MR. LAN\péTER V\&ﬁl\j\

It might be useful to draw to the Prime Minister's
attention the fact that the traditional economic establishment,’jﬁl_—
Lord Balogh, Walter Heller, John Kenneth Galbraith and others
were convinced in 1948-50 that Erhardt's reforms would be
disastrous. They were all proved wrong in a matter of months
after they were written. There is a nice succinet footnote in
Gottfried Haberler's paper "The Great Depression of the 1930s
Could it Happen Again?" which I have copied. It might be useful
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for some future Question Time or some other occasion. Balogh

and Galbraith are convinced opponents of our policies and it
might be useful to show that they got it all wrong before, so

why not now?
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The price level, unlike that in the United States, remained remark-
ab:l[y stable.

. 1t would be tempting to attribute the rapid recovery to lar, spend-
ing on armaments. Heavy government spending there was, but mas-
sive rearmament came later, Possibly German public spending was
comparatively larger than in the United States, but this would not
explain the different price performance, The main difference between
the American and German recovery policy lies elsewhere. In the
United States the New Deal combined deficit spending with deliberate
wage and price boosting, through NRA, AAA, the Wagner Act and
other measures. Thus, an exceptionally large part of the rising nomi-
nal GNP took the form of higher prices rather than larger output
and employment.*® Tn Germany, by contrast, money wage rates re-
mained fairly constant, although "the average annual earnings of
labor rose rapidly in monetary and real terms, because unemploy-
ment disappeared and the workweek lengthened.?

True, under the Hitler dictatorship there were wage and price con-
trols which later, after full employment was reached and massive
preparation for war came into full swing, became very oppressive,

arcities, unayailabilities and quality deterioration of numerous com-
modities combined with rationing made the stable price index increas-
ingly unreal. But this does not alter the fact that the recovery from
the depression was handled very effectively. Hitler was able quickly
to liquidate the miseries of the depression and to provide guns and
butter at the same time. The great economie successes strengthened his
hold on the German people enormously. The gold parity of the mark
was formally not altered. There was no devaluation, but an increas-
ingly tight web of exchange control, import restrictions and export
subsidies amounted to a disguised, messy. diseriminatory and exploita-
tive devaluation of the currency—the Schachtian System.® Hitler’s
economic success made a deep impression on many economists, on
Keynes himself, who however soon changed his mind,* and on Keynes’

h‘ Kevnes tympnth.lud 1{5& nw‘ll?valt‘a reform muurs tn;t rglt lt;aht "ungﬁ: {:tulg'g
the reform program'' wou rejudice recovery ; recovery shon ave rity
m&m&. !‘orp!te‘:e;' crg‘ticu;np: {laglmw“bul‘r see R. . Harrod, “"The Life of John May-
nes.'" London-New Yor! ' .
e Br‘}. “Wages in u.ml’n, 1871-1945,” Natlonal Bureau of Economle Re-
search, Princeton University Preas. 1060,
® 85 nam r Schacht, Hitler's economlec wizard.
% Richard (Lord) Kahn in his paper “Historleal Orlglng of the International Monetary
Fund" {In Keynes and Intarnltl%%ul Monetary_Relatlons, The Second Keynes Seminar
fvernl"y of Kent at Canterbury, 1074, edited by A. P, Thirlwall, St. Martin's
4) quotes a memorandum that Keynes diatributed in the Treasury in
itled “Post-War Currency Polley.,” In thls memorandum Keynes sald
nly in the last years. almost In the last months. before the erash, that Dr.
timbled In desperation on something new which had In It the germn of & good
ea, . . . Dr, Bchacht's 1dea was to introduce ‘what amounted to barter’. , .. In
8 way he was able to return to the essentlal charncter and orlginal rurpenn of trade
whilst discussing the apparatus which . . . had heen supnosed to facllitate, but was in
act strangling it. This Innovation worked well, indeed brilllantly,” Two years lnter (Octo-
ber 1041) Keynen wrote in the same veln to a U.K. Treasury offielal: “T helleve that the
future lles wl{h (I) state trading for eommoditiea; (TT) International cartels for necessary
manufacturers ; and (III) gquantitative import restrictions for non-essentinl manufactures.
these lnstmenmlt?el for orderly economic life In the future you (and the 0.8,
Department) seek to outlaw” (quoted In R. ¥. Harrod, “The Iife of John May-
Keynes," London-New York 1951, p. 508.) Harrod remarked: *'In the preceding ten
ra he (Keynes) had gone far In reconclling himeelf to a polley of planned trade: thege
a8 had sunk deeply In. Even for him, with . . . his power of quick adaptation, It was
difficult to unlearn 86 much.” (loc, est.) But unlearn he ald, and very fast Indeed. In May
1044 in a letter to The Times vefending the Bretton Woods agreement agalnst eriticlam
by Thomas Balogh. Keynes wrote : “Since we are not (so far ag I am aware), except per-
hips Dr. Balogh, disclples of Dr. Bchacht. it ix greatly to our Interest that others shonld
agree to refraln from such disastrous (Schachtlan) practices.” (The Times, May 20, 1944,
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radical followers who were strengthened in their conviction that only
comprehensive controls and central planning can assure full employ-
ment and rapid growth without inflation. Fortunately, another
German economic miracle, the sustained economic recovery and growth
after World War II, conclusively demonstrates that liberal trade
policy and sound finance, the “classical medicine” as Keynes called it,
works even better than the Schachtian system of comprehensive con-
trols, Equally important, the German economic success also shows that
a libam.(l1 policy can successfully be carried out in a democracy.**

IV. Tur INTERNATIONAL MONETARY S¥sTEM DURING
THE INTERWAR PERIOD

It is misleading to speak of an international explanation of the
Great Depression in contrast to explanations in terms of mistakes
of U.S. monetary policy, or other domestic circumstances in the United
States or elsewhere.’® There can be no doubt, however, that the world

(Continued)

reprinted In Thomas Balogh's “Unequal Partners,” Vol. 11, Oxford 1968, p. 118.) Keynes,
reconverslon to liberallam (which was probably due largely to llstening to James Meade,
Ople, and Lionel Robbins) Is described in detall In Harrod's book (see especially p.
famous posthumously pubMshed article, “The Balance of Payments of the United
f (The Economie J , June 1046) Keynes urged that “the clamcﬁnmediclne"
ahould be allowed to work and concluded “that the chances of the dollar becoming da.
ounly searce , . . are not very high,” thus rejecting the theory of the permanent aoliar
ghortage which was propounded by his radical disciples ar the basls of thelr violent objec-
tiona to the policy of non-diseriminntion, Keynes criticized these theorles “as modernist atuff,
gunu wrong and turned sour and silly." (See 1bid, _Ipp. 186-186.) In a letter to Lord Hallfax

e expressed himself even more strongly (see “The Collected Writinga of John Maynard
Keynes,"' Vol. 24, “Activities 1044-1946, The Transition to Peace,” edited by Donald Mog-
sﬂd&‘, Cambridge 1979, p. 826).

2]t Is not uurFrlu!ug that the German economic “miracle’ which started with the
currency reform of 1948 and the simultaneous abolitlon of all controls by Ludwig Erhard,
wag completely unforeseen and misjudged, even after its early success had become
apparent, !g’ ritlsh admlrers of Schacht, On thls see T, W, Hutchlson “Notes on_the
Effects of Heonomie Ideas on Poliey : The Example of the German Soclal Market Eco-
omy" in Zeltschrift fiir die Gesamte Btaatswlssenschaft. Cu ancg and Economie Re-
mnni West Germany after World War II, A Bymposlum, Vol. 186 Tiiblngen, Beptem-
ber 1079, pp. 4306-441. I clte onlgeone- nnmdple: Thomas (Lord) Bnloghlxndlcted that
the pollicles of Erhard could not sustained. "The currency was reform ding to
a wicked formula.” It “helped to weaken the Trade Unlons , . ., . Thelr weakness may
even inhibit Increases In productivity, since large scale Investment at high Interest does
not pay at the present low relative level of wages. In the loniu run the Income pattern
will e Intolerable and the productive pattern unsafe.” Balogh sald that Dr. Erhard
and his “satelllte economists” are trying to discredit “enlightened Keyneslan economie
pollcles” and “to apply to real life an abstract obsolescent and Internally Inconslstent
economle theory and certalnly did not succeed,” Balogh predicted alarming political con-
sequences and polnted In “a final warning to the gaina which the Soviet Zone of Germany
hag been able record.” Balogh was however right In {mﬂntll:r out the extreme contrast
Monetary between the economle ldeas and !nolleies revalling in the Federal Republic of Germany
s Seminar and those In Britaln, However, the results were the opposite of what Balogh and the
. Martin's other critles had predicted : German real GNP per capita has grown to almost twice

that of Britaln, (See T. W. Hutchigon, op, elt. pp, 435—489 and Thomas Balogh "Germany :
an Experiment in ‘Planning' the ‘Free’ Price Mechanlsm', Banca Naslonale Del Lavoro
Quarterly Review 3, Rome 1 p. 71-102.) Hutehlson also shows that German eco-
nomie I1>¢ﬂleiel were slmilarly mt'l udged by American representatives of the “New Eeo-
nomica”, Walter Heller among them.

I offer & supplement to Hutchison's llst of misjudgments hy advocates of central plan-

ning and comprehenslve controls of the German revival of lalsses falre liberallem :

ter (Octo- 1048, critlelzing the view “that 1f, somehow, the German economy could be freed from
e that the material and mnn{mwer regulations, price controls and other bureaucratic paraphernalia,
NECEsRAry then recovery could be u]wedltul", John K. Galbraith concluded: ", , . There never has
ufactures, been the mlightest possibility of gettlng Ge

th controls and regulations]". (J. K. Galhralth, “The German Eeonomg' n %‘n
nomie Polley for the United States, edited hy Seymour B. Harrls, Harvard University
Prers, Cambridge, Mass., 1048, p. B6). Galbralth's paper abounds with predictions of dire

Mtical and economle consequences of Hrhard's dash for economlc freedom, To quote

ernes agaln : Rarely has “moderniat stuff gone wrong and turned sour and sllly" so fast!

3 Charlea P, <1nﬁlehnrﬁr “takes exception to the findings of those" who stress monetary
polley In the United States and other major countries, slower population th or
t changes In the propensity to spend, and “lnslats that the origina of the
{ Great Depresslon were international,” Charles P, Kindleberger “The International Causes
y 20, 1044, and Consequences of the Great Cragh”, The Tournal of Portfollo Management, Fall 1970,

Hnued ». :l. This E:pnr summarizes Kindleberger's full-dress analysls, The World in Depression
ontinued) 1020-1939,

German recovery by this wholesale repeal [of
han o Forelen Eoo-

9- ndon-New York 1978,




