
An Economic Crisis? 
According to estimates made by several German economic research institutes, economic 
growth will slow down also in the coming year. For the first half of 1967 an increase in 
terms of money by 5 ~ and in real value by 2 0/0 is expected. As compared with growth 
rates in former years this growth is considered a very moderate one. After almost twenty 
years of uninterrupted prosperity this easing of the cyclical conditions is stirring up in 
many quarters the deep-rooted fear of an "economic crisis". Is the Federal Republic of 
Germany really headed for an economic collapse? To clear up this problem INTER- 
ECONOMICS has asked Professor Dr Andreas PredShl, the German Overseas Institule, 
Hamburg, and Dr Hans-J0rgen Schmah|, the Hamburg Institute for International Eco- 
nomics, Hamburg, for their opinion. 

Stimulating Forces Still Strong Enough 
By Professor Dr. Andreas PredShl, MOnster 

T he  unmis t akab le  symptoms  of a crisis in the  W e s t  
German  economy are  caus ing  app rehens ions  t ime 

and  again  tha t  compare  the  p re sen t  s i tua t ion  wi th  the  
crisis of 1931. As  aga ins t  t ha t  i t  must  be  emphas i sed  
mos t  s t rong ly  tha t  today ' s  c r i s i s - - i f  it shou ld  r ea l ly  
occur  at  a l l - - h a s  no th ing  in common wi th  tha t  of 
1931. The crisis which in 1929 s ta r ted  at  the  N ew  York 
stock exchange  and unt i l  1931 spread  all ove r  the  
world,  was, to beg in  with,  no th ing  else  bu t  a crisis of 
the  business  t r end  which put  an  end  to the  cycl ica l  
upsurge  b e t w e e n  1925 and 1929 and  which jus t  due to 
t he  specu la t ive  excess  of this  boom was connec ted  
w i th  a pa r t i cu la r ly  ser ious  recess ion.  This cycl ical  
crisis evoked  a s t ruc tu ra l  one  tha t  in 1931 led to a 
co l lapse  of t he  go ld  s t a n d a r d  system. Since  W o r l d  
W a r  I this  crisis had  been  p repa red  by  a long- te rm 
de te r io ra t ion  of the wor ld  economic  mechanism,  ac- 
cen tua ted  b y  n u m e r o u s  pol i t ica l  b lunders  in the  post-  
wa r  period.  

The depress ion  of 1931 was l inked up wi th  such a 
wide  and  pe r s i s t en t  u n e m p l o y m e n t  tha t  none  of the  
m a j o r  indus t r ia l  coun t r i es  could  evade  an  ac t ive  
economic  po l icy  a m o u n t i n g  to a s t e a d y  flall em- 
p loyment .  W i t h  tha t  a n  en t i r e ly  new  factor  appea red  
in the  pa t t e rn  of cyc l ica l  forces which did not  on ly  
in te r fere  wi th  the  au tomat i c  course  of even t s  bu t  also 
sys t ema t i ca l ly  changed  this  course.  Since tha t  da te  
cycl ical  depress ions  do not  exis t  anymore .  A l t h o u g h  
1937/38 the Uni t ed  Sta tes  economy suffered a n o t h e r  
ser ious  recession,  th is  se tback did not  r e semble  a 
cycl ical  d e p r e s s i o n - - n e i t h e r  in respect  of i ts  da te  and  
du ra t i on  nor  w i th  r e g a r d  to its course.  In all i ts  deta i ls  
i t  was  an  expres s ion  of a purposefu l  bu t  sti l l  r a t h e r  
a w k w a r d  cycl ica l  pol icy.  

However ,  the  t ime e laps ing  unt i l  the  end of the  war  
wi th  its in f l a t iona ry  t e n d e n c i e s  does no t  imply  much as 
regards  the  d e v e l o p m e n t  of t he  economy,  indeed,  in  the  
pos t -war  per iod  cyc l ica l  depress ions  fai led to appear .  

True, above  nil in the  Uni ted  Sta tes  shor t  and not  too 
ser ious  recess ions  occur red  t ha t  m i g h t  be  i n t e rp r e t ed  
as  stock cycles,  bu t  in  no  i n s t a n c e  t h e y  in tens i f ied  to 
become  depress ions .  Even  exogenous  depress ions  tha t  
m a y  ar ise  no t  f rom the  economic  p rocess  i tself  bu t  
from the  pol i t ical  e n v i r o n m e n t s  d id  not  appear.  The 
effects  of the  Corea  W a r  as wel l  as t h a t  of the  Suez- 
affair  h a v e  been  b a l a n c e d  b y  cycl ica l  pol icies  and  in- 
s t ruments .  There fo re  i t  is r a t h e r  improbab le  tha t  po- 
l i t ical  even ts  migh t  in i t ia te  economic  cr ises  and  de-  
p ress ions  if it is no t  a ques t ion  of ca t a s t roph ic  events .  

U n d e r  these  c i r cums tances  cr ises  and  depress ions  can  
on ly  h a p p e n  if cycl ica l  pol icy  is fa i l ing  and thus does  
not  p r e v e n t  the  d e v e l o p m e n t  of d i spropor t ions  in the  
economy  such as in an  au tomat ic  cyc le  r egu la r ly  h a d  
led to a reac t ion  and  cor rec t ive  depress ion .  In o rde r  
to p r e v e n t  these  d i spropor t ions  cycl ica l  pol icy  mus t  
i n t e r v e n e  a l r eady  in the  cycl ica l  upswing.  The  la te r  
it in te r fe res  the  g rea t e r  the d a n g e r  becomes  t ha t  a 
dep res s ion  canno t  be  avoided.  The  G e r m a n  e c o n o m y  
is more  endange red  in this respec t  t h a n  the A m e r i c a n  
economy  since it is still suffer ing from the  t r auma  of 
an  au thor i t a r i an  s ta te -cont ro l led  e c o n o m y  and re ly ing  
too much upon the  free p lay  of forces  whi le  t he  
A m e r i c a n  economy is suffer ing from the  t rauma of the  
g rea t  depress ion  and  co r r e spond ing ly  has  p r epa red  a 
d i f ferent ia ted  r e se rve  of cycl ical  po l i cy  ins t ruments .  
The  German  economy is pa r t i cu la r ly  e n d a n g e r e d  as 
the  v igorous  expans ion  into t he  cen t r a l  posi t ion of 
the  European  indus t r ia l  power  f i e l d - - t h a t  could not  
be  be t t e r  p romoted  t han  by  a pol icy  of l a i s se r - f a i r e - -  
h, as dece ived  us into th ink ing  tha t  cycl ica l  cont ro l  
m a y  be  r e n o u n c e d  at  all. 

I t  seems as if this  m i s t ake  has  b e e n  recogn i sed  j u s t  
in time, or it m igh t  h a v e  been  too late. However ,  
dec is ive  in t e rven t ions  will be r equ i r ed  in order  to 
res tore  the  ba l ance  of the  economy.  But the  s t imu- 
l a t ing  forces of the  German  e c o n o m y  are still  so 
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strong that  success should be obtainable,  ~11 the  more  
since no nega t ive  inf luences  are  emanat ing  f rom the  
world economy outside W e s t e r n  Germany.  The fact 
that  since the end of the war  the British economy is 
suffering from a success ion  of crises is a result  of quite  

different  causes.  Last but not  least  they  are conse- 
quences  of Britain's wrong  pos i t ion  wi thin  the  world 
space-economy.  As soon as it will  join the EEC this 
s i tuat ion will  improve  to the advantage  of Britain and 
the whole  of Europe. 

No Real Parallel to 1929 
By Dr. Hans-JL~rgen Schmahl, Hamburg 

conomic c r i s i s " - - a  we igh ty  term still t inged wi th  
~V lddmacabre  implicat ions that  terms of a similar we igh t  
in the past  do not  have  anymore.  "Inflation", for in- 
stance,  is now a dai ly used and the re fore  worn  coin. 
"Economic crisis", however ,  still gives us the creeps.  
It is a synonym for the "great  crisis" of the thirt ies 
with all its horrors.  And just  the  genera t ion that  ex-  
pe r ienced  it conscious ly  is haunted  by  this spec t re  
t ime and again. Parallels  to the  year  1929, actual  or 
but  ostensible  ones, are only  d rawn by eyewi tnesses  
to the events  of that  t ime - - a lmos t  never,  however ,  by 
those that  know the  grea t  crisis by  hearsay  only  or 
from textbooks.  This might  be of course a symptom 
of the fact that  the p resen t  genera t ion  whose  opinions 
have  been  formed in a per iod  of cont inuous economic  
growth is underes t imat ing  the possible  dangers.  But 
there  are even  more  indicat ions that  obsolete  ideas 
are decis ive for the  not ions  of those "knowing crisis 
by  exper ience" .  This reaches from the ignoring of 
comprehens ive  changes in condit ions during the past  
35 years  to the d is regarding  of percept ions  gained 
during this period. 

"Economic crisis" mean ing  an economic circulat ion 
col lapse showing the  symptoms  of mass  unemploy-  
ment,  a general  shr inking of turnovers  and incomes 
as well as numerous  b reakdowns  of f i rms- - tha t  was  a 
n ightmare  haunt ing  the  past. He who bel ieves  that  
such a s i tuat ion might  repea t  itself envisages  the col- 
lapse of our economic  and social order. But such a 
crisis does not r epea t  itself. Today knowledge  of inter-  
relat ionships,  avai labi l i ty  of economic instruments ,  
exper iences  of the i r  applicat ion and last but not least  
the polit ical will to avoid such a ca tas t rophe  are 
present  in all deve loped  countries.  

With  regard to r ecen t  economic developments  the re  
is ne i ther  d iagnosis  nor prognosis  of an economic 
crisis possible.  But there  are probably  other  factors 
that  may  account  for the "fear of a crisis" of the 
public. "Crisis is a t ime-span during which the change 
of an "unsound" economic  si tuation is in a decis ive  
s tage accompanied  by  sudden  and violent  symptoms".  
So Spiethoff  has fo rmula ted  it. He was thinking of a 
col lapse of the c i rcula t ion  system. However ,  there  is 
another,  more  topical  in terpreta t ion of his words. The 
term "unsound" is r a t he r  vague, above all when it is 
used in the con tex t  of economic f,acts. Never theless ,  
the s ta tement  seems to be justified that not every th ing  
is ,,sound" in our e c o n o m y  and that just  now changes 

of economic  condi t ions  are  taking place more quickly 
and are  more  pronounced.  So it seems to be justified 
to quote  Spiethoff  ra ther  f reely  and speak of a 
"crisis", however ,  one should real ise what  is meant  
by  this term. 

Indeed,  the re  are "unsound condit ions" in our econ- 
omy. Some of them are revers ible .  Thus in the not 
too far future the  capital  marke t  will  regain its effi- 
ciency, the ra te  of in teres t  on capital  will drop from 
its exotic Ievel and share  pr ices  will rise again. These 
are  i tems that  in the main are  fluctuating together  
with credi t  policies and the  balance  of payments .  But 
there  are others  that  move  on a one-way street,  and 
this does not only apply to prices.  Hereto  belong 
events  genera l ly  descr ibed as structural  ones:  coal 
crisis, s teel  crisis, shipbuilding crisis, texti le  crisis (in 
individual  fields of this big and he terogenous  indus- 
trial sector),  just  to ment ion  a few important  ex- 
amples.  In addit ion there  is the structural  weakness  
of firms of cer ta in  sizes and locations in var ious  
branches. All economic units showing these  charac- 
teristics are on the dark s ide of economic devel-  
opment.  

For these  enterpr ises  on the shady  side the difference 
b e t w een  s t rong a n d - - a s  at p r e s e n t - - m o d e r a t e  eco- 
nomic g rowth  is often tan tamount  to the difference 
be tween  profit  and loss or b e t w een  independence  and 
dependence .  In the phase  of a weaker  business  t rend 
the process  of selection,  which any  structural  changes 
amount  to, is accelerat ing.  This select ion process  is 
causing ant icipat ions that  the basis of exis tence  might 
be e n d a n g e r e d - - t h i s  applies to en t repreneurs  as well  
as to labour. It is the individual  risk th,at has  grown 
today, not  the  collective one, called "economic crisis" 
in its t radi t ional  meaning.  That makes a great  differ- 
ence. The ch, ances of master ing  an individual  risk in- 
heren t  in ,a change are therefore  much be t te r  than if 
it is a quest ion of holding one 's  own under the collec- 
t ive risk of an economic crisis. (However,  different  
from the individual  ent repreneur ,  today the  State 
seems to meet  more  difficulties in handling a partial,  
s t ructural  crisis than it would in the  case of a general  
recession.) For in the former instance,  the topical  one, 
there  ,are as a general  pr inciple  a l ternat ives  for every-  
body involved.  Thus a subs tant ia ted  fear is reduced 
to the small circle of those  who---for wha tever  reasons 
- - d o  not  dispose of all p rerequis i tes  for an adaptat ion 
to changed conditions. 
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