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INTERVIEW 

Inflation Worries 

in the Federal Republic of Germany 

Interview with Dr Helmut Schlesinger, Member of the Board of Management of the 
Deutsche Bundesbank, Frankfurt. 

Dr Schlesinger, prices are ris- 
ing rapidly, not only in the Fed- 
eral Republic of Germany but 
also in the other western indus- 
trial countries. In your view, 
what are the main reasons for 
the international inflation? 

Of course, inflation has a spe- 
cific national element in each 
individual country. However, if 
it is asked whether the price 
trend has a cause common to 
the whole world, the answer 
must, in my view, be sought 
primarily in the monetary 
sphere. It will be found that over 
the last few years international 
liquidity, and thus the monetary 
basis for an extension of nation- 
al liquidity, has greatly increas- 
ed. One factor alone, the US 
deficit, in 1971 contributed over 
$ 30 bn of additional inter- 
national liquidity. In 1972 the US 
deficit was more than halved, 
but it was still far too large. The 
money inflows resulting from 
this made it extremely difficult 
for most countries outside the 
USA to pursue a monetary pol- 
icy directed towards stabilisa- 
tion of the value of money, at 
least as long as they were tied 
to fixed exchange rates. 

234 

Do you believe that fol/owing 
a reform of the international 
monetary system, it will be 
easier to find a solution for the 
problem of world-wide inflation? 

Steps in the External Field 

That should really be the aim 
of a reform of the world's mon- 
etary system. However, in the 
meantime - and nobody knows 
how long this interim period 
may last -- other solutions will 
be needed to throttle as far as 
possible the inflation mechanism 
which we have been able to 
watch in operation up to March 
1973. 

The joint float by a number 
of European countries is one of 
the steps which have been taken 
to cut adrift from the world in- 
flation. The introduction in in- 
dividual countries, including the 
Federal Republic, of strict con- 
trols over capital movements is 
another step which helps indi- 
vidual countries to pursue a 
stabilisation policy oriented 
more definitely towards their 
own requirements. 

Do you see any other possi- 
bilities? 

Not in the field of internation- 
al monetary policy. Here the 
great task is indeed to reform 
the world monetary system - 
to be more precise, to move 
from the present situation which 
is a tangled affair of internation- 
al currency connections defying 
definition to a system which 
once more deserves this appel- 
lation. 

Specific 
InflaUon Elements In Germany 

You have made mention of 
specific national elements which 
are contributing to the inflation 
in individual countries. What 
specific element of this kind is 
there in the Federal Republic 
of Germany? 

The Federal Republic is es- 
pecially allergic to inflationary 
tendencies, in the economic 
sphere as well as in the mon- 
etary one. In the economic 
sphere this is so because the 
economy of the Federal Repub- 
lic has for years past been 
operating at the very limits of 
its productive capacity, a fact 
which is in no small measure 
due to the contraction of the 
supply of indigenous labour. 
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Under monetary aspects the 
Federal Republic finds itself in 
an especially difficult position 
because the D-Mark has on its 
past record for years been re- 
garded as a kind of auxiliary 
reserve currency; for this reason 
other countries are very keen 
to acquire DM-denominated as- 
sets in the Federal Republic. 
This is the cause of the special 
difficulties for a monetary and 
fiscal policy directed towards 
stabilisation in the Federal Re- 
public. 

Particularly intense efforts have 
been made of late by the Fed- 
eral Government and the Bun- 
desbank in order to achieve at 
least a measure of stability ".,n 
the Federal Republic. How do 
you assess these stabilisation 
efforts? 

The Chances 
of the Stabilisation Efforts 

I believe that the policy mix 
currently used in the Federal 
Republic - a highly restrictive 
monetary policy, on the one 
hand, and a wide-ranging fiscal 
stabilisation programme, on the 
other - gives us a chance to 
suppress the present tendency 
towards escalating prices and 
bring about a change so that 
after a while prices will rise 
more slowly. A necessary con- 
dition for this however is in my 
view that the stabilisation ef- 
forts should be continued for a 
relatively long time and in a 
highly restrictive manner. 

Do you agree with the critics 
who say that the stabi/isation 
programme of the Federal Re- 
public is unbalanced in that it 
hits investment in a very one- 
sided way compared with con- 
sumption, especially if the pol- 
icy of the Bundesbank is taken 
into account? 

In principle, I think, this ob- 
jection cannot be refuted. The 
measures taken have only a 
slight direct impact on private 
consumption. However it should 
probably be added that basi- 

cally any kind of anticyclical 
policy must be brought to bear 
on investment because the latter 
is a particularly dynamic ele- 
ment in a cyclical upturn. 

Despite the restrictive money 
policy pursued hitherto the ca- 
pacity of domestic enterprises 
to make use of credit does not 
seem to have been impaired. 
Can the high interest policy of 
the Bundesbank be further in- 
tensified? 

Intensification 
of the High Interest Policy 

Well, the term "high interest 
policy" may need qualifying. It 
is admittedly true that interest 
rates in the Federal Republic 
are at an unprecedentedly high 
level. But it is also true that the 
inflationary trend has never 
been as pronounced as it is to- 
day. If we compare the two, it 
is indeed not even quite certain 
whether the present interest 
level is really sufficiently high 
to act as a brake in the inves- 
tors' calculations or, expressed 
differently, whether it really con- 
tributes to a reversal of invest- 
ment planning by the enter- 
prises. For this reason a further 
rise of the interest level cannot 
be ruled out in the Federal Re- 
public. 

But I should like to return to 
the starting point for your ques- 
tion and add that while the ab- 
sorptive capacity of domestic 
enterprises for credit so far 
does not appear to have weak- 
ened, today's borrowings are 
actually the outcome of yester- 
day's investment planning. For 
this reason we cannot expect 
credit policy to exert an influ- 
ence for some little while yet, 
until the current alterations 
to investment plans lead to 
changes in the demand for 
credit. 

A domestic stabilisation pol- 
icy cannot be successful unless 
protected by external safe- 
guards for damping foreign de- 

mand. What possibilities are 
left to national economic policy 
in the European Community? 

External Safeguards 

I can fully subscribe to your 
first statement: a policy of sta- 
bility for the domestic economy 
requires external safeguards. 
Given progressive European in- 
tegration, it goes in my opinion 
without saying that such exter- 
nal protection can be provided 
only jointly - also in the mon- 
etary sphere. The present joint 
float by a number of European 
Community countries is such a 
protective device. So are the 
controls on capital movements 
operated in common though by 
different methods. 

I am therefore - also after 
the renewed DM revaluation - 
optimistic that we will reach 
within the European Community 
a better harmonisation and co- 
ordination of economic policies. 
The harmonisation of both the 
cyclical trends and the eco- 
nomic decisions based on them 
has to my way of thinking al- 
ready made more progress in- 
side the nucleus of the Euro- 
pean Community, i.e.: the old 
EEC countries - perhaps with 
the exception of Italy - than is 
sometimes assumed. And the 
conceptual aims do not by any 
means diverge as widely as was 
possibly still the case a few 
years ago -- to say nothing of 
the fact that even in regard to 
the inflation rates in the various 
countries the trend of develop- 
ment no longer shows any 
significant differences. Unfortu- 
nately, it must be said, prices 
in the Federal Republic have 
for years been developing abso- 
lutely parallel to those in France 
and other important neighbour- 
ing countries with which we are 
closely involved. To this extent 
there has thus been a harmoni- 
sation of trends, and we can 
also note initial moves of signif- 
icance towards the harmonJsa- 
tion of policies. 
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