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FOREWORD
BY
SENATOR EpwarRD P. CosTiGAN

ONE need not agree with all or any judgments of a learned,
vigorous, and honest thinker before offering him deserved
tribute. This statement applies to the author of the present
volume. Rich in his integrity of mind and heart, his scien-
tific spirit remains his divining-rod as he crosses and re-
crosses the No Man’s Land of dangerously-mined economic
speculation. Instinctively demanding more light in which,
if possible, to live and fight for nobly humane ends, Dr.
Kemper Simpson accepts frankly any conclusions his light
reveals.

Modern liberals must be first to acknowledge the merits
and significance of such intelligent forthrightness. It is
the common inheritance of those who successfully direct
the long advance of mankind from the old to the new.
Never has the authority of disinterested fact-facing been
more indispensable than now. This is an hour when eco-
nomic problems of extraordinary gravity overshadow our
world, threaten the existence of twentieth-century civili-
zation, and summon all who think to tender whatever
wisdom and counsel they can offer to the common welfare.
Certainly we should immediately and searchingly pursue
the truth in and beyond economic practices, at the heart
of which lie acid-tested principles, formulated by econo-
mists and applied by statesmen, here and abroad, alike in
prosperous peace and in revolutionary turbulence and dis-
tress.

To be sure, economic principles are often so obscured

vii



il FOREWORD

by countless and confusing human activities that at times
they appear to lack the undeviating accuracy of scientific
fact. They frequently seem elusively fluid in an ever-
changing universe of human variables. Therefore, all men
and women who strive for a better world should be re-
sponsive to every thinker who, with resolute dedication vo
the guidance of such truth as is at hand, strives to erect
unshakable landmarks pointing to the fulfillment of
America’s finest dreams of leadership in individual and
world affatrs.

Deeply concerned with sound theories, the author of
this volume is known to a wide circle of educated leaders
as a scholar whose approach to world problems is essentially
practical. Expertly acquainted by long association, with
the methods, investigations, and conclusions of such gov-
ernmental bodies as the Federal Trade and United States
Tariff Commissions, Dr. Simpson is exceptionally equipped
to advance ftom known conditions to reasonable conclu-
sions. Indeed, his volume is sufficiently documented to
supply the materials on which he builds, so that those who
dissent from his advice will be free to use the same mate-
rials to fortify, to the best of their abilities, their separate
deductions.

Too often in these hurried hours, brilliant economic
writers leave us to wrestle through unilluminated nights
with their oracular utterances. Sound or unsound, they
make no response to our cross-examination and expect us
to take or leave their generalizations on the strength of
unaided and inaccessible authority. One is reminded of the
countryman of Gladstone who asserted that the English
lawmaker was a greater man than Moses, since Moses re-
ceived statutes from on high and Gladstone produced
them from his own head. Evidently, with like satisfaction,
various gifted economists on both sides of the Atlantic are
not unwilling to rest their judgments on unsupported
assertions. Not so with Dr. Simpson. He has never yielded
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to temptation down the primrose path of self-asserted
authority. He always aims to deal realistically and help-
fully with the lessons derived from experience.

In this period of high adventure in government and life,
I'r. Simpson belongs, at least in part, with the New-
Dealers. His place is with those who strive to fuse earliest
values with latest knowledge. He carries to the modern
council table of world economics the close reasoning of
classical economists. He impartially but persuasively ana-
lI;zes and interprets, deductively and inductively, such
varying but vital issues as nationalistic isolation and inter-
national cooperation; controlled and uncontrolled infla-
tion; the inter-relations of currency, credit, and reserves
of precious metals; the effects of tariffs, cartels, other trade
restrictions, and of costs of production on gold movements
and on national and international price levels.

He traces to such roots the economic forces which in
the long run shape the separate and interwoven destinies
of nations, and from which, against all odds, a world com-
munity is slowly emerging. He strongly holds—and who
any longer may reasonably dispute the judgment?—that
economic welfare for peoples and countries is so interlaced
that, as the price of success, national must yield to inter-
national planning and recovery.

For the purposes of his analysis, Dr. Simpson reviews
the modern economic experiences and relations of the
four leading industrial nations—the United States, Great
Britain, Germany, and France. Directing attention to the
fact that they embrace the fate of millions of human
beings and their descendants, dwelling and destined to
dwell in relatively small areas of the earth’s surface, the
author concludes that the ability of those men, women,
and children to live normal lives in large measure depends
on their opportunities to find markets for their products
and to procure and consume commodities brought from
the four corners of the world. He further stresses, what
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is too often forgotten, that under extreme nationalism
powerful industrial nations are certain to invest cexcessively
in inefficient industries, with resulting lowered standards
of living than would otherwise be required, thus stimulat-’
ing cconomic unrest and other unhappy factors which
tend to move nations in the long run in the direction of
forcign wars and conquest as means of expanding national
wealth and well-being.

The author undertakes to construct a world of sound
cconomic reasonableness, with all its promise of human
betterment, in contrast to a hopelessly unreasonable modern
world, now slipping from low levels to others still lower
under the scourge of narrow-sighted nationalism. It is a
tedious task to clear away the mistaken decisions and prac-
tices which follow war and are dictated by selfishness.
Certainly, however. it is a labor which should be attacked
by courageous and constructive minds, fired by the ideal-
istic zeal of pioncering pathfinders.

However debatable some of the deductions drawn may
be, with many other generalizations to be found in this
volume no informed thinker will permanently quarrel.
In the tariff field in which he is expert, Dr. Simpson de-
clares that agricultural leaders have long erred in per-
sistently urging elevation of farm prices through advanced
tariffs rather than lower industrial prices through tariff
reductions. Hc emphasizes the truth disclosed by years of
high tariffs, that tariff-subsidized industries are often
weakest, both as dispensers of capital and as employers of
labor, and that the drive for a reciprocal tariff policy finds
ample excuse in the unfair burdening of our more cfficient
export industries through tariff subsidies granted to weaker
domestic industries.

Not the least arresting part of his discussion deals with
so-called “overproduction,” which taken by and large in
a disorganized world, lacking in proper distribution of the
necessities of life, should be increasingly characterized as
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inability to consume, resulting from an inadequate distri-
bution of national income and from the growing unwill-
ingness of modern nations profitably to exchange their
surpluses. His convincing figures present possibilities of
increased and relatively inexhaustible demand for the
products of industries, whether at this time cither idle or
occupied, and conclusively confirm what all of us instinc-
tively recognize.

If Dr. Simpson’s discussion impresses any one as factual
rather than spectacular, it is not because he fails to point
ways through the use of economic sanity to a far better
world. We should long since have learned what he clearly
scnses—the romantic possibilities that attach to fairer
wiages. These, he insists, need not necessarily increase costs,
because better distribution of wealth implies increased
production, which in turn, lowers overheads.

W hen during the darkest days of depression many econo-
mists were loath to sanction any unusual governmental
expenditure because of its possible inflationary effect, Dr.
Simpson indorsed such proposals of progressives as libera-
tion of deposits in closed banks and direct relief of the
unemployed, which he argued would operate as highly de-
sirable stimulations of consumers’ purchasing power. But
he impressively cautions that we must always bear in mind
that no nation, however independent, can build and main-
tain a prosperity while its world neighbors are fighting
economic disaster. Indeed, the entire volume draws essen-
tial strength from its moral fidelity.






PREFACE

Tris volume attempts to answer the question whether any
nation of the world today can, independently of other
nations, effect its own permanent national recovery. It
should serve as an introduction to world economics and as
a study in method. It is neither a compendium of world
statistics nor a treatise in economic theory. It attempts
rather to give a broad view of the industries and banking
systems of the four world powers, the United States, the
United Kingdom, Germany, and France, the economic in-
terrelations of which are used to develop some general
economic principles. Although a broadening of the sur-
vey to include such other important economies as those
of Russia, Japan, and Italy would have been valuable—
some may say, indispensable—we are satisfied that analysis
of the four economics and the interrelations among them
should furnish an adequate basis for constructing an out-
line of world cconomics.

Most economists have built their systems almost entirely
from the data of one national economy. Some economists,
we believe, have over-emphasized the money and banking
aspect of economic phenomena; others have been too pre-
occupied with the structural basis of modern economic
organization. In order to give a true picture of the com-
plex international mechanism by which the modern world
lives, we have found it as necessary to get down to the
business of coal, pig iron, wheat, and cotton as to unravel
the involved processes by which the many different kinds
of money are created.

After long and patient research, we find ourselves more

X1
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convinced than ever of our earlier premonition as to the
futility of economic nationalism. The national economies
of today—whether we like it or not—are so inextricably
interrelated that it is fatuous to attempt to rebuild a suf-
fering world by destroying all those great cconomic and
spiritual values which a century of international economic
growth has developed.

In a work of this scope, on a subject so close to the lxves
of everyone, many obvious things will be presented and
many well-known facts and truths repeated. But we do
not apologize for recounting homely truths, so many of
which may be known but ignored. It takes courage at
this juncture of world affairs to stand by the tested com-
monplaces of economic science and to stand out against
those who promise miraculous and painless means of per-
manent recovery for a world, which two decades of hate,
greed, and cowardxce have prostrated.

These four countries were selected for study because of
their importance, because they are in many respects com-
parable, and because their economies are closely inter-
dependent, cven though they have come to be increasingly
independent of each other as to commodities. They are all
in temperate zones, with wealth and well-being derived
originally from extensive mining and agricultural re-
sources. All four at a relatively early period developed
aggressive manufactures and world trade: the basis for
their large industrial populations, internal wealth, and for-
eign investments. They all have gained a measure of
world dominance, far greater than is explained merely by
their areas. Each one of their economic histories has been
characterized by a shifting from agriculture to a balance
between agriculture and industry, with a growing em-
phasis on industrial development.! Agriculture alone can-
not support in thesc days large dense populations. Profits

1 See Appendix I, "Numbcr of Persoas Employed in Various Occupations in the
Four Counrries.”
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from agriculture, which is usually subject to the law of
diminishing returns, do not increase as do profits from
manufacture and trading.

Most of the basic data used for the conclusions will be
found in Part I and Part 7I.  'The reader who may become
impatient even with the highly condensed abstracts of the
chief industrics of the four economies surveyed should
merely skim through Part I. The details of the banking
systems, presented in Chapter VI, may be tedious, but they
will be useful for those who would understand how the
world’s chief currencies are created. Those who arc will-
ing to accept all the industrial and financial facts without
scrutiny and who want merely to examine the broad con-
clusions will be content to read Chapter I and the four
chapters of Pare III.

Although many acknowledgments must be made, by far
the most important is that to Senator E. P. Costigan, who
has read and criticized most of the manuscript. Although
Scnator Costigan does not agree with all the conclusions,
he has refrained in his usual impartial manner from at-
tempting to inject his own social philosophy into this
volume. He is a man always willing to face the facts and
he is never dogmatic as to the conclusions which those
facts warrant. Although he cannot be held responsible
for the results, he is in large measure responsible for the
venture.

Others who have given valuable aid or criticism—but
who should not be held responsible for any defects—are
Mr. Julius Bogen, Mr. Benjamin B. Wallace, Mr. Carl De
Long, Mr. Paul Kern, Mr. Clarence Blachley, Mr. Henry
Wild, Mr. Thomas G. Corcoran, Mr. Winfield Rieffler,
Mr. Howard F. Corcoran, Miss Anna Youngman, Miss
Martha Williams, Mr. W. W. Shirley, and Mr. William J.
Wallace. Although the definite contributions are not
specifically acknowledged in this volume, much credit
must be given the writings or public utterances of such
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economists as Secretary Cordell Hull, Secretary Henry
Wallace, Senator Robert M. LaFollette, Mr. Frank W.
Taussig, Mr. Jacob Hollander, Mr. George Barnett, Mr.
Thomas Walker Page, Mr. Herbert Feis, Mr. Jacob Viner,
Mr. Henry Parker Willis, Mr. O. M. W. Sprague, Mr. John
S. Dickinson, Mr. Walter Stewart, Mr. Alexander Sachs,
Mr. Warren Persons, Mr. Wesley C. Mitchell, and Mr.
Edwin W. Kemmerer.

KEMPER SiMPsON
New York City
February 18, 1934
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CHAPTER 1

AMERICA AND THE WORLD:*
AN INTRODUCTION AND SUMMARY

THE peoples of the world of today may well stop to con-
sider the way they choose to go. There are those who
would have them retrace their steps along the road, con-
sidered for centuries the path of progress, to work back
towards mediazval mercantilism, wherein each nation—in-
deed each province—put up unsurmountable obstacles
against trade with neighboring nations and provinces.
There are others who believe that international economic
relations, so highly developed during the past century,
must not and cannot be lightly broken.

Anyone undertaking the immense task of examining the
complicated economic system under which the modern
world lives will learn, we believe, that the economic for-
tune of every nation today is inextricably connected with
the economic fortuncs of other nations. What the na-
tionalist asks is a radical change from, and destruction of,
all that the centuries have slowly evolved. But we would
not shrink from even such drastic and radical change were
we not convinced that it would run counter to natural
economic development and would cause national, as well
as world-wide, disorder.

That economic realism implies a recognition of the well-
evolved internationality of our modern economic world
we shall here attempt to establish. That nationalistic
trends in economics have constituted a primary cause of
world disorder in the past, and that they offer a menace

1 “America” and “American” are often used for brevity and variety in this
volume, where “United States,” both as noun and adjective, would be more accurate.

1



2 INTRODUCTION TO WORLD ECONOMICS

to the future, we believe is more susceptible of proof than
Mr. Keynes’ theory that internationality in economic plan-
ning, involving struggle for foreign markets, is a major
cause of war. There is, we are convinced, less warrant for
maintaining that Germany and England started the World
War because of their struggle for world markets than there
is for contending that Germany and France have all
through modern history coveted territory and resources on
the other side of each other’s national boundaries. But
these are theories and we shall direct attention more es-
pecially to the facts, all of which seem to indicate that,
although the nations may yet be able to avoid the larger
evils of selfish nationalism, they cannot shirk the responsi-
bilities of an inevitable and alluring internationalism, the
economic implications of which no one country at this ad-
vanced stage of the world’s evolution can today refuse to
face.

It may be argued by some nationalists that they would
not go so far back as medizval mercantilism and that they
recognize that complete national self-sufficience is no
longer possible. But against their plausible middle course
we propose to bring an overwhelming mass of evidence to
prove that if a national economy is to be given a practical
and serviceable immunity from the “evils of foreign in-
fluences” it must be completely isolated, and no reason-
able nationalist today dares make any such proposal. For-
eign goods, whatever their purpose, quality, or price, would
have to be kept away from domestic consumers and con-
suming industries, who might otherwise shift their de-
mands. Aggressive industries could not be allowed to send
their products beyond the national boundary. Even travel
abroad would have to be regulated or done away with be-
cause of its involved economic consequences. No national
could be allowed to invest his savings in any but his own
country, and no foreigner could be permitted to buy do-
mestic securities.
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If all such precautions were not effectively taken, we
contend that the influence of other national economies
could not be obviated and nationalism would become im-
practical. Many Americans argue that their economy is
better suited to the modified nationalistic experiment:
first, because it needs so few imports; second, because its
export trade has seemed so precarious that the several mil-
lions employed therein should be absorbed in other less ag-
gressive industries; third, because it requires no foreign
capital and should have, they contend, no foreign invest-
ments. We maintain the thesis that the United States,
with its buoyant economy’s violent shifts from heedless
booms to paralyzing depressions, with its skyrocketing
price levels and their tobogganing crashes, needs at every
stage the corrective of imports and is inevitably subject to
the chastening influence of the commodity and stock price
levels of older and more stable national economies.

Today a nation’s price level has come to be a most sensi-
tive economic mechanism, which registers changes in the
price levels of other nations far removed. Even during
the post-war decade, while many nations were tampering
with or debauching their currencies in many ways, the
price levels of all nations showed the same general trends
and tried to come into a natural adjustment with each
other.

The sensitivity of prices in a country and throughout
the world can be illustrated by the action of textile fibre
prices in the United States after 1920 and 1930. In the
1920 deflation, the price of Japanese raw silk broke first,
but was followed by an almost simultaneous break in the
American price of tariff-subsidized rayon and a few
months later by a recession in the price of wool. In 1920,
export demand supported the price of cotton for a time,
but eventually the price of that fibre also gave way. In
the 1930 deflation, declines in the prices of silk and cotton
came first, but were followed by declines in the prices of
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tariff-subsidized rayon and wool. Those who imagine that
price levels can be supported by tariffs should realize that
prices of dutiable goods—even behind the tariff barrier—
are soon forced down by the declines in the prices of duty-
free goods. An analysis recently made indicates that when
duty-free goods decline more in price than tariff-subsi-
dized goods the diversion of labor and capital to produc-
tion of sheltered commodities will eventually force down
prices of those commoditics believed immune behind the
tariff wall.*

As scientists, we have approached the titanic subject of
world economics through a patient analysis of the interre-
lations of the economies of four world powers—the United
States, the United Kingdom, Germany, and France. We
have emerged with no panaceas. The student ¢f economic
science is often berated because he has no easy program for
immediate recovery, but we question whether there is a
quick, easy cure for diseases which during two decades had
been allowed to fasten themselves on the world’s economy.
Hate and greed made governments declare war against one
another. Greed, profiting from national needs, lifted price
levels which only inflated currencies could negotiate. Af-
terwards none of the survivors wanted to pay the penalties.
Each nation in turn tried to evade the consequences of the
inevitable deflation. Germany’s resistance in, and France’s
policing of, the Ruhr gave each the excuse for the inflation
which it was thought would solve its problems. England,
on the whole, may be said to have tried to play the game
but relied perhaps too much upon a continuing industrial

o

domination of her dominions.® The United States insisted

1See World Trade Barrsers in Relation to American Agriculture, pp. 19-20.
United States Department of Agriculiure.

2 Throughout this volume, the United Kingdom is often designated as “England”
or “Britain” for brevity, variety, and in accordance with popular usage. The United
Kingdom, includes England, Scotland, Wales, and Northern Ireland; Great Britain
includes England, Scotland, and Wales. Where statistical data are introduced we have
been careful to designate these various geographical subdivisions accurately.
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upon being paid for what it had advanced, but refused
the only kind of payment possible. In addition, it foolishly
tried especially in the half decade before 1929 to maintain
an isolated prosperity by a manipulated and stabilized price
level.

So many different methods of attempting to arrest de-
flation and so many brands and degrees of inflation have
been experimented with since the World War that the
term “inflation” has come to mean many things. When a
government issues an ever-increasing quantity of circulat-
ing medium or when the banks of the country extend de-
posit credits without due caution, if such circulating and
depesit currencies are em ployed by buoyant industries and
optimistic cousumers, the country’s commodity and stock
price levels rise above those levels in other countries, and
the first stage of an inflation is reached. Under the rules
of the gold standard, foreigners sell their goods in the coun-
try with the inflated price level and dispose of their hold-
ings of securities with the result that gold is drawn out of
the country and its currency and bank deposits are con-
tracted until the world adjustment in gold price levels is
cffected. But if for any reason the country continues to
issue currency—as Germany and France did during the oc-
cupation of the Ruhr—confidence in the currency is de-
stroyed both at home and abroad. 1f an embargo on gold
is then resorted to, the currency depreciates rapidly, and
with the rise in internal paper prices, the second and more
extreme stage of inflation is reached. No longer, as under
the free working of the gold standard, is the corrective of
imports allowed to temper the zeal of the stimulated indus-
tries; indeed, as we shall see, imports are hampered and ex-
ports encouraged.

We believe that the gold standard has not been given a
fair chance to function during the last two decades. Cen-
turies of experience have shown the operation of the stand-
ard tends to give stability to the world’s economic system
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by limiting the extent of governmental currency manipu-
lation, by facilitating settlement of balances between na-
tions who want to trade freely and live amicably with one
another, and by bringing the various national price levels
into smooth, ready, and natural adjustment. To maintain
that the gold standard has not worked since the World War
shows a misunderstanding of the facts. The gold standard
for two decades has not been allowed to work and the
gold-exchange standard, gold embargoes, and other make-
shifts may have seemed easier, but in the end they have
proved more costly. Each nation, in trying to evade pay-
ing for the crime of war, has been hugging its gold and
struggling to maintain or raise its price level, but in the
struggle for gold no thought was given to the rules of the
game under which possession of gold is useful.

Germany was perhaps forced to lead with what later
turned out to be an uncontrollable currency depreciation.
France followed suit and later trumped with a devaluation.
Paper price levels were lifted, export prices were lowered,
and imports were shut out. Then, as if free movement of
goods were not sufficiently interfered with, higher tariffs
were piled on, and dumping was resorted to. The magic
in “freeing the currency from gold” is not esoteric, and as
government after government falls under its easy spell its
temporary accomplishments are nullified. Abandonment
of gold has served to depress world prices unnecessarily.
Internal price levels, when they did rise, never rose so fast
as the exchanges fell. Successful as well as frustrated at-
tempts to dump exports abroad were deflationary, and im-
ports which normally should have entered were impeded
by the falling exchange rate and had to be thrown back
on the exporting market. As each country eventually
stabilized—naturally or artificially, at full parity or after
devaluation—its price level thereafter declined or was
forced down by some other national currency deprecia-
tion. French, Belgian, and Italian devaluations lowered



AMERICA AND THE WORLD 7

British and world gold-price levels. Abandonment of the
gold standard by all British and Scandinavian countries
lowsred French, Belgian, Italian, and American price levels.
If the dollar is eventually stabilized, the cycle, we can only
hope, may be complete. The arresting of world deflation
may follow, unless such countries as Britain and France,
which are more in need of export trade than the United
States, may be later forced to further devaluation.

Each of the great nations has had its own plausible alibi.
Germany could urge that her treatment at Versailles forced
down the external value of her currency and brought on
her internal inflation. France could maintain that she
had to police the Ruhr and in so doing unbalanced her bud-
get and inflated her currency. England could point to the
loss of her vitally important export trade and the severe
drain on her gold stock. Some in the United States in-
sisted that its artificially-maintained price level should not
have been subjected to the deflationary pressure of all
these foreign currency depreciations.

Certain European economists, alarmed by the violence
of the world deflation, have blamed it on the shortage of
gold and the restrictions of the gold standard. We freely
admit that rapid deflation is paralyzing to business. Yet
maladjustments in the various declining national price
levels constituted the single most disrupting economic
influence after 1922 and was easily the most significant de-
pressant on world prices. Where joint international agree-
ment might have saved the world, or eased its pain,
independent, selfish, nationalistic measures have brought it
close to the verge of economic collapse. If the shortage of
gold were the primary cause of the paralyzing deflation—
which we doubt—joint international action on the reduc-
tion of note and deposit coverage would have furnished a
profitable field for international monetary discussion. We
are not disposed, under the circumstances, to criticize the
desire to halt the deflationary process. But we believe that
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a sounder world economics would have to precede perma-
nent world prosperity, and we want to emphasize again
that during the past decade raising paper price levels has
furthered, rather than arrested, deflation. '

Such gradual deflation as the United States experienced
in the few years before 1929 was not unhealthy. It acted
both as a check on, and as a stimulant to, its national econ-
omy. Under the circumstances existing in 1932 and 1933,
however, there was much to be said for America’s con-
sideration of measures which might have becn expected to
arrest the fall in prices, so paralyzing to its industry. A
gigantic public-works program or the government’s as-
sumption of the assets of the closed banks and issuc of
notes with which to pay off the depositors of such banks
were logically proposed as helpful inflationary measures.
The issue of the necessary fiat money, with which to pay
the depositors of the weaker banks, might in itself not have
raised prices begcause the quantity of money is not the only
factor in the determination of price levels. But return of
justly-acquired purchasing power to trusting depositors of
weak banks might have been expected to improve gold
prices in an orderly fashion.

Some of those European economists who put all hope in
price-raising have long been urging that America, as the
largest producer of so many raw materials and the largest
consumer of most of the others, shouid initiate a lifting of
the world gold-price level and halt world deflation. In this
way, they aver, the price of gold could be controlled—
they mean lowered—and “mankind would no longer be a
slave of the increasing demand for yellow metal.” We are
not disposed to attack any reasonable method by which
gold price levels in all countries could be gradually and
simultaneously raised, but we doubt whether one nation—
no matter how dominant—can alone carry out such an un-
dertaking by mere currency control. If the United States
Government had attempted to raise the American and
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world gold-price levels by the various inflationary methods
indicated, they would not necessarily have involved imme-
diate currency depreciation, because such an experiment
could have been carried out cautiously without a too vio-
lent forcing up of prices.

As during deflation everyone was loath to give up gold—
or -what was at that time the same thing, dollars—for
goods, some believed that shaking confidence in the dollar
would raise gold prices. What actually happened when
America abandoned gold was a rush from dollars not to
goods, but to gold, as evidenced in gold hoarding, export
of capital, and lower gold prices. At the end of January,
1934, the American price level had risen about 30 per cent,
but the dollar had declined about 40 per cent. This lower-
ing of gold prices may or may not stimulate American ex-
ports substantially, because an aroused world put up new
barriers against dumped goods. But that dumped export
surpluses and frustrated exports together with the barrier
against imports, created by currency depreciation, tend
to lower world gold prices is evident. Too late France
must realize the damage she has done the world and herself
with her seemingly clever 1926 devaluation. Her attempt
to refrain from an embargo on gold today, in the face of
awkward export surpluses created in her economy by the
treaty cessions, shows real conviction for the gold stand-
ard.!

Let us assume that the United States had attempted a
certain amount of inflation, through assuming the assets
of the closed banks and paying off the depositors or by pub-
lic-works expenditures, but in so doing the parity of the
dollar had been maintained. The conservatives, who fear
any unusual governmental action, might have begun to
export their capital and exporters of goods might have left
their balances abroad in other currencies, so that gold ex-

1]t should also be pointed out that the French rentier has naturally resisted a3
second devaluation.
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ports of as much as a billion dollars might have been neces-
sary to support the dollar. A tariff adjustment which
would have made that loss of gold permanent would have
been logical because, as is generally admitted, the United
States drained Europe of gold during the last decade and
because, as every thoughtful person must realize, an exces-
sive gold stock is an expensive, unprofitable luxury. Had
the inflationary measures suggested given the psychological
stimulus to-the American price level, which the inflation-
ists consider so important, it would have had the later sup-
port of higher world prices, assuming the export of a
billion dollars of the American gold stock. The kind of
inflation, here suggested, is different from mere currency-
pumping.

Those who are wont to lay so much stress on the effect of
the quantity of money on the price level, refuse to con-
sider sufficiently the experience of the last decade. “Con-
trary to the assumptions of quantity theorists, trends in
commodity price levels seem to have borne little or no
relation to the changes in the gold stock and circulating
medium. Even in France, where the currency is least af-
fected by checks, a rapidly increasing gold stock and cir-
culation between 1927 and 1933 has been accompanied by
a falling commodity price level. In the United States all
during the last decade, wholesale prices have fallen in the
face of a growing gold stock, a stable or rising circulation,
and increasing bank deposits, and much the same is true
of the United Kingdom.”’

America has been experimenting simultaneously with
the control of industry in a manner which, it was gen-
erally believed, might also raise prices. The subsistence
level, below which wages had been allowed to fall in 1931
and 1932, deserved and received the Government’s atten-
tion in 1933. Industry had shifted a large part of the
burden of the protracted deflation on the shoulders of

1 See Chapter VIIL
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Labor, and agreements among competing producers to
improve wages and to do away with such anti-social prac-
tices as child labor were encouraged as a matter of social
reform and because it was evident that if the purchasing
power of Labor were increased, demand for the products
of farms and factories would improve prices. The funda-
mental ideas of the program were admirable, but it was
recognized that there were dangers in its administration.
It was asserted by industry and generally accepted as true
that increased wages would increase costs. If increased
costs necessitated higher prices, no objection was to be
raised. Some pointed out that higher gold prices might
attract imports, and it was considered necessary in that
event to make provision for embargoes or quotas.

The industries of the United States fall into two general
groups: those industries—automobiles, for example—need-
ing heavy capital investment and with relatively great
indirect costs, which mount with reduced output; those
industries—some of the textiles, for example—with rela-
tively heavier direct costs and with overheads, not so much
affected by mass production. If increased wages succeed
in increasing purchasing power and demand, the resulting
increased output of every industry should reduce unit
overheads and increase total profits. Obviously for the
first group of industries mentioned the advantage would
be relatively greater. Indeed, for heavily-capitalized,
mass-production industries, advantages of working nearer
to capacity should compensate for payment of the subsist-
ence wages specified in the various agreements, which
would then furnish little or no warrant for higher prices.
If increased wages in any of the second group of indus-
tries is not to be compensated for eventually by reduction
in overheads, producers in such industries will contend that
their increased costs warrant higher prices, official price-
fixing, together with quotas and embargoes to keep out
the imports attracted by higher gold prices. Even where
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immediate wage increases may be more than compensated
for by later increased output, producers may plausibly
argue that until they experience cost reduction they must
advance prices.

It is easy to prove, as Cassel has pointed out, that no one
nation can have a permanent cost advantage over other
nations because the equilibration of world prices tends also
to smooth out national cost differences. This does not
mean that wages in all countrics are the same or tend to
be the same, or that marginal costs of all commodities are
identical in all countries, but it does mean that the averages
of total unit gold costs for different countries tend to be
brought into adjustment. It is popularly supposed that
America normally has a higher level of unit costs for com-
modities generally than most other countries, but that is
far from true. Many of its producers can locate their
plants near its rich sources of excellent raw materials; they
have relatively'low taxes and interest rates; they are near
the world’s largest and most important domestic markets;
they are assured of obtaining large capital; and they possess
talent for organization. All this means cheap raw materials
and reduced overheads. As prices in all countries tend to
become adjusted, and as all these cost-reducing factors
make for low unif costs in the United States, the composite
of American wages and profits per product can be, and
must be, high. As American labor is usually strong enough
to bargain—except in such a period as from 1929 to 1933
—a relatively large share is paid in wages, although Ameri-
can profits, too, have always been princely. That the
American level of unit costs, even with its higher wage
component, is no higher on the whole than other national
levels of unit costs, is proved by data in the United States
Tariff Commission’s international cost studies and by the
substantial American export trade. If it be true that na-
tional cost levels tend to be equilibrated, the difference-in-
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cost argument as an excuse for an extensive tariff loses its
force. The contention that high American wages mean
high costs and justify the tariff has not been generally ac-
cepted by economists. We hold that the relatively high
wages and profits of the United States are not explained
by the tariff but by the facts that national cost levels tend
to be equilibrated and that American raw material and
overhead costs are relatively low.

The cost level is a composite of many different costs in
many industries and costs for different producers vary
widely within almost every industry. It will be shown in
Chapter IX that even in many American tariff-subsidized
industries—those least adapted to the economy—there is
usually a substantial production at costs as low as those in
any foreign country as well as a smaller percentage of
high-cost production, encouraged by the tariff-increased
price. 'When the high costs of inefficient members of sub-
sidized industries are above world costs, it is not because
of the wages they pay. High-cost producers in these tariff-
subsidized industries pay much lower wages and earn much
smaller profits than producers in industries which ask for
no tariff duties. Obviously, inefficient producers and in-
efficient industries will be the most enthusiastic for price
agreements, price-fixing, tariffs, quotas, and embargoes.
If marginal producers in these weaker, subsidized indus-
tries were forced to pay reasonable wages and were then
thrown on their own to sink or swim, inevitable economic
laws would be given free sway, but price-fixing and em-
bargoes—or even threat of embargoes—tend to prolong
the precarious existence of these unreliable employers of
labor and insecure users of capital. American tariff-
seekers, who advocate cost-equalization by tariff duties,
should consider that, in many industries where efficient
domestic producers have costs as low as any foreign pro-
ducers, the imposition of a duty immediately stimulates
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and encourages inefficient high-cost production which can
exist only so long as it is tariff-subsidized.!

The farmers have been the most imposed-upon of any
of the various groups granted tariff bounties. Their rep-
resentatives in Washington, instead of working for reduc-
tion of industrial duties, which indirectly restrict farmers’
foreign markets for cotton, tobacco, hog products, fruits,
want to give the “folks back home” some concrete evi-
dence that they are on the job. They work for duties on
such products as corn, which are absurd and which should
be an insult to the farmer’s intelligence, and for more per-
nicious tariffs on other products, which merely serve to
stimulate high-cost producers. What is most reprehensi-
ble in the farmers’ representatives is that they lend them-
selves to tariff compromises which result in higher duties
on industrial products from countries which are good cus-
tomers of American farmers. If the farmers, as they are
encouraged by the tariff to move on to less well-adapted
land and less-profitable intensive cultivation, could hope
later to reduce their costs—as some few tariff-subsidized
industrial plants have been known to do—they might even-
tually gain something from their tariff bounties, but the
very nature of agricultural development precludes that.
Some industries, which experience decreasing costs with
increasing production, may eventually justify a bounty,
but established agricultural production never can.

Before the World War two-thirds of American cotton
production was sold abroad; today only about one-half of
the crop is exported. The tariff policy of the United States
has stimulated sweatshop textile producers, who earn no
great profits, and has invited England and France to ex-
pand their production of raw cotton in Africa and Asia.
The tariff has been sold to many of the representatives of
the Corn Belt, Western, and Southern States, who have
taken innocuous duties on corn and avocados in return for

1See Chapter XII.
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supporting greedy tariffs on plate glass, cement, and cork
board, which encourage, even force, Belgium and Spain
to buy their cotton, wheat, pork products, and fruits else-
‘where.

One encouraging evidence of a more realistic treatment
of the farm problem is the belated recognition of the ab-
surdity of hoping to continue America’s great agricultural
exports at the same time that imports are being restricted
and reduced. The accepted solution of the farm problem
was the reduction of exportable surpluses, because that
solution assumed as inevitable that the rehabilitated world
of today could not be expected to buy-as many farm
products from the United States as the prostrate world of
the last decade was forced to buy. This policy, far more
intelligent than those which preceded it, may be valuable
in reducing high-cost acreage. It should be realized, how-
ever, that it tends to penalize the relatively better, in favor
of the relatively poorer, branches of agriculture. Marginal
costs of such export crops as cotton, wheat, and tobacco
are presumably lower than marginal costs of those crops in
most foreign countries, whereas the American marginal
costs of such sheltered production as that of sugar and
wool are above those of marginal producers of the more
important sugar- and wool-producing countries. The de-
cision to reduce the surpluses of the crops which are best
adapted to the American economy and to retain by tariff
duties present production of those farm and industrial
products which are least suited to the economy, is not the
sole remedy, it is to be hoped, which adventurous, aggres-
sive economic pioneers will choose. If the British Gov-
ernment decided to cut textile production, because of in-
evitable and increasing Asiatic production, which means a
permancnt loss of British export markets, that would be
understandable, but it is to be hoped that the United
States, at this stage of world development, will not deal
with the problem of surplus cotton and tobacco merely by

o~
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reduction of acreage, because, notwithstanding Asiatic and
African cotton and tobacco production, the United States
still continues to be the world’s dominant producer of
these farm products.

Implicit in much of the economic planning being car-
ried on throughout the world today—and especially for
agriculture in the United States—is the overproduction
fallacy. During great deflations stocks of goods inevitably
accumulate because producers resist losses, and consumers
are forced to reduce consumption. This leads superficial
observers to emphasize “overproduction” as the chief
cause of world chaos.

The following figures of American per capita and per
family production in the boom year 1929 are illuminating
and show that even America has never produced as much
as it really needs. The speed of, American production in
1929 assumed one overcoat per man in five years, one
ready-made suit per man in two years, one sleeping gar-
ment per man in two years, and three shirts per man a
year. The total production of women’s clothing per wom-
an in 1929 was valued at $22.12. In that year only three
handkerchiefs per person were turned out. The yearly
production of soap and tooth-brushes per family were val-
ued at $6.36 and 19 cents, respectively. There was a pro-
duction of passenger automobiles of only $92.24 per
family. Even America’s production of food has never
been entirely adequate to meet human needs. Assuming
such.a diet as that worked out by the Department of Ag-
riculture, we find such deficiencies in needed yearly pro-
duction as 31, billion gallons of milk, 3/ billion pounds of
butter, 13/ billion pounds of citrus fruits, perhaps 28
billion pounds of other fruits and vegetables, and 900 mil-
lion pounds of beef.

Sound economic planning, both national and inter-
national, should ¢mphasize increased—not decreased —
production, better distribution of national income with
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resultant increased consumer purchasing power, broaden-
ing of markets for export surpluses by reduction of trade
barricrs, and cessation of such deflationary policies as cur-
rency depreciation.

It will be shown that American mineral resources have
been developed at an accelerated pace during the present
century. Two of the most important of those resources,
petroleum and copper, are not found to any extent in any
of the other three nations especially surveyed here. The
expanding use of these mineral products has contributed
much to the industrial preeminence of the United States
during the last few decades. It is a well-known economic
law that as mineral properties in a developed country be-
come depleted, in the absence of new discoveries, unit costs
of production for that country rise and production in
newer and less-developed areas has its day. Marginal pro-
ducers of petroleum and copper in South America and
Africa show lower costs than the present marginal pro-
ducers of the United States, according to the cost studies
of the United States Tariff Commission. These lower costs
do not seem to be explained in any important degree by
cheaper labor. There are large and important properties
in the United States which can continue to compete with
the bulk of the production of the southern hemispheres,
but if every known American reserve is to be worked, such
special subsidies as the duties on petroleum and copper,
enacted in the Revenue Act of 1931, must be indefinitely
continued. According to the logic of world economics
and in the interest of national conservation, only those
American properties should be used today which can con-
tinue to compete, as they have competed, in world markets,
and the higher-cost properties should be conserved for that
stage in the world’s cconomic development when they will
be really nceded.

England’s post-war economic problems have been far
more formidable than those of the United States, because
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the World War merely precipitated economic difficulties
which had been threatening even before 1914. Her textile
exports found competition in the Orient, because the cot-
ton textile industry is the first one attempted by econom-
ically primitive nations, ambitious to industrialize; her
coal exports had to meet competition from petroleum,
water power, and reparation coal deliveries; her manu-
factured products, such as machinery, met American as
well as German exports in markets which pre-war had
been exclusively British and German. The World War
wiped out some, and reduced the values of other, of her
foreign investments. A heavy post-war fiduciary issue,
growing out of war financing, strained a circulation that
pre-war had been practically gold-covered. Strong trade
unions insisted upon the maintenance of a wage level
which had resulted from low costs in mass-production in-
dustries, dependent upon vast export markets.

Before the Armistice the pound had been pegged, but
by 1920 it had fallen to $3.66. As commodity prices fell
during the next five years, the fiduciary issue could be and
was reduced, and the British looked forward to pre-war
parity for the pound, partly in order to regain for London
the financial preeminence it had always enjoyed. We
shall show that British wages were relatively high even in
1921 and 1922 and that British export trade was not being
regained, as perhaps had been anticipated, but the pound
was, nevertheless, put up to par by 1927 and held there un-
til 1931. Under the circumstances of the French, Belgian,
and Italian devaluations, German reparation deliveries and
dumping, American refusal to accept imports and forcing
of exports by loans abroad, the British insistence upon
parity for the pound in 1927 <as too ambitious. The vital
export trade of Britain was handicapped on one side by
high wages and on the other by rapidly falling prices, ac-
celerated by continental currency depreciations. Finally,
Britain, as the world’s international banker, had joined the
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United States in extending credits to Central Europe, so
that the liquidity of her banking system, which had always
been a great asset, became impaired by the gold with-
drawals after the Austrian and German financial difficul-
ties.

Britain realized that her embargo on gold would be a
great blow to her financial prestige. She knew her new
tariff policy was a treatment of world trade and an aban-
donment of the rules of the gold standard which were only
justified by her great difficulties. She was undoubtedly re-
luctant to be so active for imperial preferences, which her
dominions had in the past tried to initiate, but which up to
that time she had more or less resisted. The immediate
effects of these extraordinary innovations in British inter-
national policy seemed to have been temporarily favorable:
the decline in prices—paper prices, of course—was ar-
rested; production improved slightly and the merchandise
balance of trade became less adverse.

The most important effect of the agreements for im-
perial preference seems to have been the raising of tariff
barriers throughout the British Empire rather than the
establishment of any real basis for stimulating inter-Em-
pire trade. We confidently believe that Britain’s national-
ism—Ilargely forced on her—has not solved her problems
and that she must again attempt to show the world, as she
has in the past, the example of international economic
cooperation.

The French economy has had many admirable depres-
sion-resisting factors. Its banking system suffers less dur-
ing deflation because in periods of inflation French banks
do not overextend themselves and then resort to rediscount.
As most French establishments have been built up slowly
from profits rather than expanded rapidly from loans, ab-
sence of a heavy debt structure has enabled the French
industries to withstand the deflation of world prices in an
extraordinary fashion. Of late years especially, France
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has been attempting to encourage production of nceded
raw materials in her colonics, which she also hopes to de-
velop into foreign markets for her cxports. Notwith-
standing all these favorable factors and all the advantages
she gained at Versailles, France has not been able to main-
tain an isolated prosperity in the midst of a world depres-
sion. France’s present economic problems have grown
largely out of the Treaty of Versailles and her insistence
upon enforcing the terms of that unreasonable treaty. As
already suggested, the devaluation of the franc resulted in
large part from French post-war attempts to make Ger-
many pay everything, and it was this devaluation which
resulted in the currency depreciations which have done so
much to accentuate the deflation of world prices. Pre-
war France was a creditor nation, relatively self-sufhcient
and with no great export surpluses. The Treaty of
Versailles, by expanding her iron and steel and her textile
industries, gate her new export surpluses; world depres-
sion reduced the foreign demand for her luxury special-
ties; and Prohibition in the United States deprived her of
her most important pre-war market for wines. Of late
the currency depreciations of other nations have given ber
special difficulties in marketing her export surpluses.

The German economy was severely crippled at Ver-
sailles: not only were there exacted large yearly payments,
classified as reparations, but important territory with val-
uable reserves was ceded, and foreign investments and
colonies were lost. The inflation had overstimulated hasty
plant extension up to 1924 and had wiped out liquid
capital. Investors in the United States and the United
Kingdom were induced to make Germany loans. The re-
sulting capital charges, together with reparation payments,
required an export balance which necessitated an export
surplus and dumping. Thus, another deflationary factor
was added to the world’s difficulties.

Germany all during the past decade made the mistake,
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which she can usually be expected to make, of over-
organization. Cartelization in some industries was even
made compulsory and the Government supervised pro-
duction and prices. The American organizers of industry
should profit from the German experience and realize that
cartels and governments in control of industry must try to
make allowance for demands of countless human indi-
viduals, that they cannot foresce what other governments
may do in the control of their national industries, and that
the equilibration of world prices must not be defied.

The failure to include the Russian with the other na-
tional economies, surveyed here, is explained by the obvi-
ous limitations of time and space and by the fact that since
the World War the economy of Russia has been in a sense
“a thing apart.” American recognition, which may serve
to bring the Russian economy into closer relations with
other national economies, comes at a time when Japan is
following a policy of aggression in Manchuria, but was
welcomed by the American people more particularly be-
cause of the belief in Russia as a future market for export
surpluses. All modern industrial nations have an export
fetish—they seem to want to sell everything possible
abroad, and whether payment or profit can be realized is
never sufficiently considered. Russia is apparently not to
be allowed to pay in wheat or oil, and Russia has little gold.
Even if credits could be extended to a country which has
so lately defaulted, credits would not obviate ultimate
payment in goods.

The mania for export of goods, real wealth, and the re-
luctance to send abroad permanent capital, mere evidence
of wealth, is but one manifestation of the inability of poli-
ticians and men of affairs to understand fundamental eco-
nomic truths. Those who become elated over the sale
abroad of goods, exported because of currency deprecia-
tion, should realize that such goods under the circum-
stances never receive their real value abroad; in their
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production Labor is cheated of fair real wages, and even
the paper profits realized are often illusory. Such exports
represent highly advantageous imports for the economy
receiving them, but this advantage is for the consumer,
whose interest is given but little consideration in modern
economic planning.

Many Americans who have lost capital in post-war
Europe and South America; all those Frenchmen who lost
their investments in pre-war Russia; some of the British
who have had such investment experiences all over the
world; and the Germans, who during and after the World
War lost their foreign possessions—all today inveigh vio-
lently against the export of long-time capital. Short-term
capital, however, is still hurriedly shifted from country
to country as fears or rumors dictate, and successive cur-
rency depreciations have furthered these violent and spas-
modic movements of funds from one banking center to
another. Sucl temporary capital exports should be mini-
mized and international movements of liquid funds be
given the reasonable function they had before the World
War.

Orderly export of long-time capital from wealthy coun-
tries with fully developed industrics to newer countries,
which can give greater returns, should be resumed. Some
will point out that the newer countrics will thereby be
enabled to establish industries which will later compete
with the industries of the capital-exporting country.
Economic history will not be made and world development
will not be thwarted by these short-sighted objectors. If
the less developed countries have superior productive pos-
sibilities, the refusal of one capital-exporting nation to ad-
vance its funds because of fear of competition from new
industries will not indefinitely impede the development of
the younger country. It should be realized that the export
of capital is almost automatically followed by the export
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of goods, and this will be sufficient inducement for some
other capital-exporting nation to take the risk.

Pre-war England exported capital to her dominions, and
the United States bears witness to what that capital export
could develop. Nor did the Englishmen who had the cour-
age and the vision to make these colonial investments
suffer. England’s standard of living for many years past
has been maintained, in the face of an adverse merchandise
trade balance, partly by the returns on her foreign in-
vestments. The countrics exporting capital, just as those
exporting goods, must eventually be prepared to receive
interest and amortization payments in commodities. As
England’s pre-war free-trade policy was entirely consistent
with her export of capital and as her loans were made for
the most part to productive enterprise, she accepted pay-
ment in the goods which have so improved her standard of
living. Many of the American foreign loans—especially
those made during the World War—were not employed
productively but destructively, and the United States re-
fused payment in the only way it could have been given.

Some will argue that imperialism grows out of capital
export. It may be true that the world’s powers have been
overvigilant at times in protecting their foreign invest-
ments, but how much more conducive to war would be
the internal competitive pressure within the populous cap-
ital-exporting nations, were their capital forcibly kept at
home, invested in super-marginal, unproductive ventures,
and used to employ human beings it could not adequately
support.

Although it is perhaps idle to speculate as to the future
course of national or international economic events, be-
cause of the complexity of cconomic organization and
because of the unpredictability of governmental programs,
we cannot avoid attempting to foresee what is in store for
us. If the dollar is eventually stabilized, or no longer
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forced down, attempts to repatriate American exported
capital may necessitate gold imports, and Government
purchase of gold or foreign exchange to prevent dollar
appreciation may augment such imports, unless the dan-
gerous gold-exchange standard principles are resorted to.

A prompt and sweeping tariff reduction by the United
States would obviate a further aggravation of the world
maldistribution of gold, but that would be too disturbing
to American industry, unless it were at the same time being
materially stimulated by the gold inflow. Tariff bargain-
ing, refreshing as it sounds in a nationalistic era, may prove
slow, may not reduce tariff duties which most need reduc-
tion, and is based on the assumption that lowering a coun-
try’s duties handicaps the economy. Tariff reduction is
too generally considered a concession to other economies
which those economies should pay for. It will be shown
that tariff subsidies usually do more harm to the economy,
on which they are imposed, than to the economies against
which they are crected. The more carcfully the details of
a tariff are analyzed the more indcfensible most of them
appear. Gradual elimination of tariff duties would cer-
tainly furnish one important means of effecting permanent
world recovery and friendship.



PART 1

Structural Basis of the Economies of Four Nations:
United States, United Kingdom, Germany, and France.






CHAPTER 11

AN OUTLINE OF THE BASIC INDUSTRIES OF THE
THREE EUROPEAN ECONOMIES

IN THE populous countries here considered—the United
States, the United Kingdom, Germany, and France—the
lives of 260 millions of human beings are dependent upon
the struggle to produce and distribute goods and services.
This crowding contest for existence has led to ceaseless
propagation of new ideas and to countless ventures. For
the industries of the United States the mass of descriptive
and statistical data is in almost bewildering detail; for the
industries of France the material is perhaps too limited.
Significant post-war changes have followed in such rapid
succession that it is uncomfortable to generalize without
knowledge of latest developments. Obviously it would be
a largely barren, encyclopedic task to undertake ro account
for all the economic activities of these resourceful peoples,
but broad, dependable, and significant bird’s-eye views of
the structural bases of the four economies are more feasible
than at first appears, because in the enormous amount of
available statistical material may be found summary data
effectively classified by competent students. So far as
possible, valuc data will be omitted from these industrial
surveys, which will rather emphasize quantities produced,
numbers of workers employed, proportions of product
taken from various sources of supply, increases of output
from improved technic in production, concentration of
control, and other such measurements of the various econ-
omies’ underlying structures, so often obscured by their

monetary aspect.
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FRANCE

Colonial Posscssions.—France has a vast, densely-popu-
lated colonial empire in Africa and Asia: French North
Africa comprising Algeria, Morocco, and Tunisia, with a
combined population of over 14 million inhabitants;
French West Africa containing a number of small colo-
nies, with a population about equal to that of French
North Africa; French Indo-China, a rich Asiatic country,
with over 20 million inhabitants; Madagascar, an island in
the Indian Ocean, with a population of about 33/ millions;
and the French Congo with over 3 million inhabitants.
This colonial empire has some rich resources, especially
agricultural lands, which are being developed with some
success by the mother country in the interest of greater
national self-sufficiency.

Agriculture—France is onc of the most important ag-
ricultural countries in Europe. In 1926, out of a total of
21 million active workers, between 8 and 9 million were
farmers, a large proportion of whom were women.! If
to arable lands are added all meadows, pastures, vineyards,
woods, and forests, the total area under cultivation in 1927
was between 115 and 120 million acres. At that time the
total number of active American farmers (mostly men)
was probably less than 12 millions, but those 12 millions
cultivated approximately 900 million acres.” If American
farm women and children who work part time at farming
were included, the number of farm workers might be
somewhat increased, yet it is safe to conclude that for
every person actively engaged in farming in the United
States, there were perhaps four or five times as many acres
under cultivation as in France. This indicates that the

LIndex of Fremech Production, 1931, published by the Association National

d’Fxpansion Lconomique, Paris.
2 Ycarbook of the Department of Agriculture, 1931.
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average French farm worker covers a much smaller acreage
than the average American farm worker and cultivates his
land much more intensively. According to the Index of
French Production the 9 million French farmers had a
working capital of from 70 to 80 billion francs, the equiva-
lent of about 3 billion dollars.’” No comparable figure is
available for the United States, but we know that in 1926
farm operators had capital assets, excluding values of
dwellings, valued at 26 billion dollars.* Although the data
are not entirely comparable, it is evident that relatively
more capital is used in American than in French agricul-
ture.

The World War reduced French acreage in crops, be-
cause post-war France became more industrialized and
because, with improvement in transportation, grain pro-
duction on newer soils abroad gave the French farmer
added competition. In contrast, in the United States, as
we shall later note, the World War extended crop acreage
and increased the use of machinery. Fewer farm imple-
ments are used in French than in American agriculture,
largely because French farms are relatively smaller and
less capital is employed. Reduction of wheat acreage in
France since 1913 has been accompanied by an increased
production per acre. ‘The yield per acre, which during the
pre-war period (1909-1913) averaged 19.8 bushels, has
been in excess of 21 bushels in most recent years except
1930. Rotation with sugar beets as well as reduction of
acreage—presumably reduction of poorer acreage—served
to increase the yields of wheat. The same sequence of re-
duced acreage and increased yield was true of the other
grains. Growing use of artificial fertilizer, cheapening of
basic slag and potash with the acquisition of Lorraine, and
the development of the fabrication of superphosphates

Y Index of French Production, 1931.
3 Yearbook of the Department of Agriculture, 1931,
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from North African phosphates have served to increase
the yields of most crops.'

As in all older and more industrialized parts of the
world, farming in France has shifted from its more exten-
sive to its more intensive phases. As French farmers
reduced their production of grains they specialized more in
raising meat animals, until imports of frozen meat later
forced them into dairying.” The effects of the intensive
methods of French agriculture are also evident in the live-
stock industry, where the weight of the carcass of both
cattle and sheep and the yield of milk have been increased.
Of all livestock, however, only cattle are as important as
they were before the World War, whereas shecp-raising,
which is exacting, has bcen given less attention. The
French, with a population about one-third as great as that
of the United States, have less than one-fifth as many food
animals: cattle, shcep, and hogs.

Although cqnsumption of fresh vegetables has not in-
creased in Europe, especially northern Europe, to the same
extent as in the United States, in such large cities as Paris
and London there are large numbers of persons who are
beginning to demand fresh green foods all year round, and
southern France can help supply this demand. Cultiva-
tion of primeurs was expanding rapidly, especially before
the depression, and in some areas in southern France fresh
vegetables have actually supplanted vineyards. Canning
of peas, beans, asparagus, and mushrooms has developed
simultancously.

Most of the French industries based on agriculture—
wines, perfumes, canned specialties, and cheese—cater to
special and distinctive tastes, which would not be satisfied
with standardized articles, produced in quantities. Such
renowned French industries as those producing perfumes
and Roquefort cheese are small-scale. The French have

1 H. Ormsby, Commercial Geography of France, page 450.
* L. G. Michael, Agricultural Suriey of Europe—France.
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the most important wine industry in the world and pro-
duce from a billion to a billion and a half gallons of dif-
ferent kinds of wines yearly, but almost every section of
the country has its own special wine or liqueur, and the
excellence of the products is largely the result of the skill
and pride of the local producers. Decreased demand for
luxyries during the depression, the ban on alcoholic liquors
in the United States, and excise taxes on wines and liquors
in England reduced the foreign demand for these distinc-
tive French exports.

Mineral Resources and the Heavy Industries.—Since the
cessions under the Treaty of Versailles France has increased
her production of heavy products and textiles. Acquisi-
tion of Lorraine makes her the world’s second largest pro-
ducer of iron ore and pig iron, the United States ranking
first. Nevertheless, France, of the three nations, remains
the most dependent on imported fuel, even though under
the Treaty she acquired considerable reserves of coal of
certain types. Lack of coking coal has been felt keenly
since the World War because of the newly-acquired metal-
lurgical industry of Lorraine. The Saar provides an addi-
tional 13 million tons of all kinds of coal per annum,
including only a negligible amount of coking coal, but
the status of the Saar may soon be changed. During the
Occupation the mines in the northern fields, which had al-
ways been expensive to operate, were flooded by the Ger-
mans, but since that time they have been completely re-
equipped and their capacity improved.

The French have been attempting to devclop their water
power, but up to the present time coal has been far more
used in the generation of electricity, becausc of its avail-
ability at low prices, because of the economics in utilizing
its by-products, and because of the expense in installing
hydroelectric power. So far the river currents of the
Rhine and the Rhone have been little used; the Alpine
streams provide about one-half of the French water power,

D
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but they freeze in winter, at the same time that the flow
of the rivers is low. The Lyons district uses hydro- and
thermal electricity in about equal amounts. Mediter-
ranean salt, powder, and cement works are supplied with
electricity from Alpine sources; spread of the textile in-
dustries in the Alpine valleys is due to encouragement by
the Government of power developments; production of
aluminum, of calcium carbide, of ferro-alloys, and of other
similar products in many sections also depends upon water
power. Although electric-power production is encour-
aged by the Government, France ranks last among the
economies, here considered, in the per capita consumption
of electricity.

The pre-war iron and steel industry of France has been
revolutionized by the cession of Lorraine, where more than
95 per cent of the iron ore produced in France is now
mined. The ore is present in such large quantities that it
is easy and ecgnomical to mine, but the Lorraine iron and
steel industry, it has been explained, must import most of
its coking coal from abroad. The Germans at first at-
tempted to do without Lorraine ore and imported it from
Sweden, but the natural pre-war relation between Ruhr
coal and Lorraine iron is being redeveloped to some extent,
even though a closer relation between the coal-fields of the
Nord and Belgium and the Lorraine iron and steel industry
had already been established. In 1926 important metallur-
gical groups of France, Germany, and Luxembourg con-
cluded a rationing agreement. As Ormsby notes, “where
artificial barriers are raised against the natural or geograph-
ical flow of trade, non-political agreements are made to
overcome these barriers.” ' The steel industry of the north
of France, which must import its pig iron from other
localities, has been encouraged by proximity to coal-fields,
excellence of railway communications, and nearness to in-
dustries which use machinery. Textile and motor plants

1 See discussion of International Steel Cartel in Chapter XI.
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are located here, near the coal-fields, the steel industry,
and the ports of export. Comparison of the importance
of the French iron and steel industry with that of the
other three nations, presented in Appendix IV, shows that
France produces more pig iron than any country except
the United States and ranks third, after the United States
and ‘Germany, in production of steel ingots and castings.

France has practically no non-ferrous metals except
aluminum, extracted from crude bauxite, of which she and
the United States arc the leading producers, but her out-
put is almost double that of the United States. Germany
produces very little bauxite and Great Britain none.
French cement production (nearly 6 million tons in 1929)
is larger than that of Belgium—although Belgium has a
larger export trade—but smaller than that of the United
States, which was in that year over 29 million tons. Dur-
ing the depression French cement production was rela-
tively well maintained, while American production was
cut to less than one-half.!

Acquisition of Alsace has given France substantial pot-
ash deposits, although Germany still has far greater de-
posits and three times the production.” The blast furnaces
of Lorraine have increased French production of basic
slag, about one-half of which is exported to Germany.
France has the most important production of natural phos-
phates in Europe. Before the World War France was the
fourth largest producer of sulphuric acid, but now she
ranks second, after the United States, and produces one-
sixth of the world’s supply. Concentration in French
chemical production is evidenced by Kuhlmann Etablisse-
ment’s control of 70 per cent of superphosphates and min-
eral acids cach, 40 per cent of nitrogen products, and 80
per cent of dyes.

1 Statsstical Yearbook of the League of Nations and Statistical Bulletins of the

Standard Statsstrcs Company.
2 Sce discussion of potash cartels. Chapter XI.
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The Textile Industries—The textile industry, more
widely spread over France than any other important in-
dustry, employs 800,000 workers, and if the clothing
industry is added, employment of 2,200,000 more workers
is accounted for. The industry has specialized in certain
types of woolen goods and silk cloths and has been world-
famous for its styles in women’s clothes. The cession of
Alsace brought important textile plants within the French
border. France, with the fourth largest woolen and
worsted industry, is outranked by the United Kingdom,
the United States, and Germany, but the French industry
specializes in de luxe articles rather than in standardized
goods. The bulk of the producrion is in combed wool,
yarns, fabrics, hosiery, carpets, and blankets. The wool-
combing plants in the north, destroyed during the World
War, have since been rebuilt and modernized. The French
cotton spinning and weaving industries, which employ
one-fourth o# all the French textile workers, are smaller
than those of the other three countries, except that in
cotton-printing France is ahead of Germany. France is
one of the few Occidental countries producing raw silk,
but her production is insignificant when compared with
those of Japan and China. Before the World War the silk
industry around Lyons was the most important in the
world. Since the development of the artificial-silk indus-
try, France produces about four times as much artificial
silk as she imports real raw silk, yet her production of
artificial silk represents only about one-tenth of the world
total. Thus the preeminence of France in the pre-war
silk trade as a whole has passed because of the greater strides
made by other countries in the production of the synthetic
product. In some of the related industries—those produc-
ing women’s clothes, hats, and gloves—the French have
always excelled, but of late years, especially since the de-
pression, they have been unable to sell these relatively
expensive products.
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The foregoing brief survey of French agriculture and
industry affords a basis for certain preliminary conclu-
sions. France can feed herself better than any of the three
European countries here surveyed, and is to that extent
less dependent upon imports, but textile fibres and many
other raw materials, such as coking coal, have to be im-
ported." French cxport markets for such specialties, as
wines, perfumes, Roquefort cheese, fancy canned vege-
tables, and women’s wear have been seriously affected by
the depression. Accession of the industries of Lorraine and
Alsace, which speccialize in heavy products and textiles,
represented a great economic advantage, but undoubtedly
created export surpluses which, in an increasingly national-
istic world, have given the French cause to worry.> Post-
war France needs to export in general the same types of
heavy products and textiles the other industrial nations
here surveyed need to export. France has, therefore,
looked to her colonies—and she must continue to look to
the other less-industrialized sections of the world—for ex-
port markets, but this may involve the export of capital.

GERMANY

Before attempting a survey of German agriculture and
industry we must briefly recount certain significant struc-
tural changes in the economies of Germany and of those
of her victorious enemies, brought about by the Treaty of
Versailles. Few people realize the importance of Ger-
many’s permanent losses and France’s permanent gains,
exclusive of reparation payments.® Germany lost her
colonies with 12 million inhabitants, few of whom were
white, and most of her extensive foreign investments.
Angell gives the estimate that Germany ceded 15 per cent

1 For further discussion see Chapter 1V.

2 Sce Chapter V.
3 For a list of delwveries of German property see Appendix IIL
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of her arable land and 12 per cent of her livestock.! In the
area ceded, the production represented the following per-
centages of the 1913 output: coal, 15.7 per cent; iron ore,
48.2 per cent; iron and steel, 19.0 per cent; zinc ore and
smelting, 59 per cent; lead ore and smelting, 24 per cent;
sulphur, 12 per cent.

In pre-war Europe, Germany was first in the steel indus-
try, and her iron was 150 miles from her coal. Although
her best coal deposits were not ceded-—the Saar coal is too
soft—it is estimated that she lost to France and Poland
three-quarters of her iron reserves and over a third of her
coal reserves. When Lorraine was given to France, the
integration of the German iron and stcel industry, which
depended upon the coal of the Ruhr and the iron ore of
Lorraine, was destroyed. Dispossessed of Upper Silesia,
Germany lost coal and steel plants, and in certain of the
ceded eastern areas some of her valuable agricultural lands.
When Alsacemwas ceded, she lost a part of her textile indus-
try and some of her potash deposits. France was the larg-
est gainer from Germany’s losses, but Belgium, Luxem-
bourg, and Poland also profited.

Although territorial changes, loss of all colonics and for-
eign investments, and cessions of natural resouices are per-
haps the most permanent effects of the Treaty of Ver-
sailles, payment in money and in kind under the terms of
the reparations agreements have perhaps created more in-
ternational dissensions.

Agriculture.—Germany’s industry has been so developed
and advertised that the importance of her agriculture has
perhaps been underestimated. Comparison of the German
and French agricultures indicates that although the Ger-
man is less varied, it is almost as important. Post-war Ger-
many is about 15 per cent smaller in arca than post-war
France. The French had in 1930 about 54 million acres
of arable land, 40 per cent of their total area; the Germans

1]. B. Angell, The Recovery of Germany.
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had in 1930 just less than 51 million acres of such land,
44 per cent of their total area. The French had approx-
imately 25 million acres given over to the principal grains
in 1931 and 1932; the Germans had about 28 million acres
so planted in the same period. Although the French in
some years produce more than twice as much wheat, the
Germans, who eat more rye, produce ten times as much.
If the more important grains (wheat, rye, barley, oats,
corn) are considered together, the German composite pro-
duction in total bushels is in some years as much as 50 per
cent larger than the French.

Those who accuse Germany of having striven for self-
sufficience for militaristic reasons or for defense may argue
that this extension of acreage and production has been con-
scious but, if so, it has apparently not been uneconomic.
Complete economic nationalism implies extension of pro-
duction of necessities, whatever may be the cost, and ex-
tension of cultivation in agriculture usually results in low
average yields per acre. The fact that German crop yields
arc on the whole higher than French may be explained in
part by the rotation with the large German beet crop. The
Germans may have been shortsighted in their overinten-
sive farming, becausec some authorities believe that use of
too much ammonium sulfate may eventually make their
soil too acid. The Germans produce three times as many
potatoes on twice as many acres as the French, their potato
yields per acre being exceptionally high. German sugar-
beet production was vastly greater than French until 1932,
but yiclds per acre are about the same in both countries.
In both potatoes and sugar beets Germany has the largest
production in Europe, unless the unknown Russian should
prove an exception.

Germany, like other northern European countries, has a
large number of livestock, especially cattle and swine. She
has more cattle—though slightly less per capita—than
France, many less sheep, but more than twice as many hogs.
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In comparing German and French agricultures it becomes
apparent that Germany produces relatively large quanti-
tics of the more staple and coarser foods—rye bread, pota-
toes, sugar, and pork products. In the lighter foods, which
are becoming increasingly important in a balanced diet,
German agriculture is deficient.  Imports of fresh vege-
tables were more than twice as large in 1929 as in 1913,
but since the depression they have decreased somewhat.
Imports of fruits have also been large.

German Industry.—Ever since Germany became a world
power, manufactures have occupied a place of paramount
importance in her economy. Because of the dependence of
her large industrial population on agricultural imports,
because of her increasing need of many raw materials,
especially since the treaty cessions, post-war Germany,
without any substantial shipping interests or foreign in-
vestments like those of Great Britain, faced the necessity
of developing #o the utmost her manufacturing industries
and export trade. Between 1907 and 1925, there was an
increase in the number of gainfully employed of 6,854,000,
of which industry absorbed 3,178,000, trade and trans-
portation 2,007,000, and agriculture 1,206,000, ‘This
growth of industrial population since the World War has
been accompanied by “rationalization”—improvement in
cfficiency—which has increased the output per employed
worker.

Although Germans have striven for mass production in
industry, and although their factories cannot be consid-
ered small, they have not had sufficient capital to attain
American standards. Wirtschaft und Statistik states that
in 1925 there were 35 wage-carners per German establish-
ment, employing § persons or over. ‘The United States
Census of Manufactures for 1927 indicates about 43 per-
sons per establishment, with sales of over $5,000, but this
average for the United States would be higher if, as in the
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German statistics, establishments employing only § laborers
and less were excluded. The manufactures of Germany,
like those of France and England, do not cover so wide a
range as those of the United States. The bulk of those em-
ploved in German industry are in five large manufactur-
ing groups—mining, iron and stecl, machinery, textiles,
and food products. A rough comparison shows that a
smaller proportion of the American workers in manufac-
turing industries were in those groups and indicates that
the United States with a million or so more workers pro-
duces many more of the fundamental products of the
major industries and other commodities which the Ger-
mans do not produce in quantities.

Mincral Resources and Heavy Industries—The only
minerals produced in large quantities by the Germans are
coal and potash. Production of coal increased steadily
between 1924 and 1929.  Although Germany ceded valu-
able deposits at Vensailles, the deficiency has been made up
in part by an increased production of lignite. If lignite
and coal production be combined, the total in 1929 was
about 203 million tons, as compared with 210 million tons
in 1913 in the pre-war territory. *“Rationalization” in
coal production has decreased the number of producing
units, mechanized the mines, and increased the output per
worker from about 286 tons in 1913 to over 300 tons in
the last few years.' For comparison it may be noted that
the output of bituminous coal per worker in the United
States in 1929 was over 900 short tons. Rapid increases
in wages between 1924 and 1929 accompanied by the
decline in the price of coal scem to explain the meager
returns on capital during those years, but the better divi-
dends of the lignite companies at that time indicate that
the difficulties of the coal companies were due “to the
chronic maladjustments which are characteristic of the

1 For description of cartels in this industry sce Chapter XI.
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coal industry not only in Germany, but also in Great
Britain and other coal producing countrics.”

Germany before the World War had practically no com-
petition in potash production, but at Versailles she ceded
a part of her reserves to France. The potash, as well as
the coal, industry was forced by the German Government
to combine into a cartel, which is not unlke the more pow-
erful trade associations in the United States, except that
the cartel is allowed to divide territorics, to regulate pro-
duction, and to fix prices openly.® As a result of the
cartelization of the German potash industry, there has
been since 1913 a decrease in the number of mines and a
significant increase in the number of workers per mine.
As average output per worker rose over 70 per cent, while
total wages and salaries increased about 20 per cent, the
potash companies were able to pay large dividends, at least
until 1929.

Germany ewven in pre-war days never had cnough iron
ore for its important steel industry, but loss of the Lorraine
deposits forced her to increase production within her new
boundaries as well as to increase imports. The early car-
telization at home, and a tariff, designed to subsidize do-
mestic production, kept out imports of iron and steel
products. In order to sell cheaply abroad internal prices
had to be maintained. As in some other industries, cartel
control was later supplanted by the konzern, which is like
the American combination or merger. The outstanding
combination in the steel industry, the Vereinigte Stahl-
werke, was organized in 1926 and produces about 50 per
cent of the German production of steel, in addition to
considerable proportions of steel products and coal. The
constituent concerns have retained their legal existence as

1 Rationalizatim of German Industry, page 70. National Industrial Conference

Board.
2T¥or full discussion of cartel and combinational control nf potash see Chapter XI.
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well as some of their holdings in their affiliates, but have
surrendered most of their plants in exchange for the shares
of the Vereinigte Stahlwerke.

The following summary of the condition of the Ger-
man steel industry in 1929 is given in Rationalization in
German Industry:*

The costly process of reconstruction is now completed. The
iron and steel industry of Germany, as a whole, is better equipped
for efficient production than that of any other European country
and is not much behind that of the United States. Should there
be an increase in world demand for iron and steel products, the
German producers would be in a very strong position to supply
a large share of that demand. In the immediate future, however,
no marked improvement is to be expected. Germany’s quota in
the International Steel Cartel is 13.5 million tons, while the pro-
duction capacity of the industry amounts to about 23 million
tons.

During the recovery of Germany between 1924 and
1929 integration in the iron and steel industry had de-
creased the number of establishments and workers and
increased the output of pig-iron and steel products per
worker. A comparison of data on pig-iron output in the
four countries, presented in Appendix IV, shows that
whereas the productivity per blast furnace in Germany in
1913 was less than one-third of that in the United States,
it had become by 1928 almost two-thirds as great, out-
stripping the development in both the United Kingdom
and France. After 1929 the drastic cut in the production
of the German iron and steel industry during the world
depression served to reduce the output of iron and steel
products per worker.

Electrical Equipments—German ingenuity had before

1 “The International Cartel Movement,” United States Department of Commerce,

Trade Information Bulletin No. §56.
2 National Industrial Conference Board.
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the World War developed the most important electrical-
equipment industry in the world, but this industry has
since yielded first placc to the American industry. Al-
though the Germans were not forced to surrender any part
of their industry at Versailles, while at war they had lost
large foreign contracts. Data for the American, German,
and British industries, presented in Appendix V, indicate
that although German production in 1925 was less than
one-third as great as American, American exports, which
were about as large as the German at that time, have since
made greater progress.

Control of the German industry is in the hands of two
great vertical “combines,” which account for about 75 per
cent of the total German output and about 80 per cent
of the exports. These “combines,” closely allied with
electrical-equipment industries in many countries, have
had working agreements for years with the American com-
panies, which hgve of late even put capital into the Ger-
man industry.

Chemicals.—Difficulties of classification in analysis of
national chemical industries are manifold. In some coun-
tries the vegctable-oil, artificial-silk, and soap industries
arc treated as parts of the chemical industry; in other
countries they are excluded. It appcars that since the
World War the United States has had the largest chemical
industry, but that Germany has had the largest exports.
In the export trade, however, advances made by the other
countries since 1913—especially the United States and
France—have been considerable, whereas Germany has no
more than held her own. With Germany’s loss of her
markets during the World War and with post-war confis-
cation of her patents by the Allied countries, she has lost
ground in the production and sale of dyes, sulphuric acid,
superphosphates, and explosives. German skill in chemis-
try has since afforded such new products as synthetic
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nitrates, synthetic alcohol, snythetic petroleum, and arti-
ficial silk.

In 1925 the I. G. Farbenindustrie A. G. was organized
and absorbed six of the greatest German chemical com-
panies. A few years after its inception it employed one-
third of the chemical workers and had 265 million of the
total 600 million dollars capital invested.* This dominat-
ing company, which has made arrangements abroad with
the Standard Oil Company of New Jersey, the Imperial
Chemical Industries, Limited, the Royal Dutch, and other
companies, was organized in order to help Germany regain
her former preeminence in the world chemical trade.

The Textile Industries—The textile industry in Ger-
many, as in all great industrial nations, is one of the largest
industries, with a value of annual output four times as
great as that of the coal industry and five times as great
as that of the steel industry. In the cotton-textile indus-
try, where the units are small and the cartels numerous and
weak, inefficient firms are kept alive.® Like the cotton-
textile industries all over the world, the German industry
has suffered unemployment and unused capacity, and even
within Germany competition has been encountered from
the French and Czech industries. Extension of the use of
artificial silk has also affected the German cortton-textile
industry.

The pre-war strength of the German woolen industry
was not regained even in the revival between 1924 and
1928: the number of spindles and looms were below the
pre-war level, as was the volume of raw wool imports.
Only 78 per cent of the trade-union members were em-
ployed even in the good years from 1926 to 1928. Al-
though the outpur per spindle was less than in the United
Kingdom or than in the United States, it was apparently

1 For dusciption of some of the results of modern chemical research, see Chapter
1L

2 Guerman Commerce Yearbook, page 310.

A Sec Chapter XI.
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better than pre-war. Small, inefficient firms seem to have
had less chance in this than in the cotton-textile industry,
and profits, therefore, were better.

Although the German artificial silk industry has had the
best post-war record of any of the German textile indus-
tries, and although in 1913 it was ahcad of the artificial
silk industries of all other nations, by 1928 it had been
outranked by the industries of the United States, Italy,
and the United Kingdom. Betwecen 1913 and 1928, how-
ever, the value of the total output of the German industry
increased by about 500 per cent, with prices but little
changed. Two-thirds of the German production is con-
trolled by the Vereinigte Glanzstoff, which is allied with
the chemical combine. This German trust, together with
the British trust, controls a considerable part of the Amer-
ican industry through patents. An international cartel
limits competition between countries.’

German indusry as a whole has suffered from repeated
shocks, experimental controls, and from dislocation caused
by inflation, cartelization, and the false stimulation of
dumping. When the mark lost its value, the manufac-
turer hurried to invest his capital and often invested it
none too well. Later, German love of organization per-
haps overdid rationalization, cartelization, and mergers.
Where high-cost producers were eliminated, as in the
potash industry, the results were good. Dumping abroad
to create an export surplus for reparations may have tem-
porarily scemed to help the export industries, but it over-
burdened the domestic consumer and cventually was met
abroad by tariffs, quotas, currency depreciations, and anti-
dumping measures. During the depression the German
economy has suffered especially because so large a part of
its production is represented by capital goods and because
its heavy export industries have met competition in world
markets, not experienced before the World War.

! See Chapter XI.
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THE UNITED KINGDOM

The British Empire.—The world importance of the
British economy cannot be comprehended without knowl-
edge of the relation between the United Kingdom and
the British Empire. All the Empire countries were in the
beginning dependent upon, and controlled by, the Govern-
ment at home, but the various colonies eventually strug-
gled for independence and self-government, until now
most of the larger colonies—Canada, Australia, New Zea-
land, and the Union of South Africa—are self-governing
Dominions. India is made up of British Provinces
(1,107,968 square miles) and Indian States (711,032
square miles). British Malaya includes Straits Settlements,
which is a British Crown Colony, the Federated Malay
States, and the Non-Federated Malay States. Ceylon,
Gibraltar, Malta, Cyprus, and many other territories are
possessions, and there are protectorates and mandates in
Asia, Africa, and Oceania. The Irish Free State is now the
most independent of the so-called British countries. The
economic interdependence of the United Kingdom and the
British Empire will be considered later.

Agriculture.—~The United Kingdom has had a relatively
unimportant agriculture ever since the Industrial Revolu-
tion. Under free trade, which proved advantageous for
its industrial population, there was an almost yearly in-
crease in grazing land and a simultancous decrease in the
arable area. British agriculture is dominated by sheep-
raising. Although Britain has more sheep (26 millions)
than any other European country, with the exception of
Russia, she has to import large quantities of mutton. As
less than 3 of the 8 million cattle are cows and heifers in
milk, the United Kingdom does not even produce its re-
quirements of milk and cream. In the United Kingdom
there are usually about § million acres planted in the food
grains, whereas in France and Germany perhaps five times
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as much land is so planted. As the margin of cultivation
was so little extended, the yields per acre for all the grains
were regularly higher in the United Kingdom than in any
of the four countries here considered.' In the British
climate it is impossible to produce the large varicties of
fresh vegetables grown in the United States and France.
It is estimated that the British produce about one-third
(in value) of the fresh fruit consumed, and although the
orchards are largely apple orchards, many more apples are
imported than are produced at home.® Considerable quan-
tities of turnips, rutabagas, and mangold (beets) are
grown, some for human consumption, but large quanti-
ties for livestock. Although a heavy sugar subsidy since
1925 has substantially increased the sugar-beet crop, home
production would not furnish the country with more than
two months of its supply.

Recent tariff duties, import restrictions, and agreements
for preferential, treatment of Empire products will proba-
bly not only benefit the Empire countries at the expense
of the United States, but will also encourage British agri-
culture. Other measures to aid British farmers are quotas
on hog imports and the guarantee of a2 minimum price for
a stated quantity of wheat under the Wheat Act of May
19,1932. Even in 1932 there was a small increase in wheat
acreage, and in 1933 the increase was greater.’

Mineral Resources and Heavy Industries.—Great
Britain’s industrial importance can be attributed in no
small part to her coal and iron deposits. Possession of coal,
especially when accompanied by possession of iron ore,
meant industrial supremacy—particularly in the nine-
teenth century before the use of petroleum was so exten-
sive and water power so highly developed. Before the

1 See Appendix VII.

2Sce The Umted Kingdom, a hanlbuok published by the Department of Com-
merce, page 480,

$"World Trade Barriers in Relation to Amenican Agriculture,” United States
Senate Document No 70 Sce also Chapter XIIL
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World War (1909-1913) the coal production of Great
Britain was three-fifths as great as that of the United
States and greater than that of Germany, but of late years
British production has fallen below the German production
of coal and lignite.

Perhaps Britain’s most serious problem of late has been
the loss of markets for her coal and textiles and the result-
ing unemployment in these industries. So large a percent-
age of British workers are coal miners by profession (over
1,100,000 persons) and so many coal miners have been
unemployed during the past decade that Britain’s economic
difficultics may never be completely remedied until new
industries or renewed demand for coal serve to reemploy
the idle coal miners. In a sense, the British industry may
be said to employ too many mincrs. ‘The annual output
per person employed is approximately one-fourth that for
the American mines, which are not so deep, in which the
seams are not so thin, and which are better suited to
mechanization.

It is estimated that less than 25 per cent of Great
Britain’s coal is consumed in household use; nearly 40 per
cent in general manufactures; about 12 per cent in the
iron and stecl industry; 10 per cent in the gas works; 8
per cent by the railways. Before the World War 17 per
cent was used in making iron and steel. Whereas France
lacks coke for its iron and steel industry, the United King-
dom has an export surplus. Morcover, the British have
an important coal-tar-products industry, which furnishes
them with valuable chemicals for home consumption and
export.

Along with its coal the United Kingdom formerly had
ample supplies of iron ore, but much was of poor grade.
Of late years it has had to depend on imports of better
grades of ore from Spain and Sweden. Total British im-
ports of iron ore, however, were smaller in 1931 than they
had been before the World War because of the marked

E
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increase in imports of semi-finished iron and steel products
from Belgium, Germany, and France, up until the gold
standard was abandoned. Great Britain during the post-
war decade lost much of its former importance in the
world iron and steel trade as a converter of raw matcrials
into finished products for export. Its coal and pig-iron
resources are so located that assembling costs are low, but
the iron and steel industry had to pay relatively high gold
wages prior to the depreciation of the pound, and was
neither modernized nor rebuilt as the continental indus-
tries had been. “A comparison of British blast-furnace
capacity with the capacity of furnaces of other countries
shows that the British practice lags behind continental
and American practice with regard to volume of output.
Many British furnaces are below the standard of size re-
quired for cfficient working.” "

Very few of the non-ferrous metal ores are mined in the
United Kingdom, although in 1928 the Empire countries
supplied the important British smelting industry with
about 40 per cent of its zinc, 6 per cent of its copper, and
71 per cent of its lead. Of the total world supplies of tin
about 65 per cent was produced and smelted in the Empire,
and an additional 26 per cent, produced in foreign coun-
tries, was smelted and refined in British territory.  Al-
though Great Britain was onc of the earliest producers of
tin, she now produccs only about 2 per cent of the quantity
imported from Straits Scttlements, Australia, and Nigeria.

Machinery —The carly dominance of Great Britain, the
pre-war strides made by Germany, and the post-war
supremacy of the United States in the machinery industry
are shown in Appendix VI Most inventors of industrial
machinery in the mincteenth century were British, but
American adaptations and improvements in the twenticth
century have helped the industry of the United States to

Y iandbuok of Umted kKinglom, pase 136, Unitd Staes Depirtment of Com-
merce.
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achieve its present preeminence. The machinery industry
of the United Kingdom, however, has remained a close
rival of that of the United States, and in some lines—
boilers and textile machinery, for example—is more im-
portant.

The Teatile Industries—Although the British textile
industry has suffered during the present century, especially
since the World War, it is still a gigantic industry, employ-
ing over 1,000,000 workers, not including 400,000 workers
in allied industries. The British cotton industry probably
still ranks first. Japan’s importance in export trade in
1932 and 1933 may prove to be a more or less temporary
result of currency depreciation. The prosperity of the
British cotton industry, however, depends upon the ability
to export the bulk of the production of cotton goods, but
between 1920 and 1931 the ratio of exports to production
steadily declined. A committee appointed to examine the
reasons for this decline pointed out that throughout the
world, even in less-industrialized nations, cotton industries
were being developed; that during the World War coun-
tries formerly dependént upon the Lancashire cotton pro-
duction had to look elsewhere; that the post-war impov-
erished peoples had to be satisfied with cheaper grades than
those in which the high -standard British industry special-
ized; and that the heavy burden of taxation, borne by all
British industries, increased British costs.

Production of cotton goods is an easier undertaking than
that of woolen goods. It is for this and other reasons that
the British woolen industry has not lost so much ground,
but ever-increasing American duties on woolen goods and
devclopment of adequate, standardized, ready-to-wear
woolen clothing in the United States have deprived the
British industry more and more of this formerly important
market. In the woolen and worsted industries the produc-
tion of the United Kingdom is considerably greater than
that of the United States, even though the British have to
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import about five times their production of raw material
and the Americans now produce more raw wool than they
import. The percentages of unemployed in the British
woolen-goods industry of late years have been almost as
large as the percentages in the cotton-goods industries, but
as there were perhaps twice as many workers in the cotton-
goods industries, suffering was more widespread.
Chemicals—Britain’s chemical industry ranks third,
following those of the United States and Germany. Tt has
been estimated that in 1924 from 6 to 7 per cent of the
total industrial output was in chemicals. As in all the
other countries, the chemical industry lends itself to the
organization and domination of a few large companics.
The outstanding company, the Imperial Chemical Indus-
tries, Ltd., organized in 1926, controls the entire British
production of nitrogen, 95 per cent of the heavy chemicals,
and 40 per cent of the dyes. The World War materially
altered the Brisish industry, as it did the chemical indus-
tries in the other countries. Alkalies and allied products
lost ground; paints, varnishes, and allied products, soap,
candles, starch. polish, fertilizers, disinfectants showed no
great increase; but production of coal-tar dye stuffs was
greatly expanded and artificial silk, lacquers, drugs, and
proprictary medicines also registered good progress.
Other British Industriecs.—Perhaps one-half of the
workers of the United Kingdom are employed in the few
basic lines of production described: coal mining, iron and
steel, machinery, and textiles and allied industries. The
building, chemical, food, printing, and automobile indus-
tries employ most of the remainder. Although these are
large inclusive classifications and, therefore, perhaps mis-
leading, it will be evident that the cconomy of the United
Kingdom, as well as those of Germany and France, are not
so diversified as is that of the United States, and that dif-
ficulties of the coal, iron and steel, and textile industries,
already described, have forced the British to try to expand
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new industries. Although a relatively high duty on auto-
mobiles, imposed even before the general tariff increases
of 1931 and 1932, had stimulated production, although
Great Britain is perhaps the second largest market for cars
in the world, and although her production has passed that
of France since 1930, she produced in 1931 less than one-
tenth as many cars as the American industry. The possi-
bility of developing new industries in the British Isles is
limited by the lack of natural resources and the unwilling-
ness of the less-industrialized nations to admit British man-
ufactured products free of duty.

Before the World War Britain drew in raw materials
from all over the world and converted them into manufac-
tured goods. She had low costs resulting from mass pro-
duction, made possible largely by export trade. Her large
exports of textiles, iron and steel products, and coal were
more than was necessary to pay for her imports of foods
and other things. The resulting export balances were in-
vested overseas, particularly in the Empire countries and
the United States. During and after the World War the
British lost a large part of this export trade for many dif-
ferent reasons, some of which have been, and others of
which will be later, indicated. Unemployment increased
to such an extent that it became necessary to take such
extreme measures as abandonment of gold, imperial pref-
erences, and extensive tariff duties, but most of these
nationalistic measures cannot be expected to regain for
Britain her pre-war industrial importance.
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AN OUTLINE OF THE BASIC INDUSTRII'S OF THE
UNIIED STATES

THe United States, with the widest variety of natural
resources, has the most complete of national economices.
The world’s largest producer of cotton, corn, wheat, to-
bacco, hogs, coal, petroleum, pig iron, copper, lead, zinc,
and other less important basic materials and the world’s
second largest producer of cattle and wool, the United
States is also the world’s largest user of sugar, cotfee, silk,
tin, and rubber. So important in the world economy is
the economy of the United States that, as we have already
observed, certain Furopean cconomists have believed its
price level can determine the general level of commodity
prices for the world as a whole. The variety of its agricul-
ture, the wealth of its mineral resources, and the extent
of its industries can only be suggested in this chapter. The
non-contiguous territorics ot the United States, the most
important of which are Alaska, Hawaii, the Philippine
Islands, and Puerto Rico, have a combined populaton of
about 14 million inhabitants, but more than 12 millions of
these inhabrtants are in the Philippine Islands, which may
soon be independent.  Although these territories have val-
uable resources, especially cane sugar, collectively they are
much less important than the colonial empires of England
or France, but continental United States has such a varied
and compact economy that it has not yet felt need for
colonial expansion.

Agriculture.—In the American economy there has been
a considerable shift of population from agriculture to in-
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dustry and a growing importance of trade in the increased
products of agriculture and industry.” Data indicating
the more important trends in American agriculture are
shown in Appendix VII, Table 2. During the last cen-
tury, as the population has moved westward, the number
of farms has incrcased and more land has been cultivated,
but.the average size of the farm has decreased.  Thus, the
trend in industry toward large-scale production has not
been paralleled in agriculture.  The most significant de-
velopments in agriculture have been those which have
occurred since the outbreak of the World War. Compari-
son of the data in the censuses of 1910, 1925, and 1930
affords the following conclusions:

(1) The aggregate farm population has decreased in
every decennial period since 1910.

(2) The number of persons per farm has also shown
successive declines during the twenty-year period from
1910 to 1930, largely because increased use of machinery
and fertilizer has reduced the number of persons necded
to supply the demand for farm products.

(3) Land employed in farming increased during every
ten years between 1850 and 1920, but the rate of increase
was not so rapid in the decade before the World War. The
war period expanded acreage, but between 1920 and 1925
there was slight contraction.  The post-war depression in
farm prices tended to reduce in some measure the war and
post-war expansion in agriculture.

According to estimates of the United States Department
of Agriculture, there was between 1924 and 1929 about
50 billion dollars’ worth of capital goods (excluding value
of dwellings, but including valuc of land, other buildings,
machinery, livestock, and 1 per cent cash working capital)
used in farm production but only slightly more than one-
half of that capital was owned by farm operators.* Farm

1 See Appendix 1, Table 3.
2 Yearbook of Agriculture, 1931, page 980,
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capital brought, it was estimated, during these years re-
turns averaging about 4 per cent. It should be noted that
farmers for the most part also had their homes, which, in
effect, represented additional income.

General increases in American crop yields since the
Civil War, despite the extension of cultivation to poorer
lands, are explained by improvements in seed selection, ir-
rigation, and other aids in cultivation. The trend in yields
for many crops, however, was adversely affected by the
war and post-war expansion. The trends in the yields of
wheat and of other grains per acre were upward from
1890 to the World War, but the enormous expansion of
acreage during and after the World War halted these up-
ward trends. The trend in cotton yields per acre showed
no upward movement between 1890 and 1914, and it has
shown a distinct downward trend since that time. The
yields of potatoes have shown an upward trend during all
the period from 1890 to 1930, but the acreage since the
World War has actually been reduced. The war and
post-war expansion of crops explains the relatively low
yields of the United States as compared with the other
countries.*

A comparison of data for the French and American
agricultures affords interesting deductions. With a pop-
ulation almost three times as great as France, the United
States has perhaps only 50 per cent more persons engaged
in agriculture.” At first thought it might appear that
greater efficiency in agriculture enables 12 million Amer-
ican farm workers to produce enough to feed 120 million
Americans and to have an export surplus, whereas 8 million
French peasants cannot so completely supply 40 million
Frenchmen. The United States has a greater variety of
climates and soils than France, just as France has natural
climatic advantages, not possessed in like degree by Ger-

1 See Appendix VII.
2 See Appendix I.
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many and England. But as we have suggested, if we com-
pare the yield per acre for the important food crops in the
four countries, we find that the United States shows the
lowest yields for almost every crop. Low average crop
yields in the United States result in large measure from
economic and profitable extensive cultivation. In Europe
land is economized and labor used freely, whereas in the
United States land is used freely and labor is economized.
Mechanization of the farm has many obvious advantages
which compensate for reduced yields per acre. The Ameri-
can farmer with machinery covers a larger acreage and can
afford to take a smaller profit per acre. North America
was in 1929 the best market for the United States pro-
duction of farm machinery, but in 1930 Russian purchases
gave Europe first place.

Rapid expansion of acreage in the chief crops, together
with larger use of machinery, has during the present cen-
tury increased total production. Many economists,
especially agricultural economists, have made much of the
increased production and have argued that it is an over-
production and a chief cause of the depression.* The fol-
lowing data in this connection are interesting:

Index of
000,000 “mass of crop production” *
Population Base 1923-25=100

Average 1900-04................ 79 81
« 1910-14......... ...... 95 96

“ 1920-24.... ......... 109 99
Year 1928 .. ... .......... 120 108
« 1929. .. .. e 122 101

« 1930 ... i 123 95

« 1931, ... . .. 124 103

* Index of United States Department of Agriculture includes corn, wheat, oats,
barley, rye, buckwheat, cotton, tobacco, hay, and potatoes.
1 See Secretary Hyde’s statement in Yearbook of Agriculture, 1931, page 24,



s6 INTRODUCTION TO WORLD ECONOMICS

These crop data, taken alone, indicate no “overproduc-
tion,” but shift of consumption from grains to fruits,
vegetables, and truck crops and expansion in production of
these lighter foods suggest that grain farmers might well
reduce their low-yicld, high-cost acreage. It will be
shown in Chapter XII that the high Amcrican tariff on
manufactured goods adds to the farmers’ difficulties in
maintaining their exports, and the failure to maintain ex-
ports explains in part the farm-products overproduction
theory.

Although the numbers of dairy cattle and poultry in-
creased throughout the century, only in poultry has there
been a per-capita increase, as the increase in dairy cattle
has not kept pace with the increase in population. The
numbers of beef cattle on farms have shown a declining
trend throughout the present century, and the same was
true of sheep until the last decade, when high tariff duties
on wool seem o have made sheep raising more profitable.
Growing consumer preference for lighter foods helps to
explain the declining number of beef cattle and swine and
the increasing number of dairy cattle and poultry.

The great change in the dictetic habits of the American
people is further illustrated by the increases in the acreages
and values of commercial truck crops, alrcady referred to.
Between 1920 and 1930, when acreages in wheat, corn,
oats, rye, and white potatoes were stationary or declining,
production of commercial truck crops showed a marked
increase, especially in Southern and Western States. This
development has resulted from the all-year demands for
fresh vegetables and fruits, and has been made possible by
improved methods of growing and transportation. Sub-
stantial increases in the tariff duties on fresh vegetables in
the Hawley-Smoot Tariff Act of 1930 have further ex-
tended the acreage given these crops, especially in the
Southern States.

The inauguration of a new farm program was consid-



BASIC INDUSTRIES OF UNITED STATES 57

ered necessary because of the relatively great declines in
the prices of basic farm products, some of the reasons for
which have been indicated in the foregoing paragraphs.
Although we admit that there has been, under the circum-
stances, an over-expansion of farm acreage given to some
of the basic crops in the United States, we look forward
to a-solution of the farm problem which would do more
than artificially reduce farm acreage. Many foreign coun-
tries since the World War have sought to produce their
own agricultural staples and have imposed tariffs and
quotas.' Onec obvious way of aiding the American farmer
would be to help him regain some of the foreign
markets he has lost. If the solution relied upon—reduction
of exportable surpluses—serves to reduce high-cost pro-
duction, it may serve to justify itself, but the broadening
of foreign markets should be effected later.

Mineral Resonrces.—While agricultural production has
increased since the beginning of the century by only about
50 per cent, production of all mineral products has in-
creased fivefold, and production of metals has trebled.
Pig iron represented about one-half, and copper, produced
from domestic ores, about one-fourth, of the total value
of metallic minerals in 1929. Lead and zinc—both with
roughly the same values—together with the ferro-alloys,
slightly less valuable, made up about one-sixth of the total.
Aluminum, gold, and silver, in that order, account for
most of the remainder in total values.”

The spectacular increases in the values of non-metallic
mineral production are explained largely by the increases
in the production of fuecls—petroleum and natural gas.
Coal is still the chief source of power, but petroleum and
natural gas have become serious rivals, while water power,
although it is being rapidly developed, is still only of sec-
ondary importance. If petroleum and natural gas be ex-

1 Sce Chapter XII
2 The monetary importance of silver and gold will be discussed in Chapter VIIL
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cluded from the classification of non-metallic minerals,
the increase in values is still greater than for the metallic
group. Clay, cement, stone, sand, and gravel for building
are the chief products in the group after the fuels—pctro-
leum and coal. Roads, indirectly a product of the auto-
mobile industry, and construction explain much of the
increase in these products. .

Coal and Petroleum.—The two chief sources of power
in the United States, as we have noted, are coal and petro-
leum, but since the World War the coal industry has suf-
fered a serious recession, while the petroleum industry has
advanced with the growing importance of the automobile.
We might illustrate the adversity of one, and the prosperity
of the other, of these fuel industries in the United States
by a comparison of their ratios of net profits to capital
and surplus. Whereas for the seven-year period, 1922-
1928, the coal compames showed an average ratio of net
proﬁts to capital and surplus of only 2.5 per cent, the oil
companies earned nearly 8 per cent.

The trend in world coal production during the past
decade has been upward, but in 1931 the world output,
including lignite, fell below the 1913 level. It h: .ircady
been noted that the Germans have, since the Treaty of
Versailles, substantially increased their production of lig-
nite, but that the British have had a depressed coal industry
during the post-war decade. The decline in American
production has been even more marked. Before the World
War and in some of the early years of the past decade 40
per cent and more of the world output was produced in
the United States, but in 1931 less than 35 per cent of the
world coal production was American. During the period
from 1921 to 1931, when coal production in the United
States was declining from about 500 million to about 400
million short tons, decrease in exports from 25 million
tons to 12 million tons obviously accounted for only a

1 Based on data from Federal Reserve Bank of New York.
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small part of the decrease in output. Competition of oil,
natural gas, and water power, as stated, helps to explain
decreased coal production, and the railroads, the largest
users in the United States, have suffered from competition
of motor transportation.

The United States, with the world’s largest coal produc-
tion,; has an even more dominant position in the world’s
petroleum industry, producing from 60 to 70 per cent,
and consuming from 5§ to 65 per cent, of the world’s an-
nual output. American production, which increased by
more than 80 per cent between 1922 and 1929, has been
maintained even during the depression above the level at-
tained in 1926. Only Russian and Venezuelan produc-
tions have shown greater percentage increases, but the
combined output of these two countries in 1931 was less
than one-third that of the United States. The mad rush
of operators in the many new ficlds to get oil above ground
has during the last decade expanded American production,
but increased use of petroleum products has simultaneously
tended to restrict accumulation of stocks. Exceptional
increase of production in 1927, however, and the some-
what expanded imports of 1928 and 1929, were not quite
balanced by the increased consumption and exports of
those years. The slightly increased stocks tended to have
a depressing influence on prices. In 1930 temporarily ef-
fective curtailment of production of crude oil and the
amazingly well-maintained consumption of petroleum
products served to reduce stocks and to maintain prices,
but the petroleum proration scheme, as all such attempts
to control prices during a violent deflation, proved abor-
tive.

Meclvin T. Copeland believes one of the reasons for the
breakdown of the proration scheme was “the fact . . .
that production was not curtailed in almost all other coun-
tries so cxpeditiously or so radically as in the United
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States.” * Mr. Copeland failed to point out that under any
effective proration, or other economically justifiable plan-
ning of production, high-cost producers should be cur-
tailed earlier and more drastically than low-cost producers.
Nor did he note that the United States Tariff Commission’s
studies indicate that South American competition came
from an industry with lower average costs than those of
the North American industry. A well-balanced world
economics would not develop high-cost resources before
they were economically justified. Even if significantly in-
creased production in Russia and Rumania threatened to
offer the American industry competition, the American
people, as a whole, had more to gain in conservation of
resources, than to fear from the temporary competitive
pressure of those countries’ oil industries. Net imports of
crude oil have never been more than about § per cent of
production, and have always been much smaller in value
than exports of refined petroleum products. The im-
portant, but decreasing, export trade in refined petroleum
products is shown in the following ratios of export to pro-
duction:

1914 1923 1929 1931
Gasoline and benzol 17.6 11.2 13.8 10.1
Kerosene §52.2 36.1 35.4 29.§
Gas and fuel oil 17.0 10.2 8.8 7.8
Lubricating o1l 37.1 31.8 31.0 29.9

In view of the importance of this export trade in refined
petroleum products, it is hard to explain the duty imposed
in 1931 on crude oil, the chief effect of which has been the
encouragement of refining in the countries, which for-
merly shipped crude oil to the United States.

Iron and Steel.—The United States, with the largest
known reserves of iron ore, has the world’s largest produc-
tion, although that of France, since the treaty cessions, has
not been far behind. It would at first appear that as the

1 Raw Matcrial Prices and Business Conditions. May, 1933, Harvard University,
Bureau of Busincss Research.
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United States has within its borders all the iron ore it
needs, imports would be unnccessary. But as the most
important domestic production is inland, in the Lake
Superior and Birmingham sections, and as delivery costs on
so heavy a product can be considerable, seaboard furnaces
have found it economical to import, even over the tariff
barrier, small quantitics of ore from Chile, Russia, Cuba,
Sweden, and Norway.! In 1931, however, imports rep-
resented less than § per cent of domestic production.

The United States has the world’s largest production of
both pig iron and ferro-alloys and of steel. Railroads
which had used from 25 to 30 per cent of the finished
steel between 1922 and 1924 took less than 15 per cent of
the total produced in 1931. Demand for black plate, used
in manufacturing tin plate, was maintained in 1931 better
than the demand for any other steel product. Exports
of heavy iron and steel products, which had ranged from
2 to 3 million tons between 1928 and 1930, were less than
1 million tons in 1931, valued at over 60 million dollars,
but were still far in excess of imports of comparable prod-
ucts, valued in the same year at less than 20 million dol-
lars. Nevertheless, the steel industry has succeeded in
obtaining relatively high tariff duties even on the particu-
lar steel products for which imports have been small. With
the exception of tin plate, of which the United States ex-
ported about 13 per cent of production in 1930 and 1931,
proportions of steel products exported have been small
and declining.

The stecel industry, a mature, stable industry, which ad-
vances measuredly with prosperity and recedes in the same
manner during depression, is controlled by a relatively
few large companies, who are able to balance their supply
to the demand for their product and thercby to maintain
prices.

1In 1932 and 1933 Holland, with relauvely small imports, became the chief
competing country.
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Copper—The United States produces about one-half,
and consumes a slightly larger percentage, of the world
output of copper. Ten mining operations in the United
States contribute about 70 per cent of the total domestic
production, and the industry as a whole, production and
refining, is dominated by three financial interests. Pro-
duction in the Belgian Congo, Chile, and Canada has.been
advanced so rapidly that since 1927 it has actually exceeded
United States production. Even before the World War
about 23 per cent of the new metal treated by refineries in
the United States was copper from foreign ores, but during
the last decade imports increased and in 1930 as much as
35 per cent of the ore refined had been mined abroad. Im-
ports came for the most part from Chile, Canada, Mexico,
and Peru, where United States capital controls many of the
operations. According to the United States Tariff Com-
mission’s Report on Copper, foreign ores are on the aver-
age better in grade than domestic ores.’

As utilities and the electrical-equipment and automobile
industries are the largest users of copper and as they shared
substantially in the business activity during the years before
the 1929 crash, production and consumption of copper
advanced during that period. Post-war demand continued
so strong and control of production was in so few hands
that the price of electrolytic copper at New York was
forced up throughout the decade and reached a peak in
1929, even though prices generally were falling.” Forma-
tion in 1926 of Copper Exporters, Inc., an export associa-
tion under the Webb-Pomerene Act, had been intended for
the control of export sales and prices only, but as its
members controlled 90 per cent of the world’s output, it
exerted a powerful influence on production and prices in
the United States as well. But just as all other artificial

3 Report of the United States Tariff Commission to the United States Senate on
Copper (1932).

2See data on price of electrolytic copper at New York in Survey of Current
Business. United States Department of Commerce.
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attempts to maintain prices have eventually failed, even
the propitious conditions attending the control of copper
production and prices did not save the scheme. The price
of copper, which had been above twenty cents per pound
in the early part of 1929, declined to about six cents be-
fore the end of 1931. During the same period lead and
zinc prices fell from seven to four cents per pound.

After the high copper prices of 1929 had collapsed, the
few financial interests controlling world copper hoped to
reduce production and stocks, but the owners of the new
mines in Africa and Canada were unwilling to reduce their
output sufficiently and stocks accumulated in 1931 and
1932. Production in the United States and Chile was dras-
tically curtailed between 1929 and 1931, and the pro-
ducers in the United States demanded and obtained a tariff.
The large stocks and the low capacity, at which the mines
in the United States were working, made the tariff inef-
fective, but if and when it does become effective, it will
either serve to keep relatively high-cost mines operating
in the United States or it will restrict the important export
trade in copper manufactures. The United States Tariff
Commission’s report, showing that costs in the United
States, even before the duty was imposed, were above costs
in Canada, where wages cannot be much lower, and sug-
gesting that African costs were even below those of
Canada, indicates that high-cost mines in the United
States are being worked before their time.

The United States, despite its considerable imports of ore
and unrefined copper, always had an export surplus in cop-
per because it had large exports of refined ingots and bars
and other copper manufactures, but it is true that the ex-
port surplus has been narrowed since 1929 because exports
of manufactures have declined more than imports of raw
materials. ‘The United States Tariff Commission, in its
1932 Report on Copper to the United States Senate,
stated: “The new refining plants which have recently been

F
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constructed, or are in the process of construction, in for-
eign countries may be expected to divert from the United
States refineries considerable quantities of foreign blister
copper which have hitherto been brought to the United
States for refining.”

Power.—Development of mass production, displace-
ment of labor by machinery, and availability of cheap fuels
have made electric power one of the foremost American
industrics. The United States, according to the Depart-
ment of Commerce, produces over threc-tenths of the
world’s coal, about three-fifths of the petroleum, and
about one-third of the water power and it is almost the
sole effectual producer of natural gas. At the beginning
of the present century only about one-fifth of the capacity
of prime movers was in electric plants, including central
stations and electric railways, but at the outbreak of the
World War nearly one-third, and in 1929 nearly two-
thirds, of this capacity was in electric plants, and most of
it was in central stations. Gross revenues from sales of
electricity to central-station customers totaled nearly 2
billion dollars in 1931, and was about the same in 1929 as
in 1931, because increases in sales to domestic consumers
maintained profits during the depression while industrial
use of power diminished. The growing importance of this
industry will be recognized when it is considered that rev-
enue from sales of central stations alone was between onc-
fourth and one-fifth of total farm income, and one-third
of the gross value of sales of all metals and minerals. The
public welfare is so widely affected by this industry, con-
trol has been in so relatively few hands, and its profits so
well maintained that the demand for its public regulation
was inevitable.

Machinery.—The machinery industry, which in 1900
had ranked only fourth among American industries ac-
cording to “value added by manufacture,” by 1929
achieved first place. This industry is especially well adapt-
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ed to the American economy because it requires large
capital investment and because its very considerable indi-
rect costs have been substantially reduced by mass pro-
duction, made possible by large domestic, and not incon-
siderable foreign, demand. Census data on “value added
by manufacture” show that foundry and machine-shop
products, electrical apparatus, engines, turbines, tractors,
machine tools, and farm implements are still the most im-
portant lines, but that the electrical-equipment and busi-
ness-machine industries made the greatest progress between
1919 and 1929. Exports of industrial machinery increased
materially during the decade before the 1929 crash, and
the decline in this trade since the crash has not been so
great, when the high prices and qualities of American
products are considered. Although the United States has
the most important locomotive and car-building industry
in the world, it has suffcred from the stagnation in the rail-
road industry and, to a lesser extent, from the failure to
maintain cxport trade.

The clectrical-equipment industry, one of the most effi-
cient in the United States, had in 1931 an estimated value
of output, including refrigerators, washing-machines,
portable electric tools, electric lighting fixtures, and elec-
tric signs, of about 1.4 billion dollars. Even during the years
from 1929 to 1931 there was cither no marked trend, or
actually an increase, in quantities of electrical apparatus
sold, and exports were maintained better than domestic
sales.

The farm machinery, like the electrical-equipment, in-
dustry made great strides during the post-war decade, ex-
cept that the farm-machinery industry has been more af-
fected by the depression. Relatively lower prices of farm
products reduced the farmer’s ability to buy machinery
and, as the domestic industry is in the control of six large
companies, production of farm implements was drastically
cut. When the enormous increase between 1921 and 1929
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in the output of tractors and harvesting machinery, the
two most important products, is considered, the declines
after 1929 were to be expected. Exports of tractors did
much to sustain domestic production at the levels main-
tained. Russia in 1931 took two-thirds of the farm-
machinery exports. In 1929 and 1930 about 23 per cent
of the value of domestic production, and in 1931 about 27
per cent, was exported.

Automobiles and Related Industries—The automobile
industry, like the machinery industry—and for the same
reasons given—is admirably adapted to the Amecrican
economy. The American industry produces about 80 per
cent of world production. Of late ycars the European
share of the total has been increasing and the American ex-
ports since 1928 have been decreasing, but the American
industry is still dominant. American production increased
from about 115 million vehicles (including trucks) in
1921 to a maxithum of over § millon vehicles in 1929, but
production dropped in 1931 to about 2.4 million vehicles.
The true importance of the automobile industry in the
cconomy of the United States during the post-war decade
cannot be demonstrated by a mere statement of the census
figures for its “value of products” or “value added by
manufacture.” For the motor vehicle industry, excluding
separate data for bodies and parts, “value of products” in
1929 was over 3.7 billion dollars. These figures become far
more significant when the great increase they represent
over pre-war, or even 1921, figures is realized. No other
important industry made such gigantic strides. Stimula-
tion given the petroleum, metallurgical, and rubber-tire
industries, as well as road building, must also be considered
in appraising the effect of the automobile industry on the
American economy since the World War. A case can be
made for the theory that a large part of the increased pro-
duction—the structural basis for the boom from 1924 to
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1929—is explained by the automobile and related indus-
tries.

Although the domestic market has always taken the bulk
of the automobiles produced, export trade has been a fac-
tor of importance during some of the years of the post-
war decade. Before the World War less than § per cent of
the small production was exported, but in the years from
1927 to 1929 over 10 per cent of the greatly expanded
production was sold in foreign markets. In 1931, even
though production had been seriously curtailed, exports
represented less than 6 per cent of domestic output.

The automobile industry is responsible for the bulk of
American consumption of gasoline, rubber, plate glass, and
lubricants and also uses large quantities of carbon and alloy
steel, malleable iron, and lead. The rubber-manufacturing
industry has been made highly speculative by rapidly in-
creasing and fluctuating demand for automobiles and by
great fluctuations in the price of crude rubber, the produc-
tion of which is controlled by the British and Dutch. Ar-
bitrary restriction of production up to 1928 made for
instability in prices during the decade. The price, which
during 1925 and 1926 rose to over one dollar a pound, fell
in every year thereafter until it reached three cents in 1932
and 1933. With this unparalleled decline in price, stocks
during 1929, 1930, and 1931 accumulated in the United
Kingdom and in the United States. Rubber-tire compa-
nies in the United States are burdened with heavy capitali-
zations and suffered during a large part of the past decade
from decline in values of their inventories of rubber and
cotton.

Textiles—According to the criterion of “value added
by manufacture” the textile industry in 1900 ranked first,
but in 1929 it was outranked by the machinery industry.
The cotton branch of the textile industry is by far the most
important, but in rayon the greatest strides since the pre-
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war period have been made. With regard to the fibre used,
each branch of the industry presents a different problem.
The United States is the world’s largest producer of cotton,
and imports only a relatively small amount of long staple
cotton used mostly in the manufacture of automobile tires
and blankets. In 1921 more wool was imported than was
produced in the United States, but in 1931 almost three
times as much wool was domestically produced as was im-
ported. The 50 per cent increase in wool production,
however, was insignificant as compared with the more
than 800 per cent increase in rayon-yarn output, but the
woolen and worsted branch of the textile industry still
maintains second place.

Perhaps the most significant development in the cotton-
goods industry has been the shift of production from New
England to the Southern States. In 1921 over 60 per cent
of the raw cotton was spun in the South; in 1931 over 80
per cent was cbnsumed in the Southern mills. In this in-
dustry, not handicapped by a tariff-protected raw ma-
terial, as is the American woolen-goods industry, not
dependent upon export markets, as is the British textile
industry, the very tariff subsidy on cotton goods has prob-
ably kept alive, through tariff-enhanced prices, less-effi-
cient mills, especially in New England. Profits earned
during the post-war decade were not large, and even in the
1925-29 boom, the cotton-textile industry did not im-
prove. Here was an industry the exports of which even
foreign loans could not materially increase, because export
markets for cotton textiles have shrunk since the less in-
dustrialized nations have undertaken to spin cotton. Eco-
nomic planners in the United States should recognize that
the cotton-textile industry does not seem to be well adapted
to the American economy, even though it has the impor-
tant advantage of proximity to raw materials.

Between 1920 and 1931, under stimulation of a very
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high duty, about 120 million more pounds of fleece wool
were produced in the United States. Of this increase, 30
million pounds were produced in Texas, the most impor-
tant wool-producing State, and 30 million more in Mon-
tana and Wyoming combined, the next most important
wool States. High duties on wool have undoubtedly handi-
capped producers of woolen and worsted goods, and even
very high compensatory duties on finished woolen manu-
factures have not insured the industry profits. Demand
for manufactures of wool in the United States has been
reduced because of changes in style, wider use of light-
weight clothing, and relative expensiveness of woolen gar-
ments. Wool has been mixed with other materials, and
knitted goods have taken the place of woven goods for
some uses. Where cotton and rayon could be substituted,
they have been used, and styles have perhaps been affected
by the increased costs. As a result, the industry has dur-
ing the last decade been declining and has suffered severe
losses. Producers of carpets and rugs have fared better.
The fact that carpet wools are on the Free List, while fin-
ished carpets are favored by substantial tariff rates, prob-
ably has had something to do with their relatively better
record.

The silk industry has shown the largest progress of any
of the textile industries, because of the progress in domestic
production of rayon. Of late years, imports of real silk
have amounted to from 70 to 80 million pounds, whereas
domestic consumption of rayon yarns during the same
years ranged from 100 to 140 million pounds. In both
1927 and 1929 about 15 million pounds of rayon yarns
were imported, but between 1929 and 1931 imports
dropped to less than 2 million pounds. Use of rayon and
cotton has both stimulated the cotton-goods industry and
at the same time reduced the use of cotton.

Chemicals.—The petroleum-refining, metallurgical,
paper, textile, and other such basic industries might be clas-
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sified as chemical for the reason that they employ chemical
processes and raw materials, and the fertilizer, explosive,
paint, soap, rayon, and ceramic industries are regularly so
classified. Some of these industries not only use chemicals
in their manufacturing processes, but also produce as by-
products other chemical raw materiais. It is obviously im-
possible to measure accurately the strength of the chemi-
cal industries in the four countries, surveyed here. From
a memorandum prepared in Geneva in 1927, however, it
can be estimated that, whereas pre-war Germany had been
the world’s largest producer and exporter of chemicals,
and Great Britain had ranked second, the United States
after the World War became the largest producer, al-
though Germany was still in 1927 the largest exporter.’
The chemical industry is perhaps the most dynamic of
all industries and its progress often implies the reorganiza-
tion or destruction of other industries. One of the most
striking examples of chemical ingenuity is furnished by the
synthetic production of ammonia, used in making ferti-
lizers and explosives. Prior to the World War Chile sup-
plied nearly one-half of the world’s nitrogen requirements
with her natural nitrates, the by-product coke industry
furnished another 40 per cent with its ammonium sulfate,
and the then-small synthetic nitrogen industry made up
the remaining 10 per cent. Inability of Germany during
the World War to get supplies of Chilean nitrates and be-
lief that the exclusive use of ammonium sulfate made the
German soil too acid encouraged the development of the
Haber fixation process, by which pure synthetic ammonia
is produced.” At the end of the World War most impor-
tant industrial nations were feverishly building synthetic
nitrogen plants in order to be self-sufficient both in the
fertilizer material, ammonia, and in the basis of explosives,

1 The International Economic Conference, “The Chemical Industry,” Geneva,
1927.

2 William Haynes, Chemical Ecomomics, page 207.
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nitric acid, made according to the Ostwald process from
conversion of pure synthetic ammonia by oxidation.
Measures taken in the European countries, already noted,
to strengthen the entire chemical industry—and particu-
larly this branch of the industry—are ominous and indi-
cate that the horrible lessons of the World War, tragically
enough, have never been appreciated.

It may be argued that expansion of synthetic nitrate
production in all the countries has been effected in order
to insure an adequate supply of this fertilizer raw material,
but nitrogen represents only one of the three elements in
the commonly-used mixed fertilizers. There has been no
such wild rush to stimulate production of potash and phos-
phates, neither of which are used in cxplosive manufacture
as is nitric acid. Nor have prices of potash and phosphate
fallen as have prices of nitrogen products. So far as the
United States is concerned, complete self-sufficiency in
all three fertilizer materials seems about to be achieved.
Established production and exports of phosphates and ex-
traordinary recent development of potash deposits in New
Mexico, together with synthetic nitrates, will enable the
United States to be independent of foreign fertilizer ma-
terials. The effect of this over-expansion of synthetic
nitrogen production in Europe and in the United States on
the deplorable financial condition of Chile and on nitrate
prices all over the world should be further used to effect a
world agreement to limit production of this war material.

The chemist’s ingenuity has also developed important
synthetic organic chemicals, especially coal-tar products.
“The war needs for phenol gave the United States a coal-
tar chemical industry with its thousands of brilliant dyes,
its subtle perfumes, its photographic agents, its invaluable
modern medicines. It has brought us the blended ‘no-
knock’ motor fuel, and by lowering the cost has widened
the use of such practical chemical substitutes as synthetic
resins and artificial leather. From the butanol-acetone
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fermentation process has come directly the lacquer that
finishes our automobiles in a wider range of colors, more
beautiful than ever before, and almost as durable as the
metal it coats so quickly and economically.”*

Not only are new organic chemical products—such as
synthetic resins—being developed in the United States, but
a number of old and well-established products are being
made by synthetic processes, effecting great industrial
changes. Synthetic camphor, used in making plastics, has
to some extent supplanted natural camphor, controlled by
a Japanese monopoly. Synthetic indigo, a coal-tar prod-
uct, has long since replaced natural indigo. Artificial silk
or rayon, as we have noted, has become far more widely
used than real silk. Further development of synthetic
resins and of cheap solvents from waste petroleum gases
may in the future entirely supplant paints made from
natural fossil resins and such drying oils as linseed oil.
These are but a few examples of the many synthetic prod-
ucts which have supplanted rarer or more expensive ar-
ticles, and American chemists have taken a leading part in
these fruitful researches. Prospects of cheapened artificial
rubber, of improved and cheaper synthetic gasolines, and
of other important synthetic raw materials threaten to
affect many important American industries.

Although the chemical industries of Germany, England,
and France, as we have noted, are almost completely domi-
nated as a result of mergers by one great industrial or-
ganization in each country, the anti-trust laws have made
such a combination impossible in the United States. The
close relations between so many chemical products and
the importance of elaborate expensive research have re-
sulted in consolidation of many non-competing units in
four large companies in the United States, each of which
was a combination of established non-competing chemical
companics. The extent of real competition between these

1 Chemical Ecomomics, page 225.
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four chemical mergers is difficult to appraise. Although
no one company has a monopolistic control of a particular
product, except where patents insure a legal monopoly, in
some chemicals one company has what might be termed a
dominant position, such as Allied Chemical’s place in alkali
production, du Pont’s dominance in the field of explosives,
and Union Carbide’s position in the manufacture of syn-
thetic organic chemicals and solvents.

High tariffs have served to subsidize those branches of
the chemical industry which were undeveloped before the
World War, and in lines which flourished without tariffs
exports have been possible. Fertilizers and fertilizer ma-
terials, industrial chemicals, and such coal-tar products as
are still on the Free List account for the bulk of the import
trade. The more diversified export trade is chiefly in in-
dustrial chemicals, paints, varnishes, medicines, naval
stores, and other coal-tar products. With almost daily dis-
coveries of new synthetic products, increasing obstacles
put up against importation of coal-tar crudes, nominally
on the Free List, and development of New Mexico potash
deposits, the United States is becoming increasingly more
self-sufficient in chemical products.

Construction—Revival in the construction industry
after 1921 was due largely to shortage of residences, which
resulted from curtailment of construction during the
World War. From 1924 on construction of utilities and
public works continued to increase the contracts awarded,
until a peak of 5.8 billion dollars was reached in 1928, but
after 1929 the industry stagnated in spite of some govern-
ment stimulation, lower prices of materials, and cheaper
money. In 1931 the contracts awarded amounted to only
2.6 billion dollars. Those who noted that American pro-
ductive activity during the decade before 1929 was due
largely to the automobile and machinery industries and
construction argued that government stimulation of build-
ing was essential to recovery. Slum clearance and a wide-
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spread housing campaign have, therefore, been urged as a
useful field for government expenditure. Public works
should stimulate the iron and steel, the lumber, cement,
glass, and other industries.

The foregoing brief analysis of American agriculture,
mining, and industry is only intended to give a bird’s-eye
view of a very large and cumplex economic organization,
which it would take volumes to cover completely. A too
detailed study would be unsuited to our purpose because
the details would make it impossible to get any comprehen-
sive picture of the structural basis of the economy as a
whole. Enough industries, however, have been surveyed to
suggest certain tentative conclusions, which may be useful
in establishing the general principles to be developed later.

We have pointed out that the World War over-ex-
panded American grain production and that change in
consumption Habits has contributed to the “overproduc-
tion,” but we have also shown that the post-war deflation
has tended to correct these maladjustments. Any farm
program which merely reduces acreage without specifi-
cally reducing high-cost acreage, and which does not allow
for the farmers’ regaining of foreign markets, seems inade-
quate. We shall later show that the duties on grains have
been ineffective and deceptive and that those imposed on
fresh vegetables are at present stimulating high-cost, inef-
ficient production.

In the United States, where the standard of living is
highest, 14.3 million industrial workers in 1930 supplied
122 millions of consumers with manufactured goods
whereas almost as many industrial workers (12.2 millions)
in efficient Germany in 1925 supplied only one-half as great
a population.’ In both the United Kingdom (1921) and
France (1926) nearly 7 million industrial workers supplied
the 40-odd million populations of these countries with

1 See Appendix I

-
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manufactured goods. The relatively larger export bal-
ances in manufactured goods of the European nations are
not considerable enough to explain the differences. It will
be shown in Chapter IX that, from the point of view of
production costs, the chief reasons for the effectiveness of
American manufactures in recent years has been large pro-
duction per plant, availability of raw materials, and rela-
tively low interest rates and taxes.

Larger use of mining machinery and richer, less-depleted
mineral resources explain why real costs of the two most
important minerals, coal and pig iron, are lower in the
United States than in the European countries surveyed. It
might not pay most foreign producers to employ so much
machinery in mining as producers employ in the United
Statcs, where labor is relatively more expensive. As the
United States is the world’s largest producer of most of the
other minerals, and as the other three countries are rela-
tively unimportant in the production of most of them, the
fact that all four countries have practically the same num-
ber of miners is proof of the larger output per miner for
the United States in almost cvery type of mineral produc-
tion.

The United States has two mineral resources, not pos-
sessed in quantitics by the other countries surveyed here—
petroleum and copper. These minerals have played an im-
portant rdle in the world’s post-war economy. While
British, Continental, and American coal industries have
been languishing, the American petroleum industry has
made spectacular progress, stimulated in no small part by
the development of the automobile. While the world iron
and stcel industry has been relatively static, the copper in-
dustry has forged ahead with the boom in electrical equip-
ments. It is not a hopeful sign that the American pe-
troleum and copper industries are coming to depend on
tariff subsidies.

While agricultural production has increased since 1900
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by about 50 per cent, and metal production has trebled,
manufacturing production during the last thirty years has
more than trebled. Farm population has been declining all
through the century, but the number of workers in indus-
try has increased substantially. Since the World War the
most important advances in production have been regis-
tered by the automobile industry, those industries related
thereto, and the machinery industries, especially electrical
cquipments, business machines, and farm implements.
These industries are admirably adapted to the American
cconomy because they requirc large capital investment,
and because their relatively important overhcad costs arc
reduced by mass production, supported by large domestic,
and not inconsiderable forcign, demand. It is noteworthy
that these industrics, which furnished much of the physical
basis of American prosperity before 1929, were regularly
classified as the export industries because their efficiency, as
evidenced in quality and low costs, enabled them to com-
pete in foreign markets.

At the beginning of the century, when these industries
were relatively unimportant, the chemical industry—Dbe-
cause it included production of alcoholic beverages—
ranked second after the textile industry.

Although the textile industry, in all four of the indus-
trial countries, surveyed here, is one of the most important,
if not the most important, industry, it is not particularly
suited to the American economy. It pays low wages and
carns meager profits. The keen competition of the less-
industrialized nations in cotton tcxtiles has been empha-
sized and the initial handicap to the American woolen in-
dustry, resulting from the high duty on wool, is evident.
Although the textile industries are mass-production indus-
tries they, with the possible exception of artificial silk, do
not have the other features which make them peculiarly
adaptable to the American economy. The considerable
tariff subsidies have done them more harm than good. Al-
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though it is politically improbable, it would be good eco-
nomics to sacrifice their higher-cost units in favor of a
revived export trade in farm products, machinery, auto-
mobiles, and such chemicals as are efficiently produced in
the United States.



CHAPTER IV

THE DIFFERING DEGREES OF SELF-SUFFICIENCE OF THE
FOUR ECONOMIES

IN THE foregoing review of the industries of the United
States, the United Kingdom, France, and Germany, we
have noted that industries often depend on imported raw
materials and that no country without imports is fully sup-
plied with all the necessities of modern life. Although in-
volving some repetition, an accurate picture of the inter-
national relations of the four national economies requires a
more thorough examination of the dependence of each
economy, as a whole, on imports from other countries.
Dependence ‘of the United States on Imports.—Of the
four national economies being surveyed the United States is
most nearly self-sufficient. Great natural resources, sup-
plemented by great human resourcefulness, have made pos-
sible the production which satisfies the larger share of its
present needs. To what extent the United States Govern-
ment, through tariffs and other bounties and subsidies, has
in part hastened and in part retarded the economic devel-
opment of its people will be separately and more particu-
larly considered in a later chapter. We are concerned here
merely with an approximation of the reasonable depend-
ence of the developing economic life of the United States
on imports, not neglecting to bear in mind the desirability
of conscrving resources for the use of future generations.
Indispensable foreign products, which are of present im-
portance in the trade balance—silk, coffee, rubber, furs,
non-ferrous metals (tin and nickel), burlap, flax and
hemp, cocoa, tea, and diamonds, made up something over
78
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30 per cent of the total import trade in 1931. It is recog-
nized that the indispensability of import trade even in
these articles has been somewhat reduced by the advances
of science and by industrial progress. Before the World
War, domestic production of artificial silk was inadequate
and only about one-fourth as important as Germany’s, but
of late years the United States has outstripped Germany in
that production. Today, artificial-silk production for the
world as a whole is three or four times as important as that
of natural silk. Synthetic rubber promises soon to be listed
as a scientific triumph. Although tin has come to be one
of the necessities of modern life, especially in the United
States, the substitution of glass would be possible under an
emergency mandate. Shortsighted and unwise though it
would be for significant reasons, developed elsewhere, a
policy of emancipation from import trade can be plausibly
urged as a desirable national goal.

Other leading articles which made up most of the re-
maining 70 per cent of the 1931 imports were in order of
importance in the total as follows: cane sugar, petroleum,
paper, newsprint, chemicals, paper base stocks, copper,
hides, and skins, fruits and nuts, vegetable oils, art works,
oil seeds, cotton and wool manufactures, vegetables and
preparations, sawmill products, leather manufactures,
meat products, long-staple cotton, and leather. There is
hardly one of these imports—whether the article be duti-
able or on the Free List—which domestic interests at present
are not hoping to exclude or further limit by tariff duties.
Always latent in the contentions of tariff-seeking interests
is the claim that domestic demands can be supplied by an
American product—*“something just as good.” It has too
often proved of little avail to reply that the price and
quality of a domestic substitute may not prove equally
satisfactory. Spurred on by the profit motive, the maker
of furniture demands that antiques be barred; the maker
of earthenware that fine imported chinas be excluded; and

G
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the apple-grower that bananas be embargoed. It is as yet
undetermined whether the United States is disposed to be-
come completely independent of other nations and other
cultures, and whether the visionless impulses of isolationists
are going to be allowed to prevail.

Of the total imports of the United States in 1930, the
Department of Commerce reports that about one-third
were crude materials, less than one-quarter were food-
stuffs, and about 45 per cent represented manufactured
and semi-manufactured goods. Even among semi-manu-
factured goods most of the items, such as copper, wood-
pulp, tin, and lumber, are raw materials for influential do-
mestic industries. Indeed, American, to a greater degree
than German, import trade is largely explained by the
needs of domestic manufacturing industries. As a result
of America’s post-war industrial expansion, less than 30
per cent of all imports have come of late years from Eu-
rope, whereas before 1914 between 40 and 50 per cent of
American imports had normally been European. Before
1914 the percentage of Asiatic imports in the total had
ranged from 10 to 15 per cent, whereas in 1930 imports
from Asia represented 28 per cent of total imports. The
percentage of imports from Canada in the total imports of
the United States has increased from between § and 6 to
over 12 per cent since the pre-war period. These increases
in the percentages of imports from Asia and Canada are
explained by the imports of crude materials. Present im-
port trade of the United States is maintained largely for
the benefit of the manufacturer-users of these materials
and, in this business-dominated nation, interests and pref-
erences of consumers, as human beings, have received little
consideration.

As the other three economies under consideration have
few raw materials, not found in the United States, and as
the tariff has been deliberately used to exclude manufac-
tured goods, the United States now imports relatively little
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from the United Kingdom, Germany, or France. Only
from about § to 7 per cent of the total exports of these
countries is shipped to the United States. Before the World
War nearly 8 per cent of total United States imports came
from France; in 1931 French imports represented less than
4 per cent of the total. Before 1914 Germany supplied
more.than 10 per cent of the United States imports; since
the World War about 6 per cent of total imports were
German. Before 1914 British imports represented 16.5 per
cent of the total, the single largest percentage; in 1931, im-
ports from the United Kingdom represented less than 7 per
cent of total imports. The decreases in these percentages
may be cxplained in part by the post-war disparity in price
levels and in part by the United States tariff duties.® The
decrease in the British percentage referred to is all the more
noteworthy becausc so large a part of the import trade of
the United States has been in crude materials from British
colonies. Decreases in the quantity imports of tin, rubber,
and wool from England will be noted when the figures for
1929 and 1930 are compared with those of pre-war years,
because the United States buyer now goes to the Malaya for
his rubber and tin and no longer uses the British entrepét
market to the extent he did before the World War. Brit-
ish capital, however, still controls much of the production
of those raw materials.

In the face of a high tariff it is proper to inquire how
American import trade was maintained at between 4 and §
billions of dollars for some years prior to the crash of Octo-
ber, 1929. The foregoing data indicate the chief factors
which supported America’s imports from abroad. Most
of the imports consisted either of raw materials, more or
less indispensable but desired and used by domestic manu-
facturers, or of exotic products, such as coffee, tea, and
bananas, not produced in the United States in needed
quantities. Many of the raw materials and all of the exotic

1 Sce Chapters VIII and XII.



82 INTRODUCTION TO WORLD ECONOMICS

products named are on the Free List. It should be recog-
nized that if United States domestic trade should diminish
and if its export markets be further limited, imports will
also be further restricted because its raw-material imports,
like those of Britain and Germany, are determined by man-
ufactures and to a lesser extent by exports, and because de-
mand for coffee, tea, bananas, and similar commodities
cannot be expected to expand indefinitely.

The imposition of duties on copper and oil in the Rev-
enue Act of 1931 represented another serious limitation on
the declining import trade of the United States. After
consideration of the accelerated pace at which the mineral
resources of the United States are being used, these lately
imposed tariff duties must be especially criticized by those
who feel that orderly exploitation of natural resources pre-
cludes artificially-stimulated operation of high-cost prop-
erties, the products of which are needed far less by the pres-
ent, than theypmay be by the future, gencration.

Dependence of the United Kingdom on Imports—In
sharply-outlined contrast with the economy of the United
States stands that of the United Kingdom. Manifestly, the
United States is today the most self-sufficient of the four
leading industrial nations, and Britain is the most depend-
ent on foreign trade. An island, with an invigorating cli-
mate, with mineral resources, well equipping it for leader-
ship in an industrial civilization, admirably situated to be
the great entrepdt for world trade, it has bred a race of in-
ventive and adventurous men who have built up great in-
dustries at home and who have acquired colonies, rich in
the raw materials needed for these industries. During and
after the Industrial Revolution, as the population in-
creased, Britain, partly by necessity, partly through delib-
erate economic policy, allowed herself to become depend-
ent on less-industrialized nations and her colonies for food
and various raw materials. Her necessary imports are of
two kinds—food for her workers and raw materials for her
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“works.” To pay for such imports, exports have always
been necessary because return on her foreign investments
and income from shipping, large as they have been and are,
were never sufficient to discharge the recurring obligations
of an adverse merchandise balance of trade.

With passing years the trade relations between the
United Kingdom and the Empire have been more and more
affected by the growing desire of the Dominions and col-
onies for greater economic independence, by their unwill-
ingness to remain primarily agricultural or one-product
countries, and by their realization that through large-scale
industrial production capital can most readily be accumu-
lated. These economic considerations have doubtless
played the largest part in the demand for essential political
independence, which from decade to decade has loosened
the compulsory bonds of the British Empire. Fully aware
of the force and reasonableness of these tendencies, Britain
has been attempting, through imperial preference, to en-
large her business with her Dominions and colonies, par-
ticularly of late years.® Whereas in 1913 about one-fourth
of her imports of food, drink, and tobacco came from Em-
pire countries, this fraction had been increased in 1929 to
more than one-third. For raw materials the ratio increased
during this period from about 32 to about 37 per cent.
For all imports this percentage increased from about 2§
to about 30 per cent. Although these percentages were
slightly lower in 1930 and 1931, imperial preference can
be expected to increase them materially in the future.

The United Kingdom obtains from India tea, jute,
leather, and other raw materials; from Australia wool and
such foods as wheat and butter; from the Union of South
Africa wool, oranges, sugar, and corn; from Canada wheat
and cheese; from New Zealand wool, mutton, butter, and
cheese; from the British Malaya rubber and tin; and from
the Irish Free State various kinds of agricultural produce.

1 See discussion of imperial preference in Chapter XII.
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Probably the Island’s greatest natural resource is its coal,
but it was iron ore with the coal that furnished the basis
for early industrial supremacy. It was explained in Chap-
ter II that of late Britain has had to import from Sweden
and Spain an increasing percentage of the finer iron ores
needed by her industries. An even more disturbing de-
velopment was the augmenting percentage of importations
of finished iron and steel products, especially between
1927 and 1931, and the resulting reduction in importations
of iron ore. Imports of iron and steel products from
France and Belgium were particularly disconcerting to
British industrialists. These developments furnished addi-
tional arguments for the abandonment of the gold stand-
ard in 1931.

England has always been an important center for the
smelting of non-ferrous metals, but has been dependent
upon foreign countries as well as her Empire for a large
part of the ores she uses. It has already been indicated that
she depends upon the dominions and the United States for
most of her tin, lead, and zinc. Although a relatively small
quantity of copper ore is imported from Canada and
Spain, most of the British consumption of copper manu-
factures is imported from the United States.

The textile industries, which have been among the most
important of the British industries, and which, especially
before the World War, furnished the bulk of the export
trade, are largely dependent on imported fibres. Most of
the imports of raw cotton always came from the United
States, but an increasing production in Africa and Asia has
been accompanied by larger percentages of British imports
from British India and Africa. British imports of raw cot-
ton have been showing a serious decrease, as compared with
the pre-war period, because of the industrialization of her
best Eastern customers, India and China, and because of
the increase in Japan’s textile exports. Although there is,
and there has always been, a relatively important produc-
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tion of wool in the United Kingdom, England is the
world’s largest importer and re-exporter of this fibre. Im-
ports are furnished by the Dominions—Australia, New
Zealand, and British South Africa—but Argentina and
Uruguay also sell wool to England. British imports of raw
silk come from Japan, China, and Italy. The jute-manu-
facturing industry, which is localized largely in Scotland,
is entirely dependent on India for raw material, but of late
years the manufacture of jute in India, near the raw ma-
terial, has given India rank ahead of Scotland in this manu-
facture. The British linen industry is largely dependent
upon flax imported from Belgium and Latvia, though flax
is grown in Scotland and Northern Ireland.

The United Kingdom is the third largest producer and
exporter of chemicals, but industrial chemicals and chemi-
cal raw materials are imported in considerable quantities.
One-third of the total chemical imports are industrial
chemicals used in manufacture, such as sulphur, pyrites,
and borax, which are not found in sufficient quantities at
home. All naval stores and resins must be imported, but
most other chemical imports find competition at home.
From 15 to 20 per cent of British petroleum imports are
furnished by companies, controlled or partially controlled
by British capital, but these companies do not produce sub-
stantial quantities in British countries. Most British im-
ports of crude oil come from Persia, but the largest part of
the petroleum products used is imported from the United
States. Most of the wood used in the United Kingdom is
imported from the Scandinavian countries, but a smaller
percentage is supplied by the United States.

England’s dependence on imports of raw materials for
manufacture is no more complete than her dependence on
imports of food for the workers in her manufacturing in-
dustries. She had for many years imported wheat from
Canada and the United States, but her imports of this grain
from the Argentine were increasing before the Ottawa
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Conference. She imports barley from the United States,
oats from both Americas, and since the World War from
Ireland. In pre-war days oats were imported from Russia.
Although, as we have already noted, Britain’s agriculture
is dominated by her sheep-raising, her imports of mutton
are large and her imports of other meats larger. Indced, 50
per cent of her meat has been imported, although home-
produced meat is usually preferred by British consumers.
Beef is bought from South America; mutton from South
America, Australia, and New Zealand; and pork products
from the United States, Ireland, Denmark, and Holland.
Butter has regularly been imported from Denmark, New
Zealand, and Ireland; cheese from New Zealand, Canada,
and Holland. Despite British sugar bounties, Cuba sup-
plies Britain with the bulk of her sugar consumption. Brit-
ish imports of tobacco have increased since the pre-war
period, but the percentage of imports from the United
States has declined as the preferential rates on colonial to-
bacco—especially pipe tobacco—have stimulated imports
from Rhodesia and South Africa. Great Britain imports
tea from India and Java, and coffee from Central America
and British East Africa.

The United States always found the United Kingdom
her best customer for finished food products. From 60 to
80 per cent of the exports of canned fruits, apples, grape-
fruit, and hams, and from 40 to 60 per cent of the exports
of canned salmon, sugar, glucose, bacon, and tobacco were
shipped to Great Britain.

Dependence of Germany on Imports.—It is often as-
serted that German self-sufficience, which was desired by
the nationalists especially during the period between the
Franco-Prussia and the World War, has been so developed
that Germany has succeeded in becoming substantially in-
dependent of imports, except for some raw materials used
in the manufacturing industries, which afford her an ex-
port balance. It has long been true that a relatively large
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proportion of Germany’s imports are raw materials used
in the manufacture of exports, but there would be no
reason for an export balance—unless there were debts or
reparations to pay—if Germany did not have to import
goods to meet her own domestic needs. Even before 1914,
when there were no such debts and reparations to pay, Ger-
many never was really self-sufficient. Germany, to a lesser
extent than Britain, but like Britain, fed her industrial
population, partly at least, on imported foods. All the
great industrial nations here considered are in temperate
zones and are dependent on imports for exotic raw mate-
rials and such foods as coffee and tea. Germany has long im-
ported many other farm products which she is capable of
producing and which she actually does produce in consid-
erable quantities. Had the Germans always been as com-
pletely nationalistic as some of their militarists might have
wanted them to be, and had they been willing to pay the
higher prices implied in larger tariff subsidies and bounties,
they could have produced more wheat, meat, vegetables,
and fruits. They could have shifted to farms many work-
ers in the textile, machinery, and other industries, which
rcgularly produced an export surplus.

Although Germany has always specialized in rye among
the grains, she has always used in normal times considerable
quantities of wheat, and her production of wheat has been
much larger than her imports. Of late years Germany’s
wheat production increased and imports dwindled, but
general curtailment of imports was made inevitable by the
necessity of an export balance. Germany, after Russia, is
the largest producer of rye in the world and is self-suffi-
cient in rye and oats. Before the World War her imports
of barley were larger than her home production, but of
late years imports have been one-half their pre-war size.
Germany imports large quantities of rice, but re-exports a
considerable part of her imports.

Germany, after the United Kingdom, is the largest im-
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porter of meats and butter, whereas France is far more
self-sufficient than Germany in these foods. True, the
German imports of butter come from the small countries
which lie on her northern and western borders, but her
meats and pork products come from much greater dis-
tances. Yet Germany does raise livestock and slaughters
considerable quantities for home consumption. The de-
velopment of the German beet-sugar industry, especially
after the Franco-Prussian war, has often been cited as an
example of her determination to be sclf-sufficient. Her
beet-sugar production has revived of late years, but her ex-
port surplus is no longer so great. Over three times as
much tobacco is imported as is home-grown. Germany
imports large quantities of the types of fruits and vege-
tables which she does not produce.

Although Germany’s imports of food arc and always
have been among her most necessary imports, she faces the
necessity of buying abroad many raw materials for her
manufacturing industries. Even before the World War
the blast furnaces of the Ruhr and of Lorraine imported
iron ore from Sweden, France, and Spain. Germany’s
iron-ore production was cut about 30 per cent, while that
of France was much increased, under the terms of the
Treaty of Versailles. As a result Germany must now im-
port in some years as much as three-quarters of her con-
sumption of iron ore. With the exception of coal she must
import large quantities of minerals for her heavy indus-
tries—iron ore, copper, lead, zinc, bauxite, tin, nickel,
tungsten, manganese, chromite, and mica. Some copper is
produced, but the production represents but a small part
of the needs of the important German electrical-equip-
ment industry. Although some lead and zinc are pro-
duced, there are also imports of these metals, especially of
zinc, since the World War. Practically all her petroleum
must be bought abroad.

All the cotton, real silk, and flax, and most of the wool
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used in Germany’s important textile industries, must be
imported. Loss of a considerable part of the pre-war ex-
port trade in cotton textiles, compensated for by increased
exports of rayon manufactures, has reduced imports of
raw cotton.

The United States has regularly furnished Germany
with- more of her imports than has any other country.
Quite a substantial share of German imports of foods have
been American—almost all the lard and considerable quan-
tities of wheat, corn, barley, fruits, and tobacco. ‘These
quantities could perhaps be considerably expanded if
American tariff policy were more moderate. In other raw
materials Germany has always been one of America’s best
customers, as most of the cotton and a good percentage of
the copper and petroleum used in Germany are of Ameri-
can origin.

Dependence of France on Imports—Among the three
economies of France, Germany, and the United Kingdom,
that of France has always shown the largest degree of self-
sufficience, especially with regard to foods. Practically all
the more important foods, with the exception of those ex-
otic for temperate-zone countries and omitting sugar, are
produced by France in such quantities as to make her rela-
tively independent of imports—at least, far more so than
either Britain or Germany. The French, with an impor-
tant wheat production, nevertheless import considerable
quantities in some years. Before 1914 France exported
almost as much meat and meat products as she imported;
since the World War she has been on an import basis, but
her per capita imports are usually small as compared with
those of Germany. The French import olive oil, but actu-
ally export butter. The diversification of the agriculture
of France has helped to make her far more independent
of food imports than Britain or Germany.

Before the World War France was far more dependent
on imported raw materials than on imported foods. Al-
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though the Versailles Treaty cessions transferred to her
valuable resources, making her more independent of im-
ported raw materials for her iron and steel industry, she
still must import many essential raw materials. She gained
valuable deposits of iron ore from Germany, and is by far
the most important producer of iron ore in Europe, but
she still depends on imports of coal, especially coking coal
from Germany. She must buy copper and petroleum
abroad, as well as such metals as tin and lead.

France’s large textile industry is dependent on imported
fibres—wool, cotton, and silk. France is, and was in the
pre-war period, the largest wool-importer in the world. A
relatively large producer of raw wool in the past, she now
produces less than one-tenth of her needs. Although but
a small part of her wool imports is now furnished by her
African colonies, the Index to French Production prophe-
sies the expansion of colonial production to the point where
France will some day be independent of foreign wool.’
Excepting the United States, France is the largest importer
of raw silk, which she herself produces in small quantities.
She is the fourth largest importer of cotton, and ranks in
order after Japan, the United Kingdom, and Germany.
Although the French import much flax, they are trying to
stimulate further production at home.

The United States is practically self-sufficient with re-
spect to imports, and obtains the few raw materials it needs
from the less industrialized countries in South America,
Asia, and Africa. Although it has become increasingly in-
dependent of European manufactures, its industries still
need the stimulation of the industries of other industrial
nations and the corrective of imports, and its consumers
have a right to demand foreign goods when the qualities of
domestic production are inadequate. The United King-

1 Index to Fremch Production, published by Association Nationale d’Expansion
Economique, Paris.
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dom must import raw materials and foods but has been at-
tempting to limit its foreign purchases more and more to
the Empire countries, the best customers for its exports.
England’s present tariff policy, forced on her, it must be
acknowledged, we shall learn is dangerous in that, under
the guise of increasing Empire trade, it may expand uneco-
nomic industries which will come to depend upon the sub-
sidies granted. Germany, like Britain, must import in
order to export and in order to feed the large industrial
population, and France, although relatively self-sufficient,
lacks many essential raw materials. Germany and France
need each other especially because of the close relations be-
tween their heavy industries and because their agricultural
productions are complementary. Good sense instead of
passion might well be used to smooth the Franco-German
relations, which have so disrupted the world during the last
fifty years.



CHAPTER V

NEED OF THE FOUR ECONOMIES FOR EXPORT MARKETS

THE United States, the United Kingdom, France, and Ger-
many, as at present organized, are under definite and far-
reaching economic pressure to export to one another and
to outside foreign countries. Of the four enumerated
countries, Britain is most, and the United States least, vi-
tally interested in export trade. But even the economic
structure of the United States would need to be funda-
mentally reorganized were it to decide—as some would
have it decide—to surrender its present export markets and
withdraw from the competitive and adventurous world to
dwell within its established gates. In this chapter, an at-
tempt will be made to analyze in some detail the extent to
which each of the four nations depends on foreign markets
for the sale of at least part of its production. At the out-
set we may say, what every economic historian knows, that
many of the industries of the United Kingdom and some of
Germany and France have long and consciously been or-
ganized for export trade, whereas before the World War
the principal American industry dependent in large meas-
ure on foreign markets was agriculture. During the World
War, however, and immediately thereafter, before the Eu-
ropean industrial nations had revived, the United States
gained many old and some new export markets for manu-
factured goods. The loss of some of that export trade in
manufactured goods since the depression has been used at
times by the nationalists in the United States as an argu-
ment to prove the instability and futility of international

competition. The United States, they aver, cannot con-
92
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tinue to sell abroad large quantities of manufactured
goods, of which the industrial nations of Europe also have
such large surpluses. They overlook the almost unlimited
demand for manufactured goods in the less-industrialized
continents, and they do not realize the reduced but con-
tinuing importance of America’s European markets for
such agricultural products as cotton, tobacco, hogs, apples,
and other food products—markets, which a tariff policy
based on national selfishness may yet throw away.

The Export Trade of the United Kingdom.—Before the
World War the annual value of British exports was more
than one-half billion dollars greater than that of American
exports, but during the post-war decade American exports
have surpassed the British in value by perhaps twice as
much as one-half billion dollars. Per capita exports of the
United Kingdom, however, have remained much greater
than per capita exports of the United States. Whereas the
United States normally exports 10 per cent of its produc-
tion of movable commodities, the United Kingdom exports
between 25 and 30 per cent of its production of such com-
modities.” Grotkopp estimates that 80 per cent of Great
Britain’s workers are in the export industries and finds that,
although percentages of production for export declined
somewhat, they were still large during the post-war
period.” Of steel production 40 per cent was normally ex-
ported; of machinery 25 per cent; of shipbuilding orders
20 to 25 per cent came from abroad. Seven-eighths of the
cotton goods and one-half of the woolen goods were pro-
duced for export. In 1913, of total value of British ex-
ports, 58 per cent had been accounted for by exports of
coal, iron and steel, cotton and woolen goods, and ma-
chinery, but in 1928 these exports represented only 50 per
cent of the total value of exports, and their physical vol-
ume had been reduced by 25 per cent.

1 Handbook of the United Kingdom, United States Department of Commerce.
2 Breaking Down Tariff Walls.
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British exports of coal, which have declined seriously
since 1913, as we have already indicated, have had to meet
in all markets the rapidly evolving competition of other
sources of power. Italy has been developing her water
power, and France and Spain have been fostering their
own coal industries. Polish and German coal exports, at
low prices, and reparations deliveries have also adversely af-
fected Britain’s export trade in coal especially in Russian
and Scandinavian markets. The anticipated revival of
business in Europe might be expected to increase British
exports of coal to more nearly pre-war proportions, and
with the revival of business doubtless the British industry
could be made more efficient.

British exports of iron and steel products amounted to
nearly § million tons in 1913, but in 1931 declined to some-
thing under 2 million tons, and imports between 1913 and
1931, from Belgium in particular, increased substantially.
Although the Ynited Kingdom has sold some pig iron in
Europe and in the United States, the British countries and
South America constitute the mother country’s principal
markets for highly manufactured steel products. In
Chapter II it was reported that British blast furnaces were
too small to be entirely efficient, and that British export
trade in iron and steel products suffered from competi-
tion of countries with devalued currencies. What has been
said of Britain’s coal exports is probably also true of her
iron and steel exports: granted a stabilized continental
iron and steel industry, a reasonable relation between the
various currencies, the necessity of German dumping re-
moved, and the needed technical improvements in the
British industry, her export trade should be improved.

In 1913 Britain’s textile exports represented about one-
third of total exports, but this percentage has declined sub-
stantially during the last decade for the various reasons
already indicated. Roughly, 60 per cent of the textile ex-
ports were regularly of cotton and 20 per cent of wool.
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India and China were in 1913 the best markets for British
cotton cloth, but Oriental cotton textile industries have
driven out the bulk of the British exports in those markets.
The cotton textile industry of the United Kingdom, to be
prosperous, must find export markets for between 80 and
90 per cent of its woven goods, whereas this industry in the
United States can sell from 85 to 95 per cent of its produc-
tion at home. Little hope is now entertained of any sig-
nificant revival in the British cotton-spinning industry,
unless a more prosperous world again demands British qual-
ities, but before such demand arises the newer textile in-
dustries in other countries may have sufficiently improved
their qualities to keep Lancashire from regaining its former
preeminence. Exports of British woolens and worsteds
have not suffered relatively so much. Large numbers of
English overcoats and men’s and boys’ suits are still sold
abroad. The British have made great advances in artifi-
cial-silk production and have sold much to India, Aus-
tralia, Canada, and Brazil. Tariff duties, prior to the
general tariff increases of 1931 and 1932, reduced British
imports of rayon." The United Kingdom imports lace but
has a large export balance, particularly in cotton lace.
Scotland formerly imported large quantities of Indian
raw jute and re-exported jute manufactures, but today
India, herself, manufactures most of the jute products.
Before the World War the United Kingdom had, and
now has, a large export balance in machinery. The Brit-
ish machinery industry, which was developed largely for
export trade, sells abroad a larger percentage than is shown
for the United States or Germany.* Probably the most
important of such exports are textile and sewing machines,
but large quantities of railway equipment are also ex-
ported. The United States has a far more important ex-
port trade in farm machinery, and neither Britain nor
1 See Chapter XII.

2 See Appendix V.
H
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Germany has developed its exports of electrical equipments
as the United States has. Britain’s imports of automobiles
are smaller than her exports, two-thirds of which go, as a
rule, to Empire countries.

Considerably more than one-half of the world’s produc-
tion of crude rubber is in the British Empire, where it has
been developed and controlled by British capital. . The
rubber-manufacturing industry of Great Britain ranks just
after that of the United States in consumption of crude
rubber, and exports between 25 and 30 per cent of its tires
and tubes, about 33 per cent of its boots and shoes, and
from 45 to 50 per cent of its rubber toys. The American
rubber-manufacturing industry has made far greater
strides than the British industry largely because of its
larger home market for tires. Since the World War the
British have developed a much larger export trade in tin
ingots and bars. There has been practically no tin-smelt-
ing industry in,the United States since 1923, so that im-
ports of tin ore have been almost entirely replaced by
imports of tin in bars, blocks, and pig. The large use of
tin cans in the United States has assured British possessions
a good outlet for tin ore and the British tin-smelting indus-
try a market for its products.

England, the outstanding entrepét trading center of the
world, not only imports raw materials for conversion into
manufactured goods, but re-exports crude or slightly
processed raw materials and manufactured goods, princi-
pally wool, hides, meats, tea, cotton, rubber, and tin. This
re-export trade, which amounted to about one-half billion
dollars in 1928, had been 20 per cent greater in volume in
1913, according to estimates of the Board of Trade, but
in such products as tea, meats, and rubber, the entrepdt
trade was well maintained as late as 1931. Formerly a
larger percentage of the crude rubber produced in the
British and Dutch possessions actually passed through the
London market. Direct shipments from producing areas
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to United States factories have obviated to some extent
the necessity of London as an entrepét. Moreover, larger
quantities of American raw materials were shipped to
England for re-export in pre-war days than in recent
years.

The Export Trade of the United States—Before 1900
agricnltural products contributed two-thirds of the total
value of American exports. Just before the World War
agricultural and non-agricultural exports were about
equal. From 1929 to 1931 non-agricultural exports rep-
resented two-thirds of the total. During the four or five
years before the 1929 crash the foreign loans of the United
States stimulated exports of manufactured goods, but dur-
ing that period the value of exports of agricultural prod-
ucts declined in almost every year. The most important
agricultural exports of the United States are cotton,
tobacco, fruits, packing-house (principally pork) prod-
ucts, and wheat. Proportions of the values of exports of
these products to total exports for the pre-war period and
for 1931 are given in the following table:

1910-1914 1931
Per cent Per cent

Cotton, unmanufactured 25.9 13.7
Tobacco, unmanufactured 2.1 4.7
Fruits and nuts . 1.3 4.6
Packing-house products 7.1 4.0
Wheat and flour 5.0 3.5
Total ... 41.4 30.5
Total exports of all commodities 100.0 100.0

The same data for the leading exports of manufactured
goods—machinery, petroleum products, automobiles, iron
and steel products, copper, and chemicals, are as follows:
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1910-1914 1931
Per cent Per cent

Machinery: e e e e 7.4 13.4
Industrial . C e e .37 6.0
Agricultural .. 1.9 2.4
Electrical apparatus . .......... 1.0 3.6
Petroleum products ... . 6.0 114
Automobiles .. 11 6.2
Iron and steel products e 4.3 2.7
Copper e Coeee 5.7 23
Chemicals ...... B 2.2 4.2
Total . .. . . 25.9 38.8
Total exports of all commodities 100.0 100.0

In some respects more important for the problem at
hand is the relation of the exports of the commodities
which are sold abroad to the production in the United
States. The following percentages of exports to produc-
tion for certain commodities were prepared by the De-

partment of Commerce:

PERCENTAGE OF EXPORTS TO PRODUCTION "

1914 1929 1931
Cotton . .. 626 49.2 48.7
Tobacco 47.2 41.2 36.1
Apples . 5.5 14.1 15.6
Oranges . e . 7.8 7.3
Pork . e e . ... 6.0 4.1 2.2
Lard e 28.1 33.3 25.2
Wheat . . . 19.1 17.9 15.4
Machinery:
Agricultural . 23.2 22.9
Sewing .. 318 29.8
Cash register and business machines 14.3 23.3
Typewriters C e e .. 369 41.5
Printing Ce e . 18.0 29.4

* Commerce Yearbook, 1932, Part 1, page 95. United States.
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PERCENTAGE OF EXPORTS TO PRODUCTION—continued

1914 1929 1931
Gasoline . .... . .............. 17.6 13.8 10.1
Automobiles  ............ .. .. 45 10.1 5.5
Iron and Steel:
Plates and sheets . .. . .. 5.9 4.4 3.8"
Skelp iron or steel e 3.7 4.5"
Structural shapes Co . 9.0 8.4 7.5°
Rails .. . 9.0 5.4 5.1°
Wrought pipe and boiler tubes . . 9.6 8.1°
Tin plate . . . .. ... .. .. . 6.4 13.2 12.6°
Copper L . 54.8 36.4 37.1

® Data for 1930.

Unquestionably in the present stage of commercial de-
velopment and foreign policies the cotton farmers of the
South are more interested in, and dependent on, export
markets than any other farm group. It is further evident
that their foreign trade in cotton has suffered heavily since
1914. Three reasons for this decline are: inability of tex-
tile-producing nations to buy raw materials growing out
of inability to sell their products advantageously in this
and other protected markets during world deflation; in-
crease in use of substitutes in which artificial silk is used;
and development of new areas of cotton production espe-
cially in the British Empire. The quantities of tobacco
exported have increased since the pre-war period, but not
so rapidly as has production. The same is true of the ex-
ports of wheat and lard. Quantities of beef exported have
declined, as have proportions of exports to production.
Of the important agricultural exports, only the increase
in fruits since 1913 has been noteworthy.

One of the most significant of the post-war problems
of American agriculture and industry has been the grow-
ing surplus of farm products and manufactured goods for
export. The proportion of exportable surplus to produc-
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tion for many of the various types of agricultural products
and manufactured goods has not increased since the de-
pression—but post-war production was brought back so
rapidly from the 1921 low that the actual sizes of some of
these exportable surpluses became considerable. Only loans
of American capital abroad could have moved those ex-
ports in the period from 1924 to 1930, because the Ford-
ney-McCumber Tariff had the effect of precluding large
payments in goods. The most efficient industries of the
United States naturally gained the largest share of this
export trade. ‘The automobile industry, some of the ma-
chine industries (notably the electrical-equipment, busi-
ness-machine, and farm-equipment branches) the tin-
plate section of the steel industry, and other of the more
efficient industries, which maintained relatively high wages,
enlarged their output and produced at costs which enabled
them to under-sell competitors in world markets. The
petroleum-products and copper industries have had large
export surpluses of late years, but have exported a smaller
proportion of production than before the World War.
The Export Trade of Germany.—Before 1914 Ger-
many’s return on her foreign investments had helped her
pay for her imports of food and raw materials, but most
of her foreign investments were lost during or after the
World War. Of late years, a smaller and poorer Germany
has had in its obligation to pay debts and reparations an
added incentive for the development of export trade. In
fact, she has been driven to the limit of her capacity to
force her way into export markets in order to pay in goods,
for in no other way in the long run could she pay at all.
Germany’s export trade has always depended largely on
such heavy products as coal, iron and steel products, and
machinery. Much more than a third of the German ex-
ports are of coal, iron, steel, machinery, electrical equip-
ment, and other metal manufactures; if to these exports
1 See Chapter IX.
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chemicals and textiles be added, the bulk of the trade is
accounted for. In textiles there has never been a real net
export balance either in pre-war or post-war periods, be-
cause cotton and other fibres have had to be imported in
such quantities and because German consumption of tex-
tiles has always been considerable. The pre-war export of
cotton textiles, although seriously reduced, has been com-
pensated for by an incrcased export of rayon manufac-
tures.

Germany had a net balance of coal exports amounting
to about 30 millions of tons in both 1913 and 1929. In her
exports are included coke and briquets, and in the 1929
figure reparations deliveries. Germany’s iron and steel in-
dustry suffered severely from the terms of the Treaty of
Versailles. The principal effects of the treaty on Ger-
many’s balance of trade in that industry were: (a) in-
creased tonnage imports of iron ore and slags; (b)
decreased tonnage exports of iron and steel manufactures.
Nevertheless, Germany still has a large export balance for
the industry as a whole.

The machinery and electrical-equipment industries were
relatively little affected by the Treaty of Versailles and
Germany’s post-war difficulties. Angell states that in 1928
Germany exported 30 per cent of her machinery produc-
tion, as large a proportion as in the pre-war period.* Both
Angell and Grotkoop give 17 per cent as the proportion of
electrical equipment exported.” When the size of the Ger-
man machinery industries is considered, it will be realized
that the quantities exported have been very large. In 1929
net exports of these machines and equipments had a value
of over 400 million dollars and were about sufficient to pay
for the imports of cotton, iron ore, and copper.

Before the World War the United States had the most
important production of heavy industrial chemicals, but in

1 James D. Angell, Recovery of Germany.
2 Grotkopp, Breaking Down Tariff Walls.
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such difficult products as dyes and drugs Germany was
supreme. Germany’s cession of potash reserves to, and the
agreement to share export trade with, the French have re-
duced her favorable balance in chemicals, but her in-
creased exports of ammonium sulfate, another fertilizer
material, during the last decade compensated for this loss,
until nationalistic development of nitrogen products in
all countries began to restrict this export trade. Although
synthetic nitrates have become more important than dyes,
Germany has been able to improve her trade balance some-
what with finer dyes. In the development of such new
synthetic products as alcohol, gasoline, silk, and celluloid
compounds, German laboratory work has stimulated chem-
ical production and export, but chemical experimentation
in the United States is more heavily endowed and is proba-
bly making even relatively greater advances. In the arti-
ficial-silk industry, Germany held first place in 1913, but
by 1931 the United States and Italy had forged ahead. If
from the chemical industry, vegetable oils be excluded,
the Germans have an export balance varying from over
200 to 250 million dollars in normal years.

Grotkoop gives the following percentages of exports to
production for various German industries during recent
years:

Musical instruments .. 75 per cent
Porcelain goods . . o . 50 .
Clocks, watches, and toys . about 50 .
Silk goods . . .. . . .. 25 .
Rolling mill products 31 .
Steel . ... ... ... e 17 «
Hardware ........ . ... 40-50 .
Chemicals .................. .31 «
Electrical equipments .......... 17 «

Grotkopp gives higher ratios of export to production for
the pre-war period as follows: 23 per cent for steel, 38
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per cent for chemicals, and 25 per cent for electrical
equipments. German genius has particularly developed
certain industries: toys, electrical equipment, chemicals,
and artificial silk. Before the World War Germany led
in all these industries, but in the post-war period her place
has been usurped in some by the United States.

The Export Trade of France.—Before the World War
France had the least interest in export trade of any of the
four nations here considered, because she had the most
self-sufficient of the three European economies and be-
cause she was a creditor nation. Only the United States
of the four nations was more self-sufficient, but pre-war
United States was a debtor nation and, therefore, had a
special reason for developing export trade We have
traced the course of the United States in expanding its
industries and in conquering export-trade markets while
Europe was at war, and we have learned that, although
France at that time lost a large part of her foreign invest-
ments, she gained thereafter a more integrated iron and
steel industry, a larger textile industry, and potash deposits.
Both countries, thus, during and after the World War de-
veloped a greater interest in export trade, which may not
be so vital for them as it is for Britain, but which could not
be lost without meaning retarded economic progress for
their people. No small factor in the depression in the
United States and France after 1929 was the shrinkage in
their export trade.

Even before the World War France had the largest iron-
ore reserves in Europe, but in 1929 she produced 51 mil-
lion tons, of which nearly 17 million tons were exported,
principally for use in the Belgian and German steel indus-
tries. France exports relatively little pig iron, but a con-
siderable proportion of her steel production, which has
been much increased since 1913. The Treaty of Versailles
increased the potash production of the French, who by

1See Chapter X.
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agrcement with the Germans were allotted 30 per cent of
the world export trade France is the world’s largest
bauxite producer and exports a large part of her produc-
tion.

Before the World War France apparently imported
more machinery than she exported, whereas after the
World War the tendency was in the reverse direction, until
in 1929 and 1930, when foreign markets for most products
were being contracted. This export balance is all the more
noteworthy because, during the post-war decade, she con-
tinued to import machinery for the rebuilding and expan-
sion of her industries. Before the depression she had built
up a considerable export trade in automobiles.

The textile exports of France represented in some years
as much as 30 per cent of her total exports. Silk, wool,
and cotton fabrics, as well as clothing and lingerie, were
manufactured in large quantities for export markets, but
the world-wide difficulties of exporting any textiles during
the last decade, and the effect of the world depression on
the consumption of luxury goods, have reduced French
textile exports. Before the depression France had in some
years an export trade in silk fabrics of over 100 million
dollars, more than one-tenth of which was with the United
States. Although the pre-war export trade in real silk
fabrics has been reduced, the post-war exports of rayon
have compensated in some measure. The “Index of
French Production” estimates that France normally re-
exports in manufactures 65 per cent of the imported raw
wool. The French glove industry was always able to sell
its de luxe product abroad, but, of late years German and
other European manufactures of cheaper grades have given
it severe competition in its foreign markets.

France also has an important export trade in such arti-
cles of luxury as wines and liqueurs, perfumery and soaps,
canned specialties, and Roquefort cheese, which has been

1 See discussion of developments of New Mexican potash in Chapter IIL
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severely affected by the depression. The attempt to find
an export outlet in the French colonies has met with some
success, especially in such products as cotton textiles. Al-
though France is relatively self-sufficient and although she
gained most from the Treaty of Versailles, she, too, feels
keenly the effects of the deflation and of the shrinkage of
world export trade.

The United States, being relatively independent of im-
ports, might be assumed to be indifferent to export trade,
but the war- and post-war-expanded American industries
and agriculture successfully found outlets abroad and their
export trade was stimulated by the export of capital in a
manner later to be described (Chapter X). The loss of
much of this trade since 1929 has been an important fac-
tor in intensifying the depression in the United States, as
the export industries are the most efficient and contributed
most to the economic activity of the years preceding 1929.
If these aggressive industries—the automobile and machin-
ery industries, copper and petroleum refining, and produc-
tion of cotton, tobacco, hog products, and fruits—are
denied cxpansion, the American economy will be perma-
nently handicapped. The United Kingdom needs its ex-
port trade far more than does the United States, but its
problem is greater because it must attempt to regain
its export outlets for textiles, coal, and iron and steel prod-
ucts, commodities which must meet so much new compe-
tition in a changed world. Obviously Britain can only
hope to export these standard products by reducing costs.
A tariff which affects British costs may do more harm than
good because preferential trade agreements cannot change
the human desire to buy where it is cheap. Even if Ger-
many does not pay any more in reparations, she must con-
tinue to export. She has lost her foreign investments, she
is deficient in many raw materials, and she has a large popu-
lation to feed. But German exports, too, have found com-
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petition in their pre-war world markets and Germany has
no colonies from which she can expect special favors. In
the long run her industries may profit from the necessity
of having to be efficient. France gained new industries
at Versailles and some export surpluses. During the infla-
tion and devaluation of the franc she developed a new and
larger interest in export trade. The French are strenu-
ously attempting to develop the natural resources of their
colonies, which they hope to make increasingly important
markets for their manufactured products.
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CHAPTER VI

MCNEY AND BANKING IN THE FOUR ECONOMIES

IN THE foregoing chapters an attempt has been made to
measure each nation’s principal resources and chief needs
in tons, bushels, and other physical quantities and the mini-
mum attention has been given the function of money in
the various economies. If a country produced a large
quantity of a particular commodity it has been assumed
that none of this commodity would be imported, but it is
a well-known fact that in some periods a country may
import, and in other periods export, the same type and
quality of commodity. For example, Spain, who tries to
grow her own wheat, produces in some years enough to
have an exportable surplus whereas in other years she has to
import part of her requirements. In the actual economic
organization of the modern world a country, possess-
ing considerable supplies of particular commodities, may
still at times import like commaodities if world prices hap-
pen to be enough below its domestic prices to offer induce-
ments for importation. Obviously, then, disparities in
price levels—as well as relative real costs of producing par-
ticular commodities—have an important effect on inter-
national movements of goods. Economists have given
much attention to the principle of comparative costs and
to the relations between gold movements and price levels,
but much amplification of the economic theory on this
subject since the World War has become necessary.

In order to examine the effect of money on the move-
ments of goods to and from the four national economies,

it will be necessary to consider how these four nations
109
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create, respectively, dollars, pounds, marks, and fr-=cs,
and how their banking systems function in furnishing the
credit needed for their production and trade. Such ex-
position will provide the proper preface to an analysis of
the movements of the price levels of the four countries
during recent years, to be given in Chapter VIIL

In the Middle Ages debasement of metallic currency
presented the important currency problem. Later, paper
money, covered 100 per cent by metallic reserve, was in-
troduced because of its greater economy and convenience
as 2 medium of exchange, but when such money was issued
in excess of the metallic base, a new currency problem was
introduced. Thereafter, governments and banks began to
carry on a long series of experiments in order to determine
the quantities of paper money which could with impunity
be issued on a metallic base. Paper currency represents a
greater convenience than metallic currency; and checks,
or deposit curregpcy, are for many purposes more conven-
ient than paper currency. During the present century
use and expansion of deposit currency have greatly com-
plicated the problems of money and banking, especially in
the United States where so relatively large a part of the
population, having become used to the convenience of pay-
ment by check, insists on bank deposits. Paper money
and bank credit facilitate production, aid in government
financing, and afford bankers profits; but when paper
issues are increased “‘too much” in excess of the metallic
base, other things equal, there is an “inflation,” which is
usually followed by a readjustment in values and often by
depression.

The increasing extent of governmental control of cen-
tral banks and the trend toward actual socialization of
banking, especially in the United States and Germany since
the depression, may make it necessary to revise many gen-
erally accepted banking principles. Government domi-
nation of the banking system has often in the past meant
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cirher governmental over-expenditure, artificially cheap-
ened money rates, or exertion of other inflationary influ-
ences on the price level.

FUNDAMENTAL PRINCIPLES OF THE BANKING SYSTEMS
IN THE FOUR COUNTRIES

_ United States.—The Federal Reserve system has no one
central bank, but functions through twelve independent
banks, each one of which is known as the Federal Reserve
Bank of the city in which it is located. Individual citizens,
as such, under ordinary circumstances have no direct ac-
cess to a Federal Reserve bank, each of which serves
primarily as a central bank for all member banks in its
particular district.* The Federal Reserve bank in each dis-
trict, among other duties, grants its member banks credit
directly by rediscounting their “eligible paper” and indi-
rectly, as will be later explained, by buying government
securities and acceptances in the open market, keeps their
reserves, and supplies them with paper currency.

The class of paper “eligible” for rediscount was formerly
restricted to liquid evidences of debt. The best examples
of highly liquid paper are acceptances, which show ac-
knowledgment of debt by a buyer of goods actually in
transit, or by such buyer’s bank, and which allow the seller
to turn his claim on the buyer into ready cash. Accept-
ances, which are better adapted to foreign than domestic
trade, were first developed in England. American cor-
porations commonly borrow on their own promissory
notes, known as “commercial paper,” which are not neces-
sarily based on any specific shipment of goods. The class
of paper eligible for rediscount at Reserve banks has been
broadened to include notes of member banks, secured by

11n recent banking legislation (1933) ditect loans to banks other than member
banks are provided for. 1
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government bonds, and recent banking legislation (1932}
has further extended the types of rediscountable paper.

Each of the twelve Federal Reserve Banks eascs or re-
stricts credit by lowering or raising the interest rates it
charges banks, which may want to rediscount. Credit
control can also be effected by joint action of all the Fed-
eral Reserve Banks in their open-market operations—
namely, buying and selling government bonds and bills of
exchange. When Reserve banks raise their rediscount rates
all interest rates tend to be increased, and the effect on
banks and industries of higher interest rates is repressive.
When through the lately-created Federal Reserve Open
Market Committee the Reserve banks sell government
bonds or bills of exchange, the credit used for the purchase
thereof by member banks, non-member banks, or the cus-
tomers of either is supposed to be drawn from industry,
the stock market, and other investments. This should en-
courage contragtion or discourage expansion in both indus-
try and the stock market. Under recent legislation the
Federal Reserve Banks and Board are charged with the task
of restricting the security loans of member banks. Some
students of banking were skeptical of this provision largely
because they believed it impossible for a bank to control
the uses made of the credit it extends. Moreover, it is being
enacted under an Administration, which in its frank inten-
tion to inflate commodity prices must expect rising stock
prices and increasing loans on securities. When open-
market operations are used to restrict credit, member banks
might use securities, forced on them, as collateral to bor-
row more at Federal Reserve banks, but if rediscount rates
are advanced, member banks have to pay more for credit.
In the past the unwillingness of the member banks to be
in debt at the Federal Rescrve bank modified the extent
to which they extended credit to their customers, when
the Reserve bank was attempting to restrict it.

When customers of member banks made deposits or bor-
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revrzd and were granted deposits, from 7 to 13 per cent
of the demand deposits and 3 per cent of the time deposits
had to be kept as reserves of the member bank with the
Federal Reserve bank. As the lower percentages of re-
serves for time dcposits apparently encouraged member
banks to class as time deposits what were often really de-
mand ,deposits, certain experts of the Federal Reserve
Board recommended that a flat percentage of all deposits,
time and demand, together with an additional percentage
of the average daily withdrawals from all deposit accounts
be used as a basis for reserves against deposits, but this pro-
posal has not been accepted.

Customers of the member banks, the money and check-
using public, determine by their habits and necessities the
proportions of circulating currency and deposit currency
which they will use. If they want more deposits for use
as checks—and have the needed security—the deposits of
member banks are increased to the extent that such mem-
ber banks can furnish reserves, or are allowed to borrow to
keep up reserve requirements, at Federal Reserve banks.
If the public needs more circulating currency, the Federal
Reserve banks can obtain Federal Reserve notes, provided
they give certain collateral in eligible paper and gold. Re-
cent banking legislation allows government bonds also
to be used as collateral, but at least 40 per cent of the col-
lateral behind Federal Reserve notes must be in gold. A
more complete and concrete discussion of the relation be-
tween circulating and deposit currency will be given in the
next chapter.

Changes in the American banking system, wrought by
legislation associated with Senator Carter Glass, and the
banking and monetary policies of the Roosevelt adminis-
tration have been far-reaching, but it is as yet too early
to measure their ultimate significance. Some of these
changes have already been indicated: use of government
securities as well as paper, based on commercial transac-
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tions and needs, as a cover for Federal Reserve notes; cefi-
tralized control of open market operations by the Federal
Open Market Committee; the command to the Federal
Reserve Banks and the Federal Reserve Board to limit mem-
ber banks’ loans on stocks and bonds. Another attempt
to control credit granted the stock market is implied in
the provisions for segregation of security affiliates of .com-
mercial banks.’

Senator Glass attempted to provide for branch banking
in the legislation he sponsored, but the fear in Congress
that branch banking would lead to a too-centralized con-
trol by the large New York banks and would injure local
banks blocked the sanction of the branch-banking princi-
ple. Senator Glass and many other students were in favor
of almost any means of forcing State banks into the Fed-
eral Reserve system, because the privileges of the State
banks—dangerous as many of them were—made member-
ship in the system often seem less desirable. The guaran-
tee of bank deposits within the system, which was opposed
by many large strong banks and by most conservative
opinion, but which was finally enacted in 1933, may even-
tually force all banks into the system because the pro-
visions were so drafted as to make system membership
advantageous to the smaller non-members, who will most
need the guarantee. Of all the radical reforms, none may
prove to be of more importance than the Federal Govern-
ment’s direct investment in commercial banks, to be ef-
fected through the Reconstruction Finance Corporation’s
purchase of their preferred stock.

The United Kingdom.—The Bank of England, the
British central bank located in London, has two depart-
ments—the Issue Department and the Banking Depart-
ment. The right to issue notes in England and Wales is
today restricted to the central bank. A part of the issue

Y Even more drastic regulation of the stock market and of speculation in secur-
ities 1s being proposed in the Fletcher-Raeburn bill.
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is covered by gold and bullion and the rest by Govern-
ment and other securities.” The issue, not covered by gold
and bullion, is known as the fiduciary issue and has been
greatly expanded since 1913 because of government ex-
penditure and borrowing through the Bank of England.

The joint-stock banks—corresponding to member banks
in the Federal Reserve system and refefred to hereafter, at
times, as “member banks”—deal with the Bank of Eng-
land mainly through its Banking Department. The “Big
Five” and the eleven other relatively small joint-stock
banks deposit voluntarily in the Banking Department of
the Bank of England. They hold as little cash (gold and
Bank of England notes) in their own tills as practicable,
passing on this asset to the central bank, where it is kept
in “Other Deposits.” As no interest is paid on these de-
posits of the “member banks” at the Bank of England,
they are kept as low in relation to loans as prudent English
banking opinion believes adequate. As joint-stock banks
can call for cash at the Bank of England when necessary,
they can allow the bulk of their capital to be tied up in
liquid, short-term, intcrest-earning notes, and lend it prof-
itably to bill brokers and discount houses, who in turn use
it for discount of acceptances and other liquid paper.
When joint-stock banks need more cash than they have on
hand, they can first draw on their balance in “Other De-
posits” at the Bank of England. These balances, it has
been explained, are not fixed by law as in the United States,
but maintained especially since the World War, by the
Bank of England’s open-market policy.

1The London Ecomomist explains the difference between the terms “discounts
and advances” and “securities” thus. Where a bill is discounted at the bank on the
imtative of the moncy market, it is ranked as a “discount” by the bank; when the
bank buys bills on its own initiative in the open market as a part of its market
policy, they are ranked as “securities”—"Government securities” for Treasury bulls,
and “securities” (under “other securities”) for commercial bulls.

2 Although not fixed by law, the practice has been for the joint-stock banks to

keep cash and balances at the Bank of England to the extent of about 11 per cent
of their liabilities.
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When the Bank is willing to expand credit for the use
of trade and industry, it buys sccurities from the joint-
stock banks or their customers and thus increases their bal-
ances at the Bank. When it wants to restrict their lend-
ing, it sells securities and reduces their deposits at the Bank.
When these “Other Deposits” become too much reduced,
joint-stock banks call in their loans to bill brokers and dis-
count houses. Although discount houses receive some de-
posits from the public, bill brokers have to borrow almost
all their funds from the joint-stock banks. Discount
houses and bill brokers, thus, help finance industry and
trade in need of acceptance credits largely with money
borrowed from joint-stock banks. When the credit of
the bill broker is restricted by the joint-stock banks, he is
forced to rediscount or borrow at the Bank of England.
The Bank of England may then increase “Bank Rate,”
which is always kept above the “market rate”—the inter-
est rate chargdd by the bill broker—and the increased
“Bank Rate” normally decreases the number of bills
brought forward for discount.

In the United States, when the customer of a member
bank makes a loan, he receives a deposit, but in England
the joint-stock banks make advances to their customers
largely in the form of overdrafts. These overdrafts,
especially outside of London, do not become loans and do
not increase deposits until they are used. The provincial
overdraft, thus, does not enter the credit structure and
does not call for interest payment except as it is required.
The rate charged on overdrafts is regularly 1 per cent
above the Bank of England’s rediscount rate (Bank Rate).
Rates on British overdrafts and rates charged customers
by member banks in the United States are both above the
respective central bank’s discount rates, although the mar-
gin may be smaller in England. In England, Bank Rate,
it has been explained, is kept above the market rates, those
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svhich the bill broker receives for credit extended in bills
and acceptances.

The relation in England betwcen the central bank and
the “member banks” seems to be less direct than in the
United States, but the Bank of England’s control over
credit is perhaps closer and more effective.  'When the
direction of the Bank of England wants to restrict credit
or stop the flow of gold from England, it raises Bank Rate
or sells securities, or both. When joint-stock banks are
thus indirect!y put under this pressure, they have no means
of escape, as in such periods they rarely borrow more at
the Bank of England, but rather call in their loans to bill
brokers, who then may be forced to borrow at the Bank
at the higher Bank Rate. Although Federal Reserve
banks seem to be able to restrict loans of member banks
more directly, the pressure can often be resisted, for in
periods of over-expansion and speculation Federal Reserve
banks may sell securities, but member banks can borrow
more on the purchased securities at Federal Reserve banks.
Some critics of the American adaptation of the British sys-
tem point out that the rediscount rates of the Federal Re-
serve banks have been kept too low and that direct bor-
rowing of member banks at Federal Reserve banks has
been inflationary. It has usually been answered that
member banks have followed the policy of keeping out of
debt to the Federal Reserve banks, and have not used all
the credit available for them.

It should be realized that, although most of these im-
portant national banking systems have much in common,
the basic differences of the four economies have affected
their credit policies. England, always having been more
interested in foreign trade than any of the other three
countries, earlier developed the general use of acceptances,
which are apparently better adapted to foreign than to
domestic commerce. In the United States post-war ex-
pansion of export trade, described in Part I, was accom-
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panied by larger use of acceptances, but commercial paper’
has always represented the more important credit medium.
The greater liquidity of acceptances, as compared with
commercial paper, and the British policy of having the
central bank discount these acceptances rather than notes
of member banks are characteristic of the differences be-
tween the two national banking systems. British insistence
on liquidity for commercial banks has never permitted the
combination of commercial and investment banking as in
the United States, but British industries have at times been
critical of the unwillingness of British commercial bankers
to grant them credits. This liquidity has made for a
stronger banking system and has been responsible, along
with the branch-banking organization, for the absence of
bank failures since the depression. Even the loans to Cen-
tral Europe prior to 1930 were originally made as accept-
ance credits and only became illiquid after the difficulties
in Austria and Germany. England’s more effective open-
market policy, used principally to reinforce the rate of
rediscount, offers another contrast to the opportunities of
member banks to rediscount their own notes, secured by
government bonds forced on them by an attemptedly re-
strictive Federal Reserve open-market policy.
Germany.—The German banking system was more af-
fected by the World War than was any of the others.
The stabilization of the mark in 1923-24 definitely divides
Germany’s post-war banking history into two periods,
which have little in common. Before 1924 the Reichs-
bank, under Government pressure, lent itself to an infla-
tion which demoralized German industry and helped wipe
out Germany’s liquid capital.’ ‘The discussion in this chap-
ter will be limited largely to the status of the banking
system since the stabilization in 1924. In 1924 the Repa-
rations Commission and Dr. Schacht rcorganized the

1 See Kenncth Ingram Wiggs, Unemployment in Germany Since the War, Chap-
ter IL
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Reichsbank and removed it temporarily from Govern-
ment domination. The Reichsbank was given the right of
note issue for fifty years. The note issue was not definitely
limited in amount as in England, but was restricted, some-
what as in the United States, by a cover of gold (30 per
cent) and foreign bills of exchange (10 per cent). The
Reichsbank was restricted as to the volume of treasury bills
(400,000,000, R. M.) it could discount or purchase, be-
cause the discount of treasury bills had been the direct
cause of the inflation. The Reichsbank, however, was al-
lowed to make loans on stock-market securities in addition
to the other types of loans, generally recognized as suitable
for a central bank.

Almost all the credit banks, comparable to our member
banks, are under the control of the leading Grossbanken,
the so-called D banks. The Deutsche, Disconto, Dresdner,
Darmstaedter, and three others have been so combined
that there are only two large mergers left. These credit
banks regularly rediscount at the Reichsbank, but between
1924 and 1928 the disparity between the rediscount rates,
resulting from the inflow of from 3 to 4 billion dollars of
foreign capital, made it unnecessary and unprofitable for
the credit banks to obtain funds by rediscount. As dollars
were poured into Germany and as the credit banks merely
sent them on to the Reichsbank to be exchanged for mark
credits, Schacht warned against the huge foreign loans
because, among other reasons, they served to remove the
credit policy of the banks from the Reichsbank’s control.
After 1928, when the foreign loans ceased, market rate.
rose and were brought into closer conformity with the
Reichsbank’s rediscount rate.

Since the banking crisis in 1931 the German D banks
have been forced to rely in increasing degree on the
Reichsbank, and control of the D banks by the Reichs-
bank and, through the Reichsbank, by the Government
represents an approach to socialization of German bank-
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ing. Up to the end of 1933 both the central bank’s re~
discount rate and market rates have been much higher in
Germany than in the other three countries, because of the
shortage of capital and because of the necessity of main-
taining the gold stock. Of late there has been some at-
tempt to reduce interest rates by legislation, when the
interest rate on short-term deposits was artificially cut to
1 per cent.' Credit balances in savings-banks were allowed
314 per cent, and banks were allowed to charge their
debtors 7 per cent, but the margin was reduced or wiped
out by taxes and other expenses. The yield on represent-
ative bonds fell from 11.9 to 7.32 per cent between De-
cember, 1931, and January, 1933. There was also a com-
pulsory reduction in interest rates on farm mortgages.

High discount rates restricted the development of the
mark acceptance and threw suspicion on the mark as an
international currency. In Germany the acceptance had
never been deweloped to the same extent as in England
even before the World War, and the inflation arrested
what development there had been. When after stabiliza-
tion the German Gold Discount Bank was established to
further Germany’s export trade, the currencies first em-
ployed were pounds and dollars.

Although the relations between the credit banks and the
central bank in Germany differ from those in England
and the United States, the relations between the credit
banks and their customers, the public, are even more diver-
gent. In Anglo-Saxon countries the check has become a
far more important means of payment than circulating
currency, whereas in Germany use of the check has not
been so widely developed, although the giro system of
transferring funds from one depositor’s account to that
of another, whether in the same or a different city, has re-

1 See Melchior Palyi’s resumé of Germany’s banking history under the National
Socialists 1n Manchester Guardian Commercial (July 29, 1933).
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duced the obvious inconvenience of making all payments
in cash.

Another significant difference between German and
Anglo-Saxon commercial banks is that in Germany there
was, even before the World War, an open cooperation
between banks and industries. German commercial banks
have -usually tried to give their customers complete bank-
ing service, which implied investment of the bank’s funds
in other than liquid assets. New York banks, in justifying
their security affiliates, have argued in congressional bank-
ing inquiries since the depression that it was this desire to
give complete banking service which led to security affili-
ates, but British banking policy has been directed to a
complete separation of commercial and investment bank-
ing. Of late years German banks apparently have held
large blocks of industrial securities and have participated
in bank and industrial syndicates, though to a smaller ex-
tent than before 1914.

In 1931, after the financial difficulties in Austria had
strained the resources of the German banks, the Danat
Bank was able to reopen its doors only after it had received
not only Government help, but also a 35-million-mark
credit, subscribed jointly by the steel, chemical, and elec-
trical-equipment trusts, and by other great industrial in-
terests. German industries and the Reich jointly came to
the rescue of a great banking system, which had helped to
build those industries. The smaller acceptance market,
especially since Germany lost so great a part of her pre-war
overseas trade, the existence of separate mortgage and
agricultural banks, and the great national pride in the de-
velopment of her industries explain the direct cooperation
between German banks and industries.

It has been pointed out that commercial banks in Eng-
land have feared the extension of long-time credits to
industry as an impairment of their liquidity, and that in-
dustrial leaders in England, of late years, have been critical
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of the Bank of England because it had refused directly or
indirectly to extend credits to British industries. In the
United States banks may have gone too far in developing
security affiliates, but the very existence of scparate “affili-
ates” shows the attitude towards the commercial bank’s
direct cooperation with industry. As a matter of fact, the
policy of American commercial banks in extending credit
to the stock market in various ways—call loans, for exam-
ple—has in effect represented an indirect financing of
industry, but call loans have proved as liquid as the best
acceptances. The present cooperation between industry
and banking under the Recovery program may establish
newer and closer relations in the United States in the
future.

The rapid industrialization of Germany has been as-
cribed in part to this banking cooperation. Instead of
having their bankers sell securities to the public in the
stock market, she German industries were often able to
obtain credits directly from the credit banks, which com-
bined many of the functions of the American commercial
and savings banks. As the credits granted had to be re-
newed or extended, either securitics were sold t -he public,
or the banks had to participate directly by the purchase
of such securities. On the whole, the pre-war experience
of commercial banks with tiii, sort of credit extension was
much less disastrous than might have been anticipated,
probably because German, like English, bankers are natu-
rally conservative: However, the post-stabilization foreign
loans, many of which were placed by private bankers, re-
lieved borrowing industries to too large an extent from
dependence upon credit bank loans and Reichsbank con-
trol.

France—The Bank of France is less definitely a banker’s
bank than any of the other three central banks considered
here. It has been shown that all the central banks act as
their governments’ bankers, but the primary function of
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the American, British, and German central banks is that of
a banker’s bank. Federal Reserve Banks deal almost en-
tirely with member banks, although recent legislation
makes their credit available to others than member banks.
Although the Bank of England has direct connections with
certain private customers to whom it furnishes credit, it
is primarily the bank of the joint-stock banks and bill
brokers. The Reichsbank, through its many branches, has
always furnished a clearing system for giro accounts (cor-
responding to checking accounts) and these accounts may
be owned by others than credit banks, but the Reichsbank
is primarily the bank of the credit banks. None of these
central banks has such direct contacts with the public as
the Bank of France. The Bank of France through its many
branches actually competes with other French banks and
receives deposits other than those of commercial banks.
Although perhaps the chief function of the American,
British, and German central banks is rediscounting of
member-bank paper, French credit banks make much less
use of the rediscount privilege at the Bank of France partly
because it is a competitor. Moreover, French secretiveness
concerning financial transactions impedes one bank’s re-
discount of a customer’s paper at another bank.

The Bank of France is France’s sole bank of issue. The
relatively small use of checks in France makes this note-
issue function all the more important. After the World
War, up until Poincaré came into power in 1926, the Gov-
ernment practically forced the Bank of France to keep
issuing notes beyond the limit allowed by law, with a re-
sulting inflation which will be described later. In the law
of 1928, a statutory 35-per-cent gold reserve was substi-
tuted for the former fixed limit of note issue. The risks
inherent in the use of checks have influenced the cautious
French to set up legal restrictions which have served to
discourage their use; but transfer of funds, corresponding
to the German giro transfers, through the branches of the
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Bank of France and the large credit banks, has lessened
to some extent the demand for circulating medium.

The six large French credit banks—sometimes called
deposit banks—correspond roughly to the member banks.'
With a considerable part of their deposits, on which they
pay low rates of interest, the credit banks discount trade
and treasury bills and lend on stock-exchange security.
As rediscounting for them was exceptional and as French
depositors have always been distrustful, these credit banks
had to keep their assets relatively liquid. Until recently
there was no attempt to develop an acceptance market and
there were few French bill brokers partly because French
foreign trade was relatively less important and because it
was largely financed in London. As French acceptances
were limited and as rediscounting uncommon, the Bank
of France always carried far more foreign than domestic
Lills in its portfolio, and its rediscount rate is of relatively
less importance go the French economy.

The Bank of France has always been forbidden by law to
carry on open-market operations, but in 1930 the Banque
Francaise d’Acceptation was organized to develop the use
of acceptances and to finance that part of French trade
which had been financed through London. Before the
World War and even up to 1928, before France was def-
initely on the gold standard, the Bank of France could pro-
tect its gold stock by offering silver. Rather than raise
its rediscount rate, it sometimes purchased gold abroad,
and when higher discount rates in other centers threatened
withdrawals, the bank often shipped gold for deposit at
these centers. Moreover, its portfolio of foreign exchange
was regularly used to retard an exodus of gold.

The post-war French inflation differed from the post-
war inflation in the United States because the American

11n additon to the six Banques de Dépots, there are three important Banques
d'Affaires, or investment banks, which finance wndustry and handle domestic and
foreign government loans.
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demands bank deposits and the Frenchman governmental
currency. An over-expansion of deposit currency, made
possible by the ease with which commercial banks can re-
discount at the central bank, might occur in the American,
but not in the French, economy. Although the French
government misused the credit of the Bank of France dur-
ing the post-war period up to 1926, and although the
French drain on the world’s gold stock thereafter was
probably allowed to have some effect on the circulation,
it will be shown that currency inflation in France was not
so disastrous as credit inflation in the United States.

Although the French local and regional banks, which
have been expanding and amalgamating, have financed
various localized industries, the great credit banks have
been harshly criticized because they have not extended
sufficient credits to French industry. Even the Banques
d’Affaires, the investment banks, show relatively smaller
investments and participations than in the pre-war period
and have become more like ordinary commercial banks
than they formerly were. Certainly, before the World
War, French industry was relatively static, was built up
slowly, and was financed from its own profits. Although
the acquisition of the ceded industries has greatly expanded
French industry, French banking psychology could not be
so rapidly changed. Whether France will continue to find
herself with large exportable surpluses, whether she will
develop an important acceptance market, whether the use
of the check will be extended, and whether all such changes
as are adopted will make for a more sensitive and more
precarious banking mechanism cannot as yet be deter-
mined.

THE INFLUENCE OF THE GOVERNMENTS ON THE
CENTRAL BANKS

All four central banks have hitherto been technically
owned by private stockholders and not by their Govern-
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ments, but all keep government balances and aid in routine
matters connected with government financing. The ex-
tent of government influence and control naturally varies
in the different countries, but during the various banking
crises between 1931 and 1933, government control of the
banking systems, especially in Germany and the United
States, has been strengthened.

The Bank of England has been the least interfered with
by the Government. Indeed, that Bank’s officials have
frankly resented both Government and public knowledge
of some of its most important policies. The Bank is con-
trolled mainly by London merchants, clected by its share-
holders, but of late years bankers and representatives of
other occupations have been included in the governing
“court.” During the World War nccessity drove the
Government to use the Bank for extraordinary purposes.
Before 1914 only Bank of England notes had been legal
tender, but dujing the World War the Treasury issued
large quantities of Treasury or Currency notes, which
were taken over by the Bank of England and amalgamated
with the Bank’s notes in the Currency Act of 1928. Be-
fore the World War there was gold backing for all the
Bank’s notes, with the exception of a fiduciary issue of
£18,450,000, representing chiefly the Government’s an-
cient debt to the Bank, and this fiduciary issue was backed
by government bonds and other securities. When amalga-
mation of the Bank and Treasury issucs was effected in
1928, the fiduciary issue was fixed at £260,000,000 and the
Bank’s additional notes with a gold covering amounted to
about £160,000,000. In August, 1931, the fiduciary issue
was increased by Treasury authorization to £275,000,000,
and by the end of August, 1932, the total circulation was
£365,300,000, with £48,600,000 more notes in the Banking
Department of the Bank of England. All the notes both
in circulation and in the Bank’s possession, amounting to
£413,900,000, had a gold backing of £138,900,000. The
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fiduciary issue of £275,000,000 has since been reduced
again to £260,000,000.

The Bank of England, developed under the British in-
dividualistic traditions, is the most independent central
bank, but the Reichsbank after its reorganization under
the Dawes Plan was made the most independent by statute,
although before stabilization its policy had been com-
pletely dominated by the Government. The mark, like the
franc, had depreciated slightly during the World War,
but began its great slump in 1919 and 1920. Prices rose
and the industrial leaders in control of the Government
refused to pay their taxes promptly or in anything but the
rapidly-depreciating currency. The Government, unable
to balance its budget, borrowed at the Reichsbank and the
circulation increased, thereby raising mark prices and re-
ducing still further the foreign value of the mark. The
French armies were occupying German soil, and in 1921
the terms of the peace treaty demonstrated that the franc
was to be a far better investment than the mark. Finally,
the German Government’s financing of resistance in the
Rubhr so increased the note issue that in 1923 a dollar was
literally equivalent in purchasing power to billions of
marks.

In 1923 Germany held less than one-half as much gold
as she had had in 1913, and less than one-fifth as much as
she had held during the early years of the World War.
The new German currency, the Rentenmark, created at
the end of 1923 and in 1924, was based on a somewhat
illusory mortgage on German industry and agriculture,
but it held its purchasing power, not because of the mort-
gage backing, but because the total issue was strictly lim-
ited to 2,000 million marks and because finally real at-
tempts were made to balance the budget and to collect
taxes on a gold basis. Necessity for ending Government
control of the Reichsbank was recognized by the Germans
themselves as well as by the Dawes Commission, and in

K
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1924 a new bank law made the Reichsbank a strictly pri-
vate institution, although domination by the Imperial
Chancellor had been done away with by the Republic as
early as 1922, Thereafter, the Reichsbank was restricted
as to the volume of treasury bills it could discount or pur-
chase (400,000,000 R. M.).

The 1931 banking crisis forced the German commercial
and savings banks to lean heavily on the Reichsbank and
the Government. On August §, 1931, the commercial
banks, which had been closed, again resumed operations,
but withdrawals from savings-banks were still prohibited.
It has been explained that when the Danat Bank reopened
its doors in 1931 it had been helped by the Reich as well
as by some of the great industrial combinations. The
Reich had also subscribed to 300 million marks of the pre-
ferred shares of the Dresdner Bank. In 1932 the Reich
arranged to take over and cancel those shares of the Danat
Bank which had been subscribed to in 1931 by the in-
dustrial combinations. By March, 1932, the state owned
the bulk of the capital of the Dresdner Bank, the Danat
Bank, the Commerz Bank, and Barmer Bankverein, and
the Allgemeine Deutsche Credit Anstalt, Leipsig, and there
were only two important independent banks—the
Deutsche Bank and the Disconto Gesellschaft. By July,
1933, more than 60 per cent of the capital of the German
Grossbanken was government owned.

Although the Bank of France is legally a private insti-
tution, its Governor and Deputy Governors are appointed
by the President of France, and the Governor must ap-
prove all important decisions. But even this requirement
does not indicate the full measure of governmental in-
fluence, which can be illustrated by the Government’s use
of the Bank during the war and post-war inflation. From
1914 to 1918 the Bank of France, at the request of the
Government, issued large quantities of Treasury bills, it is
believed, in excess of 16,000 million frapcs. As in the
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other belligerent countrics, the currency depreciated as the
circulation increased. Uncertainty as to German pay-
ments, policing the Ruhr, and usual post-war difficulties
in the budget balancing further depressed the external
value of the franc and further increased the circulation.
During the post-war period of currency depreciation—es-
pecially from 1920 to 1926—the Bank of France was com-
pelled to make large “Advances” to the Government. The
Treasury in 1921 began accepting from the public, the
banks, and all other available sources deposits, on which
interest was paid and with which the Treasury from time
to time discharged its indebtedness to the Bank. From the
Government’s point of view this was disturbingly like bor-
rowing from Peter, the public, to pay Paul, the Bank.
Furthermore, as the franc depreciated and business, thus
artificially stimulated, required funds, the deposits were
drawn from the Treasury, and the Advances from the
Bank to the Treasury had again to be increased.

In an intensive inquiry into French post-war currency
depreciation J. H. Rogers has shown that as these Advances
increased, the circulation increased, and the French print-
ing-presses were worked overtime to meet governmental
borrowings and to supply the larger circulation needed by
artificially-stimulated business. The significance of these
developments will be emphasized by recalling how rela-
tively more important currency is—and how relatively less
important checks are—in France than in the United
States and England.

In 1925 the franc began its steepest decline and the cir-
culation its sharpest increase. In that year in the French
Senate, the Bank was attacked for concealing in its report
the real size of its “Advances to the State.” Although the
law did not then require that the circulation bear any defi-
nite relation to the metallic reserve, the maximum number
of francs that could be issued was fixed by statute. It was
not until 1926, when a strong Government under Poincaré
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proposed adequate taxes, payable in advance, and began to
work for a retirement of the floating debt, that the franc
was stabilized. Thereafter, it even began to rise.

When French industry succeeded in forcing the Gov-
ernment to arrest currency appreciation, francs were sold
and France increased thereby her holdings of foreign ex-
change and gold. The floating debt was funded in 1927
and 1928 and much exported capital was repatriated. All
the steps by which France has amassed her large holdings
of gold and foreign exchange since the stabilization of the
franc are difficult to trace. What proportions of the gold
and foreign assets were drawn in by the Treasury, the
Bank, and French capitalists cannot be accurately deter-
mined, but undoubtedly all three had some part in the
movement.

Economists have offered many and some conflicting ex-
planations of how France, during the last five years, with
an unfavorablabalance of trade in merchandise and with
the lowest discount rates, was able to attract so much gold.
For the present purpose it should suffice to point out “that
from 1926 to 1928 the Bank of France was obliged to
acquire, at the request and the risk of the Government, a
very large volume of foreign balances in order to prepare
for and make possible the stabilization of the franc,” that
the Bank of France up until June, 1929, at least, admit-
tedly bought gold for its own account and thereafter re-
ceived all that was offered at its windows for francs, and
that the French and other capitalists who had exported
capital from France during the franc depreciation sold
foreign investments and exchange and repurchased franc
investments such as French Government bonds.!

Although the Bank of France has vigorously denied any
intention to draw gold into France, foreign critics have in-
sisted that French banking policy was guided by French

1 Words in quotirion marks from a statement of the Governor of the Bank of
France on January 30, 1930.
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foreign policy, and that the Bank of France kept large
holdings of gold in other financial centers for political pur-
poses. Even before the World War the French seem to
have tried to build up large reserves of gold and foreign ex-
change. A memorandum of the Bank of France, published
in 1931, gives three main reasons for the gold imports—de-
creased demand for imported raw materials; repatriation
of capital as a result of the world crisis; increased lack of
confidence in foreign investments.

The credit policy of the Federal Reserve system has been
more or less controlled by the Federal Reserve Board, which
is appointed by the President and which sits in Washing-
ton. The words “more or less” are used with deliberation,
since until the 1933 legislation the Board had a direct con-
trol over only one of the two methods of regulating credit:
the Board passed on any change in rediscount rate, which
any Federal Reserve bank may have wanted to impose, but
the Board had practically no control over the open-market
policy of the Reserve banks. In the Act of June 16, 1933,
the Board’s control of the open-market policies of all Re-
serve banks through the Federal Open Market Committee
was definitely established.

Critics of Federal Reserve policy during the decade be-
fore the crash emphasize that the system’s easy-money pol-
icy resulted from (1) the Board’s inability to control Fed-
eral Reserve banks’ purchases of bonds and bills and (2)
the Board’s early refusal to sanction higher discount rates.
The very divergence in these two criticisms arises from the
difference in the two theories of the proper relation be-
tween the Washington Board and the banks of the sys-
tem. The first criticism comes from those who feel that
the Board should coordinate the country’s credit policy
and make it consistent with the general economic pro-
gram; the second from those who fear too much control
by Washington.

The Government of the United States, like that of Ger-
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many, has been more or less forced of late to go into the
banking business. The weakness of so many American
banks—especially small banks in farm areas—has made it
necessary for the Reconstruction Finance Corporation to
furnish them capital by buying their preferred stock. The
System’s open-market purchase of securities during 1931,
1932, and 1933 increased the bank’s reserves and lending
power, but the disillusioned bankers could not be induced
to make loans which they considered doubtful. The Gov-
ernment’s control of senior capital of so many banks
promises to give it even greater control of national bank-

ing policy.



CHAPTER VII

GOLD, CIRCULATION, AND DEPOSIT CURRENCY

Basic in the development of the four banking systems,
surveyed in the foregoing chapter, was the gold-standard
principle, according to which the gold stock of a country
served as a basis for, and as a means of limiting, circulating
and deposit currency, and gold shipments were employed
in settling a country’s adverse balance of payments. Al-
though before the World War the Bank of France at times
had resorted to payments in silver, France as well as the
other world powers was under normal pre-war conditions
on the gold standard. Gold was allowed to move from
parts of the world which happened at the time to have
relatively high prices to other parts with lower prices, un-
til this movement tended to bring the various national
price levels into conformity with one another. Even be-
fore the World War, to be sure, there were obstacles to
gold movements, and actual practice was not in entire
agreement with the classical statement of the economic
principle. But since the World War the obstacles have been
so numerous and effective that it is unfair to assume, as
many people do, that the gold standard has been function-
ing. Indeed, for most of the post-war period many of the
more important countries have substituted for the gold
standard the “gold exchange standard,” wherein interest-
earning foreign bills, convertible into gold, were used along
with gold as a cover for note issues and deposit credit.

The Gold Stock.—In the years between 1910 and 1914

the annual world production of gold was equal to between
133
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450 and 460 million gold dollars.' During the World War
and afterwards, the annual production declined every year
until in 1922 it reached a point slightly below 320 million
gold dollars. From this low point it increased gradually
until 1929, and at a more rapid pace thercafter, as the de-
cline in commodity prices and costs made gold-mining
more profitable. In 1932 the world production of nearly
500 million dollars of gold was considerably above the 1910-
1914 level. The total gold holdings of all central banks
and governments grew in value from about 5 billien gold
dollars in 1914 to about 9 billion gold dollars in 1926, and
reached nearly 12 billion gold dollars in the early part of
1933, an incrcase over pre-war of 140 per cent. A certain
amount of the gold in circulation before the World War
is now in the vaults of the central banks and governments,
but pre-war gold in circulation was unable to affect the
price level as much as the same gold now in the vaults of a
central bank, where it may serve as a basis for an issue of
paper currency or as a reserve against checks. Thus, it can
be said that the world’s gold stocks have in effect increased
by more than 140 per cent.

If the quantity of gold had the influence on commodity
price levels, some believe it to have, prices should not have
risen as they did all during the period between 1915 and
1920, because the quantum of world trade was increas-
ing no less rapidly than the world’s gold stock. During
this period, buying of goods by belligerent governments
raised commodity prices throughout the world and
paper issues were increased to negotiate these higher
prices. Feliks Mlynarski in his Gold and Central Banks
estimates that world currency circulation increased 30.8
per cent between 1913 and 1926. Today (in 1934) the
circulation of paper currency is still considerably greater
than it was before the World War. Moreover, there has
been an undoubted extension in the use of deposit currency

1 See Appendix IX.
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(checks) since 1913, especially in the Anglo-Saxon coun-
tries.

Although the world’s gold has more than doubled since
1913, it has been so redistributed that the United States and
France together hold about 60 per cent of the total stock,
whereas before the World War they held only about 40
per cent thereof.! The principal reason for the huge gold
stock of the United States is the excess of exports of goods
since 1913. Between 1913 and 1920, the United States
shipped Europe so much goods that it accumulated a favor-
able merchandise balance, amounting to over 18 billions of
dollars, and the excess of merchandise exports between
1920 and 1931 amounted to another 8 billions of dollars.
Although immigrant remittances, American spending
abroad, sales by foreigners of American securities back to
American citizens, and other offsetting credits served as
“invisible imports” to reduce this world debt to the United
States for its export of goods, the most significant pay-
ments were made in gold and promises to pay, or debts.
The obligations of foreign governments to the United
States, prior to the debt settlements negotiated mainly be-
tween 1923 and 1926, amounted to about 10 billions of
dollars in principal and to nearly 3 billions more in interest.
These figures do not include the mass of private debts—the
investments of American citizens abroad. Prior to the
1923-26 scttlements, about 1 billion dollars was paid in
principal and intcrest by the foreign governments. Pay-
ments made to the United States under the funding agree-
ments amounted to another 134 billion dollars. Thus, in
1931 about 23/ billion dollars in all had been paid, and the
net import of gold between 1913 and 1931 was roughly
equal to this sum.? The effect of this import of gold on
the economy of the United States will be discussed later in
this chapter.

1 See Appendix IX.
2 From data compiled by the Bank of Manhattan. Appendix X.
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As we have noted, the explanation of the increase in
France’s gold stock is morc complex. Even before the
World War the Bank of France was drawing gold: it had
doubled its holdings between 1900 and 1914. With a
population equal to that of England and with a foreign
trade of much less importance, the French seemed to have
thought it necessary to hold in their vaults four times as
much of the precious mctal. During the flight from the
mark, the gold rescrves of the Reichsbank were depleted,
but during the French inflation the gold reserves of the
Bank of France remained practically stationary. As
France has always been relatively independent of imported
raw materials, during the early years of post-war recon-
struction she did not have to part so rapidly with the gold
reserves, built up during the carly years of the World War.
But it was not until after the stabilization of the franc in
1926 that the French gold stock experienced its great in-
crease. »

The strong Poincaré Government deflected the franc
from its downward course, until French producers, es-
pecially those in export trade, became alarmed. During
the depreciation of the franc, paper wages and costs had
risen with rising franc prices; but, with a rising franc,
prices probably would have fallen and profits would have
disappeared. The Bank of France was, therefore, author-
ized to buy bills in foreign currencies. This checked the
rise in the franc but allowed the Bank both to amass large
holdings of foreign bills and to increase its gold stock.
Moreover, the Bank of France was authorized to buy, for
more than their nominal franc value, gold and silver
hoarded by the public. Capital which had been exported
returned after stabilization.

With German reparations settled favorably for France,
with improvement in France’s balanced economy, the franc
began to rival the dollar as a sound currency. As con-
fidence in the franc tended to increase its value, the French
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—aunwilling to allow it to go back to its pre-war. parity—
continued to sell francs for gold and foreign bills. This
policy was pursued aggressively until June, 1929. The re-
sulting large gold stock, itself, and France’s economic po-
sition after the reparations settlements induced offers of
gold at the Bank’s windows, so that the Bank passively,
rather than actively, was able to further augment its me-
tallic reserve.

The stabilization of the franc after 1926 at such a low
level constituted an advantage to the French exporter of
goods and served to restrict imports. The resulting more
favorable balance of trade also increased the French gold
stock. With the British desertion of the gold standard in
1931, the Bank of France had to depreciate its holdings of
sterling bills. Thereafter, the Bank reduced its holdings of
foreign exchange and drew in more gold from abroad.

As checks are less used in France, as her circulating
medium must have a gold backing, and as French industry
for the reasons outlined in Part I continued to prosper,
even after the world depression had set in, the French
maintain that they have had a relatively greater need of
gold. Whether and when the increased circulation will
lift French prices and start an outward flow of gold, it is
difficult to prophesy. France is, today, in the anomalous
position of being the European country with the lowest
discount rates and the largest gold stock.

England before the World War usually held less than §
per cent of the world’s gold. Aided by her large favorable
balance of payments and the world’s conviction that she
would always pay out gold, she needed no larger percent-
age. After the World War her export trade declined and
the returns on her foreign investments were not so re-

1 After Amcrica’s embargo on gold, fear that France’s nced of maintaining ex-
ports would force her off gold started an outflow of capital, but such gold exports
may be only temporary and do not constitute a permanent redistribution of the

precious metal cxcept to the extent that some foreign short-term capital, carlier sent
to France merely for safe keeping, may now be repatriated.
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munerative. Moreover, many central banks working un-
der the gold-exchange standard held large quantities of
British bills as cover for their note issues. In August, 1931,
England held more than § per cent of the world’s gold, but
because, like the United States, she had granted large cred-
its to Central Europe, difficulties in Austria and Germany
finally forced her to refuse payment in gold. The.effect
of the British gold embargo, which was followed by the
Empire and Scandinavian countries, on the central banks
in whose reserves there were quantitics of foreign bills, es-
pecially sterling bills, will be discussed later. As the pound
declined in value, gold stocks were brought to the bullion
market. Moreover, a fund was established for the pur-
chase of gold abroad, when neccessary to prevent a too rapid
appreciation of the pound. The actual operation of this
fund probably also tended to increase the British gold
stock.

Germany’s gold holdings since the World War have been
more fluctuating than those of the other three countries.
Although in 1913 she held more gold than any European
country except Russia and France, her per capita holding
was small, about equal to England’s. Germany with her
pre-war foreign investments and favorable balance of
trade had neceded less gold. Between 1913 and 1916 Ger-
many more than doubled her metallic reserve, but during
1217 and 1918 she began to lose it again. During the in-
flation and the “flight from the mark” her gold holdings
were reduced to less than one-half what they had been be-
fore the World War. After the investment of American
capital in Germany between 1923 and 1928, her gold hold-
ings rose gradually above the pre-war level. 'When foreign
loans ceased after 1928, payment of reparations, necessity
of supporting a large import trade, which before the
World War had been partially financed by foreign invest-
ments, and capital withdrawals after the difficulties of the
Austrian Creditanstalt in the spring of 1931 caused a run
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on the German banks. By August, 1932, the German
stock was almost reduced to the low point of 1923, and
since then the gold holdings of the German banks have
practically vanished.

Silver—The importance of silver as a metallic reserve
has decreased enormously during the present century.
Data, compiled by G. S. Leong, of Washington, D. C., and
printed in the United States Department of Commerce’s
publication The Monctary Use of Silver in 1933, show that
whereas eighteen foreign central banks between 1900 and
1904 held 24.5 per cent of their metallic reserves in silver,
in the period from 1925 to 1929 only 7.1 per cent of their
metallic reserves were in this metal. The Bank of France
in 1900 held about one-half as much silver as gold; in 1930
it held over 2 billion dollars’ worth of gold and only 23
million dollars’ worth of silver. The Reichsbank had about
the same proportions of silver and gold as the Bank of
France in 1900; in 1930 it had 474 million dollars’ worth
of gold and only 31 million dollars’ worth of silver. In
the United States there have always been considerable
quantities of silver held by the Treasury as a basis for silver
certificates. At the end of March, 1933, about 498 million
standard silver dollars were held in the Treasury against
silver certificates, of which 376 million were in circulation
and 122 million were held by Federal Rescrve Banks and
agents. The Bank of England on January 18, 1933, held
in its Issue Department £3,715,633 of silver coin along
with government securities, which together serve as a basis
for the fiduciary issue.' At the end of June, 1931, the
banks of Great Britain, Ircland, and the Irish Free State—
excluding the issue department of the Bank of England
—held £15,789,208 in silver coin.

Although many countries still use silver as part of their
subsidiary coinage, and the yecarly consumption between
1900 and 1929 averaged 70,390,000 ounces, between 1927

1See Chapter VI.
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and 1931 net consumption was changed to an average
yearly net withdrawal from coinage of 8,580,000 ounces.
Only between 10 and 15 per cent of the yearly additions to
the world supply (new production plus sales by the Indian
and other governments) is taken by the arts and chemical
industries of the United States, Canada, Great Britain, and
Mexico.! Between 1920 and 1932 British India sold 155,-
200,000 fine ounces of demonetized silver; European coun-
tries sold 309,500,000 fine ounces; the total sales of
demonetized silver during this period amounted to 541,-
200,000 ounces.

Although demonetization of silver has gone on at a rapid
pace and although China is practically the only important
country left on the silver standard, the decline in the price
of the metal has not been much more rapid than the decline
in all commodity prices. But it should be noted that the
price of silver did not rise so much as other prices in 1919-
20, and that the New York price of the metal at the end
of 1932 was only about one-half the pre-war price,
whereas all commodities were on the average only about 10
per cent below the pre-war level.

As most of the metal is mined by producers in Mexico,
United States, and Canada, North American producers
have been agitating for many years to have something done
for silver. Realizing the difficulties of gaining world-wide
acceptance of the bimetallic standard, they sought to have
two departments of the United States Government help
them gain special objectives, which they realized would
raise the price of their product. They wanted the Treas-
ury to buy current domestic production at greatly en-
hanced prices. As silver is produced in conjunction with
other baser metals they maintain that they cannot always
restrict production as the price falls. They argue that the
Treasury purchases would draw the newly-produced silver
off the world market, and that the possible difficulty of

1 Herbert M. Bratter, The Silver Market.
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maintaining enlarged issues of silver certificates at par with
gold is no longer a valid objection, as the gold standard has
been abandoned. Their second objective was the State
Department’s arrangement of a world conference, at
which India and other silver-selling countries were to be
urged to stop their dumping of silver on the world market.
The assiduity of the United States Senator from Nevada at
the late World Economic Conference in London will prob-
ably accomplish for them this part of their program. The
various governmental measures forced up the price from
about 25 cents an ounce in 1931 to about 44 cents an ounce
in February, 1934.

The argument that a rise in the price of silver would
help China’s buying power is usually answered by those
who oppose doing anything special for silver with data
which show that China’s purchases of goods in the world
markets during 1930-31 did not decline so much as the im-
ports of other countries, even though the price of silver was
dropping sharply during 1930 at least. Moreover, a rise in
the price of silver would probably mean a decline in
China’s commodity prices, which the silver inflationists
cannot consistently maintain would help China’s indus-
tries. We may soon have a chance to determine whether
China’s industries, which have been protected and ex-
panded by falling silver prices during the last decade, will
be aided or depressed by the late rise in the price of silver
and whether China’s ability to buy from the gold-standard
countries will be increased or lessened.

Some economists, who hold that the decline in world
commodity prices should be checked by any means possible
and who feel that the world’s metallic reserves should be
expanded or used more economically, argue that silver
should be used jointly with gold so as to widen the metallic
base for paper money. The monometallists usually answer
this bimetallist argument with the contention that the gold
coverage of paper currency could be reduced throughout
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the world. They insist that an unnecessary currency com-
plication would be injected by the necessity of maintaining
that particular relation between the values of the two metals,
which would keep the metal which happened at any time
to be cheaper in any particular country from driving out
the dearer metal. A joint coverage of gold and silver has
also been proposed and appeals to some of those economists
who feel that the increase in world gold stocks has not kept
pace with the demand for a metallic base for currency.
The necessary world agrecement as to the silver-gold value
ratio would be difficult to get because of the variations in
the silver holdings and because of the varieties of interest
in the different countries. There are so many more impor-
tant questions, concerning which world agreement would
be valuable, that international bimetallism should be sub-
ordinated to them. But it can be argued that as gold has
been given value by governmental sanction, silver might
also be restoredato its former place alongside of gold, pro-
vided an international agreement could be reached. A
world-wide agreement to use larger quantities of silver as
subsidiary coinage might enable China to exchange some of
her silver stocks for gold so as to be able to adopt later the
gold standard in conformity with the practice of the rest
of the world.

Holdings of Foreign Exchange and the Gold-exchange
Standard.—The use of foreign-exchange reserves was de-
veloping widely until England and other countries went
off the gold standard in 1931. The loss of export balance
by some of the war-indebted European countries, as well
as by some of the raw-material-exporting countries, es-
pecially in South America, contributed to the maldistribu-
tion of gold already described. The scramble for metallic
reserves, as a support of declining currencies, and tariff bar-
riers further increased this maldistribution. When coun-
tries with unfavorable trade balances could not attract
gold naturally, their central banks could not have been ex-
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pected to purchase it with depreciated currencies. More-
over, gold is an expensive asset because it yields no interest
return. As one of the chief reasons for having gold was
its usefulness in stabilizing the foreign value of the coun-
try’s internal medium of exchange, it was believed that
bills in foreign currencies—especially dollars and pounds—
could be used to serve the same purpose. When the central
bank of Germany, France, or of any other gold-exchange
standard country found its currency falling in value in
relation to the dollar or the pound, the then-gold curren-
cies, the central bank could sell its dollar or sterling bills,
buy its own currency, and thus improve its exchange value.
Moreover, bills in foreign currencies yield an interest re-
turn, whereas gold does not.

The results of a statistical analysis of fourteen countries,
which held large amounts of foreign bills, will be given to
show the extension and decline of the gold-exchange stand-
ard between 1924 and 1932.) In 1924 about one-fifth of
the total central-bank reserves of these fourteen countries
was in foreign bills and four-fifths in gold. By 1929 the
value of foreign bills held by these countries had almost
trebled and represented about one-third of total reserves.
In 1932 the value of foreign bills held had fallen below the
1924 point and represented about one-ninth of total re-
serves. Thus, the passing of the gold-exchange standard
seems to have been precipitated largely by the abandon-
ment of the gold standard by England in 1931. When the
pound depreciated, all central banks realized that foreign
bills—no matter how good—were not so good as gold.

Feliks Mlynarski and others have pointed out the various
objections to the gold-exchange standard. Mlynarski’s
chief objection seems to arise from his belief that this
standard fails to bring price levels of different countries
into adjustment as the gold standard tends to do. With

1 Including Germany, France, Belgium, Italy, Austria, Hungary, Czechoslovakia,

Norway, Sweden, Denmark, Spain, Holland, Poland, Switzerland.
L
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normal conditions under the gold standard and a certain
freedom of trade, when prices for whatever reason become
inflated in a country, foreigners sell goods in that country
and draw out a part of its gold stock. If this gold stock
bears a certain relation to the circulating medium and de-
posit currency, and if prices are affected by the quantity of
this circulating medium and deposit currency, prices tend
to fall in the country until they are brought into adjust-
ment with prices elsewhere. Moreover, when the gold is
exported it finds its way to the central bank of the lower-
price, gold-importing country. Thereupon, it is assumed
that prices will rise in the country which up to that time
had a lower-price level.

Under the gold-exchange standard, an unfavorable bal-
ance of trade—in Germany, for cxample—and a decline
in the value of the mark in terms of the pound could be
counteracted by the Reichsbank’s purchase of marks
through the sale of some of its sterling bills. As these ster-
ling bills had been used as a basis for currency and checking
accounts in Germany, their sale would presumably reduce
German circulation and deposit accounts and thereby
lower German prices. But, it is argued, the sale of sterling
bills has a different effect on the British economy from a
shipment of gold to England, because if the sterling bills,
which had been held for the Reichsbank by some English
bank, were sold to another English bank, the English credit
structure would not be affected. Although it is a question
whether large offerings of sterling bills would not be infla-
tionary on the British credit structure, it is perhaps safe to
conclude that the bank-note circulation and deposits, sub-
ject to check, would not be so directly and promptly af-
fected as if Germany had actually sent England gold.

Perhaps the most scrious criticism of the gold-exchange
standard is that the many gold-exchange-standard coun-
tries had the ability to call on the gold reserves of the rela-
tively few countries still on the gold standard. The gold-
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exchange standard allowed a certain quantity of gold to do
double work. A gold-standard country with a declining
export trade—England prior to 1931 for example—was
perhaps left with more gold than it would have had under
a universal employment of the gold standard. This may
help to explain in part why English prices remained rela-
tively, high between 1926 and 1931, the period during
which the pound was maintained at par. Had the conti-
nental central banks, holding English bills, called for gold
carlier, and had the Bank of England and the Treasury not
compensated for the gold exports by a larger fiduciary is-
sue, English prices would have reacted and English export
trade might have been stimulated. The loss of gold to the
gold-exchange-standard central banks would probably
have forced England off the gold standard carlier, or
brought about sooncr the needed deflation in the British
gold price level. The holding of bills in dollars by foreign
central banks probably augmented in some measure Amer-
ica’s already large gold stock. Tt furthered the false sense
of security in the United States and enabled foreign banks
to disturb the American cconomy during the depression
at the very times when gold withdrawals were psychologi-
cally harmful.

Circulation and Deposit Currency.—The circulation of
a country depends upon such factors as size of population,
gold reserves, tempo of business, price level, and currency
habits. Before 1914 England, which was the gold-stand-
ard country par excellence, had a circulation almost en-
tirely covered by gold. The fiduciary issue, which had al-
ways been small, was of necessity increased during the
World War by Treasury borrowing and rising prices.
Thus, the circulation during the post-war decade came to
bear a much less direct relation to gold reserves. In the
other three countries, pre-war circulation was somewhat
less directly related to the gold stock. Since the stabilization
of the mark and the franc, Germany and France seem to
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have tried to maintain a fixed and conservative relation be-
tween their paper money and their gold reserves, but Ger-
many is no longer successful. It was always contended
that the issue of national bank notes, the chief pre-war cir-
culating medium of the United States, was too much af-
fected by the availability, or lack, of government bonds,
which had to be pledged as collateral with the Treasury.
The circulation of Federal Reserve notes, the paper cur-
rency created by the Federal Reserve Act, was to be de-
termined by the demands of business, as evidenced by the
volume of rediscounted commercial paper. The gold-cer-
tificate and silver-certificate circulations were always de-
termined by the metallic reserves specifically pledged for
those certificates. Increase in the issue of gold certificates
after 1922, amendments to the Federal Reserve Act which
allowed use of government bonds as collateral for mem-
ber-bank borrowing and as a cover for Federal Reserve
notes, and the late (1933) expansion in the bond-secured
national bank notes have made the American circulation
more dependent upon the gold stock and government
bond issues than the framers of the original Act ever in-
tended. The most important types of paper money circu-
lating in the United States today are Federal Reserve notes,
silver certificates, and the old national bank notes.

The per capita circulation in the United States was $38
in 1922; thereafter the low point was $37 in 1930. In
such boom years as 1928 and 1929 it was above $40, but
the peak was reached during the period of hoarding in
1932 and early 1933, with a maximum of $54 in February,
1933. The low points were reached after severe declines in
business. Hoarding in 1932 and 1933 resulted from loss
of confidence in banks, and reduced incomes made check-
ing accounts difficult to maintain. It is significant that the
greatest per capita circulations have accompanied inflated
commodity prices as in 1920, and depression and hoarding
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as in 1932-33. During every year between 1924 and 1930
there was a gradual but persistent decline in per capita cir-
culation from $44 to $37, and this decline continued
through the great 1928-29 boom in stock and real estate
values. It will be shown that these booms were effected by,
or aftected, deposit currency and bore little or no relation
to the circulation of bank notes and coin.

In the analysis of the circulation it will be found that,
although Federal Reserve notes constitute the chief type of
paper money, gold certificates were, before the embargo on
gold, an important circulating medium. During the gold
inflow of the post-war decade, gold certificates in circula-
tion increased from about 170 millions of dollars in the
spring of 1922 to over 1,000 millions of dollars in 1926.
Since the abandonment of the gold standard they are being
withdrawn from general circulation. Between 1921 and
1927 the eligible paper used as a backing for Federal Re-
serve notes showed a declining trend, as did the totals of all
bills discounted at the Federal Reserve banks. The circula-
tion of Federal Reserve notes declined simultaneously, but
the enormous increase in gold certificates between 1922 and
1926 made up for the decline in Federal Reserve notes.
Thus, the total circulation was kept steady throughout the
entire decade until the end of 1931. As gold imports were
received by member banks, they were turned over to the
Federal Reserve bank to be used either to build their in-
creasing reserve balances, which served as a basis for their
expanding deposits, or were exchanged for gold certifi-
cates, which were put into circulation. It may be argued
that, had these gold certificates not been put into circula-
tion, business was active enough during the period from
1922 to 1926 to have developed the needed eligible paper
and the nceded Federal Reserve notes. Although this may
be true, business and the commodity-price levels during
this period were perhaps over-stimulated by cheap money
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rates, which resulted in part from the cffect of the gold
inflow on member-bank borrowings and reserve balances.'

Although the gold stock in the United States decreased
during 1927 and 1923, mainly because of the export of
capital, the carmarking of gold for foreign account in the
vaults of Federal Reserve banks increased in 1927. During
1929, 1930, and especially during the latter part of-1931,
increasingly large amounts of gold were earmarked for for-
eign banks and institutions. With the British abandon-
ment of the gold standard in the fall of 1931, the move-
ment of gold from the United States started and continued
through the first half of 1932. During the latter half of
1932 the movement was checked and there was a net im-
port until, as if in anticipation of the Roosevelt gold pol-
icy, exports were heavy again in February and March of
1933. The carmarkings, which had reached a maximum
of about 460 millions of dollars in October, 1931, were
reduced by the end of 1932; during 1932 and 1933 Eng-
land and France were increasing their gold holdings.

If the only means of payment were coin or circulating
currency, the relations between the banking policies, the
currency, and the price level of a country would be more
readily determined, but the extension of the use of deposit
currency, especially in the United States and the United
Kingdom, has complicated these relations. In France,
where checks are much less used, the relation between the
note issue and the gold stock is perhaps the chicf measure
of the degree of inflation or deflation. In the United States
and the United Kingdom this relation often reveals very
little. For example, the fact that the circulation of the
United States has at times been covered 100 per cent by
gold means much less than the fact that the French circu-
lation is so covered because the American gold stock had to
serve as a basis for a2 much greater deposit currency.

1 The use of gold certificates was probably wisc and tended to limit the negative
inflation which existed up to 1929, because they sterihized just so much gold.
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During the last decade the American gold stock of be-
tween 4 and § billion dollars (par value) has supported a
circulation of about the same amount and, in addition,
bank deposits approximately ten times as great." Thus, for
every dollar of gold there has been roughly a dollar in notes
and ten dollars of all kinds of bank deposits. In the fore-
going figure for bank deposits, time deposits of all com-
mcrcial banks and savings deposits of savings-banks are in-
cluded along with demand deposits. This figure for all
kinds of member and non-member bank deposits is found
in the yearly reports of the Federal Reserve Board, where
the total demand deposits for the member banks only are
also given. From these figures the total demand deposits
of all the banks might be estimated, but the shifting of
funds from demand to time deposits, encouraged by the
difference in reserve requirements, makes the estimate of
doubtful value. During 1929 total deposits were between
53 and 55 billion dollars; at the end of 1932 they had
shrunk to about 42 billion dollars. During the early
months of 1933 deposits of the system’s banks continued
to decline, but after March a definite upturn was evident.
These data indicate the importance of deposits and deposit
currency in the United States, although savings deposits of
savings-banks and theoretically time deposits of commer-
cial banks, not being subject to check, do not furnish the
basis for deposit currency.

Total deposits of all banks cannot be used satisfactorily
to determinc the velocity of bank deposits unless savings-
deposits and true time deposits could be deducted. The
simplest measure of bank-deposit velocity is the ratio to
clearings: thus, if the average of total deposits, subject to
check, during any year amount to 40 billion dollars and the
total of checks cleared in a year amount to 400 billion dol-
lars, the velocity of bank deposits is said to be 10. Net de-
mand and time deposits of the member banks in leading

1 Sce Appendixes XI and XII.
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cities are used by the Federal Reserve Board in its Nine-
teenth Annual Report (1932) to calculate the velocity of
bank deposits. These net demand and time deposits of
member banks in leading cities increased from 15 billion
dollars in 1923 to 20 billion dollars in 1928 and 1929;
thereafter they rose slightly until 1931, when they started
to decline; by the middle of 1932 they had fallen to about
17 billions of dollars. Total clearings in New York and in
the cities outside of New York during the last decade have
varied widely between 300 and 700 billion dollars, but be-
tween 1926 and 1931 they averaged about 560 billion dol-
lars.?

Although, as already indicated, clearings data are com-
monly used to measure velocity of deposits subject to
check, they do not include checks cashed at banks on which
drawn, and they have been affected by mergers and branch
banking in such a way as to be less serviceable for the pur-
pose. “Debits xo individual accounts” are therefore con-
sidered a better measure of the value of all checks drawn
and used for payments. *“Debits to individual accounts”
by banks in 141 cities (including New York City) varied
from about 450 to over 900 billions of dollars annually be-
tween 1922 and 1932. In their peak year, 1929, they av-
eraged 935 billion dollars, but declined to about 480 billion
dollars in the year 1931. ‘The Federal Reserve Board has
measured the velocity of the “net demand and time de-
posits” of reporting member banks in leading cities with
these data for “‘debits to individual accounts.” From 1923
to 1926 deposits are thus estimated to have turned over
about thirty times annually; in 1927 the velocity increased
until 1929 when the turnover was about forty-five.
Thereafter, the depression reduced the velocity so that by
the end of 1932 the turnover was about fifteen.

An analysis of the relations between changes in the gold
stock, circulation, bank deposits, and the price level since

1 Appendix XII.
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1914 is instructive because it shows that no absolutely dog-
matic rules as to these relations can be established. The
American gold stock decreased slightly between 1917 and
1920, but the circulation, bank deposits, and wholesale
prices rose abruptly for the reason that purchases of muni-
tions by belligerent governments and their borrowings in-
creased world prices, which were negotiated by large issues
of paper money. Again, although between 1920 and 1924
the American gold stock increased rapidly, causing in-
creased circulation of gold certificates and larger bank de-
posits—by cnlarging member bank’s reserve balances at
Reserve banks—the total circulation did not rise because
the issuc of Federal Reserve notes was contracted as the cir-
culation of gold certificates increased. Moreover, the
velocity of paper money declined. As a result prices were
much lower in 1924 than they had been in 1920. From
1924 to the fall of 1929 a relatively stable gold stock was
accompanied by a relatively stable circulation and price
level, but total bank deposits increased enormously and
their velocity rose rapidly. The chief monetary reasons
for this increase in bank deposits were the continuation of
the impetus to deposits given by the increased gold stock,
the rate and open-market policies of the Federal Reserve
system, and the effects of speculation in security and land
values, encouraged by the cheap-money policy of the sys-
tem. It should be noted, however, that the reported “net
demand deposits” of member banks did not increase ma-
terially between 1925 and 1929, and that the increase was
largely in “‘time deposits,” for which member banks did not
have to keep such large reserves.

Although a complete statement of the effects of Ameri-
can currency and banking policies on the American whole-
sale-price level cannot be made here before considering the
world price level, a preliminary outline of some of the re-
lations can be introduced. Changes in the price level have
usually shown some rclation to changes in the circulation,
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but little or no relation to the variations in the gold stock.
It is an obvious, but not very useful, truism of the quantity
theory of money that changes in the price level are accom-
panied by composite changes in the volume and velocity of
currency. Far more significant is the fact that increases in
the circulation have not necessarily increased the price
level. After 1930, hoarding increased circulation, but
prices continued to fall because the velocity of money was
so decreased. This may be an example from an abnormal
period, but it is an instructive one.

Moreover, the trend of commodity prices has shown
very little relation to the trend of bank deposits since the
World War, although the inflation in bank dcposits ap-
pears to have been reflected in rising sccurity and land val-
ucs. The demand of buyers of capital gnods may have been
affected by the unusual sizes of their bank deposits, and
bank deposits increased because loans were granted on such
easy terms. It amay bc argued that increased production
stimulated demand for capital goods and encouraged loans,
resulting in increased bank deposits, which the gold im-
ports made it easy to create. Nevertheless, there is much
warrant for the belief that the Reserve system’s easy-
money policy, itself, augmented bank deposits and indi-
rectly security and land values.

The experience of another period, 1914 to 1920, indi-
cates that the rise in commodity values can bear a closer
relation than the rise of security values to increasing bank
deposits, but between 1921 and 1929 the rising trend in
security values was accompanied by increasing bank de-
posits, while commodity prices were steady or falling. The
interdependence of national price levels, suggested in the
early part of this chapter and developed in the next, helps
to clear up many of the seemingly inconsistent relations
indicated. Two things, however, are clear: changes in the
commodity-price level of the United States since the
World War cannot be explained by changes in the quan-



GOLD, CIRCULATION, DEPOSIT CURRENCY 153

tity of currency; movements of the domestic price level
cannot be understood without considering the influences
of other national price levels.

From 1922 to 1932 the British gold stock, ranging from
120 to 150 million pounds sterling, had supported a bank
note circulation of from 360 to 400 million pounds ster-
ling.. (Until 1928, this circulation included the Treasury
notes, which were later amalgamated with Bank of Eng-
land notes.) At the end of 1932 the gold stock was about
120 millions of pounds, the circulation about 370 millions,
the total bank deposits of all kinds between sixteen and
seventeen times as great as the gold stock. Thus, for every
gold pound there were at that time over three pounds in
bank notes and about twenty pounds of commercial and
savings-bank deposits. There are roughly seven pounds of
savings-bank deposits for every pound of gold, as com-
pared with two and one half dollars of savings deposits for
every gold dollar in the United States. In the United
States at the end of 1932 for every dollar of gold, there
were about one and one-tenth dollars of paper money and
less than ten dollars of bank deposits. Even if allowance is
made for the decline in the value of the pound, which had
lost one-third of its par value by the end of 1932, the Brit-
ish circulation and bank deposits were larger than the
American in rclation to the gold base. Although the gold
stock of England at the end of 1932 was unusually low and
increased appreciably during 1933, data for the end of
1933 indicated even more conclusively the more conserva-
tive relation between gold and currency for the United
States.

There were formerly no adequate data with which to de-
termine what part of the total British bank deposits were
demand deposits. In Leonard Alston’s The Functions of
Money it was estimated that for every three pounds of bank
notes, there are ten pounds of “current accounts.” With
this proportion it was possible to assume that British de-
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mand deposits were something above £1,000 millions dur-
ing the last four years. The chairmen of the largest
British banks, Midland and Lloyds, gave ratios of current
accounts, or demand deposits, to total deposits averaging
about 50 per cent. Late data published in the Macmillan
report show that for ten London clearing banks demand
deposits ranged from £800 millions to £1,000 millions and
time deposits were roughly the same. The British clearings
in and outside London, which ranged from 40 to 43 bil-
lions of pounds during the period from 1922 to 1929, were
roughly forty times estimated demand deposits, and ap-
proximately twenty times demand and time deposits of
joint-stock and private banks.

It is difficult to compare the British and American data.
The overdraft used extensively in the United Kingdom
does not always expand deposits to the full extent of the
credit granted, as do loans in the United States." The com-
pulsory reserved for American deposits, larger for those on
demand, and the absence of any such legal restrictions in
the United Kingdom make any comparisons involving
time deposits unsafe. Whereas “debits to individual ac-
counts” are available for the United States, clearings must
be used to measure the velocity of British bank deposits.
With these limitations in mind, we can make a rough com-
parison of the data for the two countrics. Whereas Brit-
ish demand deposits have been less than three times the
value of the circulation, American demand dcposits were
probably between four and five times the circulation, but
the velocity of American bank deposits was slower. Amer-
ican deposits, increased by the gold inflow and easy money
rates, have apparently been larger than necessary and were,
to use a British writer’s phrase, “inert”; that is, they ac-
cumulated but were not turned over so rapidly. Of late
years the estimated average per capita American demand
deposit has been about $200, whereas the average per cap-

1 See Chapter VI.
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ita British demand deposit has been about one half as great.

In summary, it can be said that of late years the British,
as compared with the Americans, have had a relatively
larger circulation, smaller bank deposits, but probably a
greater velocity of those deposits. The decline in the Brit-
ish fiduciary note issue accompanied the decline in com-
modity prices after 1920, but the British price level tended
to remain relatively more inflated than the American for
some years after 1920. It will be shown in the following
chapters that relatively high wages, reduced output result-
ing mainly from declining exports, and the attempt to
keep the pound at par are some of the factors which ex-
plain the high level of British costs and prices during a
considerable part of the post-war decade. The much less
spectacular rise of the British than the American stock-
price index between 1924 and 1929 suggests again that of
late increases in deposit currency have accompanied in-
creases in the values of stocks and capital goods.

The per capita circulation of France has steadily in-
creased since the World War. First, the war and post-war
inflation increased the number of bank notes issued, but
even after the stabilization of the franc in 1927 the circu-
lation continued to increase. The per capita French cir-
culation was worth about $60 at the end of 1928 and $80
at the end of 1932. When these figures are compared with
those of the United States ($45 average for 1932), it is
apparent that the French, unaccustomed to checks, use
larger amounts of bank notes. While gold was being im-
ported and exchanged for notes at the Bank of France, the
circulation increased, savings-bank deposits grew, but
there was relatively little increase in commercial bank de-
posits. It appears that the bulk of the assets of savings-
banks are invested in government securities, so that the
bank-note circulation could not have lain idle in the sav-
ings-banks’ vaults. ‘The independence of the individual
French bank probably necessitates relatively large cash re-
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serves, but so little data on the regional and other small
banks are published that no definite conclusions can be es-
tablished. Undoubtedly a large part of the total circula-
tion has been hoarded by the peasants who formerly
hoarded gold.

The demand and time deposits of the principal French
commercial banks, including deposit and investment banks,
represent about $50 per capita, as compared with over
$200 for the United States. The estimated total bank de-
posits of the French commercial banks have been actually
smaller than the gold stock, which has been greater than
the total of these deposits plus savings deposits. Although
savings deposits are large, time deposits of French commer-
cial banks are so small that the percentage of demand to
total deposits is not so far from that of the United States
and is apparently larger than that for England. Even
though the per capita French bank deposit is small, the
velocity of bank money, as measured by the ratio of de-
posits to clearings, is also small. Paris clearings have ranged
in late years from nine to twelve times estimated French
demand deposits; New York clearings have ranged from
fifteen to twenty times estimated American demand de-
posits. In the United Kingdom, where the financial life is
even more concentrated in London, metropolitan clearings
have been over forty times estimated demand deposits.

The available post-war experience of France is short for
conclusions concerning the relation between the gold
stock, circulation, and bank deposits, on the one side, and
commodity and stock prices on the other. Only since
1927, when the franc was stabilized, can the relations be-
tween the various series justify generalizations. The
French stock of gold and foreign exchange, which was
large in 1927, continued to grow, and with this growth the
circulation also increased, but not at so rapid a pace. In
1933 the paper franc was covered by gold. The stabiliza-
tion of the franc at such a low level, four cents as com-
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pared with the pre-war nineteen cents, explains in part the
relatively low French gold-price level. Moreover, during
the period between 1927 and 1933, while gold was flowing
into France and the circulation was increasing, the French
price level continued to fall so that at the end of 1932 the
price index of France (on a 1913 basis) was below those of
the other three countries, excepting England, who by that
time had also deserted the gold standard.

During the World War and thereafter, prices and cir-
culation rose together but by different percentages. Bank
notes in circulation at the end of 1927 had twice the gold
value of those in circulation in 1913, but wholesale prices
in 1927 were only about 30 per cent above pre-war whole-
sale prices when measured in gold. Since stabilization the
circulation has increased yearly, yet gold prices have fallen
in practically every year. Between de-facto and legal
stabilization (1927-28) the repatriation of French capital
caused bank deposits to increase heavily. After stabiliza-
tion and until 1933, while the gold stock and circulation
were rising and commodity prices were falling, bank de-
posits remained almost stationary. The French index of
stock prices has moved more with the American than with
the British index, but its rise and decline were not so abrupt
as those experienced in the United States. The increase in
bank deposits between 1926 and 1928 was accompanied by
an increase in stock prices, but after 1929, while bank de-
posits remained stationary stock prices fell. Even be-
tween 1930 and 1932, when American bank deposits were
declining abruptly, French bank deposits were maintained.

A separate volume would be required for any adequate
discussion of the relation between the German currency
and the price level during the inflation, but even the more
important aspects of that study would be of little real
value to those who seek to understand the relations which
exist in more normal periods. The German mark was
stabilized before the return of the gold which had been
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exported during the inflation, and the gold backing, even-
tually acquired, had much less to do with final stabiliza-
tion of the mark than strict limitation on the number of
marks issued. However, with the return of confidence
and gold after 1924, the gold stock, including foreign-ex-
change reserves, was required to support only about twice
as many paper marks, until 1931, when the Austrian difhi-
culties depleted Germany’s gold holdings. The circulation
in 1931 was maintained at about its 1930 level, but the re-
duced gold stock resulted in the relation of five paper
marks for every gold mark. Towards the end of 1933 the
gold stock had so shrunk that the ratio was more than one
to eight. The relatively small amount of gold which the
post-war German economy could retain and limitation of
circulation to a percentage of the gold stock gave the Ger-
mans the smallest per capita circulation of any of the four
countries. At the end of 1932 it was only about $15 as
compared with $30, $47, and $80 for the United King-
dom, the United States, and France, respectively. Even
before the Austrian crisis depleted Germany’s gold, and
when the circulation was at its maximum, the Germans
had only about $20 per capita in circulation.

In the years immediately preceding the 1931 gold with-
drawals, the German stock, which ranged between 2 and
2Y; billion marks, supported bank deposits of between 11
and'12 billion marks. Although these commercial bank de-
posits seem relatively large as compared with those of
France, which are actually less than the French gold stock,
they have borne a more conservative relation to the gold
base than either the British or American deposits, but this
was to be expected, as deposit currency is much more
widely used in the United States and the United Kingdom.
The gold withdrawals during 1931 and thereafter so re-
duced the German stock that at the end of 1932 it was
only about one-third of its 1928-29 peak. As bank de-
posits were not decreased by any such large percentage, the
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ratio of bank deposits to gold increased sharply. The loss
of gold in 1933 increased this ratio further, even though
creditors (other than domestic banks) reduced their de-
posits in the summer of 1933. Although checks are not so
common in Germany as in the United States and England,
they are used to some extent, and the Germans also have
the system of “giro” transfers. As in France, the central
bank and the post office carry on the business of trans-
ferring funds from one place to another. There are three
great banking systems which effect the “giro” transfers:
the Reichsbank, the post office, and the ““giro-centralen,”
banks which clear for commercial banks and large indus-
trial enterprises. These various systems of transferring
funds complicate the problem of determining the velocity
of deposit currency in Germany.

The relation between German currency and bank credit,
on one side, and the commodity price level, on the other,
is further complicated by the fact that Germany with its
cartel control has really had two price levels: one for ex-
ported goods and one for home-consumed goods. The
maintenance of a higher price level for home-consumed
goods was necessary because goods for export had to be
sold abroad at very low prices in order to build up an ex-
port balance. It will be developed in Chapter XI that the
cartels held up internal prices and dumped abroad. As the
cartels operate mostly in the non-agricultural, production-
goods industries, it is not surprising to find that internal
farm prices were less well maintained and that there were
relatively high internal prices of consumption goods.
These disparities in prices were reduced by 1932 and 1933,
when dumping became less effective and less necessary.

When we examine the monetary influences on the com-
modity-price level, we find that although circulation has
been limited in keeping with the banking reforms after
stabilization, commercial bank deposits—especially of
those creditors other than domestic banks and not subject

M
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to demand except after seven days—increased enormously
up to 1929. These deposits resulted largely from foreign
loans which financed the expansion in German industry
between 1926 and 1929. These various influences explain
the maintenance of the relatively high German internal
prices between 1926 and 1930, when French and British
prices were falling. German security prices, however,
reached their peaks in 1927 and declined thereafter, even
though bank deposits continued to expand until 1929.

We have considered sufficiently the effects on the various
national commodity price levels of circulating and deposit
currencies to enable us to formulate certain preliminary
conclusions. Contrary to the assumptions of quantity
theorists, trends in commodity price levels seem to have
borne little or no relation to the changes in the gold stock
and circulating medium. Even in France, where the cur-
rency is least affected by checks, a rapidly increasing gold
stock and circulation between 1927 and 1933 was accom-
panied by a falling commodity price level. In the United
States all during the last decade wholesale prices have fallen
in the face of a growing gold stock, a stable or rising cir-
culation, and increasing bank deposits, and much the same
is true of the United Kingdom. Changes in the commodity
price level cannot be explained by currency factors alone:
production and business confidence, or lack of it, are just
as important price influences as the quantity of different
kinds of money used. The only simple generalization con-
cerning the movements in commodity prices possible is onc
to be developed in the following chapter: that every na-
tional price level tends to move with other national price
levels. It will be further shown that when a country tries
to control its price level independently by extraordinary
currency manipularion or tariffs, the economic maladjust-
ments caused may eventually disturb that nation as well as
the rest of the world.



PART III

The Interrelations of National Economies






CHAPTER VIII
NATIONAL PRICE LEVELS

WHOLESALE prices of the non-perishable, readily-trans-
ported basic raw materials would be much the same the
world over, assuming freights represented only a small part
of value, and provided there were no artificial interfer-
ences, such as tariffs, dumping, and unstable currencies.
But the very qualifications suggested show that price levels
and costs of living vary in different countries. Milk, ice,
and hundreds of other perishable commodities cannot pass
from country to country except in border trade; sky-
scrapers and massage treatments cannot be transported;
cement and bricks cannot be profitably shipped substan-
tial distances under ordinary circumstances. Such impedi-
ments to world trade as tariffs, dumping, export taxes, and
unstable currencies cause many disparities in world prices.
Finally, wholesale prices of basic raw materials may form
the basis of price levels, but they do not account for costs
of advanced manufacture or of distribution, which must
be included in retail prices, and do not reflect costs of serv-
ices, which are affected more by wages than by costs of
basic materials.

One, if not the principal, function of the gold standard
has been to bring about some measure of equilibrium in
price levels. Some present-day students of international
economics, perhaps persuaded by the alluring phrases of
Mr. Keynes, have come to believe that the gold standard is
now useless because price levels in different countries do
not have to be brought into conformity with one another.
True, this equilibration of prices is interfered with when
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to the usual difficultics in world trade abnormal impedi-
ments are added. Noteworthy among usual and expected
difficulties in keeping world price levels in adjustment are
those involved in opening new export or import channels
for temporary periods, costs of transportation, and difficul-
ties attending the purchase of qualities at a distance.
Among abnormal impediments are tariff dutics, quotas,
sanitary restrictions, and finally fluctuating exchanges,
resulting chicfly from abandonment of payments in gold.
As the United States is the only important producer of
cotton in the four countries considered in this volume,
there is a regular American export trade and a regular
British, French, and German import trade in this staple.
Each of the four countries has also a regular import trade
in raw silk. For commodities, which all four countries
produce and which most of them now stimulate through
tariff subsidies, such as textiles and heavy manufactures,
international corgmodity movements are much less regu-
lar. ‘There are no such well-established groups of export-
ers and importers for these and other products, which do
not move so habitually in international commerce.
However, if we assume stabilization between the rela-
tions of the different currencies at some level, the question
arises as to what extent, under that stabilization, world
prices would normally be brought into adjustment to one
another. The theory of world-price equilibrium assumes
that even if ice, milk, massage treatments, and skyscrapers
cannot be moved into a country with inflated prices, and
even if tariff duties keep up the domestic prices of certain
domestic staples, a rise in the general level of prices in any
country above the levels of the others will cause an inflow
of free goods and even of dutiable goods over the tariff
barrier. Thus, in the past when gold prices in the United
States became relatively inflated, it had to expect foreign
imports not only of such things as timber, tin plate, carry-
ing a moderate tariff rate, and copper products, formerly
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duty free, but also of such highly tariff-subsidized articles
as finished textiles and glass, of which it produces large
quantities, and of sugar, which it always produces but
which it also always imports. If there are always some
things on the Free List—which, however, has been:con-
tracted more and more since the World War—a rise in gold
prices would so stimulate imports of free goods and reduce
their domestic prices that those reductions would cause a
decline in the domestic prices of many of the competing
sheltered goods behind the tariff barrier.

A good example of the sensitivity of prices of compet-
ing products throughout the world—even behind tariff
barriers—is furnished by an analysis of the effect of the
1920 and 1930 deflations on the prices of cotton, wool,
silk, and rayon in the United States. At the beginning of
1920 the price of raw silk started the decline in world
prices. Rayon prices declined almost simultaneously, al-
though not to the same extent, but before the deflation had
been completed in 1921, rayon prices, notwithstanding the
tariff, had fallen as much or more than duty-free silk
prices. A few months after the break in the prices of
silk and rayon, the price of wool broke. Export demand
for cotton, which at that time continued strong, main-
tained the price until the middle of 1920, but when the
price of cotton finally broke the decline was abrupt. In
the 1929-30-31 deflation, the declines in cotton and
silk prices were the most precipitate, but prices of tariff-
subsidized wool and rayon also were forced down, though
to a lesser extent. The tariff, thus, interferes with the
equilibrium of world prices, but unless it reaches an em-
bargo height it does not completely destroy it. During
the deflation in world prices in 1930-31-32, the American
tariff on wool and sugar, for example, and the German and
French tariffs on wheat, held up the internal prices of these
staples and kept the high-cost inefficient domestic pro-
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ducers from receiving the discipline which is the one eco-
nomic benefit, thus far traceable to violent deflation.’

If it can be assumed, for the present, that a free and
ready adjustment of national price levels is essential to world
economic stability, we should work for stable currencies
and towards the reduction of tariff obstacles. Moreover,
there should be effective banking mechanisms in. each
country which would allow the gold imports or exports,
as the case might be, to affect the currency. In the pre-
ceding chapter, it was shown that the different countries
have different currency habits, that these habits result in a
greater or less economy of the basic metals, that the ve-
locity of money and checks is as important as the quantity
of money, and, finally that the changes in the commodity
price level in each of the countries could never be explained
completely by the banking and currency data of that par-
ticular country.

The only measurements of price levels readily available
are the various price indexes—wholesale, retail, and the
cost of living. Even if these indexes were completely sat-
isfactory in representing the movements of all the prices
from period to period, that is all that they could show.
Thus, if the American and British wholesale-price indexes,
calculated on a 1913 base, moved up to 300, and if the
German and French indexes, with the same year as base,
moved up to 200, that would not necessarily mean that
American and British prices had become 50 per cent higher
than German and French prices, unless it were true that
all the countries had exactly the same prices in 1913.
It becomes important, therefore, to consider the actual
difference in prices, especially in 1913. Fortunately, data
on international differences in prices before the World
War are furnished by a Government study, sponsored by
Professor Wesley Mitchell.? Unfortunately, international

1 See Chapter XII.
3 International Price Comparisons.
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price comparisons are always dangerous because of differ-
ences in the qualities of the products. Professor Mitchell
might criticize the use of his data for the present purpose.
Moreover, so many raw materials and so few finished prod-
ucts are included, that it will be almost impossible to gen-
eralize from the data as to absolute differences in the price
levels.as a whole. With these limitations on their conclu-
siveness, the data will be employed.

For the basic agricultural products, used for food, the
United States had in 1913-14 the lowest wholesale prices;
those of Fngland were next; and those of Germany and
France were third and fourth, respectively.’ Most of the
commodities in this group were produced in the United
States in such abundance that the surplus had to be ex-
ported. Free-trade England had only to pay the freights,
but agricultural France paid the higher prices necessitated
by tariff dutics. ‘The United States showed the lowest
cotton price, but a relatively high wool price, and France
had the lowest price of wool.

For the metals and minerals, the United States again
showed the lowest average price; England again was sec-
ond; and the continental countries had the highest prices,
with those of France generally above those of Germany.®
Much the same relations between the prices of the other
non-perishable goods held for the various nations, except
that the variations were somewhat narrower. The United
States showed the lowest prices; England was just slightly
higher; France and Germany were third and fourth, in
that order.

The relations are completely changed when manufac-
tured products are considered. Whether the reason rested
in higher wages, overheads, or the tariff need not be con-

1 Barley, corn, oats, rye, wheat, potatoes, rice, sugar, hogs, cattle, butter. Eng-
lish prices were usually quoted for some Fnglish city, London, Liverpool, or Man-

chester.
2 Pig-iron, copper, zinc, tin, lead, coal.
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sidered here. For example, the textiles were the highest
in price in the United States. Thus, although cotton was
cheaper in the United States than in England, cotton yarns,
cotton cloth, and such highly manufactured textiles as
cotton gloves were more expensive in the United States.
There were, unfortunately, few manufactured products
included in the pre-war data, but all the available com-
parisons showed that finished-goods prices were generally
higher in the United States than in the European countries.
Thus, chemicals were roughly 20 per cent cheaper in Eng-
land and France than in the United States. German
chemical prices scem to have been below the English and
French prices. If we were to compare the unsatisfactory
averages based on all these available prices, most of which
are for raw materials, we would reach the conclusion that
American and British pre-war prices were about the same
and that German and French prices were from 10 to 15
per cent higher., Had a sufficient number of the prices of
the manufactured goods been included, the relations be-
tween the price levels of the four countries would have
appearcd very different. Even the American pre-war
price level would certainly have been as high as European
price levels.

The various surveys prepared for the last tariff revision
by the United States Tariff Commission afford some data
for international price comparisons in 1927. With respect
to the basic farm products the relation noted for the pre-
war period remained about the same. The United States
had the lowest and France the highest farm prices. Great
Britain had farm prices nearer those of the United States;
and those of Germany were nearer those of France.

The United States had the lowest prices of coal, iron,
and steel, but the British in 1927 had the highest prices
for some of these products. This unexpected relation
between British and world prices for this important
group of products deserves especial attention as evidence
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of the obstacles in the way of British export trade. For
most of the non-ferrous metals, with the exception of
copper, the United Kingdom had prices lower than those
of the United States. For the highly manufactured prod-
ucts, the American price level ranged from 30 to 50 per
cent higher than those of the European countries. Chem-
icals were from 20 to 30 per cent higher.in the United
States; heavy construction materials and highly-manufac-
tured articles, like tableware, were twice as high in the
United States as in Europe—because of either the tariff,
freight protcction, or other factors.

In order to judge the extent to which the prices used in
this analysis and in the various index numbers generally
are representative of the price structure of the economies,
as a whole, it will be necessary to consider what percentage
of total sales of all producers (farmers, mine-operators,
manufacturers) are represented by the basic materials used
generally in these index numbers. In 1929, American pro-
ducers of farm, fish, forest, mine, quarry, and petroleum
products received about 15 billion dollars. The value of
manufactured goods, sold by all manufacturers included
in the Census of Manufactures amounted to nearly 65
billion dollars, but it is estimated that almost one-third of
this value represented semi-finished goods, so that the net
value of finished goods sold was about 43 billion dollars,
or nearly three times the value of the basic farm, forest,
and mine products. Thus, even if American prices of basic
raw materials were in 1913, on the whole, lower than Eu-
ropean prices, the American price level was probably above
the European price levels because American prices of the
relatively more important finished goods were higher, even
under the moderate rates of the Underwood tariff.

The large balance of American exports during the
World War and thereafter could not have been paid for
in goods immediately by the debtor countries, because their
industries were shut down or crippled. Although the
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debtor nations did not have sufficient gold to make up the
balance, as much gold as possible was sent. Later, loans
had to be negotiated. The effect of the gold stock on the
American price level during the post-war decade cannot
be measured by a comparison of the American- and Euro-
pean-debtor unadjusted price indexes because the Euro-
pean currencies were depreciated. For reasons which
should now be obvious to the reader the English, French,
and German currencies were necessarily divorced from
gold. Although we have no index numbers of prices in
gold for Germany, France, and England before 1924, it
can be estimated that during 1920-21-22 the French price
level in gold (the export price level) was considerably be-
low that of the United States, but the British was uncom-
fortably close thereto. Inasmuch as the United States was
unwilling to cancel the debts, American prices immediately
after the World War should have been allowed to rise
higher than they did and a trade barrier, like the Fordney-
Macumber tariff, should not have been imposed in 1922.

The British economist, Mr. Hawtrey, applauds the pol-
icy of Governor Strong and the Federal Reserve Board
whereby the American price level was stabilized in the
years from 1922 to 1929. Some economists, like Keynes,
who believe in the manipulation of price levels, probably
maintain that the depression has doomed the gold standard
and the laissez-faire economics. If they would stop to
consider that the gold standard has never been allowed
to function since the World War and that no important
country has consistently allowed the larger economic
forces to work themselves out, they would realize that we
have had no laissez-faire since 1914 and they might not
be so confident that, when the world again learns sanity,
a more socialized conception of laissez-faire will not again
prevail.

It has been explained that the American price level was
as high as, or higher than, the British, German, and French
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price levels in 1913, and it is probable that the divergence
was accentuated by the higher American tariff prevailing
in 1927. Yet, it has been shown that the prices of some
British coal, iron, and steel products were actually higher
than the American prices of similar products in 1927.
Had the gold inflow been allowed early in the decade to
have its usual effect on the American level of prices, had
the American tariff been lowered, and had England not at-
tempted to maintain a parity with gold which under the
circumstances she could not afford, the maladjustment in
world-price levels might have been corrected earlier and
with less disastrous consequences. The index numbers of
wholesale prices in gold for the four countries from 1927
to 1933 were as follows:

United United

States Kingdom *  Germany France
1927 137 142 138 130
1928 ) 139 140 140 131
1929 . 137 137 137 127
1930 .. 124 120 125 113
1931 . 105 97° 111 102
1932 . . 93 73° 97 87
1933° ... .. ... 64 69" 96 83

“ Board of Trade’s index.
® Rough apprcximation calculated by use of average exchange rate.
“End of 1933.

A comparison of 1927 figures shows that the French
stabilization of the franc at four cents had lowered the
French price level, that the German price level was rela-
tively so high for a heavily-indebted country that dump-
ing abroad became necessary, that the British should not
have handicapped themselves in order to hold up the pound
if they wanted to maintain their vitally-necessary export
trade, and that the Federal Reserve authorities should have
earlier allowed the price level to be forced up until the
excess gold was returned to the countries which needed it.
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Sheltered American industries, which would have had the
stimulus of higher prices, should have had the corrective
of larger imports, and the American export industries and
the farmers with export surpluses would not have been
given false encouragement.

Between 1927 and 1930 the British experienced a severe
deflation in their gold prices, and in 1931 they were even
forced to abandon the gold standard. The difficulties in
Austria and Germany affected Britain seriously because
she had advanced large sums to Central Europe. An em-
bargo was necessary to stop the drain on her declining
gold reserves, stimulate her deflated industries, and further
lower her gold export prices. Britain’s currency deprecia-
tion forced the Empire and Scandinavian countries to fol-
low her example. By 1932 the British index of prices
(estimated in gold) had dropped considerably below the
French index of gold prices. This probably means that
British export prices, as a whole, were much below the
French, because these index numbers are constructed on
a pre-war base and, as has been indicated, British prices
were probably as low as, or lower than, French prices in
1913. Somewhat the same price-index relations were con-
tinued during 1933 except that the United States, by aban-
doning the gold standard, achieved the lowest gold export
prices, and the deflation in world gold prices was checked,
temporarily at least.

The most momentous development in world economics
in 1933 was the abandonment of the gold standard by the
United States. Depreciation of certain of the European
currencies is usually considered to have been unavoidable,
but the American embargo on gold and the forced decline
of the dollar were only inevitable in the event that the
United States wanted to continue its export trade, in
which for years it had declined to indicate a construc-
tive interest by encouraging imports. French policing and
German resistance in the Ruhr were characteristic of the
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selfish continental policies which brought about unbal-
anced budgets, governmental borrowing from central
banks, currency inflation, and abandonment of the gold
standard. Depreciation of their currencies became inevi-
table chiefly because of selfish nationalistic economic poli-
cies which led to unbalanced budgets and inflation. The
Germans in 1924 finally brought the mark up to the pre-
war parity, but during the inflation fixed costs of produc-
tion had perhaps been lowered. The French by stabiliz-
ing at a four-cent franc lowered their export gold prices.
The British, in order not to jeopardize their yearly 50 or
60 million pounds of financing,’ had pushed sterling up to
par, but lost much of the very necessary export trade be-
cause of the lower French, Belgian, and Far Eastern price
levels and German dumping. When finally the gold stand-
ard was abandoned by Britain in 1931, all the principal
European countries had established lower gold export
price levels.

The United States, as one of the two principal world
creditors, should have been prepared to receive goods from
the currency-depreciated debtor countries, but while in-
sisting on debt payments, the Government clung to the
many specific tariff duties, which operated practically as
embargoes during the deflation. Whenever an increase of
imports, however slight, trickled through from depre-
ciated-currency countries, the spoiled recipients of tariff
bounties clamored for still higher duties. Finally, the ex-
piring Republican Administration went so far, though
unsuccessfully, as to attempt to impose even higher duties
against countries with depreciated currencies.

Abandonment prior to March 4, 1933, of the gold
standard by so many foreign countries and such other
shocks to the world price equilibrium as the rapid shift
from the gold-exchange standard, dumping, mounting
tariffs, and quotas lowered world prices and subjected the

1 An estimate of Sir Josiah Stamp.
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United States to increasing depression. Moreover, Amer-
ican producers, farmers in particular, who had been misled
by the alluring and specious tariff arguments of false
friends, had with characteristic optimism contracted debts
at post-war, pre-depression prices. As gold prices fell in
the United States, these debtors found themselves with de-
flated-price incomes but burdened with debts, contracted
at lower-value-dollar levels. The Senate vote on the re-
monetization of silver in 1933 reflected the resulting pop-
ular demand in the country for some form of inflation of
commodity prices, or at least for an arresting of the
deflation.

Various ways of affecting internal prices were open to
the United States Government. It was decided that dras-
tic steps should be taken since there was much public agi-
tation for doing something more than mercly arresting
deflation. The attempts to stimulate business and to im-
prove commodity prices by an extension of credit through
open-market operations of the Federal Reserve system had
failed. Lost confidence in everything except the dollar
during 1932 precluded the expected extension of business
and reemployment of labor. As currency was created,
it was merely hoarded. A Government public-works pro-
gram had been repeatedly urged by the liberals, who hoped
thereby to stimulate employment of labor, during a period
in which private industry was too panic-stricken and ego-
centric to act. But conservatives shrank from inevitable
taxes aimed at nation-wide economic restoration and
prated about “balancing the budget in order to maintain
the integrity of the dollar.” With the development of the
banking crisis, another available method of inflation would
have been through the Government’s assumption of the
deposit liabilities as well as asscts of the smaller banks
which had ceased to be liquid. Depositors in the weak
banks could have been paid off in paper money and the



NATIONAL PRICE LEVELS 175

Government could have taken over the assets of these small
banks and liquidated them slowly.

Eventually any or both of these methods of inflation
might have forced the United States off the gold standard.
If the Government had found it necessary to unbalance its
budget, confidence in the dollar might have been shaken.
Exporters of goods might have left their franc, sterling,
guilder, and other balances abroad. Thus, as dollars ceased
to be sought abroad and as American importers began to
need francs, sterling, guilder, and other foreign currencies,
gold would have flowed out. Indeed, there is no sound
reason why gold should not have been allowed to flow out,
as there were ample reserves with a leeway of at least a
billion dollars. If the gold exports had exceeded some rea-
sonable limit, an embargo could then have been imposed,
and the dollar allowed to depreciate.

As each country put an embargo on gold, it was praised
by those of the Keynes school, who apparently advocate
abandonment of the gold standard by all countries on the
assumption that this action will raise world price levels
and arrest the paralyzing effects of deflation. Keynes in
his Essays in Persuasion applauded the French currency de-
preciation and the later stabilization of the franc at about
one-fifth of pre-war parity. But he must have realized
that the lowering of French, Belgian, and Italian gold ex-
port prices accentuated the deflation in all countries
including his own. When as a result in large part of the
French, Belgian, and Italian devaluations and higher world
tariffs, which Keynes also condones, England was forced
off the gold standard, the world price level continued to
decline, although the decline in English paper internal
prices was arrested. If England eventually stabilizes at a
lower-valued pound, British internal prices may later fall,
as French prices have fallen, unless new gold or some other
stabilizing or inflationary factors turn up the whole level

of world prices.
N
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Similarly, Keynes is said to have approved America’s
abandonment of the gold standard. It should be obvious
that when any important country, with considerable im-
port and export trade, allows or forces its currency to
depreciate, it automatically increases the barriers against,
and therefore reduces, the imports which it was accus-
tomed to receive, and it forces, or tries to force, its exports
at lower gold prices on the world markets. Both of these
tendencies are deflationary in their cffects on the price
levels of other nations. Higher tariffs usually follow and
further limit the markets of the world’s export industries,
and country after country considers itself justified in re-
fusing payment in gold. As countries compete with one
another in depreciating their currencies, the resulting in-
ternal price increases may only be temporary unless other
large important economic forces, which even now may be
at work, tend to counteract the deflationary effect of suc-
cessive currency,depreciations.

Those who deplore a continuing fall in prices doubtless
recognize the deflationary effect of successive currency
depreciations and therefore would probably agrec that
all nations should work together to stop the decline in
world prices. There has been proposed among other ex-
pedients: a world public-works program, reduction of
gold content in all currencies, and broadening the metallic
base by the marriage of silver and gold. If it were in-
tended merely to arrest deflation with the hope that the
psychological effect of that suspension of deflation might
pull the world out of the depression, there could be no
criticism, but the risks in a too rapid stimulation of the
commodity price level should be obvious. Demand for
American farm products during the World War over-
stimulated farm prices in the United States, raised the
values of farm lands, encouraged borrowing on land and
other assets at inflated levels, and helped to bring about the
debt structure which has caused American farmers such
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distress. Moreover, artificial stimulation of price levels
invariably raises some prices more than others, causes dis-
content, and distorts normal price relations. Rising com-
modity prices imply paper profits and rising stock prices.
The speculator will select a favored industry for his oper-
ations. When the day of reckoning comes, the over-
stimulated industries will suffer most, but their difficulties
will also depress the other less-stimulated industries. The
obvious moral is not to resort to artificial inflation beyond
the minimum necessary for the quickened and wholesome
functioning of general cconomic activity.

There is another inherent danger in the over-stimulation
of the price level, particularly the American price level.
Presumably, prices are to be raised in order to increase the
incomes of debtors so that the carrying charges may not
represent such a heavy burden. The fall in prices and
values has put many debtors in the predicament that the
value of their collateral is actually less than their loans and
mortgages. Obviously it is not anticipated that all these
debtors will sell out when their heads are again above
water, because such wholesale liquidation would merely
drive prices and values down again. But even assuming
that farm and other incomes are increased, it must be
realized that, with the American temperament what it is,
new loans will be sought. Inflation breeds optimism and
optimism in America means more borrowing. The stu-
dents of industry know that one of the most deflationary
factors is the existence of a large debt structure. Euro-
pean industries have been built up largely out of profits,
whereas American industries have been built up more
largely out of loans. When the French producer finds
himself in a deflation, as he is usually not in debt and does
not have to sell, he may close up his business and reduce
the supply. During the good years between 1922 and
1929 many American industries paid off their bank loans
with the receipts from the sale of new issues of stock, but
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this method of refinancing was for the most part only
open to those with shares on the exchanges and with good-
earnings records.

It was recognized that, if prices were rising only because
owners of dollars lost confidence in the currency and
wanted to hold goods, prices might not continue to rise
and reach the hoped-for height if the dollar decline were
halted. Moreover, it was realized that if the buying of
goods was only speculative and if consumer purchasing
power was not increased so as to absorb the commodities
traded in, the increased price level could not be maintained.
Therefore, along with the encouraged decline in the dollar,
a policy of increasing money wages was inaugurated under
widely-advertised industrial agreements. Some of the most
important provisions of the anti-trust laws were tempo-
rarily abrogated in order to induce producers to agree
collectively on wage increases. Industry was, thus, encour-
aged to feel freer than ever before in restricting produc-
tion and in agreeing on higher prices. If prices had been
elevated proportionately more than the dollar declined,
resulting in a rise in gold prices, and if the gold-price level
of the rest of the world had continued to decline, there
would have been serious maladjustments in the various na-
tional price levels. This possibility was anticipated by
those in Congress who placed the provision for import
quotas and even embargoes in the National Industrial Re-
covery Act.

If American prices of cotton, wool, and rayon were
increased by the various governmental price-raising meas-
ures, it would be necessary to consider not only the possi-
bility of higher duties or quotas on wool and rayon, but
even a duty on silk, which is now on the Free List. The
price level cannot be maintained in one country unless
a water-tight economy is provided. In that event, ex-
porters, including the cotton farmers, would have to be
prepared to abandon their export trade. It is impossible
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to estimate with any accuracy the number of American
workers employed in the production of exports. Data on
unemployment resulting from loss of export trade since
1929, prepared by the United States Tariff Commission in
response to a Resolution in the United States Senate spon-
sored by Senator E. P. Costigan, indicate that American
workers, employed in producing exports prior to 1929,
numbered several millions. If export trade were further
reduced, the unemployed would have to be absorbed by the
less-efficient sheltered industries. It may be argued that
all the nationalistic measures which may reduce export
trade will not completely destroy it, but only a water-
tight economy, which shuts out all competing imports and
forfeits all exports, can hope to be immune from outside
influences. Moreover, complete immunity implies further
provision for the control of international capital move-
ments.

Let us assume that extreme self-containment with re-
spect to goods is possible. Let us assume that one national
price level can be raised by government action, even if
other nations were not willing to try the same experiment.
Could a certain price level be kept permanently? First it
would be necessary to keep all the proper adjustments:
wages would have to move up with prices and prices could
not advance beyond consumer buying power. Second,
there would have to be sanction for continuing inefficient
domestic production as it would not be subjected to the
discipline of more efficient foreign competition. Third,
there would have to be control of the sale of the nation’s
securities at home and abroad, and all other movements of
capital would have to be directed. The export and the
import of capital, it will be shown in Chapter X, have an
indirect but very significant influence on commodity price
levels. Moreover, if American gold prices were pushed
up and kept too high above world prices, American tour-
ists would move out in far larger numbers to Canada and
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Europe. The economic effects of such movements would
be the same as if goods were imported. Indeed, the com-
plications of the international trade balance are so varied
and human ingenuity is so great that one cannot foresee all
the economic, not to mention political and inter-govern-
mental, results of so novel an experiment.

Mr. Keynes and Professor Irving Fisher seem to beliéve
that internal price levels can be maintained in any one
country, and Professor Fisher believes that the stability of
the Swedish price level since 1931 is proof. The Swedish
crown lost 15 per cent of its gold value in September,
1931; since then it has lost another 15 per cent. An an-
alysis of Swedish prices seems to show that although the
price level as a whole has remained fairly steady, home-
produced goods, on the whole, have fallen in price, while
the prices of imported goods, expressed in crowns, have
risen. Naturally the crown prices of imported goods have
risen as the crown has fallen, so that the steady price index
implies that there has been a decline in the prices of home-
produced goods, the very evil all currency management is
supposed to remedy. Professor Benjamin Haggott Beck-
hart of Columbia University, who has been studying the
currency management in Sweden, is quoted by the New
York Times of August 13, 1933, as follows:

“But,” says Professor Beckhart, “my impression is that, while
there is justifiable satisfaction over the ‘negative’ results so far
obtained—removal of the deflationary pressure of a tight money
market, the creation of a stable price level within the country—
there is a certain degree of disappointment at the positive results:
application of the available capital to productive uses, the flota-
tion of new securities in the money market. This shows that an
easy-money policy is not in itself enough to rectify the position.”

Some of the British economists are also impressed with
the stabilization of the American price level between 1922

1 Moreover, the faillure of Swedish retail prices to dechne with world retail
prices constitutes a distnct handicap for Swedish workers.
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and 1929. The American price level, we contend, should
have been allowed to rise immediately after the World
War, as the United States should have been willing to take
debt payments in goods, and later to fall naturally as other
national price levels were falling. The false stimulation
given sccurity and commodity markets in 1924 and 1927
by Reserve policy and political interference had to be paid
for after 1929. Neither the Swedish nor the American
experiences are convincing.

Mr. Keynes apparently wants to raise and maintain
internal price levels and let exchange rates fluctuate as they
will. If he were to insist upon the necessity of arresting
a rapid price deflation and if he were to contend that no
exchange rate should be maintained, if rapid deflation gave
evidence that a country could not afford that particular
rate of exchange, there would be some force in his con-
tention. But it is just as illogical to disregard exchange
rates and let them dangle about as it would be to disregard
price levels. ‘The movements of exchange tell those in con-
trol much about the future stability of their price level.
If the British price level happened to be too high—
i.e., out of adjustment with other price levels—other things
being equal, there would be under normal conditions im-
portation of goods, weakness in the pound, and export of
gold, until the gold export corrected the world price mal-
adjustments. Mr. Keynes would probably argue that there
is no need to correct the maladjustment in world prices,
that gold need not be allowed to flow out, and that the
pound should be allowed to dangle about without being
controlled. Let us assume that England with an inflated
gold price level follows such advice, but still continues to
have imports—although there might be some who would
do away with all “such disturbances”—the decline in
the foreign value of the currency might be continued and
this for a time might bring higher paper prices. A stable
paper price level under these conditions, however, would
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imply falling paper prices of domestically-produced goods.
If it then be argued that the price level of domestically-
produced goods should be kept stable at all costs, the im-
plied currency depreciation would so increase the cost of
imported goods that obvious economic difficulties would
result: high-cost inefficient production of substitutes
would result and new maladjustments in wages and prices
would appear.

All this may sound like economic commonplace, but one
must have the courage to accept commonplaces which,
under reasonable conditions, have held for centuries, but
which are not at the moment so fashionable. Post-war de-
flation following the war inflation—and deflation every-
where seems inevitably to follow inflation—made it all the
more necessary to keep the various national price levels in
adjustment. Nor was the post-war deflation so paralyzing
as the maladjustments in the various national price levels,
many of whichswere not inevitable. The peace treaty,
German and French politics, the American tariff in face
of the debts, it has been explained, each in turn resulted
in maladjustments in the deflationary process and accen-
tuated it. In these days when so many seem to want to see
prices rise, it might be interesting to call attention to the
fact that between 1926 and 1929 the trend of American
prices was gradually downward. Indeed, a gradual orderly
deflation may be stimulating to industry; it effects econ-
omies and reduces costs; it increases cfficiency profits and
the buying power of wages. No one wants a precipitous,
paralyzing decline in prices, but as technique in produc-
tion improves—if output is not curbed—we may experi-
ence under universally-stabilized exchanges a gradual de-
cline in world prices, which may prove both healthy and
stimulating to Industry and highly satisfactory to Labor.

Between 1911 and 1913 the price levels of the world
were on a sort of plateau, and had no war intervened and
no new unusual gold deposits been found, prices after 1913
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might have gradually declined. The only important in-
flationary factor was the possibility of creating paper
credit by the then-new Federal Reserve system. Some
economists, especially abroad, shake their heads when they
consider the American method of allowing member banks
to rediscount when for any reason they have over-reached
thémselves. But even with all the possibilities of unwise
inflation in the Federal Reserve system, it is probable that
world prices would have fallen gradually after 1913, had
a war not intervened. Nor would that result have been
in conflict with public welfare, provided the decline had
been uniformly slow, provided it had stimulated efficient
and economic production, and provided the buying power
of the wage-earner had been maintained or increased. Bel-
gium, Holland, France, and Switzerland have had a de-
clining price level since the early part of 1932 and they
have withstood it remarkably well, but the producers in
these countries have not been heavily indebted. If Amer-
ican producers, especially farmers, would not go farther
in debt, and if world prices were allowed to decline grad-
ually, we might have an era of great universal prosperity,
but a prerequisite of such prosperity would seem to be the
maintenance of wages, stabilized exchanges, and low
tariffs.

Some of the European economists, who have been im-
pressed with the needlessly-abrupt deflation during certain
periods since the World War, have insisted that the United
States alone might raise world prices. They contend that
the price of gold could be, or is, fixed by the internal price
level of the United States because it is either the principal
producer or chief consumer of most of the basic raw mate-
rials. The prices of such articles as cotton, copper, petro-
leum, the United States can determine because it has the
world’s largest output, and its demand for such commod-
ities as coffee, tin, and silk fixes the world price, even
though it does not produce them. The broad question
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of the extent of influence of the United States on world
prices is speculative and open to argument, but one thing
is certain—if the American price level does not rise more
than the dollar declines, world gold prices will not be im-
proved merely because of the increase in the paper price
level of the United States. It may be that the low point
of world prices was reached in the carly part of 1933, and
it is highly probable that the increased production of gold
and greater world confidence may soon have their effect
on world prices.



CHAPTER IX

NATIONAL COST LEVELS

HAvVING treated the problem of how national price levels
are affected by one another and by the banking and cur-
rency policies of the various central banks and govern-
ments, we must now consider another set of important
factors which, through their influences on costs, also affect
prices and price levels. It has already been suggested that
the increased production of world industry, particularly
during the post-war decade, has been one of the potent
forces making for lower world prices. The effect of in-
creased output on the price level, through the reduction of
indirect costs of individual business units, furnishes a more
illuminating explanation of the way in which production
affects prices than is usually given by the quantity theory.

Production in the United Kingdom and Germany ap-
pears to have been for a part of the post-war period lower
than before the World War, but world production, on the
whole, has been and will probably continue to go far
higher than it was in 1913. Carl Snyder’s production in-
dexes, going back to the Civil War, show that the trend of
production, which has been steadily upward for both the
United States and the world, was intcrrupted only for a
few years during and after the World War. Snyder’s
world index also indicates that production in 1928 and
1929 was not above the extrapolated pre-war trend, sug-
gesting that the so-called “overproduction” of 1928 and
1929 was much exaggerated. United States census data for
quantities of particular commodities produced in 1929 in-

185
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dicate the niggardly per capita production of many articles
of food and clothing and of other necessities.

Production indexes were not constructed until after the
World War, and none of them, with the exception of the
American index of the Standard Statistics Company, goes
back farther than 1924. Rough production indexes on a
pre-war base, calculated from output data for important
industries, indicate, as already suggested, that German and
British productions in 1932 and 1933 were below their
respective pre-war standards. It may be that the data
are not sufficiently weighted with the new types of things
which are being produced, but the low point to which the
indexes fell indicates the extent of the depression in 1932
and 1933. The production index of the United States
for many decades has moved steadily upward with a much
steeper slope than that for the world as a whole. Reces-
sions in the ’seventies, nineties, after the 1907 panic, and
just before the outbreak of the World War were more
extreme in the United States than in the world as a whole,
but they did not materially change the general trend. The
decline in production, caused by the World War and the
deflation after 1919, constituted the most serious break
that had ever been experienced. After 1922, production
came back so sharply that at its climax in 1928 and 1929
it was later considered to have been “overproduction.”
As already indicated for the world-production index, the
extrapolated trend for the Amecrican index from 1850
also shows what production in 1928 and 1929 was not
above what that trend would have indicated for those
years, but the curve was so abruptly brought up from the
1922 low to its extrapolated trend by 1929 that over-
optimistic ideas as to regular yearly increases became fixed
in the American mind. '

Perhaps the most important feature of the recovery
after 1921 was the lack of synchronization in the Amer-
ican and European revivals in production. Between 1921
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and 1923, before the European countries could get back
their stride, American production had rebounded in an
amazing manner. After the 1924 recession, European
production climbed steadily upward at as rapid a pace as
that of the United States, and during the late depression
European production, with the possible exception of that
of Germany, has not declined as much as has American
production. American exports to Europe rose after 1922
and reached a maximum in 1925, but between 1926 and
1929 they were stationary and after the crash in 1929 they
fell back to their pre-war proportions. It has been argued
that the temporary stimulus to American export trade af-
forded by Europe’s paralysis after the World War caused
the “overproduction,” which brought on the depression.
That theory must meet two objections: first, the most
important increases in American exports during the post-
war decade were in the trade with Canada, South America,
Asia, and Africa; second, although the export industries
suffered during the depression after 1929, they were not
more affected than the other industries which do not de-
pend directly on exports, such as the iron and steel indus-
try. But there is some truth in the contention that the
United States went on expanding and capturing export
markets as if Europe were never going to come back, and
that the economic policies of the United States indicated a
disregard, as well as a lack of understanding, of world
economics.

British production during all the post-war period has
been below its pre-war standard for reasons which have
been indicated in earlier chapters. A slight but very grad-
ual improvement in production was evident during the
period from 1923 to 1927, and the 1929 world boom car-
ried British industry up along with it, but to no heights.
Decline in production after 1929 was to some extent
counteracted by abandonment of the gold standard and
by arresting the deflation in internal prices, with the re-
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sult that 1933 production in the United Kingdom held
up better than in any of the four countries, except per-
haps France. French production was considerably below
its pre-war level at the beginning of the decade, but after
1923 the French production index rose rapidly until 1926.
During the period of stabilization between 1926 and 1927
French production declined, but from 1928 on, the French
index showed the largest percentage increase of any of the
indexes, and maintained its high level into 1930. Nor was
the decline after 1930 nearly so abrupt as in the United
States and Germany. The German production index
showed the most marked decline of any of the production
indexes after the World War. With the initial stimula-
tion of currency depreciation and with the later need of
producing and exporting to pay reparations, German pro-
duction increased rapidly up to 1927. For about three
years it was stabilized at the 1927 level, but the decline
after 1929 was aJmost as abrupt as the decline in American
production.

The effect of increased world production on prices after
1922 is far more difficult to analyze than at first appears.
According to the over-simplified quantity thcory of
money, larger production and trade should mean lower
prices, but, as a matter of fact, when business is good and
production is increasing, prices may be steady or even ris-
ing, and when depression comes and production is curtailed
prices always fall. Here the quantity theorist must intro-
duce the factor of the “velocity of money,” and thereby
beg the whole question. When for any rcason business im-
proves and demands for commodities increase, prices first
rise, production increases, and indirect costs are reduced,
because plants are used to capacity or enlarged. If com-
petition were keen, prices might soon be expected to fall,
but, as we shall later demonstrate, neither national nor in-
ternational competition has been allowed to function since
the World War. When prices and profits were maintained,
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many business units became wasteful and extravagant, and
this lack of economy tended to compensate in some meas-
ure for the reduction of indirect costs. The deflation of
1919 and 1920 undoubtedly disciplined American indus-
try and tended to reduce the extravagant war overheads.
As the phenomenal increase in output after 1924 progressed,
costs were reduced. As long as internal and forcign de-
mand continued, prices were relatively well maintained
and profits were accumulated, but eventually reduced
costs resulted in lower prices. When, after the stock-
market crash in 1929, confidence was shattered, commod-
ity prices were slashed, and the great deflation paralysed
industry. The deflation, however, itself encouraged econ-
omies, which will be translated into lower costs and may
yet result in even lower prices.

Revival of world production after 1923 affected the
four economies in varying degrees. Increased American
production in many industries decreased costs, both money
costs and real costs. As French and Belgian factories were
being rebuilt and as both countries had gained new re-
sources through the terms of the Treaty of Versailles, their
production indexes rose abruptly between 1925 and 1930
and their cost levels were to that extent lowered. German
industry relieved itself of its debts and expanded its pro-
ductive capacity during the inflation, but much of its
hurried expansion was uncconomic, and lack of capital
after stabilization meant higher interest rates. Since sta-
bilization in 1924, German costs have undoubtedly been
lowered by German ingenuity, and German export prices
were reduced by the necessity of dumping, but the resule-
ing high internal prices represented a distinct burden on
consumers and indirectly on industry. As production in
the United Kingdom was not increased as in other coun-
tries, even between 1924 and 1929, for the many reasons
given in the foregoing chapters, British costs were not re-
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duced as were American and French costs during the post-
war period of revival in production.

The chief items in cost of production, from the point
of view of producers, are raw materials, wages, interest,
depreciation, rent, and taxes. Even if we do not go so
far as the socialists in maintaining that all real costs are
merely labor costs, we must recognize that in all costs,
when analyzed back into their component parts, wages
represent the most important element. In both “raw ma-
terials” and “depreciation,” for example, the item of
wages occurs again because it is included in the prices paid
to the producers of the raw materials used and to the
builders of the buildings and machines, subject to depre-
ciation. A comparison of wage costs in the four econ-
omies becomes, therefore, a matter of prime importance.
The piece-rate wage would be far more significant for our
comparisons than hourly or weekly wage rates, if we could
be sure that the quahty of the commodities produced in
the four economies were identical, but as few such piece-
rate wages are available, we must be content to base our
conclusions largely on hourly or weekly money wages.
However, it should always be borne in mind that this com-
parison of wages gives only a partial understanding of the
differences in labor costs per unit for any product in the
different economies, as the American worker may get
twice as much per hour or per week as the foreign worker,
but he may work twice as fast or, with a better machine,
produce twice as much in the same time. From the work-
er’s point of view, the money wage is not so significant as
the real wage—the money wage divided by the index of
the cost of living—but comparison of real wages, im-
portant as it is, has a less direct bearing on the ability of
producers to compete in international markets.

Some of the National Industrial Conference Board’s
compilations of European wages for 1914 and for the
period at the end of 1921 and beginning of 1922 are given
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in Appendix XIIL.' In order to obtain an estimate of the
difference between the pre-war wage levels in the four
countries, the French wage for each occupation can be
used as a base, because French wages appear to have been
the lowest in 1914. British wages were on the average over
10 per cent higher, and American wages over 100 per cent
higher, than continental wages in 1914. In the iron and
steel industry, British wages in 1914 seem to have varied
but little from those of the Continent, and American
workers earned over twice as much as European workers.
In the boot and shoe industry, wages in the United States
were two and one-half times those in France and one and
one-half times those in England, even though the industry
in the United States exported great quantities of shoes in
competition with the European shoe industries before the
World War. There was a smaller difference between wages
paid American cabinet-makers, on one side, and French
and British cabinet-makers, on the other, but the Furo-
pean worker in this trade is undoubtedly more skilled.
During the World War and immediately thereafter,
as prices were very much higher, wages had to be advanced.
The National Industrial Conference Board’s compilations
indicate that during 1921, when prices were falling, wages
were reduced, but that wages even in 1922 remained much
higher than they had been in 1914. American wages were
100 per cent higher in late 1921 and early 1922 than they
had been in 1914, whereas wholesale prices in the United
States had by that time fallen to about 40 per cent above
the pre-war level. English wages showed an even much
greater increase and were, when measured in gold, on the
average 150 per cent above their pre-war level. British
workmen, used to war wages paid in depreciated pounds,
shillings, and pence, insisted upon those same sterling
wages, although in 1922 the pound had risen in value and
was selling at only a 10 per cent discount in terms of the
1 Research Report No. 52, July, 1922.
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dollar. British trade unions could show that British whole-
sale and retail price indexes were ten and thirty-five points
higher, respectively, than the American indexes. But
those British workers who in 1921 were employed found
their money wages and their standards of living relatively
more improved than American workers, who nevertheless
still received higher gold wages. B
French gold wages in early 1922 were only about fifty
per cent above those of 1914, because during the World
War French franc wages had risen with the great increases
in prices, but by 1922 the franc was only worth about
cight cents, less than one-half of its pre-war parity. Dur-
ing a great currency depreciation wages, paid in the depre-
ciated currency, increase, but gold wages, which deter-
mine costs of production for international competition,
and real wages, which determine standards of living, usu-
ally fall. The most spectacular evigence on the lowering
of gold-wage gosts by currency depreciation is furnished
by the 1922 data for Germany. Whereas German wecekly
wages had in 1914 been the equivalent of from $5 to $10
in gold, in 1922 they amounted to only from about $1.50
to $3.50. On the average, German wages in 1922 were
about one-fourth of French wages. English wages were
perhaps 80 per cent above, and American wages about 185
per'cent above, French wages. Between 1914 and 1922
the spread between labor costs in the United States and
England as compared with France was much increased,
and German wages were reduced in an atrocious manner.
After stabilization in 1924 of the German mark at the
pre-war parity and devaluation in 1928 of the French
franc, German wages were much higher than French and
almost as high as British wages. In the Social Science Re-
search Council’s study, the following weekly wage data
for workers in the three European capitals are given:
London Berhin Panis

Average weekly wage (July, 1928) $18 $14 $9
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The figure of $46 for an average worker in Philadelphia
scems far too high to be representative of American wages,
but between $30 and $35 per week for the United States
seems more reasonable.

Between 1928 and 1933 the great depression seriously cut
wages in all the four countries, except perhaps in France.
The decline in hourly rates, however, was not so serious as
the decline in weekly earnings, which were reduced by
part-time employment. According to data of the Bureau
of Labor Statistics, hourly wages in the United States in
1932 were about 20 per cent below what they had been in
1928, and weekly wages were perhaps 40 per cent lower.
In Germany hourly wages were 11 per cent lower in 1932,
and about 15 per cent lower in early 1933. In the United
Kingdom weekly rates in pounds declined during the same
period by only about 3 per cent, but in terms of gold they
were 30 per cent lower. French wages were actually
higher in 1932 than they had been in 1928, but they were
undoubtedly reduced in 1933 and 1934. The United States
Department of Labor in the Monthly Labor Review gives
data on French wages for September, 1932, which can be
compared roughly with American data for the year 1932,
The average French wage for September, 1932, as shown
by the General Statistical Bureau of France, was sixteen
cents per hour for cities outside of Paris and twenty-five
cents for Paris, whereas the average hourly wage in the
United States in 1932 was certainly in excess of forty cents.

So much data on the relative effectiveness of the Amer-
ican laborer’s production have been given in the earlier
chapters that the matter need not be discussed again at
length. But it should be recalled here that 10 million
American farmers feed 120 million American citizens and
have a surplus for export, whereas 8 million French farm-
ers feed only 40 million Frenchmen and have no larger ex-
port surplus. Although the numbers of miners employed
in the United States, England, and Germany do not vary
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materially, American mineral production is vastly greater
than that of either of the other two countries. Compari-
sons of American and European labor effectiveness in in-
dustry and trade furnish the same conclusions. The greater
productivity of American labor is not entirely the result
of the American worker’s personal efficiency, and can be
ascribed in no small part to greater use of elcctricity and
machinery, made possible by the contribution of the capi-
talist. It may be urged that the greater the capital, the
larger the interest charges, and the more capital goods em-
ployed, the larger the depreciation charges, but it is just
these charges that mass production reduces most in unit
costs.

Advantages of mass production in reducing costs are
dependent upon the extent of the market. The British, it
has been shown, have always cultivated and are continuing
to cultivate the large market afforded by the Empire. The
Germans with’their customary aggressiveness explored the
far corners of the earth in their desire to extend their ex-
ports. The French were the least ambitious in this quest,
at least before the World War, but their treaty-acquired
industrial resources have induced them to look for mar-
kets in their colonies and elsewhere. American industry
could afford to pay high wages without unduly increasing
costs, because large production for an assured home mar-
ket and an important export trade represented the com-
pensating factor.

High wages were converted into low labor costs per unit
of product through large output, but large output was de-
pendent during the past decade upon large domestic, and
some foreign, demand. Large domestic demand arose from
high wages, or increased ability to consume, but domestic
demand has been supplemented, especially since the World
War, by a considerable foreign demand, which was de-
pendent upon the ability of domestic producers to keep do-
mestic prices from rising above world prices. American
mass production reduced costs in so many industries that
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the American price level could be in adjustment with price
levels of other countries, even though high wages were
paid. If domestic purchasing power is reduced and export
markets needlessly thrown away, American production
must dwindle, American costs must increase through
larger unit overhcads, and American profits will be nar-
rowed.

If the United States expects to go on increasing produc-
tion, it may be asked whether England, Germany, and
France can hope to increase production in the same man-
ner. It can be answered that there are still large markets in
the raw-material producing regions in Africa, Asia, and
South America, which these industrialized countries have
not begun to exploit. Only when all the peoples of the
world have as much as they are willing to work for should
our capitalistic economies be reorganized so as to restrict
production.

Another element in cost, which affects the ability of the
producers in the different countries to compete, is the cost
of capital or interest. Various short-time rates of interest
in the four countries are shown in Appendix XIV, but
market rates for acceptances and even for commercial
paper do not furnish entirely satisfactory evidence on the
interest rates which industry customarily pays. As these
short-time money rates are affected by discount policies of
central banks, by confidence of capitalists in a particular
currency, and by other factors, bond yields furnish better
evidence of the relative costs of industrial capital in the
various economies. 'The average yields on certain types of
bonds in 1931 for the four countries were as follows:’

United United

States Kingdom Germany France
Government bonds 3.46 4.39
Industrial bonds ... .. 5.51 . . ...
Miscellaneous .... .. 4.69 .. 8.022 3.70

1 Standard Statistics Company’s Base Book and Statistical Yearbook of the League
of Nations.
31930,
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Interest rates in France and the United States seem to have
been the lowest. The high German rate is significant and
indicates the handicap suffered by German producers in
their capital charges.

An important cost advantage possessed by American in-
dustry, when compared with European industry—especi-
ally British industry—was the lower relative cost of na-
tional government. In Appendix XV the total and per
capita costs of the four governments, surveyed here, indi-
cate that the United States Government regularly spent
relatively the lcast, and that the per capita tax paid was
larger in the United Kingdom, than in Germany, France,
or the United States, which followed for the purpose of
the comparison in that order. When the very much greater
product of the United States is considered, the relatively
small tax per unit of product becomes evident. British
taxes, increased by the dole, have represented an especially
heavy cost burden during the post-war decade, largely be-
cause shrinkage of export markets has reduced the output
of British factories. Comparisons of total taxes, including
local taxes, are not available, but even when the consider-
able State and local taxes of the United States are included,
the same general relations would probably hold. The
American tax burden, necessitated by public spending in
1933 and 1934, cannot be estimated at this time.

In the chapter on “National Price Levels” the relatively
low prices of raw materials in the United States were
shown. It was explained that the United States is the lar-
gest producer of most of the raw materials used in in-
dustry. The post-war American cconomy has been less
tax-burdened than any of the four economies. With re-
spect to almost every item of cost, the United States has a
comparative advantage except in wages. Large oufput,
resulting in reduced overbeads, large capital funds, insur-
ing low rates of interest, proximity to most raw materials
—reducing incoming freight charges—and relatively mod-
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erate taxes insure low unit costs of production. If the
equilibrium of world prices be assumed, the enumerated
structural and technical factors which reduce costs must
be compensated for by factors which would bring Amer-
ican prices up to the world level, and these factors are
profits and wages. The bargaining power of American
trade- unions has enabled wage-earners to obtain during
normal periods an increasingly large share of the total
product. When business was good and when most pro-
ducers could easily regain their costs, they were willing to
surrender Labor a relatively larger share. Indeed, some few
cnlightened employers were cven able to see that if every-
body paid high wages, larger buying power would reduce
costs. The strength of the British trade unions has helped
to give the English worker the highest European wages, but
the loss of British markets and the consequent reduction in
output has made it difficult for British employers to main-
tain wage rates.

In the foregoing analysis, it has been more or less as-
sumed that each country has a cost level in the same sense
that it is assumed that cach country has a price level.
When Cassel maintains with much reason that no one
country can have a cost advantage or disadvantage as com-
pared with other countries, he means that cost levels, like
price levels, tend to be brought into adjustment. Al-
though we can speak of cost levels just as we speak of price
levels, the variations in the component parts of the cost
level are relatively greater. Many economists, who note
that there are often uniform prices for a standardized
product, fail to consider sufficiently the important fact
that costs of various producers of identical products may
be far from uniform. Variations in costs of different pro-
ducers in an industry represent one of the most difficult
complications in the doctrine of comparative costs. Money
costs of production per unit vary widely within almost
every industry. The United States Tariff Commission has
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lately (1933) published a2 most important document on
the “Range and Variety of Costs” in answer to Senate Res-
olution 325, which shows the range of costs of producing a
considerable number of important products in the United
States and in the chief-competing countries. Its main
conclusions will be summarized here, but referred to again
in the chapter on tariffs. :

Agricultural costs and mining costs in the United States
tend to vary widely. Milk costs in 1925-26 ranged from
10 to 50 cents per gallon; wheat costs in 1921-23 from 50
cents to $2.50 per bushel; corn costs in 1926 from 40 cents
to $3 per bushel. Copper costs in 1928 ranged from 10
to 20 cents per pound; crude petroleum costs, when shown
in three-year averages (1927-28-29), ranged from 40
cents to $3.20 per barrel.

Variations in the American costs of such manufactured
products as pig-iron, window glass, and lumber were also
large, but they were not so great as those for farm and mine
products. Cost variations for the manufactured products
enumerated showed a certain regularity: the highest costs
were from one and one-third to one and one-half times as
great as the lowest costs.

The Commission’s report, referred to, gives cost series for
both the United States and the chief-competing country.
Unfortunately, these data afford no basis for a thorough
comparison of unit costs in the United States, the United
Kingdom, Germany, and France, as the three European
countries were seldom the chief-competing countries, as
specified in tariff acts since 1922. The cost series avail-
able, however, do illustrate the ability of considerable per-
centages of American producers even in the weaker, tariff-
subsidized industries to compete with foreign producers all
over the world. The chief-competing country in the pig-
iron inquiry, conducted during 1929-30, was British India,
whose producers showed an average delivered cost of
$19.07 per ton. The average-cost producer in the Ala-
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bama district and the low-cost producers in the midwest-
ern district had costs during that period as low as this
average foreign cost. The chief competing country for cre-
osote oil during the three-year period, 1928-30, was Great
Britain, where the bulk of the output was produced with
a delivered cost of about 13.38 cents per gallon, but where
a'considerable percentage showed costs of about 15.50 cents
per gallon. Perhaps one-half of the United States produc-
tion had a delivered cost of less than 13.38 cents and about
80 per cent of the total American output was produced for
less than 15.50 cents per gallon. The Commission gives the
costs of refined copper, made from domestic and Chilean
ores, for 1928. For production where domestic ores were
used, the bulk of the output showed an average cost of
14.17 cents per pound. For production where foreign
ores were used, 11 per cent of the output showed an av-
erage cost of 14.19 cents and 8 per cent showed an average
cost of 17.15 cents.

The foreign costs used by the Commission for its gaso-
line inquiry were from twelve refineries in the Netherlands,
West Indies, Venezuela, Mexico, Trinidad, Colombia, and
Peru, and from four domestic refineries, more than 70 per
cent of whose consumption was foreign oil. The period
used was 1930. About 43 per cent of the foreign product
showed an average cost of 7.13 cents, f.o.b. refinery.
About 20 per cent of the domestic product showed an av-
erage cost of about 4.4 cents, f.o.b. refinery, and perhaps
60 per cent of the total was produced at costs lower than
7.13 cents, f.o.b. refinery. Nearly 54 per cent of the for-
eign kerosene covered was in the group with an average
cost of §.72 cents, f.o.b. refinery. Perhaps 90 per cent of
the domestic kerosene was produced at costs below §.72
cents.

More than one-half the costs of domestic Douglas fir,
whether delivered at New York or Chicago, were below
the average Canadian cost delivered at the same point, in
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1929. Nearly one-half the domestic producers of red
cedar shingles (Perfections No. 1, 18-inch, §/2%;) showed
costs so low that practically none of the British Columbia
producers could have competed with them in 1925.

The same general conclusions can be derived from a
comparison of the domestic and Canadian costs of wheat
and cream, or the domestic and Mexican and Cuban.costs
of fresh Southern vegetables.

It should be noted that all the domestic industries, re-
ferred to, complained of foreign competition at low costs,
and that in many of them formidable tariff duties have
stimulated higher-cost domestic production than would
otherwisc have been possible. The cost of this tariff-cn-
couraged domestic production tends to raise the level of
domestic costs, but the low costs of the efficient producers
in the tariff-subsidized industries and the especially low
average costs of the efficient export industries tend to com-
pensate. »



CHAPTER X

THE TRADE BALANCE AND CAPITAL MOVEMENTS

WE HAVE assumed, thus far, that the only international
economic transactions are in goods or gold, nor was this an
entirely incomplete assumption because, with the possible
exception of labor, goods and gold are practically the only
things which in the final analysis are sent from one coun-
try to another. Cessions of land would be possible, but
they are seldom resorted to except in war settlements. Just
as a producer or a consumer may need a commodity for
immediate use, but may have to get it on credit, one coun-
try may need immediate imports which at the time it can
pay for neither with gold nor with an export surplus of
goods. An international credit, like any local credit, can
then be arranged for, but such a loan must eventually be
repaid, unless repudiated, in goods or gold, and ultimately,
of course, in goods. Before analyzing the complications of
capital movements and their effects on national price levels,
we must comment briefly on some of the items in inter-
national trade balances, other than merchandise and gold
imports and exports.

Although merchandise imports and exports represent al-
ways the single most important items in any yearly inter-
national trade balance, the other so-called invisible items
are of considerable importance, especially for such coun-
tries as the United States and the United Kingdom. The
British invisible credits, for example, more than compen-
sated for the adverse merchandise balance in every post-
war year up until 1931 and 1932. British shipping income,

interest on the large foreign investments owned by British
201
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subjects, and other credits were in total more than enough
to cover the adverse trade balance in merchandise—i.e., the
excess of merchandise imports over merchandise exports.
The most complete data on the international trade balance
for any country are those published by the United States
Department of Commerce. A good description in the De-
partment’s publication of some of the most important in-
visibles in the trade balance is given in the following para-
graphs:

“The items of the general group of international transactions
on current account other than commodity transactions are
known as invisibles. They represent in large part the export
and import of services. American residents abroad who have
their sources of income in the United States constantly purchase
foreign goods which they consume abroad. These goods never
enter our import statistics, but their purchase affects the balance
of payments in exactly the same way as the consumption of
goods in the Unifed States. All tourists are temporary ‘residents’
in the countries which they visit, and their expenditures on
foreign soil or on foreign-owned vessels are, therefore, invisible
imports. Similarly, remittances made by immigrants in this
country to their families at home are invisible imports; they dif-
fer from tourist expenditures only in the sense that the immi-
grant here pays for goods and services abroad and passes their
enjoyment on to his relatives or friends.

“Freight payments to foreign railroads and steamship lines for
the carriage of American imports are invisible imports, while
similar payments by foreigners to American ocean and rail car-
riers are invisible exports. Another important current invisible
is the remittance of interest and dividend payments to American
holders of foreign securities, an invisible export, and to foreign
holders of American stocks and bonds, an invisible import.
Finally, account must be taken of banker’s commissions, motion-
picture royalties, insurance transactions, payments accruing to
the holders of patents and copyrights, contributions to foreigners
by American educational, charitable, and missionary societies,
and minor items. Payments by foreign governments on war-
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debt account as well as miscellaneous governmental transactions
are included in this same group, although, as already indicated,
some of these payments are in reality capital transactions.” !

As Germany’s post-war export surpluses of merchandise
were not sufficiently large, as she had lost much of her gold,
and as she was left with practically no invisible credits be-
cause'she had been forced to cede her foreign investments,
the adverse balance had to be made up by large loans from
the United States and other countries. When these were
discontinued after 1930, the German economy was so
strained that repudiation not only of reparation payments,
but of all debts—or at least postponement of debt services
—became necessary. For a considerable part of the last
decade the French have had an unfavorable merchandise
balance, but invisible credits, for which there are no de-
tailed statistics, have compensated. Undoubtedly the most
complicating factor in international trade balances are
those arising from capital movements. We must, there-
fore, first examine some of the reasons for the export and
import of capital and the ways in which it is effected.

The thrifty New Englander who had amassed capital in
manufacturing was at first loath to lend it in any distant
locality even in his own country, but as the industries of
New England became fully developed, as margins of profit
therein were narrowed, and as interest rates which entre-
preneurs would allow capitalists were gradually reduced,
new and expanding industries in the Middle West became
more attractive, because they could offer larger returns on
the capital invested. The New Englander’s investment
gave the Middle Westerner an opportunity to buy machin-
ery and other products of the older eastern industries and
to obtain the credit needed to finance payrolls and inven-
tories. In a sense, the capitalists of New England were
helping to build industries which might compete with, and

1 “The Balance of International Payments of the United States in 1932,” Trade
Information Bulletin No. 814.
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which might even destroy, some of the industries on which
their fortunes were built. But had they refused to help the
presumably lower-cost, more efficient producers in the
newer sections, eventually the needed capital would have
been obtained elsewhere or in some other way, and New
England capital would have lost the returns, some of which
it still continues to enjoy. .

The British capitalist before the World War found th
returns in the colonies and in the newer countries highly
attractive. One colony had tin; another had rubber; an-
other had wool. British loans enabled colonial producers
to import British machinery, British textiles, and food, per-
haps from other British colonies. As the colonial prod-
ucts were sold, British capital received its return in interest
payments and amortizations. These returns in part were
used to pay for increased imports, which allowed the Brit-
ish thereafter a higher standard of living, and in part were
reinvested in that, or some other, colony. In the earlier
years of the British industrial conquest British bottoms
were prescribed for British foreign trade, and export of
British machinery was limited in order to restrict indus-
trialization in other countries, but these short-sighted eco-
nomic policies were not long allowed to interfere with
world progress.

Itis obvious that when a country imports capital, it usu-
ally does so in order to be able to import goods or gold and
that when a country exports capital, the credits it extends
are followed directly or indirectly by an export of goods
or gold. It may at first appear that when a capital-ex-
porting nation—England, for example—grants short-time
credits or permanent loans to producers in another coun-
try, those producers may use the credits granted to obtain
goods elsewhere—in the United States, for example. But
when the borrowers convert pounds into dollars, British
gold prices tend to fall and American gold prices tend to
rise, so that the American export of goods to the capital-
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importing country is soon followed by an export of other
goods from the United Kingdom to some other country,
perhaps to the United States. It is unnecessary for the
capital-exporting country to stipulate for a definite export
of goods to accompany the extension of credits. When the
capital is exported, large economic forces bring about, di-
rectly or indirectly, an outward movement of goods.

American export of capital during and after the World
War came about in an unusual way. Between 1913 and
1920 the United States gained a favorable merchandise
balance of over 18 billions of dollars. These totals were
offset to a limited degree by invisibles, but the offsets were
not relatively significant, Naturally, credit had to be
granted to the belligerent, or later prostrate, countries to
which the United States was so eager to cxport. It should
be noted—and this is usually disregarded—that a large part
of these exports were eaten up or destroyed in war and
were not used in the same productive manner that British
pre-war exports, for example, had been used. British pre-
war credits were granted, and British pre-war exports
were sent, to new countries where capital could be ex-
pected to earn large returns. Even then some of it was
lost, as, for example, in some of the Southern States which
repudiated their debts. American capital between 1913
and 1917 was invested in war, not industry, and American
capital between 1917 and 1930 was invested at high rates in
some profitable industries, but also in some industries which
could ill afford to pay the rates needed to attract American
investors. This difference between American post-war and
British pre-war export of capital does not necessarily rep-
resent an argument for repudiation of the war debts, but it
does explain the greater difficulties which the debtors of
the United States must encounter in order to meet their
obligations.

The British after the World War attempted to relieve
unemployment through stimulation of the export indus-
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tries, and this stimulation was to be effected by foreign
lending. Some British economists, notably Mr. Keynes,
have been critical of this forcing of exports, and pointed
out the post-war value of British capital in the United
Kingdom, where industry needed to be reorganized in or-
der to compete with the rebuilt French, the “rationalized”
German, and the mass-production American industries.
The criticisms of the British nationalist school were well
taken to the extent that there was any forcing of foreign
lending, but it was pointed out by Professor Gregory that
of the total new capital issues, from 50 to 60 per cent were
(1925-27) for enterprises in the United Kingdom, about
25 per cent for those in British possessions, and from 15 to
25 per cent for foreign undertakings." Between 1928 and
1930, however, the proportion of foreign to domestic is-
sues rose in the United Kingdom, but merely because the
domestic issues declined sharply after 1930. The financial
difficulties of ;the Austrians and Germans, to whom the
British had advanced considerable short-term credits,
caused renewed criticism of foreign lending in 1931. Al-
though it is easy to understand the various English criti-
cisms of the post-war export of capital, the British
standard of living—superior to that of the Continent—has
resulted in no small part in the past from foreign lending
and may deteriorate if that lending ceases.

Pre-war France had made large long-term loans to Rus-
sia, but when these were wiped out, French capitalists be-
came skeptical of permanent foreign loans, with the result
that since the World War, especially since French stabili-
zation, short-term credits represented the chief type of
French foreign holdings. Abandonment of the gold stand-
ard by Britain in 1931 completed the Frenchman’s skep-
ticism as to loans beyond the frontier.”

1 Foreign Investments. Harris Foundation Lectures, University of Chicago Press,
1928.

2 French distrust of the Recovery experiments in the United States have further
contributed to French resistance againse capital export.
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Thus, the three chief post-war capital-exporting na-
tions, the United Kingdom, the United States, and France,
particularly the latter two, have become more and more
critical of foreign lending. All three of these countries
want to export goods; all three are becoming more or less
nationalistic and resist payment for exports in imports of
goods;_yet all three are loath to grant the credits needed to
give them payment for their exports.

One particular type of export of American capital has
been severely criticized of late by Americans in public life.
American export industries, because of foreign tariff walls
and import restrictions, or for other more fundamental
reasons, have been putting up branch factories abroad. The
Department of Commerce estimated in 1932 that about
1%, billions of American capital, employing 330,000 for-
eign laborers, was so invested in foreign branch factories.
This figure includes neither investments of less than $50,-
000 nor enterprises like paper-mills in Canada or packing-
plants in Latin America, which were not branches of
American industries. A publication entitled American In-
dustry in Europe enumerates the various fields in which
American industries have penetrated Europe: electricity,
oil, automobiles, food products, household equipment, of-
fice equipment, and many other lines.

It was explained that, as each of the four countries in
turn deserted the gold standard, exports were stimulated
and exporters left their balances abroad. This was an ex-
port of capital which all the nationalistic planning could
not arrest, but this was not necessarily a permanent foreign
investment as after stabilization of the exchanges, such ex-
ported capital is usually repatriated. This type of capital
export is merely one of the many types of short-term capi-
tal movements which have been prevalent since the World
War.

1 Frank A. Southard. Houghton Mifflin Co. 1931.
l)
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A description of the pre-war movements of short-term
capital is found in the League’s book on the depression.’

Short-term capital movements were different in character.
There was no regular flow from Western Europe to the rest of
the world. On the contrary, these movements went backwards
and forwards as conditions changed; they acted as a kind of
“compensation balance” in international economic relations.
Short-term capital was also used to finance international trade
from London, the monetary center of the world. Although the
total capital employed in this way was considerable, it was small
compared with the amounts involved in the long-term move-
ments.

After the World War, financial and political instability
favored short-term, rather than long-term, credits. Many
countries, especially in Europe, which were in need of capi-
tal, had unstable governments and currencies and were
unable to borrow except at short-term. Some German in-
dustrial leadert before stabilization were unwilling to ac-
cept gold credits from abroad, because they doubted their
ability to repay.” “Up to and including 1924, the bulk of
new loans floated in the United States for European ac-
count was raised by capital-exporting countries which
were relending, chiefly on short term, to countries which
were unable to raise long-term loans.”

The gold-exchange standard, described in Chapter VII,
involved short-term foreign lending because central banks,
practicing this standard, kept short-term capital in gold-
standard centers. Moreover, other holders of “liquid”
balance transferred their funds from one market to an-
other, according to their fears and according to the rates of
interest allowed. Very high discount rates in Germany, al-
ready alluded to, were necessary in order that balances in

Y The Course and Phases of the World Economic Depression.

2 American Loans to Germany. Foreign Investments. Harris Foundation Lectures.
3 The Course and Phases of the World Ecomomic Depression.
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Germany could be maintained. The League’s book The
Course and Phases of the World Economic Depression lays
much stress on the disturbances caused by this sort of post-
war foreign lending, because danger at any point—or even
rumors of danger—and speculation could start capital
movements and upset one country after another. The
Austrian crisis first affected Germany and then England.
If capital is to be lent abroad, it must be exported confi-
dently as before the World War through issues of bonds
and stocks. Short-term capital should only move in order
to equalize interest rates or to affect gold movements, and
should serve to help world economic equilibrium, not to
destroy it.

German short-term borrowing during the last decade
has been of an especially interesting type. During the in-
flation German liquid capital was practically wiped out.!
After 1924 the factories were there and the working popu-
lation was available, but imported raw materials and liquid
capital for financing inventories and payrolls were harder
to obtain. Necessity of paying for imports and repara-
tions by an export of goods was obvious. Employment of
foreign credits to finance the nceded imports represented
the customary use of foreign loans, but the conversion of
short-term dollar or sterling credits into marks at the
Reichsbank prescnted a special problem. This use of for-
eign loans arose from the deficiency of working capital,
but it reduced money rates and made the Reichsbank’s rate
of rediscount almost incffective. Cassel’s fine-spun eco-
nomic theory notwithstanding, these foreign loans gave
false stability to the exchanges, false stimulation to the ex-
port industries, and tended to raise German wages without
sufficiently increasing export prices.

It has been estimated that the United Kingdom had for-
eign investments of 18 billion dollars in 1914; France had

1See K. 1. Wicgs, Unemployment in Germany Since the War, Chapter II.
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net assets abroad of about 8.7 billion dollars at that time;
Germany had about 5.6 billion dollars *; the United States,
the only international debtor of the four, still owed about
3 billion dollars. During the World War and immediately
thereafter Europe sold most of its American securities back
to the United States. Russian bonds had become value-
less. By 1920 the United States had acquired 6 billion dol-
lars of foreign investments, excluding the inter-allied
debts: France had lost one-half of her foreign holdings,
mostly in Russia; and Germany had lost practically every-
thing she had owned abroad. Thereafter, the British con-
tinued to export capital and the Americans also loaned
large sums abroad in Latin America as well as in Europe.

After 1924 German loans of about 1 billion dollars were
sold in the United States. It is estimated that in 1928 the
United States owned from 14 billion to 15 billion dollars’
worth of foreign capital and owed other countries about 4
billions in lon¥-term, and 3 billions in short-term, loans.
The British in that year had increased their foreign assets
to about 20 billion dollars. The French foreign holdings
were estimated at 5.2 billions on long-term loans and from
1.5 billions to 2 billions on short-term loans.

After 1929 both the United States and the United King-
dom reduced their foreign lending and the United States
actually became in 1931-32 an importer of capital, because
foreign issues in New York declined to negligible figures,
and because foreigners bought back at bargain prices many
of their foreign securities which during the boom years
had been floated in New York. France drew on her large
short-term balances and became actually an importer of
capital. With the confidence of capitalists everywhere
shaken, the Germans were unable to obtain any more funds
abroad. Of late, foreign lending has practically ceased.

The two chief economic problems connected with inter-

1 Kuczynsks states that the German foreign loans in 1915 were only 4 billion
dollars.
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national capital movements have to do with their desir-
ability and their effect. It has been shown in Chapter V
that all of the four industrial economies have developed
certain great industries which depend more or less upon
export markets and that the United States also wants to
export many raw materials. These four countries cannot
expect to find markets for manufactured goods except in
the less developed raw-material-producing regions, which
must be granted credits if they are to be developed. The
United States may look to the countries to the south, the
United Kingdom and France to their colonies; and Ger-
many must take what is left. Henry Kitredge Norton in
his lecture in the Harris Foundation series on Foreign In-
vestments makes a good case for the responsibility of the
richer industrial nations to the less-developed regions in
South America, Africa, and Asia. Export of capital might
be supervised, and export industries should perhaps not be
so over-stimulated that a nation should become too depend-
ent upon export markets, which may not continue to be
available, but the export of capital serves a useful purpose
in developing the newer regions and gives the older coun-
tries later a share of the wealth they helped to create. De-
velopment of the United States in the earlier stages was
aided by European capital. The relatively high British
standard of living, as has been indicated, has been main-
tained for many years in part by British capital exports.
Much exported capital has been lost, but so has much of
that invested internally.

The question is often asked as to whether export of capi-
tal and struggle for export markets do not furnish the in-
centive for wars. England and Germany before 1913 had
been the chief European rivals in international commerce,
but the World War cannot be said to have started as a war
between Germany and England. Nor were pre-war
France and Russia especially interested in export trade. If
capital could not be exported and had to be invested at
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home—even if there were but relatively little demand for
it—the more aggressive, cfficient export industries would
languish, competition in other industries would become
keener, and the standard of living at home would be re-
duced. Higher protective duties would become necessary
becausc of the extension of marginal production. Whether
the unrest resulting from this kind of economic pressure
is not as potent a factor in inciting men to foreign con-
quest is a debatable question, and tariffs themselves are
certainly as irritating as the struggle for foreign mar-
kets.

For the student of international cconomics, the effects of
capital movements and of capital payments on the ex-
changes and price levels represent a most fundamental
question. Cassel has developed the thesis that capital
movements have no direct and immediate cffects on the
exchanges. When certain large producers in a country
like post-war Germany, for example, needed an import of
raw materials, foreign loans relieved, or obviated what
might have been a serious, pressure on the mark exchange.
Indeed, onc of the chicef reasons for a foreign loan to a
country, like post-war Germany, was the necessity of re-
lieving pressure on the mark and of protecting her meager
gold reserves. If Germany obtained a dollar loan the pro-
ceeds from which were used to buy American raw ma-
terials, needed for products to be exported, the mark, it is
true, remained undisturbed, but that is very different from
saying that the loan had no cffect on the exchanges. With-
out the loan the mark would have been depressed until
somewhat later when the exported goods created abroad
the need for mark credits. If a large part of the loans were
made to effectuate imports, which did not result in exports,
the loan would be holding up the mark at a fictitious value
which would give way if later the attempt were made to
repay the loan. Capital-exporting countries might very
well criticize the use to which their loans are to be put, just
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as any informed capitalist carefully considers the use to be
made of his investment.

The most important and complicated question raised by
foreign loans is their relation to the various national price
levels. During the last half of the post-war decade, pre-
ceding the crash, the American price level did not decline
so rapidly as most of the other national price levels.
Whether this resulted from excessive gold stocks, a too-
liberal Federal Reserve policy, the tariff, or other reasons
need not be considered here. "While the United States had
what might be called a negative commodity-price inflation,
the credit made possible by the gold imports and the easy-
money policy increased capital values positively. Euro-
peans invested in the stock market, in the call-money mar-
ket, and wherever the overnight profits could be made.
Thus, the negative inflation in commodity prices and posi-
tive inflation in security prices attracted, and was accentu-
ated by, foreign capital. As over-valuation of American
securities and disparity in the American and European se-
curity-price levels began to be recognized—perhaps first
by the Europeans—capital was withdrawn and the decline
in security values was accentuated. Later this break in
stock values had its usual effect on the decline in the Amer-
ican commodity-price level.

Let us assume that one nation’s gold price level can be
artificially lifted while other national price levels remain
stationary or fall. Let us assume that an embargo on all
commoditics is invoked so that the corrective of imports
does not interfere with the rise in commodity prices. But
rising gold prices make for profits and rising capital values.
Foreign capitalists and speculators would rush to buy the
equities of a country with such apparent prosperity. Nor
would the government of the inflationist country stop this
influx of capital, if it could, because when inflationists are
at the helm they could not be expected to repel any help
which would accelerate the movement they want ad-
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vanced. Security values inevitably reflect, in augmented
degree, inflation in commodity values, and the foreign
capitalist, with a better perspective or with sufficient spec-
ulative profit, would sooner or later withdraw his capital.
Even if the domestic capitalist were the first to sell when
he saw too low a yield on speculative investments, the re-
sult would be the same—a fall in security prices and the
later inevitable fall in commodity prices. And the crash
might be all the worse, if the corrective of commodity im-
ports had been completely removed. Declines in com-
modity prices may not result primarily from capital influx
and efflux, but capital movements are influenced by, and
can have an important influence on, the price level.

Other less important of the invisibles may be influenced
by disequilibrium in national price levels. If American
prices and living costs were increased above world prices,
American tourists would stream out of the country for
their vacations. Tourist expenditures even in 1932 were
larger than the favorable merchandise balance, as many
persons spend a considerable part of their incomes during
the summer vacation. Foreign born with larger wages
would be able to make larger remittances, and other un-
predictables in the balance of payments would have their
effect.



CHAPTER XI

THE NATIONAL AND INTERNATIONAL CONTROL
OF INDUSTRY

I'T 1s sometimes supposed that different countries have per-
manently different cost levels, but that for any industry in
any one country costs of different producers are generally
uniform. We have already indicated our acceptance of
Cassel’s theory that no one country can have for com-
modities generally a permanent cost advantage or disad-
vantage as compared with other countries and we have
introduced some evidence to prove variations in costs of
different producers in a national industry. Inductive
studies of cost variations in American industries fur-
nished the writer with the following conclusions, further
elaborated in a series of articles in the Quarterly Journal
of Economics and the Journal of Political Economy: (1)
Costs vary widely for industrial products, but usually not
so widely as for agricultural and mining products; (2) In
a normal year, when the average return (interest and
profit) on total invested capital in any industry is about
10 per cent, the average price received covers unit costs of
about 85 per cent of total production; (3) If the average
price is higher than is necessary to cover the unit costs of
this percentage of total production, the invested capital
earns a larger return, new capital is attracted, and produc-
tion is expanded until the price falls; (4) This year’s high-
cost producer—above the 85-per-cent point—may be a
low-cost or average-cost producer next year. Otherwise
he is driven out of business.

Price is a delicate mechanism which adjusts the quanti-
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ties supplied to the quantities demanded, and any associa-
tional, cartel, or government price-fixing may artificially
and perhaps unwisely stimulate or depress production.
Under free international competition, too high a price in
one country, stimulating too much high-cost production
in that country, is soon corrected. An increasing world
demand for copper, for example, might open up higher-
cost mines, but free international competition will not
allow the poor reserves in any one country to be used be-
fore better reserves in another country are exhausted.

Rapid deflation in world prices may make many under-
takings unprofitable which under stable prices would sur-
vive. Those in control of a business unit, realizing that
their costs are not high as compared with others, may con-
tinue to produce in anticipation of an arresting of the de-
flation, but when prices continue to fall and producers
realize that sales would mean losscs, they resist and accumu-
late stocks. Hence, the theory has been evolved that over-
production has been the chief cause of depression. If the
burden of debt be not heavy and large fixed charges do not
have to be met, as in France, producers can close up their
factories and wait. If closing of factories were resorted to
on a large-scale, unemployment insurance would be needed
to tide over the laborers. For heavy borrowers, like the
Americans, a prolonged and precipitate deflation is para-
lyzing. This problem of surpluses during a great deflation
has been met in different countries by different makeshifts.
In the United States, trade-associational control, and in
Europe cartels and combinations, have been used to hold
up prices and to control production. Up until 1933 the
attempts made were obviously unsuccessful.

Although some authorities maintain that the importance
of cartels is passing and that a more complete concentra-
tion of control in industry has supplanted them, they have
had such a large effect on the movement for planned in-
dustry that some account of their rise and development is
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necessary. A cartel is an association of producers which
openly either fixes prices, allots production, or limits sell-
ing territories. Members of a cartel have complete inde-
pendence of action, beyond the specific limitations which
constitute the cartel’s purpose. The price-fixing function
usually appeals to producers as the first and most advan-
tageous method of industrial control. But the period of
post-war deflation has proved a poor one in which to at-
tempt pricc maintenance, which, when resorted to, has
usually served to bring about an accumulation of stocks.
The control of production has been effected through
reduced quotas, shortening of working-days, agreements
not to open new plants, and other restrictions. Perhaps
the most interesting type of agreement is that wherein the
stronger cartel members arrange to acquire less efficient
plants in order to closc them down. Producers, who are
asked to reduce their output, are often loath to agree un-
less they are assured of a certain price. Moreover, a funda-
mental difference of opinion as to method of control in
some industries would often exist as between large low-
cost producers and small high-cost producers. Small high-
cost producers naturally want a high price fixed and often
resist reduced quotas, while large low-cost producers are
usually more disposed to recognize the dangers of main-
taining too high a price together with a large output.
The original home of the cartel is Germany, where Tecu-
tonic love of organization and desire to control everything
have affected industry. Even before 1880 they had made
their appearance, and by 1904 cartels in the coal, iron and
steel, chemical, brick, and in other industries had become
an important factor in the German economy. Although
they were usually restricted to one industry, interrelations
between the coal and iron and the steel cartels were inevi-
table. The World War naturally had a stimulating effect
on the German cartel movement, because the ease with
which prices could be maintained during an inflation and
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the absence of any danger of stock accumulation made car-
tel activities tempting and profitable. Price-association
activity all over the world undcubtedly augmented war-
time inflation and cartels always had the excuse that they
were helping the government to get supplies. After the
World War there was a public reaction in Germany against
unrestricted cartel activity. In 1919 under the socialist
regime the cartels in coal, potash, and electrical equipments
were made compulsory presumably in order to facilitate
socialization of these industrics. Post-war difficulties of
the cartel are largely attributable to the deflation, during
which price maintenance became impossible and any es-
tablished level of production soon came to be considered an
“overproduction.” Dissatisfaction with cartel control of
prices and production has perhaps furthered the movement
toward more concentrated industrial ownership in com-
binations and mergers.

Perhaps the most significant development in cartel ac-
tivity in Germany has been connected with the attempt to
suppress high-cost production, but this was usually accom-
plished through combinations and mergers. According to
Louis Domeratzky of the United States Dcpartment of
Commerce:

The high degree of efficiency achieved by the German potash
industry through the shutting down of unprofitable mines is
largely the result of the concentration tendency of these combi-
nations, particularly the Wintershall. It is stated that of the 228
mines nominally constituting the membership of the Kali-Syndi-
kat, 120 have been shut down until 1953 and 45 are held in
reserve, so that with only 63 mines in full operation Germany
now produces about 40 per cent more potash than in 1913. It
is this success of concentration that is used as a basis for the
movement for complete amalgamation of the whole potash in-
dustry into a single combination, now advocated by the leaders
in the industry and resisted, to a gradually diminishing extent,
it is claimed, by the smaller members of the Kali-Syndikat and
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the labor unions. The possibility of further “rationalization”
through elimination of uneconomic mines, it is alleged, has been
exhausted and further progress in that direction would be pos-
sible only under a unified management and control for the whole
industry.

_ In other industries the success of cartelization and com-

bination has been more doubtful. The following para-
graphs are reprinted from a study of the National
Industrial Conference Board’s Rationalization in German
Industry. The report of a German commission on the iron
and steel industry, the objections to that report, and the
conclusions of the National Industrial Conference Board
are included:

In its report issued in December, 1930, the Iron and Steel
Commission, appointed by the German Government, character-
ized the iron and steel industry as too large, uneconomic from
the social point of view, and profitable only through its connec-
tions with the raw material and finishing industries and, above
all, through its monopolistic power of exploiting the domestic
market. The difficulties under which the majority of the iron
and steel producers are working at the present time, the Com-
mission feels, are due not to general business conditions, but to
the structural organization of the industry. Through the process
of concentration many enterprises that would have gone into
bankruptcy were bought out, and their works were partly or
completely closed down. The burden of these “dead works,”
the Commission points out, is partly carried by the finishing
industries through the payment of high prices for iron and steel
products. If this situation continues, it is the opinion of the
Commission that the finishing industries will lose their ability to
exist (Lebensfihigkeit) or else the entire national economy will
succumb under the pressure of international competition.

The report of the Commission has been sharply attacked by
the Association of Iron and Steel Producers. It points out that
from 1925 to 1929 freight rates increased 10 per cent; hourly
wages, 24 per cent; average earnings, 30 per cent; taxes, 57 per
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cent; and social charges, 91 per cent. During the same period
the price of bar iron (Sfabeisen) increased only 2 per cent. Two-
thirds of total costs are determined by politics. The Association
contends that no real reduction is possible until these politically-
determined costs are lowered. The difficulties which the iron and
steel industries of the United States and Great Britain are experi-
encing indicate, in the opinion of the Association, that the causes
are to be sought in general business conditions, and that the Ger-
man industry is not suffering because of its structural faults.
The Association feels that the principal need of the German iron
and steel industry is to be frecd from excessive burdens imposed
upon it by the state through taxation and social charges.

The unfavorable character of the Commission’s report did
not come as a surprise to well-informed persons in Germany.
The difficulties of the German iron and steel industry, however,
cannot be confined to domestic causes alone, but arc due to a
considerable extent to circumstances beyond Germany’s control.
Before the World War the supremacy of Germany in iron and
steel production was due to a great extent to the ideal com-
bination of the Ruhr coal and Lorraine iron ore. Under the
Treaty of Versailles, Germany lost about 75 per cent of its iron-
ore reserves and about 30 per cent of its steel works and rolling
mills through the loss of Lorraine, the separation of Luxembourg
from the German Customs Union, and the division of Upper
Silesia.

After the World War, while Germany was making deter-
mined efforts to increase its iron and steel production to the
pre-war level, the industries of Great Britain, France, Belgium,
Italy, and Luxembourg were also greatly expanded, with the
result that the capacity of production became far greater than
the requirements of the world markets. In 1927 the capacity of
German iron and steel plants was slightly lower than the 1913
output in the old area, although actual production was still
about 15 per cent below that of 1913. Since 1927 production
capacity was further increased, out of line with market needs.
In the meantime, French production of steel was more than
doubled; Belgian was increased by almost 100 per cent; Italian
was almost tripled.
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The cartel has not been developed in other European
countries to the same extent as in Germany. The French
cartels, or “comptoirs,” were usually central selling organi-
zations attempting to maintain prices, rather than to re-
strict output, but naturally quotas for each factory had
often to be determined. French cartels were more com-
mon in such mass-production industries as sugar and pe-
troleam refining, iron and steel, heavy chemicals, and plate
glass. As the principal objective of the French comptoirs
was price maintenance, they were not very successful dur-
ing the post-war deflation. Those in pig iron and plate
glass, for example, have remained important because of
their international relations with the German, Belgian, and
British cartels and associations.

As Domeratzky points out, British individualism has not
been conducive to the spread of cartels, although the post-
war deflation has encouraged many attempts to maintain
prices.

Many reasons are assigned for the reluctance of British in-
dustry, until recently, to organize along continental lines. The
chief among them are the individualistic attitude of the British,
the free-trade traditions, the abundance of capital and raw ma-
terial, which made it comparatively easy to start outside com-
petition against organizations in restraint of trade, and has served
to decentralize industry, the lack of legal protection for such
organizations, and a few others. Levy attaches most importance
to the comparative absence of monopoly in natural resources,
especially in minerals, which forms the basis of a number of the
outstanding cartels and combinations, like potash, borax, nitrates,
kaolin, petroleum, etc. Another point made by the same author
is that a considerable part of the British industrial output con-
sists of quality goods or products in which the reputation of the
producers is an important merchandising factor, which, of
course, would work against the formation of cartels with price-
fixing functions. We would also like to suggest that the pre-
dominating industrial position of the country, which had lasted
for so many years, had a good deal to do with developing the
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attitude of reliance on individual effort and regarding the
tendency toward combination of the part of the continental
industries as a confession of weakness.

During the past decade, however, attempts have been
made in England to maintain prices of some textiles, some
chemicals, some foodstuffs, rubber tires, matches, soap, and
salt. o

The artificiality of the many European national bound-
aries, from the point of view of economics, led to estab-
lishment of international cartels carly in the ’eighties or
even before. The great industrial nations made so many
of the same things that international cooperation seemed
necessary in order to maintain prices and markets and to
circumvent too keen international competition. The Ger-
mans were usually the originators of these international
schemes, one of the earliest of which was the International
Rail Cartel, which maintained prices and selling territo-
ries. A levy on éhch member was collected in order to com-
pensate “for losses resulting from sales below the fixed
minimum price.” A reorganization of this cartel in 1904
included the producers in Great Britain, Germany, Bel-
gium, and France, and American producers in 1905 made
an agreement whereby they were given free sway in Latin
America in return for non-interference in European mar-
kets. Perhaps the most significant feature of this cartel
was the division of the world markets, whereby each group
of producers was restricted to its domestic and colonial
markets and the Germans were compensated for their lack
of colonies by priority in the Scandinavian countries.

For a brief, comprehensive account of the post-war de-
velopment of international cartels, we again quote from
Domeratzky:

The foregoing statement, dcaling largely with developments
prior to the World War, while necessarily imcomplete, is suf-
ficient to indicate that the international cartel was a fully de-
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veloped institution before the war from a technical as well as
from an economic standpoint. The chief difference between the
pre-war and post-war cartel developments in the international
field is that while before the war it was essentially an economic
movement, resorted to primarily for the purpose of dealing with
the difficulties of a particular industry, in its post-war phase it is
looked upon by its chief exponents as a means for readjusting
the whole economic structure of Europe, if not of the whole
industrial world, and to put an end to the competitive era by
inaugurating a system of ““managed” production and distribu-
tion. Whether this view, entertained by some who even go to the
extent of forecasting a condition under which tariffs would be
replaced by cartel agreements as protectors of domestic markets,
is justified by the recent progress of the movement may be
doubted; it is undoubtedly true, however, that the post-war
international cartel movement is taken much more seriously and
has more political attributes than its predecessor before the war.

The International Potash Cartel represents one of the
most interesting of international cartels because it is prac-
tically controlled by Germany and France. The French
Government is the largest owner of the ceded deposits and
the German industry has become accustomed to govern-
ment interference and control. The absorption and re-
striction of the high-cost German production by the more
efficient units have already been commented on.

The organization of the International Steel Cartel since
the World War has presented a far more complex and dif-
ficult problem than that of the potash cartel. The World
War had tremendously expanded both European and
American production of steel, but after 1919 the deflation
contracted the industry in most countries except in Ger-
many, where currency depreciation and the desire to re-
place the lost Lorraine plants stimulated an expansion of
the industry. After stabilization of the mark, the depreci-
ation of the franc gave encouragement to France’s lately
acquired industry and the same was true of the Belgian in-

Q
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dustry. The post-war expansion of American exports was
another incentive to European cooperation, although the
American industry still exports but a small proportion of
its production. In 1925 it was Germany that started the
movement for this European cartel, which, as worked out,
provided quotas, penalties for exceeding such quotas, and
indemnities for underproduction, but it did not provide
directly for price-fixing. The German producers suffered
most and the French gained most from the penalties and
indemnities. In view of the looser organization of the
French than the German industry and the resulting greater
difficulty in restricting French production, the German
necessity of forcing exports probably explains the penalty
payments. Although the British had belonged to the In-
ternational Rail Cartel, they did not join the steel cartel,
and, as it turned out, they were fortunate. In 1929 there
was some renewed interest, but after the depression the in-
effectiveness of control became apparent.

Another important international cartel is found in the
rayon industry, where control of patents, need for large
capital, many high tariff duties, and other factors are sig-
nificant. Although the United States is the largest pro-
ducer and consumer of rayon, American production is
largely controlled by foreign interests, Courtaulds (Great
Britain) and Vereinigte Glanzstoff Bemberg (Germany),
the leading members of the international cartel. The basic
patents are-European, but the American tariff makes it
necessary to manufacture the product in the United States.
Even in this industry, where international control should
have been most successful, the deflation practically dis-
organized the international cartel. If deflation is arrested,
new agreements and further concentration of financial
control may strengthen international cooperation.

International cartels and concentration of control have
been developed or attempted in the aluminum, cement,
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coal, copper, nitrate, glass-bottle, and plate-glass indus-
tries. In accordance with agreements under the aluminum
cartel, Germany and Switzerland have raised their duties
in order to meet American competition through the
Canadian subsidics. American purchase of interests in
Rhodesian copper and other international developments
seem to indicate that concentration of control, rather than
an international cartel, will dominate world copper pro-
duction. In the plate-glass and window-glass industries,
American companies have bought Belgian plants and Bel-
gian companies have bought an American plant. In many
industries this internationalization of industry has been
the result of tariffs, capital exports, and other factors.

Although some American industries have connections
with various international cartels, and although export of
capital has taken the form of building or acquiring many
branches abroad, anti-trust laws made organization of
national associations for control of domestic markets
illegal. The limitation on combinations, mergers, and
trusts limited concentration of control. Trade associa-
tions, under the guise of performing other, more innocent
functions, have undoubtedly carried on some activities
much like those of the cartels. Cost-accounting discussion
could be used as a basis for price-fixing. Proration in the
oil industry was openly and frankly a limitation of output.

Economists have often pointed out some of the waste-
fulness of competition. If large low-cost producers had
been allowed to buy out small high-cost producers, pre-
sumably marginal costs and prices would have been re-
duced, but the public was never entirely convinced. Prices
could have been reduced, but would they have been?
That was a much-disputed question. The American peo-
ple have always feared monopolies even under government
control because they suspected that the government might
eventually be controlled by the monopolies.

The experiments in government control of industry
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during the last year represent the boldest and, in some
respects, the most extreme development in national plan-
ning. No one could dispute that increases in production
and profits up to 1929 had not been accompanied by satis-
factory increases in wages and consumer buying power, or
that perhaps too many of the boom profits had been re-
invested in plants. When the staggering unemployment
in the United States continued through the spring of 1933,
a bill was introduced in the Senate which would have made
the six-hour day compulsory, whereby work was to be
spread and production perhaps curtailed. From this un-
successful bill, from the need of increasing wages by gen-
eral agreements, and from certain widely-held theories as
to “over-competition” in some industries, the National
Industrial Recovery Act was born. The Act was made
attractive to producers with the bait of removal of certain
of the anti-trust law provisions, which had made joint
action impossiBle. Soon after the administration of the
Act was under way, the Government stressed the problems
of wages and hours. Minimum wages were incorporated
and hours were kept down as much as possible. But the
revival of industry, stimulated at first by the depreciation
of the dollar, kept most of the early code agreements from
inaugurating any very drastic cuts in hours. Moreover,
little provision was made for differentials above minimum
wages, perhaps because it was supposed that they would
have been taken care of by the much-encouraged and re-
vivified trade unions.

Although the theory of raising wages and of increasing
consuming power need not have presupposed increases in
costs and prices in all industries—because with plants
working nearer to capacity indirect costs would be reduced
—producers who signed the codes, or producers’ agree-
ments under the Act, made much of the increased cost
burdens they anticipated. In the more efficient, mass-
production industries, increased output might very well
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be expected to compensate for increased wages, but in the
less efficient industries—particularly in tariff-subsidized
industries where there is much high-cost production—in-
creased wages might increase marginal costs and thereby
prices. Section 3 E of the National Industrial Recovery
Act was written in to provide for tariffs, quotas, and em-
bargoes where imports might threaten to endanger the
codes.

If the effect of the National Industrial Recovery Act
were to raise gold prices in the United States above other
national price levels, so that tariffs, quotas, or embargoes
would become necessary, a serious disparity in national
price levels might ensue. The code agreements to raise
wages will not necessarily result in increased unit costs,
especially in mass-production industries, but if these codes
raise costs of marginal producers in less-efficient industries,
imports should be the corrective to wipe out high-cost
inefficient production. If, in addition, the delicate price
mechanism is to be interfered with and price-fixing is to
be resorted to along with tariffs, high-cost production will
be further stimulated and encouraged. The chief lesson
from the European experience with cartels is the value of
having low-cost efficient plants absorb, buy out and re-
organize, or close the less-efficient plants. If the anti-trust
laws are to be brushed aside, the consumer might feel that
he should at least be given the compensation which such a
lowering of marginal costs might afford. Forcing the mar-
ginal producer to pay the same fair wages paid by others
should tend to remove him, but price-fixing—presumably
high enough to suit everyone—and tariff-raising can be
expected to encourage the very weaknesses which sound
economics should try to eliminate.



CHAPTER XII
TARIFFS AND OTHER TRADE BARRIERS

HAvING vainly attempted to postpone discussion of per-
manent trade barriers and tariff subsidies until they could
be given the separate and complete treatment they deserve,
we can now boast of many resisted temptations to dwell
on tariff problems ecarlier. We can maintain with reason
that it would have been impossible to exclude all mention
of tariff obstacles, which so affect the interrelations of great
national economies. Even if early American protectionism
was not conceived in sin, it has been prostituted like so
many other ecohomic institutions, and many of its spoiled
progeny have grown fat and dependent, but with a finan-
cial power which enables them to retain clever advocates.
This in itself would not be so dangerous were not some
distinguished economists, aware and convinc:d of the
iniquities of the tariff system though they be, disposed
either to under-estimate its larger importance or to accept
it as a necessary consequence of inevitable nationalism.
Classical economics is so full of irrefutable arguments for
freedom of trade that some stimulating writers—who
bring in no new evidence—lightly discard old truths ap-
parently in order to be novel and startling. We may be
less audacious in refusing to disregard the best economic
thinking of the centuries, but with the courage of our
commonplaces we are bold enough to attack a selfish,
shortsighted economic philosophy even though it be gain-
ing influential adherents in the council-chambers of the
world powers.

Some able economists, believing the worst feature of the
228
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tariff subsidy is the “few cents it adds to the consumer’s
price,” fail to realize that it vitally affects and alters the
industrial organization of a nation and the world. Al-
though we do not wish to minimize the detriment to con-
sumers, those who pay the tariff tribute, we are as much
concerned with the degeneration it eventually effects on
those: who exact it. The so-called beneficiaries of tariff
favors, too often insecure users of capital and undepend-
able employers of labor, are like drug addicts who become
enslaved by an artificial stimulant. Finally, the tariff is
one of the chief obstacles to the easy and ready equilibra-
tion of world prices, the maladjustments in which are, we
believe, perhaps the chief cause of the world depression
since 1929.

Because of ceaseless propaganda of those less-efficient
producers, who have been in the habit of depending on
the tariff, and because of the great complexity of its in-
jurious effects, there are more fallacies current regard-
ing this than any other economic problem. It is often
assumed by tariff-seeking producers that the immediate
effect of a duty is an increased domestic price and that the
duty is thus passed on to the consumer, but this is by no
means always true. High-tariff advocates in public state-
ments may insist that expanded production eventually
reduces costs and prices, so that the consumer later bene-
fits, but that is practically never true. Tariff-elected
legislators have influenced Labor to accept one of the most
pernicious of tariff fallacies: that high wages are depend-
ent upon high duties. Many capitalists and entrepreneurs
have lived under the delusion that tariff subsidies insure
profits and large returns on invested capital. Finally,
stricken American agriculture has been misled by false
friends—especially its paid representatives in Washington
—to believe that it, like the early American infant indus-
tries, can be stimulated and given new life under tariff
shelter. 'We shall attempt to expose each of these fallacies
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in order to bring out the true nature of the so-called tariff
benefits, and we shall draw illustrations and statistical evi-
dence for our exposé from the long and varied American
experience because of the mass of pertinent data compiled
by the various government departments in Washington.

A duty is not always fully effective—that is, it does not
always increase to its full extent the domestic above the
world price, and is therefore not always paid by consumers.
The ineffective duties on many farm products neither aid
producers nor penalize consumers, but merely serve to
irritate foreign countries. Some duties are effective in
increasing domestic prices, but the consumer’s demand is
so affected that the commodity is not called for. Since the
high duty on imported cheese has reduced the demand for
the product and as the over-sheltered domestic industry
has never succeeded in improving its standards sufficiently,
American consumers limit their consumption of cheese
and thus refuse o absorb very much of the duty.

The apparently most profound economic defense of the
tariff is a corollary of the infant-industry argument. New
industries with limited production at high costs have in-
sisted that these costs could be reduced if opportunity to
expand were afforded. American experience has proven
that, although some producers behind the barrier reduce
their costs, the tariff, by holding up the domestic price
constantly encourages new high-cost producers, who with
the older inefficient hangers-on, clamor for the retention
of a subsidy, originally granted under the assumption that
it was only temporary. Cost data, obtained by the United
States Tariff Commission, prove that subsidized industries
invariably harbor much more inefficient production than
competing foreign industries.

The most extensively sold economic fallacy in the United
States is that one which has induced Labor to support the
tariff. In Chapter IX it was demonstrated that, under
the principle of world price equilibrium, high American
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wages and profits together balance low American costs,
resulting from mass-production, accessibility of raw mate-
rials, moderate taxes, and relatively low interest rates. It
was also suggested that the division of this margin, repre-
senting the difference between the world price and low
American costs, result in normal periods in relatively high
wages for labor because of the strength of the trade
unions. The wage data introduced indicated that England
under Free Trade had better-paid wage-earners than
France and Germany with tariffs. A further analysis of
the same data would have shown that the textile and sugar
industries, two of the most highly-protected American
industries, paid the poorest wages, whereas the automobile
and machinery industries—seeking no tariff subsidies—
paid the highest American wages. Wages in cotton-goods
manufacture in 1932 averaged 27 cents per hour and the
average weekly earnings were below $12, whereas in motor
vehicle manufacture in the same year an average hourly
wage of 63 cents and an average weekly wage of $20 was
received.'

More surprising than the failure of Labor to realize the
handicap of the tariff is the manner in which many of
those in control of industry have been deluded by the so-
called tariff benefits. The writer of this volume in 1929
published an article “The Effect of the Tariff on Corpora-
tion Profits” from which the following paragraphs are
quoted:®

And now let us examine such statistical evidence as is available
to support the contentions of this paper. In Lawrence Sloan’s
Corporation Profits the earnings on invested capital for twenty-
eight groups are shown. In Table I they are classified in the
order of their success.

Sloan’s studies, my own, and many others show that approxi-

1Sce Monthly Labor Review for August, 1933. United States Department of
Labor. (We are not suggesting that under any conditions wages in the cotton-textile
industry should be as high as those in the automobile industry.)

2 The Journal of Business of the University of Chicago.
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mately 9 or 10 per cent profit on invested capital represents a
normal return. About onc-half of the groups, earning better
than normal profits, received tariff benefits; the other half re-
ccived no benefit and were probably adversely affected by the
tariff. Of the groups which showed lower than normal profits,
about one-half were protected. But what is most noteworthy is
that two of the most unsuccessful groups, sugar and the textiles,
have been two of the most highly protected domestic industries,
and that probably the most successful American industry has
been the automobile industry, which needs no protection. True,
the average carnings shown for the sugar companies are affected
by the losses in the Cuban industry, but the protected American
beet-sugar industry has been at a standstill since the Fordney-
McCumber tariff of 1922, We are in a position, with these data,
to confute the thesis that duties on products which a corporation
sells always imply profits for that corporation.

TaBLE 1

Average percentage

earned on invested

capital in 1926-27
Drugs, medicines, cosmetics 21
Automobilcs 21
Lead and zinc 20
Ofhice equipment and supplies 16
Shoes 15
Food products 15
Retaill trade . 15
Automobile parts and accessories 15
Household equipment and supplies 14
Chemicals 13
Tobacco products 12
Radio and musical instruments . .12
Miscellaneous manufacturing 12
Electrical equipment - 12
Miscellancous services o1
Agricultural implements . . 10
Apparel . . Co .... 10
Miscellaneous mining and smelting . ... ... 10
Building equipment and supplies . ... 10

Theatres, etc. . . ) e e 9
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TaBLE I—Continued

Average percentage
earned on invested
capital in 1926-27

Automobile tires .............. ... .. ... ... ... 8
Railroad equipment ... .. ..... .............. 8
Machinery and machine equxpment: P -
COoPPOL ..t e 8
Ol 8
Meat- packmg ................................ 6
Steel . ... e e e .. 6
Silk goods .. . ... ... ]
Paper . ... .S
Cotton goods . .... .. .. . ......... L. 4
Sugar e 4
Shipping and shpruxldmg . 3
Coal e ce e e 3
Leather Co C . 2
Woolen goods e .. . .. . Loss
Fertilizer e e e e . Loss

Four additional pertinent paragraphs in the same article
read as follows:

The profits of American industry are affected in three general
ways by the substantial protective tariff now prevailing. First,
the tariff artificially diverts capital from where it would most
economically go, and keeps alive high-cost, inefficient firms.
Second, it adds a cost burden on industries which must use pro-
tected commodities as raw materials. Third, the tariff makes it
more difficult for the large efficient industries, which should be
able to compete in the world markets, to sell their products
abroad.

It is evident that the tariff, by raising the domestic price,
makes possible higher marginal costs in the United States. Thus,
the divergence between foreign and domestic costs increases as
the zone of marginal production is reached. Although the for-
eign industry also shows some high marginal costs, the marginal
costs of the domestic industry are even relatively higher.! The
tariff, then, allows the diversion of capital into inefficient pro-

1 Referring to a chart of United States and Canadian costs of wheat, presented in
the article.
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duction. By expanding industries which do not deserve ex-
pansion, it attracts capital from industries which could use it
more cfficiently.

By raising the domestic prices of protected commodities when
they are producer’s goods, it puts an added cost burden on the
industrics using those goods. Compensatory duties do not always
remove this objection. The failure of the compensatory duties
on woolen goods to compensate those industries for the tos-high
wool duty has already been cited. One duty may breed another
duty until either the consumer’s demand is affected in the home
market or the foreign market is no longer possible.

Obviously a higher tariff restricts exports even though Mr.
Hoover’s advisers have advised him to the contrary. The pro-
posed tariff revision, which has farm relief for its excuse, bids
fair to shut out even more of the few dutiable specialtics which
have continued to filter in. A considerable number of producers
in industries on a predominantly export basis came before the
Ways and Means Committee and asked for higher duties on their
products. They apparently belicve that, as everything is to be
shut out, the infinitesimal importations which compete with
their products should not be continued even though such an
embargo for every industry would destroy their very consider-
able export trade. A more unenlightened policy is hardly con-
ceivable, inasmuch as they will suffer most from the restriction
of such export trade.

Neither misled Labor nor deluded Capital has been im-
posed upon by tariff fallacies to anything like the same
extent as stricken Agriculture. Before the World War the
argricultural South, in supporting the Democratic Party,
put up the stiffest fight against tariff excesses, because that
section’s great surpluses of cotton and tobacco required
foreign markets. As Western agriculture developed, the
issue was confused because, for example, although the
Corn Belt produced a surplus of hogs, it was more highly
industrialized than the South, and because some of the
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most important Western farm products, sugar and wool,
depended upon tariff duties.

The pre-war struggle between the low-tariff agricul-
tural South and the high-tariff industrialized East was
usually settled in favor of the East, where denser popula-
tions and tariff-built fortunes gave greater political power.
The rapidly expanding West might have thrown its weight
in the balance for greater freedom of trade, but the active
interest in tariff shelter of new aggressive industries and of
certain branches of agriculture determined otherwise. As
even some of the more thoughtful and conscientious of
the representatives of the Western States came to realize
the difficulties of lowering the tariff barrier, they argued
themselves into believing that the most they could do for
their folks would be to obtain “equal tariff treatment”—
that is more and higher agricultural duties. The spread of
agricultural tariffs since 1929, not only in the United
States but in all countries, can be attributed to the rela-
tively greater decline in farm prices, accompanied and
accelerated by desperate attempts of countries with sur-
pluses to force exports and by countries with deficits to
improve their trade balance or to further subsidize their
crippled agrarian interests.

Agricultural duties in the United States have been of
two kinds: first, duties on products of which there is an
exportable surplus; and second, duties on products which
it produces, but which it also imports in large quantities.
The first are ineffective; the second are uneconomic. In-
effective farm duties furnish the best evidence of the po-
litical deceit with which the farmer has been treated. The
duty on corn is an excellent example. The United States
is the largest producer of corn in the world and, although
the export of corn is not considerable, the products of
corn-fed hogs constitute one of the largest exports. The
absurdity of increasing the 15-per-cent duty written in
the Tariff Act of 1922 was even realized by President
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Coolidge and his Secretary of Agriculture, but they ac-
ceded to the request of an aggressive farm-association sec-
retary, who wanted to give concrete evidence that he was
on the job, and they influenced the tariff commission to
investigate and increase the duty. The duty never was,
nor is, needed, and only serves to irritate the Argentine
producers who could probably establish no real export
trade in the United States, even if corn were on the Free
List. .

The second type of agricultural duty is far more objec-
tionable because it not only deceives farmers as to its ulti-
mate effect, but it serves to increase their inefficient, and
therefore more dangerous, domestic competitors. Rapid
extension of late in the South of high-cost, inefficient pro-
duction of fresh vegetables, has been stimulated by ex-
travagantly increased duties in the Hawley-Smoot tariff.
The argument that newly-created high-cost producers of
vegetables will Iiter reduce their cost is not very con-
vincing because their high costs undoubtedly result from
the extension of the margin of cultivation—that is the use
of land, before that time, considered uneconomic—because
the expanded demand for their products will not mean
larger-scale production as in industry, and because even if
some of them do succeed in reducing costs, new high-cost
production will be stimulated by the tariff-increased price.

The United States Tariff Commission’s 1922 costs of
sugar are data which prove the contention that even in an
established branch of American agriculture the duty con-
tinues high-cost inefficient production. The Cuban costs in
1922 varied narrowly between two and three and one-half
cents a pound; the protected Hawaiian and Puerto Rican
industries had costs varying widely from three and one-
half to seven and one-half cents a pound. A price of two
and one-half cents would have allowed 90 per cent of the
Cuban crop to be sold without loss or to show a profit, but
it would have taken a price of five cents to allow 90 per
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cent of the Hawaiian and Puerto Rican producers to keep
out of the red. Ten per cent of the tariff-favored crop was
produced at exorbitant costs ascending almost to eight
cents. In good times, when the demand is strong, tariff-
elevated prices, which support the inefficient, give even
larger profits to low-cost producers, but in bad times, when
prices start falling, high-cost producers must sell and
thereby demoralize prices even to the detriment of their
low-cost competitors.

If farmers could only be taught to realize that tariff
duties can never do for them what they may have done for
some infant industries, they would use their political power
to fight all tariffs and refuse to accept the miscrable com-
bromises of congressional bargaining. Some manufac-
turing units, when given an opportunity to sell in an
increasingly-large and secure market, may expand produc-
tion and reduce overhead costs per unit of product. But
in a developed agriculture, which is subject to the law of
decreasing returns, costs are usually increased as produc-
tion is expanded. When producers of a farm product be-
gin to clamor for a tariff bounty, they give evidence that
the margin of cultivation is being over-extended and that
marginal costs are being unduly increased. If once such
bounty is granted, the average cost of the expanded output
will be higher, and the withdrawal or reduction of the sub-
sidy will be indefinitely resisted.

The foregoing exposé of some of the tariff fallacies cur-
rent in the United States gives the broad general reasons
why this artificial interference with the free play of eco-
nomic forces handicaps even the economy on which it is
imposed. The tariff has never been responsible for high
American wages, as is commonly supposed, but actually
burdens the laborer in increasing his cost of living. It
could never give any but temporary aid to even tariff-
dependent farmers, unless they could be assured that be-
hind the tariff barrier prices would never be allowed to
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fall. Most farm duties have been used mainly to cheat
and deceive their recipients. The tariff makes for ineffi-
ciency in industry and agriculture by subsidizing high-
cost production, and never furnishes a permanent basis for
returns on capital or profits.

Compelling as may be all these and other reasons why a
nation should not permanently handicap its internal econ-
omy with tariff stimulants, other objections, international
and indirect though they be, are of even more far-reaching
significance to every national economy. We do not al-
lege, as is so often asserted, that the Hawley-Smoot tariff
of 1930 alone caused the rest of the world to raise tariff
barriers against the exports of the United States, because
tariffs have been multiplying all through the last decade,
and because the rapid decline in world prices after 1930
caused all nations to impose new, or raise old, duties in the
hope of aiding their domestic producers. But it is true
that exporters of those nations willing to engage in tariff
bargaining were able to gain concessions not available to
American exporters. Further, we insist that tariffs breed
tariffs especially in a violent deflation such as we have ex-
perienced since 1930, and we arrive at an even larger meas-
ure of truth if we class with tariffs currency depreciations.
As exporters found foreign markets limited or eliminated,
they had to dump their products at home, and this further
augmented the deflation and induced the shortsighted to
cry for more tariff. The tariff relations of Germany and
France imply almost simultaneous increases or decreases in
duties and Britain’s recent tariffs certainly resulted in
large part from foreign nations’ treatment of her exports.

In both the deflations of 1920 and 1930, Washington
representatives both of farmers dependent on effective
duties, and of farmers deluded by ineffective duties, clam-
ored for more subsidy. After they had gained the special
concessions they sought, they were usually able to point to
the less abrupt decline in prices of the favored articles.
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The price of wool up to 1930 had not fallen so much as
the price of cotton, but thereafter the decline in the
domestic price of wool was even more precipitate. The
price of sugar has dropped less than the price of wheat, on
which the duty can be called ineffective so far as the crop
as a whole is concerned. But this by no means proves that
farmers would not have been better off without tariffs.
The fact which disturbs even the tariff protagonists is that
the prices of wool and sugar also declined and declined
seriously. As world prices of cotton and silk dropped,
wool, although behind the tariff barrier, was also affected.

The shift in any one country from production of un-
subsidized articles, suffering from violently deflated prices,
to tariff-favored articles, less affected by deflation, in-
evitably leads to over-expansion of the less-efficient, sub-
sidized production. Thus, while American productions of
cotton and wheat have been, and are being, contracted by
governmental intervention as well as by natural economic
forces, domestic productions of sugar and wool are being
expanded. Eventually the sugar and wool producers may
have to pay the price of that subsidy which they have be-
lieved to be their salvation. In a lately published report of
the Department of Agriculture on “World Trade Barriers
in Relation to American Agriculture” the following para-
graph is significant:

The prices of all agricultural commodities are closely inter-
related, since farm products compete with each other both for
the consumer’s dollar and the farmer’s land. Thus when the
prices of export products decline more than other agricultural
prices as a result of world conditions, consumers tend to shift
their consumption to these products at the expense of other
farm products; and farmers tend to shift their acreage from ex-
port products to products sold only in the domestic market.
The result is that the price decline of commodities on an export
basis tends to drag down the prices of other agricultural com-

modities.
R
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Although the initial and primary cause of the post-war
world deflation in commodity prices was the inevitable
reaction from over-issue of paper currencies, over-
stimulation of security prices during post-armistice opti-
mism, and consequent strain of exorbitant moncy rates,
additional depressants on world prices thereafter were un-
necessary currency depreciations and shortsighted trade
barriers. Any one duty may seem to have held up a par-
ticular price, but tariffs and other trade barriers as a whole
served as severe depressants on all prices. The abnormal
declines in world prices of wheat and sugar can be attrib-
uted in large part to thesc price-depressing influences.
More subtle, though equally significant, influences of
tariffs on world prices are the disparities they cause in the
various national commodity price levels. Just as some
economists insist that the deflation has been accentuated
as much by the maldistribution as by the shortage of gold,
unequal and maladjusted national tariffs can be accused of
maintaining for considerable periods some national price
levels too high above others. But such maladjustments
cannot be continued indefinitely. The United States up
to 1929 by its money and tariff policies held up its price
level while outside prices were falling, so that after the
crash of October, 1929, the deflation in American com-
modity prices was all the more paralyzing. Germany
maintained her internal price level by tariffs and dumping,
but eventually her export trade was reduced by the retalia-
tory action of foreign countries.

We have attempted to develop the chief national and
international objections to the imposition of tariffs and
we have suggested some of the political difficulties, par-
ticularly in the United States, to their abolition. Before
outlining the various methods by which these hindrances
to the greatest possible national and international well-
being might be gradually removed, we must examine
briefly the structure of the tariff barriers built up by the
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four countries to which we have especially directed our
attention. A cursory sketch of the evolutions of the four
tariff systems will be necessary in order to understand their
present structures.

The French Tariff —France all during the nineteenth
century was developing moderate industrial and somewhat
higher agricultural duties but was usually trying to bar-
gain with other nations for mutual tariff concessions. At
the end of the century “minimum” and “maximum”
tariffs were introduced so as to furnish a means of penal-
izing or favoring the imports of other countries. At the
outbreak of the World War France had one of the higher
European tariffs, but when compared with the present
American tariff it was moderate. True, there was a rela-
tively small percentage of duty-free imports, probably less
than 40 per cent, but the average ad valorem equivalent on
dutiable imports is estimated to have been less than 15 per
cent. Agriculture had ad valorem duties more than twice
as great as those of industry.

During the World War economic conditions in France
were so chaotic that all manner of extraordinary restric-
tions were resorted to. In 1919 most of these restrictions
were removed and moderate ad valorem import duties
were imposed, but licensing of agricultural imports was
continued until 1921. In 1919 the elaborate “coefficient”
system was instituted whereby new duties were fixed by
multiplying basic rates by coefficients, or “variable multi-
pliers attached to the basic rate and designed to raise the
customs duties to their pre-war effectiveness.” The
United States Tariff Commission, in its appraisal in 1929
of the French coefficient system, also wrote:

“This system existed until December 31, 1922, and under it
3,294 tariff changes were effected. The application of coefficients
enabled the French Government to maintain its income from
customs receipts in the same relative position during a period of
fluctuating prices and rapid changes in exchange values. Al-
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though the purposc of this coefficient system was to offset the
depreciation of the franc and not to grant additional protection,
the cocfficients applicd to the tariff rates on many manufactured
articles more than offsct the depreciation of the franc and to
some small extent increased the duties levied thercon. It is like-
wise true, however, that the duties on many articles were not
subject to coefficicnts and such specific rates were therefore much
lower than in pre-war years. It is doubtful if the general level
of the French tariff was appreciably affected by the application
of coefficients.” *

The critical economic condition of France in 1925 and
1926, described in former chapters, with its resultant effect
on the franc, encouraged the belief that the trade balance
should be corrected by tariff increases. On April 7, 1926,
then-existing duties were increased by 30 per cent. Again
on August 3, 1926, after the franc had continued to de-
preciate, the French Government was authorized to adjust
duties by decree*in accordance with the value of the cur-
rency. But all changes had to be approved by the legisla-
ture. Under this authorization the Government increased
practically all specific duties by another 30 per cent. These
increases in specific duties in 1926, extreme as they may
appear, no more than compensated for the fall in value of
the franc and the resulting rise in prices so that French
tariff duties in gold were not actually much affected.”

In 1927 and 1928 the French entered into a number of
commercial agreements, the most important of which was
that signed with Germany on August 4, 1927. Treaties
fixing tariff rates were also made with Switzerland, Bel-
gium, and Italy. Negotiation of the commercial treaty
with Germany was begun in 1925 and resulted, first, in
temporary and, then, in more permanent reciprocal agree-
ments. The Germans wanted concessions especially for
their exports of machinery, chemicals, metal goods, and

1 Tariffs in Certain Forcign Countrics, page 10.
2 The declining, and later-devalued, franc, itsclf, constituted a trade barrier.
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certain animal products, and the French wanted conces-
sions on their exports of agricultural products, wines, per-
fumes, silk textiles, women’s clothes, and other specialties.
When the permanent agreement was finally reached in
1927, Germany was granted the minimum French rates on
a list of articles, which Italy, Belgium, and certain other
countries also enjoyed, but which were not granted the
United States.

The French have always insisted that the so-called equal
treatment of all foreign products by the United States—
under the system of one tariff duty for all countries—is
not in reality equal treatment, because the higher duties
levied on luxuries represent discrimination against French
export trade, which specializes in luxuries, and they point
out that Prohibition (against alcoholic beverages) and
high duties on perfumes and women’s goods have seriously
limited their exports to the United States. The United
States Tariff Commission, in its 1929 appraisal of the
French tariff already referred to, stated:

The new rates resulting from these commercial agreements
were sanctioned by tariff legislation of the French Parliament
during March, 1928, and formed the basis of the present French
tariff. After making full allowance for the different exchange
values of the franc at different periods, there have been numer-
ous increases in French import duties, which in some cases have
been more than doubled. Among the articles affected by these
increased rates are animal products, farinaceous foodstuffs, ba-
nanas, oranges, vegetable oils and other vegetable products,
grains, flour, petroleum, and other mineral oils.

Higher duties have also been placed on many miscellaneous
manufactures, including certain types of furniture, manufac-
tures of wood, musical instruments, and small wares.!

In 1931 and 1932 the severity of the world depression
caused the French Government alarm over the growing
unfavorable balance of trade in merchandise and gave the

1 Tariffs in Certain Foreign Countries, page 11.
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French tariff seekers renewed opportunity to work for
tariffs, quotas, and other trade restrictions. On August
27, 1931, the first of the import quota decrees on certain
types of lumber was promulgated and thereafter other
fixed import quotas were instituted. Both France and
Germany withdrew some concessions which had been
granted in 1927. A presidential decree of August 1, 1931,
established the principle of customs surtaxes to compen-
sate for “advantages” accruing to foreign countries with
depreciated currencies. In November, 1931, such surtaxes
were imposed on imports from Great Britain, some of the
Empire countries, the Scandinavian countries, Argentina,
and Mexico. In May, 1931, provision was made for com-
pulsory mixing of 80 per cent of domestic wheat with all
imported wheat milled; two weeks later, only 75 per cent
of domestic wheat was made compulsory; in the next
month it was lowered to 70 per cent; but later the per-
centage was agaln raised. Early in 1932 imports of radios
from the United States were suspended, and as the year
advanced quotas on additional products were announced
regularly. By 1933 so many of the concessions granted
Germany in 1927 had been withdrawn, that most of the
benefits of the 1927 treaty may be said to have been nulli-
fied.

The French “gencral tariff”’ applies to imports from all
countries, which do not bargain with France for special
concessions. So many countrics obtain the minimum and
intermediate rates provided for, that the “gencral tariff”
is more nominal than real. As Benjamin B. Wallace puts
it, the making of tariffs on the Continent is like a poker
gamc: high duties are i:mposed merely for bargaining pur-
poses. With all its increases during the last decade, the
French tariff was more complicated than prohibitive, until
the institution of quotas and embargoes. According to
estimates made for the World Economic Conference, the
average ad valorem French import duty on manufactured



TARIFFS AND OTHER TRADE BARRIERS 245

goods in 1927 was 21 per cent, as compared with 37 per
cent for the United States, 20 per cent for Germany, and

5 per cent for Great Britain.

French duties on certain

farm products arec shown in the following table, taken
from data published by the United States Tariff Commis-

sion in January, 1932.

I'RENCH IMPORT DUTIES "
January, 1932

Duty converted to dollars

Farm products Basis per 100 pounds
Cotton . .  ..... Duty free
Wool Duty free
Wheat Gross weight  1.42°
Wheat flour “ 2.28 to 3.29°
Corn * 43
Lard . « 4.44 (crude)
Ham and shoulders Net weight 8.19 (quotas)
Bacon “ 6.14 (quotas)

Canned salmon
Canned sardines
Apples

Oranges

Prunes
Evaporated milk
Sugar (refined)
Tobacco (leaf)
Cottonseed cake
Linseed cake

Gross weight

te
ce
e

Net weight

Gross weight

5.34 (quotas)
5.34 (quotas)

27

.62
1.43 (large size)

.44 to .53 (quotas)
6.06 (quotas)*®
Government monopoly
Duty free *

Duty free *

* An additional 2 per cent sales tax on duty-paid value is levied in France.

® Import license required.

° Depending upon percentage of extraction.
91n barrels and boxes weighing forty-four pounds or less.
* Plus consumption, refining, and sales tax,
 Containing less than 12 per cent oil.

The number of quotas, especially on products which are
important in American cxport trade, is noteworthy. For
wheat, on which the duty is not relatively high, an import
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license is required. The duty on sugar is exorbitant, but
the textile fibres and oilseed cakes are free of duty.

The German Tariff —Germany’s pre-war tariff policy
was profoundly influenced by the economic philosophy of
List. Before German industry had reached its full devel-
opment in the latter part of the nineteenth century the
tariff-seeking agrarian interests found allies in industry, but
as German efficiency in manufactures demonstrated itself
the desire for export trade modified industry’s attitude to-
ward trade barriers. After 1880 commercial treaties were
looked to as 2 means of expanding exports without notice-
ably modifying the principle of tariff subsidy. Agricul-
tural duties were maintained, but, as home agriculture
could not feed the rapidly expanding industrial popula-
tion, tariff subsidies were kept moderate and were not
intended to exclude imports. At the outbreak of the
World War Germany is estimated to have had roughly
about *the same roportion of free imports as France—
about 38 per cent—and the average ad valorem rate on
dutiable imports is estimated to have been about 13 per
cent. The average rate on farm products was nearly three
times as high as the average rate on dutiable manufactured
products and raw materials.

Germany’s necessities during the World War completely
reversed her pre-war protectionist policy. Not only were
duties removed, but embargoes were imposed on exports,
especially of foodstuffs, mineral oil, and other raw mate-
rials. At Versailles Germany’s freedom to make tariff
changes was restricted by the provisions of the peace
treaty, but practically all imports of manufactured and
semi-manufactured goods could be strictly licensed and
importation of many finished goods was prohibited. In
the spring of 1922 most of the articles from which duties
had been removed during the World War were again made
dutiable, with the cxception of certain grains and animal
foods, in which crippled Germany was still deficient.
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Many of the pre-war duties on manufactured goods were
doubled, and in September, 1922, duties on many textile
products were increased by 50 per cent. In 1923 there
were additional increases in duties, ranging from 50 to 100
per cent. It should be noted that with the precipitous
decline in the value of the mark and the appalling rise in
internal mark prices, a plausible case for increasing specific
duties was easy to make, but it would have been just as easy
to demonstrate that the very depreciation of the mark
constituted a severe restriction on all imports. It is esti-
mated that in 1925 the average ad valorem rate on dutiable
imports was less than 1 per cent higher than it had been
before the World War.

In 1925, after the mark had been stabilized and Ger-
many had regained complete tariff freedom, the tariff was
revised with substantially increased duties on agricultural
products, which, its sponsors asserted, were necessitated by
the importance of building up a favorable balance of trade
and of more agricultural independence. As this was a bar-
gaining tariff, considerable concessions in duty reductions
were made in favor of various countries in return for
compensating concessions. As there had been few German
agricultural duties since the World War, the tariff of 1925
seemed excessive, especially to exporters of American farm
products. Moreover, duties on automobiles, chemicals,
and textiles were further evidence of Germany’s desire,
and perhaps nced under the circumstances of reparations,
to reduce imports. The law which revised the German
tariff in 1925 delegated to the Government broad powers
in changing import dutics, but all duty changes were made
subject to legislative approval. By a law of March, 1931,
the method of adjusting duties on grains and other foods
was continued, but provision was made for keeping them
reasonable so as not to increase the retail prices of bread,
sugar, pork products, and certain other foods. Some of



248 INTRODUCTION TO WORLD ECONOMICS

the farm duties in force at the end of 1931 are shown in
the following table:

GERMAN IMPORT DUTIES
January, 1932

Duty converted

to dollars *
Farm products Basis per 100 pounds
Cotton Co Duty free
Wool . Duty frec*
Wheat Gross weight in ~ 2.66 "
bags
Wheat flour . 4.52°
Corn Gross weight 27
Lard . * .64
Ham and shoulders r 8.87 °
Bacon « 1.34 ¢
Canned salmon « 6.69
Canned sardines’ - 2.74
Apples . .63 to .65 °
Oranges « .27
Prunes « 77
Evaporated milk “ 3.74
Sugar (refined) . " 3.40
Tobaco (leaf) N 14.50
Cottonseed cake Duty free
Linseed cake Duty free

* Subject to vetermnary restrictions.

* Basic rate.

“Subject to many variations under different circumstances.

4 Government monopoly.

® Subject to many varations under different circumstances. United States im-
ports subject to special restrictions.

fIf smoked.

The commercial agreement with France, described in
the foregoing section on the French tariff, had taken two
years to ncgotiate. Much hope of better trade relations
had been entertained, but gradually after 1927 both coun-
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tries began to desert the liberal tariff policy which the
agreement had seemed to anticipate. French, Belgian, and
Italian currency devaluations, competition of Germany’s
ceded industries, need of a favorable merchandise balance
in order to pay reparations, and the fall in world com-
modity prices explain the change in tariff policy of even
the conciliatory pre-Hitler government. Mixing regula-
tions: requiring that 97 per cent of wheat flour consumed
in Germany be from domestic wheat, that there be a com-
pulsory admixture of potato flour, that imported hops be
combined with a large percentage of domestic hops, and
the requirement of bacon export certificates to accom-
pany all imports of barley are examples of artificial aids to
agriculture, instituted for the most part in 1931. At the
same time duties on meats were increased, and on imports
of live hogs the rate was raised from twenty-seven to forty
marks per one hundred kilos. The compulsory admixture
of alcohol in motor fuels was also intended to benefit agri-
culture.

All these artificial subsidies served to reduce German
imports. Government import monopolies which buy
abroad and resell to German dealers at higher prices
have much the same effect on imports as tariff duties.
Corn, rice, sorghum grain, and fat monopolics were insti-
tuted for the purpose of obtaining revenue or of shifting
German consumption to home-grown grains, feeds, and
butter. These monopolics have naturally had an adverse
effect on American exports of grain, feeds, lard, and oleo-
margarine to Germany. Germany’s nationalistic policy
was shown not only in her farm duties and other restric-
tions on agricultural imports, but also in the imposition of
higher duties on automobiles and business machines, in
which fields German mechanical genius might have been
expected to need no artificial aids.

Unfortunately, it had been provided in the Franco-
German commercial treaty that short notice on the part
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of either country would serve to abrogate any of the re-
ductions in duties specified. In January, 1932, both coun-
tries agreed to a fifteen-days notice in which to change
duties. When in March, 1933, Germany under the
nationalistic Hitler raised her duties on thirty articles
against French products, the French retaliated with in-
creased dutics on one hundred articles. _—

We have noted that the average ad valorem duty on im-
ports of manufactured goods into Germany was estimated
in 1927 to have been about 20 per cent, as compared with
21 per cent for France and 37 per cent for the United
States. The many post-war increases in German duties
did not succeed in building up so high a tariff as might
have been expected, because during the World War duties
had been remitted and because the secemingly great in-
creases in specific duties during the inflation were not so
exorbitant when measured in gold values. The agricul-
tural duties showh in the above table, however, are formi-
dable and, when considered with all the quotas and mixing
regulations, indicate Germany’s growing desire since 1927
to build a stronger agriculture and to be more self-
sufficient.

The British Tariff —England’s tariff policy was shaped
both by the peculiar needs of her economy and the eco-
nomic philosophy of the classical school. The obvious
advantages of freedom of trade had no small part in mak-
ing it possible for a small island, limited in size and re-
sources, to become the nucleus of the world’s greatest em-
pire. True, England’s industrics got an carly start and
were given artificial stimuli before 1860. Limitations of
colonial trade to British bottoms under the Navigation
Acts (1651), embargoes on machinery exports, and vari-
ous colonial preferences are examples of British nineteenth
century economic nationalism. Morcover, her agrarian
interests during the eighteenth century and the early years
of the nincteenth century fought for and obtained tariff
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subsidies. But after the corn laws were repealed, industry
gained ascendancy over agriculture, and the free-trade
policy was dominant.

It is an interesting but understandable fact that before
the World War when England was the dominant commer-
cial power of the world, her colonies were constantly agi-
tating for imperial preference. The Government at Lon-
don was reluctant to contract to buy in any but the most
advantageous market. During the last decade the decline
in British exports has led England to make the overtures-to
her Dominions and colonies in the matter of trade prefer-
ences. Irom 1887 to 1907 there were many colonial con-
ferences and there was continued agitation for British
preference for colonial products. As late as 1911 repre-
sentatives of the United Kingdom at an imperial confer-
ence tried to cvade the question.'! Immediately after the
World War, cven before the British realized the difficulties
the post-war decade had in store for them, they changed
their attitude somewhat towards imperial preference. In
1919 the mandated territories were granted colonial prefer-
ences, but it was not until the Ottawa Conference in 1932
that the whole scheme of imperial preference was finally
consummated.

The United Kingdom found itself hampered during the
World War by its dependence upon imports, and there-
after some industries, suffering from competition of
depreciated-currency countries, began early to sponsor the
doctrine of greater national self-sufficiency. Before the
World War, in addition to the well-known duties on
breakfast-table foods, tea, coffee, cocoa, and sugar, there
were those on tobacco, spirits, wines, and gasoline, but
such duties were for revenue, as none of these articles were
then produced in the United Kingdom. Of late years, a
sugar subsidy has stimulated a substantial British sugar
production. The McKenna duties on automobiles, films,

15. B. Ketcham, Imperial Preference. United States Department of Commerce.
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musical instruments, clocks, watches, and motor spirits
had been first imposed in 1915 with the intention of in-
creasing needed tariff revenue, but that they represented
subsidies for certain British industries could not be denied.
They were renewed annually until in 1924 the Labor Gov-
ernment allowed them to lapse. They were reimposed
again in 1925 by the Conservatives, who with much guile
described them as revenue duties on luxuries.

The Safeguarding of Industries Act, passed in 1921,
represented the second important departure from tradi-
tional British free-trade policy. Duties of 3314 per cent,
imposed on optical and scientific instruments and chemi-
cals, products of the so-called “key industries,” were in-
tended both to limit imports from Germany and to sub-
sidize the specificd British industries. At the same time,
provisions for duties against imports from countries with
depreciated currencies were also made. These, like the
McKenna duties, were to be levied for a limited period
only, as the British were loath to accept the principle in-
volved in a permanent subsidy. In 1925 a sccond Safe-
guarding of Industries Act was passed under which new
duties were provided for. These had to be applied for at
the Board of Trade, who were to be convinced by the
tarift-seckers that the industry was substantial and effi-
ciently run, that the new duty would not seriously handi-
cap any other industry, and that the imports complained
of were responsible for unemployment in the United
Kingdom. Duties on lace, gloves, gas mantles, certain
kinds of cutlery and paper, chinaware, wrought enamel
hollow ware, and buttons were granted for five years.
Most of these duties were fixed at 33%5 per cent ad
valorem, but Empire countries were given some prefer-
ence.

The gravity of the British economic crisis in 1931 caused
abandonment of the gold standard and restriction of im-
ports by new tariff duties. Duties imposed during the
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later part of 1931 and in 1932 were also put before the
public as a bargaining medium. As the rest of the world
was shutting out British exports, the British Government
felt it necessary to restrict imports from abroad until such
time as the world might learn economic sanity. At the end
of November, 1931, duties of 50 per cent ad valorem were
imposed on pottery, glassware, metal furniture, cutlery,
tools, certain clectrical equipments, radios, typewriters,
wool manufactures, silk stockings, handkerchiefs, linen
cloth, certain types of clothing, gloves, wrapping-paper,
tires, rubber soles, linoleum, perfumery, and other articles.
A few days later in the first week of December, eight new
groups of articles were added and made dutiable at 50 per
cent ad valorem. On December 19th twelve new groups
were included at the same ad valorem rate. These duties
were imposed under the Abnormal Importations Act of
1931, which was superseded by the Import Duties Act of
1932. The number of duties included in the Act of 1932
was increased and ad valorem rates ranging from 10 to 30
per cent were imposed. Seventeen inclusive paragraphs,
covering thousands of different commodities, were added
to the dutiable list. In the seventeenth paragraph, com-
parable to the Sundries Schedule of the American tariff,
there was the following variety of articles: arms and am-
munition, toilet preparations and requisites, beads, artifi-
cial flowers, furs, jewelry, certain precious stones and
metals, brooms, cork manufactures, slide fasteners, ma-
chinery belting, pipes, athletic appliances, toys, stationery,
and umbrellas. The ad valorem rate specified for eight of
the groups in paragraph XVII was 30 per cent, for four of
the groups 25 per cent, for seven of the groups 20 per cent,
and for one group 15 per cent. The first paragraph of the
Act made fresh shell fish and canned fruits, vegetables,
and milk, dutiable at rates of from 20 to 30 per cent. The
Import Duties Act gave the Empire countries preference
ranging from 10 to 334 per cent ad valorem.
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The most significant development in British interna-
tional economic policy is embodied in the agreements con-
cluded at the Imperial Economic Conference in Ottawa in
August, 1932. The United Kingdom in return for many
concessions granted by the Dominions and colonies made
the following agrecments: *

(1) To levy duties on foreign or non-Empire imports of
wheat, corn, copper, and linsced, all of which have hitherto been
admitted duty free from all sources; and to increase the present
duties on foreign imports of rice; butter, cheese, eggs, and pre-
pared milk; fresh, dried, and canned fruits; honey; chilled or
frozen salmon; ced-liver oil, certain vegetable oils; and mag-
nesium chloride—all these products to continue free from Empire
sources. (2) To control by quotas the importation of beef,
mutton, lamb, and pork products, with a view to improving the
British price level of meats and assuring Empire meat producers
an opportunity to supply an increasing share of British imports,
with possible late} application of quotas to dairy products. (3)
To continue for the five-year period of the agreements the duty-
free admission from the Dominions of certain products made
dutiable from foreign sources under the Import Duties Act of
1932, on which the temporary free period to the Dominions
would otherwisc have expired on November 15, 1932; with the
reservation that readjustments may be made after three years as
regards eggs, poultry, butter, cheese and other milk products, if
required by the interests of United Kingdom producers. (4) Not
to reduce, except with the consent of the Dominions concerned,
the existing 10-per-cent duties imposed under the Import Duties
Act of 1932, on selected commodities specified in the agreements
with each Dominion; and to maintain certain margins of prefer-
ence to Dominion products on tobacco, coffee, bananas, sugar,
and wines.

The duties of wheat, copper, zinc, or lead may be removed if
Empire producers are unable or unwilling to offer these com-
modities in the United Kingdom “at prices not exceeding the
world prices and in quantities sufficient to supply the require-

1 Press memorandum, November 16, 1932,
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ments of the United Kingdom consumers.” (Owing to the
present lack of adequate supplies of copper from Empire sources,
the duty is temporarily not being applied.)

Preferences granted British exports varied in the differ-
ent Dominions and colonies. Australia had to refer agree-
ments to its Tariff Board, but larger preference and higher
duties on foreign goods were promised by the Delegation.
Canada agreed to give preferences on 215 items, covering
40 per cent of the British export trade with that Dominion,
and higher duties on foreign goods were indicated. New
Zealand standardized existing preferences, abolished sur-
taxes on British goods, and lowered British preferentials on
four items. South Africa, with its moderate tariff, under-
took to maintain existing British preferences, widened
preferences on a shorter list, and imposed higher specific
duties on a few foreign textiles. India granted tariff
preferences of 10 per cent on a long list of articles. India
had a Tariff Board, to which some of these duty changes
had to be referred. These and the other agreements be-
tween the United Kingdom and the Empire countries,
supplemented by inter-dominion and inter-colonial prefer-
ences, should serve to bring the British Empire into a closer
economic unity. Some of those who have analyzed these
various agreements have concluded that they will have a
larger effect in excluding foreign imports from the British
Empire than in stimulating trade between the various
British countries.

The American Tariff—So much of the data used in
the early part of this chapter for an appraisal of tariffs in
general was taken from American experience that it may
seem unnecessary to trace the evolution and present status
of the so-called “Protective System™ in the United States.
It has probably been apparent that we have been careful to
avoid the use of the words “protection” and “protective,”
because they are used so unctuously by tariff grabbers and

S
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their advocates. Protection implies attack or possibility of
attack, but under the assumptions of the competitive sys-
tem every cconomic unit must expect that sort of attack
or it could not justify the profits it receives. Just because
the competition happens to come from abroad and because
it often embodies new and original ideas constitutes no
excuse for special “protection.” '

The infant industries at the time of Alexander Hamil-
ton may have been justified in asking for tariff subsidies or
bounties because of the competition of the then-stronger
British industries, but they were not justified in asking for
such special government aid for more than a limited period.
As in British tariff legislation during the last decade, a
definite period should have been specified during which
the favored industry would have been given its chance to
surmount any unusual obstacles represented by foreign
competition, even though such period were regularly ex-
tended, as by the Labor Government in the United King-
dom. Morcover, a bounty is preferable to a tariff, because
what actually is handed to the producer is thus more
clearly shown.

The so-called “Protective System” was so cleverly sold
to, and so trustingly bought by, the American people that
they have been sheepishly paying installments on it ever
since. American exports of manufactured goods repre-
sented about a third of the total exports in 1900, about
one-half of the total at the outbreak of the World War,
and about two-thirds of the total in late years. Many
infant industries have grown strong enough to invade for-
eign soil, but those still dependent upon their tariff subsidy
have come to consider it a vested right. It has been pointed
out that before the World War farmers, especially in the
Democratic South, used what political influence they had
to moderate the demand for tariffs on manufactured
goods. They could not be bought with ineffective duties
on farm products. With expansion in many tariff-depend-
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ent agricultural products, the demand for farm duties
grew. The World War quieted that demand and enormous
agriculture exports, following the Armistice, served to
extend the respite from tariff clamor.

The break in commodity prices in 1920-21 dealt a par-
ticularly severe blow to American agriculture partly be-
cause it had been over-extended during the World War
and partly because farm products are relatively more
perishable than other products and cannot be held for
better prices. Farmers’ representatives in Washington
during the 1920 deflation made much of the increase in
agricultural imports, but much of this increase was ac-
counted for by exotic products which do not compete
with products of American agriculture. The Republican
Party, always willing to grant tariff subsidies, gave the
farmers special agricultural duties in the Emergency
Tariff Act of 1921 and revised most duties on manufac-
tured goods upward in the Fordney-McCumber Tariff Act
of 1922. Since that time Washington representatives of
the farmers have been the most vociferous of all tariff
lobbyists.

The more intelligent of them, when berated for not
striving for lower duties on manufactured goods rather
than for higher duties on farm products, shrug their shoul-
ders and give the excuse that they must take what they can
get. The small farmer who gets very little for his corn can
be made to believe that something concrete is being done
for him when the duty on corn is increased. He cannot
be expected to know that the votes which made possible
that deceitful increase demanded in return a duty on ce-
ment or window glass, for example, and that Belgium,
who wants to sell the United States cement and window
glass, could, if she were permitted, buy more of his bacon
and lard. Moreover, he is not told, and cannot know, to
what extent the duties on cement and window glass affect
the prices he pays for them. True, the idea of a duty on



258 INTRODUCTION TO WORLD ECONOMICS

corn is a reductio ad absurdum, but it is less pernicious
than most of the farm duties because it has so little real
effect. The really effective farm duties may yet have to
be paid for by disillusioned farmers of the future.

It is far too common to measure and compare the heights
of diffcrent tariff barriers by computing an average ad
valorem equivalent of duties paid. According to one
method all duties collected, whether ad valorem or specific,
are divided by the total value of imports to arrive at an
average rate paid on all imports. This calculation is par-
ticularly misleading where the tariff barrier is very formi-
dable, because prohibitive duties are given no weight. A
duty of 75 per cent ad valorem, for example, which is
modest when compared with many in the American tariff,
may shut out all imports with the result that there is no
duty to be added to the “total duties paid” and no corre-
sponding import values to be included in the total value of
imports. Thus, brohibitive duties are not allowed to affect
the average arrived at.  Another commonly-used measure-
ment of tariff barriers, employed even by President Hoover
in his unsuccessful campaign for reelection, is the propor-
tion of duty-free to dutiable goods, but this may be just
as misleading if the height of the tariff excludes so many
dutiable goods that the proportion of duty-free goods is
made to appear high. Numcrous embargoes on dutiable
goods, as exist at present, reduce the total value of duti-
able imports and make the proportion of duty-free goods
so high as to make the tariff policy appear moderate, when
as a matter of fact it might be outrageous. With the
limitations of these various calculations in mind we shall
present the following data for the little they are worth.

AVERAGE AD VALORLM RATFS ON TOTAL AMERICAN IMPORTS

1910-1914  1915-1919 1923 1928 1932
Per cent 18.33 8.08 15.18 13.30 20.00
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As the high dutics in the tariff acts of 1922 and 1930 re-
duced the dutiable imports, while the imports of such free
goods as silk, coffce, rubber, and tin were increasing, the
above average ad valorem equivalents give no real idea of
the effect of the American tariff. The following average
ad valorem equivalents on dutiable imports are more sig-
nificant:
AVERAGE AD VALOREM RATIS ON DUTIABLE IMPORTS

1910-1914  1915-1919 1923 1928 1932
Per cent  40.15 27.32 36.17 38.76 59.00

Although these figures give a better idea of the height of
the tariff, they do not account for all the types and quali-
ties of things which are excluded by excessive duties.

In contrast with the simple English tariff, which is com-
posed of a relatively few ad valorem rates, the American
tariff is a complicated affair with ad valorem, specific, and
compound rates, the last of which are for the most part
cowardly methods of concealing the extent of the tariff
bounty. Some infamous examples of compound rates are
those imposed on relatively cheap articles, sold in dozens,
found in the Ceramic and Sundries Schedules, where to a
perhaps moderate ad valorem rate there is attached an ap-
parently innocent “plus x cents per piece,” resulting in a
gigantic equivalent ad valorem. Another cowardly means
of hiding excessive rates is the shift of base for computing
duties from foreign to domestic value. Ad valorem rates
are generally based on foreign value, but American prices
or values are too often slipped in as a base either vy Con-
gress or, through its mandate, by the United States Tariff
Commission, in order to boost duties and in order to keep
them at the same time rcasonable in appearance. The
basket clauses, which cover everything from pigs to
sealing-wax, are often lightly tacked on in order to catch
everything the over-vigilant tariff-scekers might conceiv-
ably have overlooked.
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Obviously in the much-worked-over and fought-over
American tariff the rate of subsidy varies in the different
schedules. The following data compiled by the United
States Tariff Commission in a 1932 publication dealing
with “Relation of Duties to Value of Imports” give some
idea of these variations, but it must be remembered that
these data measure only those tariff rates which are not
prohibitive:

AVERAGE AD VALOREM EQUIVALENTS FOR FIFTFEN SCHEDULES

1929 1930-31
Schedule 1. Chemicals, oils, and paints 28.9 31.1
Schedule 2. Earths, earthenware, and glassware 46.9 51.7
Schedule 3. Metals and manufactures of 35.5 37.4
Schedule 4. Wood and manufactures of 11.2 15.5
Schedule §. Sugar, molasses, and manufactures
of 84.0 132.4
Schedule 6. Tobacco and manufacturers of 65.0 68.2
Schedule 7. Agricultural products and pro-
visions . 19.0 37.7
Schedule 8. Spirits, wines, and other beverages 29.6 29.6
Schedule 9. Cotton manufactures 39.3 47.5
Schedule 10. Flax, hemp, jute, and manufactures
of . 18.8 26.2
Schedule 11. Wool and manufactures of 50.8 72.7
Schedule 12. Silk manufactures 56.9 59.5
Schedule 13. Manufactures of rayon or other
synthetic textile 59.1 59.9
Schedule 14. Papers and books 24.8 25.4
Schedule 15. Sundries . 24.8 36.0

The higher rates in 1930-31 are explained in part by the
decline in prices and in part by the increased duties in the
Tariff Act of 1930. The staggering ad valorem equiva-
lents of the agricultural duties, especially for 1930-31,
register the abnormal drop in farm prices and the success-
ful tariff agitation of the farmers’ “friends” in Washing-
ton.

The Possibility of Lowering Tariff Barriers.—If we have
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been convincing in our denunciation of tariff barriers,
which are strangling world commerce and which augment
the maladjustments which are in large measure responsible
for world economic disequilibrium and depression, we will
be required to show how to attack a problem so hopelessly
involved in selfish nationalism and political intrigue. The
ercation of tariff boards all over the world might have
been expected to bring some modicum of reasonableness in
tariff making and revision, but it should be realized that
tariff boards, like tariffs, are made too often by politicians
and representatives of special interests. Even men with
economic training and vision, where they have been al-
lowed to have a voice on the boards, have often found
tariff making with its consequent political pressure irk-
some and distasteful. The American experiment, the most
ambitious of them all, has represented a waste of public
money except in so far as the data obtained may be useful
in the ultimate solution of the problem.

The flexible-tariff principle, first written in the Tariff
Act of 1922, was supposed to adjust any duty either up or
down, depending upon whether the existing rate was less
or more than the difference between the costs of the com-
peting foreign and domestic articles. But to use former
Commissioner Alfred Dennis’ simile, the flexible provision,
like an elbow, was only allowed by Republican Administra-
tions to flex upward. The principle of equalizing foreign
and domestic costs by tariff duties, even if it could be fairly
carried out, would still be open to serious theoretical ob-
jections. ‘Tariffs based on cost equalization assume that
costs as they exist in a country should be affirmed, no mat-
ter how extravagant and unjustifiable they may be. Even
if we admit that a tariff subsidy, to which an industry has
become accustomed over many years, should not be sud-
denly withdrawn, we cannot subscribe to the principle that
the only test of its reasonablenecss is the difference between
foreign and domestic costs. Obvious difficulties in apply-
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ing this rigidly-mathematical test are numerous: difficulty
of obtaining costs, especially foreign costs; the problem as
to which costs, average or marginal, should be chosen;
selection of a chief competing market in the United States,
to which transportation charges can be calculated. For
these and many other reasons, the difference-in-cost rule
for dealing with the tariff problem is certainly open to
scrious criticism.

The second method of dealing with the tariff problem,
suggested by the Democrats when, after 1930, the decline
in American export trade began to be alarming, was tariff
reduction by bargaining and mutual concessions. If, for
example, Spain wanted a reduction in the American duty
on cork board, she was to be asked to give American auto-
mobiles the same preference she now allows French auto-
mobiles. ‘This happens to be perhaps the best practical
example of what tariff bargaining might accomplish be-
cause the tco-long-subsidized American cork board indus-
try is piffling and employs a few hundred men, whereas
the prospective Spanish market for Amcrican automobiles
is promising. But this is an ideally simple example, as
Spain is practically the only country that produces cork
and cork board, and as many of the most excessive duties
—on textiles, for example—apply to products which come
from two, three, and more countries. Difficult complica-
tions would arise, were England, Japan, Germany, and
France invited to bargain with the United States in the
matter of textile and automobile duties. Something might
and should be accomplished, but it would be slow and
probably not substantial. Many precautions would be neces-
sary, as it is well known that most European nations have
been in the habit of raising their duties in anticipation of
any considerable international tariff bargaining.’

Perhaps the Americans’ most serious objection to tariff

1See European Bargaining Tariffs, Memorandum published by the League of
Nations, Geneva, 1927, C. E. C. P. 97.
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reduction by bargaining would be the abandonment of the
principle of equal treatment, whereby the same tariff duty
is imposed on every like or similar imported product, irre-
spective of its country of origin, except when a country
discriminates against American exports. ‘The French have
insisted that this sceming equality of treatment of products
1s nat equal treatment of foreign countries in fact, because
on the large French exports of luxuries to the United
States the duties are much higher than on the American
imports of non-luxuries from other countries. Moreover,
according to the administration of the flexible-tariff prin-
ciple in the United States, the duty is made to equalize the
difference betwcen the domestic cost and the cost in the
chicf-competing country, presumably the lowest-cost
country, whereas in one sense equal treatment might neces-
sitate different duties for different countries, depending
upon differences in their costs. Up until the Democratic
political victories during the depression, these various argu-
ments carried little weight in the United States. The
obvious simplicity and practicability of one duty on a
product and the European experience in tariff intrigues
convinced the Americans that their system was preferable.

Although the American tariff-makers have practically
always imposed the same rates of duty on the products of
all foreign countries—with the notable exception of those
on Cuban imports, which have had a 20-per-cent prefer-
ence—the United States has signed a number of commer-
cial agreements with foreign countries in which the most-
favored-nation clause is specifically mentioned. This
clause is defined by the United States Tariff Commission as
follows: *“the most-favored-nation clause is simply a pledge
of non-discrimination against the commerce of the other
party to the treaty, or a pledge to inake the other party
equally favored with any third country. The customary
wording, however, has been a pledge to grant to the other
party treatment not less favorable than may be granted to
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the ‘most favored’ among other countries.” Thus, if any
reduction in the duty on textiles were granted the United
Kingdom, the same reduction would have to be granted
Germany, to whom the United States has promised uncon-
ditional most-favored-nation treatment.

The United States also has a conditional most-favored-
nation agreement with the United Kingdom, but has no
commercial treaty with France. The United Kingdom has
not made this pledge to Germany or France, but in 1927
and again in 1932 Germany and France pledged each other
most-favored-nation treatment. Although agreements
can be terminated if one of the two nations gives the re-
quired advance notice—usually six months or a year—
widespread abrogation of these treaties might mean even
bitterer economic warfare than has heretofore prevailed.
It is obvious, however, that if the United States continues
these agreements, they will to some extent handicap the
bargaining program, sponsored by the victorious Demo-
crats in the campaign of 1932."

The United States has unconditional most-favored-na-
tion agreements with the following countries: Albania,
Austria, Brazil, Bulgaria, Chile, China, Czechoslovakia,
Dominican Republic, Finland, Germany, Greece, Guate-
mala, Haiti, Honduras, Hungary, Latvia, Lithuania, Mo-
rocco, Nicaragua, Norway, Persia, Poland, Rumania, El
Salvador, Siam, Spain,? Turkey, Yugoslavia. It has condi-
tional most-favored-nation agreements with the following
countries: Argentina, Belgium, Bolivia, Borneo, Colombia,
Costa Rica, Denmark, Ethiopia, Great Britain, Italy, Japan,
Liberia, Paraguay, and Portugal.

We believe it necessary to point out some of the prac-
tical and theoretical limitations of tariff bargaining, al-

1 For an cxcellent argument for the thesis that tariff bargaining can be made

compatible with most-favored-nation treaties see “Tariff Bargaining” by Benjamin B.

Wallace. Foreign Affairs, July, 1933.
2 Agreement with Spain did not prohibit discrimination against American auto-
mobiles in favor of French.
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though we applaud the spirit which prompted it, as in
some respects a healthier international one than has pre-
vailed in the United States for many years. The rapidly
expanding agriculture of other continents, the industriali-
zation of many agricultural nations, and the threatened
economic isolation of the British Empire have induced the
United States of late years to look to South America for a
market for exports of manufactured goods. But South
America produces mainly farm products and minerals,
chiefly oil and copper. Those South American farm prod-
ucts, exotic to the United States—coffee and bananas, for
example—are still free of duty, but the American farm
representatives would resist lowering the tariff barriers
against South American grains and animal products. More-
over, as late as 1932, powerful domestic interests had
petroleum and copper removed from the Free List. The
possibility of trading tariff concessions with South Ameri-
can countries is thus seriously limited, unless the objec-
tionable policy of threatening to levy duties on articles,
now free of duty, is extensively resorted to. Indeed, we
believe that as valuable as tariff bargaining (within the
conditions imposed by existing commercial agreements)
may be, when used alone, it may prove a slow and devious
method of battering down the world’s pernicious tariff
walls. Tariff duties should be lowered for the benefit of
the economy as a whole and not merely to expedite exports.

We have made much in this volume of the tariff en-
couragement given high-cost production, and we firmly
believe that every nation of the world should be encour-
aged to eliminate such inefficient production by gradual
tariff revision downward. Back in 1929, the writer sug-
gested such gradual revision of the American tariff in the
following paragraph:

What constructive criticism can the opponents of the tariff

contribute? A sudden drastic reduction all along the line would
be disastrous. The high-cost companies would fail, their em-
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ployees would be walking the strcets, and all the evidences of
panic would be with us. The reaction would lead to the old
tariff excesses. However, a gradual reduction to be carried out
over a series of years, such as was attempted in the Clay-Calhoun
compromise, would serve notice on the high-cost companics to
reduce costs or to quit. A 3 per cent reduction each year would
reduce the divergence between the domestic and the foreign
price and would slowly force out those few high-cost firms un-
able to reduce their costs. A really infant industry could be
given special consideration. The United States is in a far bet-
ter position today to carry out such a policy than it was in the
days of Clay and Calhoun. The large export industries will
come to need foreign markets more and more, and when they
see the light they will join with the disillusioned farmers in the
battle against that great subsidy of the inefficient—the protec-
tive tariff,

Today, when world sentiment against tariff barriers is
much stronger, a general agreement to reduce all tariffs by
10 per cent the first year, 10 per cent the second year, and
20 per cent the third year would serve notice on inefficient
industry, the world over, to reduce costs or liquidate.
Many high-cost producers, if sufficiently encouraged,
could and would reduce costs to their advantage and the
greater well-being of the whole world. In many indus-
tries, especially manufacturing industries, the high-cost
producer of one year becomes the average or low-cost pro-
ducer of the next year.!

The tariff encouragement given high-cost mineral pro-
duction, as represented by the American duties on copper
and petroleum, may—if those tariffs become effective—
develop resources which, according to sound economic
principles, should be conserved until the world and the na-
tion really need them.” If imports of copper and crude

1Sce “Further Evidence on the Relation Between Price, Cost, and Profit,” The
Quarterly Journal of Economics, May, 1923.

2The duty on petroleum has so far had little effect except to shift some refin-
ing, formerly done 1n the United States, to foreign crude-oil-producing countries.



TARIFFS AND OTHER TRADE BARRIERS 267

petroleum into the United States had continued to increase
under freedom of trade, it would have becn partly because
the margin of exploitation in the United States was so far
extended that the products of the less-developed proper-
ties abroad had lower costs than those of American mar-
ginal production. In the interest of conservation the high-
cost American properties should not be further developed
before they are really needed. The low-cost American
copper and oil producers can still compete in world mar-
kets and nced not fear foreign competition.

Enough evidence has been presented to prove that farm-
crs as a whole would eventually be benefited if inefficient,
high-cost production could be gradually eliminated. We
arc of the opinion that the greatest beneficiaries from
gradual but substantial tariff reduction would be the
American economy and that even if it succeeds in obtain-
ing no reciprocal reductions from abroad, it would still
profit from tariff revision downward.

Other Interferences With Normal Economic Move-
ments of Commoditics.—Since the World War important
interferences with world trade, other than tariffs, have been -
developed usually in the interest of selfish, shortsighted
nationalism. Where countries find their merchandise trade
balances unfavorably affected by foreign tariffs and other
trade barriers, control of imports and forcing of exports
seem incvitable. Bricf but comprehensive descriptions of
some of these trade barriers, applying specifically to agri-
cultural products, contained in the United States Senate
Document No. 70 “World Trade Barriers in Relation to
American Agriculture,” published by the United States
Department of Agriculture in 1933, are given in Appen-
dix XVI Sanitary restrictions, mixing regulations, quotas,
import monopolies, and limitations on foreign exchange,
furnished importers, are some of the unusual restrictions on
imports. Methods of forcing exports and dumping, which
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also interfere with free international economic relations,
are described in the same Appendix.

The vigilant Customs Service of the United States, es-
pecially under protectionist administrations, has put all
manner of obstacles in the way of importers. Insistence on
marking of small individual articles, correct English spell-
ing of country of origin cven when foreign spelling
would not be misleading, and often artificial quality
standards, fixed by inspectors, are but a few of the ways of
restricting imports. One classic example of arbitrary
treatment of foreign goods is found in the regulations for
marking the weight on bags of dried beans. Bags of beans,
which weigh one hundred pounds when they leave the
country of origin, always shrink a few pounds in ocean
transit. Although the importers were willing to reweigh
and mark down their weight on arrival, they were not al-
lowed to, and if the bags did not weigh exactly one hun-
dred pounds, they had to be shipped back to the country of
origin.

Other abnormal interferences with the free movement
of goods in international commerce are differential export
duties. Neither the United States, the United Kingdom,
nor Germany imposes export duties; indeed, the United
States is prohibited from so doing by the Constitution.
The gencral condemnation of export, as compared with
import, duties is in line with the popular economic illusion
that an excess of exports is “favorable.” *“A significant
feature of the export duties of certain French, Portuguese,
and Spanish colonies is the variation in the rates of duty on
shipments going to the mother country and shipments go-
ing to foreign destinations, and in some cases distinguishing
also between European and non-European ports. Further-
more, the Portuguese colonies distinguish, in the rates of
duty levied, between vessels of Portuguese and of other
nationality.” *

1 Export Duties of the World, 1927. United States Department of Commerce.



APPENDIX 1
OCCUPATIONAL DISTRIBUTION

TaBLE I
NUMBER OF PERSONS EMPLOYED IN VARIOUS OCCUPATIONS IN THE
=~ FOUR COUNTRIES *

United England

States and Wales ® Germany France ®

(1920) (1921) (1925) (1926)
Agriculture and fishing 10,953,000 1,164,000 9,762,400 8,199,900
Mines 1,090,000 1,286,000 1,036,700 434,000
Industry 12,818,500 6,825,000 12,202,500 6,680,800
Commerce 4,243,000 2,391,000 3,753,400 2,448,700
Mercantile marine 184,600 330,000 160,000 57,700
Other transportation and

commerce 2,910,800 873,000 1,360,100 1,134,500

Army and navy 225,500 141,800 350,500
Public administration 513,000 1,112,000 684,000 476,700
Professions 2,143,900 750,000 1,301,400 764,600
Domestic service 3,404,900 2,025,000 1,394,000 846,700
Other 3,126,600 422,000 249,000
Total men and women 41,614,200 17,178,000 32,009,000 21,394,100
Number of women 8,549,500 5,085,000 11,478,000 7,837,800

* Icague of Nations Statistical Yearbook.
Y By industries.
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TasLe II
PERCENTAGE OF PERSONS TMPLOYED IN VARIOUS OCCUPATIONS *

United England
States and Wales®  Germany  France ®

(1920) (1921) (1925) (1926)
Occupations Per cent Per cent Per cent  Per cent
Agriculture and fishing 26.3 6.8 308, 383
Mines 26 7.5 3.2 2.0
Industry 30.8 39.7 38.1 31.2
Commerce 10.2 13.9 11.7 115
Mercantile marine . 0.4 1.9 0.5 0.3
Other transportation and commerce 7.0 5.1 4.2 5.3
Army and navy 0.5 5 0.4 1.6
Public admunistration 1.3 ' 2.0 2.2
Professions . 5.2 4.4 4.1 3.6
Domestic service . 8.2 11.8 4.4 4.0
Other 7.5 2.4 0.9
* League of Nations Stutnstical Yearbook.
® By industries.
TasLe III

DISTRIBUTION OF GAINIULLY EMPLOYED IN VARIOUS OCCUPATIONS
IN THE UNITED STATES "

1880-1930
1380 1900 1920 ® 1930 ®
Occupativas Per cent Per cent Per cent Per cent
Agniculture, forestry, fishing 494 37.5 263 21.9
Manufactures and mining 256 291 33.4 30.9
Trade, transportation, and clerical work 122 187 25.1 28.6
Professional scrvice 3.5 4.2 5.2 6.7
Domestic and personal scrvice 9.3 106 82 10.1
Toual 100.0 1000 1000°  100.0°

Total population gainfully employed 000 17,392 29,073 41,614 48,830

® Burcau of the Census with adjustments of Department of Cummerce.
* Without adjustments of the Department of Commerce.

¢ Including 1.9 per cent in public service.

4 Including 1.8 per cent in public service.
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APPENDIX 11
POPULATIONS OF THE FOUR NATIONS

TasLE I

PRE-WAR AND POST-WAR PERCENTAGES OF MALES
FROM 20 TO 49 YEARS OLD

United England
States and Wales Germany France
* - Pre-war* 52.1 47.8 49.7 49.5
Post-war® 51.1 46.4 47.2 46.3

Note the larger percentages of males of from twenty to forty-
nine years of age in the United States than in the European
countries and note also the effect of the World War on these
percentages, especially in France and Germany.

* 1910 or 1911.
Y For difierent years during post-war decade (1920-30).

TasLE II
BIRTH RATLS AND DEATH RATES IN THE FOUR COUNTRIES, 1930
AND 1931
Birth rates Death rates Excess of births
(per 1,000) (per 1,000) (per 1,000)
United States 18.9° 11.3°* 76"
United Kingdom 16.8*° 11.7* 5.1t
Germany . 16.0 11.2 4.8
France . . 17.4 16.3 1.1

* 1930,
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APPENDIX I1I
GERMAN WAR LOSSES

VALUE OF GERMAN PROPLRTY DELIVERED UNDER THE ARMISTICE ¢

Million
gold marks
Property of the Empire and German states at home and abroad,
excluding Alsace-Lorraine, Eupen-Malmedy, and the Ger-
man colonies . e e e e e e 5,508
Private cables . .. . . 78
Non-military goods abandoned by thc troops on evacuatmg
the Eastern and Western fronts o . 2,947
Railway and transport material 1,897
Mercantile vessels surrendered e . 5,825
Ships for inland navigation .. 107
German property abroad subject to hquxd:mon .. 11,740
Delivered securities . 393
Enforced annulment of Getman claims on former Allies 8,600
Other Armistice deliveries, including cattle . 618
DELIVERIAS FROM CURRENT PRODUCTION UP TO THE
END OF 1922 Million
gold marks
Further railway stock .. . . . 616
Sea-going ships . o o 91
Inland navigation ships . .. . : 3
Coal and coke at world price 2,424
Cattle, dyestuffs, pharmaceutical compounds, engines and ma-
chines, implements and tools, wood and timber 618
CASH PAYMENTS Million
gold marks
Payments in foreign currency up to December 31, 1922 1,750
Proceeds from scrapped war material . 200
Duties levied on Rhine lands during 1921 sanctions 69
English sanctions levy . . . .... .. . . 163
Sundry payments .. ... . e 48

Besides the above, there were the costs of occupation of foreign
troops and expenses of inter-Allied commissions.

* Kenneth Ingram Wiggs, Unemployment in Germany since the War.
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APPENDIX IV
IRON AND STEEL

TanLE 1

OUTPUT OF PIG IRON PER BLAST FURNACE
(1913 AND FIRST HALF OF 1928)"

Output in 1928

Qutput gross tons (000) Index numbers Base 1913=100
191 1928 1913 1928
United States 151 193 100 100 128
Germany 46 117 31 61 256
Great Britain 30 46 20 24 153
France 39 67 26 34 170

* From data given in London E.onvmust.

TasLE 11

PRODUCTION OF IRON AND STEEL IN 1931 (IN METRIC TONS)
IN FOUR COUNTIRIES®

Pig iron Steel
Country (Ferro-alloys) (Ingots and castings)
France 8,199 7,809
United States 18,722 26,208
Germany 6,063 8,270
United Kingdom . 3,818 5,262

* League of Nations Statistical Yearbook.
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APPENDIX V
ELECTRICAL EQUIPMENT

TasLE 1

PRODUCTION AND EXPORTS OF ELECTRO-TECHNICAL PRODUCTS,
GERMANY, UNITED STATLS, AND GREAT BRITAIN, 192§

German estimates 4 British estimates ®
Country Production Fxpores Production Lxports
Germany $500,200,000 $84,918,300 $510,300,000 $77.274,0n°
United States . 1,619,760,000 84,132,240 1,654,000,000 79,218,000

Great Britain 333,480,000 83,894,040 340,200,000 85,361,040

* Zentralband der deutschen elcktrotechinischen Industrie.
® The British Electrical and Allied Manufacturers’ Association.

APPENDIX VI
MACHINERY

TasLE I

VALUE OF PRODUCTION OF INDUSTRIAL MACHINERY IN THL
UNITED KINGDOM, FRANCE, GERMANY, AND THE UNITED STATES *
(in millions of pounds sterling)

Year United Kingdom France Germany  United States
1880-84 . .. 11.5 1.1 2.7 2.6
1909-13 31.7 4.3 29.4 27.9
1923 . 49.1 10.4 26.3 54.8
1924 48.0 13.3 28.1 61.4
1925 . .. . 52.9 13.1 35.4 68.8

* Further Factors sn Industrial and Commercial Efficiency. Balfour Committee
on Industry and Trade.
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APPENDIX VII
AGRICULTURAL STATISTICS

TasLe I

FARM PRODUCT YIELDS
Yield per hectare in quintals*

Yearly United United
average States ¥ Kingdom Germany France
Wheat ......... 1921-25 8.7 22,6 18.4 14.5
1929-30 8.9 24.2 20.9 16.9
Rye ........... 1921-25 8.7 . 15.0 11.6
1929-30 7.9 18.9 17.3 12.8
Barley .. ...... 1921-25 13.4 18.5 17.8 13.8
1929-30 12.5 22.6 20.5 17.1
Oats ......... 1921-25 11.0 17.4 15.8 12.7
1929-30 11.0 21.1 20.7 16.4
Potatoes ....... 1921-25 71.9 157.5 129.9 84.1
1929-30 71.3 180.7 141.1 112.7
Sugar Beets..... 1921-25  225.7 189.9 241.5 248.9
1929-30 238.4 218.2 243.5 218.3
Tobacco ....... 1921-25 8.6 R 22.4 18.0
1929-30 8.4 R 23.0 19.4

* League of Nations Statistical Yearbook, 1931.
Y Of the four countries only the United States is an important corn-producer.
France produces some corn, however, and shows a smaller yield per acre.



276 INTRODUCTION TO WORLD ECONOMICS

UMMIUBY Jo Judmiedy (] sIeIg PAaUN)  ‘SHS

dIqeL, “‘I€61 ‘umymouudy fo yooquvax .

e *mknﬁ*ﬂ ﬁﬂN-NWn Wwwncmm LIS . e ov LY . . . . e e v=ﬁ~§h vﬂuﬂ Hahom

960y ovyr6r - Op  rerrrereeriee e oo gy

IvE'C6  088'TL L1069 8265 €bses - - Op  tTe et teees e e g

t 006°C0T  699°8Z1  96L'¢6  80¥Y'Z6  626'69 op trtotrrerotrrrorrorrrert sdord uresd rewg

00€°ZST  £60°091  90L'191  £zL'¢vl  ofsolr op oo © oottt sdosd pojmsanug
$310¢

UL 009'6¥€ 000°8S€  00S°IZE  000'€6Z  005°TEZ  CC 00, T T " sdosd pawaasey ur pury

08, (474 (47 €8 084 op rtottottrtottot ey ad pue] pasosdwy

134 (414! '8¢t 14141 £9¢61 9°202 BIE Trrrrrrerotrrien ot e waey 3ad puep wieyg

Co £20°€0S  TSH'8LY  Be¥PIY  LI9LSE  €€O€TI oo v 7 swarg o puej pasosdury
$210E

61E'YZ6  ¥88'SS6  B6L'88  T6S'8¢8  61TCTY  195°(6 NS. Tt ’ TTosuaEy ur pury
wrey

184 (%4 (34 0's o : ©o d e o (wiey 32d) uoueindod wiey
suos1ad

NNN‘NN Nna.wN *uwann NNO.NM .o . . ooo. DI T S . P . ﬁo:«—ﬁ&& Euu&

8679 ut'9 11441 79¢9 L5l £95°% {73 000, “rrrTTTITTOTtTTootTTTo T sukey O JaqumN

ofét sT61 ozél ot6l 006t 0681 0§81 v

« NALTAONOV NVONIWV NI SANTIL

II 31av],



APPENDICES 277

APPENDIX VIII
CHEMICALS

TasLe 1
ESTIMATED PERCENTAGES OF WORLD CHEMICAL PRODUCTION

Germany United States

Per cent Per cent
1913 .. ... 24 34
1923 ... ... e 17 47

1927 ... ... 1614 43
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APPENDIX XI

UNITED STATES
GOLD, CIRCULATION, AND PRICES

Circulating Commodity Stock
Year Gold stock®* currency ®  price level® price level
$000,000 $000,000 1926 = 100 1926 = 100

1914 ... ... 1,877 3,515 68.1 41.3
1915 .. ... ..., 2,026 3,376 69.5 s1.S
1916 . . ...... L. 2,504 3,717 85.5 65.7
1917 .. .. . . .. 3,123 4,128 117.5 60.8
1918 . . ... 3,162 4,677 131.3 56.7
1919 . .. ..... ... 3,120 5,013 138.6 72.6
1920 .. ....... .. 2,876 5,486 154.4 66.1
1921 ....... e 3,324 4,919 97.6 51.6
1922 ... ... .. ... 3,813 4,541 96.7 64.7
1923 .. ... . ..... 4,074 4,837 100.6 66.6
1924 . .. . .. 4451 4,891 98.1 69.7
1925 .. ..... .. 4379 4,884 103.5 88.4
1926 ........ c.. 4,454 4,941 100.0 100.0
1927 . . L ... 4SS 4,898 95.4 117.6
1928 . ... . . . 4,196 4,794 97.7 154.3
1929 .. . . . . .... 4,289 4,773 96.5 189.4
1930 ... ... ... 4,487 4,562 86.4 140.6
1931 . ..., ... . 4,695 4,989 73.0 86.9
1932 . .......... 4,247 5,614 64.8 46.3
1933 ....... ...... 4,340 5,800 ¢ 65.9 66.3

* Average of end of month figures.
® Average of monthly index numbers, Bureau of Labor Statisties.
© Standard Statistics Index (Monthly Industrial 1883-1930).

4 Provisional figure.
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APPENDIX XII

UNITED STATES ANNUAL CLEARINGS AND MID-YEAR BANK DEPOSITS

Total
member bank
Total deposits Total deposits net demand

Year Clearings* all banks ® member banks deposits
Unit: Unit: Unit: Unit:
Billions Millions Millions Mullions
of dollars of dollars of dollars of dollars
1913 $169.95 $ .. $ $ . .
1914 . 155.24 18,566 6,374 6,235
1915 187.82 19,131 6,678 6,811
1916 261.43 22,759 8,395 8,226
1917 206.92 26,352 10,301 9,690
1918 332.34 28,765 15,670 12.217
1919 417.77 33,603 19,171 14,725
1920 452.11 37,721 21,915 16,422
1921 356.21 35,742 20,637 14,321
1922 382.82 37,615 22,397 15,539
1923 413.49 40,688 23,871 16,066
1924 454.79 43,405 25,711 16,838
1925 . S1Ls1 47,612 28,440 18,277
1926 . §23.08 49,733 29,781 18,804
1927 553.66 51,662 31,269 19,250
1928 632.97 $3,398 32,133 19,191
1929 . . 715.05 53,852 32,284 18,977
1930 543.84 54,954 33,690 19,170
1931 410.04 51,782 31,566 18,357
1932 256.80 41,963 24,755 14,413
1933 241.56 38,011°¢ 23,338 ¢ 14,241°

* Total United States, Commercial and Financial Chronicle.

® All Deposits (excluding interbank deposits) of member and non-member banks
(June 30).

¢ Licensed banks only.
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APPENDIX XIlI

TasLe I

ESTIMATED WEEKLY WAGES IN THE FOUR COUNTRIES IN 1914 ¢

United United
States  Kingdom  France Germany

Building trades:

Bricklayers, masons, etc. $8.50 $8.20 $10.00
Unskilled labor .. e 6.00 5.00 6.50
Miners . e e e A 8.50 6.00 8.60
Iron and steel workers:
Iron-moulders . $16.00 6.70 6.60 6.00
Pattern-makers . . 16.00 6.80 6.80 6.80
Laborers (unskilled) . 12.00 5.00 4.80 4.50
Metal workers (skilled) .... 15.00 8.00 10.15
Metal workers (unskilled) .... 12.00 4.70 7.30
Wool (workers in) * .. 10.00 .. 5.80
Cotton (workers in) . .. .. 8.00 . 5.80
Silk (workers in) . . . . 10.00 . . 4.50
Boots and shoes (workers in) . 11.60 6.50 4.50
Bakers .. e e .. 6.00 4.80
Furniture (workers in) .. ... 12.00 10.60 9.40

* From data in Research Report Nos. 52 and 53, National Industrial Conference
Board, 1922.
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TasLe 11

ESTIMATED WEEKLY WAGES IN THE FOUR COUNTRIES "
LATE 192X — EARLY 1922

United United

States Kingdom France  Germany

Building trades:

Brickayers, masons, etc. $19.30° $12.50* $3.10°

Unskilled . ....... . 15.20° 8so* 300"
Miners . .. . .. 12.00 11.00 3.60
Iron and steel workers:

Iron-moulders . $25.00 16.94 8.40 1.85

Pattern-makers . 25.00 17.29 9.60 2.30

Laborers .. . 18.00 12.65 6.00 1.40
Metal workers (skilled) .  25.00 16.50 12.00 2.50
Metal workers (unskilled) . 19.00 10.00 7.80 2.30
Wool (workers in)

Skilled .. ) 25.00 13.00-16.00 9.00 2.40

Unskilled — ..... . 20.00 10.00 7.00 ..
Cotton (workers in) .. .. 17.00 13.00 7.00
Silk (workers in) . .. 20.00 12.00 6.00
Boots and shoes (workersin) 22.00 14.00 8.50 3.40
Bakers . ...... ..... .. 14.50 7.80 3.00
Furniture (workers in) . 23.00 18.60 1400,  3.40

® From data in Research Report Nos. 52 and 53, National Industrial Conference
Board, 1922,
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TasrLe III

ESTIMATED HOURLY WAGES IN THE FOUR COUNTRILS "
LATE 1921 — LARLY 1922

United  United
States  Kingdom  France  Germany

Building trades:

Bricklayers, masons, etc. $.44 $.28 $.10

Unskilled 34 15 .07
Miners .22 .25 .06
Iron and stecl workers:

Sk:lled $.45 .36 .14 .03-.04
Wool (workers in) 45 .30 .22 .06
Cotton (workers in) 35 .28 .24 .05
Silk (workers in) .43 13 .18
Shoemakers 48 .18 .07
Bakers .28 .16

»
Furniture (workers in) 47 40 30 .07

* From data in Research Report Nos. 52 and 53, National Industrial Conference
Board, 1922,
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APPENDIX XIV

SHORT-TERM INTEREST RATES
(Average annual rates)

285

On 4-6
months
On call commercial On bankers’
loans paper acceptances

1913 3.26 5.60
1914 3.72 4.78 .
1919 6.27 5.42 4.33
1920 7.78 7.37 6.06
1921 5.98 6.53 5.25
1922 4.29 4.43 3.51
1923 4.85 4.98 4.10
1924 3.08 3.91 2.97
1925 4.20 4.03 3.29
1926 4.50 4.24 3.59
1927 4.06 4.01 3.45
1928 6.05 4.84 4.09
1929 7.61 5.78 5.03
1930 ... 2.94 3.56 2.46
1931 1.71 2.64 1.58
1932 2.05 2.74 1.28
1933 1.18 1.84 0.61
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RLCEIPIS AND EXPENDITURFS OI' TOUR NATIONAL GOVERNMENTS
REDUCED 70 MIILIONS OF GOLD DOLILARS
(Year 1932-33)

Reccipts reduced to millions of gold dollars

Country Customs Other Total  Per capita
United States* $587 3,591 $4,178 $34
United Kingdom . 655 2,220 2,875 62
Germany 2%6 1,876 2,162 3s
France 221 1,390 1,611 39

"1930.

Expenditures reduced to mullions of gold dollars

Country Debt service Armament Other Total Per capita

United States® * $1,200 $828  $1,966  $3,994  $32

United Kingdom 1,157 326 1,390 2,873 62

Germany * 261 109 1,830 2,200 35

France . 359 371 881 1,611 39
* 1930.

¥ Including rcparation payments.

APPENDIX XVI*

*“The measures now in force, restricting or otherwise affecting
international trade in agricultural products, are of three major
types: (1) import restrictions; (2) export aids and restrictions;
and (3) production aids and restrictions.

“Import Restrictions.—Before the World War and during the
prosperous years which preceded the present depression, tariff

* World Trade Barriers n Relation to Amenican Agriculture, page 2. U. S. De-
partment of Agriculture.
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duties were by far the most important method of restricting im-
ports. Sanitary restrictions prohibiting imports considered to be
infested with pests or parasites were in effect on certain agricul-
tural products in various countries and played a secondary réle
in restricting international trade. Since 1928, various other
methods of restriction, generally more severe than the earlier
import duties, have come into cxtensive use.

“One of the more recently adopted methods of restriction is
that of linked-purchasing or mixing regulations. Such regula-
tions generally prescribe that persons who import a product to
which this method applies must at the same time purchase speci-
fied quantities of a domestic product with which that imported
product competes. In some cases it is also prescribed that the two
products must be mixed. This method of regulating imports
has been extensively applied to wheat. In many European
countries millers are required to include a certain percentage,
often very high, of domestic wheat in their grist. Another ex-
ample of this type of measure, employed in foreign countries, is
the compulsory use of alcohol as motor fuel.

“Another method of restricting imports which has recently
come into extensive use is that of import quotas or contingents.
Imports of certain commodities are limited to a fixed maximum.
It is not uncommon to limit imports of a commodity to as little
as one-half of the imports in the previous year. Quotas are often
used not only to limit the total imports of a commodity, but also
to restrict separately, and thus to discriminate between, the im-
ports from the principal countries exporting the commodity.

“Licensing imports and establishing import monopolies are
still other methods of restriction. Under the licensing method,
only such persons are permitted to import a product as can ob-
tain a license from the Government to do so. Usually the license
specifics how much of the product may be imported. In this
manner imports may be restricted by the Government in what-
ever way it may see fit. Similar control is exercised through im-
port monopolics. Many European governments have monopolies
on the import of tobacco, and some also of wheat and rye. Such
monopolies are usually employed to restrict imports in the in-

terest of domestic producers.
u
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“In the summer of 1931 a new and powerful weapon of re-
striction came to the fore—governmental limitation of the
amounts of foreign exchange which importers may obtain to
pay for imports. This type of restriction became important
when adopted by Germany and Austria in July, 1931, and it is
now extensively applied in central and eastern Europe and in
Latin America. The primary purpose was to prevent currency
depreciation by several countries which found themselves unable
to remain on, or in danger of being forced off, the gold standard
during and after the financial crisis of 1931. That crisis, how-
ever, caused a number of countries, including Great Britain, to
abandon the gold standard without having adopted severe ex-
change restriction.

“Export Aids and Restrictions.—Four principal methods of
aiding export industries, as practiced today in various countries,
are here summarized.

“Negotiation of commercial treaties and agreements is one
of these methods. This method forms an important part of the
tariff policy of every nation, and is aimed to secure a favorable
market for exports by moderating trade restrictions in other
countries. It may or may not involve an active policy of tariff
bargaining, but more commonly it does. The concessions which
governments attempt to secure from each other in regard to
trade barriers may be either exclusive or generalized. Examples
of exclusive concessions may be found in the tariff perferences
granted by the United Kingdom to the British Dominions, which
allow agricultural products from the Dominions to enter the
United Kingdom at a lower rate of duty than similar imports
from other countries, or admit Dominion products free of duty
while a duty is charged on products from other sources. Con-
cessions of this character are also contained in the reciprocity
treaty between the United States and Cuba. In the case of gen-
eralized concessions, one country agrees to lower its tariff duties
on a product or products in which the other country is vitally
interested and the reduction is applied to the products affected
regardless of the source from which they are imported.

“Another method of encouraging agricultural exports, or of
increasing the returns to producers of agricultural commodities
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on an export basis, is the selling of an agricultural product in
the world market at a price lower than that prevailing in the
domestic marker. This may be done either through an export
bounty or through a monopolistic control of marketing which
permits producers to receive a higher price on that part of the
output which is sold in the domestic market than on the ex-
ported part. Such monopoly controls are usually set up through
direct government intervention, the most notable exception
being the Paterson plan, applied to butcer in Australia. This
maintenance of a higher price in the home market, when unac-
companied by restriction of production, tends to increase ex-
ports through a reduction of consumption and an increase of
production. Since the beginning of the present depression this
method of aid has been used by many agricultural surplus
countries as a means of partly offsetting the decline in the world
prices of their products. In recent years of declining price levels
such measures have tended to check declines of production rather
than to cause actual expansion. A few of these measures have
been accompanied by restriction of production, the most notable
example being the plan recently applied to hogs in the Nether-
lands.

“Measures tending to improve or standardize the quality of
exports are a third means of aid. Such measures are in cffect in
many countries. The standardization and grading work by the
United States Department of Agriculture is an important «x-
ample. There are, however, cases in which much more drastic
measures have been applied to agricultural exports by foreign
countries. In Denmark, for instance, the quahty of agricultural
products exported is subject to careful control both by the co-
operative marketing organizations and by the government.

“Restriction of exports, a fourth method of aid, has been used
to maintain world prices of certain commodities of which the
production or supply is largely concentrated in one country.
‘This has been practiced or at least attempted in several tropical
products such as rubber, coffec, and henequen. In cases where
no one country has a natural monopoly, 1t is possible to some
extent to raisc or maintain the world price by restriction of ex-
ports through international agreement, if all the important
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producing countries can be induced to enter and adhere to the
necessary agrcements. Thus far this has been done only in ‘the
case of sugar.

“Production Auds and Restrictions.—A third group of meas-
urcs, overlapping to some cxtent with the forcign-trade control
measures just described, includes those applying directly to pro-
duction as such. Most of those now in effect arc either intended,
or at any rate tend, to increase production. Examples include
the exercise in Soviet Russia of complete authority over all agri-
cultural production as a phase of the cconomic planning adopted
in that country; intervention in the form of compulsory farm-
management, as in Italy and Spain; and ‘regulated stimulation’
of production of particular crops, as in the case of the state to-
bacco monopolies of various countrices, and the British and Neth-
erlands wheat acts. Other aids, involving little or no actual
regulation of production, include numerous production bounties
and all those trade control measures tending to stimulate produc-
tion in the country applying them. Some attempts have been
made to restrict prqduction, ecither singly or as a phase of ex-
port restriction. Examples include coffce, rubber, henequen,
Egyptian cotton, tea, sugar (in certain countries participating
in the international sugar agreement), and hogs (in the Nether-
lands).”
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Crisis Government

by Lindsay Rogers
Professor of Public Law, Columbia University
Social Action Books.

This 15 an account of the way the post-War crises have been met by various
forms of government, with full attention to the recent rapid march of events.
Russta, Italy and Germany have established dictatorships. France, Belgium,
the United States and Great Britain have succeeded in keeping representative
government alive because legislatures granted enormous powers to executives.
Do these developments mean that the libertarian state of the nineteenth
century 1s obsolete, and that an authoritarian state must take its place? Can
Democracy survive > These are some of the questions discussed by Professor
Rogers He shows how, though nationally crises have been met by various
torms of crisis government, internationally there is a crisis with no governmental
insttutions adequate to deal with it.

Cr. 8vo. 5s.

The New Internationalism

by Clark Foreman
Social Action Books.

““ Descrves particular attention. . . . It is the work of a well-equipped
historian and economust setting forth the rapid and radical changes taking
place in the conception and realisation of internationalisation. . . . An
exceedingly valuable guide.”—New Statesmen.

Cr. 8vo. 5s.

Individualism and Socialism
AN ETHICAL SURVEY OoF ECONOMIC AND PoLiTicAL FORCES
by Kirby Page

In this study of the relative merits of Socialism and Individualism the
author shows by numerous illustrations from politic and economic data that the
theory of Individualism has been long past usefulness, and he gives us a dis-
passionate consideration of various types of Collectivism. He sets forth here
a definitely constructive programme, besides emphasizing certain contrasts
between Socialist and Communist strategy. He also points out the significance
ot Socialism for religious people and the contribution that religion 1s able to
make to Socialism. This book is a clear exposition, with many quotations from
authoritative sources, of a history and a point of view that is becoming increas-
ingly important to thousands of people.

Demy 8vo, 10s. 6d.



The Trade Balance

A PROBLEM IN NATIONAL PLANNING

b Lieut.-Col. K. E. Edgeworth, D.5.0., M.C., AM.LEE.*

It is clear that the nineteenth-century ** automatic control >’ of the balance
of trade has failed to adapt itself to the conditions of to-day, and that the
tariffs, subsidies, quotas and exchange restrictions which governments have
adopted have tended to strangle international trade altogether.

As a solution of this problem the writer makes the suggestion that the
appropnate instrument for the management of the trade balance 15 a slowly and
continuously varying rate ot exchange, and he analyses and explains the various
reactions which are to be expected in such a system. It 1s shown that the
proposed scheme of management would influence both the trade balance and
the financial balance, and that 1t may be expected to avord the more serious
difficulties which are necessarily associated with the fixed gold standard on the
on:_: hagd and the system of independent exchanges on the other. 3s. 6d.

r. 8vo.

The Economic Basis of Politics
by Charles A. Beard

The subject of this famous book 1s of the utmost significance to-day, and 1ts
application to modern problems 1s of real interest, as 15 shown by the tact that
the new edition, largely revised and rewntten, immediately ran into a second
impression 1n America.

Why do states have various forms of government, and why do particular
states have particulgr forms of government ? What has been the nfluence
of economics on the history of government > With what material do statesmen
work > What causes revolutions > Mr. Beard examines the work of great
polinical thinkers on these subjects 1n an attempt to find answers to these
problems.

Cr. 8vo.
4s. 6d.

Fascism or Socialism > The Choice Before Us

by Norman Thomas
Socialist Candidate at the last Presidental Election in the US A,

This 1s a clear and well-wnitten account of the pohtical and economic
<ituation 1n the world to-day, and 1ts underlying principles and emotions
T he author discusses the break up of the old order, and shows what 1s worth
saving out ot it He has chapters on Fasasm, on Socialism and Communism,
on the New Deal in America, and on Social Forces 1in America Describing
the present situauon, he writes ** To-day by common consent Europe stands
at the brink of war ©° He goes on to point out 1n vivid language the choice that
lies betore us—War and € haos, or a Co-operative Commonwealth tounded on
Socialism. In the final chapters he tells us how and on what prinaples this
Commonwealth might be established.

This 15 an cxtremely forably written book that compels the reader to
read on and on by the power of 1ts style and the strength of its argument.
Parts of 1t make depressing reading, but 1t ends on a notc of hope and 1dealism.

Lu. Cr, 810 7s. 6d.
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