
TOTALITARIAN "PROSPERITY"
WHERE DOES IT END?

BY WILHELM ROPKE

ECONOMIC collectivism of some sort or
another is gaining ground every-

where in the world. The somber impli-
cations of this tendency for the future of
our entire economic, political, and social
system must be clear to everyone who
realizes that economic collectivism means
economic dictatorship and that economic
dictatorship cannot be had without a
political dictatorship with all its well-
known comforts. We need no great
amount of insight and imagination to see
where this drift toward economic col-
lectivism is leading our civilization and
the inheritance of three thousand years
which it represents.

Were we to analyze the principal rea-
sons for this trend toward economic col-
lectivism we should find, in the strictly
economic field, no more powerful agent
than the mass cry for economic stabiliza-
tion and permanent full employment,
and the belief that these foremost and
quite comprehensible desires of our times
cannot be fulfilled any more within the
framework of the traditional market
economy with its regulating system of
prices, costs, profits, and private initia-
tive. Historical evidence seems amply
to prove that this traditional system is
incapable of achieving permanent full
employment. With all the greater fer-
vor the new experiments in maintaining
full employment on a collectivist or semi-
collectivist basis are being watched.

Here on the side of capitalism, it
seems, is disorder, anarchy, and slack-

ness, whereas on the other side of the
fence we find order and hectic activity.
True, nobody can be unaware of the in-
convenient fact that these assets have to
be bought at a heavy price-the loss not
only of economic but also of political
and spiritual freedom. He must be
rather naive who can believe that a rigid
and really efficient control of prices,
wages, profits, investments, consump-
tion, and foreign exchanges is to be had
without concentration camps, secret po-
lice, and the shadow of prison and death
above everyone. But if at this price
permanent full employment and eco-
nomic stability can really be bought how
many to-day would regard this as a
square deal and be prepared to pay the
price, especially as this means selling
something which is not fully appreciated
unless it is definitely gone? How many
would resist the temptation to which Esau
yielded?

In this situation we can do three things
to stem the mass movement toward col-
lectivism and totalitarianism:

1. We may point out the true value of
the price to be paid: we may remind the
people of the real significance of freedom
in its broadest sense and stir the imagina-
tion as to what it means to lose it. This
task of rekindling the flame of democratic
faith and of re-establishing the scale of
values which, after all, goes with Occi-

. dental civilization shall be left, on this
occasion, to the sociologist and the social
philosopher.
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2. We may shatter the belief that
economic stability is to be had only out-
side of the framework of our traditional
economic system, by showing the alterna-
tive possibilities compatible with the
essential features of this system. In do-
ing sowe are trying to smash the monop-
oly of totalitarian collectivism in offer-
ing permanent full employment at that
truly extortionate price, and to show
that the commodity can be had with-
out such an appalling waste of' :good
things.

3. The third and most aggressive
way is to show that the price for totali-
tarian full employment is, in all probabil-
ity, being squandered on an article
which, though showy, is of doubtful
intrinsic quality. In going this third
way we are putting the straightforward
question whether those who are im-
pressed by the maximum of economic
activity in totalitarian countries to-day
are not entrapped by an illusion that,
at last, the secret of "eternal prosperity"
has been solved. Is it not a case where a
kingdom is being paid for a horse which
is too outworn to carry us very far?
It is this question to which a tentative
answer will be given in this article.

Not so long ago it was Russia which
enthusiastic travelers were in the habit of
presenting to us as the model of a bump-
proof economic system destined to put
capitalism to shame. Now that, for va-
rious reasons, this model has lost most of
its attraction, Germany, under the new
totalitarian regime, has taken its place.
There is a very good reason for this, for
nobody can deny that the economic
policy pursued by this regime has, by a
clever combination of bold measures,
brought about in a few years a complete
absorption of the several millions of un-
employed and an unprecedented degree
of economic activity. After this record,
it is small wonder that the German sys-
tem of collectivist full employment has
gained some reputation even among
those who cannot be said to sympathize
with the Nazi regime, especially as the

real reasons for its undeniable successare
not everywhere fully understood.

In fact, there is no mystery about the
German system. What is more, it has
gained its reputation so far by its initial
successesduring its first phase-the easi-
est and the least problematical phase.
If a government is resolved to accept all
possible consequences it can hardly fail
to bring about a sort of artificial-one
might say "synthetic"-boom by replac-
ing the lacking private investments by
public investments, and by substituting
for a spontaneous credit expansion cor-
responding to private investments a
public credit expansion in which the
government appears as the main debt-
or. In doing so the government is pro-
viding the two main requisites of every
boom period-an increase of investments
and an increase of the national volume
of credits (debts)--consciously and by
force. Therefore, in its immediate effects
and in its essential mechanism, such a
synthetic and coercive boom is not al-
together different from a natural boom
of our traditional economic system.

There may even be cases where this
governmental initiative achieves that
aim which the expression "pump-prim-
ing" suggests: where it paves the way for
a natural boom and, after having ren-
dered this service, disappears into the
background. The circumstances must
be exceptionally propitious if this is
really to happen. Especially, every care
must be taken to preserve and enhance
the elasticity and spontaneity of the
private market and to create the general
atmosphere of confidence without which
no amount of pump-priming will suffi-
ciently awaken private investments.

If this hope of paving the way for a
natural boom by a synthetic boom fails,
however, only two courses remain open.
Either everything must be done to re-
vise the economic policy in favor of
business confidence and economic free-
dom, or else the governmental initiative
must assume full and permanent respon-
sibility for keeping up the economic
activity on its high level by making public
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investments and public borrowing a
pivotal factor of the boom definitely and
irrevocably.

This was exactly the choice before the
German government in about 1935. In
the beginning the idea was, in Germany
just as in a number of other countries, to
use the governmental initiative only for
the purpose of "pump-priming" (or of
"initial ignition" as the corresponding
German phrase went). But then it be-
came clear that the general conditions
were absolutely unsuitable for this pur-
pose. So Germany, in 1935, found itself
at the crossroads of business-cycle policy.

A definite decision had to be reached
as to whether a normal situation was to
be restored or the road to collectivism
was to be followed to its end.

At the end of 1938, France had reached
much the same crucial point; but the
real meaning of the new policy inaugu-
rated by Paul Reynaud is that that
country has been wise enough to take the
first road-restoring an essentially liberal
system and scrapping as many impedi-
ments to business confidence as possible.
There is no doubt that if France had not
done this last fall it would have been
compelled in the end to turn to complete
collectivism, with exchange control and
all its other paraphernalia. Then it
would have gone the way which Ger-
many, for political reasons, has had to
follow since 1935.

The example of Germany confirms the
belief that once this way has been chosen
a government is forced to take over step
by step the responsibility for the whole
conomic process until there is left hardly

v scope for private initiative. The
sive and contrived character of the
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a re-awakening of private ini-
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gantic become the 'schemes which the
government may undertake until, finally,
the fullest employment of the factors of
production is achieved and the previous
problem of unemployment is turned into
an equally serious problem of the short-
age of labor ("negative unemploy-
ment").

II

So far so good. But it is now, after
full employment has been achieved, that
the real problems and even dangers be-
gin. Up to this point the means for
the additional investments could be ob-
tained by credit expansion without in-
flationary consequences, since the idle
reserves of manpower and productive
capacity made it possible to increase
production as rapidly as the circulating
media increased. So far, credit expan-
sion is compensatory, not inflationary.
Moreover, the limits beyond which credit
expansion must not be driven without
the danger of inflation may be consider-
ably widened by a severe exchange
control, and by ruthless efforts to keep
down wages and prices. But although
the limits may be made elastic
they cannot be stretched indefinitely.
Sooner or later it has to be realized that
the ultimate limits of this policy have
been reached. Then we have an en-
tirely new situation in which three courses
are open.

The first course is to stop the wave of
investments and to run the danger of a
severe economic crisis which such a sud-
den stop is bound to involve. The sec-
ond course is to continue the credit
expansion, which now means inflation
pure and simple. The third course is
the most promising: to try to preserve
full employment without inflation, by
pumping the means necessary for further
investments out of the existing volume of
general purchasing power. This means
that, by force or persuasion, money has
to be taken away from the consumers.

Is this last course likely to lead to
stability? That is the question on which
everything hinges.
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As everybody knows, the making of
capital investments means the use of
productive forces for constructing new
factories, installing machines, or building
houses, instead of for producing con-
sumption goods. The more is being
invested the less can be consumed. A
nation has to save in order to increase its
equipment of machines, factories, and
roads.

But does the nation really have to
save? Or is it not conceivable that, un-
der certain conditions, the very increase
of investments, by bringing about pros-
perity in all lines of production, will
increase the national income so that now
even more can be consumed than before?
That is, indeed, not only conceivable, it
is actually the regular feature of every
business boom up to that point where the
idle reserves of labor and productive
capacities have been absorbed by the in-
creasing economic activity. These idle
reserves make it possible not only to
finance an increase of investments by
credit expansion but also to increase
consumption. We have here the rather
rare case of a cake which grows larger
precisely because we are eating it.
Small wonder, therefore, that this must
appear to most people an incom-
prehensible miracle. It is nevertheless
what happens during every boom period.
The idle reserves of productive forces
represent something like a fourth dimen-
sion, allowing all kinds of conjuring
tricks.

This idyllic stage, however, comes
definitely to an end after full employ-
ment has been reached. The fourth
dimension has disappeared, and now in-
vestments are openly rivaling consump-
tion. The magic cake has changed back
into a quite common one of which we
cannot eat a single slice and still have it.
The further investments which are being
made amount now to a real deduction
from what is available for consumption.

That is the reason why, from this
moment on, further credit expansion is
bound to have inflationary consequences,
since the rise of prices becomes now the

way to compel consumers to restrict
their consumption. We assume, how-
ever, that this is the course which the
government does not want to follow.
Then the restriction of consumption has
to be contrived by the normal means of
raising loans or of increasing taxes or of
both; in short, by persuasion or by force.
That is the point at which the German
government finds itself now.

What are the chances of arriving thus
at a state of permanent full employment?
In answering this question it must be
first admitted that the boom itself, how-
ever contrived and artificial, has by
increasing the national income largely
created the fund which may be expected
to pour out the higher tax returns or sav-
ings put at the disposal of the govern-
ment. For a while, therefore, no great
difficulties are to be anticipated. But
for how long? It is here again that a
fundamental difference between the first
"compensatory" phase of the boom and
the subsequent phase of full employment
has to be noted. Whereas, during the
first phase, additional investments really
made for easier money and capital
markets, now, on the contrary, they
mean a real tapping of the available
capital resources and therefore a tighten-
ing of the money and capital markets.
During the first phase investments were
part of the machinery of credit expan-
sion; during the second they are really
consuming credit. The first frosts of
financial tension will become noticeable:
The interest rate tends to rise, the stock
exchanges show an inclination toward
bearishness, the banks cannot move a
freely as before. And the appar
impossibility of doing anything to
these tendencies--except by infl .
whatever disguise-is bound to
first shake to the belief in
prosperity. There is no r
after these first frosts, the
follow some warm autu
no veritable inflation is
it is clear, however, that
going into the winter sea.

The problem which h
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now is simply this: Is it conceivable that
the total volume of purchasing power
may be tapped by taxes and loans to such
an extent as to keep up permanently the
investment activity of the boom? In
other words: Is it possible to restrict to
the necessary amount that part of pro-
duction which is catering to immediate
consumption? Can the workers, the
iron, and everything else be spared in this
part of the national economy in order to
be used for automobile roads, concrete
fortifications, and similar governmental
investments?
Now there would be no reason to be

pessimistic in this respect if the part of
total purchasing power which is claimed
by investments of that sort were reason-
able in amount and, what is more, repre-
sented a fixed percentage of the national
income. It is precisely here, however,
that the improbability lies. For a num-
ber of reasons known to every student of
the theory of business cycles, every boom
tends to gain momentum as it proceeds
until, in this snowball fashion, a break-
down becomes finally inevitable. Every
major wave of investments has the tend-
ency to grow by its own momentum,
since the increase of investments (con-
,struction, etc.) necessitates an enlarge-
ment of the industries supplying the goods
needed for those investments, like iron,
steel, coal, cement, machines, etc. The
scale of investments is growing, and as
long as the rate of increase remains con-
stant or is even increasing the boom can
go on. Vice versa: Even a mere slack-
ening in the increase of investments may
be sufficient to bring about a breakdown
of the boom.
Now it is obvious that investments can-

not increase for ever. Sooner or later,
jhe movement must of necessity come to a
halt; one must finally surrender before
the stubborn fact that consumption can
be compressed just so far and no farther.
It is easy to mount the horse of invest-
ments but difficult to get off, as this horse
has the unpleasant habit of going faster
~d faster. One must bear firmly in
DUndthat this must be true for each and

every economic system, the collectivist
as well as the capitalist.

III

All these are general considerations,
which give only the bare outline of the
most essential points. On purely theo-
retical grounds there will still be much
scope for discussion and dissension. On
the other hand, it is easy to exaggerate the
importance of theoretical niceties in view
of two facts which are aggravating the
situation enormously and which belong
inherently to the very essence of collecti-
vist full employment as being practiced
to-day in Germany.
One of these facts is the purely ex-

haustive and unproductive character which a
large part of the public investments will
have even under the most favorable cir-
cumstances. Whereas, during the first
"compensatory" phase of the boom, this
is nothing to be really alarmed about,
the matter gains an entirely different
aspect after full employment has been
reached and the shortage of labor makes
itself felt. Now, unproductive public
investments become a sheer waste. This
fact is likely to limit the possibilities of
prolonging the boom.
The same is true of the second aggra-

vating circumstance: the trend toward
autarky, which is the more or less inevi-
table result of a policy of collectivist full
employment pursuing its course regard-
less of foreign trade and the exchange
situation. The effect of autarky is even
more serious than that of wasteful invest-
ments. It is bound to set in motion
a new wave of additional investments
which tend to become ever more com-
prehensive and costly; and this waste is
bound to reduce still farther the fund of
capital and the labor reserves available
for total investments and thus for con-
tinuing the boom. The invariable na-
ture of autarky was well summed up by
an English economist at the beginning of
the eighteenth century: "The work which
is done by few may rather be done by
many." This means inevitably that the
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national fund of available commodities
will be correspondingly smaller, or that
more people have to work and to work
harder and longer, or both. In any
case, autarky will have a strangling in-
fluence on economic life. And, sooner or
later, the need for importing raw materials
will become a very dangerous problem,
which may jeopardize immediately the
policy of full employment.

To be sure, there is no gainsaying the
fact that the collectivist (totalitarian)
State has its own and powerful methods
for squeezing the utmost out of current
consumption and out of the labor reserves
of the country, and thus for prolonging
the boom to the ultimate limit. The
collectivist State can break all records in
raising taxes, keeping down wages,
lengthening the working day, speeding
up the tempo of work, and driving con-
sumers into a corner. And the col-
lectivist State can rightly boast of know-
ing the secret of how to mobilize by
coercion the last labor reserves.

It should be obvious that, seen from
this more fundamental point of view,
the actual financial difficulties of the col-
lectivist government are merely outward
signs of more deeply rooted calamities.
It is not without interest, however, to
give some special attention to them.
Now it has already been made clear that,
unless the collectivist government turns
to the ultima ratio regum of inflation, it will
be compelled to raise bigger and bigger
loans or levy higher and higher taxes in
order to feed the moloch of full employ-
ment. That the amount of voluntary
savings going into loans will prove sooner
or later to be altogether insufficient is
evident enough; every major boom in-
variably breaks down on account of this
essential deficiency. If the government
decides to feed the moloch by increasing
taxes, then the more it does so the more
savings will be diminished, and the worse
the prospects will become. I have al-
ready explained why this second course
-that of increasing taxes-can hardly
bring about a stable equilibrium. More-
over, as taxes are increased, what is left

of private initiative will become even less
willing and able to invest. The more,
therefore, the government puts the
thumb-screws of taxation on the business
world the more imperative it becomes
for the State to take over the collectivist
control of the economic process. In
this way the economic system will get
ever deeper into the mire of collectivism
without coming really nearer to the goal
of a stable equilibrium.

Summing up, we cannot help feeling
that the situation is discouraging from
a long-range point of view. It seems to
end in an impasse. Since such neat
conclusions, however, make one always
rather suspicious, we must ask ourselves
whether all possible outlets have been
really examined in an unbiased spirit.
Have we overlooked something? Why
should it not be possible, we are asked, to
lead back step by step this artificial
boom based on State investments to a
real boom based on private investments?
This may be rather improbable under
given political circumstances, but it is
certainly not impossible. Nor can it be
denied that such a change would be
highly welcome in more than one respect.

It is hard to see, however, how it will
solve the fundamental problem of getting
off the galloping horse of investments.
That is the point on which everything
hinges. All depends on whether or not
it is possible to reduce the investment
activity to normal without a crisis and
to stabilize it there. Weighing all the
arguments on both sides and taking
all possibilities into consideration, one
may say that, after collectivist full em-
ployment has run its course, a reduction
of investments to a more normal and
stable condition is hardly imaginable
without violent dislocations, heavy losses,
and painful disturbances.

That is exactly what, under capital-
ism, is called an economic crisis. But
after the State has assumed full responsi-
bility for the working of the economic
process, the breakdown of a collectivist
boom will be a much more serious matter
than the breakdown of a capitalist boom.


	Page 1
	Titles
	III 
	, 

	Images
	Image 1
	Image 2


	Page 1
	Images
	Image 1
	Image 2



