .19 .15 1.44 .0 .24 .37 

1976 1.22 .24 .06 1.34 .02 .13 .43 

1977 .34 .18 .03 .83 .0 .41 .40 

1978 .74 .11 .03 .51 .17 .38 -

Union Membership (percent labor force unionized), International Directory of the Trade Union Movement 

1979 27.0 23.0 34.7 40.0 38.0 40.0 23.7 

Source: Year of Labor Stat ist ics, 1975 and 1979, International Labor Office. 

to labor force for the seven countr ies f rom 
1965 to 1978. The table also shows percent 
un ionizat ion in 1979. 

In the days-lost-to-str ikes-ratio, Italy is once 
again the clear w inner overal l , a l though 
Canada has closed the gap in recent years. 
Far beh ind these t w o are the U. S., and the 
Uni ted K ingdom, w i th the U. S. get t ing a 
slight edge fo r th i rd place. Fairly far back in 
f i f th is France, w i th Japan sixth and Germany 
a distant last. Except for France, all the coun-
tries show some connect ion between wage 
pressures and inf lat ion, especially in the 
1970s. France's case is ambiguous. The infla-
t ion rate and days lost index do not match 
the pattern set by the f irst fou r , but that does 
not necessarily mean that French un ions have 
a more power fu l voice than the days lost 
index indicates they w o u l d . Wh i l e wage 

pressures seem to cont r ibute to inf lat ion, 
they are not necessary fo r inf lat ion to occur. 

3. Government Deficits. Table 4 depicts by 
count ry the government 's deficits as a per-
cent of GNP for the years 1964 to 1979. There 
are a few general conclusions wh ich can be 
drawn immediate ly f rom these data. Def ic i t 
spending has been and remains highest in 
Italy. That country 's def ic i t at 15.4 percent of 
GNP in 1978 dwarfs any other country 's high-
est number . Vir tual ly all countr ies set a new 
record by w ide margins dur ing 1975. After 
1975, every government except France has 
ut i l ized defici ts to a much greater extent than 
dur ing the pre-1974 era. In the 1975-79 
per iod, the Japanese a l lowed their def ic i t to 
g row rapidly, and as a share of GNP, it is 
much larger than the late 1960s or early 1970s. 
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TABLE 4 TABLE 5 
Government Deficits as a Share of GNP 

(percent) 

Canada France Japan Italy 
West 

Germany 
United 

Kingdom 
United 
States 

1964 0.3 0.3 1.1 2.4 0.3 1.3 0.9 

1965 .0 .0 1.6 4.2 0.5 1.7 0.2 

1966 1.1 0.4 2.2 4.6 0.5 1.4 0.5 

1967 2.0 1.1 1.6 2.8 1.7 2.9 1.1 

1968 1.1 1.5 1.3 4.3 0.7 1.7 1.7 

1969 0.3+ 0.5 1.0 3.2 0 .3+ 1.9+ 0.6+ 

1970 1.2 0.5+ 0.4 5.5 .0 1.3+ 1.2 

1971 2.0 0.4 0.2 6.9 0.2 1.1 2.3 

1972 1.6 0.6+ 1.6 7.8 0.4 2.5 1.5 

1973 1.4 0 .7+ 1.6 8.9 0.3 3.2 0.6 

1974 1.1 0.3+ 1.3 8.1 1.0 4.2 0.8 

1975 3.8 3.0 4.7 13.2 3.3 8.0 4.9 

1976 2.6 0.8 2.0 9.4 2.7 5.4 3.3 

1977 4.3 0.8 6.1. 11.8 1.9 3.1 2.7 

1978 4.6 0.8 6.5 15.4 2.0 5.1 2.1 

1979 4.0 — 5.3 11.2 1.9 5.5 1.2 

* 

+ = surplus 

Source: "International Financial Statistics Yearbook 1980." International Monetary Fund. 

Italy has the highest def ic i t relative to GNP. 
it is far ahead of Japan, the second ranking 
country. After Japan come the Uni ted 
Kingdom, Canada, the U. S., Germany, and 
well back, France. France's exper ience is 
quite extraordinary. Since 1964, it had four 
surplus years and, since 1975, the lowest 
relative deficits of the seven. 

* 

In four cases, the relative size of the def ic i t 
is posit ively correlated w i th in f la t ion: the 
United K ingdom, Italy, Canada, and, to a 
lesser degree, the U. S. In Germany, France, 
and Japan, o n the other hand, ei ther the 
correlation is reversed or no corre lat ion 

* exists. The French and Japanese experiences 
are especially surpr is ing. O f course, this is 
only a quick look at broad relat ionships, 

i Nonetheless, it is obv ious that large 

government defici ts do not inevitably mean 
high inf lat ion rates. 

4. The Price of Imported Oil. Many govern-
ments, inc lud ing past U. S. adminis t rat ions, 
have argued that the i r inabi l i ty to cont ro l in-
f lat ion was l inked to r ising oil prices. There is 
l i t t le d o u b t that the quadrup l ing of oi l prices 
by the OPEC actions of 1973 and 1974 had an 
effect on the inf lat ion rates of all ou r sample 
countr ies. In addi t ion to the oil price run-up, 
there had already been a j ump in w o r l d 
c o m m o d i t y prices in 1973. The oil price surge 
was a cont inuat ion of that explosion in 1974. 
It is easy to see that the rise in oi l prices was 
accompanied by higher inf lat ion rates in 
1973-75. Table 5 shows the cost of oi l impor ts 
as a p ropor t i on of GNP in our sample 
economies. For each count ry , the outlays for 
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TABLE 5 
Oil Imports as a Share of GNP 

(percent) 

Canada France Japan Switzerland Italy 
West 

Germany 
United 

Kingdom 
United 
States 

1964 0.64 1.00 1.47 1.36 1.44 1.16 1.78 0.29 

1965 0.60 1.10 1.50 1.30 1.59 1.08 1.74 0.30 

1966 0.48 1.03 1.42 1.30 1.65 0.94 1.65 0.28 

1967 0.54 1.13 1.47 1.39 1.90 1.30 1.83 0.45 

1968 0.51 1.12 1.44 1.48 1.90 1.44 2.10 0.27 

1969 0.50 1.06 1.34 1.37 1.87 1.33 1.88 0.27 

1970 0.48 1.18 1.36 1.41 1.90 1.26 1.79 0.28 

1971 0.57 1.36 1.57 1.64 2.06 1.48 2.05 0.31 

1972 0.65 1.38 1.46 1.34 1.90 1.29 1.83 0.37 

1973 0.76 1.41 1.61 1.84 2.21 1.63 2.27 0.58 

1974 1.80 3.69 4.57 3.17 5.68 3.26 5.40 1.85 

1975 1.99 2.86 4.19 2.27 4.29 2.80 3.96 1.74 

1976 1.71 3.29 4.13 2.52 4.78 3.13 4.38 2.00 

1977 1.56 3.10 3.71 2.49 4.54 2.87 3.53 2.32 

1978 1.50 2.54 2.64 1.98 4.11 2.50 2.72 1.96 

1979 1.70 - 3.75 3.29 4.53 3.49 2.72 2.47 

Source: "International Financial Statistics Yearbook 1980." International Monetary Fund. 

oil rose sharply in absolute terms and relative 
to GNP. All of the rise was due to pr ice since 
quanti t ies were flat or d o w n . In Japan, the 
ratio c l imbed f rom 1.6 percent in 1973 to 4.6 
percent in 1974, nearly a t r ip l ing. In West 
Germany, the increase was a doub l ing , f rom 
1.6 percent t o 3.2 percent . Similar changes 
occur red in all the nations in the af termath of 
the OPEC price hike. 

From 1974 t h r o u g h 1978, most countr ies 
managed to reduce oi l imports as a share of 
GNP. Then, w i th the near doub l ing of prices, 
the shares rose a g a i n — b u t not by the 
magni tude they d id in 1974. The Uni ted 
Kingdom, wh ich developed its o w n supply, 
was able to ho ld d o w n impor ts , as was 
Canada, japan, Germany, and the U. S. were 
hard hit , w i th oi l impor ts rising as a share of 
GNP. Japan's impor t ratio d id not reach the 

1974 level, wh i le Germany and the U. S. 
attained new highs. 

The inf lat ion exper ience in these countr ies 
since 1975 is revealing. Wh i l e impor t i ng 
vir tual ly all the i r pe t ro leum, Germany and 
japan managed to cut their inf lat ion rates by 
50 and 60 percent , respectively.3 The U. S., 
Canada, France, the Uni ted K ingdom, and 
Italy achieved only sl ight or no improvement 
in the i r inf lat ion. So, wh i le oil was most l ikely 
an impor tant con t r ibu to r to inf lat ion in 
1974-75, it certainly cannot take exclusive 
b lame for what has happened since 1975. 
High and rising oil prices do not guarantee 
that accelerat ing inf lat ion wi l l occur. 

' T h e relative strength of the Japanese and German currencies limited the effect 
of oil price increases. It is also likely that these two economies may have 
newer, more energy-efficient equipment than other Western countries 
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Conclusions 

Comparative inflation rates of the late six-
ties and early seventies were wi th in such a 
narrow range for the seven nations (3.4 to 5.8 
percent) that it is di f f icul t to say very much 
about inflation's causes except that the 
wor ldwide acceleration was accompanied by 
wor ldwide money acceleration and almost 
universal movement toward expansionist fis-
cal policies in the late sixties. Japan, if any-
thing, moved toward a t ighter policy in the 
1967-72 per iod. A rise in the number of labor 
disputes also occurred concurrent ly w i th 
more expansionist monetary and fiscal 
policies in the U. S., the Uni ted Kingdom, 
Italy, and Canada. 

The secular movement toward faster money 
growth, greater use of deficits, and labor dis-
putes has been maintained since the early 
seventies, wi th the specific exceptions previ-
ously ment ioned. In the early seventies, no 
clear identi f icat ion of causality across coun-
tries could be made, other than money 
growth. Simultaneous movements of the 
other factors in virtually all countr ies and the* 
attendant acceleration of inf lat ion con found 
empirical research efforts t ry ing to test vari-
ous theories. Then, in the 1973-75 per iod, the 
oil price shocks, fo l lowing t remendous com-
modity inf lat ion in 1972-73, fur ther obscured 
the already di f f icul t task of discerning pat-
terns in the evidence. 

Since 1975, the various factors and inflation 
rates have diverged enough to permit some 
conclusions. 

1. Money growth rates are correlated posi-
tively wi th inf lat ion rates. 

2. Wi th the exception of France, the degree 
of wage pressure is correlated positively w i th 
inflation. 

3. Wi th the exception of France and Japan 
and, to a lesser degree, Germany, inf lat ion is 
positively correlated w i th the size of deficits 
relative to CNP. Deficits do not necessarily 
cause inflation or make it worse. 

4. The relative importance of oi l imports in 
an economy is not always a good indicat ion 
of inflation. 

We can make some observations about 
these general conclusions. Germany and 
Japan contro l led money growth since 1975 
despite greater-than-tradit ional use of de-
ficits. Their success is undoubted ly related to 
their high personal savings rates which pro-
vide large quantit ies of funds to the capital 
markets. As a result, monet izat ion of gov-
ernment debt is not necessary. In addi t ion, 
the wage restraint and general cooperative-
ness of labor in improv ing product iv i ty in 
Japan and Germany means that higher levels 
of employment ( lower levels of unemploy-
ment) are possible wi th the same degree of 
monetary and fiscal st imulus w i thou t engen-
der ing wage-push inf lat ion dur ing slack 
periods. In the anomalous case of France, the 
money growth and inf lat ion are obviously 
rooted in inst i tut ional differences that labor 
pressures and fiscal policy measures do not 
capture. 

What can governments do? They can reduce 
their role in increasing wage rigidities and 
upward biases in wages. They can promote 
supply-side incentives, such as tax cuts to en-
courage product ive efforts. They can enforce 
bel t - t ightening fiscal policies which reduce 
the need to monet ize debt. Central banks' 
resolve to act responsibly in contro l l ing 
money growth w o u l d still be needed, but the 
job w o u l d be inf ini tely easier if the other 
changes were for thcoming. 

As the tit le of this analysis indicates, this is 
an overview. We have deliberately not consi-
dered exchange rates and balance of pay-
ments data because of the diff icult ies in as-
sessing all the changes in exchange rate re-
gimes, etc. We have also not looked at in-
sti tut ional or structural changes—such as 
changes in the industr ial makeup of national 
output . Factors such as the underground 
economy, which are of great importance in 
some European economies, were also not 
examined. 0 r ] 

—Charles J. Haulk 
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