“high pressure economics.” Although
these phrases—coined by Wallich—are
not precisely defined by Hansen, they
seem to be euphemisms for “noninfla-
tionary” and “inflationary” policies.
Hansen prefers the second type of eco-
nomic policy. He summarily dismisses
the remarkable revival of West Germany
under “low pressure” (noninflationary)
policies—a fact not convenient to his
thesis—as being due to extensive state
enterprise, to a large governmental
budget, and to inflationary policies in
other countries which created export
markets for German goods. However,
Hansen has the facts wrong. On the
basis of the percentages of total product
produced in the public and in the pri-
vate sectors, next to the United States,
West Germany has the most individual-
istic economy of the Western nations.

If “high pressure” economic measures
are continuously taken by government,
inflation of the price level must inevit-
ably result. However, Hansen assures us
we need fear only “pure inflation,” which
he defines as a situation in which the
price level rises without any appreciable
increase in output. So long as the per-
centage increase in output exceeds the
percentage rise in the price level, all is
well. “It is not probable that we can
achieve in the next twenty years any-
thing like the growth of which we are
capable, without some moderate in-
creases in wholesale and consumer
prices,” writes Hansen (page 45). How-
ever, he does not advocate a monetary
policy to produce price inflation, and
he expresses the hope that full economic
growth can be achieved with stable
prices (page 49). There is a curious in-
consistency here. If price inflation is,
indeed, necessary to call forth maximum
output, then why should one “hope” that
price inflation can be avoided?

This whole line of reasoning ignores
(as I have pointed out elsewhere) the
fact that continual price level increases
over a long enough time generate pub-
lic expectations which alter public be-
havior in ways that curtail real output
and accelerate the rate of price increase.
In other words, an inflationary policy
must in the end reduce real output under
its full potential. However, maximum
growth of real output is consistent with
a stable price level only when there is
adequate mobility of economic resources
and adequate two-way flexibility of in-
dividual prices. The attack on the infla-
tion problem must rely not only upon
monetary and fiscal measures but also
upon antimonopoly, tax, international
trade, and other policies to increase re-
source mobility and price flexibility.

Nemw H. Jacosy
Graduate School of Business
Administration, University of
California, Los Angeles
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