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CHAPTER I 

INTRODUCTION 

Statement of the Problem 

This study involved an analysis of Ludwig Erhard1s 

neo-liberal theories as applied to the reconstruction 

and revival of Germany since 1945. It has been the ob-

ject of this study to determine what neo-liberalism is 

and how it was applied to Germany. Also, in cases where 

it was not applied, there is an attempt to show what 

causes prevented its acceptance. This is done by ex-

plaining the mechanics of what happened in Germany, what 

the neo-liberals proposed, and why or why not Erhard's 

neo-liberalism was accepted or rejected. 
0 

Purpose of the Study 

The purpose of this study was to determine the major 

causes of German revival as well as reasons for their 

radical changes from Postwar Socialism to the acceptance 

of a basically free market economy, and also to determine 

the effects of neo-liberalism on the rapid recovery. 

Delimitations 

This study attempted to analyze the neo-liberal 

thinking and its application to Western Germany only. 



France, Italy, and Japan are other areas which have been 

in part affected by the influence of neo-liberalisnu 

'Western Germany is the country in which the influence of 

neo- liberalism has been the roost complete and, hence, has 

been the only country selected for detailed analysis. 

Assumptions 

In order to make this study, several pertinent as-

sumptions were roade: (I) Germany's recovery after the 

war was an extra-ordinary one? (2) There were certain 

forces behind thi» recovery; (3) Ludwiq Erhard was Eco-

nomic Minister and applied the new economic theory to 

Germany, new in a sense to Germany; (4) This new theory 

could have been responsible, at least in part, for the 

amazing German recovery? (5) Since Ludwig Erhard con-

siders himself a German neo-liberal, the available writings 

of German neo-liberals such as Ropke and Fucken express 

the views of Erhard as well as the writings of Erhard 

express the views of the German neo-liberals. 

Source oc Data 

Data for this study were obtained from the American 

Embassy of the Federal Republic of Germany as well as 

from various agencies of the Federal Republic within 

Germany. Various amounts of data were also obtained 

from the German Foreiqn Office as well as the European 

Coal and Steel Community Inforiaation Service in Luxemburg, 



Luxemburg, and Washington, D. C. Other information was 

obtained from Pierre-Anare Kunz in Vavey Vot, Switzer-

land as well as readings of available books and articles 

relevant to the topic. Special anpreciation to Otto 

bieroyomi is acknowledged for personal advice in locating 

data. 

Procedure 

After having selected the topic, a thorough search 

of all available data was made. Also, all possible docu-

ments pertinent to the topic were acquired. It was 

necessary to locate the translated and available works 

of well-known German nao-liberals and analyze these ideas 

in light of German recovery. In areas which the theory 

was not accepted, research was done to find the reason 

for its rejection. 

Definition of Terms 

Germany —- Is used in the sense as the Federal Re-

public of Germany. Germany and West Germany are used 

in synonymous terms. 

East Germany — That part of Germany under the 

Socialist Democratic Republic which has been severed 

from the free world. East Germany is always referred to 

explicitly as East Germany within the text of this work. 

B P L. — The Bank rleutscber Lander which was the 

title of the first central hank in Germany's free social 

market economy. 



Bundesbank. — ThiB was the name of the Bank deutscher 

Lander after 1957. 

European Economic Coagnuni ty. — An association of six 

European countries! Belgium, France, West Germany, Italy, 

Luxemburg, and the Netherlands, for the purpose of event-

ually abolishing tariff barriers within their borders and 

establishing common import duties for products originating 

elsewhere, ̂  

European Free. Trajde Association. — A trade association 

to strengthen the economies of its members by providing 

expansion of economic activity. It was established Decem-

ber 29, 1959 , between Austria, Britain, Denmark, Norway, 

2 

Portugal, Sweden, and Switzerland. 

European P3yraen_t_s Union. — This organization was 

composed of the United States and seventeen European 

nations which participated in the European Recovery Pro-

gram. Its purpose was to provide a clearing agency for 

trade balance of the European members and to discourage 

bilateral trade agreements. 

European Recovery Program. -— This was a plan by 

General George C. Marshall for the economic rehabilitation 

of Europe. This plan called for American aid as a loan or 

•̂ Harold S. Sloan and Arnold J. Zarcher, Dictionary of 
Economics (New York, 1961)» p. 118. " 

2Ibid. , p. 118'. 

3Ibid., p. 119. 



gift. This aid terminated in 1951.^ 

I §1 F. — The International Monetary Fund. This is 

a fund subscribed to by seventy-six countries seeking to 

stabilize international exchange and promote balanced and 

orderly trade. Under this program, a country can obtain 

foreign currencies to correct temporary maladjustments in 
8% 

their balance of payments. 

N A T 0 —- North Atlantic Treaty Organization. An 

extension of the wartime alliance refashioned to meet the 

Soviet military threat and provide North Atlantic economic 

cooperation. 

Neo-Liberal — A particular group of economists 

herein described who have founded a new economic theory 

based upon the old classical school of thought. As used 

within this text, it refers basically to the German neo-

liberals Ludwig Erhard, Walter Eucken, and Wilhelm Ropke. 

Market Economy — An economy where the prices are 

determined by the free interaction of supply and demand. 
j 

0 E E € — Organization for iieonoraic Cooperation and 

Development. Originally consisting of seventeen nations, 

including West lerrsiany, it was an instrument to help 

European nations plan their economic recovery jointly. 

4Ibid., p. 119. 

3Ibid., p. 179. 

6Ibid., p. 236. 



In I960, this organization expanded to twenty countries 

and became known as the Organization for Economic Co-

operation and Development (G E C D). Its purposes were 

then aimed at European integration.7 

J L 1 A — Joint Export Import Agency. This in-

stitution was the first means by which the. Allied forces 

controlled Gerrr-an exports and imports.® 

Cartel — A contractual association of independent 

business organizations located in one or more countries 

for the purpose of regulating the purchasing, production, 

or marketing of goods by the members.^ 

D M — Deutschrnark. This is the present-day German 

monetary unit. In terms of a dollar, one DM « $.25, 

R M — Reichsraark. The monetary unit of Hitler's 

old Reich. 

Franc — The monetary unit and a current coin of 

France. 

Pound — The monetary unit of Great Britain, equal 

to one sovereign, twenty shillings, or 240 pence. One 

pound is equal to two dollars and forty cents."'"® 

7Ibid., p. 245. 
Q 

'Henry C. Wallich, Mainsprings of the German Revival 
(New Haven, 1955) , p. 2 3'3U " ~ ~ ' ™ 

9 
'Sloan and Zarcher, p. 31. 

10Ibicl., p. 369. 



G A T T •— General Agreement on Tariffs and Trade. 

A multilateral trade agreement signed in 1947 by twenty-

three nations. This ended many bilateral agreements, 

reduced differential duties, import quotas, and other 

11 

trade restrictions. 

E C S C — European Coal and Steel Community. This 

is an association of the same countries within the SEC 

designed to create a single market for coal and steel for 

the six countries comprising the a s s o c i a t i o n . 

Significance of Study 

Germany's revival was deterred in the years 1945 to 

1948 due to Allied occupational policies. Meanwhile, the 

rest of Europe was busy rebuilding. After regaining a 

certain element of freedom in 1948, the German economy 

swiftly exceeded other European nations and has main-

tained that position to this date. 

After considerable research it was concluded that this 

thesis is the first extensive American effort to analyze 

the neo-liberal economic theory of Ludwig Erhard and his 

attempt to apply it to the German economy. This is done 

by explaining the mechanics of what happened in Germany, 

what Erhard proposed, and why or why not Erhard"s neo™ 

liberalism was accepted or rejected. When Erhard®s views 

•^Ibid., p. 146. 

12Ibid., p. 118. 



were rejected an attempt is wade to show what forces 

prevented acceptance. 



CHAPTER I I 

TriB ECONOMIC THEORY 

Origins of the Theory 

Keo-liberal thought had ics birth within the period 

of the 1930's. By 1945, the theory had been expounded 

by such men as Walter Bucken, Wilhelin Rcpke, and Ludwig 

Erhard. It could be said that Jucken was the conditionerr 

Ropke the proponent, and Zrhard the experimenter of neo-

liberal thinking. 

In August, 1938, the Halter Lippruan Conference took 

place in Paris. The purpose of this conference was to 

unite the scattered forces of liberal doctrine that existed 

in the twentieth century. The central idea of the confer-

ence was to free men from the ootids of collectivism. It 

was this conference whicn also adopted the term neo-Iiberais. 

This was to cause displeasure to some of the members of the 

conference.^ 

It was in Germany that the neo-liberals were to gain 

their chance to apply tneir theory. This chance came with 

the appointment of Ludwig Erhard as Minister of Economics 

in 1949, under the Adenauer regime. Once in office,, Erhard 

"^Pierre-Andre Kunz, The Experience of the Neo-
Liberals in Germany, translated by Richard Earnhard 

T5t>5) i p. 32. 
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relied heavily upon the advice of his contemporaries,, 

especially Eucken and Ropke. This group never failed to 

point out that prewar socialism and postwar socialism were 

akin and that only the neo-liberal policy was directly 

opposed to the dangers of collectivism. The fact that 

Ludwig Erhard was appointed Economics Minister of the 

Federal Republic of Germany does not mean his theory was 

accepted in its entirety. Some situations existed, as 

this thesis will bear out, that demanded deviations from 

the theory. 

In the fall of 1947, a group of eminent men met at 

Mont Perelin in Switzerland to discuss the conditions 

under which a society of free men could exist. The out-

come of this meeting was the formation of an international 

society uniting all liberal thinking economists, histor-

ians, philosophers, and sociologists. The Mont Perelin 

Society was the name chosen by this group in which Erhard 

holds membership.^ 
* 

Included in this group were Wilhelm Ropke, WillarA 

Rappard, and Hans Barth from Switzerland; Jacques Rueff 

and. Bertrand de Jouvenel from France; Luigi E in audi and 

Carlo Antoni from Italy? Walter Eucken from Germany; 

7 
Statement by Otto Bieronysii, Professor of Economics, 

University of Dallas, Dallas, Texas, November 21, 1964. 
Otto Hieronymi was a student of Wilhe Ira Ropke at Geneva 
International Institute of Higher Studies. 

3Ibid. 
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Fredrick Hayek, Lionel Pobbins, John Jewkes, E. Eyck, 

•iichaal Polanyi, ana S. R. Denison from Sngland; Karl 

Brandt, weary Hazlett, Ludwig von Mises, and George 

4 

Stigler from the Uaitea states. 

Alio tiler organization of which firhard is a member is 

the Action Group fcr the focial Market Economy in Bad™ 

Godesburg. Tnis organization i quite similar to the 

Mont Perelin J^ciety ctnci, in addition, publishes Or do, 

which is an annual neo-liberal yearbook. 

The American philosophy in the immediate postwar 

days was directly contrary to what -nost Germans, and 

Erhard, desired. The American attitude was that Germany 

could not have an economy without direct control because 

of the many resource shortages that existed. The Allies 

showed a distinct desire fcr dismantling German industry 

and instituting collective policies. This was at a time 

that the whole of Europe was snowing a bias toward 

socialises. ® 

A strong argument that Erhard and his contemporaries 

had was that tney were as anti-?Jazi as any American or 

Ally. During the war they had continually opposed I'itier 

and his policies. This fact caused other Germans who were 

^Wilhelia Ropke, "Liberalism and Christianity/'' Modern 
Age, 1 (Fall, 1957), 133. 

^Hieronyuii, 

6Ibic., December 12, 196 4. 



12 

anti-riazi to rally behind L'rhard. Erhard thought that 

to restore order in Germany, all remnants of postwar 

socialism had to be destroyed. Furthermore, Erhard felt 

that the Germans would have to be taught how to live in 

a free society.^ 

Erhard carried the brunt of tha load in winning 

public support for the neo-liberal thinking. His theory 

played an important part in the Christian Democratic 

Union's political victory over the Socialist Democratic 

Party in 1949.® 

Under Erhard*s leadership, West Germany has followed 

a general pattern of rieo-liberalism since 1948? the theory 

is now considered one of the major causes of Germany's 

rapid recovery. Opposition to ISrhard's ideas was deeply 

rooted and widespread. The Allies were fearful of nis 

proposals to abolish all economic controls when supplies, 

even of basic foodstuffs, were critically short. The 

socialists saw him as the leading threat to the planned 

economy which they hoped to impose on West Germany. The 

monopolists quickly realized that Erhard was their deadly 

enemy and proceeded to sabotage his work where possible. 

Despite this opposition, many of Erhard*s policies 

were enacted, and Germany experienced the highest rate of 

Gross National Product per capita of any other country in 

the Organization for Economic Cooperation and Development. 

7Ibid. 

O 
'Charles V'igbton, Adenauer (Sew York, 1964), p. 108. 
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Actually, Menauer had very little knowledge of 

economics as he was a lawyer by trade.^ He, therefore, 

wisely gave Eriiarci a frue Hand in this realm but failed 

to support nita or, many occasions. Erhard seemed, to 

uncieretana Cor,nan psycholc-jy and offered effective 

incentives at every chance, 

Seo-Liberal Thinking 

In 1945, in the immediate postwar clays, the problem 

of selecting an adequate and workable political philosophy 

faced the German people. In this particular era, postwar 

socialism prevailed in Germany as well as in other areas 

of Europe. These areas were plagued with depressions, 

monetary and fiscal problems< Most areas of Europe were 

relying on the doctrines of Keynes in the economic realm. 

Germany was actually faced with three political philosophies 

from which to choose. She could accept a ccllectivist econ-

omy which would denote controls and planning. Most Germans 

had bitter dislike for such a system due to their past expe-

riences. Others felt that a lesser form of socialism would 

be the answer since a certain amount of planning and control 

was indispensable. The third avenue presented a radically 

different conception considering Germany's past. This would 

involve accepting a new theor": vhich was heretofore untried 

^Terence Prittie, . r.-rDivided (Boston, 1360), 
p. 206. 



and unoroven. This wan thu theory of the Freiburg school 

whcse bouncer was Walter Eucken and vhoso chief proponents 

were Lu'-twiq- ̂ ;r'.iard and Vfiliislr-' Uophe. The Frsihurc: school 

called themselves tnc Oido-ltoei*als, orcten beino trie word, 

for Gr<Zh-r in Ge^^an. 

This school c": •"'o rut'in u^o- liberal*" a^fjues that a 

collective wnoray In un^ln to determine* what kind of an'! 

how much production should tike place to satisfy needs 

oecause a collective society has no vie&nts of irisasiiring 

production. This inability to measure brings about errors 

in production and investment which ultimately limits profits. 

The collective authority puts all emphasis on investment and 

ultimately causes forced savings. If this emphasis on invest-

roent proves ine*: ?i<\lent r the collective authority resorts to 

the is-;nance ot cu.rrency which absorbs all unenploymentj but: 

at the same time plants tiie seed;? of inflation. The emphasis 

on, investment further produces a multiplication of unsatis-

fied lesmnr: •* and useless production. 

'!'o the ::̂ 0" _'-.!.:>erals, tht- collective nconomy, a welfare 

state, is nothing bat an iim^nsa pumping and distribution 

center of rortune. Tift people under such an economy are 

pressurea with higher and higher taxes which are then dis-

tribute-, . in the vor>n o~ aid, subsidies, rmcl freo services. 

10Donalci Watson, dcomytdc Policy: Business and 
Government {Boston, 1960T,~~p7 "71"." 

"^Kunz, p. 38. 
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This system does not tmricb the. nation, it is felt, but 

rather impoverishes it, since the whole system works on a 

mass basis of wastage caused by the collectivist adminis-

tration. Such wastage has serious effects upon the spirit 

of enterprise,, as excessive? control discourages the entre-

preneur from producing bettor and raore, and the gain he 

would derive from more efficient production is taken by 

the treasury, li'he entrepreneur is guaranteed an outlet for 

his product because an excessive demand is maintained. If 

nis enterprise should ever fall into difficulty, the state 

would rush to his aia to avoid wieiaployraent• The neo~ 

liberals feci that an economy must be sought in which 

increase3 in production and productivity permit salary 

increases, thus freeing man froia need and enhancing his 

individual initiative. 

The German neo~liberals feel that a. society must be 

created for the good of the man who lives in it. Such a 

seexety would contain the maxi&ush of liberty and the 

Kinimcuu of coercion and permit an individual to develop 

dignity and personality. THUS, in sketching their pro-

gram, the neo-liberals feel that it is not necessary to 

concentrate purely on the economic needs of man but that 

it is essential to grasp man as a whole. Consequently, 

^^Wilhelm Rop'ce, A Humane iieonoiny_, translated by 
Elizabetii Henderson {Chicaqo, I960) , pp. 227-248. 
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the economic structure can only be reconcilable with a 

democratic political regime in a stats of law. These two 

institutions are essential for the maintain*nee of a market 

economy. This structure: can only be a market economy of 

which the principles are a coherent price mechanism, a 

stable currency, free markets which anyone can enter, 

private property, and a certain constancy in the climate 

of the government of fciie economy. This narXet economy is 

not applicable to just any society, it iaust be based on 

tne whole of moral and social value, but it aids these to 

develop an.i grow firmer. It is felt tnat society can be 

educated in liberty? such education is necessary to an 

economy which has been plunged into a collectivist society 

void of moral and social values. 

Tha German neo-liberals feel that the most important 

thing is to guarantee each man ais individual freedom with-

in the frai.tei.rork of law. This would be carried out i>y 

making provisions for individual liberty ami reconciling 

these provisions with a state of law. It is not a question 

of the most profitable economic form but the one that best 

guarantees liberty, The problem, therefore, is not posed, 

so much in economic tersas bat as in htuaan tenas. 

^Aunz, pp. 40-41. 

14Ibie., p. 27. 
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The yriraary emphasis of the German neo-lib©rals is placed 

beyond the supply and deruancl of goods and services, The im-

portance is put upon assuring man a dignity, a richness, and 

a fullness ox existence, the foundations of which are not of 

economic order. tout more of moral and religious order. The 

neo-liberals claim that the socialists have contributed to 

their own downfall by neglecting man's moral and spiritual 

welfare in an unrestrained search for profits. 

The neo-liberals feel that too manv decisions in the 

past have been based on economic profit and that man is too 

often judged by his financial power. This, then, has made 

mau the slave of progress, detern:inisr.», and other earthly 

values. Under this type of system, elements such as demo-

cracy and competition become serious defects. Social and 

numas concerns, according to the neo-liberal, must have 

the upper hand over short-run economic considerations when 

they conflict on fundamental questions.^ 

BopJce sees our modern day civilisation clinging to the 

outdated laissez-faire theory and quite susceptible to 

collectivism. He feels tnat the solution to this problem 

is the enactment of a free market economy with the state 

•^Ropke, a Humane beonomj^, pp. 10 3-128. 

l ^ K u n s , p. 28, 
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formulating the standards of economic life with considera-

17 
tion for the dignity and personality of rran. 

The German neo-liberals are of the opinion that a 

free market economy will render social justice, protect the 

people,, provide security,, distribute justice,, and do away 

with the exploitation of consumers, suppliers, and workers. 

Duties of the state in tnis social market economy are 

enacting factory legislation? providing care for the sick, 

aged,, and unemployed; and tt.̂ kin ; provision* for a subsi-

dized education. To help finance these, a progressive income 

tax is recommended. The neo-libera Is are proponents of 

social insurance and unemployment insurance but riot compul-

sory health insurance.^ 

Intervention and the? Price Mechanism 

The term neo-*.liberal was adopted to show that this 

group of liberal economists has cut resolutely away from 

the old liberalism of the nineteenth century. They have 

not tended to rejuvenate old policy but rather define and 

construct new policy to fit the present century. The 

German neo--liberal a give credit to nineteenth century 

liberalism for making possible the industrial revolution,. 

•^wilhelm V<opke, The Social Crisis of Our Times „ trans-
lated by Annette and Schl'f fe~r Jacobsohn IChicago, T950) „ 
pp. 23-186. 

1 0 
"Henry Oliver, Jr,, "German Neo-Liberalism#n Quarterly 

Journal of Economics, I»:'„X1V (February, I960), 148. ~ * 
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thereby aiding progress. The neo™liberals feel, however, 

that classical liberalism sowed the seeds of its own des-

truction because it allowed the liberty of association. 

This allowed for the formation of cartels, which prevented 

the principle of competition £rc?n. displaying its effects. 

Competition began to kill competition, and soon it became 

possible to directly influence the play of supply ano demand, 

It is because nineteenth century capitalism overlooked this 

fact that modern-clay capitalism has no free function of 

supply and demand. This leads to inequalities which do not 

exactly favor the most efficient sectors of the economy. 

These inequalities have led the state to intervene, which 

explains the stronger and stronger hand of the state in 

the economic area. 

It is this type of intervention wnich the neo-liberals 

are against because it breeds bureaucracy and privileged 

positions and tends to encourage cartels. One to uncoor-

dinated policies, state intervention sometimes cancels out 

other policies because of a lack of total concept of the 

problem. The neo-liberals feel that interventionist, cannot 

represent an economic organization of stable character until 

the interventions have been submitted to general criteria 

and a total conception. They are aware that it is hard to 

i^Walter Eucken, The Foundations of Sconoaiics, trans-
lated by T. W. Hutchison"" (Chicago, 57951) / pp. "140-175. 
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do away with political intervention in the economic sector, 

but tiiey feel intervention should be according to precise 

criteria. False intervention, it is felt, will lead to 

collectivism and an economy totally directed by the state* 

Intervention which tries to replace a market economy can 

only be an interlude to collectivism. 

To the neo-liberals, the essential task of the state 

is to create an economy where the price mechanism can 

function freely. To guarantee this, the state may inter-

vene and even intervene often if necessary. It intervenes 

according to a total plan at first and not in a haphazard 

manner. Its interventions :uust be coherent and tend towards 

a goal. This coal should be to guarantee the functioning 

of the narket economy and to protect the price m e c h a n i s m . ^ 1 

The neo-liberaIs demand that intervention must never 

be conservative. The state must never continue to maintain 

life in sectors which are not viable, nor should it defend 

acquired positions. If the state intervenes, the inter-

vention should be to help the threatened industry leave its 

precarious situation and to help it convert itself to act 

on another market. Neo--liberals further demand that this 

intervention be in conformity and, systematic. An intervention 

z®Wilhelm Ropke, Civitas Humana, traaalatea by Cyril 
Spencer Fox (London, 1948), pp. 24-69. 

^Kunz, p. 44. 



would be in conformity vhaii it did net pci.re.lyze either the 

price tteclianisiu or the .Automatic eojostnent o£ supply and 

tienand which flown froc. it. Fin intervention not in con-

formity would paralyze the price mchanism. l»cw©ver, 

conformity deer, not rml'a every intorventi on recoiaiYiendable . ̂  

The Gertisan neo-- liberals? believe the price mechanise to 

be a sensitive indicator of: the forces of supply and demand. 

However, they depart from the conception of the classicals 

who wish to see in this function a divine invisible hand, 

perhaps a superhuman hand, which assures harmony. To the 

neo-liberals the price rcechanism is a tool of which more 

must not be asked tn&n it is capable of doing, The prin-

cipal role of the state, according to the neo-liberals, is 

to create a social order, rpaarantee human values, maintain 

a state of competition, and guarantee freedom of the price 

Mechanism. In affirming this, the neo-liberals go beyond 

the wiclespr-eacl prejudice that the state intervenes only 

to limit the play of competition. To accomplish its desig-

nated tasks,, the state jnust refrain from taking measures 

*) *3 

which cause people to unite.*"*' 

Meo-liberals point out. that the maldistribution of 

income is inherited from the past, and reforms are needed 

2<2ibid. , pp, 44-45 . 

23-Ibio.f pp, <6 ' 



to correct this. Such reforms are considered extra-

ccoaoatlc undertakings which will come to naught if the 

ktarget is abandoned. ̂  

The neo-liberals desire a market composed of numerous 

small economic units no as to approach a purely competitive 

market. Uncler such a situation, no buyer or seller could 

influence- the price mechanism. 

This school of economic thought would support a strong 

but general economic development. Tho neo*-liberals prefer 

the balanced growth approach over an unbalanced approach; 

consequently, they would agree to temporary aids to business, 

agriculture, and research if such ai-t would contribute to 

proper econon 

vate entearpri 

ie balance. Nevertheless, they feel that pri-

se can best set the proper paco for growth when 
n C 

allowed to function with a minimum of control. 

The Cerraan ne©~liberals feel, that technological advances 

do not lead to economic concentrations and hindrance of ad-

vancement but rather technology ten ess to increase competition 

in markets which have tended to develop towards monopoly.^' 

2 4patrick Boorraan, "How Explain the German Comeback,1 

America {September 17, 1955), p. 93, 
7 e 
"Halter Eucken, This Unsuccessful Aoe, translated 

by John Jewkes (New York"/ 1952) , pp." 2S--40. 

^Watson, pp. 82-83. 

^ 'Ropke, Civitas ijuinana. , pp. 172-173. 



î aployiaent and hnuetuiry '.theories 

In his "Central Theory of Deployment, Interest and 

Money/' published in Cernany in x936, John ^aynarcl Keynes 

ixicluaed a special preface to hit* Gerwan edition. Within 

the text: of this preface, Keynes praised hitler's prourciia 

ia glowing words. he stressed the point that Hitler was 

fully implementing the ICeynesiar* full eroployrreent policy 

as it should be aac urged the German people to give it 

their support. This prefd.ee vas enough to make ony post-

war German reject the Key lie si an economic theory £.nd merited 

2 8 

heynes the classification of a socialist. 

The full employment policy cf Ihaynes is nc less badly 

received. Full employment, say the neo~liberal3, is a 

political concept which must be accepted, hut it is not a 

question of gaining full employment by sacrificing all other 

employment policies. This would only threaten the future. 

The Key/iea ian employment policy, at' the neo-liberals see 

it, would let it constant inflationary pressure establish 

itself in an effort to ruaiwtain an effective demand in order 

to establish a sufficient, level of investment. This policy 

bears in itself serious cems which threaten the entire struc-

ture of the economy. A set-back in business causes not only 

a set-back in investments but a set-hack in the economy it-

self. According to the neo-liberals, Keynes8 full employment 
o p 
Hieronyreif November 21, 1964. 
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policy deals only witn investments and fails to consider 

the imbalances which can occur in the rest of the economy. 

The full employment policies of Keynes destroy the currency, 

due to inflationary pressures created by an intense empha-

sis on investments. Inflation, in turn, destroys the self-

regulating mechanism which causes profitable investment to 

be made while discouraging wasteful investment. Produc-

tivity becomes less and less respected, anj false invest-

ments continue to increase. To guarantee sufficient markets 

for production, according to Keynesian policy, more money 

injectiorB are necessary at an ever increasing rate and 

ultimately lead to an inflationary spiral. These Keynesian 

policies invite weakness in the economy and sacrifice the 

possible solution of short run problems to the inherent 

29 

clangers of long run problems. 

Keynes, in Chapter Twenty-One of his "General Theory 

of Employment, Interest and Money," argues that in an 

economy where production has reached full employment level 

the growth of monetary circulation causes prices to rise. 

But this is not the case when production is elastic. With 

elastic production, according to Keynes, and which he assumes, 

the growth of currency in circulation has more of an effect 

on demand and on production than on prices. The quanti-

tative theory, he claim a , is valit' only for an economy of 

•^Ropke f a Huwane ĉonon̂ ?, pp. 190-216. 



full employment. Keynes furtner V^ IMS , i-\ the same chapter» 

that certuin secondary causes, even as fTer-ei -p Icy went, might 

bring about a general rise is prices, %nd when prices do 

rise, there often develops issfc« t ,:ce in demand and supply; 

in other words, supply may not develop as rapidly as demand. 

Keynes also says that the law of diminishing profits can 

sometimes up prices. The lowering of productivity nay cause 

prices to rise. Finally, the appearance of bottlenecks may 

be a reason in limiting supply below tine level of demand 

and hence cause price increases. Keynes feels that it would 

he in vain not to foresee a certain rise in salaries which 

would occasion a risr- in prices. In conclusion, Keynes 

states that# in reality,, prices tend to rise progressively 

as employment increases, but this is n-.,,z, harmful, because 

lightly increasing prices will induce cho public to consume 

30 

and invest, which will aid full employment. 

The neo-liberals feel that a fim and solid monetary 

policy is an indispensable base for durable expansion, more 

so than the full employment policy known to Keynes, Such 

solidity can be assured only if investment does not exceed 

authentic savings. To the neo-liberals, this healthy mone-

tary base itiust be present before any economic policy is 

attempted. This is tne important neo~liberal principle, 

10 
John Mayuard Keynes, Tne General Theory of .Employ-

ment , Interest and Money {London, 1961}, pp. 292-309. 
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whereas to Keynes, the importance is upon full employment 

of all resources. 

This school of thought would demand monetary and credit 

policy which wculd maintain a currency with stable values, 

which the neo-liberals feel is the essential base for a 

market economy. The neo-liberals feel that the task of pro-

viding a solid monetary base is not a task of a government 

which would be subject to political pressures., but to an 

organism capable of judging in an independent manner. This 

would be a central brink. Actually, the neo-liberals demand 

12 
a certain amount of intervention in the monetary realm. 

Deviations Within the Neo-Liberal School 

In the United States, the Chicago school of economics 

aas a close resemblance to the neo-liberals. This school 

proposes that the best economic system would be one of 

universal free competition and nonintervention operating 

within the f raroework of built-in stabilizers. The differ-

ence between these two schools lies in the area which they 

stress. In Germany, the stress is upon free competition 

and an orderly price system. The Chicago school stresses 

the automatic built-in stabilizers whose proper functioning 

would forestall depressions.-^ 

3 It Hieronyroi, November 21, 1964. 
1 ? 
Kunz, p. 46. 

3%enry C. Wallieh, ns#j>rinc;s of German Revival 
(dew Haven, 1955), p. 11C." ' 
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Any school of economic thought will, of course, have 

its radicals. Ludwig' von f-li?<es an«*l Frederick Hayek are 

the two radicals of the neo-liberal school. In many cases, 

it is felt that von Mises sees the government only as an 

assistant to the proper functioning of the market. Some 

clas-sifv hixo as a strict laissez-faire economist because 

he seas the market as a social cooperation of individuals 

and believes each individual can choose wftat work lie wishes 

to do within the social division of labor.^ 

Hayek, on the other hand, is strongly against large-

scale government intervention because he feels large-scale 

government leads to socialism. He further feels that free-

dom and democracy cannot exist under the resulting socialism. 

Hayek does repudiate classical economics in that he would 

bo for strengthening competition and economic policies by 

rules of law, He would, for example,, support such policies 

as minimum wages and social security if they were dictated 

by rule off law and applied to everyone, ~ 

Summary of the Neo-Liberal Theory 

Ropke is of the opinion that the prestige of the market 

economy is so great in the western world that it has robbed 

western socialism of its powers. He feels that the Germans 

Ludwig von Mises, Human Action (i«'ew ;j.;ivan, 1949), 
p. 712-737 and 829-849. 

Frederick Bayek, The Roau to Serfdom (Chicago, 1944), 
PP» 43™119, 
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adopted the Market economy primarily because of their 

bitter past experiences with centrally administered 

markets. Ropke states that today, there sceiuM to bo a 

yap between theory and practice, due to the laxncss of 

the government ana central bank in controlling creeping 

inflation set in motion primarily by inflationary wage 

36 

uemanos. 

The neo-liberals, through £rhard, have not been able 

to enact their entire economic policy as fully as they 

would desire. In some respects,, they have been forced to 

compromise. Kowev&z, it see&s that the results achieved 

by compromise night point out the value of flexibility 

to the nao-liberais» 

Of the German. social mar he t economy Zgon Sobanen says: 
Nobody in his right mind would claim that 

West Germany is even close to perfect competition. 
The same variety of different forms of market 
structure can be found there which we are observ-
ing in all other advanced industrial nations. 
But the postwar German experiment seems to suggest 
that it is feasible to intensify competition suffi-
ciently to make an economy perform markedly better 
than under alternate forms of social organization. 

Wallich expresses the opinion that the social market 

economy has not been altogether free nor outstandingly 

O £ 
Wilhelra Bopke, "Will West Germany's T-'r&e Enterprise 

System Survive," Commercial and Financial Chronicle, CXCV 
{June, 1962),. 42 12794)". 

<7 
" Ji'gon Sohmen, '"Competition and Growth, The Lesson of 

West Germany,American Economic Review, XLIX (December, 
1959), p. 994. * 
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socially conscious. Its groat contribution has been that 

it gives incentive to individual initiative. There are 

others who argue that Germany recovered in spite of her 

economic policy instead of because of it. ̂  It seems that 

the ideas expressed by Sohmen and Wallich more nearly ap-

proach reality in Germany today. 

The neo-liberals, in any respect, do not intend that 

their system will reach an ideal, as they believe that 

monopoly is inevitable in a few industries and oligopoly 

in a somewhat larger number of industries. The majority, 

however, agree with Eucken that policy should unite polit-

ical and economic power only when there is no feasible 

alternative. In light of this, it would be dangerous to 

expand the role of state bureaucracy and give office 

holders arbitrary powers incompatible with the role of 

the law. I.t is generally believed that where oligopoly 

prevails, competition is still possible if government 

39 

prevents mergers and monopoly wars. 

Oliver gives a good summation of neo-liberal theory 

in this statement: 
The idea that neo-liberal theory maximizes 

consumer autonomy is merely the libertarian 
version of the familiar doctrine that competitive 
markets plus "the rule of law" yield the best 

38Wallich, p. 147. 

^%enry Oliver, Jr., "Order and Coeraion: A Logical 
Critique," Southern Economic Journal, XXVII (October, 
1960) , 82. " ~ "" ' " ~ " 
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allocation of resources. Based on relative 
preference rather than the marginal utility 
theory of demand it substitutes maximum 
action in accordance with preferences for 
maximum satisfaction» Keo-liberal writings 
on allocation shift back and forth between 
utilitarian and libertarian vocabularies, 
with the two sometimes appearing inter-
changeable. Most frequently, trie West 
Gentians refer to their system's superior 
ability to satisfy wants thus aiving their 
analysis a utilitarian slant.^ 

4%Ienry Oliver, Jr., "German 'Seo-Liberalisin,11 Quarterly 
Journal of Economics, LXXIV (February, 1960), 136. " 



CHAPTER III 

TEE P RB1C U R REUC Y -REF0RM PERIOD 

MAY 1945 - JUNE 20, 1948 

Allied Military Occupational Influence 

To derive an idea of what the* Allied economic policy 

was after the war, ona must begin with the premise that 

Germany was to be made incapable of ever disturbing the 

peace of the world again. This language was deeply em-

1 ? 

bedded in both the Yalta and Potsdam agreements." 

Under the Potsdam agreement, Germany was to be 

divided into four zones but operated as an economic 

whole. However, the economy continued to be run on a 

zone basis due to the lack of joinc cooperation and, 

thus, economic activity was hindered. The Russians 

were a hindrance to any joint economic -policy from the 

very beginning. 

The economic policy aimed at disarming Germany, 

seizing her patents and technological secrets, breaking 

iTne Yalta Conference in 1945, was a meeting between 
the Big Four Powers to determine the division of Germany 
between the occupying forces» It is often referred to 
as the Crimean Conference. 

7 
The, Pots dam Agreement of 1945, took place after 

occupation. It was this conference which was to set up 
a coordinated Allied, policy toward defeated Germany. 

33 
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up her cartels, destroying the Nazi party, and breaking 

3 

up the German industrial Machine. 

Tne Potsdam Agreement had also provided for control 

of research connected with economic activities. This 

prohibited, research in areas that could be applied to 

military use* It also aimed rat. the prevention of tech-

nological rearmament.^ Cejrtels were to be eliminated ^ 

because it. was felt that such concentration of economic 

power had provided tools for mobilizing the German Array. 

The Potsdam Agreement also gave the Allies discretionary 

power to impose further controls if necessary. Under the 

'Potsdam Agreement, controls would last until Germany could, 

be admitted to the peaceful nations. 

In the area of reparations,, it was felt that Germany 

should make payment3 in kind and should pay for her damages 
c: 

to the Allied nations to her greatest ability. This pay-

ment in kind was to consist mainly in the dismantling and 

exportation of industrial equipment, which was to be accom-

plished within two years, Further steps were to include 

the allocation of productive capacities by zones and an 

Allied study of factories to be retained and those to be removed, 

Department of State, Onited States Economic Policies 
Towards Ge rrnanĵ  (Washington, 1,947} , 2630, p. 16. 

^Ioid., p. 15. 

5lbid., p. IS. 
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Reparation agreements were complicated by the fact 

that the German economy was not self-sufficient and,, 

therefore,, would require soma imports,, especially food. 

To acquire these necessary imports, Germany would have 

to export. This, in turn, would require some industrial 

machinery. If Germany could not export due to a lack of 

an industrial economy, then 3he would have to be .fed by 

someone else, namely, the Allies. This would essentially 

lead to the Allies' paying for Germany's reparations. The 

Allies overlooked this eventuality and indeed found them-

selves later inadvertently paying some of Germany's repa-

ration bill. 

The above fact, orice realized, necessitated putting ^ 

Germany on a self-sufficient basis as quickly as possible. 

To encourage this, it wa- agreed in 194 5 that all exports 

would have a paymen t cue to Allied authorities of eighty 

7 

per cent of their price. These payments were to be used 

for the payments on imports. 

On Deceraber 12, 194 5, Secretary of State Byrnes out-

lined three rough stages for the recovery of Germany. In 

the first stage, there was to be no Industrial activity, 

and emphasis was placed upon setting up machinery for 

reparation, and industrial dismantling. The second stage 

6lbid., p. 20. 

7Ibid., p. 23. 
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involved the completion of reparations and reactiviation 

of selected industrial plants. It was admitted that 

Germany probably could not produce enough exports for 

her imports in this period, but it was felt that she 

would probably nevertheless reach an adequate level of 

industrial output for minimum survival. The third stage 

was a transitional stage in which the Germans would grad-

ually regain control cf their economy and use their resources 

in a limited manner to improve somewhat their standard of 

living# In practice, the third stage was abandonee1 on real-

izing the need for German strength against the Russian 
G 

economic and political threats. 

It was actually the "Joint Chiefs of Staff Directive 

1067" that determined the economic policies of the Allies. 

Most military economic policy after the war is, therefore, 

basically a derivative of "JCS 1067." It would be well to 

note that this directive had the basic ideas of both the 

Yalta and Potsdam agreements embedded in it. Under this 

directive, Berlin was set up as a four-power city and head-
9 

quarters of the Allied coiamanc'ers-in-chief„ 

Under the* ''Joint Chiefs of istjff Directive 1067," the 

four Allied coŝ manciers-in-chief acting jointly were to acl~ 

minister the procedures and government of Germany. For 

the purpose of this administration, Germany was divided 
bIbic3. , p. 37. 

•^loid. , p. 58. 
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into four zones? the American, British., French, and 

Russian zones. These areas were to function jointly 

and see that activities of the Control Cour.cii were carried, 

out in all zones adequately. The comand&rs-in-chief of 

the four zones were to have exclusive- jurisdiction through-

out Geraany. Some of the objective of the Control Coun-

cil directives were reparations, dismantling, limitation of 

industry, forced coal exports, decartelization, and decent-

ralization of industry. 

11 

Wallieh offers the opinion that there were many 

changes in Allied economic policy during this period but 

tnat the spirit of "JCS 1067" was basically enforced. 
1") 

There was also the influence of the Horgenthau Plan. ** 

This was an asinine plan to reduce Germany to an agricul-

tural country by depriving it totally of its industry and 

dividing it into pastoral estates. Roosevelt actually took 

this plan with him to the Conference of Quebec in September 

of 1344. Roosevelt niinself had. attended school as a child 

in Germany and had often expressed distaste for German arro-

gance and provinci alis/n. Actually, some of the acid of the 

Morgentnau Plan is apparent in *.7C3 1067'' but had been dil-

uted by the time "JCS 1067!t reached effectuation. 
^ 0 lb id. , pp. 59-f.G. 

31 
'Henry C. tfallich, Mainsprings of the German Revival 

(Sew iiavenr 1955) , p. 66. 
1 7 
Henry Horgenthau, Jr., Germany is Our Problem (New 

York, 194 5), pp. 48-60, " ~ " 
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The division of Germany into four zones seems to have 

been against any good reasoning. If Germany was to take 

its place in European recovery, it should have been left a 

single economic unit in order that it. might recover more 

quickly and efficiently. Instead it was divided into four 

•zones which resulted, in a sense, in as many economic sys-

tems as there were occupational forces. Such a breakdown 

was too diversified} - an--
1? the situation was aggravated by 

the fact that in all zones a certain amount of collective 

controls loft by the Nazis were adopted. What, the Germans 

saw coming from the 7.11ied forces, for at least three years,, 

'.?£s nothing but no re controls. Control was precisely what 

the Germans wished to got away from. 

The Allied program for Gerrnan recovery was also faulty 

in dealing with the currency market as it became difficult 

to do business within the limit of the law. If a firm were 

to sail its output through legal channels,, it became almost 

impossible for it to replace its stocks of raw material or 

hole! its labor. Firms producing readily-usable materials 

paic; their workers in kind. Actually, in legal transactions, 

money became of secondary importance. The general, business 

attitude seemed to lead the merchenfc to huy as much and sell 

as little as possible in order to build up inventory and to 

avoid selling against paper money. 

"^Department of State, pp. 56-60, 



It could be assumed that wartime control of prices 

Ei;d resource allocation, combined with the impossibility 

of outaininq raw material through, international, trade-

after the war were iiajor factors in the lew level of 

industrial output that existed in Germany in the imme-

diate postwar clays. 

Germany, traditionally, as well as today, has always 

appended upon a large amount of raw material import and 

larger amounts of finished product exports for its sub-

sistence. The division of Germany made international 

trade even more important. Ignoring Gertaany's traditional 

lusedfc, however, the Allies demanded that Germany produce 

and export raw materials. In fact, the exports from the 

area of the Federal Republic during 1946 and 1947 consisted 

mainly of raw materials. The Allied Control Council in 

its "Proclamation dumber Two" went so far as to forbid the 

Germans to engage in foreign trade. All foreign trans™ 

< JL 

actions had to gc through Allied channels. ~ 

The area of foreign trade prior to the currency re-

form was controlled by an Allied agency designated as 

Joint iilxport Import Agency {hereafter referred to as JEIA) . 

This was a complicated system of trade because prices 

received for exports, or for imports, had little relationship 

•^Ludwig Srhard, Germany^s Cotaebacjc in the World 
Market, translated by w7 H. Johnston (New York, 1954)'t 
pp. 74-75. 
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to domestic prices. Money was used only as a unit of 

1 6 

account since inflation had destroyed its normal value. 

This necessitated an artificial exchange rate whereby ex-

ports were priced in terms of dollars ami imports in terms 
17 

of RMs at a rate of ten cents to one TO'. Consequently, 

Allied export policies became quite unpopular, and under-

standably so. Other ».r«ropean nations would be reluctant 

to sell to Germany products which could ba sold elsewhere 

for dollars. Furthermore, they would naturally be reluc-

tant to pay dollars for German products. 

WallichiL> makes notice of, and. Lrharci^ is always 

grateful for, Allied aid, which was quite important in 

every phase of the German revival, when speaking of 

Allies, one means only the Americans, British, and French, 

since the Russians were against any joint plans or policies. 

As the rebellion of Russia becarae ap,.ur*mfc, it was possible 

for the Allies to see Germany as a "buffer zone." This 

development probably encouraged Allied aid wore than any 

other single event in the postwar Allied-German relation-

ship. 

The Allies'contributed to German economic recovery in 

a number of ways. They aided in the development of new 
16lbid., pp. 71-77. 
1 1 
Lucis D. Clay, Decision in Germany (Hew York, 1950) 

p. 197. ' ' " ' ' *™ ' 
"^vallich, p. 345. 
1S£rhardf p. 30. 



resource"', they encouraged ;ioiaasstIo investraent l»y supp lying 

Tumitoruart funds, they estciMiciied' certain effective eco-

neraic uolicia;* and pr.sh<*vl for a number of basic «ecr.oBdc 

r.iforiui. Total rid rcooirod fro,!': tho d.llios cj';;o'uriteci to 

approrinataly 4.4 billion dollar.?. Aa additional 1.7 

Mllion dollars t-?as pouretf into the Gorman oconoruy through 

the dovernruent 5.rd .'i&li-jT in Occupied dxoas Origination 

(d/,n.I0d,) f an organisation establichod to aid in diyaajie pre-

vention and the uevolop;nent of adequate sanitation facilities. 

90 
Once ag-i-in, Arr»«jrxĉ  was the largest contributor," The 

rtarshall Plan succeeded GARIOA, and. it is thi.-s plan that 

. 71 

i? usually creditoci virh the revival of German industry." 

It also 3̂eiTi..3 certain th.it ̂ orsoral doiiationfi by Allied 

occupational troops .xwor.iitad t.o a siseaole sou, but the 

importance of this Iciii '*>• f ClX'„i cr.anor be effectively xaecsured. 

deno3:al Lucie l>» Clay raust h« given iraneasurahle credit 
*> 9 

in Gerrtany's revival.4"" It w.e h-? who opposed tue Russians' 

ideas t-.s to the type of econony the Osr/nans should have. 

Ti'ia Ructions p,referred a highly controlled economy for the 

Genaan? and did all ir. their power to effectuate any type 
20Wallich, pp. 354-356. 

^General George C. Marshall was responsible for this 
plan. It envisaged American financial "rid either as a 
loan or gift, or both, provided that the European nations 
made effective use of existing resources and sought to over-
come political divisions and trade barriers. It terminated 
in 1951. 

^Ci:y, pp. 200-201. 
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of contro l3 . I t was Clay w»io x a l l i e d tuc support of tlx© 

l-rlti&n and French una decided taa'c. tiie A l l i e s would take 

:io Measures pxtsjuuiuiiii to wie* kind of cocaotay GerrtOxia 

miyht d e s i r e . Tiiia dc - iu ic . i a.-, i i d i f i s n i i,t favor of the 

tree market witi» tiie &.pj)oiiitruenc of Ludwig drdard as 

.'•iiuiajter of Econui&ies iu IS49. I t was Clay v?ho placed 

•clio utmost conf idence in iJrharu and who worked wiLa hiia 

lor Lii-j. f rea e n t e r p r i s e p r i n c i p l e ait*jr tnu d i v i s i o n of 

Geriuany *i&d been saade. Tiie a^poiutuient of Kriiard was of 

rea l wdynxrioance co the r e v i v a l oi; Gc.ri«aay. 

In Septaiober ii'4Gf U. G. Secretary of S ta te iiyrnes 

aia'tOuncwd in 3tutt^'art utafc tiie U. S, did not intend to 

d i scr iminate aga ins t tiie Geraaus i n u e f i a i t e l y . A £ew 

Wtifc.i'i.s lacar^ ajIiiara, titen a a onoi;'i r c a i^raiis aar roi" davai-ia, 

dejan hia never-ending car..aaiqa for a frae but s o c i a l l y 

cuimiiitt ••iconoudo »»/stciu. He a lao pnaded f o r an i i i t e -

^racioa of thw various* zones. ix& he analyaae tiie s i t u a t i o n , 

tae .'iiuerican zone was feuer a l i a t i c , tne B r i t i s h zona central -
^ A 

i s ' t i c , and tiki French and Raaaian tonus confcrol l i&tic .* 1 

«x ijard fur thai• s t a tea; 

Ir our t-iu-rruau -sconouy ia to l>a rustorsu to 
hea l th and to f i t o r g a n i c a l l y i n t o the wider 
riamevoriv of world economy, i t s s tructure mast. 

'"^Ludwig Eriifird, The dconoiuicL; of Succ<-'j3t, t rans la ted 
by J, A. Arengo-Jones and I). J . t>. 'Thomson (London,. 1963) , 
p. 4 . 

^ 4 I b i d . , pp. 4 -5 . 
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first be reorganized and this cannot be achieved 
satisfactorily as long as the zones are isolated 
from each other. Thus, both for political and 
for economic reasons, it is essential to bring 
together people and human institutions that be-
long together, and so may we be permitted to 
hope that as good a compromise as possible be 
achieved. As long as we strive for economic 
unification we shall be reminded of the fact 
that, whatever our political limitation may be, 
we neither desire nor are able to evade the re-
sponsibility of establishing the closest possible 
links with the rest of the world.25 

It must be remembered that Erhard's only source of 

contacts with the people was by speech or newspaper article 

from 1945 to 1948. This was due to the fact that the Allies 

controlled all communications and Erhard had no access to 

any mass communication such as radio or television. 

Monetary and Fiscal Policy 

The years after the war were marked by complete finan-

cial disorganization. In 1947, currency in circulation in 

the four zones of Germany and Berlin was estimated at about 

ten times the amount that was circulating in the Reich in 

1936 while the national wealth was about one-half that of 

1936. Between 1945 and 1948, the cost of living rose about 

thirty-one per cent above the pre-war level. In October of 

1945, it had only been twelve per cent above the pre-war level.^ 

•^Ibid. , pp. 5-6. 
0 f% 
*" Korst Mendershausen, ' Prices, Money and the Distribution 

of Goods in Postwar Germany," American Economic Review, XXXIV 
(June 1949), 649.' . It would "be well to note that any statis-
tics given between 1945 and 1948 are, at best, only estimates 
because of the destruction of the actual records. 
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As a result of an over-supply of money, two new markets 

for goods appeared. One market was for rationed goods, and 

one was for goods traded in the Black markets where prices 

27 

were substantially higher. 

Wallich estimates that tne total money supply for the 

three western zones during this period was well above 118.7 

billion RM. This would include circulating currency and 

all types of deposits. After the currency reform, one-tenth 

of the earlier amount of money that had been in circulation 

in the years 1945-1958 proved sufficient to conduct a 
78 

larger volume of business at higher prices. 

Despite inflation, however, it can still be said that 

during the years 1945 to 1948 there was something of a 

general rise in production and living standards. Some very 

important work diet, take place in this period in the form 

of repair of capital equipment and accumulation of inven-

tories. It is also fairly evident that in this period 

the average German became disillusioned with controls and,, 

henca, was ready to accept the free market offered by 

Erhard. 

27Ibid., pp. 649-650. 

2oWallich, p. 64. 
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X3DEX OF GROWTH 3F WEST GERMANY'S ECONOMY 
(1936-49) 

(Current Prices) 

Year ; G.N.P. Per Capit-a Gross Private Industrial Siaployed 
G. i'],?. Domestic Production 

Siaployed 

Irr/estaent 

1/3 36 48,4 I 59,5 t\ 
11 # 1% * 90. 2 flM . A . 

1938 59.8 ; 72.1 I.A. M.A. H.A. 
1943 i jiUA. ; . A • 

1 . . ! 56.0 94.1 
1349 i j-SO.6 76.3 77.0 79.5 95.1 

Year . |gn«fiplbyed 

1936 
1938 
1948 
1949 

j :i . iv . 
! n. A. 
i 61.4 
I 103.2 

Population* _ ^ jjxpofts*" ~ ""fmports Wages' 

82.3 ' i . A. ,M.A. N. A . 
83.8 N.A. H.A. 62.1 
96.6 6s • A « ; S.A. 84,4 
38.4 : 69.0 109.5 93.7 

SOURCE; K. W. F.os\ainp, <!.Sconoraxc Growth, Capital 
Formation, and Public Policy in West Germany, 1943-57,'" 
unpublished doctoral dissertation, School of Economics, 
Wisconsin University, Madison, Wisconsin, 1961, pp. 62-63, 

Gna of the most restrictive programs initiated prior 

to the currency reform in the fiscal and monetary area was 

a strong income tax lav/ in early 1946 enacted by the 

Control Council. It reached, a rate of fifty percent at the; 

2,400 BM level and seventy <a-taunt nt tue 13,200 KM level. 

This tax., however, was not as harsli as it could have been 

since people wore not livinu on their nominal incomes but 
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rathet were living by barter (-.̂ .change. It did achieve 

O 9 

its primary purpose of balancing the various state budgets.**"7 

Under a scheme called the Coliv-Dodge-Goldsrdth Plan, 

3 group of American economists worked out. a currency reform. 

Due to the extent of the inflation, this had to be a com-

plete currency reform. '?he currency reform plan put into 

effect on June 20, 1948, was a combination of the Colm-

Dodge-Goldsmifch Plan and a Oerr.an plan. Thin German pro-

posal is known as the Hantburg Plan. The Germans were given 

some consideration in writing this reform, probably for 

poli tica1 reason s. 

The Co list- Dodge - Co 1 d tz rr< i t r. Plan consisted of three 

30 

major steps; ~ 

1. The elimination of a monetary overhang through 

the writing down of all monetary claims and liabilities 

in order to coincide the voltme of money to the material 

wealth. 

2. The equitable distribution of war losses between 

owners of monetary cJ airas and real assets. This was to 

be carried out by a War Loss Equilization Fund. This fund 

was to operate along the lines of a mechanism eutployed for 

the distribution of a bankrupt estate among various creditors. 
^Wallich, p. 6 7. 

Gerhard Col.'ii, Joseph Dodge, and Raymond Goldsmith, 
A Plan for the Liquidation of War Finance and the Financial 
RehaBTl I tat Ion {Washington, D. C., 1950) , pp. 19-31 
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3. The third phase involved the capital levy. The 

flat rate was preferred by those who felt that it would 

be the fastest method, and speed was essential. However,, 

under this plan# the progressive rate was adopted because 

it was felt this would be more equitable. This progressive 

levy was to be imposed cn individual net wealth as it 

existed after the scaling clown operations and equalization 

measures had taken place. This would allow any individual 

to include the public mortgage as a liability while 

including the certificates as a part of his assets. 

The Hamburg Plan, on the other hand, had advocated 

a blocking of accounts with later fractional releases 

depending upon the prevailing economic situations. This 

plan would have probably made a more equitable distribution 

of the new money and would have given monetary authorities 

more direct and immediate control over the newly created 

money. The important point in either proposal was the 

restoration of production. Both plans had provided for 

this. 

The currency reform had been ready as early as 1946, 

but due to negotiation problems with the Russians, it never 

materialized until June of 1948. The issuance of the new 

^Statement by Otto hieronymi, Professor of Economics, 
University of Dallas, Dal las, Texas, November 21, 1964. 
Otto liieronymi was a student of Wilhelxn Ropke at Geneva 
International Institute of Higher Studies. 
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currency marked the official splitting of the Allies and 

the Russians. Yet, tuis reform was necessary for the 

revival of the German economy. 

Any currency rcsforra would have been hindered by the 

Potsdam Agreement which limited German industrial capacity 

to sixty-five percent, of trie 1936 level. In 1947, a second 

military plan was instituted which limited German indus-

trial capacity to sixty percent of the 1936 level* Actual 

production in 1947, however, was standing at only thirty-

nine percent of 1936 production. The general index of 

production rose to about fifty percent of the 1336 level 

in the early part of 1948.32 

One Important reason for Germany's quick recovery 

after the currency reform is that German industrial equip-

ment was not completely destroyed by Allied bombing during 

the war despite. Allied reports to the contrary in 1945. 

In many cases buildings and equipment had only to be 

3 3 

repaired, and the investment required was small. In 

effect, in the period 1945-1948, the industrious Germans 

were rebuilding a solid base whicn served as a perfect 

springboard once the reforra was accomplished and the right, 

to produce restored. 

Unaer "JCS 1067," the Reichs£>ank could i.Bsue bank 

notes and currency for legal tender but only with the 
32E.rhard, The Economics of Success, pp. 10-12. 

33pepart.ment of State, pp. 73-74. 
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permission of the Allie.i Authorities. No private bank 

or agency was permitted to issue bank notes or currency. 

It also gave the Allied occupation forces direct controls 

over all banks and financial transactions plus direct 

controls over foreign transactions," 

Any currency refora was going to necessitate a bank 

of issue in order to get the new currency in circulation 

and to control credit. On February 15, 1348, the Bank 

deutscher Lander (now the Bundesbank) was established in 

Frankfurt. It was raa&e the exclusive bank of issue. It. 

was also made responsible for the development of conunon 

policies respecting banking and the regulation of credit 

including interest and discount rates and credit opera-

tions of the member State SanKS. It could also deal in 

foreign exchange, accept deposits, rediscount bills of 

exchange, and grant loans against obligations of members, 

treasury bills and other public securities. Along with 

this was createa a supervisory Allied Banking Coiasnission. 

On August 1, .1943, the operation of the foreign exchange 

account was transferred to the Bank deutscher Lander and 

the JEIh was abolished.Jt> This, of course, q^ve the 

western powers a sound banking system to facilitate a 

currency reform. 

•^Ibid., pp. 73-74. 

-^Clay, pp. 205-206. 
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Coupled with the above problems,, RopJce offers the 

opinion that Germany was suffering from "repressed in-

flation" during this p e r i o d . T o Ropke, repressed 

inflation occurs when there is a large increase in the 

volume of money relative to a slow recovery of produc-

tion. This was quite applicable to Germany between 1945 

and 1948. In order for "repressed inflation" to exist, 

wage control must be effectuated longer than price control. 

Wage control is the keystone for "repressed inflation" 

according to Ropke. If wages are controlled, it is pos-

sible to prevent an excess of demand from driving up prices 

and wages. However, before wages and prices have been 

adjusted to the inflationary increase of the volume of 

money, it would be possible to restore equilibrium between 

money and commodities by mopping up the inflationary sur-

plus of money. Thus, the excess of purchasing power which 

leads to open inflation will have been taken away; with 

inflationary pressures removed, policies of repression 

can then be abandoned. 

Ropke*s criticism of the 1945 to 1948 period was that, 

instead of mopping up purchasing power, the Allies applied 

a high rate of taxation which did nothing but add to the 

*17 
economic inertia. It is not precisely known what effect 

"^Wilheln Ropke, "Repressed Inflation," Kyklos, I 
(Spring 1947), 247-251. 

37Ibid., p. 251. 



Kopke' s thinkinq had on the currency reform. As a conse-

quence of "repressed inflation," the Reichsroark lost its 

relation to the international system of values. Had pro-

duction been allowed to increase and controls decrease,, 

this possibly could have been avoided. 

There could be little doubt that internal demand for 

goods and services would be high because, for the preceding 

ten years, no durable goods had been replaced in the con-

sumer sector. Also, the large influx of refugees provided 

a prospective? body of high propensity consumers. There-

fore, it could be expected that after a currency .reform, 

the propensity to consume would be high with a low pro-

pensity to save. In lieu of this, it is apparent that 

soiae form of controls would have to be used to force 

savings in order to obtain the investable funds needed 

for capital formation. The next chapter will bear this 

point out. 

Also, Clay must be given cred.it in the area of the 

currency reform. It was he who stood strong against 

'Russia's demands for two sets of: plates, one for the Soviet 

"*S 

zone and one fcr the Western zone." He realized the 

issuance of a ne'v currency would mean the final splitting 

ox the occupational forces, the splitting of Cermany, and 

tne blockading of Berlin. Yet,, he knew it must be done to 

"^cClay, p. 136. 
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avoid wholesale starvation. There is not. enough room to 

discuss the economics of the Berlin blockade, Thip subject 

is broad enough for a thesis alone."*® It would be fair to 

say that Clay had only limited resources with which to com-

bat the blockade and, in ;<gite of this, did a commendable 

j ob. 

With Ctermany a weak spot among the European nations, 

a really strong' Europe ccul<l never be attained. It would 

take, a strong Germany in order to revive completely the 

continent of Europe, A strong Germany would require a 

strong currency and freedom of her pfiople. There is no 

doubt that the new currency, along with the return to 

freedom and dignity of her peoplewere among the major 

factors in Germany's revival. 

Industry and Agriculture 

The eastern part of Germany, that which the Russians 

held, was known as the bread basket of Germany. The western 

part of Germany had, traditionally depended heavily upon the 

eastern area for food products. Thus, the division of Germany 

was a very serious threat to the self-sufficiency of the west-

ern part. This was further aggravated by JEIA restrictions 

on agricultural imports to Western Germany. 

39a good account o? this can be found in Drew Middleton, 
The Struggle for Germany, (Indianapolis, 1949). 

" ' also 
Luc is £>. Clay, Germany and the Fight for Freedom, 

(Cambridge, 1956). 
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Most of the industrial production was situated (about 

sixty percent) in the area known today as the Federal Re-

public. This is particularly true of the heavy industries, 

especially the Ruhr area. This basic&l ly left an agricul-

tural economy in the east and an industrial economy in the 

west part of Germany. In reparations and dismantling of 

industrial production, this caused trie western part to 

suffer the most. The eastern part of Germany could elate 

only light industries on the whole.^ This dismantling 

would have necessarily caused a temporary structural 

change in industrial production lit the western part. It 

is true this happened. However, with the currency reform 

and return to freedom, the heavy industrial plants in the 

Ruhr areas were -yaickly back into operation. This was 

favorable for the Federal Republic since the heavy indus-

trial plants would offer incentives for the light industries 

to build, in ih.-»t area. The Ruhr area is favorable to heavy 

industry in that it has the most adequate supply of energy 

resources in the Federal Republic, 

Food, of course, was the raost important element in 

re-activating the people. In turn, coal was the most 

essential element in re-activating C»riaan industry. Coal 

was, and still ie, the basis for German energy. 

40Wallichf p. 202. 



Coal production vras increased immediately in 1945,, 

but output began to slow lown in 1946. Tha causo of 

the oroblem was a arnall mr-riber of miners living on poor 

diets which resulted in low productivity. There was also 

a lack of experience and of housing for the miners.** 

In the face of these problems in the coal industry; 

Germany was forced to export coal to other European nations 

•antler "JCS 1067." It was further directed that Germany 

export, coal up to a point where eh& could support her 

4 0 

econoaic life on a lainirnna ha^is. * * It seamed to be the 

spirit of '"JCS 1067" that an entire collapse of the Geriaan 

economy was accessary to bring home to the people what 

i.azi leadership had. inflicted upon then. 

Balogh expresses thft opinion that the two most 

seriously injured industries in Ckfcr&xxy, 3ue to Allied 

bombing, were the coal and transport industries. The 

whole Carman transport system had been heavily damaged, 

not only by Allied bombing, but also by the Germans' de-

stroying bridges as their armies retreated. Allied 

military cfovomirsent policy called for a râ it! recon-

struction of waterways, rails anc highways to carry 

4^-Department of State, p. 40. 

*^Ibict. , p. 76, 
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essential traffic. Tnis work was hindered by a shortage 

of necessary resources, iiy 1946, the railway system was 

A O 

carrying ninety percent of the pre-war freight tonnage. 

With the influx of ten nillion refugees plus the 

destruction of Gentian housing, during the war, housing. 

becacie a critical pro_bleg:>. Approximately 2.5 million 

dwellings were ba dly damaged 0r destroyed. -Between 1945 

and 1946, approximately forty|percent of the population 

was living in impoverished quarters.Reconstruction 

and construction in the area pf bousing did not begin until 

or tar the currency reforrt, dud to lack of needed resources 
i 

which the Ed could, not coxnibanp. 

In the area of agriculture, very little farm machinery 

could be produced because of lack of steel. This can be 

traced to a shortage of coal i-diicn held back the production 
| 

of steel. Manufacture of fertilizers was increased in order 

to aid the land available in [producing more. However,, only 

the manufacture of low grade {potash fertilizers was permitted. 
! 

It was felt that the manufacture of high grade fertilizers 

such as nitrogen and phosphatje could lead to the production 

of munitions. ̂  It would seetta to be a safe conclusion that 
Balogh, Germany; &jn Experiment in "Planning" by 

the "Free" Price Mechanii'm '(Oxford, ~'1950)T pp.""8-9. ~ ~ 

44 
Office of the U. 3. High Coimissioner for Germany, 

Report on Geriaany, September 21, 19_49 - July 31, 195,2 
(Washington/ 0. ~C. , 1352), "p- 3*4.' 

^Department of St':-re, dn. 46-47. 
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the land had suffered during the war years by a division 

of the high grade fertilizers into munitions. 

The textile industry was one of the first industries 

re-activated in Germany. This was due to a world-wide 

shortage of textile products and a surplus of raw cotton, 

It was felt Germany could manufacture this raw cotton, 

keep enough, for minimum domestic use, and export the rast 

46 

in order to help pay for her imports. 

In order to prevent any possible German return to 

war, the following industries were prohibited: all amis 

industries, aircraft, sea-going vessels, synthetic gaso-

line and oil, synthetic rubber, synthetic ammonia, ball 

and taper roller bearings, heavy machine tools of certain 

types, heavy tractors, primary aluminum, magnesium, beryl-

lura, vanadium, radio-active materials, hydrogen, peroxide, 

specific war chemicals and gases, and radio transmitting 

devices. The restricted industries included steel, non-

ferrous metals, basic chemicals, dyestuffsr pharmaceuti-

cals , syntnetic fibers, machine manufacturing, heavy-

engineering, mechanical engineering, electro-engineering, 

transport engineering, agricultural machinery,» spare 
i- *7 

parts, optics, and precision instruments," 

46Ibid., pp. 129-130. 

47 
Ibid., pp. 133-137. 
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In the area of energy production, the production of 

48 

electricity was set at only nine million KW. Coal was 

to be exported which left Germany low on energy resources. 

Germany was able to moduce cement, rubber, pulp, paper, 

printing, textiles, boats and shoes. Prior to World War II, 

Germany had produced si>.ty percent of the world's chemicals. 
49 

This area was severely restricted by the Allies. " 

It must be remembered that pre-war Germany was a highly 

industrialized country which had provided a high standard 

of living for the majority of the populace. This was pro-

video by a collaboration of cartels, direct government 

controls, and monopolistic financial institutions. The 

Germans nad seen the downfall of all of these resulting 

in their abject poverty. 

Population and Labor 

The influx of refugees into West Germany occurred 

because of political and economic reasons. This influx 

helped, to offset, in some respects, tne population lost 

in the war activity. By 1946, ten million refugees had 

reached the western zone and seven million had reached 

the eastern zone. Tne problem involved here was that 

the refugees settled in the two largest, rural states of 

4 E 
'One kilowatt is equal to 1,000 watts. 

49 
"V.'allicn, p. 212. 
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Bavaria and Scliieswio-Holstain. There was no work for 

them in these two areas. This influx further aggravated 

, . 50 
the food and housing conditions. 

The interesting point is that the influx did little 

to change the size of the labor force. Due to loss of 

manpower during the war, the postwar labor force was 

structurally different in terms of age and sex. The 

average postwar worker was older than his counterpart 

before the war/ and the postwar labor force was glutted 

with female employees. Many of these were refugees from 

agricultural districts and, hence, had to acquire indus-

trial skills before tney could be hired. Also, in 1939, 

.before the war, 51.2 percent of the population belonged 

to the labor force, whereas in 124 8, only 43.5 percent 

• ^ • r>l 
were in this group. 

Kallich expresses the opinion that the influx of 

K •"> 

refugees had little depressive effect on wages." ' Du© 

to lack of accurate data, this would actually be hard to 

determine. Also, roany workers were paid in kind. 

It does seem safe to say that, without this large 

influx of refugees, Germany would have employed all of 

50Wallich, p. 272. 

5 1 . 
" '.Joint Report of the u. S, and U. K.. Military 

Governors, The European Recovery Program (December, 1948), 
NO. 2, j?.. 89". ™~ ' 

"^Wallich, p. 2 84, 



her own labor resources much sooner thaw she did. As it 

was, Gentian internal labor resources were xiot fully ex-

ploited until 1954-1955. Another bit of reasoning in 

this area is that labor was the abundant factor, and 

abundant factors usually" receive lower payments than do 

scarce factors. Capita] was probably the scarcest factor 

in the iirmicidiate postwar days. 

In some areas, highly skilled workers were unem-

ployable because of the levol~of-industry plan which 

allowed only certain firrus to return to production. Under 

the level-of-industry concept, certain industries wore to 

be built up while others were to be prohibited. This 

essentially would lead to a distinct unbalanced growth. 

It placed emphasis on the limitation of heavy industry 

and the ides that Germany could build sufficient light 

industries to bring her foodstuffs and raw material.^ 

This was probably an illusion because the concentration 

of light industries in Europe was high as was the com-

petition.^ Any German engagement in light industries 

would have had adverse offsets on liih r, industries in 

other recovering European nations. Mso, heavy industry 

was Europe's first prerequisite for recovery, and this 

5-Vor a good account of the lavel-of-industrv plan, 
see Department of State, Uivi r.od States £conoraic_ Policy 
Toward Germany. (Washington, 194?) 2630, pp. 6-24. 

54Ibid., pp. 18-24. 



60 

was Germany's specialty. Apparently, this was not con-

sidered . 

Of the German agricultural system, it can be said 

that, on the whole, it was totally inadequate. It still, 

seemed to be suffering from the effects of feudalism. 

The official ration scales called for a daily diet of 

5*; 

1,550 calories consisting largely of bread and potatoes. ~ 

Wholesale starvation was principally avoided by combined 

American and British aid. This aid was sixty-four million 

dollars in 1945, forty-six million in 1945, and six hun-

dred million in 1947.^ 

Ludwig Erhard's Activities 

Ludwig Erhard was born in 1897 in the town of Furth 

near Nuremberg. He is the son of a small shopkeeper? he 

was severely wounded at the Battle of Ypres in World War I* 

He convalesced at home and later attended the commercial 

college in Nuremberg and went on to earn his doctorate in 

economics at the University of Frankfurt. Until the begin-

ning of World War II, he ran a market research institute in 

Nuremberg. When he refused to join the Nazi party during 

*57 

the war, he was dismissed from Nuremberg. 

In 1944, he drafted a memorandum for the rebuilding 

of Germany for a small German resistance party. In 1945, 
^Office of the TJ. S. High Comriissioner, p. 32. 

^Wallich, p. 67. 
57 
Erhard, The Economics of Success, p. 265. 
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after the war, he was appointed to the post of Minister 

of Economics in Bavaria. In 1947, he held the title of 

Honorary Professor in the Department of Political Science 

at Munich University. In. 1948, he; was appointed. German 

director of the Angle-American Eizonal Economic Adminis-

tration. In 1949, when Germany became the Federal Republic, 

he was appointed Economic Minister of the Federal Republic. 

This was a position he held until 1963 when he became the 

Chancellor of the Federal Republic; after Adenauer had stepped 

clown. In all of his officer,, lie sought to replace isolation-

is® with internationalism, barter with free trade, cartels 

V^with competition, and low pay with rising productivity.^® 

During the period 1945 to June of 194P;, Brhard. wrote 

numerous articles and made many public speeches, He con-

stantly challenged the people to prove that a system of 

planning and regulating of economic activity would, be more 

efficient than the combined economic intentions and wishes 

of society. lie pointed out in a free economy, mistakes of 

management are reflected in price changes whereas in a state-

directed economy, there is always the danger that these 

mistakes are covered up and loft to fester until they erupt 

in the economy with detrimental force. He impressed upon 

people's minds that a state controlled authoritarian economy 

would wipe out consumer creecJaa. as it had done in the past. 

58Ibid., p. 26 5. 



iXe further instructed the people taat the state should 

provide the economy with the principles and broad lines 

of policy and objectives designed to guide and regulate 

, tin 
its functxonxnq. ~ -

The question of freedom was important to the German 

people. It was their choice to return to the old insti-

tutions of the past, or to accept an ideology with new 

institutions and brighter hopes for the future. 

hrliard stressed to the people that the purpose of 

all economic activity was to meet consumer needs and, 

tnus, to contribute to tne welfare of the cor.;r.i unity. 

1-1*3 also charged capitalism with betraying the basic prin-

ciples of tne market economy, naively competition and price 

freejora, and as sussing one collectivistic attitude after 

another. he accused the socialists of playing into tne 

hands of cartels and other economic .nonsters with no respect 

for the consumer. To Lrharcl, only tne uiarket economy would 

60 
•give fair distribution of fcae social product. 

Eraard drove hort«e the point that a nation's standard 

6 ̂  

of living depended upon ity economic performance. He 

probably did this because the standard of living was very 

low in Germany at the tiaie. drhard asserted his desire to 

raise tne standard of living to get the people to accept 

his systers. 

^Erhard, The Economics of Success, pp. 9-10. 

^Ibic. , pp. 11-15. ®̂ I.diri, , p. 12. 



On April 21, 1948, after being appointed Director 

of the Regional 'Economic Administration, Erhard delivered 

a speech to the legion?;! Sconontic Council in Frankfurt, 

It was base'I upon his concept of economic freedom and. 

responsibility. He expressed a desire for the cooperation 

of all people to aid in the rebuilding of Germany. He 

stressed the need for a balanced growth approach for Germany, 

In this,, he proposed snore aid to smaller industries and free-

dom for the larger industries. l.e expressed his desire for 

a completed currency reform which would consider economic 

and social conditions. And be also pointed out that any 

reform would require sacrifice by the people, and they 

should he ready to iaake that sacrifice."''' 

He expressed the opinion that an equalization of bur-

dens would help to bring about a fair distribution of an 

increasing social product, he further stressed the idea 

that a shortage of resources would necessitate the growing 

cf small firais along with the large firms, and this would 

bring about more individuallisai. hrharc made it known that 

after the currency reform, he would detest any reduction 

of business inventories or any business hoarding in attempts 

to achieve unwarranted security. This, of course, happened. 

It was his stated belief that a system that did not provide 

the individual wi th the riqfat -co select his own profession 

62Ibid.f pp. 21-32. 
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and purchasing patterns was aaainst the basic right of 

humans. ISrhard also wade it known that he regarded any 

abolition of controls iimiediately after the currency 

f **| 

reform as impractical, lie did this, however. 

Exhard further pointed out the necessity of the 

Germans to use the Î ars/ia.l 1 Plan aid in coordination with 

tiie monetary refox®, iie felt this could help break Ger-

many cut of its low-level trap if properly used. lie also 

stressed the importance of building Germany's export trade 

on a sound basis. Erhard felt inudstry must be made to 

work at home as it is to be expected to work in the 
64 

torexcrn markets , 

Throughout Erhard's writings and speeches, one can 

sense the air of paternalist and dogmatism which is 

characteristic of him. It seems as though tie was sure 

he was offering the people a yood system to replace a 

bad system. Marx had done this a century earlier and 

people had accepted, much to their dismay. The Gernans 

accepted Brhard's offer, but it seems to be m c h more 

efficient than aarx's. In fact, it is a stronghold in 

modern Europe today aqainst the Marxian ideology. 

Geoitauy became a Federal Republic on -May 22, 1949, 

under the Basic Law, Under this, there were created the 
63Ibid.r po. 32-40. 

64Ibid., pp. 4.0-44. 
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states Bavaria, Baden r Bremen, iiatt:burc f .Hesse, Lower 

Saxony, North Rhine-Westphalia, Rhineland-Palatinate, 

SchXeswig-Bolstein, '/mrteir.burg*-Bacieii, and Warteiaburg-

Hohanzollern. Unclear this,. Berlin was to also become a 

state,, bat this was suspended by Allied action. However,. 

Berlin is united with the Federal Republic in regards to 

the tax and monetary systems ana most federal legislation.®^ 

Th«s above states within the auspices of the Federal Repub-

lic are tile major concern of this thesis. 

65 
For a complete review of the Basic Law, see John P. 

Golay, The Founding of the Federal Republic of Germany 
(Chicagoj 1958), PP* 217-2 6 F." ~~ ' " 



CHAPTER IV 

THE CURRENCY REFORM 

Inflation After Reform 

Ironically, the first and most important step in 

West Germany's comeback and adoption of a free market 

economy was imposed by an authoritarian regime. This 

was the famous currency reform of June 24, 1948. Under 

this reform, the old reicnsmarks were converted into 

deutsciunarks at a rate of 10:1. After ninety percent 

of an individual's original amount of currency had been 

cut away through the exchange, half of the new amount 

was placed at the owner's immediate-. disposal. The 

other half was split, one-fifth beinc freely available 

later and one-tenth set aside for investment purposes 

in a blocked account. The other seven-tenths was com-

pletely cancelled out when it became apparent that its 

release would cause too much liquidity and endanger the 

reform. ̂  As far as social justice goes, this was a 

cruel step, especially for the lower income families. 

This had. the effect of completely wiping out savings 

for some families, as this scaling down applied to savings 

deposits as well as demand and tine deposits. 

*Henry C. Wallich, .nai.jjs* -rin^s of t,ie German Re-
vival (New Haven, 1955) ,"p." €9. ~~ ~~ 
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This actually amounted to an over-all conversion 

rate of 100: t». 5. In lieu of this, people lost their 

liquidity and could not meet their debts. Therefore, 

to coincide with tnis scaling down, debts were devalued 

7 

at a rate of 10:1. This amounted to almost virtual 

debt elimination. To restore bank liquidity lost by the 

reform, banks were given reserves equal to fifteen percent 

of demand deposits and 7.5 percent of time arid savings 

3 

deposits. 

Actually, the Germans had little to say about the 

measures being administered, but it was Erharcl who took 

the initiative and reasoned that a sound currency was 
4 

essential to German recovery. 

The reform wiped out an estimated 135 billion RM 

in circulation {including bank deposits) and created 

12.6 million DM. By April 30, 1949, credit expansion 
5 

had enlarged this to 13.2 million DM. 

Currency reforms recently established in other 

countries gave Germany ample sources of information to 

help it work out its reform problems. Belgium had its 

currency reform in 1944. The Netherlands, Norway, and 
2Ibid., p. 69. 3Ibid., p. 70. 
4Ludwig Brharct, The Economics of Success, translated 

by J. A. A.renqo~Jcnes and D. J. S. Thomson (London, 1963), 
pp. 27-44. 

^Walter holler, "Tax .?,«•. monetary Rc-Xorm in Occupied 
Germany," National Ta:- -Vrsv.i.il, II (June 1949), 216. 
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Denmark had initiated a reform in 1945. In 1946, France 

had tried to do something about her currency stability.s 

TABLE III 

VOLUME OF MONEY IN WEST GERMAMY 
(Millions of DM) 

APRIL 30, 1949 

Volume ! Distribution of 
Initial Allotments 

Volume 
of Money 

1. By Source 
A. Initial Allotments 6,690 

Individuals 2,780 
Business 470 
German Government, : 

including R. E. and 
Postal System ; 2,670 

Military Government 770 
B. Reichsmark Conversion 5,910 
C« Credit Creation 6,560 

Total ! 
1 
! | 19,160 

2. By Type j 
DM notes in Circulation j ! 6,330 
Bank deposits j 12,830 

SOURCE; Walter Heller, "Tax and Monetary Reform in 
Occupied Germany," National Tax Journal, II {June, 1949), 216, 

The conversion of reichsmarks into deutschmarks occur-

red over a period of time, and the last conversion claims 

dragged out until the end of 1949. However, the hulk of 

the creation of new money occurred up to September of 1948. 

Reichstnarks presented for conversion would be converted only 

Vor a good discussion of the French currency reform, 
see Mario Einaudi, Maurice Bye,and Ernesto Rossi, Nation-
alization in France and Italy (New York, 1955). * 
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if it could be shown that the fluids had not originated 

in the black raarket. Many authorities feel a large num-

ber of RM were not con vert eel because of this. The DM 

was passed into the economy in two ways. The first 

was by legal creation of money by the state according 

to the currency laws. The second was by bank money 

creation, h total of 122.4 billion 1114 were presented 

for conversion. This amount consisted of 12,6 billion 

RM in paper money and 109.8 billion Rl«i in deposits.'' In 

addition to legal creation of money, credit creation by 

banks rapidly increased. 

In the days immediately following the currency re-

form, changes in economic policy also took place. Many 

of the controls that had existed were abolished. Price 

controls were lifted except for certain basic commodities. 

These two steps, currency reform and abolition of con™ 

trols, were necessary for movement to Brhard's free market 

economy. Movement towards the free market economy contin-

ued until the upsurge of the Korean War necessitated certain 

controls to offset the disequilibrium in the world market. 

Ludwiq Erhard felt the currency reform necessary as 

well as an equally resolute economic reform. This economic 

reform was to loosen state controls in the economy all the 

way from the producer to the consume! . Erharc expressed 

7 
'Heller, p. 218. 
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the view that he took the only possible path and abol-

ished dozens of price regulations on the day following 

the currency reform. In Erhard's own words, he stated: 

It isn't* as if we had any choice. What 
we had to do in this situation was loosen the 
shackles. We had to be prepared to restore 
basic aioral principles and to start with a 
purqe of the economy of our society.^ 

The deutschntarks granted the commercial banks under 

the currency reform actually exceeded their reserve re-

quirements by fifty percent. This automatically gave 

them excess liquidity with no indebtedness to the Land 

Central Banks. This was a highly inflationary situation 

which would allow the bank to expand credit costlessly 

up to fifty percent, and then *-vr.y could begin to incur 

further liquidity by turning to the central banks. This 
O 

they did not hesitate to do.' 

By December of 1948, commercial banks were indebted 

to the central banking system by DM 113 million more than 
10 

they held in reserve accounts. ' The money supply had 

increased by DM 4.5 billion, and this was further aggravated 

by the fact that many state and municipal governments were 
11 

running a deficit." 
^Ludwig Erhard, Prosperity Through Competition, trans-

lated by Edith Temple~Roberti~"an<T JoKrT"8 * "Wood (London, 
1958) , p. 14. 

9 
'Robert turner, tkV?est German .Monetary Policy," Journal 

of Political Economy, LXHI (February, 1955) ,55. " 

^°Ibid., p. 36. 
-8 

x Erhard, P roc peri tj? Through Co:r-petition, p. 74. 
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This large increase in the volume of money caused 

demand to rise distinctly over supply which, in turn, led 

to risxaq prices. Current incomes flower! into consump-

tion with little consideration for savings, In light of 

this, the index of wholesale prices rose from ninety-one 

in June of 1948, to 104 by December 1948, (1949=100), and 

production rose by fifty percent.*2 Lrhard haa felt that 

prices would drop inciteciiately after the reform. In lieu 

of this, the German people began to discredit the new 

currency. Eigh prices, however, were quite helpful as 

much of the large profits were channeled back into business 

investments and capacity was enlarged in many cases. 

Controls Enacted 

To combat this inflation, monetary authorities took 

restrictive actions. They declared acceptances unaccept-

able for discount unless they were based on finance of 

foreign trade or the production of goods ordered, fay public 

authorities. Also, the minimuiri reserve requirement was 

raised fror ten percent to fifteen percent. ^ 

E'rhard warned the people that such situations could 

only lead, hack to state control and bureaucratic inter-

ference. He assured the people the stability o; the 

currency would never be threatened as long as there was 

Ibic. , p. 18 , 
1 x "Eiixme r, p. 56. 
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a balance between production and purchasing power com-

bined with proper monetary and fiscal policies. He 

explained that it was only a matter of time for these 

adjustments to take place, and when tiiay did, prices would 

begin to drop. He urged the people to shop around" and 

to defer their purchases if they could make them cheaper 

tomorrow. This, he said, would probably drive out the 

inefficient firms, but this was a necessary step for a 

free market economy. He urged the people to save what 

they did not consume and to be thrifty in their buying. 4 

This urging to save was probably done in light of the 

investment needs of the economy. 

Actually, inflation had been further aided by res-

toration of the credit facilities in August of 1948. 

But Erhard contends that this restoration was essential 

15 

even though it caused aa inflationary situation. " 

On the whole, these reforms were too late if anything. 

Also, minimum reserves did not prove effective because of 

the high liquidity of commercial banks and the banking 

system did not have marketable securities with which to 

meet the situation. Criticism in this area could be that 

the bankinq system did not fully utilize the tools avail-

able to them, namely, the reserve requirement and the 

•*-*2rhard, Prosperity Through Competition, pp. 47-52. 

Ibid., p. 20. 
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discount rates. These could haw? been raised higher than 

they were, and the discount rate was not used. 

Another problem here is that .aany small German manu-

facturers were using bank credit to rebuild their plants, 

and any restrictive measure by the banking system could 

have been detrimental in this area. Given an elastic 

demand for short term capital,- higher interest, rates 

would have reduced, the volume of short terra credit and, 

hence, impeded the building of productive processes. 

Eiamer offers the opinion that the Germans were 

unfamiliar with this type of banking system and could. 

1 ft 

not utilize it fully. This seems to be a reasonable 

argument and could be a partial explanation in the fail-

ure to fully utilize the old classical controls. 

In Germany, at this tirae, there were three layers 

of banks. At the top was the Bank deutscher Lander with 

Stats Central Banks in each state. The State Central 

Banks had branch banks in each larger town. The State 

Central banks actually performed no function the Bank 

deutscher Lander could not perform, but the creation of 

these banks provided insurance, so to speak, against the 

formation of a monopoly in the banking area such as ex-

isted under the old Reichsbank. Yet, the creation of the 

Bank deutscher Lander seems to be evidence that centrali-

zation was not avoided. 

^Eraraer, pp. 62-69. 



A board of uirceto„"s coiaposec of presidents c-.f 

State Central banks .*n«l r. president of the board deter-

mines the bankino policy iniiej/encor.t of the German 

1 *7 

yovernraent.A This if; contrary tc both Erharct's wonts 

and nec~liboral 1} t -> ™|L jl * 3fBf as they fefsl that, the central 

bank sboulc; be state controlled. In this, JSrhard aid not 

have his wisnes. However, by working closely with bank-

ing officials, rrharn1 was able tc gain considerable 

influence. This was especially important in combating 

inflation. The success in fighting inflation in Germany 

could be attributed tc th#» fact that such measures are 

basic nee-liberal as well ao German policies. 

The basic monetary principles of the neo-liberals 

are a stable currency and 'rea convertibility. It is 

certain that the ncc-liberals were ready to make whatever 

changes? were necessary in irouetnry policy to meet new 

situations. The econor.-y was at such a low stage of 

development anc the economic problems were so numerous 

that the nee-liberals probably £cra±<? it necessary to 

classify their goals in order of emergency. It would be 

safe to state that a few neo-*libcral ideas were incorporated, 

in the monetary roalitt but only cut of sheer coincidence. 
1 7 

. H. Roskarap, ".Sconomic Growth; Capital Formation 
and Public Policy in West Germany, 1948-57," unpublished 
doctoral dissertation. School r>* ?:cono»nics, V7i scons in 
University, Maoison, Wisconsin, 19E-1, p. 199. 



Actually fi*onetary policy came uncier close supervision of 

the Allies. The creation of the banking system was due 

to Allied initiative,, and no credit is due to Brhard or 

any German government party. In 1957, the Batik 

Sentseher Larmier became known as the Bundesbank, but the 

1 8 

same federal set-up was iiaintainoc." 

The: currency reform was hindered by other problems. 

Among these was the problem of the equalization of the 

burden of war losses and the problem of capital formation. 

There was approximately DM 160 billion in claims against 

the new currency for equalization of war debt. If com-

pensation for war losses was too hign, it would hinder-

capital formation so necessary for Oernian recovery. If 

compensation was toe lo*#, it. wcvld hirvier the many in-

dividuals who suffered vfar loss or loss in the currency 

reform. The general path followed here was one which gave 

a strong incentive to entrepreneurial activity which would 

help increase production to cope with a rising supply of 
19 money. 

Return to ftormalov 

By 1950, changes in the price structure «a<3 taicen 

place. Retail prices fell 10.6 percent below the level 

of the first six months of 1949. Probably one of the 

ibWallich, p. 316„ 

1 9 
Foskarnp, p. 54. 
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major factors in arresting the inflation was a wage freeze. 

A wage freeze is strongly contrary to the neo-liberal 

20 

ideas, but it. seemed appropriate at the time. * Had wages 

been left to the forces of the market, Erhard's economic 

theory might well have been abandoned. This wage freeze 

occurred in the face of rising unemployment. 

When the inflationary pressures had been arretted, 

monetary authorities continued to follow a conservative 

money policy. Actually, this was by dictates of the 

Allied Banking Commission. The Central Bank announced 

it would support public programs to relieve the unemploy-

ment only when required to do so. This attitude fell in 

line with neo-liberal theory. The monetary authorities 

made it known they felt their prime objective was mone-

tary stability, and they continued on this course. They 

felt that any aid they might grant would only lead to more 
7 1 

inflationary pressures. 

Tax Reform 0 

In the same period of the currency reform, the high 

taxes levied by the Allied Control Council in 1946 were 

reduced sharply. These were not reduced as much as Erhard 

had desired,, but he pushed for future plans to remove most 

of the price and other economic controls. The tax reform 

20 
Erhardf Prosperity Through Competition, p. 21. 

71 
Poskauip, p. 56, 
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was issued by the Military Governments and covered almost 

•V 

all areas of taxation. Some of the roost drastic changes 

were reductions of the personal income tax by fifty per-

cent? tobacco tax, sixty percent; property tax, sixty 

percent; and inheritance tax, forty percent. There were 
7'? 

also re forms In the corporate area. 
The occupational authorities did agree to exclude 

23 

from taxation income saved and invested. This con-

cession played a vital part in the formation of capital 

and financing of the recovery. A detailed discussion of 

capital formation will oe given later. 

German tax laws present an interesting study. They 

are so arranged as to aiu in accomplishing specific eco-

nomic and social needs and work on the basis that tax 

concessions are more efficient than subsidies. Under the 

German system, tax .reductions are granted according to 

type of business or person rather than by rates. These 

specific reductions are, undoubtedly, a great help in 

aiding sectors and persons which need help most. 

Any further discussion of taxes in Germany is un-

warranted by lack o£ full knowledge of the German tax 

laws. It is said that the average German does not under-

stand them, and special study groups are set up to aid him. 

22Iieller, p. 219. 

^Wallich, p. 70. 
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Adoption of a More Liberal Credit Policy 

Industrial production reacted quickly to the reform. 

In six months, total production had increased, fifty per-

cent. This trend did not carry into the 19501s, however, 

because of problems involved in raw material supply and 

finished product distribution in lieu of the new level 

of production.^ 

TABLE XV 

INDEX OF TOTAL INDUSTRIAL PRODUCTION 
(1936 « 100) 

Year Index 

2nd quart 1948 . . * . . . 52.1 
4th quart 1948 . . . . . . . . . . . . . 75.4 

1949 99,7 
1950 121.7 
1951 .134.3 
1952 . . . . . . . . . .145.3 

SOURCE; Ludwig Erhard, Prosperity Through Compe-
tition,, translated by Edith Tempfe Robe r t sT and "John B. 
Wood "TLondon, 1958), pp. 26-48. 

In the period of 1949 to 1950, the boom leveled 

off and was later given impetus by the Korean War in 

1950. By comparing the increase in national income to 

the increases in industrial production, it can be seen 

that the industrial sector advanced more rapidly than 

did the national income. Thus, it could be concluded 

that there were not all-around increases in national 

•^Erhard, Prosperity Through Competition, p. 26. 
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output and that the recovery was an unbalanced one with 

industrial output leading the way. JBrharfi had stressed 

the necessity for a balanced recovery, but actually stress 

was put upon the heavy industries. 

TABLE V 

GROSS NATIONAL INCOME 1936-1955 
(Im 1936 prices expressed as billions of DM) 

Year ONI 

1936 47.9 
1949 47.1 
1950 54.8 
1951 62.7 
1952 66.7 
1953 . 71.6 
1954 . . . . . . . . . . . . . . . . . . 77.5 
1955 85.8 

SOURCE; Ludwig Erhard, Prosperity Through Compe-
tition, translated by Edith Temple Roberts~~and~John B. 
Wood (London, 1958), p. 3. 

Communications and transportation began to show 

signs of recovery after the reform. The food supply 

also increased, which caused output per worker to rise 

in the area of transportation, which resulted in a de-

crease of people employed.^5 

In early 1946, under Allied policy, Germany was 

forbidden to have sea-going vessels. However, these 

^office of the U. S. High Commissioner, Report on 
Germany, September 21, 1949 - July 31, 1952 (Washington, 
d7~C ."T"i9'52) 7"~p. ""*36 7 ~ ' 



restrictions were progressively removed and, as a result, 

the government invested heavily in this area and offered 

tax incentives to private people and business firms to do 

so. This resulted in a sharp Increase of about 400,000 

tons per year in shipping. 

Housing increased little by 1949. In 1950, the Fed-

eral Government took steps to appropriate funds to this 

area, and by 1950 and 1951, 350,000 dwelling units per 

27 

year were being built. 

In the area of agriculture, output rose more slowly 

than in industry. However, low fixed prices were detri-

mental to production. This was done by the Allies in an 

effort to control agricultural imports so as to minimize 

German foreign trade. Grain prices were not raised to 
2 ft 

parity with world prices until 1951. 

In the field of employment, the reform had an adverse 

effect. Money wage<j made it possible for workers to buy 

food which they had been forced to search for In earlier 

periods. Relieved of the necessity to spend normal work-

ing hours looking for food, most workers went to their 

jobs, thus glutting tue labor force with more workers 

than needed. The result was that many lost their jobs. 
26Ibid., P. 36. 

27Ibid., p. 36. 

28T. . , Ibid., P- 36. 
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Also, before the reform, many firms had engaged in over-

hirinq to combat absenteeism resulting fro:® people 

searching for food. The individual worker's plight was 

further aggravated by rising prices and a frozen wage 

level which resulted in a loss In real inco;ne for work-

9Q , 

ers.*"*' Irritated vitJi this situation, the unions announced 

a strike, toy strike at this time; woula have l«d to eco-

nomic chaos. Erhard combated. this Tsov&mnt with the 

following statement,' 
It would be a crave mis tales to try to combat 

present excessive rises in prices by the absolute 
r:othods of state control, that is to say going 
back to a system of enforced prices. Experience 
in the recent years proves that such actions 
would immediately bring back all the undesir-
able manifestations which have been successfully 
banished by allowing prices to find their own 
level. Goods and commodities would disappear 
from the market and the black market would spring 
up once more, barter dealings would again be 
commonplace, and the payments of wages in kind 
and inducements of on*1 sort or another would have 
to be resorted to. The net result would be the 
collapse of all that has been achieved by the new 
economic policy, and the currency would be grave-
ly endangered.30 

In light of this statement by Erhard, the German labor 

unions announced there would be no strike and that they 

would continue to be subject to restraints in the realm of 

wages. This is, of course, allowing the price of commodities 

to be formed freely while the price of labor is held in 

-^Ioid., p. 36. 

30 
""Erhard, The Economics ot success, p. 54, 



restraint, Under free narkot theory, both the price of 

labor and commodities snould be df:t«*r»it*e3 by the inter-

action of supply and de;var>d along x-/itl>. the consideration 

social justice. 

On the whole, labor .-HO 1<e & rsajor contribution to the 

st-aisility of the currency \>y practicing restraint. Had 

labor pusher3 to keep wares in line with pricos, all of 

Erhard's policies might have had to be abandoned in order 

to stop an inflationary spiral. 

The restraint of la! or in keeping wages low made it 

possible for a large aiaount of self~financing }>y business 

firms which was necessary, ;3uo to lack of capital. It 

also helped to keep the price of exports down which in-

creased Germany's competitive position in the world 

xf«arfcats. 

Br hard told the German people that as production ex-

panded , prices would decrease and that consumers could aid 

in decreasing prices by searching for the correct seller 

3.1 
before they purchased. 

Credit Ease 

By the end of March 1949, the directors of the Bank 

deutscher Lander were convinced that the inflationary 

pressures were on the decrease due to their previous 

"> 1 

-,xIbid. , pp. 62~fi3. 
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restrictive money policies and the restraint practiced 

by labor. In lieu of this, it l.vvsr UJ "eaovt: its re-

ntrictiva credit noe.sure1"?. B-ink.*? r<'ere from 

their obligations ami reserve requirements vei>"'• low&red. 

Increases in production at the time were also having a 

•1q.f lat-' onary <*- f *<ict. 

With the new liberalized credit, banks an<5 the public 

tcoJt advantage of the situation. From the end of March, 

1949, to the enc' o* June* 1950, short term credit volume 

rose from DM 4,234.9 million to d;i 10,594.4 million. In 

spite of this , prices b-sgan to fall as Erhar«3 nail, pre-

dicted would happen i.-mecl lately after the reform. In a 

period of ft fteen mont,,'*, the in-f.cx of industrial produc-

tion fell eleven points ami the cost of living index fell 

six teen points to 151 whore it had stood on the eve of the 

r 32 
currency re for: '.. 

By September of 1.949, due to conditions in its balance 

of payments, Germany was forced to consider devaluation of 

the mark, Britain had ie-valued her currency and other 

European nations Itao followed leaving Germany at a dis-

advantage , causing * deficit in tko balance of payments 

despite a rise in exports. On fepterrber 29, 1949, Germany 

devalued tne D'?I by 20.6 percent. 

*̂ Êirotner, p. 59. 

J3Ibid., p. 59. 
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The level of production continued to fall until early 

1950, resulting in unemployment. The Bank oeutscher Lander-

was faced with a dilemma in that if she loosened credit to 

fight unemployment, she might also cause a price rise which 

would further aggravate the imbalance of payments. 

Erharri felt that existing productive capacities were 

not faein. utilized and a freer credit policy was needed 

to increase production. In his view, the increased pro-

duction woui .ave a downward pressure on prices and this 

would alleviate the problems in the imbalance of payments. 

These ideas were firmly opposed by the Allies as Srhard 

was placing his emphasis on a stable currency more so than 

34 

alleviating the unemployment situation. 

Fortunately, this situation was corrected by a favor-

able turn in the balance of payments in the second quarter 

of 1950. This was a result of an increase in exports, due 

to the 20.6 percent devaluation of," the mark. Increasing 

exports resulted in increasing employment in the export 

industries. Employment in the export industries climbed 

fro® 425,000 in December,. 1949, to approximately 600,000 

in June of 1950. By June, 1950, the index of industrial 

production reached and employment had reached 

13,845,000, a postwar i- art xa ooth instances.^ 

14 ^Erhard, Prosperity Through Competition, pp. 32-33 
35 
"Eianer, p. 60. 
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From tiie reform to 1950 is usually considered a period 

of low wages and high profits. The high profits along with 

low wages was essential in order to attract investment. 

Labor productivity, however, was generally low in this period 

due to damaged machinery and structural unemployment. Even 

after the wage freeze wa?i lifted, wages remained low, as 

labor was an abundant factor due to a large Influx of refu-

gees. At the outbreak of tne Korean War, prices were falling 

and wages were rising as production expanded. This was some-

thing tne Germans had not experienced since the end of World 

War II. 

Korean War Boom and Return 
to a Restrictive Policy 

The Korean conflict was a major interruption in tne 

downward movement of prices. The outbreak of war led 

German people to believe there could be a shortage of goods 

a» they had so often seen in the past. This led to a drive 

to hoard by businessmen and con & u,p.e r. s. A result of such 

hoarding was a fall in savings which is evidence the German 

people desired to hold goods instead of money. At the same 

time, fiscal policy was enacted, which added to liquidity. 

In April 1SS0, the Federal Republic reduced its rates of 

the assessed incense anc wage taxes by seventeen points to 

twenty-five percent. inis plus the fact that the states 

did not reduce their expenditures adaed increasingly to 
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the voluioe of money. For a while, production rose, which 

helped, to effect an increase in money. "*** 

In the face of this, monetary authorities followed a 

generally restrictive money policy. After watching the 

activity for four months, they quickly initiated three 

restrictive measures to con±>at the inflation. These actions 

consisted in raising the reserve requireraents, raising the 

rediscount rates, and banks wera asked to reduce their 

17 

acceptances and bills of exchange. In this came period, 

Germany had used all of her available credit in the Euro-

pean Payments Union."*® 

The Korean War had enhanced the Oormea export market 

and her exports increased considerably» This added to the 

high domestic demand, touched off another inflationary 

spiral. Actually, the ai>ove restrictions did not achieve 

their ends# as prices pushed upwards and the Germans con-

tinued their rush to buy goods. The entry of the Chinese 

into the war marked the final rush of Germans to purchase 

goods at a high rate.^ 

^^Ipid., p. 60. 

37Ibid., p. 61. 

C 
The European Payments Union was an organization com-

posed of the U. S. and seventeen European nations. Its 
purpose was to provide a clearing agency for the trade bal-
ance of the European members, to stimulate multilateral 
trade and discourage bilateralism. Operations were, suspended 
in 1958. 

n C 

•'Liiieser, p. 62. 



After November 1950, the upward push of industrial 

production ceasaci an«3 by February of 1951 nad .fallen 

7,5 points, This was due principally to shortages in 

coal/ iron, steel and electricity and Cermny's position 

vdtii the European Payments Union. Inflationary pressures 

continued to push prices award, :ih« continuing upward 

trend of prices of raw rc&fcorials on the material market 

and & continuing boom in demand at home and abroad all 

contributed towards increasing the demands for imports 

to such an extent that by 1951, Germany's balance of 

payments position hat" deteriorated rapidly. This position 

was likely to continue as Germany had liberalized*® sixty 

percent of her tariffs of her imports from, other countries 

in the Organization for £wropean Economic Cooperation. 

Germany's only solution was to abandon the degree of tariff 

liberalization she had achieved and apply to the EPU for 

41 

special credit. This was -none in February of 1951. 

It can be noted in "able VI fcaat exports rose during 

the 1950*s, but private domestic inves-u .nt rose at a 

lower rate. Therefore# it is apparent th-:>, the increase 

in exports was at the expense of a decrease in goods avail-

able for domestic consumption. Also, as the number of 

people employed increased after 1949, an upward pressure on 

wage»s was exerted. 

* Liberalization is used to denote an entire absence of 
import tariffs on the specified percentage (60 percent) of the 
entire quantity of goods imported by Germany from various 
other countries. 

*ramer, p. <>2. 
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TABLE VI 

INDEX OF GROWTH OF THE v?EST G.SRHAH 1'COMOMY 1948 TO 1957 
(Current ?.ri ces) 

Years G.N.P. 

1936 

1933 

1948 

1949 

1950 

1951 

1952 

1953 

1354 

1955 

1956 

1957 

48.4 

59. B 

i-T . a 

80. 6 

100 

123.7 

134.6 

144.1 

156.2 

178.2 

196.5 

212.2 

J .. 

Per 
Capita 
V . / a m ir* o 

57.5 

72.1 

I). A. 

76.3 

100 

122.4 

132.3 

140.3 

150.4 

169.8 

185,0 

1S7.2 

Gross 
Private 
Domestic 
Invebt. 

H.A. 

N.A. 

N.A. 

77 

100 

123-9 

137.8 

138.7 

152.7 

203.2 

211.3 

226.6 

Indus. 
Production 

90.2 

W .A. 

56,0 

79.5 

100 

118 

126 

139 

155 

178 

198 

203 

SOURCEs K. ft. Roskainp, "Econoeiic Growth, Capital 
Formation and Public Policy in West Germany, 1948-1857,*' 
unpublished doctoral dissertation. School of Economics, 
Wisconsin University, Madison, Wisconsin, 1961, p. 63. 



E x p o r t s 

i* .A. 

ft»A. 

13. h. 

4 9 . 5 

100.0 

1 7 4 . 4 

2 0 2 . 3 

2 2 1 . 7 

2 6 3 . 5 

3 0 7 . 7 

3 6 9 . 1 

4 3 0 . 3 

iVl/ UjsIJ VI C o n t i n u c u 

I m p o r t s 

N.A. 

14. A. 

N . A . 

6 9 , 0 

100.0 

1 2 3 . 6 

1 4 2 . 5 

1 4 0 . S 

1 7 0 . 0 

2 1 5 . 2 

2 4 9 . 9 

2 7 8 . 8 

Waaas 

62 .1 

8 4 . 4 

3 3 . 7 

100.0 

1 1 5 . 3 

1 2 4 . 0 

128.7 

1 3 3 . 4 

1 4 2 . 5 

1 5 5 . 1 

. A • 

:.lJ * A . 

P o p u l a t i o n 

8 2. s 

8 3 . 0 

9 6 . 6 

9 8 . 4 

100.0 

101.2 

102.0 

1 0 3 . 1 

1 0 4 . 2 

1 0 5 . 3 

1 0 6 . 9 

1 0 8 . 4 

Rmoloyed 

i-5. A. 

. A. 

9 4 . 1 

95.1 

100.0 

1 0 4 . 1 

108.1 

112.2 

1 1 7 . 7 

1 2 4 . 5 

1 3 0 . 1 

1 3 2 . 3 
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Extension of Administrative Credit Controls 

In light of the fact to® tools of the monetary author-

ities were not effective, the board of directors decided 

upon direct controls in February of 1951. In a public 

speech, lirharti stated; 

This does not mean to say that it is the 
air,» of German economic policy to seek a solution 
by restrictive measures, although we are bound 
at present to insure that we <io not incur more 
payment obligations than we can meet out of the 
foreign exchange we earn by our exports. This 
is scarcely the course we should have adopted, 
ixau we been free to choose, in order to get 
out of the present inspasse. Every liaiitation 
aad every restriction on the import side is, 
on the contrary, an ernerc-ency measure and can 
never, as I see it, be '.-erf than a temporary 
expedient. All our efforts mist be bent on 
building up exports so as to re-cover greater 
freedom of action in reg&r- s to imports. We 
shall therefore take active tiwssures to promote 
exports, for instance, by refunding turnover 
tax and by allowances on income tax and corpor-
ation tax.^2 

Actually, EtJiaro. arid others felt it could have been 

possible to stay with liberalization and to weather the 

storm. However, Erharcl felt that social policy would 

aictate the adoption of restrictive policies because 

of the fact tli-it Gerpiany had to think about the hard-

ships its refugees adght endure if liberalization was 

4 5 

ac&erec io**^ ^qain# this was a clear abandonment of 

toe free market principles in order- to correct an unfavor-

able situation in the market place. 

4 ? 

' Srharcs, Tnc t'conoipios of Success, pp. 87-88. 

43Ibid., ,o. 35, 
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Whether the free market principles would have worked 

in this case if left to seeJc their end is an unanswered 

question. The fact remains that they were abandoned and 

controls enacted. 

At the end of February 1951, monetary authorities 

requested commercial banks to reduce their outstanding 

short term credit to business and private borrowers to 

DM 1,000 million less than it had been on January 31, 1951. 

44 

Banks were given three months to accomplish this, ' This 

reduction was allocated among the eleven State banks. 

Another step was the "quiding principles" which were 

more of an indirect control. These were a set of minimum 

or maximum values for the banks to follow in their four 

operating ratios.4,5 

Under Germany's banking !-ot~up, the Bank deutscher 

Lander had no power to order member banks to follow the 

"guiding principles" nor reduce their credit. This was 

solved with a powerful threat by the Bank deutscher 

Lander that if a State bank did not follow suit it would 

be excommunicated, so to speak, Prom t.-Ki sacking system. 

This, of course, gave the Bank deutscher Lander a powerful 

central weapon at a time when Erhard was fighting to avoid 

any form of centralism. 
44 
Robert Eisner, 'West German Monetary Policy," Journal 

of Political Economy, LXIIT (February, 1955), 62. ~ 
45Ibid.f p. 62,

 46Ibid., p. 63. 
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It is apparent that the old classical methods had 

not been fully utilized, (i.e., reserv- ^qui reiuents 

could .have been further raised) and tnis c -.i argu-

ment against the board for its actions. However, the 

Doard felt that only direct controls wo v.": '1 give it the 

41 

selective control of credit it neetod. 

By March, 1951, short term credit had dropped by 

DM 589.9 million, and April witnessed a drop of DM 

382.6 million. In June, both prices and the industrial 

price index began to fall and level off for the first 

time since the Korean War. Geruus-*ty's br-lance of payments 

position with the KPU had improved and she was left with 

a DM eleven million surplus. By 1951, this surplus had 
48 

reached DM 173 million. This could be attributed to 

control of imports and a high rate of exports after 

liberalization had been suspended. 

There is no doubt that the Korean crises had an 

upsetting effect upon the German economy. Host writers 

feel that it was this war which pulled Germany into 

another upward surge. Erhard expresses the opinion that 

the Korean crises was not needed to aid the recovery of 

the German econoray and that, furthermore, it actually 

brought difficulty to German economic policy. The war 
47Ibid., p. 63. 

48 , , , . 
, p. 64. 



did break a favorable t road i.i jonsvtsvsr consumption and 

did cause bottlenecks because ao5 - .• i news tries such as coal 

49 

and steel could not raeet the increased demands. 

However, to write the Korean war off as a hindrance 

to German recovery1 would be sheer folly. Germany greatly 

increased her exports ana gained a surplus in her balance 

of payments. Also, her economy had been forced to expand 

to raeet increased deraand and this should have proved quite 

helpful. It clid cause troubles in the realu? of economic 

policy, especially for Erhard, but as the Loom began to 

recoil, Germany stood as an economically stronger nation. 

During this period, Erhard had actually been asked 

to freeze prices or resign by toauy of his opponents. He 

answered that he would neither freeze prices nor resign. 

He answered the charges against his market economy in 

this manner-, 
In any reckoning of failures the market 

economy is always debited with just those sins 
that belong to the account of planning and state 
control, the remains of which the market economy 
has so far been forced to carry with it. The 
bottlenecks in the basic industries are discussed, 
but there is silence about the fact that it is in 
these sectors that bureaucracy nim celebrated its 
triumphs. It is there that the function of the 
market, particularly the free adjustment of prices, 
has been completely eliminate.:!. 5* 

By June of 1951, the boom was over and Germany had 

much to show for it. She had doubled her exports with 

49Erhard, Prosperity Through. Competition, p. 36. 

'^Ibin. , /•» 
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only siaall increases in prices and wages, ^ By early 

1932, Germany was again able to return tc liberalization. 

94 

Return tc Stability 

By mid 1951, Germany had begun to show signs of 

recovery from the Korean boom. Production and employ-

ment continued upward, as well as did incomes. Prices 

fluctuated some but remained relatively steady. From 

June of 1952 to June of 1957, the cost of living index 

rose by only five points in Germany. In those same 

months, it rose twenty-three points in Great Britain and 

eleven points in the United States, 32 

TABLE VII 

PRODUCTION, EMPLOYMENT AND 15COKES III WES? GERMANY 
(1950—1958) 
(1950 = 100} 

Year 

.1950 
1952 
1954 
1950 

Production 

100 
126 
155 
208 

Employment 

20,365 
21,300 
22 f395 
24,585 

Average Net 
Income 

305 
391 
448 
597 

SOURCE: Federal hinistry of Economics, Achievement 
in Figures, (V/eisbaden, 1963) , pp. 11-35. 

51, V7sll.ich, p. 94, 

"x̂ rhard, Prosperity Through. Competition, p. 21. 
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The fact tnac prico^ rose sluwcx than ciid average 

net income meant aa increase in real income i:or the 

German worker. Meanwhile,, credit restrictions were 

still enforced until the second quarter of 1952. From 

May, 1.952 to April, 1953, the board of directors of the 

Bank deutscher Lander loosened their restrictions some-

what, and from ;"iay, 1353, the boar-,' continued, to ease 

< 5 , 3 

credit controls. 

After the increased liquidity nac been granted, con-

sumer expenoiturea regained low. It was felt that people 

were unaware of future price trends. This also bothered 

the board, and they began staking preparations to combat 

inflation again. In 1952, the board lightened the "guiding 

principles" somewhat and began to relax its other infla-

tionary tools. After May c£ 1952 and early 1S53, reserve 
i 

requirements were lowered along with the rediscount rate 

in an effort to provide some inflationary expansion. This 

54 

was possible because of a favorable balance oi payments. 

dy 1954, production had doubled that of 1936. This 

trend continued to push upwards the remainder of the 1950's 

and even to trie present day. Between 1350 and 1954, almost 
!># |«» 

two million store people found job:;. J-> ,\n international 

i>3Em.aer, p. 65. 

3^Ibid., p. 68. 

55 
iirhard, Prosperity Through Competition, p. 51. 
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comparison of the Index of Industrial production from 

1950 -co 1960 showa the Federal. Republic maintaining a 

considerably higher rate of production than other com-

parable countries. 

TABLE VIII 

INTERNYTIONAL COMPARISON OF II1PEX OF 
INDUSTRIAL PRODUCTION 1950 TO I960 

(1950 » 100) 

Country Index 

Federal Republic 164% 
Italy. 146 
Austria 110 
France . . 104 
Netherlands. 79 
Norway 75 
Canada . 62 
United States . 46 
Sweden 46 
Belgium. . . . . . . . . . 40 
United Kingdom . . . . . . . . . . 39 

SOURCE: Federal Ministry of Economics, Achievement 
in Figures (Wiesbaden, 1963) , p. 40. * ' ~"~ 

After 1952, the rate of interest was dropped from 

five percent to three percent. However, a rising influx 

of foreign currencies due to large amounts of exports put 

an upward pressure on prices. Also, in 1954-1955 Germany 

reached her labor resource ceiling which put an upward 

pressure on wages resulting in an upward pressure on 

prices . (See Table VII.) Also, c'ue to increasing infla-

tion in the world market, it would be safe to assume that 
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Germany, by increasing hor imports, was adding to her 

own inflation. A large export surplus, importation of 

inflation, and a shortage of labor would have an effect 

upon the capital-market '.vhich was very undesirable. 

TABLE IX 

GliRMM'j FOTXEKai TRADE 1950 - 1958 
{In millions of CM) 

Year 

1950 
1953 
1956 
1957 
1958 

T 
_ L 

I 

I 
i 
! 
i 1 * 

Exports 

8,400 
IB,500 
30,900 
36,000 
37,000 

Imports 

11,400 
16,000 
28,000 
31,700 
31,100 

SOURCE; Federal Ministry of Economics, Achievement 
in FjLgures (Wiesbadan, 1963) , ryp. 62-63. 

This situation led tc the Central Bank adoption of 

restrictive policies. On May 1, 1952, the re-discount 

57 

rate was introduced with quotas based on net worth." 

However, it is not known to what degre*3 the re-discount 

rate has affected borrowing by banks. 

Also, in 1952, the Central Bank announced, for the 

first time, that it wculn buy Treasury bills of the 

56 Rookamp, p. 196. 

57 Ibid., pp. 225 2?t« 
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Federal Government and the bills of the Federal Railways. 

58 

These operations remained insignificant until 1955, 

The central bank actually plays a passive role in the 

open market operations. It sets the rates at which it 

is buying and selling but leaves the initiative up to 

the banks. The whole operation is carried out by one 

man answering the telephone and taking orders. 

The German open-market operations have not been too 

successful. It is almost impossible for an individual 

to own the securities offered as they are sold only in 

denominations of DM 10,000. Also, the interest rates 

on savings accounts are usually higher, which causes 
^ f 1 

people to save instead of buying securities. 

Actually, the Germans look at the open-market opera-

tions as an enforcement for the discount mechanism. Open 

market operations are only engaged in when it is felt 

that the discount mechanism has not delivered the desired 

monetary results. 

After the Korean crisis had been overcome and the 

policy of liberalization reestablished, many people began 

to fear that the German economy would stagnate. This 
58Ibid., p. 226. 

59Ibid., pp. 225-226. 

60Ibid.f pp. 227-230. 
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feeling was especially high at the turn of the year 

1953/54. In light of this, HSrharu statedt 

If the proper relationship .between investible 
funds, the demands for capital, and the require-
ments for consumption cannot, for a number of 
j -3/3 sons» be worked out in advance, then I consider 
it tttore advantageous in the present ii.uation to 
maintain high consumption, and to allow strains to 
arise in the capital market rather than reauce 
consumption to adjust savings to a satisfactory 
level but at the price of causing anxiety about 

sale.57 

By the second half of 1954, as expressed earlier, 

Germany was approaching full employment. By 1955, she 

was suffering from a shortage of labor. This shortage 

of labor seemed to be the most serious threat to the 

expansion of the economy, .'aced with workers moving 

from industry to industry r Lx:-rd " bated: 
I am not against a free choice of jobs or 

against the freedom of the worker to choose his 
own place of work; but what is happening now I 
can only describe as the work of headhunters, 
who are trading in human lives. 

The best solution, which would have favor-
able social and economic consequences, is to 
be. found in an increase in the productivity of 
our economy. We must, therefore, do everything 
we can to modernise. He must use every means 
to increase productivity, to compensate what 
we lack in quantity, i.e., through a higher 
standard of efficiency.^8 

This shortage of labor led to increases in wages of 

the worker. {See Table VII.) tThe year 1954 was also 

^Erhard, Prosperitv I'hrowth Compotikion, p. 59. 

^Ibid. , p. 66. 
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Marked by increases in investment clue, primarily, to the 

rising cost of labor and also a rise in savings due to 

higher wages. This rapid rise of savings and investment 

continued until 1957. 

TABLE X 

SAVINGS AND INVESTMENTS IN GERMANY , 1950 
{Millions of DM) 

1958 

Year Investments Total Savings 

1950 22.6 9.9 
1951 22.3 16.1 
1952 23.2 21.0 
1953 21.5 22.2 
1954 23.2 - -

1955 26.3 34.5 
1956 N.A. 37.2 
1957 24.3 39.5 
1958 23.7 40.2 

SOURCE: Federal Ministry of Economics, Achievement 
in Figures (Wiesbaden, 1963), p. 32 and p. 917 * " * 

Erhard attributes this willingness to save to the 

confidence in the stability of the currency.^ on two 

occasions in the last half-century, the German people 

had seen their savings wiped out. It should be noted this 

willingness to save did not really manifest itself until 

about 1952. The years 1954 to 1956 were also marked by 

a rapid rise in foreign trade. (See Table IX.) By 1956, 

59 Ibid., pp. 70-71, 
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Germany ranked as the tnira strongest country in the world 

fiO 

market after the U* S. and Britain. 

Again, in 1956, spectres of inflation appeared in 

the German economy. I'rharci was pressured by various politi-

cal groups and unions to engage in inflationary measures 

in order to allow the economy to expand at a faster rate. 

Instead, restrictive measures were applied to combat in-

creasing wages and prices, and Erhard. repliedt 
All measures takers to restrain economic 

development were based upon the wish to safe-
guard the stability of the currency, but 1 
have never abandoned the principle and the aim 
of an expanding economy. 1 really cannot be 
accused of wishing to propagate a restrictive 
policy for selfisn reasons nor is it true that 
I could suppose that tc depress this boom 
forcibly is a worthwhile a i. . Mo — certainly 
not — because the secret of the success of 
our economy lies in the fact fiat we have never 
retreated from difficulty but have always found 
the solution through moving dynamically and by 
expanding. And thus it shall remain, though 
naturally it should not he overlooked —- and 
not only today — that some difficulties are 
becoming increasingly obvious.61 

Actually Erhard was not against the wage increases, 

considering the above quote, but felt that any wage in-

crease should be accompanied by increases in productivity. 

He felt that this was not taking place, and blaraed a major 

part of price increases on wage increases. 

On August 4, 1955, the discount rate was raised from 

three percent to five percent ana by Way of 1956, stood 

60T. . , 
loia. , p. /1. 

^IJbid. r p. 74. 
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at five and one-half pereer.t. Tills 'va,~- also enforced with 

a rise in the reserve £-;-qui repeat.. Actually, as pointed 

out before, Erhard hac little to do with the monetary 

policies enacted as the banking system was independent of 

6 ? 

the Federal Goverraient. °* "ot»se writers express the opinion, 

however, that the monetary authorities waited to see what 

fiscal steps were taken and then acted in, accord with fiscal 

policy. If this is true, i;rhard may have been able to in-

fluence monetary policy indirectly with fiscal policy, but 

no clear-cut example of this is available. 

By the end of 1956, it was felt that there had been 

a return to a healthy economy. By 1957 the discount rate 

was back to four and one-half percent. Erhard took this 

chance to state: 
To maintain the stability of money is the 

basic condition for a balanced economic growth, 
and for true and certain social progress. The 
economic policy of the Federal Government must 
thus in the future be increasingly directed to-
wards maintaining financial stability. Whether 
restrictive measures will finally be needed will 
depend on the readiness of all sections of our 
population to deny themselves those special 
advantages which are gained at the expense of 
all.63 

Here Srhard speaks of a stable currency and a balanced 

growth. It would be safe to assume that since the currency 

reform, Germany had a relatively stable currency with an 

62lbid., pp. 76-76-

63 , , „ 
lpi> •.., p. 7a. 
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unbalanced growth'.. Thin unbalaacstl growth was due prin-

cipally to stress upon heavy ijs^ustrios and money aids 

flowing in the direction of hesvy industries. Krlsartf* a 

stateroent also clearly infers the Federal Governneat's 

readiness to act if the market economy does not bring 

desirable results. It would be harci to distinguish the 

state as a framework froi?. the state as a controller in 

such situations. It seens obvious that the state as a 

framework quickly becomes the state as a controller as 

soon as the market economy breaks down. Of course, under 

neo-liberal theory, this is permissible as long as there 

is no interference with the price mechanism. That is, 

as long as prices remain to he set by the free interaction 

of supply and demand and free decisions of the consumers. 

However, not all of these /re so free as has been pointed 

cat. Brhard would attribute the revival to the assumption 

of freedom over state planning and the acknowledgement of 

f% A 
the indivisibility of freedom. ' 

Convertibility and Revaluation 

On December 28, 1958, the European Currency Agreement 

was signed. Under tnis agreement, Belgium, the Federal 

Republic of Germany, Denmark, Finland, Prance, Great Britain, 

Eire, Italy, Holland, Norway, Austria, Portugal, Sweden, and 

6*Ibid., P- 232, 
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i. -/xv-Vxcii;.. ciiiiio'uiY voui't r^Vi'rt (̂) <1 x"v^:' ooxi** 

C\c, 

vertihility o:C their currencies."'" 

"Jrnard had Ion.? been an advocate of th-.: fr«=e con-

vertibility principle and was a major fi-j'̂ rehead in 

tnis Ti;ovoi!»ent. As early as 1953, iSrharo was wagin.:? nis 

battle for the principl miinly to facilitate foreign 

trade. He expiNj^swd the frteliiv; tuat i? convertibility 

was not attained, it would become a central problem in 

world trade agreements and1 severely hinder the flow of 

liberalized trade. 

Erhard expressed the opinion, and it is a part of 

neo-liberal thinking, that for too long the currencies 

of the world had been misused to subserve trade policies 

and t.hede, in their turn, to correct the mistakes of a 

misguided monetary policy -,/hich blocked the? awareness 

of the need fox* integration among closaly related eco* 
6 7 

nomic entities, 

In February of 1961, growing payment surpluses made 

the revaluation of the d& inevitable. The banking system 

had tried to restrict credit fron 1959 to 1961, but it 

f> S * 
"Ludwxg Erhard, The Economics of Success, translated 

by J. A. Arengo Jones and D." J.""sT'Tho^aon*"(London, 1963) , 
p, 246. 

66 
Ludwig Erhard, Gjerinariy1 s_ Comeback in the World 

Market, translated by W. H. Johnston "(fJew' York7 195?T, 
p." "765. 

° iJrhard, The Sconoiaicg; of Success, pp. 246-247. 
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was to no avail. The export boors had started in early 

1959, and to combat the inflation involved,, the Federal 

Government had maintained a restrictive fiscal policy 

and ran a budget surplus. This situation had been 

further aggravated by an increase in the supply of money 

front the outside which, in a sense, was amounting to im-

ported inflation. From mid-1960 on, the pressures of this 

foreign currency was so great that any monetary policy was 

having little effect. Regulation of foreign exchange was 

suggested, but this would have been incompatible with the 

DM as a convertible currency.®® 

In light of this, the only acceptable method to main-

tain a stable currency was to alter the exchange rate. 

£rhard acknowledged that this would make German exports 

more expensive but felt the reduction in exports would 

be temporary. He further expressed his belief that re-

valuation would reduce the cost of imports with a resultant 

pressure on the price level. This would be cause for com-

petition to become greater not only in the domestic market 

but also in the world market. 

Brhard had engineered the drive which had increased 

the international value of the nark by five percent. Actu-

ally, Brhard had wanted nore than five percent but could 

68Ibid., pp. 246-26 5. 

69Ibid., pp. 347-348. 
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not gain tne support of Adenauer, A higher revaluation 

would have cut exports more severely anci increased imports 

and possibly, in this sense, acted as an anti-inflationary 

measure and helped to eliminate some of the annual budget 

surplus. 

This budget surplus was a worry to £rhard, and there 

were probable reasons he would have liked to have elimi-

nated most of it. Due r.c this surplus, the American 

government was continually prodding -he Germans to take 

a more active part in defense. This was an idea which 

roost Germans were frankly against- Furthermore, low 

military expenditure had made it possible to use the 

money for capital formation. This could be a major 

reason Lrhard favored a higher rate of revaluation. 

Another feasible action in this area would have been 

to drop export subsidies ana import taxes and lower taxes 

in general in an effort to offset the surplus. This 

action, however, could have brought severe policital 

reactions. In 1961, for example, the budget surplus was 

250 aillion dollars which is quite typical of budget 

71 
policies to date. 

70 
'Will the Small Boost Be Big Enough," Business 

Week (May 11, 1963), p, 34. ' ' * ~~ 

^"West Germany: The Boom Tapors Off," Business 
Week (December 2, 1961), p, 71. 
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A healthy budgetary policy is a direct derivative 

of neo-liberal thinking. The neo-liberal believes in 

a balanced budget (not so piuch as a budget surplus) and is 

strictly against deficit financing as we know it in 

America. The neo-liberals would allow for a deficit only 

if the money were borrowed from the people and not a 

central bank. Neo-liberals lr. upon borrowing from a 

central bank as inflationary and o threat to monetary 

stability. This idea is derived from the belief of the 

neo-liberals, as well as Brhard. that solid growth can 

be attained without inflationary measures and that infla-

tion has to be constantly guarded against, as well as the 

measures which spawn it. 

The currency situation in Germany from 1961 to 1964 

has remained quite stable in light of the various changes 

in the domestic and international markets. In 1964, the 

year after Erhard succeeded Adenauer as Federal Chancellor, 

talk about another change in the DM began to take shape. 

This, again, was due to inflationary tendencies within 

the economy, surpluses within the balance of payments, 

and continued imported inflation. To this question, the 

new Minister of Economics said, " N o . T h e new Minister 

of Economics is Kurt Schrauecker, close and reliable friend 

17 
'Statement by Otto Hieronymi, Professor of Economics, 

University of Dallas, Dallas, Texas, November 21, 1964. 
Otto Hieronymi was a student of Wilhelm P.opke at Geneva 
International Institute cf Jiigher Studies. 



108 

of Erliard. Schmuecfcer feels, like iirhard, that a re-

valuation of the DM would run counter to a system of 

fixed rates of exchange, w'r.-icii. would lead to disturb-

ances in international trade. Schinuecker further 

feels that inflationary tendencies could best be corn-

batted by a well co-ordinated economic policy, especially 

7 *3 
with other countries. 

Summary of Monetary Policy 

From its very beginning,, the West German Central Bank 

only bad three monetary tools with which to enforce its 

policies. These were the minimum reserve requireroents, 

discount rate, and the "guiding principles." It was 

initially felt that those would be powerful enough to com-

bat any inflationary pressures. Later,, open-market opera-

tions were added to increase the effectiveness of the 

central bank. 

Actually# the Germans had relied on this discount rate 

to be their .most effective weapon. Again, the influence 

of the Americans could be illustrated here. Under our own 

early Federal Reserve System, the discount rate was felt 

to be a very powerful tool. We were later forced to add 

open-market operations when the discount rate failed. 

It seemed the German monetary authorities overlooked 

the fact that the tax structure was causing a great deal 

~73, * it I 'Mo Change in D-i-".ark," German International (July 
31, 19i>4) , pp. 24-35. 
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of internal financing ana their restrictive controls would 

be diluted. Also, the original liquidity granted the 

commercial ban!:;?. by the currency reform was a troublesome 

factor. 

It could be said that even with the ups and downs 

experienced by the German economy that monetary policy has 

generally been adequate and has provided for growth. Its 

long-run objectives have been price stability and providing 

adequate .measure of finance for steadily increasing pro-

duction. It is also directly concerned with the trade 

problem in both the long run and snort, run. These policies, 

monetary and international trade, some tines conflict but 

when tht-y do, .it seems that international trade has priority, 

followed by price stability and traintainence of growth and 

production. 

The rapid recovery of the German economy after the 

currency .reform has of ten ad been referred to as a "miracle." 

However, this miracle could probably be explained by some 

generalizations. The economy of Germany was alsuost re-

built froia ruins which provided a good base for growth. 

Tax laws aided in capital formation, and this, in turn, 

was aided by a low defense budget us Germany was forbidden 

to re-arm. Germany' s expansion occurred .in a period of 

general over-all expansion in Europe. Low wages made 

Germany's exports cheap in the world markets, and infla-

tionary pressures abroad caused people to prefer German 

products. 
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Ho doubt, the currency reform was unjust,, which was 

against the social policy of the neo-~liberals, but it is 

hard to see how this injustice could have been completely 

avoided.. Criticism could be that: the reforai created too 

much money but it would have been almost impossible to 

tell how much money was necessary for the stability of 

prices. It seems that a less inflationary approach to the 

reform would have been a larger ratio of reduction for 

the RM, plus making the original issue smaller and having 

the majority of DM's obtained through borrowing in relation 

to the expansion of production. 

Given the fact that the Germans twice had their savings 

wiped out within the paat half-century could, have resulted 

in their high propensity to consume which granted sellers 

high profits, which in turn resulted in inflation after 

price controls were released. The general rise in prices 

after the reform surprised many, even Srharcl. However, 

this could be attributed to a continuous increase in the 

volume of money,, a high velocity of circulation, and a 

renewed hoarding of gooes toward the end of 1948. 

Many households in Germany had been unable to buy 

what they had desired in the past years, and this desire 

had been repressed until the reform. Once the reform was 

accomplished, these repressed wants resulted in an increased 

74 

effective demand which was, no doubt, inflationary-

74Wallich, p. 339, 
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Roskarap expresses the view that the link between the 

monetary and fiscal policies has been weak. It is his 

opinion that the fiscal authorities have been leaders 

in actions to which the central bank merely tries to ac-

coiiimodate itself. Fiscal surpluses and deficits have not 

always fitted the moves of the central bank.^ 

General Monetary Policy and Capital Formation 

Capital formation in Germany, as has been expressed, 

was an essential part of her recovery. Yet, little at-

tention is given this area by the majority of writers. 

Most writers are explicit in their explanations of re-

vival and growth while overlooking the basis of it. It 

is felt essential that this should be discussed. The only 

available comprehensive and extensive study of this was 

obtained in an unpublished doctoral dissertation by K. W. 

Roskamp. Roskamp obtained his information from a two-year 

stay in Germany working closely with banking officials of 

the Federal Republic. The conclusions arrived, at were 

derived from information presented by Roskamp as well as 

reasoning on the information available in readings. It 

would be well to note that the statistics Involved from 

1943 to 1950, as well as in any other West Cleraars figures 

in this period, are at best reasonable estimates due? to 

the destruction and loss of many vital papers. 

7 ̂Roskarap, p. 201. 



112 

It can be sefen by referring to Table XI that the 

structure of lending definitely changed between 1952 

and 1953. In the beginning, short term credits pre™ 

dominated, due to l?»ck of capital. Later, long terra 

credit became available as savings deposits and public 

funds increased. Under the given conditions, the in-

terest rate probably did not have an influence in the 

borrowing sectors. Those that needed to borrow would 

presumably have a low interest sensitivity. 

TABVc XI 

INCREASE IN VOLBfci; OF 3A&K. CREDITS 1948-57 
(expressed as a %) 

Year 

194S 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 

I Shnr Short terrii Credit 

14.4 
16.3 
14.1 
1.1 
9.8 
8*0 

10.4 
7,1 

Modiam and 
Long term Credit 

4.6 
7.6 

0.8 
3.5 
8.3 
7.3 
7.8 

12.5 
14.3 
18.5 
14.8 
12.1 

SOURCE: K. Rof-'kamp, "ficonouic Growth, Capital 
Formation and Public Policy in West Germany 1948-57, i: 

unpublished doctoral dissertation, School of Economics, 
Wisconsin University, Madison, Wisconsin, 1961, p. 248. 

Actually, Roska-v is of tru; opinion that monetary 

policy hat: little selective effect en capital formation 
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except for specific cases of funds being channeled to 

specified areas. This probably stemmed from the German 

idea that any direct influence would, be inflationary arid 

that tight money would aid in maintaining stable prices 

and assure adequate capital formation. However, this 

resulted in extremely high cost funds which would have 

stymied capital formation if all firms had had to bear 

tha costs. It rather seems that monetary authorities 

followed a 'not quite so neutral" policy in this vein. 

The Social Security system played an important part 

in capital formation in Germany. Ttxis is an often over-

IG C A O U point. Many borae mortgages were financed out of 

the Social Security funds. From 1948 to 1957, the Social 

Security system provided about DM 20 billion for invest-

77 

ments, mostly in residential construct.ion. This sector 

can be counted on for increasing help to capital invest-

ment in light of higher wages and employment increases. 

The central bank also allocated funds to the Work-

Creation and Housing Program of the Federal Government in 

1952. This was actually a program against unemployment 

and is the only instance of the central bank engaging in 

76Ibid., p. 257. 

/7Ibid., p. 165. 
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7ft 

such an activity. As stated earlier, the central bank 

felt its major function was to maintain a stable currency. 

Retained earnings played an important part in the 

investible funds in Germany as is shown by Table XII. Re-

tained earnings arc almost as large as government savings. 

Again, this was due to the tax structure which made it 

advantageous to plow earnings back into operations. This 

was also neces^i "rtec by a low volume of personal savings. 

TABLE XII 

PERCENTAGE DISTRIBUTION OP MET SAVINGS 
BY ECONOMIC SECTORS 1948-1957 

(Current Prices) 

Year 

= T 

Individual i Retained Earnings j Government • Social 
Savings \ By Business ! Savings (Security 

Savings 

I 

1948 ; ! 35.1 33.3 : ; 29.8 i 1 1.8 
1949 j ' 22.0 43.1 | : 30.3 1 ! 4.6 
1950 I 

1 17.0 42.3 i i 31.7 i ; 8.9 
1951 ! ! 14.6 47.0 1 ! 29.2 i i 3.2 
1952 1 ! 22.4 i ! 37.8 ! | 31.8 j ; 8.0 
1953 : 25.8 23.9 ! ! 39.0 ! i 11.3 
1954 i i 26.4 22.0 | ! 37.7 ! 1 11.9 
1955 i 1 21.0 34.3 ! 1 34.6 10.0 
1956 20.6 31.3 37.3 10.7 
1957 30.5 29.3 32.4 7.8 

SOUBCE: K. W. Roskamp, "Economic Growth, Capital 
Formation and Public Policy in West Germany 1948-57,' un-
published doctoral dissertation, School of Economics, 
Wisconsin University, Madison, Wisconsin, 1961, p. 125. 

Also, tax policy favored retainer earnings and penal-

ized the payment of dividends. To farther aid in capital 

78Ibid., p. 166. 
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formation, German merchants maintained abnormally .high 

prices which made large profits possible/ at the same 

time causing soae degree of forced consumer savings. 

Roakamp points out that: not only did the government 

finance its gross investment out of taxes, but it also 

borrowed it in the capital market. It not only used its 

savings but also used savings of surplus sectors for in-

79 

vestment. This would refer to domestic funds and 

foreign funds such as Marshall Plan funds which were 

vital after the currency re fox*®. This surplus savings in 

the government sector made it possible for the private 

sector to invest in excess of its savings. 

The West German government not only played an im-

portant role in capital formation by such means as 

advantageous tax laws, but the government itself was an 

active factor in the formation of capital. >iy this is 

meant that the private sector could not, at first, pro-

vide an adequate supply of saving.-.* uoeessary for capital 

formation. This responsibility, under neo-liberal eco-

nomic theory, therefore, fell upo.i the Federal Government 

which responded in accord. Both investments and savings 

were stimulated by tax incentives rav.,'.er the tax structure. 

Looking at Table /.III and the- .-'mount of fiscal surplus, 

one would imaqine that trie government would decrease taxes 

'^Ibid., p. IS;• • 
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in an effort to leave iaversliblo fundi* in the private 

sector. The fact that taxes were not reduced until 1345, 

but maintained, stresses tho* point that the government 

saw fit to take an active part in capital formation. 

These funds were usee, in falteriuo sectors in an attempt 

to achieve a balanced growth. 

TABLE XIII 

PERCENTAGE DISTRIBUTION OF GRpSS SAVINGS 
BY ECONOMIC SECTORS 194fr-1957 

(Current prices) 

Year T ,^= 
Individual j Retained Earnings 

Savings j By Business 

4~ 

Government. 
Savings 

Social 
Security 
Savings 

1948 22.7 | 50.0 j 26,1 i 1.1 
1949 14.0 I 59.6 [ 23.4 j ! 2.9 
1950 9.4 ; 65.2 ! 20.5 I ! 4.9 
1951 8.9 i 65.2 i 20.3 5.6 
1952 13.5 j 59.9 ! 21.8 4.8 
1953 i 1 15.8 50.6 1 26.7 I j 6.9 
1954 ; 17.8 1 i 48.4 | 26.3 7.5 
1955 j 14.2 ; ! 53.4 1 25.6 6.8 
1356 13.5 1 ! 52.6 ! 26.8 7.1 
1957 1 19.5 52.4 | 23.1 1 5.0 

SOURCE: K. W. Roskamp, "Economic Growth, Capital 
Formation and Public Policy in West Germany, 1948-57/'' 
unpublished doctoral dissertation, Scnool of Economics, 
Wisconsin University, Madison, Wisconsin, 1961, p. 138. 

Frosii the statistics in Table XJTI, several factors that 

allowed for a high rate of investment are apparent. It can 

be seen that the country saved between twenty-three percent 

and twenty-nine percent of gross xifome, Private consumption 
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declined, which indicates that the Hermans lived sparsely. 

Govennont defense expenditures dropped as the cost of 

German defense was carried by other Western countries. 

This was due to the Pact that Germany was forbidden to 

re- am. Later, <i3 will be discussed, Germany was asked 

to share in the defense of Europe• 

TABLE XIV 

DISTRIBUTION OF GNP IN PERCENTAGES 
(Current Prices) 

Year Private jGov't. Expenditures jGross Private ^Foreign 
-onsussptioni Current Defense j Domestic I Trade 

! i Investment i 

1948 60.8 ; 10.2 j 5.4 ; 23.6 ; -3. 3 
1949 ] 65.8 j 10.4 j 5.6 21.4 j -3. 3 
1950 i 63.6 10.3 ; 4.5 j 22.8 ; ~1. 2 
1951 \ 60.3 3.7 ; 5.1 i 23.0 j 1. 9 
1952 j 59.0 ; 10.1 \ 5.6 j 22.8 2. 5 
1953 ; 59.9 j 10.5 | 4.3 ;! 21.4 j 3. 8 
1954 j 60.0 1 10.6 ; 3.9 j 22.0 , 3. 5 
1955 | 58.3 ? 10.2 1 3,4 ! 25.7 1 2. 4 
1956 j 59.2 : 10.4 ! 2.8 24.2 3. 4 
1957 J 58.7 1 10.3 ! 

1 1 
3.0 ! 24.0 j 

\ 4 
t 

.1 

4. 0 

SOURCE; K. (s7. RosTcamp, Economic Growth, Capital 
Formation and Public Policy in West Germany, 1948-57, 
unpublished doctoral e-issertat ion, School of Economics, 
Wisconsin University, Madison, Wisconsin, 1961, p. 138. 

In Germany, there were only ntote ant) municipal fiscal 

levels existing between 1945 find 1948, In 1949, the Fed-

eral level came into existence as the third fiscal level 
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TABLE XV 

PERCENTAGE DISTRIBUTION OF TOTAL TAX RECEIPTS 
A W O 7112- VMiXQXK LEVELS OF AUTHORITIES 

(Current Prices) 

Year 

1943 
1950 
1951 
1952 
1S53 
1954 
1955 
1956 
1957 
1958 

Federal 
Government 

,„L 

43.3 
47.4 
54.8 
56.5 
55.8 
55.8 
56.0 
55.2 
5 4.0 
55.4 

L> tatG 

35. 7 
30.2 
25.2 
24.8 
25.0 
24.6 
24.7 
27.0 
27.7 
27.1 

Local 

12.6 
12.9 
12.7 
12.8 
13.1 
13.4 
12.9 
13.2 
13.8 
13.4 

Equalization 
Fund 

8.3 
9.5 
7.3 
5.9 
6.1 
6 . 2 
6.4 
4.6 
4.5 
4.1 

SOURCE: K. W. Roskamp, ''Economic Growth, Capital 
Formation and Public Policy in West Germany, 1948-57, 
unpublished doctoral dissertation, School of Economics, 
Wisconsin University, Madison, Wisconsin, 1961, p. 266. 

The Federal level receives most of its revenue yields 

from turnover taxes, customs, and indirect taxes. It is 

also entitled to receive a certain percentage of personal 

and corporate income tax. However, the greatest bulk comes 

front indirect, taxes. The State receives the greatest amount 

of its revenues from personal tax, inheritance tax, beer 

tax, and automobile tax. This meat:™ that the progressiveness 

80lbid., p. 26 3, 
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cl taxes lay M. the level. On the rr.urJ ciral level, 

th<*r« i.r. the real estate, tax. bwrlness tax, doq tax, and 

;%nx>£ wnt ti-iz. The Equal!sr.-jt.icn of 3nrdcn Fund ie actually 

cum; io.c reel &b ; act of thr Federal level. There, if vertical 

R 1 

*.<% well as ho? izc.-rt.al r.ennecticn h-ctKocrs ?11 lev.?? ft. ~ 

It. can be seen in Telle XV that the share of the. 

ooverwr-ent in total tax receipts has incrcaser?., »ncl the 

share of the Lguiligation Fund has decreased. This shows 

the growth o,fr the. Federal novornuent in the realm of fiscal 

policy. The Equalization of Burden Fund was an, attempt to 

spread the losses of the var more evenly. This fund re-

ceived contributions Fron- both federal and state governments, 

and these funds were than distributed to distressed areas 
s C "> 

for investment purposes. 

Host of the public e x t e n d i w e n t for construction 

on the state and local levels, This was approximately 

sixty-five percent to seventy percent.®'^ This does not 

seem to be a desirable situation. This left funds in the 

hands of state and local authorities and their decisions, 

no <1ou'bt. would be determined by local factors and not so 

mucft by the general economic situation. Considering the 

effect construction can have on a modern-day economy,, this 

could have .been a considerable .source of instability. 
^Ibid., pp. 263-264. 

82lbi"; . , pp. 3 f» - 2 r. r . 

83Ibic., p. 270. 
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Government expenditures went to such areas as agri-

culture, industry,, trade, and public enterprise. Tne 

profit motive was not left to automatically guide the funds 

84 

to the desired places. " This, of course, was contrary to 

neo-liberal thinking, but it was the only workable solution. 

In 1948, tiie Germans were also given the advantage of 

accelerated depreciation. Roskatnp expresses the opinion 

that this has been the main source of investment for busi-
85 

ness firms. 

Loans made for the construction of business or resi-

dential buildings were also granted tax exemption. This 

provision, of course, would have appealed to individuals 

in the high-income brackets seeking to escape high income 

taxes. The disadvantage here would be that the creditor 

would be deprived of his liquidity for a long period of 

time. Some corporations used this to build housing for 

their employees.86 

Shipbuilding, which was at first prohibited under 

occupational lav/, was also granted some incentives. The 

tax law stated the ships could be depreciated fifteen 

percent per year for the first two years. It also pro-

vided that loans made to shipbuilders could be deducted 
84Il)id, r p. 270. 

85Ibid., p. 305. 

86Ibid., p. 305. 
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as a business cost in the year which they were made. 
a *7 

however, no interest could be collected on then. ' 

Individuals, as mentioned, were also granted some 

concessions within the tax structure. Payments, by in-

dividuals only, to building associations and insurance 

companies were made deductible, L - i n 1949, savings 

were -ua<Ie tax exempt. However, these .-vivings accounts 

were blockec from three to ten years, which i:;ade them 
P ri 

undesirable to many potential savers. ° 

The capital market, per se, has not been too active 

in Germany. Most firms can obtain adequate capital from 

depreciation and internal financing. When external fi-

nancing is necessary, it is usually in the fona of bond 

89 

issues.' It is probably feared that stock issues would 

dilute control. 

In 1952, the "Law for the Encouragement of the Capital 

Market" was passed in an effort to create new incentives 

for the suppliers of fun dr.. Its purpose was to raise the 

yields of securities i>y granting tax exemptions. These 
9 0 

exemptions were granted only to low-yield securities. 
This would have possibly brought about competition between 

87Ibid., P- 306. 

88 . „ 
I Dig., P« 308. 

°^Inid., p. 350, 

9QT, . I^id., PP • 354-356. 
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low-yield tax free securities and high-yiela securi-

ties . 

In December of 195 4, the capital market lav/ expired 

which, in general,, lea to lower interest rates. This 

caused chaos in the capital market because of a great 

deal of switching from low-yield bonds to high-yield 

industrial bonds. This movement was enough to convince 

tiifc government that a less free saouri cy market would be 

preferaele to a free one and, once again, incentives were 

enactea to supply funds to construction and bottleneck 

, , . , 91 
industries. 

To liberate interest rates and leave it to the 

capital market to find a new equilibrium would have in-

evitably resulted, in some favored sectors of the economy 

being excluded front obtaining investible funds. Instead, 

funds would have flowed to tne sectors of the economy 

with the highest marginal efficiency of capital. This 

could have caused even more structural disproportions iu 

the German economy. 

It can be seen that West Germany made considerable 

and hignly successful use of tax legislation to spur 
i 

capital formation. This was,, no doubt, a centrally in-

fluenced allocation of resources, which seeitts to have 

®̂ *Ibid.» p. 364. 



123 

been a significant departure froirs the principles of the 

nao-liberal school. «hy was this departure necessary? 

This departure could be rationalized under the neo-

liberal theory in the following naimer. OeriMny, as a 

country, was damaged more tnan any country in I'urope. 

This made her need for capital anc' resources argent. Ger-

many he'd been divided into zones,, wnicn resulted in an 

imbalance of industrial distribution. Some sectors were 

equipped to produce an abundance of supply while other 

sectors were not. Furthermore, it could be assumed the 

war effort had developed some sectors of the economy at 

the expense of others. This would have wade some readjust-

ment indispensable. The three /oars after the war, 1945 

to 1948, had only complicated this. The U. S. military 

machine had freed Germany to produce, in those years, 

products which were of no aid to the economy. 

In addition, a major part of the labor force had to 

be directed to the proper sectors, which would demand 

considerable investment. Had not the state intervened, 

in capital formation, the task would have been left entirely 

to the rationalizations of entrepreneurs. This type of 

intervention by the state in capital formation is control-

listic but would still leave basic liberties, that is, to 

take or not take advantage of the fiscal measures. 

The above conditions and the urgency for capital for-

mation made it necessary to resort to measures which could 
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have an immediate effect. However, the nea-liberaIs would 

call this only a temporary intermediate policy having 

dangers within it. In the end, they would favor a capital 

market playing the role of selector to avoid false invest-

ments . 

This self-financing, which the fiscal policy per-

mitted, necessarily had its shortcomings. It favored the 

large enterprises and existing industries while discrim-

inating against small enterprises and any potential new 

industry. This is not consistent with nec-liberal think-

ing ana could be tied directly to the existing structural 

imbalance. 

This stage, which was to be only temporary, tended to 

last as tne favored became satisfied with the benefits of 

it. The government also, it can be assumed, becaafc satis-

fied with it, due to its business holdings and, hence, did 

not follow the dictates of Erhard. 

Furtln- ;vx>r«!, tue high tax rate certainly did not favor 

the private savings sector. Basically, it was the powers 

within the Occupational forces, as well as the Federal 

Government, which made it possible to ignore Srhard's con-

cepts , 



CHAPTER ¥ 

ATTEMPT AT ŜTGSi'.̂ IO'i Of" TE£ MARKET M;CH?l?ISh 

Industry 

German industry wa« stifled frora 1945 to 1948 by the 

Allied level-of-industry plans and dismantling projects. 

She had also lost her foreign industrial plants and equip-

went. In 1947 , the levt;l--oi —industry plan was e 1 e va te ci 

oy tne Allies but not as much as the Germans desired. In 

x949, when tuerEiany became a F eoeral Bepublic, the level—of-

industry plan was abolistied by the Allies but industry 

continued to remain controlled in growth. By 1952, most 

sectors ox tne ecouoay had been freed of controls and were 

making efforts to expand. 

Germany has for many years been a strongly industrial-

ized country, especially in heavy industrieswith a marked 

weakness in foods and raw materials. Such a situation has 

made Gerxnany heavily dependent upon export markets and 

iiuport 3uppxies. The partition or Germany was of, great con* 

sequence to her, as she lost trie two highly industrialized 

areas of Silesia and Saxony and a large portion of the in-

dustrial capacity of Berlin which was dominated by the 

electrical inOus try,1 

hl&xiry C. "Wallich, Kainsprinqs of the Gemaan Revival 
(blew ilaven, 1955) , p. 1957* ~ "" " ~ ~™~ ~— 

125 
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It lias been noted earlier that *» Hied ber-talny diu 

le-̂ s >'T,;>;,;<ao'e than vas Ant--r;£ec to the Cerrsan industrial 

."taciiino. This, plus tno fact th:»t the CeriKans rfsre 

willing to di<j cnrough the rabble anc. ii'idHectieteXy begin 

baildiri'j hac.:-., were soi.T;? nur.jor factors in Gettaany' s quick 

revival. Cissiantiirt̂  and the industrial limitations irci--

•̂•osec? .9ae,m not to hixvj- lioea as burdensome as expected. 

The Ruhr Valley in - ./.nany con3titatr.;' one of the 

largest concentrations of industrial pc*ver in 

It i.-, in this valley that the majority of German heavy 

industry is situated today, Since the oay Germany hocante 

a Federal Republic, this area, as well as other industrial 

areas, nas experienced an upward and uninterrupted urowth. 

Eowe?er, toclay all things point to the fact that the 

initial bloom is off the Ik or.? and that Germany has settlec 

down to an industrial ecronow seeking to 'hold its place in 
•> 

the. worlc r:aii:ots, 

Aqc/ressive seilinc, advertising, ttar&et rc-fewu-.rcft, c.im 

equality control iaethods are uj«i: extensively by r.»&ny German 

fi.r-j.iij to pro-note their exports,, but little of this is done 

for the- doi;fcS-:;ic economy. I3.'."u :llv, ...u the domestic n&rkot, 

'jOoio .r.iie pushed to Jefli-Tnatect c;istrib\. l & n i * wholesalers 

who, in turn, pass there to designated retailers•J 

Cartels -Try for a Cor.<uhseK,'' business Week.. 
(March 13, 1954), y. 148. 

3Ibic3_. „ p. 149. 
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Erharc has always boon against things of this nature, 

ar. he believes businessraen should be flexible enough to 

survive competition, both at horse ana abroad-, lie has also 

always been fV «iitist <jrar.tia<j the entrepreneur security,, 

as this reduces hi~f t«; c. replaceable functionary. 

Government ownership of industry t»«s been an embar-

rassing subject for .'Irbarc In Germany, Since government 

ownership of industry is n'jainet the free market theory 

the Socialists constantly accuse UrUard of not following 

his teachings. Table XVI illustrates the fact that govern-

ment ownership is actually increasing rather than decreasing. 

Tf.BLL r.VI 

SHAKE OF COVEKHMESV OrftlEL UK. IK 
TOTAL PRODUCT 10« BY ?i:11 'i'AGI 

Industry 1957 1958 

I . 

1959 

Iron Mining ,! 34.7 36 .7 | 36.3 
Coal Mining j 25.7 25 .7 { 24.6 
Coke Production J 16.7 1 15 .1 i 14.8 
AluTainu:?, Production ! 72.1 | 70 .1 ; 72.2 
Pig Iron Production : 4.4 ; : s . 3 : 6.1 
Lead Production 39.7 j : 3 4 .1 i H. A. 
Zinc Production i 43.5 | ! 45 .2 j w. A. 
Electric Power \ 14,6 j ! 16 .4 I 16.7 
Shipbuilding j 16.6 ! 18 .0 j 20 a 
Passenger Car Production : 41.5 j ! 40 .3 I 44.6 

SOURCE: Frock rick C., Reuss, riscal Policy For Growth 
Without Inflation ("Saltir-ojce, 196 3)Tpr"2337 ' "* ' ~~ 
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In 1961, the socialists charged that out of 161 big cor-

porations, 108 government officials were members of the 

4 
boards, 

In 1357, due to work Py 'J.rha-t.., a ministry for Fscleral 

Property was established in order '•:> transfer government 

owned enterprises into private ownership. To date,, parts 

of the Volkswagen Manufacturing Company and the- Prsussage 

Mini no Company, along with various manufacturingt public 

utilities, and holding corporations have been sold. How-

ever, in the.se sales, the govermsent has retained a power-

's 

ful minority position.' A classic example would be the 

sale of the Volkswagen f irrr. 

The Volkswagen concern was sold in such a zaanner that 

twenty percent of the total shares went to the federal 

government and. twenty percent to the ot;ete of Lower Saxony, 

where tiie main plant is located. The other sixty percent 

was sold to the public at an issue price less than half of 

book value. Only people with, incomes of DM £,000 per 

annum, or DM 16,000 if warried, could buy shares, and their 

purchases were limited to Da 500. :iio private owner could 

acquire sore than 1/1000 of the total capital, nor could 
6 

anyone represent more than 1/50 o'r. the capital by proxy. 

'Frederick G. Peuss« Fiscal Policy tor Growth Without 
Inflation (Baltimore, 196 3) , p. 2 35. ~ 

551 bid,, p. 235. 

teIf>.icU, pp. W - J 3 S . 
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Thus,, the strong minority position of the tjovernrent 

can be seen. What really was effectuated was a holding 

company between the government: and the state of Lower 

Saxony ami a sale of sorae of the shares to the public. 

In the case of the Preussage fining Company, 22.39 

percent of its aSores "'"/re sold to another large corpora-

tion,, the Vereinigte Electrizataets and Bergwerks Akfcion-

gesellschaft. This cartel 'showed a book value of DM 603 

million in 1958 and is fully owned by the federal govern-
*. 7 

meat. 

These two examples are perfect illustrations of the 

effective combinations between government and business 

that exist in so many cases. Brhard was left powerless 

to prevent such developments due to lack of political 

support and'lack of support from the Federal Chancellor, 

Adenauer. 

An important facet, when speaking cf industry, is 

the structure of output within the economy. This concerns 

trie wain industrial groups of bap .to materials, capital 

goods, and consumer goods. By 1952. in Germany, capital 

goods were showing definite increases while consumer goods 

failed to increase as rapidly, axui basic goods increased 

their relative standing. The whole of Table XVII a hews a 

slight shift toward? r-ore capital qoods an::; relatively less 

7 
Ibxd. , pp. 207»20b>. 
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TABLE. XVII 

TUSKOVES FKOi-i INDUSTRY A3 A WHOLE 
(Uillions of K-'i) 

Year Industry 
SS ct 

Whole 

iasic and 
Production 
-Goods 

Iron & Steel 
Producing 
lacustries 

1 

Chemical 
Industry 

1950 
I 

80,393 22,485 | 
f 

4,350 6,783 

i 
1952 | 119,382 36,755 J 8,861 9,107 

1954 I 143,943 4'/ , 2 4 0 ! 
] 

8,976 | 11,769 
| 

1956 ! 185,646 
1 

56,4 y1 i 
i ] 

13,595 ; i 14,661 
I 

1959 j 
1 

205,069 i 59,663 i 13,217 | 17,236 
t 

1960 : 258 ?169 i 8o,oio : 
i J 

18,436 | 22,346 

1901 1 277,922 ! 83,122 ! 17,800 ; 23,336 

.L ..L 

S0U3C*s Inderal Ministry of Economics, 
in Figures (Wiesbaden, 1963), p. 35. 

Achievement 



TABLE X V I I C o n t i n u e d 

TUMC'OVBR F S O i ' \ INDUSTRY AS h W H O L E 

( M i H i 0 1 1 3 O f D>i) 
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Veh ic le . 
B u i l d i n q 

I r o n » S t e a l T i n 
and Hardware! 

I n d u s t r y 

C o n s u i f i e r 

Goods 
I n d u s t r y 

C a p i t a l Goods 
I n d u s t r y 

3 , 3 5 1 ; 3 ,747 20 ,336 13,253 

5 , 5 2 1 6 ,094 25,259 31 ,803 

6 ,974 S 
j 

f 

7,085 j 
1 1 

\ 

2 9 , 3 ^ 1 | 
j 

i 39 ,589 

I 

9 , 6 7 1 j 

\ j 
! 9 ,794 I 
! j 

I 

Jo » ^ | 55 ,400 

11 ,754 10,934 | 39 ,422 | 65 ,2 39 

16 ,726 ! 
j 

; 1 

! 14 ,338 i 
i i 

47 r 613 j 
i 

8 4 , 8 7 1 

18,335 | 1 ' 15 ,646 1 
j ! 

51,502 95 ,264 



consumer gooes. This reflects a high demand for invest-

ment one, restraint of consumption. This situation is 

further exemplified by Table XVIII which gives a percent-

age utilization of the .sross national product. The 

restraint of consumption in the private sector as well as 

the state sector can oe seen with a consequent rise in ia-

vestnents. Sucn a situation, no <ioubt, has enabled Germany 

to effectively take .visr-aatage of international demand and to 

push iwr exports * The increasint- weight of the basic goods 

industry, meanwhile, has helped her to reduce! her dependency 

upon imported raw materia la is illustrated by Table XVIII. 

T?»ELE XVIII 

PERCENTAGE UTILIZATION OF GROSS .-iATIOiJAL PRODUCT 

j 
Year (Private 

j Consunp-
! tion 

-

; State 
I COUoUlTtp-
' tioii 

Invest- |I«t|#orts 'Exports ;Foreign 
stents i j jContri-

; 'bution 

1950 ; ! 64.2 | 14.4 * 22.6 j 13.4 1 1 2 . 2 1-1. 2 

IS 51 i 6 1 . 1 ! 14.7 I /L * 1 1 4 . 4 j 16.3 | I . S 

1952 j 5 9 . 0 j 1 5 . 3 ! 3 m & 1 1 4 . 5 i 1 7 . 1 j 2.5 
IS53 ! 60.2 j 14.5 , 2 1 , 5 

! 14.3 | 18.1 i 3.8 
1954 | 59.3 i 1 4 . 1 j 23.6 1 16.9 I 20.3 i 3.4 
1955 j 58.0 f 3 *% t 

5 JU >J at >3f i 
z 6 • 3 i 18.6 I 21.0 ! 2.4 

1957 i 58. 8 : 12.8 ! J 4 # 3 ! 20.8 1 24.9 | 4.1 
1358 ' j 59.0 | 13.4 ! £ 3.7 ! ?0.3 1 24.2 I 3 . 9 
1959 j 5&. 2 | 13.6 j 2 4 , 9 J 21.5 ! 24.9 { 3.4 
1960 | 56.S : i 3 . 6 i o f, f 

w, W & K< 
j •£• 2. 2 i 25.0 1 2.7 

1961 | 56.9 14,1 j 26.8 j 2 1 . 6 ? 23.8 I 2.2 

4 -

SOu.RCC : Federal Ministry -
Figures (Wiesbaden, 1963) p.. 91 

economics, Achievement in 

A qlance st Table " "-.ill off«jr further verification 

of this point. The index of production in the capital goods 



TABLl" XIX 

ICiDEX OF INDUSTRIAL P̂ ODLICTIOl'3 
(1950 = 100) 

Year Industry iJasic and Capital Consumer Building 
as a Whole Production Goods Goods 

Goods Industry Industry 

1350 100 100 100 100 100 
1952 126 1 1 

X £« 1.46 115 117 
1954 : 155 151 181 146 153 
19 58 ; 203 205 r.:C9 led) 182 
1959 i | 224 228 291 194 : 212 
1960 i I 249 | 261 ! | 338 211 • 222 
1961 | 262 | j 274 1 I 363 2.18 239 

j d ...J 

SOURCE: Federal dinistry of Economics, Achievement 
in Figures (Wiesbaden r 1963), p. 35. ~ * ~ 

industry scored rapid aud unusual froia 1950 to 1961 

while followed, by relative increases in the basic yoocs 

industries and less relative increases in the consumer 

goods industry. However, the index of industrial pro-

duction, as a whole, shews a nicely mounting growth in 

industry in Gerraany today. It can also be seen in Table 

j-IVII that Germany nade a «juiek recovery in the field of 

chejaicais. Today, mergers continue to take place in this 

field and once aoain, it is one oZ Centcany's major indus-

tries. '/able Zk m only verifies tdia but <-J .SO depicts 

tc»? concentration of i i ijsss in chemicals,. iron and steel, 

arid iriinin-3 in relation to other industries * „ isparity 

in the relative increase in .ill figures can be noted in 

Table XVIII for the years 1051 to 195ft, wnich would suggest 
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the Germans were affectuc by the processes of the world 

economy, naiaely, the IS!57~135u recession in America. 

TABLE UX 

THE TEW LARGLiST CLVV-Ml INDUSTRIES lil 1960 

Itype 

i'OOu 
Machinery 
Chemicals 
Electrical 
Iron and Steel 
Textiles 
Milling 
Metal Fabricating 
o tone and tarth 
Apparel 

Sales iri ̂ illicns 

/. O 
6.1 
5.6 
4.8 
4.C 
4.1 
2.0 
2.5 
1.8 
1.7 

fiuatber of 
Plants 

3 
4,229 
1,945 
2,241 
146 

4,301 
644 

3,471 
5,171 
4,094 

SOURCE: "West r<sr&*uiy,11 Steel (Octooer 16, 1361) f 
p. 85. ~~ 

Prow tne day controls en industries were released, 

which was due greatly to the work of .;ri'iaro', shipbuilding 

became a raajor indurvcry. ay 1957, Germany ranked as the 

third largest shipbuilder in the worlC, and its Merchant 

Marine fleet was tnc- tenth largest. This rapid recovery 

in shipbuilding is a direct result of Germany's stress upon 

the output of heavy goody and the iiow of exports frow her 
;; 

ports." 

^Federal Ministry of Leonardos, Acideveraent in F 
(Wiesbaden, 1363),, p. ?B. " 

iirure: 
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The shipbuilding industry has been greatly aided bv 

government tax incentives arid by export subsidies and pref-

erential rail rates. The government is able to directly 

influence rail rates as it owns the railroads in Germany* 

This method is similar to the method used by the German 

government prior to World War II, in order to compete in 

international shipping.9 

TABLE XXI 

GERMAN SHIPBUILDING 

Year Ships 

1949 1,423 
1950 I 1,673 
1957 2,576 
1958 2,708 
1959 2,740 
1960 2,683 
1961 i 2,680 

GRT 

303,880 
742,484 

3,877 e015 
4,432,755 
4,733,799 
4,753,350 
5,024,541 

SOURCE: Federal Ministry of Economics, Achievement in 
Figures (Wiesbaden, 1963), p. 38. 

^ o r growth of a highly industrialized economy, 

an adequate supply of energy is essential. As can be seen 

in Table XXII, coal is the basis of energy today in Germany. 

Coal consumption for energy is followed by use of mineral 

oil and water power. Natural gas plays a small part in 

energy resources due to the lack of natural gas reserves in 

, 9^ufiiel Marx, Jr. , International Shipping Cartels 
(Princeton, 1953) , p. 10T. ^ 1 



TABLE XXII 

CONSUMPTION OF PRIMARY POWER IK GESMANY 
(Million tons HCU) 

Year i Total Hard j 
Consump- Coal 
tion 

i 

r 
1 1950 134.8 99.9 

i 

r 
1 

1951 151.6 ! 113.1 t 

1952 159.0 ; 120.4 
1953 158.2 116.8 
1954 168.6 ; 120.9 
1955 185.4 132.2 j 
1956 197.2 139.0 | 
1957 200.8 139.1 J 
1958 191.6 124.6 1 
1959 1 195.2 121.8 1 
1960 i 212.7 128.2 | 
1961 218.0 123.7 | 

-1 

Brown & 
Bitumous 

Coal 

22.6 
24.5 
25.1 
25.5 
28.2 
29.9 
30.7 
31.7 
31.3 
30.8 
31.6 
31.7 

I Min-
! eral 
oil 

5.9 
7.3 
7.5 
9.5 
12.2 
15.9 
19.5 
22.4 
27.3 
34.5 
43.6 
53.5 

Fuel 
Oil 

0.6 
1.3 
1.4 
1.5 
2.9 
4.4 
6.6 
8.4 

12.3 
15.9 
22.0 
27.4 

Nat-
ural 
Gas 

0.1 
0.1 
0.1 
0.1 
0.1 
0.3 
0.5 
0.5 
0.4 
0.5 
0.6 
0.6 

Water 
Power 

3.3 
3.5 
3.1 
3,5 
4.0 
4.5 
4.9 
4.6 
4.9 
4.1 
4.8 
4.8 

SOURCE: Federal Ministry of Economics, Achievement in 
Figures (Wiesbaden, 1963) , p. 41. ~ 

Germany. On the whole, it can be seen that total consumption 

of energy has increased, which would denote a degree of in-

dustrial growth. 

However, today there is concern over the low productivity 

and high prices in the coal area. This concern has resulted 

in sharp increases in the use of mineral oil since 1958. 

These price increases and the low productivity can be attrib-

uted to the same basic problems America has in its coal in-

dustry . Due to this, there has been an adoption by many 

chemical firms, of a process by which oil base can be extracted 

from coal and dilutee' with other chemicals. 

l-̂ Bootn Levels Out in German Chemicals," Business Week 
(August 19, 1961) , p. 58. " 
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Construction is a highly important aspect of any 

mature and industrial economy. This industry lagged 

in Germany, as depicted by Table XXIII, until after the 

currency reform in 1948. In 1949, under the tax laws, 

tax concessions were grantee; on money used to make home 

loans. This industry has shown continued growth since 

that time. The ten million refugees who migrated to 

Germany, no doubt,, har' & definite influence upon con-

struction because eaui family was a potential 

homeowner. 

TABLE XXIII 

DUMBER OF DWELLINGS COMPLETED 
(1949 - 1961) 

Year Mumber of Dwellings 

1949-51 1,000,200 
1952 451 ,000 
1953 . . . . . . . 534,000 
1954 . . . . . 561,300 
1955 . . . . . . . . . . . . . . . 562,600 
1956 . . . . . . . . . . 579,900 
1957 . . . . . . . . . . . . . . . 560,700 
1958 . 517,700 
1959 . . . . . . . . . . . . . . . 589,800 
1960 . . . . . . . . . . . . . . . 574,500 
1961 . . . . . . . . . . . . . . . 564,800 

SOURCE: Federal Ministry of Economics, Achievement in 
Figures (Wiesbaden, 1963),, p. 45. ~ ™ 

A good over-all international comparison of Germany's 

growth in industrial production con be seen in Table XXIV. 
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TJ\hL2 XXIV 

XNTBBBA¥X0£2AL CQ.'-lPARISOtf OF GilOWTH OF 
INDUSTRIAL PRODUCTION 19 50 - 1960 

Country Percentage 

Federal Republic. . 164 
Italy . . . . . . . . . . . . . . . . . 146 
Austria 110 
Franca 104 
Netherlands 79 
Morway 75 
Canada. . . . . . . . . . . . . . . . . 62 
United States . . . . . . . . 46 
Sweden. . . . . . . . 46 
Belgium . . . . . . , 40 
United Kingdom. . . . . . . . . . . . . 39 

SOURCE; Federal Ministry of Economics, Achievement in 
Figures (Wiesbaden, 1963), p. 40. " ~ 

On an international comparison, Germany leads the world in 

growth of industrial production. However, this type of 

comparison is sometimes unfair because of the variations 

in the economies involved. However, the point is made that 

Germany has had tremendous industrial growth since 1950. 

Mo discussion of Gentian industry would be complete 

without a thorough study of the Schuman Plan. On May 9, 

1950,. M. Robert Schuraan, French Foreign Minister, an-

nounced the outlines of this plan. Six European nations; 

France, ftest Germany,. Italy, Belgium, the Netherlands, and 

Luxemburg responded to the idea. Two years later, the 

treaty was to fae put into effect. This resulted in what is 



known today as the Euro,><3an Coal and Steel Conununity. 

The aim of this' plan wa ; to c.eci* <i truly supranational 

organization dedicated to the preservation of economic 

freedom and economic expansion in the coal and steel Indus-

1 1 

tries. The aim of tne Schuiaan Plan was a unified Europe, 

In the supranaticn.il set-up, there was an executive 

arm, the High Authority which is oomswhat akin to a Euro-

pean cabinet;' a Council representing cabinets of the 

member states to reconcile the interests of: the Federation 

as a whole with these of its members; an Assembly closely 

akin to a parliament; and a Court with jurisdiction over 

legal controversies including treaty questions. In addition, 

there was provided a Consultative Committee which was to 

provide representation for producers r workers, and consumers 

and furnish advice to the executives, Within the territory 

included in the treaty,, there were no restrictions as to the 

movement of goods, capital or people, and no artificial deter-

rents to the maximum development of productive capacities 

and energies. Also, the power of the government to inter-
12 

fere in this area was explicitly limited. 

This plan actually transferred control over the various 

steel and coal industries to the Community. Many felt this 

was a first sfceo toward? s. united .Europe. Others doubted 
A*William £>ieboldr Jr. , Th« Schuman Plan (f-'-assacausetts, 

195S), pp. 1-7. 
12Ibic!», pp. 427-516 , 
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the plan because they felt it impossible for tho 3lx 

countries involved to ever V.2ry their century-old fears 

of each oth^r, Others felt it awwmt.,-u to- a front for an 

international cartel arrangement;. tuxy seenrn to bear 

out the opinion of the latter gxoup. On tha economic side, 

the treaty permitted mutual access between producers and 

consumers of coal, iron„ and steel equally an-". ~dthout 

regard to nationality. Norn* of the .-'iovnber sce.tes were 

to be allowed to subsidise their own producers directly 

or indirectly nor to impose disabilities or disadvantages 

on producers in other member states. This would cause 

producers, no matter where located, to compete for business 

solely on the basis of tfceir productive ability and would 

enable consumers to purchase-* from any producer without dis-

crimination. Of course, the underlying concept of a free 

13 

(Y.arket economy can be seen here," 

Under the treaty, the High Authority was vested with 

the powers to prevent interferences with the competitive 

forces or exploitation of the consumer by cartel agreements 

or by questionable combinations which could result in market 

power. The High Authority was also fco insure there would be 

no unfair practices such as cutting costs by exploiting work-

ers. It was also empowered to work in ojaergency situations 

such as shortages or over-supply, but in each case, the 

13Ibid., pp. 516-542, 



institutions of the Cow r.vnity would provide a check on 

its actions. -rho uecisicn* of the high Authority had to 

be oerived and justified openly. Also, the High Authority 

was to be charged with promoting the expansion of the coal 

and steel industries within the market by facilitating 

exchange of infoxr-atlon unc: technique and by extending 

appropriate financial for thts i>uri>OBe of i -odornization. 

This plan was not to be scooted ovornight. Rather, there 

was a tr.insitional provision provided vhioh laid out orderly 

steps, including temporary subsidies and protection to the 

countries involved for limited periods of time* This aid 

was of definite value in the trans formation period of 1952 

to 1954.14 

£rhard gave* the Schuimn Plan his full backing and 

felt it was an important first, step in actually building 

new institutions in Europe and felt it was an example of 

good practical work in that area. ?:rhard, however, was 

unhappy with the supranational control by the Sigh Author-

it/,, as he felt it conic., assarae, too easily, a dictatorial 

rule, he did, however, like tne pre-wmincnce of free com-

petition embedded in fho plait, he remarked that the effi-

ciency of this institution would depend upon the people who 

would control it, as do all -/t.an~iw.ado institutions. lie 

further felt that the basic determinant, of success would be 

14 Ihid., pp. 542-819, 



dependent upon the idea oi" competition in the form of 

"I K 

ooiapetitxve production .oeyoua national fc-o-andarxes. 

However, today* Germany as well as the other countries 

involve.! in the r.chisraaa Plan "nave been placed by a 

uot-so"iree cozo»etitive prod.action. 

Before the Hohunan Plan, Qsrmauy had been required 

to export a certain ar«ount of coal to other European 

nations. As laentioned, coal vas scarce at the time, and 

such enforcer exports undoubtedly hold back German eco-

nomic recovery, Also, her export price on the exported 

coal was hel«:i lower than the average European price by 

Allied controls anc Oernany was prevented fro,;u building 

a sizeable foreign exchange. 

In 1S54, only two years after the German adoption 

of the Schuiaan Plan, a spectre appeared on its economic 

horizon. It was this year that the High Authority announced 

new coal prices which unhappily coincided with a big re-

cession in the Ruhr coal nines. Under the order, the coal 

mines were to cease granting rebates to the Federal Rail™ 

wayr- and increase the price of household coal by $3.50 per 

ton anc reduce coal for industrial consumption by forty-

seven cents a ton. Furthermore, tae Ceriums were ordered 

to abolish their sales or<ranisotion, Georg, who«c. price-fixing 

1 K 
AJL uclwxo £rharc , The TJeonojju.es of Success, translated 

by J. A. krengo-Jones and d7"J„' S^TiToKson"TEondon, 1963) , 
p. 124. 



function, it was claim*:, nad-i; possible the subsidising 

of; the old ana "a.aprofifcabio niaaj ox tae doutu ruifar 

district. v««sst Geriu&ny unco an. issa^ out of the fact 

that £.hj ha' the largest coal and steel production of 

the nations iuvolwl and also paio saore tiian any 

other, country to subsidise the ->lan. dae fuixhur 

thi-ea d'-ii-;! i to ̂ ithdrat-/, In light of tni3, the uigh 

Authority mjreeC, to allow sun® of Gexuan cartelsr 

split up by die Allies, to reconoeutrafce.A ° 

Tdis quieted tne storm for only « jteriou of months, 

and again, complaints -were flowing froa. (>erc4« indus-

trialists. Actually, siacc 'Serraany has; regained her 

sovereignty, she has refuses to be controlled by tne High 

Authority, dov/evor, it is possible that the Scira&axi Flan 

,'night prevent Germany from, breaking avay from the basic 

ioeas ot European integration* 

Since 1958,, what is usually referred to as the coal 

crises has increased,, and the.) number of workers employed 

in coal bos dctorfcasvt' dy sixteen percent with workers 

migrating to r.orc- suite!'le jobr;. Coal wages are at the 

bottom of the pay fccalc* ?.c e. consequence there has been 

sor-e discussion about the creation or centralized trans-

nde&iou plants r.-ihieh would tranius.it power fro«i «.i ccal. 

basis located in the Ruhr to other part.=9 of Germany. 

"^Abstair hc-rap, Feturn to Power {;,e;v York, 1956) 
pp. 307-308. 
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This would be a joint project of federal and state govern-

ments. The principle here is not so much to increase the 

concentration of the coal industry but rather to replace 

the inefficiency that exists within the system.*7 

The Schuuian Plan was an important plan for Germany, 

as it transformed lier role from that of a conquered nation 

to that of an equal and respected partner in a community 

of free nations and, as a result, aided in the termination 

of AllioO control over Herman coal, and steel. In light 

of th« tact that the basis of energy in all western Europe 

was coal, it was essential for this agreement to come 

about. Germany's ability to produce coal, was greater taan 

any other nation involved in the Sebuman Plan arid ouch an 

agreement prohibited Germany from taking sole advantage 

of her position in the future and, possibly, retarding the 

growth of the rest of western Curope. 

The effects, the transition period allowed for in the 

Schurian Plan had on Germany can clearly be seen in Table 

XXV. The years 1952 to 1954 in iron and steel production 

are marked by a fall in the production of pig iron, raw 

steel, and rolled - steel. By the end of 1954, transition 

to the £ oh oman Pl.nu was completed, and rhe ye'U'.s 1*54 to 

.1955 are marked by a considerable increase in all areas 

of iron and steel production in Germany» 

17 
'Jlue Skies over the Ruhr,- ; Trie Economist (February 

1, 19G4) , pp. 437-438. """ 
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"ABLL- XXV 

IROJJ AMD STEEL PRODUCTIOK IN GERMANY 
{Thousands of Tons) 

Year Pig Iron Haw Steel Rolled Steel 

1950 9,473 12,121 8,166 
1951 10.697 13,506 3,356 
1952 12,877 15,806 10,698 
1353 11,654 15,420 10,200 
1354 12,512 17,434 i 11,467 
1355 16r482 21,336 i 14,207 
1956 17,577 23,189 15,621 
1957 18,358 24,507 16,446 
1958 16,659 1 22,785 15,220 
1959 21,601 1 29,435 ; 13,351 
1960 25,739 | 34,100 22,531 
1961 25,431 1 33 j 458 21,861 

SOURCE? Federal Ministry of Economics, Achievement, in 
figures (Wiesbadenf 1963), p. 38. " ' 

Under the Investment Aid Law, from 1952 to 1956, 

business in general was to provide one billion DM, which 

was to be channeled into basic industries to accelerate 

the elimination of production bottlenecks. In return, 

the creditors received securities issued by the receivers 

of the funds. This created rouch bitterness, as payment 

was made according to the kind of .business and not the 

income group. This caused many businesses to lose their 

liquidity. These funds were collected by a quasi-tax of 

of 3.5 percent on profits and four percent on transactions. 13 

W. Roskamp, "jtconoaic Growth, Capital Formation 
and Public Policy in Vfost Germany, 1948-57," unpublished 
doctoral dissertation, Scaool of r.eonotaics, Wisconsin Uni-
versity, Madison,, Wisconsin, 1901 ?. 326, 



AC 

Table XXVI depicts how the one billion im collected was 

uxstribufceu» 

TAB I/,: XXVI 

DISTItlSUTIOM OF FUISfCS UNDER THE 
IUVUSTi-?r.NT AID LAV? 

Industry Amount in millions DM 

ITon and Steel .DM 278 
Electric Power 252 
Coal 234 
Q&s 126 
Water 60 
Government Railroads 50 

SOURCE; Frederick G. Ruess, Fiscal Policy for Growth 
Without Inflation (Baltimore, 1963F* T?pT 20*3~20"47 

Following this breakdown,, nearly half of the funds 

contributed went to government enterprises, that is, 

public utilities and the railroads. Noting the govern-

ment's large ownership of industry and the aid government 

has relegated to these industries, one can clearly see 

the reason for govezrment's keen interest in effective 

capital formation. It would foe fair to say that the large 

amount of government activity in the field of capital for-

mation was essential for the success of government industry. 

Also, it prices are going to be acuyinistered in an economy, 

and they clearly are in some sectors in Germany, the govern-

ment can play a very effective role as price leader in the 

oligopolistic or monopolistic markets that exist within the 
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economy. This could be the basic reason for the government 

retaining strong Tairtcrity positions in its previously totally 

owned industries aaC further reason for a relative utsbility 

of prices in Germany ever years. 

This laryfe government ownership of business is in 

opposition to the neo-liberals and brhard. It must i:e 

pointed out, however, thot :;rharc did not weaken nor deviate 

from the neo-liberal thiniixng. It vans Krhard and his Minis-

try against the Parliament of Gexmmvf, with Parliament win-

ning most of the battles. 

'given before the Investment Ri«l Law was passed., the 

government was supplying aid to coal in order to help it 

increase its productivity. In 1958 and 19rjf>, government-

ownoa raineo produced twenty-five percent of total coal 

output- flovernment aio.ee this sector by paying a part of 

all operating expenses, paying operators' shares in social 

insurance, by paying grants-in-aid for a special addition 

coal miners receive to the old age and survivors benefits 

of the Social Security system, by paying funds for the 

housing of miners, and by general investment and deprecia-

19 

tion aids, * M l of this is a deviation from the original 

Sehuiaan Plan, 

By the end of 195**, most of '-overiment aid to coal 

had been discontinued and an overpror?action of coal was 

^ Re us s, pp. 2 0 5 - 2 0 6 . 
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enjoyed for the first tine since the war, and the German 

coal industry became a major export industry. However, 

the year of overproducti« .* led. to a market glut arid caused 

the coal industry, private n*: <--?ell as government, to be-

lieve that overproduction could be as disastrous as under-

production. Since that time, coal has been a regulated 

20 
and subsidized industry. 

Modern-day industrial complexes in Germany include 

such industries as the world's most modern irradiation 

center at Cologne far commercial irradiation in the 

manufacture. of medical equipment. There are new steel 

processes of which the "explosion process" is the most 

Modern, This process can turn out an entire automobile 

body in a fraction of a second by exploding steel against 

an ice mold at 180,000 miles per hour. This process can 

also be used with the unorthodox raetals of beryllium, 

titanium, and tantalus* which are metals used in supersonic 

airplanes. The process can be said to accomplish the here-

tofore unheard-of feat of welding together all various types 

oc metals. There has also been a growth in continuous hot 

strip mills as well as electrolytic zinc coating mills and 
) 1 

hot rolling rail Is for seamless steel tubinc,, 

2QIbid., p. 206, 

? 1 
"Industry/' German International, VIII {Bonn, January 

31 $ 1964} ? 25-41. ~ ~ 
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The energy area is p̂rinJileci with an aver-Increasing 

number of nuclear genera fcin<? plants which have been in 

'use since IS59. These are aided by numerous atomic re-

search centers. The chemical industry is the fastest 

growing industry in Germany, led by Farbenfabriken Bayer, 

F&rbwerfce Hoecrist, Badiscae Anilin and Soda-Fabrik, and 

Berlin Sobering AG. These oorap• have branched out 

into virtually all areas o-' the v/ĉ. h;\. The re is also 

much activity in tne field of pwtro-t '-oiaicals, oxygen 

7 2 

research, hydrogen and deuterium research.'~"u 

Essentially, what happened in the German economy was 

that some industries were returned to the free market while 

basic industries reisiainea controller. This left Erhard's 

economic theory intact in some areas of the economy but 

ineffective in the basic industries. 

The raost apparent -sectors not returned to the free 

warket, coal» steel, electricity and building, are essen-

tially the areas which present problems to the free market 

theorists today. The aid granted these sectors can be 

rationalized into the neo-liberal theory under their social 

policy, h slow rise in supply in t.nese areas would cause 

a price rise which would ha socially undesirable. This is 

especially true in housing. 

In housing, for instance, it can be rationalized that 

German rent controls prevented the attraction of necessary 
22Ibid., pp. 21-40. 
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investment which tripelle-'I the stat« to act in a direct 

•maimer. This rent: control wss, and i«, necessary because 

tiia lack of livimj quarters cowl'1 well have brought about 

high rent^ in, Cer/ianv* <;ost of tais aid, aa has been 

noted, was through •Tisc-il. policy. . 

Cartels 

Actually, oecartelization began early in 1347, under 

Allied, policy and was later adopted by the Germans. U. S. 

Military Law 56 prohibited all price-fixing and other 

agreements in res hiaint of trade and made illegal many 

domestic and international cartels in existence at the 

time. This law was also effective in the British and 

'.>3 

French zones." 

Uncier Military Lav; 56 f the definition of an exces-

sive concentration of power was an enterprise which 

employed more than 3,000 people and represented more than 

twenty-five percent of the total production in its field 

or had an annual turnover of RM 25,000,000. Military Law 

56 also prohibited German participation in international 

cartels, or the formation within Germany of combinations 

in restraint of trade, or combinations which engaged in 
24 

fixing prices, or the limitation of piocmctxon. 

71 . . . 
Office of the U. S. 'iicfs Coru»issxonerr Rejgort on 

Germany, Segten-ber 21, 1949 *• July 31, 1_952_ (Washington, 
D. C., 1352), p. 117. 

'^Lucis u, Clav, :'.>ocisiou In. >"'?r• ,anv („sev? York, 
1950) , pp. 325-326." 
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The decartelization policies were formea under the 

Decartelization Division of the Office of the U. S. High 

Commissioner. Under the guidance of this office? each 

state appointed an officer? associated with the state 

Ministry of Economics, to aid in enforcing the law local-

ly. This policy was closely coordinated through repre-

sentatives of the Federal Government. In 1950, a group 

of German professional leaders, .representatives of trade 

•anions and industry, were sent to the U. S. for a ninety-

day study of U. S. anti-trust regulations, problems, and 

2S 

policies. ' This was prooably an effort to shon nhe 

Germans that the decartelization movements by the Amer-

icans were not an effort to suppress the German economy. 

The High Commission agreed to surrender its policies 

in the field of restrictive practices as soon as the Fe-

deral Government adopted a cartel bill encompassing the 
O il 

same basic provisions as the U. S. bill, ' 

In 1949, soon after Geriaany became a Federal Re-

public, Erh&rd drafted hie- first cartel bill. This bill 

was not passed by the German Parliament until January of 

1957 with considerable revisions. 2rhard argued that 

planning and control by individual firas was as harmful 

as the same done by the state and that cartels must be 
25 

"Office of the 0. S. l/igh Corindssioner, p. 118. 

^°Ibid., p. 112. 
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eliminated for a just distribution of the income and a 

true social policy. Srharcl further argued that life, 

including economic processes as a part of life, cannot 

be lived without risk, yet it is the strong who are 

always begging for security. lie also expressed the view 

that if cartels were allowed to function, even though 

they function smoothly, they would soon either abosrb or 

drive out the smaller firms. Hence, cartels would threaten 

the free sectors of industry and would have a serious ef-

fect on the dynamic forces of the economy and prevent the 

utilization of available capital for productive means.2^ 

This prediction made in 1949 had uncomfortable truth 

in it. Granted that cartels are on the comeback in Ger-

many, it can be seen in Table XXVII that small business 

is on the decrease, and in Table XXVIII it can further be 

seen that labor is more efficient than capital. This could 

lead to a conclusion that small firms are being driven out 

and cartels are suffering from overcapitalization. However, 

it would be impossible to say that the dynamic forces of 

the economy have been held back, as Germany has continued 

to show favorable econonic growth. 

In the international trade realm Erhard felt cartels 

were a block to a liberal foreign trade policy and saw 

9 7 * 
" L'rhard, The Economics of Success, pp. 68-69. 
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csreels as having a taxing power, in effect, on the German 

y ft 
people. 

TABLfi XXVI1 

PERSONS EMPLOYLD AND 
TURNOVER IiS HANDICRAFTS 

Year 

1949 
1950 
1951 
1952 
1953 
1955 
1956 
1957 
1958 
1959 
1960 
1961 

No. of Businesses 

864,000 
H , h , 
NLA. 
M. A. 
1̂ '«. 

752,000 
739,000 
728,000 
722,000 
717,000 
710,000 

Millions 
Employed 

I 

Million DM 
Turnover 

3 * 0 5 1 9 , 9 0 0 

3 . 1 4 25,600 
3 . 1 9 3 0 , 1 0 0 

3 . 2 6 3 2 , 6 0 0 

3 . 3 2 3 6 , 1 0 0 

3 . 5 0 4 7 , 7 0 0 

. o 5 3 , 4 0 0 

J * G 3 j 5 7 , 2 0 0 

3 . 7 5 ! 6 0 , 3 0 0 

3 . 8 0 6 6 , 6 0 0 

3.84 | 74,600 
3 . 8 0 ! 8 2 , 8 0 0 

SOURCE; Federal Ministry of Economics, Achievement in 
Figures (Wiesbaden, 1963), pp. 53-S4. 

It is doubtful, however, that the existing cartels 

have influenced foreign trade to any great extent. Rather, 

some export ficas have been granted legal cartels to engage 

in foreign trade. 

In Hay of 1950, two trade associations and five in-

dividuals were charged with price fixing and forming inter-

national cartels in abrasives. They were fined a total of 

28 Ibid., pp. 70-71. 
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TABLE XXVTXI 

CAPITAL - OUTPUT RATIO 1949 - 1957 
{Constant 1954 Prices in Billions of DM) 

xear 

1950 
1951 
1352 
1953 
1954 
1955 
1956 
1 '• 7 

t Total conov<:v 

0.3 
0.8 
1.3 
1.2 
1 .6 
1.1 
2.5 
•3 -> 

Industry Only 

0.6 
0.8 
1.6 
1.4 
1.4 
0.8 
2.4 

SOURCE: ft. W. Roskarrtp, ''Economic Growth, Capital 
Formation and Public Policy in West Germany, 1348-1957," 
unpublished doctoral dissertation, School of Economies, 
Wisconsin University, Madison, Wisconsin, 1961, p. 80, 

DM 140,000 ($35,000). Later in October 1951, a U. S. 

Zonal District Court decision compelled light bulb manu-

facturers to cease fixing prices by agreement. This was 

followed by a reduction in the price of light bulbs. At 

the time, this won public favor and new support for the 

ciecarteliaatiou prog raw. Later in 1951, action was taken, 

against a group of poultry feeders for price-fixing. 

Similar charges were also tressed against the dairy in-

dustry in .1951. ^ 

In 1954; fifty concerns accounted for 17.7 percent 

of West Germany's turnover. In 1360f the share of the 

23 Officii of the u. 0. Cor-alasloner, p. 118. 
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top fifty firms had risen to 28,3 percent, of total turn-

30 

over. 

By 1952.? economic recovery nesiaed to be coining to 

a point of stagnation. The Occupation Statute had been 

lifted, and there was continued opposition by the Federa-

tion of German Industries to Hrharo's cartel bill. This 

bill would suppress restrictive practices and ban cartels 

in general while permitting their formation only in 

exceptional cases. Brhard continued his never-end ino 

battle against cartels and Maintained that, a socially 

committed free market could never be maintained provided 

there was growth of large concerns which could dominate 

the market. In order to combat the resistance oi: the 

Federation of German Industries, Erhard drafted his "Ten 

Theses in Defense of Anti-Cartel Legislation." The ten 

theses revolved about the theory of the competitive markets 

and the necessity for protection for the consumer and an 

equal distribution of the new wealth. Great stress was 

put on price freedom and the evils of reverting back to 

a planned economy which Frhard felt cartels would bring. 

He also expressed the ieea that the Cartel Authority,, 

included in his proposed bill, would have the power not 

to destroy freedom but to raake sure it is secured. He 
30 

"Germany's Hew Businessmen» ' The Economist (August 
1, 1984) , p. 486. 
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concluded his theses by a dem-md for the removal of tariff 

barriers, currency restrictions anc the dissolution of 

cartels in order to aid Germany in gaining larger and 

31 

freer international markets. 

It was necessary for Erhar-3 to defon-i his proposed 

Cartel Authority, becautsu rte had baen accused by some 

;,na:aber8 of Parliament of creating a new bureaucracy and 

ne*;-7 methods of planning.32 However, mich an intervention 

wad a rationalization in order to 'tsr,c,r.a market fr*?edora 

'cmcier the neo-liberal theory. Actuallyt the bureaucrntic 

machinery created by the final cartel lov was .act intended 

to happen under ' -3 original plan. 

E-rhard's cartel bill, the Law Against Restrictions 

on Competition, had not. been read ii- the first: legislative 

meeting of thf Federal Parliament between 1949 and 1953. 

After considerable resistance to the bill, both inside 

and outside of Parliament, it had its first reading in 

Parliament in March of 1955. By this time, substantial 

revision had taken place and much of the anti-cartel punch 
33 

removed fro® it, 

Erhard appeared before the Parliament on the day of 

the reading of his cartel bill rtnd once arjain stressed the 

^Erhard, The Economics of Success, pp. 128-138. 

32.,. . , , 
Xi>lU. , p. x / '• . 

33Ibid., o. 170 



human aspects? involved. T->. ar.juod -strongly ';h.: t cartels 

deprived a p^r^on of -hi3 r.t<jht to yruedosu .ie pointed 

out that tho past •?,<•>wv. y:ars( under his economic theory, 

had been successful yearn: for the Germans and there was 

nothing that v/arrarited ina ehan^iay of his theory by 

psiiiittiag cartels, lie Salt that too .much of the bill 

had already bewn destroyed and expressed the opinion that 

3ome legislators na-.l mi»«ed the point of the bill in that 

they felt tlva bill was to prevent abuses by cartels rather 

than prohibit cartel*? entirely. s\e concluded his address 

by reminding th» Ir^jie-lators that in c, "fecial Market 

Economy,!* the market neohanism Must consider the social 

aspects of the probi era and that the formation of cartels 

would be a definite hindrance to any effective social 

policy. He also reraindod theirs of their duty to think of 

Germany as an integrated part of Europe and the effects 

34 

cartels would have on an integrated 57 u rope. 

On July 271 1351, the lav/ pushed by Erhard passed, 

but it was Mich v/eaker than proposed at first. Rather 

than forbidding monopolistic practices outri'/ht, as Erhard 

had ciesireo, it emphasized the publicity of cartel agree-

ments and limited voidiny of cartel ag:reements to those 

which "misuse" or "intend to misuse" economic power. This 

left the burden of proving misuse to the government. 

3*Ifeij.r pp. 170-178. 
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Monopolistic contracts which are not for "misuse" are 

registered with the Cartel Office and are thereby legal-

ized. These registrations are usually granted if the 

monopolistic agreement does not exceed twenty percent 

of the market. The problect ie tbe.t no one has defined 

35 

the market. 

Under the cartel bill that was passed, coal and steel 

industries, banks, public utilities, insurance, govern-

ment monopolies, and export trades are exempt. In 1961, 

an inquiry on cartels was requested by Parliament. The 

Cartel Office reported that there were 535 cases pending 

in 1960. Out of these, one had been decided, twelve 

others had been decided but were being appealed, forty-

seven consent decrees were made, 232 cases dismissed, and 

in twelve cases, jurisdiction was denied by the courts."5® 

Erhard did express the opinion that under some given 

conditions, cartels might be necessary and that he was not 

unaware that the theoretical model of pure competition 

is not applicable in all areas and <aay have to be modified. 

He felt conditional and rationalization cartels as well 
*7 

as cartels in the export industry wight be necessary.J 

Since 13.55, a massive merger movement has been under-

way. This marks the year that West Germany was given its 
^^Reuss, p. 245, 

36I_bid. , pp. 245-246 . 

37 
Erhard, Prosperity Tnrough Competition, p. 130. 
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full sovereignty by the Western powers. One of the import-

ant mergers in 1955 was the acquisition of Bochumer Verein, 

one of the largest steel producers in the Ruhr, by the 

Krupp Steel Works. There has also been a tendency toward 

38 

concentration of commercial banking, 

Many feel that the enforcement of competition by pro-

hibition of cartels can never bo effective. However, the 

final cartel bill passed must have had some retarding ef-

fect on their growth, otherwise the industrialists would 

not have fought the bill so vicyorously. 

Before the war, the I. G. Farbanin lustrie had accounted 

for approximately forty percent of the world8s chemical prod-

ucts. After the war, only ten percent of the company's 

total assets were locatoci in the American zone, but this 

amounted to an astounding forty-two manufacturing plants, 

forty-six sales offices, an- numerous other installations, 

employing approximately 27,000 people. The gross sales of 

one of these plants alone had reached DM one billion in 

1951.39 

On August 17, 1950, under the auspices of the 0. S. 

High Commission, I. G. Farbenindustrie was divided into 

nine Cully independent new unit companies, and four Farban 

subsidiaries were set up as independent unite. The remaining 

3%ew York Times, January 7, 1959, p. 97. 

''Office of the U. S. High Commissioner, p. 114. 
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assets* were liquidated ana proceeds employed to satisfy 

creditors' claiias and to provide working capital.® 

In July, 1957, a law v/as passed fully re-establishing, 

for tax purposes, that I. G. Farben was to be treated as 

a unified entity. This Meant that the various units of 

Farben were once again working in close relationship with 

one anotrier. This bit of legislation exposed the fact 

that the earlier efforts of the Allies an«3. £xitar6 to break 

up this cartel had been in vain. I. G. Farben posseted 

superior technical resources and. had a considerable head-

start over other producers in other countries. It could, 

in the prewar period, avail itself to large governraent 

aids which gave it a position of power in dealing in the 

international markets, vshen it entered joint ventures 

with other companies such as c!u Pont, Standard, Allied 

Chendcal, and Union Carbide, it did so only in return for 

substantial benefits and usually insisted on retaining 

.dl 

•ultimate control. 

I. G. F-iroen's tentacles reached to every major chemical 

producer and every branch of chemical nianufacturlag. This 

insured Farben*s great power in the worlei's chemical indus-

try. Farben traded mostly on its patents am; know-how and 

established itself in the Anteriean market under the naiae of 

40 
Rues,?, p. 126. 

41 
l'bid., p. 126 
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the Bayer Company, Farben had tried to negotiate with 

ail Font to achieve this entry, but du Pont had demanded 

too iu'aca of a cat i.i certain areasj. Later, 1. 0, Farben 

again satereci the American economy in the photographic 

field under the name of Anaco Phofcopractucfc Incorporated. 

Before world War II, the -aa jority of American chemical 

firms had understandings with 1* u. Farben. Standard Oil 

of New Jersey had a so-called "marriage contract" 'with 

Farben in petroleuun and chemicals, Farben was always in-

terested in restricting American exports of products Manu-

factured under its patents i,n America • Farben had further 

cartel agreements with General Aniline in dyestuffs, with 

Agfa Ansco in fila, with Sterling and Winthrop in drugs 

and pharmaceuticalsr with Rohta and Haas in acrylate plastics, 

with Dnyte Corporation in urea formaldehyde plastics, with 

Hercules Powder Company in cellulose plasties and chlorin-

ated rubber, with Sow and the Aluwinun Company of America 

in laagnesiuw, with American Cyanasid in cyanides,, with 

Ethyl in tetraethyl lead and iron carbanyl, with Pennsyl-

vania Oalt, Stauffer Chemicals, and Koppers in particular 

fields. In all of these agreements, 1. G. Farben refused 

to take a subordinate position. Most American firms de-

fended their cartel agreements with Farben on the basis that 

they were gaining valuable productive processes, thus aiding 
£" '? 

the growth of American industry. 

4 7 
George W. Stocking ana foyron 5-7. WatkIns, Cartels in 

Action (Mew York, 1f>47) , pp. 466-498. — — 
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Tne UFA coftbina, uiiich was the Reich's notion picture 

yroperties, T-/ere cisyo-?o<j of in sueii a manner as to crsate 

a juotion picture industry free of governmental and political 

control, "his was done hy sale or tlia properties to Individ-

uals not involved with the ilazi regivio. Following this, the 

companies of Robert Bosch Grab!;, fUeneas and K^loJ'e, hin'kel™ 

Degessa-iiilallcoscllsciiaft^ and Vcreinicte GlansatOi fwerke, 

consiaerea to excess ivy concentration.-:-; of econosoic power, 

41 

were liquidated and reorganised. "" 

In 1950, the. Ruhr coal anc'. steel area produced approxi-

mately fifty percent of the coal and thirty-seven percent 

of the steel produced in western Lurope. hi the end of the 

war, ninety percent of tne P/ahr steel production anc fifty-

five percent of Ruhr coal production viae control3ac by 

twelve closely intecrrstec steel companies,, Duo. to lac}: of 

coal throughout other western huropean nations, this allowed 

the twelve couioariies to control the coal industry in Europe. 

Unoer the Allied high Co;o-.l̂ sie.i, in 1950, the riur.iber of 

steel companies was increased free twelve to twenty-eight 

by creating twenty-four aei; cosrtp..nit:.s anh continuing the 

four smallest old companies. Ruhr coal production had been 

controlled by nine major combines incl"a»:'ir*c the steel com-

panies with coal holdings. The /idaes controlled by these 

43 
Office of the 0. 8. hiijn Coamdssioner for Germany, 

pp. 115-117. 



combines were distributed among twenty independent unit 

coal corapanien. Also, the Deutsche.? ICchlenverkauf, a 

monopoly sales agency through which Ruhr coal was market-

ed, was dissolved and its functions were transferred to 

competitive sales agencies.^ 

Another important area was the breaking up of the 

so-called Big Six Banks. These banks ha£ powers which 

far exceeded the powers of any American banks and were 

closely integrated with industry and the stock exchange. 

The assets of these banks representee fifty-five percent 

of the total assets of Germany'a 653 commercial banks. 

These banks were broken up into twelve separate units. 

However, by 1954, mergers had reduced this number to nine, 

and future plans included a reduction to six. 

The establishment of trade freedom was a goal of the 

U. 8. Commission as well as Erhard. This would give every 

German, the right of free exit and entry into the field of 

his choice. For many years in Germany, no one could open 

a new business without fir -obtaining a licence from the 

appropriate governmental authorities. Admittance of a new 

competitor was usually contingent upon approval of the pro-

fessional organization in which entry was desired. If these 

44Ibid., pp. 109-112. 

^^Lucis D. Clay, Decision in Germany (Hew York, 1950), 
pp. 327-328. ~ ~~ 
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organizations felt admission was undesirable, economically, 

46 

then it was denied. 

This syste.rt could,- cf course, be related to the old 

medieval guild system which survived in Germany long after 

it ha£ lost its influence in other European countries. 

This licensing was an integral part of the Mazi regime's 

intentions to direct all phases of production and distri-

bution, . 

By 1948, it was evident, due to the larqe influx of 

refugees and other structural labor problems that such a 

system was hindering productivity. In the fall of 1943, 

the 0. S. military government issued directives establish-

ing trade freedom. These directives abolished the licens-

ing of business except where safety, welfare, or public 

health demanded it. V'hen safety, welfare, or public health 

demanded that a business be licensed, it was determined by 

a government agency and not by a board of the individual 
4 7 

prospective competitors« 

Table XXXX shows the iiwaediate effects upon the economy 

after liberation from licensing. It would be safe to assume 

most of these businesses were opened by refugees who had 

practiced a trade in their i;iother country * 

The principle of trade freedom was essential to Germany 

in its recovery. This policy, no doubt, avoided untold 
^Office of- the U. g. High Commissioner for Germany, 

p. 157. 
47, Ibid., p. 138. 
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u~w 3iT>iii)':'Dsr.r; orrnri.o XB T/;F it. n. ZONK 
BEFOFI AFTER ELIMINATION 

or iJCLMf'iMC 

State 

1} i. O'VjCXi 
tiessa 
Wuerth-badtiti 
Bavaria 

t" 
1948 1st -'iue: -or 

1, ilu 
5,240 
C , 5 9 & 
1.940 

1949 1st Quarter 

3,173 
20,703 
16 ,505 
55,791 

3Q0KC&» Office of h>. 

—i~ -

itri U 
;» Hi<jh Couaiii.ssioner for 

Germany, Report on Germany, September 21, 1949 to July 
31, 1952 (vTas!u."ngtcnTTrr C. .HlzTST)", " p.'TSc'T " 

economic waste 'by allowing thousands of competent persons 

the opportunity to work in those fields where their interest 

was. It also, undoubtedly, helped the crovernment by re-

lieving the unemployment rate to a great extent while, at 

the same time, raising the governonent's revenues by the amount 

ok taxes paid by new businesses* A licensing .system could 

have been aost detrimental to tc: •> German economy at the time, 

considering the millions of refugees wantinq to work and 

who were able to do work. 

In 1953, the Federal atiudicraft Law (Bandwerksordung) 

was passed. This law was similar to the old "Hancfwerk* law 

dating back to the 1880 's in Germany which involved the old 

handicraft guilds. The laodern day i3kiar,dwerk"" law <ieals 

with licensing ngnts, rul'jss concerning the structure arid 

tasks of the "Handwork" organisation, and vocational training 
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in the crafts.^® Under .it, three and one-half years are spent 

in apprenticeship, five years as a journeyman, and the master's 

examination is the final step. Pro?t 1:345 to 1963, about a 

half million people had taken the master's examination with 

approximately eighty-seven percent passing it.^ 

In Germany today, there are approximately 9,700 guilds 

of the individual branches of handicraft. These guilds 

are ruled over by approximately 430 craft associations and 

forty-five chambers of handicraft. All handicraft opera-

tions come under the auspices of the House of German Handi-

crafts in Bonn. Here the Central Association of Herman 

Craftsmen represents the whole field of ''Jiandwerk. 

The effects of the "rlandwerk' law can be seen in 

Table XXX, which is a survey of handicraft business. 

According to this information, the number of handicraft 

businesses are decreasing while employment is increasing 

somewhat. The turnover increase has probably been aided 

by a general over-all growth in the economy. The effects 

of a guild system can be most clearly seen in the decline 

of the number of businesses and a decline in the number of 

people admitted to apprenticeship, 

^Press and Information Office of the Federal Govern-
ment., Handicraft in Germany (Cologne,1963), pp. 25-27. 

49Ibid., p. 27. 

5"ibid., pp. 25-30, 
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TABLE XXX 

SURVEY OF MAMDICRAFT BUSINESS 

Year No. of Millions Million DM Persons 
Businesses Eraployed Turnover Taking 

Apprenticeship 

1949 864,000 3.05 19,900 hi. A, 
1950 N • A. 3.14 25,600 £'J . A » 
1951 N.A. : 3.19 30,100 178,400 
1952 N.A. : 3.26 32,600 180,600 
1953 N. A. 3.32 36 j. 100 187,700 
1955 N.A. 3.50 47,700 212,900 
1956 752,000 : 3.82 53,400 199,800 
1957 < 739,000 3.65 57,200 178,000 
1958 728,000 I 3.75 ; 60,300 161,S00 
1959 722,000 ; 3.80 66 f600 158,500 
1960 ' 717,000 3.84 : 74,600 144,700 
1961 . 710,ooo ; 3.80 : 82,300 120,046 

£ JOURCE: Federal Ministry of Economics, Achievement in 
Figures (Wiesbaden, 1963) f pp. 53-54. 

Erhard firmly rejected ana worked against this restrict-

ed entry into the various fields. Ee stressed that such a 

system would be an absolute denial of free economic order 

; would lead to a lose of competition in the retail trade. 

Actually,, the bill was passed, despite Srhard's activities, 

51 

due to pressures from retail trade put upon Parliament. 

Erhard's efforts in thia area probably had the effect 

of preventing the passage of the !,Handwerk." bill until 1953. 

This is said in lieu of his unpopularity among retail 

traders. Once again, as in other instances.- Erhard stuck 

51... . „ 
urhara, ^£ci®£er^-t;X. Competition,, pp. 112-115. 
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to his policies and principles but was defeated by lack 

of Federal backing and vote-seeking politicians, many 

of whora sat on retail trade boards. 

Cartels and restraint of trade haw. h< .-m life-long 

German practices. Tendencies towards cartels cculrl 

possibly be explained by the Herman love for order. It 

would probably be difficult for the average German not 

to .believe that some tiling without order, such as a com-

petitive raarket, coulct be aided by at '/lying a little 

discipline. 

A major sin charged against the cartels is thnt they 

stymy technological advance, growth, arid cause unemploy-

ment . However, this was not true in prewar (̂ iyruany, nor 

is it true in postwar Germany, Prewar Germany rcado some 

of the greatest technological discoveries known to man 

through its cartels. Evidently, cartels did not retard 

investment because there is no apparent chronic unemploy-

ment, which v;oal* be the logical result of cartels hoarding 

savings. 

It was 5rhard who bad the burden of proof in showing 

Parliament tnat cartels had restricted German trade and 

growth. In this he was not successful. Even though his 

cartel bill did not pnsc in the r.iansi-ar and spirit which 

he desired, it offered a movement heretofore unknown 

against cartels in Germany. had it not been for his cartel 

bill, the degree of competition that exists in Germany today 
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night well have never been attained and the concentration 

of cartels micht have been greater. In this battle, as 

in iriost others, the Federal Chancellor Adenauer remained 

silent and lent no strength to lirhard's policies. 

The opposition which the hill met could well he tied 

to the close relationship between government, politicians, 

and business. Whether '^rhard's policies have been right 

or wrong, credit and admiration must be given to him for 

never wavering from his beliefs. Or many occasions, such 

as his cartel bill, he was alone and void of the support 

of his contemporaries. 

It has been Erhard's trait not to be swayed by pres-

sures or by obstacles vnen a decision is to be raade„ He 

was not swayed by American policy but, rather, stuck closely 

to the principles of neo-libaralisai and fought for his views 

regardless of the decisions of Parliament. In doing so, he 

lost the friendship of politicians,, industrialists, and 

managers but won the support of the raitMle class which his 

policies favored. Since 194 8, many policies have been en-

acted by the Federal Cove rnr.se nt of Gerraany which have been 

contrary to the neo-liberal theory» but Erhard has been 

influential enough to party o~ lis tueory into the economy. 

Labor 

From 1945 to 1948,, German laborers experienced some 

unusual phenomena. The labor force had been increased by 
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soma ten million refugees at the soiae time the employment 

possibilities had been retraced by Allied bombing. The labor 

force Lad been structurally changed by the war efforts. It 

was dominated by the young and the old and was predominately 

female. 55any of the middle-aged iaales had lost their lives 

in the war effort« Many workers were paid in kind for the 

work tney could find, audi many spent move tint® searching 

for food then they did at their jobs. The. dismantling of 

taany Oerntan firms and the level-of-industry plans were further 

aggravation to the situation. With a brialecl economy, 

l'ABLi i XXXI 

WORKERS UH£MPLO¥ED IN THE FEDERAL REPUBLIC 1949 - 1961 

Year Thousands 
Employed 

Thousands 
Unemployed 

Percentage 
Unemployed 

of all 
Employees 

Millions of 
Additional 
Jobs' C,tea ted 

f" 
1 9 4 9 > ft . A . I 1 / 3 0 0 , 0 0 0 j 8 . 8 ; 1 3 . 6 
1 9 5 0 1 2 0 , 3 6 5 { a . A . ! i-I.A. i N . A . 
1 9 5 1 I H. A . i n.A, 1 d .A . | ii . A. 
1 9 5 2 | 2 1 , 3 0 0 1 < - A. | N . A . s | N . A . 
1 9 5 3 | . A , ! 4 0 , 0 0 0 j 5 . 5 ; 1 1 6 . 0 
1 9 5 4 j 3 2 , 3 9 5 j r i .A. 1 N . A . ! N . A . 
1 9 5 5 I 3 3 , 2 3 0 j . A . ; : • . A . j ! H . A . 
1 9 5 6 | 2 3 , 8 3 0 ! 4 . 1 0 , 0 0 0 ! 2 . 2 I 1 8 . 6 
1 3 5 7 j 2 4 , 3 6 0 j 3 7 0 , 0 0 0 j 1.9 j i 1 8 . 0 
1 9 5 8 | 2 4 , 5 8 5 j 3 3 0 , 0 0 0 1 1 . 7 ] 1 9 . 4 
1 9 5 9 | 2 4 , 8 6 5 j I S O « , 0 0 0 : 0 . 9 j 2 0 . 1 
1 9 6 0 j 2 5 , 3 3 0 ! 1 1 0 , 0 0 0 j 0 . 5 j 2 0 . 4 
1 9 6 1 i 2 5 , 7 2 0 I 9 5 , 0 0 0 0 . 5 j 2 0 . 9 

1 f-

SOURCEi Federal Ministry of Economics,, Achievement in 
Figures (Wiesbaden, 196 3 ) , p p . 11-12. ' 



expansion was slow and, hence, jobs available were few. 

Once a -aan Sound work, hio productivity was extremely 

low duo to an inadequate diet, /.'ages were low due to 

the downward pressure of an abunoant factor and also due 

to the fact that wages were purposely held low in order 

to attain high profits '.mica waulo attract investment. 

Labor leaders had tiieir efforts to increase the working-

5 •> 

loan's lot stifled by stifC v/arniu-s from the government.' *" 

In ly48, after tiie currency r^foro, labor threatened 

a general striJ'.o, as high prices and a low level of income 

had deteriorated labor' •• real wages. The German Trade 

Unions Confederation callow a general strike for November 

12, 1946. Alter the unions announced this striket they 

were responded to iiwaediately by Ciltarci. Ele warned that 

such actions could severely uim'xr the stability existing 

in the economy and would only leaf the Germans back to 

state controls and further uneiuploysient. 3rh&id further 

stated that the Adirdniscration would refuse to recognise 

the si. rike. "*'J 

In. litjht of this warning, labor did riot strike and, 

thus, saved the day for Lrbard's policies. Haci the strike 

been enacted, it could have caused serious difficulties 

for .Srhard's policy. The unaggressive tendencies of 

^W&llich, pp. 272-287. 

^3 
Crhard, The ISconorr.ics of Success, pp. 56-57. 
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Cersnau labor unions has been aid be the economy in 

SOX3C areas. it sins helped, no doubt, the stability of 

the new currency as well as helped to make exports com-

petitive in the world siarket ana hence, has probably 

been a source of in vestment, attraction. 

h3 lace as 1950, tna unwfljpioyiuent situation was 

considered disturbing in Germany, On February 9', 1950, 

the Federal Chancellor ;aade plans to cor,ibat this situation, 

dowever, his plans were far 1'roia adequate to relieve the 

existing unemployment due- to a reluctance of the Federal 

Government to engage in long-term borrowing from the cent-

ral bank. The Allied high CoBawission suggested other 

steps tae• Germans should take, dy the end of 1.9.50, 215 

million dollars of the dconomic Cooperation Administration 

counterpart funcs had been released to the Germans. Of 

this a ma, 190 million dollars was released by the German 

cjoverniuent into the economy vith emphasis on reducing un-

employment in construction, mining,, industry, and electric 

55 

power projects. 

The Basic haw in Articles d'ine and Twelve guarantees 

every person the free choice of trade, profession, place 

oI work and education, hvery employee has the right to 

P<tid holidays, to exemption from work on Sundays and to 

Office of the U. s. High Commissioner for Germany, 
pp. 12-13. 
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protection againwt un ju3ti fiacl aioaisyal and i&ipairrffcmt 

of healta while at wor'k , Article Two!ve also gives 
c g 

labor the right to organize.* 

In 1962; out of a total labor force of approximately 

twenty-six nillion, aignt million workers were organized. 

Concentration of this or;./animation is iiigheat in civil 

servants anc! trade union areas with the lowest concentration 

in whi'ca-collar areas, in Germany today, tnere are sixteen 

trade unions and industrial trade unions united under the 

Gorcuan rede rat ion of Trai'le Unions. The result is a unified 

labor front whose chief organ is. the Trades Union Coagress.5' 

The practice of co-~he termination is coy&ionplace in 

Germany today. This is tne rioht of the- worker to ah are 

in the manâ errtent of the lirtu. Workers have one~tAird of 

the seats on the board of directors of joint stock com-

panies and one-half of the seats on tha board of directors 

of atining anc sceitiiv, cowpaaies. A Director o.f ĵ abor sits 

on the directories of hoavy Indus*• rial firms* he is nowi-

natec iiy the leading organisation of the workers ana sits 

with the business and. technical uepartiitc-nt heads. Tht 

waapona of labor anu ikan«yf{r:\«nt are strikes and lockouts 

respectively, but neither have been useo frequently. 

S fk 
John F. Golay, The Founding of the Federal Republic 

of Germany (Chicago, 1958') "pT""2"20.' """ ' 
5 7 
Press and Information Office of the Federal Govern-

ment of Germany, Re nanny in Brief (Wiesbaden, 1964), po. 
82-37. * ' 
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Disputes ar-2 rafarred to a 1 .i;x)r court in tfhich both 

onvployoo and a. rployer are repi'eaertt.ed. aiese courts are 
c, a 

not opaa tc executive or political xnflueuces. 

A lav pasned on April 9, 1949, empowers t J io ministry 
s 

of Labor staU Social Cort̂ itioini t'- declare collective 

agraenents, freely for a part of <m industry, bind-

iiiS' for tl'i..: who la industrv concerned. detwoen 19 41> and. 

• tlAXS xc*V 1")d.CI OOOH -ZSCCi Xi'i .1. , *. JO Cc<S6;S. 59 

TABLE XXXII 

'WAGES AMD SALARIES AS PERCENTAGES OF G. N. P, 
FOR TliT'ZL ADVaICED INDUSTRIAL 15ATI0KS 

Country 

Germany i 
United Kingdom j 
Limited States i 

1950 

57.3 
54.0 

195: 

44.3 
57.9 
5 £i. 0 

4-

1956 

48.7 
59.2 
58.0 

SOURCE? Frederick G. Ruess, Fiscal Policy for Growth 
jitnout Inflation (Baltimore, 1963FT fT."~*eoT"* "* 

Strikes are few in Germany today, and it coal'* be 

envisaged that constant inflations and devaluations of 

German money over the years has wiped out any effective 

strike funds. Also, strides as a weapon of labor seera 

to be on the decline the world over. Furthermore wages 

C 
:> o Itoid., pp. 84-87. 
59 
Frederick G. Ruess, Fiscal Policy for Growth Without 

Inflation (Baltimore, 1363) 7"PI~ "SS^TTT"" " 



to h;?\Te. reiiVaine''? "i i;i;ablc; o^roontavje of -'51 over 

the years,- hoover, the hot;,*;] of osinfully eM'-ploycl 

person*! has also riaen, 

TABLE XXXIII 

WAGjSS AND SALARIES AS PERCENTAGES OF 

Year Percentage in NUT 

1925 59.9 ?rc<hiperity 
1929. 61..9 Der-r-̂ ssion 
1931. 64.6 Do, ..rcssion 
1934. . . . . . . . . . 58.7 Hitler';s '/age Freeze 
1936. . . . . . . . . . 55.6 hitler 'a Uage Freeze 
1933. . . . . . . . . . 54.9 Hitler's Wage Freeze 
I960. . . . . . . . . . 59,1 Reconstruction in Europe 
1955 59.6 Reconstruction in Europe 
1958. . . . . . . . . . 61.4 X<ecoiiStruction. in Europe 
1960. , .61.0 Reconstruction in Europe 

aOURCi.i Frederick ltue»s, fiscal Policy for Growth 
Without Inflation (Baltimore, 1963), pi 60". ~~ 

Wa.jt-s aac salaries* riuve reiaola-ad a sutaller psreentaye 

cf (J.3F iu Gena&uy than in otiiaz Industrial nations. I-itis 

coulu i>e attributed to lack of aggressive policies of labor 

leaders aiul the influence of the c;ovexna«e:it to keep wages 

low in order to iuereati- exports. Consumption expenditures 

have remained low as a nt-;rce/tt&9c of uh? in the face of 

riiiing income & showing, again, taa yovern:-»ent * s direct 

effect on capital formstion. 



n ̂  *7, *'» '/V ~tr 

COM5U." 5P?I0;-' BXP"!'-;D1T pmci -» 7* /*» c* 
-*.u OF CROSS NATIONAL PRODUCT 

r:~ 
T""-—"—**"" ~ 

Coun tr >/ l'i4*i 1 - ii 0 1952 1958 

West Germany , ® A • 78.3 74,6 72.0 
Uiiitea iliiujdcsu CO « "i O J * •*> 82.3 
United States 78.8 79.7 82.3 83.8 
i'XailCe i>* • £ A # y 1.4 y 3.3 80.8 
I teily 84.5 81.7 84.0 77.7 
Netherlands & *.* , X fcO.l 75.2 72.4 
Sweden 82.4 81.2 ! 77.8 79.5 

t>GU>''Cl: Frederick G. Ruess, Fiscal Pelicy for G rowth 
without Inflation (Baltimore , 196 3), p. 61, 

LdJur seems to be satis fiec with its current rising 

wage levels. This xininv. wage level is ewhanccc by little 

inflation, but a larye nuKi^r of "job vacancies froiu 1.956 

ouwarx.f indicates that tiie labor resource ceiling has been 

TABLE XXXV 

Year 

AVERAGE AftHUAL AND WEHKLY IHCOME OF 
GAINFULLY ĵ iPLO'iKi? PLRJiOilS 

-f— 

I 

DM Average Annual 

iyso ; 1 3,726 
1955 ! i 6,0;!4 
1*57 ! J 6, 9.15 
3 9 5 B | 7,341 
lyss : 7 / ii 3 '6 
1960 81.660 
1961 9,342 

R4 Average Monthly 

243 
366 
415 
N, A, 
465 
£07 
558 

SOURCE; Federal ministry of L-coooiucs, Achievement in 
Figures (Wiesbaden, 1963) , ;op, 13-15. 
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reached and this could raake any labor demands for higher 

wages effective. In fact, over one-half million workers 

were imported into Germany in i960 to fill these vacancies, 

TABLE XXXVI 

NUMBER OF JOB VACANCIES IK THE FEDERAL REPUBLIC 

Year Vacancies 

1950 .142,000 
1951 . . . . . . . . . . . . .124,000 
1953 . . . . . . . . . . . . .140 ,000 
195b . . . . . . . . . . . . .236,000 
1958 259,000 
1959 . 350,000 
1960 524,000 
1961 . . . . . . . . . . . . .573,000 

SOURCE; Federal Ministry of Economics, Achievement in 
Figures (Wiesbaden, 1963), pp. 12-13. 

Labor leaders, however, have seemed to abandon demands 

for wage increases in lieu of demands for sharing in the 

wealth of the corporation. Such deraanas by labor are prob-

ably helped in Germany clue to the closeness of: the U. 3, S. R. 

This bit of social policy is a direct tenet of the Papal 

Encyclicals, Rerura 2?ov;*rum and Quadraqesimo Anno. These 

encyclicals suogest the acquisition of income producing 

assets rather than demands for increasing wages. They are 

embedded in the neo-lifaaral thinking. These den.ane;s for 

profit sharing would, of course, increase the general 
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welfare of labor and reduce the concentration, of wealth 

60 

whicn are important facets of neo-liberal theory.' 

Reflecting back to Table XXVIII, it caw be seen that 

labor is evidently more efficient than capital in Germany. 

This could point to the probabilities of overcapitalization 

in many German industries. 

German trade unions nave seemed to have a preference1. 

for cartels which would offer theia job security and wage 

f,l 

protection." ' Actually, this could be another reversion 

to authority which the Germans so wall love. 

Erhard stressed the point on many occasions that 

trade unions were essential to his "Free Market Economy" 

and, therefore, carriec* a great deal of responsibility. 

He offered the opinion that only a tree economy would 

permit the development of trade unions an-.' that trade 

unions had developed over the years due to the principles 

of freedom, fie expressed his opinion for a highly devel-

oped international division of labor and free worker mo-

bility. Srhard's idea would be a Europe where workers 

could raiqrate f rotr. country to country with no restrictions, 
* 63 comparable wages, and a convertible currency. 

60, 
Ibiu., p. 62. 

to I 

lirhard, The Economics of .'/access, p. 70. 

^iSrhard, The Scon monies of Success, pp. 253-256. 
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Actually, most wages in the Federal Republic are fixed 

by the interaction of 1-bo.r and industrial bargaining; also 

the general con.'; it ions in the economy are taken into view. 

Erhard believes that wages and working conditions arrived 

at by these powers must be within supportable limits at 

all times. He points out that he never rejected a wage 

rise when business conditions permitted, am he encouraged 

business to take the initiative to raise wages when times 

permit. In times he felt business conditions could not 

warrant a wage rise, he issued stern warnings and was 

usually heeded. In the area of labor policy, Erhartf usu-

ally received the support of the industrialists. This 

would be understandable since on many occasions, Erhard 

was pushing to keep wages low to combat inflationary pres-

sures . 

The neo-liberals point out that the division of labor 

has greatly increased the productivity of labor, and there-

fore, propose an intensive division of labor. This division 

of labor would be within a plant or factory as well as the 

social division of labor among the different independent 

plants. The neo-libarals feel this social division of labor 

prevents socialism and feel socialism, is made easier by an 

industrial division of labor in the entire economy. They 

^Ludwig Krhard, "Labor and German Prosperity,t; Current 
History, XXXVII (August, 1959), 66. " " """"" 
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£c?el that a social divisiou of labor is contingent upon 

a continuous exchange of goods against money, not tiie 

indirect exchange of onr* qooC for another. Thereforet 

it is essential to have a uniform international monetary 

system to permit an international, as well as social, 

division of labor. The neo-liberals feel, however, that 

tn.is division can be carried too far and, if so, a dis-

turbance in one; sector of the economy will result in a 

disturbance in another sector of the economy, which could 

prove to be unhealthy. Thu?;f the neo-liberals feel that 

such a division should approach a limit. The neo-liberals 

feel that sojaft of the instability in the world today is 

64 

•due to an extreme division 03? labor-

An extreiae division of labor, however, is not ap-

parent in Germany today. This as well as other existing* 

factors could lead one to assume most of the basic tenets 

of neo - liberal! sit) have been followed by labor. 

64 . 
l/ilhelm Ropke, Economics of a Free Society, trans-

lated by Patrick Boorman (Chicago, 1963X7 pp. '4l~72. 



CHAPTER VI 

IMPEDIMENTS TO NEO-LIBERAL SOCIAL POLICY 

Agriculture 

The German agricultural sector was asked to perform 

an almost impossible task after the war. The land had 

been over-tilled and lacked the fertility needed for 

adequate crops. Germany had never produced enough in 

the agricultural sector to sustain its population but 

had always relied heavily upon food imports. The sepa-

ration of the Russian zone from West Germany in 1948 

caused further food problems. This area, predominantly 

agricultural, was the German bread basket. This food 

problem was further aggravated by the influx of tea 

million refugees who looked to Germany and the free world 

for food. German agriculture still suffers from the 

effects of feudalism. Before World War II almost two-

thirds of the land under cultivation cons luted of farms 

of less than fifty hectares, and over fifty percent of 

all farms had less than five hectares. One acre is equal 

to 0.4 hectare. This sawe feudalistic order made German 

l̂ienry C. Wallich, Mainsprings of the German Revival 
(Mew Haven, 1955) , p. 2047" " " ' " ~ " ~~ 
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farmers reluctant to accept chancres. This factor was 

important in creating a low degree of productivity. 

Since 1951, however, there has been an increase 

in motor power * arid it could be assumed that this 

motor power is playinc an important role in increasing 

the productivity of agricultural workers. It could 

also be assumed that the acceptance of motorization is 

due to a change in attitude of German farmers. 

TABLE XXXVII 

THE RELATIONSHIP OF ANIMAL TO MOTOR TRACTIVE POWER 

Years End Animal Tractive : Motor Tractive i Number of 
Power in 100 TDs Power in 1000 Tractors in 

1 ; | Tractor h.p. ; 
L 

Thousands 

1935-1938 ; 1,934 j | 500 20 
1950 1,824 i i 3,267 139 
1951 1,781 1 ! 4,218 : 185 
1952 1,740 ! ! 5,390 245 
1953 1,668 6,300 300 
1955 1,468 8,990 461 
1956 1,350 10,435 543 
1957 1,251 11,735 614 
1958 1,143 13,150 696 
1959 1,009 14,940 : 778 
1960 879 16,850 857 

SOURCE: Federal Ministry of Economics, Achievement in 
Figures (Wiesbaden, 1363) , p. 51. 

Table XXXVIII shows that the loss of East German farm 

land to the Russians has had effect upon the structure of 

agricultural output. This loss ha® caused an increasing 
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tasis on the output of aniT-ial products. With the loss 

of the eastern farrii lanC acre vegetables and cereal prod-

ucts have to be importer. "able X'iXVIII also offers 

verification that Germany has suffereC from a low caloried 

TABLE XXXVIII 

FOOD PRODUCTION IN WEST GERMANY 

Economic 
Year 

MC'. 

1000 Tons Grain Units 

Vegetable Animal ( Total 

J„-

Index Percentage 
Share of 
Animal 
Product 

•"T" 
t 194E-4S s £, f>34 : 17,399 ; i 25,933 1 7s j 67 

1949-50 j 8,298 : 22,461 ! 30,759 i 94 ; 73 
1950-51 ; 9,052 • 24,973 : : 34,025 •! 103 i 73 
1951-52 ; 9,614 1 26,797 : 36,411 ; 111 | 74 
1952-53 ; 9,456 i 27,400 ; 36,656 ! 112 j 74 
1953-54 : 9,915 i 28,940 i 38,855 i 118 \ 74 
1954-55 - 9,934 I 30,075 i 40,009 1 122 I 75 
1955-56 i 9,404 : 30,341 ! ; 39,745 ! 121 | 76 
1956-57 j 9,616 1 31,501 : ! 41,117 l 125 \ 77 
1957-58 | 9,760 j 33,102 i [ 42,862 ! 130 j 77 
1958-59 i 11,683 i 33,784 ! ! 45,467 j 138 ; 74 
1959-60 I 10,011 1 35,274 ! 1 45,285 i 137 1 78 
1960-61 ) 12,650 j 36,740 : 1 49,390 | 149 j 74 

SOURCE; Federal Ministry of Economics,, Achievement in 
Figures (tfiesbaden, 1963), p. 40, « -

diet over the years. The index of agricultural production 

shows an increases of 185 percent over the years, which 

verifies that mechanical changes have been accepted. Wallich 

expresses the view that these changes have been in the form 

of greater mechanization, the increasing use of fertilizers, 

and technological improvements within the field.~ 

"Wallieh, p. 204 
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R major factor in Germany's agricultural revival 

was the increased use of fertiliser. The increased 

availability of fertilizer was dependent upon the re-

vival of the chemical industry. The chemical industry, 

in turn, could not be revived until the coal problem was 

alleviated in 1951. The per hectare applications of 

fertilizers in the 1948 to 1949 period, compared to the 

previous high, were nine percent higher for nitrogen, 

eleven percent greater for phosphate, and fourteen per-

cent higher for potash. Potash shows the largest increase 

in use as the production of nitrogen, and phosphate was 

limited in the early postwar years by the Allies. It was 

felt that the latter two chemicals could too easily be 

used for munitions if produced in large quantities. 

The percentage of land utilized for agricu.1 t.aral 

purposes runs quite high in Germany. The total land used 

for crops and timber in rmany accounted for eighty-six 

percent of land utilization in 1962. 

The amount of lane available for agriculture will 

diminish in the future. This iy due to expected ixicreases 

in industrial buildings, a high demand for more highways, 

and the building of dams to provide hydro-electric power 

as well as open surface water supplies. These activities 

can only be carried on at the expense of a diminishing 

supply of land, for agricultural purposes. This could have 

a depressing effect upon u long-run aggregate output of 
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TABLE XXXX 

UTILIZATION OF FEDERAL TEPRITQPY 1962 

Sector 

Agriculture 
Timber 
Buildings, Farms 
and Industrial 

.Roads and Rails 
Waste or Unfit Land 
Water, Airfields, etc. 

Total 

Square Miles I Percentage of Land 

141,800 
71,200 

8,500 
10,100 
8,600 
6-700 

246,900 

57.4 
28.8 

3.4 
4.1 
3.5 
2.8 

100.0 
~ u 

SOURCE: Press and Information Office of the Federal 
Government of Germany, Germany in Brief, (Wiesbaden, 1964) , 
p. 41. ' " — ~ 

agriculture as well as an effect upon per hectare produc-

tivity,, rendering German/ still more dependent upon food 

imports. 

The number of persons employed full time in agricul-

ture is 3.5 million, of which 3.2 Billion are family farm 

workers. This leaves only 11.4 percent of the total popu-

lation employed in agriculture?. Between th<• years 1949 

and 1960, more than thirty-nine percent of the population 

employed in agriculture left to work in industry. This 

shift of workers seeking employment in industry is due to 

a large growth in the interns tx-ial sector and a scarcity of 

^Press anri Information Office of the Federal Govern-
ment of Germany, Germany in Brief ('Wiesbaden, 1964), p. 42, 
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i. A. U-~J -i-'-l , Ll X 

AUU.ICUI#TUliAL OUTPUT AG A OF GUT 

Year Percentage of GtfP 

1950 . . . , 10.4 
1954 . . . . , 8.7 
1955 8.1 
1956 7.6 
1957 7 .3 
1958 7.? 
1-J59 6.9 
I960 6.7 

SOUKC.E: Frederick G, Puess, Fiscal Policy for Growth 
Mthqut Inflation (Baltimore, 1962)7" ̂."'"lIFsT" ' " 

labor resources as well as higher wages in industry. 

This factor has probably beer) the major incentive Eor 

mechanization in Herman agriculture. Actually, agri-

culture is coming to play a smaller part in the GM? of 

West Germany as industry continues to play an increase r-:f 

role. 

Thus, the level of industrial income ĉ ulri readily 

influence production in the agricultural sector. By this 

is meant, if industrial Income increases, industrial 

workers should be able to demand more milk, meat, and 

egys. If the industrial level of incoiae decreases, there 

should be a corresponding decrease in the demand for wilkr 

sseat, and eggs and an increase in deir.and for cereal proa-

acts. The interesting outcome of this situation is that 

German agriculture woulc be able to produce less of total 
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?JKCj&TA£*& PROLsOCiw 13 TMii PLD̂ iihL :iÎ A 
OF TOTAL FOODS'T:iPF3 CONSOLED 19S0 - 1961 

Production Percentage Produce. Ai 

Whole *-lilk for Human Consumption 100 
Rye. . . 99 
Potatoes . . . 98 
Butter 96 
Meat . . . . . . . . . . . . . . . . . . . 84 
Meat Fats 85 
Mixed Corn (total) . . . . . . . . . . . . 79 
Wheat. . . . . . . . . . . . . 75 
Vegetables . . . . . . . . . . . . . . . . 74 
ligys 60 
Edible Pats ( t o t a l ) . . . . . . . . . . . . 43 
Vegetable Fats ( o n l y ) . . . . . . . . . . . 5 

SOURCE; Press and Information Office of the Federal 
Government of Germany, CJeriuany in jSrief (Wiesbaden,, 1964) , 
p. 43. 

agricultural demand when industrial incomes are high and 

store of total agricultural demand when industrial incomes 

are low. Tnis woul^ be true if granted the premise that 

as income rises, so does the quality of foods cor*sur«iec. 

i'hat is, there would be a consumption shift froro the 

cereals to luiiK, seats, mid eggs. 

Thus, higher incomes'could cause an increased demand 

for imports in the areas of milk, mats, and eggs and a 

decreased demand in imports of cereal products. In this 

case, it seems more feasible for Germany to raise trie 

expensive food products sue iwport die less expansive food 

products. In either case, agricultural imports are necessary, 



and conditions affecting trace are an important factor 

entering into the determination of the structure of 

agriculture in Germany. 

In 1947, a land reform program was enacted in the 

Aiaerican zone to provide small farms to aid in the set-

tling of refugees, The reform .started with a fit.ty per-

cent reduction in holdings of 300 hectares of agricultural 

land. This percentage increased rapidly for larger hold-

ings, Under the land reforms program, large seed and stock 

farms were excepted, as it was felt they could not operate 

economically as small units. Under the land refona plan, 

fair compensation for lane! taken was roade. This land re-

form program was constantly hindered by deficits in states * 

budgets and general opposition. The land reform program 

was an effort to increase productivity in the agricultural 

area and proved to bo of little value.* 

Land reform received a set-back from a severe winter 

in 1947 which cut agricultural output by twenty percent. 

The ahorta-je of agriculture output was offset by increased 

imports. Eow&vor, 194 8 was considered to be a bumper crop 

year an:Jr by the year's end, the food shortage- was relieved, 

Livestock population curing the period 1947-19 49 had been 

reduced in order to convert erasing acreage to huraan food 

Lucis D. Clay, Decision in Germany (Maw York, 1950}, 
Dp. 26 8-26?. 
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TABIrH XLlil 

OF LA^D 

Year In 1000 Hectares* 

1949-50 . . . . . . ,181 
1951 . .132 
1952 . „ . . . . 159 
1953 . . 160 
1954. .182 
1955 . 195 
1956. . . . . . . . . . . . . . . . . ,200 
1957. * 198 
1958 . . .237 
1959 . .257 
1960 » .27?, 

1949-60 2,174 

* ""One "acre" is equal to 0\ 4 'hectares. " " 

SOURCE: Federal Ministry of Economics, Achievement in 
Figures (Wiesbaden, 1963), p. 51. 

production (See table XaXVIII). In 1949, a co-operative 

credit bank was established to provide short-term credits 

to agriculture,, and measures were taken to bring German 

- . 5 

iara prices into line with world r-,irfcet prices." Certain 

basic crops such as sugar besets and grains had had their 

production hela back by low fixed prices. By 1951, grain 

prices had been raised to parity with world prices.® 
5Clav , pp. 270--272. 

^Office ci the U. 3* High Commissioner- for Germany, 
Report on Germany, September 21, 1949 to July 31, 1952 
IWaihTngton"D."~C. ,~'1952T7~P*"'3"7. ~ "" ' 
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Modern day German fana policy is codified in the 

1Green Plan" of 1955, an extensive aid law for agriculture 

TABLH XLIV 

FINANCIAL LXPiiMDITURB IS CONNECTION 
IVITH THE GREEM PLAK 
(Millions of DM) 

Subsidies ancl 
Credits 

For improving 
the agrarian 
structure and 
the agricultural 
labor and living 
conditions. 

9 56 ! 1957 

, 249.5 

1953 1359 1960 

415 i 403 ? 573 I 648.5 

For improving the! 
conditions of payj 
of the agricul- j 
tural populationJ 366 

1961 

750 

797 938 ! 768 i 822.5 ! 850 

TOTAL DM j 615.5 I1,212 j 1,341 j 1, 341 jl, 471.0 jl ,600 

SOURCE: Federal Ministry of Economics, Achievement in 
Figures {Wiesbaden, 1963), p. 52. 

Germany, despite the free market theories of Erhard, is 

no exception, as it joins all other advanced economies 

of the world in guarding its agricultural sector. This 

plan requires an annual report from the Kinister of 

Agriculture to the Parliament. Within this report are 

7 
recommendations which Parliament usually follows. 

7 
Frederick G. Euess. Fiscal Policy for Growth Without 

Inflation (Baltimore, 1963), pp. 192-193. 
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Table XLIV indicates that agriculture! subsidies and 

credits have been increa^in^- ever since the initiation 

of the ''Green Plan'1 in 19*55. 

In addition to this, there were agricultural credits 

fro® European Recovery Prograu (EBP) counterpart funds 

which began to decrease as early as IS58, Other aids to 

"JABLE XLV 

JiCRICOLTURAL CREDITS FRO« isRP COUNTERPART FU1IDS 
{Millions of DM) 

Years Credits 

1949-1956. ,831.9 
1957 * . .160.3 
1958'. .108.4 
1959 .119.3 
JL S' 15 . < « . . . . •> . . * » . . • « . . 7 S' • 

Total D. • 1, 044.9 

SOURCE; Federal Ministry of Vconostfi.cs, Achievement in 
Figures {Wiesbadent 1963)., p. 52. 

agriculture are federally owned enterprises which serve 

pioneering purposes, as well as a chain of state univer-

sities for the advancement of agricultural fcecimolagy and 

science. There is also a rural development ban); and eleven 

land development corporations. ^x'iculture is also able 

to t<aive advantage of vaiious tax i.»r.ivxlsges.
v 

5 
Ibid., p. 135. 
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Such subsidies, tax privileges and protections granted 

agriculture are all contrary te nee-liberal free market 

theories. However, the neo-liberals grant agriculture a 

special place within the economy and rationalize that it 

is necessary for the social good of the country to insure 

that agriculture is prosperous and. remains functional. 

Neo-* liberal economic thought seeks to provide justifications 

for deliberately sacrificing economic efficiency for spe-

cially endangered regions vbich are felt to be of value 

to social welfare. Agriculture happens to be one of the 

select areas in which deviations froift free ,-iarket prin-

ciples are justified to prevent possible stagnation in 

that area frois stagnation? industry as a whole. Distressed 

areas, according to neo-liberal thinking, afford a re-

sponsible economic theory only two choices. It can over-

look the stagnation, which will cause economic losses and 

impose hardships on the people involved,, or it can orsvent 

this ""'social erosion" and require the remainder of -the 

economy to hear the cost of constant direct or indirect 

- , . S subsiai.es. 

Meo-liberals feel that a good farm policy would grant 

family farming a high degree or' Stability and self-

sufficiency at all tiaes with a miniinui! of protective 

9 
Willie lis Ropfce, International Order and Seonoroic 

Integration, translated "by 5c$nEe, "Joyce""Taylor, 
and ClceIy~Kauf©r (Dordrecht, 1959) , p. 192, 



1 : "M 

measures and sabsiC.i^a \»hich voislct result in a aiiaiiaua 

bur<?en for the national economy. "hey would advocate, 

for an industrial econoiay, an agrarian sector composed 

of aunerouc units of family- fansr. feel this would 

not '-nly be nore economical for the iaCustrial economy 

but wrnJu aI?o have profound .sociological eCf.jcts which 

10 

would fincoiii'.-'.qe the fan-; fair.ily to Maximize its oi:torts. 

Tho neo-liberal school of thought believes that both 

laissez-faire and collectivism, harm agriculture. Their 

theory is designed to declare war on monopolies, where 

they m y arise, and aiu agriculture by research and in-

struction. Agriculture, they feel, must be given a sound 

structure within the; schame of the total economy which 

would insure the farmer a high decree of jaaterial and 

spiritual satisfaction. In this, they would seek the 

advice of tito ~nx'- «>r3. 

NQO--liberals further rationalize that agriculture is 

deserving of a special place because of its tendency to-

ward decreasing returns, uncertainty of harvest, changing 

A'liythvi of the seasons, difficulties of storage, and a 

smaller optimum size of enterprise than in industry. It 

is felt that agricultures is not t»c .wn a business but a 

way of livia? tv, which on;-' Is born, tjeo-liberals feel 

-^Ibia. V'. 1 

' ,-?.ilhelK 'i\op 
Spencer Fox (London, "'1917 

11 
i'ilhelK itopke, Civitas human, translated by Cyril 
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that a iar&er should produce primarily for hia neette and 

only fter they are ctciet.'uat ely net should he oell '.is 

1 *"* 

surplus.^ 

it is further felt, s>j th^ nao - liberals, that agri-

cultural labor can aever be as fullj ixiduatriaiized as 

other sectors of the oconoiny ami, therefore, without 

subsidies, would be anked to compete on an unfair basis 

with these highly industrialized sectors- Subsidies 

help to keep agricultural prices low for the urban and 
1 ̂  

industrial consumer. 

Basically,, the neo~liberal3 prefer the small feudal 

farm system of postwar Germany. At, a result, they were 

acceptable but the grovrth of industry and new technological 

developments have caused a pulling away from these ideas, 

aau Gitroany it- moving toward higher subsiciation of agri-

culture. It must, he remembered that the neo-libera Is 

support subsidising agriculture, but they feol this should 

be kept to a miuirauivu 

i-lodern day German agriculture has been faced with 

various problems. Up until 1963, there had been a decline 
14 

in agricultural incomes." This was happening at a time 
Â-Jilhelrn 3op!re, The Social Crimes of Our Time, trans-

lated by Annette and Pater Schiffer Jiicobsohn"""(Chicago, 
1950), pp. 244-245. 

*%ilhelm Sopite, A Htioane ^conony, translated by 
Elizabeth Henderson (ChicagoT~l9$W~t "p. 206. 

14Ruess, p. 196. 
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when the movement of workers from the farm to German 

industry was causing expensive mechanization on the 

farm. This was clearly a situation of declining incomes 

artd increasing costs which only maximum subsidation could 

stop. 

The small fragmentation of farm holdings in postwar 

Germany has been mentioned. However, today the tendency 

is toward concentration and larger farms, as the total of 

German farras has decreased by 360,000 in the last thirteen 

15 

years. This movement, a necessary one, tends to break 

up the small farm family units the neo-liberals want. 

These structural changes could, of course, take place 

only through subsidation, as German agriculture is far 

from affluent enough to undertake, without aid, the neces-

sary changes demanded by present day economic conditions 

in Germany. So it ,,eeins that modern day agriculture tends 

to pull away from neo-liberal thinking. 

These conditions have also caused considerable trouble 

for Germany in the "Green Pool" which is a type of Schuman 

Plan for agriculture. To support the high cost of mechani-

zation and aid the necessary structural changes, the fed-

eral government has undertaken a program to consolidate 

13.5 million acres within the next few years. Under the 

Treaty of Rome, Germany has claimed full benefit of the 

1 s 
German International, v m (July 31, 1954), 36. 
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transitional period to pernit a kv«liavj of major dispar-

ities between the; various ,A ;r.ic«lt«.cy.l region?:; oz the 

common mrket. Bho further claira^ adequate time in which 

to raiae her agriculture to a level ccsipefcitivo with otaer 

coviii t r x»̂  s in tiie cO'-rtRion market. ;\ccortiijig to the Treaty 

of Koine, the deadline i*or this transition if, 1970."^ 

If aa adequate solution is not reached in the near 

future,. Gorraany will faco anotlior problem. Starting in 

January of 1966,. -decisions of the V.IC will be arrived at 

Of .majority vote which will replace the present day unan-

imous vote;, 'fhe major probler.* ,<!or loriaany has been the 

iiigh price of eoroals in r,azo$M. Cer;;iany, as iaei\t£otte<3 

oarliar, import.3 her cereals in large quantities r.o as 

to v ? e v o t o h.sr .ittenfcion to the production of the wore 

expensive items of will-;, »neat«, &nc ogap. As a result, 

Germany is the greatest importer of cereals in Luacope, ami 

1 7 

France is the largest o:-:oorter. French cereal ^rxce:», 

therefore!, coalu Iiave conaideraole influence on the prices 

Of i'ii i.C r uiG3IS, OCp'G 111 0€?l":..ciliy . 

Energy 

An essential element in the recovery of Germany was 

a broad and adepa.ite- energy supply. From 1945 to 1948, 

low productivity in the coal area presented a serious 

16Ibi:;, r p. 37. 

17Ib.i.d. , w. 37, 



o b s t a c l e t c recc,*'-.. y . • ' *; , rji Las b e e n , t h e f o u n d a -

"cico of e n e r g y i n :Vr:i .r^y. I t . i a . ; : ; e f u e l , eus o. 

s o u r c e of. e l e c t r i c pow<*r, an a r.*v i f o r t h e chojui -

1 f 

c i i . 1.1 k;,us t r y , a; Hi .iaa o roved to no v.* l ' : h j l e e x p o r t i e em. 

It. v?as e s s e n t i a l f o r cor-.l t c He a ;ju.nch;et in ord i t r f o r t h e 

clieraic&i ar.«?. a l o c t r i c e l i n d ' j s t r i c r . t o sr*<n> bach and f u n c -

t i o n p r o p e r l y . T h i s vrrv~ n i o o t m a f o r t h e i r o n and s t o o l 

ind -as t r ; / . 

h d t h Cerrtariy1;; i n c r e a s e d po^u l a t i o a , ome t o t h e i n -

f l u x of r e f u - ; ^ e s , i t war, i m p e r a t i v e t h a t "lis n o t o n l y 

a t t a i n p r e w a r l e v e l s of onrewt b u t exceed thciu. E s s e n -

t i a l l y h s t w e e n t h e y e a r s l n 13 t o 1951, Herman i n d u s t r y 

expanded :nueh f e s t e r t h a n c o a l p r o d u c t i o n . 3y 19 31,. 

herrrsan i n d u s t r i a l outr>ut va;-: t h i r t y - s t i x pe r cen t , h i g h a r 

t h a n i n 1936, b u t h e r d c o a l p r o d u c t i o n ims l e s ; j t h a n two 

p e r c e n t h i g h e r t h a n t h e 1336 l e v e l . i y T h i s low l e v e l of 

c o a l p r o d u c t i o n f o r c e d t h e C e m a n s t o i m p o r t c o a l a s w i l l 

a s s u b s t i t u t e o t h e r for?'.;" of er .er- jy . 

Oenriany h^tl been c u t o f f frou- o t h e r h u r o p e a n n a t i o n s 

ana c o u l d n e t depend upon then:: ^o r c o a l i r r p o r t s . F u r t h e r -

more , unde r A l l i e d o c c u p a t i o n a l o o l i c y , Germany was f o r c e d 

t o e x p e r t c o a l t o o t h e r IVarf-^e.tn c o u n t r i e s , which s e v e r e l y 

1 A 
° O f f i c e of t h e Ti'. s . Hioh Coumsr- . ionor f o r Germany, 

p» 33. 
1 9 

I h id . , p p . 4''i - :»7 . 
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depressed the domestic supply of energy. By 1951,. Germany 

had turned to the United States for its coal imports. Low 

productivity in the coal area was further aggravated be-

cause of poor coal seams. Most of the imported coal went 

for the expansion of ste« i output because steel was essen-

20 

tial for the rebuidlinq " -.nr.an industrial plants. 

Today, increasing production costs ana rising prices 

have resulted in efficient utilization, of other fuels, 

especially mineral oils. Germany has also increased its 

activities in the oil areas of the Middle East and has 

been successful in ofttfsi'.ing considerable oil and natural 

gas fiorii this area. Soiae chemical firms are using a 
* 7 1 chemical process which extracts the oil base from coal. 

Today, as in tne past, coal is a highly controlled, 

protected, and subsidized industry which cannot depend 

upon internal financing for the investment it needs. 

As was mentioned earlier, the fe-.xial government plays 

an important role as owner in the energy sources. More-

over, this control has tended to increase over the years, 

especially in electricity. Thus, the government has been 

an effective supplier of capital for energy industries. 

20, ~ 

211,,, 
Ibid., pp. 46-47. 

Boom Levels Out in Herman Cnerdcals," Business 
Week (august 19, 1961), p. 58. 

7 'J 

K. W. Roskamp , 'J con oral c Growtn, Capital Forma-
tion and Public Policy in West Germany, 1948-57/' un-
published doctoral dissertation, School of Economics,_ 
Wisconsin University, t'taeiison, Wisconsin, 1961, p. 103, 
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TABLE XLVI 

CONSUMPTION OF PRIMARY POWER IN GERMANY 
(Millions of tons ItCU) 

Year Total 
Consumption 

Hard i 
Coal 

Brown and 
Bituraous Coal 

1950 134.8 49.9 22.6 

1951 151.6 113,1 24.5 

1952 159,0 120.4 25.1 

1953 158.2 116.3 : 25.5 

1954 : 168.6 120.9 28.2 

1955 j 185.4 | 
1 

132.2 j 
i ! 

29.9 

1956 1 s 
i 

197.2 
! I 
j 1 3 9 * 0 | 30.7 

i 

1957 ! 
! 

200.8 
1 

; i39.i | 31.7 

1958 13,1.6 124.6 | 
| 

31,3 

1959 | 
I 

19!5. 2 121.8 j 30.8 

1960 ! 
i 

212.7 128.2 | 31.6 

1961 j 

„ _ _ i 
218.0 123.7 j 

i 
31.7 

in Figures 
SOORCU: Federal Ministry of Economics, Achievement 
(Wiesbaden, 1963).. p. 41. 



TABLo XLV1 ~ C o n t i n u e d 

!01 

M i n e r a l 
O i l 

5.9 

7 . 3 

7 . 5 

9»5 

12.2 

1 5 . 9 

1 9 . 5 

22.4 

2 7 . 3 

3 4 . 5 

4 3 . 6 

5 3 . 5 

rrf::. 

F u e l 
O i l 

0.6 

1 . 3 

1 . 4 

1 . 5 

2 . 9 

4.4 

6.6 

8 . 4 

1 2 . 3 

1 5 . 9 

22 .0 

2 7 . 4 

N a t u r a l 
Gas 

W a t e r 
Power 

0 , 1 3 . 3 

0.1 3 . 5 

0 . 1 3 . 1 

0 . 1 3 . 5 

0.1 : | 4 . 0 

0.3 I 4 . 5 
1 

0 . 5 j 4 . 3 

0 . 5 1 4.6 

0 . 4 : | 4 . 9 

0 . 5 ; | 4 . 1 

0 . 6 | 4 . 8 

0 . 6 i 4 . 8 



This is, of course, a direct deviation from the free 

market policies of Erhard and the neo-liherals. However, 

such a deviation conic be rationslizee under the social 

policy of the neo--libera Is . 

TABLE XL VII 

SHARE OF GOVERRP^HT~WHF.O ENTERPRISES I» 
TOTAL PRODUCTION BY PERCENTAGE 

Industry 

Coal 
Coke Production 
Electricity 

1957 

25.7 
16,7 
14 .6 

1958 1959 

25.7 24.6 
15.1 14.8 
16.4 j 16,7 

Policy 

i | 
o

l 
i 

'44! Growth 

Under a free economy, the neo-liberaJ s feel it is not 

the function of the government to initiate measures for the 

support of specific branches of industry. The neo-liberals 

feel, however, that such policies are permissible in cases 

whore the free economy is not fully operative clue to con-

ditions within the particular sector. The free competition 

theory would demand that the market place determines which 

branch of industry should expand at the expense of anotner. 

Actual neo-liberal practice clen»-»i -3, however, that social 

as well as political consideration , nst be taken into 

account. Therefore, it is essential to modify the theory, 

especially where social aspects are concerned. It is the 
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aim of thir> economic policy to grant assistance which would 

allow adjustments to the market and hope for a gradual 

diminishing of assistance. The policy is further aimed at 

protecting the coal workers from the social consequence? 
o "S 

of uneiap loyrrtent. J 

Sufasidation of the coal industry could also be just-

ified for various other reasons. The coal industry was 

damaged, raore than inaay othe .i.adretries by Allied bombing. 

This was probably due to the fact that the Allies realized 

that if the source of energy was destroyed, the industrial 

machine itself would be incapacitate:. Also, the ratio 

of profit to capital required is quit* • low in the coal 

industry. Due to this, there vras lack of adequate capital 

formation and a resultant lag in technological advance 

and productivity. Also, aa a basic energy source, it was 

necessary to firmly establish the coal industry to allow 

for general economic expansion. The increased population 

increased demands on power and there was also the problem 

of competition from imports, Taeoe reasons seem to be as 

valid as any for justifying government intervention under 

neo-liberal social policy. 

The future competition aspects# internal as well as 

external, have caused considerable worries that coal 

^Atlantik-lirucko f i'-ieet Germany, A Report to Further 
International Understanding~(har.:fourg, 1963) , p. 82. 
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producers taay not be able to sail their present output 

of coal at prices which will cover production costs. 

This future outlook on compo ti-cicn has bean an induce~ 

uient to the coal industry to seek rapid laoUemizaticm 

to increase productivity. Between 1950 and 1958, the 

output per underground worker per shift rose from 1G50 

jciloyr&uu to over 2500 kilograms, waich is an increase 

of fifty percent. This is still relatively low in rela-

tion to American coal. American coal costs DM 20 per 

ton of hard coal produced, while German coal costs DM 

60 for the same. £ven with froignfc costs, American 

24 

coal is still cheaper in German markets?. 

However, it is not easy to ignore the fact that 

German coal Klines are situated jnainly in the Ruhr Valley 

district as well as is the greater part of German in-

dustry. ̂  This is an example of industry seeking its 

energy source in order to cut transportation costs of 
i 

energy and, thus, deliver a low-priced finished prod- | 
i 

uct. i 

It is political anc social questions sued as the 

coal situation that justify the intervention of the 

federal government under the social policy of the neo-

liberals. however, this protection is to he effective 

, pp. 82-83, 

""ibid. , p. 83. 
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only during the period of transition or adjustment. Evi-

dently, the definition or a period of transition was 

overlooked. 

It is estimated that by 1975/ the German demand for 

consumption of primary energy will have increased by 

fifty percent. It is doubtful,, considering the present 

coal situation, that the German coal industry will be 

able to meet this increased demand. This will necessarily 

lead to substitution of petroleum and coal imports and the 

ultimate use of atomic energy. However, the consensus is 

that coal will maintain its importance in the steel indus-

try. For its sources of petroleum imports, the Federal 

Republic relies largely upon the reserves of the Middle 

East, which holds approximately two™thirds of the total 

world reserves of oil. P.'.-.mver, the security of this supply 

is questionable due to *>ol it i.e.'il aspects. German foreign 

explorations have also uncovered natural gas reserves in 

the Sahara and in various parts of Europe.'" 

Foreign exploration is important, and also a neces-

sity for Germany, as she is able to produce only approxi-

mately one-third of her domestic demand for crude oil 

27 
which is mainly produced in the ?1orth German lowlands. 

^Robert Marjolin, "The Importance to Juropean Energy 
Policy of the German Inquiry into Energy," unpublished 
paper of the EEC read to the Institute for the Economics 
of Energy, University of Cologne, June 14, 1962. 

^ 'Press and Information Office of the Federal Govern-
ment of Germany, Facts About Germany (Wiesbaden, 1956), p. 17, 
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The security factor involved in the securing of oi.i sap-

plies would seen to be reason enough to .nr<inta,in Oeraan 

coal production at an adequate level throu-yh subsidizing 

it. 

On February 20, 1962, the IJuropeitu Parliament passed 

a resolution proposing a coiaraon energy policy for the 

ddC. This was placoo m e r an h»nar*ny Corinittee for the 

I'.EC. It proposed cheap supplies, assured supplies, grad-

ual transition, stability of supplies, free choice for 

tii'.' consumer, and unity or tne cosimon market. The Snorgy 

Coiafoissioii would also offer security for the coal market 

until atomic eneryy could take over. This Energy Cc»n#;iis~ 

sion estimates the demand for coal to be only thirty-five 

percent of total energy demanded by 197u, wnile petroleum 

consumption will rise to fifty percent of total demand. 

This coiasion energy policy would also provide for coiamon 

custom tariffs in trade v/irit noa--%?raber countries with 

no tariffs on crude oil. Ger&any would be permitted, 

However, to maintain her tariffs on crude- oil for a period 

?ri 

of time in order to protect hex: coal industry.*" 

Under this sa<ae baaic idea, the duratorn Coam.ssion 

was set up in January, 1959, to initiate the Coimuunity' s 

coisaaon atomic energy program. It is this commission * s 

task to create, within industry, a peaceful use of atomic 

2Robert darjolxn,. June li< 1362 
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energy ana promote scientific research and training of 

specialists. The aim is to create a Supply Agency to 

channel nuclear fuel through, and to supervise the use 

of fissionable snaterials a.*3 well as to protect the 

9 

workers and the population." 

TJeo-liberals, including Erhard, are against most 

forms of European conaaufiity activity. I7hey feel such 

an organization as the L<2€ could lead only to inter-

national centrism and international bureaucracy and 

diminution of public opinion and eventually an interna-

tional welfare state. Such an organization, the neo~ 

liberals feel, is only an expression of international 

economic planning# international economic intervention, 

and international economic bureaucracy which gives a 
^ A 

home to planners, statisticians ana econorrietricians.~ 

Erharct and the neo-liberals propose complete liberal-

ization of trade based upon universal rules and principles 

composed by the nations of tiie free world. This would be 

a matter of reducing controls and tariffs on the world 

front as well as obliterating bilateral and multilateral 
33 

trade agreements. 

European Community Information Service; The Facts 
(Brussels-Luxembourg, EGI Printing Company, 196ST• 

30 
Ropke, A Humane 3conoiny# pp. 242-243. 

•^Ludwig Srhard, Prosperity Through Competition, 
translates by Deich Temple Roberts and John B, Wood 
(Lofi J.OH, 1958), pp. 232-2 38. 



Why then lias Germany participated in the activities 

of the European Coratnunity? Adenauer desired bilateral 

and multilateral trade agreements and through these 

agreements desired to work for a United States of Europe. 

JSriiard desired a unitea free world in the realm of liberal-

ized trade. Adenauer, not Erhard, had the backing of Par-

liament and, therefore, was successful in gaining his 

policies* Adenauer's bilateral tendencies showed most 

32 

directly in his trade -agreements with Prance# 

Germany has been quite active in the realm of building 

nuclear reactors for energy purposes. In 1964, Germany 

was capable of producing fifteen Megawatts of installed 

capacity. Her estimated installed capacity for 1965 

is 332 MV?. In 1964, there were fourteen research reactors 

and four working reactors beino built- within the Federal 

Republic. Some of these reactors have been fully operative 

since 1962. The reactors include boiling water reactors, 

gas-cooled pebble-bed reactors, as well as high-temperature 

reactors. In 1962, Germany was to have a large nuclear 

generating plant. Before this, she had been limited to 

experimental and research installations which produced 

little current. By the end 03? 1966, Cermany is expected 

0^Charles Wighton, Adenauer (New York,1964), pp. 362-381 

3^One Megawatt is equal to one Million watts. One watt 
is equal to 1/7^6 of on horsepower. 
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to have a nuclear current output of 72? On the whole, 

Germany has been unhappy with the decisions of Kuratora 

and lias been quite reluctant to negotiate with this group. 

The development of an adequate system of nuclei, 

reactors could well be the answer fco a cheap and secure 

source of energy for Oeutany. This seeius to be essential 

in view of estimates of her lon«j~ruri demand for mvargy 

which supersedes that of any European country. &•> can be 

34 

TABLE XLVII 

FUTURE TOTAL CONSUMPTION OF PRIMARY ENERGY 
(ftillion Tons Coal ^vivaleat) 

Country 

- "sz&ssg 

1950 1955 
j 
} 1960 1965 j 1970 1975 

! [ - .4 : 1 
Germany j 129. o ! 180, 9 ; 205. 3 | ; 239 | 282 i i 338 
Belgium | 28. 4 j 33. 5 ! 33. 9 ! 37 j « ! 4H 
France j 82. 5 j : 102 0 4 j 121 . 9 i 151 i 137 ; 231 
Italy 1 26. 2 i 1 43. 0 | 65. 6 I • 99 | 137 I 176 
Luxembourg 1 3. 0 1 4 . 9 j 4. 6 j 6.1 i 6.6 5 : 7.1 
Netherlands j 20. 0 ] | 25. 2 1 30. 

L _ . 
i | 

i 
33 j 

i j. 
46 ! 56 

1 
... _ _ 

SOURCE; Unpublished Material of the European Com-
munity Information Service," The European Concaunlty's 
Long-Tern finery Prospects (BFusseli J"'January 1963f7 
p.~~~2 ̂  ' """" ~ 

seen in Table XLIX, German charges for electric current 

are higher than that of any European country. This points 

out an absence of ample water power to generate hydro-

electric power. 

"German Internaticnal, VIII (Hona, 1984), 20-2 6 
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TATjLE XL!X 

AVRR&C& PRICE OP CXTZmWZ FOR CLASSES OF I ?M OUST RIAL DSiSRS 
(Excludes taxes anc priced at U.S. cents per K.W.) 

Country 

Belgium 
Germany 
France 
Italy 
Luxembourg 

11 

3,15 
1.88 
2.50 
2.64 
2. 32 

-tedium 

J .58 
1.84 
1.54 
1.54 
1.71 
1.51 

Lai: ere 

1.26 
1.28 
1.03 
1.27 
N . A. 
1.13 

SOURCE: Unpublished Material of the European Community 
Information Service., SusfariafY of_ the Report of the Expext 
Working Party Studying Electricity Prices'(Brussels, 1962) 
r\ 0 
t * * 

Water power generates only about, eighteen percent 

of Germany's electric power, and approximately two-thirds 

of this is consumed, by industry. &ew dams are being built-

in many areasf but this has r.tore to co with drastic short-

ages of water for private use more than building daraa for 

hydro-electric »^ower. the purification and preservation 

of water has -,ecoiae c raj or problem. This is due to in-

creasing industrial oollution of the water as well as the 

fact that seventy percent of the water supply is derived 

from uneerground supplies whicti have experienced a sinking 

level. 

Present day German Public Utilities are heavily owned 

by tlv-j federal government« This would include electricity, 

35press and Information Office of the Federal Government 
of Germany, Facts About Germany (Wiesbaden, 1956},, pp. 83-85. 
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water, gas, rails, communications, and transportation. 

The Public Utilities area ia dominated by three federal 

holding cotapanias offiocd in Berlin, Bonn, nn'i Hamburg. 

The farlaraily own-?;! Public Utilities pay thoir'3h<ara 

of taxes,, pay dividends, and co-oxist with private utility 

entarprisos. Recently there has been a movement by the 

German government to sell gone of its Public utility hold-

ings , but the terms are xaueh in accord with the Volks-

36 

wagen offering. Such a sale atill loaves the federal 

government as the ultimate controller, 

Government ownership of Public: Utilities? is in accord 

with neo-liberal thinking. They fool that soine items, the 

street light for example, are indivisible goods which can-

not be distributed individually even if a perBcn declares 

his willingness to pay his share. Due to this, it is the 

business of the state to natisfy these demand!:?. The state's 

duties "Would be to procure and distribute the collective 

needs divorced from the price system and based upon the 

ability to pay. The companies involved should be financed 

out of public funds. However, neo-*liberals feel that too 

many areas are put under the collective demand &nd, hence, 

lead to cOKsmnism. The neo-liberalw feel that areas ouch as 

roads and bridges should be handled by private enterprise.^' 
*5 *" 
J®Prederick ft, Lavey, "West Germany Unscrambles? its 

Socialist Oir.eletts,Public Utility Fortnightly, LXIX 
(June 7, 1962), 824-8797™ "— . *-

•^Wilhelm P.opke, The economics of a Free Society, 
translated by Patrick Boarnum (Chicago, 19i63) , ~pp7 "35-36 . 



Ropke expresses the noo-liberal view that public 

enterprises are in complete harmony with the basic laws 

of the market as lone; as it is not -j cane of general 

nationalization which completely eliminates the narket 

economy and leaf.:? to colloctivicj.1.38 

The -whys and wherefores of federal concentration in 

Public utilities can be dated back to the era of Bismarck. 

ry»$̂  Ut Bisnarck regime had the problert of coordinating thirty-

rive separate kingdoms. It was felt by the BisroarcJc govern-

ment that state ownership of the Public utilities seemed nec-

essary in order to allow the complex to function. Such an 

attitude was further encouraged by the Socialists in the 

Ueiraar Republic from 1919 on.39 This situation has tended 

to stick with Germany and seems to be an intricate, as? well 

as acceptabler part of the economic life. 

Rearmament 

Under the Paris Agreement of October, 1954, Germany 

was called upon to participate in the military definse 

of Western Europe. She was admitted to 5IATG and asked 

to build an army of 500,000 men as well an sraall air and 

3yRopke, The Social Crisis of Our Timesr p. 190, 

3 J . P. Taylor, The Course of Reman History 
(Hew York, 1962) r pp. 115-204;"* ~ ~ "" " 
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naval units.^ In 1964, total strength had reached 

41 

405,000 men which had been assxgned to NATO. 

Prior to 1554, Germany was able to divert hex-

energies toward the production of capital and consumer 

goods for the domestic market as well as export market. 

It was reluctantly, therefore, that Germany accepted 

such a task in light of tier economic revival. Goods di-

verted from the capital and consumer goods markets for 

the production of weapons could have a decided effect 

upon theses two areas in the long run. However, such out-

lays as needed for the production of war weapons could 

easily be financed out of Germany's constant trade surplus.^ 

Another interesting factor is that the 500,000 men 

required by SATO for German defense is a. definite drain 

on the German labor "orce which is suffering from a short-

ago of worker:;* A shortage of labor coulcl cause an upward 

pressure on wages and prices, and hence, call for greater 

capital investment to increase productivity. This coulcl 

result in an overcapitalization of many Gerra&n industries. 

Also, it could well be assumed that lumber .required to 

build army barracks has hindered, in some respects, the 

40K. J. Deraburg, " Sesraiament and the German Economy," 
Foreign Affairs, XXXIII (July, 1355), 648. 

41Press and Information Office of the Federal Government 
of Germany, Germany in Brief (Wiesbaden, 1964), p. 30, 

42Erhard, Prosperity Through Competition, pp. 198-204. 
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housing programs in Germany. Arias production creates 

income and demand but net necessarily a supply of pur-

chasable goods. This factor is definitely inflationary. 

As to date, none of the rnove has happened in any notice-

able manner. If this could be attributed to any one 

factor,, it would have to be that if increasing exports 

arxo large trade surpluses, 

i:;rhard accepted this call to arms as a duty to secure 

social existence and freedoms - loving order. 'livers though 

lie felt this was a social duty, he merle clear the effect 

rearmament could have on the German economy. He tnad̂  it 

clear that rearmament was net accepted as an impulse to 

the G-ernan aconcmy, and ha reserved the right to inter-

vene if the rearmament measures interfered with the free 

social market economy. *"*' 

Social Insurance and Security 

Dae to the imbalance in the structure of income that 

existed after t.ne war, the Gentian social security system 

was callea un to carry a considerable burden. Since t.ha 

currency reform, social security benefits have received 

approximately forty nercent of public revenue and approxi-

mately seventeen percent of national income. The major 

part of this flows to old people, widows, war victims, and 

tne unemployed, In all- social security recipients total 

43«rfeard, Prô pjsri'cy Through Competition, pp. 198-204 
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about twelve million people.44 This sizeable figure was 

of immeasurable aid, no doubt, to the econoraica I ly weak 

in the days immediately following the currency reform. 

In turn, it can be assumed that the social security tax 

levy is a heavy one considering that deficit budgets are 

politically and economically unacceptable in Germany. 

Social security systeros are usually evidence that 

society is not pleased with the distribution of income, 

as determined by the iny.rk.et, and conseguen*t ly has enacted 

fiscal policy to correct, somewhat, the situation. Almost 

everyone in Germany pays taxes, and almost the entire popu-

lation receives some transfer income. In fact, it is esti-

mated that some thirty percent of all recipients receive 

multiple benefit payments. Transfers are financed par-

tially by levies upon employee and employer, usually amount-

ing to fourteen percent of wages. However, these levies 

are never enough to finance the social security program, 

and it is necessary to subsidize the program from tax rev-

45 

enues of the federal, government. ' 

Pension insurance funds, under the law, are to be 

held in reserve for one year for contingency purposes. 

After this period, the reserves can be used for investment 

purposes within the economy by the government. These social 

^Hallich, pp. 51-52. 

45Ruess, pp. IB1-183. 
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TABLE L 

FEDERAL SUBSIDIES IN 3ILLI0N3 OF Oil 

Benefits and Subsidies I 1957 

Social Insurance 
Benefits Paid 

Subsidies from the 
Federal Government 

18.1 

47 

1958 1959 19C0 1961 

20.3 21.5 22.6 24.2 

5.1 5.6 6.2 ; 6.6 

SOURCE,: Frederick G, Puess, Fiscal Policy for Growth 
VJithout Inflation (Baltimore, 1963]i"r~pT~lS"*3. * 

security funus exert notable influence on the capital 

market and the majority of these funds tend to flow to 

government securities. 

One possible tires increases in social security pay-

ments could affect is that of savings. It is often 

arcjued tnat increases in levies for social security killi; 

the incentive to save an these funds come from current 

incomes. However, in Gciuiany, social security lias con-

tinued to increase as well as has the propensity to save. 

This could only be attained by an increase in tno level 

of income farther aided by a decrease in the level of 

consumption. Both seera to J:»e existing facts in Germany 

today. Social security levies are perhaps an inefficient 

iseans of offering protection in that the system i.-> largely 

46 Ibid., p. 185. 
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financed by those whom it is to protect. As a result, 

it seems to be a poor effector of redistributing the 

wealth. 

iABL.2 LI 

PROPENSITY TO SAVE AND THE LSVEL OF CONSUMPTION 

Year 

1950 
1951 
1352 
1953 
1955 
1956 
1957 
1958 
1959 
1960 
19(51 

.1 

Savings Deposits 

20.8 
14.0 
20.9 
25.1 
2 0 . 6 
19.6 
28.2 
31.8 
31.7 
27.5 
30.2 

Private Consumption 

64.2 
61.7 
59.0 
60.2 
59.3 
58.0 
58.8 
39.0 
58.2 
56.8 

SOURCEj Federal Ministry of Economics, Achievement 
in Figures (Wiesbaden, 1963), pp. 32 and 91. ~ 

Considering the fact that German social security 

provides a great deal of funds which are used, for prof-

itable investment, it coults be argued that many ine-

qualities are done away with. In the Geman system, the 

government creates the investment but allocates the returns 

froro such investment largely to lower and middle income 

47 

groups. i'hus, tiix primary purpose of redistributing the 

wealth is obtained alo.v.. with the secondary accomplishment 
47Ruesss, pp. 186-187. 
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of increasing investible funds. Or it could be said that 

the social security system forces consumer money into in-

vestnent channels :rat distributes the return to lower and 

middle income groups. In 19v;» under a pension reform, 

pensioners were assured that they would share in the up-

swings of the economy. Under this plan, pensions are 

related to wage levels.^® 

Srhard's? school of blinking, as well as Erhard him<-

selfj. favored a non-coinpulsory program for social security. 

Srharcl's school of thought seeks a social market economy 

based on the spiritual attitude that a person must accept 

the responsibility for his own fate. tThis would allow 

for private initiative and a maximum of freedom in social 

life. If an individual is given security through all hours 

of his life, he will not develop fully his energies for the 

future good of the nation. .Srhard feels that this individ-

ual initiative is essential for the economic prosperity of 

the market economy. Also Erhard feels if economic policy 

is successfulr less social policy will be needed. However, 

Erhard aoee realize that even in an efficient economy, eco-

nomic measures will have to be aided a certain degree by 

social measures. This social aid toust be based on an ex-

panding national income and not cause Jaiaage tc national 

•^Federal Ministry of; Economies, Achievement in 
Figures (Wiesbaden, 1963), p. 115. ~ 
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economic productivity. A compulsory insurance systemr 

as the Germans have, and econonic fi^edon are not con-

sidered compatible concepts by Erhard. Compatibility can 

only be established if there is freedom of choice in a 

49 

free ooonofiy. 

Sr.hard furtncr: points out that a demand for greater 

security, a system which would cause people to loose free-

dom and responsibility, would only demand, more state 

intervention and ultimately lead to a welfare state, and 

collectivism. 

An important factor, one against Erhard's wishes, 

is the using of social security funds for capital forma-

tion. Erhard feels that such a nystern is nothing but a 

taxation upon the people added to their current taxes* 

This enables the state to make private loans and was felt, 
51 

by Erhard, to be unmoral. 

Neo-liberals feel that a desire for security is nat-

ural but that it can become an obsession, which results 

in the loss of human dignity and freedom and diminishes 

the value of money. Under a compulsory system, it is 

felt, what is given to one is taken fro© others, and this 

results in the state's laying claim to soreeone else's 
£1 C 

'-Erhard, Prosperity Through Competition, pp. 185-187. 

*°Ibia., pp. 183-189. 

ji,lbic., p. 180. 
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earninqs or tsavinqe.. a'hus, a vicious circle results in 

which people uenantl •snore a»C. more frost the state. The 

neo-liberals feel that the miniatum aocial aid necessary 

should not lead to a general system, of taking care of 

all citizens and should not be dene under the false pre-

n,-> 

text of leveling the differences xn incomes.-"* 

It cart clearly be seen that neo-liberal doctrines 

were net adopted in the re;:,It? of social security, Why 

did this occur? frhat factors were against the adoption 

of neo-liberal thinking in. this area? 

Germany, historically,, has had o tendency towards 

a welfare state. Immediately after the war, a high de-

gree cf poverty existed, Thin was right in the face of. 

coBB-iunism in the postwar days as well as toc'ay, It was 

necessary, as a social force, therefore, to adopt certain 

welfare iaeasures in an effort to alleviate poverty which, 

in turn, could steiu the possible tide of communism. There 

•was also a large need for capital and capital formation 

dye to the destruction o£ the war. This capital, it has 

been seen, could be derived fror; social security fmiCs. 

Thus, a large degree of social security was engaged in 

which seemed never to cease as conditions improves;;. 

Erhard, furthermore, was powerless in t>i« position as 

Minister of Economics as social security measures fell 

•"̂ Eopfce, h tiu&ume Economy, pp. 172-176. 
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under the direction of ?arliiun©nt, a place in which he 

was never too popular or powerful. 

Textiles 

German textiles are granted special consideration 

in the industrial complex. Immediately after the war, 

textiles ware given protection in order to build up 

quickly arid take advantage of the world surplus of raw 

cotton. Of all protected industries in Germany,, textiles 

receive the greatest benefits from protectionism. The 

aid granted textiles in the immediate postwar days has 

continued to increase over the years. German textiles 

receive a considerable amount of competition in the 

international as well as domestic market from Japan. 

Thus, it has been a case of protecting textiles or having 

- S 3 this industry wiped out completely by competition. 

Table LII shown that protectionism helped to a degree 

from 1950 to 1959, but after that period considerable 

trade advantage was lost. Most of this is due to low pro-

ductivity in the area. The question in Germany today is 

what to do with the textiles. Under the free trade theory 

of the neo-liberals, an industry may be granted protection 
/ 

for a short period of time in order to adapt to its markets 

c> 3 
Statement by Otto Hxaronymi, Professor of Bconosiics, 

University of Dallas, Dallas, Texas, November 21, 1964. 
Otto Hieronyiai did research in this field while at the Geneva 
Institute of Higher Studies. 
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TEXTILES III Till; F.BDERAL REPUBLIC 1950 
(Millions of DM) 

1961 

Year Imported 

1950 2,629 
1954 3/019 
1953 3,892 
1360 4,791 
1961 4,981 

Exported 

2 77 Ao 4 

1,475 
2,072 
2,375 
2 r 434 

Balance Lost 

- 2 , 3 f . ' ;<i 

-1,544 
-1,820 
-2,416 
-2,547 

SOURCE; Federal Ministry of Economics, Achievement 
in Figures {Wiesbaden, 1963), pp. 73-75. * ' 

54 

or re-allocate its resources to another industry.' However, 

the period of time seems not to have been defined, as the 

Germans have granted fifteen years of protection to tex-

tiles without apparent success. 

54 Ibid., tiovembe r 21, 19S 4, 



Ch&PTER VII 

RECENT GERMAN FOREIGN TRADE AMD POLICY 

German Trade Revival 

Germany's industry is an integral part of the European 

economy. Industrial revival took place during a period of 

intense coir.pet l tion anci Gei 'nany was forced to compete with 

existing postwar trade patterns between free nations. To 

limit German revival, as was done by Allied occupational 

forces, was to essentially limit the entire European re-

vival , as only Germany could efficiently produce the heavy 

machinery needed for the growth of an industrial economy, 

ciore important was that Germany could manufacture heavy 

machinery at low prices.^ 

The postwar trade patterns caused, the Germans a loss 

of trade in their Eastern markets and forced them to de-

velop a climate of trade in the Western nations. This 

loss of markets and need for transition was facilitated 

by American aid.^ 

^Council on Foreign Relations, Germany's Contribu-
H>2II §^. r c*- Economic Life (1949) , "edited bv Percy 
tf. Bidwell (Paris, 194917 pp~. 133-144. 

2 
Ludwxg ErharcL, Germany's Comeback in the World Market, 

translated by w. H. Johnson"!!lew York, 

223 
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The fact that Germany tras unable to produce in the 

immediate postwar <lays created a European dependency on 

imports of American industrial goods. This dependency 

hampered total European exports, Luropean nations could 

not import the heavy machinery needed to rebuild their 

industrial economy because Germany was their chief source. 

After the currency reform in 1748, heu^ver, this situation 

was somewhat alleviated and Oenv.an capital goods began to 

flow to the Western sector of Europe but played a negli-

. , 3 
gxble part xn overseas trade. 

Actually, after the German surrender, the Allies 

took complete control of relations between Germany and 

the outside world. So direct contact was allowed; and 

trade- transactions ware completely in the. hands of the 

occupation authorities. Trade for the American and 

British zones was in the hands of JSIA which was set up 

as an import-export iwnopoly. However, this agency was 

continually hindered by currr - • - problems and an exten-

4 

sxvs amount of lxcensing. 

In 1943, as a ?ftember of OEEC, Germany began her 

first liberalized trade agreements under the close super-

vision of JBIA. Under OiiEC Etna the guidance of Brhard, 

3 
Ibid., p. 41. 

4 
Office of the 0. 3. I/iyh Corin-x̂ sioner for Germany,, 

Report on Germany, September 21, 1949 to July 31, 1952 
(Washington^ , '"1952] , p. "59. ™~~ — 
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it was Germany which xaacia the firnt movement to iaulti-

lateral 1 ibor a 1 ization o.f luropaaii trade, "he (X3I2C had 

decided that all member countries should liberalize trade 

to sixty percent of total exports;. "orm&ny, due to 

Erhard's prodding, achieves this level by Ser/t<wftfc.no 1350, 

This was within two weeks after she signed the £PU 

agreement." 

Due to tfaia rapid movement toward liberalization, 

Germany's first year in the SPO was marked by a deficit-

crises „ llapict liberalization of the import market was 

accompanied by a concurrent rapid rise in German iwports 

due to increases in production since the currency reform. 

Germany * a lack of international financial contacts, at 

this tiuier further aggravated tht* r Itviation.^ 

In lieu of this, the SPU granted a special credit 

of 120 million dollars to Germany. 1'his wao secured 

by the Bank deutscher Lander with the- Federal Reserve 

Bank of Hew York. Also, other OECC countries were asked 

to libcrali zi: import policies as much as possible in 

favor of German exports. This action,, however, did not 

offset the German deficit crisis nod th-„ Federal Republic 

was forced to suspend liberalisation in Ferruarv 1951, 

*? 

as well as xuany import licenses.'' 

:̂Jrhc;ro , pp. 106- 110 . 

7Ibid., pp. 107-109. 



ii'riiarci maintained that such a deficit crises was 

-.serely a phase of f"erusany' s recovery MM not a fault of 

his-, economic theory. By mid-1952( libocalizatio-i had 

again reached sixty percent of total exports and by 

April, 1953, stood above ninety percent. By this saute 

year, Germany had paid off her deficit witn the a'PU and 

had achieved a credit balance of >550 loiilion dollars.v 

This again is an example of the ••'/•ee i'aarket philos-

ophy of ^rhard needing the aUainistxon of the state 

to correct Malfunctions. Under neo-liberal theory/ this 

action by the state was desirable ao lon<j as there was 

expedient return to liberalize'! trade, In this particular 

instance there was an expedient return to liberalized 

trade but there has not been complete liberalization of 

both imports ana exports in Germany aa the neo~liberals 

desire. 

Srhord was quick to point out in the early revival 

that Geriaany was a heavily populated economy which could 

not pay for raw materiais by exportinc raw materials, 

such as coal ana tinbyer, as the allies deoireu. *?e 

stressed tha point that the imports ifluet be processed. 

aod exported at twenty to forty tiroes the valuo of tne ira-

9 

ported raw materials* irhard feels the nore labor inten-

sified these goods are f the better it yi
11 f1* r the economy. 

10 

8Ibid., pp, 10l-114. 

^Ibih., p. 85. 

10 Ioid., p. 117» 



By April 8, 1347» o. JUXA directive *>.-•'* -'tit ted direct 

contacts betveexi Gejeruan ex£-orte:cb ana foreign consumers. 

Along with this directive German banKa wore given the 

rignt to resume business with foreign banks. However, 

supply and. payment vers still regulated by the direc-

tion:, Of Jill...< 

Erharc axp.rosf.5es the iaea that JILIA was in no po-

sition to iiapleBU»ttt a sensible foreign trade policy and 

made many blunders. He points out that on many occasions, 

the JElii official concerned with imports of hides was a 

procelaiu expert instead. rurthercaore, JSIA was unusually 

slow in initiating and im^leraentiag' policy and was severe-

ly hindered by the worthless PJA. ''" 

On November 12, 1949, the Allied digh CoKwission 

granted the Federal '3overnr.ient the right to negotiate 

trade and payment agreements as long as these transactions 

were reported immediately to the hicjh Coniwission. In 

1951, Germany was granted further freemen in that she 

became nui>ject only to GdTT arid the IMF. She wa& still 

compelled, nowever, to >:iake reports to the High Commission.' 

Such organisations as OdCC and E?d played -a vital 

part in Gexr>.i;ti*y's early years of recovery. It \v\:,.y through 

1-LIbid., pp. 73-74„ 

12Ibid., pp. 79-80. 

i3Ibid., po. 88-33. 



these or-janizations that Germany >ras able to attain -auch 

ntiecied sour cos vf raw . Yhese organisations 

also provided Germany the c h a n c e to b r e a k o l d bilateral 

t r a d e a y r e a i a a u t s established b y Jul A and seek uiulti lateral 

â rtsexaents with other ri.atio.ns, 

In 1 9 4 9 a t;>oroxin:atfcl.y h a l f o f c i e n a a n y ' s i m p o r t s w e r e 

i;i t h e f o r m o f a i d f r o r t t h e A l l i e s a n d p r e d o m i n a t e l y f r o m 

t h e u . 3 . T h e b u l k o f C o n w a e x p o r t s b y 1 9 4 9 w a s i n t h e 

a r e a o f « i a i r a f a e t u r a d - j o o d s v . d t h t h o l a r g e s t s h a r e b e i n g 

exported b y r.he c o t t o a - - t e x t i l e industry. T h i s industry 

h a d b e o r t g i v e n s p e c i a l , s u p p l i e s o t .\;nex*ican r * w c o t t o n . 

B y e a r l y 1 9 3 9 , s u c a c o u n t r i e s a n B r i t a i n were c o m p l a i n i n g 

of: Gari.K,ui coursetitio.r.« a a d :x>a'.ni t< n a f f e r i t o e f f e c t s 

s o i a e w h d t . A.:: t v m b e s e e n in 7 « b l o -Til, G e r m a n y b e g a n 

t o .-|uicJtly c l o s e t h e y a p in her t r a d e balance . b e t w e e n 1950 

and 1 9 5 1 a a d s i n c e t h a t fciuto has increased i t s f a v o r a b l e 

balanco. 

Du.tin-j :• r- a o r i o c 1S49 t o 1*5 S 2, tne European n a t i o n s 

s u f f e r e d f r o m a a e r s i s c e i i t c o l l a r s h o r t a g e a n d , t h e r e f o r e , 

d i s c r i m i n a t e d a g a i n s t ; i/..„«j/.tn f r o a . t h e dollar ares. This 

provi'ieC Germany a n e x c e l l e n t c h a n c e t o offer h e r g o o d s 

a s substitutes a n d take ^ c v a u t a e e o f this shift La t r a d e . 

14 
J . P . C a b a n , " T h e R e c o v e r y o f G e r m a n E x p o r t s , V L 

I n t e r n a t i o n a , ! l i f f a i r s , I-O'VI (April, . 1 9 5 0 ) , 173-177, 
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niDSfl^L V02;'I(^i ^'.XkDL 
(Millions of Dollars) 

, — z ;n—;rrr: • — : 

Tear lisiporuis p̂ i A tfc> Surplu: 

19 36* 1,444 1,363 j + 219 
1930** 2,708 1,991 | » 717 
1.951 3,506 3,471 | 35 
1952 3,856 4,026 + 168 
1953 3,812 4,411 + 599 
19554 4, o •) 4 5 ,2 4 6 + 642 
1955 5,827 6,123 + 296 
1556 • 6,65 8 7 , 3 4. ii + 690 
1957 7.547 8,564 +1,017 
1958 7,413 8,309 +1,396 
1959 i 8,529 j I 9 j, 806 +1,27C 
IS 60 ! .10,172 ! ! 11,416 i +1,244 
1961*** i 11,091 1 

\ I 
j 12,745 • 1 +1,654 

*1936: 
**1950-61 

***1961; 

-5 1 = 
$1 « 
-r* X ^ 

. . . 

4.20 D>I 
4.00 i)i~! 

SOURCE: Press anc Information Office ox the federal 
Republic of Germany, C^rmany in Brief (Wiesbaden, 1964) , 
p. 6 4. 

Germany *» low wages had kept her prices low at a time 

15 

when other European currencies were inflating.' 

From 1853 to 1954, Oersaany's surplus with the EP'O 

reached 1,239.6 million dollars as her foreign trade con-

tinued its expansion. This large surplus brought pressure 

of other OKBC countries upon Germany to further liberalize 

J. Dernber^ r ' Germany * h External t-conosnic Position, 
Americaii ^conoraic Review, XLXV (Cepttmber, 1954) „ 532-533. 
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16 

her trade. Germany, in turn, granted the requests. 

By 1954, Gomany was well on its way to becoming a 

major trade nation. 

Germany's need to build its export markets required 

t-at capital be diverted to this area. As mentioned 

earlier, even thouqh greatly helped by American 

aid, h.w capital formation problems i;; the earlier years. 

This need for capital was also increase-' .because Germany 

was forced to grant credit to various uiioer-aeveloped 
17 

countries which sought to do business with her. 

To aic't capital formation, the Law to Favor Exports 

was passed in 1951. Under this law, exporters were able 

to create a tax-free reserve in order to obtain the neces-

sary capital for the export business. They were also 

allowed to deduct a certain percentage of their profit, 
1 8 

made in the export business, tax free.™ 

Also, under this law, export drafts were discounted 

at rates which prevailed in the; countries to which exports 

were made whenever the then prevailing interest rates were 
16 
Henry C. Wal lich, I'.ainsprinas of the German Revival 

(Wew Haven/ 1955) , pp. 235-r237T """ ~~ ~ 
1 1 
Lorst Mendershausenf Two Postwar Recoveries of the 

German Economy (?hn .eletherlanas, l955j*7 pjTr ̂2~l5i8 . ™ 
1 3 
' K, W. Roskamp, "Econcwdtc Growth, Capital Formation 

and Public Policy in West Germany, 1948-57," unpublished 
doctoral dissertation, School of Economics, Wisconsin 
University, !Ia<3ison, Wisconsin, 1961, p. 329. 
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lower tuan the West German rate.^ This was, in effect, 

a hidden subsidy and no doubt of considerable help to 

German exporters. 

The Bank deutscher Lander, under this law, granted 

DM 100 million for the financing of exports when the tirae 

between the receipt of the export order and delivery of 

the export goods was between nine months and two years. 

It also promised DM 600 million to the Reconstruction 

Loan Corporation against promissory notes for financing 

20 

export orders. This law expired in 1956. 

State aid in capital formation to export companies 

is a typical example of the state actinq in emergency 

cases in order to clear the malfunctions of the market. 

According to neo~libera3 theory, this inovc was warranted 

in order to facilitate capital formation as -well as 

foreign trade. Again, the state had entered the picture 

to help ease conditions. When conditions were improved 

by 1956, the state abolished the law. 

Both Erhard and the Bank deutscher Lander were against 

the policy of extending the long--tern credits advocated by 

this law. At one time, due to lonq-term credit policies, 

a monthly average of 400 firms were going bankrupt in the 

19 
Ibid., p. 252. 

20 
laid., pp. 252-2d3. 
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?1 

domestic realm as well as some export firms.* This, 

of coarse,, can be attributed, in part, to the acute 

shortage of capital. 

By 1952, ajoout fcuaii of Germany's increase of gold 

and dollar reserves were earned from the dollar area 

and the other half frcva the £PU. By 1963, this stood 

at sixty percent and forty percent respectively.^ 

Table LIV reflects the seemingly low German import 

needs and the consistent favorable balance of trade„ 

inis is in face of her necessity to import due to a lack 

of many essential resources. This could only ire an that 

the domestic level of consumption is unusually lov? al-

lowing a low rate of imports and high rate of exports» 

Actually, Germany's trade advantage has been a 

source of worry to otuer European countries. They fear 

that Germany has not bet<un to reach its export capabili-

ties because exports are a low percentage of GMP in 
23 

comparison to other .sutropî uv countries. 

The necessity to export has, no doubt, increased. 

Germany's interdependence with other countries and makes 

her particularly vulnerable to depressions or inflations 

abroad. It has already been noted that the Geri-aan economy 
2 1 , . 

pp. 282-283. 
^filistair florae, Return to Power (New York, 1956) 

ADernberg, pp. 547-543. 

2j"<Jallich, pp. 213-223. 
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TABLE LIV 

FOFSIG-J TFJir'-S Ac' A PLRCEN"I*&C1-E OF WORLD TRADE 

j-

Imports 

Millions Percentage Percentage of 
of DM of HiSp" World Trade 

1950 i 11,-400 11.7 4.7 

1953 ; | 16,000 11.0 j 5.0 

1956 : 
\ ; 

! 28,000 
j : 

14,3 ! 6,9 
i 

1957 ; 
( , 
j 31,700 : 

> 3 
! 14.9 j 
! ' 

7.1 

1958 | 31i100 
1 i 
; 1J • 7 
i i 

i 7.5 

1959 : 
1 i 
| 35,800 ; 

I 1 
; 14.7 j 
f \ 

8.2 

1960 : | 42,700 i 1 15.1 ; j ; ! 8.7 
i 

1961 ! 44 r400 i 14,3 : 
I 
1 8.9 

| 

SOURCEi Federal Ministry of Economics, Achievement in 
Figures {Wiesbaden, 1963) pp. 62-63. ~ 



2 34 

TABLE LIV - Continued 

Millions 
of DM 

8 , 4 0 0 

18,500 

3 0 , 9 0 0 

36,000 

3 7 , 0 0 0 

4 1 , 2 0 0 

47,900 

5 1 , 0 0 0 

Exports 

Percentage 
of G'MP* 

8.6 

1 2 . 9 

1 5 . 7 

16 .9 

1 6 . 3 

1 6 . 9 

1 7 . 0 

1 6 . 4 

Percentage of 
World Trade 

3 . 6 

6.0 

8.0 

8 . 7 

9 . 4 

9 . 7 

1 0 . 2 

1 0 . 7 
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was affected somewhat by the 1957-58 recession in the 

United States. Furthermore, a laxv;e dependence upon 

imports would tend to negate nany countercyclical pol-

icies. 

Germany, it is true, has undergone geographic 

shrinkage but hex economy see ma to be stronger than it 

has ever been, however, it would be well to remember 

that this has been a part of general over-all world-

wide expansion ami Carman economic integration into this 

expansion. Germany's progressr in part, it could be said, 

has been raade possible because: of economic expansion with-

in the international reaifa. 

Toward the end of 19b7, the inflow of foreign cur-

rency into Germany threaten'..i the franc, the pound, and 

the whole pattern of European traae. In September of 

1357, Germany had a credit oitn the dPCJ of 23.6 million 

dollars. Most of this surplus was attributed to higher 

German productivity over other European nations as well 

as low German prices, By 1958, this influx of foreign 

currency had so increased the German money supply that 

prices tended upward. This forced the Bundesbank to 

adopt restrictive measures. These measures, however, 

caused new tensions in the capital Market as b< or.iing in-

dustry was demanding more capital. This large influx of 

currency had a depressing effect on interest rates and, 

hence,, short-terra capital sought new markets. This 
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monetary situation brought about an agreement between 

the Bundesbank and the government to enact policies to 

relieve capital tensions.2^ 

•The absence of an arrcs burden up to the niid-1950 *s 

no doubt helped the Genrans in their foreign trade ef-

forts. Due to the absence of an srms burden, Germany 

did net have to devote scarce materials nor industrial 

capacity to the manufacture of arr.tn. At the* naroe time, 

Rem any was corapotinn in the international sphere with 

countries which were forced to do so. 

In 1961, Germany was still purchasing the najor part 

of her goods from America, and toerica continued to main-

tain iier favorable balance cf trade with Germany. How-

ever, by 1961,. Germany was purchasing an ever-increasing 

percentage of finished goods and raw raateriale, and pur-

chases of agriculture products ha3 declined. Most finish-

ed products consisted of machinery,, motor cars, airplanes, 

and chemicals. This increase in machinery imports was 

due primcxily to the fact that German manufacturers, be-

cause of labor shortage!?, were busy revamping t;>oir plants 

and installinc labor-savin*-; equipment.. Also, by this time, 

Germany had eased its quantitative import restrictions on 

25 
all industrial equipment. 

24"The German Surplus," The Pconoiaiet, CLXXXVI (February 
1, 1958) , 382-383. - -

25*!Germany' s Expandinc Market Becomes Major Outlet for 
U. S. Goods," Foreign Couruerce Weekly, LPVI (November 27. 
1961), 5-6, — - - ~ 
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X2iPORT3 OF Til J FEDL'RAL PJEPkBLIC 
ACCOBDIK'G TO PRODUCT AIID CATEGORIES 

1961 

Type of Product | Percentage ; Change Since 
Dollars ! i Imports I 

\ 

1960 

Food and Deli-
cacies | j 958 s.c + 5.3 

vJon-Ferrous j 
Metals and 1 
Alloys j j 812 7.3 - 4.7 

Textiles j | 767 6.9 + 7.4 
Machine Build- j 

ing | 1 632 6.1 +29.6 
Chemicals j | 584 5.3 - 1.5 
Oil and Gas 552 5.0 + 15.9 
Iron and Steel 551 5.0 -11.2 
Iron Ore 371 3.3 - 6.1 
Newsprint, Pulp, ! 1 ] I 
Paper, and : \ ^ i ! 

Cardboard ; ; 327 i S 2.9 i i +5.2 
electro- ; f ; ; 1 

! 

Technical ^ 283 i i 2.5 j ' +27.2 
Cut lumber, | > i ; I 
plywood, and | 1 i 
other f inisnec. j i 1 ' i 
wood i 

i 
j 255 | S 2.3 

\ ! 

+ 4.2 
i 

,.Ji L 

iSOURCL: £'res a arid Information Office of the Federal 
Republic of Germany,, in Brief, (Wiesbaden, 1964) 
p. 61 "**"* ' " " 

In 1963, Germany witnessed another sharp increase 

of foreign currency reserves. Thi>: foreign currency 

increase was in the forst of purchases of securities 

arid direct investxcent by Americans. This currency in-

flow also consisted of short-terw funds because tne 

tightness of tne Germany money iv.yrket had effected high 
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interest rates. The tight noney policy of the Hermans 

m 1."J63 naci force." '̂exiru-rs l">«nks to i .r-'rease thoir liquid-

ity by withdrawing souv of t'.eir investments from abroad. 

This tight nonoy policy had also been aided by the central 

back's e3.iwiiint.lon of bonlc surplus of the balance of 

p<?.yr..k-ints« 

In his uconoraic .Report to ?arli«>-.<ent in 1964,. P.rhard 

expressed concern again over the possibility of the foreign 

trade surplus hindering 'Vr-any price stability. He felt 

that the continual rise of the export surplus should not 

be fostered but aoiaewhat ret-a\Iad, Thin was to bo t3one, 

aocoro.ing to -srhaxcb by f vtrtJi.'-jr lioeralizin«j ths XKiport 

sector, but 3rhard rua-lo npeoi/ne ':cto that thi.M tms 

another case where leraiany wanted and twenU**' to lower t£.r~ 

iffs but could not because of EEC agreements.^ 

Ibis I a rue \!orman trade surplus is still an unre;;; o Ivec 

orobler, today ar.ct nas been zx source of some domestic in--

stab.*,f ty- tlovovar, trie tracts surplus has been alleviated 

soiaewuat by slov-ing of. the boom and a gradual balancing 

of trade as ^ell ns deficits in the visible and invisible 

.services 

"? (y 
-'"Into Germany A-jain,The iconoj.ust, CCV'III (July h, 

1963), SR. ~ ~ 
2 7 
•A'»ws ̂ Chancellor' 3 i-iconoraic Report for the 2W«ral 

Repuolxc ot Germany to the Deutsches isvmtiestac, Report on 
fcconotnic Trends in 1963 and Prospects for 1964 (i?7oniI7~l"96"4) 

**Gkiaaan International, VIII (January, 1964), 3. 
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German Po?ei$n Aid and Policy 

Given German efficiency and technology, this country 

is capable of competing in the international sphere with 

many countries and in uany areas. Such emphasis is given 

the exportation of goods that it seeras to take precedence 

oyer all other foras of economic activity. 

In Germany, foreign poli%r/ is initiated by the 

Chancellor arid agreed upon by the ""dbinet„ Basic law 

requires that tne executive alone direct foreign affairs 

and policies. At the same time, t:*3 minister of Economics 

participates in certain limited aspects c* international 

policies Put does not participate in the initiation of 
pq , , 

broad policies. "* Tais points out the powerful position 

Adenauer held over Erhard in determining foreign policy. 

It was this very point that led to the rift between tue 

two men. However, such a powerful position should give 

the now-Chance 1 lor £rharcl position to implement his policies 

To aid the exportation of goods, German industry can 

take advantage of the Export Credit Corporation (Au3fuhr-

kredit A. G.). This agency is largely subsidised by the 

central bank as well as other types? loans. The i-;xp .rl 

Credit Corporation will grant export credit for four years 

2%ans Speier and w. Pa i Hips Davison,. T?s*.u Corwan 
Leadership and Foreign Policy ('Jew York, 1957) , pp. 27-29, 
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ana will also grant, a one-year stand-by period. Most of 

on 

these loans are made at 'market rate. 

Geriiian export credits are covered by an extensive 

system of export insurance by Hermes Kreditversicherungs 

Aktiengesellschaft. Thi'- oryanization is backed by the 

federal government and is the only guarantee of the whole 

export operation, Export insurance v&si inoispen,sable 

for German trade as saany buyers felt degree o r uncertainty 

about Germany. ̂  

Numerous tax subsidies are also granted export firias. 

Such tax subsidies ?o:e also granted import firias. Such 

tax subsidies have causeJ, from time to time, international 

concern as well as concern within the EEC because tax sub-

sidies are clearly an aid to keeping the price of exports 

low. However, the Germans contend to the outsider that 

this is only a weans of capital formation.**^ 

To aid the Gemma expott drive, a special government 

office, Foreign Trade Information, was set up. This or-

ganization publishes its own newspapers which contain valu-

able information for exporters. Also, there have been many 

joint Chambers of Commerce set up in foreign countries."" 

i0Wallich, pp. 245-246, 

31Ibid., pp. 247-248. 

^'"Ibid. , p.). 240-24: 

^ %orne, p. 281. 
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Germany, though culturally tied to the fest, has 

found, not only today but also in the past, that she must 

maintain her friendship with the 5:ast because she strait-

34 

dies the dividing line fwtveen the two realms. i>uch 

a position leads tc some curious outlooks on the various 

nations involved. 

The .majority of. Gerraan political leaders sq;-j Russia 

an an ever-present threat to Gercaa independence as well 

ars European culture. German political leaders also real-

ize that Germany's industrial complex would siake a perfect 

prize for the Russians, "his would give Russia not only 

the industrial resource? of Germany but also access to 
35 

the Atlantic seaboard* 
{Jopterr-ber 13, 1.95 5, marked the day that Germany and 

3 6 

Russia re-«estrw>Iished diplomatic relations.' This year 

aloo marks the beginning or a rise in trade between the 

two countries. In 1954, .Russia purchased thirteen million 

dollars in goods fro«n Germany. By 1961 r tnia figure 

amounted to 206 piiliiou dollars. In 1954, Co cian purchases 

of Russian goods were only twenty-two nillion collars* By 

1961, this figure Btood at 199 Million dollars• The 

Speier and Davinson, p. 58. 
3& . . 
1,0 I'd. , pr-, h 2 -fc h . 

'4 i~ 

•'"'"•reat 6rxtai.ii foreign Office, Ceiect-*sa Documents on 
Germany and the Question of -:erlin 1944-1961 (London, 
1961), p. 225. 
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future trade situation for tnese two countries looks 

37 

bright. 

German and American relationships have grown over 

the years, and American friendship is a goal of Cexm&a 

policy. Many Germans look toward '>iuoi ica as e leader 

even in areas that are fcc.BicaJ.ly o'; ,':ropean concern. 

This relationship iias leo to incro-'.:u;v* trace between 

the countries and also attempts to integrate the two 

eOononues inoie fully. 

Germany's relationship witJi Fr-ance, despite Adenauer 

anc deGaulle's agreements, is of a shaky nature. Yet, it 

is generally felt that, the cooperation of these two coun-

tries is necessary if there is ever to be a united Europe. 

Many Germans despise the French way of living ami dislike 
•39 

tne U. 8. efforts to answer omny French desires."' 

Postwar Cerraans lave usually visaed the. British with 

an air of indifference. 'Some Germans still resent the 

fact that Great Britain proposed the dismantling of German 

industry in an effort to decrease competition in Europe. 

However, du« to German distrust of the Frencii, they have 

looked, more and irtore toward the Britisn .13 friends.^ 

*-!? . , 
"'federal Ministry of Lconoia.tca, Achieve:.ten in Figures 

(Wiesbaden, 1963) f pp. 6; -71. • -» • -
3oSpeier ana Davison, pp. 66-68, 

39-'':i(l., p.D. 70 75. 

40 ;id. f
 rn:>, 7>>-79 
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As early as the pre-Uorlc War II days, Germany had 

traded with countries under coiuauniat influence and con--

4 "! 

hxnues to do so fccxtay. ** Cerraaii dependence on foreign 

trade necessitates that Gariuany carry on trade with almost 

«ny country, and this is.- only prudent for a nation so 

situated. However,, many orders fro# the Eastern bloc are 

pilot orders on machine tools ana industrial products in. 

order that they may be imitated.4-

Toaay, forty countries throughout the world benefit 

front Gerimn foreign aid. Furthermore, 41C million dollars 

have been CQKaaitted to finance various agricultural and 

industrial training projects. Industry as well as private 

institutions anu government contribute to the program. 

Approximately ten percent or total ?orei«-,n aid is provided 

by l:cJ/ counterpart funds which are essentially repayments 

of the Marshall Plan loans.4^ 

Germany has established nuir,ercus trade schools in 

Southeast Asia, suqar factories in X X3,'xi fi irrigation sys-

tems in the Sahara £-esertf as well as chemical and refining 

*AIbicL, pp. 236-237. These countries include Albania 
Bulgaria, China, Poland, Cuinmnia, Czechoslovakia, Hungary 
and Russia. 

42,. . 
lniu., p. 2si, 
"I » , 
'Foreign Affaxrs Office of the Federal Republic of 

Germany, Germany? Partner in World Progress (Bonn, 1964) 
P. 11. ~ * — — - ~ 

t 
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plants in the /iiddla fc,^ She a.l?'o built schools 

and provided educational institutions within Latir* Anser--

4 iS 
i ca.% 3 

The German government r Iso p.ids in irioueinr private 

invectrcent in. deve3opirtr; nation,1; by granting tax r»;uuccio«s 

equal to one-third of production costii of the installation 

made in the developing country. If development.;;; are de-

sired iu area of politicc-l xmeertainty? the; federal govern-

ment will directly complement private efforts. Purthenaore, 

Germany has spent, over ths years, eighteen billion dollars 

aiding the various 13.5 million iefuct«».s Croa the Soviet 

bloc./i6 Oersfcany is also e-n%*3c,'£i- in poiirixvj technical as-

sistance funds of seventy tail lion dollars & year predom-

inant ly into Africa, Asia, ?.rid Latin America involving over 

600 projects, f-inee 1955, the fjovainwent has put 125 

iaillion dollars into tV.is 

In 1962, Germany' » foreign aiC was divided principally 

cJiong six nations ar.-i in the manner depicted by Table LVIII. 

In 1960, it was estimated that there nerv 200 <?enr.ais firras 

in Brazil with direct inv<s*itnents amount in to 160 million 

44Ibia», pp. 3-9. 

4 JErharc! ? p. 156 . 

^Foreign Affairs Office of the federal. Republic of 
Geranany, pp. 3-4. 

Ijjj.M« .• pp, 3-4., 
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TAOLU LVII 

GSxtt-IMi POSiilCi-i AID 1962 

Country .Millions of Dollars 

India* > .425,000,000 
Pakistan . . . . . . . . . . . 97,500,000 
Iran 50,000,000 
Afghanistan. . 50,000,000 
Turkey . . . , . . . . . . 50,000,000 
Brazil . . . . . . . 50,000,000 

sOUSC/iForeign Office of the Federal Republic of 
Partner in World Progress (Bonn, 1964) , 

p. '"i. 

dollars. This amounted to 20.1 percent of total foreign 

direct investments in Brazil. Germany, over the years, 

48 

has been a large money lender to Latin Jknerxea. 

Perhaps iirhard's 1aterests in the under-developed 

countries lies in the feet that estimates for the year 

2000 show that the U. , and Canada will nave only five 

percent of total world population,. Free Europe, nine 

percent^ and for non-Russian Asia, sixty-two percent? 

eight percent for Africa; and nine percent of total world 

population for Latin Americ-.** 

Economic integration of the nature Zrhard propose® 

would make possible the exploitation of large-scale 

Albert Weisborc, Latin ?»jaerican Actuality (t-Jew York, 
1964}., p, 98. ~~ 

*JV. w% Kitzinger, "he Politics and Economics of 
Burogeaii Ijitiagration (Mew York, '196'3)7~O. "97". " 
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LATIN AmniCAi HE'S? FLOW OF OFFICIAL CAPITM. FROM JAPAN 
MID OECD HlSMBSF. COUNTRIES LXCLUDINH TfS U. S. 

19C0 - 1362 
(Millions of Dollars) 

Country or Region 1360 1961 1962 

Japan 9 SO — — 

Federal Republic 23 30 38 
United Kingdom -26 ~ 1 
Other OECD Countries 
Excluding 0. 3. 6 93 

~ ~ 

SOURCE: Statistics from the Development Department 
of the Organization for Economic Cooperation and Develop-
ment, cited in Albert Iv'eisbord, Latin American Actuality 
(Wow York, 1964) , p, 39. ~~~ "* 

economies by small countries as well as large countries 

such as Germany. The dynamic effects of an integration 

of an economy like Germany's with that like Latin America 

or any other under-developed country could provide an 

inducement fc.v .//eowth to both economies. 

In 1362, tue Company for Economic Cooperation was 

formed in Germany to promote the economic growth of de-

veloping countries. This company is financed by public 

authorities but functions independently of public admin-

istration. The function of t:hs Company for Economic 

Cooperation it? to stimulate developing countries by sup-

porting cooperation with Canaan businessmen by the 

businessmen of the various countries concerned on an equal 

partnership basi*. T'.v- undert^ in 4 must be one whicn is 
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likely to p r o m o t e e c o n o m i c growth of the country con-

cerned. "Ma is not considered a permanent i n v e s t m e n t 

but rather when tne initial risk is c v . c o m e , t h e German 

partner sells his share outright to his tc-i.oi .gn p a r t n e r . 

By 1 9 6 3 , the Company for Economic Cooperation had u n d e r -

t a k e n eighty-five projects. The only stipulation is that 

aided firms will engage in trade with the free world and 
50 

not trade with the Soviet bloc. 

In 1964, tiM Bundesbank1s established limits were 

DM 3.97 for buying and DM 4.03 for selling per United 

States one dollar. Limits on other currencies are de-

termined by the forces within Germany and the country 

being considered, P r e m i u m s and discounts on forward ex-

change; are left to the determination of the market forces. 

All German banks were permittee to engage in foreign trans-

actions. 

Quantitative restrictions are not applied to im-

ports of the majority of commodities f r o m outside the 

S i n o - S o v i e t bloc. O u t of a 1964 total of 6,600 various 

i t e m s imported by G e r m a n y , 6,200 could be imported freely. 

Alsof 150 import items had been liberalized from E u r o p e a n 

OSCD countries and their dependent territories. These 

50 
Atlantxk-Brucke, ??eet Germany, & Report to Further 

International U n d e r s t a n d i n g ( i l i w b u r q , 1 9 6 3 ) , pp. 7 8 - 8 0 . 

^International Monetary Fund, Annual Report on Ex-
change Restrictions ('fashincjton, D* C~ ~i"964T/"~pT 1857 
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imports are free front licensing and prior control but 

mast have a Bundesbank r.tanp of -'-ocunentstion for customs 

and statistical purposes. i>'i 

For imports wnich are still subject to restriction., 

an individual import license must be obtained. Import 

licenses are usually acquired on a first-cone-first-serve 

basis to hold established quotes Cor specific import coin-

modities. Also, many export activities may be carried out 

freely with only an export notification required for statis-

tical purposes. German and foreign notes and coins or any 

other moans of payment nay be exporter freoJ y. 

Capital may he importer4 or exported freely by resi-

dents and non-residents without a license. However, treasury 

bills ana domestic fixed-interest bearing securities may not 

he sola to non-residents without an individual license. 

Securities of all clasai Mirations Kay be. imported or ex-

ported f r ee ly. ̂  ** 

Geraany's diviced condition raafces her ineligible for 

membership in the Unites aaticms although she is & member 

of all twelve special arrencier. of the United Nations and 

5 
cooperates with it in many areas. ' 

52Ibid., p, 186. 

53 
IbicU , op. 186--IS7, 

54 
Ibid,. o. 184. 

55 
'Press and Informticn Office of the Federal Govern-

ment of Gent,any, Germany at a Glance (Wiesbaden, 196 3), p. 15, 



The degree of import-export liberalization achieved 

by (-lerruany at this point is tc nrhard a small structural 

step to free woria-wiao traae and an expansion of the 

European economy. Srhard's real objective was, and is, 

tc create an interdependence between Germany, Europe, and 

56 
tne rest of the free worleu 

Adenauer, Erhard's f?eo~liberal Ideas, 

ami the- Future of Germany 

Srhard's plans for the future of Germany in Lurope 

were to avoid the econoudc division of Lurope into mutually 

hostile trading blocs. 'Zrhard's i-ieas in this realm dis-

agreed with Adenauer' a, arid :;rhard's plans were cuicKly 

quasheU, This difference of opinion between Adenauer and 

iJrhard as to Germany's role in European tf.-.de has been 

evident sines the early 1950's and oecarse highly apparent 

.by 1959 and continued to the end of Adenauer * s reign. To 

iirhard, the division of Sorope into the EEC and £FTA would 
57 

only result in two mutually hostile trading blocs. 

Not only did Adenauer have problems with Srhard, 

but deGaulle also continually talked at Adenauer's par-

ticular plan for the unification of Europe. DeGaulle had 

a nebulous plan of his own for the association of European 

298-302. 

Srhard, p. 43. 

c 7 
Charles Wxghton, Adenauer (Pew York, 1964), pp. 



sovereign states. This was in contrast to the integrated 

summational European institutions Cuvore>J bf Auenamu*,^ 

Furthermore, <ie Oaullo was for European unity,, in 

the sovereign manner, wily if France would be the leader 
59 

of the 'anion."" Actaa.ll/, de ^.ulle*s idea of Europe 

is closer to Srhard's than is Aaeaauor * s. The major dif-

ference is that cie Gaulle accepted F.rhard's idea of no 

supernational controls but rejected ErhartS*s idea of free 

world trade, 

To combat JSrharS's thinking, ?,dsr*atter continued to 

ignore the United States and devoted all of his energies 

to winning the friendship of France, This movement by 

Adenauer was of qreat concern to Srharc1. as jtxe looked at 

America as a necessary trade partner in th<%- free world, 

Erhard was also concerned that Frmico-German relation-

ships excluded Britain, due to do Gaulle's demand. Britainf 

at the time, was desiring admittance to the Cosaaon Market. 

Britain has not been admit tea to this date*. principally 

due to Prsnch reluctance-.6,J 

This led, essentiallyt to two schools of thought in 

foreign policy in Semanv. One school headed by Adenauer 

bdIbid., p. 364. 

•'""John Lambert and Michael Shrinks, The Common Market 
Today — and Tomrrcy (how York, 1962) ppT l1>9-T75~ 

fi 0 
'lighten, op. 364-370„ 
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is increasingly pro-French and the other school beaded 

by Srhard is strongly pro-American and pro-free world. 

One of Srhard' s deer; fears about the Common Market 

causing hostility ha J. ... ^rain o£ realism iiabe&cled in 

it., It is known that ^ny underdeveloped countries 

look upon the Cossmon "-f/irket as a group of rich protec-

tionist countries which are confined in t»ri orfc to 

keep out the products of the poor countries.®*-

Germany suffered a curious blow from the formation 

of the Common Market, Sue gained the- advantage of m 

reduction of tariffs within tne Coraaunity but suffered 

a disadvantage in the external realm of the Community in 

that she was forced to raise her external tariffs to the 

co5.ttao.ti level of all other countries in the Conwiunity. 

Germany1 s tariffs haa be»enf before entry, considerably 

below Common Market level and the forced raising of 

Gertaan tariffs has undoubtedly cost her trade with other 

nations, 

The German majority look at the SiiC as a good founda-

tion for close European integration. However, they feel 

that this must .oe further supported by a policy of free-

dom both internally an<5 externally. This wulci demand 

^•John Lambert and Michael thanks r p. 238. 
f 1 
^Atrlantik ~ Brucite* p„ 82. 
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extension of. th<.-. 3LC c..xw economic cooperation with other 

arear.. 

This internal and external traJ.e. Ereedosr is important, 

to Germany because expoits are her source of living. In 

1963, only about, one-third of her foreign trade was carried 

on with EEC countries aru! two-"third 3 with countries oat-

side the jSEC. It is further apparent that Germany has 

reached tier trade capacity within thu SfcC and, hence, the 
CA 

Gomraon Market is actually a restrictive xnstit.ut3.on. 

This is further reason why Erhard would demand free world 

trade and expansion of the EEC. Srhard maintains that 

German industry has been aided by the reduction in tariffs 

because it has caused increased efficiency due to relent-

less world competition. Therefore, th& EEC could only 
f c 

harm this efficiency. 

2rhard's views on G&TS are somewhat more optimistic. 

Be feel* GATT i.~ a:i international organisation under inter-

national law which provides for tariff reductions unci in-
6 f 

ternational cooperation in the free world. however, he 
was still somewhat disroayed with <7ATT as it also calls for 

/f **? 
Germany to maintain artificelly high tariffs.0' 

63Ibid., pp. 70-71. 
{5 4 

Atlantik-Furke, p. 72. 

^Ibid.f pp. 73-74. 

^Erharclf pp. 205-20o« 

6 ̂ Atlaatik-fiurke, pp* 73--74, 
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To aid his idea of liberalized free world trade, 

Erhard looked increasingly to the U. 8. His moment of 

hope was within the Kennedy Round. Under this plan, 

John P. Kennedy asked Congress for more power in the 

realm of tariffs to relieve some American trade dis-

advantages . This was not in an effort by America to join 

the EEC but rather to work alongside the EEC to reduce 

mutual trade barriers as well as barriers that would harm 

free world trade. A desirable plan was never achieved, 

however, and work in this area is progressing slowly.^8 

It was during the Kennedy Administration that the 

United States began to realize the Common Market has 

serious economic implications for America. This was the 

realization of the effects the Community's tariffs and 

trade policies could have on American exports.®® With 

the highly inte rated economic trade that exists in the 

world today, it seer-s certain that one country1 s trade 

policies could have a definite effect on the economy of 

another country. 

If European integration is undesirable through the 

EEC, and to Brhard it is, then blame must be shouldered 

by Adenauer, as he was overly willing to appease the French 

£ O 

"William Dxebold, Jr., "The Process of European 
Integration, •' Current History, XL11 (March, 1962) , 135. 

^ J o h n Lambert and --liehaal Shanks, p. 235. 
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in order to attain his Luropean unity, hany Europeans, 

however, have suggested that an integration of Germany 

into tilt- European set-up vrns the onl/ manner in which 

it could be assured that undemocratic elements would 

not seize control. At the same ti;ne, this particular 

group feels that the SEC a»?8ured Germany a proper oufc-

70 

let for its dynamics. Others express the opinion that 

Germany is too young a nation to harbor ?ir:nly*~ rooted, 

traditions anc! public ^entiaent .met, hence t its concepts 

of national interest are subject to change as circus-

stances change On the other hand, the German Social-

ists have maintained that the unity of Germany should toe 

put above all other types of unity and that this should 

be a prerequisite for any type of integration. 

In 1957, Erhar«i referred to th«- European Coimaunity 

as "economic nonsense®' and "European incest." rie argued 

that German industrial forces were competent and desired 

competition fros; all countries, Gernan prices are com-

petitive; her tariffs could be lower and her exports 

^®Hans Morgentixau, • >3ji\iany and the Future of Europe 
(Chicago, 1951), p. 16b. ** ~ ~™ 

7i , 
"'Lagar fcclnms„ 'Rxcnard tiescocks, Robert Spencer, 

The Shaping of Postwar Germany (Hev? York, I960), p, 140. 
«7 
henry L. i-'ason, The TJurogean Coal and Steel Com-

munity (The u'etherlarid.--»7'T95T)",' p7"4".""" ~ "* ~ 
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larger s.nd growth faster if there '.re re no ins. -rtvexitions 

7 "3 

froic the Ooaununity. 

To Erharfi, and the nee-liberals, true European eco--

nomic integration can only :>e a state of affairs which 

will permit, trade relations between various national 

economies to be as free as trade within tho^a national 

74 

ecoBQnu.es. 

Ljieo-libcsr&ls view Europe between ID 31 .aid 1942 as 

fragmented due to excV,«ige controls an<3 quantitative 

trading restriction? w'iicli rouyitec in the spread of 

national collectivism and ultimately in Luropeaa disinte-

gration. The neo-liberals feel that since national 

collectivism caused thia 4i sinterration, it will take a 
7 ri 

coarse of proper iatevr&txon to correct .it, The iia©~ 

liberals feel that any agency, such as the sr,C, is merely 

another policy leading to disintegration and should bo 

removed. To Hrharci, sn\ partial integration, such aa the 

EEC proposes5- will only brimj about disintegration in 

other economies and atcinise markets if not followed by n •? 

' ~*Ki 12ince r, , >. 12 !>. 

"*%ilhelin Ropke., International Order and Economic 
Integration, translated by Gwen K, Trinks, Joyce Taylor, 
and Cicely KauCer (Dordrecht, 1959), p. 225, 

75 
' WilheiiE Popke, International Economic Disirxtegra-

tion (i>iew York» 1942), pp. 219-243.. 
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progressive integration of the economics of all countries 

of the free vorlc. 

The neo-liberals find \7tvor in sue;) organizations as 

the 07,CC and LPD* Thev feel these? organisations are 

or;.ainst collectivism am' work to move Europe toward the 

rest of the frees worl^ because of their nondiscriminatory 

77 
nature. 

To facilitate their International order, the neo-

liberals propose an international flow of credit .and a. 

genuine intemafcional monot?r'/ order with full convert-

ibility as well as a social order ioased on freedom. The 

neo-liberals favor a gold standard like that of the nine-

teenth century aa the bap in of international -Monetary 

7b 

oraer, 

In early 1")6.1, r' r-̂-l :l nsftent Adenauer's treaty 

with France providing £or closer 7/. ';nco-German relations 

and a continued rejection of Britain. The treaty seem-

ingly provided encoura^enent for the national state ana 
79 

partial rejection by the French of -an Atlantic Alliance, " 

Later in 19C3, when Weuauer retired, he announced h« 

did not. feel that Srharci was the faan for the job of 
^ERHARD R PP » 150-15 2, 

77 
Ropke, International Order and .economic Integra-

tion, 0?* 261-268, ~~ ~~ ~~ 
7SIbid., pp. 248-251, 

^lighten- 279-281^ 



Chancellor. Instead, he backed Franz Etzel who had won 

distinction for his work in the ^CSC. It was Adenauer's 

opinion that Erhard would not pursue the European path 

that Adenauer desired. However,late in 1963, Urhard 

HO 

succeeded Adenauer bv popular demand. 

There seems to be no doubt that Urhard's thoughts 

about the EEC will prevail. It is only possible at this 

time to speculate about future German attitude towards 

the EEC but it seems possible there could be constructive 

German working from within the SEC to broaden its scope 

to world horizons. This would be especially true since 

Erhard is now Chancellor. 

Germany: The Future of Europe 
and the Free World 

German outlook toward an Atlantic Alliance since 

Erhard took office is that it not so important as to 

who holds the strongest position within the organization 

but that all of Western Europe is united with the United 

States in an adequate common front. The Gentians feel 

that a serious interruption to this common front was the 

EEC rejection of Britain and the French demand for the 

U. S. to quit meddling in European affairs.®*- It is well 

to note that Western Europe, as well as Germany, is stronger 

80Carl G. Anthon, "The End of the Adenauer Era," Cur-
rent History, XLIV (April, 1963), 200-201. 

^Atlantik-Burke, pp. 13-14. 



259 

now than ever before and has regained its position &b a 

center of world trade. The. European free countries hand-

led two-third?*, of. the world trade in 1963. Today, the 

"dollar gap" h^s dî .";»oes.re . ̂  

In 1962, F.rhara made -i plea to American people in a 

speech in Kew York to support Kennedy in hi" world-wide 

trade attempts. he pointed out. that it would be seemingly 

impossible to ask all free countries to stand together in 

coatraon defease and to agree on joint actions when at the 

same time their economic,, personal.. &n.*, serial existence 

is ne* > • r.̂ tert and dividec. He further express • • the view 

that the 3J;C should not he accepted as tha solution but 

rather a paB«inr ptwioe toward Atlantic integration. 

To aid this, he felt that Britain and tha U. S. had to 

83 

take an active oart in the economy of Europe, 

In lieu of high 0. S. tariffs. Erhard has suggested 

that German analysis of the Ainf-rican markets constantly 

he .made. He suggests that Germany can effectively carry 

on trade with America .in the ~rea of specialized goods 

and component parts to supplement îvse<'io<sn mass production. 

The^e '"Yrrnaa -"foods could offer lev? prices and superior 
f J /| 

quality. ' Cer.aati control of the American optical market 
O 

o 3 , 

^̂ .uudv/î  i-rhard, The ticonomxc^ of Success,., trans-
lated by J. h. Arencro->Jones ancC"dT~JThomson (London, 
196 3), pp. 397-412. 

v, 179, 

84 
Sr&aru, Germanyi 3 Coi«feback in the world Markets, 
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would be a perfect example of this bit of Srhardian 

thinking, 

Erhard is of the opinion that the principle of com-

parative advantage, within the framework of free world 

liberalization of trade, is the only way to promote 

domestic and international efficiency. From this eco-

nomic viewpoint, it is essential that Europe be regarded 

85 

as a function -i:id not an organization or institution." 

Lrhard feels the lowering of tariffs by all free 

countries is an essential pre-condition of any integra-

tion. Me has continually expressed his desires to lower 

tariffs to favor U. S. goods but points out. that the other 

countries of the EEC favor higher external tariffs. He 

feels that lower import tariffs would definitely halp 

stabilize the German currency by removing some of the 

persistent surplus front the balance of payment a. He points 

out that the big German price increases have occurred in 

areas which she could not import due to EEC committments. 

Why is trade with the outside so important for Ger-

many? She is by far the largest trading nation of the EEC 

as well as the third largest importer and. second largest 

®^Ludwig Erhard, Prosperity Through Competition, trans-
lated by Edith Temple Roberts and John B. "Wood™'TLondon, 
1950), pp. 212-218. 

86Kurt Lachraann and Alfred zanker, "Germany's Erhard 
Talks about Trade, Tariffs, the U. S. Dollar," U. S. Mews 
and World Report, LVI (June 8, .1964), 62-64. " 
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exporter among the nations of the world. In 1962, she 

accounted for 10.8 percent of world exports. In 1960, 

15.1 percent of domestically produced German, industrial 

goods went abroad as well as 23.4 percent of the domes-

tic chemical output, 29.4 percent of the domestic machine 

tool industry output, 4€.6 percent of the domestic ship-

building output, and 35,6 percent of the doioestic auto-

mobile output. Furthermore, Germany's trade outside the 

EEC has remained larger than her trade within the SEC, 

and her trade with the I: FT A has been about equal to 'her 

trade within the EEC.®"? 

It is plain to sae that Germany could lose far too 

much by any "exclus.ivist" policy which the SEC desires. 

Furthermore, if Germany were to adopt the "exclusivist" 

policy of the FEC, this could well hinder not only the 

Germans but all European nations and free nations that 

trade with Germany. With the growth rate of Western 

Europe as a whole slowly declining, Germany must search 

for new markets or suffer a like decline.®® 

h recent problem has been the British announcement 

of a tariff rise due to her poor domestic situation. Such 

a move could certainly offer SEC countries a chance to 

8 7 
Wolfe W. Schraokel, "Gerwany and the Common Market," 

Current History, XLV (November, 1963), 285-286. 
88Ibid., pp. 286-288. 
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raise their tariffs and, therefore, fternany woulo. bo forced 

to go along. Such voves in the past have led European 

countries to break into ifsol.nt̂ 'i \'rotocfcio&ist states and 

has stimulated the ri.se of national.!:*'... ^he effects of 

such a policy could entirely isolate b'estorn Europe and 

Geruany from the U. S. and Canada by tariff barriers. 

Reflecting upon, two interesting surveys of the 

Twentieth Century Fund, '"The ilew Europe and Its Economic 

Future"®0 and "U, -S, A. ano Its Scononic Future, "**9 it 

can be seen that continuing progress toward Western Furo-

pean and American econoisic integration is a necessity 

because these countries are bt.'Cos:ino more and iuore depend-

eiit apoa each other fox* trade purposes. It can be seen 

that future attempts of integration Cor these two blocs 

are necessary for continued world, economic expansion as 

well as aid to the developing nations. It seems the best 

Method to acnieve this would be by Ibrhard's plan of world 

liberalization of trade rather than by forming individual 

trading blocs which coulo become hostile to each other. 

One cannot help but note, titter ytuoying the two 

Twentieth Century Fund surveys, that uue to the integration 

of economies r our American expansion arid growth is going 

Arnold B. Barach, U. S. A, and Its Economic Future 
{Hew Yorkf 1964). ' ~ 

89 K 

Arnold B. barach,• Thsj dew durope and Its Economic 
Future (Wev York, i9S4> , 
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to i)e increasingly dopesident upon the expansion and growth 

of Western Europe as well as other areas of the free world. 

This is also true of other countries in relation to America. 

Sensing this, it becomes imperative that the U, S. 

continues to negotiate and achieve a degree of liberalized 

economic integration with the tree world as a whole as 

well as the Hestern European sector. Srhard seems to have 

sensed this future close interdependence of nation upon 

nation and, hencef this could explain his basic objection 

to the EEC cr the formation oC any other closed or discrim-

inatory trade bloc. 

Neo-liberalism Applied to German Foreign Trade 

The government aid given to German export companies to 

aid capital formation and help German industry to compete 

in the international markets does not constitute a deviation 

from neo-liberal theory.., It was only the government adapt-

ing itself to the conditions. Such aid is permitted under 

the neo-liberal theory if it is of temporary nature and is 

discontinued after the crisis has been raet, ® The problem 

here lies in the fact that aid was continued and is avail™ 

able even today in Germany even though she has, hacl a per-

sistent surplus in her balance of trade. It seems in this 

c a s e a s in other cases, that once teiftporory aid was given 

f i A 
'J 01 raard, Prosperity Through Competition, pp. 232-238. 
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to a particular see tor, as the aeo-ii.fce.ral tneory pexxuits, 

it is tiara to withdraw the. aid when the crisis has been 

last. Oi it seeiu.s temporary aid lias a way of becoming 

perianent. True, part of the export aid was taken away 

in 19SG, but only part, 

Atjain, it would be well to rer.ieuher that iirhaxu was 

not free to enact nis policies uue tc- the powei of Adenauer. 

Basic law -gives the Chancellor the rule in foreign policy. 

It is also well to note that ctue mainly to Lrhard's work, 

Germany has reached a hit,n degree of liberalization in 

her foreign trace, a convertible currency,, and. a considerable 

degree of international credit. In parts at least, there-

fore ,r LrharcJ. has been able to win aoue victories for noo-

iiberalism in the realr.i of foreign trade. 

Brhard's ideas on international economic integration, 

a juajor î art of the neo-liberal theory,, was stymied by 

higher authority and j»rlor coBBMittments. The text of this 

enapter hears this point out clearly. Howeverr it would 

seem to be a safe assumption that Lrharu will continue to 

battle for his ideas in this particular area. 



CHAPTER VIII 

5UIW2ARY 

Ludwig Erhard's German neo-Xiberalisis is a free Kiaricat 

economic theory which originated in the 1930*s. German 

neo-liberalism is based on classical economics with provisions 

for the intervention of the state. :io state intervention, 

however, should interfere with the price Mechanism. The 

German neo-liberals depart from the cr r.oepts of the classi-

cists who rely on the invisible hand zo ansure harmony. 

Brhard's free market theories extend also to the inter-

national -'-alra. Srhard proposed that all economies of the 

free world should work on the law of technological comparative 

advantage in foreign trade. Brhar.. •aw the EEC as a hindrance 

to free world wide trade and felt the ji£C could only lead to 

a discriminatory trading bloc against otner nations of the 

free world. 

Srhard1 a ideas, however, were never completely tested 

within the German economy due. to opposition by Adenauer. 

Adenauer had grown up in Germany when all nations of Europe 

were engaged in autarkic economics in an effort to attain 

economic power and status. Adenauer worked for the growta 

of the EEC arid favored a united Europe under supranational 

controls. This European union favored by Adenauer excluded 

265 
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the United States and Britain# but included the French in 

all agreements. 

This difference in thought between Adenauer and Erhard 

led to two schools of economic theory within Germany. Erhard 

had his free market theories and Adenauer had his autarkic 

theories. Erhard was concerned with Germany in a future free 

world of free markets. Adenauer was concerned with Germany in 

the future of Europe and also the possibilities of gaining a 

power position in Europe by appeasing the French. Erhard9s 

ideas, no doubtf had some backing or Adenauer could have 

readily disposed of hirc. Much of this hacking came from the 

Americans. however, Erhard's policies were hindered as 

Adenauer commanded the respect of Parliament and therefore 

was in a better position than Erhard to implement his ideas. 

Erhard desired to break the Gerraan ties with the SEC but 

such a movement would have possibly tended to cause Germany 

to drift towards the United States and Britain. This possible 

German consideration of the Americans and British would have 

caused trouble from de Gaulle of France and could have shat-

tered the attempts at friendly relationship wetw-vsr* France 

and Germany. 

De Gaulla also grow up in ar- autarkic Europe and, hence, 

his ideas were of an autarkic nature as -sere Adenauer' s. It 

seems probable, however, that both Adenauer and de Gaulle were 

using their autarkic policies in an effort tc gain, economic 

power within Europe, 
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This curious present day battle of ideas in Ger'umy, as 

well as in Europe, is taking place within a European continent 

economically stronger and moire productive than ever before. 

Germany, divides* in ml-, is stronger than ever before as well, 

This new found economic strength of the various European econ-

omies seems to find if. , basia in the European industrial coai-

plex which possess u higi" ':.«aree of technology* At the sarae 

time men like Adenauer, &rharct, and de Gaulle battle to decide 

how each country can use its new strength to achieve maximum 

advantâ ,e. 

RE COHMSiJDAT I ON S 

This conflict of ideas between Adenauer and Erhard has 

only been under way since 1949 and began to nick up moinentuT 

in the middle 1950'y. As a result it is uncertain which 

theory Germany will follow in the future. Therefore, it is 

recommended that economists study the economic application of 

the ideas of Erhard and Adenauer in the future years to deter-

mine what economic policy Germany and Europe will accept. 
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France and Italy, Ithaca, dew York, Cornell University 
.Press"19 55. 

Shanks, rticnael and John Laiuhert, Comton Market Today 
— and Touorro-w, New York, Frederick T\T Praeger, iff 2. 



Speier, Hans and Phillips Davison, Viest German Leader-
ship arid Foreign Policy, Smi York," Row, Peterson 
and Company, 19 5 71 " 

Taylor, A. J. P., The Course of German History, Mew York, 
Capricorn Books', 1961. ~ "™ ™ " ~ " 

Von Mises, Lutdwig, Human Action, Sew Haven, Connecticut, 
Yale University "Press",""1949. 

Wallich, rienry C., Mainsprings of the German Revival, 
riew Haven, Connecticut, Yale University Press, "T95S. 

Watkins, .Myron W. and George W. Stocking, Cartels in 
Action, New York, Twentieth Century Fund™ 1947." 

Watson, Donald, Economic Policy; Business and Government, 
Boston, Houghton"~Mi~fflin, "i960"."" " ™ 

Weisbard, Albert, Latin American Actuality, Hew York, 
The Citadel PresSV 1964". ' 

V.ighton, Charles, Adenauer, Liew York, Cowara-McCann, Inc., 
1964. 

Zurcher, Arnold J. and Harold S. Sloan, Dictionary of 
Economics, New York, Barnes and Noble",' Inc".," 1961. 

Articles 

Antiion, Carl G. , "The End of the Adenauer Era,!l Current 
History, XLIV (April, 1963), 193-201. ' 

_ t ''Blue SJ&as Over the Ruhr," Tho •••corKn-r-ist, 
"" CX T'Febfnary 1, 1964), 437-438. ~~ ~~~ 

Boaraaa, Patrick, "Mow Explain the German Comeback,1' 
America, CXLII (September 17, 1955), 585-588. 

, "3ooa Levels Out in German Chemicals, " 
"" Business "Week, (August 19, 1961), 58-60 . 

.. " Bonn' s Elastic Cartel Law," The 
""Sconbnirs"t7 CLYXXIV (July 20, 1957), 227. 

Cahan, J. F.r "The Recovery of German Exports,* Inter-
national Affairs, XXVI (;»pril, 1950), 172-180™. 

Chambers, S« P., "Postwar German Finances r
 B International 

Affairs, XXIV (July, 1942), 364-376. ~ "~™ 



Derubers, R. J., "Germany's External iconoraic Position," 
American Economic Review, XLIV (September, 1954) , 
530-5487 ~ ~ 

Diebold, •••/illiair, Jr., ''The Process of European Into ; lo-
tion ,Current History,. XL1I (March, 1362), 129-
136. 

Exnraer, Robert# "West German Monetary Policy," Journal of 
Political Economy, LXII (February, 195) , 52-69. 

Erhard, Ludwig, "Labor and German Prosperity,* Current 
history, XXXVII (August, 1959) , 65-68 . 

Slacken? Walter, "On the Theory of the Centrally Adminis-
tered Economy, F! f.ccnomi'j, :'M (February, 1948) '79-100 
and XV (August, 194817 17 3-193. 

Freedrie.il, C. J., "The Political Thought of Neo-Liberalism,w 

American Political Science Review, XLIX (June, 1955), 
509-6117 ~™ " ~ 

__ __ !i German Cartels Try for a Comeback," 
" "ij us in ess Week7 (March 13, 1954) , 58-60. 

, "Germany's Expanding Market Becomes 
Major Outlet for 0. S* Goods,* .Foreign Commerce 
Weekly, LXVI (November 27, 196 ™ 

, "Germany's Sew Businessmen,* The 
Sconottust, CX1I (August 1, 1964) , 485-486. 

Heller, Walter, "Tax and Monetary Reform in Occupied 
Germany,National Tax Journal, 11 (June, 1949), 
215-231. ~~ 

_, "Industry," German International, VIII 
X^nuary~5F, 1964) , 25-41. ~ """ * ™ 

_____ ___ , "Into Germany Aaain,The Economist 
~CCVI11 July' 6", 196 3), 58. " ~~ 

Lavey, Frederick A., "West Germany Unscrambles Its 
Socialist Onielette, Public Utility Fortnightly, 
LXIX (June 7, 1962) ,""82 2-^357 "" " — -

Mares, Voclav E., "Key to Europe? West r.prmanv,Current 
iiistory, XLII (March, 1962) , 148-153. 



iMondershaufes / V.orst, *'?.! ice^, Honey and the Distribution 
of r:co-is in Pos twe r C-crx.&ny, " Aĵ sricsai £coiicmic 
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