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CHAPTER I

BACKGROUND

nation, is unfortunately not a quantity which can
be measured in tons or money or any other single
dimension. The concept is itself ambiguous, for the
strength available may depend to a very grcat extent
upon the purpose for which it is to be used. Strength
to raise standards of living does not nccessarily mean
strength of the sort which is effective in diplomacy;
still less, as the history of the past years has tragically
demonstrated, does it 1mply power to wage war.
The purpose of this book is to examine the economic
organization of the United States of America, and to
assess and explain its strength in the varied senses
of that term. Fortunately there is, underlying these
various senses, a common factor which simplifies our
task: the potential economic strength of a nation for
any purpose depends upon its ability to produce goods
and services, and this in turn depends upon its natural
resources, its accumulated wealth, and the number and
. character of its population. The ability to use this
potential strength for any particular purposc will
depend upon a variety of special factors—upon the
precise types of goods and services which its industry
is equipped to produce, upon the length of time avail-
able to transfer resources from one kind of production
to another, and upon the will, intelligence, and adapt-
ability of the Government, business, and labour. Our
first task is to examine America’s potential economic
strength, her power to produce goods and services in
9

ECONOMIG strength, whether of an individual or a
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general. In later chapters we shall consider her
ability to produce those specific goods and services
which are most useful for war purposes.

Now, ability to produce goods and services in general
is a difficult thing to measurc. Nations may be un-

_aware of their own strength in time of nced. If we arce
to avoid discussing the subject in vague generalitics
we must begin with something concrete: with the
goods and services actually produced. We can then
make some sort of estimate of the extent to which actual
production falls short of capacity.

The sum total of goods and services produced in a
country is called by cconomists the *“ national income .
It is a technical term, and there are difficulties in its
exact dcfinition which need not concern us. But the
underlying-concept is a simplc one, and we shall make
extensive use of it. All goods and services produced
are valued in terms of money, and the total values added
together. In order to make it possible to compare the
national incomes of different countries, or of the same
country at different times, goods are valued at the same
prices irrespective of where or when tney are produced.
In this book we shall usc the prices ruling in pre-war
Britain ! for this purpose, since readers probably have
a fairly clear recollection of what the pre-war pound

would buy.
Total national income is divided up among the people
who produce it. ““Income per occupied person” is

simply national income divided by the number of
occupied persons. By “occupied persons” in this
book we mean the total labour force—wage-carners,
salaried workers, farmers, and business men, whether
they are actually working or unemployed at any par-

1 More specifically, those ruling in 1937. It is estimated that
the 1937 pound is the equivalent of 55 of the “ international
units >’ used by Mr. Colin Clark in The Conditions of Economic

Progress.
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ticular time. National income can be interpreted as a
sort of rough measure of economic power; income per
occupied person as a measure of ¢ opulence .

In comparing the incomes of different countries it is
best to take the average of a number of years, because
in any single year some countries are likely to be
exceptionally prosperous or exceptionally depressed.
Graph 1 shows the average national incomes of a
number of important countries in the decade 1925-34,

250~ ; —
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1. National Incomes (1925-34 average) shown by the size of rect-
angle. Average income per occupied person is measured vertically,
the occupied population horizontally.

which affords a good basis for comparison, since it
covered, in every country, a period of prosperity and
one of depression. National income is represented by
the size of the rectangle, income per occupied person
by its height, and the occupied population by its
breadth. The United States is clearly, as some !
American politicians arc fond of boasting, the “richest
and most powerful ” economic unit in the world.
Its national income in this period averaged just short
of twelve thousand million pounds, as compared with
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four thousand million for the United Kingdom, 35
for Germany, 3-2 for Russia, and 2-3 for Francec.
If we exclude India and China, with their enormous
populations but undeveloped economies, for which no
reasonably comparable figures exist, no other nation in
the world has an income approaching these. The power
of the United States to produce economic goods and
services was almost as great as that of the next four
most important world Powers combined, and slightly
greater than that of the whole of continental
Europe.

The comparisons of income per occupicd pcerson,
represented on Graph 1 by the height of the rectangles,
show that Amecricans arc also the richest pcople in the
world, but that thcir superiority is nothing like as
marked as some of Hollywood’s productions might
suggest. Average income per occupied person was
£250 in the United States, as compared with [195
in Great Britain. The closest approach to the American
standard was found in the British Dominions.

Since 1934 therec has been a gencral increase in
national incomes as countries have recovered from the
great depression, and it has been accompanied by some
shifts in the relative incomes of different countrics.
Income per occupied person in Great Britain, Germany,
Australia, and New Zealand has increased more rapidly
than in the United States and Canada, largely because
of the continued existence of large-scale unemploy-
ment in North Amecrica. The 1937 figures for Great
Britain and the United States were £232 and 256
respectively, and it is possible that the New Zealand
figure was slightly higher. But, for rcasons alrcady
mentioned, the average for the 1925-34 decade provides
a better basis for comparison than any later year.
Actual output in the United States in the period since
1934 has fallen below potential output by a larger
percentage than in any other country. We tend to
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think that the uncmployment figure in Great Britain
in recent years has bcen high, but in 1937 the United
States, with three times the British population, had
six times as many unemployed, and millions on short
time. We can get some idea of ability to produce, as
opposed to actual production, by measuring income
per person working a full normal week: in the United
States in 1937 the fully employed worker produced on
the average goods and services worth £340; in Great
Britain, £260. This may somewhat exaggerate the
difference, because unemployed labour is less efficient
than employed, but the error is not large.

National income, even if we include the potential
production of the unemployed and under-employed,
is only a rough index of general economic strength,
and one very important reservation must be borne in
mind in comparing the areas in Graph 1. A very large
proportion of national income consists of goods and
services which are necessary for bare subsistence, and
which are not therefore a source of strength for any
other purpose. It has been estimated that the national
income of China is about the same as that of Britain,
but since almost all of it is required to feed, clothe, and
house 450,000,000 Chinese, the surplus available for
waging war or doing anything else is a fraction of
Britain’s. If, instead of comparing national incomes,
we could compare potential national incomes in
excess of what is required for subsistence, the superi-
ority of the United States would appear much
greater. .

This is shown most strikingly by figures for the pro-
duction of the commodities which people buy when
they have satisfied the more urgent needs of existence:
luxuries, or what were once considered luxuries;
and capital goods,! in which savings are invested. The

1 i.e., factories and other buildings, machines, railways, power
plants, etc. as opposed to money capital.
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luxuries are less important for war purposes; the fact
that Americans own 959, of the world’s bathtubs?
would not deter a would-be aggressor. But the
economic resources producing many luxuries could
easily be released and transferred to other work.
America produces over two-thirds of the world’s motor-
cars, which means that, starting from scratch, she
could produce airplanes, tanks, and army transport
vehicles on a larger scale in shorter time than any
other country. The capital-goods industries are more
directly relevant to a war economy, since they provide
the essential materials, tools, and power. No single
figure can summarize the strength of the American
economy in this field, but an indication is given by the
fact that, with 79, of thc world’s populauon, it produces
a third of the world’s coal, a third of its iron and steel,
60% of its oil, and generates a third of its clectric
power.

There is a widespread belicf that the high American
standard of life is a recent development. It is true that
American industrial development has been recent and
extremely rapid: in the nineteenth century American
industry was an unimportant satellite of Europcan
industry; by the 1920’s it had surpassed European
industry both in scale and in technique. It is also
true that as a result of the World War America ceased
to be a debtor and became a creditor nation. But these
twodevelopments, which seem so strikingand important,
have had surprisingly little effect in raising the level of
American income. The margin of superiority of the
American standard of life over the Europcan was more
marked in 1850 than it is today.

The development of income per occupied person
in the United States is traced in Graph 2, curve (A).
In 1850 its value, in pre-war pounds, was £143, and
it rose steadily, apart from a brief interruption due

1 See Plate VII, p. 65.



BAGKGROUND 15

to the Civil War, while the West was being settled.
By 1900 it had reached the high figure of £250, which
is approximately the level at which it stands today.
The reason for the high average income of the latter
half of the nincteenth century was a simple one: the
prosperity of the dominant industry, agriculture.
Amcrica was the first great overseas producer of
agricultural products to be developed, and for a time
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2. Income per occupied person in U.S.A. 1850-1937. (A) shows
income per employable person, (B) income per worker in a full working
weck. Loss of income through unemployment and short time, repre-
sented by distance between curves, has been a major problem since
1929.

she was able to sell them on Europcan markets at
highly remunerative prices. In the twentieth century
the rapid development of industry has done little
more than offsct the declining prosperity of agriculture.
There was some increase in average income during
the World War due to the absorption of the unem-
ployed, but it was more than lost in the post-war
slump. The transition from international debtor to
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Amcrica rcfused to ‘accept the imports by which her
credits could be repaid. From 1922 to 1929 there was
recovery and sustained prosperity for most scctions
of the community, and in 1929 American incomc per
occupicd person reached a new high, for America
and the world, of just under £300. But in the autumn
of the same year the Great Depression started, and
average income fell precipitately to 170 in 1932.
Recovery has been slow, and even in 1937, now
recognized as the top of a minor boom, income per
head was still well below the 1929 level.

This brief account of the development of the
American economy in terms of income per hcad is
in scveral respects misleading. Product1v1ty, as op-
posed to actual income, or production, was incrcasing
rapidly and fairly stcadily during the whole period
from 1850 to 1937. Productivity may be measured
in two ways: per week and per hour. Productivity
per worker in a normal working wecek is traced on
Graph 2, curve (B). It increascd, as a rule, even
during depressions, and in 1937 cxceeded (340,
higher than it had ever been in the past. The differ-
ence between this figure and income per occupied
person is accounted for by unemployment and short-
time working, which in America more than anywhere
else in the world has become the most pressing problem
of cconomic organization. Productivity per hour is
not shown on the graph; it has increased even more
spectacularly than productivity per weck. While
the latter doubled between 1850 and 1937, the former
increased threefold. The difference in this case is
not a problem of organization; it simply reflects the
desire of American labour, like English labour, to
take a part of its gain from increased productivity in
the form of increased lcisure rather than in a' larger
flow of goods and services.

international creditor had little or no cffect, because



BACKGROUND 17

In another respect this historical sketch under-
states the progress made by the American economy
in recent decades. Since 19oo there has been a great
increase in the variety of goods and services from which
consumers can choose. An  occupied person” in
1900 might have had an income which would buy as
great a quantity of certain 19,7 goods as an occupied
person in 1937 could buy with his income. But
there werc many goods available to the 1937 con-
sumer which no practicable amount of money could
have purchased in 1goo—motor-cars, wireless sets,
telephones, labour-saving household equipment, and
indeed most of the commodities which we tend to
think of as charactcristic of modern Amecrican con-
sumption. Wealth depends upon variety as well as
upon quantity, and income figures of the sort we have
quoted do not and cannot fully reflect this important
factor.

The increase in output, income, and productivity
which has taken place during the last hundred years
has been accompanied by great changes in the relative
importance of different industries and occupations.
Graph g shows the changes in the proportion of the
total occupied population engaged in the primary
industries, manufacturing, and the provision of services
since 1870. In this period America has rapidly
passed through all the stages of economic develop-
ment. At the end of thc Civil War it was still pre-
dominantly rural and agricultural. The industriai
revolution had just begun. _Over half the population
was engaged in the primary extractive industries—
agriculture, forestry, and fishing; and of these agricul-
ture was by far the most important. The American
standard of living was the highest of any nation, not
because America was more progressive, but because
the land was fertile and abundant, and the European

market had not yet been glutted by surpluses from
B (u.s.A.2)




18 AMERICA’S ECONOMIC STRENGTH

other overseas regions. America is still the leading
agricultural producer in the world, but the relative
importance of agriculture in the American economy
has steadily declined. From ?%0% a century ago,
and 54% in 1870, the proportion of the occupied
population engaged in agriculture fell to 239, in 1930.
During the depression of the ’30’s therc was a slight
increase as a result of unemployed labour turning to
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3. The changing pattern of American occupations.

subsistence farming, but there is no doubt that a
return of prosperity would further reduce the pro-
portion.

The development of American industry in the
narrower sense—manufacturing, mining, and build-
ing—was continuous, as measured by the occupation
census, until 1920. The proportion of the occupied
population engaged in industry is shown on Graph 3.
It increased from 23% in 1870 to a peak of 33%, in



BACKGROUND 19

1920, and has since declined to just over a quarter.
This development is entirely normal. The great
increases in productivity which we have already
traced were largely concentrated in manufacturing
industry; and it has become possible for a smaller
proportion of the population to produce more and
more things—stecl, motor-cars, and soap—per capita.
There is a limit to the number of things people want;
as their incomes increase they spend them in an
increasing proportion on services.

The provision of these services has accounted for
the other great shift in the distribution of the working
population. In 1870 less than a quarter of the oc-
cupied population was engaged in the service industries
—trade, transport, communications, and personal
and professional services. Today the proportion,
represented by the top two areas in Graph 3, has
doubled, and there is every indication that it will
continue to increase. Half the service employecs are
engaged in transport, communications, and wholesale
and retail trade; the other half in a very miscellaneous
and ill-defined collection of occupations—government
and administrative services, the hotcl, catering, and
personal service trades, the various professions and
near-professions, and domestic service. All of these
except the last, which is much less important than in
England and declining, are rapidly expanding. Their
relative prosperity in recent years has prevented the
unemployment problem from becoming catastrophic.

This, then, is the pattern of American occupations:
a bare and declining quarter engaged in agriculture
and other primary industries; another declining
quarter in mining, manufacturing, and building; a
third quarter, which may or may not have reached
its peak, in trade, transport, and communication;
and a fourth quarter, destined to become larger, in
supplying miscellaneous services. This occupational



20 AMERICA’S ECONOMIC STRENGTH

pattern differs from the British in only one striking
particular; here only 6%, arc cngaged in agriculture,
and 44%, in manufacturing, building, and mining.
If half thosc employed in manufacturing industry
were transferred to agriculture the proportions in
cach of the broad divisions would be the seme in Great
Britain as in the United States.

Figurcs of average income of the sort we have been
discussing conceal quite as much of the truth as they
revcal. Very few people rcceive the average income:
most rcceive less, a few reccive a great deal more.
There are great diflerences in income—bctween
individuals, occupations, and regions—and thesc are
as marked in America as in any other country.
The individual differences arc common knowledge:
America of the films is a land of millionaires and dis-
possessed, with the millionaires losing ground to the
dispossessed since the prosperous *20’s, and the picturce
is not unfair. The distribution of personal incomes
in the United States is almost as unequal as in Great
Britain.

The wide differences by occupations and regions
are not as gencrally appreciated. Onc might cxpect
from the rapidly declining proportion of the popula-
tion engaged in it that agriculture is the least profitable
of American occupations, and this is thc case, as
Graph 4 shows. American agriculturc is neither as
productive nor as profitable for those engaged in it
as the agriculture of Australia and New Zealand, and
little more productive than that of somc European
countries. The great depressed industries of England
since the World War have been coal, textiles, and
shipbuilding. These were depressed in America as
well, for similar reasons, but they wcre not as dec-
pressed as agriculture, nor did their depression affect
as many pecople. The great rise in agricultural prices
during the war (sce Graph 12, p. 83) led to an ex-
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pansion of production throughout the world, including
Europe, which had been America’s best market; and
prices have not yet recovered from their collapse in
the post-war slump. Even during the ’20’s, the greatest
era of American prosperity, mortgages were being
forcclosed and thousands of banks were failing in
the agricultural regions. Within agriculturc there are
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4. Average income by occupations, 1935. The height of the bars
- represents the carnings of fully employed persons.

important differences: citrus fruits and dairy products
arc profitable, and in the morc fertile regions of the
Middle West farmers do not live in penury. But in
many regions—particularly in the South and in the
increasingly arid rcgions of the Western plains-—the
plight of the producers of the great staple agricultural
products is, relatively to their more fortunate fellow
countrymen, a despcrate one.

When we turn to the other occupations—manu-
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facturing industry and the services—we find a very
different picture. .Productivity in American manu-
facturing industry is thc highest in the world—mbore
than twice as high as in Great "Bntam,nand ‘approached

only in the Dominions. The income of the quaTer
of the popu‘latmn cngaged in manufacturing, mlnlng,
and building is more than twice as great as the income
of the quarter engaged in agriculture, fishing, and

400
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5. Average wages and average incomes in Great Britain and U.S.A.

(1) Average wage-rates of comparatively skilled workers, 1930.
2) Average income per occupied person, 1925-34.
3) Average income per occupied person, 1937.

forestry. A striking illustration of these occupational
differences is afforded by Graph 5, which compares
American wage-rates and average incomes with the
British. In Britain, as in most industrial countries,
income per occupied person is about equal to the
average wages of fully employed skilled and semi-skilled
workers. But in America, while average income is
only slightly greater than in Britain, wage-rates are
more than twice as high. The average British work-
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man (skilled and semi-skilled) was carning just over
£3 10s. per week in 1930, thc average American
workman over £7; and the position of American
unskilled labour was relatively slightly more favourable.
Average American income is low, rclatively to the
British, because, unlike Britain, America has a great
impoverished rural population. In recent years the
gap between wage-rates and incomes in America has
widened because of the unprecedented volumc of
unemployment.

The profitability of providing services in America is
even greater than that of manufacturing. This reflects
the greatly increased demand for their provision in the
last two decades, and accounts for the stcady transfer
to the service trades and professions of persons from
other occupations. In the case of manufacturing it was
possible to attribute a large part of the profitability of
Amecrican industry to its high productivity. Whether
Americans are cqually cfficient in providing services is
much morc diflicult to say, because of the impossi-
bility, in most cases, of defining and measuring a
“unit > of service. In one ficld, however, that of retail
distribution, comparisons are feasible, for we can mea-
sure the number of goods delivered and the number of
man-hours engaged in delivering them. Here it is
clear that great progress in cfficiency has been made
during the last thirty years, due chiefly to the devclop-
ment of “ chain stores” (multiple shops); and that
American efficiency is far grecater than British.

The wide variations in income by occupations are
reflected in variations by regions which are only slightly
less marked. We are familiar with regional variations
in income in Great Britain: there arc depressed areas
and prospcrous ones. But by comparison with the
United States, thc British economy could be described
as uniform. It is customary for persons writing of the
United States to emphasize that it is not a country but
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a continent. Economically it is not a unit, but a
collection of _diversified regional economies.! It is
pos51blc to make, for cach of these, a rough estimate of
income per occupied person, and Graph 6 plots these
estimates together with the American and British
averages for purposes of comparison. The regional
differences are due in part to varying natural resources
and populations (Negroes arc numerous in the South-
cast, Mexicans in the South-west) ; but in the main they
simply reflect the varying proportions of persons en-
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6. Regional variations in income, 1937.

gaged in the more profitable and less profitable
occupations. Differences in standards of living are not
quite as pronounced as differences in income, for the
cost of living is lowest in the South-east, and highest in
California and the Pacific North-west.

The North-east—New England and the 1ndustr1al
states of New York, Pennsylvania, and New Jersey—
stands in much the same relation to the other regions
as England does to the Empire. It imports much of
its food from them, and most of its raw materials except

1 See Map, frontispiece.
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coal, and exports steel, machinery, and manufactured
goods. Agriculture is unimportant, and income per
head correspondingly high.

In most striking contrast stands the South-cast—the
“Old South ”—which, despite the devclopment of
textile and other industries in recent years, is still pre-
dominantly agricultural. It exports its staples—cotton
and tobacco—as well as lumber, coal, and crude oil,
and imports finished products. Its per capita income
is less than half that of the North-cast. That the
large Negro element in the population is not wholly
responsible is proved by the fact that hundreds of
thousands of white tenant farmers engaged in the same
occupation as most of the Negrocs arc able to earn
no higher incomes.

The Middle States, extending from Ohio to the
Western Plains, possess by far the best balanced of the
American regional economies, and the only onc which
is reasonably sclf-sufficient. Its agricultural land is
fertile, and much of it is devoted to the more profitable
types of agricultural production, such as dairying. Its
pattern of occupations corresponds closely to the
American average, and its per capita income is slightly
higher.

Lying beyond the Middle States is the Great Plains
region of Kansas, Nebraska, and the Dakotas, and west
of this is the Rocky Mountain region. Comprising more
than a quarter of the total area of the United States,
these areas support 5%, of the population on something
like 49, of the national income. The principal products
are all primary—minerals, livestock, and grain, much
of the latter grown on arid land which during the
drought of the 1930’s has become unsuited for
cultivation.

The South-west—West Texas, Oklahoma, New
Mexico, ad Arizona—is a similar region. Petroleum
is its gr xport industrv. with livestock and mining
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subsidiary. Cotton, citrus fruits, and winter vegetables
are grown in the relatively small areas where rainfall
is adequate or irrigation possible.

California is a region in itsclf, with a per capila in-
come higher than any other, and almost half again as
high as the American average. The explanation is
only in part occupational, in the broad scnsc in which
we have been using the term. It is largely due to the
fact that within cach of the occupational groups
California concentrates her efforts on the newest, most
cxotic, and profitable sorts of production. Her im-
portant agricultural crops are citrus fruits, winter
vegetables, and wine grapes.  Her important industrics
arc the cinema and aircraft. Her important mincrals
are petroleum and gold. Her scrvices are “ exported
to tourists, and consumed internally by hundreds of
thousands of wealthy and middle-class people who have
rctired to California from all parts of the country,
taking with them their accumulated capital and its
annual income.

The Pacific North-west, consisting of Washington,
Idaho, and Oregon, is an cxample of a region engaged
chicfly in primary production of a fairly profitable
type for which its natural resources are idecally suited.
Its principal cxports to other regions are lumber, its
by-products, wheat, and apples; and it is able, despite
the dangerous lack of balance in its cconomy, to secure
an income somecwhat in advance of the national
average.

It is clear from this brief review of occupations and
regions that there is nothing uniform about Amecrica’s
economic superiority. The quarter of the population
engaged in primary production are not strikingly more
successful in their economic endeavours than people in
similar occupations in Europe, and a go%tl dcal less
successful than those in the Dominions, where extensive
agricultural production is pessible in even mure favour-
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able circumstances. Therc are exceptions to this
statement: some agricultural crops in some regions
yield high rcturns. But in gencral the factors which
make the American cconomy the richest and strongest
in the world must be sought clsewhere.

These factors operate most conspicuously in the field
of manufacturing industry, where the productivity of
labour is much greater than in any other country.
They arc also to be found in mining, and probably,
although the facts arc not clear, in the provision of
certain important services.

The rcasons for the greater productivity of American
labour in these industries are numerous and their inter-
relations arc complex. They are environmental,
social, and political in character, for the racial com-
position of America differs so little from that of Britain
and Western Europe that it is futile to search for
explanatiom in that dircc tion

thc Dommlons “and South Amcrlca, were rcspormblc
for the early achievement of a high standard of life in
America. We shall examine these resources, or what
is left of them, in the next chapter. The indirect
eflects of these resources on the quality of labour and
the accumulation of capital arc now even morc
important thar the resources themselves.

A great deal of nonsense has been talked about the
American doctrine of high wages which is associated
with the name of Henry Ford, but it is probably true
that much of the encrgy, the adaptability, and the
resourcefulness of American labour is due to the fact
that it has in- the past been pald more than la.bour in

* forced
but the

makc wage-rates attractive;
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effect of paying it more is that it is now still more
productive.

This early high standard of life also made possible
the accumulation of capital, in the form of railways,
machines, and factories. People with high incomes
tend to save and invest a larger proportion of them,
and therc werc fewer cxceptions to this rule in the
Victorian age, which was America’s as well as Eng-
land’s, than there are today. And the accumulation
of capital, once started, is cumulative, for by increasing
productivity it increases surpluses for further invest-
ment. A major part of the explanation of the greater
productivity of American labour today is that each
labourer is working with more capital—more machines,
more mechanical power—than the average labourer
of any other country.

There are also non-economic factors which are no
less important becausc it is impossible to measure
them. Amecrican business men, as well as American
labourers, arc readier to adopt new methods, more
impatient with conventions and reguiations, than their
European counterparts, and much more so than their
British counterparts. The development of the western
Tontier and the psychological attitudes which it
rreated are probably largely responsible; and, going
farther back, the fact that America was settled by
immigrants from Europe who hated tradition in most
of its forms. Some new indigenous traditions have
since grown up, but most are still fluid, and not restric-
tive of business enterprise. Nowhere in the world has
the task of the trade union organizer, or the organizer
of industrial cartels, been beset with so many difficulties,
and, until very reccntly, achieved so- httle success.
Nowhere in the world is so much spenggon industrial
-esearch for new products and new pro&#ses.

No account of the factors which contribute to
America’s economic strength would be complete, how-
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ever, without the greatest stress bemg placed on the
fact of pohtlcal and economic union. America is
not strong because each or some of the reglons which
we discussed contain elements of strength; it is strong
because each is able to contribute to the others and
the whole. Without unity the North-east would be an
England, the South-east a Poland, the Middle West a
Germany, and the Far West a Siberia. That this has
not happened is due to two events which occurred at
the end of the eightcenth century: one primary, the
at}g_p_txon of the Federal Constitution; the second
subs1d1ary, the 1nclu510n in that constitution of an
economic clause entrustmg “the Federal Govcrnmc:nt
with the regulation of interstate commerce, and for-
bidding the Statés, to levy tariffs on it, The Federal
Governnient’s regulation has, for the most part, taken
the form of active encouragement: it subsidized the
carly rculways by grants of land, and has spent large
sums in the 1mprovement of through highways and
the development of air transport. Important pro-
ducing interests in some States have persuaded their
legislatures to attempt to circumvent the ban on inter-
state tariffs by various subterfuges: the depression of
the 1930’s marked the appcarance of inspection
stations at state boundaries ostensibly to prevent the
import of infected produce, and of a spate of excises on
goods competing with the staples of the states levying
them. But the total effect of these measures has been
small. The Federal Constitution succeeded in creating
the greatest area of free trade in the world, in which an
extensive, if not perfect, division of labour enabled
each region and each state to specialize in the produc-
tion of the goods which it was best suited to make, and
which made possible the utilization of the nation’s
capital for the efficient manufacture of commodities
on a mass production scale.







CHAPTER 1I

NATURAL RESOURCES

ATURAL resources were once the chief basis of
N America’s cconomic strength.  This is no longer

true, partly because of the rapid advance of
industry, partly because the resources have been ex-
ploited with carelessness and waste. This chapter
will examine the present state of America’s resources—
her land, forests, minerals, and natural power—and
the agricultural and extractive industries directly
cngaged in developing them.

In the nineteenth century the abundance of fertile
land in the East, the Middle West, and the South
gave the American farmer and plantation-owner a
great advantage over their Old-World rivals, and, as
wc have seen, the production and export of vast
quantities of basic agricultural products—grains and
cotton——largcly accounted for the remarkably "high
American “standard of life. America still produces a
largcr agrlcultural output than any other country,
but in every other respect the situation has altered.
The opening up of new territory in Canada, South
America, and the Pacific, much of it better suited
than most American land for the staple crops, and
the growth of ‘“ autarchy ” in Europe in recent years,
have largely destroyed the foreign market for American
produce. At the same timec the remarkable progress
of manufacturing industry, the shift in demand from
things to services, and improvements in agricultural
technique which have enabled fewer farmers to supply
the needs of an increasing population, have made
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agriculturc_the_least _remuncrative of all the major

pranches of American industry. The quarter of the
population ciigaged in agriculture reccive today only
15%, of thc national income. Since 1930 about 27%
of all farms have been subject to foreclosure and
forced sale.

Concepts based on the position in the nineteenth
century still persist, and the decline in the rclative
standing of American agriculturc is not generally
rcalized. American farming, on the avcrage, is not
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7. The agricultural productivity of selected countries. Total pro-
duction in each country, valued at average American prices 1925-34,
has been divided by the number of men engaged in agriculture.  Dutch
productivity is about the same as Danish, French and German about
the same as British. The Polish figure is representative of peasant
productivity.

efficiently conducted. Graph 7 mecasures the rela-
tive output per man engaged in agriculture in a
number of countries. American productivity is far
below that in newer regions, and little higher than
that of Western European countries. This may be
surprising to those whose acquaintance with American
agriculture is limited to pictures of vast grain-fields
and spectacular modern farm machinery. Both exist:
but the typical American farm is small, and uses no
power except the muscles of men and animals.

There are several reasons for the poor showing of
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American agriculture. Onc is that America no longer
possesses much good agricultural land in proportion
to her population. She has perhaps 4% or 5% of
the world total, which is less than her share and
much less proportionately than that possessed by the
Dominions and the Argentine._ For this the Amcrican
farmer can blame his ancestors, who depleted the
virgin land by intensive cultivation of single crops,
did nothing to restore its fertility, and permitted the
wind and the rain to erodec much of the topsoil which
rcmained.

A second reason for the inferior productivity of
American agriculturc is the continued usc of anti-
quated methods of farming. Farmers are everywhere
conservative, and although the American farmer likes
to think of himself as a modern business man, and is
popularly supposed to be more adaptable than the
farmers of Europe, the fact that farming mecthods
were developed at an carly stage in American history
still has a depressing effect on average productivity.
Millions arc spent each year by thc Department
of Agriculture and by the agricultural institutes of
American universitics in attempts to improve mcthods
and cducate farmers in their use, but lack of imagina-
tion and lack of capital have proved powerful cnemics.
Today only 14% of American farms havc tractors,
169%, electricity, and 199, motor lorries. Holland and
Denmark arce special cases of old agricultural countries
thoroughly and intelligently organized for the pro-
duction of certain products for which they have
special advantages; ncvertheless their agricultural
productivity is even lower than that of the United
States.

In part the explanation of Graph 7 lies in the
misleading computation of an average for the whole
of the United States. Regional and individual differ-
=nces are striking. It is again the Old South which
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is largely responsible for the lowness of the average.
With half the total farming population, it produces
only 309% of the farm income. Its farms are the
smallest in the country (71 acres is the average size) ;
it has suffered most from crosion (45% of all eroded
land is in the South-east); its methods arc the most
primitive (2:4% of Southern farms have tractors,
compared with 149, of all farms) ; its ratio of tenancy
(about 50%,) is higher than that of any other region,
and increasing. Over a million tenant farmers, and
five times as many persons, most of them white, using
no capital and too little land, eke out an existence
from cotton or tobacco which would be considered
inadequate by an unemployed labourer in Western
Europe.! -Many arc “ sharecroppers’’, paying their
rent with a percentage * share” of the crop. It is
no wonder that the South has comc to be known
in_recent years as Americas < No, 1. economic
problem.

‘Another submarginal agricultural region, but of a
different sort, is the semi-arid western part of the
Great Plains, where the expansion of acreage resulting
from the World War took place. This region should
never have been ploughed. Its moisture has always
been inadequate, and the destruction of grass further
reduced rainfall and lowered the level of the sub-
surface water. The drought of the last ten years has
made what might have been reasonably good pasture
an croded, depleted * Dust Bowl ” (see Plate III).
From it the best surface soil has blown to the Middle
West in great dust-storms, which have been one of the
most spectacular sights on the continent in recent
years—the only one of which Americans are not
proud. The ruined farms are slowly being aban-
doned, and many of the farmers have, like the * Okies »’
of Steinbeck’s Grapes of Wrath, joined the migrant

! See Plate II, p. 25.
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agricultural labourers in California. The 1940 census
shows that the States in the tier from Oklahoma to
North Dakota were the only ones which declined in
population during the preceding decade.

By contrast, the grain and dairy farms of thc Middle
States are reasonably prosperous. Thirty-three per
cent. of the farm population lives here, and produces
40%, of the farm income. But by far the most pros-
perous farmers live in California, where the per _capita
farm Income Is four times the national average, and
higher than anywhere else in_the world. California
farrgs _are large; many are “ capitalistic” both in
their methods and their organization. The principal
products are citrus fruits and winter vegetables,! which
are ‘*“moncy > crops, suitable for large-scale produc-
tion with seasonal hired labour. Farm income is
badly distributed, for the pressure of migrant labour
from other regions has enabled owners to pay low
wages.

There has been some increase in the productivity of
American agriculture, although it has been much less
spectacular than in the case of manufacturing industry.
Between 1900 _and 1930 the number of persans engaged
in agriculture increased by a tenth, while agricultural
production increased 50%. In recent years the gains
in productivity have been of a rather odd sort.  Yields
per. acre of the major crops, which were always low,
have declined slightly, due to eroslon and depletion
of the soil. But there have been shifts from less
profitable to more profitable crops—from wheat to
maize, from grains to fruits and vegetables, and from
beef-cattle to dairy-cattle and pigs. At the same time
net output of grains has increased as tractors have
replaced horses and mules; and improved mecthods
and strains have increased the amount of meat and
milk produced from a pound of animal fecd.

1 See Plate I, p. 23.
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The consumption per hcad of foodstuffs has been
remarkably constant since 1900 at a level about cqual
to that of Sir John Orr’s optimum.”’ _diet; i.e., one
which furnishes all the essential calories, vitamins, and
mincrals. The very uncqual distribution of income,
however, means that cxcessive consurption by cer-
tain classes is balanced by malnutrition among the
unemployed and the impoverished agricultural pro-
ducers. There have been important shifts in con-
sumption since 19goo within the total, corresponding
to the shifts in production alrcady mentioned. The
characteristic and the most important American food
is milk: the milk bar of thc * corner drug store ™ is
the American substitute for ¢ ¢ pubs” and fish-and-chip
shops (c onsumptlon per head was 12:5 pints a weck
in 1900, and has since increased to_13 (the British
average is now 4-1). The consumption of meat, high
by European standards in 1900, has sincc remained
roughly constant at 2-7 pounds; but the consumption
of cereals has fallen from 7-3 pounds to 5. Consump-
tion of sugar has increased by 50%. The total con-
sumption of fruit has remained roughly constant, but
citrus fruits and grapes have replaced apples; and the
same sort of shift has occurred in the consumption of
vegetables, whcre potatoes have been replaced by
peas, beans, tomatoes, lettuce, artichokes, avocados,
and asparagus.

America still produces for export a surplus of a
few agrlcultuml products. ,(Cotton and whédt are
the most important, and maize, tobacco pcﬁ*k, and
friits arc next. Imports, on a value basis, arc now
somewhat greater; the most important, in order,
being coffee, sugar, silk, rubber, bananas, cocoa, wool,
linseed, hldes and ___ts:a Pcrhaps thc most important
Lo—Tusmn, from our point of view, is that Amecrica

l§__s_g_u_g_l_rl19_s_§_s,cl£suiﬁclen-t—+n foodstufls, and largcly

self-sufficient in the agricultural raw materials; and
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that the deficiencies, with the exception of rubber and
possibly silk, can be made good from ecasily accessible
regions in Latin America, or are non-cssentials.

Possible exports are not unimportant. Production
of many staples has been limited or reduced as a
deliberatec policy of the Federal Government since
the beginning of the dcpression (see Chapter V),
and if markets or necds arose could be quickly cx-
panded. Graph 8 shows current production as a
percentage of world production. The U.S. still pro-
duces the bulk of the world’s cotton, could produce
much more, and has a year’s output in stocks. It is
still the leading producer of dairy products and
maize, and ranks second or third in many other
s /Rles, including wheat _and meat. Production of
these, too, could be incrcased, and the carry-overs of
the grains are very large.

Forestry, like agriculture, is an industry the relative
importance of which has been declining. Production
of lumber and other forestry products in the past has
becn enormous, due largely to the demand for wood
as a building material. Annual cuttings have ex-
cceded annual growth, and there has also been care-
less waste of forest resources in cutting and clearing.
It is estimated that half thc continental area of the
U.S. was once in trees; today the proportion is under
a quarter, and only half of this represents forests
suitable for timber. The long-run position is not as
unfavourable as these figures might suggest, however,
because the use of wood in construction has been
declining since the early years of this century, and
will probably continue to decline. Wood is a suitable
building material for a new community, which must
ercct large numbers of houses quickly and cheaply,
byt it is in many respects inferior to stone, metals,
brick, and cement. As the demand for lumber for
building has declined the demand for wood-pulp for
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making paper has increased, but since the kinds of
trees most suitablc for pulpmg are not grown exten-
sively in the States, it is necessary to import more
than half the amount required, chiefly from Canada.
Exports and imports of other types of wood are small,
the imports consisting of tropical and other special
types for non-essential uscs.

The known mineral resources of the United States
far surpass those of any other comparable arca of the
world. Of the eighteen major metals, the U.S. ranks
first in the production of eight; and together with
the British Empirc controls over two-thirds of the
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8. The U.S.A. proportion of world output of important agricultural
and mineral products 1937. The U.S.A. has about 7Y%, of the world’s
population and area.

total mineral output of the world, including a high
proportion of each essential mineral. There arc un-
developed arcas in South America and Africa and
the U.S.S.R. which may possess great mineral re-
sources; but for the next decade or so the power of
coal, iron, petroleum, and copper will contribute
more to the strength of the American economy than
to that of any other conceivable political unit.

The proportions of world output for which the
United States was responsible in 1937 arc shown
in Graph 8. In this year American mines and
wells were operating well bclow capacity. Never-
theless, of the four major mincral and fuel products,
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they produced 389, of the world’s iron, 379, of its
copper, 34% of its coal, and 62%, of its petroleum.
They also produced 309, of the world’s lead and
zinc, supplics of aluminium, sulphur, phosphate, and
potash suflicient for American use, and gold and silver
in quantities for which no use cxists. The only import-
ant shortages were of nickel, tin, mercury, and some
of the steel alloys—manganecse, chromium, antimony,
and tungsten. The war-time problem presented by
these shortages will be discussed later in the chapter
on the War Industries.

Minerals and fuels are of vital importance in modern
industry, and a major source of American strength,
but the total number of people engaged in extracting
them is small. The proportion of the employed popu-
lation engaged in mining increased steadily from almost
nothing at the beginning of the nineteenth century
to a peak of 2:6%, in the decade 1910-20. The pro-
portion fell slightly during the 1920’s for the samc
reasouns that the proportion in manufacturing industry
fell—a shift in demand from things tc services, coupled
with increased efficiency in the production of things.
The depression has accentuated the fall, since mining
contributes largely to the capital-goods industries, and
in 1935 it was estimated that the proportion in mining
of persons actually at work was less than 29%,.

Although American mines produce a very large
proportion of the world’s supplies of minerals and
fuels, these are not normally exported in quantity;
American industry consumes similar proportions. In
most cases, however, production could be expanded
well above present levels and a surplus made avail-
able to meet exceptional domestic or export demands.
Coal production since the World War has fluctuated
between 400 and 600 million tons; but it has been as
depressed as the British coal industry, and could expand
output to at least 700 million tons. The practical
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capacity of the pig-iron industry is about 45 million
tons, which is well above the output of recent years.
The bar on Graph 8 rcpresents a 1937 output of
about 37 million tons. Domestic iron ore and scrap
could, if necessary, provide the whole of its require-
ments for capacity production. The copper mines
have suffered severely in the last decade from the
dcpression and the loss of export markets; their out-
put in 1929, while less than capacity, was 56%, greater
than the 1935 39 average and 20%, grcater than in
1937. FEven in the case of petroleum a considerable
cxpansion of output would be possible if present
schemes designed to limit production were suspended
and new drilling intensified. Some idea of what
might be possible can be gained from the experience
of the last war, when the production of minerals was
expanded by somcthing like 25%, above the levels of
1913-14, which were relatively prosperous years. A
great cxpansion of production occurred during the
prosperous ’20’s despite stationary employment figures,
and the 1929 output was a third higher than the war-
time peak. Actual production has since been much
lower, but capacity has not been much affected, and
therc is no doubt that it could be raised in case of
necessity above the 1929 figures.

The principal raw fuels, in addition to coal and
petroleum, are natural gas and water-power. Natural
gas is a by-product of the petroleum industry, and is
extensively used only in the United States. It is piped
for hundredsof miles from the wells to industrial centres,
where it makes an ideal fuel for domestic and industrial
uses. America is not particularly well endowed with
potential water power compared with some other
countries, although much better cndowed than either
Britain or Germany. But many dams have been con-
structed since the World War, and water now provides
about 8%, of the nation’s total supply of power.
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Even in the depression decade there have been the
spectacular developments at Boulder Dam! and on
the Tennessee and Columbia Rivers.  Further develop-
ment will probably not be rapid, because most of
the potential power at present unutilized is in regions
remote from present markets. It is, in any case,
unnecessary to do so, since the present supply of
fuels together with the unutilized capacity of coal
mines and oil wells could provide more raw fuel than
existing plants could possibly consume.

1 See Plate VIII, p. 8q.



CHAPTER I1I

MANUFACTURING INDUSTRY

facturing industry is its productivity. The number

of persons employed in it is less than twice the
number similarly employed in Great Britain, but the
total output is scveral times as great.

It is possible to compare productivity per person
employed in different countries, as we did in the case
of agriculture, by valuing both products and the raw
materials used in making them at the same prices for
all countries. *‘ Valuc added by manufacture > is the
difference between the value of the products and that
of the raw materials, and this divided by the number
of persons engaged (wage-carners, salaried employees,
and employers) gives us an index of industrial pro-
ductivity per head. In the United States in 1935
value added by manufacturec amounted to about £430
per person engaged in manufacturing industry (in-
cluding construction and mining). In Great Britain it
amountcd to less than [£180. Accurate figures for
other countries arc not obtainable, but it is probable
that Great Britain is, in this respect, representative
of most other manufacturing countries. The Canadian
figure would probably be much the same as the
American, and New Zealand’s not much lower; but
the Australian is slightly lower than the British, and the
same is probably true of the manufacturing countries
of Western Europe, with the possible exception of
Norway and Sweden.

This comparison somewhat exaggerates the difference

THE most remarkable fact about American manu-
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between the efficiecncy of American and British in-
dustry: it mecasures value added by manufacturc per
person dircctly engaged, without making allowance for
persons indirectly engaged, e.g., in making the capital
goods which are being used up, and in supplying
various legal, accounting, postal and other scrvices.
Payments to this ““indircct ” labour amount to about
onc-third the total valuc added by manufacture in the
United States, and to a much lower proportion in
England, where complete figures arc not available.
But it is obvious that an adjustment for this factor could
not reduce productivity per hcad in American manu-
facturing to less than double the British level.

This is a striking conclusion, but there can bc no
doubt that it is correct. Wherever it is possible to
measurc directly in physical units thc output of
industry in the two countries, as it is in coal-mining,
stecl, flour, tin plate, etc., this marked disparity is
found, the Amecrican workman producing from a
fraction morc to four times as much as the British.
Further confirmation is provided by the average wages
in manufacturing industry (Graph 5, p. 22).

The rcasons for the superior cfficiency of American
industry have been mentioned briefly in the first
chapter; although it must be admitted that no
entirely satisfactory explanation has ever been given.
Here we shall ignore the more fundamental * non-
economic >’ factors, although these have doubtless
been of some importance, and concentrate on three
immediate causes: the first is the greater amount of
capital in the form of machinces and encrgy which
the American worker has at his disposal; the sccond,
which is distinct though not unrelated, the larger scale
of American production; and the third, the technical
progress of recent years, which has been more pro-
nounced in Amecrica than in Europe.

The extent to which the machine increases the output
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of labour varies a great dcal from industry to industry.
It has becn found least effective in the production of
furniture and clothing; in numerous other lines it
has incrcased the efficiency of labour tenfold and
more. Much also depends upon the type of machine.
Motor-cars were produced by machine methods from
the first, but the introduction of the moving asscmbly
line resulted in a further marked increasc in output
per workman. Much of the increase in cfliciency of
Amcrican labour since the beginning of the century,
which is estimated at something like 250%, and much
of the supcriority of American manufacturing efficiency
over that elsewhere, can be accounted for by the fact
that machinc methods are more generally used in
America now than cver before or in any other country,
and that the machines used are, in general, more
claborate and intricate.

It is morc difficult to measure capital than any of
the other quantities with which we have been dealing.
The best we can do is (1) to estimate the total value of
tools, machines, and factories, making allowance for
changes in prices; and (2) to estimate the mechanical
encrgy consumed by the machines. It is clear that
these two mcasures need not give the same result.
Normally onc would expect them to increasc or decrease
together, but there are some quite intricate tools which
use no mechanical power, and the ratio of capital
value to power varies greatly from one type of machine
to another. Graph 10 (p. 54) shows that the value
of capital used in American manufacturing industry
and the amount of power consumed have followed very
different courses.

The accumulation of capital in Western countries
during the last century has passed through scveral
fairly well-defined stages. In the first, in the case of
new countries, farms are equipped with buildings
and stock; this is what was happening in America up
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to the Civil War.  In the second the railways are built;
this stage, in America, lasted until about 18go. In
the third stage industry is equipped with factorics,
tools, and machines; Graph 10 shows that this was
accomplished with remarkable speed between 1890
and 1920. In the fourth, represented in America by
the 1920’s, new capital investment takes the form of
residential and commercial buildings, public utlhty
plants, highways, and other public works. The 1930’s,
in America, have been so depressed that almost no
new private investment has been undertaken.

Graph 10, curve (A), traces the accumulation of
capital in manufacturing industry, which has increased
something like fourfold since 18go. Almost the whole
of the increase, however, occurred before 1920. Since
then industrial progress has assumed new forms.

Curve (B) traces the changes in the capacity of
industry’s ‘ prime movers "—steam, internal com-
bustion, and electric. This capacity has increased
steadily since the first Census of Manufacturing in
1879; and the increase since 1919 has becen at an
accelerated rate. Graph g shows that over half the
encrgy consumed in the world is consumed in the
United States; on a per capita basis consumption in the
United States is almost four times as great as in Great
Britain and almost six times as great as in Germany.
This is partly duec to the fact that one person in five
in the United States possesses a high-powered motor-
car, and uses it extensively. But mechanical energy
is also more widely used in manufacturing, where
horsepower per worker is about twice what it is in
Britain. The increase in the use of power in America
has been marked in all branches of industry; since
1899 its use in textiles increased by 789, in iron and
steel by 158%,, and in non-ferrous metals and chemicals
by over 250%. At the same time the type of power
used has changed; over half the total capacity of
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prime movers is now supplied by electric motors,
which are much more effective than steam for many
kinds of industrial opcrations.

Closcly related to the extensive use of machines and
power is the sccond factor accounting for the high
productivity of Amecrican manufacturing industry;
viz., the large scale of operations. Machinery and
mechanical power cannot be used cconomically where
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g. Consumption of cnergy from coal, oil, gas, and watcr-power
1937-39- (A) shows the proportion of total constpnption in different
countries and arcas. (B) shows cnergy consumption per head of the
population.

production is on a small scalc; some of the most
productive types of machinery, such as the conveyor
belt, cannot be used economically except where the
scale of production is enormous. The huge internal
Amecrican market, almost entircly free from obstacles
to inter-statc and inter-regional trade, has made possible
the development of large-scale production; and the
possibility of large-scale production, coupled with the
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availability of capital, has resulted in the extensive
usc of the most cffective types of machine.

This is truc only as a general principle. Small-
scale industry has survived in the production of many
things in the United States, as clsewhere. Where
the cconomies resulting from using capital on a large
scale are not present, or small, as in textiles and shoes,
there is seldom cnough to be gained from a large
output to offset the ““ discconomies ” of burcaucratic
management.  Morcover, many industrics arc un-
suited to mass production, ecither because the total
demand for their output is small, which was the case
with airplanes before the war, or because cach product
is specific, and made to order, as in the machine tool
industry. The average size of industrial plants of all
kinds in the United States has apparently not increased
substantially since the World War.

What is significant, however, is that the great increascs
in productivity in rccent years have occurred precisely
in those industries where the size of the plant has
increased  substantially —the  industriecs in  which
machincry cffective for large-scale production has been
perfected. By far the largest increases in scale occurred
in the production of motor-cars and tyres, where the
number of wage-carners per plant more than trebled
between 1914 and 1929; and these industrics also
showed far the greatest gains in productivity per man-
hour—between  200%, and 400%,. Substantial in-
creases in scale—between 25% and §50%, —took place
in petrolcum refining, steel, blast-furnaces, meat-
pa(kmg and paper and pulp manufacture, and the
gains in productivity in these industrics ranged from
30% to 150%. The only important cxception to the
rule was cement manufacture, which showed large
gains in productivity despite a small decrcase in the
average size of plant.

When an industry, like the motor-car industry
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expands, the economies which result are only partly
duc to the large scale of operations which it makes
possible in individual plants. There are further
cconomies resulting from the large scale of the industry,
which arc more or less independent of any changes
in the size of plants. These include the utilization of
by-products, the development of efficient subsidiary
industries, and the co-operative subsidizing of rescarch.
But the most important is the specialization which it
permits within the industry. When the total output
is small, all the operations tend to be performed in a
single plant, or under a single management. When the
output is large, individual companies and plants can
specialize on one particular kind or part of the product ;
with gains analogous to those achieved by Adam Smith’s
makers of pins. A striking example is found in the
motor-car industry, where the manufacture of many
parts is carried on by specialized firms, where the
manufacture of bodies has become an industry distinct
from that turning out the final product, and where
each manufacturer of cars concentrates on a few similar
types. This division of function is somewhat obscured
by thc fact that many plants of diverse types are
sometimes united under ““ holding companies ”’—Chev-
rolet, Buick, Cadillac, the Fisher Body Company, and
other units of the industry are owned and controlled
by General Motors—but such aggregations can, and
sometimes do, give the industry the best of both worlds.
For manufacturing purposes the individual plants
are almost completely autonomous, so that speciali-
zation of function is not interfered with. On the other
hand, things which can most effectively be done co-
operatively, like the maintenance of research, are
undertaken by the parent body. This is true at least
of many holding companies in manufacturing industry,
which thus serve a useful functional purpose; it has
not been true, in general, of the * public utility ”
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holding companies (e.g., in electric power) which in
many cases serve no useful function, and have been
created to cxpedite financial manipulations and to
“ milk > the operating companies by levying excessive
charges for certain * services .

The third factor which is mainly responsible for the
high productivity of American industry is advancing
technique. Prior to 1920 little was spent on industrial
research, which was generally considered, as it is still
in .this country, a sort of unnecessary luxury. Since
then the number of full-time researchers employed
by industry has increased from 8,000 to 42,000, and
expenditure on industrial research is now about
£50,000,000 cach year—which is forty times the
annual budget of the colleges and University of Oxford.
The largest employers of researchers are, as one might
expect, the chemical and petroleum industries, but
there arc few important industrics which employ less
than 1,000. Their most spectacular accomplishments
have been the development of new products—artificial
silks and rubbers, static-less radio, technicolour
television—but much more important have been the
stcady improvements in the eflicicncy of more ordinary
things. Since 1920 they have increased the number of
clectric units secured from a pound of coal by 1159%,
the amount of tractive effort from a gallon of petrol
by 200%,, the amount of light from a unit of electricity
by 55%, and the efficiency of lubricating oil by 859,
over that of the best natural product. The list could
be extended to almost any length. In the nineteenth
century American industry imported its methods from
Europe. Today it still does, to a certain extent, but
it exports far more in the way of new products and
new processes than it imports.

There have also been advances which have little
to do with scientific research in the narrower sense.

Frederick “‘ Speedy ” Taylor showed the American
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steel industry how to cut its labour costs by Stakhanovist
methods long before the idea occurred to Stalin; he
has had almost as many imitators as there have been
American industrial managers. Standardization has
resulted in large savings; Herbert Hoover’s Depart-
ment of Commerce officially sponsored it in the 1920’s,
and persuaded industry drastically to reduce the number
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10. The changing character of American manufacturing industry.
(A) shows total value of capital employed, (B) total energy consumed,
and (C) total labour employed, measured in man-hours.

of types and sizes of dozens of products from paving
bricks to range boilers. Business management has
been elevated to something approaching professional
status in the United States, although the justification
and conscquences of this are still in dispute. Univer-
sities include it in their curricullum on a par with
languages, history, mathematics, and thc natural
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sciences (Harvard has a large and successful post-
graduate school devoted entirely to its study), and
thousands of would-be business men devote several
preliminary years to mastering the principles of pro-
duction, marketing, finance, and advertising.

The joint effect of capital, cnergy, size, and technical
progress on the productivity of American industry is
suggested by a comparison of Graphs 10 and 11.
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11. (A) Physical volume of production, and (B) production per
labour-hour in American manufacturing industry.

Curve (A) of Graph 11 traces the total output of
manufacturing industry, measured by ‘ value added
by manufacture . Its gencral course has been up-
ward, although the two great depressions since the
World War caused violent fluctuations. Curve (B) of
Graph 11 traces output per labour-hour, which is the
best possible measurc of industrial productivity:
its course has been steadily upward, and its level is
now two and a half times what it was in 190o.
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In interpreting these facts it is necessary to dis-
tinguish sharply betwcen the period up to 1920 and
the one since 1920. Prior to 1920 American industry
was equipping itself with capital: the curves of capital
value and of energy on Graph 10 were rising at more
or less equal rates, and employmert (curve C) was
increasing too, but not as rapidly. The gain in pro-
ductivity in this period can be ascribed almost wholly
to the increasc in capital (and energy) per head, and
to cconomies resulting from the larger scale of plants
and industries.

After 1920 the amount of capital per head increased
very little while employment fell, and the gain in pro-
ductivity which has occurred must be accounted for
in other ways. Incrcases in the sizc of plants and
industrics had somcthing to do with it, as we have seen.
But the most important factors have undoubtedly
been the increased use of mecchanical encrgy, which
has accelerated since 1920, and the improvements in
- machines, and the technique of using them, which
cannot be shown in a single graph. The future pro-
gress of American industry would seecm to lic with the
researcher, rather than the investor.

Steel has long been the ‘“giant” of American
industry. In the railway age, and the later period
when industry was building its plant, its position was
unchallenged; and the industries engaged in the
production of iron and its products still account for
about 309, of the total output of manufactured goods.
The great iron-ore region is in northern Minnesota,
and the ore is shipped through the Great Lakes on a
fleet of vessels nearly as large as the merchant navy of
France to the great blast-furnaces of the Eastern States
(Plate VI). The capacity of the American steel industry
is almost as great as that of all the rest of the world,
although actual production during the depression of the
1930’s has been considerably less.
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Another 139%, of the total “ value added by manu-
facture ”’ consists of the non-ferrous metals, lumber,
stone, clay, glass, and their products. Some of these
are rapidly gaining in importance, notably aluminium
and the plastics, which promise to supplant steel in
many of its uses if the airplane age becomes a reality.
The other 57% of American manufactures arc non-
durable: food, drink, tobacco, textiles, rubber and
leather products, chemicals, mincral fucls, paper and
printing, all of which arc produccd in about thc same
proportions as in England.

Classification by particular industries is difficult,
because the increasing specialization of function has
blurred the customary divisions based on final product.
It is roughly truc, however, that the six most important
industries, all of comparable size, account for more
than a third of the total value added by manufacture.
The most important of these is motor-cars, bodies and
parts, and printing and publishing is a close second.
The other four,in order of size, are machinery (foundries
aud shops), stecl works and blast-furnaces, clothing,
and electrical machinery and apparatus. The prepon-
dcrance of the industries producing motor-cars and
machinery is again striking, and illustrates forcibly
the most distinctive feature of American manufacturing.

The construction industry has not achicved the same
economies of large-scale production that have marked
the development of many branches of manufacture. It
is still predominantly, as in this country, carried on by
numerous small contractors. About two and one-half
million persons were engaged in it in 1930, at the end
of a decade of great constructional activity; since
then it has been extremely depressed. It is not an
efficient industry, if we measure its product in terms of
money or labour cost, but it has solved one problem
much more successfully than construction industries
in other countries, that of speed. Large numbers of
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men, efficiently organized and co-ordinated, are
employed on single projects, and buildings are com-
pleted in a fraction of the time ordinarily required in
England. The main unit of Radio City is far larger
than any building outside America; it was completed
in 16 months from the time the ground was broken.
The steel construction of the Time and Lile building, a
34-story unit of Radio City, required only 44 working
days. Large factories arc completed and put in opera-
tion within a few months of the time that plans arc
approved. This fact is of the greatest relevance to the
problems which we shall consider in the next chapter:
in a country turning over to a war cconomy speed of
construction is far more important than cheapness.



CHAPTER IV

WAR INDUSTRIES

and peace industries has little meaning; if time is

available for transferring resources, all industry can
be utilized in the production of things essential for the
prosecution of war. Economic strength in the general
sense in which we have been discussing it, the power to
produce goods and services, is therefore in these cir-
cumstances a fairly accurate measurc of economic
strength for waging war. Much will of coursc depend
upon the efficiency of the Government which directs
the transfer and upon the adaptability of labour;
something will depend upon the precise type of pro-
duction being carried on in peace-time. It may also
be the case that a strong peace-time economy will be
handicapped in waging war by shortages of certain vital
raw materials which the war makes inaccessible. But
the proposition that in the long run general cconomic
strength is the equivalent of war potential is so near to
the whole truth that we should not bc justified in
devoting a chapter to discussing the modifications.

In the very short run, on the other hand, general
economic strength is almost irrelevant. What matters
is the immecdiately available supply of arms and
munitions and men trained to use them. The states-
men and statisticians who argued that the French and
British Empires could not be defeated by Germany
because their national incomes and financial resources
were so much greater, overlooked this vital fact. The
French Empire has been defeated; and the British
Empire has not been, in the words of the Prime Minis-
ter, because of the few to whom so many owe so much.

6o

IN the long run the division betwcen war industrics
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He was referring to the R.AF., and it is truc that few
others mattered in the critical months after Dunkirk.

In the long run the United States possesses by far
the greatest military potential of any nation, one which
is probably equal to the combined military potential
of the whole of Europe. In the short run it possesses
one of the weakest. Its navy is formidable, but its
army and air force arc almost negligible. With the
exception of the military plane industry, of very recent
development and relatively small size, and the naval
dockyards, it possesses no war industries worthy of the
name--no munitions industry, no private industry
producing guns, military rifles, or tanks.

In this chapter we shall be concerned primarily
ncither with the long run nor with the short, but with
the much more interesting intermediate period, ranging
from a few months to a few years, in which it should
be possible, given vigorous and intelligent direction
from the Government, to transfer a major portion of
the resources in certain specially relevant industries
to war production. The most important of these
are the industrics now producing steel and minor
metals, motor-cars, airplanes, ships, and chemicals.
In addition we must examine the supplics to these in-
dustrics of their cssential factors of production: skilled
labour, machine tools, raw materials, and power.

The difficulties of transforming a peace-time cconomy
to war production are very great, and in the case of
America there is an unfortunatc tendency to under-
estimate them. The comparison with the American
position in 1917, or the British position in recent years,
is misleading. America in 1917 had been supplying
the Allies with armaments and munitions of all sorts,
orders for which had been placed on a large scale from
the first months of the war.  As a result she entered the
war with a sizeable munitions industry, and her task
was the relatively simple one of expanding existing
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capacity. Britain found hersclf in a deplorable state
of disarmament when the Nazi threat became menacing.
But she had an armaments industry—firms like Vickers,
which, though they had been producing on a small
scale, possessed the capacity and the experience which
madc rapid expansion possible.  America is almost
literally starting from scratch.  The plants which pro-
duced military explosives, small arms, and guns during
the World War have all been scrapped or converted to
other purposes. 'The Allies, prior to the collapse ol
France, had not placed orders on the scale of 1914-17;
indeed, apart from military airplancs they had ordered
almost no armaments or munitions of any sort. This
was partly because they were better equipped them-
selves than they had been in 1914, partly because they
were unable to borrow dollars.  The result was that
before the middle of 1940 only the first preliminary
steps had been taken. America’s position is compar-
able to that of Germany in 1943, and it took the
Germans, with singlencss of purpose and authoritarian
powers, five ycars to achieve quantity production.
America is now arousced, and the National Delense
Advisory Commission (N.D.A.CL.) is sctting about its
task of organizing industry with great vigour, but there
are difficultics and bottle-necks, which only time can
overconie.  The N.D.A.C. hopes to equip an Army of
1,200,000 and supply 35,000 ’planes by the middle of
1942, and to complete a two-occan Navy by 1941.
Steel and motor-cars arc the two great basic in-
dustrics which would be called upon to provide the
bulk of American armament requircments: it is
significant that the two leading members of the
N.D.A.C.—William Knudsen and Edward Stettinius—
have been borrowed from General Motors and U.S.
Stcel.  Both industries have enormous capacity
mcasurcd by European standards. The steel industry
has four times the capacity of the British and more



WAR INDUSTRIES 63

than double the capacity of the German. It would,
in time of war, produce the guns and shells, the armour
plating for the ships, and the most essential material
for tanks, engines, instruments, and small arms. It is
now rapidly expanding its ° bottlenecks "—electric
furnaces to make the highest grade steel, and armour-
plate capacity. The motor-car industry is, both
relatively and absolutely, still larger. In 1937 Great
Britain produced about 500,000 motor-cars, the British
Dominions 200,000, and Germany 340,000 ; the United
States alone produced 4,800,000. Every six months
the American industry runs off the assembly lines as
many cars as cxist in the United Kingdom. These
comparisons, striking as they are, under-statc the sizc
of the American industry, because the average American
car is larger, heavier, and morc powerful that that pro-
duced in any other country; its horsc-power, by the
standard English rating, is thirty. The importance of
the plant and skilled labour attached to this industry in
equipping a mechanized army and an air force cannot
be over-estimated. They can quickly turn out the
transport vehicles which will be required. With some
adaptation and new tools they can produce tanks, guns,
ammunition, acro-engines, and motor torpedo boats
on a scale no other country can equal.

The difficulty in both cases is time. The great
Bethlehem and Midvale Steel plants which constituted
America’s World War armaments industry had been
scrapped. In time of peace the American army relics
chiefly on its own small arsenals. The War Depart-
ment has from time to time placed ‘ cducational
orders > with some private firms, but these have been
on a pathetically small scale. Almost all thc great
mass production corporations have now been awarded
contracts for war materials, but they will have to lcarn
the business, and then equip their plants, before they
can fill the orders.
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with the great Baldwin Locomotive Works. Amecrica
is much better cquipped for sea than for land warfare ;
the American Navy, about the size of the British at
the outbreak of war, and merchant marine-—g,000,000
gross tons, in addition to 2,500,000 on the Great
Lakes, which is about half the size of the British-—arc
both much larger than in 1914. The capacity of the
American shipbuilding industry is not much smaller
than the British.

Present plans call for a 70%, increase in the Navy,
by 1944 or 1945. The Navy has cight yards, all
clogged with new construction, and there are seven
private yards capable of building warships. It is
probable that the building programme will be expanded,
but thc results will not be evident in our ‘ inter-
mediate > period. Armour plate is suppllcd by one
naval plant and three private stecl companies; capacity
has been doubled in the past year, and will have to be
doubled again if the present programme is to be com-
pleted on time. What the American naval dockyards
can accomplish when pressed is suggested by their
record in thc last war, when almost 200 destroyers were
completed between 1918 and 1920. Fifty of thesc
were recently transferred to Britain.

It was during the last war that commercial ship-
building attained the status of a large-scale industry.
In its effort to build a *“ bridge of ships ”’ to Europe, the
United States Shipbuilding Corporation completed
over 3,000,000 tons of shipping in a single year, and
9,000,000 tons in all. Quality was sacrificed to spced,
and the American merchant marine still consists very
largely of the inferior obsolete ships built at this time.
Since 1938 the new Federal Maritime Commission has
been carrying out an extensive programme of building
modern ships. The total commercial tonnage com-
pleted in 1939 was 300,000, in 1940 about 500,000.
Although the expansion of ship-building facilities is a
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very slow job, and there is a shortage of skilled labour,
it is thought that the shipyards now in scrvice could
produce 1,000,000 tons by 1942. Britain’s pcak
production (in 1918) was 1,350,000 tons, a figure
which she is having difficulty in reaching at present.
The building and reconditioning of ways in yards on
the Atlantic, the Pacific, and the Gulf of Mexico should
approximately double American capacity.

The producers of military airplanes comprise the
only other American war industry of any size; and it
is new and small compared with the German and
British industries. During thec World War America
produced 18,000 ’plancs and 40,000 motors, starting
from scratch. After 1919 production was on a very
small scale, and almost wholly commerical, until 193q.
The capacity in 1940 was about 10,000 or 12,000 a year,
ofall types. There were forty-five *plane companies em-
ploying about 100,000 men. To attain President
Roosevelt’s output of 50,000 ’plancs per year they will
have to invest about $500,000,000 in plant and
employ almost 400,000 additional workers. This would
normally take three or four years, and the N.D.A.C.
estimates that the January 1941 output of 1,000
military ’planes cannot be expanded to 3,000 per month
before April 1942.

Many of the estimates of American output which have
appearcd in the Press have been wildly exaggerated ;
where they have not been dishonest they have hopelessly
confused the potential and the actual. Americans
build plants rapidly, but even in California, where the
bulk of the industry is located, they must be built.
The superiority of American industry is most marked
in the field of mass production, and planes are not yet
mass produced. Total output has been too small, and
technical progress has in the past been so rapid that
the tooling of equipment for mass production has not
been worth while. The Burbank, California, plant of
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a General Motors company has shown that the moving
asscmbly line which revolutionized the motor-car in-
dustry is practicable in ’planc production; but a
minimum of four months is required to gect the line
going; and a further six months to produce the first
’planc.  In almost any ten months in recent years the
original designs would have become obsolcte. The
character of the industry is strikingly revealed by
figures of the amount of capital cmployed: the
Chevrolet plant (motor-cars) uses $2,600 per worker;
Glenn Martin, onc of the leading airplane produccrs,
$800.

With unlimited official assistance, or under compul-
sion, the industry could probably shorten the estimated
three- or four-year period required to expand output
to 50,000 planes. But thcre are thrce bottlenecks:
skilled labour, machine tools, and engines. The first of
these is the least important: the necessary skill can be
acquired in a few months, and a reduction in motor-car
output could casily free sufficient semi-skilled labour.
Machine tools—i.e., tools and machines to make the
neccssary machinery-—are vital in making plancs,
cngines, and numcrous other war supplies as well.
They constitutc a general bottleneck, and the industry
producing them is discussed below. Engines have so
far proved the great disappointment of American
production.

It would appear at first sight as if the motor-car in-
dustry, which turns out almost 5,000,000 engines a
year, could easily supply the 100,000 or so required for
50,000 planes. Unfortunately, however, the motor-car
industry has had little experience in the manufacture
of the very high-powered engines used in modern
military planes, and the plane companics have so far
relied on two specialized producers—Pratt and Whitney,
and Wright—whose present capacity is about 18,000.
By the middle of 1941 they hope to more than double
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this figure, and Ford will be producing by 1942;
but their engines are all air-cooled, and liquid-cooled
motors are preferable from the point of view of strcam-
lining. Although a number of American companies
have been experimenting with liquid-cooled motors, the
only plant producing them is the Allison division of
General Motors, whose products at present arc few,
ncw, and untried, and probably will not exceed 500 a
month before the middle of 1941. The abortive
ncgotiations with the Ford Company to manufacturc
Rolls Royce engines (liquid cooled), a task subsequently
assumcd by the Packard Company, werce intended to fill
this important gap. It will probably be filled in 1942,
but certainly not sooner.

Bchind the war industries are the essential resources
of production—skilled labour, power, machines, and
raw materials. Deficiencies of the first two of these are
not likely to be serious. Labour has lost much of its
skill in a decade of depression, and never possessed
some of the skill now required of it, but except in a few
special industrics—precision instruments, machine tools
—it can be quickly trained. Not much skill is required
on an assembly line. The supply of power is probably
sufficient: therc has been a good deal of political
controversy about its adequacy rccently, and the
N.D.A.C. has been urging Congress to expand the
capacity of the Tennessce Valley Authority’s plants
(see Chapter V). But the total American output of
power is so great that it is inconccivable that sufficient
cannot be made available to the munitions industrics
by economies in other directions.

The various plants engaged in making machinery
account for about 12%, of the total capacity of American
industry—an cxtremely high proportion. The machine
tool industry proper, which supplics tools for chipping,
grinding, cutting, and gauging, consists of 250 small
units, chiefly in New England and the North-cast,



70 AMERICA’S ECONOMIC STRENGTH

whose aggregate gross output, although the largest in the
world, rarely approaches £100,000,000 a year. The
industry had a military origin, for it came into exist-
ence to tool the early rifles, then the most exacting
mechanism to manufacture in the whole of industry.
The vast majority of its products are now, of course,
for non-military use, but the increasing mechanization
of modern armies has made it a basic military industry
of vital importance. Tt is what the Americans call a
‘““feast or famine ” industry, becausc the demand for
its products, which are capital goods to make capital
goods, fluctuate violently with the trade cycle. At the
present moment it is feasting, with a tremendous
military demand added to a modcrate commercial onc.
Much of its production has always becen for export;
and even Great Britain has relied on it to a considerable
extent, and increasingly since the beginning of the
war, for its machine tools, importing, with France,
$65,000,000 worth in 1939. It is not and cannot be
made a mass production industry, because most
machines have to be built to specification.  Much of
the work must be done by hand, and thc labour
cmployed must be highly trained and highly skilled.!

Becausc it requires highly skilled labour, it is not
casy to expand capacity. The only solution, in the
short run, is to divert production from other purposes,
e.g., the export trade and motor-car manufacture, to
production for the airplane and other war industries.
The tool manufacturers have promised the N.D.A.C.
priority on national defence orders, but other import-
ant steps, which might include a ban on exports to
certain countrics and on new motor-car models next
year, have not yet been taken.

Is there any danger that American production will
be held up by shortages of essential raw materials? The
answer depends to a certain extent on the circumstances

! See Plate V, p. 49.
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in which America finds herself engaged in war, since
these will determine her ability to import. We shall
return to this question in Chapter VII. Here we shall
makc thc worst rcasonable assumption; viz., that
imports are cut off altogcther except from other
American countries.

There would in these circumstances be a few serious
shortages, and a number which would be less scrious.
Some time ago the War Department drew up a list of
“critical ” and ““ strategic >’ materials in short supply,
but little was done about them until Junc 1940, when
the Reconstruction Finance Gorporation (sce pp. 87-8)
was autharized to build stockpiles, on which it is
planning to spend over (£100,000,000. Among the
less serious shortages are wool, silk, mercury, alumin-
ium, and toluol (needed for T.N.T.). Cotton and
rayon can be substituted for wool and silk for most
purposes (e.g., rayon for silk in parachutes) and large
economics are possible in the ficld of luxury consump-
tion. Mercury is produced on a small scale, and there
are low grade ores which could be exploited. The
supply of aluminium is not very short, and there are
alternative sources in the Western hemisphere. A
method has been devised for securing toluol as a by-
product in the manufacture of high-octane petrol.  The
rcally scrious problems are presented by rubber, tin,
and the wvital ferro-alloys—viz., nickel, tungsten,
chromium, antimony, and espccially mangancse,
without which steel cannot be made.

The United States imports half a million tons of
rubber a year—about half the world’s production—
from British Malaya and the Netherlands East Indies,
and whilc substantial economies in its use would be
possible in time of war, special war demands would be
heavy. The possible solutions arc two: the purchase
of large stocks while trade with the Far East is still
free from interference, and the production of synthetic
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rubber. Both alternatives have been adopted. Cotton
has been traded to Britain for rubber, and further large
purchases for stocks were made by the U.S. Government
last summer. The only problems of synthetic supply
are financial and economic; various altcrnative pro-
cesses have been developed which produce technically
satisfactory substitutes from coal, oil, gas, vegetablecs,
and grains. The cost is at present about 50%, higher
than that of natural rubber. The N.D.A.C. has
authorized the erection of plants which in cighteen
months will be ready to produce about 100,000 tons
annually.

Tin is also imported chiefly from British Malaya and
the Netherlands East Indies. Here, too, large econo-
mies would be possible in war-time. Thirty per cent.
of rcquircments could be met from scrap. Half the
present consumption is in the manufacture of tinplate,
for which substitutes could be used. An alternative
source of supply is Bolivia, and although neither Bolivia
nor the United Statcs posscsses plants for smelting tin,
other smelting plants could casily and quickly be con-
verted for this purposec. To meet any short run
difficulties the Government last summer purchascd for
stock the equivalent of a year’s supplies, but deliveries
will not be completed before the middle of 1941.

Nickel is only nominally in short supply. Ninety per
cent. of the world supply comes from Canada, and
circumstances in which this source would cease to be
available are almost inconceivable. The other four
important ferro-alloys in short supply—mangancse,
chromium, tungsten, and antimony—exist in the
United States, and at high cost up to 50%, of require-
ments could be domestically produced. The casc of
mangancsc is particularly serious: over 1,500,000 tons
annually will be required (double the peace-time con-
sumption) and little over half this quantity can be
produced domestically or elsewherc in the Western
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Hemisphere. In the case of most ferro-alloys there is
no solution possible if overscas trade is cut off, except
acquisition of stocks, which is proceeding, and the
increased use of substitute metals where these exist.

It was Hindenburg who said after the last war:
“ The brilliant, if pitiless, war industry (of America)
had cntered the scrvice of patriotism and had not failed
it. . . . They understood war.” Doubtless it will be
possible for someone to say the same thing again,
but not this year. The N.D.A.C. has not yct, as
the War Industries Board had in 1918, the power to
imposc priorities or commandeer plant; and the steel
and alrp]dnc manufacturers have bchaved * reason-
ably ” rather than patriotically in insisting on satis-
factory excess profits and amortization laws before
proceeding with their cxpansion programmes. These
difficulties are temporary—they will, like the technical
bottlenecks, be overcome—but it would be both un-
rcasonable and imprudent to expect too much too soon.



CHAPTER V
DEPRESSION AND NEW DEAL

HE economic and social legislation for which Presi-

dent Rooscvelt and his party have been responsible

during the past eight years has had two aims:
recovery from the most severe depression_any_modern
industrial country has ever experienced; and the
introduction of certain reforms in American economic
organization, The eloquent speeches of President
Roosevelt and his licutenants, the extraordinary
resentment which certain of his measures have provoked
in the busincss community, and the great publicity
which they have been given in the world press, have
undoubtedly caused many people, both in America and

outside it, to form an ¢xaggerated opinion gf-the

importance of the New Deal in re-fashioning American
economic life. Amgﬁmww‘ms
differ in important respects from American economic
lifg in 1929; but the depression has had as much to
do with the change as has the New Deal.

The New Deal programme consisted of a number of
specific measures designed to achieve recougry with
reform. We shall consider below how effective these
were. But the chief significance of the measures lics
in the changed economic attitudes which they reflect,
and which they in part caused. It is difficult to
generalize, in America as in Great Britain, about
public opinion on economic matters. It differs by
regions, by classes, by occupations, and by individuals.
But the typical cconomic attitude of the 1920’s was
certainly one of great and unjustified optimism, and of

74
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faith in the virtues of individualism and compctition.
Each year production and wealth were increasing:
they were expected to go on increasing indefinitely.
Each year the values of shares on the stock exchange
rosc: it was thought that there was no practicable
limit to the risc. Unemployment existed, but on too
small a scale to be an important national problem.
Economists scriously debated whether there would
ever be another slump; the man-in-the-street was sure
that therc would not. Some statisticians knew that
the distribution of income was beccoming more un-
equal; but while all classes and almost all occupations
were mcrcasmg their incomes, relative shares scemed
unimportant, and the prospect of class antagenism too
remote to worry about. Widespread gambling on the
stock exchange was partly rcsponﬂblc for the illusion
that the United States was becoming a nation of
capltahsts

“THis 1s, ol course, a very g aeneral picture. The un-
cmployed, and persons in dcprcsscd industries and
regions, did not sharc thc gencral optimism. Un-
employment during the 1920’s was seldom under two
million-~ The great textile and bituminous coal
industries were severcly depressed. Agriculture was
suffering from low prlces for its basic products:
thousands of banks__ﬁ_l_lgd in the Middle West before
the depression started, and many farmers, especially in
the South, were living in conditions of extreme poverty.
Neverthcless most Americans in this decade had
almost forgotten that economic, as opposed to com-
mercial or technical problems, still existed.

The depression which began in the latter half of
I wdd by the time of Roosevelt’s election in 1932,
completely destroyed this complacencx The market
value of stock exchange securities, which had totalled
$87 thousand million in 1929, was down to §19
thousand million. Physical production was down
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32Y%:. labour income 40%, construction had almost
stopped, unemployment was an estimated 15 million,
and there were millions of others on short time.
Agricultural prices, already at a level so low as to
causc acute depression, had fallen a further 60%,.
Bank failures, previously confinzd to agricultural
districts, had [)ccomc frequent and general throughout
the country. As the day of Mr. Roosevelt’s inaugur-
ation—March 4, 1933—approached they rcached a
climax; by the time he delivered his inaugural spcech
every bank in the country had been closed by decrec
to prevent panic-stricken runs, economic life had
almost stopped, and penniless millionaires in New
York were begging the price of a meal.

The realization that something was wrong with the
American economy led to numerous and conflicting
explanations of what was wrong. President Roose-
velt’s own views have not been entirely consistent, and
he has changed his advisers frequently, but the vague
group about him known as the New Dcalers, who were
responsible for most of the legislation, (om}dcrcd the
chicf evils to be the concentration of economic power
and the dcclinie i opportunmes for new investment.
They werc not a very radical group, by European
standards, for they considered both evils to be eradicablc
without drastic changes in the economic system, but
they did foresee the danger of scrious class conflicts if
they were not removed. The first of these evils—the
concentration of economic power~—inspired most of
the New Deal reform legislation; the second—the
decline in opportumtlee fc r mvestmcnt——the measures

designed to secure recovery
The conccntratlon of economic powcr was_mani-

I:ge_tw(z_qlwlg'g;gp}{___ways “ The proportion of the o occupied
population employed by others—wage- and salary-
earners—had risen from half in 1870 to four-fifths in
1935, and of the nine million *self-employed ”’, two-




DEPRESSION AND NEW DEAL 77

thirds werc farmers and more than half the rest retail
merchants. - This meant that the pombmty of acluevmq
the American f{ronticrsman’s dream of economic
independence had, in most occupations, dwindled
almost to vanishing point. The concentration was
also reilected in the unequal distribution of income,
and in the still more uncqual distribution of wealth.
The belief that * cveryone ” played the stock market
during the sccuritics boom was grossly exaggerated ;
according to one estimate 8%, of the population owned
sharcs in 1929, and three-tenths of 1Y%, of the population
received 789, of the dividends. It was reflected most
strikingly in the growth of great corporations; in 1930
1Y, of the corporations owned half the wealth of all
corporations, and the 200 largest had been growing
so fast in the 1920’s that, if they continued to grow at
the same rate, they would own half the nation’s wealth
by 1950.

The hcavy industrics and some of the light ones-—
steel, motor-cars, chemicals, meat-packing, sugar-
refining, petroleum, power, electrical equipment, and
others—were dominated by a very few * oligopolies .
Their effective power to control production and restrain
competition was indicated by the coursc of prices
between 1929 and 1933: while agricultural prices
were falling 639, and prices of textiles 45%, prices of
agricultural implements fell only 6%, of motor-cars
16%, and of iron and steel 20%. And bchind the
industrial corporations, drguod thc New Dealers,
finance played a strategic réle, operating lhrough
holding companies and lmerlockmg directorates which
cnabled skilful manipulation to multiply the power of
ordinary dollars. The wide dispersal of shares (Bell
Telephone had 630,000 shareholders), which seemed
democratic, had the effect of rendering it impossible
for any combination of shareholders to oppose auto-
cratic control by directors.
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The sccond evil, responsible for the persistence of
dcpression and production below capacity, was the
decline in_opportunitics for investment. There were
thought to be several reasons for this: the disappear-
ance of the fronticr; the ““ maturity > of an economy
which'hiad alrcady built its railways and its factorics;
troubled conditions in_Europe which made forcign
investment unattractive; and the slowing down_of the
ratc of increase in_population, which reduced the
demand for dwellings and indirectly for factorics and
machines. During the 1920, it was argued, special
factors intervened to offsct this tendency—the develop-
ment of the motor-car and ancillary industries, and of
electric power; the housing shortage resulting from the
cessation of building during the war; and the oppor-
tunities for investment in a Europe devastated by the
war. Once thesc special factors ceased to operate it
was incvitable that employment in the capital-goods
industries would decline, and with it purchasing power,
prices, and production. .

The New Deal was less a programme than a series of
ad\h\oc&l'é"g“matlvc enactments, many of thém in Tesponse
to pressure Troi interested groups, and not all con-
sistent with one another. But insofar as it was a
programme it was designed to remove thesc two cvils:
concenfration of economic power was attacked in-
directly by measures designied to protect and strengthen
labour and the farmcr; and the decline in opportunities
for investment directly by opening new..anes—public
or privatée—and by so stimulating consumption that a
smaller ‘scale of investment would be adequate to
sccure reasonably full employment and production.
In general, the first of these designs has been accom-
plished with moderate success: certain reforms have
been achieved, though most of them amounted to no
more than England and other Western European

sountries accomplished years earlier. The second has
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met with less success: after ten years of depression
over 10 million men are still unemployed, and
production almost as far below capacity as when
Rooscvelt assumed office.

The rcform programme nced not he discussed in
chronological order. It consisted of four types of
mecasures: (1) ‘“social security  legislation, designed
to protect the ‘“ dispossessed”” from uncmployment,
illness, and old age; (2) measures to strengthen
independent  trade unions, and thereby labour’s
bargaining power against capital; (3) mecasures to
aid the farmer; and (4) legislation designed to remove
certain specific evils associated with the concentration
of industrial and financial power.

The nature of legislation designed to promote social
security is familiar enough to readers in this country
to make any detailed discussion of its principles un-
necessary. The Necw Deal legislation borrowed
heavily on Britain’s experience in this field; its chief.
difference from the British model is that it is somewhat
morc’ _cumbérsome.” For this” the American Federal
system is pattly to blame: responsibility for legislation
and administration is divided betwcen the Federal
Government and the States. American “ individual-
ism > is responsible for the adoption of the principle
{hat contributions and benefits should depend upon
the wage of the insured worker, which enormously
complicates the bookkeeping. It is pgssible that, in
the interests of unified control, uniformity of benefits,
and the reduction of administrative expense, the whole
structure of social insurance may be simplified along
British lines.

The Social Security Act provided for (1) Federal old
age benefits for most workers, financed by equal per-
centage taxes on employers and employees; (2) unem-
ployment compensation, under State laws approved by
a Social Security Board; and (3) grants to the States
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for maternity and .child health and weclfare services
and assistance to the aged (i.e., those not covered by
the Fedcral benefits) and blind. The unemployment
compensation is partly paid for by a Federal tax on
cmployers, but Statcs may supplement this from their
own funds or by special taxes on employeces. The
grants to the States under (3) arc made from general
revenue; States which accept them must add an
cqual amount from thcir own rcvenue. Before the
Act was passed Wisconsin was the only State which
had an uncmployment insurance system; by July
1938 cvery Statc had adopted an approved scheme.
Avcrage uncmployment bencfits are $10,50 (over [2)
per week for a maximum period ﬂ ‘wecks, but there
are wide variations between States.

The first legislation which attempted to assist labour
in industrial bargaining was the National Rccovery
Act of 1933 (N.R.A.), the most ambitious, confused,
and ineffectual of all New Dcal measures. It provided
for ““ codes of fair competition ” in each industry to
be drafted by the National Recovery Administration
on the advice of business and labour in the industry.
The nature of these codes varied greatly; in general
they gave authority to business leaders to control pro-
duction and prices in disregard of the anti-trust laws,
recognized labour’s right to organize, and fixed
minimum wages and maximum hours. The N.R.A.
was therefore an experiment in what has been called
in England “ clf-govemment in mdustry As such
it was a failure. The” ’reﬂuctlon in” hours ch to some
increcasc in the number of men employed, but, as
Graph 13 shows, a brief spurt in production caused by
expectations of higher prices was followed by a swift
rclapse, and the steep risc in prices not only robbed
labour of most of its gains, but convinced the public
that there was much to be said for the anti-trust
legislation which had been set aside. In addition,
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the drawing-up of the codes and their enforcement (or
lack of enforcement) led to bitter recrimination.
When the Supreme Court declared the act null and
void its action was almost universally welcomed.

The present legislation in defence of labour is found
in the Wagner Act, passed in 1935 and since amended,
and the Wages and Hours Act, passed in 1938. The
Wagner Act required businesses to recognize a union
representing the majority of its employees, and to
bargain with it; it also forbade employers to establish
‘“ company unions”’, or to interfere in any other way
with their employees’ choice of a union. The National
Labour Relations Board was sct up to enforce the act.
Its trickiest task is to determine in disputed cases the
‘“ appropriate unit’’ (e.g., whether craft or industry)
for collective bargaining; another of its duties is to
hold elections to determine which union represents the
majority of employees where this fact is contested.
The Wages and Hours Act set up bodies on the lines of
the British Trade Boards to fix minimum wages and
maximum hours and prohibit harmful child labour.
A national minimum wage of 40 cents (2 shillings) an
hour for a normal maximum of 40 hours a week, with
time and a half for overtime, was the eventual aim.

American trade unions have always been weak.
The most Important reason has been that many—

perhaps most—American '.workﬁxs_l&g,loﬂku%on
their wage status as temporary.? Another reason has

been inept union leadership,3a third the fierce op-

position of industrial leaders, who have in general
received the support of the conservative courts in
fighting strikes. The change in labour attitudes
resulting from the depression and the closing of op-
portunities for advancement to independent status,
together with the Wagner Act, which has undermined
the opposition of business, have given a tremendous

.impetus to the union movement. It has been unable
: F (u.s.A. 2)
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to take full advantage of its opportunitics because of
the split between the American Federation of Labor,
the association of craft umions led by William Green,
and the Congress of Industrial Organizations, a new
group of industrial unions orgamzcd by John Lcw1s,
but the membership in unions has doubled since
1929 to its present figure of eight or ninc_ millions,
which represents about the same proportion of indus-
trial labour as the British figure of four or five millions.
The ncw labour legislation, like the National Re-
covery Act, has aroused bitter opposition. In par-
ticular the National Labor Relations Board is accused
by business of favouritism to labour, and by the
American Federation of Labor of favouritism to the
Congress of Industrial Organizations. So far, how-
ever, the opposition has not becn able to securc any
substantial modification of the acts.

Mecasures to aid the farmer have been numcrous,
ingenious, and sometimes mutually inconsistent. Their
primary aim_has bcen to raisc_the prices of farm
products, which had fallen much more sharply than
industrial prices in the post-World War slump, and
again in the depression of the 30’s.  Graph 12, which
traces the prices of farm products since 1913, and their
relation to the prices of the industrial products farmers
buy (e.g., fertilizers, tractors, consumption goods),
reveals the plight in which farmers found themselves
when Roosevelt assumed office. The New Dealers
wanted to re-establish the rclation between agricultural
and industrial prices which ruled before the World
War, and although they have not been able to do
this they have, as the graph shows, substantially
improved the relation between them which existed
in 1932.

The Agricultural Administration began by making
“ benefit payments > to farmers who agreed to reduce
their acrcage. This was found to be ineffective, and
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it has been necessary in some cases: (1) to limit crops
as well as acreage, in order to defcat the tendency
to cultivate a smaller area more intensively; and
(2) to introduce somc measurc of compulsion, with
penalties for farmers exceeding their crop quotas.
The specific measures vary from crop to crop and year
to year. Although reliance has in the main becen
placed on reduction in supply as a method of raising
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12. The changing fortunes of the American farmer. (A) shows the
course of agricultural prices since 1913, (B) the relation between these
prices and the prices of the industrial products the farmer buys. In
1932 a sack of corn or pound of bacon would buy only half as manyv
implements or clothes as in 1913. One of the aims of the New Deal
has been to restore the relation between farm and industrial prices to
the pre-World War parity, which would mean raising the (B) curve to
the level of 100.

prices, an effort has been made to increase demand
as wecll. Foodstuffs have been purchased by the
Government for distribution to persons on relief;
and large stocks have been accumulated. Recently
the prices of some commodities have been pegged by
Federal loans on the sccurity of crops; the price
of a bale of cotton does not fall below thc amount the
Government is willing to lend on it.
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In apparcent contradiction to the crop limitation
programme the Department of Agriculture has actively
carried on its policy of improving methods of agricul-
ture. Various federal agencies have been engaged in
checking crosion and soil depletion, and in removing
farmers from submarginal land and rescttling them on
better land. The Tennessce Valley Authority, which
we discuss below, has co-ordinated much of this work
in one of the morc backward regions. The Civilian
Conservation Corps, which consists of several hundred
thousand unemployed youths, has becn used chiefly
for reforcstation, terracing, and other work designed
to conserve the land and the forests. The burden of
farm debts has been relieved by refinancing mortgages
at lower interest rates.

No one pretends that the agricultural programmes
have satisfactorily solved the farm problem; they have
simply made the lot of thc farmer morc tolerable.
And this is true only of the independent farmer. Crop
limitation has not helped the sharecropper or the
agricultural labourer; it has, indeced, tended to make
their position worse. Some economists have argued
that the long-run problem can be solved only by
reducing the farm population, and that the higher
prices achieved by the New Deal have intensified the
problem by making transfer more difficult. Certainly
the higher prices of export  crops, like cotton, have
stimulated production abroad and largely destroyed
the American farmer’s remaining foreign markets
(in 1932-33 the U.S. sold 45%, of the cotton consumed
outside America; in 1936-37, 23%). A much smaller
proportion of the population than the 25% now en-
gaged in farming could supply America’s own needs
of agricultural products, but a reduction in the farm
population is not feasible or desirable until prosperity
has been restored to the rest of the economy.

Measures to remove specific evils of the concen-
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tration of power include the vigorous enforccment of
the anti-trust laws (during the last two years only),
the setting up of a Securitics Exchange Commission
to regulate the issue of new securities and trading in
old ones, and two acts specifically aimed at the private
power companies—onc cstablishing the Tennessec
Valley Authority, a large scalec experiment in public
ownership and operation, and thc other providing
for the dissolution of public utility (i.e., in this case,
power) holding companies which scrve no useful
purpose.

The enforcement of the anti-trust laws, which
Franklin Roosevelt inherited from Theodore Roosevelt,
marks a complete. break with the carlier policy of
* self-government in industry ” represented by N.R.A.;
it has bcen inspired by a new body bearing the un-
likely title of Temporary National Economic Com-
mittec (T.N.E.C.), and by Mr. Thurman Arnold
(the author of The Folklore of Capitalism), who is in
charge of prosecution for the Department of Justice.
Its aim is to reduce certain ‘‘ regulated > industrial
prices in industries dominated by one or a few very
“large firms. The effort to raise prices which had
fallen too much (like farm prices) having failed, the
T.N.E.C. wants to lower the prices which have not
fallen cnough.

The Securities Exchange Commission has been set
up with the task of ensuring that prospectuses accom-
panying new issues state all the relevant facts and
state them correctly; and of preventing fraudulent
manipulation of security prices. The Tennessce Valley
Authority owns and operates a large number of
hydro-electric power plants, selling the power directly
to industry, farmers, and municipally owned plants
which undertake urban distribution. President Roose-
velt’s plan was to make the costs of the Authority a
“ yardstick > which would enable him to demonstrate
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that the charges of private electric plants werc ex-
cessive. The Authority is in fact charging prices
well below the level of private companics, and the use
of electricity has cnormously increased as a result.
In addition to producing power, the Authority has
been made a sort of regional welfare authority, co-
ordinating the work of other Federal and local agencies
throughout the Valley. It was originally given thc
grcat Muscle Shoals dam across the Tenncssee River,
which had been constructed during the World War
to provide power for the fixation of nitrates for muni-
tions; and it has constructed numecrous other dams
on the river and its tributarics not only for clectric
power but also to aid in flood control and navigation.
The Authority has also helped in the work of soil con-
servation, improvement of agricultural methods, and
resettlement on better land. ( The industrial growth
of the Valley has been very rapid since 1933.) Many
new aluminium and other defence plants, including
the grecat powder plant which du Pont is building for
the British at Mcmphis, arc now being constructed
there, attracted by cheap power and the six-foot
Tennessee River channel.

The holding company in the private power ficld
has frcquently been a device for levying excessive
charges on operating companies and for the making
of profits by manipulating the values of securities.
The Holding Company Act places all these companics
under the control of the Securities Exchange Com-
mission, and provides for the dissolution of those which
serve no uscful industrial function.

A large number of acts have attempted to reform
the American banking system, but the changgs which
they have made have been so superficial and in-
effective that they are not worth a detailed discussion.
The United States has no_powerful Big Five hanks,
but thousands of independent banks. most of them
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small, wecak, and incapable of inspiring much con-
fidence on the part of their depositors. The reasons
for this are partly historical, partly legal. In most
States banks are forbidden to establish branches out-
side the limits of the city in which the parent bank is
locatedy There werc thousands of failures in the
1920’s; and thousands cach ycar after the 1929 crash
were a major factor in intensifying the depression and
a major cause of distress. The New Deal stopped the
failures by Acts which improved the banks™ liquidity,
and by a scheme for partially insuring deposits, which
tended to discourage ‘‘runs”. It has also made
certain changes in the Federal Reserve System (corre-
sponding to the Central Banks of other countries),
which facilitate its control of credit. But the Amcrican
banking system remains in much the same_chaotic
state as the grcat depression found it. There are
fcwer banks, because so many have failed, but therc
arc still about 15,000. These are united not in_onc
system, but in Torty-nine; for cach of the forty-cight
States has its own system,-with its own regulations
and inspectorate, and State banks are not required
to becoine members of the Federal system. Many of
the New Dealers believe that President Roosevelt
missed his great opportunity in 1933 to introduce the
drastic reforms of American banking which werc and
arc still required.

The sccond task of thc New Dcal was to secure
recovery. It has attempted to do so by increasing
“ purchasing power ”’; and after the failure of the
N.R.A. to achieve this by monopolistic raising of prices,
it has tried the following methods: (1) the opening
of the banks, and the prevention of further failures
by the methods referred to above; (2) the expansion
of credit by the Federal Reserve System, and the
lowering of interest rates; (3) special credit facilities
to industry through the Reconstruction Finance
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Corporation, and through other Federal agencics for
the construction of homes and for agricultural purposes;
(4) various methods, alrcady discussed, to raise the
incomes of labour and the farmer; (5) mecasures
designed to increase exports, including the devaluation
of the dollar, and the Hull Reciprocal Trade Treaties,
which provided for reciprocal lowering of tariffs;
and (6) relief and public works on a massive scale. .
It was hoped that the increased purchasing power
resulting from these mcasures would increase pro-
duction, and at the same time the gecneral level of
prices, which would make tolerable the burden of debt
inherited from the 1920’s. '

The opcning of the banks was accomplished, but
this was a negative achievement. The Federal Re-
serve effectively lowcred intcrest rates, but these
failed to attract industrial or commercial borrowers.
The Reconstruction Finance Corporation lent chiefly
for the purpose of refinancing, and was responsible
for little new construction or employment. The special
measures to stimulate residential builcing by reducing
costs and making funds available at low interest rates
were not very successful. (Privatc construction re-
mained thc most depressed of all industrics,, Raising
wage rates and the prices of farm commoditics is, as
the New Dealers discovered, a very dubious method
of increasing purchasing power in gencral. Export
trade was expanded from the lowest levels of the de-
pression, but the increase did not amount to much
while Europe remained at peace. Such recovery as
the New Dcal was able to accomplish resulted very
largely from its expenditurc on relief and public works,
financed by large-scale borrowing.

The Federal Government had never before under-
taken responsibility for relief, which had been left to
the States and municipalities to deal with in a very
haphazard fashion. The New Deal has effectively



90 AMERICA’S ECONOMIC STRENGTH

transferred the major part of the responsibility to the
Federal Government, which has exercised it in three
ways: (1) by dircct outdoor relicf, usually through
local agencies which are subsidized; (2) by temporary
part time employment on what are now called W.P.A.
(Works Progress Administratipd) projects; and (3)
by public works, under the” P.W.A. (Public Works
Administration). «The W.P.A. does minor local jobs,
and attempts to employ as much labour and as little
capital as possible; its critics refer contemptuously
to its projects as “Egﬁ)p/@g&gling”. The P.W.A.
undertakes larger works—construction of dams, new
highways, buildings of various kinds—and attempts
to do them in the most efficient way. Thec most
spectacular - achievements of the P.W.A. have bcen
the great dams across the Colorado River at Boulder
and the Columbia River at Grand Coulée and Bonne-
ville, the massive ncw Government buildings in
Washington, many of which were required to house
the ncw authorities created by the New Deal, and the
largest bridges in the world across tl:e Hudson River
and San Francisco Bay. But it has also built numerous
Federal Buildings and post offices, municipal power
plants, schools, scwage systems, highways, tunnels,
and bridges throughout thc country. Thc Federal
Government has become by far the nation’s largest
employer; at the peak, in 1936, it employed directly
3,000,000 in the W.P.A., 500,000 in the Civilian
Conservation Corps, and 300,000 i1 the P.W.A., in
addition to more than 1,000,000 in the civil service
and the armed forces. ‘

This enormous cxpenditure on public works and
relief has had some effect on business activity; it has
not secured the desired recovery because it has not
led to increased private expenditure on construction
and capital goods. Expenditure and employment
may be divided into three types: that on consumption
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goods and services (e.g., food, clothes, furniture,
gadgets); that on construction and capital goods
(residences, factories and machines); and public.
The boom of the 1920’s was supported by large scale
investment in private capital (ie., expenditurc of
the second type), and the increasc in public cxpendi-
ture under Rooscvelt, while on a large scale by former
standards, was not sufficient in itself to take its place.
Graph 13 (curve B) shows the total expenditurc of the
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13. The Great Depression in the United States. (A) is the Fedcral
Reserve Board’s index of industrial production. (B) shows the mag-
nitude of Federal Government expenditures on public works, relicf,
and the “soldiers’ bonus ” which were partly designed to ““ prime the
pump *’ for recovery.

Fedcral Government on rclief, public works, and the
bonus for ex-soldiers: this was the cxpenditure which
New Dealers hoped would prinp 7. e,
stimulate private construction _and other private
investment. It did not do so, although the very close
correspondence between the changes in its amount and
the level of business activity (curve A in Graph 13),
suggest that its direct effects were the chief factor in
determining this level. The total Roosevelt deficit
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has been of the order of £1,000 millions a year (i.e.,
somewhat greater than the special expenditure shown
on Graph 13, although it fluctuated in much the same
way). Judging by the spending habits of the 1920’s
a deficit of at least three times this magnitude would
have been necessary, without private investment on
a substantial scale, to restore activity to boom levels.

There have been several attempts to explain why
Government spending on this large scale failed to
stimulate private capital investment. Those who
subscribe to the theory of the ‘‘maturc economy”,
including some New Dealers, say that the fronticrs of
new investment have disappeared. They maintain,
not very plausibly, that thc boom of the 1920’s had
left America with a surplus of capital of all kinds.
Other New Dealers have accused capital of a sit-
down strike ”’, with a view to discrediting the New
Deal. €onservatives have retorted that private in-
vestment has been held back by justified fears of
oppressive regulation and hecavy taxation. Whatever
the reason or rcasons, private investment and con-
struction has remained at a very low level, and un-
employment has not declined much below the level
of 10,000,000. There was the short lived N.R.A.
boomlet in 1934 while manufacturers and traders
were building up stocks in expectation of higher
prices, and a more substantial one in 1937 as Federal
spending reached its peak ($4,000 million was dis-
tributed in 1936-37 as a bonus to ex-soldicrs), but no
broad or sustained recovery.

This, then, is the economic record of the New Deal.
It found the United States the most backward of
Western countries in its social legislation. It has
done much to enable America to catch up with other
progressive countries; and most of the reforms which
it has introduced will endure in modified form. But
it has created no new economic society. The American



DEPRESSION AND NEW DEAIL 93

economy of 1940 is_the American economy of 1930
slxghtly modlﬁcd The New York Stock Exchange
behaves in more scemly fashion, and the power holding
companies are mildly (hastcned but the 200 corpora-
tions arc almost as powerful as they were in 1929, and
15 of them, according to the T.N.E.C., arc still con-
trolled by three familics —the_du_Ponts, Mcllons, and
Rockefellers.  Labour and the farmer have been
given "a little more power and a good deal more
security. Social security and the assumption of
responsibility for relief by the Federal Government
have prevented much destitution which the greatest
depression would otherwise have caused. But the
depression has persisted, and its effects have bcen at
lcast as considerable as those of the New Deal which
failed to conquer it. It has destroyed the ambitions
of enough labourers to make cffective trade unionism
practicable in the mass production industries. It has
slowed down the replacement of machinery, a much
larger proportion of which is now obsolescent than in
1929. It has rctarded the acquisition of industrial
skill by millions of new entrants into industry, and
caused more millions to lose in their idleness much of
the industrial skill which they once possessed.

Morc important than the effects on the cconomy
have been the effects on attitudes: The New Deal has
hecn called a revolution in_ideas rather than in eco-
nomics, although it is difficult to disentangle the joint
influences of the New Deal and the depression in the
change in ideas which has occurred. So large a
section of American opinion is now convinced that
the Federal Government ought to intervene in eca
nomic _matters—to help business and the farmer, to
protect_investors and_depositors, to insure labour’s
right to_organize and bargain, to prevent privation,
to give the idle useful work—that one of the major
parties (the Democratic) is definitely committed to



92 AMERICA’S ECONOMIC STRENGTH

has been of the order of £1,000 millions a year (i.e.,
somewhat greater than the special expenditure shown
on Graph 13, although it fluctuated in much the same
way). Judging by the spending habits of the 1920’s
a deficit of at least three times this magnitude would
have been necessary, without private investment on
a substantial scale, to restore activity to boom levels.

There have been scveral attempts to explain why
Government spending on this large scale failed to
stimulate private capital investment. Those who
subscribe to the theory of the ‘“mature economy”,
including some New Dealers, say that the frontiers of
new investment have disappeared. They maintain,
not very plausibly, that the boom of the 1920’s had
left America with a surplus of capital of all kinds.
Other New Dealers have accused capital of a “ sit-
down strike ’, with a view to discrediting the New
Deal.” €onservatives have rctorted that private in-
vestment has been held back by justified fears of
oppressive regulation and heavy taxation. Whatever
the reason or reasons, private invesument and con-
struction has rcmained at a very low level, and un-
employment has not declined much below the level
of 10,000,000. There was thc short lived N.R.A.
boomlet in 1934 while manufacturers and traders
were building up stocks in expectation of higher
prices, and a more substantial one in 1937 as Federal
spending reached its peak ($4,000 million was dis-
tributed in 1936-37 as a bonus to ex-soldicrs), but no
broad or sustained recovery.

This, then, is the economic record of thc New Deal.
It found the United States the most backward of
Western countries in its social legislation. It has
done much to enable America to catch up with other
progressive countries; and most of the reforms which
it has introduced will endure in modified form. But
it has created no new economic society. The American



DEPRESSION AND NEW DEAL 93

slightly modlﬁed Thc ’\Iew York Stock Exchange
behaves in more seemly fashion, and the power holding
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15 of them, according to the T.N.E.C., are still con-
trolch’By “three familics—the du he du Ponts, Mellons, and
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security. Social security and the assumption of
responsibility for relief by the Federal Government
have prevented much destitution which the greatest
depression would otherwise have caused. But the
depression has persisted, and its effects have been at
lcast as considerable as those of the New Deal which
failed to conquer it. It has destroyed the ambitions
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1929. It has retarded the acquisition of industrial
skill by millions of new entrants into industry, and
caused more millions to lose in their idleness much of
the industrial skill which they once possessed.

Morc important than the effects on the economy
have been the effects on attitudes: The New Deal has
heen called a rcvolution in_ideas rather than in_cco-
nomics, although it is difficult to disentangle the joint
influences of the New Deal and the depression in the
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the policy, and the other (the Republican) scarcely
dares to criticize it. This is a far cry from the *“ rugged
individualism > of the 1920’s, when the popular slogan
was ““ More business in_government, less government
in business *.

Even the change in attitudes, however, must not
be cxaggerated. A recent survey by Fortune Magazine,
based on a carcful sampling of public opinion, shows
that neither the individualism nor the optimism of
the 1920’s has entircly disappearecd. The typical
Amcrican still considers himself a member of the middle
class, who would like to go into business for himsclf,
and expects to some time, who considers the interests
of employers and employees basically the same, and
would prefer private to government employment.
Most significantly of all, perhaps, after ten years of de-
pression, almost three-fifths consider their opportunities
to be greater than those of their fathers, and over
three-fifths say that they would prefer “a job that pays
a high wage, but with a fifty-fifty chance of getting
promoted or fired, to a steady job carning just enough
to get by on, but with no prospect for advancement
The frontier may have disappcared in fact, but most
Amecricans refuse to admit it.



CHAPTER VI

WAR

Amecrican economy so far has becn on forcign
trade; and herc not so much on its amount as
on its direction and character.

American foreign trade in the middle of the nine-
teenth century _was of the greatest importance in
sccuring and maintaining a high standard of life.
The cxport trade consisted primarily of agricultural
products, of which cotton and the _grains were the
chief, while the major 1r5p0rts were finished products
and\ capital goods. The hcavy British and European
demand for food and raw materials, coupled with the
fact that America was the first great overseas supplier
of these things to be developed, made primary exports
highly remunerative. (During the second half of the
nincteenth century over 75% of Amecrican exports
were of_agricultural products”(scc Graph 14a). The
growth of Amecrican industry and the development
of new overscas sources of raw materials caused
this proportion to fall steadily from about 1890, and
at the beginning of the war agricultural cxports were
a bare quarter of the total. The remainder consisted
chicfly of finished or semi-finished industrial products,
of which the most important, in order, were motor-
cars and parts (over 109, of the total), iron and steel,
industrial machinery, and electrical machinery and
apparatus. The ‘‘infant industry” argument for
tariffs had apparently been fully vindicated, although
much the same development would doubtless have

nR

THE most important impact of the war on the
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occurred, at a somewhat slower pace, without pro-
tection.

Accompanying this change in the character of
exports was a corresponding change in the character
of imports: a shift from finished products to the raw
materials and foodstuffs which America did not pro-
duce, or produced in inadequate quantities—sugar,
coffee, tropical fruits and oilseeds, rubber, and tin.
And the change in the character of the_trade_was
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14. American foreign trade. The shaded area in (A) shows agri-
cultural exports as a proportion of total cxports. ‘T'he shaded arca in
(B) shows total exports as a proportion of total national production.
Imports were throughout the period smaller than exports.

responsible for a change in its direction. Although
Europe continued to take more U.S. exports than any
other single continent, its proportion in the total
steadily declined. (At the beginning of the war almost
half of American foreign trade was with the un-
developed countries of Latin America)) Africa, and
Oceania, which stood in much the same relation to
~ the United States as the United States to nineteenth
century Europe.

The war has, on the whole, intensified this trend.
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It has closed most European markets for American
raw materials—-first Germany, then German occupied
territory, then Italy, and now virtually the whole of
the continent cxcept Great Britain. At the same
timc it has rcduced the competition of luropcan
cxports in undeveloped countries, which now have to
rely almost exclusively on Great Britain and Japan,
whosc resources arc pretty fully employed clsewhere,
and the United Statcs. Great Britaip, it is true, is
continuing to make large-scale purchases in the
United States, but they are purchases of planes,
machinery, and industrial products. To conserve her
supplies of forc1gn cxchange, which are large but not
unlimited, she is relying to the greatest possible extent
on Empire sources of raw materials and foodstuffs.
The result is that while total exports have risen sub-
stantially since beforc the war, the gains have been
confined to finished materials of war, machinery and
semi-manufactured goods needed for war production,
and industrial products. ( Exports of food have de-
clined to almost nothing; oil exports have declined;
cotton exports werc maintained for a time, but they
too are likely to declinc; tobacco, of which one-
third is normally exported, has suffercd more than any
other commodity. (The total cffects of the war on
Amcrican forcign tradc are revealed by thé figures
for the first half of 1940:, exports were just over
$2,000 million, 46%; higher than in the corresponding
months of 1939; total imports werc about $1,200
million, the gain of 18%, reflecting chiefly increases
in prices, and in part purchases for stock of stratcgic
materials, which were just beginning in this period.
It would be useless to pay too much attention to
detailed figures, because the situation is changing so
rapidly. The entry of Italy into the war and the
defeat of France have already made conditions very
different from those which cxisted during most of the
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first half of 1940. Nevertheless, it is difficult to forese
any devclopments which would interfere seriousty
with these trends in the ncar future. America may
extend the ban on the cxport of strategic materials,
already partially applicd to scrap iron and aviation
petrol.  But there will remain many things which the
belligerent countries will continue to buy; and it
scems probable that Great Britain will increase her
purchases to such an extent as to more than make
good thc removal of France from the cxport arca.
As long as the war rctains anything like its present
character exports of agricultural products will remain
very low, and cxports of industrial products, par-
ticularly machines and military products, as well as total
exports, will remain high. Imports will undoubtedly
increase over the figure for the first half of 1940, for
the purchase of strategic materials is being intensified.
The second effect of the war on the American economy
has been to incrcasc the output and prosperity of cer-
tain industries, and to a minor extent as yet, industry
in general. The industrics most atfected so far are
those producing steel, machines, machine tools, ships
and ’planes; i.e., thosc producing for cxport to the
belligerents. Employment in aircraft production in
June 1940 was two and a half times what it was at the
beginning of 1939, and in machine tools twice as great.
The steel industry is operating at full capacity.
Amecrican rearmament will increase activity in these
industries and in many others. Orders are just being
placed, and the only industry greatly affected so far is
shipbuilding, where employment is almost doubling
in each twelve months. But an expenditure of over
$10,000 millions (£2,500 millions) has been sanc-
tioned, and the effects will be felt not only in ’planes,
machines, machine tools, iron and steel, and the naval
dockyards, but also in motor-cars, chemicals, arms
plants, and all the industries which supply them.
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The direct effects of the increase in exports on
general production and prosperity should not be
exaggerated. American exports in recent years have
amounted to only about 59, of total production (see
Graph 14B), and an increase of 50%, or even 100%,
in their quantity would not produce anything approach-
ing a boom. The cffects of exports on industry in
general are analogous to those of Government spend-
ing on public works; and the increase in exports
achieved so far is less than half the lcvel of the Federal
deficit under Roosevclt, which proved to bec on an
cntirely inadequate scale. American rcarmament will
add a great deal to the other stimulants—more in 1941
than the largest New Dcal deficit—but it will be
accompanied by some reduction in public expendi-
ture for other purposes. Indirect cffects of increased
export and rearmament cxpenditure may, however,
be extremely important. It must be remembered
that American industry is probably “ripe” for a
boom. Investment in manufacturing capital has been
at an cxtremely low level for a decade: maintenance
has been on an inadequate scale, and probably no
new net investment has been undertaken on balance.
70% of metal working machinery is over 10 years old,
comparcd with less than 50%, in 1929, and much the
same is probably true of most other industries and of
the railways. Residential construction has been even
more depressed than business investment; and an
increase in employment in war industries would
probably reveal, by shifting population and increas-
ing earnings, how large the potential demand for
housing is. There may be something to be said for
- the view that whereas large-scale peace-time pubhc
works tend to frighten private investors, increases in
exports and expenditure on armaments tend to
encourage them. Certainly, with the huge gold
stock, monetary conditions are favourable for expan-
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sion. It is quite possible that war will prove the
“pump primer” for which the New Dealers have
been sceking in vain. In December 1939 the index of
industrial production passed the 1929 peak for the
first time (this represented industrial production per
hcad about 10%, below the 1929 level), and after a
bricf lapse a new and vigorous rccovery was sustained
throughout 1g4o0.

The third major cffect of the war is that it has
added greatly to Amcrica’s alrcady huge stocks of
monctary gold. U.S. cxports began markedly to
exceed imports about the beginning of 1937, partly
because of the devaluation of the dollar, partly because
other countries were more prosperous than the U.S.,
and part]y because they were making abnormal pur-
chases in anticipation of war. Since thc war this gap
has been increcased, and a considerable part of the
gold flow has simply represented the adverse balance
of trade of thc rest of the world. Monectary gold
being as useless to the payer as to the payee, it is
quite naturally the way in which he prefers to make
payment. The rest of the gold flow represented a
flight of capital from Europe to America. It was
not attracted by intcrest rates, because these were
lower in America than anywhere else, but by the
apparent and rclative safety of dollar assets.

In 1935 the United States possessed $9-5 thousand
millions of monetary gpld (1n devalued “dollars)—just
under half the world total. By the outbreak of war
this had increased to $17 thousand milljon, or two-
thirds of the world total, and by the middle of 1940
to over $20 thousand million.

This gold has been embarrassing, to say the least,
to the Treasury and the Federal Reserve Banks.
Monetary stocks were already more than adequate in
1935; the additions since that time have becn worse
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inflation. The policy adopted has been one of
“Sterilization >, which prevents the new stock serving
as a basis for an increasc of money and credit. But
it is an cxpensive and troublesome policy: it has
involved large-scale borrowing by the I'lctlsury to
buy gold to be interned in deep vaults in the Ken-
tucky mountains. TFor a completely uscless assct,
which may lose even its monctary value in the future,
a heavy and continuous interest charge must be
borne.

The future gold policy of the American Govern-
ment is being debated, and some people are advocating
that further 1mp0rts should be refused. (‘The root of
the difficulty is that America has ncver really faced
the implications of her change from a debtor to a
creditor nation which occurred at the time of the last
war.) A debtor nation can sell morc_abroad than she
buys; a creditor nation must buy morc than she
sells, or make continuing loans, or import gold in-
definitely. America has found none of these courses
very palatable she chose the alternative of lending
abroad in the 1920’s, but the defaults of the ’30’s
discouraged further loans, and gold has since bcen
accepted in payment for thc excess of exports.

The consequences of a ban on gold imports would
be very serious for the British Empire, which is using
gold to pay for much of the war material purchased
in the States. The altcrnatives to gold as a mecans
of payment will be discussed in the next chapter; but
they are less attractive and limited in amount. Be-
causc the United States is anxious to sell abroad, and
becausc a ban on gold imports would make the
British situation difficult, it is extremely unlikely that
any change in policy will be made.



CHAPTER VII

AMERICA AND THE BRITISH EMPIRE

THE present relations between America and

Great Britain arc, nominally at least, governed
by thc American Neutrality Act of November
1939. _Its most important provisions exclude American
ships from belligerent waters, and forbid the granting
of credits of any kind for the export of war materials.
This means that Britain has to pay cash for her
purchases in the United States, and must carry the
materials in her own ships, or the ships of Allied or
other neutral countries. So far neither the cash nor
the carry provisions of the Neutrality Act have proved
very onerous; cash has been available, and, with
economies, British and Allied shipping has proved
adequate for its task.

With credits barred there are only three ways in which
the cash necessary to make purchases can be obtained.
One, obviously a desirable method from the British
point of view, is by exports. Itis not necessary that
these should go 5 direct to the United States. Exports
to third countries which in turn export to the United
States, or which can make payment in gold, are just

as good. The second way is by selling gold to the
United Stafes. ' This is, in many respects, the best
method, since it does not use British resources which
might be usefully employed on other phases of the
war effort, but it is limited by the amount of gold
possessed by Britain at the beginning of the war, and
the annual output of the Empire, assuming this all to
be available. The third way is by liquidating British

102
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dollar assets—deposits in American banks, loans,
securities, and property.

The total amount of gold and dollar assets held by
Britain is not known, but the National City Bank of
New York estimates that it was only slightly less at the
beginning of this war than in 1914. It estimates that
total British gold, including that earmarked for British
account abroad, amounted to $2,200 millions, British
bank balances in the U.S. to $580 millions, and British
holdings of negotiable American securitics to $1,090
millions-—a total of $3,870 millions, or almost £1000
millions, enough to buy morc than 50,000 planes. In
the first year of the war Britain imported goods worth
only £200 millions from America, though orders placed
were much larger.

This is by no mecans the limit of British resources
which might be used to make American purchases.
An unknown but considerable amount of British
capital is directly invested in American business and
property. The Empire produces annually something
likc $700 millions of gold, which is enough in itself
to purchase all the American plancs which are likely
to be available for export during the next twclve
months. As a last resort Britain has investments in
the Dominions and the Argentine amountmg to well
over $6,000 millions which could be sold in the Ameri-
can markct. Credits would be a convenience, and they
would obviate the necessity of selling securities on un-
favourable terms, but they are not in any sense
necessary to Great Britain’s war effort this year, and
securing them would have very little cffect on the
long-run cost of the war to Britain. Perhaps the ban
on credits has made the British purchasing agents in
America, expecting a long war, a little too cautious in
spending limited dollar assets immediately, but the
most effective bottleneck has been American production.

The loss of France as an ally and the entry of Italy
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into the war have fundamentally altered the rclative
strengths of the Axis and Allied powers, both militarily
and cconomically. The economic consequences can
be scen clearly from a comparison of the national
incomes of the belligerents, shown in Graph 15.
From a twofold supcriority which, properly used,

12,000 —
£% in
Millions
]0,000 —  [lron%and \
Bclg an \nlcn s
/// Bclgfu-rn Nm“d\j \
8,000 /Rest o Poland
/BntISh [ NGthirianas
nfﬁnre/ O \
77 N
L / U.S A
6,000 = ///’ s | pfrance N
[ L Zealand ///
Canada \
.| Great Germ any \
2,000 — | Britain and
. US.SR.
Austria
N

15. The National Incomes (1925-34 average) of the Alhcs, the Axis
Powers and occupied territory, the U S.A., and the U.S.S.R. 'l'he
arcas representing the colonial empires and Axis-occupied territory
have been shaded because their contribution to the war effort will be
less than proportional to their national incomes.

should have insured victory in the long run, the
superiority of the Allies’ national income has become
very slight. This is true, at least, when we compare
the incomes of Britain and the Domlmons with those of
Germany and Italy. There arc additions to make on
cach side, and it is difficult to know how much to



AMERICA AND THE BRITISH EMPIRE 105

allow for them. On the Allicd side there are the
British, Netherlands, and Belgian colonial cmpires;
on the Axis side, much of the rest of the continent,
which is occupied or dominated by it. It would be a
grave error to add in the national incomes of these areas
without substantial qualifications. While the total
income of the Allied colonial empires is high, this is
very largely due to the inclusion of India and other
populous Asiatic regions, and the surplus which they
can contribute above their subsistence neceds i1s small.
Morcover, their industrial capacity, which is the most
important factor in modern war, is almost negligible,
The dominated continent, too, is likely to be worth less
to the Axis than crude figures of national incomes would
suggest.  Apart from shortages of raw materials, which
will considerably reduce the industrial contribution
they could otherwise make, they will be producing under
duress, and this may very adversely affect efficiency.
It is impossible to draw any certain conclusions from
the national income data except that neither side, in
the long run, has a marked superiority of economic
strength.  Only by drawing on the economic resources
of the rest of the world can Britain decfinitely tip the
balance in her favour; and since the United States is
the only great industrial country still non-belligerent,
‘ the rest of the world ” means, for practical purposes,
the United States.

‘National or regional economics may be supple-
mentary, or- complementary. They may produce the
same sorts of things, or different sorts. An cconomic
union of complementary economies is stronger than
the sum of the strengths of the constituent economics.
France and the United Kingdom had complementary
cconomies; and it is one of the tragedics of the pre-war
era that co-operation between them was not under-
taken until after war was declared, and that union
was not proposed until France had been beaten. The
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United Kingdom and- the rest of the Empire are an
even better example of complementary economies:
without the financial and industrial power of the United
Kingdom the rest of the Empire would be an casy prey
for any Great Power; without the Empire the United
Kingdom would be desperately pressed for the food
and raw materials necessary to sustain her industries.
The various economic regions of the United States,
which we discussed in Chapter I, also possess comple-
mentary economies.

But the economies of the United States and the
British Empire are similar rather than complementary ;
their combined strengths would not be very different
from the sum of their individual strengths. Each
possesses great ‘industrial and financial resources, and
each is able to produce most of its essential foodstuffs
and raw materials. Therc are exceptions, which we
must consider, but in general the ability of the United
States to redress the balance of power in Europe
depends simply upon her total cconomic strength,
and the speed with which she can convert it to the
production of materials of war.\ The British Empire is
a well-balanced economic unit, possessing a good deal
of every esscntial material; all the United States can
do is to increase the quantities, of things the Empire
needs most for the job in hand. )

That the United States possesses the potential eco-
nomic strength to redress the balance, and more, cannot
be questioned. A mere glance at the American national
income side by side with those of the belligerents is
sufficient to demonstrate this. The fact may or may
not be important. It depends upon how long the war
lasts as well as upon the course of American policy.
In the shorter run a comparison of this sort is grossly
misleading, partly because American supplies are limited
by the Empire’s shortage of dollars, but chiefly because
American industry is not geared to war production.
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This qualification does not apply to raw materials.
America can immediately supply any deficiencies in
the important metals, except tin and nickel, which
the Allies possess in abundance, and the ferro-alloys,
which are a major American problem. America and
the British Empire together control two-thirds of the
world output of minerals, including a large proportion
of each’ smglc important mineral. America can also.
supply, and is supplying, machine tools, ma.chmery,
afid motor-transport vehicles. But although the major
part of her production of military aircraft will probably
go to Britain, the numbers will, for another year, be
less than the British industry is now producing.
Tanks will not be produced in uantity until 1942.
Explosives will be ready more quickly, but the period
of preparation will take at least a year. Rifles, guns,
machine-guns, and ammunition have already been sent
in fairly large quantities—exact numbers are not
known, but it has been estimated in America that a
fourth of the troops in Britain are now cquipped with
American arms, and one fears that the cstimate may
be right—but these deliveries have nothing to do with
Amcrica’s present production capacity. They were
made from the very large stocks accumulated as a
result of the last war. It will be at least a year
before mass production makes additional supplies of
any of them available in quantity.

In certain respects the economies of the United Statcs.
and. the B'ﬁt'lﬁ;p:?g_@ggwc_gmplementary; the state-
ment that they are not is true only when broad cate-
gories of goods are considered. The United States, as.
we have seen, is short of tin, nickel, rubber, mercury,
and most .of theTerro- dllo_ys The British Empire has
large export surpluses of the first three, as well as of
some of the ferro-alloys The British Emplrc, on the
other hand, is short of two_of the most vital materials
of modern war—oil and steel, Up to the present its



108 AMERICA’'S ECONOMIC STRENGTH

neceds of oil have been met by supplies from Roumania,
Iraq, Iran, the Netherlands East lndms,andVenezuela,
in all of which many of the wells are British owned.
But supplics from Roumania have been stopped,
supplies from the next three depend upon the fortunes
of war and diplomacy in thc immediate future, and
no other sources of supply outside the U.S. could fill
the gap. Relatively to Germany and the countries
controlled by her the British Empire is very short both
of iron ore and. slccl-mabng capacity. Maximum
Empire production is about 16 million tons a year,
while Germany alone is capable of producing over
20 million, and the countrics under her control add a
further 29 million. The United States can produce at
least 55 million tons, and a substantial amount,
dependirig upon the speed of her own rcarmament,
can be and is being exported to Britain.

The position of the Empire vis-d-vis Germany and
Italy is weaker in the short run than the figures of
national income suggest, becausc the Axis Powers have
spent longer preparing for the war. In the long run
it is stronger than they suggest, both because a sub-
stantial part of the resources of the United States will
become available, and because the Axis Powers are
very short of certain important materials—a shortage
which the national income figurcs conceal. Graph 16
shows the relative amounts of important raw materials
produced by the Allies, the United States, the Axis, the
rest of Europe, and Soviet Russia in 1937. The Allies
arc in a strong position with respect to most of the
metals and rubber. The United States redresses thc
balance in steel. The Axis has more bauxite, but the
Allies, thanks to the Netherlands Empire, have enough.
The Allies, with the United States, have an abundance
of oil; the Axis has little, and Russia cannot spare
much for export. In addition to the commodities
shown, the foodstuffs (especially the important vege-
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the Allies; and there is no country, like the United
States, capable of making good the Axis deficiencies.
The discussion so far has assumed that the United
States retains her non-belligerency and her policy of
““aid short of war . If she became a belligerent the
economic strength which she would add to the Allies
would undoubtedly be greater—but only in the long
run. She would go about the job of transferring
resources to war production with greater energy.
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16. Control of strategic materials. The shaded areas represent the
production (1937) of the British Empire, the Allied Colonial Empires,
the U.S.A., the U.S.S.R., the Axis Powers, and the rest of Europe as a
proportion of total world production. The unshaded areas represent
the production of the rest of the world.

And there would be no difficulties, as there are at
present, in securing the co-operation of industry in
expanding plant and production; in war-time demo-
cratic nations accept the use of methods of coercion
which they will not tolerate in time of peace.

But in the short run a declaration of war by the
United States could not help the Allies very much, and
might conceivably weaken them. The difficulties of
securing dollars would be removed, but this is not a
short-run difficulty; the bottleneck is American pro-
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duction rather than Allied cash. The small part of the
American Navy which could be spared from the Far
East and American waters could be sent to the Mediter-
ranean, but the American Army and Air Force which
would be ready for service is negligible bv European
standards. And there is the certainty that the equip-
ping of an army and air force for service in the future
would have the immediate effect of reducing deliveries
of 'plancs and other war materials to the Allies. These
deliveriecs cannot be cnormous in 1941 however
cnergetically Americans act. The very fact that
America uses mass production methods means, for
rcasons considered in detail in Chapter 1V, that
preparation for production requires a great decal
of time. Any diversion of what supplies are avail-
able in this critical period might therefore prove very
serious. . The experience of the last war is illumin-
ating. The quantity of American cxports to Europe
(allowing for changes in prices) in 1915 was 39%,
greater than in 1914; 1in 1916 it was 759, greater;
in 1917, 90%, greater; but in 1918, with the U.S.
fully belligerent, only 279, greater. It is true that the
proportion of Europcan exports going to England and
France increased from 519, to 719 over this period,
but American demands on her own output nevertheless
dccreased the surplus available for Allied consumption.
Just as the non-belligerency of Italy helped Hitler last
winter more than Italy’s military aid could, it is
possible that non-belligerency is, from the Allied
point of view, the most favourable short-run policy
for the United States. This argument applies with
special force to the possibility of America becoming
involved in a war in the Far East. It will cease to
apply, as far as the war against Hitlerism is concerned,
sometime in 1942, when America’s own initial force
has been equipped, and her mass production industries
have started to function on a war basis.
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