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In an article published in 1932, Michal Kalecki outlined two components in the capitalist economy: 'a cartelised sector displaying constant profit margins and a competitive one where profit margins fluctuate with prices, thereby rising in a boom and falling in a recession.'
 The cartel is able to escape these price fluctuations because its area of production requires a very high initial capital outlay and a high level of specialist expertise. It therefore faces very few competitors and can determine its own prices - cost of production and a self determined profit margin. In the case of an increased demand for its product it increases it workforce; in the case of a decrease in demand it lays its workforce off and reduces the quantity of goods it produces, but its productive capacity in terms of the material means it has at its disposal, is unaffected, so it represents idle capacity. The theory of the cartel and its effect on the national economy had been developed by the Marxist economist Rudolf Hilferding in his book Das Finanzkapital (1910).

Hilferding had seen the cartels as a stabilising influence, with the destabilising pattern of boom and bust being determined by the competitive sector of the economy, but Kalecki saw them as exacerbating the boom and bust pattern, pushing into overproduction during the boom which then contributes to the bust which it deepens radically by reducing its production and laying off workers, thus reducing demand in the competitive goods sector.

The broad argument of Josef Halevi's essay The Political economy of Europe since 1945 - a Kaleckian perspective is that the process of European integration, promoted by the US in the privileged position it occupied after the war, was the transformation of cartels, still operating within the framework of the nation state, into 'oligopolies' which straddle national boundaries. The argument gets its full expression in the period from 1945 to the Treaty of Rome in 1957. This present article - which is based on my own reflections though in broad agreement with Halevi - is confined to the period from 1945 to 1950, before the process really gets going.

The two most heavily cartelised economies in the Western World - indeed in the world prior to the late twentieth century unless we could add Japan - were the United States and Germany. The United States presented the bizarre spectacle in the 1930s of a country fully self sufficient in all the necessities of life, from raw materials and food to the most technically advanced manufactures, nonetheless undergoing a crippling depression with the solution appearing to be a revitalisation of industry through exports but the opportunities for export blocked by protectionist British and (to a lesser extent) French empires, a German (National Socialist) system of bilateral trading arrangements spreading through Europe, a Communist Soviet Union (whose need for imports had however promising possibilities in the 1920s and possibly, at least in the short term furthered rather than cut off by Stalin's drive towards industrialisation) and a Japan which had been the US's best market but was developing through territorial expansion the means of becoming much more self sufficient.

The situation in Germany was very different because, unlike the US, Germany was heavily dependent on imports both of raw materials and agricultural produce - imports paid for largely by exports of the produce of the cartels. In the financial crises of the interwar period these had come under quite heavy US domination, a factor to which Halevi attaches particular importance with regard to its consequences for the post-war period:

'American corporations stood to benefit from a German dominated recovery chiefly for two reasons. Firstly because they had already been heavily involved in the industrial sectors of the Third Reich, with their own branches in the automotive and electronic industries. Secondly, at the European level, US multinationals were especially well placed to profit since they could link up their plants in Germany with their affiliates in the UK and Belgium. In this way US corporations in Europe would become a major factor both in terms of structural integration because US firms looked right from the beginning at the overall level of European demand. The practical problem was that no spontaneous "market" mechanism could bring about the desired expected level of profitable demand.'

Halevi gives as a source for 'the integration of US automotive companies into Nazi Germany and how such an integration worked after 1945,' Simon Reich's book The Fruits of Fascism.
 Reich certainly shows that there was substantial US involvement in the beginnings of the large scale automobile industry in Germany but the main point he is making is that the Nazis made life difficult for foreign-owned firms to function in Germany and that this policy was continued after the war. He wants to 'assert that Fascism revolutionised the attitudes of the German state about economic policy and how it conceived of the scope and domination of its power. Those changes were sustained in the Bonn Republic and reflected in Bonn's behaviour in the automobile sector' (p.5). 'If I can present evidence to sustain the claim that Nazi state policies are critical to the auto industry's degree and distribution of power in the post war period, I will have done much to explain the basis of German post-war prosperity, without making a claim about other sectors.'

In the 1920s and early 1930s, according to Reich, there were some 150 small producers in the German car industry. The Ford Motor Company was incorporated as a car manufacturer in Germany in 1925, the first car was assembled in 1926, and the first wholly German produced car appeared in 1932. The only German car manufacturer that had successfully copied Ford's method of mass production was Opel, but it was bought by General Motors in 1929. According to Reich the Nazis pursued a policy that discriminated against Ford as a 'foreign' firm, initially favouring Opel, despite its ownership by GM, but obliging both firms to adopt a fully German management and eventually giving full backing to the wholly German Daimler Benz and the new, largely government created Volkswagen. There were ups and downs in the story (Hitler in 1938 awarded Henry Ford the 'Grand Cross of the German Iron Eagle' in honour of his 75th birthday) but in general it is a tale of steadily increasing state domination and 'Germanisation' of the sector and Reich sees it as contributing to the success of the post war German automobile industry in contrast to Britain which pursued a policy of equal treatment for foreign investors, offering foreign firms 'national treatment.' He tells us (p.2) 'Governments in Japan, Italy, France and West Germany never talk about the advantages of attracting foreign investment or the application of anything resembling "national treatment."' In 1989 Europeans reacted angrily to Margaret Thatcher cultivating Japanese investment. 'They want to subvert Japanese competition' (Rich's book was published in 1990). If one wished to argue that the UK joined the Common Market in order to subvert it that might make a good starting point.

Reich maintains (p.28) that the automobile industry in the 1920s was 'the only major German economic sector where foreign firms were the dominant producers.' This was because, contrary to the chemical, electronics, optical and coal cartels, well established since the nineteenth century, automobiles were a new sector with the US already installed in the leading role. Nonetheless, given the dependence of the German economy in the 1920s on American financial manipulation through the Dawes and Young plans, US capital must have become important in German industry and would hardly have been withdrawn once the Nazis came to power.
 

THE ORGANISATION FOR EUROPEAN ECONOMIC COOPERATION

Be that as it may, it was quite plainly the desire of the US - continuous from Morgenthau and White in the Treasury  to Marshall in the State Department - to open Europe up as a free trade area accessible to US exports. The assumption had initially been that, given the perceived need to suppress Germany, the motor force for the process would be the UK and France, principally the UK which, it must have seemed, had been beaten into shape by White's victories over Keynes both with regard to the Bretton Woods arrangements and the subsequent conditions for the post war reconstruction loan. This was discussed in the last two articles in this series. The jewel in the crown of White's achievements was obliging the British to agree to the convertibility of sterling which would have opened up the whole sterling area to penetration by the dollar. Convertibility was implemented in July 1947 but, as we saw in the last episode, sterling almost immediately came close to collapse as holders of sterling made a rush for the much more reliable dollar. This was not at all the intention and the reform had to be quickly reversed.

It was obvious that Britain - still reliant on a protected sterling area, and on the principle of 'imperial preference' - could not fulfil the desired role of motor for a free trade Europe. Nor was France to American eyes a likely alternative despite the ambitions of Jean Monnet. The Monnet Plan aimed to use German coking coal to enable France to replace Germany as the major European producer of steel and other high value capital goods. But France had a long way to go before it could fill that role and, like Italy, it had the disadvantage of a powerful Communist Party. In American eyes it was obvious that the leading role would have to be played by Germany but that happy outcome, and indeed the whole project of an integrated Europe, had many obstacles in its path.

For the US, the creation of an integrated Europe was the principle aim of Marshall Aid, and the first vehicle for achieving it was the Council for European Economic Cooperation (CEEC), meeting in Paris in July 1947. The principle was that the Europeans themselves would come together to hammer out a plan for the distribution of Marshall Aid. But instead of an integrated plan covering the whole area of Western Europe what the Americans received amounted to fifteen separate plans for the differing ambitions of the fifteen countries represented. Nor was the situation much improved in the case of successor, the hopefully permanent Organisation for European Economic Cooperation (OEEC). The main obstacles to the US project were Britain and France often working in tandem on this, despite their disagreements on other matters. 

The closest the US got to support - given that Germany was still excluded - were Belgium and the Netherlands ('Benelux'), especially Belgium which at the end of the war had an exceptionally well placed industrial capacity and had become the most successful European exporter, a privilege obstructed by continued European reliance on bilateral trade agreements and in any case threatened as other countries caught up. Belgium was keenly supportive of both the main planks of the US policy - regeneration of Germany and an integrated Europe - and with US support the Belgian Prime Minister Paul-Henri Spaak was elected as chairman of the OEEC with 'no enthusiasm on the part of the others present' according to a British Foreign Office memorandum quoted in Alan Milward's book The Reconstruction of Western Europe, 1945-51 (p.179).

Milward goes on to describe the impossible task the OEEC had. It was the European liaison with the American ECA (Economic Cooperation Administration), charged with organising Marshall Aid for the whole of Europe, that is, in principle, developing a consensus as to what each country should receive, a problem made the more difficult in that all the European countries were hoping for their own export led recovery, meaning they needed other countries to take their imports. But Marshall Aid money was to be spent on imports from the US. At the same time Marshall Aid was subject to annual renewal by the US Congress which was feeling progressively less generous as, by 1949, the US itself went into recession and it became clear that the Europeans were not advancing towards the 'United States of Europe' which Congress was persuaded was the whole point of the exercise. To quote Milward (p.191):

'The period from July to October 1949 was the grand climacteric of the first American attempt to bring European economic integration into being. The political struggle coincided with a sharp recession in the US whose international repercussions on the European economies exacerbated their differences with each other and made the allocation of aid within the OEEC an even more divisive function. Thenceforth the OEEC faded rapidly from the forefront of European politics and began its transition to honest statistical toil.'

He continues (pp.206-7):

'The purpose of making them divide that aid had been to build in the process an integrative European organisation which would survive the end of the ERP [European Recovery Plan, 'Marshall Aid' - PB] and go from strength to strength. Nothing held it together in July and August 1949 but the scramble for dollars and even that worked no further than to produce an unsatisfactory report in an unsatisfactory way leaving no hope that the exercise could be done again next year and not the slightest hope that, if it were, it would advance the cause of integration. No sooner had the exercise been completed than there was a sweeping readjustment of European exchange rates, done with no co-operation and no reference to the OEEC, making nonsense of the forecast deficits and the programmes of aid to finance them which had taken the OEEC nine months to hammer out ...

'In future the ECA itself would decide on the allocation of Marshall Aid ...'

TOWARDS THE ESCS

Milward is insistent that the OEEC had nothing to do with the emergence of the European Coal and Steel Community (ESCS), which is usually seen as the beginnings of European integration but which he describes (p.217) as 'an assertion of European economic and political will as a reaction against American policy.' It was in fact the continuation of the Monnet Plan with its need for access to coking coal (the only coal suitable for steel production) from the Ruhr. In the integrated United states of Europe envisaged by the Americans, each country would concentrate on its own specialisation in relation to a single coherent entity. The European nations, however, particularly, in their different ways, Britain and France, wanted so far as possible to have their own complete economies and their own distinct mode of political organisation - the British Welfare State being a conspicuous example. Marshall Aid in the end helped this project, not the US project: 'Ironically the success of Marshall Aid was itself a major obstacle to the implementation of American policy' (Milward, p.210). 

The Americans had been critical of the Monnet Plan, wanting France to concentrate much more on the immediate satisfaction of consumer demand, food and housing, with a view to forestalling the discontent that was fuelling support for the Communist Party.
 From the American point of view in an integrated Europe if Germany could produce a surplus of steel there was no need for other countries to do likewise.

France had pressed hard for the establishment of an international authority for the Ruhr. The future of the Ruhr was discussed at length in a conference held in London in 1948 and something like the desired authority was agreed but, says Milward (pp.153-4) 'few bodies can have argued about for so long which in the end did so little. Its historical importance lay precisely in that, because its powers were so inadequate as to be capable only of producing ill-will, it paved the way for the European Coal and Steel Community.'

The principle was that 'access to the coal, coke and steel of the Ruhr, which was previously subject to the exclusive control of Germany, be in future guaranteed without discrimination to the countries of Europe co-operating in the common good' (p.154). But this flew in the face of the determination of the US military in charge in the US/UK bizone to restore full German sovereignty as a counterweight to the Soviet Union and as a motor power for the European economy as a whole. No sooner was the 'international authority' gained than the substance of it was whipped away:

'By the end of May 1948, it had become certain that the second stage of the London conference would recommend a West Germany with a more unitary constitution than France considered acceptable and an International Authority for the Ruhr with neither the powers nor the duration which France considered indispensable. The inevitable moment of choice had arrived. The choice had not been imposed on France by acceptance of the Marshall Plan. Within the CEEC France had been able to rely on British support against all American attempts to force political integration on to Western Europe and even on a certain measure of British support for the idea that German economic recovery should be slower than that of the rest of Western Europe. But in the London conference there was no British support for French views on the German constitution. Indeed, it was made clear to the French that if the National Assembly rejected the proposals for the German constitution and the Ruhr Authority as they had emerged from this stage of the London conference the United States and Britain would still go ahead by themselves with their own version of a future Germany.' (pp.157-8)

The French had to accept this conclusion because 'Not to accept would have been to end almost all French influence over the future Germany save that exercised in the French zone of occupation' which, especially since the coal-rich Saarland had already been incorporated into France would be nothing but a burden.

'The conclusion from such an unavoidable analysis was only a short step logically; in terms of Europe's future organisation it was a giant's pace. If, faced with this defeat, what France sought in Germany was influence over the future society there and access to the Ruhr resources, these could only be achieved by a closer Franco-West German political association and economic co-operation. From the time the decisions of the second stage of the London conference had to be accepted or refused there began a determined search in Paris for an entirely different solution, and now the only logical one, to the problem of Franco-German relations.' (p.158)

LUDWIG ERHARD AND THE GERMAN CURRENCY REFORM

The beginnings of this radical reorientation of French policy with regard to Germany, which Milward dates to the London conference and the middle of 1948, coincides more or less with the currency reform - Reichmark replaced by the Deutschmark - which occurred on 20th June 1948 and is generally seen as the beginning of the German 'economic miracle'  - the end of the post-war period of deprivation and beginning of the restoration of West Germany as a major economic power (it could be called the third German 'economic miracle after the miracles that occurred in 1924 - end of inflation - and 1933 - beginnings of a solution to the problem of unemployment).

It was universally agreed that the Reichmark was no longer serviceable as currency. No-one wanted to hold Reichmarks for any length of time which inhibited any long term investment. Where production occurred, the lack of trust in the Reichmark encouraged hoarding in the expectation that things would improve. For many people the sole access to necessary goods was through the black market where small scale transactions were conducted on a basis of barter, with cigarettes often used as a form of currency. The reform was delayed through disagreements with the Soviet zone as to how the new currency could be supplied. The decision to go ahead with introducing the Deutschmark into the Western zones (the US/UK bizone and the French zone) marked the definitive end of the possibility of a united Germany. It was immediately followed by the introduction of a new currency in the Soviet zone and the blockade of Berlin, the point at issue being the Soviet desire to introduce their currency through the whole city and the Western desire - supported by the elected German administration - to introduce their currency into the areas under their control. Bullock's biography of Ernest Bevin has much to say about the Berlin blockade but little on the effects of the currency reform in West Germany. The name 'Ludwig Erhard' does not appear in the index. I shall pursue the opposite approach.

The currency reform and attendant 'economic miracle' have an importance that goes beyond the actual historical event. To quote the German-American historian Diethelm Prowe: 'For many years, the immediate postwar phase of German history was wholly overshadowed by the so-called economic miracle, which, as the allegedly purest model of American-style free enterprise in all of Europe, raised Germany from the depths of economic destruction and despair within a few years and initiated an extraordinarily long period of sustained economic growth.'
 When in the 1970s Keith Joseph established what was to become the Centre for Policy Studies, one of the motors dismantling Conservative Party acceptance of the postwar British Keynesian consensus, he initially called it the 'Ludwig Erhard Foundation' and 'Institute for a social market economy' - 'social market' being the term used to describe Erhard's economic philosophy. Reading about how the reform was implemented suggests that it might have been the inspiration behind the disastrous 'shock therapy' imposed on the former Soviet Union in the 1990s.

Although the actual currency change was an American project the implementation was planned and executed by a German administration. When the bizone - officially coming into existence in 1st January 1947 - was formed five central offices were established staffed by German civil servants covering economy, transport, finances, postal services and food supply. Subject to approval of the occupying powers they had the right to issue law in their own areas of competence. It was as Director of the Economics Administration that Erhard became responsible for managing the currency reform.
 

Between 1928 and 1942 Erhard had worked in market research in the Nuremberg Commercial College under Wilhelm Vershofen who, in 1935, founded the powerful Berlin-based Gesellschaft für Konsumforschung (Society for Consumer Research). He left Vershofen in 1942. According to Mark Spicka (pp.33-4): 'Erhard, an ardent supporters of the free market, disagreed sharply with Vershofen's support of cartels to order the economy. During the late 1930s and early 1940s, Erhard had become familiar with the leading economists of the neoliberal school, including [Walter] Eucken, [Alexander] Rüstow and [Wilhelm] Röpke. Having parted with Vershofen, Erhard had founded his own Institut für Industrieforschung (Institute for Industrial Research) with funding from several major industrial firms. During 1942/43 Erhard concentrated upon studying Germany's transition to a peacetime economy after the war.'

Spicka suggests that '`the circulation of his 268 page memorandum Kriegsfinanzierung und Schuldenkonsolidierung (War finance and debt consolidation) was a potentially dangerous move on Erhard's part for [after?] Josef Goebbels' declaration of "total war" in January 1942, talk of the peace after the war's conclusion was unacceptable to the Nazi regime.' However, his own footnote goes on to quote a biography of Erhard by Volker Hentschel saying that 'the economics ministry, in conjunction with heavy industry, was already interested in generating plans for the conversion of the wartime economy to a peacetime economy.' It would surely be surprising if it were otherwise. The German historian Werner Abelshauser, who has done much to overturn conventional notions of German economic history, says that 'the principles of the market economy were entirely perceptible in the plans for the post-war order envisaged by the National Socialist economic associations and authorities in the final phase of the total war and ... they offered an astonishingly large field of action to convinced supporters of the market economy, such as Ludwig Erhard.'

'ORDO-LIBERALISM'

Erhard's close collaborator in the 'social market' project, Walter Eucken, was head of the 'Freiburg School' of economists based in the University of Freiburg where, after the National Socialist assumption of power, Martin Heidegger was elected as rector. Spicka (p.30) says that Eucken 'was relatively successful in creating some distance between his "Freiburg School" and the Nazi regime, despite the efforts of the University rector, Martin Heidegger, to "Nazify" the Institution. Eucken sought to rehabilitate classical economics in the face of the autarchic economy Hitler was building in the Third Reich.' It would be interesting to know more about this in detail. Eucken's father, Rudolf, was a philosopher, well-known in his day (he won the Nobel Prize for Literature in 1908) and after Rudolf's death in 1926, Walter and his mother became close friends with Edmund Husserl, Heidegger's predecessor in the Philosophy Chair at Freiburg. Both Walter Eucken and Husserl (despite his Jewishness) were members of the Confessing Church, the Protestant church that refused incorporation into the state supported German Evangelical Church. According to one account: 'Eucken belonged to the core group of the Freiburg Circles [a group of theologians and economic theorists formed in 1943. Dietrich Bonhoeffer was involved with it - PB], a resistance movement opposing National Socialism. He was one of the university-intern opponents to Heidegger’s attempt to establish the Führerprinzip and the Gleichschaltung at the university, and he risked his life in fighting Nazi ideology, propagating ordoliberal ideals for a new socio-political and economic ordering for the post-war-period, and of course due to his remaining contact with persons who fell in disgrace under the Third Reich dictatorship [presumably a reference to Husserl - PB]. Walter Eucken received death threats after his lectures Kampf der Wissenschaft, the second edition of his book Nationalökonomie wozu? was prohibited, and he was arrested and interrogated after the failed July 20 plot. This is all the more astonishing reminding [sic - PB] the fact that Eucken’s mother in law was, due to the NS-racial laws a Jew, his wife Edith was a half-Jew, and Walter Eucken himself was classified as non-Arian (interrelated).'

We may however note that whereas after a couple of years Heidegger withdrew from engaging in anything other than his own very isolated philosophical research, Eucken continued in public life throughout the whole Nazi period. Abelshauser again says (p.186) that 'the Party leadership maintained close contact with the reformers. It put the Party's publication resources at their disposal and very quickly took up their demands into its own economic programme', abandoning the doctrines of its own founder-economist Gottfried Feder, who wanted to put an end to the 'bondage of interest.' Alfred Müller-Armack, a very close collaborator with Eucken who is credited with having coined the term 'social market', was a member of the Nazi Party. The point here is not to tarnish the 'ordo-liberals' with an association with the Nazis (or pace Foucault, to tarnish phenomenology with an association with the ordo-liberals!). Two other leading ordo-liberal theorists, Wilhelm Röpke and Alexander Rüstow, left when the Nazis took power - both spending some time in the University of Istanbul. The point is rather that German National Socialism, like Italian Fascism, allowed of a wide range of debate on economic matters and that the 'ordo-liberalism' that emerged with Erhard was not necessarily a radical break in the continuity of German economic thinking, however congenial it might have been to the Anglo-American - especially American - occupation.

Eucken died in 1950 but the thinking associated with him continued with the publication of the journal Ordo. As the name, evocative of 'order', suggests, the 'ordo-liberals' were not avocates of laissez-faire, of an absence of government interference in economic life. They regarded Ludwig von Mises as something of a father-figure and Friedrich von Hayek was a frequent contributor to Ordo but they nonetheless believed in regulation of the economy, primarily to prevent the emergence of cartels, of those sections of the economy that were above the rules and disciplines of competition. As such their position was opposite to that of the SPD which, following the lead of Rudolf Hilferding, saw the emergence of the cartels and of 'organised capitalism' as an advance towards socialism. As 'socialism' in an imagined pure state might be thought to be the end of history, the achievement of a state of affairs in which the economy ceased to be problematical, so the ordo-liberals regarded a pure state of competition as the ideal to be aimed for that would solve social problems while ensuring the highest degree of individual liberty. Although Erhard continued to be associated with them it hardly seems that they could have been happy with him, or with the American influence on the German economy, if Halevi is right in arguing that the principle tendency was a development towards 'oligopoly.' According to an account by Henry Oliver, Professor of Economics in Indiana University: 'Erhard's professional colleagues favour more stringent measures than those which Erhard's party has sponsored. Among the restrictions most frequently recommended are the outlawing of all agreements restricting competition, the prohibition of mergers and other combinations that result in monopoly or oligopoly, the splitting of monopolistic and oligopolistic firms except where this is not technically feasible, and the prohibition of competitive practices intended to cripple one's rivals: e.g., price wars, price discrimination, and pre-emptive purchases. In general, the fight on cartels receives the greatest attention. Among the administrative devices widely proposed is a monopoly bureau to keep potential recalcitrants constantly in fear of the law.'
 

CHRISTIAN DEMOCRACY AND THE "ECONOMIC MIRACLE"

As the 'Golden Hunger' in Germany after the war was a period of intense cultural activity so it was also a period of intense political and intellectual activity. The occupying powers in all the zones had allowed the creation of political parties, under license, from December 1945 and in the Western zones the domination of the Social Democrats (SPD), Christian Democrats (CDU/CSU), together with the smaller Free Democrats (FDP), that was to last well into the twenty first century was quickly established. The contrast with the constant rearranging of party labels in France is striking.

As the Socialist SPD was a continuation of the pre-war SPD, so the Christian Democratic Union and its sister party the Bavarian Christian Social Union, were a continuation of the pre-war Centre Party which had been formed primarily to represent the interests of German Catholicism, threatened by the domination of Prussia and its Protestant monarchy. But although overwhelmingly Catholic, with its leadership very largely drawn from the old Centre Party, the CDU/CSU adopted from the start a principle of interdenominational 'Christianity', hoping to attract a Protestant membership. This, however, was problematical since the Catholic leadership tended to blame the rise of Naziism on aspects of German culture - secularisation and Prussianism - they associated with Protestantism.

Christian Democracy has this much in common with Fascism that, unlike the Socialist SPD or the Free Market FDP it wasn't defined by attachment to a particular economic doctrine. It therefore straddled a wide range of economic views from those close to the SPD to those close to the FDP. With the ascendancy of Konrad Adenauer and the adhesion of Ludwig Erhard, the free market view associated with Erhard and Eucken prevailed, but in the immediate aftermath of the war it was, or at least appeared to be, the left wing view that was dominant, right across the spectrum. Even the free market oriented Free Democratic Party was making proposals for an 'economic Parliament' on which both 'business' and 'labour' would have equal representation.
 This was especially the case in the British zone where the British, engaged in nationalisation of the coal industry in Britain, were pressing for similar measures in the Ruhr, to the annoyance both of the Americans and the French. In North-Rhine Westphalia, the land (administrative division or 'state') which included the Ruhr, the CDU in February 1947, produced the 'Ahlen Programme' which called for an 'economy of a collective kind.' Abelshauser comments: 'It is on this point, on the transformation of mines and heavy metal industry into a collective property, as well as on that of the public controls of banks and credit, that the beginnings of the collaboration between the CDU and SPD - mainly in the framework of the central economic administration of the British zone - could take place.' He says that all the first constitutional texts of the lands contained clauses enabling certain major branches of industry to become collective property. 'This collective property would not necessarily replace private property, but there was a strong inclination towards a solution of a collective order for mines, energy, metalworks and steelworks.'
 In other words, the 'cartels'.

In the US zone, Abelshauser tells us, the constitutional assembly for Hesse, elected in June 1946, produced a constitution which called, with the support of the Social Democrats, Communists and 'most of the CDU' for the immediate collectivisation of 169 enterprises in mining, metalwork and transport sectors. The American administration tried to persuade them to withdraw the article and when they refused insisted that when the constitution was put to a referendum this clause should be put separately. 71.9% of Hesse electors voted in favour of collectivisation and 76.8% in favour of the constitution as a whole.

Both the British and American administrations decided, partly to avoid disputes among themselves, to delay implementation of such measures until the decisions could be made by a German administration, hoping, in the event correctly, that the mood in favour of collectivisation would have dissipated. Diethelm Prowe (Economic Democracy, pp.455-7) argues that this mood was not at all a mood of revolutionary enthusiasm. It was on the contrary a feeling that in the circumstances of the Mangelwirtschaft - scarcity economy - determined action was necessary. And that the catastrophe which had hit Germany was to be blamed on the great industrialists who had supported Hitler. At the same time there was a reluctance to see any concentration of power, especially in reaction to the experience of the Nazi wartime economy, in the hands of the state. This reluctance was felt right across the political spectrum, including in the SPD. As a result the proposed reorganisations of industry tended to be complex, attempting to bring together all the different possible interests - entrepreneurs, workers, consumers, local and national administrations. They were 'corporatist' rather than 'socialist', though the term 'corporatist', associated with Fascism, wasn't used. 'Economic democracy' was the preferred phrase.

That Erhard was Director of the Economics Administration of the Bizone has something accidental about it. When it was established, the first Director was Victor Agartz, previously head of the economic office of the British zone and one of the most committed SPD advocates of Socialist planning. But he resigned owing to ill health and was replaced by Johannes Semler of the Bavarian (formerly in the US zone) CSU. Although he was a committed free trader, under the circumstances - the shortage of raw materials, food and consumer goods - he continued the policy of price controls and rationing, together with Agartz's emphasis on the revival of heavy industry and a generally planned reorganisation of transport facilities. However, after he complained vigorously abut the quality of food being supplied by the US under Marshall Aid, he was dismissed by the allied military governors in January 1948 and replaced by Erhard who, since Autumn 1947, had been a member of the Sonderstelle für Geld und Kredit (Special Bureau for Monetary and Currency Matters) of the Economics Council where, in close consultation with Eucken, he had developed 'a policy of sound money and price deregulation.'

According to Spicka, whose account I am following, the Economics Council was divided, with 44 CDU/CSU representatives against 46 Social Democrats and Communists, 'but the CDU/CSU under Konrad Adenauer wanted at all costs to avoid forming a coalition with the SPD ...

'The CDU/CSU could not agree on whom to name to the position of economics director, especially with the strong trade unionist wing of the CDU/CSU supporting more economic controls and emphasis upon heavy industry. The FDP, on the other hand, was promoting Erhard as director of the Economics Administration and its support was crucial in creating an anti-socialist bloc. As a result, in heated discussions in early March 1948, the CDU/CSU and FDP compromised by nominating the Christian Socialist Herman Pünder from Cologne to head the whole Bizone, while Erhard was nominated as the director of the Economics Administration—a position to which he was elected on 2 March 1948. As some historians have suggested, Erhard’s quick rise from obscure industrial researcher to head of the economy in the Bizone was due more to political wheeling and dealing than the CDU/CSU’s commitment to his economic ideas.' (p.38)

The result was that the currency reform was accompanied by a radical liberalisation of the economy - 90% of price controls, mainly on consumer goods, were eliminated and the remaining controls only very loosely applied - and because the reform was generally seens as a success it created a very strong bias in German politics towards the free market ideal. In particular, under Adenauer's guidance, this became the overwhelming theme of the CDU/CSU in the following 1949 election, at the expense of the party's Christian Socialist wing. The Ahlen Programme was replaced by the 'Düsseldorf Principles' (Sicka, p.61), developed in close consultation with Erhard and made public in July 1949 at the start of the CDU/CSU election campaign.

Adenauer had insisted that the theme of the campaign would be 'planned or market' - 'The system of the planned economy robs the productive man of his economic self-determination.' In Spicka's account (p.62) the Düsseldof Principles 'did not stress the currency reform, which was an American initiative, instead arguing that the CDU/CSU economic policy led to a political-economic turning point when the efficiency of workers at all levels rose and production climbed. It was the rejection of the “ration card economy (Bezugscheinwirtschaft) that gave freedom back to the consumer.” After 20 June, “The stores became full, courage, strength, and energy were roused, and the whole nation was ripped out of its state of lethargy.”'

THE REAL SOURCES OF THE MIRACLE

Although Erhard was not actually a member of the party he took the lead in the campaign. He was Adenauer's Minister for Economic Affairs from 1949 to 1963, and Vice Chancellor from 1957 to 1963, when he succeeded Adenauer as Chancellor. He thereby became the very personification of Germany's economic recovery. Not everyone, however, agreed with this rosy view. Spicka (pp.41-2) gives a summary of Werner Abelshauser's argument, published in 1982, that 'West Germany’s economic growth from the late 1940s through the 1950s represented a period of catching up after the destructive impact of the war, and that eventually West Germany fell into longer-term trends of twentieth-century economic growth. Abelshauser challenged the often accepted roots of the economic miracle by attacking the following postulates: that the West German recovery began with the currency reform of 20 June 1948; that this recovery was based upon foreign aid, especially the Marshall Plan; and that the changes in the political economy associated with the social market economy triggered the eventual West German economic recovery.'

A very similar critique was published as early as 1950 by the Hungarian-British economist Thomas Balogh.
. He begins by summarising the arguments of the reform's supporters:

'It is said that the currency-reform, which put an end to the state of "suppressed Inflation" by annihilating excess purchasing power, together with the abolition of controls decreed simultaneously, has achieved a new "economic miracle". The abolition of food subsidies combined with a reduction of direct taxation is said to have restored incentive and increased initiative lacking in controlled economies. The play of the price-mechanism, it is argued, has provided for an "economic" use of resources which planned systems are unable to achieve and thus sped recovery. The Government is precluded from unbalancing the budget by law and has no say in credit policy. Thus it cannot indulge in inflationism. The rate of interest is once more restored to its rightful place as the main director of investment. Western Germany, it is said, shows the resilience and effectiveness of the "free market mechanism."' (p.71)

Balogh argues however that the increase in production that followed the reform was already occurring in 1946/7 (making allowance for the hard winter of 1947) and was much less marked than it should have been once a money economy had been restored. The way in which the restoration had taken place had resulted in a huge increase in inequality and poverty. According to Spicka's account (p.41), unemployment more than doubled, from 442,000 in June 1948 to 937,000 in January 1949, owing to the inability of firms to pay using the new Deutschmark. In order to combat the possibility of inflation following the currency reform the supply of money had been cut drastically. Up to 60 (initially 40) Reichmarks  were exchanged against Deutschmarks on a 1:1 basis but thereafter, and in the case of moneys lodged in institutions (bank holdings, pension funds etc) the exchange was 10:1. According to Spicka some 93.5% of currency was thereby taken out of circulation. As a result (p.40) 'workers, pensioners and small savers lost practically all their liquid assets' - for the second time in just over twenty years. Meanwhile 'the owners of physical assets or means of industrial or agricultural production had 90% of their debt wiped out.'

Nonetheless now that a trustworthy money was in circulation a flood of previously unavailable goods suddenly appeared on the market. Quoting Spicka again, 'Instead of a scarcity of goods being chased by abundant but worthless money, there were available goods but money was scarce.' In the absence of any government direction of the economy Balogh says (p.72) 'such productive effort and especially investment as exist are to a considerable extent misdirected towards luxury consumption, the creation of palatial hotels, restaurants, shops, movies and shops and industries catering for them ...

'There is no doubt of course that German recovery was maintained and important advances were achieved. The miracle so often talked about, however, is due to the fact that, while the progress since June 1948 was suddenly made manifest to tourists, progress before the currency reform was carefully and malevolently concealed with the intent of making illegal pecuniary gains [hoarding - PB]. To the superficial observer riding down the streets in a car the change must indeed have been miraculous.' (p.75)

Balogh explains that despite the destruction caused by allied bombing and the post-war dismantling of industrial assets for transfer either to the Soviet Union or to France, Germany's productive capacity remained surprisingly intact: 'The first and basic fact to remember is the failure of the Allied air attack on Germany to destroy or even seriously impair her industrial productive potential ... The frightful devastation of the centres of the cities and the loss of a priceless architectural heritage and the undermining - as far as a large part of the population was concerned - of the basis of civilised life should not lead to an overestimate of the effects on machines, which are less destructible.' (p.73)

Germany's productive capacity had been increased enormously by the Nazis. The point is confirmed by Spicka, paraphrasing Abelshauser (p.42): 'the total amount of fixed industrial assets was actually about 20% higher in 1945 than in 1936 because of the heavy wartime investment in German industry.' Simon Reich's Fruits of Fascism gives details of how Volkswagen expanded production during the war, largely (but not exclusively) through the use of slave labour in appalling conditions, but he also indicates how they managed to escape the consequences of the bombing (though he does say that some of the Daimler-Benz plants were badly affected):

'The first serious attack took place in April 1944, when 500 high explosives and 450 incendiary bombs were dropped on the plant with limited effect. By this time a dispersal plan had been activated by Speer's Ministry of Munitions, decentralising production in well-hidden, well-protected, and often underground locations. In Volkswagen's case the dispersal plants were located within 100 kilometres of the main factory ... Dispersal plants totalled 104,000 square feet, only about 2 per cent of the main plant, but this small area accounted for 827 machine tools - 32 per cent of what was located in the main works. Subsequent bombing occurred on 20 June, 29 June and 5 August 1944, and 1,383 high explosives and 58 incendiary bombs actually fell on plant buildings ... However, the controlling officer of the Volkswagenwerk under British trusteeship suggested that Allied attacks were not as effective as these figures indicate. Ivan Hirst claims that the Germans deliberately collapsed the roof on parts of the plant after major raids hoping to convince the Allies that the attack had been successful, thereby sparing it from serious damage. The plan was successful, and all raids ceased after August 1944 ... There was no roof on the press shop, but the plan successfully protected essential machinery and the plant suffered very little structural damage.' (pp.167-8)

The main problem according to both Balogh and Abelshauser lay in the 'bottlenecks' created by disruption in the means of transport which had been successfully targeted  by the bombing - roads, bridges, railway track, rolling stock, canals, as well as much of the administrative structure which, Balogh says, had 'left the country cut unto a large number of almost autarchic districts.' But this had created problems for the occupying forces and the needs of the military administration: 'Given this unparalleled situation, the first phase of reconstruction [removal of bottlenecks caused by the disruption in communications - PB], carried out mainly under direct military control and primarily from the viewpoint of military needs, was remarkably successful.' It was a triumph of planning! Similarly, the introduction of Erhard's measures coincided with 'the increase in coal production as a result of the deliberately planned and selective scheme which should have been introduced much earlier.'

In short Balogh, and after him Abelshauser, argue that Erhard's reforms acted as a hindrance to German recovery rather than an aid, largely because they provided incentives to conspicuous consumption, therefore to imports, therefore to the flight of money out of the national economy, rather than to the development of the nation's own productive capacity, in particular the large scale industry (the cartels) which were favoured in the thinking of the SPD, less so in the thinking of the ordo-liberals. 'Nonetheless', as Galileo might have muttered underneath his breath, 'it moves.' There was an apparently miraculous German recovery. Something has been said of the reasons for this, mainly to do with the continuation of the productive capacity left by the Nazis. But more will be said in the next article when we will look at the impact of the Korean War and the radical restructuring of the US aid programme which it inspired.
� Michal Kalecki: 'The influence of cartelisation on the business cycle' in Collected Works of Michal Kalecki, Vol 1 (part 2), Oxford, Clarendon, 1990-97. The original article was published in 1932 in the Polish Socialist Review. Summarised in Joseph Halevi: The Political economy of Europe since 1945 - a Kaleckian perspective, INET (Institute for New economic Thinking) Working Paper No 100, June 2019. The pages are unnumbered.


� Simon Reich: The Fruits of Fascism - Postwar prosperity in historical perspective, Cornell University Press, 1990.


� There must be a literature on this but I haven't yet encountered it.


� Alan S. Milward: The Reconstruction of Western Europe, 1945-51, Methuen & Co, 1987 (first pubished 1984).


� See eg Irwin M.Wall, Philippe-Etienne Raviart: 'Jean Monnet, les États Unis et le plan français', Vintgième Siècle, Revue d'histoire, No 30, April-June 1991, pp.9-10. 


� Diethelm Prowe: 'Economic Democracy in Post-World War II Germany: Corporatist Crisis Response, 1945-1948', The Journal of Modern History, Sept 1985, Vol 57, No.3, pp.151-182 (this extract pp.151-2). Born in Bonn in 1941, Prowe's academic career was pursued as a Professor in Carleton College, Minnesota, from 1966 until his retirement in 2008. He was editor of the German Studies Review.


� This account is based on the first chapter of Mark E.Spicka: Selling the Economic Miracle - Economic reconstruction and politics in West Germany, 1949-1957, New York and Oxford, Berghahn Books, 2007 (the full text is available free of charge at https://www.berghahnbooks.com/title/SpickaSelling). Spicka is a historian based at Shippensburg University in Pennsylvania.


� Werner Abelshauser: 'Aux origines de l'économie sociale de marché - État, économie et conjoncture dans l'allemagne du 20e siècle,' Vingtième Siècle, revue d'histoire, April-June, 1992, No 34, pp.173-191. This extract p.187. My translation of what I assume is a French translation of a German original.


� Rainer Klump and Manuel Wörsdörfer: 'On the Affiliation of Phenomenology and Ordoliberalism: Links between Edmund Husserl, Rudolf and Walter Eucken', The European Journal of the History of Economic Thought, Vol. 18(4) (2011); pp. 551-578. This extract from footnote 72, p.27. The context of the article is commentary on an argument by Michel Foucault given in lectures in 1978-9 and published posthumously as Naissance de la politique (2004). Foucault presented the Husserl/Eucken relationship as a sign of an intrinsic connection between phenomenology and Neoliberal economic theory.


� Henry M. Oliver Jr: 'German Neoliberalism', The Quarterly Journal of Economics, Vol. 74, No. 1, Feb 1960, pp. 117-149. This extract, p.142. 


� This is discussed in eg Maria Mitchell: 'Materialism and Secularism: CDU politicians and National Socialism, 1945-1949', The Journal of Modern History, Vol.67, No.2, June 1995.


� Prowe: Economic Democracy, pp.466-7.


� Werner Abelshauser: 'Les nationalisations n'auront pas lieu. La controverse sur l'instauration d'un nouvel ordre économique et social dans les zones occidentales de l'Allemagne de 1945 à 1949'. Le Mouvement social, No.134, Jan-March, 1986, pp.81-96. This extract, pp.91-2. My translation of what I assume is a French translation of a German original.


� Thomas Balogh: 'Germany: an experiment in planning by the "free" price mechanism', Banca Nazionale del Lavoro Quarterly Rreview, Vol III, No 13, April-June, 1950, pp.70-101.





14
1

