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Introduction.

Higtorians have always found German history more dlf?icult to wrlte,f
than any other, becausc they contend that Germany possesses no inner uultyﬁ
aithor as a State or us a nation, Whot has customaraly baon deseribed as’
"Germany" is a genorec term more of a goographical than of a political
nature. The German nation-State crcated by Bismarck in 1870 - 1871 was'
otyled thie “"Germon Re *hh" a title imitated from the old "Holy Roman
Bupirce of the Gormon Jatlon" although the two polities wero domcgra~
phically, territorially and constitutionally whollyAd1351m11&r.vThe,nameff
was retained up to 1945, '

In reforring to "Gormany" today we have to mako it clear éxadﬁl&1 .
what we intond by the oxpresgion. To cover the whole of Gormany we Have:'
to include five meparato territorics. Mirst, there is the deerai Repu~

~blic of Germanv, which enjoys almosnt complete national autonomy and a '
constitution which came into force in 1949, providing for a Fedrral¢f 
Prosident as head of the State, a Fedoral Chaanllur a8 hoad o; the

GOVnrnmont, a Iedoral Parliament and a Pod¢r 1 Couv01J ropresentlng

oonvtltuent Landor The Fedoral Republlc ig a conlodc%atlon of en La

'dor, ecaoh Wltg pullti'al econoiic and cultural powor“ hu t no lndepend"

,chrpign5'monetar* or military sovor01gnty. It covers an nren of £48 000
8square. kLluHetr o8 mLtﬂ a nopulatlon o* 51 m11130n,'and exteuds




sovereignty is r.cognluzed only by the countries of tho Rastern bloc
and by Jugosluvia, not by the Vestern Powers or tho Federal Ropublic. It
is divided into fourteon administrative districtse

Tho legul position of Borlin is cbscurc. It had a spocial status
even under the Jupiro and the poat-1918 Veimar Revublic. Aftor the
second world war it became a unit made up of Tour separate gsoctorsy
and in November 1948 it wns divided by the Russian-controlled Communist

Party into two parts,.

Also without a properly-defined logal status is the anrea cast of the
Rivers Oder ond Neisse, which is under Polish administration. So too
is that part of the former province of Bast Prusais which was annexed by
Rugsia in 1945, again without benefit of treaty. ['or so long as no peace
treaty hes been concluded boetween the formor belligorent powors, the
Federal Republic, reasonably cnough, rogards the nrovisional administrative

regimc in these ioriitories as an illegal annexation.

Finally, thero is the Saar, which by the terms of an agreement
between the Federal Hepublic and France bocame part of the Federal
Republic on January 1, 1957, but iz to be soononically integrated into

it only in thoe course of tho onsuing threo years,

The Beginnings

Tho war unleashod by Hitler in 1939 ended in May 1945 w;ﬁh the full
achiovoement of what the Allies hed proclaimed as their main ﬂar aim
= the unconditional surrender of Germany. After Hitler's sulcido-thore
was no national suthority, no Govornmont, not even a unified scbnomic"
systom. Instead therewes e military occupation adminis tratlon, or rathor
four mllltarJ occoupation admlnlatratlonu, with the mongter Job of actlng
as the burman Redok's recvivers in bankruptcy. BDefore they had completed
1t,tho general historical truth had been: abunddntly borno out that 1t 1s'
easier to win a war in tho field than to oouclude a &ucoossful peace. At
the Potsdan uummlt conference ~ as we bhoula oall it noadnys - Ln 194),

- Harry mruman, Winston Churohxll and Clement Attloe, and Josuph wtalln e

agrood that Germany ghould Iumaln an economlc unlt. All four zones of
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occupation wore to contriltute their share to ovorall German production
and dorive their share from it, A plan for industry drawn up by tho

Allios in March 1946 provided that all planf over and above a specified
total capacity was to be dismantled, and that there was to bo a rogular
intorazonal exchango of production. Thig plan, which was largely influenced

by the coumplotoly unroalistic Morgenthau Plan, was based on the ﬁrinqiple

of rostricting Gorman cconomic potential o a bare subsistonce levol,
It is one of tho ironies of history that the Americans woere the first
to reoalize itgs iupracticability, and promptly decided to turn right-
about, But wo mugt not neglect to pay tribute to the vision and courage
in particular of tho two American High Commissioners, General Clay and
Mr, leCloy, whose work was of the greatest importance to the reconstruct-
ion of Western Gernany.

The plan had not beon long adoptod before it bocamo apparent that
the gsilan occupation authoritics wore not preparod to fulfil thoir
obligations under it. The prdctically hermotic sealing of the border
botween the Russian and the three Western zones, the suspeonsion of
wostbound deliveories, the blockade of Berlin in the autumn of 1948,
all impelled tho throe Westorn Alliosjto moke repeated changes in the
dismantlomont plan so far as thoir ovm zones wore concerned, and to
roise the schedulod industrial capacity. Further Bussian ondeavours
to soizc power in the Wesborn domocrzcies decided the United States,
with the agrecuent of Britain and Fronce, to allow Western Gormany 7
to beonefit under the larshall Plan, June 1948 gaw the American-sponsored
roform of the Gorman curroncy. Goneralrpolitical and economic dovelop-
ments finally gave the Wostorn Allies ample reason to combine their

threo zones of cccupation into a single economic arca.

The rosﬁ of 1y remarks will be concerned with .tho economic,devolop-ﬂ
mont of the Foderal Republik since 1948-1949. '
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Population, Bmplovment and Production

The capitulation in 194% and the territorial and demopraphic
measures which followed hit the Gerwan ecounomy very hard indeed, The
Potsdam decisions lopped off somebhing like one-quarter of the German
Reich and 147 of its population. The great majority of the inhabitants
were expellad from the areas concerned and had for ithe most part to

come to the Western zeones in search of a livelihood aad a roof over

their heads, The position in 1946 was as follows:

Territory , 59Kkl
Area of the Reich as in 19339
(exclusive of Austria and the

Sudetenland) approx. 482,000 :
Four zones tlus Berlin _ 357,061
of which:
Sovizt Zone 107,481
Borlin 884
Westorn Germany 248,696
Fopulation 1000
939 1946
Area of the Reich as in 1939 69,463 -
Four zones pius Berlin 59,794 65,930
of' which: : o
' Soviet Zone 15,160 17,333
Beylin 44339 3,180
Western Germany 40,20

5 45,417

The loss of the agricultural=-surplus areas in the East and thé -
simultaneous expulsion of the inhabitants was regarded in the earlyf;””
days as a nomwlutely crippling burden on the bconﬁxv. Indug f“l&l—
production in wnat was 1o become the FPederal Republic amounted in. 1946'
to only Oﬂw—kﬂl“d or what 1t had been in 1936 Export in that grlm"”
totalltd no more thwu-about % 200 mlllxon, Jmportq came. to’ nbarly

'if$ 700" million an@ ‘omethlnv 1¢ke two-thlrds of “them were nald for'wff_

 '_,the help of the WO tern oocupylng POWLTS. Cermany sepned doomed to

i} remain for year° to COme the pen51one“ of her formcr adversa Lcs.;"
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_In rotrospoct, it is obvious that tho revival since tho ourroncy
roform could probably never have beoon achicved had it not beon for the

influx of rofugecs and expellecs. Tho resultant manpowor surplus wag one

of tho sources of what has since beon called tho German oconomic miracle. 7
Its cconomic importance really lies in the fact that only thanks to it was
an cxpension in the production of goods and sorvices possiblo 1n tho flrst
placo. Then tho increase in populution and tho gradual rei utogratlon of
the peoplo concorned into the labour oycle laid the Foundation for a rise
in the incomo of the masses, and thoreby for a stoody expansion in demand. -
The considerable leowny to be made up, coupled initially with a certain
lack of inclination to save, and the consequent impetus to production re-
sulted in a cumulative oxvansion of the home markot. Therce came into  play
what economists today term tho multiplior offcet and the accolerator offeot.
In addition, the sizc of the manpowel resorve actod s a check on wage
claims, tho wage lovel and labour costs. One of the major preroquisitos

for the strengthening of the Fodoral Republic's competitive capacity in

the world market wos thereby sccured.

And now a few facts and flguros.

From 1949 to 1956 tho Federal Republic rocoxwod more than ten mllllon i
rofugees and oxpelloos. The total population of tho arca, 1ncluolve of the  ?
Saar, which in 1939 had been about 40 million, had risen by 1956 to Slrmilef;
lions the actove population (exclusive of uncizployoed but inclusivo of ml—}  -

litary porbonnol) rogo from rather over 20 million in 1950 to 24.6 m11110n

“in 1957. ”hg roal yqarly rate of inercase in tho grosa ngtlional product
VOVGT hc poriod 1950-57 was 7. 9p, and the rate of thoso actually- in galn--V
ful employmont 2¢9%. Out iput por active-omployed perbon - oommonly rofer, d
to, not alhogcthor accurutely, ag labour product1v1ty — thns Jncreaood5 y
approx1mmtoly 5 9 per annum. In tho remainder of my talk T shall uge:s the“
' expresqlou "pru&uot1v1ty" for thc gsake of tormlnoloylcal 51HD1101ty, but
i;I must auk you to bﬂd?'lﬂ mind that it would be oqually 1nstruct1vo to con

'wﬂf31der'thn 1ncrc¢so in ovorall productlon ‘in rolatlon to capltal.

: ‘5 tompted tu att 1bute tho 1ncrea o in product¢v1ty flrut and

Lfféréﬁéét;,o“the pas LOD&t“ will to work the 1nnato d1901n11no and tho

f €organ1z1ng ability of the Germans, It is common knozlodge “that - work is.

' La1nost a;rellglous vocation in Garmanya morOOVOr, the Gornan people durl




. the immodiate post-war poriod undoubtedly did work vory nard indood ==
Prosumably oven harder than tho Tigurcs indicate. And yot statistical
analysis brings out the comploxity of tho rolations botWOon production,
cuployment and outnut.

If we take tho currency reform as marking the boginning of the oX=
pansion, industrial production at that time, in mid~1948, was only half
what it had been in 1936, a year of modmum activity. The lovel was appro=
ciably lower than it necd have beon glven the industrial capacity avail=
able, Westorn Gormany, which beforc the war had had 56 % of tho total
population of the Reich, found itself as a rosult of tho division into
Bast and Wost with about 61 % of the former industrial capacity. War danage
to production plant and machinery was certainly vory cenglderable, and .
up to then only very little of it had. boon rmade goods vet it was poasible
for a not foo considerable outlay, and in soue cascs quite a small one,
to make the neccesary repairs and incroeasge production rapidly. 4nd it is
a fact that within tho first six monthg of 1950 industrial production
roached its 1936 lovol, and continued rising thoreafter until in 1957 it
was two and a half timos as high.

At tho boginning of this poriod of expansion the number of unempldyed,
was very highs in 1950, for instance, the nroportion was as much as 10 %
of the active employed persons. Betweon 1950 and 1957 the number of omployed
.increasad ag a result of imuigration, school-leavings and the usc of female
labour by 4,6 million, or ncarly one—quarter; the numbor of unemployod foll
by 900,000, and by 1957 amcunted to only 3.4 %. A broakdowm of tho growth
of overall econonic production, that is, of tho gross n&tionul'proaﬁqt,' 
shows that at the boginning of tho.period the sharo of pro&uctivity‘was _
vory high. Up to 1955 it rose year by yoar from 4 to 8 ¥ m, whl]e “the. annual
rate of increasc in tho nunber of enployed was 2 to 3% %e Binco thon, howu_r
ever, the two treuusrhaVO'to"dod»r ther t6 converge, o ‘that in 1957 thei°
 'cbntributi0n to the groos natlonal produot derlfln fron labogr—force5+

'g;and fron 1ncroaqo in a;oduc+1v1ty was ncarly equal.

The 1abour pro&uct1v1ty of the economy as a whole can bo 1nbrovsed

;r,elther bJ workors tran51err1ng from th 1ow—eff1010ncy oocfor to +tho-
’hlgh—efflclency and conqequentlJ hlghlyhpald onos, or bJ Jmmlgrant; rker

| entcrlng predomlnantly the hlgh—offlclency sectors. In the Feuorul ‘Repub

o both these thlngq have boon happenlng. The numbor of porsonu GN1; ¥ n
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agriculture and forestry foll botween 1950 and 1957 by close on a‘million;
or nearly one=I'if'ths tho number of persons empioyed in industry rose by
more than bthree million, or over one-third, and the nuiber in the tertiary
sector also incrsasaed substentially. Barly on there was a bremendous
increase in agricultural productivity, but this has remained more or less
statiohary since 195%: the converse occured in tho industerial and - '
particularly in the tertiary sector.

May I recapitulate brieflys Once the resirictive provisiong of the
1946 plan for industry had been rescinded, willingly or unwillingly, by
the occupation authorities, and the division of Germany had proved less
disastrous for the economies of the Western gones than had at first been
feared, it was possible, with the abundant manpower reserves available, to
get such production plant as remained into working order again fairly
quickly and thercafier progressively to expand it. In the early period in
particular the Germans' passion for work was very much in evidence and
8tood them in good stead. Later, other developments supervened, some of
them outside Germany's borders, which served to congolidate the work of
reconstruction. The mogt important point in this connection is to arrive.

at an assessment of the roic of German economic policy,

Orientation of economic nolicy

It was not until the ourrency reform’ of June 1948 that thero was an
economic policy worthy of the name in post-war Germanv at all, What was
then introduced was in its outlines the work of dmerican oxperts, but 1t

g creat 2d, and thereafter continuously extended the cope pluy for the West

'German eoonom1 admlnlubratlon and, from SoPtember lw4) onwardq fbrfthe\
ydecral overnment.

The obgcct of the ourrenCJ reform was %0 ellminate tne tnen grave

i f'd1sproporb1on ‘be bweun the money and the goodu in 01rculatlon by draut

i~redu01ng the supplv of" moncv. To do so, 1t waﬂ not enough glmply to fl,




iV‘;Were generally anprovod. But the speed With whlch reconstructlon proress-'

V:;:i;Valldltyo at 1 tﬂr ekeutlcns up to 1957 thoy votod ovcrwhelmlngly for

(@~

Tho eoonomic policy of tho FedoralVRopublio hag boon groeatly in-
fluonced by a neo-liboral oconomic scienco which has come to be known as
"Sozialo Maiktwirtschuft"..lﬁ would go beyond the purpose of iy taik today'
if I-were to try to oxplain this syston in detaii, particularly as:it'em—
bodies not only oconomic principles proper but also concepts of sdbial
philosophy relating to order (in the Latin sense of ordo). It is éééﬁntial—
ly based on tho ordering of society through competition, and thus”throughr
free pricing and froc acccss to production and mesns of production. Suoh‘ :
an order denands stable currency, freedom of competition ~- that is; no
cartels or monopolies -~ and freedom in the developmont of foreign tfade.
A competitive oconony unhampored by monopolies, cartels and dlstortlng
State intorvention may reasonably be oxpootod to onsure the most advanta-
geous, and thereforo socially equitable, distribution of income. Distri-
bution of income ig deternined by the marginal productivity of tho pro=
duction factors, and is honce socially satisfactory to the oxtont that
cach individual reccivas the equivalent of what ho hag himsolf contributed
to the national product.

Sozlale Merktvirtschaft is very much in contrast to another school
of modorn cconomics, which advocates not "orders" but oconomic models
aining at the vigorous developnont of production by controlized planning
of investment and foreign trade, at full employment and at an equitable o
digtribution of income. It would be"extraordinarily instructive to trace
the reasons which impelled the Foderal Ropublic to chocse the first
‘doctrine rather than the second. It ig doubtful whethor the 1nu31nat10n )
'1vand docision werc all along as woll dofinod as thoir subscquent v1nd1cat10ﬁin
would 'guggont. The first Fedcral oloctlons in Auwuou 1949 can hardly be i
interpreted as o strdlght pronounoement by the eloctorzto for or ag t
:0021ale Marktwirtschaft, although ccrtaln of - that- system s fundamontal

'prlnclples, buoh ag ourrency stanlllty and the abelltlon of - conLrols,
"fed in tho" yoqr tﬂtt -nl]aWed 1s ‘in many anpGCtS proof podlthe of 1ts

'fgltu represontatlves tnc Crlstlan Donocrats, and more und norb agxlnst f;'
ff;the Soclallst Party. , o ' "
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Almost a stroke of goniug, undertaken aguinst Alliod advice, was
tho early and systouatio onding of rationing. Anothor dotornining olonent
was tho ingistonce on a stable currency, which was achieved in the tooth

of  a good many inauspicious circungtances., Also of gront 1nportance wag
tho prlorzty given to tho oxpansion of production capacity -~ that 13,
-to invostmont. And of ocourso wo must not forget that tho ever-widening
gulf betwoen Eost and West has algo playod its part in bringing the
ccononic recovery of tho Foderal Republic so conspiciously bhefore tho
public oye.

Investuent, Congunption and Income.

Outstanding anong tho faotors responsible for tho awift expansion
of the Faderal cconomy is the high rate of invostment and savings. While
gross national incoue (ot constant prices) increased botween 1950 and
1956 by 63 %, capital cxponditure on fixad asscls alone, i.e. without
inventory, increused by 84 %. Tho overall quota of gross investmont
inclusive of invontory amcunted during those years to 22 to 24 % of
gross national yroduct.

s

This is of further significance inasmuch as thore has never been
such a thing as a general Gornmen investment programne: in fact, thoso
with whon tho matbter rosted wore oxplicitly opposed to any planning of
iﬁvestmént whatsoover. Al most ono-fifth of grogs capital expenditure
carie from public funds, and only one-half of that was coentrally admlnlstred.
Housing and public works wore the two sectors which wore to some oxtont
State~aided and State~directed, and even thero aspects othor than the en=-
~courageuent of all-round expansion, or even tho offsetting of rarket
fluctuations were on the whole given prior consideration. It is there-

fore of inborest to try to examine how the upward trend in investment

was 1nducod dn tho first placc, and how it was ‘thon handled flnanclally

_and encouragcd.

Tho'faot that there was no contrallzed plannlng and no . flnanclng of
1nvcutment by nedns of Stato credits d1d not- necass&rlly nean that; here -
was no orlentatlon of 1nvestﬁent at all. One extrenoly effectlvc form of:
guldanco was prov;dod by flscal pollcy. At the boglnnlng of the recoﬁst; ct
ion perlod the burden of taxatlon was ¢xcecdingly hoavy and nado nore soi{‘
—-:by tho steep progr0351on of" tax ratos on: hlgher incones. The flscal autho'
,rltlcs, hOUOVOr, 1ntroduoed generous tax allowancos and’ rollefs favourlng
_ )€ ses»general capital formatlon and in othors the chunnolllng f;

cdpltal 1nt purtlcular sectors, such a8 the building trado nnd the ship




This mothod of financing investmont has boon widely oriticized,
Obaections have beon heard that it is loading to misorientation of tho
flow of capital: for instonce, it hag boen hold responsible for the
energonco of bottleneuks in the coalmining industry and in tho publlo
utilitios, Those objoctions should, howevor, be raised nore ngainst price
policy than against fiscal policy. Although the Foderal GOVOrnmont took
controls off most pricos, those of coal, eolcetricity ond g gaa, and for a
long time of steel, continued to be officially controlled and flxed for'
a long time. Tax reliefs in theso scotors romainod inoperative, as re=
turns worc not doveloping as thdy otherwise would have done.

It is not too easy to retut the further charge that this taxation
systom puts a premium on self-financing of investmont by way of pricoes,
and thercby on maldistritution of property. Criticism hag boen levelled
from within the German economy itself at the unjustifiably high tax

rates, tho accumulation of the proceeds in publie funds and tha consoquent
redistritution of burdens,

A comparison of net savings and not investment may help us to form
a better judgment of the pros and cons.

%0 1952 194 1956 1091

in % of not national product at mrket prices

National not investment

Capital assots
Inventory stocks
Foreign investuent

National net savings

Private ‘sector
Commerclal and industrial
foe soctor ~

) Bubl;c.,ecfor

' ;,Capltdl trzmsfcTm fram -




In no yoar betwoon 1950 and 1956 did the private sector contribute
more than one-—-quarter to total not investment. To begin with it wos large—
ly industry vhich financed investméntg from 1953 on the State nlso came
very much to the foro. Of a not 35 billion marks invested in 1956, 45 %,
or 16 billion, come from the savings of public authorities. Onl; about
ong-third of these savings woent on actual public invoestment: t 10 obher
twO—thirds wore ropresented by halancos at credit institutes, sccurltlos
and so on, so that the moneys extracted fwom tho economy by high—taxes
flowed back to it via the banking systen and capital markets. Sclfrfinancé'
ing by entoerprises, which from 1950 to 1952 had sccounted for over 60 %
of net investmont, later dropned to 46 to 47 %. Absolutely ospeaking, this
is vory high. Adnittodly, it is not to be attributed only to the peculiar—

ities of the fismecal systoms tho fact that the enterpriscs have comparatively

little capital of their own probably has a good deal to do with it.

Thisg last point is borne out by a further calculation. If wo take
the marginal copital output ratio - that ig, the movement of gross, or
alternatively of nct investuent in relation to the movement of gross,
or as the caso may be net national product - we Tind that in the Fodoral
Républic it is only half as great as in tho other Wastern European
countries, which indicates that the allround cconomic expansion has beon
poasiblo mostly thanks to the omploymant of & comparatively large labour ..
force. It is furthor apparont, howevor, that private saving has beenrvery;A;V
mich influenced by tho structure of the fiscal systom. I refor noroe o
particularly to the considerabio accumulation of savings by *hé’Sooial
insurance institutions, and also to those forus of sav1ngs whloh OAJOJ
cortain tax aliowancos, such as life insurance, saving banks for hou“e— 5
bulldlno, ote. -

wo find th@t tL“ 1ar€e aocumulatibnbof'“ublic'saVingé

Ana fin Llly,
in ly55 1936 in o blcular toJk tho form of an incroase not 1n the flow

“;net foralgn 1nvestmezd (1ncla51VO OL 1noreese 1n goid an

By and lar@o, tho perlod from 1950 to 195 SE‘W**?a

{iothor countrle of Wo tern Europe.:ToWErds the end of 'w;ﬁalk T ‘sh

 the 1n@1xcauaoau of thls for tho future exndnslon of  ts eoon@my
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Tho vory marked concentration on invostment and, in particular, on
oxporis, is accompaniod by a ccomparatively modest rato of consumpbion.
Fron 1850 to 1956 gross national product (at con*tunt sricos) increased
by 63 %, private consumption by nrprovlmutoly the sama, and Goveornmont
consuuption by only 29 %. If wo reckon theso porcontages in torme of
current pricos, the share of both private and public consuhption in tho

gross national product actually fell.

Post-wor Gernan economic policy haé often been ropresented as:uh—
commonly tough. All sorts of argumentis have been adduced in support of
this view. Bvon tho Wout German trade unions have repoatedly complained
that tho workers have not besn given their rightful share in the country's
economic recovery, although it is undoubtedly true at the same tiwe that
they have shovn consideorable restraint in their wage claimg and theroby

groatly assigted thao procoss of reconstruction.

i commarison of the trend in national income with that in orivate
incono from salarics and wages, on the one hand, and from property, on

tho other hand, woris out as followss

e L LR AR A prRC

Watisnal incone Private income

fronm salaries, from buginess, acti-
wages, otc, vity and propertices
L“ 0 = 100

1951 12 az - et

1952 136 135 125
1953 146 : 149 127
1954 : 157 163 ' 139
1955 | 180 186 . 157
1956 w7 208 165 '“

I;'menoral the Uaioﬁé havo not done badly in spite'df'their'résﬁrainf,

for, ns. the figuros show, indonesg from salarlca and: wagos bavo rlson uor‘

~stoeply than natlonal incone. This is, aﬁm1ttcd]y, due in th~imuln to- the
”'éilncroaso in the numbor of omployed The -average not 1n00no “er workcl

”f erployod 1noroaS¢d batweon 1950 Pnd 1956 by only 55 %¢ Tho“o ' '
“of vensons which ' explain th:s stutlstloally - the lnoro's

" ion of fonalo labour (in the Federsl Republlg womon arg poid’

SRR I T I
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tho omploynent of clderly and partially unfit workors. All things considor-
ad this only boars out the rrinciplie I mentioned earlioer, that in post-war
Gernany evaryone simply roceived the couivalent of what he had himself con-
trituted to the national product. Viewed from this angle, Gorman oconomio
policy was indced tough. But we have to rovenber that it had to carry a
big group of annuitants, old-age pensioners, etc. Reel social distress was
alleviated as far as possgible, and howevoer inadequate tho roliefvadtually
afforded to individuals, the social tudget accounted after all foi~some—
thing like 40 % of the wublic tudgot.:

Forcign Trade an Payuents and Foreign-Trade FPolicy.

Non~Germans are noro struck by the restoration of tho country's
foreign trade position than by tho resurgeonce of its internal econony.
The reference to the "Gorman ecconomic miracle' is principally bhasad on
the fact that the D-nark bas for yoars becen a hard currénoy - harder than
storling ~ and that the TFedoral Rcﬁublio today ranks third, or even sacond,
anong the groat oxporting countries of the world., And if we bear in mind
that Gorman foreign trale had to start absclutely from zero aftor the
collapse and was until tho currency roform adninistred by the occupying
Powbrs, and furthormore that un to 1950 a considnrablé proportion of Gorman
imports had to be paid for by foreign aid {mainly from the United Statou), |

well, indeed it doos scom alnost like a nmiracle,

From 1949~1350 omverdsg reconstruction woent akead, not of coﬁrse
without some inital sectbacks, but on the whole stoadily and swiftly.
ports more than quadrupled betwen 1950 and 1957, imports almost trobled.
Tho anounts rocoived and/or paid in servicos increoasod tenfold. The comQV
binod trade and sorvices balance in 1950 showed o defieit of more fhan
one billion dollars, ard in 1957 a surplus of somethiﬁg like eighteen
'hundred million &mllars. Ag reogards gratuiltous deliveriss and romitt&hCGSiEi
reprosented mainly by foreign aid‘to the Foderal Republic and reutitution'frb
paymontq bJ it - at the bag 1nn1ng of the period nearly one billion ‘dollars
fnoro came “in than wont out and in 1957 nadrly 400 ml!llon dollars more
{ wcnt ouu than came” 1n. Flndlly, as regardq cupltal nmvcments, other
countrles in 1950 prov1d~ﬁ a total of 100 million dollarb, whereas 1n 19—
;the Fedcral Republlc lont one. bllllon dellars more to other countrlns than

_;:they dla to it All in all, therc was. a curroncy uoblt balance of dpproXI
: mate1y 150 nllllon dollars in 1930 ‘and. & eredit balqn@o of ~,200 mllllon
,,;;_1n 1957, and the Central Bank's gold and currency resorVGs had r¢svn from
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their inital figure of 150 to 200 million dollars to sonmething like 5,500
million dollars ot the boginning of 1958.

During these soven or eight years, world trade turnovers incrcasecd
by aboutFYO %, whilo the Foderal Republioc's voluae of foroign trade (in-
ports plug exports) rmultipliod by throe and a half. Part of this incredse
,mayvthereforc be explained comparatively straightforwardly as arisiﬁg‘ ‘
out of the upsurge in world trade: Corman foreign tralo was ocaught up in
a world-wide »rocoss of sxpansion. At the boginaing of the period the '
German share in world cxports was only about 7.5 %, or approximately half
what it had boon in 1937. Tho Federal Ropublic thus had to gtart from a
veory low lovel indeed, and it was not until 1955 that it rogained its pre—

war nercentage.

At the bezinning of the period with which I am concerned; thore was

ol
4

a serious shoriogs »f capital goods throughout the world. Georamany 2as al-
ways been an oxportor of capital goods. The Federal Republic was particular-
1y woll plncoed to holy moet the demand elsewhore inasmmich as it had ro-
tained a couparatively large proportion of the capital-goods industries
aftor the divigion inte BEagt and West, And, even after the division there
was a steady transfor of sclentific and toclnical experience, skilled
porsonnol and coven eszontial itons of indugtrial equipment frowm the Easterth
Zone to the Foleral Republic. fnd last but not loast Gormany did not have
any oxpenscs in comnasction with armaments. So one way and anothor there
:WGTO quite o munber of circumgtances favourablo to the building g-up of the

export trade.

On the other hand, Germony h ag not surpagsod 1t1 pre-war shoars in
“world trade to any appreciable degrec. We may sce thisg foirly clearly
from, for instonce, o oompmri son of exports of finishod products by the

main oxportor csuntriseg.




. . , . 1
Ixports of Pinished Productse by Main Exvorter Countrles( )

{in % of total)

Country or
group of countrics

1951 1952 195% 1954 195

W

1956(2)

U.S.A.T)‘7

Pederal Republic
of G« ermany

Other European
countries(h)

26,5 26,2 26,0 25,0 2i.5 2544
22,0 21l 2.2 2044 1947 19.3 -
) 10,0 12,0 1A.2 0 4.8 15.5 16.1

31.8 29,6 29,0  26.8 20,1 27,9

5.6 6.9 6.8 6.} 6-1 5.8
4% R 5.8 46 5.1 5.5

100,80 100.0 100,00 100.C 100.0  100.0

taken from the 27th Anausl Report of tho Bank for Intérnationsl L
Ott1 "‘n(‘l)iuo 7

Belgium and Luxan
lends, Swedon, Switzerland, United Kingdow, Canada, United States,
Phesa couhtr.bu account Lfor approvimetely 9% of world cxpcris of
fiﬂi‘he& nr”duvtu
the Soviet Union and Chwnc

Januvary-Septenber 13

Lees exports of cial catbegorics.

“finisched products may be rucwonud ot apuroxis

- Belgiunm and Luxcmbour

exiorts in the groass national product in 1957 was 17 or

[

'Weutorn Europeaﬂ
“amount fo

'ﬁuhls is no Qutd andiy.

ey, France, Federal Rewpublic of Germany, Ltaly,
4.'

lagive of those by tas Fastern Fuvopcean countriss,

56 - - o

cof presont Fedsral Rezputlic in 19%7 exports. of

o
1 5

g, Yrance, ILtaiy, }Lt1(f1“'“u, Sweden, Switzerland.

r\r/

cunue from services, 21 or 225, Cowpared with other*

irs, such as Belgium and Luxcmbours or fao Natherlandn{‘

rs much as 40 to 5C% of the grous nitzonal product,

v highe But if we consider that the 1950 figure was

fnaq’exyorts were a vital faector 1nv010an 1Qﬁ‘thr ng
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amounts peid in sorvices it was barely 18 4. So depondonce on imports is

no greator thon that of self-sufficient France. Foodaotuifs and industrial
raw materials each account for about 30 % of German imports. One circum=—
stonco with an inportant bearing on itports of industricl vaw maberials

is the fact that liquid fuels are only 2 minor item in Gornan supplies of
energy, and that, noreover, one-quartcr to one-third of the uonnu'ptlon

of mineral oil iz covoroed from highly-subsidized indigenous oil,extraQtipn{
It is true, howevor, that the share of liquid fuels has riscn fairly éteep¥

ly in the lagt fow yoors, which will wonn increased depondence on imports,

Thoso, then, are the outstanding poinds about the cxpansion of foreign
trade an paymonts. As rogards the foroign trade rolicy beohind it, the in-
fluence of the occupying Powers was groater and lasted lonzer than in the
cuse of internal cconomic policy. The basic principles of Soziale Markt-
virtschaft —- curroncy stability, the subordination of intornal sconomic
policy to this considorntion, the rrogressive elimination of retioning
and impert quotas, the liberalization of forcign trade, the gradual dig—
carding of curroncy restrictions —~ these various principles were not all

accopted ot the same tiio and in full by the occupation authoritios.

Shortly beiore tho curroncy reform, a uniform D-merk rato of 30
dollar-conts vias establisheld, with the object of standardis sing the mul-
tiple roates of oxchonge. Thisg dollar parity romained in force until the
devaluation of the pound in Soptomber 1949. The question wheother the now

mark should be devalued to the sawme extont as the pound, by 30.5 %, was
A sottled by a compromisc: the devaluation was linited to 20,6 %, which
rostored the pre-wnr dollar exchange rate of 0,238, g nore or less
accidontally established parity has continued un to tho prosent time,

and is dofended ag the right one by the Federsl Government and. tho Bun=~

desbank., This ig disyuted in some quarters, particularly sinco the cur-

rency debate in tho cuturm of last year., It is contended that the Federal

Renub1lc,q conblduull; strongbhening unilatoral position as a credltor

couubry provas that the rate of exchange was fixed too low hnd does not

tako aooount of tho dibcronwnoy botween German and non-Gerian price move~

menta. The Bundomoank's reply ig thot there is no object.in ¢ ltarlng the

to to the dlsadvmntago of Germnn oxvortp s;mpla bbCuuS“ prlco
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= in fact, Ly sureriority on tho nart of Gorman oxports ng regords choico

of goods>nnd delivery datos. It is conceded that the gencral trend in prices
has had sonething to do with it too. Perhaps we got clogor to the real
reasons if we recall tho order of priority adopted for the various ocono-
mic objectives, and in particular the subordination of home axpongion to

the prescrvoation of o gtable currency, znd hence algo to tho all-import-
anco of foroign trado. S

Such & currcncy and foreign-trade policy wade it ossontial to liber—
alize inports os quickly and completely as rossible, to switch from bi- '
latoralisin to wultilotoralisn, ond to lower tariffs. The Fodoral Govern-
ument grasped the implications quite early cn and acted accordingly, though
this was not always casy end sometines dovmright dangerous. Its whole
approach to forecign trade was subjected to ruch criticisn of varying
degreos of virulence, first from tho occuvation authoritics, and later
fron its internal orposition. Again, the roal foreign~trode situntion wag
by no moans alwoys such as to favour the Foderal Government's intentions.
Twice, in 1949 and in the autumn of 1950, the country was faced wit@ a
payments crisis and the Governmont had to restriet, ond oven tompororily
rescind, the nowly-instituted freedom of innortation. The fact that the
liboralization ganble, as it has been onlled, did come off after all was
duo to o nuambor of oxtornal foctors as well 2s to tho talent and ability
of the gamblers thomaolves, The internationsl rise in prices as a reosult
of the Korenn war, which involvoed the Federal Govornment in great difficult—
ies in the auturn of 1950, onded rather suddenly, and the ensuing recession -
in, wore poarticularly, the United Btates was a fairly short and minor one
which did not seriously affect the oxpansion in world trade. The Gorman
payuents orisis wis overcotle with the help of B.P.U., and as early as
January 1952 the Govornrment was able to reintroduce the liboralizming

policy which had had to be suspended in February 1951,

Toriff policy would appoar to have lagged behind liberalization as

an olemont in foreign-trade golicy, and even on accagion to have run

directly countor to it. The new customs tariff introduced in Qctgbér 1951

reprosented o fairly substantial incroase over tho tarifi® previously in

forece, which datcdrfrom.1962.'still,'invcomparison with other,Edropgéng

countrios, it was not prohibitive: it workod out at an avérags of about
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20 %, which cnn hardly bto said to bo cxcossive. Morcovor, wien it was first
introduced its incidence on trade oxchanges was relatively slighf. For tho
first yoear or two oven business moen hardly ronlized it oxisted, and tho
Government did not troat it to bog rin with as an instrument of foroign=—
trade policy. But the position changed during the groat boowm from 1955 to
carly 1957. The Minister of Boonomic Affairs found lhig stable~currency
policy mentced, thore secemed to be the danger that tho export industry
would cecasc to bo competitive, and finally the bogy of inflation Loonad
up, which after their two bitter expsrionces, never fails to make the
Germans' flesh creep. From then on tariff reductions wero eiployed delibe-
rately, as a uemns of curbing »rices at home. Howovar, it soon became
apparcnt that this policy could be done so far and no furthor. The nrices
f finishod products wore c¢limbing in tho principal coupetitor countriocs
too. There wore growing signs of rosistance on furthor tariff roductions
by certain manufacturing industrics. The value of low roaw-natorial prices
was lossencd, up to the middle of 1957, by the risc in sea freight-rates,

and as rogards %ﬁ"joulturﬂl prices nothing that the Minister of Econonic

=

ffairs could say or do had much effect in face of the determined resist-

ance of the Hinistor for Asriculturc.

Before concluding this chapter, I should like to add a word or two
on cxport incentives. The Federal Ropublic hog undoubtedly beon dub31dlzlng
its exports. But it is not true that this was done by oxoneration of ox—
ports from turnover tax. This SV“tDn is adopted in nll Buropean countrics;
it is pafallelod by coumpensatory taxes on imports. The principle of tax—
ation according to the country of destination has boon applled, a8 regards
turnover tax, protty well overywhere. The arrangements allowing the ox—
porter to doduct 3 % of his cxport turnover from hig taxable profits,
and o furthor 3 % for the purposc of building up a2 reserve, are rather a

different matter, Thoy really were dofinite export subsidics. But what

their actual Lnuwdnnqo won is olmost impossible to calculate. Thex ex—

pired ot tho ond of 1995 ond were not ronewed.

Similar practices were curront rogarding oxport (1ed1ts, as they

were in othar countrlos.rThus thore were credit fuci1lb165 for 1nd1v1dua1

expurtgrs, and - balance-of—paynents crodlts by way- of “E.P.U. and bllaterml

77571ngs. Tho Contral Bank prov1ded strong support, partlcularly in. reomrd ‘
tao tho secnnd typo. The dotalls of the crodits were importunt: they allowed

i;the eYﬁortor roauced ratcs of 1ntorost, whlch Wﬂs VGry nuch of a maaor”"



-19 -

congidorntion in viow of the high rates of intorcet on commcrcial loans
in Gormany. This was done for the most part by moans of official rcbates
on intoerest, amounting to subsidics. Tho individual smull cxportor also

had tho advantagoe of agsistance from the Ausfuhrkredit Aktiengescllschaft,

a banking institution whose londing copacity howover probably at no time
excceded 1,200 million marks, Its main advantage lay in tho long-torm
basis of its loans, '‘which wore for periods of up to four yoars: in point
of faet only o small proportion of those it granted wore for nore than

two years.

The sccond eatcgory of oxport credits was bascd on the Foderal
Republic's surpluses vis-i-vis the Buropean Payuoents Union. The Bank dout-
scher Linder's credit balances with B,P.U, and with the cloaring-agroencnt
countries -~ originnlly intonded only to offsct short-tern fluctuations,
sinca they arc basod on short-torn denosits —- wore also used more and
nmore for the long~-torn fihancing of oxports. Since Western Gormany's
paynents surpluscy with B.P.U. and the clearing-agrecriont countrics were
growing, thoro wag no resl reason, from the tochnical banking standzoint,
why long-torm loans swhould not be financed in this way with short—tern
funds. All tho same, tie Bonk deutscher Léndeor was not very enthusiastic
about it.

Porsonally, T consider tho nost effoctive means of promoting exports
to have been thoe oxvort crodit guarantee offerced by the Hormes-Kredit-
versicherungs—Akticngesnllschaft, This is a private credit-insurance
conpany backed by substantizl Fedoral guarantces. As in the British
axport eredit guorantee systom, the risk is coversd by premiums,rand in
the sane way the naturce of the risks to be covercd is spread foirly wide,
Not oﬁly did this considerably reduce the risk to the individunl exporter,
but Hornes aleo wrovided its elients with a first-cloass commercial ine-
telligence and croiit ianformation sorvice., In the first fow years, when
the Foderal Republic wes poorly off for connections with the outsiderworld
and import quotas and ourroncy restrictions were still impoding intérnatiq-
nal trade, this corpaony was a double asscts it supplied the information
indiSﬂOnsable to ‘every exportor, and 1t ononed up access o fo;c;gn T
markets by helpln oxporters to OVOrcomo other oountrlo“',adhinisﬁrative e
'barrlors to 1mportatlon. In this way, ‘Hernes: gave mOat valuoble asulstance
to the oxport tradc, and nore partlcularly to the medlum—rank and small

oxport 1ndustrlos whlcn have alwnys becn strongly renreshntod 1n Garmany :
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ILastly, the Tonden settlement of debts of February 27, 1953, helped
t0 ro=ectablish the links bolween the FPedoral Republic and the rest of tho

world,

Tho Tedcral Republic, its formor enemies and Wostern Buropo

The rapid expanvion of the German cconomy since the end of the war and
tho currency wveform tends to obscure the Tact that the post-war recongtruct-
ion poriod lasted up to about 1955 and weat through scveral very difforent |
stages. Immediately after the surrender, up to about 1246-47, the economicr
policy of the Westoru Allics vip-a-vig Gormany was 4o o greater or losser
extent infiueunced by the Morgonthaun Plan. The Germans themselves, at any
rate those in responsiblce economic and political positions, quite realized
that in the quoue of applicants from all over the world CGermany would have
to comc pretty well at the tail end, But it was a great piece of good
fortune that the Westcrn occupation authorities were so largely guided by
the approach of such outstanding men as Goneral Clay and High Commissionor
McCloy, The first bresk in the solid wall of mistrust of Germany came in
the course of thoe sharpening conflict betwoon Bast and West, with its
inclusion in the Marslall Plan., The financial assistance afforded Germany
undor this-scheme and from various other sources was initially very
considerablc, 1f we draw up a balance~sheet over cight or ten ycars, the
Federal Ropublic Las actually made over a good deal more in restitution
payments and deliveries than it received by way of feroign aid, But we
cannot really exprcas what happenced in this form, for what was ultimately
nuch more nomentous than financial aid was the change in the Westcrn Allics?

political attitude to Wusicrn Gormany.

Wegtern Geruany's sccond big broak is linkod with the names of two
French statesmen, Roboert Schuman and Jean Monnet. Tuc plan which they an-
nounced in 1950 and pat through in 1952 for the integration of thc coal-
mining sad iron and gteol industries of Western Burope has had the sane
excellent c¢fifcot on tue IFoderal Ropublic's subscquent political andvoconomicf
'dovélopmont as has, convorsely, the reconstruction of the German eeonomy'on5
the Common Markot, ¥or the West German coalmining and iron and dtoel in= -
dustries it moant the abolition of controls and rostrictions, integr&tionff

into a single common market and dissociation from a purely national




3 Q;‘product, and 1ncrea ed productlvlty for approxlmately 33 %.

economic policy. The significance of the Coal and Stoeol Community lies
Tirst of all in thoe intonsification of trade among the six countries. Thon
again it has established close contact among the industries concerncd, and
moreovor among a wide range of differont quartors, in tho six countrics.
And finally, the Community was a "test-casc" to ostablish tho conditions,
requirenents and possibilities with rogard to fuller intogration in
Western Buropo; the oxporience gained in the Common Morkoet for coal and
steel formed the busis for tho institution of the General Cowmnon Market,
which has beon in its initial oporative stoge since Jenuary 1 of this
yoar. The main, though not the only means to this goneral intogration is

a Customg Union of the six countrios, to bo formed in 12 to 15 yocars!
tinc. Another inportant foature is the common "econonic orientation',
which will be to bogin with o signpost for the enterprises' own activities,

but may later become o dofinite target of econowmic nolicy.

Wogtorn Germony will have a major contribution to make to this do-
velonpment. But since 195 6/57 it has itself entered on a fresh stoge. Ono
of the wmost abundant sources bohind its ccononic expansion -~ the lorge
supply of wmanpowor, represented by immigrant workors, the increasing number
of juveniles available and the roscrvoir of uncuployed -- will from now on
bo less abundant. The number of gainfully-omployod persons, which increascd
between 1950 and 1955 by more thon threc million, is ostimated to increase
betweoon 1955 and 1965 by only zbout 2.4 million,

As the manpower potential is now fully utilized and there is loss

possibility of incroasing it than there once was, wages are rising faster

towards the higher level prevailing in the other Wostern Buropean countrics. -

Moreover, since 1957 the hours worked have been shortening repidly. As I
mentioned ecarlicr on, the increase in the numbor of employed persons has
had almost as much t5 do with the general cconomic advance over the past
yoar as has the rise in productivity. Doos this mean that cconomic advance
in Western Gernany will bo slower from now on than it has beon so far?
Yes, undoubtedly it does moan just that. The real rato of increase in the _
national producf between now and 1965 is»estim&ted at 3.5 to 4 %,per,anngm. ::
So it will be only half what it was from 1950 to 1957, which wag 7.9 % i
théugh of course, in comparison with long-torm past tronds it will étill15
“be high. In addition, we canrreckon that in futurce the numbor of'adtivé¥’
~employed persons. will account for 9 =~ 10 % of tho growth of-” thn natlonal
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I should like to ond ny locturc by touching briofly on two points: -

Firgt, thoro is the quostion whethor tho forceasts I have dust nen-
tloned will prove accurate. ‘That deponds to 2 great oxtent on tho future
oriontation of the Gorman cconomy --that igt, on whoethor it concontrates
on domestic or on foreign trade., Well, the Germans being whot they orc,
exports will always bo a2 major priority in cconouic policy. As o natter
of fact, the forscauts are that oxports will roprosent over 20 % of the
national product. Foxr z big country like tho Fodersl Republic that is
even moro importent, but at the sane time harder to achicve, than for
smaller countrics liko Belgium and the Netherlaonds. Westorn Gerueny's
oxport copacitvy is conditicned, among othor tnlngu, by tho clagticity
of demand for its oxport goods. On the whole this is high -- that
demand roacts strongly to changos in relative pricos. So if tho adventages
which the Fedeoral Ropublic has so far dorived fron its lower wage—~lovel
arc in future to diminish, it will bo necessary to onsure a steon riso
in labour productivity. At the some tinme, this will from now on Gopond
nore than it used to on capital cquipment. Tho capital output ratio hag
up to now, asg wo have saen, beon comparatively low, but it will have to
be adjustod moro and ore to those of the othor Wostorn Buropean countries.:
The prospocts of achioving this aro ot present not too poor. The marked
increasge in savings in tho first holf of this year and the high degreo
of liquidity of the bunking systoen hove connbled entorprises to increaseo
their own capital by issues of shares, Issues of industrial bondas have
increased coven nore consideorably, which hag maode it possible to consgo

lidate previous short-torn borrowings.

The other inportant question is in regerd to tho parallo1 develop=
ment of tho six countrios in the Common Markot. It is estimatod that the«
annual rate of incrense in gross national product of tho Comwunity up to
1965 will be about 4 %. That works out at an increase of 48 % over ten
yoars, with tho contrilmtions of the LHleldUll countrics varying botwoen
30 and 60 %. Wostorn Goruany with 1ts large currency regserves soong natur— :
rally destined to neke o largoe nontrlbutlon. How all this is to be achleVod S
deponds on tho co-ordination of tho individual Governlonts' ccononlc, |

policies., It is all very well to state ‘this as a challenge, but as soon

as we got down to technical action,
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we find ourselves faced with a number of matters which soom, to begin with,
to involve only difficultics and not much prospect of solution. Make the
policy of the Central Bank, take tho policy on trade with third ceuntrics,
take agridultural policy, and go forth., All theso are quoentions I cannot

go into now.
To sum up, two points seem to me well worth putting on records German
reconstruction was en experiment as to the validity of the nao-liboral

approach, It was unquestionably a success. Whethor it would have heon o

success in any circumstances, and whether it can be broucht off again, is

a great deal more problematical, We must not forget -- and this is my

gecond point -~ that citernal factors also oporated in the Fodoral Kepublic's
favour, Buccess was not unconnceted with the conflict between EBagt and West,
with the Westorn Allics' goneral attitude of benevolence towards Weatern

Germany, and, it seems likely, also with long-toma trends in the world at

large.
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