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INTERVIEW 

THE GERMAN ECONOMY 

An Optimistic Look at the Year 1968 
Interview with Prof. Karl Schiller, Federal Minister for Economic Affairs, Bonn 

After almost twenty years of unparalleled economic growth, the Federal Republic of 
Germany has experienced e setback in 1967. The Federal Republic's Government Is at- 
tempting to overcome this crisis with purposive economic policies. INTERECONOMICS 
had the opportunity of speaking to the Federal Minister for Economic Affairs, Professor 
5chiller, about development prospects for the German economy for 1968. 

QUESTION: "Homogenous  Eco- 
nomic Policy",  "Conce r t ed  Act ion" ,  
"Contro l led  Expans ion" , - - such  are  
the  catch phrases  tha t  h a v e  been  
used  to descr ibe  the  purpose  of 
the  Federa l  G o v e r n m e n t  to in- 
f luence  the  economic  process  in a 
different  w a y  t h a n  up to now. 
W h a t  gu id ing  pr inc ip le  is G e r m a n  
economic  pol icy  pu r su ing  wi th  
these  s logans?  

ANSWER :The basis  of the  Federa l  
G o v e r n m e n t ' s  economic  pol icy is 
and  remains  the  m a r k e t  economy,  
for which the  Sta te  must  pro- 
v ide  aRd g u a r a n t e e  the  organi-  

sa t iona l  f ramework.  There  is no  
be t t e r  way  of d i rec t ing  the  econ-  

omy. Pr ic ing in the  m a r k e t  and  

compet i t ion  not  on ly  ensure  a h igh  

degree  of f reedom but  also per-  

m a n e n t l y  enforce  a n  op t imum use 

of all p roduc t ion  factors. Under  
p resen t  and  fu ture  condit ions,  the  
eff ic iency of the  free m a r k e t  sys- 
tem can  on ly  be  gua ran t eed  if 
the  G o v e r n m e n t ' s  pol icy of regula-  
t ion  can  be  supp lemen ted  by  a 
pol icy  of process,  in the  sense  of 
the  global  cont ro l  of the  to ta l  eco- 
nomic  aggregates .  This overa l l  
cont ro l  of economic  forces and  
resources  does  not  imply  direct  
i n t e rven t ions  in the  economy.  
It is res t r i c ted  to a sys temat ic  in- 
f luence on the  p re requ is i t es  and  
condi t ions  on which ind iv idua l  de- 
cis ions are  based,  and  thus  the  
indi rec t  s t ee r ing  of the  ma jo r  ag- 
g rega tes  of the  total  economic  cir- 
culat ion,  such as inves tment ,  con- 
sumption,  the  vo lume  of employ-  
ment ,  etc. A workab le  global  con- 
t rol  the re fore  demands  close co- 
ope ra t ion  among  State  au thor i t ies  

K A R L  S C H I L L E R  

is professor  of economics  and  as sc ien t i s t  launched into politics.  
The pol i t ica l  economist ,  t oday  56 years  old, who  since 1945 has  
b e e n  m e m b e r  of the  Social  Democra t ic  Party,  hab i l i t a t ed  at  the  

Un ive r s i ty  of Kiel in 1939. In 1946, he  accep ted  a professor ' s  chair  
a t  H a m b u r g  U n i v e r s i t y  and  from 1948 to 1953 s imul t aneous ly  was 
Sena to r  for Economics  and  Transpor t  of this  City. In 1961 Professor  
Schiller b e c a m e  Sena to r  for Economics  and  Credi t  in Berlin. He 
res igned  office w h e n  h e  was  e lec ted  to the  Bundes tag  in 1965. 
In the  course  of the  fo rmat ion  of a new  g o v e r n m e n t  in the  frame- 
work  of a g rea t  coa l i t ion  on  December  1, 1966, Professor  Schiller 
was  appo in ted  Federa l  Minis te r  for Economic Affairs.  

(for example  in the  publ ic  au thor i -  
t ies '  Counci l  for Economic Trends)  
and  wi th  au tonomous  groups  (for 
example  in the  "Concer ted  Ac- 
tion"). The a im of this  economic  
pol icy  is to achieve,  wi th in  the  
f r amework  of the  m a r k e t  economy,  
s tabi l i ty  of the  pr ice  level,  a h igh  
employmen t  ra t io  and  a b a l a n c e  
of fore ign t rade  and  payments ,  as 
wel l  as a con t inu ing  and  a d e q u a t e  
g rowth  of the  na t iona l  economy.  

QUESTION:Do you  be l i eve  t ha t  
the  G e r m a n  economy has  passed  
the  bo t tom of recess ion  in 1967, 
and  tha t  1968 will  be  a y e a r  of 
expans ion?  

ANSWER: G e r m a n  business ac- 

tivities have improved again after 
a year of recession. Markedly 

livelier incoming orders in industry 
since the beginning of autumn 

business ,  s l ight  s t imula t ions  in 
p roduc t ion  and  a c lear  improve-  
men t  in the  l abour  m a r k e t  a re  
s igni f icant  po in te r s  towards  a 
con t inua t ion  of the  per iod  of re- 
covery,  jus t  as t hey  also poin t  to 
the  g rowing  fai th which G e r m a n  
bus ines smen  h a v e  in pos i t ive  fu r the r  
deve lopment .  The i m p r o v e m e n t  is 
no t  yet, however ,  so far a d v a n c e d  
tha t  one can  speak  of a secured  
and  las t ing  upswing.  The  new 
Federa l  G o v e r n m e n t ' s  ant i -cycl i -  
cal economic  policy, and  especia l -  
ly  the  two p rogrammes  which a re  
des igned  to inc rease  inves tmen t ,  

the  c lear  i m p r o v e m e n t  in the  over -  
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all  pol i t ical  and  economic  c l imate  
in  the  Federa l  Republic,  bu t  also 
the  d e v e l o p m e n t  of bus iness  con-  
di t ions  in o the r  coun t r i e s - - a l l  t hese  
factors  combine  to make  me  opti- 
mist ic  tha t  a r e tu rn  to p rospe r i ty  
wil l  soon  be  reached. 

QUESTION: Are  the  s ta ted  aims 
of the  Federa l  G o v e r n m e n t ' s  me- 
d ium- te rm b u d g e t a r y  a c c o u n t i n g - -  
n a m e l y  annua l  r ise in na t iona l  in- 
come in real  t e rms  of a r o u n d  4 
per  cent,  the  res t r ic t ion  of inc rease  
of the  pr ice  leve l  to 1 pe r  cent  
p.a., and  full e m p l o y m e n t - - a  realis-  
t ic p ro jec t ion  or  "mere ly"  a poli t-  
ical p rogramme?  

ANSWER: The  med ium- te rm pro- 
j ec t ion  is the  resul t  of a careful  
ana lys i s  of the  p re sumab le  devel -  
opment  of the  ind iv idua l  produc-  
t ion  factors  in our  e conom y  up to 
1971. It  is, indeed,  no t  on ly  a 
real is t ic  forward  appra i sa l  of the  
poss ib le  to ta l  economic  develop-  
ment ,  bu t  a pol i t ical  p r o g r a m m e  as 
well.  This  p r o g r a m m e  env i sages  a 
fair  and  con t inua l  y e a r l y  g rowth  of 
4 per  cen t  in  rea l  terms~ the  re- 
s t r ic t ion  of the  a n n u a l  pr ice  in- 
c rease  to 1 pe r  cen t  till 1971~ a 
rapid  res to ra t ion  of full employ-  
ment ;  the  b a l a n c e  of i n t e rna t iona l  
t rade  and  paymen t s ;  and  a more  
equ i tab le  d i s t r ibu t ion  of income 
and  weal th.  This can  on ly  be  
ach ieved  as a resu l t  of ind iv idua l  
decis ions  made  bo th  b y  Govern-  
men t  and  by  the  a u t o n o m o u s  
groups  of our  economy.  This  calls 
for uncomfor tab le  reso lu t ions  not  
on ly  of the  Governmen t ,  bu t  
a lso of the  indus t r ies  and  the  
t rade  unions.  The  t ime of a h igh  
se l f sus ta ined  g rowth  of the  econ- 
omy  hid ing  all  our  p rob lems  is 
over ,  In the  fu ture  we mus t  cal- 
cu la te  more  accura te ly ,  and  
p rompt ly  ad jus t  our  economic  pol- 
icies. I am certain,  however ,  t ha t  
the  success  of our  economic  and  
f inancia l  pol icies  will  not  be  left  
want ing ,  all  t he  more  s ince  co- 
ope ra t ion  b e t w e e n  the  G o v e r n m e n t  
and  the  au tonomous  economic  
groups  in conce r t ed  ac t ion  is a 
good one. 

QUESTION: Ought  the  ma in  em- 
phas i s  of the  G o v e r n m e n t ' s  medium- 
t e rm b u d g e t a r y  accoun t ing  up  to 
1971 to concen t r a t e  more  on  the  

fiscal s e c t o r - - s a f e g u a r d i n g  of the  
b u d g e t - - o r  more  on  bus iness  ac- 
t ivi t ies?  

ANSWER: Because  of the  g rea t  
impor tance  of publ ic  budge t  in the  
d e v e l o p m e n t  of bus iness  in our  
c o u n t r y - - i t s  sha re  in the  appro-  
p r i a t ion  of the  gross na t iona l  prod-  
uct  is abou t  35 per  c e n t - - t h e  one  
is inex t r i cab ly  bound  up  wi th  the  
other .  The dec is ive  advance  which 
we h a v e  made  w i th  the  medium-  
,term b u d g e t a r y  accoun t ing  in the  
Federa l  Republ ic  has  come abou t  
p rec i se ly  because  we h a v e  over-  
come a b u d g e t a r y  pol icy  l imited 
to one  y e a r  and  de t e rmined  b y  
day- to -day  economic  cont ingencies .  
Ins t ead  of this  the  d e v e l o p m e n t  of 
r e v e n u e s  and  expend i tu res  is now 
p l a n n e d  in a d v a n c e  ove r  a pe r iod  
of f ive years .  I t  is an  in t r ins ic  
par t  of the  overa l l  economic  pro- 
ject ion.  Clear ly  the  ac tua l  devel-  
opment  of aspects  of the  bus iness  
cycle  will  be  carefu l ly  watched  
b y  the  execut ive .  It  is the  de- 
c la red  a im of the  Federa l  Govern-  
ment ,  and  also a b o u n d e n  du ty  of 
the  Law on Stabi l i ty  and  Growth,  
to ad jus t  the  b u d g e t a r y  activiti.es 
of the  Fede ra t ion  to the  needs  of 
ac tua l  cycl ical  deve lopment .  

QUESTION: Wil l  the crisis in  
the  publ ic  au thor i t i es '  budgets ,  
which will  show big deficits for the  
nex t  years ,  necess i t a t e  res t r i c t ive  
measures ,  h ighe r  taxes,  etc, which 
will absorb  the  bus iness  impulses?  

ANSWER: The Federa t ion ' s  me- 
d ium-te rm b u d g e t a r y  accoun t ing  is 
b a l a n c e d  in rece ip ts  and  ex- 
pend i tu re  up to 1971. To achieve 
this, dras t ic  reduc t ions  in  expendi -  
ture  and  h ighe r  ra tes  of taxa-  
t ion  we re  necessary .  At  the  pres-  
ent  t ime  the  Deutsche Bundes tag  
is d iscuss ing  this. A p a r t  f rom these,  
no fu r ther  restrictiv.e measures  wil l  
be  taken.  There  can  be  no ta lk  
of a med ium- te rm crisis in the  
budge t s  of publ ic  author i t ies .  

QUESTION: Are the conse- 
quences clear  of the i n t roduc t ion  
on  1st J anua ry ,  1968, of the  added  
v a l u e  tax, as wel l  as of the  in-  

c r e a s e  in  the ra te  of the  added  
va lue  tax  due in the  middle  of 
1968, and  of the  col lec t ion  of a 
s u p p l e m e n t a r y  l evy  addi t iona l  to 
the  income tax? 

ANSWER: The sys temat i c  ad- 
v a n t a g e s  of the  added  v a l u e  tax  in 
compar i son  wi th  the  old t u r n o v e r  
tax cons is t  a b o v e  all  in  tha t  a 
new  t a x a t i o n  non -d i sc r imina to ry  
as to compet i t ion  is in t roduced,  
which affects  domes t ic  p roduc t s  
jus t  as much as expor t  goods. The  
cumula t ive  effect  of the  gross turn-  
ove r  t ax  has  had  one  grea t  dis- 
advan tage ,  in tha t  the  ra te  of taxa-  
t ion  on  sold goods and  se rv ices  
was  comple te ly  di f ferent  accord ing  
to the  n u m b e r  of p r ev ious ly  passed  
s tages  of product ion.  The  ac tua l  
charge on any  g iven  p roduc t  in  
any  par t i cu la r  set  of c i r cums tances  
could not  be  assessed  wi th  any  
degree  of cer ta in ty .  This  led, on  
the  one  hand,  to mani fo ld  dis tor-  
t ions  of ~he pr ice  s t ruc tu re  and  
wi th  tha t  of competi t ion,  and  on  
the  other ,  s t imula ted  gene ra l ly  t he  
concen t r a t i on  of enterpr ises .  These  
d i s a d v a n t a g e s  will  be  r e m o v e d  b y  
the  new  added  va lue  tax. 

Of course  the re  will be  a n u m b e r  
of .difficulties in the  shor t  term, 
w h e n  we change from a tax which 
has  b e e n  in force for decades  to 
a comple te ly  di f ferent  sys tem,  and  
these  diff icul t ies  will  no t  on ly  be  
psychological .  One  canno t  work  out  
in  de ta i l  these  deve lopmen t s  be- 
forehand,  bu t  one  mus t  g ive  t hem 
the  free p lay  of the  market .  I am, 
however ,  conf ident  t ha t  all  ad- 
m in i s t r a t i ve  and  o the r  diff icul t ies  
of a d j u s t m e n t  will  b e  o v e r c o m e  
wi thou t  undue  fr ict ions and  tha t  
the  in t roduc t ion  of this  tax  will  
h a v e  a v e r y  pos i t ive  effect on  the  
fu r ther  d e v e l o p m e n t  of the  econ- 
omy. 

The  s u p p l e m e n t a r y  l evy  of 3 pe r  
cen t  on  the  income tax  will  b r ing  
to those  in the  h ighe r  income 
groups  a less p l ea san t  add i t iona l  
burden .  This  was,  howeve r ,  neces-  
sa ry  on  the  grounds  of a be t t e r  
d i s t r ibu t ion  of the  tax  b u r d e n  ac- 
cord ing  to capaci ty .  I do not  ex-  
pect  it to h a v e  any  o v e r w h e l m i n g  
c l amping-down  effect on  business ,  
all  the  more  s ince the  Sta te  has  set  
in mot ion  a new  impetus,  par t ic-  
u l a r ly  for the  en t repreneurs ,  be- 
cause  of the  measures  it has  t a k e n  
to s t imula te  bus iness  t rends.  

QUESTION: In the  power  field, 
pa r t i cu la r ly  in coal-mining,  s t ruc-  
tu ra l  p rob lems  (such as m a r k e t i n g  
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difficulties, c losure  of pits, re- 
d u n d a n c y  of workers)  t oge the r  
wi th  the  decl ine  in the  econom y  
seem to h a v e  become  more  acute.  
W h a t  role  will  the  a d j u s t m e n t  of 
the  coa l -mining  indus t ry  to the  
changed  m a r k e t i n g  s t ruc tu re  in  the  
e n e r g y  sec tor  p lay  in the  economic  

deve lopmen t?  

ANSWER: Even  a la rge  indus t r ia l  
coun t ry  l ike  G e r m a n y  c a n n o t  tol- 
e ra t e  con t inued  s t ruc tu ra l  difficul- 
t ies  a t  i ts  m a i n  sou rce  of e n e r g y  
wi thou t  suffer ing adve r s e  effects 
on  the  economy.  There fo re  the  
Federa l  G o v e r n m e n t  sees, as one  
of its p r ime  responsibi l i t ies ,  t he  
necess i ty  to adap t  and  improve  
the  coal m i a i n g i n d u s t r y - - w h i c h h a s  
b e e n  a d v e r s e l y  affected b y  the  
changed  sales s i tua t ion  of h a r d  
c o a l - - i n  such a w a y  as to p r e v e n t  
any  grea t  diff icul ty  e i the r  for the  
indus t ry  or for the  e c o n o m y  as a 
whole .  W i t h  th is  in  mind,  a l r eady  
on  the  24th May, 1967, the  Govern-  
men t  ag reed  on  a bi l l  for the  
adap t ion  and  r ehab i l i t a t i on  of 
G e r m a n  coal  min ing  and  coal min-  
ing areas  and  in add i t ion  intro-  
duced a four-point  p rog ramme  on 
the  8th November ,  1967. W i t h  t ha t  
a l iberal ,  a d v a n c e d  and  social  
e n e r g y  pol icy  has  been  s tar ted.  
New indus t r ia l  pe r spec t ive s  wil l  be  
opened  to the  Ruhr  and  Saar  wi th  
a h e a l t h y  coal  min ing  indust ry .  

QUESTION: Do y o u  th ink,  the  
G o v e r n m e n t ' s  economic  cons idera-  
t ions,  as t hey  touch on  r eac t i va t i on  
of the  bus iness  t r end  and  ba lanc ing  
the  Federa l  budget ,  t ake  sufficient-  
ly  into  accoun t  the  pos i t ion  of the  
Federa l  Republ ic  in  the  Common  
Marke t?  

ANSWER: Yes, I do. In its re- 
c o m m e n d a t i o n  of the  l l t h  July,  
1967, the  Counci l  of Min i s te r s  of 
the  Eu ropean  Communi t i e s  has  
ca l led  upon  t he  Federa l  Republ ic  
of G e r m a n y - - i n  t he  in te res t  of 
sa t i s fac tory  economic  d e v e l o p m e n t  
and  to p r e v e n t  the  enc roachmen t  of 
the  w e a k  economic  t r end  in Ger-  
m a n y  on  the  o the r  Common  Mar-  
ke t  m e m b e r s - - t o  in t roduce  fu r ther  
measures  to make  use  of the  field 
of publ ic  inves tmen t ,  w i th  empha-  
sis on  the  ind iv idua l  Lands and  
municipal i t ies .  The  Federa l  Gov-  
e r n m e n t  ac ted  on  this  r ecommenda -  
t ion  on  the  13th July .  W i t h  the  

Second Indus t r ia l  and  S t ruc tura l  
C h a n g e  Programme the  Federa t ion ,  
the  Lands and  munic ipa l i t i es  con- 
t r ibu ted  DM 5,300 mi l l ion  and  apa r t  
from this  add i t iona l  funds  of DM 
4,000 mil l ion for inves tments ,  a.o. 
in the  shape  of in te res t  subsidy,  
i.e. a to ta l  of abou t  DM 9,300 mil- 
l ion  h a v e  b e e n  mobil ised.  Besides  
th i s , - - a s  r e c o m m e n d e d - - t h e  old  
stocks we re  r e l i eved  wi th  the  
change o v e r  to the  added  v a l u e  
tax. F inal ly  we  h a v e  fol lowed the  
d i rec t ion  u rgen t ly  r e c o m m e n d e d  
b y  the  EEC wi th  our  med ium- te rm 
b u d g e t a r y  account ing,  i.e. b y  en- 
d e a v o u r i n g  s t ruc tura l  r es to ra t ion  of 
the  publ ic  au thor i t ies '  budgets .  

QUESTION: Abroad ,  the  r ebuke  
is occas iona l ly  made  t ha t  the  
Federa l  Republic,  as the  ma in  
credi tor  coun t ry  in the  world,  be-  
cause  of its bad  economic  pol ic ies  
expor ted  its own  recess ion  to o the r  
countr ies .  How do you  see  th is  
reproach tha t  the  Federa l  Republ ic  
has  t a k e n  no  real  s teps to improve  
its economic policies, and may be 
pushing the rest of the world to 
the edge of an economic recession? 

ANSWER:This reproach is no t  
just if ied.  The la rge  surplus  in the  
t rade  ba lance ,  which cri t ics ab road  
h a v e  seized ho ld  of, is a b o v e  all  
the  resu l t  of r e t a ined  imports ,  as 
a cons equence  of the in te rna l  re- 
cession.  Toge the r  wi th  a r a the r  
normal  g rowth  in expor t  t r a d e - -  
1966 plus 12.5 per  cen t  and  from 
J a n u a r y  to October ,  1967, plus 
8.5 per  c e n t - - i m p o r t s  rose on ly  b y  
3.2 pe r  cent,  and  from J a n u a r y  to 
October ,  1967, e v e n  dropped  b y  
5.5 pe r  cen t  as  compared  wi th  t he  
same per iod  in 1966. In these  
c i r cums tances  the  Federa l  Govern-  
men t  has  appl ied  jus t  the  adequa te  
t h e r a p y  w i th  its measures  s t imulat -  
ing bus iness  act ivi t ies .  W i t h  the  
in te rna l  economy normal ised,  the  
impor t  defici t  should  disappear .  
M o r e o v e r  the  Federa l  G o v e r n m e n t  
has  expor ted  capi ta l  in  the  las t  
months .  There fo re  up  to n o w  in  
1967 the re  has  been  no  ba l ance  of 
p a y m e n t s  surplus  wor th  ment ion-  
ing, which could  h a r m  the  fore ign 
exchange  pos i t ion  of our  par tners .  

QUESTION: At  the  b e g i n n i n g  of 
1967 you  co ined  the  p h r a s e  "For- 
e ign t rade  as much as possible,  

expor t  surplus  as much as neces -  
sary  ". How can  we  pu t  this  p h r a s e  
into rea l  te rms? 

ANSWER. The  i m p o r t a n c e  of  
fore ign t r ade  for the  g r o w t h  of 
a n  economy  is wel l  recognised ,  
thus  the  a t t empt  to go af te r  as  
much ex te rna l  t r ade  as poss ib le  
canno t  be  disputed.  The  neces-  
s i ty  to l imit  the  expor t  su rp lus  
is not  qui te  so unde r s t andab l e .  
M a n y  people,  in  acco rdance  w i t h  
the  rules  of ind iv idua l  en te rpr i se ,  
would  say:  "Sure ly  the  g rea t e r  the  
expor t  surplus  the  bet ter ."  W h e n  
one  has  before  one, however ,  t he  
p ic tu re  of upse ts  and  disad-  
van tages ,  this  par t  of the  p h r a s e  
which you  h a v e  m e n t i o n e d  becomes  
clear,  too. Surplus  in  expor ts  as 
much as necessary ,  refers  to the  
s t ruc tu re  of our  b a l a n c e  of pay-  
ments .  W e  need  a surplus  in our  
expor t  t rade,  in o rder  to pay  off 
t he  defici t  of seve ra l  b i l l ion  M a r k s  
in the  ba l ance  of se rv ice  t rans -  
ac t ions  and  to e v e n  out  our  t r ans fe r  
account .  

The d e m a n d  for ma in t a in ing  the  
ba l ance  of fore ign t r ade  and  pay-  
men t s  does  no t  mean,  howeve r ,  
t ha t  equa l i s a t ion  of the  ba l ance  of 
p a y m e n t s  has  to be  s t r i ven  for  
e v e r y  year .  Occas iona l  m o d e r a t e  
surp luses  or defici ts  in the  b a l a n c e  
of p a y m e n t s  and  wi th  t hem inf lows 
and  outf lows of fore ign exchange  
are  b y  all  means  compat ib le  w i t h  
the  concep t  of b a l a n c e d  foreign 
t rade  and  payments .  W h a t  is 
dec is ive  is t ha t  in  t he  long r u n  
they  should  e v e n  t h e m s e l v e s  out  
ove r  the  per iod  of the  du ra t ion  
of an  economic  cycle.  

QUESTION: Do you  th ink  t ha t  
the  h igh  b a l a n c e  of p a y m e n t s  
surpluses  of the  Federa l  Republ ic  
could g ive  we igh t  to the  demands  
of fore ign count r ies  for a re- 
va lua t i on  of the  Mark?  

ANSWER: The  specu la t ion  o v e r  
the  poss ib i l i ty  of a r e v a l u a t i o n  of 
the  Mark  ought  to be  over,  s ince  
the  deva lua t ion  of the  p o u n d  
sterl ing.  The  Counci l  o1 Exper ts  on  
Economic Deve lopmen t  has  w o r k e d  
out  t ha t  deva lua t ion  of o ther  cur- 
rencies  in the  las t  few weeks  has  
added  b e t w e e n  3-4 pe r  cent  to the  
v a l u e  of the  M a r k  in i n t e rna t i ona l  

t rade.  
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