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PREFACE

N RECENT years thestudy of international affairs has greatly
I increased in the United States, a change that is due to
the new position in which we find ourselves since the
World War. Some of the problems that we are facing were
gradually appearing and we would have been compelled
to attempt their solution in a few years even if we had
remained at peace. The war merely accelerated the move-
ment and by so doing has introduced complications.
Also some of the problems are more acute because they
have developed so rapidly and their sudden appearance has
not given us adequate time to adjust our thinking.

What is true of the people of the United States is true
in varying degrees of people in other parts of the world.
There are many changes elsewhere as well as here. The
increasing economic interdependence of all countries has
presented an entirely new set of facts and forces. Many of
them either are unknown or else are little understood. This
has been particularly serious since so many of them are
economic while those entrusted with the conduct of public
affairs and with the responsibility for making decisions
have lacked economic training. Economists without politi-
cal training might have done still worse. There certainly
has been a crying need for a blend of the two.

When we turn to the literature in the field we are struck
with the lack of any broad treatment of many of the issues
involved. There are many volumes appearing, particularly
in these postwar years, but they fall into two general
groups. The first are written by historians, by journalists,
and by political scientists and reflect the specialized inter-
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Preface

ests of their authors. Some treat current events in 2 most
valuable manner, but with a minimum of background.
Others present the principles of international law and of
politics. The works of the historians are apt to place
emphasis upon political matters and even when economic
considerations are introduced they are not always presented
with enough of the economic principles involved to make
the treatment adequate.

Another group of books on international questions has
been written by economists but most of them are narrow
in scope and for the most part technical. Some treat of
foreign trade, others of foreign exchange and of foreign
investments. There are some also on world population
questions. Nevertheless, it is not inaccurate to say that
there is a dearth of literature in the field of international
economics.

In our colleges and universities this lack is now being
felt. For a long time the teaching of courses in international
affairs has been in the hands of historians and political
scientists. In the last few years the economists are being
called upon to give such courses but the material needed
has not yet been satisfactorily assembled. It is to be hoped
that it will soon be made available.

This volume is not written with the thought that it
will fully meet that need. The author hopes that it may
prove valuable as collateral reading and in that way
stimulate interest in a field of outstanding importance.
He also hopes that it may be of significance to the general
reader in presenting some of the fundamental facts and
forces that make international relations of today so difficult.

E.M.P.

PriLApELPHIA, Pa.
August, 1930.
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Chapter 1

INTRODUCTORY - THE DILEMMA
SUMMARIZED

His volume analyzes the world's economic dilemma.
TEconomic interdependence is universal. Every part of
the world now depends on every other part, and complete
cooperation in carrying on business seems, at first thought,
both desirable and necessary. Yet numerous obstacles exist
due to an organization under which limited areas of the
earth’s surface are separately organized for political pur-
poses. Each of these states must perform many economic
functions that place it in opposition to other states simi-
larly organized. The free movement of people and of goods
so necessary to economic welfare is thus checked and a
dilemma is created from which it is not easy to extricate
ourselves.

Yet it is a dilemma that is not incapable of solution.
Instead, the answer is already in process, but since the
solution has been found only in part, there are many reasons
for uncertainty as to the outcome. Years may pass before
success or failure will be clear.

In the first section (Chaps. I to IX) the fundamental
factors in the problem will be presented. They are economic
and they are well known. In fact, most of them are so
familiar thar mere reiteration seems commonplace. No
reader will be surprised to learn that the world is an eco-
nomic entity, that each part is to a high degree dependent
on every other part. Yet there are some phases of this
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dependence that call for more emphasis than has yet been
given them and there are other phases that up to the present
have not been clearly presented at all.

Mere interdependence, however, does not create the
dilemma, although it does give rise to problems. There
are difficulties of adjustment and opportunities for friction,
but these are to be found in economic life everywhere.
The additional perplexing fact is the existence of national
units. As a matter of administrative necessity governments
are organized, each directing many phases of life within
its own territorial jurisdiction.

A nationalism develops that is more than a sentiment.
For centuries such peace as prevailed was dependent on
the strength of national governments and on the devotion
of citizens and subjects to the state. Today, peace depends
far more upon adjustments between states, upon conces-
sions, upon modifications of sovereignty. In these adapta-
tions a rigid nationalism hinders rather than helps.

Sovereignty may be a legal fiction but its reality is
thoroughly believed in. Both government officials and
common people insist upon it and contend that it must
not be violated. International lawyers refer to it. Disputes
between nations are ‘‘justiciable’’ or ‘‘non-justiciable.”’
Treaties are made providing for the amicable settlement
of questions that do not affect vital national interests.
Especially since 1914 are there strong evidences of an
excessive nationalism.

There are, however, some signs of a modification in
viewpoint. More and more adjustments have become
imperative and the interlocking of interests is more gener-
ally acknowledged. The necessity of mutual concessions
is everywhere admitted and an international viewpoint
is in evidence even though the nationalistic spirit seems
stronger than ever.

(4]



Introductory. The Dilemma Summarized

Yet there is a complication in modern growth. The
state today performs more functions than ever before. Not
only have problems world wide in scope been multiplying
but also those of more limited importance. Life is increas-
ingly complex. Industrialization, urban concentration, the
annihilation of time and space by telegraph, telephone, rail-
way, radio, airplane, and television, the development of vast
networks for the transmission of electric current—all these
and other forces have compelled social action. Competition
has disappeared over wide areas, and to talk as did the late
President Wilson of the ‘‘new freedom’’ is futile. Social
welfare cannot be trusted to the guidance of the ‘‘invisible
hand’’ upon which Adam Smith was willing to rely. The
state has intervened, and /Jaissez faire is profoundly
modified.!

This growth of state control over many phases of
economic life accentuates the dilemma. Governments
assume, in fact must assume, definite responsibility for
the organization of economic activities within their
respective jurisdictions. Nationalism is more than a state
of mind and is not to be exorcised. It cannot be dismissed
by incantation.? Under twentieth century conditions the
state must organize and direct a maze of social life within
its own borders and for the welfare of its citizens. This
compels activity on a national basis. Ordinarily it goes
so far as to undertake protection of the national economy
against the world economy which is pressing on it from
all directions. Says Josef Grunzel: ‘‘Economic protec-
tionism . . . is neither more nor less than the sum total
of the measures adopted by the national economy unit for

1See Keyngs, J. M., ““The End of Lasssez Faire,” London, 1927.

2Nor is the situation accurately expressed by the title of Francis Delaisi’s
excellent volume ‘‘Political Myths and Economic Realities.”” The title of the
original French edition is a better one: ** Les Contradictions du Monde Moderne."’
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the purpose of advancing its interests in the field of
world economy.’’?

This dilemma having been stated and its difficulties
emphasized, illustrations will be presented (Chaps. X to
XV). The United Kingdom, France, Germany, Italy,
Japan, and the United States will be examined in turn.
The dependence of each, the difficulties of its present
situation, and some of the recent attempts by each to find
a solution for its predicament will be shown.

Finally, in the concluding chapter there will be recorded
some of the progress that is being made. To state the
dilemma is not to suggest that it cannot be solved, for
distinct gains can be recorded. The difficulties are greater
than is generally realized. The obstacles to a solution
are not to be removed merely by appeals to goodwill.
There are plenty of people in the world who desire peace.
The time has come for the expert in social science, and he
is at work in many directions. Old political behavior is
rapidly being modified, and a new type of diplomacy is
gradually being evolved. Business men and bankers of
widely separated countries are learning how to work
together—not merely for sentimental reasons, although
many of them are idealists of the highest type, but for
mutual gain. The concluding chapter will attempt to
record some of this progress.

1 This quotation is from his **Economic Protectionism,’ which is probably the

strongest and most scholarly defense of protection since ** The National System of
Political Economy”’ by Friedrich List.
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Chapter 11
POPULATION AGAIN AN ISSUE

NE of the most interesting developments of postwar
discussion is the attention being given to problems of
population. Book after book has appeared and the maga-
zines are filled with articles on the subject. The thinking
world seems suddenly to have become population con-
scious. Only a few years ago other questions were to the
front and such matters as the Malthusian law of population
and the law of diminishing returns were presented more
as formal facts of economic theory than because of immedi-
ate human interest in them.

It is desirable to state the reasons for such a revival of
interest in the subject, but the analysis will be aided by a
reminder that population has always been a problem.
Often there has been a belief that numbers were excessive
but just as often the other view has prevailed. Social
practices and theories as well as religious dogmas have
expressed the convictions held at different times and places.
The Romans, the Spartans, the Athenians—as well as
Egyptians, Assyrians, and others—faced the issue of the
proper numbers for their respective communities.
The well-known scriptural injunction ‘‘Multiply and
replenish the earth’” is an expression of one solution for
a meager population, while infanticide and certain other
social practices were designed to reduce or to prevent
excessive numbers. Both civilized and savage groups have
undertaken answers and these answers have varied with
the conditions that confronted them. Readers who care
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to pursue the subject further are referred to the compre-
hensive study of Carr-Saunders. !

There is no occasion to dwell here on eatlier views.
Instead, it will be better to note briefly that about one
hundred years ago there was a particularly active agitation
which found its leading expression in England but attracted
the attention of students and writers all over the world.
Malthus’ great essay was but one statement of this interest
which affected much of the thought not only of that imme-
diate period but also of many succeeding years. His theory
of population growth has ever since been a necessary part
of every survey of economic doctrines, and in recent times
those who have revived the discussion are frequently
styled Neo-Malthusians.

An interest so widespread is not to be explained as due
merely to the writings of any one person. In the economic
conditions of that time the growth in numbers of human
beings was fundamental and extremely serious. Out of
it arose many of the most acute of the current problems
and on it were based many of the explanations of social
and economic life. The ‘‘dismal science’” of economics
was particularly permeated by this one fact.

Less than a century before, the Industrial Revolution
had begun, a movement of such broad significance that the
word “‘industrial’’ is too natrow for its complete desctip-
tion. As machines supplanted human beings, men became
aware of their own numbers. To substitute water power
or steam (and later electricity) for human drudgery seems
a gain, but in a complex world, functioning under a wage
system, where one man hires many others, the machine
may, for a time and for many, be a menace, not a bene-
factor. Displaced workers felt the tragedy most keenly,
but all thoughtful observers became conscious that numbers

1 CARR-SAUNDERS, A. M., ‘‘The Population Problem,” London, 1921.

(8]



Population Again an Issue

create problems. The beneficence of a high birth rate was
questioned. Exhortations to replenish the earth lost some
of their appeal.

Under these conditions the economists developed three
fundamental and closely related dogmas. One was the law
of diminishing returns, as applied to land, a statement of
the physical limitations of the earth. No given area of
land can produce an indefinitely large amount of food
per capita even with the application of additional amounts
of labor and capital. If an acre has been cultivated very
superficially, extra attention, more labor and capital, may
perhaps give a return more than proportionate to the addi-
tional outlay. But there is somewhere a limit. Assuming
no improvement in method, a point will in time be reached
where extra units of labor and capital will give less than
proportionate returns.

From this clear limitation there are three possible forms
of relief. One is to improve methods, advance the arts,
find ways by which each unit of effort and expense can
be applied more effectively and bring a larger return.
A second is to put under cultivation larger areas of land.
A third is to limit the growth of population.

A second theory advanced was the Malthusian explana-
tion of population growth. Everywhere in the plant and
animal world is found the tendency to multiply. Increase
of numbers is so rapid as to be effectively pictured by the
use of a geometric rate of increase, i.c., such a series as
2, 4, 8, 16, 32, 64, etc., or 4, 16, 64, 256, 1,024, 4,096, etc.
Among human beings this results in a tendency to increase
at a rate that varies from one country to another and from
time to time. Combined with the law of diminishing
returns which explains food supply as limited, increasing
more nearly as does an arithmetic series, e.g., 2, 4, 6, 8, 10,
12, etc., the outlook is clearly discouraging. In the absence

(9]



The World's Economic Dilemma

of relief, population will outrun food supply or tend to
do so. Positive checks such as disease, famine, and war
will destroy men and women already born, or negative
checks such as delayed marriage, sexual continence, and
birth control must and will appear.

From these two theories there followed a third, the iron
law of wages. Large numbers of people struggling against
the niggardliness of nature can have only a limited and
perhaps declining amount of wealth and income per
capita. If anything temporarily increases the output per
person and permits higher wages, the tendency to multiply
numbers soon reduces the gain. A larger population appears
among whom the increased output is divided and the
per capita amount is no greater than before. Wages are
constantly forced down to the level of subsistence.

These three dogmas were disheartening. The outlook
they brought was a black one, discouraging not only to
Carlyle, whose dictum regarding the ‘‘dismal science’’ of
economics is familiar, but also to everyone else. The
facts seemed to coincide with theory, and real progress
appeared impossible. John Stuart Mill felt in 1848 that
it is questionable if all the mechanical inventions yet
made have lightened the day’s toil of any human being."’
Engels’ account in ‘“The Condition of the Working Class
in England in 1844 is appalling. Macaulay, Carlyle,
Ruskin, Toynbee, and Booth have given pictures of the
general poverty that are among the literary classics, and
countless later writers such as the Hammonds have made
abundantly clear the low standards of living and the
distress in town and country alike.

But with the passage of decades conditions altered.
Industrialization concentrated millions into the cities
where they worked raw materials into finished goods.
To an increasing degree these materials came from the

(10]



Population Again an Issue

far corners of the earth and the resulting manufactures
were sold over an equally wide area. In western Europe,
and to a lesser extent elsewhere, numbers grew but were
maintained, and even at rising standards. Their food was
imported from the less densely populated regions—from
the Americas, from Australia, and from Russia. It was paid
for out of the profits of manufacturing.

As these newer areas were brought under cultivation
and yielded their huge supplies of food to the old world
the economists turned their attention to other matters.
Population no longer seemed redundant and for many
years the Malthusian theory and the law of diminishing
returns were a part of formal economic doctrine, but
little more. The ‘‘iron law’’ of wages was displaced by
other wage theories. The burning issues of this succeeding
period were of a different kind. Heated controversies
raged over the distribution of the economic output between
the productive factors rather than over the inadequacy
of the amount available for division or the large numbers
among whom it was distributed.

But since the end of the war in 1918 another change has
come. Once more the growth of human beings is engaging
attention. In prewar days so-called ‘*Neo-Malthusianism’’
was active but the discussions were mild compared with
the present agitation.

This revival of interest is not surprising. In any case it
was bound to come but the dislocations of the war hastened
it. Although strain was to be observed before 1914, the
world economic machine continued to function. That the
United States had reached the point where food imports
about equalled food exports was noticed by only a few.
Russia was not a dependable source of wheat supply for
western Europe, though not many realized it. Demand
for certain raw materials was growing more rapidly than
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the available supplies, but only on infrequent occasions
was this brought vividly to public attention. Distress in
Lancashire during the American Civil War reminded the
British of their dependence on a commodity whose supply
was beyond their control, but this was the unusual rather
than the ordinary. Other exceptions may, of course, be
found, but for the most part the raw materials used in
manufacturing seemed to appear as needed.

Strain was showing itself more clearly in the struggle
for markets, the rivalry of financiers, the scramble for
concessions, the partition of Africa and of a part of Asia.
How much of this movement after 1870 is to be explained
in economic rather than in political terms is debatable,
and for the most part an argument would be futile.
Politics and economics are closely related, and many
of the problems faced by the statesmen have an economic
origin.

Tendencies well under way were hastened by the World
War. For a time they were hidden or only slightly in
evidence because of universal absorption in the conflict,
a condition that was generally maintained until the collapse
of 1920. Up to that time inflation continued and with the
rise of prices concern was felt over supplies of raw materials.
An agitation for a continuance of the war control of food
products, oil, and important commodities was started
but it proved futile. Investigations were begun,! but since
the business crisis of 1920 and 1921 public interest has
shifted to the question of markets, where it still (1930)
remains. For a time supplies of food and raw materials

! Note, for example, that by Prof. Corrado Gini made for the League of Nations
appearing in 1921 under the title A Report on the Problem of Raw Matcrials and Food-
stuffs. Another highly valuable study is Raw Materials and Foodstuffs in the Com-
mercial Policies of Nations, by William S. Culbertson, published March, 1924, in
The Annals of the American Academy of Polstscal and Social Scitnce.
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seem more than ample. At a later date raw materials will
again be discussed but at present manufacturers do not
know where to sell their output. Millions of workers are
in a precarious position even when they are not entirely
out of work.

As a result there is a keen interest in the whole popula-
tion issue. Is population becoming too large? By what
standards shall we determine the desirable number of
human beings? How many people can be supplied with a
suitable amount and kind of food and how soon will that
maximum be reached in view of the present rate of growth?
One of the most recent evidences of the importance of the
subject was the World Population Conference held at
Geneva in 1927 and the permanent organization brought
into existence at that time for the scientific study of the
complicated issues involved.

With the larger question of world population and food
supply this volume is not directly concerned. Readers are
referred to the extensive literature—to Haldane, Carr-
Saunders, Raymond Pearl, Harold Wright, J. Russell
Smith, E. M. East, to the Proceedings of the World Popula-
tion Conference. The issue they raise is highly important
but there are others to which our attention will be given.
Even if we believe that our earth can care for any number
probable in the next 500 years, that belief rests on a highly
important assumption—namely, that business can be kept
functioning smoothly. That raw materials and foodstuffs
must be kept freely moving from the country into the
cities and from the great agricultural regions to the indus-
trialized areas is clear. That manufactured goods must
similarly make their way freely to markets is no less
certain. If these conditions cannot be met, then even the
present numbers are too large in many areas to be main-
tained under present standards of living.

‘ [13]
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To put it differently, we shall not discuss the number of
people that can be maintained by the world’s resources.
There is not one saturation point for population, but
several. The maximum numbers may perhaps be those
who can be kept alive; or the numbers that can be kept in
a determined condition of physical or mental effectiveness;
or the numbers that can be maintained at a “‘subsistence’’
standard or a “'living’’ standard or a ‘‘comfort™ standard.
It may be the numbers that combined with the existing
volume of natural resources and the available supply of
capital will produce the largest economic output in the
aggregate; or perhaps the largest output per capita. It
may be the numbers that can be maintained in accordance
with standards set by one or another group of eugenists.
And any one of these limits is subject to alteration as we
improve the arts of cultivation, as we harness better the
forces of nature, as our standards alter, as our ideas of
decency and comfort change.

But no matter what standard we choose one assumption
will be found to underlie it. Life is organized. Labor is
specialized and its products are exchanged. The ability
to acquire and to maintain any agreed standard is dependent
on the continued free operation of business processes. As
large numbers of people concentrate in given areas they
become dependent and their dependence is roughly related
to their numbers per square mile. The law of diminishing
returns is a fact. In many areas no extra application of
effort can maintain the output of the soil at a given per
capita amount as population increases. City dwellers must
get their food from outside their borders, giving their
own attention to manufacturing and trade. Raw materials,
too, must come from elsewhere, while the products of
city toil must be sold in external markets and at a profit out
of which food may be bought.

[14]



Population Again an Issue

What is so obviously true of a city has in modern times
become true of great areas. Great Britain is one outstanding
illustration of dependence and Belgium is another, although
there is no section of our globe that is not today dependent
on nearly all others. It is most vivid, perhaps, in the case
of cities, but the agricultural areas also are dependent.
It is from the industrial sections that they must secure the
manufactured articles which they need and, under modern
conditions, much even of their food. Grain is not consumed
in its natural state on the farm but is sent to the cities to
be ground into flour and perhaps even changed to bread
or boxed cereals for return to the farm. To grain may be
added nearly all the other raw materials of food and
clothing which are not transformed on the farm but are
often sent many miles, perhaps even overseas, for manu-
facture to be distributed later over a wide area in a form
ready for consumption.

This fact of interdependence is so well-known that any
statement of it seems trite. In these postwar days it is a
common theme. But what is not realized fully is the
extreme difficulty of distribution and of organization
which it creates. There is a general appreciation of the
dependence of one part of the world upon the rest and of
the importance of international cooperation and goodwill.
But there is an almost universal failure to understand the
difficulties that must be faced in maintaining the free
functioning of business. That friction exists is understood
and that something ought to be done about it is realized.
And, as usual, panaceas are much to the front. Universal
peace, possibly effective through a multilateral declaration
against war, seems adequate to some. Others rely on the
League of Nations or a World Court (including, of course,
the adherence of the United States). Another group contend
for the lowering of tariff barriers, believing that more
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complete freedom of trade will furnish the solution.
Socialism, single tax, prohibition, and other proposals all
have their devotees; while many, even in high places, fall
back in rather obvious despair, on the assertion that all
we need is a different outlook, more idealism, more good-
will, a revival of religion, the spread of the gospel of Christ.

Each of these proposed remedies is difficult, and some are
almost impossible of application. But unfortunately no
one of them nor even all combined would be adequate.
Each conceives the problem as more simple than it really
is. None appreciates its complexity. Most of the remedies,
if not all of them, are admirable in themselves, and the
writer advocates the adoption of a number in the list, as
well as of several others.

At the beginning of the second quarter of the twentieth
century the disorganization that prevailed from 1914 to
1924 has been partially overcome and the larger features
of the world problem are beginning to appear more clearly.
The remainder of this chapter will sketch it in broad
outline. There are two main aspects. One is the number
of people, their locations, their occupations, and their
needs, or rather their desires. The other is the earth with
its resources from which human desires must be met.

It is well to repeat that many of the current difficulties
have been developing for decades. Some have arisen directly
from the World War but most of them are far more deep-
seated. The conflict disorganized for a time the functioning
of the world’s economic machinery and in so doing has
brought to our attention difficulties that in any case would
soon have become apparent. A realization of this is impor-
tant if the situation is to be faced with a proper perspective.

One outstanding fact regarding population is that the
trend discussed by Malthus has been very pronounced
during the last century. The number of people in the world
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Population Again an Issue

today is perhaps 1,948,000,000 as contrasted with 600,000,-
000 or 700,000,000 in 1800. In Europe numbers have
pethaps trebled. For particular countries the gains vary
and it is to be remembered that for none is statistical
knowledge very exact. In all of them there is an increase
during the period covered. Even in France there is a gain,
though a slow one, the slight growth being due not so
much to a low birth rate as to a high death rate among
infants. The particularly rapid gain in the United States
is, of course, due to ‘‘immigration from abroad as well
as from heaven,’’ to quote one writer’s way of expressing it.

Even since 1913 there has been growth. For the world as a
whole the estimated population was 1,786,826,000 in 1913
and by 1927 was 1,948,526,000, a gain of 9 per cent. Even
for Europe (including Asiatic Russia) the numbers for
the two years were 487,179,000 and 520,164,000, showing
a gain of 6.7 per cent. If Russia is excluded there is a gain
of 6.4 per cent, or from 347,479,000 to 369,664,000. Even
the slaughter of the war only slightly retarded the growth.

Available knowledge of birth rates and death rates,
moreover, confirms the other data. Everywhere the former
exceed the latter with consequent gains in numbers. A
glance at the accompanying table makes this clear. In it
19 countries are listed, the order being that of the excess
of births over deaths in 1927. Japan leads with a gain of
15.2 per 1,000, followed by Poland and Canada. Last in
the list is France with a gain of 1.6 per 1,000. The United
States is ninth with 8.4 per 1,000 in 1926.

A number of interesting facts can be gleaned from a study
of this table. For example, in the period 1905 to 1909
France had the lowest birth rate among the countries
listed, 7.e., 20.1 per 1,000. Even in 1921 to 1925 there was
only one country, i.e., Sweden, that had a lower rate,
although Switzerland was close. But in 1927 Sweden,
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England and Wales, and Switzerland had lower rates,
while Belgium, Denmark, Germany, and Norway were
almost as low.

Births, Deaths, and Annual Increases of Population per1,000 Inbabitants
for Certain Countries

Average birth | Average death Excess of
rate rate births
Country

1905-{1921~ 1905-(1921- 1905-|1921-

1909 1925 157 1909 {1925 1927 1909 | 1925 1927
Japan . . 31.9| 34 635 0 | 20 9| 31.8/19.8 | 11.0] 12 8|15 2
Poland . . ..1347316| .. |18 517.4 16.2(14.2
Canada e .1 27.1124 6 | ....| 11.1j]11.1 | . 18.0113 5
Netherlands 30.0 25 7123 1 | 14.7| 10 410 3 | 15 3| 15 3|12.8
Bulgaria . . 42 5| 39 0/32.9 | 23.5| 20 8|20 2 | 19.0{ 18 2|12 7
Roumania 401/ 36 6/34 1 | 25 9| 22 2|22 2 | 14 2| 14 4{11 9
Italy. . .| 326[29 2269 21.7| 17.0[15.7 | 10 9} 12 2)11 2
Spain. . 33730128 6 | 24.5{ 20.4/18.9 | 92} 97| 9.7
United States 22 6/20 6'| 15.4) 11 9{12 2| . .| 10 7| 8 4!
Denmark. 28.4) 22 2)19 5 | 14.1| 11.3|11.5 | 14.3| 10 9| 8.0
Hungary . . 36 3| 29.4125 2 | 25.7| 19 9{17.6 | 10 6] 9 5| 7.6
Czechoslovakia . 33.0, 27 0,23 3 | 24.1} 16.2]16 0, 8.9 10 8; 7.3
Norway. . . 26 7| 22.0{18.2 | 14.1| 11.5{11.0 | 12 6| 10.5[ 7 2
Germany . ... ... 132,31 22.1/18 3| 18.3] 13.3]12 0| 14 0] 8.8/ 6 3
Switzerland . . ... .| 26 4| 19.4/17 4| 16 5| 12 4]12.3| 99| 7.0/ 51
Belgium . 1251/ 205{18 3 | 16 2/ 13.413 5| 8.9 7.1/ 48
England and Wales . 26.7| 19 9|16 6 | 15.1) 12.2{12.3 | 11.6{ 7.7| 4.3
Sweden . . .. .. 25.6| 19.1]16.1 | 14 6| 12.0{12.7 | 11 0| 7.1| 3 4
France....... . .. . . 120119 3]181 | 19.5| 17.3]16.5 | 06| 2.0/ 1.6

1For 1926. The 1927 figutes are provisional only for France, Germany, and
Hungary.

Relative death rates are also of interest. Again comparing
the others with France, since the slow increase of popula-
tion in France is so often discussed and deplored, it will
be noticed that in 1927 the French death rate of 16.5 was
exceeded only by the death rates of Bulgaria, Hungary,
Japan, Poland, Roumania, and Spain. Italy had a death
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rate of only 15.7, while the Netherlands with a rate of
10.3 was the lowest on the list.

Caution should, of course, be used in interpreting this
table. It shows clearly a decline in birth rates, although
to this general tendency Japan is an exception. There is
also a downward trend of death rates, though this decline
is clearly being retarded in countries like the Nether-
lands, Norway, Germany, and England whose death rates
were already low and where the age distribution of the
population complicates the interpretation.

This point should not be overlooked. It is easy to assume
that as long as birth rates are higher than death rates
this excess demonstrates a growing population. But Dr.
Kuczynski has pointed out the incompleteness of such
reasoning.! In his study of population tendencies, only
apart of which has been published, he says:

If each woman has two children who become parents in their turn, the
population will hold its own. If she has three such children, the popula-
tion will increase by one-half within one generation. If she has less than
two such children, the population will sooner or later decrease. With a
fertility and a mortality as they prevailed forty or fifty years ago, the
population then would have increased by about one-half per generation
in all countries of western and northern Europe with the exception of
France and Ireland, where the population about held its own. With a
fertility and a mortality as they prevail at present, the population of some
smaller countries still shows a genuine growth, but the population of
the larger countries, France, and especially England and Germany, is
doomed to die out.

It will be noticed that Dr. Kuczynski’s final conclusion
is carefully stated. It applies only to a limited number
of countries and is true only if birth rates hold at their cur-
rent level. But even if these low birth rates are maintained
in the few countries where they now prevail, the area with

! Kuczynski, Roserr R., “The Balance of Births and Deaths,’ vol. I (Western
and Northern Europe), p. 4, New York, 1928.
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higher rates is the larger part of the world. Moreover, even
though the decline in population comes at the rate sug-
gested by his data, the reduction will be a gradual one.
Numbers will be great for decades to come.

Next to be noticed are certain human characteristics.
Just how many persons can subsist on a square mile of land
of a given fertility is not easy to say. Everything depends
on the standards of living, and standards differ widely.
As already pointed out, there is no single saturation point
for the world and there is none for a given country. The
average Italian seems contented with less than the amount
insisted upon by an Englishman or by an American but
would doubtless protest against living on the sum available
to a Spaniard or to a Japanese.

And whatever standards may exist at a given time and
place are not permanent. Human wants are indefinitely
expansible. Only a slight amount is essential to bare
existence. But luxuries quickly become comforts and soon
comforts are necessities. There are subsistence standards,
living standards, decency standards, comfort standards,
Asiatic standards, European standards, American standards.
A necessity can be defined only as any article to whose
use one has become accustomed and which he will surrender
with great reluctance.

This last point is an important one. Whatever standard
has been attained will be retained if possible. And the
higher the level the more effort will be made to maintain
and to raise it. Attention will later be drawn to the fact
that the world strain of recent years is not between coun-
tries whose people have the lowest incomes but just the
reverse. It is the high-income countries that are the leaders
in the modern struggle for supremacy. The present contest
is largely though not entirely among the peoples of the
United States and western Europe.
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As the years have passed, the old iron law of wages has
become thoroughly discredited. Wages clearly have risen.
But this does not carry with it a denial of the law of
diminishing returns. That law is a physical fact—a com-
monplace to every farmer, since he does not dream of
concentrating all his labor and tools on a single acre but
distributes them over the farm.

It must be remembered that this law is just as true for
fertile as for impoverished soil. It has nothing to do with
soil butchering, which occurs through a period of time.
The law of diminishing returns applies to the potentialities
of any land at any time. If a given region is so fertile
that there is no occasion to cultivate it intensively the
law is not a matter of immediate concern. Given enough
people, the law is a grim limiting factor.

Then, too, its significance (not its truth) is altered by the
changes in human knowledge and in methods of using the
land. The art of rotating crops, irrigation, better choice
of seeds and improved cultivation do not literally make soil
more fertile but they do increase its effective productivity.

As the years pass, these changes in the arts are appearing
more and more rapidly. There has come, too, an amazing
growth in the supply of capital, in human ability to
organize effectively, in all of the factors of production.
And with these gains the power of man over nature has
grown. Each year adds to the victories of humanity in its
struggle against the niggardliness of nature.

To return to an earlier statement, the question is not
one of the capacity of the earth to support a given total
population. Presumably there is somewhere a limit, but we
shall concern ourselves instead with the attempts of human
beings to maintain or to raise their present standards and
with the difficylties they are facing in their endeavor to
do so.
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Chapter 111
HOW POPULATION PRESSURE APPEARS

HEN difficulty is experienced by any people in the

maintenance of their standards, relief can be found
either (1) through an improvement in economic methods
or (2) in a shift in consumption, e.g., from beef to pork or
from wheat to potatoes, or (3) in a change in the nature
of their economic activity, e.g., from agriculture to manu-
facturing, or (4) by emigrating to another area where
conditions are more favorable. Or, if the trouble is due
to a temporary dislocation—to a stoppage in the free
flow of commodities and services on which standards
depend—relief may be found (5) by removing, if possible,
the causes of friction in order that freedom of contact may
again be resumed.

Economic strain is occasionally evidenced in a spectacular
manner, perhaps by a breakdown such as occurred in the
Ruhr district of Germany in 1924 or by many actual deaths
from starvation as in the Russian famine of 1921. More
often the strain, though real, is less obvious to the naked
eye. It may come gradually and almost imperceptibly,
the results being small economies, delayed marriages,
crowded housing, a slightly higher death rate. In these
days of statistical evidence it is often vividly revealed by
reduced figures for bank clearings and freight-car loadings,
a smaller volume of trade, more unemployment, and
more business failures.

It is the purpose of this chapter (1) to elaborate on the
growth of population in many parts of the world and to
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indicate its density in certain countries and regions, (2)
to observe the relief that has in the past been secured by
emigration from the congested areas, (3) to note the current
reaction against this movement, particularly in certain
immigrant countries, and (4) to stress the extent and the
nature of the dependence of certain countries on the rest
of the world.

In 1800 there were probably 600,000,000 or 700,000,000
people in the world. Today the number is perhaps 1,800,-
000,000 or 1,900,000,000. One hundred years ago so much of
an increase would not have been thought possible. At
that time the standards of living were low in Europe. The
pressure of numbers was felt and in the judgment of many
there was already serious overpopulation. Yet there are
far more people in Europe today than there were then.

This again emphasizes our contention that there is no
fixed number of people that saturate a country. The small
population of the United Kingdom in 1825 was more than
could be well cared for at that time. In 1913 there were
41,483,000 living on the same islands at a much higher
standard, but now a slightly larger number seems too
many. At least the reports in 1929 were to the effect that
in certain of the coal areas anemia, rickets, and other
evidences of malnutrition were increasing.

This world population of nearly 2,000,000,000 is not
evenly distributed. There are vast areas in which there
are but few people and there are huge cities in which
millions are huddled together, entirely dependent on out-
side sources for all their material supplies and often lacking
even air suitable for breathing.

To make comparisons by taking entire countries as the
areas to be examined is hardly fair, because the density of
population varies so much within each of them. In some
parts of China the numbers of people per square mile are
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among the greatest in the world, yet the average for
the entire country is lowered by the fact that some sections
are sparsely inhabited.

Because statistics are available chiefly by countries it
will be necessary to use them in that form, but we may
first speak of great areas regardless of national boundaries.
The accompanying map,' showing the distribution of
world population, reveals three areas where the concen-
tration is greatest: eastern Asia, including Japan and a
part of China; India; and Europe. There may, perhaps, be
added a section in the eastern part of the United States.

The visual impression received from this map is valuable,
but statements in statistical form, though often misleading,
are available only by countries and so must be used.
Conclusions must be carefully qualified, but even so our
impressions of the problem will be more vivid than if we
should content ourselves with the map already noticed.

The most noticeable difficulty is the lack of precise
knowledge regarding numbers of people. Gross land areas
are well known, but census returns for some countries are
entirely lacking or, when available, are not always reliable.

In lieu of census returns there are usually intelligent
estimates of the population, and for such rough comparisons
as we desire to make they are perhaps sufficiently accurate.
We may accordingly use them and with the following
results: The numbers of persons per square kilometer in
1925 in certain European countries were:? France, 74;
Switzerland, 95; Italy, 131; Germany, 132; the United
Kingdom, 191; Holland, 217; and Belgium, 257. In this
list France is lowest and Belgium is highest. In Asia the

1 Taken from *‘ Commerce Yearbook, 1926, vol. II.

2 Square kilometers are used rather than square miles, since the figures given
in succeeding paragraphs are from reports issued by the League of Nations and are
given only in square kilometers.
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British provinces of India had a population density of
89 per square kilometer, and Japan had 154. The figure
for the British provinces of India was lower than that for
all of the European countries except France, and that for
Japan was smaller than those for the United Kingdom,
Holland, and Belgium. The United States had a population
density of only 15 per square kilometer.

But such a comparison, while the simplest, is not very
helpful and may even be misleading. Thus, Japan is a
country with many mountains. Much of Japan is not
cultivable or in any other way productive, and the number
of people in that country as compared with the land from
which a living can be secured is much greater than the 89
per square kilometer just given. Accordingly, we should
make the proper allowances, but in practice this is not
easy. What should be the basis of comparison? Perhaps
it should be the area of arable land. If so, estimates of
this are available and seem to be fairly teliable. But there
are some disadvantages in using merely arable land, since
timber lands, pasture lands, etc., should doubtless be
included. Or, still better, we should, if possible, allow for
productive land of all kinds including mines, water-power
sites, and all other areas from which a living can be secured.
But definitions of ‘‘productive’’ either are lacking or else
vary widely, and comparisons are, therefore, misleading
and perhaps mischievous.

Nevertheless, other figures than the crude ones just
quoted should be given. Population density per square
kilometer of arable land in 1925 was, for France, 178;
for Germany, 305; for Italy, 307; for Belgium, 640; for
Switzerland, 772; for the United Kingdom, 800; for Hol-
land, 802. The British provinces of India had 205 persons
per square kilometer of arable land, and Japan had 993,
with the United States only 85.
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The numbers per square kilometer of agricultural land
show, of course, fewer persons per square kilometer,
since the area of agricultural land is larger than that of
the arable land. In Europe they are: for France, 112; for
Switzerland, 171; for Italy, 188; for Germany, 215; for the
United Kingdom, 242; for Holland, 327; and for Bel-
gium, 435.

Estimates of density per square kilometer of productive
area are not available for many countries and, for the
reasons already given, are not very helpful. A few of them
may be quoted, however, from the Memorandum on Popula-
tion and Natural Resources prepared for the World Economic
Conference at Geneva in 1927 and from which our other
population figures have also been taken. In Europe the
estimates for 1925 are: for France,79; for Switzerland, 123;
for Italy, 143; and for Holland, 251. For the British prov-
inces of India the numbers are 122 and for Japan, 199.
There are no estimates furnished for Belgium, Germany,
the United Kingdom, and the United States.

No hasty conclusions should be drawn from any of these
figures. It must be remembered that many of them are
confessedly nothing but estimates and that the bases
employed are not in all cases the same. They cannot,
moreover, possibly inform us with any precision on the
matter that is really interesting, i.e., How serious is the
pressure of living conditions in these different areas, what
world problems does this pressure create, and what solu-
tions should be applied?

Thus, a population density of 89 per square kilometer
of superficial area for the British provinces of India tells
nothing of living conditions, and the figures of 205 for
arable land and 122 for productive land tell little more.
The intelligence and education of the people are almost
as important as the fertility of the soil and the richness
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of mineral deposits. The degree to which transportation
has been developed and to which modern methods of
cultivation are employed are important, and so, also, is
the extent to which the population relies on manufactur-
ing, as do the people of England and Belgium.

Then, too, arable land, timber land, pasture land, and
mineral deposits vary widely in fertility or in richness.
There is a vast difference between the fertile lands in the
river bottoms of the Danube and of the Mississippi and
the made land on many of the mountain sides of Italy—yet
both are arable. There is likewise a difference between the
coal deposits in some of the British areas which are a mile
below the surface and the more accessible deposits in the
Ruhr and in many parts of the United States or even in
China.

In each of the groupings used, one fact stands out.
There are two main areas of very acute congestion—one
in Asia and one in Europe. They are alike and yet they are
a contrast. In each there are large numbers per square
kilometer, but in Asia standards of living are low. Poverty,
distress, and squalor abound in India and in China and to
a somewhat lesser degree in Japan. In Europe there is
an abundance of poverty, especially at certain times and
in particular places, yet the standards of living are much
higher.

Comparisons are not easily made, but there have been
studies attempting to state per capita incomes for some
countries. Only a few seem sufficiently reliable for our
use. One of them was by Sir Josiah Stamp of England and
appeared in the Journal of the Royal Statistical Society for
March, 1919. He presented his findings cautiously because
of the difficulties in such an inquiry and because of the
great opportunity for inaccuracy in drawing conclusions.
His estimates were used by the National Bureau of Eco-
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nomic Research of New York and presented by them in
an adapted form which is the one we shall employ. The
method used is first to ascertain the probable total national
income for each of the countries concerned and then to divide
that amount by the population of the country. It is to be
remembered that even population is often only a rough
estimate and the determination of national income with
precision is quite impossible. The figures presented, there-
fore, must be accepted by us with the same reserve and
caution displayed by Sir Josiah Stamp and by the National
Bureau of Economic Research.

Estimated Income of Various Countries at the Outbreak of the War in 19141

Income
Approximate
Country accuracy, Total,
within billions of | Per capita

dollars
United States . 10 per cent 33,300 $335
United Kingdom 10 per cent 10,950 243
Getmany. ..... . . 10 per cent 10,460 146
France........ . . . 20 per cent 7,300 185
Italy....... . 40 per cent 3,890 112
Austria-Hungary . . 40 per cent 5,350 102
Spain ... 40 per cent 1,120 54
Australia . . . 10 per cent 1,260 263
Canada. . . . 40 per cent 1,460 195
Japan. ... .+« .. ... .| 30percent 1,580 29

! Adapted by the National Bureau of Economic Research from a study by Sir
Josiah Stamp in the Journal of the Royal Statsstical Society, March, 1919.

It will be noticed that these estimates give the highest
per capita income to countries with a low population
density. The figure for the United States is $335 per
capita, and for Australia $263 per capita. The European
countries in order are the United Kingdom, $243; France,
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$185; Germany, $146; Italy, $112; Austria-Hungary, $102;
and Spain, $54. The only Asiatic country is Japan the
estimate for which is $29 per capita.

It will be remembered that these are only estimates and
are for the days just before the World War when price
levels were lower than those of today. A later and less
comprehensive study by Professor Seligman of Columbia
University for the year 1918 to 1919 gives $635 for the
United States, $403 for the United Kingdom, $256 for
Germany, and $247 for France. The amounts are larger in
each case, but the relative positions of the countries are
much the same.

These comparisons are necessarily crude but seem ample
warrant for the conclusion that we may divide the inhabit-
ants of densely populated areas into two groups. First,
there are those who have as yet developed only a moderate
amount of dependence on other countries. There is some
dependence but, comparatively speaking, only a little.
Food and raw materials ate found largely at home, and
the urge to market products abroad is only slight. Pressure
on the home soil is serious, the law of diminishing returns
is an important fact, and the average income is low. A
crop failure or a flood means quick death for thousands or
even millionts unless relief can be quickly secured from
outside sources.

The second group is located chiefly in western Europe.
Larger incomes are found, a higher standard of living—
in most cases 2 much higher one. But this has not been
secured by the use of domestic food supplies or domestic
raw materials, especially in those countries whose stand-
ards are highest. In part, local food and raw materials
are drawn upon, but to an important degree outside
sources are utilized and the products that are manufactured
must find foreign markets. This has made possible a higher
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standard of living but it has also created a condition of
extreme dependence.

One economist, Dr. B. M. Anderson, Jr., of New York,
has estimated that even in prewar days some 38 per cent
of French trade, about 54 per cent of German trade, and
62 per cent of British trade was foreign. We might add
that the English people import from one-half to two-
thirds of the food they consume and the Germans some
20 per cent, in which is found about one-half of their
fats.

This arrangement has permitted a large fraction of the
population to dwell in cities and give their attention to
manufacturing and commerce rather than to agriculture,
fishing, and the extractive industries. Incomes have been
higher and crop failures and floods do not mean such
havoc as in Asia. Supplies are regularly drawn from all
parts of the globe and a shortage in one region is apt to
be offset by an abundance from some other source. There
is consequently a greater stability.

Yet there is another kind of uncertainty. In war especially
there is danger that food from the outside may be cut off.
Raw materials must be imported from sources that may
be inaccessible in time of war or pass under unfriendly
control even in peace. Markets may be disturbed by
hostile tariffs, by boycotts, by economic crises and by
other influences. Or a difficulty may appear of the kind
faced by England today. A period of leadership and remark-
able growth lasting through decades may be followed by
one of serious decline through the rapid development of
the strength of other countries.

Nineteenth century Europe cared for its growing numbers
in three main ways. First, by industrialization, which
meant a dependence as described and was possible on a
grand scale only because there were great undeveloped
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areas from which food could come. Second, by a modifica-
tion of habits that made possible the maintenance of
good living standards on a limited area of land. Illus-
trations are found in the use of pork instead of beef and
of potatoes instead of corn and wheat. The Germans
found that pork and potatoes gave good nourishment and
called for a smaller area for their production than did
beef and wheat.

The third method by which relief was secured was
emigration. During the nineteenth century the outward
movement was a strong one. W. G. Sundborg, a Swedish
investigator, has estimated that from 1816 to 1910 there
was a total overseas emigration from Europe that aggre-
gated 41,814,000. From 1881 to 1890 the annual average
of emigration from 13 leading European countries was
648,383; from 1891 to 1900 it was 537,218; from 1901 to
1910 it increased to 998,756; and from 1911 to 1913 the
annual average was 1,368,367.

For Europe as a whole with its nearly 450,000,000 of
inhabitants even this last figure—1,368,367—is not large,
being less than one-third of one per cent per annum.
This is so small a fraction of the total that the relief
given to crowding seems slight.

But while the emigration was small when compared
with the population of all Europe it was not so unimpor-
tant for particular countries. Toward the end of the prewar
period there were 408,550 persons less each year to be fed
in Italy, nearly 400,000 less in England, nearly 250,000
less in Austria-Hungary, and over 160,000 less in Spain.
For these countries the relief was appreciable.

This movement may be contrasted with that from the
Far East. The Japanese emigrated in considerable numbers
to the mainland of Asia and in a few other directions.
The Chinese, too, found some outlets, but, generally speak-

(32]



How Population Pressure Appears

ing, overseas emigration gave less relief to the Oriental
peoples than to Europeans. The reasons are well known.
Hostility in the immigrant countries, expressing itself
in prohibitive legislation, was the chief barrier.

But in recent years even the European movement has
been retarded. During the war it was, of course, checked
but shortly after the end of the conflict the outward
flow again started. Conditions in Europe were, of course,
bad, and there were reasons for believing that the exodus
might be a larger one, perhaps unprecedented in volume.
In the United States particularly great alarm was felt
lest the numbers should become greater than ever before,
and there developed rapidly an insistence that restrictions
should be imposed.

Some years ago an American author, Herbert Quick,
wrote an interesting little volume entitled ‘“The Good
Ship Earth.” In it he described our planet as a ship sailing
through space from an unknown origin to an unknown
destination, carrying as its passengers hundreds of millions
of persons whose numbers rapidly increase. Sustenance
for these passengers is necessary, and on the decks of the
ship there grows a peculiar green rash—vegetation—on
which they subsist. This rash is more abundant on some
parts of the deck than on others, especially as compared
with the number of people in each section. Because of
its vital necessity, since life cannot be maintained without
it, there is an intense rivalry for its possession. The passen-
gers push and crowd, surging back and forth, at times even
fighting to the death.

This allegory is vivid. Throughout all known and
doubtless throughout all unknown time, peoples have
migrated in search of food. But in modern times the
direction and the volume and in many ways the nature
of the movement have changed. There is a particularly

[33]



The World's Economic Dilemma

striking difference due to the complexities of modern
life. The standard of living today cannot be expressed
merely through the supply of food. It is a complex of
food, of clothing, of shelter, of transportation, of illumi-
nation, of recreation, and many other groups. It is a highly
intricate blend of necessities, comforts, and luxuries.

As a consequence, migration occurs for the purpose of
maintaining or of raising this complex standard. An
emigrant does not leave his native land because of his
difficulty in securing food in particular but because he
believes that he can in the new environment secure a
monetary income that will permit a higher standard.
As conditions seem better elsewhere, he moves.

In the postwar period European overseas emigration
was resumed but not on the prewar scale. In spite of the
reports of millions ready to leave, the movement proved
to be less than was expected. This was due to a variety
of reasons. To start with, there had been an exaggeration
in the stories that were circulated, the sort of exaggeration
to be expected under such circumstances. Then, too, the
mere desire to emigrate is not enough in itself. A voyage
overseas is expensive and cannot be undertaken merely
because of one's desire for it. Rather does it illustrate
the real nature of what the economist calls ‘‘demand.”
Demand is made up of desire plus purchasing power.
Emigrants must have passage money and an additional
amount as a margin for temporary support in their new
location.

More important, however, in checking the movement
was the official attitude in both emigrant and immigrant
countries. An illustration is the policy of the Italian govern-
ment. It is understood that that government desires to
retain to a high degree the allegiance of its citizens, an
allegiance that is weakened or lost by residence overseas.
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Also, there is a contention that Italy needs a larger popula-
tion, an increase being desited in the next few decades
from the present 40,000,000 to 60,000,000—a gain of 50
per cent. Emigration from Italy, while not absolutely
forbidden, is at the best merely tolerated. Outside observers
of Italy have not found it entirely easy to pass judgment
on this policy. The population per square kilometer is
about 131 for the total area and about 307 for the arable
area. Besides, the soil is for the most part not very fertile
and natural resources are scarce. There seems, in fact, to
be considerable warrant for Mussolini’'s reminder that
Italy must “‘expand or explode.”” The policy of discourag-
ing emigration and of encouraging larger families, if
viewed merely as an economic matter, is not easily recon-
ciled with the fact of existing congestion. Perhaps the
reconciliation is to be found in the political realm and hence
in matters entirely outside the field of this book.

Another check on European emigration has come from
the changed attitude of the immigrant countries. Some of
them have for decades shown a tendency to debar Orientals.
Their attitude has perhaps been due in a slight degree to
racial prejudice but is probably due far more to economic
considerations. In the United States, in Canada, and in
Australia there has been a feeling that the living standards
of the Orientals are low and that by accepting employment
at meager pay they would depress the standards of Ameri-
can, Canadian, and Australian workers. Consequently, the
barriers to Oriental immigrants have been raised higher
and higher to the point of virtual exclusion.

Also, there has been for many years a tendency to
scrutinize more and more closely the immigrants from
other parts of the world—which means Europe in particu-
lar. Literacy tests, economic tests, and moral tests have
been applied with increasing rigidity. Attempts were
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made even in such undeveloped areas as Canada and Aus-
tralia to get settlers who were suited to local conditions.
Even where immigration was in general encouraged there
was an attempt to pick the newcomers.

But after the war the United States in particular imposed
rigid restrictions. The barriers had been rising gradually
over many years but the stream of immigration had kept
increasing. From only 8,400 in 1820 the numbers had grown
as the decades passed. They fluctuated chiefly with varying
economic conditions in the United States but reached
their largest amounts only in the early twentieth century.
From 1900 to 1909 the immigrants varied from 448,000 to
1,285,000 per annum, and from 1910 to 1914 they varied
from 838,000 to 1,218,000 per annum.

For many years Americans had spoken proudly of their
country as the ‘‘refuge of the oppressed,” and Israel
Zangwill had designated it as the “‘melting pot™ for the
mixed groups who came from all parts of the world.
But doubts regarding the policy of unrestricted immigra-
tion began to grow and during the war and early postwar
years were expressed with more and more emphasis. The
war had brought to public attention a series of facts that
to many were very disquieting. Examinations of recruits
drafted for the army showed an alarming number not only
of physical but also of mental defects. Large numbers
could not read or write. Many could speak only the
languages of the countries of their birth. There was a
lack of familiarity with American institutions and ideals.

The significance of these facts was exaggerated and
distorted by many Americans, particularly by certain
superpatriots who are as much of a nuisance and even a
menace in the United States as their counterparts are in
other lands. To other influences this group added the
““Nordic myth’" for which there is no adequate scientific
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support. Certain writers, among them Madison Grant,
Lothrop Stoddard, and Albert Wiggam, became concerned
over the "'Passing of the Great Race,” as it was called by
Mr. Grant, and the ‘‘Rising Tide of Color,” as it was
styled by Mr. Stoddard. Such views were readily accepted
and widely repeated.

Their application to the problem of immigration restric-
tion was possible because there had been a pronounced
change in the origin of the American immigrants. In
earlier years the larger numbers had come from northern
and western Europe, in more recent years from the southern
and eastern countries. A tabulation of this change shows
what had occurred.

Percentage of Immigrants by Countries of Origin by Decades*

Country 1861-| 1871-| 1881—| 1891-| 1901-
1870 | 1880 | 1890 | 1900 | 1910
Austria-Hungary 033| 26| 6.7|16.0] 24.4
German Empire . 3500/255|280|14.0| 3.9
Italy, Sicily, Sardinia . 051 20| 59|180|233
Russia Empire and Finland 020 19| 44|140|182
United Kingdom 38.00
England . 156 120| 60| 44}
Ireland .. . . ....|155]12.0|100] 39,

1Taken from Faircuiro, H P. Immugrations, revised edition p. 135, 1925

There should be added also the influence of organized
labor which was anxious to limit the entrance of new-
comers who would help to keep down the wage level. Many
immigrants accustomed to the lower real wages as well as to
the lower money wages of their home countries would readily
accept employment for less pay than the American-born
worker desired to take. Then, too, every addition to the
numbers available for employment tended to lower wages.

The barriers were raised by the Act of 1921 and then still
higher by the Act of 1924, which limited the annual
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quota of immigrants of any nationality to two per cent
of the number of foreign-born individuals of such nation-
ality resident in the continental United States as determined
by the United States census of 1890. The numbers admitted
were thus proportioned to the numbers from the different
countries resident in the United States in 1890, that year
being chosen in order to reduce the number who could
come from southern and eastern Europe and raise the
proportion who might enter from northern and western
Europe. Another section of the Act of 1924 provided that
beginning July 1, 1927, the annual quota of any nationality
should be a number which bears the same ratio to 150,000
as the number of inhabitants in the continental United
States in 1920 having that national origin bears to the
number of inhabitants in the continental United States in
1920. This provision was not carried out until 1929 but was
then made effective. It reduces somewhat the total entrants
and readjusts markedly the numbers from certain countries.
There is a sharp reduction in the quotas allowed to Ger-
many, the Irish Free State, and the Scandinavian countries
and a large increase for Great Britain.

Since this chapter is not attempting an analysis of
American immigration, discussion of the present law need
not be continued. We may merely note that this action
by the United States is the most important check that has
occurred to emigration from other parts of the world.
In time, other outlets that already exist will be enlarged,
but the tendency of American legislation is to dam the
flow of considerable numbers whose emigration to the
United States might otherwise give a measure of relief
to their own countries.

A further word ought to be injected in explanation of
the action of the United States. Her restrictions on immi-
gration are not merely arbitrary. Population density in
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the countries named is still far less than in Europe and in
Asia, but there are difficulties in assimilating and control-
ling an influx each year so large and heterogeneous. Then,
too, the economic situation has altered. An economist
would state it for the United States by pointing out that
150 years ago or even 50 years ago that country had a
vast area of undeveloped natural resources and a shortage
of capital and labor. Both capital and labor have rapidly
increased until the resources are more fully utilized. To
get the maximum output the importation of additional
labor is not needed and American laborers prefer that
immigration shall be sharply restrained. At least a rigorous
choice will be exercised over both the quantity and the
quality. What is perhaps most obvious and significant for the
United States is true also of many of the other new countries.

That these restrictions should irritate the older countries
is not surprising. For of course the issue is by no means
clear. One expression of it has been this. Have the people
in the densely populated areas of the world a “‘right’”
to go on multiplying in numbers with the expectation
that their overflow will be taken by other countries?
Some of them have this opinion On the other hand,
have those who dwell in the sparsely populated parts
of the world any right to oppose the immigration of those
so unfortunate as to be born in the more crowded sections?
Apparently they believe in such a right, as is shown by
the restrictions they have imposed.

But it would be folly to suppose that either group will
be convinced by the arguments of the other. In the United
States it is contended that immigration is a domestic issue
and protest is voiced against its consideration in inter-
national gatherings, yet it is highly probable that in a
few years the whole question will be under acute discussion
in the field of international politics.
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And in this discussion the United States will be clearly,
though perhaps tactfully, reminded of some of its inconsist-
encies. For example, Americans are contending for the
right to restrict their own natural resources—their land—
to use by themselves when after all a large percentage of
Americans were born or their parents were born elsewhere,
chiefly in Europe. For those whose parents were alien born
or those who have just arrived or whose parents immigrated
only one or two generations ago suddenly to oppose any
further immigration seems strange and not entirely logical
to Europeans.

Americans object to the Mexicans placing restrictions on
exploitation of their oil by United States citizens, they
criticize the Brazilians for valorization of coffee and
refuse them financial aid, they contend that the British
should not control the supply of rubber under the Stevenson
plan. Yet all of these actions by the people of other coun-
tries are merely assertions of their right to do as they
please with their own resources. They, in turn, oppose
American insistence on limiting its density of population
and criticise proposals formulated for restricting in the
States the output of cotton or of copper and for controlling
prices. We may as well admit that the issues are not clear
and attempt to prepare our minds for the controversies
that are sure to come soon.

In the meantime, America suggests little of real value
to the people of the Old World or of the Orient. One
possible form of relief or of alleviation would be the
restriction of the rate of population growth, the practice
of birth control. But Americans are strangely hostile to
the idea and as yet the transmission of information regard-
ing contraception is generally illegal in the United States.
As far as population growth is concerned, public sentiment
still approves gains and deplores losses. Any decline in
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the birth rate, though it appears in a world possibly
becoming overpopulated, is viewed with alarm. In the
Far East opposition to birth control propaganda is even
greater. In Europe most of the official pronouncements
are likewise in favor of growing numbers, even in countries
like Italy where the crowding is greatest.

Since the war there has been a smaller emigration from
Europe and the trend as yet is a downward one. The
stream is partly diverted to other overseas countries than
the United States but in part it is being dammed up. Birth
rates have been declining but death rates have also been
reduced. Population is still growing and will probably
continue to increase for some years to come if not indefi-
nitely. With the large numbers per square kilometer in
Europe and with its lower living standards there will
be continued outward pressure.

But even a restoration of the emigration stream to its
old size might not keep the population to its present num-
bers, to say nothing of reducing it. And as long as people
are as numerous in western Europe as they are now they
must be dependent on the maintenance of commercial
relations with each other and with the rest of the world.

One or two illustrations of this dependence will make
the situation vivid. First, we may notice the foreign
trade of Belgium and of Germany for two years, 1913
and 1927. In this tabulation of imports and exports there
are revealed four important forms of dependence on other
countries.

First is the dependence on outside sources for food
supply. In 1913 Belgium imported articles of food and
drink valued at 1,034,822,000 francs while exporting food
and drink worth only 327,663,000 francs. Germany's
food and drink imports in the same year amounted to
2,807,829,000 marks as contrasted with similar exports
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Foreign Trade of Belgium and Germany 1913 and 1927, by Classes

(000 Omitted)
Belgium, francs Germany, marks
Classes
1913 1927 1913 1927
Imports:

Live animals.. . 65,273 96,317; 289,697 177,206
Articles of food and drink 1,034,822 7,192,365| 2,807,829 4,350,425

Materials: raw or partly manu-
factured . 2,667,035| 15,125,011} 6,279,949 7,148,956
Manufactured articles . 869,478) 6,595,005 1,392,211 2,466,575

Gold and silver: specie and un-
manufactured . . .. 413,251 170,839 436,394 238,271
Total imports . 5,049,859 29,179,537| 11,206,080| 14,381,432

Exports:

Live animals 44,413| 151,434 7,444 11,045
Articles of food and drink 327,663 2,114,756 1,069,522 418,843

Materials: raw or partly manu-
factured .. .. . 1,826,078 8,973,303 2,274,087 2,239,294
Manufactured articles 1,436,430| 15,311,472| 6,746,181| 7,549,528

Gold and silver: specie and un-
manufactured. . . 81,230 69,773 101,372 21,866
Total exports 3,715,814 26,620,738 10,198,606 10,240,576

worth only 1,069,522,000 marks. In each case these values
are in addition to the trade in live animals where alsc
the value of the imports was greater than that of the
exports for each country. For 1927 the same general
situation holds with Belgium'’s excess of imported foods
(even after allowance is made for the lowered value of
the Belgian franc). Germany's excess of imported foods
is somewhat less in the later year but is still heavy.

These figures show a definite dependence on outside
sources for food and to an extent greater than the difference
between imports and exports, since some of the exported
foods are an excess above needs for particular articles and
some of the imported articles could not be produced at
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home at all, or at least not in adequate amounts. Also,
they are of such nature that a cessation of their importation
would cause real hardship. An illustration is Germany's
importation of fats.

Second to be observed is the heavy importation of raw
or partly manufactured materials. For Belgium these
values were 2,667,035,000 francs in 1913 and 15,125,011,000
francs in 1927. For Germany the corresponding figures are
6,279,949,000 and 7,148,956,000 marks. Again the depend-
ence on outside sources of supply is heavy and again the
exports of similar articles do not show any possibility of
lessening this dependence, since the exported raw materials
are chiefly an excess in certain lines of domestic output.
An illustration is coal which is produced in large quantities
in both countries.

Third is the heavy reliance of both countries on foreign
markets for manufactured products. The figures in the
table show vividly the necessity of selling abroad the
articles manufactured in part from domestic raw materials
but also from imported raw materials. In 1913 the Belgian
exports of manufactured goods were worth 1,436,430,000
francs and in 1927 they were valued at 15,311,472,000
francs. For Germany the values were 6,746,181,000 and
7,549,528,000 marks. Imports of this class of goods were
large, though smaller than exports, but to a considerable
extent are of goods not readily manufactured in the import-
ing country.

Fourth and last to be noted is that for each country the
total of imports exceeds the total of exports in each year.
Belgium's import excesses were 1,334,045,000 and 2,558,-
799,000 francs, while Germany's were 1,007,474,000 and
4,140,856,000 marks. Each year these differences must be
met in some manner and are, of course, offset by what
are called “‘invisible items.”” Among them are the expendi-
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tures of foreign tourists in the countries, the earnings of
merchant vessels, and interest on the foreign investments
of citizens. In case the aggregates of both visibles and
invisibles are to the advantage of the country, its credi-
tor position is strengthened. If the balance is the other
way, it is an indication of an added indebtedness to the
rest of the world.

At this stage of our discussion the point to be emphasized
is that the livelihood of 7,932,000 people in Belgium and
63,440,000 in Germany is dependent on the free movement
of both visible commodities and the various invisibles.
Food, raw materials, and finished products must come and
go. But so must tourists whose expenditures are now so
important. Merchant vessels must earn freight charges
for carrying goods. Bankers and insurance companies
must continue in their business of collecting commissions
and premiums. Interest payments on foreign investments
must be made regularly. And if there is at any time a balance
in one direction or the other (and there always is), the
difference must be readily met by an extension of credit
in some form. If there is friction in any of these intricate
business transactions, suffering is sure to occur.
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Chapter IV
CLIMATE AND OTHER NATURAL RESOURCES

EFORE taking the next step, which is to examine the
B distribution of important natural resources, it may be
pointed out that thus far no reference has been made to
capitalism or imperialism or socialism or communism or
any other ism. In so far as possible, the isms will be avoided,
at least in the earlier stages of our analysis. International
economic problems, or at least the most important ones,
are not due entirely or even basically to the special eco-
nomic structure which prevails in the twentieth century.
The type of economic organization that has been dominant
in the last hundred years has had an influence on certain
details of form, but many of the leading facts would exist
under socialism as under capitalism. Millions of people
in the state of dependency we have described would
presumably struggle to maintain or to raise their standards
even though some other political or economic organization
prevailed.

Also, we have not intended to emphasize unduly present
national boundaries or even the existence of states.
Reference has been made to England, France, Japan, and
others but this has been largely as a matter of convenience
and because economic data are furnished chiefly on this
basis. We are intending for the present to emphasize the
congestion of population, migration, living standards,
and the location of natural resources in some parts of the
earth as compared with others, regardless of the position
of national boundaries and even of the existence of states.
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A little later the importance of states in the picture will
be stressed. Just now much will be gained by ignoring
them. An economic problem exists which becomes *‘inter-
national’’ and has certain phases because western civiliza-
tion is nationalistic, industrial, and capitalistic. But in
some of its broader features it would be with us under any
economic organization and even though states as we know
them had never come into being.

Attention has already been called to the lack of agree-
ment on standards to be applied in connection with migra-
tion from congested to sparsely settled areas. Those who
live in densely populated regions claim a ‘‘right”” to
migrate to other parts of the world where living conditions
are better. Those who dwell in the sparsely settled
regions maintain that immigration is a domestic problem
and that they have a right to check the influx from other
countries.

It will be noticed that the word right may have more
than one meaning. Two are important for our purposes.
The first is the legal or political meaning. Has a given state
the right, as a matter of legal theory or in international
law, to restrict the entrance of newcomers? The issue centers
around the question of sovereignty. The meaning of this
concept and its actuality are challenged by certain modern
writers, among them Harold J. Laski, e.g., in ““The Gram-
mar of Politics."” Into this discussion we are not competent
to enter and shall leave the issue to the political scientists
and the international lawyers. But no matter what their
conclusions, there prevails among statesmen and among the
great mass of humanity a belief that sovereignty does
exist as an attribute of the state; that many issues are
purely domestic and must be settled by each state for itself.
This is thought by them to be true of questions like the
tariff, although its significance to other countries than the
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one imposing the duties is becoming increasingly clear.
It is thought, also, to be true of immigration. Although
the latter issue is a matter of concern to emigrant as well
as to immigrant countries, this is not yet conceded. The
political “‘right”’ to impose restrictions on the movements
of population is still insisted upon.

But if we pass from political “‘right’’ to moral ‘‘right”’
the difficulties are not lessened. Assume that no political
or legal issue is involved. Assume, as suggested 2 moment
ago, that there are no national groupings, no political
boundaries. Change the problem to one of ethics. Is it
proper, is it morally ‘‘right’” for groups of people in
possession of fertile land to debar others from sharing in
its use? Or, conversely, have the outsiders any moral right
to demand participation?

The answer is far from easy. We are prone to speak more
or less carelessly of right or justice or equity, not only in
domestic matters but also in international affairs. Yet
only the most casual thought shows that the issue is
confused. First, what is the abstract concept of justice or
rightness which is to be accepted in the relations of indi-
viduals to each other? This problem the students of ethics
have always argued and will doubtless continue to argue.
Assuming the issue settled and some concept of justice for
the guidance of individuals to be agreed upon, there is the
further step of deciding whether to apply this same concept
in the relations of one group of people to another. Professor
William McDougall has forcefully reminded us! that the
code which we profess to guide the relations between
individuals in the same country is a sham when we discuss
our relations to people in other countries or regions. The
Christian ethic, for example, whose form is nominally and
widely accepted throughout the Western world, is soberly

1 “Ethics and Some Modern World Problems,* 1924,
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announced as a code of world-wide application. ‘*All men
are brothers’’ . . . ““Go ye into all the world and preach
the gospel to every creature.” Yet this concept of the
brotherhood of man is not practiced. In America, at least,
the use of such terms as ‘‘the Hun'’ in war time and of
Dagoes, Greasers, Chinks, and what not even in peace
time is an indication of what we mean.

But even if we could agree on our concept as an abstrac-
tion, there is still the difficulty of its application to such
concrete questions as migration and control of raw materials
and of markets. A few illustrations are worthwhile.

The industrial life of Canada has been developed with
the aid of coal much of which has been imported from the
United States. In 1925 to 1926 the total coal imported was
16,249,000 metric tons, much of it from the States. To this
steady movement of fuel the economic organization of
Canada is adjusted. If there is a coal shortage or a heavy
demand and a high price for coal in another direction—
say in Italy or in the Argentine or even within the United
States—is it morally incumbent on the coal operators to
continue shipments to Canada? If so, what is the concept
of rightness or justice on which it is based and how is
that concept applied in this particular instance?

The United States furnishes at present some 70 per cent
of the annual production of petroleum yet imports a con-
siderable amount each year from Mexico. Is it legally or
morally proper for the Mexican government by modifying
its constitution or by legislation or otherwise to restrict
the movement of petroleum into the United States whose
economic life is adjusted to that supply?

Have the people living in the area known as Brazil any
moral “right”’ to finance their coffee crops in such a way
as to raise the price of coffee to consumers in other parts
of the world? Was it “‘right’’ for the British government
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to maintain a certain price for rubber in the world’s
markets through the operation of the Stevenson Plan?
Shall we give our approval to the action of American
producers of cotton or of copper in restricting the supplies
of these commodities and in thus raising their price to
consumers throughout the world?

An endless list of illustrations might be given including
not only the migrations of peoples and the control of raw
materials but also investments and markets. Nor can the
matter be disposed of by suggesting that no ethical con-
siderations have been applied in the past. Such an answer,
of course, merely means that the one who gives it either
disapproves the code that has prevailed and hence desig-
nates it as immoral or unethical or perhaps non-moral;
or else that he finds different codes applied at different
times or, perhaps in the confusion of the problem, finds
it difficult to determine what the code has been in particular
cases.

In this field of inquiry little has been done. The diffi-
culties and contradictions are of two sorts. First are the
moral professions that are advanced. At one time we con-
tend that all men are brothers and should be treated as
equals with no discrimination because of race, nationality,
or color. On other occasions we avow differences by alleging
that charity begins at home or that any tax is a good one
if the foreigner pays it.

The second difficulty is to be found in our divergent
legislation and practice. In the United States the antitrust
law is approved for the protection of the domestic consumer
but the Pomerene and Edge acts are passed permitting
combinations for export trade. Codes are developing
rapidly in all lines of business applying to conduct at
home while entirely different practices are approved or
condoned in foreign trade.
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Economists often state that there are two primary factors
of production—man and the resources of nature. We have
spoken of human beings, their expansible desires, their
living standards, their migrations, and their dependence.
Next is a statement of nature’s important resources—
not all, for the list is too long. Instead, a few only will
be named with a minimum of statistical data and with a
certain amount of interpretation.

Perhaps the most important is climate. It is significant,
first, because it sets limits of many kinds on nature’s
supplies. Thus, wheat will not grow in all parts of the
world. Soil constituents are not suitable in many regions
and in many there are not those combinations of heat,
cold, moisture, and dryness that are needed. So with
cotton, bananas, reindeer, and other articles. To some of the
leading products we shall give attention later. For the
moment it is the direct effect of climate upon human beings
that will be considered.

Professor Ellsworth Huntington is the writer who has
given this question its most modern expression.! He is
cautious in drawing sweeping conclusions about the
significance of his findings, but for our purposes we need
not go even so far as he does. In an attempt to determine
the relations between climate and what is called *‘civiliza-
tion,”’ he conducted three separate though related lines of
inquiry. First he studied the effect of climatic conditions
upon physical and mental activity. He examined the
productive output of 550 factory workers in Connecticut
and 3,000 or 4,000 workers in certain southern cities of the
United States and noted carefully the relation between
the fluctuations in this productivity and the changes in
the weather. This enabled him to reach certain conclusions

1 For his views see, snter alsa,** Civilization and Climate’’ and ** World Power and
Evolution.”
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regarding the relationship between weather and the
physical activity of workers. By a similar analysis of
the school work of over 1,700 students at the Annapolis
Naval Academy and at West Point Military Academy he
discovered a closely comparable set of facts.

The results of these investigations are summed up in
the following conclusions:!

A mean temperature of 64 (Fahrenheit), 2 mean humidity of about
80 per cent and frequent changes of temperature are the most desirable
conditions for purely physical health . . . In factory work where
physical effort is the chief item, but where mental activity takes a certain
share, the best conditions seem to be the same [with certain exceptions]
. . . For purely mental work the conditions of humidity and variability
should apparently be about the same . . . but the mean temperature
should be much lower, perhaps 40.

Professor Huntington next ascertained those parts of the
earth’s surface where climatic conditions agree closely
with the ones he had concluded were most conducive to
mental and physical vigor as just summarized. The neces-
sary data for this inquiry were available in weather
reports and his findings are presented on a map which is
reproduced herewith.?

It will at once be noticed that those areas in which,
according to his findings, climate is most stimulating
include all or most of western and northwestern Europe
and an important fraction of the United States.

His third inquiry was of a very different sort. By corre-
spondence with a large number of individuals who might
be called “‘wise men’’ living in all parts of the world, he
secured their judgment regarding those areas of the earth’s
surface in which the highest degree of civilization now
exists. He received 138 answers of which 54 were in such

1 “World Power and Evolution,” p. 8.
2 By permission of the publishers, Yale University Press.
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form as to be usable. Combining these replies he constructed
a second map which is also reproduced. If the two maps are
compared, their similarity is observed to be very striking.
For the most part, the highest degree of modern civilization
is found in those regions where Professor Huntington's
inductive studies show that climate is most conducive
to physical and mental activity.

It is not immediately germane but perhaps we should
point out that Professor Huntington does not overlook
the fact that in past centuries the centers of civilization
have been in other areas than the ones where they are
found today. It is his belief that there have been important
changes in climate and he presents at length his reasons
for thinking so.

We are concerned here, however, with another inference
that can be drawn from his studies. It is very striking that
the countries in which he finds the most invigorating
climate and the ones where the highest civilization is
observed are also the countries that are the leaders in
international affairs today. England, France, Germany,
Italy, the United States, and Japan are the large ones.
Belgium, Holland, Denmark, and Switzerland are among
the others with invigorating climates but their size is
small and for this and other reasons their influence is less
pronounced than that of the larger countries. From time
to time Russia looms large in the news but thus far her
r6le is at least a secondary one. China is at present in
ferment but her effective influence in international life is
yet to be demonstrated.

There is no reason for alleging that this relation between
climate and the international struggle furnishes a sole
explanation or even the leading one. We need not even
attempt to determine its relative importance. Instead, it
can be listed merely as one of the highly significant factors
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with the reminder that it is permanent not temporary,
permanent at least to the extent that no significant changes
in climate are apt to occur through decades or perhaps
through centuries. Political organizations may be modified,
certain other natural resources may rise or decline in
importance, but as long as climate remains what it is,
the people of certain regions will be handicapped in the
contest while others will be favored.

Food is properly next on the list. Even the Far East
with its low standards of living imports some of its food.
But the Occident depends heavily on outside sources of
supply. The tables of foreign trade figures presented in the
preceding chapter for Belgium and for Germany are a
reminder of the fact that modern industrialization depends
closely on the ability to import both food and raw materi-
als. Only because of this has it been possible to maintain
so many human beings at a standard so high. The $243
prewar per capita income in Great Britain, $185 in France,
$146 in Germany, and $112 in Italy seem low compared
to the $335 in the United States but they are high compared
with only $29 in Japan and the unestimated but probably
far lower incomes of China and India. If those are correct
who feel that former sources of food supply may not be
relied upon for an indefinite number of years to come, there
are serious contingencies to be faced by later generations.
Our concern is with the present and the more immediate
future.

The leading article of food of international significance
is wheat. Other forms may be as nourishing but it is one
of the most conveniently transported and it furnishes a
large amount of nutrition in small bulk. For this and for
other reasons it is the outstanding food in many parts
of the world. During the war it was a stand-by and in
days of peace it dominates its field in foreign trade. A
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shortage of its crop and a rise in its price mean more
troubles for statesmen than similar difficulties with any
other article.

Notice, then, the countries that import and export
wheat. In the five-year period 1909-1910 to 1913-1914
(both inclusive) the exporting countries were, in order
of the numbers of quintals exported, Russia, the United
States, Canada, Argentine, Roumania, Australia, British
India, Hungary, and Bulgaria, the combined amounts
being 176,310,000 quintals. In this same period 148,110,000
quintals were imported by 12 European countries, most
of it by 6 of them. The 6 in order were the United Kingdom,
Germany and Luxemburg, Italy, Austria, Belgium, and
France.!

If one examines the data for the other cereals he discovers
much the same situation. The newer areas—Canada, the
United States, the Argentine, Australia, Roumania,
Russia, and the rest—were furnishing western Europe
not only with its wheat but also with its rye, maize,
barley, and oats. What was true of cereals was true of meats.
It was true of food in general. There are changes in the
lists of importing and exporting countries if corn or some
other food is used, but the lesson remains the same. Certain
areas depended on certain other areas and a number of the
countries in western Europe relied on outside sources for
an important fraction of their total food.

Nor have conditions changed in the postwar years.
Population has grown. The foreign trade of some countries
has diminished but more food is needed because there are
more mouths to feed and also because food is so important
that necessary economies will be practiced first in other
directions.

1 Report to the Lcagm. of Natsons on Certasn Aspects of the Raw Matersals Problem by
Professor Gini, vol. II, p 7, December, 1921.
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The accompanying table indicates this for a number of
different foodstuffs.! Only a glance shows the interdepend-
ence. To name all the countries separately would be
confusing, so they are grouped by continents. There are
12 different foodstuffs in the list. The sign -+ indicates
an importation of a designated number of thousands of
quintals and the sign — an exportation.

In each year from 1909 to 1913 Europe (excluding Russia)
imported net the indicated amounts of each item. From
1921 to 1925 the same situation was continued with two
exceptions. One is a small exportation of potatoes and a
very small amount of rye flour. The other is a very appreci-
able increase in the importation of wheat, wheat flour,
rye, maize, sugar, and tea. There were a few small decreases
but the gains were appreciable and were in the more impor-
tant items of human food.

Next it will be noticed that Russia which was in prewar
days a source of food supply has sharply declined in
importance, her exports of wheat, barley, oats, and maize
having nearly disappeared. Reductions in the supplies of
wheat and sugar from Asia are also to be noticed. Asian
exports of sugar have grown but are being thrown on a
highly demoralized sugar market.

North America and South America are the other two
continents of importance and their exports of food have
greatly expanded while North America’s imports of sugar
have gained. Central America and the Antilles show a
large increase in exports of sugar.

The picture is a convincing one. Certain areas are more
dependent than ever before on outside sources of food
supply and those sources are, in turn, increasingly depend-
ent on markets abroad. As time passes changes will occur.

1Compiled from data in Agricultural Problems in Their International Aspect,
a document prepared for The International Economic Conference, Geneva, 1926.
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Trade in Certain Foodstuffs
(Annual Averages 1n Thousands of Quintals. Surplus of Imports (4) or Exports (—))
Europe ext:luding Russia Other couf:nies Africa
Russia of Asia
Products
1909-13 | 1921-25 {1909-13 {1921-25/1909-13 {1921-25 {1909-13|1921-25
1. Wheat |+4115,625|4+132,430|—41,174|—1,225|—13,701(+ 952|— 570+ 125
2. Wheat
flour . |+ 5,748+ 11,784|— 1,188|+1,513+ 2,073+ 3,433(+2,849(+2,817
3. Rye . [+ 4,944/4 12,848|— 5,341|—3,194(4 1 0] ol— 12
4. Rye flour |4+ 1,342(— 71— 1,146|— 17 0 o+ 2+ 2
5. Barley. |4 42,786/+ 15,302|—36,999|—1,811|— 2,602|— 2,096|—2,184|—2,297
6. Oats [+ 19,398/ 11,292{—10,683(— 284(4- 27(+ 11{—1,047|— 734
7. Maize . |+ 45,322|+ 51,784|— 7,544|— 545(— 1,374|— 1,218|— 853|—5,033
8. Rice . + 10,6764+ 7,857|+ 1,172|+ 383(—20,926|—13,317|+42,682(+41,725
9. Potatoes |+ 582(— 1,476|— 1,705|+ 31|14+ 238[+ 297(+ 460|+ 399
10. Tea .. [+ 1,522+ 2,122+ 711}4+ 55(— 3,258(— 3,199+ 80+ 152
11. Coffee 4 5,880+ 5,450+ 118/+ 6|— 309|— 494+ 185+ 177
12. Sugar . |+ 2,701{4 17,549|— 2,626/ 630|— 3,853|— 6,687|— 685|—1,542
Central
North America | America and | South America Oceania
Products Antilles
1909-13| 1921-25| 1909-13| 1921-25| 1909-13| 1921-25| 1909-13| 1921-25
1. Wheat [—34,452|—94,589|-+ 563|+ 497(—20,848(—28,636|—11,641|—19,771
2. Wheat
flour —12,826|—22,232|+ 2,736(+ 3,540+ 1,126+ 999|— 1,256|— 3,503
3. Rye. ..[— 164/—10,459 0 o|— 76|— 407|— 1 0
4. Rye....
flour . o— 98]+ 3|+ 54+ 43 0
5. Barley [— 2,811(— 8,956|— 45|+ 90(— 370{— 1,288/4+ 182]— 352
6. Oats... |— 2,401(— 6,529+ 377|+ 360|— 6,437|— 4,874|— 214|— 9
7. Maize...|— 7,628(—15,772{+ 1,973+ 1,372|—29,316|—32,0004 1284 116
8. Rice....|— 83— 1,867|+ 2,282|+ 3,138+ 1,329|4 1,075+ 343|4+ 476
9. Potatoes|+ 604|— 1,498/4 661|+ 1,374+ 694+ 138|+ 271+ 56
10. Tea... |+ o11(+ 599+ s+ 5[+ 46+ 46+ 187+ 227
11. Coffee.. |+ 3,959+ 5,952|— 1,600(— 1,599|— 8,410|— 9,620—  7|— 7
12. Sugar. |429,387|+45,714|—24,232|—48,859|— 1,515|— 4,720|— 4,443]— 5,912
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For example, Russian exports may grow. But there is no
reason to suggest any coming decline in this state of
dependence. There will instead be an increase.

In the United Kingdom 191 persons per square kilo-
meter, in Belgium 257, in France 74, in Germany 132 live
at their present standards because of this steady supply
of nourishment from abroad. In postwar years the reduction
of grain exports from Russia, just noted, meant reduced
rations for the Occident unless the amount from other
areas could be enlarged, which it was. As the numbers
of people in Australia, the Argentine, Canada, and the
United States increase, new sources of supply must be
found at home or abroad or productivity in the New
World must be vastly improved to care for local needs
and at the same time to feed the growing numbers in the
Old World.

A larger volume of agricultural output in Europe is not
easy. For the present it can be raised in most cases only at a
much higher cost per unit than in newer lands. If the price
of imported food rises sufficiently, then the home-grown
crops can compete, but the price must be high to make
this possible, unless, of course, improved methods of cul-
tivation can be found and applied to lower the costs.
Much, too, can be done and has been done by the substitu-
tion of one kind of food for another—as of pork for beef
or of potatoes for wheat.

That this difficulty exists is illustrated by the efforts of
the English during the World War to supplement food
supplies by home-grown produce. Because of the urgency
of the situation and the high price of food, and under the
stimulus of war enthusiasm, something was accomplished.
But as soon as the psychology of peace was restored and
unrestricted imports of food were resumed, this approach
to the food question was found ineffective. Wheat from
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Australia, Canada, and the Argentine, fruit from South
Africa, and dairy products from Holland and Denmark
can be imported more cheaply than similar products can
be raised in Great Britain. British agriculture is again in
distress.

In Italy efforts are being made to stimulate the home
production of food. The avowed reason is to lessen Italian
dependence on the outside world and to relieve the pressure
on the lira, since all imports must be paid for by the pur-
chase of foreign exchange. It is too soon for a final judg-
ment on the experiment but we may point out the diffi-
culties. Italy has a limited amount of fertile soil. In most
of the country, unit costs of agricultural production are
high as compared with costs in more fertile regions.
Such food as 1s raised must compete with imported crops
unless the imports are debarred. If they are debarred the
Italians will presumably be using their capital and labor
in a less effective manner and, we might add, there will be
no long-run relief to the foreign exchanges. Or, if such
relief really comes, 1t will be at the price of a reduction
in the standard of living much in excess of any gains
received.

It must not be forgotten that imported food must be
paid for. Payment is being made in western Europe and
elsewhere by importing raw materials, manufacturing
them, and selling the finished product abroad. But this
means further dependence—for raw materials and for
markets. Another predicament is thus created. Supplies
of raw materials must be assured and markets must be
kept open. As the newer countries industrialize, using
a larger amount of their own raw materials, supplying
their own domestic markets, and perhaps even entering
into competition with the Old World in foreign markets,
the complications are increased. This is just what England
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is facing today, notably in cotton textiles. Formerly she
led, but now China, Japan, India, the United States, France,
Italy, and others have entered the field, forcing England
to readjust her industrial life on a large scale. Can it be
wondered that friction results, that problems difficult
of settlement arise, that even wars occur? Such forces are
powerful. Formal declarations of goodwill, renunciations
of offensive warfare, ‘‘peace by incantation,”’ as some have
called it, though valuable, will be inadequate.

But let us turn next to the two important fuels, first
coal and then oil. Industrialization calls for power and
these are the two leading sources, supplemented by water
power. In time, the tides or the winds or atomic energy
or some other force may be harnessed for human use but
at present coal, oil, and water power must be our chief
reliance.

Coal is produced in nearly every country of the world
but in widely different amounts. In 1925 the total world
output was 1,187,803,000 metric tons, but of this amount
911,572,000 tons or 76.7 per cent came from the mines of
the United States, the United Kingdom, and Germany.!
Some countries, ¢.g., Italy, produce little coal but use
much. As an indication of the uneven distribution it may
be noticed that in 1925 among the leading countries the
United States, Czechoslovakia, Germany, Poland, Russia,
the United Kingdom, China, Japan, the Union of South
Africa, and Australia met their needs from their own
production. Others were compelled to import. The Argen-
tine and Switzerland imported 100 per cent of their con-
sumption of coal, coke, briquettes, and lignite, Sweden
94 per cent, Italy over 87 per cent, Brazil over 86 per cent,
Canada over 62 per cent. Chile, France, Belgium, Hungary,

1 Memorandum on Coal, vol. I, p. 43, League of Nations, Documentation for the
International Economic Conference of May, 1927.
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the Netherlands, Spain, and New Zealand also imported
heavily.?

Demand for coal, like the demand for many other
articles, is very complex. Man uses it for heating, but he
also uses it as a fuel for locomotives and for steamships
and thus it aids in transportation. He uses it in his factories,
as a fuel in most of his manufacturing processes. But it
is a very heavy article, and for the most part factories
using coal must be located near the sources of supply,
while coal used for domestic fuel costs far more at a distance
from the mines than near them.

This high cost of transporting coal means that there is
a strong tendency for factories to locate where coal is
easily accessible. Many other influences operate, but this
is an important one and has meant the concentration
especially of iron and steel plants but also of many others
in such places as Gary, Pittsburgh, and Birmingham in
the United States, in the Ruhr area of Germany, and in
England. Raw materials tend to move toward the coal
since they are lighter and hence mote easily transported.
This is true even of a substance as heavy as iron ore, and
it is significant to notice the location of its deposits. The
important ones are in certain clearly marked areas in the
United States, France, Sweden, Luxemburg, Spain, Ger-
many, Algeria, Czechoslovakia, and Austria.

A little reflection on the location of these deposits
illuminates this aspect of world strain. The deposits may
be divided into two groups. One includes what may be
called the outlying ateas—Cuba, Spain, Sweden, etc.
From these countries ore can be shipped and is shipped to
the countries where coal is available. In 1925 England
imported 4,472,000 long tons of iron ore and scrap. Even
the United States imported 2,191,000 tons, principally

1 1bid., p. 12,
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from Cuba and from Chili. The second group includes
the areas that are located in the countries where the coal
supplies are found. There are large reserves of iron ore in
the United States and in England. Before the World War
the Lorraine deposits were in Germany but now they are
in France.

Since the ore tends to move toward the coal where the
factories are apt to concentrate it is important for the
industrial interests operating factories in the coal areas
to safeguard their supplies of ore. When this ore is in the
same country as the coal, for example that of the Lake
Superior region, there may be problems but they are not
international. When the ore is in more distant regions, as
in Spain or Cuba and in another country than the coal,
the international element may cause complications,
although the seriousness will depend much upon the rich-
ness of the ores in question as compared with the abundance
and quality of the ore that is nearer and perhaps also in
the same country as the coal.

Thus far, really acute strain has developed in only one
place—the Ruhr-Lorraine region. Before the late war
both the coal and the iron were in Germany and a complex
relationship had been established between the two regions.
Now the best of the ore is in France while the Ruhr coal
areas are still German, a situation that has created one
of the most awkward of our international questions.!
Minor, though significant, problems have arisen because
of the need for Cuban ore in the United States and in a few
other connections, but the Franco-German situation is
the outstanding one.

It will not have escaped attention that there are three
important world centers of significance in this connection.

! See Greer, Guy, ‘'The Ruhr-Lorraine Industrial Problem," for the best de-
scription of this.
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One is the Ruhr-Lorraine area just referred to, presenting
one of the most difficult of our international questions.
Another is the United States, a country of such vast
extent that a large fraction of what it uses is found within
its own borders. There is no occasion, except in rare
emergencies, for the United States to import any coal,
and its own supplies of iron ore are largely adequate.
The third center is Great Britain which has huge deposits
of coal and considerable iron ore but now finds it more
economical to import much of its ore from other sources—
notably from Spain and Sweden. At present there is,
therefore, only one of the three regions that may cause
serious international friction.!

In recent years oil has been one of the outstanding topics
of international discussion. Current news items are con-
stantly informing readers of new discoveries; of concessions
granted in South America, in Turkey and elsewhere;
of trade wars between the large oil companies; of agree-
ments and disagreements; of threats, compromises, and
what: not. Book after book has appeared each with a
startling title: "'O1l Imperialism’’ and **We Fight For Oil"’
and ““The World Struggle for Oil.”” Diplomatic corre-
spondence deals with oil, governments aid their nationals
in securing concessions, in demanding equal rights, and
in protecting them in rights already secured.

There is one peculiarity about it all. One of the points
most strongly emphasized is the contention that there is
a scarcity of supply, one estimate being that, at the present
rate of consumption, the known reserves will be exhausted
before many years have passed. This may be true. If so
it seems particularly foolish to become so involved in

! Readers are referred to a valuable article by C. K. Leith entitled The World
Iron and Steel Situation 1n Its Bearing on the French Occupation of the Ruhr in
Foreign Affasrs (N. Y.) of June, 1923.
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dangerous international strain over supplies which will
last so short a time. It would seem better to spend the same
energy in an effort to develop other sources of power if
this one is so meager. If the supplies are not so scanty
there would seem to be no reason for such intense excite-
ment accompanied by so much danger.

One way of presenting the situation is by tabulating
current production by countries as is done for 1928 in the
accompanying table.!

World's Production of Petroleum in 1928

Percen f
Country Barrels of 42 er::tat;iey °
U. S. gallons
volume

United States . .... | 902,000,000 68 2
Venezuela . 106,000,000 80
Russia e 87,800,000 6.7
Mexico.. . . . .. 50,150,000 38
Persia.... . ...| 42,080,000 32
Roumania ... . . ..[ 30,600,000 23
Netherland East Indies 28,500,000 22
Colombia . ... e 19,900,000 1.5
All others...... R 55,866,000 41
Total ...11,322,896,000 100 0

Of a world production of 1,322,896,000 barrels in 1928
the United States furnished 902,000,000 barrels or more
than 68 per cent of the total. The other sources in order
of importance were Venezuela, Russia, Mexico, Petsia,
Roumania, the Netherland East Indies, and Colombia.
And it is from these other countries that the supplies of
the future are presumably to come. Of the leading world
powers only the United States is at the present time produc-
ing a large amount and its reserves are said to be limited.

! Condensed from a table in ** Petroleum Facts and Figures,"" p. 4, (published by
the American Petroleum Institute).
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The international struggle for oil has been traced by a
score of writers and each year others are throwing addi-
tional light on it. We need do nothing more than to observe
briefly that industrial activity in the last 25 years has
become more dependent than before on oil as a fuel.
The internal-combustion engine with its many adaptations
has revolutionized numerous phases of business and social
life. Oil is used for driving automobiles and battleships,
as power in many factories, and as fuel in many homes.
Life as we know it depends as never before on petroleum
and its products. Though the reserves may be adequate
for only a few years, the struggle for their control will be
keen and dangerous.

The perils of the international contest for oil are unques-
tionably real but at times one is tempted to wonder whether
they are not entirely disproportionate to its real importance.
Reference has already been made to the belief of many that
the world supply will last only a few years more at the
present rate of consumption. There should be added to this
a reminder that even the huge current consumption is far
less than that of coal.! The danger comes from the complete
dependence on oil of one phase of modern life, the use
of the automobile; and on the great superiority of oil
over coal in the operation of ships. This latter advantage
of oil is of most concern in time of war, since war vessels
can so much more readily be operated with the liquid fuel.
The oft quoted saying of Lord Curzon that the allies in
the late war were floated to victory on a sea of oil is 2
vivid expression of the significance of petroleum in modern
warfare.

1]¢ is estimated that in 1926 in the United States 6 per cent of power production
was from water power, 6 per cent from gas, 21 per cent from oil, and 67 per cent
from coal. And this js in a country which is producing 70 per cent of the annual
world output of petroleum.
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In the minds of some, watet power or “‘white coal’ is
a solution of many difficulties. There are countries like
Switzerland, Scotland, and Italy whete this form of energy
presents tremendous possibilities. A word or two regarding
this source of power is appropriate, since many enthusiasts
see in it a relief from foreign dependence on coal or oil.
Its advantages are clear. It is clean, a given source of supply
is inexhaustible, electric current generated from it may
be transmitted great distances with but slight loss. Its
merits seem overwhelming.

Yet there are certain limitations that must not be over-
looked. Not all countries and sections are favored to an
equal degree with this source of power. Many of the
countries in which it is available for development are
not in a position to exploit it without the aid of outside
capital and these external loans, of course, place on each
hydroelectric enterprise and on the country as a whole a
burden of carrying charges. This leads to emphasis on a
point frequently forgotten. Water power is a natural
resource and hence seems cheap. But so are coal and oil
natural resources. Coal is expensive because it must be
mined and transported a longer or shorter distance to the
place where it is to be consumed. Oil is expensive because
it is costly to drill wells, transport the crude oil, refine it,
market it, etc. Neither can be used where it is or as it is
under the soil. Nor can water power be so used. It must
be harnessed, be brought under control. The actual cost
of operating a hydroelectric plant after construction is
moderate but the cost of construction and the fixed charges
imposed on the plant by these construction costs are very
great. Not always is the unit cost of water power lower
than that of power derived from coal. General comparisons
between the two are futile. Particular cases must be cited
and broad generalizations may well be avoided. Yet it
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was interesting a short time ago to notice the press reports
that the enthusiasm for hydroelectric development in
certain parts of Europe was subsiding because of the
realization that the carrying charges are so heavy a burden.
In many instances coal is cheaper than water power.

To this may be added the observation that industrial
demands are growing. Italy has increased her use of hydro-
electric power, yet in 1927 she imported 14,059,000 metric
tons of coal as compared with only 10,834,000 in 1913.
Switzetland imported 439,000 tons in 1913 and 470,000
tons in 1925.

This summary of fact regarding a few and only a few
of the important natural resources shows certain areas
in a condition of extreme dependence on others for food
and raw materials. It must be remembered, also, that
although countries importing these articles are dependent
on the sources of supply, the exporting countries are like-
wise dependent on the first group for markets. In 1927
the United States exported cotton valued at $826,000,000.
This was 60.6 per cent of its production of cotton. In the
same year it exported $486,000,000 worth of petroleum
and its products and $325,000,000 worth of wheat (includ-
ing flour). The dependence is mutual. At the outbreak of
the war the cotton-growing areas of the United States
were temporarily prostrated by the curtailed European
demand for cotton. In fact the United States as a whole
is more dependent than is often realized, a fact made clear
for the economic field by W. C. Redfield in his little volume
“Dependent America.”’ Chili has long relied heavily on
natural nitrates as an article of export and as a base for
her system of taxation. The production of artificial nitrates
in Germany and elsewhere is a serious matter for her.

The question is one of maintaining a free flow of the food
and raw materials on which existing economic life so
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closely depends. A few dreamers have talked of abandoning
modern industrialism, of returning to medieval ways of
living—which means, of course, the elimination of rail-
ways, the telephone, the telegraph, bath tubs, and what
not. Time need not be spent in comment on this way out
of the difficulty.

Another approach is to attempt increased production of
food and of raw materials in the industrialized areas. This
is, of course, entirely impossible for some articles. England,
for example, cannot produce cotton, oil, and gold; Italy
cannot mine coal, nor Germany copper. If these articles
are used they must be imported. But there are other articles
whose local production is possible. Wheat may be raised
in England and in Italy. England might avoid entirely the
importation of iron ore at least for some time by utilizing
only her own deposits; Italy might, conceivably, reduce
her imports of coal, relying much more fully, perhaps
largely, on water power. Germany might depend entirely
on enlarged domestic production of fats. But this effort
at increased local production must face the fact that it
can be accomplished only by the use of larger amounts of
labor and capital than are required in other parts of the
world to secure the same results. The annoying law of
diminishing returns is the béte noire that must be reckoned
with. Continued dependence must be accepted. Better use
of available scientific knowledge will help, but, in the
long run attention must be directed to maintaining the free
movement of trade.

The traditional way is to rely on the free operation of
so-called “‘natural laws,” on the guidance of what Adam
Smith called the ‘‘invisible hand.” Allow each party
concerned to follow his own self-interest. If more coal
is needed in Italy the offer there of a higher price will
stimulate its production in England or in the Ruhr and
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its export to Italy. So with other articles. Price will be
the determinant of production and of transportation.
Unfortunately there are reasons for distrusting the opera-
tion of natural laws even in a laissex faire world. But as
J. M. Keynes has pointed out in his admirable monograph
“The End of Laissez Faire,” the modern world is of a
very different sort. In the international field there are
tariffs, subsidies, export and import prohibitions and
restrictions.’

If laisse faire cannot be trusted, national control may be
better. But the base of the problem is broader than the
area of any country. National direction cannot secure
coffee and tea for England and coal for Italy or cotton
for Germany. Even empire control is inadequate. Great
Britain argues it and from time to time attempts it. But
some of her needed supplies must come long distances and
from dominions and dependencies which often drive as
hard bargains as do areas that are entirely non-British.

Neither ‘‘natural law’’ nor nationalism is adequate.
The problem is a world-wide one—international, not
national. Some form of international adjustment must
be found if strain is to be lessened. Such adjustments are
not easy and those that may be adopted will doubtless
create new difficulties. Yet only by world-wide effort can
real progress be made.

1 For an orderly arrangement by an able writer who believes in them see **Eco-
nomic Protectionism’® by Josef Grunzel. For a good recent study of political influ-

ence over such matters see **The Foreign Economic Policy of the United States™
by B. H. Williams.
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Chapter V
THE INFLUENCE OF LARGE-SCALE PRODUCTION

p to this point we have spoken of human beings and ot
Unatural resources. We have dwelt on growing num-
bers, congested areas, difficulties in securing food, raw
materials, and markets; on attempts to maintain or to
raise standards of living by migration and on the recent
checks to such movements; on the necessity of maintaining
the free movement of business. In the last chapter emphasis
was placed on the significance of climate and on the loca-
tion of certain leading national resources upon which
modern life peculiarly depends.

We have discussed the two primary factors in produc-
tion—human beings (or labor) and natural resources. If
the traditional analysis of economic study is maintained,
it is possible next to examine the leading secondary
factors—capital and the form of business organization.
These, too, it will be found, are of a sort to accentuate
strain. Large and growing numbers of people who are
living in areas whose climate is stimulating and who
have become greatly dependent are sure to have a conflict
of interests and to become economic rivals. As already
pointed out, this would be true under any form of economic
organization and even though nothing closely comparable
to the modern state existed.

But to these facts must now be added the further ones,
i.e., that the growth of capital, the nature of the modern
monetary system, the price economy, the corporate form
of organization, the existence of huge business combinations
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known variously as cartels, trusts, combines, mergers,
etc., increase the difficulties. In the next few chapters these
will be considered.

First is large-scale production. The term is a relative one
but there is, of course, no doubt of the general trend
among many lines of business. There is in many directions
a growth in the size of plants though there are other lines
where there is little or no sign of such a movement. We
are concerned only with those lines of business in which
the tendency appears. The fact that thete are others 1n
which it is not to be noticed is immaterial since we do
not argue the existence of a general trend. There are many
fields in which large-scale production is increasing and it
is these that create the problem. Prior to 1775 manufactur-
ing was chiefly by hand processes and was necessarily
conducted on a small scale. Investments in particular
establishments and in the aggregate were not large. No
plant was of any great size nor could it turn out very many
units of product.

This has been greatly changed, not in all industries but
in many. In some lines small-scale production still prevails
and has decided advantages. In others, as in steel, the size
of the manufacturing unit grows and may perhaps continue
to grow because of the nature of the industries. A few
illustrations will make this change vivid.

England furnishes an abundance of them. The Committee
of Industry and Trade, commonly known as the ‘‘Balfour
Committee’’” from the name of its chairman, Sir Arthur
Balfour, has furnished us with the needed data. This
committee finds from the Census of Production Reports of
1907 and 1924 the number of persons employed, the horse-
power available, and the value of the output for the differ-
ent groups of -industries. In the clothing industry the
average number of persons employed per establishment
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increased 13 per cent, the horsepower per person employed
gained 162 per cent, and the net output per person employed
gained 144 per cent. In textile manufacturing the average
number of persons employed decreased 1.7 per cent, the
horsepower per person gained 39 per cent, and the output
per person gained 128 per cent. In skins and leather the
gains were 2 per cent in persons employed, 217 per cent in
horsepower per person, and 143 per cent in net output
per head.

If we turn to the United States we find that in the manu-
facture of cotton goods in 1850 there were 1,094 establish-
ments averaging only 84 employees each, with an average
capital of $68,000 and an average product of $55,500;
by 1910 the number of establishments had grown to only
1,324 but the average number of workers to 286, the average
capital to $621,000, and the average product to $475,000.
The change in iron and steel was even more striking. In
this same period the number of establishments had increased
from 468 to 654, the average number of employees from
53 to 426, the average capital from $46,700 to $2,282,000,
and the average product from $43,600 to $2,119,000. That
these are not isolated instances but represent a general
tendency is shown by the fact that in all the manufacturing
industries from 1850 to 1914 the average number of employ-
ees grew from 7.7 to 25.5, the average capital from $4,330
to $82,602, and the average product from $8,280 to $87,916.

From 1914 to 1919 the number of manufacturing estab-
lishments in all the industries of the United States increased
only 21 per cent, and the number of employees only 31 per
cent. But in this same period invested capital gained 94
per cent and the value of the products 156 per cent.

Illustrations need not be multiplied. The same tendency
is observable in all countries. Large-scale production with
its heavy investment of capital is on the increase—not
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in all industries, we may repeat, but in many. We may then
attempt an appraisal of the significance of these changes
in connection with our general inquiry.

These facts mean that there is a heavy pressure on a
large industry to maintain continuous operation. This is
not always the case but is true “‘in the long run""—an
expression upon which the economist may frequently and
confidently rely. There may be particular occasions when
shutting down for a short time appears advantageous—
for example when it seems possible thereby to weaken or
destroy a labor union—but ordinarily this is not the case.

There are two main reasons why it is a serious matter
to shut down a factory or to curtail its operations. One is
the difficult situation which it creates with labor. To
workers a period of dull business is a hardship. Usually
their savings are meager and insufficient to help them
through a time of unemployment. Whether organized or
not, their resentment may show itself in restlessness or
even violence. Perhaps property will be destroyed or lives
lost. A still stronger influence in the minds of some employ-
ers is the fact that during the period of inactivity a working
force becomes scattered. Skilled workers often find employ-
ment elsewhere and when operations are resumed new men
must be secured. Where unskilled workers are less numerous
this consideration is not so significant but to offset it is
the growing realization among employers that a high
labor turnover is extremely wasteful.

This is the labor side of the problem and the considera-
tions mentioned are often powerful enough to prevent a
shutdown. It is significant in small plants as well as in
large but is more important in the latter because so many
employees are in close contact with each other. Under
such conditions radical influences can more easily arouse
unemployed and discontented workers to violence.
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Nevertheless this is probably a less powerful reason for
maintaining uninterrupted operations than the second one—
the influence of ‘‘overhead’’ expense. Volume of overhead,
proper distribution of overhead, and how to reduce over-
head are among the urgent problems with which modern
scientific management and accounting must wrestle. Yet
even these experts in their perplexity are concerned with
only the minor aspects of a most harassing question.
Overhead is one of the most baffling forces not merely
within a given plant or in the operations of a given corpora-
tion but for the country as a whole and in international
affairs.

Such a statement calls for explanation which must be
prefaced by a definition or description of overhead. Those
costs that persist irrespective of the volume of business
done are overhead costs or constant costs, while those
that fluctuate with the volume of business done are direct
or variable. Any enterprise, even a small one, has some
overhead expense. A cobbler has an investment in his shop
and tools and if he keeps books at all must remember that
interest on the investment should be charged regularly
whether business is active or dull. If 2 week or a month
should pass during which he makes or repairs no shoes
that fact will not lessen this item in his expense account.
He will use less leather and thread but rent on a leased
shop or interest on his investment in a shop must still
be considered.

While this item may be unimportant and worth little
space when one is discussing primitive economic life or
even many lines of business in a modern civilized com-
munity, it is highly important in others. The railroads
will do for an illustration. They do not always maintain
exactly the same relationship between the two forms of
expense but one calculation indicates their constant

(74]



The Influence of Large-Scale Production

charges as 61 per cent of the total and the variable ones at
39 per cent. This exact relationship is not to be understood
as a permanent one but we may use it to make our point
clear.

Even when little or no traffic is being carried, rolling
stock, rails, and other equipment are rusting, becoming
obsolescent, or otherwise deteriorating in value. In time
they must be replaced and a fund must regularly be set
aside for the purpose. Interest on borrowed money, insur-
ance, salaries of many officials and other employees who
cannot be discharged during a temporary traffic slump
are other items that may be mentioned as of the same sort.
If one should add to the list of overhead items the payment
of dividends on stock (and for some purposes this might
be proper), the percentage would be still higher than 61,
for the dividends have not been included in the calculation.

This affects railroad policy in many ways. Suppose a
representative of road A is soliciting traffic from a shipper
and that a “‘fair’ freight rate for the shipment is $1 per
100 pounds. Of each dollar received 61 cents will be used
for the overhead costs above mentioned and 39 cents for
the costs connected with the particular shipment, such
expenses as loading and unloading, extra fuel and oil
consumed, etc.

If the shipper has the choice of two roads he might
conceivably take advantage of that fact to play off A,
whom we have mentioned, against B, the representative
of another road. Let us suppose that he can do this and
persuade them to cut rates. How low can he drive them?
It is clear that the one securing the shipment must charge
at least 39 cents per 100 or the receipts will not cover the
special outlay involved. Anything above that amount
can be devoted to meeting the constant expense, those
items of overhead that must be paid whether goods are
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shipped or not. Even 40 cents per 100 would give a small
amount for the purpose, while 50 or 60 cents might net
a tidy sum well worth having, particularly if the shipment
were a large one. And yet if anything less than a dollar
per 100 is charged the overhead must be met by an extra-
high rate on other shipments or the road will in time face
bankruptcy.

The problem of freight rates is far more complex than
this illustration suggests but the relationship between the
two kinds of expense and the relatively large size of
overhead explain many things that characterize modern
railroad management. Railroad difficulties in the United
States in the seventys were due in no small part to the bitter
competition and rate cutting of the times. Overhead—
along with other causes—soon wrecked some of the leading
lines of the period. The dangers of this sharp competition
(as well as the desire for large profits) explain the railroad
pools and go far toward justifying them. They explain,
also, the fact that competition has so largely disappeared
in railroading, rates today being a matter of informal
agreement and of approval by the Interstate Commerce
Commission.

But this is not all. Let us assume that a given railroad is
in satisfactory condition, receipts being adequate to meet
all expenditures, including a suitable dividend on stock,
say at the rate of 6 per cent. Imagine a decline of 20 per
cent in traffic and perhaps a corresponding decline of 20
per cent in receipts. Expenses are reduced but not propor-
tionately, for only the variable ones are affected, the con-
stant ones remaining unaltered. Under such conditions a
20 per cent reduction in business might easily force the
passing of dividends and make necessary a default on
interest payments. In fact, a 10 per cent reduction, if it
persisted for any considerable length of time, might
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easily change a prosperous railroad to one in acute financial
distress. On the other hand, if this same road while in a
satisfactory condition should have a 20 per cent increase
in traffic or even a 10 per cent increase, its net gains would
be very large, since expenses do not grow at a corresponding
rate.

This makes it easier to understand why a rate increase or
decrease is a matter so important. If the volume of traffic
is not seriously altered it may mean the difference between
prosperity and adversity, between success and bankruptcy.
Even though the percentage change is small, it may be
enough, if a decrease, to force the passing of dividends.
If it is an increase, it may be sufficient to change a weak
road into a prosperous one or to permit a hitherto successful
road to double its dividends.

Similarly, a fluctuation in the volume of traffic with rates
unchanged is highly important to the road. The significant
point is the influence of a slight increase or decrease in the
receipts of the road, a change that may come with an
alteration either in the rate or in the volume of traffic.

Railroads have been used for an illustration because
standardized railroad accounts permit the compilation of
more satisfactory figures than in most other fields and
because changes in railroad rates necessarily command a
larger amount of public attention than do most other
price fluctuations. Yet what is true of railroads is similarly
true of any industry where production is on a large scale,
particularly those in which the investment is great and
overhead expenses are heavy.

All of them must use their plants up to a certain capacity
or lose money. Several years ago Mr. Farrell, president of
the United States Steel Corporation, was quoted as saying
that- the ordinary steel plant must operate at from 60 to
70 per cent of its capacity or operate at a loss.
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The meaning of this in business is clear. Assume for a
moment the existence of entirely free competition, a condi-
tion long since gone among the railroads. For any one of
the competitors operation at 60 or 70 per cent of capacity
is necessary if expenses are to be met and dividends paid.
Anything less than that amount of business means loss,
perhaps failure. More than that means a large increase in
net gain. The penalty for a decline in sales is severe, the
reward for an increase is great. What wonder that competi-
tion is keen and disastrous or that the temptation to
combine and secure a monopoly price is great?

This has important results in the field of foreign trade.
If two steel concerns, say an English and a German, are
competing in any market the struggle is certain to be
bitter. Each desires orders either to prevent failure or
to increase net gains by a large amount. Not only will
the rivalry be acute but also the rivals will not be checked
by any of the legal restraints or ethical standards that
may chance to prevail in either home country and that
would govern their attitude toward domestic competitors.

There are accordingly two main reasons why a f.crory
operating on a large scale is under pressure not to shut
down. One is the attitude of labor which often makes
itself felt in a vigorous and effective manner, the other
and the more important is the relentless pressure of over-
head costs that are persistently forcing the management
to maintain operations. But operation can be continued
only in case a regular and adequate amount of raw materials
can be secured and markets be kept open. We are thus
brought again to these two items—raw materials and
markets—to which we have so frequently called attention.

Reference must be made later to the significance of the
corporate form of organization but it may be pointed out
here that much of the actual pressure comes from the

(78]



The Influence of Large-Scale Production

owners of securities—bondholders and stockholders—
who demand regular payment of interest and dividends
and thereby influence strongly the management of the
corporation.

Under the conditions described there is no reason for
surprise over the intensity of the conflict for raw materials.
British manufacturers must import all of their raw cotton.
It is no wonder that they are troubled over their dependence
on the United States as their most important source of
supply. As long ago as the time of the American Civil
War the dangers of this dependence were brought home and
the last few years have seen important efforts to increase
cotton production in many parts of the British Common-
wealth on the assumption that these areas would be more
reliable in emergencies and that in any case there is greater
safety in a diversity of sources. What is true of cotton is
likewise true in varying degrees of rubber, of oil, of wool,
of iron ore, and of countless other articles, either in the
raw form or partly manufactured.

Our frequent references to raw materials make unneces-
sary any further elaboration of their importance. Their
connection with large-scale production is the point
immediately at hand and we are warranted in placing the
greatest of emphasis on this fact in modern life as one
explanation of the intensity of the international struggle.
The same may be said of markets. No matter what the
abundance of raw materials, the goods must be sold.
It is from the proceeds of sales that interest charges,
insurance, depreciation, and the countless other items of
overhead must be met.

This is perhaps the appropriate place to observe that
the problem may be expressed still differently by going
back to the fundamental fact of division of labor. Not to
individual division of labor or specialization as illustrated
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by Adam Smith's account of the making of a pin or the
greater specialization of today in any large plant. Not even
to the local specialization within any one country.

Instead, there is an important amount of specialization
or localization in great world areas. The tropics furnish
much that the temperate zones cannot produce for them-
selves and the arctic and antarctic regions must on the
whole be relied upon for our supplies of reindeer and polar
bears. But this division of labor, this geographical special-
ization is never perfect and is constantly being readjusted
with serious consequences. Specialization may develop
within a given area. The capital and labor of that region
may become adjusted to a given line of production. If
this situation could be maintained there might be 2 mini-
mum of strain. Thus, the manufacture of plate glass has
been an important industry in Belgium but during the
World War American manufacturers in the vicinity of
Pittsburgh developed their plants and then demanded a
tariff to keep out the Belgian product. Similar treatment
is accorded to Sicilian lemons whose importation is not
welcome to the growers of citrus fruits in Florida or
California.

What is true of particular industries may be of tremendous
importance to whole areas—to the people of entire coun-
tries. Thus, the United Kingdom in the eighteenth and nine-
teenth centuries forged ahead with great rapidity. An insular
position and freedom from invasion permitted political
quiet and an industrial development well in advance of
that in other countries.

An economist may refer to it by saying that there were
two important laws operating to British advantage. One
was the law of increasing returns. In previous chapters
repeated reference has been made to the law of diminishing
returns. The two cannot be sharply dissociated but for
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the present purpose, which is merely to draw broad
distinctions, they may be viewed separately. The law of
increasing returns or of decreasing costs is merely the
fact that when a given establishment is operated at full
capacity the cost per unit of product is less than when
it is operated at partial capacity—a fact related closely to
the important overhead costs already referred to.

The early appearance of the Industrial Revolution in
England gave to her manufacturers an early advantage with
this law and they were not slow to take advantage of it.
Their gains were large.

The second law has been called by Alfred Marshall!
“Lardner’s law of squares in transport and trade.’” It is
based on the mathematical formula that the area of a
circle varies as the square of the radius. Applied to trade
this means that if the distance over which a shipment
of goods can be carried at a given cost is doubled, the
marketing area that can be reached is multiplied by four.
With improvements in transportation this becomes increas-
ingly important.

But as the pressure increases with the size of the business
and as the marketing area enlarges (which, in turn, encour-
ages a further increase in the size of the manufacturing
plant and compels more advertising) every device must be
employed to secure and hold markets. The sale of cotton
goods in China, in Russia, in South America becomes
highly important. Concessions for construction of rail-
roads, bridges, and irrigation projects are eagerly sought
because they furnish an outlet for more product. Affilia-
tions are arranged with bankers through whom such
matters are financed and with whose aid the contracts
can be suitably drawn. Support of the foreign office is
solicited and is more and more often secured. In England

1“Industry and Trade,” p. 27.
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a Board of Trade, in the United States a Bureau of Foreign
and Domestic Commerce, and in other countries still
different types of state assistance are utilized. Legislation
also is adapted to the exigencies of the situation. In
Germany trusts and cartels are viewed with approval or
even with enthusiasm, but in the United States we have
for many years feared ‘‘combinations in restraint of trade.”’
Recently we have relented to the extent of approving them
in connection with foreign trade, passing the Webb and
Edge laws for that purpose.

All this has been true and increasingly true for decades,
but it is peculiarly significant at present. During the World
War the belligerent countries greatly increased their plant
capacity, especially along certain lines. War demanded
particular products in very large amounts and as a result
shipyards, coal mines, iron and steel plants, textile mills,
etc., expanded rapidly. Also, it should be noticed that
this expansion was somewhat similar among the different
belligerents. England, France, Germany, Italy, the
United States, and Japan were industrialized countries
before the war and were already manufacturing along
similar lines. During the war their needs were much the
same and their increases in plant capacity were in the same
lines of production.

At the same time many other countries found themselves
cut off from their customary sources of supply. The leading
belligerents were not able to export the usual amounts of
iron, steel, and textiles. Other parts of the world hastened
to manufacture for their own needs. Wherever possible,
coal mines were opened, steel mills built, textile plants
erected. When the war ended in 1918 there was a greatly
expanded plant capacity in all parts of the world.

And this expansion was along similar lines. To 2 high
degree each important country had developed its equipment
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to meet its domestic needs under a period of war pressure.
During the war and through the short period of inflation
that followed this was not serious. Prices were high and
rising. Everywhere manufacturers were seeking raw
materials and operating at full capacity, since goods could
be readily sold at the advancing prices. It was a sellers’
market.

But in 1921 the blow fell. Prices collapsed and ever
since there has been a buyer’s market. There has not been
a problem of raw materials but a problem of selling goods.
With huge investments in plant and heavy overhead
expenses to meet, troubles have multiplied.

A few illustrations will help, and shipbuilding will be
the first. Shipyards had been expanded to a capacity not
easy to estimate but expressed roughly by the tonnage
launched in peak years in each country. The accompanying
table compares the maximum output for a number of
countries, the year for each being indicated after the name.

Relation between Capacity and Output in Shipbuilding for Certain

Countries

Maxi- 1923 1926 1928
mum

out- Per- Per- Per-
put, cent- cent- cent-
thou- O:::: age of Ol:t- age of Ol:: age ot
sands | P peak P peak P peak
of tons year year year

United Kingdom (1920) 2,055 6| 646 | 31 4 (640 | 311 |1,446f 70 3

Germany (1922) 5258|345 656 (180 | 342 376 715
Iealy (1921)..... e 164 7| 67 | 40.7 | 220 | 133.5 59| 35.8
Japan (1919) 6119 72 11 7| 52 84| 104 169
Netherlands (1921) 232 4| 66| 28.4| 94| 40.0| 167 71 8
France (1921) ) 2107 97| 460|121 | 57 4 81 1384
United States (1919) . 3,579 8| 173 48 | 151 42 91 25
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The table also gives the tonnage launched in 1923, 1926,
and 1928. The first two are given because they were low
points for the world in ship construction and the last
because it is the latest available at the time of writing.
The percentage of the output in each of three years is
calculated in terms of the maximum capacity. This is not
entirely accurate, since some of the shipyards have deterio-
rated in capacity or have been permanently abandoned, but
it is the only practicable way of presenting the facts and is
sufficiently exact for the present purpose.

The years of maximum ship construction for the countries
shown in the table were from 1919 to 1922, when they were
still operating under the pressure of war stimulus and post-
war inflation. Since that time construction has declined,
fluctuating from year to year but in no case returning to
the maximum. A certain amount of stability might have
been expected by 1928 but whether it has come is doubtful.
The United Kingdom, Germany, and the Netherlands were
constructing at about 70 per cent of their earlier rate but
the rest were far below, the United States being lowest,
i.e., 2.5 per cent.

Of course, some of the shipyards have been permanently
abandoned but there is everywhere a large unused capacity.
This is a2 burden to be carried by investors who are not
securing the returns they anticipated and by workers who
are unemployed. It is hardly reasonable to expect anything
but bitter competition—a struggle for orders, a scramble for
government subsidies, and other efforts to lessen strain
and reduce losses.

The pressure appears in a different way in the coal
industry, due presumably to the fact that coal is not taken
from the mines purely on special order as ships are built
under contract. Coal is a somewhat uniform product that
may be sold in large or in small amounts and may be

(84]



The Influence of Large-Scale Production

mined and stored in anticipation of orders. It may be
brought to the surface and accumulate until the markets
are congested. With a stimulus to demand, new mines
are opened which are not promptly shut down when
demand falls off. Instead, they continue in full operation,
clogging the markets with coal, or perhaps operate on
part time, with loss to operators and privations for workers.

British coal output was 24,337,000 tons per month in
1913 and by 1920 was only 19,435,000 tons per month.
The strike of 1921 brought the amount down to a monthly
average of 13,823,000 tons, encouraging expansion in
other countries to fill the gap. In 1923 the invasion of the
Ruhr brought a reduction in German output to 5,193,000
tons per month from its average of 11,354,000 tons in 1921.
This stimulated output in the United Kingdom, the United
States, Poland, and elsewhere, encouraging an expansion
of capacity, much of which became idle when the British
strike was settled. Again, in 1926 a British coal strike
brought that country’s average to 10,692,000 tons while
production elsewhere was sharply increased. The coal
industry is overdeveloped and is now a world problem.
Excessive production, clogged markets, dumping, intense
competition, and in many cases very dubious business
practices exist on a large scale. The League of Nations is
attempting to secure some form of cooperative action in
the industry. We might add that a similar attempt is being
made in the sugar industry where conditions are also
serious but for somewhat different reasons.

Textiles are likewise suffering. In most countries spindles
have increased in numbers and this has added to productive
capacity, while changes in demand due to shifts in style,
the appearance of artificial silk, and other influences add
to the distress. Iron and steel plants have a capacity far in
excess of prewar, in many cases as much as 50 per cent,
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while demand for steel products has not increased to a
corresponding extent.

This growth in capacity is common. There is always a
temptation to enlarge plant capacity to meet an increase
in demand. If the demand remains permanently higher
there is no serious harm done but if it is only temporary
the greater capacity is a permanent burden. Or if there are
ups and downs in demand there are shorter or longer
periods in which losses must be borne while plants are
idle.

This tends to intensify competition—unless it encourages
agreements and consolidations. The rapid growth in
modern advertising is phenomenal and some of it is regret-
table, but we need not be surprised. When the production
of shoes was merely the activity of a village shoemaker,
advertising and salesmanship could not develop. But with
the manufacture of shoes concentrated in centers such as
Boston, St. Louis, and Czechoslovakia the situation is
entirely changed. The factories must be kept in operation.
Workers must be kept busy. Raw materials must be
regularly available and, most vital of all, the shoes must
de sold. Markets have to be secured and kept open, and
this means advertising and sales campaigns. The more a
competitor advertises the worse the pressure, and a vicious
circle is established out of which escape is not easy.
Geographical specialization and large-scale production
in a competitive world are responsible. This increases
distribution and transportation costs until they are an
important fraction of the total. As a result 2 new problem
has been created. Large-scale production lowers unit costs
if a plant can operate at or near capacity. But the dis-
tribution costs just mentioned have grown so rapidly
that many observers fear they will more than offset the
gains that come from mass production.
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There are other results. We hear much today of dumping.
Usually it is charged against one's competitor, but the
practice is common and not confined to any one line of
business or to any one country. Simply defined, dumping
is the sale of goods at a lower price in one market than in
another. A common illustration is the sale abroad at a
higher price than in the home market.

But why? Because at times the home market can be
protected from outside competition by tariffs or otherwise.
If this is done, then domestic prices can be kept high and
competition in the foreign market be met by price cutting,
the aggregate receipts from the two groups of markets
bemg adequate to pay the overhead costs that must be
met in some way.

Brief reference may be made to concessions sought for
business in other countries at sharply competitive prices.
Every effort must be made to get additional orders, and
the struggle is keen. One interesting tendency that often
appears is for loans to be made to foreign borrowers only
in case the proceeds of the loan are spent in the lending
country—the so-called “‘tying clause.’’ There is no occasion
to interpret these practices as due to any one influence,
but a factor of importance is unquestionably the develop-
ment of modern production on a large scale with its
accompanying burdens.

One other tendency may be refetred to. More and more
of the costs of business are becoming overhead. Some plants
are now guaranteeing workers a definite number of days of
work per year. In other words, a part at least of wage
payments in these plants has become an overhead charge.
Unemployment has always been a social burden but this
change places it squarely on the shoulders of the manage-
ment and makes regular operation more important than
ever.
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Chapter V1
THE GOLD STANDARD AND THE PRICE ECONOMY

THE analysis in previous chapters has stressed facts and
forces that have but little to do with the capitalistic
organization of society. Large numbers of people eager to
maintain or to raise their standards of living by migration
or otherwise; unevenly distributed climate, food, and raw
materials; large investments of capital in huge establish-
ments with consequent heavy overhead costs—all these
are facts that would persist even though soc:alism, or
some other social reorganization, were generally adopted.
The governments of socialized states would have some of
the same problems as do the present ones.

In this and succeeding chapters we pass to topics which
are more closely related to modern industrialism. The
gold standard with the price economy under it is one of
them. A reorganized society might attempt some other
standard but so might our capitalistic society. Some
socialists have criticised modern monetary systems as
aids in the exploitation of the proletariat by the bour-
geoisie, and the present government of Russia at one time
undertook to eliminate money entirely.

Nevertheless, the Russians have reconsidered the idea,
and some economists who are not socialists, such as
J. M. Keynes, have urged the importance of modifying
the gold standard, at least as we know it. In any case,
it is unimportant to draw this distinction except as doing so
will emphasize the fundamental nature of many of the
facts and forces with which we are dealing. Only thus
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can we be fully aware of the serious nature of the dilemma
and of the difficulty of finding solutions.

Illuminating definitions of the gold standard are not
numerous. Probably the best way to construct one is to
notice practice in those countries generally referred to as
having the gold standard. In prewar days England and
perhaps Portugal were the best that could be found, and
their practice included three pertinent facts which may be
stated as the tests to be applied in determining whether
a country was operating on the gold standard. In a gold-
standard country in prewar days we found:

1. Free (i.e., unlimited) coinage of gold and of no other
metal.

2. Redeemability in gold on demand of all other forms
of money.

3. Gold and gold alone recognized as full legal tender.

To the extent that these three conditions were fulfilled
a country was designated as having the gold standard.
To the extent that they were lacking the gold standard
was qualified. Since the World War few countries fully
meet this test. Thus, so long as there are restrictions on
the export of gold because an export license must be
secured, or for any other reason, the second of the tests
is not being fully met. Even before the war few countries
wholly met all of them.

It is not inaccurate to say that during the nineteenth
century the gold standard was generally adopted. Early
in the century most western countries were operating
under bimetallism, using both silver and gold coined at a
fixed ratio that varied from time to time and from country
to country, usually between 15:1 and 16:1. Difficulty_was
experienced in determining a legal coinage ratio that
coincided even temporarily with the market ratio between
the two metals. Because this coincidence was lacking,
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the cheaper or ‘‘bad”’ money persisted in driving out of
any country the dearer or ‘‘good’’ money. It was thought
by many that concerted action by a number of countries
would make possible what no one country could do by
itself. General agreements, however, proved impossible
and the one important formal attempt—the Latin Union
in Europe—was not a success. Organized in 1865 it lingered
on, maintaining an official existence until only a few
years ago when it disappeared.

Through a period beginning about 1870 there was a
distinct movement toward gold as a standard. Russia,
Germany, the United States, and others took formal action
and in practice all the leading countries wen: over to it in
spite of their legal adherence to some othe: standard.
Their law and especially their practice usually fell short
of the ideal expressed in the definition above, but to a
greater or lesser degree they approximated it.

Three features of importance to our study characterized
this gold standard. As a standard, gold was a measure of
value, i.e., the value of all other commodities was stated
in gold. It was also a standard of deferred payments, i.c.,
promises to pay at later dates were ordinarily expressed in
gold. Because of its legal recognition as a standard, gold
became the most important form in which bank reserves
could be kept. Finally, it was used to some extent as a
medium of circulation, although this use tended to diminish
with the passage of time.

For these monetary uses gold was on the whole probably
as well suited as any other single commodity, but it had at
least one glaring defect. Although used as a measure of value
and as a standard through which deferred payments were
expressed, gold did not itself have long-runstability of value.
Its value, .e., its purchasing power, has not been steady, as
any examination of the changing price level at once shows.
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A second feature is that its general adoption made it the
leading medium for international payments. Not the one
most used, since the vast majority of business transactions
between countries are settled by drafts, but the one finally
acceptable when drafts are scarce or when there is a lack
of confidence in them. This has meant a constant flow of
gold back and forth between countries.

The third feature is that each country adopting the gold
standard determined its own unit—the pound, franc, mark,
rouble, dollar. While each of these was a designated weight of
gold, the amounts in the different units varied—113.0015
grains in the pound, 4.4803 grains in the franc, 5.5313 in
the mark, and 23.22 grains in the dollar. The only signifi-
cant exception was the uniformity in the weight of the
French, Belgian, and Swiss francs and the Italian lira,
the reason for which need not delay us. Payments by a
debtor in one country had to be made to his creditor in
another by the purchase of drafts, paid for with the
debtor’s money, ¢.g., a lira, but worded in the creditor’s
money, e.g., a pound. Hence arose foreign exchange
quotations, which are not only bewildering to the layman
but which also force all payments to creditors in any given
country, ¢.g., France, to go through the ‘‘neck of a bottle.”
The volume of foreign exchange available at any particular
time affects seriously the ease with which payments can
be made.

These three features are not to be thought of as peculiar
to gold. To some extent they would have existed no matter
what single commodity had been chosenas a2 monetary stand-
ard though their seriousness would have been greater with
some than with others. They are largely inherent in a
money economy and in the division of the world into
separate governmental units, each with its own economic
institutions and machinery.
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From the general adoption of the gold standard after
the middle of the nineteenth century certain effects were
noticeable. They had appeared in a different form under
bimetallism but the general acceptance of gold did not
end them. Instead, with growing economic interdependence
and with the increase in foreign trade and investments the
results were even more serious.
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The accompanying chart showing the fluctuations in
the gold prices of commodities in the United States makes
clear what occurred, not only in this country but also
elsewhere. In all gold-standard countries there was an irreg-
ular rise after 1850 for a number of years and then a fall to
1895 or 1896, followed by another rise. These were the
long-run or secular price movements as distinct from day-
to-day, seasonal, and cyclical changes. The ups and downs
produced strain within each country, but with this we are
not here concerned. They produced strain also between coun-
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tries, to some extent between governments but perhaps more
between the nationals of one country and those of another.

Notice, first, that gold prices fell for a number of years
until 1896. Each gold unit, whether dollar or lira or some-
thing else, bought more and more. The value of com-
modities in terms of gold was falling, or, stating the
converse of the same fact, the value of gold in terms of
commodities was rising. This created international diffi-
culties of two kinds. The first was between the gold-
standard countries and those still using silver, of which
there were a few. From the viewpoint of a gold-standard
country silver was a commodity like cotton, corn, or
coffee. In 1873 silver was worth in gold about $1.30 per
ounce but fell until in 1896 it was worth more nearly
65 cents per ounce. In the earlier year an ounce of gold
would buy only about 16 ounces of silver, in the latter
year it exchanged for twice as many.

This meant trouble for silver-using countries such as
India. Their taxes and other internal payments both
public and private were made in silver but their external
obligations, such as interest on borrowed money, were
ordinarily payable in gold. Each year as the gold price
of silver fell, it took more units of silver, e.g., silver rupees,
to meet the foreign payments. Also, the fluctuations in
the gold price of silver introduced an element of irregularity
and uncertainty into business dealings between the silver-
standard countries and the gold-standard countries. The
relation between silver and gold did not remain fixed,
and to meet the problem of exchange fluctuations there
appeared the device known as the ‘‘gold-exchange
standard.”’

It was first adopted by India and later by a number of
other countries. One of its important features was the
maintenance abroad (particularly in London whose finan-
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cial importance and even leadership were then unquestioned)
of an account upon which drafts could be drawn. The
advantages of a large account of this kind were clear and
became increasingly important with the growth in the
volume and complexity of international business. As the
years passed, the central banking institutions of many
gold-standard countries also adopted the same practice.
Since drafts on London were acceptable everywhere, these
accounts were kept chiefly in London. So extensive was
the practice that we might describe the situation as one of
general drift toward the gold-exchange standard, with
London as the only center adhering closely to gold-
standard practice.!

But the obligations of all debtors increas: in severity as
prices fall. At this time when the gold price of silver was
falling the gold prices of commodities in general were
likewise falling. American readers particularly will remem-
ber the period as one in which debtor groups in the United
States, especially the farmers of the South and West,
found it harder and harder to meet their obligations.
They received fewer dollars for their corn and wheat but
were bound to pay the same number of dollars as before
in interest to bankers and to holders of mortgages. Their
monetary incomes fell but one group of their expenditures
remained the same. Bankruptcies were numerous.

In the international field, of course, the same situation
prevailed. Certain countties, such as England and Holland,
wete creditor countries, .e., their nationals had purchased
the securities of enterprises located in all parts of the world.
As prices fell the debtors found payments increasingly
difficult, a form of pressure none the less serious because
it is not always recognized. Human failure to realize
this tendency is due to what Prof. Irving Fisher has called

1 See KeyNEs, J. M., “‘Indian Currency and Finance,’* Chap. IL
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“the money illusion.”” When prices alter, that fact is
usually thought of as a change in the value of commodities
in terms of money. It might just as well be called a change
in the value of the money in terms of commodities,
and in the judgment of most students the influence mak-
ing for the secular changes in price levels is more often
on the money side than on the commodity side of the
price ratio.

While this period of falling prices unquestionably added
to the burdens of the debtor countries, it was not something
of which they were specifically conscious and does not
seem to have contributed to friction. Other aspects of
their financial dependence, moreover, to which reference
will be later made were probably more significant and were
certainly more evident. '

After 1896 the price trend was upward, i.e., the value of
gold began to fall. Year after year the price level rose until
in 1914 it was 98 compared with 67 in 1896 for the United
States (according to the index number for wholesale prices
published by the U. S. Bureau of Labor Statistics). In
England during the same period it rose from 72 to 100 (the
Statist index number). In so far as an altered price level
could do so, this lessened the pressure on the debtor coun-
tries and reduced to the same extent the real income received
by their creditors. Debts are paid by the sale of goods and
as prices mount the debt charges are more easily met.

This statement may give rise to misunderstanding par-
ticularly if considered in connection with certain views
expressed later. It will be pointed out that as a group the
creditors in older countries do not always actually collect
the interest due them from abroad. Particular ones do but in
the mass they often reinvest much of the interest as it falls
due, adding by that much to their total foreign investments.
The aggregate thus grows, perhaps for an indefinite number
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of years. It is, of course, to be noted that as the price level
changes, particular debtors and particular creditors feel
the strain referred to.

More important than this effect, at least outwardly,
was that on the banks. It is often argued that the rise in
prices was due to the increased output of gold; that this
larger supply of the yellow metal accumulated in the vaults
of the banks; that interest rates were lowered and borrow-
ing encouraged. The new purchasing power appearing in a
competitive market raised the prices of goods. If this
reasoning is correct there would have been no competition
to secure gold but a competition in lending.

For some reason, however, the pericd in question wit-
nessed an intense rivalry to secure added supplies of the
standard metal. The great open gold market of the world
was London to which every seven days came the shipments
of gold by steamer from South Africa. At the weekly
auctions representatives of the leading central banks bid
against each other for the supplies. Orthodox foreign
exchange theory leads us to believe that gold would have
left London for Betlin or Paris or Vienna or St. Petersburg
only where the quotations for drafts in London on each
of these centers had reached what is called the export point.
Yet an examination of these exchange quotations and the
shipments of gold in many cases does not reveal the expected
relation but shows gold moving outward, e.g., to Berlin
from London, when the rate for drafts in Berlin actually
would have dictated a shipment in the other direction.

This may have been due, as suggested by John A. Hob-
son,! to the rapid growth of investments abroad and the
accompanying increase in the volume of stocks and bonds
that could be offered to the banks as collateral for loans.
This expanded their loans and consequently their deposits.

1**Gold, Prices and Wages."
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As deposit liabilities grew there was need for more and
more gold as a reserve against those liabilities. Or, as
argued by others, it may have been caused by the desire of
the great banks in each country to accumulate gold in
anticipation of the coming war. Certainly there was
involved the peculiar practice of the European continental
banks of enlarging their supplies of gold and then of show-
ing a strange reluctance to pay out the gold on demand.

The contrast between this practice and that of the Bank
of England has often been commented upon. Historically
the Bank of England has usually viewed its gold reserve
as a fund to be paid out as demanded. A reserve was some-
thing to be used when called for, not delivered reluctantly
to those who had a legal claim against it. On the Continent,
however, the practice was different. It has frequently been
compared to a curious bit of legislation which is perhaps
legendary rather than historical. In a certain city it was
observed that often no cabs were available at the cab stands.
This was so inconvenient especially on stormy nights that
a law was enacted requiring that there must always be
at least one cab in waiting at every stand. No matter how
much a cab was desired by a prospective patron it could
not leave the stand unless and until there was another cab
ready to take its place. Thereafter, cabs available for use
were scarcer than ever. Bank reserves have often been
treated in a similar manner. There must always be an abun-
dance on hand even if they are not to be used.

There is no need to dwell on the war period other than
to point out that the difficulties described for the years
from 1896 to 1914 were magnified a hundredfold. Monetary
systems, business contracts, all financial aspects of eco-
nomic life in a pecuniary age rested on gold. Gold was
secured by every possible means and when secured it was
kept by the governments and by the central banks. Against
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it as a reserve (which could not be used although its
amount was widely published) tremendous quantities of
paper money were issued. For domestic purposes gold
ceased to be used even in the United States whose financial
position was the strongest.

Here and there were small countries to which it tended to
flow and even become embarassingly abundant. The bellig-
erents, however, safeguarded their holdings. They exported
limited amounts only as urgent necessity demanded
it. Because of the strong drift of available supplies to the
United States the view became common that the amounts
in the central banks of Europe were reduced. This seemed
especially to be the case when the percentage of gold
reserves to note issues was observed. Eecause of the huge
size of the note issues the reserves seemed small. They
were small when expressed in percentages of the note
liabilities but were actually larger than in prewar days in
absolute amounts.

After November, 1918, the money problem for each
country was a double one—internal and external. Inflation,
the rise of prices, had rapidly reduced the real income of
certain groups in the community who were unable to
maintain their relative position. All whose wages or sala-
ries were held down by law or by custom or because of
weak bargaining power, as well as the rentier group whose
incomes were fixed by contract in monetary terms, were the
losers. Whenever and wherever prices fell the reverse was
true. Those with fixed incomes gained while others lost.
But rising prices at least meant business activity even
though it was feverish and temporary, while falling prices
meant for a time business failures, unemployment, and for
many no income at all. The gains to certain groups as
prices declined were, moreover, by no means an offset to
the losses that had been suffered by other groups when
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prices rose. Both movements placed under serious strain
the countries where they occurred.

The external problem, which is our special concern, was
also serious. It was, moreover, closely related to the inter-
nal situation. Prices rose in a given country, say Germany,
because of the issue of a large volume of paper money by
the Reichsbank. As these issues increased, the probability
that they could ever be redeemed in gold at their face
value diminished and people in other countries were
unwilling to pay for them at their old level, which was 23.8
cents of American money or at the rate of 20.42 marks for
a pound of British money. Notes of the Bank of Germany
and drafts on German banks could be bought and sold only
at a discount. The prices paid varied from time to time and
from country to country.

There were two serious consequences of these fluctua-
tions. One was the risk that attended all business trans-
actions. A contract to deliver or receive goods at a specified
price in marks or francs or lire was of uncertain value
since the worth of the currency was subject to so many
changes. There might be gains or losses depending on the
direction of the movement. These risks were too great for
the ordinary business man to assume and he accordingly
was reluctant to trade. An American usually accepted
orders for goods only in case he could be assured payment
in the only money he thought of as stable, i.e., dollars
delivered in New York, perhaps in advance. The conse-
quent friction in business dealings was great.

Another bad effect was ‘‘exchange dumping.” In a
previous chapter dumping, ‘.., price discrimination
between national markets, has been described. Exchange
dumping is not, strictly speaking, to be classed as dumping!
or, if it is, should certainly be given special treatment.

! VINER, JAcos, **Dumping,”’’ p. 15.
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Inflation, i.e., an extreme rise in prices within any country,
e.g., Germany, as explained above, is accompanied by a
decline in the external value of that country’s currency.
But there is a lag. The external depreciation, i.e., the decline
in the value of the mark in foreign markets, ordinarily
precedes the internal depreciation, .., the rise in prices
within Germany.

This lag encourages exports and discourages imports.
A foreigner can use his money, say dollars, to buy marks at
the new low level and then with the marks promptly buy
goods in Germany before the prices in Germany can adjust
themselves to the new situation. Expressed in dollars the
purchaser secures the German goods at a low price, prob-
ably lower than that for similar or equivalent goods in the
United States. He may, therefore, be able to sell the German
goods at lower prices than American manufacturers can
afford to meet. Exports from Germany to America are
encouraged.

To some extent the same set of facts discourages the
importation of goods into Germany. A German manufac-
turer who must with marks purchase drafts on New York
with which to pay for cotton finds the price of dollar
drafts high in terms of marks. He will hesitate unless he
believes that prices for manufactured cotton goods in
Germany will rise materially by the time he can manufac-
ture the raw materials into the finished article.

Enough has been said to show that a depreciating cur-
rency encourages exports and discourages imports. If there
were a clear gain from such a growth of exports it might
seem an advantage to a country to depreciate its currency
for the sake of encouraging export trade. But enlarged
exports may or may not be wise as a general matter. The
issue cannot well be elaborated here but it will probably
be agreed that a sudden rush of exports might carry out
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certain articles that a country would wish to retain, e.g.,
foodstuffs from Germany in 1922. It must be remembered,
moreover, that exports from Germany sold under such
conditions, e.g., for fewer dollars than ordinarily, are being
sold very low in terms of the other goods that are being
imported. The ratio of exchange is a bad one for Germany.

In the country that receives the dumped goods the effect
may also be bad. If the dumped goods do not compete with
home production there is no harm done. But if the imports
compete with a domestic product the results may be harm-
ful. Exchange dumping is temporary, not permanent. The
effect may be very demoralizing for the domestic producers
and through their distress the country as a whole may
suffer more than it gains from the temporarily low prices.

During the early postwar years there was a certain
amount of exchange dumping. That it was not large is
clear from an examination of the values of the exports from
the countries with demoralized currencies. These exports
were not swollen. Instead, they were small. In most, if not
all, cases they were smaller than before the war. The dump-
ing that occurred was of particular lines of goods, not of
goods in general.

It was enough, however, to start an outcry in the impor-
ting countries whose manufacturers clamored for protec-
tion. In an earlier chapter reference was made to the stories
current in America toward the end of the World War that
millions of Europeans were planning to emigrate to the
States. Similar stories were afloat regarding vast amounts
of European manufactured goods, secretly accumulated
during the war, that would flood American markets as
soon as peace was declared. In spite of the absurdity of
such statements they were given some credence and proved
helpful as arguments in favor of higher tariffs. In 1921 an
emergency tariff law was adopted by the United States,
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and 1922 saw the passage of the Fordney-McCumber Act
generally described as raising American tariff duties higher
than any previous legislation. In 1930 many rates were put
still higher by the Smoot-Hawley Act.

The United States was, of course, not the only country
to raise its tariff barriers. Others were following the same
practice, partly as a protection against exchange dumping
but for many other reasons as well. Further discussion of
tariffs and of other forms of protection is postponed to a
later chapter.

There remains to be added here that, at the worst,
exchange dumping was a temporary matter. As inflation
proceeds, internal depreciation, z.c, the rise in domestic
prices, tends to catch up with the external depreciation.
In the later stages of such acute inflation as was experienced
by Germany the rise in internal prices began to precede the
external decline in the value of the mark.

Then, too, inflation could not continue for ever. It has
been brought under control in nearly all countries, and in
most of them internal prices have become adjusted to those
of the world in general. To this France may be an exception,
since gold prices in that country still seem to be below
world gold prices. Perhaps we should note the current
misconception that a ‘‘depreciated’’ currency results in
exchange dumping. This is inaccurate. The cause of the
dumping is the lag of the internal price adjustments behind
the external decline. When stabilization is secured even
though it be at a level below the old one and when time
permits the necessary adjustments to be made, there is no
tendency to this form of dumping. Yet a situation clearly
temporary was used as an argument in support of increases
in tariff levels. And tariffs are always hard to reduce.

There were two general theories advanced for postwar
currency reform. One group wished to abandon the gold

(102]



The Gold Standard and the Price Economy

standard, at least in the usual sense, and to adopt in its
place a managed currency. There is no occasion here to
discuss this plan, since there was never much chance of
its adoption or even its serious consideration. Its purpose
was to provide a system under which the price fluctuations
we are describing would have been put under control.
Regardless of any merits it may possess, business practice
and habits of mind operated against it from the start.

By most expert observers and advisers it was thought
better to return first to the gold standard and then to con-
sider ways and means of controlling price movements.
This was the advice given by the great international con-
ferences, held at Brussels in 1920 and at Genoa in 1922
Now that the gold standard has been somewhat fully
established (1930), thought is being directed to the second
question, Z.e., price control.

To the countries with demoralized currencies there were
three methods of return to the gold standard open, and
each of these methods was followed. In some cases the
choice was deliberate and in others less so. We need not
inquire about motives but merely record events.

One method used was to continue the process of inflation
and then repudiate outstanding note issues and other
obligations expressed in the old form of money. This
procedure was followed more or less fully by Germany,
Russia, and Austria, among others. Some of the conse-
quences were tragic and have been fully described by many
writers. But it is important not to overlook the gains.
In Germany, for example, a great mass of internal obliga-
tions, bonds, mortgages, and notes at bank were eliminated,
wiped out. Some of the debts were later valorized at moder-
ate rates but the most of the highly complicated network
was cleared away. It meant bankruptcies, the loss of sav-
ings, and a period of acute unemployment, but as an offset
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there were certain distinct gains. The rentier group lost
their holdings but there may be set against this the fact
that the able-bodied among them had to go to work. At
any rate a new money—first the rentenmark and then the
reichsmark—was introduced. In a suprisingly short time,
in view of the disorganization, monetary order was
restored, the new mark being exchanged for the old at the
ratio of 1:1,000,000,000,000.

The second method was deflation. This was followed
deliberately by England and less thoroughly and less
deliberately by certain others. Stated through the English
experience it meant a decision that no change should be
made in the monetary unit—in name or in metallic
content. The pound had buen a lump of gold containing
113.00153 grains of the pvre metal and was to remain so.
As soon as possible, outstanding obligations, public and
private, were to be met when due, in gold or in paper
money redeemable at face value in gold. This also meant
restoring the old relationship or unit par between the pound
and the dollar at $4.8665, the quotient found by dividing
the amount of pure gold in the pound by the amount in
the dollar.

Inflation as just described for Germany meant a rise of
prices, the wiping out of many paper values, the sacrifice
of the rentier group, a short, sharp period of unemployment
and bankruptcies. Later economic strain in Germany has
been serious but is to be attributed primarily to other
influences than the method adopted in returning to mone-
tary normalcy. Deflation meant a gradual lowering of
prices, a curtailment of the volume of money and credit, a
maintenance of the paper values held by the rentier group.
It necessarily involved a reduction of export orders, a
tendency for imports to rise, an increase in unemployment,
and a growth in bankruptcies. It meant aid to the holders
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of bonds and mortgages and other promissory notes, except
in those numerous instances where debtors failed. It meant a
heavier burden of taxation and through heavy taxesa serious
loss to those propertied classes who had hoped to gain.

Space does not permit an elaboration of all these points,
but 2 word or two of reminder will help. We have noticed
that England and later other countries adopted the gold
standard, which meant among other things using gold as
the standard of deferred payments. Notes, bonds, mortgages
—all monetary obligations—were promises to pay a
specified number of pounds, i.e., lumps of gold each contain-
ing 113 grains of the pure metal. A policy of deflation, of
price reduction, was a decision not to let the pound dis-
appear and debts vanish as the German procedure had done
with the mark but to bring it back to the old relationship
to the dollar. This did not mean reducing prices to their
prewar level, since prices in the United States had not
fallen that far, but there was a decline from an average of
166 in 1924 to 123 by January, 1930, as expressed by the
Economist index number.

The policy meant lowering prices but it did not reduce
the number of pounds of outstanding government bonds.
Taxpayers who were receiving less for each ton of coal
or yard of cloth sold had to pay just as many pounds
sterling in taxes as before. Their real tax burdens were
increased although the nominal amount was the same.
Similarly, corporations with outstanding bonds and notes
had their real debt burdens increased as did all other debtor
groups. Every effort was made to effect economies as the
strain grew. Costs of doing business were reduced in every
possible way. Wages were attacked, precipitating strikes,
particularly in the coal industry, and involving added
government aid in a subsidy for coal and through “‘doles™
to the unemployed.
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This account is presented to stress the international
problems created by the monetary system. It is not to be
assumed that none of the British realized the seriousness
of their policy. Some did appreciate it, and a few, among
them J. M. Keynes, vigorously protested that the loss
through price readjustments was too serious to be under-
taken.

But a variety of reasons led to the action. One was the
sentimental feeling that the pound should be brought back
to its old par with the dollar. Sentiment of this kind is not
confined to any one country but is a part of the general
national pride that is to be found everywhere. A second
influence was the desire of the propertied classes to have the
value of their investments enhanced. They owned bonds
and mortgages, not only at home but also abroad, whose
worth had been lowered by inflation and would be raised
by deflation. Hence, they favored it. Third was the belief
that deflation was financially virtuous, that it was honot-
able for all debtors, including the government, to pay their
obligations expressed in pounds by delivering pounds of
the traditional worth—or at least weight. Americans
who applaud the deeds of Hamilton and the redemption
of greenbacks at par after the Civil War will agree with
this viewpoint. The policy was one of financial virtue
and in accordance with the best traditions but here, as at
some other points in life, virtue seems to have been its
own and its sole reward.

Italy was not able to carry the policy of deflation to the
extent that England did. Her inflation had been far more
serious. The British pound had once and for a very brief
time fallen to $3.18 in American money ($4.8665 being par).
This was still nearly 70 per cent of par. But the lira went
to nearly 4 cents or only a little more than 20 per cent of
par. The task of complete deflation was too great but it
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was done in part by raising the lira to 5.26 cents where it
was set, the policy being thus one of partial deflation and
then of devaluation. But even partial deflation added
heavily to the burden of all debts payable in lire, dis-
couraged exports, encouraged imports, created unemploy-
ment, and caused a general business reaction from which
the country has not yet recovered.

The third policy followed in monetary restoration was to
devalue the money at the price level prevailing at the time
the action was taken. This was neither inflation nor defla-
tion but an endeavor to maintain the status quo. With a
marked degree of success the plan was put into effect by
Finland, Belgium, and, with some qualifications, by Frante.
It meant less domestic strain and less disturbance to foreign
trade than either of the other methods. The Belgian franc
was held at a new level of approximately 175 to the British
pound and the French franc at about 125 to the pound. In
each case the prewar ratio had been 25.22 to the pound.

These readjustments of currencies have had a marked
bearing on international economic life in these postwar
years. The direction of trade has been altered, the real
burden of debts has been changed. We have referred pri-
marily to conditions in western Europe, but other countries
in other ways have been stabilizing as well. South Africa,
many of the countries of Latin America, and now China
have attacked the problem, many of them with the expert
advice of Prof. E. W. Kemmerer of Princeton University.

As the adjustments are made they bring the world more
fully than ever to the gold standard. This step is, or should
be, a preliminary one. Gold, the standard of value, is of
changing value. As its value declines, i.e., as prices rise,
debts payable in gold are more easily met. The debtor finds
his task easier-and the creditor receives less in real purchas-
ing power. As the value of gold rises, i.e., as prices fall,
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the creditor receives more real purchasing power but the
debtor finds the strain growing.

Until recently, only the academic mind has given atten-
tion to this. Price movements have been relatively slow,
and the volume of debts, both domestic and international,
has never been so large as at present. The last few years
have directed attention to the issue. In the international
field it has two aspects. These are, first, the intergovern-
ment debts of the Western world—reparations and war
debts. These have undergone certain reductions but the
debtors are quick to point out to the creditors that the
debts were contracted when prices were high and are now
being paid when prices are lower. When the future move-
ment of prices will be we cannot know but those who, like
Professor Cassel, have attemnted a judgment believe the
trend will be downward. If sc, the real burden of the debts
will grow except as the effect of falling prices is offset by
some other influence.

Another aspect is the attitude of the other parts of the
world to the great creditor countries. The growing restless-
ness in Asia and Latin America will not be soothed by the fact
that their governments and peoples are so heavily in debt.
No one loves his creditor, and if world gold prices decline
still further there will be one more reason for grievance.

There are many economists who feel that the economic
and social distress due to price movements are among the
most serious questions with which the world has to deal,
and increasing attention is being given to them. An organi-
zation known as the ‘‘Stable Money Association’’ exists
in America for the study of the subject, and the League of
Nations 1s now engaged in an investigation which it is
hoped will bring fruitful results.

Three outstanding proposals for price control have
been discussed as well as a number of minor ones. Two of
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the three are based on the belief that the price level is
closely related to the amount of gold. The late Professor
Lehfeldt of South Africa proposed to control the output
of gold by a joint government ownership of the gold mines.
Professor Irving Fisher suggests a device which he calls a
“compensated dollar.”” The third proposal, urged by
Professor Cassel and others, is that control be exercised by
adjustments of the discount rates of central banks.

Most of the discussion in this chapter has been devoted
to long-run or secular price movements and their effect on
international relations. There is another difficulty. Refer-
ence has been made to the scramble for gold in the period
from 1896 to 1914. This struggle has again been resumed.
For a few years after the close of the World War there were
reasons for hoping that an amicable understanding could
be arranged under which something perhaps comparable
to a general gold-exchange standard could be agreed upon.
Unhappily this has not occurred in spite of the recommen-
dations of many experts. Instead, there is the old tendency
for many of the central banks to increase as far as possible
their supplies of gold.

It appears now in new forms. Since 1914 the pull of
gold is with occasional exceptions toward the United
States. With occasional reversals the movement has been
inward. For a time this was perhaps not unwelcome in
Europe for it was assumed that the larger gold supply in
America would become a basis for credit expansion there.
It was supposed that American prices would rise and that
then the gold movement would stop. In the meantime the
higher prices would make of the United States an excellent
market in which to sell European goods. For reasons that
space does not permit elaborating, this result did not
follow. It is usually said that the gold was ‘‘sterilized.”
At any rate the general price level did not rise, though
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there was a wild boom in real estate and later in the stock
market.

This pull of the United States on the world’s gold has
caused great concern. It has been contended that the effect
is to create not merely a gold standard but a “‘dollar’
standard; that the location of the world’s gold and con-
sequently the trend of gold prices throughout the world
are dependent largely on the monetary policy of the United
States and particularly on the judgment of the few men who
compose the Federal Reserve Board.

Probably this view is an exaggerated one but there is
no doubt that the money markets of the world are far
from steady. Fluctuations in the official discount rates are
an indication of the strain. In 1923 the Bank of England
raised its rate from 3 to 4 per .ent, and in 1925 to 5 per cent.
In 1927 it dropped to 4.5 pe: cent, where it was held appar-
ently with great difficulty until Jan. 7, 1929, when it rose
to 5.5 per cent because of the pull from New York where
an active stock market had raised interest rates to an
unusually high level. In September, 1929, it was raised to
6.5 per cent. After the stock market collapse in the next
month it was lowered and at the time this was written
stood at 3 per cent.

The Bank of France rate rose from 5 per cent in 1923 to
6 and then 7 per cent in 1924, fell to 6 per cent in 1925,
rose to 6.5 per cent in 1926, dropped to 5 per cent in 1927,
and to 3.5 per cent in 1928. For months thereafter the Paris
short-time money rate was low and the pull of higher
rates in other directions in 1928 and in 1929 was met by
diverting, ¢.g., to Berlin, funds held in London. Also,
the Bank of France imported large amounts of gold in
spite of its low discount rate and is said to have refrained
from carrying the process farther only because of the inter-
national strain which such a policy would cause.
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This was illustrated in May, 1927, when a large amount
was suddenly taken from London. The loss was so serious
for England where higher money rates were threatened
that a meeting was held in August in New York City
attended by the leaders from the banks of England, Ger-
many, and France. Shortly afterward the strain on London
was relieved by a reduction in the New York rate from
4 to 3.5 per cent. Soon, however, a speculative movement
on the stock market there was followed by a rise in the
New York rate to 4 per cent, then to 4.5 per cent in August,
1928, and by August, 1929, to 6 per cent.

Berlin has, of course, been peculiarly at the mercy of
international conditions and has kept its rates even where
they are only by extensive borrowing abroad. From 90
per cent at the end of 1923 there was a sharp drop to 10
per cent in 1924, to 9 per cent in 1925, and then to 6.5 per
cent and finally to 6 per cent in 1926. In the summer of
1927 the rate rose to 7 per cent, where it remained until
Jan. 11, 1929, when it was reduced to 6.5 per cent appar-
ently to give a measure of relief to German business. But
there was soon a heavy outflow of funds and even a loss
of gold which forced an advance to 7.5 per cent in April.

The strain during 1929 is shown by the changes in rates
already cited and by many others. The trend was strongly
upward until near the end of October, when it was reversed.
In the accompanying table the adjustments are shown for
the year.

These fluctuations in prices and interest rates, it should
be repeated, are not to be blamed entirely on gold. They
would doubtless be experienced under any commodity
standard, unless it wete the so-called ‘‘multiple’” standard.
In part, too, they are related to the far more_ fundamental
question of the scarcity and abundance of capital as dis-
tinct from the scarcity and abundance of money. The con-
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Foreign Central Bank-rate Changes during 1929

Jan.7 . .. . |Italy 55t 6.0
Jan. 12, Germany 70t 65
Feb. 7 . England 45t0 55
Mar.15 . . |Iraly 60to 7.0
Mar, 25 Netherlands {45t 55
Apr. 20. Poland 80t 90
Apr. 24. . Austria 65t 75
Apr. 24. . | Hungary 70t 80
Apr. 25. . | Germany 65t 75
Apr. 29. Danzig 60to 70
May 3. ..... |Roumania 60to 8-9
May 14. . | Roumania 80to 9.5
July 2 . | Bulgaria 90t0100
July 31 Belgium 40t 50
Sept. 26 . England 55t0 65
Sept. 26 Denmark 50t0 55
Sept. 26 . | Norway 55t0 60
Sept. 26 Sweden 45t0 55
Sept. 27 A stria 75t0 85
Oct. 31 England 65to 60
Nov 1 . Netherlands |5 5to 50
Nov. 2 . | Germany 75t0 70
Nov. 4 . .| Hungary 80to 75
Nov. 14 Belgium 50t 45
Nov. 15 . | Poland 90to 85
Nov. 16 Netherlands |50to 45
Nov. 21 England 60to 55
Nov. 22 . | Norway 60to 55
Nov 23 .. | Austria 85t 80
Nov. 26 ..| Roumania 9.5t0 90
Dec. 9. ..| Austria 80t 75
Dec.12 . . . |England 55t0 50
Dec.13 . . .. | Sweden 5.5t0 50
Dec. 27 ..... Denmark 55to 50
Dec. 27 . ... | Norway 55t0 50

sequences, however, are serious and the phenomena we

have described add markedly to the economic strain

between different parts of the world. To those who know

how to interpret them and who understand what they
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reflect they mean much. Superficially they are only changes
in discount rates. But to business men who must borrow
from the banks to carry on their operations, even a slight
increase in rates may add heavily to costs and cause suspen-
sion of operations or even failure. Even if the additions to
costs are not too serious to be borne, the high rates are

an evidence of a shortage of loanable funds and hence to be
dreaded.

[113]



Chapter VII
MARKETS IN A MONEY-MAKING ECONOMY

HE modern struggle for markets can be understood
Tonly as a corollary of the world economic organization.
Hundreds of millions of people are penned up in certain
limited areas. They are vigorous and ambitious. They are
dependent on other areas for food and for the raw materials
used in their factories. But raw materials are useless unless
the goods manufactured from them can find a market.
Only as they are sold in quantities and at prices high
enough to pay for the raw materials and also to yield a
profit can the process go on. If there is any hesitation, if
markets become clogged, then raw materials are purchased
and imported less freely by the industrialized countries.
There is a reduction in employment, wages fall, the stand-
ard of living declines. If this process goes far, there may
even be a shortage of food.

Hence the struggle for markets, a struggle that varies in
intensity as conditions change. Notice, for example, the
last few years. During the World War and after until the
crisis of 1920, the problem was to find raw materials. Prices
were rising, goods could readily be sold. But since 1920
attention has shifted. With certain occasional and brief
exceptions, such as the supplies and prices of rubber and
oil, the problem has not been to get raw materials but to
sell the finished products. Statesmen and business men have
for some years given their primary attention to markets.
Later the pendulum will doubtless swing back.
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The manufacturer lives in a world organized on the
principle of division of labor between individuals, between
sections of a given country, between urban and rural areas,
between great regions of the earth. He operates a plant
in which huge amounts are invested and whose overhead
costs are pressing on him mercilessly. He does not carry
on business by barter but pays money, i.e., gold or some
substitute, for everything that he buys and receives money
for all that he sells. His own livelihood and his success
in the eyes of his fellows depend on his ability to secure
through sale more units of gold than he expends. In other
words, he lives in a money economy and therefore must
make money. In this particular, as well as in many others,
the manufacturer and the banker are exactly like the rest
of us.

Markets are imperative. They are a social as well as
an individual necessity. They are needed by the Russians
as well as by the Italians, any differences that may exist
between their needs or between the similar needs of Ger-
mans, Belgians, English, French, or Americans being due
to the extent of their industrialization or to the degree of
their dependence more than to the peculiarities of their
political theory or procedure. There are more similarities
than contrasts in the foreign economic policies of the Brit-
ish under MacDonald and Baldwin or of the French under
Herriot and Poincaré.

That the drive for markets is one which often ignores
the interests of the consumer in favor of those of the pro-
ducer is not surprising. The attitude in any country toward
the tariff is an illustration. Assume that in the United
States the manufacturers of cotton goods desire a higher
tariff for their protection and that the increase would be
injurious to consumers. There seems to be every reason why
the interested parties should express their views before the
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Congressional committee through which tariff legislation
is initiated.

But notice what happens. All who are engaged directly
or indirectly in the manufacture of cotton are on the alert.
Their chances to make more money through their produc-
tive activities are at stake and their interests as producers
are concentrated chiefly or perhaps entirely on cotton.
Also, their numbers are few and they can readily cooperate.
On the other hand, the vast majority of Americans who
consume the cotton goods are not easily stirred. Each of
these consumers spends only a few dollars a year on cotton—
a small fraction of his total expenditures. An increase
in the tariff will injure him but only to 2 moderate degree.
Similarly if the proposal is to raise the tariff on iron and
steel, on wool, or on anything else. Our interests as con-
sumers are scattered, diffused among hundreds or thousands
of articles, while as producers our interests are closely
concentrated on a very few items.

Sales efforts will, therefore, be vigorous. Advertising
will spread everywhere. Government aid will be sought and
ruthless methods will be used. And it is in large part the
result of the kind of world in which we live and of the way
in which we have organized it. Solutions for any problems
created by facts and forces so fundamental, so intricate,
and so powerful will not be found quickly or easily.

Markets may be divided into domestic and foreign. No
one cares in which of the two he sells his goods. His pur-
pose is to make the largest amount of money possible and
this may mean sales at home or abroad or both. Yet the
methods used in developing the two are different and they
may be examined separately.

Notice, first, the domestic market. A business man, say
a manufacturer of steel rails in England, desires to sell as
many rails as possible in the British market and of course
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at a price as high as possible. It is entirely natural for him
to limit competition. If his own costs are low he may be
able, unaided in any way, to crush domestic competitors
and also to keep foreign producers out. But if he does not
have any marked advantage he may meet domestic rivals
by combining with them, a procedure that does not directly
concern us in this chapter. Or, along with his fellows, he
will perhaps seek aid from his government. As a result,
there has come into existence an elaborate system of devices
for shielding the domestic economy from the competition
of the world economy. In this system the imposition of
protective tariff duties on imported goods is only one
element. There are restrictions on the import of human
beings and of capital as well as of commodities; and there
are restrictions on the export of all three. There are, more-
over, methods of encouraging both the import and the
export of one or more of them when such seems desirable.!

The protective system, defined as an organized attempt,
largely through state activity, to protect the domestic
economy against the pressure of the world economy, may
be defended on social grounds. One of the most serious
difficulties faced in modern economic life is the need for
stability and the peculiar difficulty of securing it. The need
has already been elaborated in our previous discussion of
large-scale production with its heavy overhead costs.
There might be added, too, the other modern fact that
obsolescence is an increasingly serious problem. New
inventions are coming with amazing rapidity. No matter
what the physical condition of a plant, it may have to
be rapidly changed because of some new discovery.?

! Perhaps the best general picture of this elaborate protective network is to be
found in Josef Grunzel's * Economic Protectionism."’

? See Carxins, Emzst Ermo, ' Business, the Civilizer,” especially the chapter
entitled Business Has Wings. Also, see Farrerr, Huen, ** What Price Progress.”
Both express the situation vividly.
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Stability is difficult to secure in the foreign markets,
They cover a wider area, there are more unpredictable
forces that affect them, and to modify or control those
forces is not easy. A German manufacturer of dyestuffs can-
not readily exercise any influence on what is done in France
or in America by his competitors located in those countties.

But stability (which means greater predictability, more
certainty regarding the future) may often be furthered in
the home market. By judiciously framed immigration
laws the supply of labor may be controlled. By adjustments
of the discount rates of central banks and in other ways
the movement of funds into and out of the country may be
guided. Control over gold shipments may affect price
levels. There are many forms of direction which may be
resorted to within a given country.

Thus, by the use of protective devices, including import
duties, the domestic market may be steadied. That such
a policy might bring with it certain social gains is clear.
Yet it is equally clear that any system of aid to particular
industries through import duties or subsidies or in other
ways easily comes to be merely an elaborate method of
increasing the income of one group in a country at the
expense of the other groups.

This is not the occasion to argue the pros and cons of
the protective tariff but merely to point out that the forces
in its favor are powerful and that there may be social
reasons for it as well as the acquisitive desires of particular
beneficiaries. A classical statement of the affirmative view
is Friedrich List’s ‘“The National System of Political
Economy,”” and the best one of later date is Josef Grunzel’s
volume just referred to. Americans especially will mention
the writings of Henry Carey and Simon N. Patten.

But whether the reasoning in support of protectionism
is good or bad, the practice of protecting the domestic
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market is more common than is free trade. A survey that
includes all protective devices would show protectionism
in its many forms everywhere prevalent to a greater or
lesser degree, even in so-called ‘‘free-trade countries.”
But though we limit our attention to protective import
duties and ignore the many other forms protection may
take we find it the frank practice in far more countries
than its opposite—free trade. For a time after the repeal
of the corn laws by Great Britain there was a free trade
drift on the Continent of Europe, but after 1870 Germany
and then most of the other countries returned to protection.
It is hard to escape the conclusion that the development
of modern industrialism made it important to attempt
market stability.

Yet free trade is the more orthodox view. Particularly is
it accepted by English and American economists, the latter
having taken most of their economic theory from British
sources to such an extent that one American economist, Pro-
fessor Fetter of Princeton University, accuses the American
writers of modernizing John Stuart Mill instead of moderniz-
ing economics. The basic argument for the free movement of
goods and of capital and of people is simple. It is based on a
sweeping recognition of the principle of the division of
labor and the localization of industry where production
can be carried on most advantageously. It is also related
to the doctrine of laissez faire so glowingly described
by Adam Smith in his contention that if each individual
were allowed to do that which is to his own advantage
as he sees it, each will be ‘‘led by an invisible hand to
promote an end which was no part of his intention.”

Some critics have alleged that British writers have
advocated freedom of trade only because it is a doctrine
peculiarly suited to their own country. This may be a
malicious suggestion but the position of Great Britain
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is such that free trade has had distinct advantages for
her. Since she gave her attention to manufacturing earlier
than other countries the free importation of food became
particularly important. The same could be said of raw
materials, and since other countries industrialized later
there was no serious domestic competition from their
manufactured goods until after the opening of the twentieth
century. This situation meant that the British manu-
facturers had little to lose from the freedom of their
domestic markets since Great Britain had but few rivals.
It also meant a zeal on their part for free markets elsewhere,
markets to which British products could be carried in
large volume in British ships. For similar, though not
identical, reasons a few other countries have kept their
tariffs low.

The argument seems simple and some of its proponents
defend it with as much vigor as is used by others in arguing
for protection. But since 1900 there has been in England a
growing movement for a change, defeated once when
advocated by Joseph Chamberlin, defeated again decisively
when pressed a few years ago by Mr. Baldwin, but appar-
ently gaining ground in these postwar years. The reason is,
of course, the peculiar pressure on the British economy.
Industrialization has speeded up in other parts of the world
and products that compete with the British are appearing
in larger and larger quantities not only in her outside
markets but also even in England. Irrespective of the merits
of either side, the reasons for the current controversy are
easy to understand. One may also pause to wonder whether
freedom of trade has hitherto been an unqualified gain
to Great Britain. It seems to have encouraged industrial-
ization and to have permitted the growth of population
to its present 45,000,000. These huge numbers are closely
crowded together and under the most favorable conditions
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are peculiarly dependent. In a dynamic period like the
present—and economic life may be increasingly dynamic
in the future—stability will be hard to maintain.

But this discussion is concerned with a presentation of
the facts and not with advice for the future. Protective
devices are usual rather than unusual. From 1870 to 1914
the trend was away from free trade, not toward it. One
might perhaps have expected the war to develop a spirit
of cooperation in trade, at least among each group of
belligerents. To a degree this occurred but the opposite
influences were stronger. On the side of the Allies some
cooperation was necessaty for the conduct of the war but
throughout there was difficulty in securing united action,
not only in military affairs but also in economics and
finance. When the war ended, the machinery for economic
cooperation was quickly disorganized.

No matter how disappointing, this was not a proper
cause for surprise. All of us must make money. In business
the amount of profits received is the main test of success.
The drift may be away from laissez faire. General world
welfare may call for individuals to submerge themselves
and cooperate with others far more than in the past.
But the traditions are still the other way. In the United
States, for example, the general public has listened readily
to the allegations of government inefficiency and to the
slogan ‘‘More business in government and less govern-
ment in business."’

International cooperation was largely abandoned, and
where it was retained, as, for example, in the attempts
to collect reparations, the results were often tragic.
Everywhere governments reduced also their attempts to
direct domestic economic life in wise channels. Instead,
there was restored the old scramble for private profits,
the part played by governments being largely confined to
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raising tariff barriers, providing subsidies, and in other
ways assisting private interests to maintain their markets.

It would be a mistake to limit our observations to
adverse criticism and to imply that the upward movement
in tariffs and the other restrictions on trade in the postwar
years were wholly unreasonable and due only to unre-
strained private greed. In a previous chapter attention
has been called to the huge development of plants in the
war period and to the present capacity in excess of the
ability of markets to purchase output. Reference has also
been made to the extent of exchange dumping during the
period of currency depreciation. Under such conditions
attempts to protect domestic markets need not surprise
us. Especially is this true when we remember that there
have been strong reasons for the growth of protection
ever since 1870.

Yet this movement proceeded so far and so fast that its
effects were harmful even to the interests that had favored
it. If the industries of only one country had protected
themselves they would have reserved their home markets
for their own exploitation and have continued their sales
abroad as before—a distinct gain, at least to particular
industries. But what was done in one country was done in
others and the industries of all found themselves handi-
capped in their sales abroad. To such an extent was this
true that although protection has seemed wise for any one
country it was really ‘“‘collective insanity”’—to quote one
writer on the subject.

So acute did the situation become that the League of
Nations called the World Economic Conference at Geneva
in May, 1927. The preliminary committee which had
prepared an elaborate documentation pointed out that
world population had grown by 5.3 per cent from 1913
to 1925; that production of foodstuffs and raw materials
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had grown by 16 or 18 per cent. But world trade had
grown by only 4.5 per cent, which was less than the gain
in population, while in Europe trade in 1924 was only
84.5 per cent of 1913 and in 1925 was only 89.3 per cent of
1913. If Russia is excluded, these two percentages were
88.9 and 93.7. The conference appreciated the gravity of
such a situation and succeeded in framing a report that
was remarkable for its frank criticism of high tariffs and
in its recommendations for reductions. As yet, however,
it is not easy to determine what results have followed.
Some observers believe that the upward movement has
been retarded if not checked. Yet the clamor for higher
duties in the United States and the electoral campaign
of 1929 in England are reminders that an era of free or
even of freer trade has not yet dawned.

As we turn from the problem of domestic markets to
that of foreign markets, it is worthwhile first to notice
a few interesting facts regarding the destination of exported
goods. An analysis of trade statistics is helpful even though
it is easy to be misled by them. Close comparisons are
impossible because of the different ways in which the
figures are compiled and the destination of commodities
is uncertain because of reconsignments and other business
arrangements. Yet a few comments seem warranted if
they are not made too specific.

First let us notice the export trade of the United States.
In the five-year period from 1876 to 1880 the value of the
annual domestic exports from the United States was only
$664,000,000. In 1925 it was $4,819,000,000, in 1927 it
was $4,759,000,000, and in 1929 the total was $5,157,000,-
000. At the end of the 50 years the amount was between
seven and eight times what it was at the beginning. In
the latter part of the period the growth has been particu-
larly rapid, increasing from an average of $2,371,000,000
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in the years 1911 to 1915 to the $5,157,000,000 just given
for 1929. Even if all proper adjustments are made for a
change in the general price level this is a tremendous
gain.

A second feature of American export trade is the constant
change in its composition. A tabulation of these changes
shows highly important alterations. Fifty years ago the
chief exports were raw materials and foodstuffs. The value
of these has continued to grow but they are 2 diminishing
percentage of the total. In the period 1876 to 1880 crude
materials were about one-third of the total, crude food-
stuffs about one-fourth, and manufactured foodstuffs one-
fourth. Together they were over 80 per cent of the total
exports of the country, leaving less than 20 per cent to
semimanufactures and manufacturers. Now crude materials
are only 22 per cent of the total, with crude foodstuffs
about 5 per cent and manufactured foodstuffs about 9 per
cent. In 1929 these three classes combined were only 37 per
cent, while semimanufactures and manufactures combined
had become 63.2 as contrasted with only 19.4 per cent of
the eatlier period. Especially have the exports of manu-
factured goods gained—from $99,000,000 or 14.9 of the
total in the period 1876 to 1880 to $2,532,000,000 or 49.1 per
cent of the total in 1929.

Remembering what has already been said of large-scale
production and of the pressure to operate large plants at
full capacity, we may see a special significance in this
growth in the export of manufactured goods. Year after
year the need for larger foreign markets has grown, and,
as we shall notice later, the same trend is to be observed
in other countries. And a reaction, both curious and serious,
to this tendency is the growth in the costs of advertising
and marketing. Goods must be sold, if bankruptcy is to be
avoided. To be sold they must be advertised and trans-
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ported long distances. Expenses mount for salesmen, for
publicity, for freight, for storage, and for middlemen
until these non-manufacturing outlays threaten to eat up
any and all of the gains that arise from large-scale produc-
tion and the decreasing unit costs that accompany it.!

Next of interest is the ditection in which those exports
go. A tabulation shows that the continent of Europe is the
leading export market for the United States and that
North America, particularly Canada, is next. Asia comes
third with South America fourth. In relative importance
Europe has declined in the last 50 years, while the largest
gains are being made by Canada and Asia. Europe is still
by far the largest market for American exports.

Bringing together these facts, it may be said that the
export trade of the United States is rapidly gaining and
that the rate of growth is an accelerated one; that manu-
factured goods are becoming of greater significance as the
years pass; and that the most important markets in size
are those of Europe, Canada, and Asia. It will be noticed
that Europe has a very large population with high stand-
ards of living and Asia has a large population though
living standards are low. Canada has a smaller population
with a high living standard and is near at hand. If one were
disposed to indulge in formulz, he might speak of the
size of a foreign market as being determined by the three
factors—numbers of people, standards of living, and
propinquity.

A second illustration may be taken from the export trade
of the United Kingdom. It is usually estimated that only
about 10 per cent of the combined domestic and foreign
trade of the United States is foreign trade while the corre-
sponding figure for Great Britain is 62 per cent. Also, it

1See Mazur, Paur, ‘' American Prosperity, Its Causes and Consequences'’;
Borsopi, Raven, * This Distributton Age'’, FiLeng, E. A., *'The Way Out.”
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has been estimated that only 9 per cent of the total Ameri-
can product is exported as contrasted with 25 per cent of
the British production exported.! These percentages are
not to be viewed as accurate but they indicate roughly
at least the greater dependence of the United Kingdom on
its foreign trade. What has been said of the growing need
of the United States for markets abroad is clearly true
to a very much greater degree of the United Kingdom.
American food and raw materials do not sell themselves
but they do so more readily than will manufactured prod-
ucts, which must face much fiercer competition. Besides,
more than 80 per cent of British foreign exports are manu-
factured articles as contrasted with from 50 to 65 per
cent of the American.

The United Kingdom illustrates the situation of a
country older and more complete in its industrialization,
one that is definitely dependent on the flow of a large
manufactured output. In recent decades the growth in
volume has been gteat but having had the earlier start
it does not, of course, show the percentage gain of the
United States. Its composition is from 7 to 8 per cent food-
stuffs, about 11 per cent raw materials, and 81 or 82 per
cent manufactured goods.

Notice, finally, for the United Kingdom the destination
of its exports. A tabulation of the parts of the world to
which these exports go is extremely interesting. They may
be grouped in many ways, depending on the inquiry one
is making. ‘A wsual arrangement shows the percentages
sent to Empire or Commonwealth markets as contrasted
with markets outside, and the accompanying table indicates

! The first comparison has been made by Dr B. M. Anderson, Jr , and the second
1s taken from Pierre Meynial, Revwe d'Economse Polstique (November, December,
1927), p. 1565, as quoted by Eleanor Lansing Dulles, ** The French Franc, 1914-
1928," p. 73.
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this for the prewar years 1910 to 1913, inclusive. Prewar

years are taken only because the changes in distribution

during the postwar period may or may not be permanent.
Exports from the United Kingdom, 1910-1913

(In Percentages)

Destination I 1910 | 1911 1912 1913

Europe . . 3421 | 3473 | 3443 3402
Self-governing dominions . . 1774 178 | 1866 | 17 54
India. - 1069 | 1150 | 1183 13 38
Colonies, possessions, and protectorates 5 80 5 59 5 86 6 20
South America 11 27 9 85 977 943
Asta , . . 731 8 55 7.73 871
Africa . 4 27 4 131 4 09 3 84
United States 7 30 6 06 617 5.58
Remainder of North America 140 152 149 130

Total 100 00 | 100 00 | 100 00 | 100 0O

The largest market area in this grouping is the Continent
of Europe where over a third of the British exports were
sold. Next are the self-governing dominions—Canada,
Australia, New Zealand, and the Union of South Africa.
Then comes India, followed by the other areas. If we
combine the percentages going to the self-governing
dominions, India, and the colonies, ¢.g., for 1913, the total
is 36.09 per cent, while for 1910 it is 34.23 per cent—just
about the same percentage as goes to Europe.

But most significant for our purposes is another grouping.
Bring together those areas where tariffs and other obstacles
are most serious. This would certainly include Europe,
Asia, the United States, and the rest of North America and
South America, excluding Empire areas throughout.
For 1913 this includes over 59 per cent of the total. Yet
the self-governing dominions are by no means an open
market for British goods. There is a considerable amount
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of Imperial preference but the dominions are developing
their own industrial life and to a high degree their tariffs
are levied against British as well as non-British goods.
The same is true of India. If they are added, the total for
1913 is nearly 90 per cent, leaving only 10 per cent as
perhaps strongly under British domination. But the colo-
nies, possessions, and protectorates are only 6.20 per cent
of this. Of the small remainder, much of Africa is partly
under French, Italian, Belgian, and Portuguese control.

Such an arrangement is in part fanciful but it is service-
able in calling attention to the fact that in spite of the
huge size of the British Empire or Commonwealth, most of
the British markets are highly competitive and are bound to
remain so. There is the somewhat uncertain exception of
those parts of the Empire which might participate to a
degree in an expanded Imperial preference. But their own
interests will apparently prevent this movement giving to
the mother country any very great market monopoly.

Germany is also highly industrialized, and France,
formerly referred to as not heavily dependent on foreign
markets, has become increasingly so since the World War.
Germany has no colonies and all of her foreign markets
are competitive. France has vast colonial areas but none
of them is an important market nor can it become so in
the near future.

This summary is altogether too brief but it is convincing.
It shows the leading countries more and more industrial-
ized, more and more dependent on foreign markets, and
hence driven into a competition that is increasingly bitter.
The effect of this on business practice in a highly competi-
tive industry—coal—may be casually illustrated by quoting
a statement that recently appeared in the annual report
of the Central Committee of French Coalowners.! This

t Quoted in The Economsst (London), Apr. 6, 1929, p. 740
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report alleges that in Germany the Rheino-Westphalian
Coal Syndicate taxes domestic coal sales 2.20 marks per
ton to compensate colliery owners for their losses in
competing in foreign markets. It charges that the British
are openly applying an export subsidy of 4 to 5s. a ton to
the output from the great Midland coal field and are
ready to do the same in the Scottish coal field in order
to recover lost markets. The report further states that the
Poles quote Silesian coal, f.0.b. Dantzig, at prices that
practically ignore the cost of transporting it 370 to 400
miles from mine to port.

Other countries than the four specially mentioned—the
United States, the United Kingdom, France, and Germany—
might be examined, but the same general situation would
be obsetved. In every case, exports have been growing
over a period of years. Since the war the United States has
continued to 'gain while the others have been definitely
retarded. For all of them manufactured goods are the most
important part of the exports. All of them find their
largest markets in the temperate regions. For all of them
sales seem to be made most easily where there is a large
population with high standards of living, located nearby.
Markets are smallest in sparsely populated regions that
are far away and whose people have small incomes.

This might suggest that the most acute rivalries would
occur where the amounts involved are the greatest. And
there are such rivalries. Tariff wars between the older
countries are frequent; discussions over quotas and most
favored nation treatment are common; altercations of
many kinds are numerous. At any given time the current
news is filled with items that are a reminder of this.

But without minimizing the seriousness of discussions
of this type it is to be remembered that they do not readily
reach a point where the strain is very acute or where war
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might occur because of them. This may happen, but the
more serious incidents arise from the desire of the exporters
of these different countries to exploit the same markets
in other regions. Europe took 44.7 per cent of American
exports in 1929, while southern North America took only
8.3 per cent, and South America only 10.3 per cent. But
concern over Latin-American markets is acute because they
are as yet unsettled while western Europe is more stable.
Britain's markets in France, Germany, and the United
States are more important than her markets in the newer
areas yet British attention is directed even more vigorously
to the latter than to the former.

Markets in the less settled regions are an object of rivalry
because controls can be exercised there that are not
possible in the older countries. There is something to
struggle for. Then, too, it must not be forgotten that
under modern large-scale production even small sales are
important. In an earlier chapter stress was placed on the
value of each small addition to business, since many
expenses cannot be reduced. A large part of the outlays
must continue even if sales decline and so the struggle
for any small addition to trade will be vigorous. In the
newer areas these sales may be relatively small, but, as
additions to trade elsewhere, they may mark the difference
between success and failure.

Large investments in plant with production under condi-
tions of decreasing costs are only one of several influences
that make the modern rivalry intense. Another is the
development of transportation and communication that
makes possible the quick movement of goods and of news
and that has brought closer contacts than could have
occutred years ago. The trans-Siberian railway, a direct
line from Cairo to the Cape, a Panama Canal—telegraph,
telephone, radio, and airplane increase the speed and
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intensity of these contacts. The clash of French and
British at Fashoda 30 years ago has been followed in later
years by similar clashes in different parts of the globe.
The Russians and the Japanese in Manchuria, the Russians
and the English in Persia and Afghanistan, the French
and Italians in Northern Africa, the English and the Ger-
mans in Turkey, and everybody in China are adequate
illustrations. Each group has pushed on until the areas not
appropriated by some one of them are few in number. With
no significant new countries to quarrel over, England and the
United States must perforce argue about Wrangel Island or
some apparently unimportant area near the south pole.

Then, too, there is the size and concentration of the
interests involved. The struggle is not between isolated
individuals whose capital is trivial and influence slight.
Instead, we see immense industrial corporations allied
with great banking houses, with their direction in the
hands of a limited number of individuals able because of
their wealth and their affiliations to bring related organiza-
tions into line, to influence governments—in short to
press the contest on a scale greater and more intense than
the world has ever before seen.

During the last 15 years a growing number of writers
have described what has occurred. There is revealed an
increasing amount of economic penetration and of subse-
quent political control. Herbert Adams Gibbons in his
“New Maps"* of Asia, Europe, Africa, and South America
and Parker T. Moon in ‘‘Imperialism and World Politics’’
are illustrations. Some writers limit themselves to descrip-
tion, others by their choice of topics or by the language
used have shown their abhorrence of the methods followed
and of the results attained. In “‘Red Rubber’’ and other
volumes the late E. D. Morel revealed the horrors of
economic exploitation in Africa, and, in part because of
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his efforts, improvements were secured. Leonard Woolf,
H. N. Brailsford, and Norman Angell are other English
writers of vivid description and protest.

Yet the struggle for economic advantage has persisted
with only an occasional softening of method as a result
of the publicity given to the worst abuses. It is not at all
difficult to find in the scramble for markets one of the
causes and perhaps the major cause of the World War.
In the peace settlements the same influences revealed
themselves, and in the postwar disputes we again find
them to the front. Arguments over mandated areas occur
because of a desire to control either raw materials or
markets; the Polish Corridor was established to give
Polish products an outlet to the sea; British friction with
Afghanistan is based on an alleged threat to British
markets in India; difficulties with China are traceable
to the interruption of trade in that country. And all of
the strain goes back to the fact that we are human beings
and as Mr. Dorsey says we ‘‘behave like human beings.”
We live in a world with a certain distribution of population
and natural resources and we have organized our economic
lives along certain lines.

There have been many explanations of so-called ‘‘imperi-
alism.”” One has been the need for a population outlet
but this certainly cannot be adequate in itself when so
few from the densely populated countries actually go to
the newer regions. For example, emigration from Germany
almost stopped with the growth of industrialization and
emigrants from all the older countries have tended to go
where they could most improve their own standards.
This has meant emigration to Canada, the United States,
Brazil, the Argentine rather than to Asia or to Africa.
Kipling urged the assumption of the white man'’s burden;
in America for a time there was an appeal to manifest
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destiny and then to inscrutable destiny. But running
through it all as a partial, and perhaps as a major, explana-
tion there has been the desire of particular business interests
to safeguard their supplies of raw materials and to control
markets. Each business man has been driven by his desire
to make money, to secure profits. But his behavior has
been in part the method by which the masses behind him
have been expressing their needs and desires. In addition
to his own impulses, good or bad, there has been the
compelling pressure of a social organization of which he
has been the instrument.

This is not an attempt to gloss over the horrible occur-
rences in the Belgian Congo, the tragedies in India, the
unfair assumption by the white man of a superiority over
the Chinese, or any other gross wrongs of which there
have been so many. They have terribly complicated the
situation. Instead, we intend merely to obsetve that even
their elimination would leave the major forces unaltered.
There would still be the same keen rivalry to market
goods. Concessions would still be sought for building
railroads, for dredging harbors, for constructing docks,
and for exploiting mines. Spheres of influence would be
marked out as they have been in the past in Persia, China,
and elsewhere and as they are said to have been more
recently agreed upon in Albania and in Abyssinia. Protector-
ates would still be established and colonies acquired if
there were left any important areas not yet appropriated.

There is still another phase of the situation to be men-
tioned now but elaborated later. Goods must be sold and
sold as regularly as possible. When England industrialized
she thereby increased enormously and suddenly her capacity
to produce certain commodities, particularly textiles,
iron, and steel. These could not all be sold at home nor
could the great flood be sold abroad for cash. Similarly
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after the World War thete was not a cash market for the
output of the American factories that had been greatly
enlarged to meet war demands. Those to whom the goods
were sent could not for the time make payment with their
own commodities and services.

This inability to pay outright has been common and the
difficulty has been solved by the sale of securities. Stocks,
bonds, mortgages, and other obligations have been taken
by the people of the industrialized countries. Instead of
immediate payment, paper promises to pay later were
accepted. There was investment abroad, a process that
increased and to a degree steadied the movement of goods
to market. This was an aid in the sale of consumption
goods, such as textiles, but with the rapid growth of iron
and steel during the latter part of the nineteenth century
the importance of these sales on long-time credit increased.
Steel products are not for the most part directly consumed.
They are capital goods and are used to construct railways,
to build bridges and factories, and for like purposes.
Only with the passage of time will the earnings of railroads
and factories be large enough to permit repayment.

This growth of foreign investment will be discussed
later. There is one final comment on markets. Develop-
ments of the last decade more particularly in Asia, but
also in many other parts of the world, have caused great
concern both to imperialists and to their opponents. It is
said that the people of the exploited areas are chafing,
that they will demand more freedom, and that the day of
white supremacy is nearly over.

In the political field this seems to be true. Turkey has
forced an abandonment of the capitulations. The right of
exterritoriality is being modified in China and elsewhere.
Protectorates may be softened. One may even imagine
colonies and dominions being given complete autonomy.
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But these political changes may or may not be accom-
panied by economic changes. With a larger degree of
political autonomy the government and people of China
may protect themselves against many of the abuses that
have characterized the past. Tariffs against the importation
of particular foreign goods will doubtless be raised. Yet
trade has started, the economic organization of these
countries has become adjusted to the importation of some
commodities and to the exportation of others. These needs
will not vanish merely because of a new political structure.

Nor is it clear how seriously higher tariffs and other pro-
tective devices will modify the total volume of trade. A
protective import duty will, of course, lessen the importa-
tion of the particular commodity against which it is
levied. Whether it seriously affects the total volume of
imports is another matter. Certainly there is little evidence
that this result has occurred in the past.! Even if an
@ priors argument indicates that such must be its influence,
the protective tariff is only one of many factors in economic
life and perhaps the others overshadow it in real
importance.

! See Roornacn, G. B, The Effect of the Tariff on the Import Trade, Annals of the
Amerscan Academy of Polstical and Socsal Scsence, p. 18, January, 1929. Also, Aurp,

G. P., Does High Protection Hamper the Repayment of Our Loans and Invest-
ments Abroad? an article in the same volume.
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Chapter VIII
CORPORATE GROWTH AND INVESTMENTS

HE argument thus far developed may be summarized
Tas follows: There are large numbers of people in the
world—nearly two thousand million—and these numbers
are everywhere increasing even though in a few areas there
may be signs of a decline or at least a retardation in the
rate of increase. For climatic and other reasons population
is concentrated in certain areas and will probably remain
so. Emigration has suffered a check and at the best could
give only a slight relief.

But food and raw materials are not sufficiently available
in the areas where population is most numerous. In part
this means that the soil cannot provide an amount per
capita adequate for the desires or even for the primary
needs of so many persons per square mile. In part it means
that some desired foodstuffs cannot be raised at all in the
densely populated regions and that nature has located
many raw materials far from these areas. Hence a high
degree of mutual dependence has developed, a dependence
greatly increased because of the growth of manufacturing
which demands raw materials and markets and whose
profits can be used (1) to pay for foodstuffs and (2) for
additions to investment.

And all these millions of people ‘‘behave like human
beings.”” Of course they will struggle to secure the bare
necessities of life but they struggle even more vigorously
to maintain or even to raise whatever standards they have
attained. One is tempted to generalize by saying that the
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higher the existing standard the more bitter the effort at
maintenance or improvement.

These physical and psychological forces that make for
conflict, that would in any case cause rivalry, are intensified
because of the forms of modern economic life. Much of our
manufacturing and transportation and even many of our
marketing activities can be carried on more economically
in large units than in small. Hence large-scale production
and distribution which are constantly spreading. More and
more investment is needed for each plant, and this means
a growing burden of overhead costs. If anything, the tend-
ency is in the direction of changing variable costs more and
more into overhead costs. But a high percentage of over-
head means an intensified struggle for business.

All this has meant division of labor and exchange of
products, a process facilitated by the use of money which
performs a variety of functions. Barter is not feasible, so as
individuals and as groups we produce goods and services
which we sell for money. With this money we buy the
things we desire, attempting in all our dealings both at
home and abroad to carry on our transactions at a profit.
This scramble ‘‘to make money’' is in itself a cause of
strain between individuals, groups, and regions of the
earth and is complicated by the choice of gold as the stand-
ard. The value of gold constantly changes and so prices
moveupand down, placingdebtorand creditor groups—indi-
viduals and often regions—under strain as their gains and
losses are altered. The adoption of a money economy rather
than barter permits a larger volume of trading and over a
wider area. It facilitates the purchase of raw materials in
remote places, their importation to manufacturing centers,
and the exportation of finished products to distant markets.

This is an involved physical world filled, or nearly so,
with human beings whose desires and motives are complex

[139]



The World's Economic Dilemma

and who carry on their affairs in an intricate manner.
Compelled by their state of dependence and lured by the
desire as well as by the necessity of making money, they
compete not only in their purchases but also in their sales.
What is bought or manufactured must be sold, and selling
is done only in markets. Larger quantities of goods can
be sold at higher prices and hence for greater gains if
competitors in these markets are reduced in numbers or
eliminated. Markets must, if possible, be brought under
control and stabilized. There follows the construction of
elaborate systems for protecting the domestic markets and
bitter competition abroad for contracts, for concessions,
for spheres of influence, and often for protectorates and
for colonies. And in the effort to maintain a steady flow
of products to foreign markets, sales on credit are resorted
to by taking bonds and stocks from debtor areas, i.c., by
foreign investments to which more attention will be given
a little later in this chapter.

Another factor enters—the corporate form of business
organization. The customary list of its advantages and
disadvantages, its benefits and its evils, is well known
but calls for emphasis and elaboration in the international
setting. The corporation is a device that permits its
members to function in many matters as a single individual.
Separate supplies of capital may be combined and larger
amounts assembled by a corporation than any one person
possesses or could acquire. Many can thus contribute to a
joint corporate organization, contributors who could not
or would not engage in active business for themselves.
Under legal limitations of liability, moreover, the amount
that any one security holder may lose is definitely restricted,
usually to the amount that he has actually invested.

Corporations are of interest to us in this volume from
two standpoints—that ot the creditor and that of the
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debtor. First, it is to be noticed that the people in certain
parts of the world have been able because of their earlier
economic development, their basic natural resources, and
for other reasons to embark first on the process of capital
accumulation. This beginning is difficult and slow. Econo-
mists tell us that capital originates in saving and that
saving means sacrifice. This is undoubtedly true, at least
in the earlier stages when small amounts are painstakingly
assembled. Production, moreover, with the aid of capital—
the “‘roundabout’ or ‘‘indirect” process, as it has been
called—seems slow. But once started its economies are
enormous and with the appearance of new inventions the
gains are enhanced. Out of the enlarged product new
savings can be made at less sacrifice than for the original
ones. The rate of accumulation is thus not merely main-
tained but constantly accelerated by the two facts—the
additions that come from the larger annual product and
the constant adoption of new and more productive forms
of capital which make the annual output larger.

This acceleration gives those who have the eatly start a
pronounced advantage. They assemble their savings,
construct railways, factories, roads, bridges, and steam-
ships which after a time tremendously enhance output.
These gains are in part reinvested in the properties from
which they have been earned, i.e., they are ‘‘ploughed
back’’ as reinvested earnings, thus making possible a still
larger output. Or in so far as they are distributed to bond-
holders and stockholders in the form of interest and divi-
dends, these earnings are, in part at least, invested in other
corporations whose productivity is thereby enchanced.
There is developed a class of security holders whose wealth
rapidly increases, a class that may be a small percentage
of the community or a larger one. In some countries—
“older” ones, so called—such as Holland and England,
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the volume loaned and of securities thus acquired has been
huge as contrasted with the amounts owned elsewhere,
for example by the people of Asia and of Africa.

These investments are, almost by definition, largest
among the people who cartry on production with the aid
of tools and machinery, i.e., with capital. And the greater
their use of capital the more the savings and the larger
the investments. Let these facts—the corporate organi-
zation of business with its security issues and the growth
of investment—be combined with another one previously
developed, i.e., large-scale production and the consequent
necessity for continuous operation, available markets, and
supplies of raw materials. Factories will be constructed
as fast as investors, under the persuasion of promoters and
security salesmen, furnish funds; or the process will be
guided by boatds of directors who may, within wide limits,
decide to reinvest earnings and to expand the business
rather than to distribute dividends to stockholders.
Investments thus made may be in enterprises at home or
abroad; and they may be in plants at home for the manu-
facture of goods to be sold at home or abroad or both.
There may be some preeminently wise distribution among
these various ways in which funds can be used but no one
has yet found a formula to which there is general agree-
ment and in practice no definite balance between them is
to be ascertained.

Certainly one fact emerges. So much is invested in some
kinds of domestic plants that not all of their product can
be sold in the home markets or, if it could be sold, not at
prices high enough to cover the costs of production. Hence
sales abroad and all the efforts that are made to expand and
to control markets. It must not be forgotten, too, that any
diminution in the volumeof sales is serious. If for any
reason demand increases, plants are apt to be enlarged. But
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whatever the size of the plant, a steady flow of orders
for its product must, if possible, be secured. The invest-
ment in the business cannot be easily withdrawn, since
capital is not sufficiently mobile. If the plant is enlarged,
even to meet a temporary growth of demand, the new and
larger factories must be kept going at a large fraction of
capacity or bankruptcy may follow.

An illustration may be of help, and manufacturing in
England will do. With the invention 150 or 200 years ago
of new mechanical processes for textile manufacturing
there came a rapid growth in the output of British goods.
Even at the lowered cost not all of these goods could be
sold to advantage at home, and foreign markets were
expanded. Their capacity was often overestimated and
losses were frequent and heavy, but their development was
continued in spite of occasional congestion. After all,
textile products are consumption goods. Ordinarily they
were sold for cash or on short-time credit and a business
reaction in the market while undoubtedly serious did not
leave the British with an accumulated mass of unpaid
long-time obligations on their hands. There were, however,
many losses through the inability of the foreign markets to
pay regularly for all of the goods furnished them. Also,
the sale even of these consumption goods was in part
maintained by the willingness of the British investing
public to buy the stocks and bonds of enterprises in other
regions.

A little later the development of the iron and steel
industry further complicated the problem. Iron and steel
products are chiefly capital goods. Orthodox financial
theory would say that outlays by a railroad for steel rails,
for structural steel, or for locomotives may propetly be
charged to capital account rather than to income. Long-
time bonds or stock certificates may, therefore, be sold
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to get funds for their purchase. In fact the necessary cost
for such products is so great that they can be paid for only
over a series of years. The issue of long-time promises is
not only possible but also necessary if the purchases ate to
be made. Accordingly sales abroad could be maintained
only if investors somewhere would buy these long-term
securities. And, of course, these investors were chiefly to
be found in the older countries, notably in England itself.
As a result British manufactured goods made their way
overseas, partly paid for at once in cash but to a large
extent exchanged for pieces of paper—bonds and stocks
of foreign governments and of foreign private corporations.
The British were investing abroad. They became creditors.

This is a statement of the significance of the growth of
the corporation from the side of the creditor countties.
Large funds were accumulated, huge plants erected, a
condition created under which a struggle for markets was
necessarily intensified. There should be added a reference
to the individual owners of securities. It is often said that
the corporation is impersonal, that it lacks a soul, and that
corporate behavior shows a disregard for the ethical
codes that to some degree restrain natural persons. The
anonymity of the corporation is suggested by the French
designation Société anonyme.

But another way of putting it is better. The officers and
directors of corporations are in most regards like the rest
of us. Professor Werner Sombart properly attributes to
the business leader, the captain of industry, certain dis-
tinguishing traits, but it would be an error to imply
that these leaders are influenced by less worthy motives
than are the rest of us. At any rate we must not overlook
one important element in the situation. Their continued
control of their respective companies depends primarily
on one thing—their ability to earn dividends. A default in
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interest payments is tragic but the passing of a dividend or
even a reduction in the rate is serious.

And the trouble makers are the stockholders and bond-
holders—many of them ourselves. Our small savings are
invested in the securities of huge corporations about
which we know little and usually care less—provided
we get our interest and dividends. Some of the responsi-
bility for misconduct in high business places rests on
the great body of security holders who are kindly and
humane in matters that are immediately before their eyes
but thoughtless or indifferent to the behavior of the cor-
poration they own—provided they receive their interest
and dividends.

As a protection against this corporate misconduct it is
possible to raise safeguards. In the United States, for
example, there is a mass of legislation restraining business
conduct—antitrust laws, pure food laws, market inspec-
tion, and what not. There is an Interstate Commerce
Commission to watch over the railroads, a Federal Reserve
Board which admonishes and within limits controls the
banks, a Federal Trade Commission to encourage or to
enforce fair competition in other lines of business. And there
are the courts to enforce the laws. Also, ethical codes are
developing in all lines of business, and at times where
the law fails, public opinion and the views of stockholders
show themselves effectively.

Other countries have their own ways of meeting the
same problem. But these are domestic matters. In the inter-
national field, business codes are different. What is con-
sidered wrong in my dealings with a fellow countryman
may be highly proper if as an American I am competing
with an Englishman, a Frenchman, or a Belgian. That
does not mean that there is no code of conduct at all but
merely that the code is different. Practices are often
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encouraged or condoned that would not be tolerated within
any of the leading countries. When one adds to this sort
of code the limited body of legislation governing intet-
national business and the almost complete lack of sanctions
that compel obedience to it, the absence of restraint in
international competition is better understood.

Something should be added regarding the significance
of the corporation to the newer countries. If there were no
corporations, Englishmen might still invest in the Argen-
tine or in China. But the process would be difficult. The
nationals of one country, say Great Britain, can buy real
estate in the Argentine but the obstacles are great. Land
is of varying qualities and parcels offered for sale are not
of uniform size. To find a particular Englishman who
might be willing to buy a certain area of land adapted to
some specialized use and permanently located in a given
spot is not easy. But if a corporation is organized to acquire
considerable areas of land in the Argentine, its bonds
and its stocks find a2 much readier market. An investor
can buy only such amounts as he desires, the securities
of any one of the issues are entirely uniform in quality,
and he may, to the extent he prefers, distribute his invest-
ments among several corporations and by diversification
lessen the risk.

The corporate form of organizing business thus partic-
ularly facilitates investments at a distance and has been
a distinct aid in the flow of capital from one part of the
world to another. This capital movement has been further
facilitated by the fact that banks could be of greater assist-
ance. Real estate and other fixed assets are a poor bank
investment or even security for bank loans. If a corpora-
tion is organized to acquire this same property, its stocks
and bonds have a certain degtee of liquidity. To some
extent these securities, especially the bonds, may actually
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be purchased by banks, and both the stocks and the bonds
may be used as collateral for loans.

But corporations are not so simple as this description
implies. They may be very large but they may also be very
intricate. Small corporations combine in numerous ways.
They may have simple agreements to pool orders or earnings
or to divide markets. The stockholders of a number of
them may place their stock certificates in the hands of
a group of trustees for coordinated management, thus
forming a trust. There are mergers and consolidations of
corporations and there are cartels of many kinds. The
arrangements may be permanent or temporary. The forms of
combination may be fairly simple or highly intricate, as
an examination of the financial structure of any large
holding company will indicate. Among the most interest-
ing and most important of the modern forms of corporate
development is the investment trust. Its assets are not phy-
sical properties but the securities of various enterprises.
In fact it exists merely for the purpose of investing the
funds of its own stockholders and bondholders in the
stocks and bonds of other corporations. By wide diversifi-
cation the risk is greatly lessened and by frequent purchases
and sales, as market conditions warrant, the earnings of
the investment trust may be greatly enhanced.

There seems to be almost no limit to the development
of the corporation. Horizontal combinations bring together
all corporations engaged in some given stage of the process
of production. Vertical combinations bring together the
corporations engaged in the successive steps of producing
some article or group of articles, such as iron and steel
products. Steps may be taken to unite all the producers in
any given line such as textiles or steel or coal within a
given country. Or the idea may be catried further as in the
theories of the guild socialists in England or of Walter
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Rathenau in Germany, to the point of combining all of
these groups under a single leadership. This has gone far
in Germany where the influence of this centralized direc-
tion is already very great.

Such developments, it will be noticed, tend to coordinate
the economic life of a given country in such manner as to
unify it perhaps to a high degree and to consolidate it in
opposition to the similarly organized economic life of
other countries. The significance of this and of certain
related facts will be considered in the next chapter. For
the moment we merely notice that such a movement is
greatly facilitated by the corporate form of organization.

From the standpoint of international affairs the corpora-
tion is important. Modern production is often concentrated
so fully in some one line, such as textiles, or coal, that
all of the output cannot profitably be sold in the domestic
market. A part of it must be sold abroad and sales must
be at a high level and be held there as firmly as possible.
There are in practice wide fluctuations but to an important
extent a certain steadiness has been maintained because
home investors have bought the securities of enterprises in
the importing country.

The reasons why these investments are made by a national
of one country in the enterprises of another is that he has
funds to invest and the opportunities for a high return
may be greater abroad than at home. Because the properties
he acquires are at a distance and usually in a less developed
part of the world the risks are greater. Many investors
do not care to take these risks, so the supply of funds
available for foreign investment is smaller. The result is
usually a higher rate of yield than on investments at home.

From the standpoint of the borrower the advantages of
the arrangement are clear. A long time has elapsed since the
money lender was an object of scorn and the taking of inter-
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est condemned. Relics of the older view are found today
among those who indiscriminately criticize lending abroad,
apparently assuming that those who borrow are thereby
enslaved. Unfortunately it is possible to find among inter-
national investments enough illustrations of extortion to
warrant many of the charges that are made. But reckless
condemnation of all loans from investors in some parts
of the world to borrowers in other areas is not only futile.
It usually overlooks the fact that in its fundamentals the
foreign loan is the same as a domestic loan and possesses
the same general merits.

An investor has funds to lend. This is not because he is
peculiarly virtuous. He may have economized and saved
in a way that benefits not only himself but also society,
or he may be the idle son of a business buccaneer who has
no good qualities and who has never toiled nor spun.
But this is at present a world of private property and of
inheritance and unless we are ready to advocate rather
wholesale and very rapid changes we must accept it as
such. Those in whose hands funds have accumulated will
be willing and eager to lend. At present these are usually
private individuals and corporations, but if the Soviet
government should prosper sufficiently it might invest
its funds as has the British government in the shares of the
Suez Canal or lend them to military associates as did the
government of the United States during the World War.
And as yet there are few signs that creditors, speaking
through their governments, are any more generous than
are private investors.

But the borrower has something to gain. There are many
unfortunate instances of international borrowing under
compulsion but usually funds are loaned to a government
or to a corporation or to an individual who hopes to use
the funds so advantageously that he can pay interest,
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repay principal, and have something left over. Extortions
are frequent and will be discussed a little later. The general
situation, however, is one of ordinary business. The loan
of capital, the interest rate charged, and the profits made
are to be explained by whatever theories or laws of eco-
nomics are applicable elsewhere.

The experiences of the United States furnish a suitable
illustration. During the period ending about 1873 there
was an almost continuous import balance of trade, and
doubtless also an import balance of all payments. The total
value of the commodities and invisible items imported
was greater than the value of the exports. This was possible
because the people of Europe were willing to purchase
American securities—stocks, bonds, and mortgages. Par-
ticular exporters from Europe to the United States were
paid in cash while other individuals bought the securities.
But viewed in the aggregate, Europeans sent goods to
America—chiefly capital goods—taking, in part, American
exports which were chiefly foodstuffs and raw materials.
For the balance they were not really paid but took instead
the securities which were in essence merely written prom-
ises to pay at a later date. The states, municipalities,
corporations, and private individuals of the United States
were becoming indebted to the people of other countries.

If this had not been done, the economic development of
America would have proceeded more slowly. Capital could
have been accumulated only out of domestic savings, a
much slower process than borrowing. Development would
have lagged. By borrowing abroad, capital was promptly
secured and the productivity of the country was rapidly
increased. By 1873 the accumulated debt had become rather
large and annual interest payments had increased to a very
considerable amount. Foreign borrowing continued but
at a declining rate and, aided by other factors, the balance
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of trade was changed to an excess of exports. By 1913 even
the balance of payments was probably altered and Ameri-
cans began to send abroad more than they received, thus
shifting from the borrowing stage to the lending stage.
Since 1915 this movement has continued and the United
States is now very heavily a creditor country.

This trend is not peculiar to the United States but is to
be noticed in many other countries. The movement through
various debtor and creditor stages has led some observers
to summarize the tendency by stating that a country will
normally pass through four periods in its economic develop-
ment. First, the immature debtor stage—one of early
borrowing from abroad and of a consequent import balance
of trade. Second, the mature debtor stage—one of continued
net indebtedness but with a debt so large as to make neces-
sary an export balance in payment of the interest annually
due. Third, the immature creditor stage, during which the
process of lending abroad is started. This, of course, calls
for an excess of exports, since lending abroad means export-
ing more than is imported and receiving promises to pay
the balance later with interest in the interval. Fourth and
last is the mature creditor stage. By the time this stage
is reached loans abroad have become very considerable
and the lending country is in a position to receive large
amounts each year as payments of interest and perhaps in
repayment of principal. This brings an import balance of
trade.

These four stages are interesting but should not be too
readily accepted as an accurate interpretation. Like other
generalizations they should be tested, and two methods
suggest themselves. One is to examine the facts for different
countries to see whether they correspond with the sug-
gested explanations. General economic histories are abun-
dant and there are a number of special studies. They seem
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to make clear in particular cases the existence of the earlier
stages—immature debtor, mature debtor, and even, in
some cases, the immature creditor. But there is more doubt
about the last or mature creditor stage. The idea is clear
enough. When investments abroad have reached a high
level the lenders are presumably to live at least in part
on the annual interest payments. One may compare it with
the behavior of an individual who in his old age lives on
the income from investments made in his earlier years.

But analogies are treacherous and in this case actual
illustrations are hard to find. This is due in the first place
to the lack of adequate data for any extended period of
time. Trade figures are available but information on the
invisible items is very scarce. Only in the last few years
have careful efforts been made to estimate all of the items
in the balance of payments and this is being well done for
only a few countries. Most of the results are still meager.
Also, in the last few years a number of the countries that
might perhaps have become mature creditors have through
the World War suddenly been pushed back into a debtor
position. Germany is an illustration.

Often the United Kingdom is mentioned as a clear case
of the mature creditor, and the evidence usually given
is her excess of imported commodities for many decades.
But invisible exports such as the earnings of the British
merchant marine; the commissions and other earnings of
British bankers and brokers; and the expenditures of foreign
tourists in Great Britain must be allowed for, and they are
of growing importance. Some observers have argued that
they are large enough to cover the import balance of trade
and that British foreign investments are actually being
added to year by year through the reinvestment of at least
a part of the interest due and occasionally by something
more. Conclusions should not be hastily drawn on the

[152]



Corporate Growth and Investments

basis of data covering only a few years, especially since
what is available includes chiefly a few postwar years
whose occurrences may be out of the ordinary. Judgment
must be suspended until more data have been collected.

Another method for testing the theory is by & priors
reasoning. Why should it be assumed that a mature creditor
stage is to be expected, and are there any reasons for assum-
ing the contrary? The assumptions on the affirmative side
have been stated. On the negative side it may be pointed
out first of all that there must somewhere be a limit to
the process. Not all countries can be mature creditors at
any given time. It would mean that all would have import
balances without any explanation of their origin. Such a
situation reminds one of the community where all the
people made a handsome living by taking in each other’s
washing.

Nevertheless the process might continue until a consider-
able number of countries—say the leading ones of the West-
ern world—became creditors while a2 number of others,
e.g., those of Asia, Africa, and Latin America remained
for a considerable time debtors, each year sending to the
creditor countries an important fraction of their product.
How long the debtors may be willing to do this is becoming
increasingly doubtful if one is to judge from recent develop-
ments in such areas as India, China, and Mexico.

On the creditor side, also, there is 2 problem. We have
dwelt on the fact that investments in recent years have
seemed a method by which the huge product of textiles,
steel, and other commodities can be sold abroad. With
production distributed as it now is some of these goods
can be sold only if they are sold on credit, i.e., if securities
instead of actual payment can be taken. The momentum
of large industry is tremendous and there will be a powerful
tendency to continue the process of marketing domestic

[153]



The World's Economic Dilemma

manufactures abroad and of selling the foreign securities
at home.

From time to time this practice is criticised. Objections
have appeared in the United States to American foreign
commercial loans from two groups. The first is those who
believe many of these loans to be an expression of imperial-
ism—a word very seldom carefully defined. It is argued
that often loans are pressed upon borrowers who desire to
borrow much less or not at all; that often the loans are
negotiated with sovereigns or finance ministers for their
personal gain; that the terms exacted are often onerous
or even extortionate; and that the American government
is often persuaded to use its influence to secure the payment
not only of loans made conservatively and in good faith
but also of many whose terms were iniquitous.

Another group object by asserting that the sums lent
abroad are huge; that a large exportation of capital means
less for domestic industries and at higher rates of interest;
that domestic welfare would be enhanced by using more
of the funds at home; and that the risk of the loans abroad
makes unwise the diversion of such large amounts to for-
eign sources. In the United States these criticisms have not
been voiced so much by serious students as by more super-
ficial observers but in Great Britain at least one economist
of repute, J. M. Keynes, has definitely criticized the extent
of British loans abroad and urged the diversion of a larger
amount of funds to domestic uses, the means employed
to be a modification of the trustee acts. In France, too,
loans abroad are directed and often discouraged by govern-
ment control of listings on the Bourse.

These objections do not at present weigh heavily against
the forces making for capital export. Temporary obstacles
to lending abroad have been employed by some of the larger
European countries during their period of domestic recon-
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struction but these will probably not be permanent. The
influences in the other direction are extremely powerful.
Large plants with highly specialized output are finding
it difficult to sell their product. The heavy and older staple
industries are under special pressure—iron and steel, coal,
shipbuilding, and textiles being the worst of the sufferers.
In all these industries and in some others existing plant
capacity is very large. The tendency is to use protective
tariffs and other devices to preserve the home market for
the home producer and then to permit or perhaps even
encourage him to dump a part of his output abroad. This
means a discrimination in prices between home and foreign
markets and bitter competition with the producers of the
same or competing articles in other countries. It 1s so
much true that the general pressure 1n favor of exports and
against imports is very strong.

The situation is a curious one. If one or more countries
should have an excess of exports (invistble items included),
than others must, of course, have an excess of imports. It
is not possible for all countries at 2 given time to have an
excess of either. On any particular day I cannot give you
more than you give me while at the same time you give
me more than I give you.

The result is interesting. For various reasons a very large
number of countries are attempting an excess of exports.
Yet some of them who appatently should have such an
excess are experiencing the very reverse—an import balance
—while others who perhaps should have an import balance
are instead maintaining a heavy export balance. I say
“apparently”” and ‘‘perhaps’’ because it is not easy to
decide what ought to be and I have no desire to complicate
the discussion with ethical considerations. Even the
economic advantages and disadvantages of a balance one
way or the other are hard to estimate.
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Germany will serve as an illustration on one side, the
United States on the other. Before the World War Germany
had an export balance of payments (although she had an
import balance of commodity trade) and her nationals
had loaned considerable sums abroad, amounting perhaps
to 28,000,000,000 marks. As a result of selling many securi-
ties during and after the war, of heavy borrowing abroad
since 1924 on which annual interest payments are now due,
and, above all, of the imposition of reparation claims, her
position has become very heavily that of a debtor country.
This involves external payments unless outside parties are
willing to accept indefinitely further promises to pay in
lieu of actual payments of principal and interest. The
acceptance of these further promises to cover both principal
and interest means, of course, the piling up, the ‘‘snow-
balling™ of the amounts by compound interest. This may
continue indefinitely, but presumably there must come a
time when external payments will really begin. When they
start there will, of course, be an export balance, i.c., Ger-
many will export an aggregate of goods and services in
excess of her importation of goods and services.

But to date the situation is quite different. This excess of
exports has not appeared. Instead, there is (with occasional
brief exceptions) an excess of imports. At times it is a
very heavy one and is possible only because the Reich,
states, communes, municipalities, and corporations have
been borrowing, i.e., selling their securities abroad. The
external debt seems to be growing, not diminishing.
Instead of taking from Germany, the rest of the world is
lending more and more to Germany. To date, the atternpt to
collect from Germany does not seem to have succeeded.
Prior to 1924 the amounts actually paid by the German gov-
ernment that could be credited to reparation account were
not large. Since 1924 the amounts due have been punctually
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remitted but only from the proceeds of the loans just
mentioned.

For this there are just two conceivable outcomes. One
is for actual payments to begin by a growth of German
exports. But in an economic world of the kind we have
been describing this will not be welcome. Speaking broadly,
an expansion of the trade of one country does not injure
others. But it may be pointed out that through the growth
of exports from any one country particular interests in other
countries may be injured and conspicuously so. Their pro-
tests are apt to be so effective that trade barriers will be
interposed. German exports will continue to encounter
many obstacles.

The second possible outcome is to scale down German
obligations, and this process is going on. In the fall of 1918
during the excitement of victory, Germany was to pay
the total cost of the war to all belligerents—the first theory
of reparations. In May, 1919, in the peace treaty the theory
was modified. Payments were to cover all damages to
civilians, plus pensions—a second theory. The impossibility
of paying these amounts was dimly felt and sought expres-
sion in the peculiar settlement of May, 1921, in which
A, B, and C bonds were demanded, the A and B bonds
totaling 50,000,000,000 marks—apparently being an
attempt to approximate capacity to pay—while the C bonds
amounting to 82,000,000,000 marks were added as a
camouflage for the public and for later trading purposes.
There later appeared the capacity-to-pay theory, which
found clear expression in the Dawes Plan of 1924.

As time has passed Germany's creditors have seen the
necessity of further reductions and there has emerged a
fourth theory—that of demanding from Germany only the
amount needed by her government creditors to meet their
external political debts plus for some of them a sum to
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cover actual outlays on reconstruction. This theory was
pressed in Paris in 1929 and the outcome appeared in the
Young Plan. It remains to be seen how much will in
the end be actually collected by the outside world from
the German economy. Thus far Germany has had an import
rather than an export balance.

The next illustration is the United States which is now
strongly a creditor country. This creditor position is
a rapid development of the last 15 years but seems now
to be clearly established. Estimates of American total
investments abroad vary and, of course, the amounts
constantly change, the trend being upward over a num-
ber of years past. Today the private as distinct from
the political debts are by some estimated at nearly or
quite $15,000,000,000.

The Department of Commerce estimates the total private
long-term American investments abroad on Jan. 1, 1930, at
from $13,366,000,000 to $15,366,000,000. The sums due
from foreign governments, ascertained by capitalizing the
debt settlements at some assumed rate of interest, are
$5,000,000,000 or $6,000,000,000. From these combined
amounts which total from $18,366,000,000 to $21,366,000,-
000 should be deducted the amounts invested in the United
States by foreigners. This is placed by the Department of
Commerce at $4,700,000,000.

But no matter what the principal sums, the more impor-
tant thing is the annual payments due. On the public or
political debt this was $212,000,000 in 1929 and was esti-
mated by the Department of Commerce at $976,000,000
on private investments for the same year. These total
about $1,188,000,000,000 annually due on these capital
accounts and suggest to some that the United States is
reaching a ‘‘mature creditor’” position and will soon
begin to collect by means of an import balance of payments.
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As yet, however, collections have not begun. Notice
the possible methods. One is by an excess of merchandise
imports over exports, but the export balance in 1928 was
$1,037,000,000 and in 1929 was $841,000,000. Except for
several years during the war imports have been growing
but exports have increased more rapidly. Another method
is through the remittances of immigrants who send appreci-
able sums home but our immigration laws have affected
this and the estimated net amounts from this source have
declined from $700,000,000 in 1920 and $500,000,000 in
1921 to only $250,000,000 for 1928 and $247,000,000 for
1929. Foteigners might and do pay in part by carrying our
goods in their vessels but we object and their estimated
net earnings have been declining with the development of
the United States merchant marine and were only $80,000,-
000 in 1928 and $115,000,000 in 1929. One after the other,
foreign methods of remitting tend to decline in net amount
and there is no clear indication yet of any change in Ameri-
can policy. Immigration laws are more strict. Tariff levels
are apparently being raised, assistance is already being
given the merchant marine and more is demanded. As yet
there is no clearly visible tendency for the United States to
develop an import balance of payments. This 1s not a proph-
ecy that it will not occur. It is merely a record of what
has happened and of present tendencies and a recital of the
influences that must be overcome if the reversal appears.

Let us summarize these influences as they may be found
in varying degrees in the great industrialized countries,
including western Europe, the United States, and Japan:
Large and still growing populations dependent on a con-
tinuance of manufacturing and commerce, producing in
huge plants which represent large investments with heavy
overhead costs; specialized production 1n lines which fre-
quently must compete directly or indirectly with the same
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or similar or substitute articles from other countries. An
economic organization in which man’s interests as a pro-
ducer are specialized and concentrated while his interests
as a consumer are widely diffused; in which he must make
money by safeguarding his supplies of raw materials but
still more by vigorously marketing his goods at home or
abroad or both; in which, if need be, investments abroad
must be made to keep the goods moving freely to market
while protection is sought to keep foreign goods out of
the home market. A world in which industrial and even
agricultural production and the extractive industries
are under strong inducements to make money to satisfy
bondholders and stockholders; in which money can be
made only by producing on a large scale in order to get
the low unit costs that permit low prices; in which this
can be done only by vigorous sales methods which often
become ruthless and destructive.

It is these influences that operate against cooperative
arrangements and which must in some way be overcome
or offset if tension is to be relieved. How, under such cir-
cumstances, can the strain be lessened? How can any given
country be brought to receive the desirable volume of
imports? Will creditor countries be willing to collect not
merely on public and political debts but on private invest-
ments? Or, can the present trend continue indefinitely?

One possibility is, of course, to take large losses on
foreign investments, to submit to defaults rather than to
continue the present process. This would then presumably
be followed after a time by new investments. One intelli-
gent newspaper correspondent in the United States who
has been writing in favor of higher tariffs clearly accepts
this alternative at least in private conversation, preferring
to see investors suffer losses rather than to have textile
mills demoralized by large imports.
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In any case this suggestion may be hazarded. The world
economic machine is huge and intricate and has an
enormous momentum. To stop it means a crash. Even to
slow it down causes suffering and loss to all engaged in its
operation. To change it by reverting to the organization
and structure of several hundred years ago is impossible. It
is imperative that we maintain its functioning as smoothly
and evenly as possible.
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Chapter IX
THE ECONOMIC ACTIVITIES OF GOVERNMENTS

P to this point only occasional reference has been made
Uto the part played in world economics by governments
and by nationalism. Illustrative materials and statistical
data have been given by countries, because there is no
other satisfactory 'source of information. Here and there,
also, particular countries have been mentioned as a con-
venient way of describing certain areas. But this has been
largely incidental and as a matter of convenience. We have
attempted to keep to the front the fact that the funda-
mentals of the world economic struggle would exist no
matter what the form of organization. The passengers on
this *‘Good Ship Earth’’ (again quoting the late Herbert
Quick) would compete with each other in some manner,
perhaps even fighting for a division of the available supply
of the good things of life, no matter what the political
structure of the world. Unless and until profound modifica-
tions occur in the way men behave, it is improbable that any
of us will readily permit our fellow men in other parts of the
globe to take all they desire of the economic product which
we have helped create. Nor will they without protest allow
us to help ourselves to unlimited amounts. Groups of some
sort are sure to be formed in opposition to other groups.

The economic world is too intricate for the contest to
be carried on between individuals. Possibly those are right
who speak of a gregarious instinct or of some kind of
fundamental urge for cooperation. Perhaps Professor
Giddings has solved the problem by telling us of a *‘con-
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sciousness of kind,”’ or Professor Carver may be correct
when he speaks of *‘self-centered appreciation’’ as the clew
to much of our behavior. It may be that for some ineradic-
able reason we persist in viewing those who are near us in
space, in time and in relationship as more important and
hence to be aided more carefully than those who are remote
from us in these particulars. Or perhaps we coldly calculate
the personal gain for each that comes from cooperating
with his fellows or realize that only through some harmony
of action is it possible to survive.

But whatever the causes assigned by anthropologists,
psychologists, sociologists, and philosophers, men do
organize. They cooperate in religion, in art, and in recrea-
tion. They play together and they work together. And, of
course, chaos of the worst sort would follow if they did
not. Only through a high degree of mutual adjustment by
division of labor can a machine so large, intricate, and
unwieldy as that of the world economy be kept functioning
at all. Because of its complexities and its momentum, a
crash, with suffering and probable death for a large per-
centage of the human race, would promptly occur, if
cooperation were suddenly to end.

We must rely on scientists in other fields to answer many
of the questions which this raises. Psychologists must
decide whether there are human tendencies to be called
instincts and indicate what ones of our actions are instinc-
tive, what ones are rational, and what ones are habitual.
Anthropologists will trace the origins of our conduct.
Political philosophers will doubtless settle the nature of
the State and such issues as sovereignty. As economists
we are compelled to accept their findings whenever there
is a measure of agreement among them. Pending such
agreement we must consider as best we can what appear to
be the important facts with which we must deal.
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One of these facts is the modern state and the extent to
which much of the economic strain in the world is manifest-
ing itself through political channels. It is this that creates
the dilemma. To argue as we have done from time to time
that the world is an economic unit is to elaborate the obvi-
ous. World economic unity is quite generally appreciated.
All of us realize that in this interdependent world there is
an appalling amount of friction due to what is styled
““economic nationalism.”” Governments, we say, act for
selfish reasons. Tariffs and other restrictive devices are
used to influence the movements of human beings, of com-
modities, and of capital from one region to another. Each
government endeavors to protect its nationals or at least
some of them against the nationals of other countries.
Economic penetration and control are common. The fric-
tion thus created is not hard to see and the economic losses
caused can readily be presented.

Under the circumstances it is not difficult to forget that
government officials are merely persons much like the rest
of us and that they are largely engaged in doing just those
things that we want them to do or that some of us at least
want them to do. They act largely and necessarily in ways
they suppose to be acceptable to the electorate or at
least to those persons who are able to influence the
electorate and return officials to their positions at the next
election. To suggest that these public officials are influenced
by such considerations is not to condemn them. If 2 man
enters upon a political career he cannot be entirely indif-
ferent to his own future. There is much to be said, more-
over, in support of the view that the holder of a public
office should carry out the wishes of his constituents even
if his judgment is not always in accord with theirs.

To decry the behavior of governments in economic
matters is accordingly not difficult. Nothing is easier than
to denounce nationalism, to point to alleged absurdities,
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to abuses of power, to the losses the world suffers from
its excesses. We may plead for internationalism as an ideal,
we may even characterize nationalism as a myth that
should be discarded in the face of the economic reality
of an interdependent world.

But to rush rapidly from the admitted weaknesses of
present procedure to the other extreme may raise new diffi-
culties. Certainly the obstacles being encountered by inter-
nationalism suggest that there may be strong reasons for
caution. It may be that the persistence of nationalism is
more than the wicked attempts of the hosts of evil to
defend themselves against the angels of light.

If the prevalence or even the necessity for economic
organization over wide areas be admitted, this organiza-
tion might be effected in many ways. The advantages of
cooperation might be secured by combinations that have
nothing to do with national boundary lines. Instead of an
organization of the producers of steel or textiles or alumi-
num or sulphur or paper that includes all manufacturers
within a given country and only those in that country,
why should not the grouping include the various units in
a given industry regardless of national boundaries® For
example, there is the lumber industry of western Canada
and the northwestern part of the United States. Yet the
lumber manufacturers of the entire United States have
their own organization. Coal operators in central Europe
would seem to have much in common yet they organize
first of all along national lines. The steel organization is
worked out in a similar way. The international combina-
tions when they occur come second. It is usual for their
members to combine first by countries and then as national
groups to enter an international combination.

If our analysis is correct we are confronted with an
awkward dilemma. Economic interdependence is world
wide and complete. The physical basis of economic life
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is broad not narrow. Human beings are never satisfied
with what they have and never will be. Differences of
interest and rivalries in the production and distribution of
wealth may be expected. In order to get the maximum
results and to minimize friction and waste, cooperation
on a world-wide basis should occur and strain be mini-
mized in every way possible. Most important of all, the
outbreak of war should be prevented.

Yet economic groupings are worked out along national
lines. Rivalries are often between the producers of some
commodity in Country A against those in Country B.
Even the bankers operate largely in national groups. Where
they are actually living near each other as are the bankers
of New York and at a distance from those of other coun-
tries, e.g., England or Germany, the tendency may be
explained by alleging the convenience to each of being
near his associates. But London is no farther from New
York than is San Francisco.

One may accept these national groupings without
question, viewing them merely as “‘natural’’ or perhaps as
divinely ordained. Or one may decry them, merely pointing
out their dangers and declaiming against nationalism and
imperialism as a threat to the peace of the world and even
to the future of humanity. It is much better, however, to
understand them, if possible, before either condemning or
undertaking reform. By accepting them without protest
we merely drift without attempting to check the forces
that so often make for war. By merely deploring national-
ism as a danger we follow a policy just as futile. Instead of
either of these ineffective methods we may at least record
a few of the facts that create and tend to perpetuate eco-
nomic nationalism.

Let us state a few of the considerations to be kept in
mind, trying to avoid those issues that are not the business
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of the economist. First, it seems to be true that some degree
of political organization is necessary. We need it at least
for the administration of what is often called “‘justice.”
Or, if we hesitate at the word, let us say for the adjust-
ment of disputes among us on matters which we deem
important. It also seems clear that as yet human knowledge
and experience do not permit this political organization
on a world-wide basis. Not only are tradition and pre-
judice against a world state. The mere size and intricacy
of the task are formidable. As time passes, gratifying prog-
ress is being made but it is coming slowly. For the present
we must accept the division of the world into areas sepa-
rately organized for political purposes. We must even admit
a strong decentralizing tendency in many directions, the
appearance of more states, and an increased independence
of action. In recent years many new states have been
organized, especially in Europe. The British Empire is
now styled the British Commonwealth of Nations and
the autonomy of its parts is growing. In the United States
there is a strong body of opinion against the unlimited
extension of federal control even in economic matters.
“‘Self-determination of peoples’” was one of the most
important slogans of the World War and today the claim
for the ‘‘rights of minorities’” is one of the strongest that
can be addressed to the public opinion of the world.

Nor can the issue be settled by drawing a distinction
between political as distinct from economic functions and
suggesting that governments should limit their activities
to the former and avoid the latter. More than ever before,
political activities concern themselves with economic
matters—not solely but largely. Tariffs, it is said, should
be taken out of politics. But how and why? The administra-
tion of general policies may perhaps be delegated to a body
of experts who ignore or at least profess to ignore political
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considerations, but the policies must be determined by the
general public acting, of course, through their representa-
tives. This is political procedure. And so with immigra-
tion, with protection of foreign investments, with the
autonomy of the Philippines, with fishing rights, and more
or less directly with disarmament and a host of other
questions. No dividing line can or should be drawn.

It must be remembered, moreover, that the necessity for
government direction and control of our lives is increasing,
not diminishing. There was for a time a reaction against
mercantilism and a period during which physiocracy and
laissex faire were dominant. But with the growth of popula-
tion and its concentration, with the development of capi-
talism and the increasing intricacy of life, the changes
from an unrestricted Jaisseg faire regime were more and more
evident. Only a short time ago one of the British papers
found delight in attacking a member of a British conserva-
tive Cabinet for uttering what should be a commonplace
when he pointed out that the time has passed when inde-
pendence of conduct is possible. The fact that political
capital was made out of the incident and that it was inter-
preted as a determination of a benighted group of Tories to
continue the enslavement of the public through the main-
tenance of the “‘Dora’’ regulations need not obscure for
us the fundamental truth of his assertion. President Hoover
promptly recognized the same principle in his order that
facts regarding income tax refunds above a low minimum
should be made public. He recognized it again when the
stock market crashed in November, 1929. He called one
group after another of the business men of the country into
conference to plan under his leadership the next forward
steps in industry. In the market place the old principle of
caveat emptor is rapidly being displaced by the multiplica-
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tion of protections for the purchaser who cannot in modern
society adequately protect himself.

Illustrations could be continued endlessly but the few
that have been given are adequate. Only a cursory examina-
tion of developments in any modern country should con-
vince the most skeptical. The trend is roughly the same in
Soviet Russia and in Fascist Italy. In England government
assistance has been on the increase through unemployment
relief, by means of coal subsidies, and through the Trade
Facilities Act, the safeguarding of industry, and otherwise.
In the United States a ‘‘return to normalcy’’ along the lines
intended by President Harding has been quite impossible.
More business may have gone into the conduct of govern-
ment but there are few signs that government has refused
to go to the aid of business. Those who want the scholar’s
broad, conclusive analysis are referred to J. M. Keynes'
*“The End of Laissez Faire."

Notice the obligations resting on any government,
e.g., that of Czechoslovakia or France or Abyssinia or
Denmark or X. Let us assume some new country, perhaps
one of those brought into existence by the Treaty of Ver-
sailles. Assume further that you are entrusted with the
task of organizing and directing the new political unit.
Assume still further that there are none of the harassing
problems that often face a newly organized state, such as
the necessity of shouldering the debt burdens of a previous
regime, redeeming its paper money, rebuilding a region
devastated by war, etc. For the sake of simplicity our new
state faces a2 minimum of problems and you, as its dictator,
will have a more simple task than statesmen usually face.

In just what order problems would appear we cannot be
sure but certainly one of the first thoughts of a dictator
would be that of raising funds to run the government, i.c.,
of imposing taxes. This means levying burdens of some
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kind upon the individuals and corporations in the country
with a recognition of the complexities of their organiza-
tion, the nature of their business, and the kind of taxes
which they have paid in the past. It involves a certain
degree of fiscal organization and unification for the country.
The taxes will doubtless be both direct and indirect. There
may be income taxes and inheritance taxes. Almost cer-
tainly there will be excise duties and perhaps a sales tax.
In all probability there will be duties on commodities
passing in or out of the country or both. These import and
export duties may be levied ‘‘for revenue only’’ but there
are very few such duties that do not afford some degtee of
protection to internal business.

Thus the raising of the necessary revenues immediately
compels a degree of special organization of the country’s
economic life along lines that mark it off from surrounding
countries. To some extent this may create feeling, because
the imposition of any tax that retards the free movement
of any article is viewed with concern by those whose
business is thereby affected. The people of England injure
Brazil or even India by imposing import duties on tea and
coffee although no British industry is given protection. Even
within a given country, like the United States, ill will
may be created when a given state such as Pennsylvania
adds to its revenues by taxing anthracite coal, thus making
it more expensive to users in New England who accordingly
resent the tax.

Then there must be a monetary system in our new
state. Perhaps we shall conform to world tendencies by
adopting the gold standard and by organizing a banking
system with a central bank, all along modern lines. But
this consolidates the country still more by giving it a
currency unit probably of a different weight and name
from those used in surrounding countries. Although the
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metallic coins, i.e., gold, and at times even silver, pass
back and forth across boundary lines, they form only a
small fraction of the total circulating medium which is
chiefly paper money and deposit currency. Redeemability
of these substitutes seems feasible for the present only
within the country where they are issued, by the issuing
institution and in accordance with local legislation which
it may be difficult to bring quickly if ever into line with
that of other countries.

But the supply of money used in any country and, even
more important, the fluctuations in that supply have
much to do with the welfare of its people. We may believe
in the quantity theory of money, in which case we say
that the volume of circulating medium and the price level
are closely related to the amount of gold. It seems to many,
therefore, that control over the import and export of gold
should be exercised and if so this may easily irritate the
people of other countries whose welfare is at once affected
and whose interests at any given time do not always
coincide with ours. The importation of gold into France
from London may injure and irritate the English. Even
the raising or lowering of interest rates in one country
affects the others and may bring reprisals.

Only the most meager and most necessary financial
institutions have been described but they show the tend-
ency toward the economic unification of each country
and to a degree its opposition to other countries. But let
us pass on to other matters, ¢.g., the supervision of produc-
tion, ignoring the necessity for such things as a separately
organized police force and a separate system of courts
for the administration of justice. May you, as dictator,
allow production to be carried on in your country without
interference or guidance? A policy of unqualified laissez
faire has never prevailed and this is particularly true in
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the twentieth century. Notice the necessity for such funda-
mental matters as the establishment and protection of
property rights, many of which must exist even in a social-
ist state. Then there must be copyright and patent laws,
provision for proper drafting and recording of legal docu-
ments, etc., all of which means a body of complicated
statutes with court interpretations and precedents.

Some lines of production are hazardous and workers must
be aided by protective legislation perhaps going so far as to
limit hours of work and set minimum wages, or provide
health insurance, unemployment insurance, and old age
pensions. Some products may be injurious to the health
of the consumer unless the materials used and the processes
employed in their manufacture are carefully watched—
hence pure food laws and factory inspection. Some produc-
tive work cannot be satisfactorily carried on by private
enterprise—hence public ownership and operation of at
least the post office and mint, perhaps also a long list of
other activities.

These controls are chiefly over internal or domestic
forces. But would you stop there? Would your proper and
essential duties be performed if you failed to notice certain
outside forces that might be just as harmful as any of these
internal ones? One of your domestic industries is steel
manufacturing which is also carried on in neighboring
countries. From time to time the output of these foreign
plants accumulates and perhaps is dumped in your markets
in such way as to demoralize your local steel mills. What
policy will you as dictator adopt? Will you do nothing
or will you enact antidumping legislation? And in view of
the circumstances and of the practices of foreigners will
you not perhaps encourage dumping abroad by your own
steel plants?

Then there is the question of health. Quarantines against
plagues should, of course, be established. But tuberculin-
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tainted meat ought not to enter your country, nor any form
of plant and animal life, parasitic or otherwise, that might
harm your flora or fauna. Stringent regulations carefully
administered must be arranged even though at times the
people of other countries are irritated.

Perhaps you will go still farther. What kind of economic
and social life should be developed? Should everything be
left to the free play of what are called “‘natural’ laws or
forces or should guidance of some sort be attempted? And
if there is to be guidance who is to do the guiding unless
it be undertaken along national lines? For example, there
may be such a thing as a proper number of persons per
square mile and if so immigration should either be en-
couraged or discouraged. There may be a proper relation-
ship between the rural and urban groups or between
agriculture and manufacturing. If so, how are these adjust-
ments in numbers and occupation to be effected if not by
state action? Since fear of war has not altogether disap-
peared, there may be some “‘essential’’ industries to be
maintained by some form of assistance, perhaps tariff
duties or subsidies. Then, too, in view of the practices of
others, it may not be possible to leave our commerce to be
carried in the ships of other nations. It may be wise instead
to maintain a national merchant marine by the aid of
subventions.

This is only a brief list of the problems with which a
dictator would be confronted and seems to warrant a few
conclusions:

1. Some degree of political organization comparable
to that of existing states is imperative.

2. The number of separate states is growing, not dimin-
ishing.

3. Within each state the Jaisseg faire principle is rapidly
yielding ground under the pressure of modern life.
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4. This compels the assumption of more and more
duties by the state, whose activities ate growing, both
intensively and extensively.

5. These activities are tending to make each country
more and more of a unit whose economy is organized both
for offense and defense against the similarly organized
economies of other countries.

Probably no one will object to some of this organization
along national lines. Economic life cannot be left without
any guidance and the state as we know it seems to be the
natural and in some matters the only available guide. Just
how far it may go in its supervision is the point on which
we are not agreed. For example, a corporation has a right
to exist only because of some act of legislation. It receives
its charter from the state. The state prescribes the nature
and extent of its activities and grants to it a degree of
protection. The state orders it to refrain from activities not
authorized by its charter, demands that its plant submit
to inspection, requires certain standards of working con-
ditions, and perhaps limits the hours of work that may be
performed by its employees.

On the other hand, the government furnishes police
protection and fire protection. To all persons, both natural
and legal, the courts are available and through them
attempts are made to secure a just settlement of disputes.
If an individual citizen or a corporation suffers from any
type of injury he may seek redress through these courts.
Infringement of copyrights and patents and any other ille-
gal activities that may cause monetary loss may become
matters for consideration and decision by these agencies
of the state.

But how far may this protection extend? Is it to be
granted only within the country and in disputes with fellow
nationals or may it extend beyond national boundaries?
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Viewing the world as it is and not as we might like to
have it, are we to say that our own nationals, whether
individuals or corporations, are to defend themselves
unsupported before the courts of another country? For
example, are citizens of the United States in a position to
receive the same consideration in Mexican courts as Mexi-
cans receive, or will Mexicans receive in American courts
the same treatment as Americans? Would there be no dis-
crimination against British in China or Chinese in England,
Italians in France, or French in Italy? And since there is at
least a possibility of inequality of treatment should the
various governments attempt to assist their nationals in
defending themselves abroad?

The extent and the nature of this assistance abroad are
varied and we shall attempt no careful listing of methods
employed. Most observers concede that there are valid
reasons for some of them but that excesses are common.
If it is admitted that a reasonable amount of aid should
be granted, the camel has his head in the tent. What seems
reasonable to one person seems to another quite inadequate.
The party seeking the assistance of his government is not
contented with the amount of help an outsider might think
proper. An unscrupulous national will demand all the
assistance he can get with little or no thought of what may
be right or even of what may be legal. A large corporation
with correspondingly great influence, and perhaps with a
record of contribution to campaign funds, may exercise
very heavy pressure and secure more help than a less con-
spicuous or wealthy national.

There is no clear border line between a moderate measure
of protection which would be acceptable to all and abuses so
excessive that they are generally condemned. But the
reasons why any aid is granted and the forces behind it
must be clear. The people living on certain islands known
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as the United Kingdom must import from other regions
much of their food and can do so only if trade moves freely.
Raw materials must be secured and markets be opened and
kept open. With the living standards of 45,000,000 people
at stake may we reasonably expect a timid or apologetic
attitude from the government representing them? British
industries are large and directed by intelligent leaders who
must make money to survive; some of their raw materials
are purchased and many of their products are marketed in
regions whose people are less prosperous, whose standards
of conduct are different, whose legal code is not the same,
and who perhaps view the British with distrust. Under
such conditions, with both individual profits and the
general standard of living involved, the British govern-
ment will, of course, give aid. From what other source
can even a modicum of legitimate help be secured?

Probably an American may with more propriety des-
cribe the tendency shown by the activities of his own
government and his own fellow citizens than dwell on the
behavior of others. Then, too, the United States is 2 good
illustration because only a few years ago the people of
America were prone to criticise the alleged imperialism of
others. Today it is said by many Europeans and Latin
Americans and even by large numbers of United States
citizens that the United States has become a great imperi-
alistic power.

Whether the charge of imperialism is correct depends
almost entirely upon the definition of the term. Critics
frequently allege it but from time to time defenders of the
federal administration then in power deny it. Certainly
it is true that during the century and a half of its existence
the area of the United States has grown by frequent addi-
tions, most of them contiguous but a few of them at a
distance, Although there have been no annexations by
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purchase or otherwise for a number of years, the economic
influence of the United States, particularly in Latin America,
has been rapidly increasing. Trade has expanded and foreign
investments of American nationals have grown and with
this expansion the extent to which the government has
used its influence has increased. How and where this has
occurred is related at length by many writers.!

It is easy to recite the incidents as these writers have
done and to denounce much that has occurred. We may
even employ the term used by Helen Hunt Jackson in
describing the treatment given to the American Indian
and call it a ‘‘century of dishonor.”" It is more important,
however, to observe one or two facts about the procedure
of the American government and American nationals.
Having done so, we may criticize just as caustically as
before, but our criticism will be more intelligent and per-
haps more fruitful.

First to be noticed is that what the United States has
done and is doing or perhaps is about to do is remarkably
like what has been done over and over again for many
centuries. Methods differ and motives are not always quite
the same, but Greeks and Romans, Dutch and Spanish,
French, English, Italians, and Germans have behaved
alike. America is doing in the twentieth century what
others have done before. In new ways and in different
directions, adapting their methods to modern conditions
and to the real or fancied needs of the America of today,
the process is remarkably similar to that employed by
other groups at other times and in other places. Certain

! Among them notice especially Benjamin H. Williams, **The Economic Foreign
Policy of the United States''; Parker T. Moon, *‘ Imperialism and World Politics™’;
Nearing and Freeman, ‘‘ Dollar Diplomacy"’; Samuel W. Dunn, ** American Foreign
Investments.”* Special studies of more limited scope are Leland H. Jenks, **Our

Cuban Colony'’; Margaret Marsh, ** Bankers in Bolivia'; and Melvin M. Kinght,
** Americans in Santo Domingo."’
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refinements have been introduced that seem to be a dis-
tinct improvement over the procedure of the fifteenth and
sixteenth centuries but the general outline is much the
same. It is not easy to distinguish between Kipling's pro-
posal to ‘‘take up the white man’s burden’’ and the later
American appeal to ‘‘manifest destiny’’ and the somewhat
franker expression ‘‘dollar diplomacy.”

This persistence suggests that the forces making for
imperialistic policies are found nearly everywhere, are
persistent through long periods of time and under various
forms of government, and, if we believe them objection-
able, that they cannot be offset by mere denunciation. At
the same time the movement in itself may not be wholly
bad. Perhaps its advantages can be retained and its evils
eliminated or at least modified.

Second to be noted is that these practices are exactly
what may be expected in a world whose economic organiza-
tion is of the sort we have been describing. The rapidly
expanding desires of a numerous population dependent
on each other for food, clothing, and shelter will seek
satisfaction. Often the methods employed are brutal. This
is the more true because an economic organization has
been developed that adds to the pressure and at the same
time conceals from the agent in a harmful act the injury
done to his victim.

Third it should be added that on the whole the abuses
complained of in the treatment of the people in the less
developed areas, a treatment usually referred to as *‘exploi-
tation,” is not peculiar to foreign affairs. It is found in
domestic economics as well. Slavery of the negro within
the United States is one illustration. Read almost any
modern history of British industry in the nineteenth
century for a description of conditions that are not so bad
as those of the Congo a few years ago but horrible enough
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to suggest that there is cruelty at home as well as in Africa.
The problem is one of finding a better adjustment of our
economic relations both in domestic and in foreign fields.

Finally, it should be repeated that in domestic business
economic conflict is softened by controlling legislation
and by codes of conduct. In the international field these
restraining influences are largely lacking. Some contend
that there is no ethical code in international affairs. It is
far better to say that a code exists but that it is a harsher
one. Certain standards prevail but under them there is
discrimination against the individual or the corporation
of another nationality. This means friction and ill will. It
brings economic strain and may be a cause of war.

There are offsetting influences, some of them highly
important, which will be referred to in the last chapter of
this volume. They are making headway but must do so
in the face of such forces as we have thus far analyzed.
Before describing them it is worthwhile to explain the
way in which the influences presented in these earlier
chapters are operating in each of a number of countries.
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GREAT BRITAIN'S PREDICAMENT

economic influences that make for strain in the mod-
ern world and having noted the reasons why there is
so strong a tendency for them to operate along national
lines rather than in some other way, we take the next step,
which is to show more specifically how they appear in
several of the leading countries. The countries chosen are
those that are most dominant in international affairs, the
ones that have progressed farthest in their economic
development. They are the industrialized countries, the
ones in which capitalism exists to a high degree. They are
countries dependent to a greater or lesser extent on outside
sources for food, for raw materials, and for markets.
A brief survey of any one of them is difficult and may be
misleading. It is difficult because the mass of factual mate-
rial is so huge that its analysis and interpretation call for a
knowledge more extensive and an intellect more penetrat-
ing than any of us possesses. It may easily be misleading
because broad generalizations must be presented. All
generalizations are perilous and they are especially so since
they seldom convey the same meaning to all who hear
them. Yet only by indicating at least roughly the status
of several countries is it possible to appreciate the forces
described in preceding chapters, to understand the prob-
lems facing each of the countries, and to interpret the
policies they are pursuing in the economic and political
field.

HAVING examined one after the other a series of
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First in the list is Great Britain, placed there because she
is the most developed in many particulars and because her
problems are perhaps more acute than those of any other
country that we shall examine.

The physical bases of British life need only a brief sum-
mary. The area of the United Kingdom—England, Scot-
land, Wales, and all of Ireland—is 110,874 square miles.
This group of islands is just at the western edge of the
Continent of Europe, a location admirably suited to a
certain type of development, especially when some of its
resources are noted. In an earlier chapter attention has
been called to its large reserves of coal, its considerable
deposits of iron ore and of other minerals, its stimulating
climate, and its other natural advantages. Emphasis should
also be placed on its isolated position. A little later there
will be occasion to comment on the fact that so-called
“strategic frontiers’' are uncommon, but the English
Channel has been one of them, cutting off Great Britain
from the Continent, safeguarding her from military attack,
and permitting to her a comparatively quiet political
and economic growth. Whether or not there can be this
same isolation with the development of such modern
weapons as the airplane and the submarine is a problem
of the near future. For the moment we are speaking of the
past.

As trade developed on the Continent and was carried
from the Continent to other parts of the world and back
by sea, it encountered Great Britain. As a stopping place
on the way the British Isles were convenient. Participation
by the English in this commerce was natural, and, as the
commerce grew, vessels were needed in which to carry it
and then a navy was required to protect the trade. Here
and there throughout the world, trading posts were estab-
lished under the British flag. With the passage of time
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these small areas grew. The amount of territory each con-
trolled was never quite adequate. The trading posts
expanded in size and the Empire developed. This stimulated
shipbuilding and encouraged more trade.

The isolation already refetred to permitted the develop-
ment of the Industrial Revolution more rapidly in England
than elsewhete, which meant a specialization in manufac-
turing. This demanded control of sources of raw materials
and food as well as of markets, which was interpreted to
mean a need for still more colonies, f.e., a larger Empire.
At the same time it permitted a greater population per
square mile, since more people can be supported at a given
standard in this manner than by specialization in agriculture
and in the extractive industries. This, at least, seems to
have been true in the past. Much depends, of course, on the
terms of exchange that exist between the industrialized
country and its markets—the amount of manufactured
goods that must be given in exchange for raw materials
and for food.

Under these conditions British population (including
England, Scotland, and Wales) grew from 10,500,000 in
1801 to 44,240,000 in 1927. A chart of its growth shows a
steady, persistent rise that still continues although the
rate of increase is diminishing. It will be remembered
that Dr. Kuczynski, whom we have already quoted, points
out that the birth rate is now at a level that will mean
soon an actual decrease in population and conceivably its
ultimate disappearance. Needless to say there is no way
of knowing whether the present birth rate will continue.
It may decrease further or it may increase. But in any
case the population density for Great Britain was 496.8
per square mile in 1927, and for England and Wales it was
674.5 per square mile in the same year. This is one of the
highest in the world.
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The British, as well as the people of other countries,
are prone to explain much of the development of the eco-
nomic life of their country by reference to certain char-
acteristics of the people. An admirable recital of these
is to be found in Alfred Marshall’s *‘Industry and Trade,”
and his chapters on Britain's Industrial Leadership are
strongly recommended. But no matter how accurate his
characterization it is well to remember that the people of
no country are pure racial stock and that the ethnologists,
anthropologists, and psychologists now deny the existence
of fundamental and ineradicable mental differences between
national groups or even between races.

Be that as it may, the whole trend of British economic
life was upward until about 1870; population incteased,
the volume of trade grew, the standard of living was on
the whole raised, and there was a heavy accumulation of
investments abroad. In these things Great Britain led the
world. From 1870 to the outbreak of the World War this
industrial leadership was challenged by rapid developments
elsewhere, notably in Germany and in the United States.
The decline that occurred in this period was, however,
relative not absolute. Since the war, a new situation has
developed and a number of serious problems must be faced
and solved unless there is to be an absolute decline and to a
most serious degree.

During the last 150 years of British growth certain
leading tendencies have appeared some of which may be
segregated and emphasized, following roughly the order
in which we have been presenting the fundamental eco-
nomic forces for the world as a whole. First is the growth
of population and its economic consequences. An excess of
births over deaths and a larger number of persons per
square mile makes possible up to a certain point a larger
output per capita from the soil. Beyond this point the addi-
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tional application of efforts, even though aided by enlarged
amounts of capital, brings a smaller per capita return.
In other words, the law of diminishing returns, always
present, may become a disconcerting fact as time passes.

From its consequences relief may of course be found as
western Europe, including Great Britain, found it. To
some extent emigration may be helpful. From 1853 to
1903 the outward movement of population from the United
Kingdom was large, exceeding ‘‘13,000,000 of whom
9,500,000 were British subjects.”’! Yet the numbers at
home increased, the figures we have given being for the
population that remained after these large numbers had
emigrated.

A second form of relief is to be found in improved meth-
ods of cultivating the soil, and these have, of course, been
utilized. Yet this was inadequate and the imports of food
from abroad have steadily grown. Unfortunately the trade
statistics do not segregate the imports of food from total
imports until 1890 but there is every reason to suppose
that they were gaining steadily over many decades. From
1890 to 1894 the annual average value of imports of ‘‘food,
drink, and tobacco’” was £169,985,000, and for 1910 to
1913 the annual average was £263,104,000. From 1900 to
1913, after allowance for the changed price level, the im-
ports of food, drink, and tobacco gained 11 per cent. De-
pendence on the outside world for food was increasing and
necessarily so.

At any time, of course, more food could have been pro-
duced at home. Large tracts of land were uncultivated but
the attempt during the war to add to home production
seems to confirm the view that it could be done only at a
higher cost for the extra output than it is necessary during
more normal times to pay for imported foodstuffs.

! Oaa, F. A., *Economic Development of Modern Europe,” p. 357.
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Another form of relief is to devote home effort to manu-
facturing and from its profits purchase the food. This was
the main solution for Great Britain and for many years
was particularly easy. As already observed, her economic
life was free to develop in advance of that in other countries
and this permitted her to utilize to the full certain advan-
tages that may be stated in the form of economic laws or
principles. |

One is the principle of increasing returns or decreasing
costs. Once having an equipment of a given size with
its heavy carrying charges, a small output from the plant
has a very high unit cost, but a larger number of units of
output may be produced at a smaller cost per unit. There is
consequently a serious financial burden to be carried if the
plant is not operated at or near capacity, a point which
we have already stressed in the earlier chapter on large-
scale production. On the other hand, the rapid reduction
of unit costs as production is carried on at full capacity or
near it means large profits. Aggregate costs rise but not
so rapidly as output nor as receipts, unless prices fall.

From the standpoint of the individual plant the gains
are clear. If sales can be kept up and without a too great
reduction in the selling price, the profits may be huge.
But the same was true for England as a whole. It was in
England that the mechanical discoveries were first applied
on a large scale. It was in England that factories were
built and industrialism developed in advance of that in
other countries. Her manufacturers as a group were in a
position to secure the advantages of large-scale production
and the principle of increasing returns before those of other
countries. Since competition from abroad was for many
years very slight and since the demand for her products
rapidly grew, British exports increased and British profits
were large. Errors of judgment of course occurred, the
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markets were at times congested, and numerous losses
were suffered. But the general trend was strongly upward
and Great Britain gained both relatively and absolutely.

A second principle that aided has been called “‘Lardner’s
law of squares’ in transport and trade.! This is a special
application of the principle of increasing returns or decreas-
ing costs. A business cost whose importance increases
with the geographical division of labor is the cost of
transportation. The more complete this division, the farther
goods must be carried from mine and field to factory and
then from factory to market, the more significant are
freight rates by land and by sea, especially when supple-
mented by such accompanying extras as insurance, commis-
sions, cost of loading and unloading, and interest on
capital invested in the goods during the period of transit. As
a total these bulk large and any reduction in transportation
costs is an aid.

But there is a peculiar feature of importance. If goods are
being sold throughout a given area whose size is definitely
influenced by the cost of their transportation, and this cost
is lowered, the market area is, of course, widened. But its
increase is more than proportional to the reduction in
cost. Assume a lowering in these costs that will double
the distance through which goods can be transported for
a given outlay. The diameter of the effective marketing
area, the irregular circle in which goods are sold, is thereby
doubled.

But the area of a circle varies as the square of its radius. Therefore
improvements in the mechanism or the organization of transport, which
increase the distance over which trade in certain goods can be carried
at a given expense, are prima facis likely to increase in the square of that
ratio the area over which the trade can be conducted profitably.?

18ee MarsuaLL, ALrreD, *‘Industry and Trade,” 3d ed., pp. 27-28.
2 Idem.
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This principle also aided Great Britain. Her merchant
marine had developed early and with the introduction of
iron and steel in ship construction and the prompt decline
of American shipbuilding and ship operation, her advantage
increased. Lowered transportation costs rapidly and vastly
widened her market area, giving her still greater advantages
over other countries.

As profits accrued from the growth of trade, British
investments abroad gained in volume. The rate of capital
accumulation, as we have noted before, is accelerated as
time passes. Early savings are slow and perhaps painful.
Later ones are made more and more from profits which are
either reinvested in plant without being distributed or,
if distributed to stockholders, are usually invested by them
in other enterprises. If the investments are made abroad
and if entirely new accumulations are added, the total
increases at an almost amazing rate.

Thus there were favorable conditions for the gains in
British trade, for the earnings of her merchant fleet, and
for the growth of her foreign investments, interest on which
became an important annual addition to the national
income. This was closely linked with the development of
the gold standard which was adopted by England earlier
and more completely than by any other important country.
Of course, loans abroad by British nationals were to a
large extent payable, both interest and principal, in gold.
As gold prices rose (and they did from 1850 to 1873)
profits of British manufacturers increased and investments
grew. As gold prices later declined from 1873 to 1896, the
real income on these investments was, of course, enlarged.
Then, too, some of the investments were made in silver-
using countries like India and after 1873 the gold value of
silver declined. This meant that more and more silver was
needed to meet obligations payable in gold and a growing
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strain on the debtors to the advantage of the British
creditors,

Thus for many years the British gained from their eatly
industrialization and some critics (including many within
Great Britain) contend that they became careless and gave
too little thought to the future. In any case we may notice
that the retention of the eatly advantages was largely
dependent on a lack of competition. Large-scale production
means low unit costs but profits are made not merely from
low costs but also from the difference between costs and
selling price. If competition lowers market prices then the
margin disappears unless costs can also be lowered. And
as competition grows it becomes a question of relative
ability to lower costs of production, unless, of course, the
entire market is so stimulated that selling prices can be
maintained at a high level.

It is customary to indicate 1870 as the high point of
British supremacy although it is not to be supposed that
any exact point in time can be chosen as the one before
which a movement so complex was clearly upward and
after which it was entirely on the down grade. The change
was of course gradual. But it should be carefully observed
that there was a real change and a growing pressure on
British economic life prior to the World War. A serious
error has been committed by those who have attributed
to that war all of the difficulties since 1920 and have urged
remedial measures based wholly upon that assumption.
The war interrupted many processes, hastened many
changes that were already going on, and introduced new
forces. But many of the present difficulties of the country
have been clearly apparent for a number of decades.

It could not be expected that industrialization would be
limited to one country. As time passed it was bound to
spread, especially to those places which had the physical
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basis for it. In the late nineteenth and early twentieth
centuries this meant Germany and the United States. The
most important of the basic natural resources in an indus-
trial age are coal and iron and it will be remembered that
there are just two main areas outside England where
these are found in large amounts and fairly close together.
One is the United States, where the distances between the
deposits is great but where this economic disadvantage is
more than offset by the fact that the entire area is under a
single political control and that there are no customs
barriers or other important impediments to the free move-
ment of goods. The other area is the Ruhr-Lorraine region,
and after 1870 its combined resources of coal and iron ore
were under German control.

As the United States and Germany developed, the effect
on England was serious. Her reserves of coal are huge
but their economic value in competition with the coal of
other regions is dependent first on the cost of mining. In
this the British disadvantages are serious because of the
depth of the mines, the small size of the holdings, the
lack of cooperation among the operators, and other causes
that have been emphasized by the Sankey and Samuels
coal commissions in recent years. The value of coal depends
also on the accessibility of the ore and other raw materials.
Coal is heavy and in general the other materials are brought
to the coal. Because cargoes inbound to Great Britain are
largely bulky food and raw materials and outbound vessels
have plenty of available space, British coal exports are
enormous. Nevertheless they now meet severe competition
and we are all aware of the present demoralization in the
world’s coal markets.

A second influence on the economic value of the coal is
the availability of the raw materials with which it is to
be used. One of these is iron ore. The introduction of the
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Bessemer process was for a time a great advantage to
England because of the plentiful supply of ore suited to
this method. But with the passage of time these supplies
diminished and importation of a considerable amount of
ore became necessary. Also, there was the introduction
of other processes to which the Lorraine, Luxemburg,
and French ores were better adapted. The effect appeared
in a huge expansion of the German and American steel
industries as compared with the much slower growth of
the British.

Other illustrations might be added. Cotton for British
mills must be imported and has come chiefly from the
United States where in recent years there has been a rapid
increase in spindleage. The fact that the growth of cotton
manufacturing in the southern United States has created
difficulties for New England mills does not alter the fact
that they have meant an increased competition for Lanca-
shire both for the available raw cotton and for markets.
Wool for British mills is found in part within the United
Kingdom but much comes from Australia and from the
Argentine. One after another the various raw materials
and food items could be added to the list. British dependence
on the outside world has been increasing not diminishing,
and the fact that many sources of supply are within the
Empite is not a denial of that dependence. It is merely a
qualification, whose significance rests on the extent to
which supplies from the dominions and colonies can be
quickly and safely secured and on the extent to which
their markets can be kept open to the mother country by
preferential tariffs or otherwise.

British population has been increasing. In the spring of
1929 it was reported that the latest returns showed an
excess of deaths over births but this may have been due
to the fatalities from influenza and in any case the change
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may not persist. But the country is population conscious
as is shown by the definite effort to stimulate emigration,
an effort the results of which to date have not been fruitful.
The numbers leaving the country have not offset the
natural growth arising from an excess of births over deaths.
Even if emigration should increase moderately and the
birth rate decline until numbers remain steady with no
gain from year to year there is still the task of maintaining
an extremely large population, on a limited area of land.
And even though emigration should gain somewhat in the
face of all the obstacles and though the birth rate should
fall and the death rate rise enough to reduce appreciably
the population density this change can come but slowly
and will make itself really felt only after the passage of
many years.

Perhaps it is permissible to summarize the situation by
saying that for Great Britain the population density is so
great as to make the principle of diminishing returns as
applied to agriculture a very real thing. Food cannot be
produced at home cheaply enough to compete with the
imported supplies and probably one-half to two-thirds of
the needed food will continue to come from other parts of
the world. At the same time the advantage gained in the
past years from the early start in manufacturing and hence
from the principle of increasing returns is lessened and has
disappeared or been reduced in a number of lines. It is
perhaps rash to name them, but they seem at present to
include coal, iron and steel, cotton textiles, and possibly
shipbuilding and woolen textiles. This reduction in advan-
tage has come, first, from the gradual growth of industrial-
ization in many countries; second, from the rapid gains
forced everywhere by the conditions prevailing during
the World War, and, third, from the general dislocation
in trade and the imposition of higher and higher restraints
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on commerce in the postwar years. The situation is pecul-
iarly aggravated by the fact that for the world as a whole
plant capacity in many lines of manufacturing has been
expanded far beyond the present ability of the world’s
markets to take the total potential output. This is pecul-
iarly serious for Great Britain whose prosperity depends
so fully on manufacturing and foreign trade.

Also, the advantage in shipping has been sharply reduced.
From a merchant marine of insignificant size before the
World War the United States had on June 30, 1928, a total
of 13,289,080 gross tons. Of this, much was idle or engaged
in coastwise shipping and on the Great Lakes but 3,974,-
663 tons were actively employed in foreign trade. Germany
was compelled to surrender her merchant fleet at the end
of the war but on June 30, 1928, she had 3,284,283 tons of
recently constructed modern vessels. France, Italy, Japan,
and others have more tonnage than before with a resulting
depression of ocean rates.

Again it may be pointed out that the gains that accrue
from large-scale production may be appropriated by any
one concern or group only if it has a certain monopoly
of the field. As competition appeats prices are driven down.
The fact that production is on a large scale encourages
larger output to get the benefit of reduced unit costs. This
may, at least for a time, be advantageous for consumers
but it merely encourages similar behavior among com-
petitors. In all directions output is increased and prices
still further lowered. Unless the commodity is one for
which the demand is very elastic and quickly so, the
markets are readily clogged. Unsold stocks accumulate
and business failures appear. Distress may arise from the
so-called *‘paradox of value,” i.c., that a large output sold
at a low price per unit may sell for much less than a smaller
output at a higher price per unit. There are more goods
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but less profits and perhaps even losses for producers in
particular lines. Crises of longer or shorter duration occur
with suffering and losses that are not confined to the
particular industries directly affected but that spread
throughout the whole community and in these modern
times to other countries.

No single index adequately pictures a situation so com-
plex but one of the most helpful for Great Britain is her
exports. Raw materials will be imported largely for the
manufacture of goods to be sold abroad at profits that
permit foreign purchases of food and other articles for
British home consumption. Hence, exports indicate
roughly the state of present business and the possibilities
for the future. It is customary to use 1913 as a basis of
comparison and if this is done it is found that British
exports in the last half-dozen years have been only from
75 to 80 per cent of prewar if proper allowance is made for
the higher price level. There are gains but they are very
slow with occasional serious setbacks such as that of 1926
during the coal strike.

Another guide is the estimated balance of payments as
published by the Board of Trade. This shows a reduced
foreign investment of British funds each year. The balance
in one sense of the word remains favorable, i.e., there is a
balance out of which British nationals are buying foreign
securities, but the amounts thus invested are now less
each year than formerly. But it is to be remembered that
British nationals have very large investments abroad and
that each year a large sum is due as interest. In prewar
years a considerable part of this interest was regularly
reinvested abroad but now a smaller fraction is so used.
The foreign investments of the British are still increasing
but at a slower rate. Just how these extra amounts are being
used at home is not entirely clear but we may notice that
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some seems to be expended on impnrts of “‘food, drink,
and tobacco’’ the amounts of which are some 25 per cent
higher than prewar even with adjustments because of
higher prices.

There has, of course, been a keen realization of the
seriousness of this postwar situation and a long list of
surveys with their recommendations. Among them have
been the Committee on Commercial and Industrial Policy
after the War, the Empire Resources Development Com-
mittee, the two committees to survey the coal industry,
headed respectively by Justice Sankey and Sir Herbert
Samuels, the Committee on Trusts, the Colwyn Committee
on Taxation, and, the most pretentious of all in its scope,
the Committee on Industry and Trade, appointed in 1924
by Prime Minister MacDonald and headed by Sir Arthur
Balfour. These investigations have furnished students and
statesmen both in and out of the country with a vast
amount of information on which to base conclusions and
frame policies.

In a single chapter only brief attention can be given to
these reports and to the legislation that grew out of them.
Both of the reports on coal have recognized certain funda-
mental facts about that industry in England and have
agreed broadly in their recommendations which have
urged a greater measure of public control—in fact so much
of a change that the term ‘‘nationalization’ is usually
applied to their proposals. In spite of these recommenda-
tions and perhaps because of the influence of the vested
interests that would be affected by their adoption, the
two reports have until recently been ignored by the
government. Even yet nothing of outstanding significance
has been done to meet the very real difficulty which the
industry is facing. From time to time there have been
revivals in the coal trade, as for example in 1923, when
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the French occupation of the Ruhr was accompanied by a
sharp decline in the German coal output, and again in the
spring of 1929, when trade was aided by the severe cold
weather of the preceding winter.

The acuteness of the situation is shown by the two serious
strikes of 1921 and 1926 and by the published data concern-
ing costs, wages, prices, and profits. Specific steps thus
far taken by the industry itself have placed the emphasis
on reducing costs particularly through reducing wages
and increasing hours of work and on maintaining prices at
home in order to permit a reduction in prices for export.
Such measures, while much like those taken in other
countries, do not reach the heart of the difficulty which
is now quite generally agreed to be overdevelopment and a
capacity for output far beyond the ability of the market
to absorb it. Gradually it is being realized that only
through international action can the world difficulty be
met, but no adequate steps have yet been taken.

In the field of finance the action has been more definite.
Taxes have been high and the government budget shows
year after year a favorable balance that has permitted a
regular reduction in the public debt. The reduction is
slow and critics of the government allege that it has not
always been so great as it seems. Nevertheless one must
pay tribute to the persistence with which taxes have been
maintained at a high level in spite of the strain such a
policy has imposed on the British economy.

The monetary policy as distinct from the government’s
fiscal policy has been more debated. It can best be under-
stood by first noting a few facts, then by indicating some
of the consequences of the policy, and finally by attempting
to explain it. Like other countries Great Britain resorted
to inflation during the war and after until the crisis of 1920.
It was less extteme than in most of the countries on the
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European Continent but involved two features of impor-
tance. One was close control over gold payments both
within the country and for export, the other was a deprecia-
tion of the pound sterling below its old par of $4.8665 for
the American dollar. It will be remembered that this par
is the amount found by dividing the number of grains of
pure gold in the dollar (23.22) into the number of grains
of pure gold in the pound (113.00152).

Although prices fell sharply in 1920 they still remained
high as compared with prices in the United States and the
quotations for the pound in terms of the dollar still
remained far below the par $4.8665. Four possibilities
were open to the British. One was to inflate the currency
again. This would have been done by permitting an
increase in note issues and in bank borrowing and would
have given an enlarged volume of circulating medium.
As prices rose sellers of commodities and services would
have received larger incomes and stockholders would have
likewise received higher dividends. With these larger
receipts all debtors could have more easily met their
obligations. Taxpayers would have complained less of
their burdens, bonds and mortgages could have been readily
paid. But to this solution British opinion was strongly
opposed. Some commentators felt that it was favored by
Mr. McKenna of the Midland Bank and by certain others
but a careful examination of their statements does not
warrant such interpretation of their views.

Inflation, if adopted, might have been extreme as in the
case of the German mark and been followed by a complete
repudiation of all outstanding obligations and the adoption
of 2 new monetary unit. Or it might have been less extreme,
stopping at any intermediate level with stabilization there.

A second possibility was to devaluate the pound at some
agreed level. For example, a new ratio of $4.50 to the
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dollar might have been decided upon. This would have
been the same as saying that the pound would no longer
be 113.00152 grains of gold but that it should be about
104.5 grains of gold. Also, it would have meant a decision
to hold the price level within the country at about the
level prevailing during 1923 and 1924. In its favor was the
fact that it would have maintained the status quo and would
not have forced on the country the strain that always
come from fluctuating price levels.

Both of these proposals meant a return to the gold
standard as it is usually understood but by different
methods. A third possibility advocated particularly by
J. M. Keynes but given very little support was to avoid
a return to the gold standard and adopt a ‘‘managed
currency.”’ In brief, this would have meant ignoring the
relationship of the pound to the dollar and also to other
foreign moneys. Instead, the volume of circulating medium
would have been controlled with a view to keeping the
internal price level steady, an obvious advantage offset
in part by the probability of extreme fluctuations in foreign
exchange. As this proposal was not followed we shall
not undertake its elaboration.

The fourth possibility, which was the one adopted, was
to return to the gold standard in the traditional sense and
also to bring the pound back to its old par with the dollar.
This meant bringing the price levels of England and the
United States together and could have been accomplished
either by a rise in prices in the United States or by a fall
in Great Britain. Although gold was flowing into the
United States, prices did not rise there as was expected,
probably because of a certain amount of conscious control
by American authorities. Accordingly it was decided to
accept the necessity of lowering prices in England as the
only way to attain the result desired. The decision to
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“return to the gold standard™ was announced and put into
effect in the spring of 1925.

Time does not permit description of what occurred and
why, other than to say that British exports were at once
placed at a greater disadvantage in the world’s markets.
After all that has been said in previous chapters it will be
realized that Great Britain’s prosperity depends heavily
on a maintenance of large exports and that her export trades
were suffering from an increasingly severe competition.
The return to the gold standard by deflation meant the
addition of another unfavorable element. With the pound
at or near $4.8665 foreign purchasers of British goods
had to pay more of their own currencies to acquire British
coal, textiles, and other articles which were priced in
pounds. Their buying was therefore discouraged except
as British exporters found ways of lowering their prices.
While, as always, some of them were making large profits
there were many who could not sell profitably at lowered
prices unless they could reduce costs either on the whole or
by so stimulating output that unit costs were reduced.
Every effort was made to bring this about, particularly
through pressure on labor to take lower wages or to work
longer hours. But workers replied that they could not
assent, since their own cost of living was still high.
There followed years of struggle and even today the read-
justments are not completed.

This recital of facts about deflation and a brief descrip-
tion of its consequences has been introduced not only
because it is a necessary part of our account but also because
similar problems have faced others of the industrialized
countries and also because it serves to illustrate certain
difficulties that are inherent in the world struggle. There
were several reasons for British deflation. Inflation as an
alternative need not delay us but there were strong argu-
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ments in favor of returning to the gold standard with the
pound devaluated at, say, $4.50. Prices need not have been
lowered and much internal strain would have been saved.
Other countries—Finland, Belgium, and France—devalu-
ated without deflation and England might have done it.

The reasons for deflation seem to have been three. First
was the pride of the British in their currency and their
feeling of humiliation that it should be depreciated in
terms of any other money. Such an attitude is not peculiar
to the British but prevails quite generally. Second was the
belief that to bring the pound back to its old level was
financially virtuous, a view similar to that in other coun-
tries, for example in the United States after the Civil War
when bringing the ‘‘greenback’’ to par with gold in 1879
was hailed as proof of national integrity. Third and most
important was the strength of the investing classes.
Industrialists, manufacturers, and traders had much to
lose from deflation, since a fall in prices was disturbing
to trade, slowing down orders, compelling unemployment,
and forcing bankruptcies. But holders of securities gained
through a rise in the value of the pound. In Great Britain
this group is large and influential. They own bonds and
mortgages payable in pounds to huge amounts purchased
at home and also in the most distant parts of the world.
In the struggle over monetary policy their views were
almost certain to prevail. There was the same issue in
Continental countries but the influence of the rentier group
among them was less powerful.

This struggle of classes where different policies are
favored by different groups is another of the difficulties
affecting international relations. As illustrated by the action
of Great Britain it had several repercussions. First, as just
explained, it tended to check her exports. Second, by
introducing internal strain and economic distress Great
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Britain was to a degree weakened as a market for many
goods from other countries. Third, by raising the value of
the pound, the real burden of payments from debtors in
other countries to their creditors in Great Britain has been
appreciably raised.

Only brief reference can be made to the meager results
secured from the efforts to encourage emigration; to the
necessity of placing on the Exchequer (which means on
the general taxpaying public) much of the burden of
unemployment insurance; to the direct financial aid given
to the coal industry in 1925; to the persistent efforts to
develop foreign trade through the Trade Facilities Act and
otherwise; to the emphasis placed on the idea of imperial
preference; to the growing pressure for protective tariffs
as shown by the use of the Safeguarding of Industries
Act; and by the repeated introduction of the issue into
successive political campaigns.

It should be possible to summarize the position of Great
Britain without being charged with undue optimism or
with unwarranted pessimism. About 45,000,000 people
are living in a relatively small area. They have developed
a high standard of living, ranking second to that of the
people of the United States, but its maintenance is depend-
ent on the regular conduct of business with other parts of
the world. If population declines the strain is to a degree
relieved; if it remains stationary the difficulties are still
present; while if numbers grow the problems become
harder to solve. Relief through emigration can appatently
be only slight.

Heavy investments abroad seem to many a sign of
financial and hence of general economic strength upon
which the country can rely, but two considerations must
not be overlooked. One is that these foreign securities are
owned, with a few exceptions, by private individuals and
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it is not easy for the community as a whole to utilize
them in any way or even to know of their existence. There
are many ways of concealing them and it is chiefly through
the self-interest of their owners that they can become of
social advantage. A second fact is that to some extent
these foreign investments are an actual handicap. Thus
British capital has been utilized in the construction of
cotton mills in India yet these mills aid in supplying a
market that would otherwise be more open for the mills
of Lancashire. Then, too, India has a tariff on the importa-
tion of cotton goods that actually helps to keep out the
British product.

Past advantages, as we have shown, were based on loca-
tion, climate, certain natural resources, and an early start.
These have all become less significant. The immediate
future depends on the maintenance of exports which in
turn means freedom of markets and accessibility of raw
materials on favorable terms. Apparently the British
people have more to gain than those of any other country
in the world from freedom of trade. One may speculate,
as we did in a previous chapter, on whether free trade in
the past has aided Britain since it has encouraged the
growth of a population so large and created so much
dependence on the rest of the world, but it is very hard to
see how the adoption of a protective policy now would
give any long-run relief. Antidumping laws that will
prevent short-run raids on the domestic market are, of
course, necessary but any policy that will restrict the free
flow of trade will be harmful. This is true for Great Britain
no matter what policy other countries may follow.

If an outsider may venture another suggestion it is that a
more even distribution of the national income is highly
important. Wide differences in wealth and income make
for social instability and under present conditions this is
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peculiarly the case for Great Britain. To some extent the
problem is being definitely met by heavy income and death
duties which are breaking up many of the larger property
holdings. To some observers this means a loss of much
they have admired and enjoyed in British institutions but
the situation seems to demand the change.

Our analysis has emphasized the great dependence of the
British economy on a few large industries—coal, textiles,
iron and steel, shipbuilding and shipping. These, however,
are just the ones under challenge. In England, as else-
where, many have been seeking the solution by attempting
to lower costs and thus permit lower prices that will regain
markets. But with similar difficulties in so many other
countries this method is ineffective. What the British can
do in this direction others also can do and in some instances
they have better natural advantages and may be able to do
it more successfully. They, too, can lower prices, and only
as the market demand is sufficiently elastic to absorb a
larger output if prices are reduced does any competitive
advantage accrue. For the time being, certain large indus-
tries are suffering from excess capacity. Reduction of prices
by one group merely brings reductions elsewhere, perhaps
with the assistance of subsidies or other forms of public
aid, and the relative position is unchanged. This is particu-
larly serious if there has been no reduction in real costs as
distinct from a reduction in money costs or if there is
indiscriminate price cutting.

From this predicament two lines of relief seem possible.
One is to shift capital and labor from the industries under
strain to other lines. If this can be done without concentra-
tion in new fields that will in a short time be open to
competitive strain that will be as serious as the present
one, the gain will be clear. Better still, if there is a distribu-
tion among many lines there is a lessened danger of the
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repetition in new directions of the difficulties now experi-
enced in shipbuilding, iron and steel, textiles, and coal.
This shift is taking place and fortunately a large number
of small industries are appearing. The movement is, how-
ever, slow and does not yet give relief on the scale that the
problem requires.

The other type of aid whose importance is becoming
increasingly evident is to be secured through some form of
international understanding. To this the British tradition
responds slowly. In the political field the reaction has been
more prompt as is shown by British cooperation in the
work of the League of Nations and in many other ways.
It is apparent, too, in such politico-economic matters as
German reparation payments where the British have
realized that for them stability in finance and trade is far
more important than the receipt of any sums likely to
come from Germany. But in private business, progress is
less marked, not only in the domestic field where business
mergers, outside of banking, have lagged behind those of
several other countries but also in the international field
where there has been a reluctance to cooperate in cartels
and otherwise.

Unfortunately improvement in England is slow and many
of the qualities that the rest of the world most admires in
British life and character are the ones which apparently
must be modified and adapted to the new world in which we
all find ourselves in the twentieth century.
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Chaprer X1
GERMANY'S ECONOMIC RECOVERY

N the preceding chapter we discussed Great Britain,
I noticing the advantages of her early start which enabled
her to maintain supremacy until about 1870; her relative
decline after that date; the acute struggle through which
the country is now going; and the obstacles to be overcome
if her general standards are to be maintained. Emphasis
was placed on the gains derived from the development of
manufacturing and shipping in her early years and on the
resulting high standard of living, which is above that of
all of the countries on the European Continent. But atten-
tion was also drawn to some of the present disadvantages—
a very dense population; an extreme dependence on other
parts of the world not merely for many comforts and
luxuries but also for a large fraction of the necessities of
life; and the rapid development of industrialism in other
countries which introduces sharp competition and tends
to lower profits.

It may be wise to point out that this does not mean that
the world's markets are sharply limited in extent and that
the gains of one country are necessarily the losses of
another. There are, of course, some such limits. Food
supplies cannot be increased indefinitely, since the law of
diminishing returns is a sharp restriction. Supplies of
certain raw materials are not unlimited in amount. Oil
wells may be exhausted and many minerals may not be
abundant enough to satisfy all human desires. On the
other hand some raw materials will not be exhausted for
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centuries, if ever, and scientific methods of agriculture,
reforestation, etc., will permit increases in soil output for
a long time to come. Markets, too, are capable of almost
indefinite expansion. If there is sufficient diversification of
effort, if the people of various countries do not all attempt
to make the same commodities or other commodities that
are closely competitive, an amazing degree of prosperity
is possible for everybody.

This suggests a difficulty which we shall be able in this
chapter to illustrate from the growth of Germany. If
each country would specialize in the production of those
articles in which it has an advantage either absolute or
relative, difficulties would exist but they would be moder-
ate. There would still be intense competition at certain
times and in particular places with many serious losses.
But with appropriate diversification of effort the producers
of each country could sell indefinitely large amounts in
the markets of the other countries. This seems clear for
the relations between countries specializing in agriculture
and those others that emphasize manufacturing. There is,
however, a strong desire among the people of every
country not to become too dependent on other parts of
the world but to manufacture for themselves.

This is understandable. Self-sufficiency during war is
important, not only for belligerents but also for neutrals,
since wars are no longer local but tend to become world
wide and since all elements of the population in each
country are involved. But even in peace times self-sufficiency
has advantages. If one’s food and raw materials come from
other countries, crop failures, industrial disturbances,
business crises, or political revolutions among them may be
serious. Western Europe has realized very keenly in the
last few years its former close dependence on Russia for
wheat, because Russian exports of that grain have been

[205)



The World's Economic Dilemma

sharply reduced. Similarly, internal difficulties in China,
India, and elsewhere have had most damaging effects on the
markets for the manufactured products of the Western world.

On the other hand there is an advantage in dependence or
at least in having outside supplies accessible. A failure of
grain crops in India or China or Italy or France is less
tragic now that wheat can be brought readily to those
countries from the Argentine, the United States, or Aus-
tralia. A coal strike in Great Britain is less serious since the
curtailed output of the British mines can be offset by ship-
ments from other coal-producing areas. When the people
of India found their incomes reduced in the postwar years,
there was a distinct advantage to them in being able to
purchase cheaper cotton piece goods in Japan than they
could get from England. On the whole the advantages are
strongly on the side of interdependence.

It would be a mistake, however, not to keep in mind the
disadvantages of territorial specialization and of the
extreme dependence that results. We cannot yet be sure
that wars are effectively outlawed and even in the absence
of military conflicts other disturbances may be almost as
distressing. An illustration of current interest is the effect
of high money rates in New York in 1929 on money rates
and on general business conditions in nearly all parts of
the world. This may be dismissed as a temporary influence
but the world is increasingly dynamic and economic life
today is a series of changes that are coming with greater
frequency and that are each year more fundamental in
their effects. There is a growing need for careful analysis
and for systematic control. The advantages of specializa-
tion and of free interchange of commodities and of capital
should be preserved but if the problems that arise from
extreme dependence are not faced and solved the new
condition may be worse than the old.
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These observations may be applied to the rise of Ger-
many; to the importance of her growing economic power;
to her recent economic collapse and its disastrous effects
on other countries; to her remarkable postwar recupera-
tion; and to the problems created by her present relations
with the rest of the world. The development of no other
country furnishes an illustration so good of the possibilities
and the limitations of economic forces and of our present
world organization.

At the end of the Franco-Prussian War the area of the
newly organized German Empire was 541,000 square
kilometers and the population numbered 41,010,000, a
density of 76 per square kilometer. In 1925 the area was
470,628 square kilometers in which there were 62,592,575
people or about 133 per square kilometer. When this
growth is charted the rapidity of the gain is impressive
and has in it many elements of interest, especially if it is
examined in connection with the record of emigration
from the country. For a time this emigration was on a con-
siderable scale, averaging 134,242 annually from 1881 to
1890. As the years passed, this outward movement was
checked and from 1911 to 1913 there were only 22,359 per
year leaving the country.

The explanation of this reduction is to be found partly
in changed political and general social conditions but
especially in the economic policy of the Reich. In 1870 the
country was placing its emphasis on agriculture and there
was also a disposition to follow the free-trade leadership
of Great Britain. This was abandoned, however, for a
policy of protection with the purpose of balancing German
economic life more evenly between agriculture and manu-
facturing and of thus lessening German dependence on the
rest of the world. The results attained are reflected in the
fact that by 1925 there were over 40,000,000 people or
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64.4 per cent of the population living in cities; by the
production in 1913 of 190,000,000 metric tons of coal,
16,764,000 tons of pig iron, 17,604,000 tons of steel, and
a large volume of manufactured products of a great variety.
Germany became a great manufacturing country producing
many articles for herself that she would otherwise have
imported. By so doing she was able to support a larger
population per square mile and emigration diminished to an
almost insignificant amount.

In this transformation Germany was aided by the posses-
sion of huge reserves of coal, particularly in the Ruhr and
in Upper Silesia, by the large deposits of high-grade iron
ore in Lorraine, by miscellaneous deposits of other minerals,
by a fertile agricultural area, and by the industry and
frugality of her people. In her industrial development,
moreover, she utilized more than any other country the
findings of modern science. Alfred Marshall termed it
““science in the service of industry.’”” She had, of course,
the advantage of industrial youth in her competition with
England and she directed her efforts into those lines of
manufacturing where (again to quote Marshall) ‘‘aca-
demic training and laboratory work can be turned to good
account.”’

Judgment on this change will be influenced by the
observet's preference for one form of social and economic
organization as compared with another. The growing
importance of urban life and the increased industrialization
of the country may have been losses rather than gains.
We shall merely record first that at the end of the period
more persons per square mile were being supported than
at the beginning and that the estimated per capita income
was $146 in 1913. It will be remembered that this compares
with $335 for the United States, $185 for France, and
$243 for the United Kingdom in the same year. With all
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allowance for errors in these figures, they show one of the
highest living standards in Europe. It is interesting to
notice that this per capita figure is quite close to the
similar estimate for France whose entire economic and
social life was on a very different basis.

But if the leaders of Germany were hoping to make
Germany economically independent they must have been
bitterly disappointed. There are no detailed estimates of
the German balance of payments for this period, but
Prof. Charles Rist of the University of Paris presented the
following summary as his opinion!:

Balance of Payments for Prewar Germany
(Five-year Averages, in Millions of Marks)

Debtor Creditor

To purchase of foreign goods 9,750 By sale of merchandise 8,250
To purchase of foreign securities By coupons of foreign securities
and investments 1,000 held by Germans and divi-
dends on German enterprises

abroad . 1,500
By freight for sea transport on

foreign account 500

By disbursement of foreigners 1n
Germany, insurance premiums
pard to German companies,
etc

s

Total . . 10,750 Total 10,750

This shows a country with a large foreign trade amounting
to 8,250,000,000 marks of exports and 9,750,000,000 marks
of imports. Behind it were farms and factories and markets
that were bound to suffer if this trade should be disrupted,
as it was for years after 1914. There is also to be noticed
an annual income of 500,000,000 marks from the earnings
of the merchant marine, and another 500,000,000 marks
from interest on foreign investments whose total capital

1*'Les Finances de la Guerre de I'Allemagne,’’ p. 232.
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value in 1914 was estimated by the McKenna Committee
(Second Committee of Experts of the Reparation Commis-
sion, 1924) as about 28,000,000,000 marks. Any interference
with the merchant fleet would, of course, cause a double
loss—a curtailment of receipts for carrying goods for the
people of other countries and also a disturbance to German
trade to the extent that such trade was dependent on the
use of German vessels for its transportation rather than on
the shipping of other countries. Loss of foreign investments,
too, would cut off interest receipts from the outside.

In an earlier chapter attention was called to the classified
imports and exports of Germany, and they may be repeated
here.

Foreign Trade of Germany, 1913

(In Thousands of Marks)

Imports Exports
Live anmmals...........coovvivvnnnn. 289,697 7,444
Articles of food and drink . . . ... 2,807,829 1,069,522
Materials raw or partly manufactured 6,279,949 2,274,087
Manufactured articles. . 1,392,211 6,746,181
Gold and silver ... . R . 436,394 101,372
Total ........ .. e . 11,206,080 | 10,198,606

A large amount of food was being imported, some esti-
mates putting it as high as 20 per cent of total food needs,
in which was included perhaps 50 per cent of the fats
consumed. Raw materials imported were worth over
6,000,000,000 marks, while markets abroad were needed
for raw materials worth 2,274,000,000 marks. Manu-
factured articles worth 1,392,000,000 marks were imported,
and, most important of all, 6,746,000,000 marks of manu-
factured goods were sold abroad. In the aggregate Germany
was receiving over 11,000,000,000 marks of goods from
the rest of the world and selling over 10,000,000,000 marks of
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goods to the rest of the world. Next to Great Britain she
was the most dependent large country on earth. It may be
observed also that the dependence was mutual—that the
rest of the world was relying heavily on Germany.

This development had not been entirely automatic. It
was in part the result of planning and effort. The gold
standard was adopted in 1871 in line with the rest of the
world. Business cooperation was not discouraged but
encouraged, particularly by the formation of cartels which
had their highest development in Germany. In the United
States ‘‘combinations and conspiracies in restraint of trade’’
were declared illegal and in Great Britain tradition and
sentiment favored the independence of each business man.
In both these countries there were obstacles to cooperative
action in the field of big business but in Germany the
reverse was more nearly true and with the government
sympathetic or even actively helpful the German economy
was closely knit together. While it is easy to exaggerate
the extent of this cooperation and to attribute calculated
intent on the part of the Reich and of German business
leadership where none existed, yet it is not unfair to empha-
size the greater unity of action and coordination of effort
that was shown by the German economy over that of any
other country.

But, to repeat, this meant dependence of Germany on the
rest of the world and of the rest of the world on Germany,
a fact thoroughly demonstrated by the war. As the blockade
tightened and was maintained even after the war, German
economic life was weakened. A lack of many raw materials
hampered manufacturing. A shortage of petroleum meant
limited supplies of gasoline and of lubricants, while
curtailed imports of food and particularly of fats slowly
undermined the health of the people. Gradually resistance
weakened and morale gave way under the terrific pressure.
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At the same time many German products were no longer
available to the people of other countries who suffered
accordingly. The British suddenly discovered that they
had been relying heavily on Germany even for lenses used
in their gun sights. Here and there throughout the world
the sudden disappearance of German goods from the
markets made itself felt. One of the most important short-
ages was that of dyestuffs. Another was beet sugar. While
the producers of these articles elsewhere gained, the
general world public were of course the losers.

This growing interdependence of world economic life is
one of the modern facts to which lip service has long been
rendered but which has had only a slight influence on
political and general social behavior. Norman Angell’s
valuable volume ‘‘The Great Illusion,”” which appeared
just before the war, was ignored or else its author was
condemned and misinterpreted. War could not be a paying
venture under modern conditions. Really to win a war is no
easier than to win an earthquake. Everybody must lose,
aside from the few who always gain in any disaster.

Yet this lesson so generally obvious during the war was
ignored after its close. Some might argue that more impor-
tant issues than the economic ones were at stake, that
considerations of justice and right determined the attitude
of the Allies. To this the cynic voices strenuous doubts
but we need not debate the issue. If moral ends were served
in any way it was clearly with economic sacrifice.

As the war closed there were several economic facts that
should have been vividly clear and should have determined
the economic attitude of the victors. To say that the world
is an economic unit is a commonplace. It is trite almost to
the point of boredom. But the real application of the idea
is rare. Cooperation may seem socially desirable but the
world is organized largely on an acquisitive basis and
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rivalry is intense. Then, too, as we argued in Chap. IX,
economic organization has almost of necessity proceeded
along national lines. To this may be added the develop-
ment of national feeling during the war and the expansion
of industrial plants and of agricultural output for war
purposes.

It is useful to present a brief contrast. First is what a
confirmed internationalist would consider a rational view
for the postwar years. Germany had been and could have
again become a market for 11,000,000,000 marks of goods
from other parts of the world, chiefly from her former
enemies. Still better, if the higher price level of postwar
years is allowed for, she would soon have been able to
purchase some 16,500,000,000 marks of goods and have
increased these purchases as the years showed a normal
economic expansion. She had a merchant fleet which had
been carrying much of her own foreign trade and in addi-
tion goods for the people of other countries who paid
the owners of the vessels an estimated 500,000,000 marks
per year for the service. That it was a service is evidenced
prima facie by the fact that people of other countries did
pay her fleet rather than build more vessels and do it for
themselves. Then, too, German goods representing the
employment of capital and of human labor could have
been received from Germany to a value of about 15,000,-
000,000 marks at the postwar price level, an amount that
would have undergone a normal increase with the passage
of time.

These possible contributions from the German economy
seem important and not lightly to be ignored. A strong
case can be made out for the Allies to have waived repara-
tion payments even on purely selfish grounds. Free resump-
tion of the old economic relationships was highly important
and if reparations were to be demanded at all the amounts
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and the methods of payment should have been carefully
adjusted in a way that would not have hampered the Ger-
man economy in the task and that at the same time would
not have disorganized economic life elsewhere.

Such in brief would seem a rational procedure. Against
it may be placed in contrast what actually occurred.
Nothing is easier than to present it with caustic reference
to the “‘greed of the victors' and to the ‘‘selfish interests’
of the capitalists in other countries. But such a picture is
wrong. What the Allies actually did is, mutatis mutandis,
what the Central Powers would have done had they won.
The situation was highly complex. Remember the analysis
of preceding chapters, noting not only the importance of
world cooperation but also such other facts as the intricate
organization of world economic machinery, the delicate
balancing of parts, the momentum of economic life, and
the ease with which crises and business failures can be
precipitated. Do not overlook the existence of a price
economy and of an economic mechanism that is to a very
high degree competitive. Keep in mind the fact of large-
scale production with its heavy capital investment and the
relentless pressure of overhead costs, the immobility of
both capital and labor, the difficulty of controlling raw
materials and of acquiring and retaining markets.

Add, also, the inflated currencies, the unbalanced govern-
ment budgets, the crushing tax burdens, the huge inter-
government debts. In some countries, as in France, Belgium,
and Italy, the remtier group had lost their holdings, and
even the small peasant savings had melted away while the
wages and salaries of many income groups had lagged
behind the rise of prices. In other countties, as in Great
Britain, where inflation had been checked or even deflation
accomplished, the burden of debts had been gtreatly
enhanced. Thus the interest on the public debt of Great
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Britain, with proper adjustments for the altered price
level, was in 1925 nearly eleven times as great as in prewar
days.

Everywhere thete was dislocation and disorganization.
Perhaps it should be pointed out that the popular view is
wrong that the world postponed to later generations the
economic burden of the war, this being accomplished by
borrowing, by bond issues rather than by taxation. The
world as a whole could not borrow from the outside any
more than it could carry on the war by using up the
accumulated wealth of the past. Month by month during
the conflict, guns, ammunition, food, and clothing were
needed. Stocks previously manufactured and stored were
soon exhausted. Current production carried on month by
month during the conflict was the only source of supply.
There could be no delay, no waiting for later generations
to manufacture the supplies needed. They had to be
avatlable at once and no financial device could save the
people living and toiling between 1914 and 1918 from the
labor and sacrifice involved in furnishing them.

Some tasks were, however, thrown on the people of
later years. Much property had been destroyed in the
fighting areas. Yet without intending to minimize the
tragedies of reconstruction in Belgium, France, Poland,
East Prussia, and elsewhere it is highly important to see
them in proper perspective. The outlays involved and the
public burdens assumed in the work have been crushingly
heavy for the people and governments concerned but as a
world problem we should remember that the areas involved
were small. We should also not forget that much of the
replacement would have been necessary in any case after
a few years. All property depreciates and within 10, 20,
or 30 years all of the railway tracks and equipment and
many of the buildings would have disappeared to be
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replaced by other and for the most part better properties.
Seventy-five years ago John Stuart Mill commented on the
general public surprise over the promptness of economic
recovery in postwar years. It is to be explained by the high
productivity of human beings in a world where nature
helps lavishly and where much of the annual wear and
tear on property must be cared for in any case, war or no
war.

Also, there was a great neglect of property even in the
areas where no fighting occurred and some years were
needed to atone for this deferred depreciation. But the
most important burden passed on to the postwar generation
was the new debtor-creditor relationship. The world as a
whole could not borrow but some individuals and groups
could and did borrow from others. Governments borrowed
from their citizens by issuing huge quantities of bonds.
Banks, often acting for governments, issued their notes.
Governments of some countries borrowed from the people
and governments of others. And this network of new
obligations has placed the world under a heavy strain.

Within Germany these debt burdens became impossibly
heavy. Inflation of the currency proceeded slowly during
the war and for a short time thereafter but after 1921
gained more rapidly until the volume of outstanding notes
of the Reichsbank, of the various obligations of the
government, of the bond issues of corporations, and of the
promissory notes of citizens in general became too huge
for payment in marks of the old weight and value. Repudia-
tion occurred in 1923, followed at a later date by a mild
revaluation or valorization of debts by many debtors.

But for the most part the complicated mass of internal
debts disappeared. The sufferings of individuals were
heavy and often tragic, the social strain immense, and the
social losses serious. Yet there was an advantage in clearing
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the decks of encumbrances, an advantage that has been
more than offset by the reparations difficulties, but one
which viewed by itself is a clear gain.

Now let us return to the Allies and their attitude toward
reparations, noting the defects of their procedure but with
full realization of the influences that determined their
conduct. If it seems contradictory, irrational, and even
destructive, no one need be surprised unless it be those who
believe that human beings are of the sort attributed to
classical economics—cold, unemotional creatures always
wisely calculating how to secure the maximum ofadvantage
or pleasure with a2 minimum of loss.

First to be noticed is the failure to settle the amount of
reparations before May, 1921, thus leaving everybody in a
period of uncertainty for several years. For a time the
German economy was hampered by the maintenance of a
blockade and by the surrender of her entire merchant fleet.
This crippled her earning power and hence her ability to
pay reparations, while its advantage to the Allies was
dubious, since the total of world tonnage was far greater
than before the war. Germany was reduced, moreover, in
geographical area and in number of people, while the delay
in settling the amount of reparation claims discouraged
any desire for economic recovery. The greater the evidences
of German prosperity and of capacity the greater presum-
ably would be the burden ultimately imposed.

Still under the influence of war psychology and harassed
by their own financial difficulties, the Allies in May, 1921,
demanded through the Reparation Commission the ulti-
mate payment of 132,000,000,000 marks, annual remittances
starting at about 3,000,000,000 marks. These sums were too
heavy and in 1924, after the year 1923 had been spent in
the occupation of the Ruhr, the Dawes Plan was prepared
and put into effect. The amounts demanded of Germany’
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under that arrangement were graded upward from 1,000,-
000,000 marks the first year to a minimum of 2,500,000,000
marks in 1928 to 1929, the first standard year. It has been
possible with some strain to collect these sums within
Germany but their transfer has been more difficult and real
payments to the Reparation Commission have been possible
only because the Reich, the states, the communes, the
municipalities, and private corporations have been borrow-
ing abroad the funds with which the payments have been
effected. In financial jargon it is said that the foreign
exchange needed for the remittances has come not from
exports but from foreign loans. Germany as an economic
unit has been borrowing from Peter to pay Paul and even,
to some extent, from Paul to pay Paul.

In 1929 the Young Committee met in Paris and drafted
a new plan which has been slightly modified by conferences
at The Hague. Its final acceptance was postponed until
certain preliminaries connected with the proposed Bank
for International Settlements had been arranged but it is
now in force. For our purposes the most significant features
are four.

First, the period through which Germany is to pay
reparations is definitely set at 58 years.

Second, the annual payments have been reduced from
the Dawes Plan schedule to amounts that average 2,050,-
600,000 gold marks during the first 37 years.

Third, of these annual payments only 660,000,000 gold
marks are unconditional, the balance being postponable
under certain conditions.

Fourth, while the plan is, of course, referred to as final,
there is a very widespread belief that it is only another
step to a more permanent settlement to be entered upon
when political and economic conditions are sufficiently
favorable.
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This experience with reparations furnishes an admirable
illustration of the economic limitations of the modern
world and of the peculiar or even contradictory nature of
many of its phenomena. For many reasons the Allied
governments and peoples attempted to get large payments
from Germany. On their own side there were real diffi-
culties in receiving the payments, since ultimately they
would have to appear in the form of German goods and
services. It will be remembered that Germany’s organiza-
tion, as we have sketched it, is one which permits actual
deliveries to be made chiefly in the form of manufactured
goods. These, however, must be manufactured chiefly
from imported raw materials and a part of the resulting
product must go to pay for these same imported materials.
To get the requisite export balance of at least 2,050,600,000
marks, the total volume of imports must be very large and
the exports still larger, 2 frequent estimate being that 90
per cent of the exports are needed to pay for the raw materi-
als and other imported articles. If this is so, total exports
must rise to 20,506,000,000 marks per annum with imports
at 18,455,400,000 marks per annum,

But an examination of German foreign trade shows that
these amounts have not been reached and that progress
toward them is still slow. The year 1928 has been the best
to date, but even then the imports were only 13,995,000,000
marks. Still more important, the exports instead of being
greater than the imports were much smaller, amounting to
only 11,641,000,000 marks, a deficit of 2,354,000,000 marks,
instead of the needed surplus of 2,050,600,000 marks.
Nor is the upward movement of exports rapid enough to
arouse much hope. The Agent General for Reparation
Payments in his report of December, 1928, noted the steady
gain of exports for several years past but it should be
remembered that the rise to which he referred has been
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from the alarmingly low level of 1924 and that exports
are still far below prewar volumes, if allowance 1s made for
the changed price level. Also, to repeat, imports ate still
in excess of exports.

It may properly be contended that not the balance of trade
but the balance of payments is the important thing. This is
true but an examination of the latest estimates of this
balance shows an even larger deficit. The Agent General in

Balance of Payments of Germany, 1927

Credit Debit Balance

Cutrrent items:
1. Merchandise 11,072 13,899 —2,827
2. Bullion, specie, and currency notes 10 199 — 189
3. Interest and dividends 430 — 430
4. Other current items 719 1,900 —1,181
Total 11,801 | 16,428 | —4,627

Capital items:
1. Known long-term operattons —1,510 255 +1,255
2. Known short-term operations 1,186 504 | + 682
3. Undefinable capital movements 2,690 42,690
Total . ) 5,386 759 | +4,627

the report just referred to examines the balance for each year
since the Dawes Plan went into effect and summarizes the
situation as follows:

In the first Annuity year there was a substantial increase in the sum
total of German debt owing abroad both at long and short time. In
the second Annuity year the increase in the sum total of the German
debt was slightly less than the increase in the Reichsbank’s stock of
gold and devisen. In the third Annuity year the debt was again much
increased without substantial increase in the Reichsbank's stock of
gold and devisen. In the fourth Annuity year there was again an increase
in the sum total of the German debt owing abroad, but with a consider-
able offset in the shape of further increments to the Reichsbank’s stock
of gold.

After this statement by the Agent General was written
the Reichsbank’s stock of gold and foreign exchange was
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heavily reduced during 1929 by the drain of funds to New
York, and the discount rate of the Reichsbank was raised.
The supply of gold reserve fell until it was little more than
the 40 per cent required by law. The stock market decline
in New York in the fall months reversed the gold move-
ment but its effects cannot at present be stated.

It is entirely clear that reparation payments have been
made, to date at least, chiefly by foreign borrowing, and
yet the requisite amounts have been regularly collected
within Germany and deposited in the Reichsbank to the
credit of the Agent General for Reparation Payments
whose business it is to make the transfers to Paris. A very
large number of economists have contended that this
might occur; that there is a double task involved—first,
that of collection within Germany and, second, that of
transfer. A minority, however, among whom may be
mentioned R. P. Auld, formerly Accountant-General for
the Reparation Commission, Robert Crozier Long, a
British newspaper correspondent in Berlin, Prof. Frank D.
Graham of Princeton University, and Prof. Jacques Rueff
of the University of Paris, argue that there is no transfer
problem—that the funds can be transferred if they can be
collected. This is not the place for an elaboration of the
very technical and theoretical issues involved. Instead,
we may merely observe that current developments seem
to support the majority rather than the minority view.

An examination of the German economy of today shows
a number of highly interesting facts. For years, as the
Agent-General says, the external indebtedness of the coun-
try has been increasing. Yet internal progress has been
considetable. Coal output was for a time reduced because
of the loss of mine areas under the terms of the peace
treaty and the decision regarding Upper Silesia but is now
nearly as great as in 1913, and if lignite output, converted
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to its coal equivalent, be added, the total is considerably
larger than the prewar figure. Pig-iton output, though
it has gained since 1923 and 1924, is still considerably
less than in 1913 because of the loss of Alsace-Lorraine,
the Saar, and Upper Silesia, but the steel output is almost
as great as in prewar days. Unfortunately there is no suit-
able general index of industrial production that permits
a comparison with the output of 15 years ago. The one
that exists covers 14 commodities and is heavily weighted
by iron, steel, and textiles. With the average of July, 1924,
to June, 1926, taken as 100 the level was 123.7 for 1927
but declined six or eight points in 1928. While this gain
is encouraging it is of course to be interpreted with refer-
ence to the low output of 1924 to 1926 which was used
as the base. Agricultural output shows gains but, with
the exception of potatoes, is not yet back to the prewar
level. Car loadings of the railways and bank clearings are
decidedly on the advance.!

These increases have been made in the face of serious
handicaps. Although the major part of the war burden
was met during the war in Germany, as in other countries,
the postponed burden was greater there than in some of
them. East Prussia’s devastation, of course, had to be
restored. The blockade had cut off many important supplies,
which meant that capital equipment as well as human
strength had depreciated, while stocks of goods on shelves
had been depleted. The disorganization arising from the
depreciation of the currency, from the occupation of the
Ruhbr, and from the passive resistance to that occupation
were other demoralizing factors. How these handicaps
were met and to a degree overcome is a fascinating and
instructive story.

! Note. Since this was written conditions have changed, In 1930 Germany 1s
suffering from the general world depression.
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We have noticed that Great Britain with an eatly start
made great gains from her manufacturing and shipping.
This came because of her low unit costs and the absence of
competition from other countries. As Germany and the
United States entered the field her advantage was reduced.
In fact, by the introduction of science into industry the
Germans threatened to wrest European leadership from
Great Britain in a number of lines. British gains were
dependent largely on the absence of competition. The
appearance of German and American products in the market
was, broadly speaking, a world advantage because more
commodities were being produced; but it soon became a
disadvantage to Great Britain. In many lines it was increas-
ingly difficult for her to compete. Her capital investments
were in plants of an older type, her educational system
had not been adjusted to twentieth century industrial
needs, the form of her business organization and her habits
of thought were still those of the nineteenth century.
Capital and labor are to a considerable degree immobile
and changes were not forced as in Germany, France, and
elsewhere by physical devastation during the war that
compelled a reconstruction which might have been on
modern lines. Old industrial plants and unfortunately
old habits of thought prevailed.

Germany had thus several advantages from which four
may be chosen for emphasis. First were those arising
from large-scale production. Second were those due to her
adoption of scientific methods aided by an educational
system adapted to her economic needs. Third, an economic
organization in which cooperation was not only permitted
but was also even encouraged. Fourth, the necessity of
rebuilding and of exerting herself to the utmost because of
her weakened condition and because of the persistent
economic and political pressure from the outside.
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In her recovery since 1924 the most important develop-
ment has been the adoption of what is called ‘‘rationaliza-
tion.”” Attempts to define it have brought a diversity of
results. The one appearing in the report of the World
Economic Confetence in 1927 is:

. . the methods of technique and organization designed to secure
the minimum waste of either effort or material. It includes the scientific
organisation of labour, standardisation both of material and products,

simplification of processes, and improvements in the system of transport
and marketing.

Careful reading of this description reveals the compre-
hensive nature of the movement. It is scientific manage-
ment in an advanced form, applied not only to mechanical
technique, to speed of machinery, to movements of labor-
ers, to planning departments and the rest but also to all
matters connected with the business—to finance, to organi-
zation, to cooperation with labor, with banks, with govern-
ment, with other lines of business. No one aspect of it
should be emphasized as its essence, but for our purposes
special attention may be given to the elimination of high-
cost plants. This is done with the emphatic reminder
that it is only one phase of a very comprehensive movement
which extends through all aspects of business, financial,
and industrial life whose general purpose and effect are to
eliminate inefficiency and to bring about lower unit costs.

One element in the postwar situation to which we re-
ferred in discussing Great Britain is the excess of plant
capacity, especially in the heavier industries. This had
developed even before the war in some lines, notably in
shipbuilding, but was exaggerated by war needs and since
1921 has been a serious handicap. In coal production, for
instance, capacity for output has been far greater than the
readiness of the markets to take the coal at a price high
enough to cover unit costs in the high-cost mines. Lower-
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ing of the price has not adequately stimulated demand,
since the demand for coal is relatively inelastic, at least
in the short run. The easy but short-sighted way to meet
the difficulty was to operate on a part-time basis. But this
did not lower unit costs, since overhead expenses were
maintained for all or most of the plants and when these
expenses were spread over the reduced output the average
was still high.

One feature of the German rationalization movement
has been the closing down of many plants in coal, iron and
steel, chemicals, and textiles. This was a difficult step in
England where business is catried on largely in independent
units which do not readily cooperate. It was easiet in
Germany where cooperation had for decades been usual
and where perhaps also the rigidly scientific approach to
economic matters was more common. Under a consolida-
tion of plants it has been possible to shut down many of
the higher-cost plants and with the aid of the other fea-
tures of the rationalization movement to operate the low-
cost plants on a much more efficient basis.

In the German coal industry the average output per man
per shift (for all workers above and below ground), which
was 18.6 hundredweights in 1913, had fallen to 12.3 in 1921
and was only 16.8 in 1924. In January, 1927, the amount
was 22.4 hundredweights.! Average earnings per shift
for all workers, which were 5s. 4d. per day in 1913 and 5s.
514d. per day in 1924, had become 8s. 214d. per day in
July, 1927.2

Other illustrations with their supporting statistics need
not be introduced. What has been done in coal has been
done in iron and steel, chemicals, and elsewhere. The
whole movement, which has been quite fully developed

! MeaxiN, WarTer, ‘*The New Industrial Revolution,” pp. 36, 63.
2 Idem , p. 70.
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in Germany, is often referred to now as the ‘‘New Indus-
trial Revolution.”” One would readily assume that its
advantages will accrue to those countries that can adopt it
most promptly and most fully. As it progresses, the result
will presumably be a larger and larger output of goods at
lowered unit costs—an obvious gain to all of us.

But once more we are faced with the dilemma to which
we have so often referred. The rationalization process
means among other things the use of larger amounts of
capital than ever before. The newest and best machinery
must be installed. Out-of-date equipment must be promptly
displaced as improvements appear. This means not only
heavy original investment but also frequent scrapping
of plant, 7.e., a larger charge than in the past for obsoles-
cence. Unit costs are bound to be high unless output is
near capacity. The pressure will be heavier, therefore,
than ever before. Markets must be kept open. Advertising
and other selling costs will mount, expenses of distribution
will be high, competition to sell goods will be keen. To
facilitate exports, assistance will be more necessary than
ever. In any given country, say Germany, exports will be
encouraged in every possible way, by subsidies, by bounties,
by loans at low rates of interest, by discriminating railroad
rates, and otherwise. The domestic market will be safe-
guarded still more rigorously by protective tariffs and
other devices that will keep out foreign products. This
lessens competition at home and, especially if there is a
domestic monopoly, permits a high domestic price the
profits of which make possible a low export price or dump-
ing. This invites antidumping legislation and reprisals of
various kinds from other countries. In each country the
economic organization tends to become more and more
unified against the similarly organized and unified econo-
mies of other countries.
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In other words, the pressure to collect reparations from
Germany intensifies the problem. The Allied countries
have felt impelled to collect impossibly large sums. For a
time the attempt failed but only with a serious demoraliza-
tion in Germany and indirectly at heavy cost to her credi-
tors. In so far as recovery has occurred to date it has been
with financial aid from the outside to such an extent that
it may be said that the people of other countries, especially
the United States, have actually been furnishing the funds
from which reparation payments have been made. Under
the pressure, too, German industry has improved its tech-
nique until it is apparently superior to that in the other
European countries, particularly her most important
rival, Great Britain. To date, Germany as an economic
unit has not been making external payments as is shown
by her balance of trade and by her balance of payments.

Nor are there yet signs that real payments are about to
start. Trade barriers were rapidly rising up to 1927. There
was a pause in 1928 but 1929 and 1930 showed another
upward movement. In Paris the claims against Germany
were reduced, a movement that slightly relieves the strain.
Even so, the economic equilibrium has not yet been re-
stored. There must come still further reductions unless
the world cares to face the strong probability of defaults,
either public or private or both. If the reductions are not
made and German defaults are avoided, there must come
soon a huge flow of German goods that will cause acute diffi-
culty for her competitors in the world markets.

No clearer case could be found of the need for world
cooperation and of the hazards of continuing along present
lines. As yet, however, adequate cooperation is lacking
and there is much reason to fear that the strain will become
worse before effective means for dealing with it can be found
and applied.
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Chapter XII
FRENCH ECONOMIC GAINS

exT in our list is France, a country whose area in
1927 was 551,000 square kilometers or 212,659 square
miles and whose population was 40,743,851. This is a den-
sity of 74 per square kilometer or 191.5 per square mile.
For some reason there exists a widespread misunderstand-
ing of French population. It is commonly believed that the
number of people in the country is decreasing or is station-
ary. This is inaccurate. In 1801 there were 27,349,003
people in France as contrasted with 39,604,992 in 1917 and
40,743,851 today. A chart of population growth shows a
steady increase although a slow one since 1800 with only
an occasional year in which there was no actual gain. The
increase has been far less rapid than that of other countries
but there has been an increase.

Another prevalent misconception in this same connection
is that the French birth rate is very low. Actually it has
not been strikingly below those of other countries of
western Europe and is now about the same as that of
several, being even more than for a few of them. The reason
for the relatively slow gain in numbers is to be found in
the death rate.

A comparison of birth rates and death rates for a number
of countries shows that the birth rate for France in 1927,
which was 18.1 per 1,000, was higher than those for Swe-
den, Switzerland, England, and Wales and almost as high
as those for Belgium (18.3), Germany (20.6), and Norway
(20.0). Even in the United States the rate in 1926 was only
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20.6. The death rate in France for the same year, however,
was 16.5 which was higher than the corresponding rates
for Holland, Italy, Denmark, Czechoslovakia, Norway,
Germany, Switzerland, Belgium, Sweden, and England and
Wales, most of whose death rates were much below that of
France. Thus Italy had a rate of only 15.7, Germany 12.0,
Belgium 13.5, Sweden 12.7, and Holland 10.3.

This relatively high death rate, especially in the early
years, has given to France a slow increase in numbers but
nevertheless there has been an increase. Its adequacy cannot
be arbitrarily settled but those who fear an excess of world
population will find nothing alarming in the birth rate
or in the present number of people per square mile. Appat-
ently there should be concern felt only by megalomaniacs
or by those who for some reason object to the slower gain
in France than in other countries, an objection presumably
based upon a fear that the military strength of the others
may exceed that of France. If larger absolute numbers
are desirable it would seem better to seek them through a
lowering of the death rate. If the concern is over the smaller
numbers per square mile in France than elsewhere, the
remedy might be found not through an increase in France
but if possible through decreases in other countries. This
may be what will occur, since birth rates are declining
in many parts of the Western world.

For many years France has been an illustration of a
fairly stable and a relatively self-contained country,
although statistical demonstration of this is difficult or
impossible. At times, comparisons have been attempted by
noting the total or per capita amount of foreign trade. But
this is highly misleading, for much depends on the size of
the country, just where its boundaries chance to be drawn,
and on other matters. The proper weighting of each factor
is difficult and the net result is often not sufficiently helpful

[229]



The World's Economic Dilemma

to warrant the attempt. Thus a sparsely populated country,
exporting a large amount of food and raw materials and
importing its manufactured products, may have a very
large amount of trade per capita but suffer far less in a crisis
than does the manufacturing country. If trade is demoral-
ized, the food-producing country can get along much better
without manufactures than the manufacturing country
without food.

Among the elements of importance influencing French
economic life have been the system of inheritance under
which the property of a decedent is divided among his
children instead of passing to the eldest son as in England.
This has given to the country a multitude of proprietors of
the soil, each with a small parcel of land, as contrasted
with the great estates of England or even of Germany. It
has encouraged the children to remain at home rather
than seek their fortunes abroad and has contributed much
to the stay-at-home tendencies of the French and consequent-
ly to their outlook. There has followed also a frugality
and an industry which are imperative when such inten-
sive cultivation of the land is necessary and a thriftiness
which is displayed in manifold ways, including the large
number of small savings.

For much the same reason, too, the French have not
been daring in their investments. They have purchased
largely the bonds of their own government or, if they
bought abroad, have favored the bonds of other govern-
ments as presumably safer than industrial bonds. These
tendencies were of great help to the French government
in paying the indemnity of five milliards of francs in 1871
but have been less of an asset in recent years. Immediately
preceding the World War a large and, as it has proved, a
very dangerous amount of French funds had gone into
Russian and Balkan government bonds and the losses on
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them have been heavy.! On the other hand the wide dis-
tribution of property and the fact that nearly every peasant
is to some degree an owner has probably been a stabilizing
influence and has operated against radical movements in
France. From time to time there ate radical agitations in
Paris but it is difficulc to imagine an upheaval in France
like that of 1917 in Russia.

France is by no means poor, as is shown by her estimated
per capita income of $185 in prewar days as compared with
$243 for England and $146 for Germany and the much
smaller $112 for Italy. This is to be attributed to her fertile
soil with its important supplies of coal, iron, and other
natural resources; to the industry and frugality of her
people; and in part also to the fact that the number of
people per square mile or kilometer was not so great as in
England, Germany, France, or Italy. Thus her income per
capita was higher than in any of the others except England,
and yet she had avoided the emphasis on industrialism
shown by several. Alfred Marshall, whom we havequoted as
stressing England’s leadership through ‘‘massive produc-
tion’’ and Germany's strength from utilizing ‘‘science in
the service of industry,” explains French leadership as
due to ““individuality and refinement in production.” He
points out that:?2

The physical features of France have not favored industrial concentra-
tion; the political conditions of the seventeenth and eighteenth centuries
suppressed the middle class; so that French industry was mainly given to
cheap local products, on the one hand; and, on the other, to fine goods,
embodying some artistic feeling and individual judgment. The Revolu-
tion removed many obstacles to massive production. But the equal
division of property made for industrial quietism; and in spite of the
exceptional brilliancy of her engineers, France owes relatively little to

1See PrrQuet, Jurms, ' Les Vicissitudes des Placements Franagais 2 l'Ettwgcr,"
Paris, 1929. '

% “Industry and Trade,” Book I, Chap. VI.
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the aid of mechanical power in manufacture. Individuality contends under
ever increasing difficulties against the forces of massive organization.

For years the usual interpretation of French economic
life has been in line with this characterization by Professor
Marshall. But the last sentence of the quotation should
not be overlooked. “‘Individuality contends under ever
increasing difficulties against the forces of massive organi-
zation.”’ In other words, many French products have found
it more and more difficult to compete in the world's markets
against the machine-made output of England, Germany,
and the United States. Under this pressure France was for a
long time changing and the process has been hastened
during the last 15 years. The World War made necessary
a strong emphasis on rapid, large-scale output of products
at times when individuality and artistic effect were of no
importance. Next came the acquisition of Alsace-Lorraine
and vast deposits of iron ore besides the control of the Saar
for at least 15 years. Then reparation payments and the
necessity of receiving part of them in the form of coal and
other articles that Germany could furnish have added their
influence.

France is, in consequence, more industrialized than be-
fore the war and the process seems likely to be increased
rather than diminished. An examination of production
and trade statistics shows many changes. They should not
be misinterpreted. It should be remembered that the
shifting of a boundary line makes some trade foreign that
was formerly domestic and some domestic that had been
foreign. Iron ore going from Lorraine to the Ruhr was
formerly the domestic trade of Germany while now it is a
shipment from France to Germany and appears among both
French exports and German imports, swelling both their
value and their weight. Nevertheless this area is now a
part of the French economy. Its statistics are a direct

[232]



French Economic Gains

addition to the economic facts about France, its resources
are at the disposal of the French government for purposes
of taxation, and indirectly its influence will be imposed on
other parts of the country.

The receipt of reparation coal from Germany in addition
to the output of French mines, which have rapidly re-
covered their productivity since 1918, has furnished an
abundant supply of cheap fuel at moderate prices. Recon-
struction has been largely completed and the new equip-
ment is superior to the old. Perhaps the best statement
that can be given is in the words of J. R. Cahill, British
Commercial Secretary in Paris:?!

Economic Power in 1914 and 1928.—The devastated areas possess now
an economic capacity far superior to that of 1914. Their coal mines
produced, in 1927, 33.32 million tons against 27.39 million in 1913,
their coke ovens 3.28 as against 2.46 millions, and in patent fuel 2.42
against 1.80 million tons; in gas, benzol, synthetic ammonia and other
by-products the advance has been in a far greater proportion. In equip-
ment, whether as regards permanent plant, electricity installation,
mechanical appliances for coal getting and transport, the advance has
been immense. The iron mines, which show great advance in methods
and equipment, produced in 1927 more ore than in 1913 (when half the
mines were in German territory) . . . As the linen, cotton, woolen
and jute trades with important branches such as the cotton, lace and
embroidery, and the woollen hosiery and the carpet trades, had all their
chief centers within the ten counties, it is probably in these trades that
the greatest advance has been realised. They comprised 60 per cent of
the cotton spindles, 50 per cent of the looms, nearly all the wool combing
mills, about 80 per cent of French woollen yarn and cloth capacity,
93 per cent of linen yarn and about 80 per cent of linen weaving capacity.
The war robbed them of over one-third (2.8 millions) of their spindles
and of 13,000 looms, of 400,000 out of 750,000 wool carding spindles, of
two-thirds of the combing spindles, of three-fifths of the woollen looms,
and of two-thirds of the 600,000 flax spindles, whilst whole linen weaving
centres like Armentiéres and Bailleul were reduced to utter ruins. All

1 Report on Economic Conditions in France in 1928, Department of Overseas Trade,
pp- 50, 51.
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these losses, save to a slight extent numerically speaking (for replace-
ment has often been by larger machine units or by more efficiently
organised factoty units), have been made good by the newest types of
machinery in practically all cases, and when rebuilding was requisite
by better planned, better equipped and larger units. In other important
branches the same thorough overhauling and modernisation has occurred.
In the beet-sugar industry the 145 destroyed or damaged works have
been replaced by 50 new works on a larger scale, and the prewar total
of 213 (most of them in the ten counties) is now reduced to 107, which
possess a superior production capacity than the greater number in 1914.
Similar reconstruction and superior capacity is to be observed as regards
the very numerous small breweries, brickworks, distilleries, building
and other undertakings in these areas. It resnlts from all these trans-
formations that, although the official statement returns the percentage
of industrial reconstruction at 88, on the basis of the number of establish-
ments with over 10 persons that have been damaged and reconstructed,
yet owing to the nature of the reconstruction one may regard the indus-
trial reconstruction from the point of view of potential production as
more than completed, and may even assume an excess margin of, say,
25 to 40 per cent.

These extracts, if read with even a little imagination,
picture a change of great significance. France was of course
not economically independent before the war. No country
could be. But this account of reconstruction is one that
shows a rapid growth of large-scale industry with the
familiar story of increasing dependence on other regions
for food, raw material, and markets. Since 1913 French
territory has been enlarged and her industrial power in-
creased. This was done largely at the expense of Germany.
But Germany has met the situation by increasing her own
efficiency and productivity within her reduced area. Under
continuing pressure from without for reparation payments
and from within because of the economic forces we have
been describing, she is bringing her economic capacity
back to prewar and may soon exceed it. With France also
adding to her industrialization there is in the aggregate

[234]



French Economic Gains

an immense gain in productive capacity in western Europe,
a growing stimulus to economic competition, and hence a
potential addition to the intense rivalry which causes
so much trouble between industrialized countries.

Sefior de Madariaga in his recent volume ‘‘Disarmament’’
reminds us that armaments are not so much the cause of
wars as they are an instrument of policy used both during
war and during peace. It seems certain that this enlarged
economic capacity with all it means in a growing need for
resources and markets elsewhere will make more important
than ever before these militaty *‘instruments of policy.”
Unfortunately the signs of disarmament are not yet very
reassuring. If disarmament actually comes it will come in
spite of the growing need for military equipment as an
aid in the economic struggle. Every aid, military and other,
will be needed more than ever. Disarmament under such
conditions may be attributable to a changing code or to a
dread of the burdens of militarism and of the horrors of
warfare. More likely, as we shall argue later, it will be
due to the gradual appearance of other forces which may
soften the international rivalry and ease the tension be-
tween the competing units.

France, then, is a larger area than 15 years ago, with a
more numerous population and with an economy more
industrialized. She still excels in the production of what
Marshall calls *‘fine goods embodying some artistic feeling
and individual judgment,”” but the gains of the machine
process are clear. A combination of developments has given
her more coal and iron ore and has increased her emphasis
on large-scale output of heavy products. In discussing
Germany we saw the emphasis there on the heavy indus-
tries—on coal production, on iron and steel, on chemicals,
and on shipbuilding. Much of this stress is on the manu-
facture of capital goods, the making of steel rails, loco-
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notives, building materials, ships—or on the output of
0al, much of which must be used in plants which produce
ron and steel, etc. Looking back two chapters, we tecall
hat these are the products on which so much of British
ife depends. And here is France with growing emphasis
»n the same lines of production. In the coming pages
wttention will be called to certain similar developments in
taly, Japan, and the United States, and still other countries
:ould be added to the list.

This at once suggests the problem of markets. If the
manufacturers of so many countries are trying to sell
the same kind of articles, can the market absorb them? The
immediate reaction of many is to insist that the market
at any given time is limited, that what one group gains
another group loses. To this view others reply that this
may be true in the short run but that in the long run the
world economic organization will become adjusted. If
too many articles of a given kind, say steel rails, are being
produced, the price will fall and some of the capital and
labor employed in making them will after a time be shifted
to the making of other articles. In the long run, certain
natural economic laws will make themselves felt.

Both views are, of course, cotrect. Short-run difficul-
ties are constantly apparent, but if economic events are
viewed with a little detachment and perspective, adjust-
ments may be seen. If one may dare to generalize at all,
he will say that the tendencies making for strain are the
stronger at present; that in the last 15 years the pressure
has been to invest more capital and labor in much the same
heavy industries in all western countries; that modern
processes call for more and more capital for each plant;that
the inducement to run each of these plants at full capacity is
strong; and that the new machinery and the new processes
are designed to add to output, not to curtail it.
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From this difficulty two general lines of relief may be
visualized. One is to expand the markets in order that all
of the huge output may be regularly absorbed. While
markets are expanding, the gain is not yet sufficiently
rapid to handle the problem. Even German rationalization
often tends to permit production at lower unit costs but
does not always reduce production. It may merely concen-
trate it in the most efficient, i.e., the low-cost plants. In
France industrial equipment is modernized. Loans have
been made to Germany on a huge scale, particularly by
American investors. If those are right who justify these
loans by saying that they have been utilized productively,
we face both in Germany and in France a huge productive
capacity, for which it will be difficult to find adequate
markets. When, as, and if Germany really begins to pay
reparations by some other method than through loans,
the struggle will become mote intense than ever. Germans
will demand a market for their goods; the British have so
much at stake that they will not yield without a struggle;
and we have noticed the strengthened position of France.
To the list of countries may be added Italy, Belgium,
Czechoslovakia, Austria, and others. A large and very
rapid expansion of markets is needed if the potential sup-
plies of certain goods ate to be sold. It is too much to expect
that friction can be avoided.

The other line of relief is to be found in a greater diversi-
fication of output. If the aggregate of labor and capital
in the coal industry is too great, some of that labor and
capital may perhaps be used elsewhere. If there¥are too
many coke ovens or steel mills or shipyards, some of them
might be abandoned at least temporarily. It will be remem-
bered that this has been done to a degree, especially under
rationalization in Germany. But the process is not an easy
one to carry out. No one owner or group cares to take the
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lead. No corporation will close voluntarily, accepting the
loss of shutting down and dismantling a plant for the sake
of the general good. In an early chapter on large-scale
production we stressed the tendency for a large plant to
continue operating for a long time even at a loss. And even
if the organization within each of the countries is thorough
there is no reason to expect that any one of the groups thus
organized—British, German, French, Belgian, Italian—
will shoulder the sacrifice for the sake of the others. The
same is true for groups organized along any line if the
organization does not include all or a high percentage of
the producers. This means that the solution is ultimately
to be found in international cooperation on a huge scale—
not in one industry but in many.?

France has more fully aligned herself with the indus-
trialized countries and her movement comes at a peculiarly
difficult time. But we must pass on to other phases of her
life, about some of which there is more or less misunderstand-
ing. One is her currency policy. In the chapter on England
attention was called to the three different possible solutions
of the currency problem—inflation, deflation, and devalua-
tion at the price level of any given date. England deflated
until the pound was at the old par with the dollar. Ger-
many inflated further until virtual repudiation was compul-
soty. But France devaluated the franc, a de facto solution
from the fall of 1926 that was made legal in June, 1928.
The franc is no longer a lump of gold weighing a little
more than four grains. It is permanently about one-fifth of
that weight. Instead of some 25 francs being the equivalent
of a pound sterling, one can exchange at the rate of about
124 francs to the pound. One may acquire about 25 francs
with a dollar instead of 5 francs for a dollar as in 1913.

1See, for example, J. R. BeLrersy, * Coal Mining- A European Remedy,” Lon-
don, 1928.
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Apparently the decision to devaluate the franc at this
level was taken only after a long struggle between the rival
economic groups concerned. Investors in obligations
payable in francs now receive only about one-fifth as much
as they would have received if the franc could have been
brought back to the prewar parity with the pound and
the dollar. These losses seem serious but like many others
in life are not so bad when closely examined. We have
noticed the strain on the British economy that has been
due to falling prices and have pointed out the reasons for
it. This strain occurred in spite of the fact that the pound
had never fallen below $3.18 and was that low only for a
short time. Yet that brief low level represented a loss of
only about 35 per cent of its value. The French franc, how-
ever, fell much lower. Overlooking the brief period in the
summer of 1926 when it was worth less than 2 cents, we
may point out that it was for a long period worth only
about 20 per cent of its old par, or less than 4 cents. If the
owners of obligations payable in francs had been able
to carry out a complete deflation policy—one that would
have brought the franc back to 5.18 for a dollar and 25.22
for a pound—prices would have been driven down corre-
spondingly. In the face of such a slump, business would have
collapsed, unemployment would have become well-nigh
universal, and recovery might have been delayed for years.
Such a disaster would have been no help to the rensier
group. As creditors of business and of the government
their claims would for the most part have become worth-
less. Their debtors would not have been able to pay. Even
the government would have defaulted.

It is understood that there was a prolonged struggle
between those who favored a restoration of the franc to
the old par and those who opposed such a move. Fortu-
nately, devaluation, or, to use the more complimentary
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term, ‘‘stabilization,’”” was finally determined upon at
approximately the level of 1927, viz., at about 124 to the
pound and 25 to the dollar. The shock of de facto stabiliza-
tion proved to be moderate and when de jure stabilization
occurred its effect on business was not noticeable. Prices are
perhaps not yet fully adjusted to the new situation but are
apparently becoming more nearly so each month. France was
saved the severe social strain that inflation and repudiation
placed upon Germany and also the difficulties that the
opposite policy—"‘deflation’’—produced in England.

It is premature, at least for one not thoroughly conver-
sant with the details, to speak with much assurance, but
one suggestion at least may be hazarded. In spite of the
fact that so many of the French have small savings there
is not a rentier group with the concentrated power that is
to be found in England. Nor have the French invested
so widely all over the world, owning promises of other
people to pay in francs. Their foreign investments were
important but were somewhat concentrated and many
of them had already become worthless or nearly so. Losses
from devaluation were, therefore, comparatively slight.
The British have felt that their own procedure was one of
financial virtue. But as they have observed the comparative
ease with which the French passed through their currency
stabilization as contrasted with the British difficulties,
some of them have voiced a doubt regarding the wisdom
of their decision.

In France the stabilization of currency was long delayed
Some observers have argued that it might have come
sooner but many such critics seem to be talking of a different
world than the one in which we live. If human beings
were omniscient and rational, doubtless their behavior
would be different. It is at any rate certain that the French
government and people faced an extremely difficult task

[240]



French Economic Gains

at the end of the war. Prompt reconstruction of the devas-
tated regions was highly important—partly as a matter of
relieving human suffering and partly because the economic
life of France would be tremendously aided by the recovery
of those rich provinces that had been laid waste. Their
coal mines and their factories and their agricultural output
were needed to help other sections and their resources
were likewise important to the government.

How to finance the reconstruction was the problem. An
unwise reliance was of course placed on the ultimate
receipt of reparation payments from Germany. The eco-
nomic and other human limitations were not fully appre-
ciated. Yet, in practice, the method followed was probably
the only one that was feasible. Even if Germany were to
pay, there would of necessity be a long delay and it was
important that reconstruction proceed at once. By starting
promptly, employment was at once given to labor used
directly and indirectly in the process and much friction
was avoided. The amounts needed were so huge that
taxes adequate for the total involved would have been
impossibly heavy. If, moreover, Germany were ultimately
to foot the bill, there was no reason to resort to taxes.
It was much better to borrow the money and then repay
when the funds from Germany were received.

Such, in brief, was the setting. Funds were borrowed in
various ways that need not be analyzed here. The salient
facts are that (1) the funds were borrowed and the govern-
ment thereby assumed heavy obligations either direct or
through endorsement; (2) under the strain of events much
of the borrowing was done on short-time paper, thus
creating the problem known as the floating debt; and (3)
since many purchasers of these miscellaneous government
promises could not or did not pay outright in cash, inflation
was resorted to. Much of the money needed was borrowed
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from the banks, many of whom secured it from the Bank of
France. The government also borrowed heavily direct
from the Bank of France whose real assets were inade-
quate. Consequently its note issues grew in amount and
as they were put into circulation the price level rose. The
usual vicious circle was in evidence. Financial strain
forced borrowing from the bank, which handed out its
notes freely. But these notes when put into business use
raised prices, thus forcing business and government to
borrow still more.

To record this process seems to many observers an ade-
quate condemnation. Inflation means suffering, social
dislocation, loss of savings. In some cases, as in that of
Germany in 1923 and even in France something over 100
years ago, it meant ultimate repudiation. But before passing
adverse judgment on the French procedure prior to 1926
it is well to notice a few important facts.

One is that France during this period and even since,
with the exception of a short time in late 1926 and early
1927, has been remarkably free from unemployment.
Everybody has been at work. True, prices rose, but all
workers had something even though it was inadequate—a
situation better than that in England where there was
rigid adherence to orthodox finance, but a huge amount
of unemployment.

Next it should be noticed that after a remarkably short
time the reconstruction was completed—not fully, for
there is still much to do, but largely. By setting to work,
homes and factories and railroads and highways were
rebuilt. They were new and in many particulars they were
modern. The coal mines were restored and the coal output
by 1925 exceeded prewar. And so in other lines. France
prospered. There was for years an actual shortage of labor
and “‘between the end of 1921 and the spring of 1927 about
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one and a half million foreign workers had to be imported
from Poland, Belgium, Italy, Spain, Czechoslovakia,
North Africa, and elsewhere.”” After a slight reaction in
1926 and 1927 the year 1928 saw a new wave of prosperity.

Whatever one may think of the method, the economic
gains have been clear. The result is a busy population, a
reconstructed country in better economic condition than
before the war, a technical equipment probably far better
than would have existed had some other method been
followed. Inevitably there were errors of judgment, there
have doubtless been waste and extravagance, some of the
charges of dishonesty may have been true. But France is
today economically strong.

In the economic field the main problem is the government
debt. In 1913 the total was 34,204,000,000 francs. On
Aug. 31, 1927, after de facto stabilization had been accom-
plished, the total was 474,797,000,000. Of this, 294,957,-
000,000 was ‘“‘domestic,’”” or internal, debt payable in
francs. The remainder, or 179,840,000,000 francs, was
external debt payable chiefly in pounds and dollars but
converted into francs at the new stabilized level. A few
comments on these two groups of debts will be helpful.

First, it is easy to create a wrong impression regarding
such a debt either by minimizing its significance or by
exaggerating it. Both views have an element of truth.
Those who contend that the burden of an internal debt
is not important argue that the money collected by taxes
to meet the debt charges is merely taken from the public
as taxpayers and handed back to the same general public
who are likewise bondholders. The process is merely that
of taking money out of one pocket and putting it 1n another.
If one looks merely at the money one can say that no
money leaves the country. If instead one refers to the flow
of commodities which constitute the real income of the
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country ome can say that by taxation the government
acquires a temporary control over a part of that stream but
promptly diverts it back to the general public by its pay-
ments to bondholders. As long as the processes of farming,
mining, manufacturing, and trading are continued there
will be an endless stream of the good things of life produced
and distributed. If the debt is an internal one these com-
modities and services are still in the possession of the home
population and the only loss is the outlay for the services
of the public employees who collect the taxes and disburse
the interest.

Like most other arguments seriously advanced in
economic discussions this one is partially true and erts
chiefly through its omissions. If each individual taxpayer
were a bondholder who received each year in interest
and repayment of principal an amount exactly equal to the
sums paid in taxes for the debt service, then the contention
just recited would be true. It would also seem to mean that
each bondholder ought to be willing to have his bond
destroyed. He would lose the bond but also he would be
free from the burden of the corresponding tax.

Needless to say, the burdens are not distributed in this
manner. Some taxpayers own no bonds and some bond-
holders pay only moderate taxes. The real incidence of
taxes, moreover, is very difficult to trace. The taxes may
be wisely imposed or unwisely. It is highly probable that
in most modern communities the result of 2 heavy public
debt and consequent high taxes is to place the public
under considerable strain. More is taken from some groups
in taxes than is equitable and more is received by groups
of bondholders than is best for the country or even for
themselves. There may be and often is a very serious social
strain if there is a heavy debt. Some individuals and
industries bear a larger part of the burden than is wise.
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Yet the funds do not leave the country. The taxes do not
drain the country of its wealth or of its income. The
burden, if any, is connected with the inequitable distribu-
tion of wealth and income within the national borders.

Of course the external debt is different. As long as all
people living within a given area call themselves Swiss or
Roumanians or Americans or English or French and feel
that they are in some peculiar way different from other
people, just so long will they resent the idea of having any
part of their income drained off to the people of other
areas. And they are cotrect in contending that there is a
real loss. It is interesting, however, to notice that the
resentment is usuaily less general and less bitter if the
recipients chance to live in the same area and under
the same governmental jurisdiction as the taxpayers.

The external debt of the French government on Aug.
31, 1927, was 179,840,000,000 francs, of which 159,638,-
000,000 francs was political debt, i.e., debt arising from
the war and owing chiefly to the governments of Great
Britain and the United States. It is this debt that causes
the most discussion, especially the amounts due to the
government of the United States, since the British govern-
ment in the Balfour note of August, 1922, and in later
affirmations of it has announced a willingness to take
from its debtors, including Germany, only the sums needed
to meet its payments to the United States.

It is, of course, hopeless to attempt a statement of the
pros and cons of this debt in a few paragraphs. Instead,
we shall merely reiterate our regret that the debt still
exists and a willingness to use almost any formula to bring
about further reduction or cancellation of all the sums
due to the United States. Unfortunately there is no proba-
bility of such reduction in the near future and in the mean-
time there is no valid reason forexaggerating the seriousness
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of the economic burden involved. The political and moral
arguments are not to be ignored and perhaps should be
decisive.

At present the French government is paying to the British
and American governments £8,000,000 and $32,500,000, or
a total of about $71,432,000 each year, the amounts reaching
a maximum of $193,131,000 per annum by 1957. These
payments are being made at the rates called for by the
funding agreements negotiated with the creditor govern-
ments. The amounts are for the present not large and perhaps
it may be added that of the $32,500,000 paid to the United
States government $20,000,000 may be thought of as
interest on notes given in 1919 as payment for war
supplies valued at $400,000,000. This leaves only $12,500,-
000 to be paid per annum on the strictly *‘political’” debt.
Or if another one per cent or $4,000,000 is viewed as an
annual sinking-fund payment on this same war-supplies
debt, the total annual amount to be assigned to this obliga-
tion is $24,000,000, leaving for the present only $8,500,000
payable on the “‘political”” debt.

If it were not for the non-economic arguments, the
amount involved would not be tragic. The present burden
of $71,430,000 per annum is clearly within the realm of
possibility and is only one-ninth or one-eighth of the
2,500,000,000 marks asked from Germany as a minimum
under the Dawes Plan, and it is only between one-seventh
and one-sixth of the annual amounts Germany is asked to
pay from 1930 to 1966 under the Young Plan.

The amounts are definitely being paid by France and not
from borrowed funds. The French balance of commodity
trade is at present adverse, although in several recent
years it has been slightly favorable. The balance of total
payments is one that is greatly strengthened by tourist
expenditures in France and readily permits the payments
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that are being made. The real economic difficulty centers
more about the budget. It is an internal question but a
serious one and even the somewhat moderate amount due
on the political debts is large enough to be appreciable.
It is not unfair, however, to point out that these political
debts call for only about three and a half per cent of the
54,000,000,000-franc government budget.

But having argued that the political debt burden is not
an impossibly heavy one for France, an American ought
not to risk being misunderstood. Let us immediately add
that as an economic matter the total amounts coming
from the 13 debtor governments to the government of the
United States are relatively unimportant. They amount
to less than $250,000,000 per year and are about one-fourth
of one per cent of the aggregate national income of the
United States, only a little more than five per cent of the
federal budget and five per cent of the imports. If these
questions could only be settled on their economic merits,
there would be little reason for the government of the
United States to press its claim. And no matter what one's
judgment may be on the moral arguments, an American
cannot but be disturbed over the feeling on the issue that
he finds in Europe.
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Chaypter XII1
ITALY'S HARD TASK

TALY is one of the best illustrations of the dilemma faced
I by the modern economic world. Among the countries
of western Europe Great Britain has the largest per capita
income, has industrialized most fully, and has the highest
degree of dependence. Germany has developed rapidly and
among the large countries is perhaps second in the extent
of her dependence on the rest of the world, although if
smaller countries were included in our survey Belgium would
probably come second. France, as we have seen, has in the
past had a somewhat independent economy but is rapidly
adding to her industrialization and is becoming a keen
competitor.

Yet Italy differs from the others in our list. First, notice
her population. In an area of 119,705 square miles there
were on Dec. 31, 1927, a total of 40,910,175 people, which
is almost 342 per square mile or about 131 per square
kilometer. This is more than for France and for Switzer-
land, is about the same as for Germany, but is less than for
the United Kingdom, Holland, and Belgium. It will be
remembered, however, that these are crude figures. Italy
is 2 mountainous country and has few natural resources.
Much of her soil is not arable and much is not suited to
any form of agriculture, while a considerable amount is
in no way productive. As pointed out in Chap. III, it is
estimated that there are in Italy 143 persons per square
kilometer of productive land, 188 persons per square
kilometer of agricultural land, and 307 per square kilo-
meter of arable land.
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It will be remembered also that even alike areas of
productive or arable or agricultural land are not equal in
fertility or in productivity; that river-bottom lands and
land on an Italian hillside are not equally productive;
that trees are not all of the same height; that mines have
ore of varying richness; that one kind of deposit such as
oil may be far more valuable than a deposit of, say, sulphur
found over the same area. We must not forget, too, that in
an industrial age such a resource as coal is peculiarly
important and must be imported if it is lacking. And
Italy lacks coal, a deficiency which must be met not by
doing without the coal but by importing it in huge quanti-
ties and at great expense. As we shall notice later, the
development of hydroelectric power has gone on rapidly
since the war, but more coal than ever is being imported.

It is difficult to find a suitable test that will express
Italy’s comparative position but we may revert to the one
already used—the per capita income of the country. It
will be remembered that in the list given (which was
taken from the estimates of Sir Josiah Stamp as published
in the Journal of the Royal Statistical Society of March, 1919,
and as adapted by the National Bureau of Economic
Research) the per capita income of Italy just before the
World War was $112, which was greater than the $29 for
Japan, $54 for Spain, and $102 for Austria-Hungary, but
below the $146 for Germany, $185 for France, $243 for
the United Kingdom, and $335 for the United States.
Although low as compared with several other countries,
this per capita income is well up among the countries of
the world. Yet all such matters are relative and the observer
from the more fortunate countries is apt to feel keenly
the poverty of Italy. A highly important fact must not,
moreover, be overlooked. This living standard that is
none too high rests upon a narrow foundation. Italy
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lacks natural resources, her population is growing rapidly
while emigration is restrained, and she must depend on
other parts of the world for some of the most important
of her economic needs—food, raw materials, and markets.

Notice next the growth of her population. From perhaps
17,000,000 in 1800 there has been a rapid increase to the
40,910,175 at the end of 1927. And the increase continues
to be rapid. The death rate which was 15.7 per 1,000 in
1927 is a relatively high one, being greater than the death
rates in that same year in Holland (10.3), Denmark (11.3),
Norway (11.5), Germany (13.3), Belgium (13.4), Switzer-
land (12.4), and Sweden (12.0); but it was lower than those
for Poland (17.4), Roumania (22.2), Hungary (17.6),
and Spain (18.9), and even lower than the 16.5 per 1,000 in
France. But the birth rate in 1927 was 26.9, which was
exceeded only by Spain and Portugal and Czechoslovakia
in western Europe. In 1927 there were 1,121,072 births in
Italy while the deaths were 631,897, an excess of births
amounting to 489,175.

One needs but slight imagination to realize that a country
with so many people and with a standard of living no
higher than the one prevailing in Italy might feel the
pressure. Perhaps we may quote Mussolini:!

We are forty millions squeezed into our narrow but adorable peninsula,
with its too many mountains and its soil which cannot nourish so many.
There are around Italy countries that have a population smaller than
ours and a territory double the size of ours. Hence it is obvious that the
problem of Italian expansion in the world is a problem of life and death
for the Italian race. I say expansion: expansion in every sense: moral,
political, economic, demographical.

There are those who feel that this pressure of population
on resources might properly call for a retardation in growth,

1 As given by Scaneper, H. W., **Making the Fascist State,”” pp. 35-36.
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for efforts to reduce or at least not to increase numbers.
Yet this is not the Italian policy, although the outlets
for Italian emigration are reduced and those who cannot
go abroad must stay at home. Thus emigration, which
averaged 597,000 per annum from 1901 to 1909 and 650,000
per annum from 1910 to 1914, was only 280,000 by 1925
and is still less at present. Figures for repatriation should
be subtracted but they are available only since 1902.
Repatriation was particularly important during the World
War but the movement inward was heavy even after the
conflict ended. Yet when this is allowed for, the result
is a decline in net emigration from 225,000 per year from
1922 to 1924 to 131,000 in 1925 and 106,974 in 1927. The
net annual gain to the numbers in Italy in recent years is
about 11 or 12 per 1,000.

This human pressure on a country “‘with its too many
mountains and its soil which cannot nourish so many"
does not bring proposals for reduced numbers, however,
but the contrary. The official effort is to secure an increase
of the population. Bachelors are taxed and attempts are
made to check the spread of knowledge about birth control.
Although some of the tax measures are for fiscal rather than
for social purposes, the official and church influence are
in favor of large numbers.

On May 26, 1927, Premier Mussolini delivered an address
which was seized upon by many as furnishing a key to
some features of Italian policy. At that time he said:!

We must be ready at a given moment to mobilize 5,000,000 men and
be able to arm them; we must strengthen our navy and also our aviation,
in which I believe more and more, and which must be so numerous
and so powerful that the roar of its motors can drown out every other
noise on the peninsula and the surface of its wings hide the sun from our

1 Quoted from Scuneiner, H. W., op. cit, p. 35, 39.
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land. Then tomortow, when, between 1935 and 1940, we shall be at a
point which I would call crucial for European history, we shall be able
to make our voice heard and to see our rights finally recognized.

Some unintelligent persons may say: There ate alteady too many of
us. Intelligent persons reply: Thete are too few of us . . . Let us speak
plainly. What are 40,000,000 Italians to 90,000,000 Germans and 200,-
000,000 Slavs? Turn westward: What are 40,000,000 Italians to 40,000,000
French plus their 90,000,000 colonial inhabitants, or to 46,000,000
English plus the 450,000,000 in their colonies? Gentlemen, if Italy wants
to count for something, it must appear on the threshold of the second
half of the century with a population of not less than 60,000,000 inhabit-
ants . . . If we fall off, Gentlemen, we cannot make an empire, we shall
become a colony . . .

Every couple should leave behind it its own equivalent plus x, that is
at least three or four children.

We might speculate on the political implications of these
pronouncements but this is an economic study, not a
political one, and it is enough to record the economic
facts without seeking for a political or military interpreta-
tion. Italy is poor, her population is numerous and rapidly
increasing, and, as we shall see, the signs of difficulty are
numerous enough. Notice, for example, the amount of
unemployment. It was serious in 1921 and 1922 as in all
other industrial countries after the business crisis of 1920.
Then there was an improvement, but this was followed by
another increase to a seriously high level. On Dec. 31,
1927, there were 414,283 totally unemployed through lack
of work, 75,807 partially unemployed through working
on short time, and 32,157 partially unemployed through
working on the alternating-shift system. These total
522,247 and show a condition almost as serious as in 1922.
At the end of January, 1930, the corresponding total was
489,416. These are high points but the periods of improve-
ment in the postwar years have been brief and have been
during monetary inflation. A considerable amount of
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difficulty in maintaining regular employment in Italy
might be expected but the large numbers in 1927 and in
early 1930 which have been lowered since are to be
explained in part by the Italian currency policy.

In Chap.IV we noticed a map prepared by Prof. Ellsworth
Huntington on which he has indicated those areas in which
the climate is most conducive to physical and intellectual
activity. It will be remembered that this revealed for
northern Italy an invigorating climate but one less satis-
factory in the south. In general, natural tresources are
scarce in Italy. Fuels are especially so and for heating and
power, coal must be imported except as water power can
be developed. Only low-grade lignite is found locally
in quantities. There are extensive quarries of marble,
granite, and other minerals but their commercial signif-
icance is diminishing rather than increasing. There are
only scattered deposits of iron ore of rather poor quality.
There are some deposits of nitrates and large ones of
sulphur. Agriculture is carried on in a wide variety of
products but so intensively that increases in output can
be secured only at a high unit cost.

With political unification, Italy undertook also industrial
development. Despite a shortage of fuel, meager supplies
of iron ore, and but few other basic raw materials, there
has been a marked expansion of the so-called ‘‘heavy’
industries and also of textiles, chemicals, leather, rubber
goods, glass, beet sugar, hats, etc. This has been accom-
plished largely with the aid of a protective tariff, the
commercial policy of Italy being frankly protectionist,
especially after 1887. From other countries a considerable
amount of food is imported each year and huge quantities
of cotton, copper, rubber, wool, and other raw materials.
Finished products manufactured from these articles can
be sold in the Italian market behind tariff walls.
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Whether the gains to the Italian public warranted such
a policy we cannot now inquire. We may emphasize,
however, first, the extent to which this permitted the
employment of a larger number of people per squatre mile,
particularly in the industrial regions in the north; second,
theincrease in the number of Italian-made products available
for home use; and, third, the growing dependence of Italy
on outside sources for food, raw materials, and markets.
This is the same phenomenon we have seen for Great
Britain, Germany, and France. But those countries have
possessed to a greater or lesser degree a considerable volume
of natural resources as a basis for their action and perhaps
as a warrant for it. They have become dependent, it is
true, but their position is somewhat strengthened because
other countries in turn depend on them for so many prod-
ucts. British coal, German coal, French iron ore, and
German nitrates will do for illustrations. But Italy is far
more dependent on other countries than other countries
are on Italy. It is largely (though, of course, not entirely)
a one-sided dependence.

Agriculture in Italy can be catried on only at relatively
high costs and Italian industry could have developed but
little in competition with that of other countries had it
not been supported heavily by high protective tariffs.
This economic position of Italy has been an important,
if not a determining, factor in her past policies and will
probably play an important part in the future.

The monetary unit of Italy is the lira, a unit of the same
weight in prewar days as the French, Belgian, and Swiss
francs. During the World War and in the years immediately
following, the paper money of Italy, which was primarily
the note issues of four leading banks and a few notes issued
by the government, was greatly inflated. At the end of
1913 the amount outstanding was 2,783,000,000 lire. By
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the end of 1920 the amount was 21,744,000,000 lire. There
was then a decline followed by another growth to 21,450,-
000,000 lire at the end of 1925. That this was inflation and
not merely an increase in the volume of money, that it
was an increase greater than the growth in the volume ot
business to be done with it is shown by the rise in prices.
If 1913 is taken as the base and designated by 100, the
wholesale price level at the end of 1926 was 603. In July,
1926, the cost of living in Milan was 649 with the period
anuary to June, 1914, taken as the base.

This rise in prices had all the effects with which the
world is now so familiar. The prices of some articles rose
more rapidly than the prices of others. Wages, particularly
of unorganized labor, lagged behind prices. Debtors whose
obligations were payable in lire found it easy to pay
their debts as these lire became more abundant, easier to
secure, and less valuable. Creditors, the owners of bonds
and mortgages, received the number of lire to which they
were entitled but found that prices were so high that their
real incomes were reduced, that with their incomes as
large as ever in lire they could buy far less than before of
the necessities of life.

We are familiar with the way in which the problem was
met in other countries. The World Economic Conference
held at Genoa in 1922 urged the countries with inflated
currencies to return to the gold standard. Germany and
several others did so by first continuing with inflation
and ultimately repudiating the vast mass of paper obliga-
tions. England, as we have found, deflated before stabiliz-
ing, thus putting her industries under a heavy and, as
some feel, an unwise strain. France did not deflate and was
able by strenuous efforts in 1926 to avoid further inflation.
She finally effected a stabilization that became legal in
June, 1928, and accomplished it without the harmful
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effects of a changed price level that were felt in Germany,
in England, and in so many other countries.

Italy followed a plan that has been quite generally
criticised. It will be remembered that in 1926 prices were
over 600 compared with 100 in 1913. Italian economic life
had largely adjusted itself to that level. Not all the adjust-
ments were complete but many had been made. Wages
were at least on the way to the new high level of prices.
Borrowers who had raised needed funds at banks, by the
sale of bonds and otherwise, had adjusted their borrowings
to the high price level, i.e., had obligated themselves to
pay the number of lire necessary to carry on business at
that level. The government, too, had adapted itself to
this situation, and by June 30, 1927, its internal debt,
i.e., the amount payable in lire as distinct from the amounts
payable in dollars, pounds, etc., was 83,675,000,000 lire.

Now it is curious that this situation, »iz., one of high
prices, had certain very distinct advantages. Unquestion-
ably those who had bought lira bonds when the price
level was low had lost. Nevertheless the government and,
therefore, the taxpayers had been put into a very favorable
position. Although large amounts had been borrowed by
the government and the public debt had grown in nominal
amount from 15,766,000,000 lire on June 30, 1914, just
before the war, to 83,675,000,000 lite on June 30, 1927,
the burden of this public debt had actually not increased.
Instead, if proper allowance is made for the fact that the
general price level had risen as compared with a prewar
100, it is found that the debt in 1925 was really 15.6 per
cent less than before the war.

Yet the Italian government carried out a policy of
deflation before returning to the gold standard. How
extensive a deflation was planned it is not possible to say.
Rumor has it that many had hoped to bring the lira back
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to its old relationships of 25.22 to the pound and 5.18 to
the dollar, i.e., to resume redemption of paper lire in gold
lire of the old weight of over four grains of pure gold. A
measure so extreme was entirely impossible, and, if seriously
undertaken, industry would have been prostrated and the
government would have been bankrupted. Prices would
have fallen from their level of over 600 to, say, 150, i.e.,
would have been reduced by 75 per cent. All or nearly all
borrowers at the high price level would have failed.
English readers will remember the strain of a much slighter
reduction of prices in Great Britain, and Americans will
recall the difficulties brought on by 2 much smaller decline
in 1920.

Stabilization was at last decreed in December, 1927, at
92.46 lire to the pound, which gives to the lira a value of
5.26 cents in American money. But the raising of the value
of the lira from 3.30 cents, at which it was quoted in
August, 1926, to 5.26 cents meant in effect the addition
of a large burden of government debt, and hence a larger
amount was placed on the shoulders of taxpayers. Every
other debtor whose obligations were payable in lire like-
wise found his difficulties increased. Wholesale prices fell
until in March, 1930, they were about 400. Bankruptcies
were multiplied. The numbers of totally unemployed had
shrunk t0122,200 on Dec. 31,1925, but by January 31, 1930,
they had become 466,231 in addition to large numbers on
short time and on the alternate-shift system. Both exports
and imports declined.

We may summarize at this point by saying that Italy is
a country of limited natural resources and with a numerous
population whose per capita income is low compared with
that of the other countries we have examined. The war
and the inflation created a burden that was heavy but
could have been carried much more easily had there not
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been a partial deflation. The industrial life of the country
has been developed with the aid of high protective tariffs
and with raw materials and fuel which are secured almost
entirely from outside the country. Like other industrial
countries Italy has become very dependent on foreign
areas but the dependence is somewhat one-sided. Under
such circumstances either the Italians must make a vigorous
effort to maintain and to raise their standards or else there
will be a reduction.

In her trade with the rest of the world Italy has for nearly
60 years been importing more than she exported. Not
since 1871 has there been an excess of exported goods over
imported, the amount in that year being 123,000,000 lire.
Every year since has shown an excess of imports, now more
and now less, but always an excess. The unfavorable
balance rose in the eightys and declined in the ninetys
to a low point of 64,000,000 lire in 1899, after which it
became constantly heavier. In 1912 imports exceeded
exports by 1,290,000,000 lire and in 1913 by 1,075,000,000
lire.!

During the World War Italy, like the other European
belligerents, imported heavily for military needs but even
since the war ended the unfavorable balance has been
maintained. Expressed in gold lite of the old weight,
for the purpose of comparison with prewar figures, the
trade deficit was 643,000,000 lire in 1924, 1,071,000,000
in 1925, 939,000,000 in 1926, and 1,259,000,000 lire in 1927.2

This is a deficit in commodity trade only and takes no
account of invisible items, which are of increasing impor-
tance for all countries. When both commodity trade and
invisible items are included, the balance of payments is

! McGuirg, C E., **Italy’s International Economic Position,”" p. 264.

2 Rawwuing, E. C. D., and H. C. A. CareeNTER, Report on the Economsc Sstuation sn
ltaly, 1928, p. 31.
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less against Italy. The excess of imported commodities is
in part paid for by foreign tourists traveling in Italy and
by home remittances from Italians living abroad. One
estimate by Bonaldo Stringher for about 1910 placed each
of them at 450,000,000 lire and along with other items
reduced the deficit to about 135,000,000 lire.!

In his volume *‘Italy’s International Economic Position"’
C. E. McGuire brings together the available data on the
international accounts of Italy and we may state briefly
his conclusions. For the period 1901 to 1905 he finds that
the invisible items so fully offset the trade deficit as to
create an annual average surplus of 320,000,000 lire. From
1906 to 1910 there was an average annual deficit of 125,000,-
000 lire and from 1911 to 1914 one of 185,000,000 lire.
For 1915 to 1919 the total deficit was 23,150,000,000 gold
lire; for 1920, 3,500,000,000 gold lire; for 1921, 885,000,000
gold lire; for 1922, 230,000,000 gold lire; for 1923, there
was an approximate balance; for 1924, a slight surplus;
and for 1925, a probable deficit the amount of which
McGuire does not attempt to state.? It is, of course, to be
remembered that during these postwar years the huge
gold debt due from the Italian government to foreign
governments was not being cared for and that unpaid
interest on it was accumulating. Later by her debt settle-
ments this burden was materially reduced.

The international economic task for Italy, like that of
other countries, is to maintain a flow of goods and services
in and out. There is a large annual deficit on commodity
trade which will probably persist and the gap must be
filled with the invisible items. In fact, it must be more than
filled, because there are invisible imports to be offset.
Particularly there is the fact that both the Italian govern-

! McGuirg, C. E , op. cit., p. 270.
2 0p. cis., pp. 285, 294, 300, 305, 314, 318, 324.
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ment and Italian private business have debts abroad on
which annual debt payments must be made. The leading
invisible exports are the remittances of Italian emigrants
living abroad, the expenditures of foreign tourists traveling
in Italy, and the earnings of Italian shipping.

Before the World War the remittances of emigrants are
thought to have been about 450,000,000 lire per annum.
During the war they were perhaps 640,000,000 gold lire
per annum, in 1920 they may have been as high as 975,000,-
000 gold lire. But since 1920 they have declined. This is to
be attributed to the reduced activity of business after that
date and also to the restrictions now imposed on immigra-
tion, especially into the United States. Fewer Italians are
emigrating and those abroad send home smaller amounts
as the years pass. For 1924 the estimate was 540,000,000
lire, and for later years the estimates have been consider-
ably less.

Shipping earnings of 115,000,000 lire just before the war
were 200,000,000 in 1924 and the amounts per annum since
then are not carefully estimated. The Italian merchant
fleet must, of course, meet the competition of a volume of
world shipping that is greatly expanded and is probably
in excess of the needs of world trade. To maintain this item
of national income at a level as high as possible, the
Italian government, like most others, subsidizes its
merchant marine. This is a further illustration of our main
thesis. A modern vessel represents a large investment of
capital and it can earn a reasonable return only in case
it can be kept busy. To be kept in operation at full or nearly
full capacity, rates must be low, especially in a field where
competition is keen. But rates low enough to attract
traffic may be too low to permit profits. The rates must be
low to attract this traffic from competing lines struggling
to get business. The only way operation can be maintained
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is with the aid of government subsidies which are, of
course, a challenge to other governments to aid their
merchant fleets in a similar manner.

Remittances of emigrants are at present a diminishing
form of income and competition in ocean traffic holds
down the earnings of the fleet. But tourist expenditures
in Italy are increasing and presumably will continue to
grow. They were estimated at 600,000,000 of the old gold
lire for 1923 and at 550,000,000 for 1924.

This assumes that the trade balance is one that can be
readily maintained and that the problem is merely one of
filling the gap. But this is not the case, as is clearly shown
by a brief examination of the items entering into Italian
foreign trade. The nature of that trade is shown by the
accompanying table which gives the averages for the
years 1922 to 1924,

Italy’s Imports and Exports by Classes, Annual Average, 1922-1924

Lire Per cent

Imports:
Foodstuffs and live animals . | 4,895,000,000| 28.1
Raw materials 6,903,000,000, 39 6
Partly fabricated goods 3,112,000,000 17 8
Manufactured goods 2,537,000,000 14 5
Total imports 17,447,000,000 100 0

Exports:
Foodstuffs and live animals 2,885,000,000] 24.9
Raw materials., .. 1,302,000,000{ 11.3
Partly fabricated goods 3,266,000,000, 28.2
Manufactured goods ... . . | 4,116,000,000] 135 6
Total exports. . . .... .. .J11,569,000,000, 100.0

Only a glance at this table is needed to show Italy’s
trade problem in its broad features. Food and raw materials
worth 11,798,000,000 lire per year wetre imported. Partly
fabricated goods and manufactured goods worth 7,382,-
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000,000 were exported. The chief foodstuff imported is
wheat. Among the raw materials, wool, cotton, and wood
lead the list. Wheat may be raised in Italy but the domestic
output can be increased only by intensive cultivation,
with great effort and at high cost. With the price of wheat
declining, effective competition with the huge output of
Canada, the United States, and elsewhere is not feasible.
Attempts to raise wheat in Italy face the opposition of
the law of diminishing returns and it can be marketed,
if at all, only with the greatest difficulty. In other words,
wheat can at present be produced elsewhere and imported
into Italy more cheaply than the domestic supply can be
raised.

Coal is the second import in significance. There are no
deposits in Italy and thus far the development of hydro-
electric power has not lessened the amount bought from
abroad. The growth of industry has called for as much
coal as ever. One may check the other items—cotton,
wool, hemp, and the rest—with much the same results.
Importations of food and raw materials cannot easily be
reduced with population rapidly increasing.

Italy’s exports are the means by which she pays for at
least a part of her imports. But they are not easily expanded.
Her food exports are faced everywhere with tariffs, for
agriculture in all countries is at a disadvantage and is
endeavoring to secure protection. Her important manu-
factured articles also face keen competition and tariff
barriers. Silk, both pure and artificial, cotton textiles,
motor cats, and rubber tires and tubes are among the leading
items in the list. To name them is enough. In other coun-
tries, too, these products are being manufactured. At least
for the present, productive capacity exceeds market demand.
It is a buyer’s market. Italy can sell only if she can compete
effectively against a reorganized Germany, a roused
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Britain, a recreated France, and an America whose resources
are the greatest of all of them.

One is impressed still more with the difficulties if he
notices that Italy’s leading export market is Germany, a
country still under pressure to make heavy reparation
payments. The Germans with the aid of foreign capital
are speeding up their own production of motor cars,
textiles, and other manufactures. Their exigencies may call
for more raw materials but not for foreign-manufactured
goods, and raw materials cannot be secured from Italy.
France, Great Britain, Switzerland, and the United States
are next in the list of markets. And all of them are seeking
markets, not offering them. Instead, the tendency every-
where has for some years been for higher tariffs.

Attention has been called in previous chapters to the
connection between foreign investments and exports. If
newer and undeveloped parts of the world borrow in
England by selling their bonds, the funds thus raised are
spent directly or indirectly in England, thus increasing
the sales of British goods. But Italy is not in a position to
export capital. Savings are small and instead of lending
Italy has been borrowing.

Still another way of stating the situation is to observe
that when world trade is active, as in 1919, Italy must pay
a high price for the raw materials she needs and has few
to sell to others. When the problem is to find markets,
as at present, she must meet the competition of rivals who
are in many particulars stronger.

To recite these difficulties is not to prophesy disaster
of any kind. It is well, however, not to forget limited
natural resources; a dense population, growing with great
rapidity; and an industrial life dependent on imported
fuel and high tariffs. These are the limiting economic
factors. Progress by Italy must be made in the face of these
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obstacles and against bitter competition. No other industri-
alized country of the western world has more economic
reasons for cooperating with the people of other countries
than has Italy.
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Chapter XIV
JAPAN'’S APPEARANCE ON THE SCENE

N Associated Press dispatch dated Apr. 11, 1930,
announced that the Tokio Stock Exchange had
suspended trading operations for an hour and later closed
for the remainder of the day to stop a selling stampede;
that banking officials had been in conference; and that
members of the Cabinet declared the difficulties were due
to manipulation of the market by the political opposition.
The news was not unexpected to those who have studied
at all the Japanese economy through a period of time, nor
to those who have been observing such recent incidents
as the deflation of currency, the fall of prices, and the
growth of unemployment. Japan is experiencing some of the
same difficulties we have noticed in other countries and
has an additional handicap—that of recent and very rapid
development from a different type of national life to a
quite advanced state of industrialization. One index of
this change is the growth of the country’s foreign trade.
Combined imports and exports averaged only 38,000,000
yen pet annum from 1868 to 1872 but were 4,878,000,000
yen or nearly 129 times as great in 1925.

A few fundamentals will furnish the background. With
an area of 147,201 square miles Japan proper had a popula-
tion of 61,275,000 at the end of 1927 or 417 per
square mile. In 1872 there were only 33,111,000 in the
country and in 1909 there were only 50,254,000. Thus,
in 18 years there has been an increase of nearly 22 per cent,
and in 55 years a gain of 85 per cent. Reference to the com-
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parative tables of births and deaths given above in Chap.
II (p. 18) will be a reminder that in 1927 the birth rate
for the country was 35 per 1,000, the highest among the
19 countries named, and that the death rate was 19.8
per 1,000, also the highest with the exceptions of Bul-
garia and Roumania. The excess of births over deaths
for that year was 15.2 per 1,000, the highest in the
list given.

It is well to remember, also, one further fact that was
mentioned earlier in this volume. Much of the area of the
country is mountainous and hence is not arable. A large
part of it cannot be utilized for any agricultural purposes
and much is in no sense productive. Expressed in the
number of persons per square kilometer, there were, in
1925, 154 persons per square kilometer of productive land
and 993 per square kilometer of arable land. About 48
per cent of the total area is forest land.

On the agricultural land many crops are raised but a
special document of the League of Nations (1927) entitled
Population and Natural Resources estimates that in 1925
over 50 per cent of the cultivated area was under rice.
Mineral resources are very poor. Coal and copper are the
most important and there are moderate supplies of silver
and gold. Copper output is less than before the World
War and is not adequate for local needs. Coal production
is about sufficient for domestic demand, some years showing
a slight excess of exports and other years an excess of
imports.

The country, then, is densely populated and is lacking in
resources. Numbers are growing and per capita wealth and
income are low. Sir Josiah Stamp’s estimate of per capita
income for 1914 was $29, the lowest in his list given above
in Chap. III (p. 29). The Dresdner Bank of Berlin in a
recent compilation uses instead the estimates of Gini, the
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Italian statistician, giving 188 marks (about $48) for

1913 to 1914 and 374 marks (about $93.50) for 1925.
" Adjusted to prewar prices, this latter amount would be
252 marks (about $63).

It is to be noticed that these figures indicate a gain.
Although the country is poor and numbers are increasing
and although per capita income is distressingly low when
compared with that in Western countries, thete is some
improvement recorded. It is conceivable that if estimates
were available for earlier dates progress would be shown
over a long period of years.

When we inquire how such a gain has been possible, we
encounter the familiar facts of growing manufactures,
increased importations of food and raw materials, and
expanded foreign markets. And, of course, there is the
same growing dependence on other parts of the world.

Notice the growth of industry. From 1909 to 1922 the
estimated agricultural population changed but slightly,
although total population grew nearly 10 per cent. The
percentage of the total engaged in agriculture consequently
declined, the reduction being from 53.8 to 45.7 in the 13
years. This has meant a concentration in industrial centers
and a greater reliance on manufacturing and mining. The
number of workers in factories has increased and the num-
ber of mine employees grew from 193,000 in 1906 to 467,000
in 1918, declining, however, to 296,000 by 1927 because
the pressure of war activity had been relaxed.

In spite of this emphasis on urbanization, the production
of some foodstuffs has grown, especially that of rice,
although that of other products has actually declined,
especially since the war period. At the same time the
importation of many articles of food has greatly increased.
The accompanying table shows this for a number of leading
foodstuffs.
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Value of Certain Foodstuffs Imported into Japan

(In Yen)
1914 1927
Rice and paddy. 24,823,933 | 78,906,550
Wheat 8,488,997 | 53,929,125
Sojabeans .... 10,200,376 | 41,198,334
Sugar 21,678,634 | 75,804,004

Value of Certain Raw Materials Imported into Japan

(In Yen

)

There has been no corresponding increase in the exports
of foodstuffs. The only gain worth recording is in the
exportation of refined sugar from 13,382,809 yen in 1914 to
28,917,437 yen in 1927. With the world sugar industry in its
present state of overexpansion and demoralization, sugar
is hardly a product upon which to rely heavily. Japan is
moving in the same general direction as other industrialized
countries. Her growing population is being fed more and
more on imported foods.

There is also a growing reliance upon imported raw mater-
ials. Some of them are included in the accompanying table.

1914

1927

Raw cotton .. . ..
Flax, hemp, jute, and Chma

Woollen yarn .. .. ....
Iron:pig.....  .....
Iron: plate and sheet not coat-
ed with metals. ..
Lead: pig, ingot and slab
Tin: block, ingot, and slab...
Pulp for paper making.. ..
Leaf tobacco. ....... R
Oilcake............... .

217,872,619

7,938,656
14,783,797
4,219,533
6,595,242

6,942,091
2,950,068
2,063,106
4,574,212
1,355,737
34,864,678

623,919,938

23,575,466
101,676,733
43,552,326
20,975,480

35,824,427
15,210,984
10,989,619
11,930,159

9,465,285
98,979,213
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These raw materials are substantially the same as those
imported by the other countries which we have studied
but with the significant difference that to a large degree
the products manufactured from them are sold within
Japan. As yet, foreign markets have been developed for
only a few articles, which will be noted. A large part of
the raw materials are worked up for domestic uses. They
must be paid for, of course, as must the imported food,
and an examination of the exports shows how this is
being done, at least in part.

Value of Certain Articles Exported from Japan

(In Yen)
1914 1927
Green tea . . e 11,755,140, 10,755,312
Sugar: refined 12,382,809| 28,917,437
Raw silk .. 161,797,411| 742,533,693
Cotton yarn 78,554,500 38,794,408
Silk tissue 30,890,488| 38,149,722
Cotton flannel.. . . 1,087,022 19,338,925
Shirtings grey, and sheetings. 12,596,493| 105,661,123
Cotton undershirts and drawers, kout . ...| 8,408,089 25,093,472
Paper: European and Japanese 2,781,136/ 19,290,782
Coal i it it e 23,914,591 25,508,373
Iron manufactures . .. 1,213,505| 12,059,623
Porcelain and earthenware . 5,988,575| 30,491,395

This table includes all items amounting to 10,000,000
yen or more in 1927. In it tea, cotton yarn, and coal are of
declining importance as is also silk tissue if allowance is
made for the altered price level. The others have increased
rapidly, but the most noticeable fact in the list is the
significance of two items—silk and cotton. In fact if all
the exports of these two materials are brought together—
those in the table and others not included—the result is
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even more striking. For the year 1927 the following is
revealed:

Yen
Total exports. . .. . .. . 1,992,317,165
Tissues, yarns, and materials of:
Silk...... A e e e 900,466,297
Cotton. ... e - L . 435,981,617

Exports of silk chiefly in the raw form were 45 per cent
or nearly one-half of the total exports, and exports of
cotton goods were another 22 per cent. The two combined
were about two-thirds of the total.

Thus far we have a vivid picture of a densely populated
and poor island country which has developed its foreign
economic contacts with an amazing rapidity. But with it
has developed a dependence for food, raw materials, and
markets. The chief exports, it has been noticed, are of
silk and cotton in manufactured or semimanufactured
forms.

To this now must be added another highly important
fact, viz., the heavy economic dependence of Japan on the
United States. Notice, first, that Japan does not raise
raw cotton but gets it from abroad. In1927 her total imports
of raw cotton were valued at 624,630,000 yen. Of this,
202,282,000 yen came from British India and 343,563,000
yen from the United States. Over 87 per cent came from the
two countries—32 per cent from British India and 55 per
cent or over one-half from the United States. Since this
raw cotton was nearly 29 per cent of the total imports,
it will be noticed that the country is heavily dependent
on a single raw material and on the two countries from
which it is secured—particularly the United States. If all
commodities are included in the calculation it is discovered
that over 30 per cent of Japan's imports come from the
United States and over 12 per cent from British India,
or about 43 per cent of the total from the two sources.
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When exports are examined, an even more important
and potentially serious condition is revealed. Total exports
in 1927 were valued at 1,992,317,165 yen. Of this total,
900,466,297 yen were of silk and 435,981,617 of cotton—
“‘tissues, yarns, and materials thereof.”’ In other words,
over 45 per cent of her exports were of silk and silk prod-
ucts and nearly 22 per cent were of cotton products.
About 67 per cent or over two-thirds of the total were of
these two items.

The destination of the exports is also of importance.
An analysis for 1927 shows that 833,804,256 yen or nearly
" 42 per cent of the total went to the United States. In the
same year China took 334,183,608 yen or over 16 per cent
of the total and British India 167,580,191 yen or over
8 per cent of the total. The three combined bought from
Japan in that year 1,335,568,065 yen or more than 67 per
cent of her total exports. And the United States took
42 per cent of her total exports of which 698,883,000 yen
was raw silk. Since total exports of raw silk in that year
were valued at 739,929,000 yen, the United States took
over 94 per cent of her raw-silk exports.

Observers are often tempted to compare Japan and the
United Kingdom. Both are island countries, one at the
western edge of Europe and the other just east of Asia.
Both are densely populated and both have developed a
high degree of industrialization. Each is dependent on the
free movement of commerce. Fach has a large navy,
the Japanese strongly urging that if the United States and
Great Britain are to have parity in navies the fleet of Japan
must be at least 70 per cent as large as that of either of the
others.

But there are differences. Japan has developed an empire
but her control has been extended to areas relatively near,
while the British colonies and dominions are scattered all
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yver the globe. British manufactures for export are con-
centrated to a considerable degree on iron and steel,
.extiles, and shipbuilding, but Japan has thus far limited
1erself closely to silk and cotton. Great Britain has large
:xcess supplies of coal, considerable reserves of iron ore,
ind some other minerals and raises a large amount of
wool. British control over distant sources of supply,
moreover, is considerable. Japan has only a moderate
imount of coal and but little else. Her important raw
material is silk, which can be and is being produced else-
where and must suffer increasingly keen competition from
substitutes, especially artificial silk. Japan, like Great
Britain, has control over external sources of supply,
although they are chiefly on the mainland of Asia. But
her influence there is bitterly contested and her ultimate
ability to have her way is not clear. Her troubles with
dependencies are fully as great as those of the British.

In some respects Japan should instead be compared with
[taly. Both have limited natural resources. In both, the
population is rapidly gaining, with Japan in the lead—
in total numbers, in numbers per square mile, and in annual
rate of increase. Per capita income is low in both, but with
Japan far behind.

From 1882 to 1895 Japanese exports exceeded imports in
value, with the exception of 1890 and 1894. Since 1895
the balance has been the other way, with the exception
of 1906 and 1909 and the war years 1915 to 1918. But the
excess of exports from 1915 to 1918 aggregated only
1,408,000,000 yen, while the excess of imports from 1919
to 1928, inclusive, was 3,269,403,000 yen. Unless this defi-
ciency in commodity trade is offset by invisible items it is
evident that the country is going behind.

Before turning from the balance of commodity trade to
the balance of payments, which includes the invisible
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items, the trade for two recent years, 1926 and 1927, may
be presented in summary form.

Foreign Trade of Japan

(In Thousands of Yen)

Imports: 1926 1927
Food, drink, and tobacco . 350,280 | 323,540
Raw materials .. 1,341,918 | 1,201,982
Partly manufactured 357,181 348,160
Wholly manufactured 314,990 | 290,365
Miscellaneous ... . 13,115 14,996

Total imports . 2,377,484 | 2,179,153

Exports:

Food, drink, and tobacco 147,295 | 145,562
Raw mater1als. . .. . 140,250 137,324
Partly manufactured, . 881,863 | 852,183
Wholly manufactured 852,118 | 831,221
Miscellaneous . 23,201 26,021

Total exports . 2,044,727 | 1,992,302

This table gives in a broad way evidence of the usual
state of dependence of an industrialized country—need
for foreign food and raw materials and for foreign markets.
It also shows for the two years covered an excess of imports
and the consequent need for invisible exports to fill the
gap unless the Japanese economy is accumulating a debt
abroad.

Invisible exports are neither numerous nor large. Esti-
mates by the Japanese government show for 1926 only
35,400,000 yen spent by foreign tourists, 103,400,000 yen
earned as commissions, etc., 52,200,000 and 176,800,000
yen from shipping, freights, etc. And against these must
be set invisible items on the other side amounting on the
whole to about 60 per cent as much.

In a brief summary like this one the numerous details
may be omitted and the general result as given by the
Japanese government noted. The net deficits were 309,800,~
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000 yen for 1924, 116,300,000 yen for 1925, and 232,200,000
yen for 1926. These amounts are important but not enor-
mous and if the government estimates are correct the annual
interest and dividend payments due abroad less the similar
payments due from abroad are not burdensome. As given,
the net amounts due from Japan on this account are only
about 10,000,000 yen—a surprisingly small item. Perhaps
it is to be explained by large Japanese investments on the
adjoining continent.

In the field of government finance there has been a rapid
growth in expenditures from 593,000,000 yen in 1912-13
to 1,578,000,000 yen in 1926-27 and a budget estimate
of 1,709,000,000 for 1928-29. But revenues are given as
more than adequate both in the ordinary budget and in
the extraordinary budget, and unless one is in a position
to criticise the construction of the budget, as the writer
is not, no adverse comments can be made.

The monetary situation is quite different and calls for
explanation. The monetary unit is the yen, which is worth
49.85 cents at par. As in other countries, prices were inflated
during the war period and the return to a gold basis has
been long and hard. In 1920 the wholesale price level was259
(1913-100). It fell to 195 in 1922, rose again to 206 in 1924,
and since that time has gradually fallen, until it was 148 in
March, 1930. Retail prices of foodstuffs did not rise so high
and have fallen less, resting at 182 in April, 1930.

This fall of prices has been the result of two influences in
Japan. One is the general downward movement in all
gold-standard countries. The other is the decision of the
Japanese government to bring the yen back to its old par,
a decision comparable to that of England and similar
except in degree to that of Italy. In discussing England and
Italy as well as in the general discussion of the subject
in Chap. VI, the effect of this procedure has been pointed
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out. By forcing down prices the burdens of all debtors
have been increased. Since inflation at no time proceeded so
far in Japan as it did in Italy, the consequences of deflation
were less serious. And since debts, e.g., those of the govern-
ment, were not increased so much as in England, the effect
of the downward fall in prices has been less pronounced.
The public debt was 2,560,000,000 yen on Dec. 31, 1914,
and 5,397,000,000 yen by 1928. Most of the increase had
occutred in the domestic debt.

If Japan's economic problems are summarized, the first
to receive attention is her food supply. With a population
increasing at the rate of 1.5 per cent per annum, more food
is needed. To secure constantly increasing amounts from her
own soil is probably not possible. About 48 per cent of her
area is forest land. There is a population density of 154 per
square kilometer of superficial area and 993 per square kilo-
meter of arable land according to the estimate in the League
of Nations document that we have quoted. This means that
only about one-sixth of the soil is arable and only a little
more is to be classed in the broader category as agricultural.

This of necessity means an increasing reliance on outside
sources of food supply unless domestic production can be
encouraged by better agricultural methods or with the
aid of a tariff. It seems improbable that the former can
be adequate, and any help given by the latter involves
of course, the diversion of productive effort to the raising
of food but only in case the price of the food is raised.
In other words, more food can be produced in Japan under
tariff protection provided the general public is willing to
meet the burden of a higher price. Presumably food imports
will grow rather than diminish.

They can be paid for only with exports of some kind and
these exports are of two sorts. First are products which are
not dependent on imported raw materials. But these are
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few in number because of limited natural resources. At
present silk is the only one of importance and, as we have
noticed, it is 45 per cent of the total exports in value.

There are several disadvantages in this. Prices of raw
materials are particularly subject to extreme fluctuations,
a fact that definitely helps a producer when prices are
rising in a seller’s market but places him at a sharp dis-
advantage when prices fall. It is hard to support the decline
and the consequences are apt to be serious. In Japan some
direction is exercised but it seems to be effected through
control of bank credit, a method that forces closing of
plants and much unemployment.

Another disadvantage that especially affects silk is that
it is a luxury article. It is not so much so as diamonds but
more so than cotton or coal. As such, its use may expand
rapidly in times of prosperity but contract sharply during
periods of depression like the present one in the United
States. In March, 1929, the price was 1,420 yen a bale but
fell to 1,124 yen in July, rose to 1,400 yen in December,
and then collapsed to 1,100 yen. Of course silk has been
under constant pressure, even within Japan, from the
competing textile, rayon, and there is a final disadvantage
because of its extreme dependence on the American market.
As we have noticed, the United States took over 94 per
cent of the raw-silk exports of 1927.

A second class of exports is those that are manufactured
from imported raw materials. In this class Japan is relying
mainly upon cotton goods of the cheaper variety. As shown
here and there in earlier chapters, this puts her in competi-
tion with an overdeveloped industry whose plants have
expanded in number and in spindleage in all parts of the
world. Also, it makes her dependent on foreign supplies
of raw cotton—particularly on the United States and, to a
lesser degree, on India.
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It may be argued that there is an advantage in the plenti-
ful supply of cheap labor, but it must not be forgotten that
low wages do not necessarily mean low labor cost and that
in any case the important fact is not labor cost alone but
total costs. Besides, if there is any advantage in cheap
labor that advantage is to be found also and perhaps to a
greater degree in China and in British India which are
Japan’s leading markets for cotton goods. And both of
them¥can raise obstacles against the Japanese product
either_through tariffs or through boycotts.

We may conclude that Japan has a difficult problem.
There need be no surprise at her weakness in 1920, in 1927,
and again in 1930. A depressed foreign exchange, heavy
exportations of gold, and similar phenomena are only
barometers. They merely reflect a poorly balanced economic
structure. With Japanese life organized as it is today
that country should be among the leaders in attempting to
secure world economic stability and in supporting all
feasible methods to avoid war. Imagine the consequences
of a war with the United States from which she secures
30 per cent of her imports including 55 per cent of her
raw cotton and to which she sells 94 per cent of her raw
silk which is nearly 38 per cent of her total exports.
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Chapter XV
THE PROGRESS OF THE UNITED STATES

HEN Alfred Marshall in his “‘Industry and Trade’

wrote of Britain's ‘‘drift toward massive produc-
tion,”” of France's *‘individuality and refinement in produc-
tion,”” and said that Germany was also a leader because she
employed ‘‘science in the service of industry,’” he attributed
the strength of the United States to what he called ‘‘multi-
form standardization.”” Today we hear much of ‘‘mass
production’ and find the whole world eager to learn ‘‘the
secret of high wages'’ in ‘*America, the golden.”

There is a double peril in these formulz. In some cases
they are suggestive but it is easy to misuse them. First,
they oversimplify a highly complex situation and, second,
outside observers are at times prone to seize upon them and
to attempt their application to equally complex conditions
in Europe. There are, of course, many similarities in the
two continents, and much that is helpful in one may, prop-
erly modified, be used in the other. Yet there have already
been disappointments because of hasty conclusions and
because of hurried attempts to adopt American methods in
very different countries.

Those who seek interpretations of the country and its
present status can find them in almost embarrassing numbers
and diversity. Americans are trying more than ever before
to understand themselves, and the people of other countries
are visiting, studying, and writing about America with
results that range from Beverly Nichols’ “‘Star Spangled
Manner” to André Siegfried’s *America Comes of Age.”
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If the interpretations are diverse, and even contradictory,
there need be no surprise. There is a huge area and there
are few, even in the United States, with a sufficiently
comprehensive and exact knowledge to grasp and portray
the country accurately. Its area and its complexities are
so great that any generalizations must be presented cau-
tiously. We may be warned by the foreigner who read in
one book dealing with the South that there are large
numbers of negroes in the fields and in another book
describing Boston that negroes are seldom seen in the
streets. Accordingly he announced as one of his observa-
“tions of America that there are large numbers of negroes
who toil there in the fields but are seldom seen in the
streets—a statement rather puzzling, at least to a resident
of the great area south of the Mason and Dixon's line.
Notice a few broad facts about the United States. The
continental area embraces 3,028,789 square miles in which
there reside over 120,000,000 people. There are accordingly
only about 40 per square mile compared with the much
larger numbers that we observed for Italy, for Germany,
for France, and for England and Wales. In this huge area
there is a great diversity of climate and there are highly
varied and extremely rich supplies of coal and minerals.
The documentation of the World Economic Conference
stated that the United States in 1924 contributed 17 per
cent of the world's production of wheat, 75 per cent of the
maize, 32 per cent of the oats, 38 per cent of the tobacco,
24 per cent of the hops, 50 per cent of the cotton, 53 per
cent of the cotton seed, 44 per cent of the coal, 70 per cent
of the petroleum, 81 per cent of the sulphur, 40 per cent
of the natural phosphates, and 35 per cent of the aluminum.
In smelter production it furnished 18 per cent of the pig
iron and ferro-alloys, 52 per cent of the steel, 60 per cent
of the copper, 46 per cent of the lead, and 46 per cent of
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the zinc. The U nited States led the world in its production
of iron ore, copper ore, lead ore, lead-zinc ore, zinc ore,
natural gas, and artificial silk.

This list and others like it may be used, and they some-
times have been, as an excuse for lauding American power
and self-sufficiency and as a means of boasting. Needless
to say, this is not the excuse for such a recital here. No
merit attaches to the people of America because these
resources are located in the United States. The people of
Switzerland did not construct the Alps nor did the Ameri-
cans create the natural resources of their country. They
are merely fortunate in having them and charged with a
heavy responsibility as to their proper use. Unfortunately
they may show no more intelligence and altruism in doing
so than have the peoples of other countries and at other
times. They may even be less wise and less considerate.
If so, it is to be hoped that others will show to Americans
a little of that tolerance and patience which Americans
have often lacked in their harsh criticisms of the alleged
faults of other countries in their times of dominance.

Expressed by reference to the factors of production, it
may be said that in the United States there is an immense
supply of natural resources owned by a relatively small
number of people. One hundred and fifty years ago this
was even more true than now, but capital was then lacking.
A great area rich in timber, oil, coal, gold, and other
minerals and with almost unlimited acres of fertile soil
had a small labor supply and few tools. These two limiting
factors have been increased. Population which was about
5,300,000 in 1800 is now over 120,000,000, a gain in num-
bers due to immigration both ‘‘from abroad and from
heaven.”” Although immigration from abroad has been
checked by legislation starting many years ago and made
closely restrictive in the last few years, the natural increase
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in numbers due to the excess of births over deaths still
continues. Vital statistics for the United States are far
from perfect but the available figures show for 1926 a birth
rate of 20.6 and a death rate of 12.2 per 1,000. The difference
is 8.4 per 1,000. Although the birth rate is declining, the
population gain is still rapid.

Supplies of capital, too, have been rapidly augmented.
For many years these supplies came chiefly from abroad,
supplemented by savings at home. As time has passed,
domestic sources of capital supply have been increasingly
used. This trend away from foreign borrowings was hast-
ened by the World War during which earlier loans were
largely repaid and the former borrower turned lender on a
vast scale. In the postwar years these loans were continued
and it is estimated that today the private loans abroad by
American investors total perhaps $15,000,000,000. Each
year they are growing, the amount named being in addition
to the “political”” indebtedness of some 13 foreign govern-
ments to the government of the United States. These
debts arose, largely though not entirely, out of the finan-
cial operations of the World War, and their principal
amount is difficult to state. This is because of the adjust-
ments made under the funding agreements which call for
the payment of various sums per annum amounting at
present to less than $250,000,000 and increasing to a maxi-
mum of about $450,000,000 just before the end of the 62
years for which the agreements run.

The estimated wealth of the United States at the last
federal census was $320,000,000,000 and is now probably
$400,000,000,000 or more. The aggregate national income
is perhaps $90,000,000,000 per annum or about $750 per
capita, by far the highest in the world. A population of
some 120,000,000,000 in a vast and very fertile area which,
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with its capital improvements, is worth perhaps $400,000,-
000,000 has the greatest economic power ever known.

Several aspects of this situation call for elaboration.
The mere possession of vast supplies of physical equipment
means nothing. In the Ruhr area of Germany in 1923 there
was an abundance of wealth. There were mines, factories,
railroads, stores, and other forms of physical property
in abundance. But their operation was paralyzed. Only
an occasional factory chimney was smoking, few trains
were running, hundreds of thousands were out of work.
The masses of brick and stone and steel were of no impor-
tance in themselves—they were merely the aids by which
production might be carried on, through which production
might be possible. As long as they were idle they were
useless. Their value was dependent on the possibility that
at a later date they would again be in operation and would
produce an income for their owners. The value of any
property is found by capitalizing the potential income
that may be derived from it. Anything that checks this
operation, that hinders the free functioning of the produc-
tive factors cuts down income.

In the United States there are, of course, many elements
of friction but there is one fact of the highest importance.
Over an area of slightly more than 3,000,000 square miles
there is one political control—that of the federal govern-
ment. The various states cling tenaciously to their con-
stitutional rights but the trend of events is strongly against
them and in any case they have not been able under
the federal constitution to restrict the movement of
people and, except in very minor ways, of commodities
throughout the country. No passports are needed by
travelers and no customs duties on goods are imposed.
As a consequence the vast area with its 49 states
functions as an economic unit. Its productivity is enormous.
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The $400,000,000,000 of physical equipment is able to
work freely.

Perhaps we should add that this is not meant as a sugges-
tion that European countries can quickly or easily create
an economic United States of Europe by means of a customs
union or otherwise. This may come but the obstacles to its
realization are tremendous.

A second feature about the United States is the momen-
tum attained in capital accumulation. Capital is increased
by the consumption in a given year of less than is produced,
this difference appearing in the form of an addition to
physical equipment—more buildings, railroads, canals,
machinery, etc. In a poor community this process is difficult
and often painful. Saving under such conditions means
sacrifice, often serious sacrifice, and economists are led
to formulate theories accordingly, e.g., the abstinence
theory of interest—that interest must be paid in order
that people may be induced to undergo the hardships
involved in saving, in abstaining from consumption.

But as the supply of capital increases, and with its aid
productivity is enhanced, further accumulations become
easier. To set aside additional dollars from income is
less and less difficult. A momentum develops and supplies
of capital become larger and larger. The individual or
country that acquires a lead finds it possible to maintain
its advantage. The principle or law of increasing returns
is an aid and other countries find it difficult to catch up.
England could maintain the lead with comparative ease
in the nineteenth century. Today the United States has
vast accumulations of capital, whether stated in absolute
figures or per capita, and in addition has natural resources
in abundance.

A further significant fact is the character of the American
population. It is extremely heterogeneous in its ancestry,
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in its cultural background, in its aptitudes, and in other
particulars. This diversity has many advantages in carrying
on production. But this same population furnishes a highly
homogeneous market. There ate many millionaires in
America and a distressing amount of poverty. Yet the
great mass of the public have incomes sufficiently near
together to create an immense market for goods of any
given quality. Tastes, also, are more uniform than in many
other countries, a fact which is an invaluable aid in en-
couraging mass production. A manufacturer who can win
the market for his product has opened an almost limit-
less opportunity for sales. If he succeeds, as has Henry
Ford, his output may be so huge that his unit costs ate very
low.

America has great natural resources, a population large
in the aggregate but small per square mile, with an average
income at present of about $750 per annum and owners of
wealth worth perhaps $3,333 per capita. To this may be
added a leadership that is aggressive and probably stronger
than it would be otherwise because social strata in America
are comparatively unimportant. There ate no ‘‘untouch-
ables,”” though, in the minds of some, the negroes are
nearly so. There are references to ‘‘classes’’ and ‘‘masses’’
but speaking quite broadly a young man or woman of
ability and determination has a better chance of rising
than in most of the older countties. The ranks of leadership
are constantly being strengthened by the appearance of
new recruits and the descendants of the giants of the past
do not always maintain their positions on top. Emerson’s
dictum that in America these are but ‘‘three generations
from shirt sleeves to shirt sleeves’ is still more than a
clever expression.

With such a combination of factors and with a consider-
able momentum, American advantages are clear. A theoreti-
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cal economist might say that marginal productivity is
bound to be high. Output per machine or per worker or
per anything else is necessarily large. If the economic
organization can be kept working smoothly, American
leadership seems fairly certain.

But the world economic struggle is not between groups
that are rivals because they have low living standards and
are desperate. Apparently the poorest groups lack the
incentives to struggle or else they do not have the qualities
needed. At any rate, as we have repeatedly pointed out,
the leaders are those whose living standards are the highest
and whose economic lives have become dependent on exter-
nal conditions. The United States faces no population
problem like that of Italy or Japan or England. Its difficulty
is not that of a large number of persons per square mile,
since its population density is only about one-tenth that
of Italy and about one-twentieth that of England and Wales
or of Belgium. Instead, the problem is a lack of cultural
homogeneity and a need for time to absorb the heterogene-
ous groups that have been pouring into the country so
rapidly in the last 50 years. Even if we ignore theannoying
demands of extremists, it is necessary to admit that the
task of adapting so many newcomers of varying standards
to the peculiarities of their new home is not easy. These
difficulties are not appreciated, however, or even realized
by most people in other countries, and the American
decision to restrict immigration has created an abundance
of ill will.

It is possible to trace for the United States the growth
of large-scale production, since the reports of the Depart-
ment of the Census furnish in a convenient form the data
needed. One finds, for example, (as pointed out in an earlier
chapter) that in 1850 there were 1,094 establishments
manufacturing cotton goods. There were on the average
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84 employers in each of these plants. The average capital
investment was $68,000 and the average value of the prod-
uct was $55,500. By 1910 the number of establishments
had increased slightly to 1,324 but the average number of
workers had become 286, the average capital $681,000, and
the average product $475,000.

In the iron and steel industry the number of establish-
ments had increased only from 468 to 654 but the average
number of employees had grown from 53 to 426, the average
capital from $46,700 to $2,282,000, and the average product
from $43,600 to $2,119,000. For all manufactures the in-
crease from 1850 to 1920 was from 7.7 to 31.3 in the number
of employees, from $4,330 to $153,200 in the average
capital investment, and from $8,280 to $215,100 in the
average annual product.

This statement of averages tells little or nothing of the
size of the largest plants, of the famous *'billion dollar”’
corporations. The changing averages show a trend but
to what they reveal there should be added a reminder of
the heavy investments in the largest of the plants, of the
huge annual liabilities which they have assumed, of the
constant driving pressure under which they operate to
meet their annual fixed charges. It is no reply to observe
that they are wealthy, that their earnings are huge. No
matter how large and powerful they may be, the pressure
to which we refer is always present and the greater the
size the more serious the problem.

In Chapter VIII emphasis was also placed on the signifi-
cance of the corporate form of organization, on the anonym-
ity thus introduced into business, on the large number
of bondholders and stockholders and their incessant clamor
for interests and dividends. In the United States as else-
where the corporation has grown and now most business
is carried on by corporations as distinct from individual
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and partnership management. In 1904 the corporations were
only 23.6 per cent of the total number of business enter-
prises but they paid 76 per cent of the wages and marketed
73.7 per cent of the total product of the country. By 1919
they were 31.5 per cent of the total number of enterprises,
paid 86 per cent of the wages, and turned out 87.7 per cent
of the total production. The ownership of these enter-
prises, moreover, is not so concentrated in a few hands as
is ownership in many other countries or as it was in the
United States a number of years ago. Instead, it is widely
scattered, so much so that some corporations have hundreds
of thousands of stockholders whose average holdings are
small but nevertheless highly prized. One writer has char-
acterized this diffusion of ownership as the only really
important revolution in the world in recent years and calls
it a shift from Wall Street to Main Street. Even the forceful
demonstration of another writer that the shift of control
(as distinct from ownership) has really been from Main
Street to Wall Street does not weaken the contention which
we are urging. There are literally millions of Americans
interested in the regular receipt of interest and dividends
from the corporations in whose securities they have in-
vested. The corporation is a société anonyme. As many a
writer has urged, it is soulless. Most of its owners know
little and care little regarding its operation, its attitude
toward its employees, its sales methods, and its treatment
of competitors, especially its competitors abroad. Many
corporations, moreover, represent huge investments, ate
often unwieldly, and have heavy annual overhead costs to
meet. Always some of them are on the margin of failure
and hence are tempted to any method which will prevent
bankruptcy. Those who are successful set standards of
dividend payments which are difficult to modify and often
issue new securities by stock dividends or otherwise that
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call for a permanency of dividend payments on a large par
value.

There may be added a reference to business consolidations
in the United States. For many years attempts have been
made to prevent the formation of monopolies. The various
states have their so-called ‘‘antitrust laws,’’ and the federal
government its Sherman Antitrust Law of 1890. This law
does not declare all combinations illegal but merely ‘‘com-
binations and conspiracies in restraint of trade.”” Attempts
to enforce this statute have brought dubious results. Even
such spectacular decisions of the Supreme Court as those
in 1911 against the Standard Oil Company and the Ameri-
can Tobacco Company did not result in any actual diminu-
tion of the alleged monopoly power of a small group of
owners and in 1920 the decision in the case against the
United States Steel Corporation ruled that mere size is
no evidence of ill intent or of harmful action. Large com-
binations are thus not unlawful, even though powerful, so
long as there is no improper use of that power. Corporations
have accordingly grown in size and some of the greatest in
the world are incorporated and largely owned in America.

To this should be added a reference to the fact that
American concern over the large corporation—the monop-
oly or the *‘trust’’—is primarily a fear of injury to Ameri-
cans. While attempts are definitely made to restrict the
power of “‘trusts’’ the attempt is merely to prevent injuri-
ous conduct in the domestic field. What they may do to
the people of other countries is another matter. In fact
combinations in connection with export trade are encout-
aged. The Webb Pomerene Law definitely authorizes their
formation and the Edge Law permits active financial
assistance.

Finally, among the influences at work there may be
mentioned the heavy foreign investments of Americans.
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Leaving out of account the political debts, these are very
much less in absolute amount than the similar foreign
investments of British nationals. In per capita terms they
are of course far less, since the population of Great Britain
is much smaller than that of the United States. Yet the
amounts are now large and are continuing to grow. For
the year 1928 the interest due from abroad to Americans
on all private foreign investments, both long term and
short term and including commissions, was estimated by
the U. S. Department of Commerce at $882,000,000, while
the corresponding amount due to foreigners on their
investments in the United States was $359,000,000, an excess
due to Americans of $523,000,000. In that same year it is
estimated that $481,000,000 of foreign advances were made
to the United States, while $1,443,000,000 of American
funds were placed abroad, an increase in American holdings
abroad of $962,000,000. Americans have, therefore, a heavy
and a growing financial interest in other countries because
of these investments; also because of their trade, since
combined imports and exports now total over $9,000,000,-
000 per year.

This statement of fact reveals the United States as in a
very strong economic position. Just so long as the approach
to world economic questions is organized along national
lines the power of America must be reckoned with. If our
previous analysis has been even approximately correct
there is no question of the merit or the demerit of America.
No matter what right, wrong, justice, and injustice mean
in such discussions—and these words often lack precise
content—it may be expected that Americans will behave
about as other groups have always behaved when in a
position of advantage and about as English, French,
Germans, or Italians would behave under the same cir-
cumstances. To express the facts in this way solves no
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problems but it may clear the way for better and quicker
solutions than could otherwise be found.

It is a fact that America’s position at present gives that
country a distinct advantage. Thus Americans may effec-
tively protest against foreign capital holding a controlling
interest in corporations chartered and doing business
in the United States and see no inconsistency in the fact
that American investments in German and British corpora-
tions are now very heavy. Yet the Germans and British
apparently have no means of protecting themselves against
this alleged American control. The United States may
raise its tariff walls higher and higher and even provide
government aid in dumping farm products abroad. In
response the French and Italian governments may raise
their import duties on wheat (as they have recently done)
but it is probable that they will injure their own nationals
more than Americans by so doing. French moving picture
interests may fear the American invasion and attempt to
change a 7:1 quota to a 4:1, but it is possible that more
French than Americans will be injured if they insist.

This position of economic strength is gratifying to the
nationalist, who finds in it nothing but a sign of the great-
ness of his country. And he holds to this view most tena-
ciously even though he criticizes the British pride in
an Empire on which the sun never sets, the grandiloquent
gestures of 2 Mussolini, and the equally extreme pronounce-
ments of French, Germans, and others. But to those who
are eager not only to avoid future military conflicts but
also to soften the rigors of economic competition and to
lessen the ill will against the United States which is now
so noticeable the situation is both disheartening and
baffling.

Before noticing some of the awkward problems that are
calling for intelligent treatment let us add a few more facts
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about the relation of the United States to the rest of the
world. The foreign trade of the United States in 1929
included imports valued at $4,400,000,000 and exports
worth $5,241,000,000. Years ago the volume of this trade
was smaller, the imports were dominantly manufactured
goods coming from Europe, and the exports were food and
raw materials going to Europe. Today raw materials are im-
ported in much larger amounts, particularly from non-
European sources, and manufactured goods form more than
half of the exports.

Forty years ago, from 1886 to 1890, imports were valued
at only $717,000,000 and 56 per cent of this total came from
Europe. In 1929 the total was $4,400,000,000 and only
30.3 per cent came from Europe. In the period 1886 to 1890,
22.6 per cent was crude materials, 15.8 per cent was crude
foodstuffs, and 16.5 per cent was manufactured foodstuffs,
a total of 54.9 per cent for raw materials and food. This
left 15.8 per cent for semimanufactures and 29.3 per cent
for finished manufactures or a total of 45.1 per cent. In
1929 the situation is vastly altered. Of the total imports,
35.4 per cent was crude materials, 12.3 per cent crude
foodstuffs, and 9.6 per cent manufactured foodstuffs, a
total of 57.3 per cent raw materials and foodstuffs, leaving
only 20.0 per cent semimanufactures and 22.7 per cent for
finished manufactures. The increasing importance of raw
materials, of food, and the relative decline of manufac-
tures is particularly noticeable.

Changes of great significance have occurred also in
American export trade, but they have been summarized
in Chapter VII and need not be repeated.

There are profound alterations in trade shown by these
figures. The United States in spite of its own large supplies
of raw materials and its vast areas of farm land is calling
upon outside sources for huge supplies of raw materials,
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the most important being raw silk and crude rubber, and
for important amounts of food, the most important being
coffee and cane sugar. Instead of America helping to feed
the world, her exports and imports of foodstuffs now tend
to balance and in time the imports may be the larger.
Greater and greater quantities of certain raw materials
are needed for manufacturing which means participation
by American interests in the scramble for available supplies.
Exports are more dominantly manufactured goods which
means growing competition with Europeans for markets,
either inside or outside Europe.

The balance of trade of the United States has been favor-
able most of the time since 1873 and all calculations of
the balance of payments (which are available only for
recent years) show a favorable balance at least since 1914,
i.e., an excess of exports, including both visible and invis-
ible items. It is not possible to analyze and explain the bal-
ance of payments for many years but trade figures are avail-
able. And since these trade or “‘visible item’’ figures were
in the past of greater relative importance than now, they
will furnish a fairly accurate picture for the earlier years.

Prior to about 1873 the United States was in the imma-
ture debtor stage. The country might have been developed
from domestic savings alone but the process would have
been slow. Growth was hastened by importing ‘‘capital’’
from abroad, i.c., by receiving from Europe shipments of
tools and machinery the value of which was greater than
the value of the foodstuffs and raw materials exported in
exchange. This annual excess of imports was possible
because Europeans were willing to take American promises
to pay later, i.e., the bonds and the stocks of various
American states, cities, and private corporations. The
stocks of tools and machinery thus acquired permitted
a rapid development of a vast territory rich in resources.

[292]



The Progress of the United States

Borrowing abroad did not cease after 1873 but continued
and even today has not stopped, since every year foreigners
buy many American securities. But by 1873 annual interest
payments on accumulated borrowings had become impor-
tant in size. Also, the American merchant marine had
nearly disappeared and each year we had to pay foreigners
large freight charges for catrying our goods. Along with
other items the net result was one under which more
goods were shipped out of than into the United States.
There started an export balance of trade which has been
maintained ever since. America had entered the mature
debtor stage in which exports were necessary to pay inter-
est on accumulated debts. In fact some of our citizens soon
began to lend abroad but the amounts were for years very
small.

In the period just before 1914 another change was notice-
able. More and more Americans were buying foreign
securities while relatively at least fewer foreigners were
investing in America. The immature creditor stage was
starting, a movement which stimulated exports. Foreigners
sold securities in the United States and with the proceeds
of the sale bought commodities. From 1914 on, this process
swelled to huge size because of war and early postwar
demands. Europeans sold back securities formerly pur-
chased, taking commodities in exchange. They sold their
own new securities to Americans for still more commodi-
ties. Exports rapidly grew and American credits abroad
increased enormously.

It is now possible to speak of a possible fourth stage—
that of the mature creditor. If such a stage should develop,
it would be one in which American investors would modify
at least slightly their purchase of foreign stocks and bonds.
Interest and dividends on past purchases might be so large
as to exceed these new investments and payment of that
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excess be pressed upon us. This means that imports would
tend to grow and might even exceed exports.

Some observers have rather hurriedly argued that such a
change will come promptly but we need not be too sure.
Just how long New York will be the best place in which
to sell new issues of stocks and bonds and to arrange bank
credits is not clear. Nor can we know how persistently
Americans will privately invest abroad in ways not appear-
ing in public security flotations. Then, too, there is a mass
of invisible items including tourist expenditures, freight
earnings, commissions, and what not, all of which must
be allowed for.

It seems correct, however, to say that there will be some
pressure of imports and that as a consequence a definite
economic policy would be helpful.

It is to be emphasized that at least two tendencies are
clear and may be expected to persist. One is an effort to
export goods. The analysis of previous chapters, especially
that of Chapter VII, indicates the strength of this force.
Under our present economic organization all of us must
strive to make money and to do this we must sell our
goods and services, at home or abroad or both. American
manufacturers will attempt to sell abroad just as much as
possible.

A second influence that will doubtless continue is the
desire of the American public to collect the amounts due
from abroad. Private investors will demand interest as it
falls due and in many individual cases will seek repayment
of principal. Taxpayers will probably insist that the public
or political debts be honored according to the terms of the
debt-funding agreements.

It will be noticed that these two desites are alike in one
particular. Both call for payments from abroad. Exported
goods are presumably to be paid for. Payment of debts
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due means remittances. At least two groups of Americans—
exporters and investors—should be anxious to facilitate
payments from abroad.

In opposition to these two groups whose intetests are
similar are the interests of other groups. Payments from
abroad though directly made with drafts or bills of
exchange must ultimately rest on the importation of
something into the United States—either commodities or
services or both. Yet there are groups adversely affected by
the receipt of these possible forms of payment.

Notice services first. One form used extensively in the
past is freight service. Foreign ships carried the larger part
of American commerce and were paid—a means by which a
part of the obligations from abroad to the United States were
settled. Now we have a large merchant marine and propose
with various forms of natiOnal aid to make it still larger.

Another service was rendered by immigrants who worked
in America, lived sparingly, and sent home large sums as
remittances. But our restrictions on immigration are
reducing these amounts. Similarly, the fact that American
bankers and insurance companies have taken over much
of the financial work formerly done in London and else-
where lessens the commissions and premiums formerly
earned from us by the people of other countries.

One by one we insist that these services must not be
performed for us as in the past. Only as we tour abroad are
we content to pay outsiders for services rendered. These
amounts have been growing rapidly but may not continue
their rapid rate of gain.

After all, the main form of payment is commodities
and our imports of these ate of necessity growing. Yet there
ate many objections from the groups that feel the pressure
and every effort is made by them to check the movement,
especially by higher tariffs.
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These conflicting interests place the United States in an
awkward position. Some groups demand payments and
other groups oppose. The result is a strain which might
have serious consequences. A country so large and dependent
to so slight a degree on the outside world may be able to
meet such losses as occur without any considerable harm.
Yet a better adjustment of these contradictory influences
would be better not only for other countries but for the
United States as well.
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Chapter XVI
SOLVING THE DILEMMA

RECEDING chapters have presented a dilemma.

Economic life is often characterized as a struggle be-
tween man and nature in which man is continually striving
to wrest more and more of the necessities, comforts, and
luxuries of life from a reluctant Mother Earth. His victories
are sometimes great and sometimes small but they never
satisfy him, since his desires are in the aggregate insatiable.
The more he secures the more he demands.

Emphasis on this fact has permitted us to evade the
broader population question and to ignore the controversy
between those who fear that population will outrun food
supplies, and perhaps the supplies of power, and those
others who believe that nature is bounteous enough to
care for many times the numbers now in existence. We
have stressed instead the 1,900,000,000 or more already
on the earth, their congestion in certain areas, their extreme
dependence on each other, and their incessant demands for
maintaining existing standards and for attaining constantly
higher levels.

Attention has been called to the fact that the most
aggressive peoples in modern world controvetsies are the
ones whose standards are the highest, rather than those
whose standards are the lowest. It is not even true that the
most aggressive are the ones whose dependence is greatest
or whose somewhat high standards are most seriously
threatened. Notice, for example, the United States of
America. Her people have the highest per capita income
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in the world, and in spite of the existence of 2 numerous
millionaire group, the distribution of income among the
American people is probably less uneven than that of the
British. While of course American life is interrelated with
that of the rest of the world, her dependence is much less
than that of any of the other countries whose status we
have surveyed. Yet the United States is aggressively
active in world affairs. In spite of many formal denials
and the use of peculiar and at times ludicrous subterfuges,
she is participating to an enlarging degree in the political
and economic life of the entire earth.

What we have seen is a curious mixture of real economic
dependence and of restlessness. Thirty years ago we spoke
of manifest destiny and the white man's burden. Fifteen
years ago in the United States it was called ‘‘dollar diplo-
macy.”" Today we talk of *'imperialism™ and usually avoid
its definition. But from all this the careful observer should
draw at least one lesson, i.c., that mere condemnation of
others and of ourselves is futile. Whatever be our statement
of the causes of the world struggle, it has persisted for
centuries. Men have surged back and forth striving to
secure more of the good things of life, seeking a larger
and better supply of food, clothing, shelter, security,
recreation, and leisure. In the quest there have been ruth-
lessness and greed, there have been oppression, warfare,
piracy, slaughter, and slavery. The strong have lorded it
over the weak.

Apologies, when offered at all, have been varied and
often have been specious. At times there has been a frank
avowal of greed; again, religion has sufficed as an excuse;
the necessities of defense against aggression have been
urged. But with ample warrant or with little warrant or
with no suitable defense of any kind the movement has
continued. Start where you will in history, and give such
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interpretation as you prefer. Alexander extended his con-
quests, Greece enlarged her borders, Rome hemmed in
the Mediterranean, Spain, Holland, England, Belgium,
Germany, Italy, and even little Portugal have developed
their empires. For over a century the United States has
been adding to its area and today her political and economic
influence is widespread and growing so rapidly as to create
apprehension and arouse criticism in all parts of the world.

To call attention to this is not to voice approval but is
merely a reminder that it is useless for Americans blindly
to condemn the alleged errors of the British in South
Africa, the Belgians in the Congo, the French in Syria and
Morocco, the Germans in Africa, the Dutch in the East
Indies. And it is just as useless, we may hasten to add, for
the people in other parts of the world merely to condemn
the attitude of the government or people of the United
States toward Latin America. Occasionally some unusually
vigorous protest has resulted in an adjustment of public
policy and a slight modification of private behavior but
the general movement has gone on. Those who condemned
Cleveland’s attitude toward England in the Venezuelan
controversy found little consolation in the McKinley
administration during the Spanish-American War, in
Roosevelt's policy with Colombia, and in the dollar
diplomacy of Taft and Knox. Nor was there satisfaction
among these critics over Woodrow Wilson's treatment
of Mexico, Haiti, and San Domingo or Coolidge’s policies
in Nicaragua and elsewhere. Yet these various national
leaders were as different in temperament and in ideals as
men can well be. Roosevelt boasted that he took the
Panama Canal area and let Congress debate it later. Taft
was good-natured and easy-going. Wilson was still differ-
ent. And the Coolidge outlook was in contrast to them
all. But the expansion has continued.
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To repeat, this is not an endorsement nor is it the voice
of despair. Instead, it is a reminder to Americans not to
condemn the conduct of others when their own is so similar
and it is a suggestion to others that the United States is
doing today only what they and their predecessors have
always done and what they seem to Americans still to be
doing in Asia and in Africa wherever and whenever they
can, in colonies and in mandated areas as well as against
peoples presumably independent. For pots to call kettles
black is a poor use of time.

If we can recognize that the problem is a general one
and not the peculiar iniquity of any one country or people
or government, the next step is a reminder of the powerful
forces at work as we have sketched them in preceding
chapters. There are the desires to maintain present or higher
standards of living; to secure food and raw materials
and to safeguard markets; to prevent heavy overhead costs
under modern large-scale production from precipitating
bankruptcies; the ruthless pressure of falling or of rising
prices, first on debtors and then on creditors; the necessity
for everybody to make money under our kind of price
economy; the imperative need that markets be kept open
if the industrial machine is not to crash; the intricate
structure of the modern corporation and the persistence
of the great masses of security holders in demanding interest
and dividends; the huge and growing international move-
ments of capital; the way in which governments seem
inevitably drawn in to safeguard and extend trade and to
protect investments in other countries. Such a list of facts
and forces is formidable. To deny their existence is impos-
sible. To approach with mere condemnation a situation
so complex is worse than futile. Not only does denuncia-
tion fail to improve conditions, but also it makes them
worse by rousing resentment, by encouraging recrimina-
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tions, and by creating ill will when patlence and goodwill
are imperative.

Unfortunately we have found that economic strain is
not diminishing. England has the largest population in
her history and is more dependent than ever before on
maintaining her contacts with food, raw materials, and
markets. But she faces a2 world that has imitated and im-
proved upon her industrialization and that can produce
many articles more cheaply than she can. Her foreign
trade has been reduced and the airplane, the submarine,
and poison gas threaten to crush her in future wars.

For decades before the World War, Germany was advanc-
ing with great strides. Defeated in 1918, deprived of her
merchant fleets, reduced in area and in population and with
her economy demoralized, a quick recovery seemed impos-
sible. Today, however, she is rebuilt. Her new fleet is
almost as large and is far better than the one she lost.
Factories are equipped with the most modern machinery,
whole industries, and in fact nearly the entire country,
have undertaken rationalization. This should be a gain for
us all. More and better commodities can be produced at
less cost. But unfortunately there are accompanying dis-
advantages. The world is strongly competitive and along
national lines. If there were some way of adjusting pro-
duction in other countries to the fact of a reotganized
Germany, of quickly agreeing upon a national division
of labor, of deciding calmly and promptly upon the articles
in whose production each country has a comparative
advantage, we might feel more complacent. Instead, no
such division exists and Germany is still asked to pay as
reparations annual remittances just as heavy as can be
collected from her even though those payments should
cause economic havoc and create ill will and though
Germany is borrowing the funds with which to make
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them. They continue to be demanded even when money
rates in Germany rise or when a general business crisis
is threatened.

The French situation, too, is a difficult one. Government
finances have been regularized but government indebted-
ness is still crushingly heavy. Taxes are burdensome, foreign
debts must be met or the serious consequences of defaults
and repudiation must be faced. By stabilizing the franc
at less than four cents, or 124 to the pound, the burden of
internal debts has been lessened for the government and
for other debtors but at the cost of much ill will, especially
among foreign holders of French internal bonds. French
industry has been reconstructed, especially in the areas
that were devastated by war, and today her railroads,
her farms, and her factories are highly efficient. But their
output also competes in many lines with the products
of other countries, including Germany. Yet the burden
of the French debt seems to compel collections from Get-
many that if really made may imperil the markets of France
and also those of her former allies.

A review of similar problems as we found them in Italy
and in the United States is not necessary in this chapter.
Our survey might have been extended. Belgium, Czecho-
slovakia, and other European countries might well have
been added. China and India might have been included.
India is industrializing with a desire to lessen her reliance
on other areas for manufactured goods but with the cer-
tainty that her gains in this direction will be in part offset
by an ultimate increase in her dependence for food, for
raw materials, and for markets. China, too, is building
factories—as are many countries in Latin America and even
in Africa.

All this does not compel pessimism. Much of it is a gain
for humanity. More economy in the utilization of coal
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and the discovery of less expensive substitute fuels means a
saving of capital and of human labor. Operating only the
most efficient plants while the poorest ones are closed
likewise means getting more of the good things of life
with less effort—which is highly desirable. If cotton piece
goods can be manufactured at less cost in the southern
part of the United States or in India than in Lancashire,
that ought to be a gain for the world. It would be a gross
error to deny the importance of increasing efficiency, of
lowering costs, and of locating industries where they can
be operated most advantageously.

It would also be wrong not to point out that a consider-
able amount of capital and labor have been shifted from
some industries to others. This has been particularly true
in the United States where numbers of workers employed
where they are now not needed have been absorbed by
the newly developed automobile, radio, and moving
picture industries and in some of the older lines which
have continued to expand while others have contracted.
In Germany where the rationalization movement has
created a large amount of unemployment the discharged
workers have been taken up in other industries more rapidly
than could have been expected. In Great Britain, too, the
huge amount of unemployment in coal, textiles, and ship-
building has been slightly relieved by the expansion of
miscellaneous new industries, particularly in the south of
England.

But while there are reasons for satisfaction over the
growth of human knowledge, at the increase of our power
over nature, and in the better location and improved organi-
zation of our economic world, the elements of strain are
too serious to be ignored. We have enumerated them at
some length and shown their operation in a half-dozen
leading countries. Only last year an illustration was pre-
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sented in the resolutions adopted at Paris on June 4, 1929,
by the presidents of 500 French chambers of commerce,
in which a vigorous protest was made against the proposed
raising of American tariffs, and the formation of a European
economic bloc against the United States was advocated.
Later in the year there came renewed discussions of a
United States of Europe and of proposals for higher Euro-
pean tariffs and for cartels against certain American prod-
ucts, especially automobiles.

It may be assumed that the existence of strain has been
demonstrated; that the forces causing the strain have been
pointed out and that their strength is recognized. The
dilemma has been presented: a world whose economic life
is highly interdependent and whose economic welfare
can be advanced only by close cooperation, but a world
whose economic life is almost of necessity organized
along national lines, an organization which to a degree
helps in each country to stabilize the local economy but
often does it in a way that injures other countries and re-
acts directly or indirectly against itself. To work our way
out of the dilemma is not easy. The forces are powerful
and the political organization along national lines per-
forms many useful, in fact necessary, functions. ‘‘Political
myth’’ is a2 misnomer and so to characterize it is to under-
rate its importance and to invite defeat.

Yet progress along what may be called ‘‘nationalistic
lines” is difficult, if not impossible. And for this there are
cogent reasons which may be made clear by noticing, first,
the difficulties in one or two other fields of world effort.
The attempt to secure disarmament is one of them. For
many years now under the provisions of the Covenant of
the League of Nations and through efforts outside League
direction, conferences have been held and diplomatic
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exchanges carried on. As yet the tangible results are scarcely
encouraging.

Disarmament is a highly technical questionand on most
of its aspects a layman has no right to an opinion and
cannot intelligently join in a discussion. But it is possible
even for the layman to comment on at least one point, vi%.,
there is no logical limit to the amount of military strength
any country needs or claims to need, and there is no such
thing as a logical apportionment of military equipment
between the various powers. In time of war every country
desires all the strength that it can assemble and in time of
peace the situation is pressing, though not equally so.
As Sefior de Madariaga has pointed out in his volume
“Disarmament,”’ armaments are instruments of national
policy even in times of peace. And he has also pointed out
very effectively that no matter how the problem is analyzed
there is only one conclusion possible. Real disarmament
can come only through the organization and development
of a world community.

A similar predicament is to be found in other directions
when nationalistic solutions are attempted. For example,
there are but few illustrations of logical boundary lines
between countries. The English Channel is often suggested
and the Pyrenees mountains. With the development of the
airplane and the submarine and with the probable use of
poison gas on a large scale in future wars, even these
frontiers will be no barrier against military invasion.
But even in the past there have been few logical limits
to the extension of national frontiers. The expansion of the
United States in the last century and a half has continued
relentlessly, as did that of the British Empire and as have
all other empires. No single addition to American territory
was quite adequate to perfect the national domain. Each
new acquisition required still more to defend it or else
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created a new set of national needs which could be met
only by securing additional territory. When the huge and
somewhat regular continental domain was rounded out
there still seemed reasons why Alaska should be added—
then the Philippines and Porto Rico. In recent years and
without a2 nominal destruction of their sovereignty the
United States has extended its influence over Panama,
Nicaragua, Santo Domingo, and others. And there are
those who are vigorously urging the outright annexation
to the United States of Lower California and even of
Mexico.

To each of these steps in political expansion there are
vigorous objections by the supporters of the political
party not in power at the moment, and by numerous
others whose moral sensibilities are outraged. But the
process goes relentlessly on. There is no logical place to
stop. Once accept the premises of nationalism, the right
of self-defense, the importance of strategic frontiers, the
necessity of coaling stations and the rest, and there are
literally no limits that can be rationally set to the expansion
movement. British trade called for coaling stations and
trading posts, which needed hinterland for adequate
protection, and this hinterland needed still more for its
safety. This increased trade demanded a larger navy and
hence more coaling stations and trading posts with their
hinterlands. Even buffer states like Persia and Afghanistan
crumble under the pressure of opposing political forces
like those of England and Russia.

There is similarly no logical stopping place in economic
expansion. If economic life is organized by groups those
groups will compete with each other for advantage. No
gain that is secured in the struggle brings final satisfaction;
more is always desired. And just as long as economic
organization is along national lines, strain will exist
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between the opposing national groups. This strain will
be among the causes of war even though the immediate
occasion may be a failure of the Abyssinians to salute the
Liberian flag or the murder of an American in Mexico.

Probably the general picture is clear but it must be made
vivid by illustration or it will fade too quickly. The
science of economics, like others, is merely organized
common sense and at times seems to be an elaboration
of the obvious. But the obvious is easily overlooked even
when it is most needed and this lesson is so important that
emphasis on it cannot be too strong. The world’s economic
dilemma can doubtless be solved but it will not solve
itself. Even with a complete appreciation of the issues
involved there is no one simple panacea on which we can all
agree and which can readily be applied. Instead, the problem
itself is complex, the solutions adopted must be many
and intricate, and we shall find it hard to agree among
ourselves as to what ones to apply and when and where.

In the process of economic expansion and aggression there
is no agreed natural or logical limit. Notice the growth in
population. Numbers are still everywhere increasing. There
are retardations in some areas, and in some there are even
signs of a reduction in numbers. But on the whole the
growth is still rapid in spite of what some observers think
are dangers. Even the experts are not in agreement in their
theories of population density. Some writers urge an
“optimum’’ number but find it hard to agree on the mean-
ing of the word. There are those who argue that the proper
number of people in a given area is that number which
can produce the largest amount of wealth in the aggregate;
others say the largest amount per capita. Still others argue
for reproduction only of those who conform to certain
standards of physical or mental fitness, but as yet they
disagree over the composition of those standards.
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And as the numbers increase, the question of population
density presses. There are more in some parts of the world
than in others and many in the thickly settled countries
wish to migrate to Canada, to Australia, or to the United
States whose present inhabitants protest. They claim a
“‘right’’ to keep out others who in their turn claim a
“right’’ to come. At once we are in a maze of difficulties.
Many urge that there is such a thing as national sovereignty
and that the residents of any given country have certain
political or legal rights; that among them is the right to
control immigration; or, as the saying goes, that immigra-
tion is a domestic question. But is it? If by this expression
is meant a legal right, the layman must defer to the political
scientists and lawyers who alone are competent to answer.
But as they ponder, we must remind them that time presses;
that Italy must “‘expand or explode’ unless something
happens soon; that the Japanese are restless; that there are
too many people on the British Isles unless a number of
other problems can be adjusted. We may further remind
them that, after all, laws exist for mankind rather than
mankind for laws, just as the Sabbath was made for man,
not man for the Sabbath. Legal concepts may have to be
adjusted to the realities of the twentieth century.

Anyone who has even glanced at the literature of
sovereignty appreciates the difficulties raised. But let us
waive the legal issue for a moment or, still better, assume
that the experts will find some way of settling it in accord-
ance with what are often called “‘principles of equity and
justice.”” What are those principless What is meant by
justice? After our concept is clear there will still be the
difficulty of applying it to the problem at hand, ¢.g., to
the desire of Italians or of Japanese to emigrate to America.
But what is the concept?
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Shall we fall back on the voice of authority as it speaks
thtough direct revelation to each of us through a sacred
book or through some supposedly infallible spokesman of
the Divine Will? Shall we rely on conscience, whose
promptings differ so widely from one person to another
and from one time to another? Many contend that con-
science is nothing but a set of reactions determined for
each individual by his heredity, his early education, his
environment, his church, his political party, his club, his
newspaper. Shall we fall back on etymology and remind
ourselves that ‘‘moral” is derived from mores and that
moral things are the customary things? If so, we shall
come perilously close to alleging that whatever is is right.
Perhaps then we can take refuge in the comforting expres-
sion “‘survival of the fittest’’ and attempt to apply it in
this troubled wotld. But if so, we must guard against at
least one fallacy in reasoning. The right to survive perhaps
should be tested by fitness but there may be no way of
testing fitness except by survival.

The layman may be venturing beyond his depth. Ques-
tions of ethics should be argued by experts. If so, the world
is now in urgent need of their help. Many plead for the
application of the Christian ethic, for the simple principles
of Christianity. This may be the answer but it is difficult
to avoid the suggestion that while in individual and
domestic problems the success of Christianity is at least
debated, in the international field it is seldom mentioned.
Formal expressions of the brotherhood of man are frequent
but in war and for practical purposes, even in peace, they
are little used.

It is not inaccurate to urge that we have no settled
concept of justice to aid us in international affairs. Or if
we say that it is a struggle concept, if we go so far as to
contend that ““might makes right,” if we relate it in some
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way to survival, perhaps arguing with Professor Carver
that “‘whatever inevitably tends to be’" is right and that
survival is the only final evidence of this tendency, we
may have an ethical concept but it is not one which will
make for harmony. It is one that invites competition and
struggle during days of peace and one that may easily
lead to war.

The difficulty appears in other fields than that of migra-
tion. The people in the densely crowded countries want
food and raw materials from others. Are they to have them
and on what terms? By all means let us have an equitable
distribution. But what is equitable? What does the concept
mean—an equal distribution on a per capita basis? If so,
why? And are we ready to apply this principle to oil by
setting aside the same number of gallons per capita for
the people of China and of India as for Americans although
the former have not adapted their social and economic
life to petroleum so fully as have the people of the United
States? Probably not.

It will be easy under these circumstances to accept the
status quo or, in other words, to consider that whatever
is is right in this best of all possible worlds. We may, of
course, admit the difficulties in measuring needs and be
tempted to use desires as the test. But desires are capable
of indefinite expansion and the desires of the Chinese or
the Germans or the British may be just as intense as those
of the French, the Americans, or the Argentinians.

But there is no simply stated economic limit to the
amount of oil or rubber or sisal or coffee or nitrates that
the people of any country, ¢.g., the United States, may
desire. Under the stress of economic forces the amounts
wanted are unlimited, or if there are real limits somewhere,
they are not easily reached and are of little help in practical
affairs. Human wants expand indefinitely. The higher our
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standards the more vigorously we are wont to affirm them
or even to try raising them. The more we have the more
we seem to want. Shall we then distribute oil according
to needs? If so, there is the awkward task of calculating
needs, possibly by noting the economic organization of the
country, the number of automobiles in use, the factories
and homes and ships that use oil. But after making the
calculation the problem is not much clarified. For perhaps
the existing adjustment is due to a past advantage in the
possession of oil, an advantage that is rapidly disappearing.
And because of this advantage there may have been a
neglect in the development of substitutes, such as available
water power. If so, shall this temporary advantage and
this neglect be overlooked and other countries kept at a
permanent disadvantage?

The obstacles to progress by a continuing contest along
nationalistic lines are just as serious, and perhaps more so,
in the scramble for markets. There is no limit to our
desire for them. The difficulty is peculiarly vivid in the
postwar years. All of us want more and more of the good
things of life; to lower our living standards no matter
how high they are is cruelly hard and we can easily
justify any opportunity to raise them. We do it by making
more money. Money is made by selling commodities (and
services) for a price as high as one can get and through a
margin between costs and selling prices. One builds a
plant, hires labor, buys raw materials. He must pay for the
materials and make huge expenditures for wages, interest,
depreciation, insurance. Having a plant of a given size,
he has every reason to operate it at full capacity. Overhead
expenses are large and unit costs are high when output is
small but small when output is large. Bondholders must
be paid if bankruptcy is to be avoided. They can demand
only their fixed return but stockholders are insatiable.
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They want the highest dividends that they can get, while
to reduce or to pass dividends is in their eyes almost
unforgiveable.

But to make money one must sell goods in markets.
There are no satisfactory limits. A business man must sell
all he can. To gain a market is often the only way to ward
off failure, while to lose a market may be to invite bank-
ruptcy. Domestic markets may be large and able to absorb
a huge output. But, if so, plant capacity is soon extended
sufficiently and often far more than sufficiently to meet
this domestic demand. To meet a temporary increase in
orders, plants are built that prove far greater than are
needed in ordinary times. The inevitable result is a scram-
ble for markets here, there, and everywhere, both at home
and abroad. And no extension of markets either at home or
abroad is a solution. As fast as these markets are secured,
plants to supply them are built and the old scramble is
renewed. There is no limit to be rationally set for the steel
market or the textile market or the coal market or for any
other market so long as an unrestrained competition is
the only determinant. And with government support and
perhaps public subsidies for each national group no peace-
ful adjustment is possible.

Within any given country relief from destructive competi-
tion may be found in combination but as long as combina-
tions are intranational this intensifies the struggle in the
international field. Each national monopoly may seek and
may secure the support of its own government in its
contest against the similarly fortified monopolies of other
countries. The nationalistic approach gives no answer.
Sefior de Madariaga sees no possibility of military disarma-
ment unless there can be the organization and development
of a real world community. Perhaps in this there is a sugges-
tion that will aid in economic disarmament.
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One approach through international effort may be
emphasized. In May, 1927, the League of Nations directed
a World Economic Conference at Geneva, attended by the
representatives of nearly every country in the world,
even those not members of the League. The United States
sent a strong delegation. There was a certain amount of
disagreement but under the circumstances a gratifying
unanimity. World illness was readily and accurately
diagnosed. Remedies were urged. It was found that in
spite of 2 growth in world population and in productivity,
trade languished. Restrictions on the movement of goods
were too numerous. Tariffs were everywhere rising. It
was time for a movement in the opposite direction. The
resolutions were clear and enthusiasm ran high. Upon the
delegates was pressed the importance of influencing public
opinion and governments in every possible way when they
returned to their respective countries.

Two years passed. In May, 1929, was held the second
meeting of the Economic Consultative Committee which
had been organized *‘to follow the application of the recom-
mendations of the Economic Conference.”” Its chairman was
M. Theunis who had also been chairman of the Economic
Conference. His opening address, though constrained in
tone, clearly reflected his own disappointment and that
of his fellows. Notice a few brief extracts:

Two years of experience have clearly shown . . . that the policy
recommended at Geneva in 1927 corresponded to economic necessities
and to the deepest aspirations of the different groups of world activity.

And yet, as far as the commercial policy recommended by the Economic
Conference is concerned, it must be recognized that the efforts made to
carry this policy into effect have met with varying fortunes .

The events of the past year mark a slowing down in the progress
achieved.

These brief extracts may convey a slightly wrong impres-
sion. M. Theunis found some grounds for satisfaction and
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urged his associates to still greater efforts. Yet the general
discouragement was clear. The year 1928 had seen some
retardation in the upward movement of trade restrictions.
But 1929 was witnessing another forward surge. In many
directions tariff increases were being made or threatened.
Especially was the attitude of the United States viewed
with concern.

In so far as this discouragement was warranted the
reasons lie in the nature of the problem—a competitive
world organized on a national basis, a price economy,
a fierce need for markets. And the solution proposed was
for each national group to apply the golden rule for the
sake of the general welfare. Although increasing a tariff
seems to give each national group an advantage, the same
action by all of them is *‘collective suicide.”” The answer
seems to be through an appeal to common sense.Resolutions
that each should consider the welfare of all had been passed
but the resulting reactions were far from gratifying.

There were many undoubted gains from the conference
0£1927. Its statement of principles was vigorous, its diagno-
sis of world ailment and its indication of what should
be done for relief calls for no dissent. But there was a
double weakness. First, its proposals were of the negative
sort. Governments were urged not to raise tariffs, not to
impose restrictions on trade. Secondly, no action was
proposed or even clearly endorsed that made a direct
appeal to the self-interest of any powerful group concerned.
An undue reliance was placed on altruism and on alleged
indirect advantages supposed to acctue from considering
the general welfare. Tangible results to date are few and
the prospects for real gains in the near future are not
encouraging.

Four suggestions may be made for constructive effort.
They are not spectacular, they cannot be immediately
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applied in a wholesale manner, and each may have accom-
panying disadvantages. We have several times referred
to Alfred Marshall in this volume, and we may again
mention him by noting his fondness for the motto: Nazurs
non facit saltum. In economic life as elsewhere evolution
is gradual. Progress is often so slow as to try one’s patience
and is often not fast enough to prevent disaster. On occasion
it may perhaps be hastened but for the most part so tardily
as to be discouraging.

First is the gain through commercial treaties. Treaties
may be bad as well as good. Their results may be to create
ill will rather than to lessen it. Yet the converse is more
often true. Through treaties better relations may be
established and difficulties adjusted. Reductions in tariffs
may be agreed upon through mutual concessions which
bring a definite and prompt gain to the industries of both
countries—an appeal to the self-interest of influential
groups within the territory affected. And if the most-
favored-nation clause is incorporated in such treaties the
advantages secured in any one treaty become generally
available.

Second is the form of international cooperation found
in the trust or cartel. There is not space to describe particu-
lar cartels. The title itself is vague and the activities of
the business groupings to which the name is applied are
numerous. But they have one advantage—through them
business disputes, quarrels over raw materials and over
markets, are adjusted. Marketing areas are divided, output
quotas are determined, and prices are agreed upon. Business
peace is secured. The huge industries concerned settle their
differences without appealing to their governments and
through governments to their fellow nationals for support.
Patriotism is not invoked to aid Belgian steel or American
sulphur.
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Of course the international trust raises problems. But
it is here and cannot be conjured away. It must be accepted.
At its worst it is a blessing compared with war and through
it at least one cause of international friction that may
lead to war is eliminated. Prices will doubtless be adjusted
with some reference to the law of monopoly price—at the
level that will yield the highest net return. But that level
is not necessarily a high one. It may be low, and, although
high, it is better than military conflict and probably better
even than an economic conflict between the opposing
groups with all the demoralization that usually follows.
The fear of potential competition, moreover, is a powerful
deterrent against putting prices at too high a level—a
lesson recently and forcibly presented to the world in the
operation of the Stevenson Plan and one that constantly
influences the attitude of the Brazilian government in its
attempts at coffee control. Then, too, we must not forget
that prices can be raised only by curtailing sales and hence
output. This sets free labor and capital for use in other
directions.

Financial consortiums through which bankers cooperate
in their dealings, e.g., with Mexico and China, can be
given only a passing mention, with the reminder that the
results for the borrowing country are apt to be better
than if money lenders engage in a wild competitive scram-
ble, each national group appealing to its own government
for support.

One of the valuable developments of the postwar period
has been the organization of the International Chamber
of Commerce. The problems which we have been discussing
are business problems. There is everything to gain if
business men of different countries can meet each other,
talk over their differences, argue out their views in mixed
committees, pass resolutions covering the points on which
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they can agree. Between biennial sessions their work
goes on through committees and with the aid of resident
commissioners at various large business centers.

Finally, and all too briefly, the League of Nations must be
added. One need of students today is for a competent and
thorough analysis of the economic work of the League.
Our earlier criticisms of the approach made by the Economic
Conference should not be misinterpreted. The conference
itself was most worthwhile. It was merely not a heaven-
sent panacea through which the world’s difficulties will
be resolved. Nor are any of its other efforts. But step by
step the League is leading us to cooperate in treaties, in
finance, and in almost countless other ways. For economic
ill will and friction it is gradually helping us to substitute
sanity and a spirit of adjustment.

It is in these four ways but not only in these four ways
that the world is working its way out of a dilemma that
might easily become an éimpasse. Though the gains are at
times slow, there is ample reason for believing that progress
is really being made.
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