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EALTHY markets for Europe’s products
H are tied irrevocably to the peace, pros-
perity, and welfare of the post-war world.
Pointing the way is this important, timely
study of Europe’s economy by a man who 1s
thoroughly familiar with the problems in-
volved. Dr. Basch first presents a clear anal-
ysis of the causes of the disruption of the
Continental economy and shows how the dis-
location of international trade will affect
European nations and why full consideration
should be given to the integration of Europe’s
economy, to the development of the back-
ward countries, and to the interrelation of
Germany and the rest of Europe, whatever
the solution of the German problem may be.
The author then explains how these unfavor-
able changes could be offset by an expanding
trade with the Soviet Union, the Middle East,
and other new markets; states the prerequi-
sites for the maintenance and promotion of
Europe’s welfare; and points out the dangers
threatening the peace if immediate action is
not taken for concerted international assist-
ance and expanding world trade as well as
for an economic cooperation organized on a
broad basis. As the world’s strongest power
the United States should take the initiative
in such an action. This is a book for everyone
concerned with the stabilization of Europe
and a permanent peace. Foreword by James

T. Shotwell.
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FOREWORD

takable terms at the opening of the second chapter:
“Europe can maintain her standard of living, her level
of production, and the welfare of her peoples only as an integral
part of a well-functioning world economy.” But the reverse
of that statement is equally true and equally challenging: There
cannot be a well-functioning world economy unless Europe is
an integral part of it. Taken together, these two statements are
a measure of the importance of the problems with which this
volume deals. Moreover, the problems are as difficult as they
are vast, for they have to do with the intimate affairs of the
daily life of the common man under the varying conditions
which have been determined by history as well as by the cir-
cumstances of the present and future. Thoughtful people, there-
fore, will appreciate and welcome such a survey as this, coming
as it does from an economist who has had a unique opportunity
to watch the development of European trade, industry, and
finance in the years between the two World Wars, and who now
views that scene in the perspective of world affairs. For Professor
Basch has never suffered from the academic fallacy of regarding
business as an abstraction for the theorist. The picture of Europe
which is here presented is that of a real world, doubly tragic
because of its reality and doubly important because of the
pressing need for action to make the peace settlement a real
and lasting one.
The devastation caused by the war is inevitably the first

THE ceNTRAL theme of this volume is stated in unmis-
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matter of concern in any survey of present-day Europe. Even the
disasters of the Thirty Years’ War in Central Europe, which held
back the development of Germany for over a century, have been
far surpassed by those of the last five years, and we are by no
means through the disasters and anarchy which may follow the
war itself. Yet, as Dr. Basch points out, the processes of recovery
are now so much greater than those in the pre-industrial age
that the physical restoration of the homes and factories and cities
of Europe may be surprisingly rapid. Science can destroy more
quickly than it can rebuild, yet the rebuilding may also present
miracles of achievement. But this reconstruction of Europe will
not be real or lasting unless the economic life within it is sound
and healthy; and it cannot be healthy in the era of scientific
production unless the marketing of goods can escape from the
fetters of economic nationalism. If, after the second World War,
Europe and the world outside—for both are interdependent
economically—repeat the tragic blunders of the 1920s and set
up barriers to trade in an almost open economic warfare, then
there is no hope for either prosperity or lasting peace.

While the blunders of the past offer little encouragement for
optimism, it is also true that their lesson has not passed un-
noticed among thoughtful people both in Europe and America.
Whether the lesson of those blunders has been learned suffi-
ciently, time alone will show. But it is at least clear to any
student of the problem that the worst of all blunders would be
postponement of the economic settlement. For, after the war
is over, every day that passes will result in the creation of new
vested interests along with the restoration of old ones, each of
them narrowly fighting for its life without reference to or regard
for the prosperity of others, without which its own cannot
long endure. The time for the consideration of these issues is
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now. For Americans it begins here, and not in Eastern Europe,
for in the long run it is all one economy.

In the wealth of material which this volume offers, there is
one subject which is of special interest, because it opens new
perspectives. We tend to think of European economy in terms
of the countries of Western Europe; but it is already evident
that there will be a stirring of new life in the countries east and
south of Germany. These countries are primarily agricultural.
Now science is reaching out beyond industry to agriculture and
will, without doubt, change the nature of rural life within the
coming generation as definitely as it has changed that of hand
industry in the course of the nineteenth century. Communica-
tions are also rapidly changing the geography of the whole
world. The bearing of these facts upon the economy of Europe
should not be lost sight of. For the backward areas of Eastern
Europe which were left untouched by the commercial revolution
of the sixteenth and seventeenth centuries will enter into a new
era in the production and distribution of wealth. The resources
of the far corners of the world will be made as readily available
for these areas as was the case with Western Europe under the
influence of ocean commerce. If these great reservoirs of eco-
nomic possibility are successfully tapped by the new processes
of invention, there will be less and less place in the world for
the narrow provincialism of the past.

The economy of an interdependent world cannot succeed in
the long run, however, without the assurance of continuing
peace. The elimination of war as an instrument of national
policy is therefore not an external but a fundamental part of the
economy of nations.

James T. SHoTWELL

New York
February, 1945
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consequences of the present war in their entirety. It is not

too soon, however, to collect the facts, to analyze them from
various angles, and on this basis to prepare a firm line of in-
ternational policy, so that the mistakes made after the last war
shall not be repeated. This time we must make certain that
economic problems receive the attention they demand.

The impact of the war will be heavier on the Continent of
Europe than on other parts of the world; the task of recon-
struction and rebuilding will be more difficult and complex. A
common and general program of economic reconstruction and
reorientation is, therefore, desperately urgent. The present
study, which was sponsored by the Carnegie Endowment for
International Peace, Division of History and Economics, at-
tempts to outline and examine some of the more important
problems of the European economy—the changes that Europe
will face—particularly in its relations to the rest of the world.

In view of the many unknown factors in the political as well
as in the social sphere, it could not be my aim to formulate a
detailed program of reconstruction and adjustment. Neverthe-
less, an analysis of failures in the past and of changes in the
world economy should serve as a guide for the major lines
of policy. I shall be satisfied if this study serves to stimulate
discussion that shall prove helpful in shaping the postwar
economic policy in Europe.

I am very much indebted to Professor James T. Shotwell,
who read the manuscript and gave me many valuable sug-

lT 1s certainly too early to try to evaluate the economic
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gestions. My sincere thanks go to Miss Matilda Berg of the
Columbia University Press for her highly efficient help in edit-
ing the manuscript.

ANTONIN BascH

Columbia University
January, 1945
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CHAPTER ONE

PROBLEMS AND OBJECTIVES

tions are concentrating a great part of their respective en-

deavors upon economic problems. Their leaders are well
aware of the fact that without a satisfactory solution of crucial
economic and social problems no lasting peace can be estab-
lished. Those who are called upon to shape the basis of world
economy after the war are going farther than did the peace-
makers at Paris. One of their first objectives is to reach an agree-
ment on some of the fundamental issues facing them. Moreover,
they must organize the machinery vital to the rebuilding of
world economy. A comprehensive program is, therefore, being
discussed and devised to bring about security and freedom in
the political as well as in the economic field.

We cannot yet fully evaluate or even grasp the economic and
social consequences of the second World War. We can estimate
approximately its direct financial and material costs. We know
that the destruction of the economic machinery in continental
Europe, in Great Britain, the Soviet Union, and in large parts
of Asia will be great, and we know, too, that resources in human
life and in economic productive capacity will be sadly depleted.
But we also know that the world still possesses sufficient re-
cuperative power to surmount these losses, and, even, within a
rather brief period to surpass them with replacements. In fact,
with economists and technicians of the caliber available in
charge of the task, we could be fairly sure of success within the
expected time. However, we cannot disregard the fact that other

lN PREPARING for a period of prolonged peace, the United Na-
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than purely technical aspects will have their weight, perhaps
sometimes fostering the program but very often presenting
serious obstacles to it.

Certain common aims dominate any policy of postwar econ-
omy, aims that are everywhere accepted as desirable and as
necessary to achieve. Hitherto, these have been expressed, for
obvious reasons, in general terms. To implement them will be
the task of national, and new international, bodies created for
the purpose. Foremost among these objectives are:

1. An effective system of political security.

2. A policy of economic expansion that will ensure a high
level of employment in the industrialized countries and promote
economic growth in the retarded regions. This would presume
an expanding world trade on a multilateral basis. An integral part
of the program would be a rising standard of productivity and of
living, and economic security to protect workers against such
hazards as the mass unemployment of the thirties.

There can be no doubt that the great majority of European
peoples will happily subscribe to these common economic ob-
jectives of the United Nations. But how will it be possible to
carry them out in Europe? What will Europe’s economic status
be in the postwar world? It had already relatively declined after
the last war and will be in a worse state after the present con-
flict ends. The problem of the economic rehabilitation of Europe
is one of the most vital problems of the postwar world. Until it
is settled there can be no equilibrium in the world economy.

When we speak here of Europe we have in mind continental
Europe, excluding Great Britain and the Soviet Union. Though
Great Britain and the economically most important part of the
Soviet Union belong geographically to Europe, nevertheless
their casc differs from hers. It is true that Great Britain was the
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greatest single purchaser of European exports, but it is also true
that the larger part of her foreign trade was with other conti-
nents and that she received from other continents by far the
greater part of her income from sources other than trade. Her
investment in Europe amounted to only 8 per cent of her total
foreign investments. As for the Soviet Union, her total foreign
trade in the prewar period was no greater than that of Czecho-
slovakia, for example. Furthermore, because of her economic,
social, and political structure and organization, she represents
an independent unit forming a kind of continent by herself. Her
problems have been and will be different from those of conti-
nental Europe.

Often the question is raised whether, even for the limited
purposes of an economic analysis, it is appropriate to regard
continental Europe as a unit. There are, for instance, Scandi-
navian economists who claim that their countries have little in
common with the rest of Europe, that in economic background
and in political and psychological outlook they are nearer to the
United States and to Great Britain than to Southeastern Europe.
Similarly, in the Low Countries there seems to be a tendency
toward disentanglement from the destiny of the European
Continent and toward alignment with some kind of community
of the Atlantic countries. But though the nations of the Conti-
nent may entertain more or less intensive political, economic,
and cultural relations with other continents, they cannot escape
from the common fate of Europe. Even those countries in which
the tendency toward disassociation is strongest have been
greatly dependent on Europe in their foreign trade. This general
interdependence was clearly demonstrated to the countries
occupied by Germany, in spite of the fact that the Germans at-
tempted to differentiate, in treatment, between Western and
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Eastern Europe. Even the few neutral states have not escaped
from the direct or indirect effects of the German domination.

What have been the particular features in the economy of
Europe, and what will be the problems common to all its na-
tions? To a greater extent than any other country except Great
Britain, the countries of Europe have depended on trade with
other continents for foodstuffs and raw materials needed to
maintain the established standard of living. Without this multi-
lateral international trade, employment in the industrialized
countries cannot be maintained; without steady employment
and prosperity in the advanced parts of Europe the agricultural
areas are doomed to depression and poverty.

The peoples of Europe are politically more conscious than are
peoples elsewhere. Now they are also aware that there are po-
tentialities in the world economy to provide for a decent stand-
ard of living, for progress, and employment, everywhere. They
are ready to demand the immediate organizations of a new and
better-balanced world economy. And they are prepared to de-
mand it with a very loud voice. Yet this continent, having suf-
fered two cruel wars in one generation, will have to overcome
greater difficulties to reorganize and rebuild its economic and
social life than any other continent, Asia not excluded. These
difficulties will be even greater than those expected in Great
Britain, because the latter has not been occupied by the enemy
and has preserved its political and social structure. And though
Russia has suffered enormous human and material losses, she,
too, will be in a relatively easier position than the ravaged Conti-
nent of Europe.

In speaking of rebuilding and reconstruction we do not refer
only to the enormous immediate postwar task of relief and re-
habilitation, and the repatriation of many millions of displaced
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persons. Of course, the devastated areas will have to be rebuilt,
the exhausted supplies of food and raw material will have to be
restocked, and transportation reorganized; but over all these
problems there is the foremost task of fitting the Continent of
Europe into the new structure of world economy. The period
between the two wars has not sufficed to adapt Europe to the
economic changes throughout the world. This time the task of
readjustment will be even more difficult. Trade with other conti-
nents must be adjusted, and, in view of the altered status of
Europe’s most important trading partners, there will also be
important changes in intracontinental trade. The magnitude of
this purely economic task must not be underrated.

Other problems also must be taken into consideration. People
expect more than they had before the war. They expect steady
employment and steady progress, and they are looking forward
to great social improvement and cultural development. The
Nazi occupation will leave behind it numerous grave problems.
To mention but one of these, the question of changes in property
initiated by the German rule will be a hard nut to crack. Hatred
will have accumulated among the nations, and there may well
be residua of racial propaganda. All these and many other cir-
cumstances will complicate the attainment of the economic ob-
jectives. But, however difficult it may be, it should be clear
that any delay in economic reconstruction will jeopardize the
progress of postwar consolidation of Europe in general.



CHAPTER TWO

CONTINENTAL EUROPE’S POSITION IN
WORLD TRADE

duction, and the welfare of her peoples only as an integral

part of a well-functioning world economy. During the
nineteenth century, continental Europe followed Great Brit-
ain as the world’s workshop, importing chiefly primary prod-
ucts (food and feed and raw materials) and exporting manu-
factured articles. Europe’s total economic position depends
on this trade. She needs to import raw materials and food-
stuffs in order to keep her industries running and her labor
employed, and equally in order to maintain a standard of living
that is surpassed only by that of Great Britain and North Amer-
ica. In spite of the fact that her relative position in world trade
declined slightly, especially after the first World War, together
with Great Britain she still represents the basic stone in the
structure of the whole trade. Because of her dependence on
world trade she is more deeply affected than the other conti-
nents by the economic, political, and social consequences of the
disintegration of world economy.

In 1988, the share of the European Continent in world im-
ports amounted to 38 per cent and in exports to 37 per cent (in-
cluding Great Britain and Ireland the figures were 56 per cent
and 48 per cent, respectively, of the world total).!

EUROPE can maintain her standard of living, her level of pro-

1The figures in this chapter have been compiled chiefly from the League of
Nations’ publications Europe’s Trade (1941) and The Network of World Trade
(1942).
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In the average of the three years 1935, 1937, and 1938, the
total imports of the European countries amounted to $9.71 bil-
lion; 51.8 per cent of this total or $4.73 billion were supplied by
other continents, the British Isles, and Russia. Of the total
European exports during the same period, averaging $8.06 bil-
lion, the other continents, the British Isles, and Russia pur-
chased $3.58 billion or 44 per cent of the total exports of the
continental countries. The Continent had thus with the rest of
the world an import surplus of $1.15 billion. (The intra-
European trade represented 48.2 per cent of the total imports
and 56 per cent of the total exports. )

Excluding the intra-European trade from the figures of the
total trade of the European countries, we obtain the follow-
ing percentage shares of other continents and noncontinental
Europe (the United Kingdom and Ireland) and the Soviet
Union in the trade of continental Europe in 1928 and 1938 with
the rest of the world:

Percentage of Imports Percentage of Exports

1928 1938 1928 1938
Africa 12 16 14 16
North America 28 23 16.5 14
Latin America 18 18.5 14 14
Asia 16 16 14 16
US.S.R. 4 2 2 2
Noncontinental Europe 16 18.5 36 36
Oceania 4 4 2 2

This tabulation throws into sharp relief the importance of the
British market: Great Britain purchases more than one third of
the goods exported from the European Continent, more than
North America and Latin America together.

The following figures demonstrate the importance of conti-
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nental European trade with other continents and with Great
Britain in percentage of the total trade of the areas named.

Exports to Europe  Imports from Europe

1928 1938 1928 1938
Africa 43 44 54 59
North America 17 19 27 21
Latin America 30 31 35 33
Asia 15 17 19 18
U.S.S.R. 39 30 56 46
Noncontinental Europe 35 30 27 29
Oceania 11 10 33 17

Thus, even if we disregard the intra-European trade altogether,
we arrive at the conclusion that continental Europe was still the
most important factor in world trade, closely followed by Great
Britain and the United States (which has a somewhat different
trade structure).

The nine highly industrialized countries (France, Germany,
Belgium, and Luxembourg, Netherlands, Switzerland, Sweden,
Czechoslovakia, Austria, Italy) carry on by far the greater part
of trade to and from, as well as within, Europe. These countries
are important not only because of the volume of their trade but
also because of its composition. Taking the average of the years
1928, 1935, 1938, this was as follows, in percentage of the total:

Percentage of Percentage of
Commodity Imports Exports
Foodstuffs and live animals 24.3 (23) 12 (11)
Materials, raw or partly
manufactured 51 (54) 24 (26)
Manufactured articles 24.6 (23) 63.7 (63)

Nore: The figures in parentheses are for 1938.



EUROPE’S POSITION IN WORLD TRADE 9

The trade of the agricultural countries was to a very great
extent intracontinental, comprising 75 per cent of imports (in-
cluding those from the United Kingdom) and about 85 per cent
of exports. In 1935 the agricultural countries accounted for only
17 per cent of the aggregate imports and for 19 per cent of the
aggregate exports of all European countries. The composition
of trade of the agricultural countries during the same period was
quite different from that of the industrial countries.

Percentage of Percentage of
Commodity Imports Exports
Foodstuffs and live animals 156 (13) 48 (43)
Materials, raw or partly
manufactured 35 (39) 36 (39)
Manufactured articles 49 (48) 16 (18)

Norte: The figures in parentheses are for 1938,

As a result of the upward trend in industry, population, and
standard of living, Europe’s need of imports of prime materials
from overseas was greatly increasing. The extent to which
Europe had become dependent on those imports in the years
preceding the second World War is clearly seen from the data
given below. Thus, she required imports of about 10 per cent of
the cereals consumed in Europe, and this in spite of an increased
agricultural production resulting chiefly from a policy of high
protection in important industrial countries. About half of the
vegetable oil and the greater part of the oilcakes used in the
dairy industry had to be imported (more than one third of
the total consumption of edible fats). All of the coffee, tea, and
cacao came from abroad and about one third of the tobacco. In
the food bracket, Europe herself was an exporter of meat, dairy
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products, and eggs ( chiefly to the United Kingdom ), as well as
of sugar and potatoes.?

For raw materials Europe’s dependence on imports was even
greater, because of her deficiency in many of the basic products.
She had to import nearly all the cotton and more than 70 per
cent of the wool consumed, about 40 per cent of the silk, all the
jute, and some flax and hemp. All the rubber came from the Far
East, and South America supplied large quantities of hides and
skins. While Europe was a net exporter of wood pulp, she her-
self imported timber, chiefly from the Soviet Union.

Shortages in the metals and minerals were also great. It was
necessary to import 80 per cent of the consumption of crude
copper, 50 per cent of lead, 20 per cent of zinc, 90 per cent of
manganese; furthermore, by far the greater part of the nickel,
tin, molybdenum, tungsten, chromium, vanadium, antimony,
asbestos, mica, and cobalt were obtained from abroad, as were
more than 60 per cent of the phosphates and more than 70 per
cent of the petroleum used. The only raw materials Europe was
able to export were potash, mercury, sulphur, gypsum, magne-
site, and synthetic nitrogen.

It can be said that in nearly every phase the industrial as well
as the agricultural production of the European countries was to
some extent dependent on the import of raw materials, semi-
manufactured products, and even some manufactures. And as
the foremost importer of primary materials, the Continent had
obviously achieved an important position in the market of most
of these commodities.3

2 The Continent imported yearly 7 to 8 million tons of food and 12 to 13 million
tons of feed (the British Isles took around 12 to 18 million tons of food and
7 to 8 million tons of feed). M. K. Bennett; Food for Postwar Europe (Food
Research Institute, Stanford, Calif., 1944), p. 11.

8In 1938 the percentage share of continental Europe in world imports was as
follows: (the figures in parentheses include the percentage share of continental
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In view of the great deficit in her import of food and raw ma-
terials, it was taken for granted that Europe would have an ex-
port surplus in manufactured goods. In 1935 the import surplus
in foodstuffs amounted to $280 million, in raw materials to
$1,970 million, or a total of $2,250 million, against which stood
a surplus in the export of manufactured goods of only $1,020
million leaving a deficit of $1,230 million in 1935 and one of
$1,302 million in 1937.

The growing importance of Europe as a market for primary
products and the dependence of several countries on this market
was offset by the necessity for increased export of industrial
products of Europe. This export was needed not only to obtain
foreign cxchange to pay for imports but equally to provide em-
ployment for the industries and labor. Though the proportion
of industrial production dependent on export may seem small,
we must consider not only the effects of the foreign trade multi-
plier on employment but also the mutual interrelation of exports
in the European countries concerned.

In the four years preceding the crisis of 1930 (after which the
development of foreign trade did not keep pace with the de-
velopment of national production), the following percentages
of manufactures were exported: from Switzerland, 37; Austria,
30; Sweden, 29.5; Czechoslovakia, 22.5; Belgium, 21.5; Ger-
many, 20; France, 19; Netherlands, 18; Italy, 11.5. (The figure
for the United States is only 4 per cent, and for the United
Europe, together with noncontinental Europe, chiefly the United Kingdom):
wool, 55 (84); cotton, 48 (67); copper, 61 (79); zinc, 44 (80); lead, 35 (82);
petrol, 21 (57); corn, 59 (96); wheat, 43 (83); citrus fruits, 45 (81); coffee,
41 (42); tea, 6 (59); butter, 16 (94); pork, 10 (91); rubber, 24 (36); manga-
nese, 60 (69); tin ore, 40 (60). Of all these commodities the United States was

an important buyer only for rubber (38 per cent), coffee (49 per cent), tea (9
per cent), manganese (23 per cent), and tin ore (40 per cent).
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Kingdom 27.5 per cent.) Stated simply, more than one fifth of
the industrial production of the industrialized countries in
Europe had to be exported in order to employ labor and provide
foreign exchange. To understand the significance of this figure,
we must realize that many industries work primarily for national
consumption, so that, in fact, the percentage of exports in indus-
tries other than these is much higher. Although intra-European
trade is included in this figure, it does not diminish the im-
portance of export for the European economy. The basic struc-
ture on which progress in Europe has been built and its inter-
relation with the world economy is clearly demonstrated.

Next we turn to the question of the balance of trade and the
balance of payments, in order to examine in what way Europe
has paid for her needed imports. Throughout a long period,
continental Europe’s trade with the rest of the world has shown
a great import surplus, which had to be paid for from income
from other sources. This basic fact was not altered in the period
following the first World War. As an example of this develop-
ment we may compare the figures for 1928 (a year from a period
before the outbreak of the world crisis and when international
credit still functioned) and 1938 (the last year before the out-
break of the second World War). The figures represent conti-
nental European trade with the outside world.

Imports Lxports
(in million dollars) ~ (in million dollars)
1928 6,660 (13,580) 4,760 (11,390)
1938 4,460 (9,310) 3,460 (8,060)

Norte: Figures in parentheses include the intercontinental trade.

Thus in 1928 the import surplus amounted to $1,900 million
(old dollars) and to $1,000 million in 1938; in 1935 it was $1,200
million. The 1928 import surplus of the United Kingdom was
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$1,770 million, in 1935 it was $1,356 million, and in 1938, $1,980
million.

In the prewar years continental Europe had an import sur-
plus with the rest of the world of more than one billion dollars.
And this was during a period of a reduction in imports caused in
part by decreased purchasing power but to a greater extent by
various kinds of import barriers that had been erected as a result
of protectionism and the lack of free foreign exchange. With all
other continents Europe had an import surplus (the deficit in
trade with the United States was $890 million in 1928 and $440
million in 1938). Her only export surplus was with the United
Kingdom; it amounted in 1928 to $898 million and by 1938 had
gone down to $565 million (in 1935 it was $467 million).

Without this important export surplus (which averaged at
least $500 million during the years preceding the present war),
the import surplus would have been substantially greater, and
Europe’s power to purchase abroad might well have been cor-
respondingly lower. Through multilateral trade Europe ob-
tained from her export to Great Britain foreign exchange that
could be used to pay for imports. The “invisible items” in her
international account paid for the deficit of her balance of trade.
Whereas during the twenties the flow of foreign credits, espe-
cially from the United States, had financed a large part of the
excess of imports, in the thirties international lending practically
ceased and Europe had to rely on her own income. If it is as-
serted that Europe was able to do so, we should not forget that
the majority of the European countries had felt obliged to intro-
duce foreign exchange control in order to meet current pay-
ments abroad. And in spite of all these measures, “blocked for-
eign accounts” were not an exception but a measure to which
several countries resorted.
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In analyzing the invisible items of the balance of payments,
we are faced with the fact that the national statistics usually do
not cite the origin or destination of these payments, thus mak-
ing it very difficult to establish the European balance of pay-
ments with the rest of the world. There are, however, several
known items. A number of creditor countries received income
from investments in other continents, in particular, the Nether-
lands, France, Switzerland, and Belgium. For Switzerland, Italy,
and France, the tourist traffic was an important source of reve-
nue. In Italy, Poland, and Greece emigrant remittances, espe-
cially from the United States, totaled in good years as much as
$200 million. Shipping provided substantial income for Nor-
way, Netherlands, Greece, and Italy.* The importance of invis-
ible items for paying the excess of imports in the past is very
clear.

Continental Europe could have developed its industry, its
whole economic and social structure only within the framework
of an international division of production. Imports of food and
raw materials were paid for, within the machinery of multi-
lateral trade, by exports mainly of manufactured products and
by invisible items in the balance of payments, that is, various
services rendered or yields from foreign investments. The im-
portant role of Great Britain in this respect has already been
mentioned. Should the income from invisible items decline,
Europe would have to increase her exports to be able to main-
tain the level of imports. Otherwise, any reduction on the credit

4 In Nazi Europe and World Trade ( Washington, D.C. 1941, p. 133) by Cleona
Lewis, a table of a continental balance of payments for 1937 and 1929 is given,
compiled mostly from the League of Nations Balance of Payments. In Europe’s
Trade (League of Nations, 1941, p. 31) figures are given for 1928 and 1935.
Interest and dividends amounted to $40 million in 1928 and $290 million in
1935; services to $2,450 million in 1928 and $1,060 million in 1935.
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side of the balance would necessarily lead to a reduction of
European imports with all the attendant consequences—a de-
cline in consumption and a strengthening of protection of na-
tional production with a tendency towards autarky.



CHAPTER THREE

EUROPEAN ECONOMY IN THE
INTERWAR PERIOD

EUROPE DIVIDED

continents was Europe’s great concern, other very im-

portant problems had their bearing upon the develop-
ment of the European economy. During the whole interwar
period Europe had never reached a real consolidation of her
economic position; the only exception was the interlude in the
years 1925-1930, when many countries had enjoyed “borrowed
prosperity” by means of the great influx of foreign (especially
American) credits. The European economy was not adjusted to
the changes in the world economy already in progress before
the first World War. This was, of course, due to the lack of an
appropriate policy on the part of Europe as well as of the other
nations. It is a matter of speculation as to what extent the un-
stable economic situation was caused by the equally unstable
political situation, or to what extent the lack of a real economic
consolidation had contributed to the political difficulties. It
should be said, however, that during this period economic
principles were scarcely the driving power that could have de-
termined the course of political happenings.

The position of continental Europe in the world economy has
been presented here as if Europe were a single unit. It must be
underscored that this is far from the case. Continental Europe is
not economically integrated nor is it homogeneous. Very often

Tﬂoucn THE TASK of maintaining trade with the other
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it is represented as divided into two parts, one wealthy, and the
other with a retarded economic development. Figures of na-
tional income per head, sometimes showing wide differences
even between neighboring countries, easily bear out this divi-
sion. In terms of international units, the annual per capita in-
come of the working population declines from west to east,
geographically, receding from 1,069 in Great Britain, 855 in
Holland, 684 in France, to only 350 in Poland, 243 in Rumania,
and 284 in Bulgaria. Similarly it declines from north to south;
653 in Sweden, 539 in Norway, as against 397 in Greece, and
343 in Italy. In the middle of this scale are Germany, Czecho-
slovakia, and Austria.!

Most of the countries bordering on the Atlantic belong to the
wealthy, well-developed area of Europe, with advanced indus-
try and trade. These are the nations of which one may speak in
terms of a capitalistic economy; they have accounted for the
greatest part of the European trade. On the other hand, the
most retarded regions formerly belonged to three empires—
the Ottoman, the Russian, and the Austro-Hungarian. (Czecho-
slovakia and Austria are exceptions, in progress, in their geo-
graphical area.) The two Mediterranean nations, Italy and
Spain, also remained behind the economic progress of Western
and Central Europe.

The countries of Eastern and Southeastern Europe form a
bloc which has several economic problems in common. In Poland
Hungary, Yugoslavia, Bulgaria, Rumania, Albania, and also in
Greece, the intensity of agricultural production was low, and at
the same time there existed a great need for foreign markets of
agricultural products. All these countries suffered from a rela-
tive overpopulation in agriculture, as the outlet of the time be-

1 Collin Clark, The Conditions of Economic Progress (London, 1940).
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fore 1914—mass emigration overseas—was closed. Industry
was slow to develop because of lack of capital and skill and,
therefore, could not provide sufficient employment for the
greatly increasing population. Though this area certainly offered
various good opportunities for economic development by the
advanced European countries—and a consequent expansion of
intra-European trade—not very much was done in this respect.
Some loans were granted, particularly for stabilization purposes;
British, French, Czechoslovak, and other concerns contributed
to the development of natural resources and industry; but there
was no systematic or comprehensive attempt to work toward the
economic advancement of this politically vital part of Europe.
And only by such a policy could a successive narrowing of the
great differences in the economies of the two parts of Europe be
achieved and a better integration of the European economy be
prepared.

It is only natural that, when in 1930 the world economic crisis
broke out, this backward part of Europe was the one to be hard-
est hit. It should have been clear to the leading powers that,
unless a really constructive solution was worked out, the crisis
would lead to new political developments. At that time, how-
ever, Germany’s political weight had increased and she had re-
newed her claim that Southeastern Europe be considered an
area of her special economic interests (later called her Lebens-
raum). In the West, Germany found a resounding platform for
her claim. Often it was pointed out that, whereas the Western
powers do not provide any substantial market for the agricul-
tural export of the Danubian basin, Germany is the natural
customer of this part of Europe, and it is logical that the role
there be more eminent.

Thus Germany, using all the now well-known devices of the
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so-called Schacht plan, started a well-planned trade penetration
in Southeastern Europe. Using the methods of bilateral trade
and clearing agreements, which practically amounted to a
barter system, she succeeded in detaching the Danubian agri-
cultural countries from the world economy, and step by step
drew them into her armed economy. After the annexation of
Austria and the occupation of Czechoslovakia she completely
dominated the foreign trade of the five agricultural countries in
Southeastern Europe, absorbing more than half of their aggre-
gate trade. As a matter of interest it should be mentioned that
the British policy—based on the Ottawa agreement to buy an
increasing amount of agricultural products within the British
Commonwealth—and a similar French policy had not made the
position of the European agricultural countries easier.

ECONOMIC NATIONALISM

Thus, instead of progressing toward integration, the economy
of the Continent before the second World War was divided not
only into wealthy and retarded areas but also into two different
trading systems. One of the groups of countries was under the
influence of the German commercial policy based on bilateral
trade and expanding government control of all business trans-
actions. This group included practically all countries east and
southeast of Germany and also included Italy. Czechoslovakia
and, to a lesser extent, Poland and Austria, attempted to escape
this bilateral trading system and to maintain multilateral trade
with the Western world. However, the system of bilateral trade
was spreading even to Western Europe, where some of the coun-
tries, Great Britain not excluded, concluded payment agree-
ments also. Nevertheless, on the whole the advanced Western
countries made great efforts to maintain the multilateral net-
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work of world trade. As a result first of the world economic crisis
and later of the armament program introduced in many coun-
tries, economic nationalism was strengthened. Certainly, conti-
nental Europe could point to the high tariff policy of the United
States, which was only slightly moderated with regard to manu-
factured goods by the trade agreement program started in 1934,
and also to the fact that even Great Britain had felt it necessary
to reverse her old free trade policy and to introduce in 1931-1932
a general tariff protection and to organize a system of imperial
preferences. In most continental countries, however, the policy
of protection was not confined to high tarifts; all kinds of quanti-
tative foreign trade restrictions were resorted to—general im-
port permit systems, quotas, foreign exchange restrictions, and
clearing agreements. These, together with various devices of
administrative protection, have all become weapons of the for-
eign trade policy arsenal. The policy of self-sufficiency, strongest
in Germany and Italy, gained new support when in several coun-
tries the necessity for it was emphasized in connection with the
armament program and the national defense in general. Sup-
ported by the high waves of political nationalism, great parts of
Europe plunged into a policy of economic ultra-nationalism.

It is small wonder, therefore, that a real expansion of intra-
European trade did not occur. Instead, the industrialized coun-
tries, under a high protective tariff, and sometimes with the aid
of a complete government monopoly, increased agricultural
production, reduced agricultural imports, and, in consequence,
lost their export of manufactured goods to the agricultural coun-
tries. At the same time, the industrial countries created new
industries and protected the existing ones, because this was
considered necessary to reduce unemployment. Similarly, the
agricultural countries, especially those of Eastern Europe, also
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under a most complete protection (and without regard to the
cost of production and of prices abroad) stimulated the erection
of new industries. Thus the cleavage in the level of prices
steadily increased; in industrial Europe (with the exception of
the Low Countries and the Scandinavian countries) prices of
agricultural staples were much higher than those in the world
markets or even, in some cases, than those in the agricultural,
sometimes neighboring, countries of Europe. Obviously, Ger-
many led in this high level of agricultural prices. Meanwhile, the
peasants of the poorer areas of Europe were paying very high
prices for domestic manufactured goods.

In spite of the fact that in several countries production was
increased under the direct or indirect influence of the armament
programs, Germany alone succeeded in eliminating unemploy-
ment. As we know, this was achieved only by setting up an
armed economy in peacetime. Even in 1937 relatively high
figures of unemployment could be found in Austria, Belgium,
Denmark (21.9 per cent of the total number of workers);
France, Czechoslovakia, Norway (20 per cent), Netherlands
(29.2 per cent), and Switzerland. Only in Sweden and Great
Britain were the figures lower. Thus, even during a period of
greater employment initiated by the armament program and
public works, the policy of protection could not make up for
the lack of expanding and orderly working multilateral trade in
the world.

During this period the situation of the Danubian agricultural
countries seemingly improved. This was chiefly due to the Ger-
man policy of buying all available or proffered supplies of raw
materials and most of the foodstuffs, but it resulted in absorp-
tion of the arca into the German economic system and isolation
from the world markets. As a consequence, economic independ-
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ence was the first to be jeopardized, and soon afterwards politi-
cal independence; furthermore, none of the major economic
problems of the area were settled.

GOVERNMENT INTERVENTION

Throughout Europe the growing economic difficulties led to
a greater emphasis on the government’s role in economic life.
Even before 1914 government intervention on the Continent
was greater than in the Anglo-Saxon countries. In the eighties of
the last century liberal capitalism in Germany and in Austria-
Hungary had been succeeded by a policy of benevolent inter-
vention. Only in the Low Countries, Switzerland, the Scandi-
navian countries, and France had economic liberalism set firm
roots. In Germany and the countries east of Germany, political
and social remnants of feudalism still contributed to the rather
strong position of the civil servants. Moreover, the importance of
economic liberalism and capitalism was interrelated with the
strength of the middle class. In the backward agricultural coun-
tries the middle class had never been strong; in Germany and
in some of the other countries its position had been greatly
weakened by the postwar inflation.

From 1930, in almost all of the countries government inter-
ference with economic life was on the increase. The new role of
government put parliamentary democracy to a heavy trial. In
most of the European countries there were numerous political
parties, often organized along the line of special economic and
social interests—something which might be called pressure-
group representation. Compared with these, the all-national
parties which emphasized the patriotic duty of all citizens as
against special interests were in the minority. Nowhere was
parliamentary democracy prepared or equipped to cope with
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the new task. Its failure caused great disappointment; the con-
fidence of large masses of the people was lost. The notion of
economic freedom was usually interpreted as protection against
the influence of big business and capital. Very seldom was it
realized that real economic freedom may also be menaced by
government control of economic life. This is particularly true
when the government does not limit its activity to the general
program planning—to issuing directives for the economic policy
in general—but takes it upon itself to regulate everyday business
transactions.

Under these circumstances the position of the civil servants
of an economic bureaucracy had become extremely important.
Not only in the totalitarian countries but in all nations where
government intervention in business transactions (foreign or
domestic) was expanding, the role and importance of bureau-
cracy was growing. The same Europe which only a hundred
years ago had freed herself from the often uncontrolled power of
bureaucracy with regard to political rights (mostly under abso-
lute monarchs ) and had organized a system of protected politi-
cal freedom coupled with legal security and justice was now
slipping back unnoticed into another kind of often uncontrolled
bureaucracy extending the public control over steadily growing
areas of economic life. The problem of freedom, of democracy,
and controlled economy was opened on a broad front.

The system of private enterprise still prevailed throughout
Europe. Although the governments and other public bodies
owned railways, communications (and, in some countries,
forestry, mines, mortgage banks, savings banks and armament
factories ), the great bulk of industrial as well as agricultural
production was owned and managed privately. Even Nazi Ger-
many had not nationalized any important private enterprises.
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Nevertheless, the real scope of free initiative was steadily re-
duced by all kinds of government control. The whole economy
had become less flexible and had lost much of its dynamic char-
acter. It could hardly be otherwise in countries where good po-
litical relations were sometimes of greater value to the entre-
preneur than efficiency and skill. Again, in the Western countries
along the Atlantic border greater freedom prevailed and more
understanding was shown in relation to private enterprise than
in the rest of the continent.

Except in Germany (and to a lesser degree in Italy), where
the preparation for war had determined the whole course of
economic policy, it is not easy to determine the guiding princi-
ples and objectives of government intervention. Certainly, it has
not succeeded in working out an economic system capable of
providing employment, of increasing national production, of
smoothing out differences among the various economic and so-
cial interests; nor has it built a basis for the confidence that is so
important to the success of any private or public economic pro-
gram.

Throughout the whole interwar period the social problems,
especially the relation between labor and capital, remained in
the foreground of public interest. In most of the industrialized
countries the position of labor had improved. The system of
social insurance and other social legislation was expanded and
ameliorated, although in some countries (for instance in France)
the conservative circles were slow to realize the necessity of
providing this kind of social security for labor. In other countries
(as for instance Sweden and Czechoslovakia ), a comprehensive
system of social insurance was introduced in the early postwar
period; in most points this approached the objectives of the
Beveridge plan of 1943.
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In general, the level of real wages and labor’s share in the total
national income had increased. In spite of this improvement, no
real or consistent political cooperation between labor and capital
could be relied upon, a fact which proved particularly unfortu-
nate when the unemployment figures climbed up during the
thirties. It would have been extremely helpful if a united front
had been presented by all people engaged in production.

The political parties representing labor were largely dissatis-
fied with the achievements in the field of social legislation and
with the improvement in the level of living, a matter which obvi-
ously became very difficult during the time of the deep depres-
sion. On both sides, the issues were broad. Labor complained
that, although politically a very powerful factor, it had no possi-
bility of taking part in the important decisions regarding private
enterprise, and it accused capital of using indirect methods to
influence political issues. Capital, on the other hand, obviously
numerically weaker in its political representation, pointed out
that, although it had to bear full responsibility for important
questions of national economy, it had little to say in matters of
political decisions which vitally affected the economic life.

In a number of countries the socialist parties held up the class-
struggle concept, and frequently they still followed the Marxian
doctrine in their economic program. A genuinely constructive
economic program embracing the interests of the whole national
economy was seldom a part of the policy of the socialist parties.
One feature common, perhaps, to a majority of them was an
emphasis upon the problem of better distribution of national
income rather than improvement of the standard of living by a
general increase in national production. In relatively poor coun-
tries, especially, the latter course was certainly the only con-
structive method to adopt. Surprisingly little interest was shown



26 THE INTERWAR PERIOD

by the socialist parties in the importance of expanding foreign
trade, which could obviously only be achieved by a policy of
freer trade.

Capital and industry, remaining mostly on the defensive, con-
sidered themselves equally menaced by the growing govern-
ment control of business and by the policy of the socialist parties.
They, too, were very slow in presenting a constructive program
or in taking the offensive even where the situation called for
it. The demand for a radical change in foreign trade policy was
seldom heard from them. In some countries, short-sighted lead-
ers of industry hoped that by supporting fascism they might find
assistance against the menace from the left. The fear of commu-
nism played an important part in this. They did not realize, of
course, that for a seemingly greater safety from the dangers of
nationalization they would have to submit to a complete eco-
nomic control, to a regimentation carried out by totalitarian
regimes.

But even labor was not unreceptive to the promises of a better
life and a guaranteed job in a totalitarian state. How else may
we explain the quick acquiescence of German labor, of the
strong German socialist parties, to the Nazi regime? During a
period of mass unemployment the prospect of economic security
loomed brighter than that of freedom.

Thus the picture of the economic and social situation and
political constellation of Europe before the second World War
was certainly not cheerful. In an unstable world economy in
which the postwar maladjustments had not yet been corrected,
the position of Europe had grown relatively weaker. To these
difficulties the effects of a strong economic nationalism on intra-
continental trade must be added. In the process of the economic
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integration of Europe very little progress had been made; she
remained divided into advanced and backward regions.

Expanding government intervention in the economic sphere,
which hardly followed any constructive pattern, often proved a
very disturbing element. The mixed economy put a brake on
private initiative for which no compensation was offered by
proper measures in the sphere of public economic activity. The
dynamic economic forces were slowed down. The social struggle
that remained beneath the surface throughout the major part
of the period also contributed to the economic uncertainty and
often paralyzed the determination of the more active forces in
the respective national economies. The high waves of national-
ism and later on of racism—especially the anti-Semitic tend-
encies that spread from Germany to a number of countries—
further aggravated the complex situation. It can be said that
generally the real economic issues were overshadowed by the
national, political, social, and racial problems and later on, de-
cisively, by military considerations. Nevertheless, in spite of all
the obstacles, the national economies of Europe achieved some
progress and did not cease to struggle for higher employment
and technological advancement. This fact certainly speaks well
for the inherited strength of the European economic structure
and for the efficiency, devotion, and stubbornness of the men
who were actively engaged in performing their tasks in eco-
nomic life.



CHAPTER FOUR

THE IMPACT OF THE WAR AND OF THE
GERMAN DOMINATION

ORGANIZATION OF PRODUCTION FOR WAR

impact of war and German domination on the economy

of the European countries, nevertheless we have suffi-
cient data to enable us to make some assumptions and to arrive
at several conclusions. The economy of all the occupied coun-
tries in Europe, and to some degree even of the few which re-
mained neutral, was directed by Berlin. The uniform German
plan aimed not only at harnessing all economic resources for the
support of war but also at a long-range objective. According to
this program Europe was to be organized into one economic and
political unit headed by Germany—which in this way would
have gained permanent domination. Europe was to become
independent of the outside world in respect to foodstuffs and
indispensable industrial materials in order to be freed to a large
extent from dependence on the world market and from the in-
fluence of world business cycles.! The Germans argued that
only on the assured basis of a United Europe could a really
fruitful exchange in foodstuffs, raw materials, and industrial
goods be developed. To attain autarky it would also be neces-
sary to bring all agriculture up to the German level. In such a
completely controlled economy the problem of unemployment
would be solved. This program was the blueprint of the Nazi

1 See the author’s The New Economic Warfare (New York, 1941), pp. 155 ff.

! LTHOUGH it is still too early to evaluate completely the
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“New Order,” and was to have been carried out even during the
war. The course of the war has, of course, changed the German
intention, and the requirements of a war economy made it im-
possible to go ahead with various parts of the whole program,
although some of its features were put into operation.

Two aspects of the New Order were much emphasized and—
at least for a while—achieved some success in propaganda. The
one was the assurance of employment and the elimination of the
cyclic fluctuations; the other was the stress laid on the self-
sufficiency of Europe which promised a larger continental
market and a speedy advancement of the retarded agricultural
countries. It has been stated repeatedly that even without for-
eign trade with the overseas countries full employment has been
achieved and can be permanently assured, thereby reducing the
dependence of Europe on the rest of the world. At what cost
and sacrifices this can be done has, of course, not been ques-
tioned, because cost is of minor importance in a war economy.
And German experts have refuted the consideration of com-
parative costs by pointing toward a full and assured employ-
ment.

Fortunately, Germany did not have time to carry out the blue-
print of the New Order. To examine today the economic weak-
ness of the whole plan—even leaving aside the basic political
question of the German domination over the other nations—
would only be an ex post analysis. Yet it is not impossible that
some of its features, in so far as they suit various groups, may be
brought forward again in the future.

During the war the economy of the whole continent was
obviously harnessed for one purpose—to fill the needs of the
German war machinery. The conversion from peace to war
production went further in Germany and in the occupied coun-
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tries than anywhere else. As manpower and raw material short-
ages increased, production of all other than military goods was
steadily curtailed. The system of maximum exploitation of labor
that was established in the occupied countries by a decree of
August 22, 1942, introduced the following order of priority for
the use of manpower: 1) the army of the occupation authorities
and civil authorities; 2) the German armament industry; 3)
food supply and agriculture; 4) industry in the German interest
outside the armament industries; 5) industry in the interests of
the population of the territory in question. A minimum output
was allowed for civilian consumption—only what was urgently
needed for bare existence or for maintenance of the necessary
morale.

Manpower was not only shifted from factory to factory, but,
in the course of a combing-out process, employees in trade,
banking, civil service, and in liberal professions were sent to
factories. Labor was moved wherever it was considered neces-
sary; about eight million foreign workers were sent to Germany.
By all these and similar measures the Germans weakened the
position of the middle class in the occupied countries, while
attempting at the same time to improve, at least seemingly, the
situation of labor.

A particular feature of the German war economy is the wide
use of substitutes, growing out of the lack of raw materials.
Production of substitutes (Ersatz) and also of new materials
was particularly notable in oil, synthetic rubber, synthetic fibers,
and all kinds of plastics. Manufacture of these was not limited
to Germany but was also organized in some occupied countries,
chiefly for military reasons. In Austria, Czechoslovakia, and
Poland many such plants were established, and even in Western
Europe production of, for instance, synthetic fibers and arti-
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ficial substitutes for fodder (for example, Futterhefe) was in-
creased. It is clear that the production of substitutes further
intensified shortages of labor and of coal.

This particular aspect of the German war economy has one
important consequence. Whereas in the United States and other
places research and technological progress continued on the
established basis and achieved many remarkable results, in
Europe such technological progress stopped and respective re-
lations with the outside world ceased. At the close of the war
European industry will not be on the level of the progress
achieved by various industries elsewhere, especially in the
United States. On the other hand, it is to be expected that in
the manufacture of so-called new materials, as plastics, great
progress will have been made and, furthermore, that many new
uses for light metals, the production of which has been greatly
expanded, will have been found. After the first World War wide
use was made of the technical achievements of the war; it is
very likely that this time even more of the new methods will be
found useful and even greater progress will be witnessed in
their application to peacetime production.?

The production of substitutes and the strategic moving of
industries from Germany to Eastern Europe may result in in-
creased industrial production in the agricultural countries.
While it was German policy to discourage all industries con-
sidered nonessential for her own ends, she supported some key
industries outside the Reich, and also developed metallurgical
resources in some other countries to furnish substitutes for the
metals Europe lacks. Deposits of low-grade iron, copper, and
tin were exploited and water-power installations were expanded.

2See Cecil H. Desch, Substitute Materials in War and Peace ( London, 1943),
and Occupied Europe (London, 1944), pp. 68 ff.
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In the field of agriculture the Germans have in their own
interest initiated certain improvements in organization. (These
were not always a success.) One of the important items of the
German plan was to increase production of oilseeds, not only
in Southeastern Europe and in Germany, but also in France
and in the Low Countries. Here the oilseed area rose from
50,000 hectares in 1939 to some 250,000 hectares in 1943. The
Hungarian sunflower and rapeseed area rose from 18,411 ha.
in 1939 to 130,000 ha. in 1942, while the Bulgarian sunflower
and soybean area rose from 232,000 ha. in 1938 to 270,000 ha.
in 1942. The Western countries which had depended on im-
ported fodder were forced to grow more cereals. All over Europe
the acreage under cereals, root crops and oilseeds had been
increasing.”

It still remains to be seen how much of the new industrial
production of the agricultural countries, especially, and how
much of the various attempts to improve agriculture will be of
durable value. One factor, however, should remain in any case;
namely, the greater skill of labor. Workers who were sent to
Germany as well as those placed in newly organized manu-
factures at home were bound to acquire new experiences and
greater skill—a useful asset in the future development of in-
dustries in the retarded countries.

3 Even in Switzerland the oilseed area increased from 178 to 1,212 ha. between
1940 and 1942 and, in Sweden, from 20,028 acres to 64,296 acres between 1941
and 1943.—M. K. Bennett, Food for Postwar Europe (Stanford, Calif., 1944),
p- 39.

In a recent article (“European Agriculture,” Foreign Affairs, Jan., 1945, pp.
288-289) Karl Brandt made the statement that it would be a serious mistake to
ignore the unpleasant fact that Europe’s agriculture has been successfully oper-
ating within the consolidated market of the Fortress. See also Karl Brandt, The
Reconstruction of World Agriculture (New York, 1945), pp. 133 ff. This book
was published while the present study was already in press; it was not possible,
therefore, to make extensive use of it.
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Nevertheless, it should be emphasized that whatever was
done resulted from the deliberate and ruthless German policy
of domination and enslavement. Within the occupied countries
independent economic life ceased to exist, and national econ-
omies were disintegrated to the point of a breakdown. It is
necessary to realize the enormous degree of regimentation which
took place in the economic life of Europe. In Germany and all
countries under its rule economic life was regimented in minute
detail. Government agencies dictated what to produce, at what
prices to sell, whom to employ, what wages to pay, and what
profit to distribute. Prices and wages were fixed, labor con-
scripted and allocated. For every new investment, for repairs,
and for the use of idle funds, government permission was needed.
These restrictions have gone far beyond the wartime economic
regulations of the democratic nations. The same thing applies
to foreign trade. On the whole, a completely regulated totali-
tarian economy was introduced. The system of private owner-
ship was maintained by the Germans at home as well as in
the occupied countries. The function of entrepreneur, however,
became that of a quasi-government agent who held his position
only with the consent of the German authorities with whose
directives he must comply. The functions of private enterprise
have been reduced to maintaining title to ownership without
the possibility of exercising any of the established rights and
activities. Private enterprise has been emasculated.

ECONOMIC AND FINANCIAL EXPLOITATION

The financial structure of the European countries under Ger-
man rule has been disrupted and disorganized. Germany her-
self tried desperately to avoid inflation, the memory of which
was still alive in the minds of the German people. Using drastic



34 GERMAN DOMINATION

measures, she succeeded in meeting about 45 per cent of her
total expenditures by taxes and contributions from the occupied
countries and the rest by borrowing chiefly on short-term loans.
As a matter of fact, this procedure had become compulsory
borrowing, although this was not legally stated. All kinds of
devices were employed to syphon off the excess purchasing
power. By a very strict regulation of prices and income, and by
means of rationing, the price level was held down. Judging
from the official price indices, Germany experienced the small-
est price increase of all the belligerent countries; however, infla-
tion on a large scale is to be expected before the end of hostilities.

Germany extorted from the occupied countries large con-
tributions in several forms. At the end of September, 1943, total
contributions from occupation costs amounted to about Rm.
42.8 billion, and the annual rate of payment was roughly equiv-
alent to Rm. 16 billion. Moreover, in return for their goods and
services, the occupied countries had, to a great extent, to accept
credits on clearing accounts with Germany, instead of using
these to buy the goods they themselves needed to import. All
clearings were operated through Berlin, and Germany accu-
mulated a huge clearing debt. She took all the goods she could
get and deferred payment wherever possible. The clearing debt
was considered as a long-term noninterest-bearing loan to be
paid after the war in terms to be imposed by Germany. By the
end of September, 1943, Germany’s total clearing debt reached
about Rm. 21 billion; the countries occupied at that time alone
accounted for some Rm. 18 billion; the annual rate of increase
for these countries was estimated at Rm. 6.75 billion. Occupa-
tion costs and the clearing debt with the occupied countries
taken together amounted to over Rm. 60 billion (about $18
billion), or a greater amount than all Germany’s reparation pay-
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ments after the last war.* (The annual burden equals nearly one
fifth of Germany’s annual war expenditure.) To all this must
be added the value of the property seized by Germany, and
expenditures in German currency or in occupation currency.

The contributions of the occupied countries to Germany led
to a credit expansion on the part of the central banks and to an
increase of the note circulation, and were of a highly inflation-
ary character. At the same time there was an increasing shortage
of goods.® Germany hoped to achieve in the occupied countries
an internal price stability similar to her own. This succeeded
only to a certain extent, varying in different countries. The high
occupation costs and the mounting clearing debts, together
with the declining supply of goods made the stabilization of
prices on the German standard impossible to achieve. The Ger-
mans have not received the cooperation of the people, and even
high penalties failed to curb the black market.

In the agricultural countries of Southeastern Europe the rise
in prices was greatest. The index of wholesale prices from June,

4 Occupied Europe, pp. 34, 35. Thirteenth Annual Report of the Bank for In-
ternational Settlements in Basel, p. 153. This report states on page 29: “In Eu-
rope clearings have largely ceased to serve their original purpose of equalizing
incoming and outgoing foreign payments and have become a credit device by
which a government advances the funds necessary to enable its country’s export
to continue even when no adequate countervaluc is obtained from the importing
country.”

® The increase of the note circulation is illustrated by the following table from
the Thirteenth Annual Report of the Bank for International Settlements, p. 303:

Basis, January-June, 1939 = 100

June, 1943 June, 1943
Greece 5,382 (March, 1943) Belgium 337
Bulgaria 662 ( December, 1942)  Germany 322
Finland 415 Holland 252
Italy 450 Portugal 269
Hungary 370 Denmark 245
France 364 Switzerland 154

Rumania 327 - Norway 397
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1939, to December, 1942, increased by these percentages: Bul-
garia, 101; Hungary, 88; Rumania, 252 (retail prices); Yugo-
slavia (cost of living), 364; France, 145 (249 in 1943); Den-
mark, 95; Finland, 127; Norway, 79 (176 in 1943 ); Sweden, 79;
Switzerland, 103. In general, it is difficult to measure the in-
crease of price levels in view of the unknown extent of black-
market operations and because it is nearly impossible to com-
pare present price indices with prewar indices. Not only has
the quality of many goods deteriorated but the official list fre-
quently indicates commodities no longer available. The experi-
ence gained in Italy, France, and of course in Greece has shown
how premature it would be to evaluate price levels on the basis
of official indices. It is certain that in all these countries the
long-established relations between price and cost were dis-
rupted; no such thing as market prices exists. Moreover, the
price system has been entirely isolated from the international
markets, and it will be some time before we can expect a more
regular price structure.

In the first place, in Germany—and to an even greater degree
in the occupied countries—a latent inflation exists. The high
incomes of the war period, in so far as these have not been taxed
off or invested in long-term loans, are at present immobilized.
Despite a strong tendency to invest money in some “tangible
values,” the lack of goods and the system of rationing prevented
people from spending. Savings deposits and the liquid funds of
business enterprises have greatly increased; the banks show a
substantial rise of deposits and it can be assumed that large
amounts of money have been hoarded. However, in many coun-
tries 70-80 per cent of the assets of the banks and savings banks
are covered by government bonds, and, in some countries, by
claims against the German government.
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The fate of savings, social insurance, and life insurance funds
will be an important problem in France, Czechoslovakia, Aus-
tria, Italy, Germany, and elsewhere. The loss of savings after
the first World War definitely weakened the social balance and
structure in many countries. Should such a loss be permitted
twice in one generation? This will be only one of the problems
to confront European governments in the course of establishing
orderly monetary regimes. In several countries the situation will
be extremely difficult. In Yugoslavia, where six different mone-
tary systems have been imposed, six different currencies have
been in circulation; there are four in Czechoslovakia and three
in Poland. In Greece the monetary system has been completely
disorganized.®

The gold of the occupied countries that was not sent abroad
for safekeeping and the foreign assets that were not held in
Allied countries were depleted by the Germans. All these coun-
tries will be faced with the danger that the potential inflation
may flare into open inflation. If the whole money structure is
not to be ruined, quick determined action must be taken. The
experience in the liberated countries has shown already that it
is necessary to maintain a comprehensive system of price control
and rationing and to combat the development of black markets
of any kind. Of course, the real remedy lies in supplies from
abroad and an increase of domestic production, assuming an
appropriate monetary and fiscal policy. The experiences follow-
ing the last war may be to some extent helpful.

Furthermore, the economy of the occupied countries has been
subject to another important German act of force, namely the
6 A provisory stabilization of the Greek currency has been introduced on the

basis of one pound (sterling) to 600 new drachmas, a new drachma being just
equal to 50,000 million old drachmas.
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changes in ownership of property, particularly of business enter-
prises. These changes were carried out on a large scale as a part
of the German policy to achieve complete domination over all
the important industries of Europe. A systematic penetration
of the several national economies was made in order to control
all important means of production. From the very beginning the
Germans have endeavored to create such a complex situation as
to prevent restoration of the status quo. Their penetration tech-
nique has been flexible enough to permit adjustment to local
circumstances.” One point is emphasized in all their manipula-
tions, that is to provide an element of legality: Anti-Jewish
measures were the first instrument in acquiring important prop-
erty; yet very soon the Germans seized or “bought” other prop-
erty, using various reasons and employing the necessary pres-
sure. In the Western countries they concentrated, at least in the
beginning, on utilization of existing facilities under what might
be called “normal financial practice.” In Central and South-
eastern Europe, including the once satellite states and the Pro-
tectorate of Bohemia and Moravia, practically the whole eco-
nomic life has been absorbed. In Poland, Yugoslavia, and the
Baltic states the penetration has been described as “the robbery
of a great quantity of industrial and commercial enterprises
without any compensation.” ¥ With the progress of war and the
increased brutality of occupation, the depredations have steadily
mounted. Throughout the continent Germans have acquired
important economic positions, and in most of the countries they
have succeeded in dominating the leading industries and bank-
ing enterprises. The value of this property can certainly be

7 See the author’s Industrial Property in Europe (New York, 1944) and Ger-
many’s Economic Conquest of Czechoslovakia (Chicago, 1941).

8 United Nations Information Office, The Penetration of German Capital in
Europe (New York, 1943), p. 5; F. Munk, Legacy of Nazism (New York, 1943).
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estimated at several billion dollars. All this was part of the over-
all plan to make Berlin the controlling center of the European
economy.

It seems necessary to emphasize here, that, whereas the Ger-
mans have gained enormous property holdings in Europe, no
real export of capital from Germany has taken place to pay for
all this new wealth. A great part of the property has been con-
fiscated without any payment to the rightful owner. In many
cases of a “voluntary deal” the owner received but a small frac-
tion of the real value. And, whenever the Germans have made
payment, the means were as a rule provided from the resources
of the country to whose nationals the payment was made. These
changes of property, which occurred in unprecedented volume
and were of a revolutionary character, were more extensive in
Central and Eastern Europe than in Western Europe.

It is clear beyond any dispute that German ownership, se-
cured during the period of domination, will not be recognized
by any of the countries concerned. The London Declaration of
the United Nations on January 5, 1943, is very definite on this
point: the states concerned reserve the right to declare invalid
any transfer of property and of rights which are or have been
situated in territories which have come under the occupation
or control of the enemy. Nevertheless, when liberation occurs,
disentangling this complex situation will be no easy task, par-
ticularly if the property has passed into the hands of nationals
of an occupied country. (This was often the case as a result of
a forced “Aryanization” of business.) It should be understood
that decisions with regard to property of business enterprises
acquired as a result of German influence will greatly affect the
political, social, economic, and moral situation in many Euro-
pean countries.
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Not only have the Germans acquired ownership or control of
industry and banks, but they also exercise control over the in-
dustry in all occupied countries by means of compulsory cartels
and the allocation of raw materials. In many cases goods for-
merly made wholly in one occupied country were later produced
in a series of processes only some of which were carried out in
the factory originally manufacturing the whole product, other
processes often being completed in Germany.?

As far as we can determine today, the balance sheet of con-
tinental economy does not lead to optimistic conclusions. In
contrast to other continents, the really productive capacity of
European industry has not been increased. A great number of
factories will have been destroyed or greatly damaged; machines
will be worn out, and many spare parts and tools will be lacking.
Many factories that produced peacetime goods have been dis-
mantled. There will be little stock of raw materials of any kind
and none at all of those imported from overseas. Agricultural
production, suffering from lack of fertilizers, machinery, and
manpower, declined in spite of all attempts to reach higher
yields and its position will be far worse than it was at the end of
the last war.'® Livestock has been depleted. Milk production is
believed to have fallen off perhaps one third. In most countries
railway stock has been greatly reduced, and the upkeep of rail-

9 There has been some standardization of Europe’s manufacturing capacity,
particularly in the engineering, textile, and chemical industries. Much of the
valuable industrial specialization of some countries has been sacrificed to the
needs of Germany’s war industry. These wartime relations will end with the
war and new specializations and integrations will have to be worked out.

10 As stated in Food for Europe after Victory (National Planning Association,
Washington, D.C., 1944), p. 13, Nazi Europe ate less than half as many eggs
as prewar Europe, 40-50 per cent less milk, fats and oils, and about a third
less meat and cheese. The consumption of potatoes and fresh vegetables has
increased greatly. It has been reported that in Belgium the number of cattle was
reduced by about one sixth.
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ways neglected. The same applies to public utilities. Added to
all this is the disorganization of the financial structure and
monetary systems and the fact that government interference
with economic life has reached the stage of a complete regimen-
tation and commandeering. The position of the urban middle
class has been weakened, and the social balance is in danger of
upset.

Furthermore, as the established commercial and technical re-
lations with the rest of the world were cut off, one by one, a
preponderate share of the foreign trade of all European coun-
tries was routed to Germany.

UNIFICATION OF THE CONTINENTAL ECONOMY?

It has been suggested by some experts in Great Britain and
the United States that the German economic domination of the
continent would at least have the effect of unifying Europe’s
economy and that this unification, now being utilized for war
purposes, contains some valuable elements which should be re-
tained after the war. Few will be found to hold this opinion
now. The Nazification of Europe was not intended to produce
an economically integrated Europe, the objective of the German
policy was to organize Europe for the maximum benefit of the
German race. As stated by the Reichsminister of Economics, Dr.
Funk, in 1940, “The peacetime economy must guarantee to the
greater German Reich a maximum security and to the German
people a maximum of consumption of goods in order to increase
their welfare. Europe’s economies must be directed toward this
end.” There was no free trade between Germany and the other
parts of Europe—except the so-called incorporated areas and
Holland—and, therefore, there was no real mechanism for price
and cost adjustment. The only uniformity achieved or even at-
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tempted was designed to adapt all the economies to supplying
armaments, food, and raw materials for German war require-
ments. No real economic integration of Europe could be ex-
pected from the German domination, which, as its aftermath,
leaves a further disintegration of the European economies. In-
deed, it would be difficult to quote a single example of integra-
tion, which, judged by peacetime standards, would be useful.!

From what has been said, it can be deduced that the war has
not changed the basic structure of the European economy and
that its future welfare will depend to a great degree on trade
with the rest of the world. The policy of autarky has hardly
supplied any convincing arguments in favor of the greater inde-
pendence and self-sufficiency of the European continent. Some
might argue that the blockade, the cutting off of Europe from
overseas supplies, has not proved to be very successful in de-
feating Germany; the great hopes in this weapon which were
raised at the beginning of the war were decidedly not fulfilled.
There can be no doubt that the economic preparation of Ger-
many for war made her less vulnerable against blockade; we
know, for instance, how greatly her self-sufficiency in food was
increased. On the other hand, it is true that throughout the
better part of the war the blockade was never fully effective.
There were great loopholes through which Germany obtained
goods: until 1943, she was able to get important materials
from the invaded parts of Russia; until November, 1942, she
was supplied with important goods from French North and
West Africa, and until 1944 from Turkey. Moreover, she had
accumulated huge stocks. Finally, a vastly enlarged production

11 “Surely the common exploitation of a number of European countries during
the war is completely different from a natural integration and extended division
of labor for peacetime purposes,” says Kurt Getz-Wold in “International Aspects
of Norwegian Economic Reconstruction,” International Affairs, XLIV (1944), 65.
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of substitutes and new materials enabled her to carry on. (It is
estimated that the production of substitutes alone required
about one third of the total output of electricity in Germany. )
Economic considerations being wholly disregarded in wartime,
it was merely a question of how much of these materials could
be produced; no peacetime economy could have borne the
burden of production of substitutes to replace goods available
through the usual channels of international trade. However
great the expansion of new and old production was, it could not
have supplied the needs of the population. Drastically reduced
consumption of civilian goods and using up the substance were
symptoms of the situation.

It is true that by adjusting production and consumption the
Continent managed without importing grain from overseas, but
the adjustment was made “at the price of turning the dietary
clock back two generations in the industrialized nations.” 12

The cardinal question of the future will be how the impov-
erished population of Europe can attain a standard of living
even similar to that before the war. But the people in Europe
will demand more: they will ask for something better than the
prewar standard and for a satisfactorily high level of employ-
ment. What social and economic policies will be devised to meet
these objectives? What will Europe’s position be in the chang-
ing world? How will she fit into a new equilibrium of the world
economy? The changes in the economic and financial position
of Great Britain as well as the new economic development of
the overseas countries indicate the extent of the readjustment
that European production must make.

12 Karl Brandt, The Reconstruction of World Agriculture, p. 362.



CHAPTER FIVE

GREAT BRITAIN AND CONTINENTAL
EUROPE

REAT BRITAIN has been the greatest single purchaser of

European exports. That this remained true even after

she had established a more comprehensive system of
protective tariffs is largely due to the fact that foreign ex-
change restrictions were not introduced, duties remained mod-
erate, and quantitative import restrictions were applied only
in a comparatively limited degree. By most of the European
nations Britain was considered the only relatively free market
where it was still possible to sell goods under competitive con-
ditions. She offered market possibilities for practically all kinds
of goods. In 1938 Great Britain took the {ollowing proportions
of the export of European industrial countries: from Sweden,
24 per cent; Netherlands, 22.7 per cent; Switzerland, 11; Czecho-
slovakia, 9; Austria, 5; Belgium-Luxembourg, 14; Germany,
10; Italy, 5; France, 11.

The British market was of the utmost importance for animal
products and fruits. Nearly a third of the imports of meat, eggs,
cheese, processed milk, and butter came from the European
Continent, the animal fats, to a considerable extent, from the
nearby Lowlands and from Denmark, Sweden, Poland, and the
Baltic States.! Even after the preferential treaties with the Brit-
ish Dominions were introduced in 1932, the European countries

t During the prewar years the United Kingdom imported 92 per cent of its
butter, lard, and raw materials for margarine, 81 per cent of its bacon and ham,
69 per cent of its cheese, and 11 per cent of its cream. Karl Brandt, Fats and
Oils in the War (Stanford, Calif., 1944), p. 37.
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continued to send large supplies of these products to Great
Britain.?

Among the agricultural countries Denmark ranks first in trade
with Great Britain, sending around 55 per cent of her exports
to that market. The figures for the other agricultural countries
are: Finland, 45 per cent; Latvia, 43; Lithuania, 39; Estonia, 39.
Spain sent 22 per cent of her export to Great Britain, Norway,
28, and Portugal, 21; whereas Great Britain took only about
8 per cent of the total export of all the agricultural countries of
Southeastern Europe.

Although the role of Britain in the export of the European
countries varies—being most important for the Scandinavian
and Baltic countries, and considerable for the Low Countries,
France, Spain, and Portugal—indirectly or directly, it has been
a weighty factor in the economic situation of Europe. Its im-
portance increased particularly during the period of exchange
restrictions, when several countries urgently needed to get pay-
ment in free exchange in order to buy the necessary commod-
ities from overseas. Great Britain not only paid in free exchange,
but she still had a large import surplus with most of the Euro-
pean countries. In 1938 this amounted for industrial Europe
(excluding Sweden) to $249 million, for the Scandinavian and
Baltic states to $274 million, and for the rest of Europe to $48
million, or $571 million for the whole of Europe.? It is true that
Great Britain had also credit items in her balance with Europe
from shipping and other services and from her investments. The
investments, of which a great part were in Germany, totaled
2In the period 1929-1931, 83 per cent of the imports of bacon and ham came
from Europe as against 5.7 per cent from the British countries; in the years
1936-1938 the share of the British countries rose to 27.6 per cent while the

share of Europe fell to 67.5 per cent.
3 League of Nations, Europe’s Trade (Geneva, 1941), p. 40.
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only about $1,000 million ( £225 million) and yielded not more
than 3.5 per cent ( £8 million). On the other hand, there was
an important revenue from the tourist traffic and some other
“invisible items” among the debit items of the British balance
of payments.

It can be assumed that the balance of payments between
Great Britain and the Continent showed a large surplus for the
European countries, and provided them with foreign exchange,
especially with dollars, needed for the payment of overseas
imports. Europe’s trade with Great Britain formed a part of the
multilateral network of world trade; it certainly was a substan-
tial factor in Europe’s trade with other continents. The great
changes which occurred in Britain’s economic and financial sit-
uation during the war are, therefore, of considerable conse-
quence for the international economic position of all European
countries. Will Great Britain continue to buy large amounts of
European goods? Furthermore, will Europe continue to have a
surplus in the balance of trade with Great Britain?

“When Hitler has been defeated, the United Kingdom will,
it appears, be found to have spent enormously of its economic
world power.” * Britain has drawn heavily on her foreign finan-
cial resources and has experienced a substantial increase in her
external liabilities. These developments will have implications
on her future international financial position. Since 1860 Great
Britain has had a constantly increasing import surplus which
was met from other income items in her balance of payments.
On the average of the years 1936-1938 the British balance of
payments was as follows (in £ million):

4 National Planning Association, Britain’s Trade in the Postwar World (Wash-
ington, D.C., 1941), p. 5.
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Debit Credit

Imports 930 Exports 540
Government payments 10 Investment income 200
—— Shipping earnings 110

Total 940 Commissions on banking,
insurance, etc. 40
Other receipts 10
Total 900
Deficit 40

During these years Britain paid roughly 59 per cent of its
import with exports, 26 per cent with investment income or
liquidation, 11 per cent with shipping income, and 4 per cent
with banking and insurance receipts.® As a result of the war, in-
come from the invisible items is threatened with serious reduc-
tion. Great Britain, which for one year fought alone against
superior forces, used her economic resources at home and abroad
just for one purpose—the prosecution of war. With her economy
fully converted to war purposes she was unable to cultivate ex-
port trade and to supply her traditional markets with goods. At
the same time she was obliged to import what she needed up to
the limit of available shipping space.® The quantity of exports
5E. F. Schumacher arrives at the conclusion that the contribution of exports
to the supply of the home economy with foreign materials amounted to only
about 43.5 per cent. For the purpose of this account he deducts £176 million
from both imports and exports since this amount represents the value of imported
materials, which left the country again in the form of manufactured exports.
See his Export Policy and Full Employment (London, 1943), p. 7.

6 In 1943 the total imports stood at £1,874.7 million (excluding munitions, at
£1,216.8 million); at 1935 prices the total imports equaled 118 per cent of
1938 imports (excluding munitions, 79 per cent). The value of exports fell

from £471 million to £232 million in 1943. British White Paper, Statistics
Relating to the War Effort of the United Kingdom. (London, 1944), pp. 23, 45.
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in 1943 was reduced to only 29 per cent of the 1938 level. Of
course, she did not have enough gold and foreign exchange to
pay for her imports while her export declined so considerably.
After spending about £650 million of her prewar holdings of
gold and foreign exchange—about £500 million of it in the
United States—she had to liquidate or pledge her securities and
investments abroad. This process started in 1940 and is still
going on.

At the beginning of the war British foreign assets were esti-
mated at about £4,200 million, earning assets after the deduc-
tion of gold and dollar balances being worth £3,550 million.”
Though we do not possess any detailed figures as to how much
of these assets were sold or pledged, various sources throw some
light on the subject. In his budget speech on April 25, 1944, the
Chancellor of the Exchequer stated that Great Britain had al-
ready parted with overseas assets to the extent of £1,000 million.
According to the White Paper, Statistics Relating to the War
Effort ® overseas assets to the value of £1,065 million had been
sold up to June, 1944. Great Britain’s liquidation of foreign in-
vestments was distributed as follows (in £ million): United
States, 175; Canada, 186; South Africa, 125; Argentina, 25; India,
332. Furthermore, British securities worth £125 million are
pledged in the United States against a Reconstruction Finance
7 About £2,250 million were in investments in the Empire; investments outside
the Empire and the United States amounted to a nominal value of about £ 1,600
million, the real value being estimated at about half of that. Investments in the
United States were £475 million. National Planning Association, Britain’s Trade
in the Postwar World, p. 7. Lord Kindersley estimated the nominal value of
long-term overseas investments as £3,725 million in 1938 ( Economic Journal,
1939, p. 643.) N. Kaldor put their market value at £5,000 million ( Economic

Journal, 1943, p. 261.)
8 P. 40.
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Corporation loan of $425 million. (By July 31, 1944 about
$125 million of this loan had been repaid.) ®

The process of selling foreign investments is still going on,
several countries continuing to repatriate securities held by the
British.!® Great Britain has not only used a substantial part of
foreign assets to pay for the supplies from abroad; she has, at the
same time, incurred undischarged liabilities which at the end
of 1944 are expected to reach the amount of £3 billion ($12
billion; it surpassed $10 billion in June, 1944). This amount
represents blocked balances (credited to various parts of the
Empire and to some other countries) which are usually called
“Abnormal Sterling or War Balances.” '! Foreign-owned sterling
balances at the beginning of the war totaled about £350 mil-
lion.

During the current financial year, however, abnormal sterling
balances are now piling up at the rate of about £1,000 million
a year; this is explained by the virtual exhaustion of realizable
overseas assets and by the increasing scale of war expenditure
in the Far East.!?

Even if we completely disregard the huge amounts which
Great Britain has received from the United States through
® “Sterling Balances and Britain’s External Debt,” Foreign Commerce Weekly,
Oct. 28, 1944, p. 40.

10 South Africa repaid a debt of 180 million sterling and repatriated mining and
other shares. Economist, July 31, 1943, p. 146.

11 According to the Economist of May 20, 1944, p. 688, India had (in million £ )
721, in April, 1944; Canada, 157; Eire, 133 (Dec., 1943); Australia, 74 (Jan.,
1944); Egypt, 95 (Dec., 1943); Argentina, 42 (Dec., 1943); New Zealand, 31
(Nov., 1943); South Africa, 14 (April, 1944); Malaya, 58 (July, 1941).

12 Economist, July 15, 1944, p. 89. “Every liquid investment has been sold,”

states Geoffrey Crowther in “British Twentieth Century Economics,” Yale Re-
view, Winter, 1945, p. 210.
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Lend-Lease, we realize the profound change in her position as
a creditor nation. Particularly in computing postwar income
from foreign investment, allowance must be made for the prob-
able damage to the Malayan rubber plantations, to the mining
facilities in Burma and Malaya, and the losses in Europe and
elsewhere. Before the war Great Britain was the greatest cred-
itor nation of the world. According to the perhaps too pessimistic
opinion of some observers she may emerge from the war as a
debtor nation, especially if we take into account the need to
replenish her exhausted supplies.’® It is a sobering thought that
Britain’s net investment income may be about 60 per cent less
than in the three prewar years, or about £85 million against
£ 200 million in 1936-1938.'+

Income from shipping is equally uncertain. At the end of
June, 1939, the United Kingdom owned 28 per cent (or more
than 15 million tons) of the world’s ocean-going vessels as
against the 16 per cent (8.4 million tons) owned by the United
States.!® The losses in her merchant marine from submarine and
air warfare reduced the total tonnage by 29 per cent at the end
of 1943, and that in spite of the sizable production of the British
and Canadian shipyards and of the purchase and temporary ac-
quisition of ships from the United States and others.

13 Dept. of Commerce, Some Factors in Post-War Export Trade with the British
Empire (Washington, D.C., 1944), p. 19.

14 “Sterling Balances and Britain’s External Debt,” Foreign Commerce Weekly,
Nov. 4, 1944, p. 8.

The Chancellor of the Exchequer declared in the House of Commons on June
28, 1944, that it would be safe to say that Britain retains more than half of her
1938 overseas investments, including those in the British Commonwealth.

15 According to the Economist, of July 24, 1943, p. 101: “In 1936 the sea-going
tonnage sailing under the British flag represented 36.7 per cent of the world
total and carried 40.2 per cent of the world sea-borne trade. The total of United
Kingdom tonnage was then 15,084,000 gross tons, the Dominion’s 1,934,000, the
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The United States merchant marine has been enormously ex-
panded, and the new Australian, Canadian, and even the
Indian, merchant fleets have also greatly been increased. It is
doubtful that in the first years after the war the British fleet
will be large enough to earn the prewar income. As to the future,
Britain will have to expect sharper competition. Much will de-
pend on the policy of the United States. Prior to the war the
United States shipped only about one fourth (25.1 per cent in
1937) of its trade in American-owned vessels; it has now been
suggested that its merchant marine should comprise a modern
fleet of 16 million gross tons, plus a reasonable reserve,'® and
that these ships should carry a liberal percentage (about 50 per
cent) of American foreign trade.'” Unless a great expansion of
overseas trade occurs, it can hardly be expected under these
circumstances that the British income from shipping will reach
the prewar level.

The income from insurance, banking, and other services seems
to be equally uncertain. This income resulted from London’s
traditional position as international financial center, a position
weakened by the decline in Britain’s financial status. For-
eign exchange control was, obviously, fatal to merchant bank-
ing, which earned commissions by financing trade in sterling
throughout the world; many expect New York to inherit a large
part of this business. To the international insurance business,
foreign exchange control is equally harmful. London may re-
cover the reinsurance business—that is, the underwriting of in-
surance policies on the Continent of Europe—temporarily taken
Empire total was 17,018,000 gross tons. The British trade at that time was esti-
mated at 38.1 per cent of the world sea-borne trade.

16 Admiral E. S. Land, “Shipping’s New Day,” Foreign Commerce Weekly,

Sept. 2, 1944.
17 Foreign Commerce Weekly, May 8, 1943, p. 7.
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over by German companies. On the whole, the amount of in-
come from various sources in banking, trade, and insurance will
largely depend on the extent to which London regains its posi-
tion as an international, financial, and trade center. And this will
certainly take time.

Expecting that the war will reduce very severely the invisible
items on the credit side, The Economist estimates that even if
no other elements entered the problem, there would still be a
yearly gap (including the prewar deficit) of at least £200 mil-
lion on the credit side. It is clear that “the Battle of the Balance,”
the problem of how to meet this gap in the British balance of
payments will be of paramount significance. The great question
is what the British foreign trade policy after the war will be, and
what measures will be taken to reduce the import surplus. Un-
doubtedly, the British policy will have great repercussions on
the European Continent.

There are definite signs that Great Britain will, for a number
of years, maintain import control, until she can appraise at least
approximately the future trend in world trade. Import control
may at first reduce the importation of luxuries. Next comes the
problem of the import of foodstuffs. Great Britain’s agricultural
production has been remarkably expanded and technically im-
proved during the war. Fifty per cent more land is being plowed
up (19.4 million acres in 1943, compared with 12.9 million acres
in 1939), and two thirds of wartime food needs are now being
produced as against one third before the war. Britain is today
the most highly mechanized farming country in the world.
Mechanization has increased 110 per cent since the war began:
2,000 combines were employed for the 1943 harvest, and the
number of tractors has risen from 50,000 to 120,000. Production
of wheat, barley, and potatoes has more than doubled; produc-
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tion of oats increased 58 per cent, fruits, 55 per cent, sugar beets
37 per cent, and vegetables 34 per cent.’® Altogether, the pro-
portion of domestically grown food in the total food supply has
substantially increased and the imported fraction has been re-
duced. There are evidences of a marked determination in Brit-
ain not to repeat the policy by which, after the last war, agricul-
tural production was sharply curtailed, but to maintain the
technical agricultural gains already made in the present war.!

While a fully employed Britain would need more foodstuffs,
there still remains the question of how the expanded agricul-
tural production will affect the import of food. The changed
structure of the national income, which has resulted from the
war and tends toward a further leveling off, may also have some
bearing on the import of high quality food. There are many
indications of a decline in the import of food, which has been a
very important export item of continental Europe, especially of
the Scandinavian and Low Countries. Moreover, seen from the
European standpoint, one must realize that the competition
with the overseas suppliers will be even keener than before the
war. When supplies from the Continent were cut off, Great
Britain was obliged to turn to overseas sources, particularly for
animal products. Canada, the United States, Argentina, Aus-
tralia and also West Africa, have become the main suppliers.

18 The caloric content of the production derived from the land of the United
Kingdom is officially sct as 70 per cent higher in 1943 than in prewar years both
in terms of calories and of protein. Percentage increases of acreage are stated to
have been, comparing 1942 with the prewar period: 82.9 for wheat, 51.8 for
oats, 78 for “cereals,” 102 for potatoes, and 66 for vegetables. The number of
sheep, pigs, and poultry has declined by 25, 57, and 26 per cent, respectively,
but the number of cattle increased about 7.6 per cent. Statistics Relating to the
War Effort of the United Kingdom, p. 16. See also the Economist, Oct. 14, 1944,
p- 54.

19 See the British Information Service publication Post-War Planning in Britain
(New York, 1944), pp. 37 ff.
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These countries, especially the members of the Commonwealth,
will certainly try to maintain at least a substantial part of their
wartime gain on the British market. Some of them had heavily
expanded production of animal foodstuffs. It scarcely needs to
be pointed out that this fact will confront the European pro-
ducers with complicated adjustment problems.

This situation may also influence the broader issue, namely
whether Great Britain will continue the policy of imperial pref-
erences and the shift toward a greater share of her trade with
the Commonwealth. The effect of this policy in the prewar
period can be illustrated by the following figures: Britain’s im-
port from the Empire went up from 29.1 per cent of the total
import in the average of the years 1929-1931 to nearly 40 per
cent in the 1936-1938 average. This question will be settled in
connection with the development of the British foreign trade
and also with the trade policy generally prevailing after the war.

In England much greater emphasis is now being laid on the
expansion of export than before the war; everybody agrees that
she can equalize her balance of payments only if she succeeds
in increasing substantially her commodity exports. Opinions
vary as to how great the increase must be, but most of the esti-
mates set it at 50 per cent. How can such an increase be achieved
in the postwar markets? From the standpoint of technology
Great Britain will be, in some respects, stronger than she was
before the war. The productivity of labor has increased, new
skills have been acquired, and many war plants can be at least
partially converted to peacetime production. Both government
and industry are devoting much attention to the task of increas-
ing industrial efficiency and improving production techniques.
They are aware of the necessary shift in the composition of ex-
ports; they insist that Britain is first and foremost a processing
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and servicing country and that its comparative advantage lies
in adding brains and skill to the raw products of the carth. It
will be relatively easy to maintain markets in such goods as fine
woolens, Sheffield cutlery, whiskey, and sports apparel. The
experts plan expansion in chemicals, plastics, engines and en-
gineering supplies, and in various precision machines. It may
be possible to take over some of the German markets.

There is considerable discussion concerning Britain’s future
policy on foreign trade. Few believe that it will be possible to
abandon import control, in view of the changed structure of
the balance of trade and the new developments on the world
market. Some even go so far as to favor bilateral trade arrange-
ments by means of which Great Britain could use the strong
bargaining power of a big importer. While the majority fully
recognize the great importance of multilateral trade to Britain,
even The Economist considers a return to the system risky. A
multilateral system within the sterling area, only, is recom-
mended as a first step before a system of universal multilateral
trade could again be adopted. If the future of British exports
seems uncertain because of the progressing industrialization of
the world keener competition and of the difficulties in adjusting
production and trade to all these changes, how much greater is
the dilemma of the European industrial countries. They must
meet the same problems and more—the altered status of Great
Britain itself, and without the advantage of a large sterling area.
Undoubtedly it is in the interest of world trade to sce Great
Britain adopt the system of multilateral trade as soon as possible.
It is equally in the interest of the American Continent, and
especially of the United States.

Great Britain has been the greatest single customer of the
United States and has maintained a very large import surplus.
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Her trade strengthened the position of continental Europe and
Latin America—both important purchasers of American goods.
American foreign trade policy will certainly have a decisive in-
fluence on the British policy. Howcver, the United States can
be helpful in an even more direct way. By assisting Great Britain
to consolidate her international financial position and by grant-
ing her assistance for the huge reconstruction job, this country
could renew the feeling of greater security in Great Britain,
especially with regard to her future balance of payments. This
might well overcome the very cautious attitude that appears to
prevail in official as well as unofficial British circles. Thus, by
helping Great Britain to regain her important role in interna-
tional trade, the United States would likewise help continental
Europe, to which the trade and export surplus with Great
Britain are and will be of the utmost importance.*’

20 John I. Williams rightly considers the solution of England’s special difficulties
to be the central postwar problem, and says that $12 billion accunmlation of
sterling war balances in London . . . is not dissimilar in nature or in magnitude
from the Inter-Allied debt or the Reparations problem that bedeviled interna-
tional relations during the interwar period. Foreign Affairs Oct., 1944, p. 56.



CHAPTER SIX

WORLD ECONOMIC DEVELOPMENT DURING
THE SECOND WORLD WAR

nearly all countries. The interruption of the international

trade channels and the growing demand for war supplies
gave a powerful stimulus to production. The export from the
European Continent was almost completely cut off. The war in
the Far East eliminated supplies of various commodities which
the United Nations sorcly needed. Everywhere great efforts
were made to step up production; manufacturing capacity, in
general was substantially expanded. The greatest absolute and
relative expansion occurred in the United States, but the whole
Western Hemisphere advanced to a great potential strength.

It is not our task here to describe in detail the economic de-
velopment of the world in this period, and in any case it is not
yet possible to gather comprehensive or accurate statistics. We
shall try, however, to sketch roughly the main trends in pro-
duction cxpansion in order to appraise its probable effects on
trade. This expansion embraces nearly all countries and includes
a wide range of commodities.

In the Western Hemisphere Canada ranks next to the United
States in production achievements. It can be said that she will
emerge as an industrial nation with a strong agriculture, that
she will become a creditor country. Although before the war she
already had the largest foreign trade per head, her dependence
on export has grown even greater. The following figures speak
for themselves: It has been estimated that the national produc-

THE wAR has wrought profound economic changes in
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tion has doubled during the war and has reached about 15 per
cent of that of the United States; in the average of 1943, the
general index of production was 259 against 100 in 1939 (268
in March, 1944). During the same period the index of mining
production went to 242, the index of manufactures from 100 to
282. Among the manufactures the figures for textiles rose to
142, of wood and paper from 100 to 120. The number of persons
employed in manufacturing increased from 660,451 in 1937 to
1,152,095 in 1942. Canada’s major contribution to the war effort
of the United Nations was in the production of basic raw ma-
terials—nickel, aluminum, magnesium, copper, lead, asbestos,
lumber. In 1943, for example, Canada supplied about 40 per
cent of the aluminum requirements of the United Nations, 90
per cent of nickel, 20 per cent of lead and mercury, 10 per cent
of zinc and copper, and 75 per cent of asbestos; furthermore, she
produced mica, tungsten, molybdenum, titanum, cobalt and
magnesium.! Steel production has doubled since the war started,
with the annual output reaching 3 million tons in 1943. New
rolling and finishing mill and plate mills have been added and
the steel-foundry capacity increased. Many types of steel are
being produced which, before the war, had to be imported.
When the war is over, the hydroelectric capacity will be 20 per
cent larger than before.

As fourth of the United Nations war-goods producers, Canada
has supplied a great variety of matériel ranging from aircraft,

1 See Monthly Commercial Letter of the Canadian Bank of Commerce, May,
1944. Here are the most remarkable increases in the production of several basic
materials (from 1939 to 1943); arsenic, 1,741,917 to 5,523,000; lead, 388 mil-
lion Ib. to 444 million Ib.; magnesium to 7,149,525 lb.; mercury from 436 Ib.
to 1,709,000 1b.; molybdenum concentrate from 2,240 to 813,268 lb.; titanum
ore from 8,694 to 73,723 tons; tungsten concentrate from 8,825 to 1,353,000 Ib.;
zinc from 394 million to 608 million 1b.; aluminum from 100,000 to 500,000
tons; refined nickel from 64,500 tons to 93,300 tons.
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naval vessels, merchant ships, trucks, armed vehicles and guns
to explosives, small arms, ammunition, and signal and commu-
nication equipment. In the process, many new products were
developed, among them machine tools, aircraft (aircraft en-
gines, however, have not been built and are being imported ),
nylon, optical glass, plastics, synthetic rubber, radio and com-
munication equipment. Shipbuilding has undergone vast ex-
pansion. More automobiles are being turned out. Textile indus-
trics developed new methods and new materials and expect to
operate after the war with greatly increased efficiency. Canada’s
export in 1944 reached the record level of $3,440 million.

When one considers the actual expansion, diversification of
production, and technical progress achieved in the field of in-
dustry, it is fair to speak of an industrial revolution in Canada.
And one may expect these achievements to be surpassed in the
future. At present rates of efficiency, workers actually employed
will be able to produce a vastly larger volume of civilian goods
than Canada has ever known. The industrialization of Canadian
economy is reflected in the composition of national output, of
which manufactures represent virtually one half. Capital in-
vested in industries has increased nearly to 50 per cent.

There will, of course, be a difficult reconversion problem,
since not less than 55 per cent of the industrial machinery is en-
gaged in war production. But it has been stated that 90 per cent
of the present capacity can be converted to peacetime produc-
tion, a reconversion that will be made easier because the equip-
ment of most of the factories is modern and in good condition.
Naturally Canada is devoting considerable attention to postwar
trade relations, and is expected to promote her export with a
liberal foreign credit policy. However, the problem of readjust-
ment will be of major proportions.
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For the Continent of Europe and for Great Britain the de-
velopment in the Latin American countries will be of great sig-
nificance because of their considerable trade relations before
the war. In 1938 total Latin American exports were valued at
$1,834 million, and total imports at $1,488 million. Continental
Europe took 35 per cent of the exports, Great Britain, 19 per
cent, Europe altogether 54 per cent against 30.5 per cent pur-
chased by the United States. Continental Europe supplied 35
per cent of the total import, Great Britain 12 per cent, Europe
total 47 per cent, while the share of the United States was 34
per cent. Continental Europe’s export to Latin America totaled
in 1938 $510 million (or about 14.5 per cent of Europe’s export
outside the Continent) 2 and that of the United Kingdom $187
million.

The war interrupted these established trade channels not
only with continental Europe but also with Great Britain. The
lack of shipping space and Britain’s inability to export civilian
goods because of her complete mobilization for war cut her
share in Latin America’s export to 12 per cent in 1943, and in
import to only 7 per cent. During the war Latin American trade
with the United States has greatly increased. This is especially
true of exports, as the United States is purchasing all kinds of
strategic materials from Latin America, in a largely successful
effort to replace goods previously imported from other coun-
tries. In 1943 the total export of Latin America reached $2,381
million, of which 56 per cent or $1,310 million went to the United
States. The value of imports remained on the prewar level, the
share of the United States reaching $721 million, or 55 per cent
in 1943. It is unlikely that this great shift in the geographical

2In the same year continental Europe exported to the United States goods for
$450 million.
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distribution of foreign trade will remain fixed after the war or
that the prewar situation will be reestablished. Here, too, many
adjustments and new developments are to be expected.

The economy of Latin America, and especially of the South
American countries, has been influenced by the following facts:
The blockade introduced immediately after the outbreak of the
war and the disruption of trade relations with Europe caused
growing difficulties in the import of manufactured goods and,
to some extent, in the export of raw materials and foodstuffs.
This development strengthened the trend toward industrializa-
tion in a number of countries. After entering the war, the United
States could not satisfy the demand for industrial commodities
which accompanied the improvement of the general economic
situation of Latin America. This fact, together with rising prices,
further stimulated industrial production in many countries,
especially in Brazil, Argentina, Mexico, Chile, and Peru. The
situation would have favored an even greater increase but in-
dustrialization was limited chiefly by difficulties in obtaining
enough of the needed equipment and very soon, also, by a lack
of skilled labor and technical personnel.

While, at first, the outbreak of the war hit the export of some
raw materials, particularly metals, that were previously sold to
the European Continent (23 per cent of the exported copper,
about one third of lead, zinc, antimony, and manganese), later
the situation changed entirely: in 1941 the United States de-
veloped an enormous defense program and was spurred to still
greater effort after Pearl Harbor. Latin America (with the ex-
ception of Argentina) was, to all purposes, included in this
program, and was assisted, technically and financially, in ex-
panding the production of many strategic materials. After sup-
plics from the Far East were cut off, the United Nations en-
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deavored to obtain from Latin America various products pre-
viously imported from Far Eastern sources.?

The United States Government agencies concluded agree-
ments with several American countries for the exclusive pur-
chase of many strategic materials, including most of the metals.*
By virtue of these agreements the exporting countries obtained
assurances of a market for fixed quantities of specific commod-
ities for a definite period (usually five years). The result of this
policy was a greatly enlarged production. Export to the United
States, which in 1938 amounted to $548 million, reached $977
million in 1942 and $1,310 million in 1943; the export surplus
was $294 million in 1942, $599 million in 1943, and $320 million
in the first six months of 1944. By 1941 Latin-American produc-
tion of nonagricultural raw materials had reached a high level
(1938 =100): metals, 119, nonmetallic minerals, 106; wood
products, 136; fuel and power, 115.

The figures have continued to rise. Production of copper in
Chile rose to 500,000 tons, and in Mexico to 50,000 tons; tin
production in Bolivia went up to 43,000 tons from only 26,000
tons. Brazil increased the output of manganese to more than
200,000 tons and also furnishes chrome ore, tungsten, quartz,
industrial diamonds, mica, and asbestos. Mexico, Argentina,
Peru, and Bolivia deliver zinc and lead; Cuba, chrome ore;
Mexico, mercury and graphite. Bolivia increased production of
antimony ores from 10,000 to about 15,000 tons, while Mexican

3 Rubber, tin, tungsten, cinchona, fiber, mica, sisal, kapok, vegetable oils. See
Foreign Economic Administration, Report to Congress on Operations, Sept.,
1944, pp. 18 ff.

4 Copper, lead, manganese, tin, tungsten, zinc, then for rubber, wool, quartz
crystals, and cinchona. For the fiscal years 1941-1943 the United States Govern-
ment paid for the purchase of strategic materials and ships (including capital
outlays to facilitate procurement) the amount of $1,102.6 million. A. P. Whitaker,
ed., Inter-American Affairs, 1943 (New York, 1944), p- 219.
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output of tungsten, Peruvian output of molybdenum, vanadium,
and tungsten also rose. Thus, to a great extent, Latin-American
sources replaced India, the Soviet Union, and the Gold Coast
in supplying the United States with manganese ore, Spain and
Italy in supplying mercury, China in supplying tungsten and
antimony, Turkey and Africa in supplying chrome ore, and India
in the supply of mica. The most important development in the
production of minerals took place in Brazil, Chile, Peru, and
Bolivia. Mexico’s mining industry experienced a rejuvenation.

In food production the increase of rice, cocoa, and especially
of vegetable fats and oils should be noticed. Before the outbreak
of war in the Pacific, the Western Hemisphere imported yearly
about 2.5 billion pounds of vegetable oil and oilseeds, primarily
from the Far East.

The process of industrialization, which, during the last twenty
years, has been going on almost everywhere in this area, has
been speeded up by a further expansion of manufacturing in-
dustries, ranging from steel and iron to glass, leather, and plas-
tics. To mention only a few outstanding examples: * In Brazil
a new steel mill with an annual capacity of 350,000 tons will be
able to meet a large part of the country’s need for steel and basic
steel products. Production of light steel rails is under way, and
will shortly be followed by production of heavier rails. Thus,

5 The general index of industrial production in Chile increased on a yearly av-
erage from 158 in 1939 to 179 in 1943, in Mexico from 119 in 1939 to 133 in
1942. The number of industrial establishments in Brazil increased by some 15,000
since the outbreak of the war; the number of industrial workers went up from
825,000 to one million. In Argentina the wartime increase of manufacturing sur-
passed 20 per cent. The index of the volume of industrial production reached 155
in 1942 against 100 in 1935, and 133 in 1939 (the value indices for these years
were: 100 in 1935, 145 in 1989, and 210 in 1942.) In May, 1943, the employ-
ment index had risen to 125 against 111 in 1940. The gross value of industrial
production exceeded that of agricultural production in 1935 by 14 per cent, and
in 1943 by 132 per cent.
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for the first time, rails will have been produced in South Amer-
ica. Mexico, which in 1941 produced 164,800 tons of iron and
steel, expanded its steel plants and is erecting a new one. Plans
have been advanced to increase production in Chile to 50,000
tons a year. In Argentina steel pipes are being manufactured,
using sheets produced by the Military Steel Works. A new plant
with an initial output of 25,000 to 30,000 tons is being prepared
in Colombia. A small rolling mill has been erected in Uruguay.
In 1942 the Peruvian government signed a contract with United
States contractors for the exploitation of iron and coal deposits,
the installation of a blast furnace, and steel-producing and
finishing mills. A similar impetus is reflected in the chemical
industries. Soda and caustic soda are being produced in Brazil,
Argentina, Colombia, and the production of chlorine has been
increased. Chiefly as a result of the cessation of imports from
Germany, chemical and pharmaceutical industries (and plas-
tics) in Chile, Mexico, Argentina, Peru, Colombia, and Brazil
have been expanded. Brazil will have a paper mill with a capac-
ity to produce 40,000 tons of newsprint, and 40,000 of pulp,
and in Mexico and Argentina the paper industry has been en-
larged.

The development of textiles was enormously spurred by the
scarcity of goods, which were obtainable from abroad only with
great difficulty and in very limited quantities. Brazil and Mexico
have both become large exporters of cotton cloth. To make the
best use of the available equipment, many factories work on a
twenty-four hour basis. The wool industry has taken great
strides in Uruguay, Argentina, Peru, Chile, and Brazil. Tire
factories were erected in Argentina, Brazil, Peru, Cuba, and
Uruguay. Production of rayon on a small scale was begun in
Mexico, Argentina, Chile. The leather industry has made sig-
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nificant progress. Flat-glass manufacture was started in Brazil,
and plants are being prepared for Chile and Argentina. In a
number of countries cement production has grown consider-
ably.

In addition to those already mentioned, the list of new indus-
tries started in Brazil includes complicated manufactures as
electrical appliances, including radio equipment, certain types
of machinery, and even ships. As to Argentina there has been an
increase in smelting of nonferrous metals, in the production of
agricultural machinery, of edible oils, paper and cardboard
making, production of china, crockery, and glass, food process-
ing, clothing, washing machines, rayon, radios, electric bulbs,
and railroad cars.® There has even been a tendency to develop
various industries for export, which reached in 1943 the amount
of 424 million pesos, or 19 per cent of the total, against 45 mil-
lion or 3 per cent of total exports in 1939; the chief items here
are textiles, leather manufactures, and chemical and pharma-
ceutical products.”

Great efforts are being made to improve the fuel situation. In
several countries new installations of hydroelectric power have
been made; projects are already under way in Brazil, Chile,
6 Sec Whitaker, Inter-American Affairs, 1948, pp. 108 ff.; Foreign Policy Reports,
May 1, 1944; Economist, July 31, 1943, p. 143; Foreign Commerce Weekly,
Aug. 28, 1943; Annual Reports of the Banco Centrale de la Republica Argentina.
Felix J. Weil, Argentine Riddle (New York, 1944); S. E. Harris, Economic
Problems of Latin America (New York, 1945), Chapters I, II. This book was
published while the present study was in press.

7 The following index numbers of employment indicate the increase in manufac-
turing production in Argentina (1937 =100):

1939 1942 May, 1943
Textiles 107.2 129.2 136.7
Leather and leather products 116.6 127.7 130.1
Chemical and pharmaceutical industry ~ 119.5 1273 | 139.9

Paper and paper products 109.3 134.7 138.2
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Colombia, and Mexico, and in other countries they are in prep-
aration.

Under the impetus of the war, manufacturing progress would
have reached even greater proportions, if sufficient machinery,
technical personnel, and skilled labor had been available, and,
finally, had it not been for the shortage of fuel and electric
power. Transport difficulties also presented an obstacle. On the
other hand within the limits set by her own war needs, the
United States has assisted in the industrialization of the Latin-
American countries in order to increase their production of
strategic materials and to help raise their purchasing power as
a basis for an expanding foreign trade.

A great surplus of the balance of trade has resulted from the
substantially increased export to the United States and has pro-
foundly improved the position of Latin America with regard
to her holding of gold and foreign exchange. Revealed Latin
American gold and foreign exchange holdings, chiefly in dollars,
increased from $900 million in 1939 to some $3,500 million by
the middle of 1944.* In addition, several countries have repatri-
ated securities owned in Great Britain and in the United States,
thus reducing their foreign indebtedness.

Production and productive capacity of minerals and manu-
factured goods (chiefly consumer goods) throughout Latin
America has been enlarged extensively during the second World
War; the increase of industrial production is estimated at least
at 20 per cent. The export to the United States has more than
doubled, the total export rising by about 40 per cent. The posi-
tion of the balance of payments has greatly improved. The ob-
vious question rises as to how this new and expanded production
will be maintained a few years after the war. Who will buy all

8 Bulletin of the National City Bank, Aug., 1944, p. 93.
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these quantities of metals and minerals, some of which appar-
ently were not produced at low cost? How can the new manu-
facturing industry compete with the old prewar concerns in
Great Britain and continental Europe, whose goods will have to
be purchased if the Latin Americas want to continue to export
many primary products in return? The producers of these com-
modities will certainly press toward regaining their old outlets.

Nevertheless, the memory of the crisis in the thirties is still
fresh; and the Latin American countries do not want to depend
on the export of a small number of primary products. They are
trying to attain a more diversified agriculture and a better bal-
anced economy, and progressive industrialization is definitely
an accepted objective in most of these countries. Nine of them
(Argentina, Bolivia, Colombia, Chile, Ecuador, Haiti, Mexico,
Peru, and El Salvador) have enacted legislation providing for
the establishment of industry-promoting institutions,® and the
eleven remaining governments have introduced various meas-
ures to promote economic progress. Development corporations
and financing institutions have been created by the govern-
ments, which in several cases have directly entered into business.
Furthermore, it is expected that the lack of capital will be
overcome by the direct participation of business firms of the
United States in various important enterprises.

Whatever the eventual policy will be, it will have to cope with
some difficult adjustment problems. Though industry will not
be confronted with the task of reconversion from war to peace
production and will enjoy the advantage of producing chiefly
for the domestic market, it will be hard to find world markets
 Whitaker, Inter-American Affairs, 1943, p. 124; L. L. Lorwin, Postwar Plans of

the United Nations (New York, 1943), pp. 152 ff.; S. E. Harris, Economic Prob-
lems of Latin America, pp. 29 ff.
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commensurate with the productive resources of Latin America
and other surplus regions of the world, even if we assume eco-
nomic activity in the world at large on a higher level than that
which prevailed before the second World War. There is no
doubt that Latin America will enter the postwar period finan-
cially as well as economically stronger than she was before the
war.

Throughout the British Commonwealth—particularly after
the defeat of France—production was mobilized to help the
common war effort. In parts of the Empire further expansion was
hampered by the lack of skilled labor, tools, machinery, and
transport facilities. Second only to Canada in production in-
crease, India has become the eighth industrial country in the
world. Production of iron and steel has increased by 40 per cent;
considerable strides have been made in producing special steels
and a ferroalloy industry has been started. Production of alumi-
num has begun, high explosives are now being made, and large
chemical plants have been installed.’® New works for making
alloy steel have been brought into production, and all kinds of
ordnance, arms, and ammunition are being manufactured on a
large scale. The production of armored vehicles and armored
cars, of certain classes of machinery and machine tools has also
been undertaken, while Indian shipyards, vastly expanded, are
being used for the construction of minesweepers, patrol boats,
motor launches, and other small vessels. Considerable progress
has been made in the production of electrical items and cables.
India manufactures complete bodies for imported car chassis.
The output of textiles has grown from 118 in 1939 to 175 in
10 For the manufacture of nitric acid, synthetic ammonia, caustic soda, glycerin,

and sulphuric acid, and, further, for the production of crude benzol and toluol
on a big scale.
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1943. Leather manufacturing has increased and in the tanning
industry good progress has been achieved; India has become an
important supplier of army boots. The timber production has
doubled, manufacturing of paper has grown by more than one
third. This wide-scale industrial activity further includes brush-
ware, woodware industries, crockery, cutlery, cardboard prod-
ucts, plywood, glass and glassware, medical instruments and
pharmaceutical products; and such domestic items as cement,
matches, soap, and paint. The expansion would have been even
greater, except for coal and transport shortages. The British
helped to provide skilled labor by establishing special training
centers and by sending many workers to Great Britain for fur-
ther training.

The pattern is repeated in Australia. Here the index of the
number of workers employed in manufacture went up from 100
in 1939 to 135 in 1943. During the first three years of the war the
number of factory workers increased from 565,000 to 725,342 in
1942, and during the same period the value of output rose from
£500 million to £773 million. (The value of fixed capital went
up to £75 million, or more than 25 per cent.) “In manufacturing
the war pushed Australia ahead, perhaps 20 years.” ** Many
factories were built to equip the Australian and other armies
and to satisfy civilian needs. The steel industry has increased
production by 45 per cent to 2,200,000 tons annually and now
produces many types of steel which were previously imported.
Australia produces her own metals for armor plate, steel cables,
bearings, motor and airplane parts and bodies, guns, small arms,
precision instruments, and wireless sets. All types of machine
tools are being made, as are most of the 150 main chemicals

11 Mr. Spender, a member of the Australian Advisory War Council, in the New
York World Telegram, Feb. 11, 1945,



70 WORLD ECONOMIC DEVELOPMENT

needed for explosives.'* The optical-lens industry is an impor-
tant wartime development; a fine quality glass is being manu-
factured. The first newsprint mill has been put into operation.
Production of locomotives on a small scale has been started, and
the food processing trades have been greatly expanded. Several
new mills for cotton textiles were established, and the manu-
facture of woolen cloth rose. Agricultural production has been
reorganized so that war requirements can be met more ade-
uately. It can be assumed that after the war Australia will be
4 more highly industrialized country than she was before, and
that this development will change the structure of its foreign
trade, especially its imports. '

Even agricultural New Zealand has evidenced the general
trend. There is a new asbestos plant and larger quantities of
woolen goods, footwear, biscuits, and wood products are being
made. In 1942 the following items were produced for the first
time or were further developed: metal buttons, inks, typewriter
ribbons, potato-sorting machines, gas producers, leather bags,
and enamel products. Important progress also occurred in the
new linen-flax industry (by 1943 a total of 23,000 acres of flax
was under cultivation, 17 factories were processing flax).

South Africa’s development in the war period would in normal
times have taken twenty-five years.'* Industrial workers reached
in 1943 the index of 160 as against 148 in 1939. In the iron, steel,
and engineering industry a great expansion took place. This was
12 Dept. of Commerce, Some Factors in Post-War Export Trade with the British
Empire (Washington, D.C., 1944), p. 35. See also Wilson C. Flake, “Australia:
the Dramatic Course of Its Wartime Economy,” Foreign Commerce Weekly,
Dec. 9, 1944.

13 South African Public Relations and Information Service, South Africa at War

(Washington, D.C., 1948). This source indicates the total of 741,576 workers
in 19438 as against 352,000 in 1938-39.



WORLD ECONOMIC DEVELOPMENT 71
made possible by the existence of the heavy engineering indus-
tries serving the needs of the great gold mines.

New steel plants were brought into production to increase
the prewar output of 325,000 tons to 600,000 tons yearly. A plate
mill is being constructed with a range capable of supplying
practically the whole of the Union’s own requirements. The
output of farm machinery has been more than doubled, and the
food industry has been spurred. South Africa has done a great
job in assembling and equipping armored cars and other ve-
hicles for the army (the engines had to be imported). A machine
tool industry has been started. Quantities of shoes, blankets,
and garments were made for the armed forces and radio parts
were manufactured. In munitions South Africa made at least a
tenth as much as Great Britain, and in some cases the output was
up to 45 per cent. There has been extensive manufacture of over-
head traveling cranes, and the construction of engineering
equipment and of electric installations has greatly advanced.
Great quantities of tin, enamelware and other equipment for
use in field hospitals and kitchens were made. Altogether, 364
new products were made in 1942 alone, chiefly in the steel,
metal, chemical, machinery, electrical, leather, tanning material,
and plastic industries. Woolen goods, cotton manufactures, and
fertilizers, all previously imported, are now being made at home.

Among the increased supplies from the British colonies we
may mention copper and tungsten from Rhodesia, tin from
Nigeria, bauxite from British Guiana, chromite from Sierra
Leona, manganese from the Gold Coast. Flax factories are being
erected in Kenya, power alcohol and diesel fuel are being made
in Uganda. Under the stimulus of war needs, secondary indus-
tries, mostly on a small scale, are being developed in a number
of colonies.
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In the Belgian Congo the mineral output has increased. The
production of copper ore surpassed 200,000 tons yearly, nearly
doubling the prewar output, and production of tin, zinc, and
lead ores has been expanded. Rarer metals, as uranium, tantalite,
radium, and industrial diamonds, which are important in a world
at war, are now extracted in substantial quantities. Increased
production of palm oil and copal should also be mentioned.

Throughout the Middle East, particularly in Palestine, re-
markable progress in industrial expansion has likewise been
achieved. The number of workers employed in industry has been
doubled. The principal industries are clothing, leather, metals,
chemical and pharmaceutical products, and diamond cutting. A
superphosphate factory near Tel-Aviv works up the Trans-
Jordan deposits of phosphate rock. In Syria and Eritrea lignite
mining has been developed. Iran supplies millions of pairs of
army boots to Russia. To increase food production the Middle
East supply center has arranged for the importation of agricul-
tural machinery; the area under cereal crops has grown by more
than two million acres.

Yet the expansion of production in the United States over-
shadows all similar developments elsewhere. However, as the
gigantic achievements of this country in all fields of economic
life are well known, we can limit ourselves to mentioning only
a few facts. While an army of eleven million men was being
created, national production swelled at the same time to enor-
mous dimensions. Thus the United States has become the only
country able to satisfy both military and civilian demands—in
other words, to have both guns and butter. According to the
Index of the Federal Reserve Bulletin, in 1943 industrial pro-
duction reached 239 (physical volume) compared to 109 in
1939; production of durable manufactures, 360 (109 in 1939),
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nondurable, 176 (109 in 1939); and production of minerals, 132
(106 in 1939, and 143 in October, 1944).14

The total productive capacity of the United States has been
increased by almost 50 per cent during the war '* and now
amounts to about 45 per cent of the capacity of the world. The
production of light metals and ferroalloys, of fighting planes and
other aircraft, merchant ships and war vessels, tools, and capital
goods, in gencral, has been enormously increased. Enough syn-
thetic rubber is made to meet the total peacetime demand
for rubber. Manufacturing of all kinds of plastics has made
large strides. Great deeds were achieved in the technological
progress of nearly all branches of industry. Production of vari-
ous minerals was expanded, new mines were opened. Produc-
tion of food in 1944 reached a level 33 per cent above the
1935-1939 prewar average. Lend-lease supplies, reaching $36.5
billion by January, 1945, have brought the export figures to
a record height of around $14 billion yearly; but even import
figures have gone up, reaching $3,377 million in 1943 against
$2,318 in 1939. With this enormously expanded productive
capacity the United States will emerge from the present war
as the biggest industrial power and strongest financial factor in
the world.

We do not now possess detailed statistics concerning this uni-
versal expansion in productive capacity, because a great part of

14 In the group of durable goods the index figures (adjusted for seasonal varia-
tions of production) for October, 1944, are: (1935-1939 average =100) iron
and steel 206, machinery 429, transportation equipment 706, nonferrous metals
and products 236. In the group of nondurable goods: textiles and products 147
(rayon 198), manufactured food products 148, paper and paper products 142,
petroleum and coal products 265, chemical products 306.

15 National Planning Association, America’s New Opportunities in World Trade
( Washington, D.C., 1944), p. 49.
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the information is withheld for military reasons. It is, neverthe-
less, possible to see clearly the trend of the whole development
outside Europe. There have been two large areas of industrial-
ization—one in the countries of Latin America, and the other
in the nations of the British Commonwealth. The increase in the
United States represents another most important factor in the
over-all situation.

Some estimates place the wartime increase of world produc-
tion (not including the United States) at 20 to 25 per cent. War
needs have led to the expansion of production of raw materials,
particularly of minerals. Production capacity for capital goods
has had a greater increase in the industrialized countries,
whereas production of consumer manufactures was expanded in
many agricultural countries. It has become an established policy
of a large number of agricultural countries to continue industrial
development even after the war. While the international finan-
cial position and the balance of payments of Great Britain and
the European Continent has deteriorated, the corresponding po-
sition in other countries has improved. There the situation is
characterized by the increase of gold and dollar holdings, by
blocked sterling balances, and by the repatriation of public
debts and other securities held abroad.

There is certainly no doubt that nearly all overseas countries
will face problems of postwar production adjustment which will,
obviously, be of different intensity and magnitude. However,
contrary to the countries of continental Europe and in many
respects also to Great Britain, they will not be confronted with
the tasks of relief, rehabilitation, and reconstruction, and they
will enter the postwar period possessing substantial reserves and
with their national economies on the whole strengthened. They
will, furthermore, enjoy one very important advantage as com-
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pared with nations lately under German rule: they will have
preserved the continuity of political life and social structure;
they will not have been shut off from the rest of the world; they
will have continued to participate in international trade, and
they will have been able to plan for postwar reconversion and
changes. For all these reasons their position will be relatively
easier than that of Europe and will make possible the speedy
initiation of postwar work.



CHAPTER SEVEN
INDUSTRIALIZATION AND EUROPE’S TRADE

ow WiLL expansion in other continents affect the Eu-

ropean export markets? Immediately after the war, when

the demand for goods will be great and the supply
short, it will hardly be a problem to sell European com-
modities. But we must look at the question from a long-range
view. A good many countries are now supplying the market with
items once bought from Europe. How will this new industry
compete with the older, more experienced one, whose products
are better known? To provide an even approximately satisfying
answer it would be necessary to examine cach industry sepa-
rately, taking country by country. At this moment this is not
possible; it is even difficult to guess the probable conditions of
production in Europe after the war.

The industries concerned will certainly themselves undertake
such studies. In many fields the new overseas competition will
be technically efficient and, with further improvement will be
able to compete. This may be the case in a great part of the
textile industry,! in some parts of the chemical and metallurgi-

1 The following figures ( Economist, 1944, p. 150) from the Report on the Post-
war Problems of the Cotton Industry prepared by the Board of Trade in London
indicate the development of the cotton industry in some countries up to 1942
(in million square yards):

Country Production Export
1987 1942 1937 1942
United Kingdom 3,808 1,850 1,921 485
United States 9,321 12,000 236 410
India 5,548 5,800 377 940
Brazil 900 1,400 7 250

Canada 345 350 5 20
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cal industry, in the leather and shoe industry, the small engi-
neering trade, and others. On the other hand, some industries
and factories built to relieve shortages during the war have been
considered uneconomical from the very beginning, and cannot
be expected to survive normal postwar competition (for in-
stance, rayon factories with 300 tons yearly production). Obvi-
ously, any adjustment to the world market can be brought about
only by competition operating within a system of freer trade. It
is probable, however, that since new vested interests have been
created everywhere many countries will grant protection to a
great number of the new manufactures that supply primarily
domestic needs. European exporters must count on these
changes in their market, first of all in countries where a new
national industry has been established and enlarged.

Competition on the overseas markets will stiffen. The United
States will try to find new markets abroad; Great Britain will
be compelled to increase her export; Canada is looking to Latin
American markets; and some of the industries in Latin America
(for instance in Brazil and Argentina) will try to maintain a
part of the markets newly acquired during the war. Australia
hopes to supply some of the markets in the South Pacific and
in Southeast Asia, and even the Union of South Africa is prepar-
ing to sell goods in Central Africa.

Much will also depend on where American industry buys its

The production of woolen and wooled tissues declined in Great Britain from
90.5 million lbs. in 1938 to 44.2 million Ibs. in 1943; in the U.S.A. the mill con-
sumption of apparel wool was doubled from 1939 to 1943, in Canada from 1938
to 1939. Great increase took place in the four great wool producing countries,
Argentina, Australia, New Zealand and Uruguay. (Economist, 1944, p. 791.)
While during the war the British export of textiles has greatly declined, the
export from the continental textile producers to the outside of Europe has prac-

tically ceased; and it represented an important item for some countries as
Czechoslovakia, Italy, France, Switzerland, Germany, and Belgium.
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great amounts of raw materials. Consider what the loss of the
American market for rubber would mean to the Malayan States
and the Dutch East Indies—and indirectly to the European
countries exporting to these areas. This applies also to various
other products. If the United States continues after the war to
buy strategic materials from Latin America, thus supplanting
other prewar sources, her export to Latin America will doubtless
increase while Europe’s declines—not only to Latin America
but also to the countries which lost some of their markets in the
United States.

Thus, we could go on to demonstrate the profound changes
in world trade resulting from the present war. In every respect
they have been more intensive than those of the first World War.
The greater requirements of the war economy brought forth a
greater expansion and conversion of production. The war is
lasting longer and has spread farther; its guns are heard literally
around the whole world. During the first World War the Euro-
pean countries were able to maintain a certain commercial con-
tact with the rest of the world. This time, with the exception of
the small trade of the few neutral countries, the Continent has
been completely cut off. For all these reasons the impetus for
industrialization has been stronger. The changes initiated by
all these developments will be more extensive; the task of read-
justment, of creating new equilibrium, in the world economy
will be more complicated.

Although the repercussions of the first World War on world
production and international trade were less drastic, readjust-
ment was hard and slow; indeed, in the whole interwar period
no real equilibrium in world economy has been achieved. This
failure should serve as a warning and a lesson to us now. In
general we are giving more attention to the problem of primary



INDUSTRIALIZATION AND EUROPE’S TRADE 79

production than to manufacturing and are planning to check
any abrupt decrease in prices of primary products that may re-
sult from a sudden drop in wartime demand. It has been sug-
gested that such a fall in prices should be prevented by con-
cluding commodity agreements and by accumulating strategic
stocks (having the role of buffer stocks) of some of these prod-
ucts. It is rightly argued that success in this field would also
help in maintaining markets for industrial goods.

The expansion of industrial production during the war has
not followed any preconceived plan. It was stimulated and
dominated by two factors: direct war requirements and the
shortage of goods resulting from reduced imports. The decision
as to what plants would be built or expanded depended on the
availability of machinery, skilled labor, and technical assistance.
Once normal conditions return, the respective governments and
the owners of the new industries will make every attempt to
correct whatever weaknesses are found in them. Moreover, the
tendency will prevail to supplement the industrial structure
within the domestic economy. The war has stimulated the exist-
ing policy of industrialization, which will not end with the end
of the war. To industrialize agricultural and backward countries
has become a part of the present economic program, which is
designed to lead to a general development of the world economy
and to an increase of the standard of living all over the world.
Even countries with advanced agriculture look to secondary
industries as a needed supplement to their economic structure, es-
pecially if there is a resumption of the unfavorable prewar trend
in trade terms between agricultural and industrial products.
The process of developing the production of retarded regions
will be pushed ahead, whatever may be the attitude of the
countries now holding industrial leadership. As the situation
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comes into clearer recognition, the industrialization of back-
ward countries is becoming the subject of international discus-
sion.

One must realize that technical knowledge has increased
throughout the world; new skill has been acquired and the coun-
tries have learned that it is possible to build industries quickly.
The Russian achievement in this particular field—the fact that
the Soviet Union was capable of creating big industries of capi-
tal goods without extensive foreign technical help—serves as
encouragement to the postwar plans of other nations.

As we have seen, the leading Latin-American countries are
determined to go ahead with their industrialization programs;
they will not hesitate to protect, as they have done in the past, all
industries considered important and technically sound.? This is
indicated by the fact that most of the respective governments
have already actively sponsored industry-promoting institutions
and in many cases have taken over further industrial develop-
ment as a foremost task of government itself. Their endeavor is
strengthened by the expectation that the United States will
assist them and cooperate with them in developing their do-
mestic resources, and the gold and dollar balances accumulated
during the war will enable them to import the needed equip-
ment. As far as can be judged now, the American government
and business world both consider the economic development of
Latin America, obviously comprising industrialization, an ap-
propriate path to mutual expansion of trade.

The enormously increased production capacity of capital
goods in the United States is one more reason for this country’s
2 See Samuel Guy Inman, “Some Latin American Views on Post-War Recon-

struction,” Foreign Policy Reports, March 15, 1944. See also Whitaker, Inter-
American Affairs, 1943, pp. 124 ff.
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interest in the advancement of the agricultural and backward
countries in general. China also wants to start a huge develop-
ment program after the war. “The present war has made us [the
Chinese] realize that industrialization is indispensable if we are
going to raise the living standards of our people and increase
the strength of our nation.” * A detailed program is being pre-
pared to specify what industries could be built and within what
time. While the Chinese expect that a number of the future
industries will undoubtedly be capable of existing without the
artificial support of tariffs, they anticipate that the “light” indus-
tries (textiles, leather and matches, chiefly the fields in which,
before the war, the Japanese had been formidable competitors),
will be in urgent need of protection.

In India very ambitious schemes for industrialization are
being prepared. The most far-reaching among them is the so-
called “Bombay Plan,” a document prepared by the Bombay
industrialists as a “Plan of Economic Development.” The ob-
jective is to double the national income per head within fifteen
years after the plan is put in action. Some detailed aims are
stated in clear terms.* Priority is given to these basic industries:
electric power, mining and metallurgy, machinery and machine
tools, chemicals, transport, cement, and armament. The Indian
Federation of Labor has produced a similar “People’s Plan.”
Although many doubts are raised as to the possibility of realizing
these very ambitious schemes, it can be taken for granted that
the increasing political strength of India together with the eco-
3 “International Economic Development,” by Dr. Ching Chao-wu, in “What
the Chinese Think about Post-War Reconstruction,” Foreign Policy Reports,
Nov. 1, 1943. See also Lawrence K. Rosinger, “China as a Post-War Market,”
Foreign Policy Reports, Jan. 1, 1945.

+ See the Economist, June 17, 1944, p. 804; also G. D. Birla, “Industrialization in
India,” The Annals, May, 1944, p. 120.
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nomic effects of the war will be a powerful stimulus for further
economic, and especially industrial, development. India’s bal-
ances in London, which have already reached $4 billion (more
than half of the prewar national income) will in the first place
be used to import capital goods needed for economic develop-
ment. The British government will not, and probably cannot,
object to this use of India’s balances; British industry may wel-
come it as providing markets of a promising duration for capital
goods.

The future of the existing industries and their improvement is
foremost in the minds of the Australian government. In the
Union of South Africa the “Industrial Development Corpora-
tion” was set up by the government in 1940 with the purpose of
guiding the promotion of new industries and rendering a meas-
ure of financial assistance.

During the years immediately preceding the war the agri-
cultural countries in Eastern and Southeastern Europe were
undertaking considerable expansion of industries; they consider
further industrialization necessary for their economic progress
in general and for the relief of their agricultural overpopulation
in particular.

The Soviet Union will certainly make every effort to rebuild
what was destroyed during the war. She will continue to pro-
mote industrial production in those territories to which, during
the war, some industries were moved from the areas temporarily
occupied or threatened, and she will attempt to develop new
industries. In spite of the war Russia has achieved remarkable
success in the maintenance of industrial production. Judging
from the past, it is fair to assume that ambitious plans for future
industrialization of the country will be worked out and put into
operation. The economic development in the victorious Soviet
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Union will certainly embrace more diversified industries; like
some other nations, Russia, too, expects the United States to
cooperate in this task, especially by supplying tools and ma-
chinery.

The impetus for a rapid expansion of production throughout
the world, especially in the field of manufacturing, which re-
sults from the second World War, overshadows greatly the
effects of the last war. We can speak of a new industrial revolu-
tion. It can be assumed as certain that this development must
change the structure of world trade.

Enlarged industrial production in agricultural countries will
undoubtedly replace many of the imported goods. It will change
the import structure of countries newly industrialized, as well
as those industrially advanced. During the period of new in-
dustrialization the import of capital goods will increase, and
there will be a continuous demand for spare parts and for ma-
chinery for replacement and improvement. Import of semi-
manufactured goods may rise. Assuming that industrialization
increases the wealth of the nations concerned, we can anticipate
a greater demand for goods previously imported in small quan-
tities, and on the whole a greater demand for goods of higher
quality.® The intensity of these expected shifts in imports will
obviously depend on the economic structure of the countries
where the new industries are established. Thus the introduction
5 The Russian demand for American capital may approximate one billion dollars
yearly for ten or fifteen years after the war. National Planning Association, Amer-
ica’s New Opportunities in World Trade, p. 54.
¢ As H. Frankel rightly remarks, industrial planning should be linked with social
planning, creating a larger market for foreign goods. If the bulk of the popula-
tion does not benefit, from the increase in national income associated with in-
dustrialization, the industrialization holds some dangers in the old industrial

countries. “Industrialization of Agricultural Countries,” Economic Journal (Lon-
don, 1943), p. 188.
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of new industries, for instance, in the United States or in Canada,
replacing these products previously imported, will hardly lead
to an increase in the import of other products and might result
in a reduction of trade. Industrialization of poorer and over-
populated countries will probably have an expansionary effect
on world trade, if and when a general increase in the standard
of living occurs. On the other hand, industrialization of agricul-
tural countries with a specialized primary production and a
relatively high level of living, and which also possess the raw
materials needed for manufacturing, might not have the same
effect of creating vast demands for new goods. The already exist-
ing demand, formerly met by imported goods, will now be
satisfied with domestic manufactures.

Larger industrial production will lead to a greater demand
for raw materials in so far as the demand of the newly industrial-
ized countries is not offset by a reduced demand for the same
raw materials by the old industrialized countries. The reduction
might occur, however, if these countries are unable to replace
their lost export markets. With a greater demand for raw ma-
terials, the purchasing power of the countries that produce them
would increase, and they might be able to import more manu-
factured goods.

The shift in the import structure will undoubtedly affect the
export of the old industrial countries, in our case the European
countries. More than half of the exported goods manufactured
in industrial Europe found their markets in non-European coun-
tries. In spite of the fact that this export was already very diversi-
fied, one can assume that a major part of it will be influenced
by the new industrialization of the rest of the world. The Euro-
pean countries will, therefore, be faced with the task of adjust-
ing their production and foreign trade to the new situation.
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Theoretically it can be assumed that the increased industrial pro-
duction and the consequently increased total income and total
standard of living of a country would eventually lead to an ex-
pansion of international trade while the structure of this trade
is changing. Thus the rapid growth of industrial production
throughout the world should stimulate international trade.

The statement that trade between industrial nations is greater
than between agricultural nations or between industrial and
agricultural nations has often been made.” It can be pointed out
that until the first World War imports of industrial products
grew approximately in the same proportion as manufacturing
expanded.® (This trend was interrupted as a result of an increase
of protectionist policy which prevailed about 1890 in the United
States, Germany, France, and Italy.)

The relationship between production and import was dis-
rupted by the events following the first World War. A drastic
tightening of import restrictions of all kinds during the 1930s
was responsible for this change in the field of manufactured
goods. While production of manufactured goods in many coun-
tries was steadily increasing, the import of industrial products
did not follow this expansion; on the contrary, it fell in several
instances below the level reached in the 1920s. Production in
Germany reached a high level under the Nazi armed economy;
this has, of course, not been reflected in increased trade. And

7 “Economic development of new areas means an increasc in the capacity of their
peoples to produce and to consume. This may be expected, on the basis of past
experience, to bring a great increasc in international trade, if political conditions
are favorable.” Eugenc Staley, World Economic Development (Montreal, 1944),
p- 22. Sce also Nativonal Planning Association, America’s New Opportunities in
World Trade, p. 15.

8 A forthcoming study of the League of Nations on “Industrialization and Inter-
national Trade” contains interesting figures on this point, and discusses especially
a deviation from the observed tendency about 1890 as a result of a growing
policy of protection.
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the enormous rise of industrial production in the Soviet Union
while her import fell below the 1913 level should also be men-
tioned. In the United States foreign trade also, failed to keep
pace with the rapidly growing production. Thus, while it can be
stated that in normal times imports of manufactured goods
tended to be stimulated by expansion of industrial production,
such a tendency may be checked or nullified by restrictive com-
mercial policies, currency disorders, or by political develop-
ments.

The effects of industrialization on British trade was examined
by A. J. Brown,” whose findings may serve as a guide for some
assumptions of the effects of the present and future industrializa-
tion on the European trade. According to Brown's analysis,
British exports (revalued at 1913 prices in million £ )to Ger-
many, France, Belgium, and the United States went up from 42
in 1860 to 78 in 1873, and to 117 in 1913. British exports to Latin
America and to the Empire increased during the same years
from 57 to 83 and to 191. The postwar figures are: the first group
took (in million pounds sterling) 86 in 1929 and only 64 in 1937,
whereas the figures for Latin America and the Empire were 234
in 1929 and 200 in 1937. By 1937 the four industrialized coun-
tries were buying only 27.5 per cent as much as Latin America
and the British Empire against 60 per cent in 1913. The rapidly
industrializing countries continued to increase their imports
from Great Britain only until 1913, a fact which does not seem
to confirm the repeated statement about the growing trade be-
tween industrialized countries.!® A. J. Brown made yet another
9 Industrialization and World Trade (London, 1943), pp. 60-62.

10 The League of Nations study on “Industrialization and International Trade”
contains figures for a large number of countries. The British shipments to Central

and Western Europe (Austria-Hungary, Belgium, Denmark, France, Ger-
many, Italy, Netherlands, Norway, Portugal, Spain, and Sweden) increased
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interesting observation. The total real national incomes of Bel-
gium, France, Germany and the United States increased in the
period 1873-1913 probably by about 170 per cent, while their
total real imports from Britain rose only by about 50 per cent.
The countries of the second group probably doubled their real
income and British real exports to them were more than doubled.
“Demand for British exports rose three or four times as fast, in
relation to total purchasing power, in the nonindustrializing as
in the industrializing countries.” !

Even before 1913 the increase in the export of Great Britain—
the oldest industrial country—resulted much more from the
expansion of her trade with countries producing primary prod-
ucts than with industrializing countries. The purchasing power
of countries with prevailing primary production was stimulated
by the growing demand for their goods, due to the expansion of
industrial production in countries other than Great Britain and
also by the import of capital from Great Britain.

The examination of the development of British exports indi-
cates a further qualification of the general tendency that im-
ports of manufactured goods are augmented by expansion of
manufactures. Experience shows that during the first period of
industrialization the import of manufactures grows. As indus-
tries are developed and diversified, their competitive ability
against imports is strengthened, while at the same time the
from the £69 million of the 1891-95 average to £143.7 million as the 1911-18
average, or by 108 per cent; to the United States, from £24.9 million to £28.9
million, or by only 16 per cent.

The shipments to all other countries ( predominantly agricultural and mining)
rose from £1383.1 million to £315.7 million or by 137 per cent. The exports to
Central and Western Europe increased in the period 1876-80 to 1911-13 by
115 per cent, but the exports to the second group during the same time went

up by 175 per cent (to the United States by 46 per cent).
11 A. J. Brown, Industrialization and World Trade, p. 61.
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tendencies to seek protection increase and ultimately find public
support.

The industrialization of European countries that were poor
in raw materials and had an increased demand for foodstuffs,
and, moreover, the expanding demand of the United States for
raw materials and for tropical products had multiplied the ex-
port of raw materials and foodstuffs from countries producing
primary products. The economic situation of these countries was
now improved, and they, in turn, drew greatly increased imports
from the old industrialized countries. This would, however, not
be true of the industrial development of countries using their
own raw materials (for instance, cotton for the cotton industry
in Brazil, wool in Uruguay) '* and at the same time exporting
foodstulfs. In the future, the newly industrializing countries will
probably build industries for which most of the raw materials
are locally available. Therefore, we can hardly assume that the
industrialization of the overseas agricultural and mining coun-
tries will increase the national income through purchases of raw
materials in other countries, in order that these in return may
become greater importers of manufactures of the old industrial
countries.

The new industrialization, and its impact on the old industrial
countries, will not necessarily follow the pattern of the years be-
fore 1918, even if we disregard obstacles caused by commercial
policy or other reasons. The composition of world trade will
undergo important changes. It is expected that the traditional
type of exchange of manufactured goods for primary products
will decline. As economic development progresses throughout
12 Argentine’s industries used in 1937, 71.8 per cent of domestic and 28.2 per

cent of foreign raw materials. Felix J. Weil, Argentine Riddle (New York, 1944),
p. 274,



INDUSTRIALIZATION AND EUROPE’S TRADE 89

the world, the new adjustment will be possible only by a further
specialization of production. More than ever will the production
of industrial and agricultural specialties be important for inter-
national trade. The increased industrial production and even
the improved standard of living will not automatically result in
an enlarged international trade, although a basis for it should
be provided. The objective of maintaining and further increas-
ing international trade will demand a policy toward expansion
of world economy. The situation created by present and future
industrial expansion will require great adaptive ability on the
part of the old industrial countries. The economic development
of new areas inevitably offers dangers along with opportunities
to them. “The net effects of thesc developments upon any par-
ticular country of advanced industrialism will depend upon the
accidents of geography and history . . . for the way in which
the established industrial area reacts to the new situation.” 13

The conclusion that the European countries have to adjust
their production and export to the economic development of
new areas is logical and not new; to carry out this adjustment
requires a great economic flexibility and a dynamic spirit of the
whole economic policy. We may quote a pertinent statement by
A. Loveday, written in 1931 and referring to British trade:

It is on these new and growing industries that the prosperity of
highly industrialized countries must ultimately depend. The future
lies with the countrics whose whole economic organization is the
most mobile, with those which have the imagination to foresec future
needs, the courage to scrap the obsolete plant and the skill to adopt
and adapt new inventions.'*

Those are the directives to be followed by the European

18 Eugene Staley, World Economic Development, p. 22.
tt A. Loveday, Britain and World Trade (London, 1931), p. 170.
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countries when they attempt to carry out the necessary adjust-
ment. The burden of the task will depend on the degree of
international cooperation and economic coordination. Economic
developments would be greatly facilitated if the more important
countries could be induced to consider the principle of com-
parative advantage as a guide for their programs. There is an
urgent need for concerted action, if a great overcapacity in
various industries is to be avoided.

Expansion of world production should certainly promote wel-
fare everywhere and also greatly stimulate international trade,
the structure of which should follow the changing course of
industrial development. Yet government as well as business
must decide upon a bold action. Only through a quick, far-
reaching adjustment of production and through an appropriate
foreign trade policy can a new equilibrium and increase of trade
be achieved. Old plants and old and outworn economic enter-
prises—and even new industries with high-production costs—
should be scrapped along with old and outworn ways of think-
ing. Determined action of this kind would guarantee that ex-
panding production would lead to an expansion of international
trade and would avoid the danger of further maladjustment,
trade restrictions, and eventually economic warfare. The first
thing—and this should be donec immediately—is to make an
itemized census of the world’s manufacturing capacity by coun-
tries, showing the development of individual industries during
the last decade and their potential market. Special committees
for each industry, established at an international organization,
should examine the situation in all possible details. Their find-
ings would enable the government and the business community
to appraise future possibilities, would serve as a warning against
further future expansion, and would also lay a basis for the co-
ordination and cooperation of national programs.



CHAPTER EIGHT

INTERNATIONAL ASSISTANCE IN
RECONSTRUCTION

HE GOVERNMENTS of the European nations proclaim the
need for building a new, a better Europe. Their eco-
nomic programs all agree on some substantial objectives:
to improve the standard of living; to provide full (or high
level) employment; to introduce a comprehensive system of
social security; and to speed up the devclopment of the retarded
regions. These programs reflect what might be called the general
economic aims of the United Nations. Up to this time, however,
no detailed program has been made public to indicate how the
respective governments intend to achieve their objectives. It is
certain that the situation of the European continent will be more
difficult than that of most of the other parts of the world: the
cconomy of the better part of the Continent has suffered great
physical losses resulting from war and the many changes in the
overseas markets make the prospect for export of some goods
uncertain. The changed economic and financial position of
Great Britain ! will be of special importance. Furthermore, the
economic policy applied toward Germany and the future eco-
nomic structure of that country will have direct and indirect
effects on the economic development of Europe.
The various programs are agreed on the importance of an

1 According to the principle of conservation of purchasing power, the income
which Great Britain lost from overseas investments accrues automatically to
countries repatriating the investments. This income will not, however, be put
to the same use, especially in the purchase of foreign goods. Only a fraction of
the amount will reach the foreign markets, and that in a roundabout way.
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expanding economy. Their objectives could be achieved by
widening exports in the old established markets, by building up
trade with new markets (for instance, the Soviet Union), by
developing the intra-European trade, and, finally, by developing
domestic markets. All these possibilities will probably be tried.
Europe will realize that she must be the one to adapt herself to
changes in other continents because her economic structure is
the more complex and also the more vulnerable. The fact that
such adjustments will have to be carried out by countries in
great need of postwar rehabilitation and reconstruction will
make it more difficult for them. It may be countered that this
new orientation in production and trade falls within the pro-
gram of general postwar reconstruction; but scarcely anyone
will deny that, in ability to carry out all these adjustments, there
is a great difference between countries devastated by war and
those which need only to adjust war production to peacetime
needs.

The necessity of achieving the required adjustment in time,
and of moving toward coordination of the European economy
with the rest of the world is of such eminent importance that
it should induce the United Nations to work out a common eco-
nomic program for Europe. This is doubly essential because the
political set-up of Europe will have been greatly changed. The
mistake of the Versailles peace settlement in slighting economic
questions should not be repeated. The magnitude of the postwar
reconstruction alone is such that Europe will be desperately in
need of assistance from outside. The plan for rehabilitation and
reconstruction should be conceived as part of a far-reaching
long-term program. Action should not be delayed, because there
is danger that the moment most appropriate for cooperation—
the time right after victory—may be missed. The United Nations
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would be well advised to establish immediately a standing Euro-
pean economic committee entrusted with the task at first of a
thorough analysis of the chief economic problems of Europe.?
Such a committee, working in close cooperation with United
Nations organizations, should then suggest the most appropriate
policy for a speedy reconstruction. The task is great and must
be attacked boldly and in time.

The United Nations, in an attempt to prepare a basis for eco-
nomic postwar cooperation, have already started organizing
international action in several fields. The United Nations Relief
and Rehabilitation Administration (U.N.R.R.A.) was set up in
November, 1943. Its sphere of operation is rather limited and
so arc the funds at its disposal. This agency is to organize and
provide relief for member countries which were occupied by
the enemy. (As an exception, its action was extended in a limited
way to Italy.) The U.N.R.R.A. will be concerned with rehabili-
tation only so far as, in effect, it forms a part of relief, and when,
without U.N.R.R.A. assistance, relief and recovery could not get
under way. It was expected that the policy and the operations
of UN.R.R.A. would ultimately be coordinated with the long-
range policy of reconstruction. Not much has been completed
in this field, so far.

The funds at the disposal of UN.R.R.A. (1 per cent of the
national income of member states whose territories have not
been occupied by the enemy) will amount to $2-2.2 billion. The
share of the United States is $1,350 million. We do not need
elaborate estimates to determine whether this amount will be
sufficient. It is supposed to meet not only the needs of Europe

2 Walter Layton rccommends devising a five- or ten-year economic plan for
Europe, which would create a better balance of economic status and conse-
quently also of political power. How to Deal with Germany (London, 1944),

p-3



94 ASSISTANCE IN RECONSTRUCTION

but also those of China and other parts of Asia, and Europe will
not, therefore, receive more than half of the total amount. Even
if we take into account that several countries—France, Belgium,
Netherlands—are prepared to pay for their relief supplies in
foreign exchange, the amount at present available to U.N.R.R.A.
will prove too small.

Perhaps some indication of the exigencies that will arise after
the war can be obtained from the experiences of the last war.
According to League of Nations calculations,® continental Eu-
rope appears to have imported during the years 1919 and 1920
about $17.5 billion worth of goods from overseas, against an
export of only $5 billion. To meet the import surplus more than
$5 billion was provided from loans and disinvestments ($1
billion from expenditures of the American and British armies),
and $2.5 billion from various invisible items.

The devastation caused by the war and the exhaustion of the
continental economy will be incomparably greater than after
the first World War; and greater, therefore, will be the need for
imports from abroad. Countries which during the last war were
neutral (the Netherlands, Denmark, and Norway) will this time
be in want of assistance to restore their economies. The figures
we have cited refer to continental Europe without Russia. Meas-
ured on the expected magnitude of the real need for relief and
rehabilitation, the possibilities given to U.N.R.R.A. by its status
and actual financial strength are indeed very limited, and its
activity, though certainly highly important, can only be re-
garded as the beginning of any real action toward the economic
reconstruction of Europe.

Sometimes it is said that the need for financial assistance of the

3 Europe’s Overseas Needs, 1919-1920, and How They Were Met (Geneva,
1943), pp. 22 ff.
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European Continent will not be so great as generally expected
because a number of countries possess large monetary exchange
(gold and balances in dollars), the amount of which has in-
creased during the war.* This is correct for the neutral countries.
The disclosed gold and foreign exchange reserves of Switzerland
increased from $631 million at the end of 1939 to $1,035 million
at the end of September; those of Sweden went up at the end of
1939 from $385 million to $529 million at the end of 1943, those
of Portugal from $60 million to $644 million. (The monetary
reserves of Spain reached $105 million at the end of June, 1944.)
So the neutral countries, whose economies have not suffered
from war in any way comparable to the case of countries occu-
pied by the enemy, will be able to finance their own import
needs, and cven to grant some assistance to other European
nations.

The Western European countries succeeded in saving a sub-
stantial part of their prewar gold and foreign exchange holdings.
France is reported to have had at the end of September, 1944,
$2,000 million (against $2,709 million at the end of 1939); the
Netherlands $500 million (against $692 million); while Belgium
registered an increase from $609 million to $750 million. These
nations will be able to pay for their relief and rehabilitation
supplies. The substantial holdings, however, must not lead to
any premature conclusions as to real financial strength. It must
be remembered that these countries will not only be in urgent
need of relief supplies but that they will also require a com-
plete restocking of raw materials and of a great part of ma-
chinery and rolling stocks. (It has been estimated that France
4+ See National City Bank of New York, Bulletin, Aug., 1944, p. 94; Foreign

Trade Capital Movements, and International Reserves,” Federal Reserve Bulletin,
Nov., 1944,
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will spend in 1945 around $700 million on supplies needed from
the United States.) And it will take time before they are in a
position to start exporting on a larger scale. They will have to
use all their foreign funds in order to rebuild their economies,
and in addition they will need foreign credits, as has alrecady
been indicated by the $100 million loan to the Netherlands re-
cently arranged in New York.

The situation of the countries of Central and Eastern Europe
is, of course, much worse. The gold and foreign exchange re-
serves of Czechoslovakia, Poland, Yugoslavia, and Greece are
negligible, if compared with their requirements. And nobody
knows how much gold they will obtain from Germany. Although
U.N.R.R.A. is not supposed to extend its activity to Hungary,
Bulgaria, Rumania, and Austria, these countries too will be in
great want of foreign assistaince. Their economic rehabilitation
will be of substantial importance to the economic consolidation
of this part of Europe. How great the need of Italy is, we have
already seen. She will get some assistance from U.N.R.R.A. (not
more than $50 million) and from the United States, redeeming
in dollars the lira notes spent by the Allied armies. However,
this is obviously in no proportion to the assistance from abroad
which will be required for the economic restoration of Italy, who
has suffered worse in this respect than is generally assumed.

Germany really has no place in this discussion, as certainly no
United Nations agency will take over the care of her people
or her economy. Nevertheless we can visualize a situation of
such destruction and exhaustion that the Allies may be obliged
for reasons of safety, alone, to help her on a limited scale.

Altogether, the needs of the European Continent will be much
greater than after the last war, and it is highly desirable that
the task ahead should be clearly seen and attacked in time by
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international agencies. Very appropriate is the following com-
ment of the study of the League of Nations which refers to the
difficulties after the last war:

The effects of the failure to face the problem of Europc’s post-war
requirements of raw materials and essential manufactured goods with
any imagination or courage comparable to that shown in furnishing
food relief, were no more local than transitory. The penury of Euro-
pean countries induced them to husband their resources by quantita-
tive restrictions on exports and imports and the fear of their lowered
standard of living induced others to refuse to accept their products.
Commercial policy was driven from the outset down the wrong road
and never found another.®

The United Nations conference in Bretton Woods in July,
1944, proposed to establish two institutions: an International
Monetary Fund and a Bank for Reconstruction and Develop-
ment. If created in time, these instruments will help in consoli-
dating the situation in Europe, but their operation, as proposed,
might not suffice in all cases. The situation of a number of coun-
tries in Central and Eastern Europe will be similar to—and in
most cases rather worse than—that of Austria, Hungary, or
Bulgaria after the last war. In order to facilitate economic and
financial reconstruction, something like the League of Nations
loans might be advisable. Such global loans should be coupled
with a well-conceived general program of reconstruction and
development, and more attention should be devoted to inter-
national as well as national economic problems than was done
in the case of the League of Nations loans. Should the status of
the Bank for Reconstruction and Development not cover this
kind of loan, there would still be ample opportunity to add
the necessary provisions or to organize some other machinery.

5 Europe’s Overseas Needs, p. 48.
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Broadening the activities of the United States Export-Import
Bank and increasing its lending power would enable it to pro-
vide short-term and medium-term credits to finance American
exports.

It has recently been stated that the thesis of Europe’s need of
large capital imports after the war is not correct.® The example
of German development after the last war is taken as proof that
Germany accomplished her recovery during the twenties chiefly
by saving and by hard work. There is no doubt that currency
stabilization cannot be achieved and maintained without an
appropriate internal economic policy. But the situation of the
devastated countries in Europe can hardly be compared with
that of Germany after the last war; she started the period of
reconstruction with her economic machinery on the whole intact
and within a Europe quite different from the one we shall have
this time, and it would be difficult to deny that the rapid modern-
izing of German industry was made possible only by the help
of foreign credits.

Furthermore, the time factor has to be considered. The more
quickly the economy of the exhausted countries is put back to
effective work, the better the whole reconstruction program will
progress. It is needless to mention how long it would take before
the people’s savings could provide capital for rebuilding the de-
stroyed economy, say, of Poland or of Yugoslavia. And it should
be clear what would happen in the meantime not only to these
countries but also to their neighbors.

It would be of great value for the orientation of the European
countries themselves if the program of international monetary
and financial assistance could be accompanied by a mutually
approved program setting forth the main directives in the field

6 Dr. L. A. Hahn, “Capital Is Trade at Home,” Social Research, May, 1944.
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of foreign trade policy. U.N.R.R.A. has collected valuable fig-

ures on the estimated relief exigencies of the European nations.
It would be of even greater importance—though the task is
more difficult—to prepare some kind of inventory of the Euro-
pean economy, an inventory that would include the status of
industries and the possibilities of putting them back to work;
that would analyze agriculture and its immediate needs; and,
finally, that would give a picture of the transport situation and
its difficulties. On this basis it should be possible to discuss a
long-range program of rebuilding European economy.”™ A pro-
gram of this kind is necessary as a guiding policy in the transition
period; it should provide an atmosphere of mutual confidence.
Though it is not our task here to deal with the transition period,
it should be emphasized that many measures taken then will
have major significance in the long-range programs.

Whereas the United States, Great Britain, Russia, and Can-
ada were able to prepare for peacetime reconversions and to
make their plans on the basis of a thorough knowledge of their
own cconomies, by which they were able to estimate coming
developments, nothing of that sort was possible for the occupied
countries. Here the government’s role in economic life will be
much more extensive than ever before. Many of the wartime
controls must remain in force for a number of years. Nobody can
tell at present which of these government controls will be tempo-
rary and which will form an established part of an economy
under increased state control and interference.

Despite the great damage done to plahts and factories, the
7 The report of the National Planning Association, America’s New Opportunities
in World Trade, p. 53, estimates the range of $40-70 billion as the probable
limit of European reconstruction capital needs. It assumes that perhaps half of

this can be met locally and perhaps one half of the remainder, or one fourth of
the total, will be required from the United States.
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difficulties of setting European production on its feet should not
be insurmountable. We know how very efficiently the modern
economic system can meet new demands if the appropriate con-
ditions are present. Europe will depend on foreign assistance on
a large scale. Her reconstruction, including reorientation of
her production where needed, should be an integral part of a
comprehensive plan of international economic cooperation. The
greater the amount of real assistance given to Europe during
the period of reconstruction, the shorter this period will be. The
coordination of European economy with the main trend of
world economy, coupled with a real and sincere cooperation
between Europe and the rest of the world and among the Euro-
pean nations themselves, would help to ensure that the policy
followed in rebuilding Europe will take the right direction.



CHAPTER NINE

ECONOMIC INTEGRATION OF EUROPE

THE PAN-EUROPA SCIHHEME

unit has repeatedly becen proposed. The cconomic de-

velopments of the United States are often cited as an
example of a favorable division of production that can be
achieved within a large unit and that can lead to an increased
domestic market and a rising standard of living. Though the
idea of the large unit has much to recommend it on purely eco-
nomic grounds, nevertheless Europe cannot be compared off-
hand with the United States. Here the present economy has
emerged in modern times within one unit, whereas Europe
comprises a number of units historically developed under differ-
ent circumstances. To put them together now would create
difficulties which cannot be easily overcome. Should the present
technological trend toward large-scale production for a big
market continue, then a tendency to either large units or to a
more liberal commercial policy might be expected. On the other
hand, the trend toward controlled economy would not support
the creation of big units, for it would make the administration
less flexible and difficult.

Regardless of its immediate utility or likelihood in the near
future, the formation of the United States of Europe does not
constitute by itself a solution for Europe’s position in the world
economy. Europe, as a whole, is dependent upon the import of
food and raw materials from other territories, and, conversely,

! UNITED STATES of Europe comprising one large economic
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non-European countries have bought about half of all the ex-
ports of manufactures originating in industrial Europe. Do-
mestic employment on the European Continent is dependent on
the import of food and raw materials. This situation cannot be
met by the creation of a European unit, unless a policy of self-
sufficiency, with an attendant decline in the standard of living,
is advocated. Even the development of synthetic products and
of new materials and a much wider use of timber and various
plastics, have not changed this situation basically, particularly
if we expect from them a high level employment and rising
standards of living.

As a matter of fact, the supporters of Pan-Europa will not find
much help for their plan in the recently published “constitu-
tion” of the Pan-Europa movement. It does not offer any con-
crete economic program.' In the extensive literature this writer
has found no real economic analysis of the problem, which very
often is dealt with in a rather formal way.

In spite of a widespread belief to the contrary, the possibilities
of creating such a European unit after this war seems even more
remote than ever. Only if formed in response to a spontaneous
demand by the nations concerned could it offer any hope of
success. An atmosphere of complete political confidence, and
freedom from fear, as well as the abatement of exaggerated na-
tionalism and narrow-minded economic egoism arc prerequi-
sites. People will have to believe and practice democracy in its
true sense before real progress in this direction can be expected.
It would not be realistic to count upon a United States of Europe
in any program of reconstruction. Even if the idea has economic
1See Draft Constitution of the United States of Europe (New York, 1944),

Report of the Pan-European Conference, New York, 1944; A. Weinfield, Towards
a United States of Europe (Washington, D.C., 1942).
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merits, political difficulties in and outside Europe make its reali-
zation impossible. And how can any sober-minded person expect
that nations newly emerging from the terrible ordeal thrust
upon them by Germany would agree to form a Pan-European
unit with that country?

Other suggestions attempt to foster the economic integration
of Europe by somewhat formal measures. Here belongs a plan
to establish a European railway (and airway) corporation to
achieve a uniform administration of the entire continental rail-
way system. Even if we disregard the political factors militating
against such a construction, the managerial problem would in-
volve a personnel of about four million men of many different
nations. Efficient operation would require a large degree of
autonomy for the national railways, which could easily make
international transportation subordinate to national and politi-
cal considerations and requirements. A railway system becomes
of necessity unified if the several national economies are inte-
grated; the process in reverse would never be successful.

The opinion has also been expressed that the giant trusts
formed by the Germans and spread throughout Europe should
be maintained as such and internationalized. Similarly, the con-
tinuation of the German-European cartels was considered a
good device for the economic unification of Europe. According
to this view, the trusts should be owned by an international
agency with shares allotted to the participant states; the German
shares should be used as reparation payments. The international
agency, directly dependent on an association of nations, should
administer these monopolistic combines. Such a scheme would
inevitably lead to a system of great European monopolies, very
few of which could be justified on economic grounds. When, as
an example of combines that should remain intact, the Hermann
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Goering Werke or the 1.G. Farben are cited, little can be said to
prove that they represent either a vertical concentration or an
economically and technologically useful amalgamation. The
outcome of this proposed international agency may well be a
regulated Pan-European economy, which from the very begin-
ning would contain dangerous seeds of future conflicts.

These and other proposals attach too great an importance to
the external forms of economic unification which should serve
as instruments to bring about a real economic integration. Yet
they do not touch the heart of the problem.

Although we do not consider a United States of Europe the
solution to the real problem, neither do we advocate a return to
the economic status quo before the outbreak of the war. The
need of economic, particularly industrial, reorganization, result-
ing from the physical destruction of war in large areas, and the
need of foreign assistance for economic reconstruction in gen-
eral, creates an opportunity for large-scale planning.® “Necither
economic nationalism nor feelings of revenge nor short-term
interests of investors must interfere with the supreme goal of
reintegrating industrial Europe (and the continent as a whole)
within itself and with the wider world.”  Nobody will deny that
2 Sir Walter Layton suggests that the European nations of their own free will
and determination establish a European Association to which they would be
prepared to entrust some of their most vital interests. Such an organization
would sct up a European General Staff to take care of order and security. It
would, furthermore, establish a Charter of Liberties written into Europe’s re-
gional pact. And, finally, it would deal with certain economic matters, especially
with the control of Germany’s war industries, the breaking of her economic hold
on Europe, and the economic development of the backward states. It emphasizes
that the rest of the world is entitled to ask the countries of Europe to set up a
European organization to deal with these three requirements and to assign to it
sufficient authority to carry them out. How to Deal with Germany (London,
1944), pp. 23 .

3 Adolph Lowe, “The Trend in World Economics,” The American Journal of
Economics and Sociology (1944), p. 431.
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before the war the European economy was not organized along
the line of comparative advantage and that it has not followed
the best pattern of division of production even within Europe.
High-cost agricultural production was expanded in the ad-
vanced industrial arcas, while the agricultural exporting coun-
tries suffered from a lack of outlet abroad.

Plants of equally high-cost industrial production were erected
in the depressed regions of Eastern and Southeastern Europe
and in many other countries. War itself has probably brought
about a further maladjustment in the European production. But
Europe will be unable to recover and to adapt herself to the new
world situation if she continues the policy of economic national-
ism of the thirties. It must become clear to the European nations
that they cannot demand a policy of world trade expansion
while they themselves practice economic restriction within the
Continent. It should be evident that a Europe divided into
watertight economic compartments cannot achieve a uniform
prosperity. The policy of “Beggar your neighbor” is nowhere
more unfortunate than here.

It should also be understood that economic and political con-
siderations require a leveling of the sharp differentiation be-
tween the wealth of Western Europe and the poverty of Eastern
Europe. The only constructive way to reach this goal is to de-
velop the retarded Eastern and Southeastern areas. Even before
1913 these areas were characterized by the following: an export
surplus of agricultural products for which Europe was the
natural market; a lack of capital that slowed down industrial
expansion and prevented any notable improvement in primary
production and the construction of public utilities, especially of
transport facilities; a relative overpopulation in agriculture.
“In Southeastern (and also in Eastern) Europe a considerably
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larger population is employed in agriculture per unit of arable
land than in Central—and, of course, Western—Europe, with a
much lower average yield, and with much less capital available;
the result is clear—a low standard of living and relative over-
population.” *

Without a well-prepared program of economic development
for this whole area there can be no economic consolidation and
integration of Europe. And now when plans are being prepared
for the development of China, India, and other similar regions of
the world, nothing is more appropriate than to include this sec-
tion of Europe, where good progress can certainly be achieved
in a shorter time than in some of the other countries.

A REORIENTATION OF EUROPEAN AGRICULTURE

A fundamental reorientation of European agriculture is a
necessary condition to an economic integration of the Continent.
The adjustment of European agriculture to the new situation
overseas had not been carried out beyond the border of Ger-
many. The “steel and rye” tariff of 1879 ushered Germany into
the era of a policy of increasing protection of agriculture which
culminated in the policy of planned self-sufficiency in food dur-
ing the thirties.

Other industrial countries (Italy, France, Czechoslovakia,
Austria, and even Switzerland) also introduced high protection
for agricultural products, supporting these measures by various
reasons. The following figures compare the price of wheat per
¢ See the author’s The Danube Basin and the German Economic Sphere (New
York, 1943), p. 234; and see also D. Warriner, Economics of Peasant Farming
(London, 1939), p. 9.

5 See Alexander Gerschenkron, Bread and Democracy in Germany (Berkeley,
Calif., 1945).
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bushel (January, 1936) in surplus-producing countries (Group
I) and deficit-consuming countries (Group II).%

Group 1 Group 11
Country Price Country Price
Argentina $0.93  France $1.55
Australia 0.99 Austria 1.85
Canada 1.01 Czechoslovakia 197
United States 1.06 Germany 2.29
Italy 2.47

Though the price in the Danubian wheat exporting countries
was a little higher than the price of the overseas wheat, it was
still very substantially below the one in the high-cost producing
countries in Europe. This picture could be supplemented by
comparing prices of many manufactured goods in the European
industrial countries and in the depressed agricultural areas. In
the latter we would find the farmers paying much higher prices
for industrial commodities than the farmers in Central and
Western Europe. The policy of high protection—implemented
not only by tariffs but to an even greater degree by numecrous
quantitative import controls—was directly responsible for these
price developments in Europe. The result was to divide Europe
into at least two groups and to prevent the economic integration
that would assure a higher level of living throughout the Conti-
nent.

A fundamental change in agriculture is one means of expand-
ing the inter-European exchange of commodities and of provid-
ing a regular market for agricultural exports from Eastern and
Southeastern Europe. It is in agreement with the important
recommendations of the United Nations Food Conference at

6 The Midcontinent and the Peace (Minneapolis, The University of Manitoba
and the University of Minnesota, 1943), p. 23.
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Hot Springs in 1943, which set forward some basic principles
for agricultural and food policy. Great emphasis is being laid
on improving the standards of nutrition; if this were done, it
would automatically lead to an increase in agricultural produc-
tion as a whole. The program would fit in very well with the re-
quirements of a shift in production from energy foods to pro-
tective foods (meat, dairy products, eggs, vegetables, and
fruits)—a change which is badly needed in European agricul-
ture. In this direction there is much to be done throughout
the Continent, although some progress, particularly in Western
Europe, was achieved during the interwar period. The reorien-
tation of the Danish agriculture in the last decades of the nine-
teenth century serves as a very good example. But such a policy
can only be carried out successfully if there is a firm determina-
tion to cut agricultural protection radically, and, by so doing, to
increase world trade.

The proposals contained in The Midcontinent and the Peace,
a report prepared under the auspices of the University of Mani-
toba and the University of Minnesota, move in a similar direc-
tion though dealing chiefly with the relation between the
overseas agricultural producers and Western and Central Eu-
rope. The report states that to achieve freedom from want
“requires a most drastic reorganization of the agriculture of the
countries of Western Europe.” This apparently includes also the
Central European nations. Such a policy constitutes an impor-
tant step toward a better-working world economy. Cheaper food
can be provided for the peoples of Western Europe, a move by
which wheat producers in Argentina, Australia, Canada, and
the United States would greatly benefit. The concrete proposal
suggests that Canada, the United Statcs, and Great Britain, with
the cooperation of Russia and in concert with the countries of
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Western Europe, shall make arrangements whereby the West-
ern European countries, including Great Britain, undertake to
receive within a specific period, perhaps fiftcen years, certain
agricultural products (wheat, barley, pork, and lard), from pro-
ducing countries in specified maximum amounts. The producing
countries would assist in the reorganization of European agricul-
ture in order to enable Europe to import larger quantities of such
agricultural products. The countries of Western Europe should
produce more milk, butter, cheese, eggs, meat, fruits and veg-
etables, and less wheat, barley, pork, and lard. The producing
(exporting) countries would also undertake to encourage neces-
sary reductions in their own tariffs to permit the countries of
Western Europe to pay for the larger quantities of agricultural
products they will want to buy. The report mentions tariff re-
ductions on many light products and handicrafts that are special
features of European production.’

Although the proposals are certainly correct in principle, they
need further elaboration and qualification, especially on two
points. It is not realistic to assume that the European countries
will change the structure of their agriculture (in any case, a
long-range operation), without the assurance that, after the
change has been made, countries supplying them with agricul-
tural products will be prepared to buy manufactured goods
regularly in exchange. Tarift reductions which could be altered
at any moment will not do; long-term treaties are indispensable.
Furthermore, these proposals consider the Western and Central
European countries mainly as a market for overseas agricultural
products and disregard almost entirely the fact that Western
and Central Europe have been the most important market for
agricultural products from Eastern and Southeastern Europe.

7 See The Midcontinent and the Peace, pp. 22 f.
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The problem cannot be solved without taking into consideration
the needs of the depressed areas. The mistake of the thirties,
namely, the closing of European markets to the Danubian coun-
tries, which pushed them directly into a tight German economic
embrace, must not be repeated. “In the past these countries
have been the victims of the fluctuations of the world market
and of the policy of autarchy which resulted from them.” * Be-
fore Europe’s economy can be coordinated with the world econ-
omy it must be coordinated and integrated within itself. And
the problem of security in Eastern Europe is inseparable from
that of Europe as a whole.” However, it should be pointed out
that Europe’s net export of foodstuffs covered less than a quarter
of industrial Europe’s net import of foodstuffs (including Great
Britain ), the share of Eastern Europe being substantially less. A
sufficient market is left for imports from overseas.

Though the program of a new orientation of production
should be applied to European agriculture as a whole, it should
be remembered that the countries where high prices prevail
have a relatively high level of efficiency and their farmers have
superior technical skill. They can therefore more easily adapt
themselves to the production of protective food and are better
prepared to make the necessary readjustment than are the peas-
ant countries of Europe. The latter will be greatly dependent
upon outside aid, but they in turn will be able to supply the
more progressive countries with the cereals and fodder crops
needed for expanding the production of cattle, pigs, and poultry.
Yet agricultural production in the retarded region must be better
balanced. Cereals have occupied too great a place in some sec-

8 Royal Institute of International Affairs, Agrarian Problems from the Baltic to
the Aegean (London, 1944), p. 62.

9 M. Momtchiloff, Ten Years of Controlled Trade in Southeastern Europe (Cam-
bridge, England, 1944), p. 68.
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tions; the lack of capital was among the factors responsible for
this.’® As a first step a reduction of cercal crops in favor of fruit,
vegetables, and fodder for livestock is to be recommended.

It should be understood that it will be harder to rebuild agri-
culture in Eastern and Southeastern Europe than to reorient
agriculture production in Western and Central Europe. Great
advances in irrigation, soil conservation, and the consolidation
of peasant properties will be required in order to accomplish it.
All that is, of course, a long-range program which cannot be
carried out overnight. But the development as envisaged would
step by step abolish the great poverty prevalent in some regions.
International cooperation, financial and technical assistance, are
necessary. A comprehensive program would include greater in-
tensity and diversification of production, the commercialization
of agricultural marketing, financing, transport, and proper edu-
cation. The very low level of domestic food consumption and
the extremely low yield compared with other European coun-
tries illustrate both the possibility and the need of intensifying
production of the present type of crops.'!

The use of farm machinery has been very low and the con-
sumption of artificial fertilizer nearly negligible. (It has been
reported that in an attempt to augment the food supply the
Germans used intensified farming practices, particularly in
Western Poland and Rumania, inducing the peasants to use
farm machinery and fertilizers.) In the production of protective
food this area has been far behind Western Europe, devoting
to it less than one seventh of its agricultural soil as against one
third in the West. There is room for a good deal of diversifica-
tion.

10 Agrarian Problems from the Baltic to the Aegean, p. 73.

11 For figures sce the author’s The Danube Basin and the German Economic
Sphere (New York, 1943), p. 232.
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So long as these countries do not possess other exportable
commodities they will remain dependent upon agricultural ex-
ports to obtain their vital imports.* In addition to grain and
foodstuffs the export of agricultural production will consist of
tobacco, eggs, fruit and vegetables, poultry, dairy products, per-
haps vegetable oil (or vegetable-bearing crops) and lard. The
bulk of the exportable surplus will have to be sold to the old
natural markets—Central Europe, Germany, Italy, Belgium,
Holland, Spain, and the Scandinavian countries.'* It is evident,
therefore, that the agricultural policy of Western and Central
Europe must be such as to make imports from the depressed
areas in Europe possible. This trade will be a prerequisite for
the improvement of the economic situation of Eastern and
Southeastern Europe, as well as for expanding intra-European
trade, and it will be a good beginning toward gradual economic
integration.

With regard to those regions which after 1939 became a part
of the Soviet Union, the pressurc of agricultural surpluses will
be reduced. This applies to Bessarabia, the castern parts of the
Poland of 1939, and the three Baltic States. The Soviet Union may
absorb their surpluses; it will mean a slight reduction in the
export of cereals, fodder, and animal products. On the other
hand, some industries previously supplying these areas may
lose their markets here.

12 Royal Institute, Agrarian Problems from the Baltic to the Aegean, p. 62.

13 See Momtchiloff, Ten Years of Controlled Trade, p. 68. Karl Brandt (The Re-
construction of World Agriculture, p. 386) stresses the fact that the real eco-
nomic problem of these countries will be to find a sufficient outlet for agricultural
surpluses. The only area which can possibly absorb such surpluses lies in the
industrial northwest of Europe, especially in Germany. And, as Brandt states it,
this nexus will not be altered, not even by radical changes in the political map of
Europe or the partition of Germany into several separate states.
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Any long-range reorientation of European agriculture, and
especially one including an increased dependence on food im-
ports, will only be possible if there is a justified hope for a pro-
longed period of peace. Otherwise the countries concerned will
be very reluctant to lower protective tariffs on agricultural pro-
duction. (It seems like a paradox that greater dependence on
food imports in itself is a definite factor favoring peace, yet a
food production on really economic terms cannot be achieved
without a justified hope in peace.) A change of foreign trade
policy is inevitable. Economic integration of agriculture will
obviously not be identical with the complete removal of agri-
cultural protection, nevertheless the first step in the direction of
efficient help should be to reduce such protection to its level
of 1918. At that time there was not such a striking difference
between the level of agricultural prices in the industrial coun-
tries having protection and those on the world market.

For the orientation of European agriculture the period of re-
habilitation will be of major importance. The UN.RR.A. will
supply foodstuffs, sceds, and livestock and, as an advisory organ-
ization, will assist in the efforts to restorec European agriculture.
A study published by the League of Nations ' shows that after
the last war it took more than seven years before the prewar
intensity of European agricultural production was reached. Con-
sidering the duration, geographical expansion, and nature of
the present conflict, one may expect that the agricultural posi-
tion of the continent will be weaker than it was after 1918. The
need for relief from overseas and for assistance in reconstruc-
tion will be of greater scope and urgency. It would only be nat-

1+ Agricultural Production in Continental Europe during the 1914-1918 War
and the Reconstruction Period (Geneva, 1943), p. 55.
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ural if, in a starving world, short-term needs dictated the policy
to be followed, and this could easily mean that it would aim at
achieving maximum production along the existing lines without
regard to the desired specialization. Yet as the Economist rightly
comments:

To get maximum production—there must be some division of labor
between the various European countries, so that, over and above
immediate local needs, each specializes in the products to which it is
relatively best suited. Further, a balance must be struck between
Europe and world economy. . . . The coordination of world food
production remains an urgent necessity.'’

The U.N.R.R.A. should closely cooperate with the Commission
for Food and Agriculture—the existing opportunity to plan for
a coordination of world food production should be used. Ger-
many’s agriculture should be planned to fit into the whole Euro-
pean program. This could be done during the period of occu-
pation, and will be of great importance to the European
agricultural countries (especially the Danube basin).

During the period of rehabilitation and reconstruction there
will be no lack of markets for agricultural exports, and the ex-
perience gained during this time will probably suffice to deter-
mine whether agriculture in Eastern and Southeastern Europe
will really be able to compete with overseas products. If it is
not, a temporary solution can be found in several ways: inter-
national commercial agreements granting certain quotas to the
agricultural exporting countries of Europe; an internationally
supervised preferential regime, which would be strictly limited
in duration; or finally, the governments of the importing coun-
tries could commit themselves to purchase annually for a num-
ber of years definite quantities of certain products.

15 Sept. 2, 1944, p. 312.
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INDUSTRIALIZATION OF THE DEPRESSED AREAS

European industry will be confronted with the prodigjous
task of rebuilding destroyed plants, renewing worn-out machin-
ery, catching up with technological progress, replenishing raw
materials, regaining prewar foreign markets. The difficulties of
adjustment to the entirely new situation should not be under-
rated. It is essential to find out what changes European industry
has undergone during the war. Many attempts to gather such
information have been made, but it is impossible to discover
which industries were dismantled, what new factories were
erected and where, and what the condition of the equipment is.
For example, although a half of Italy has been occupied for a
year, we have not yet ascertained the real situation of Italian
industry, except for the obvious facts of great destruction and
dire need for help.

It is certain that the need for tools, machinery, spare parts,
and exchange of new technical information will greatly surpass
the requirements after the last war. If in the near future, a com-
prehensive and itemized survey could be prepared, by real
experts, and if these data could be compared and coordinated,
industrial reconstruction within each country could be planned
with regard to the entire European situation. By such a process
—assuming agreement is possible—a better distribution of in-
dustrial production could be attained, various vested interests
of a noneconomic basis could be weakened, and the way would
be open to freer trade in greater volume.

If Europe is to maintain and raise its standard of living, the
industrial potential cannot be reduced but must, on the con-
trary, be increased. The industrialization of the retarded agri-
cultural areas must be resumed. It is now generally recognized
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that industrialization of these regions is in the common interest
not only of those countries but of Europe and of the whole
world. The excess of agricultural population throughout Eastern
and Southeastern Europe, estimated before the war at more
than twenty million and with an expected increase of seven
million during the next decade, cannot be absorbed even by a
much intensified and advanced agriculture. The necessity for
providing an outlet for this excess was recognized during the
thirties, when industrial production was increased in all these
countries. Though the indices of industrial production show a
considerable increase, the absolute level was still very low.1¢
The value of machinery per head was at most 10 per cent of that
in the more industrialized countries of Europe. In Hungary,
the value of industrial production per head of population was
about 14.5 per cent of that in Germany; in Yugoslavia, 7.8 per
cent; in Rumania, 6.9 per cent; in Greece, 5.9 per cent; and in
Bulgaria, 3.5 per cent. Yet the resources of these countries, com-
pared with those of Germany, indicate clearly that conditions
for further development of industries exist.!” Mineral resources
include bauxite, chromium, petroleum (Rumania, Hungary,
Poland), copper, lead, zinc, and antimony, further coal, lignite,
and also iron ore. Large forests in Poland, Rumania, Yugoslavia,
offer great possibilities for the production of paper, furniture,
rayon, and plastics. Hydraulic power represents only a small
fraction of the estimated potential. It has been suggested re-
peatedly that a Danubian T.V.A. would foster the development
16 The index of industrial production increased in Poland from 100 in 1929 to
117.2 in 1938; 125 in Hungary; 132 in Rumania; 128.4 in Yugoslavia; 155.4 in
Bulgaria; 165.1 in Greece. Royal Institute, Agrarian Problems from the Baltic
to the Aegean, pp. 81-82.

17 See a detailed table in the author’s The Danube Basin and the German Eco-
nomic Sphere, p. 230.
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of Southeastern Europe by promoting industries and transpor-
tation throughout a large part of the Danube basin.

The possibilities of development undoubtedly are here. Dur-
ing this war some industries have been expanded and some new
ones created in parts of Poland, in Hungary, and in Rumania.
While some will probably be established for war purposes only,
others might be used also in pcacetime. Consumption goods in-
dustries, however, have probably been stopped. “To industri-
alize the area is certainly a tremendous task.” '® If industriali-
zation could be carried out systematically and with mutual
cooperation, the difficulties would be substantially reduced. The
countries concerned do not possess enough capital to build in-
dustries; they do not have sufficient resources to resort to domes-
tic formation of capital as did the Soviet Union during the in-
terwar period. Foreign capital, whether as loans or as direct
investment, will be required in addition to the formation of do-
mestic capital.'® It will not always be easy to work out condi-
tions for this cooperation of foreign capital. Some industrial
equipment will perhaps be forthcoming as reparations payment
from Germany, and it may also be possible to move some
industries to countries where the necessary conditions exist. Ger-
many is, for instance, a high-cost producer of aluminum. Yugo-
slavia, with her large bauxite deposits and great potential re-
sources of hydraulic power, would offer a good location for this
aluminum industry. In addition to financial assistance these
18 Royal Institute, Agrarian Problems from the Baltic to the Aegean, p. 82.

19 P, N. Rosenstein-Rodau in “Problems of Industrialization of Eastern and
Southeastern Europe,” The Economic Journal, June-Sept., 1943, pp. 202-211,
puts the need of capital for industrialization for 10 years after the war at £4,800
million, half of it to be supplied by countries in Eastern and Southeastern Eu-

rope. In addition, £1,200 million will be needed for the improvement of agri-
culture; the bulk of that should come from domestic sources.
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countries will also need technical help on a large scale. Economic
development of these depressed countries, agricultural as well
as industrial, will increase national income, will create new con-
sumers for all kinds of goods, will change the structure of, but
at the same time stimulate and expand, European trade. These
one hundred million people represent the last big reserve of
Europe’s potential consuming power.

The difference between wealthy and depressed Europe must
be narrowed. This can be done if national income increases more
rapidly in the retarded regions than in the already advanced
countries. The latter should themselves be interested in sup-
porting plans to integrate various aspects of the economic prob-
lems of the depressed areas. They will have to assist in several
ways, including the lending and investing of capital. It can be
said without reserve that such investment, based on a broad
cooperation, would be an investment in European peace.

REGIONAL GROUPS

To accelerate such integration, the formation of larger eco-
nomic units of various types has often been recommended. The
economic argument is that modern mass production requires a
sufficiently large market and a full division of labor. The idea
is frequently supported by political arguments: a larger eco-
nomic unit would increase the economic strength of all its mem-
bers, who could then build adequate defenses against aggressors.
In the interwar period several attempts were made to organ-
ize regional economic units, especially in Central and South-
eastern Europe; none of the plans, however, were successful in
the sense that the scheme would have expanded international
trade or worked toward real economic unification.

During the ten years preceding the war, when protectionism
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resorted to all kinds of quantitative restrictions and especially
when bilateral trade arrangements (clearing and barter agree-
ments) were widely used, it became evident that under a full-
fledged interventionist system in foreign trade policy the eco-
nomic position of small countries suffered. It is obvious that in
a time of relatively free trade there would be no substantial
difference in the position of the small and the large countries
and that there would be less demand for such larger units as
customs unions or preferential regimes. In an interventionist
economy the need for uniform policy could not be limited to
customs tariffs but would have to embrace all important aspects
of economic policy. The growth of economic planning and inter-
vention, ranging all the way from the issuance of certain general
directions to the supervision of regular business transactions,
complicates further the whole nature of the problem of customs
unions.

The history of the interwar period is being examined for an
indication whether the record of the small states was worse than
that of the large ones. Undoubtedly the development of Switzer-
land and Sweden can stand comparison with any other state;
the Low Countries and Czechoslovakia also achieved good
progress. And it has correctly been pointed out that the greater
flexibility of the economic system of smaller units can offset the
handicap of size, since the economy of the small state can be
adjusted more quickly and more easily than that of the larger
nations with complicated systems. The period between the wars
does not seem an appropriate basis for a comparative study of
small and large nations. Each comparison needs a special analy-
sis and qualification before any appraisal can be made.

One assertion made in this connection is that the creation of
the national states in Northeastern and Central Europe had a
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beneficial effect on world trade.** Now, nobody will deny the
progress achieved by these nations in many fields, and everyone
will recognize the great driving power of people who have been
left alone to manage their own affairs.*' However, the foreign
trade policy of many of these nations scarcely inspires admira-
tion. It is a truism that in the thirties the great stimulus to the
foreign trade of the majority of these countries was given by the
German trade drive to Southeastern Europe. Little is to be
gained by a flat comparison of industrial indices. For example,
an increase of 50 per cent means little in a country whosc indus-
tries were nil, whereas a 10 per cent increase may mean a great
deal in a country already industrially advanced. The importance
and the situation of small countries must be more soberly judged.
Their significance and their merits are such that they do not
need assistance from statistical comparisons, even if thesc are
made with the best intentions.

It is clear that the freer the international exchange of com-
modities the better the prospects of peace and the more favor-
able the position of the small nations. Some people expect that
after the terrible experience of the Nazi occupation the nations
will be inclined to form units with other nations; many, on the
other hand, anticipate a wave of intensified nationalism with
greater emphasis on national sovereignty.

For a formation of customs unions or economic federations
two basic principles must be recognized: The first is that such
a union or federation can be established only on a voluntary
basis, when the nations concerned really desire it; secondly, it
should provide for a better division of production and expansion
of trade. World trade would remain unaffected if the formation

20V, Rundt, The Smaller Nations in the World’s Economic Life (London, 1942).
21 See the author’s The Danube Basin and the German Economic Sphere.
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of an economic federation merely caused a shift of trade between
countries, and the trade expansion between the members of such
group was accompanied by a reduction of trade with other coun-
tries. In a customs union the new tariffs should not be higher
than the average tariffs of the member states.

A beginning in the right direction was made by the negotia-
tions between The Netherlands and Belgium-Luxembourg to
conclude a customs union. These countries are largely comple-
mentary in economic character, and the necessity of reorgan-
izing their economic life after the war will facilitate in over-
coming practical difficulties that might be insuperable in normal
times. The agreement will be provisional and limited to the
period of relief so that adjustments can be made as required.**
The formation of federations in Central and Eastern Europe has
again been in the center of discussion during the last ycars. Re-
peatedly an ambitious plan has been advanced for an economic
unit to include all countries between the Baltic and the Black
Sea: Poland, Czechoslovakia, Austria, Hungary, Rumania, Yugo-
slavia, Bulgaria, Albania, and Greece.?* The Soviet Union took
a negative attitude, suspecting that any such plan might be used
to establish a “Cordon Sanitaire” against her. Regardless of the
Russian view, we must recognize that the area is far from a
homogeneous unit. Substantial differences exist in the standard
of living and in the economic and social structure; the political
and cultural differences are also great. Czechoslovakia and Aus-
tria have highly developed and diversified industries, whereas
many of the agricultural countries have industrial enterprises
which owe their existence only to the protectionism of the last
22 Economist, March 11, 1944, p. 336.

22 A recent Plan of this sort was proposed by Peter Jordan, Central Union of
Europe (New York, 1944).
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decades. Furthermore, even such a big unit—although provid-
ing a great domestic market—could not solve the main problems
of the agricultural countries within it, as it could not give them
an outlet for agricultural surpluses, remove the lack of capital,
or take care of the excess of agricultural population. It should
not be regarded as a panacea.

Other, more modest schemes propose a Balkan union or a
Danubian federation. A foremost expert on this area, R. W.
Seton Watson, holds that the mutual relation of thesc countries
can only be satisfactorily built upon federal lines.** Discussing
the possibility of a Balkan union, he suggests that Bulgaria holds
the key to the whole situation, thanks to her geographical posi-
tion. As to the Northern Confederacy including Czechoslovakia
and Poland, he regards the Austrian adhesion to it as essential
for future settlement. Hungary has the key position in the Middle
Danube. Transformation of Hungary from a feudal to a demo-
cratic basis, which presumes land reform, would remove the
main obstacle to cooperation throughout this zone. It is very
difficult to make at this moment any prophecy as to what the
eventual decision will be. Although Russia is reported to be
opposed to any federation here, her attitude might change after
the war. Even so it will not be easy to find the right solution. On
purely economic grounds we could solve the problem by group-
ing together countries with economic and social structure closely
similar to, and perhaps complementing, each other. There are,
however, many political, cultural, and national issues to be con-
sidered. Should the nations reach the conviction—as we hope
they will do—that close cooperation within a federation or some
other form of union is desirable, any such move ought to be

2tR. W. Seton Watson, “The Zone of Small Nations in Eastern Europe,” in
Agrarian Problems from the Baltic to the Aegean, p. 34.
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encouraged, assuming that it is in the general direction of ex-
panding economy and trade.

To summarize our findings in this chapter, we believe that a
greater integration of the European continental economy is in-
dispensable. In order to achieve it, the restrictive trade policy
must be replaced by a policy of trade expansion. A reorientation
of agriculture is needed for the coordination of European and
world agriculture, for the improvement of nutrition, and for
the assistance to the depressed agricultural areas in Europe. The
policy of self-sufficiency must be abandoned. A coordination of
industrial reconstruction would be most helpful, especially with
regard to the industrialization program of the retarded regions.
The development of this part of Europe is a prerequisite to the
economic and political consolidation of Europe. The formation
of regional groups of small nations should be supported by all
means if it could help in expanding production and trade and
of course in promoting political stability.



CHAPTER TEN

THE PROBLEM OF GERMANY

GERMANY’S POSITION IN EUROPEAN TRADE

will be influenced by the changes in the position of Ger-

many, which before the outbreak of the present war was
the leading industrial power and the greatest trading country
on the Continent.

Of the total imports of the European countries, Germany
accounted for 24.5 per cent in 1928, for 20 per cent in 1935, and
for 23.9 per cent in 1938. Her share of total exports was 25.1 per
cent in 1928, 24 per cent in 1935, and 26.1 per cent in 1938. Her
export was more than double that of France, totaling $1,722
million in 1935 and $2,117 million in 1938; the corresponding
French figures for the same years were $1,028 million and $875
million. German imports amounted to $1,677 million in 1935
and $2,195 million in 1938; in the same years, French imports
totaled $1,392 million and $1,326 million, respectively.

Germany’s economic activity had repercussions in all Euro-
pean countries: a high level of employment in Germany spread
to the rest of the Continent. Conversely, depression in Germany
has always aggravated the economic troubles of all Europe.
Such interrelation was natural and logical, especially before the
rise of the Nazi regime; that is, as long as commercial relations
between Germany and the Continent were on a more or less
normal basis. It can perhaps be said that for a great number of
European countries the importance of high business activity in

THE ECONOMIC DEVELOPMENT of the European Continent
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Germany was in normal times similar to the reaction in a large
part of the world to a high level of employment in the United
States.

In 1938 Germany disposed of 62 per cent of her export within
continental Europe (nearly the same percentage as in 1928), and
imported from it nearly half of her total import (43 per cent in
1928). Great Britain’s share in Germany’s export in the 1936-
1938 period was 7.5 per cent and in her import, 5.6 per cent.
The countries outside Europe bought 81 per cent of the total
German export, supplying her with 46 per cent of her import.
Germany accounted in 1928 for about a third of continental
Europe’s net imports from other continents. The deficit result-
ing from this trade was met to a large degree by her export
surplus with Western and Northern Europe. During the thirties
German exports werc directed to a greater extent to countries
exporting primary products—Latin America and Southeastern
Europe—a development which made financing of the imports
from these countries independent of the trade surplus with
Western and Northern Europe. Germany’s surplus balance with
industrial Europe including Great Britain declined from $550
million (at the devalued dollar level) in 1928 to only $235 mil-
lion in 1938. In the years before the second World War about
two fifths of the German import consisted of foodstuffs and
fodder including oilseeds; about 45 per cent were raw materials
and semi-manufactured goods. German exports, higher in manu-
factured goods even than the British, were primarily designed
for the industrial and generally highly developed countries of
Western and Central Europe.! Germany had very diversified
export industries: iron and steel products, tools, cutlery, ma-
chinery of all kinds, vehicles, represented about 45 per cent of

! See Leaguc of Nations, Europe’s Trade (Geneva, 1941), pp. 41-42.
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the total; chemical and pharmaceutical products followed with
15 per cent; textiles with nearly 10 per cent; coal and coke,
nearly 10 per cent; paper, 3 per cent; glass and china, 3 per cent;
instruments and watches, 10 per cent. This diversification, aided
by a relatively large domestic market, together with a great
flexibility in adjusting to new requirements, added to the strong
competitive position of German products.

The importance of this trade to the European countries is
clearly seen from the fact that it absorbed more than 10 per cent
of the total trade of each country except France. The following
series of figures indicate the position. During 1935-1937 im-
ports from Germany amounted to 10 to 20 per cent of total im-
ports of the following countries. (The figures in parentheses are
for 1929.)

Belgium 11.7 (13.8) Austria 16.5 (21 )
Spain 134 (10.5) Norway 16.8 (244)
Portugal 14 (15 ) Czechoslovakia 17 (25 )
Lithuania 14.1 (49 ) Finland 19.5 (38.8)

Poland and Danzig 14.4 (27.3)

From 20 to 30 per cent:

Sweden 23.8 (30.8) Italy 27.2 (12.5)
Greece 238 ( 94) Estonia 274 (380.1)
Switzerland 24.5 (25.1) Hungary 28.2 (20 )
Yugoslavia 25 (15.6) Rumania 29.6 (24.1)
Netherlands 26.6 (30.6)

Over 30 per cent:
Bulgaria 36.5 (22.2); Latvia 34.1 (41.2).

In regard to exports, during the same period Germany bought
between 10 and 20 per cent of the total of the following countries
(the figures in parentheses are for 1929):
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Lithuania 10.3 (59.4) Sweden 151 (15.2)
Belgium 104 (12 ) Austria 15.5 (16.5)
Finland 10.8 (14.4) Netherlands 16.7 (22.9)
Portugal 12 (17 ) Italy 17 (11.9)
Spain 13 ( 74) Rumania 17.6 (27.6)
Norway 13.1 (13 ) Denmark 18.5 (19.9)
Czechoslovakia 14.6 (19.3) Switzerland 18.6 (16.9)

Poland and Danzig 14.7 (31.2)

From 20 to 30 per cent: Yugoslavia 21.3 (8.5); Estonia 26 (26.6);
Latvia 32.8 (59.4).

Over 30 per cent: Hungary 30.2 (12.7); Grecce 32.4 (23.2); Bul-
garia 462 (29.9).

France exported 5.7 per cent of her total export to Germany
(9.4 per cent in 1929) and imported from her 7.7 per cent (11.4
per cent in 1929). The figures for Great Britain were: export to
Germany 4.3 per cent (5.1 in 1929), and imports from Germany
3.97 per cent (6 per cent in 1929).

The figures also indicate the shift in German trade toward
the Danubian and Balkan countries, whose share in German
imports increased from 4 per cent in 1928 to 12 per cent in 1938,
and their share in German exports from 5 per cent in 1928 to
13 per cent in 1938; correspondingly, Germany accounted in
1938 for 34 per cent of the exports and for 35 per cent of the
imports of the aggregate trade of Bulgaria, Greece, Hungary,
Rumania, and Yugoslavia.

A quick perusal of the figures is sufficient to illustrate the
importance of the trade relations with Germany for the majority
of the European countries, both as buyer and as supplier of
numerous goods. In spite of the very restrictive trade policy of
Nazi Germany, she remained an important trading partner, even
if we disregard her dominating position in trade with the agri-
cultural countries in Southeastern Europe.
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The war has obviously changed much of the structure of the
German trade with the rest of Europe; yet it has not changed
all fundamental conditions which had favored the development
of this trade, such as central geographical position, good com-
munications, technical efficiency and flexibility, and knowledge
of the local markets.

ECONOMIC DISARMAMENT OF GERMANY

Peacetime Europe was naturally interested in Germany’s pros-
perity because the increase in German purchasing power and
her needs for import automatically spread to most of the other
European countries. And as the development in the thirties has
shown, it was difficult to find a new foreign market to replace the
lost German market. Thus, if we consider the problem of Ger-
many simply from the economic point of view, we must naturally
conclude that German prosperity benefits all Europe. However,
the experiences of the war and the history of the interwar period
prove that we cannot at present confine ourselves to economic
terms.

The problem in itself is not entirely new; it emerged in differ-
ent form after the first World War. At that time French policy,
in particular, was confronted with the dilemma either of obtain-
ing large reparation payments, and to that end necessarily per-
mitting Germany to make a quick recovery of economic and
consequently also of political strength, or to keep her weak at
the price of reducing the demand for reparations. The problem
was not clearly seen, and the influx of foreign credits into Ger-
many in the twenties concealed its true nature. Yet this time the
whole problem is well understood and any decision should be
based on full knowledge of the facts, circumstances, and the
implications. We know the value of a prosperous peacetime



TIIE PROBLEM OF GERMANY 129

German economy for the rest of Europe, especially if, abandon-
ing the policy of autarky, it reenters freer international trade.
But we are equally aware of the danger inherent in German
economic strength, particularly when coupled with an aggres-
sive general policy. This danger becomes even more menacing
if Germany is faced with a disrupted Europe and is surrounded
by a number of small nations, some of which are economically
weak.

A new dilemma will confront Europe in several instances,
namely the choice between prosperity and security.> We may
say that increasing prosperity will build a better base for a dur-
able peace; yet a strong new Germany, basically unchanged in
political and moral attitude, may well precipitate a new war. On
the other hand, if for reasons of security Germany’s economic
strength should be greatly reduced, economic difficulties and
political complications may ensue. There is general agreement
that Germany must be cconomically disarmed, that her eco-
nomic structure must be so changed that she will not possess
the strength to start a new war. But there is a wide difference of
opinion concerning the manner in which this objective can be
attained.

It is not possible to define at present, even in approximate
terms, the economic conditions of Germany; its entire produc-
tion has been reorganized for war and its industries located for
that purpose. Conversion to war production reached a higher
level than in any other industrial country; some estimates have
put present industrial production for civilian needs as low as
15 per cent of the whole output. Nobody knows, for instance,

2 “What Kind of Peace with Germany” states that security takes priority over
all other considerations in determining the small nations’ various plans for the
treatment of Germany. Winifred N. Hadsel, in Foreign Policy Reports, Nov.,
1944, p. 211.
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the exact volume of German production during 1943, and no-
body can tell how large a part of the industrial capacity will be
destroyed before the end of the war. The whole economy of the
new Germany will have to be reorganized for peace. This task
will begin during the occupation period, the length of which we
do not know. It is highly desirable, however, that the United
Nations have a common, concrete program for dealing with this
problem. The report of the Crimea Conference of February 12,
1945, is not very definite on this point. It says in general terms,
that “all German industry that could be used for military pro-
duction” is to be eliminated or controlled, but does not specify
what these industries are.

The question is, first, what kind of economic measures should
be taken to make a new aggression economically impossible or
extremely difficult. A recent study published by the Brookings
Institution examines a number of economic measures * and em-
phasizes the impracticability of economic plans designed to
destroy once and for all the industrialism on which war power
rests. The reduction of a highly developed industrial country to
an agricultural status would leave a vast population incapable
of supporting itself, and would disorganize and contract inter-
national trade at the very time when expansion of world trade
is most needed. The authors recommend some specific meas-
ures, in particular the suppression of aluminum ingot produc-
tion, the prohibition of synthetic oil plants, prohibition of com-
mercial as well as military aviation, control to the greatest
possible extent of electric power production and consumption in

¢ Harold G. Moulton and Louis Marlio, The Control of Germany and Japan
(Washington, D.C., 1944). See also H. N. Brailsford, Our Settlement with Ger-
many (New York, 1944), pp. 109 ff.; and the Royal Institute of International
Affairs, The Problem of Germany (London, 1943), p. 41; Sir Walter Layton,
How to Deal with Germany (London, 1944), p. 49; “Terms for Germany,”
Economist, Aug. 12, 1944.
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Germany, making Germany dependent on a supply of electric
power from foreign countries—France, Belgium, Norway, Italy,
and Austria. All these suggested economic measures would be
“a useful adjunct to armament reduction and military control.”
The whole scheme is well conceived. It attempts to weaken the
German economic war potential in a few key items that will not
interfere with the German economy in general, and to avoid
the undesirable repercussions on other countries, especially in
Europe,* of a greatly weakened German economic structure.
We certainly agree with the conclusion that no plan can prevent
Germany from preparing for war unless coupled with military
control backed by a united front of the major powers. Though
the main idea seems correct, the economic disarmament of Ger-
many has to go farther than is suggested in the Brookings study.
It must not be forgotten that the whole trend of the German
economy since 1933 has to be reversed and the Nazis’ New Order
annulled. Because the armed cconomy was introduced during
peacetime, reconversion there has a different aspect than in
Great Britain and the United States where war production
started during the war.

A program of economic disarmament, of reconversion to peace
must also aim at a reintegration of the German economy into
European and world economy. In the field of agriculture such
a program means the abandonment of the policy of high pro-
tection which in the thirties took the clear form of self-
sufficiency. As we explained in the previous chapter, this change
will bring about a shift from high-cost grain production to an
expanded production of protective foods. It will increase Ger-

4 In the Royal Institute, The Problem of Germany, p. 42, we find the statement
that “Deliberately to ruin German productive capacity, both industrial and sci-
entific, would involve the further depression of the standards of living of other
European countries.”
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many’s import of bread cereals and fodder from Eastern Europe
and overseas; Germany’s dependency on grain imports will in-
crease, and thus by itself put a certain brake on military adven-
tures. The period of occupation is well suited for starting this
program and organizing its execution. The plan assumes that
the long-delayed land reform will be carried out, and the large
estates owned by the Junkers will be split up. The land reform,
while strengthening the position of the small farmers and peas-
ant owners, will destroy the economic backbone of the political
power of the Junkers. The trend in German agricultural and
commercial policy, which began in 1879, will thus be reversed.

Industrial disarmament in a broad sensc should consist in
eliminating from German industry the new or expanded capac-
ity which was added during the Nazi regime in order to prepare
for war and, particularly, to counteract blockade. So the high-
cost substitute ( Ersatz) production of synthetic oil, rubber, and
even some textile fibers (like those used as wool substitutes)
should be suppressed; the same should apply to the mining of
high-cost low-grade ores of iron, copper, and tin. The produc-
tion of aluminum, by means of imported bauxite and coal-
generated electric power, is also a high-cost production, and
could be profitably moved for instance to Yugoslavia, where
better conditions for production are found. In a number of in-
dustries the production capacity for military purposes ® should
be reduced.

Germany’s productive capacity in iron and steel, ferro-alloys,
metallurgical engineering, and chemicals had been so exten-

51In 1938, Germany produced more than 55 per cent of the continental stecl
production, more than 55 per cent of the aluminum production, two fifths of
cement, 40 per cent of rayon, more than half of the artificial fibers, 25 per cent
of wood pulp, and more than one third of the European production of sulphuric
acid.
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sively increased before and during the war that to leave it in
its present state, even if the expected destruction is taken into
account, would still give her too great strength. The destruction
resulting from war is seldom so thorough as to make reconstruc-
tion very difficult. German capacity in the leading industries in
1933 should be taken as a basis which, except for technological
reasons, should not be surpassed. The execution of these direc-
tives would automatically help to fulfill economic disarmament
in the narrow sense, namely the elimination of all factories pro-
ducing armament of any sort, including ammunition and explo-
sives. In connection with this problem the synthetic nitrogen
industry should be examined. This industry has been greatly ex-
panded not only in Germany but throughout the world. If oil
is considered indispensable for war, the same should apply to
nitrogen. The removal of the synthetic nitrogen industry from
Germany would not paralyze even the German chemical indus-
try. Nitrogen fertilizers, which will be easily available, and ni-
trogen for the chemical industry (for instance, in the manufac-
turing of the dyestuffs) can be imported. After all, the highly
developed Swiss dyestuffs industry has for a long time imported
the basic inorganic chemicals. It is only a problem of the balance
of trade, not more difficult than in the case of rubber or oil.

In place of the proposed reduction of the German industrial
potential, a long-term United Nations control of German indus-
tries as an adequate sccurity measure was suggested. One such
plan, advanced by the Dutch, proposed to maintain a strict su-
pervision over German industries by controlling the majority
of stock in these plants.® Majority shares of stock in German in-
dustry should be computed by each nation on the basis of repara-

¢ Winifred N. Hadsel, “What Kind of Peace with Germany,” Foreign Policy Re-
ports, Nov. 15, 1944, p. 217.
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tion claims against Germany and be placed in the trusteeship of
an international agency. The author of this plan holds that con-
trol of means of production will be more effective in preventing
rearmament than measures designed to destroy Germany’s in-
dustrial potential. There is certainly much to be said for the
argument. Yet the liberated nations will want to have a more
tangible guarantee than mere control of shares; the removal of
a strategically important part of the German industrial machin-
ery will be of greater reassurance to them than control of a few
factories located in Germany.

There remains the question of the German cartels and trusts.
The danger of the cartels has often been exaggerated. Once the
German domination of Europe is overthrown, German industrial
holdings in European countries seized, German patents made
available to the United Nations, it will not be difficult to dis-
entangle any cartel ties and to reorganize national industries.
The problem of trusts or combines is a more complicated matter.
It would not be economically advantageous to dissolve units
such as vertically concentrated plants brought together for tech-
nological reasons. Yet there are several trusts in Germany which
grew in dimensions far beyond any technological justification.
There is no need to supply special proofs that the Hermann
Goering Werke are not an organically composed and technolog-
ically interrelated enterprise. Even the I. G. Farben, in spite of
all arguments favoring concentration in the chemical industry,
should be divided into several units, each of which would rep-
resent a well-rounded chemical concern with a sound technical
basis. The same can be said in regard to several iron and steel
concerns,

If the whole program—agricultural as well as industrial—is
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carried out, it could bring about the economic disarmament of
Germany; change her economic structure; and make possible
her economic integration with the European and world econ-
omy. Though removing a perhaps substantial part of the Ger-
man economic strength as a safety margin, it does not entail
the deindustrialization of Germany, although it does require a
change in industrial structure. From several sides it has been
proposed that Germany should concentrate on consumer goods
industries like textiles, leather and shoes, toys, glass and china.
In view of the structure of the German export and also of the
trend of industrialization throughout the world, it can hardly
be presumed that a limitation to consumer goods industries
would provide enough export and employment.

THE REPARATIONS PROBLEM

Germany’s economic importance will automatically be dimin-
ished as a result of a lost and costly war. Obviously, the United
Nations will first take care of the relief and reconstruction of
the countries which were victimized by Germany. A Germany
impoverished by the war, with productive machinery in great
part destroyed, with no foreign exchange (the amounts she
possesses she will have to return to the countries despoiled and
occupied ), and with a completely unbalanced social structure,
cannot be a strong buyer of foreign goods. During the first years
after the war, the European producers of agricultural as well as
of industrial commodities will probably have no difficulties in
finding markets for their goods. At any rate, they will not be
anxious to enter into trade relations with Germany; in many
European countries the people will probably refuse to buy
German products. During this period new trade channels can
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be tried out and organized to replace the German market as
far as it will prove necessary.”

Another important problem affecting the German economic
position is the payment of reparations and indemnity. It is not
a matter of controversy that the Germans must restore the
loot taken from the occupied countries, or give equivalent
goods if the originals have been lost, destroyed, or consumed;
neither is there any doubt that all German.property outside
Germany, including patents, will be seized in favor of the United
Nations. The list of claims against Germany is in itself very long;
and if, as a basis for reparations, we begin to count all the dam-
ages done by the actual warfare, we shall arrive at extremely high
figures. Yet we have learncd our lesson from the experiences
made with the reparations problem after the last war. It is cvi-
dent that if Germany is to pay large reparations, her productive
machinery must be restored and made efficient (which might
not be in agreement with the plan for Germany’s economic dis-
armament). And, generally speaking, the statement made with
regard to the German reparation by John H. Williams in 1932,
namely, that “large, arbitrary payments of this sort are bound
to distort the international economic structure” 8 is still true.

Based on previous experience with German reparations, the
opinion now prevails that payments should be demanded not

7 “What Kind of Peace with Germany,” Foreign Policy Reports, Nov. 15, 1944,
p- 217, in discussing deindustrialization of Germany, points out that the French,
Belgians, Czechs, and other Europeans who have their own raw materials and
skilled labor would be glad to eliminate German competition in the field of heavy
industries and increase their own development along this line. On the other
hand, however, there are European nations who have important agricultural
exports and are used to selling large quantities of their produce in the German
market. This is true of the Netherlands, Denmark, the Danubian and the Balkan
countries. These nations would not like to lose the German market for their
products.

8 John H. Williams, Postwar Monetary Plans (New York, 1944), p- 168.
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in foreign exchange but either directly in kind or in German
currency, to be used for purchases of German goods within a
definite time limit. Any kind of payment presumes the debtor’s
ability to produce the demanded goods and to deliver them
without obtaining as countervalue any goods from abroad. Ger-
many’s industrial achievements before and during the war leave
no doubt of her ability to produce and deliver a large amount
of goods without reducing the level of living. Even a part of
that portion of national production which before the war was
devoted to armament would represent sizable reparations. This
whole problem is, of course, related to the question of how
strong German industry should be allowed to be.

The other aspect of reparation payments is the willingness
of the creditors to receive deliveries from abroad without ex-
porting their own goods and services as payment for them. The
experience after the first World War has shown that the repara-
tions-receiving countries, though they wanted the payments,
were opposed to having their export affected by the conse-
quences of reparations on international trade. This time there
may be one decisive difference. Whereas the creditors of the
German reparations were mostly countries with highly devel-
oped industries and with import surplus and capital export, now
the most intensive demand for reparations will probably come
from the Soviet Union, Poland, Yugoslavia, and Greece. It might
be more feasible to arrange reparations in kind for them. Russia
will need a large amount of all kinds of capital goods—locomo-
tives, generators, tools, and machinery—and also many con-
sumer goods. Thus, reparation payments would perform a role
similar to foreign loans used for buying such imports. In the
other countries mentioned above, the situation will be very
similar. They will all need capital imports, and this need could,
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to a certain degree, be satisfied by the German reparation de-
liveries, which will also play a role in the program for economic
development of the backward areas. Industrial machinery, rail-
road rolling stock, and livestock could be shipped to these coun-
tries within a short period either as reparation payments or res-
titution of looted or destroyed goods. The transfer of industrial
equipment made available by the economic disarmament of
Germany also falls in this category.

A possible objection that getting imports from Germany as
reparation payments will make it difficult for the receiving
countries to export their goods to Germany could be met by the
argument that during the first years after the war these coun-
tries will have no great difficulty in selling their goods, and,
furthermore, that they will not need to export all of them if they
are able to get the required imports without payment. This point
is particularly clear in the case of the Soviet Union. She can
point out that her need for goods from abroad will be much
greater than her need to find markets for her export. Therefore,
she will not lose any outlet by receiving large reparation deliv-
eries from Germany.

Nevertheless, the following problems should be considered:
First, countries not receiving reparations might feel that Ger-
many’s capacity to buy their goods is being impaired by continu-
ous large reparations; second, substantial reparations would re-
quire that the German capital goods industry be rebuilt in a
shorter time and on a larger scale than would be desirable for
reasons of security. Furthermore, Germany will need imports
of raw materials and food in order to be able to produce the
demanded goods.

A reparations program should be worked out and agreed upon
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among the United Nations within the shortest possible time. All
implications should be taken into account. The duration of the
payments should be fixed in advance and should not exceed a
period of ten years. As soon as an agreement among the United
Nations is reached it should immediately be made public. It
should include the total duration of the payments and the
amounts and quantities which will be received by the respective
countries. Professor J. Viner is certainly right in demanding that
no country should be permitted any claim for reparations be-
yond an amount of goods which the country guarantees it can
absorb without disturbing its normal tradc relations with Ger-
many and with other countries.?

The goods to be delivered as reparation payments should
preferably be products to which the German war industry can
best be converted. Economic disarmament and reparations de-
liveries should be closely related and both should be adjusted
to a general program of reconstruction. The period of transition
and of transformation of the German cconomy will be the one
best suited for reparations deliveries which, on the other hand,
will perform the role of capital imports in some of the receiving
countries. And it can be assumed that during this period these
countries will not depend on the German market for their ex-
port.

The Crimean Conference in dealing with the reparations
problem stated in general terms that it recognized as “just that
Germany be obliged to make compensation” for the damage
caused by her to the Allied Nations “in kind to the greatest ex-
tent possible.” The Conference agreed to establish a commis-
sion to consider the question of the extent and methods of

9 Jacob Viner, “German Reparations Once More,” Foreign Affairs (1943), p. 673.
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compensation for this damage. The commission should be able
to work out a solution that will be well balanced economically
and politically.

TRANSFORMATION OF THE GERMAN ECONOMY

Everyone realizes that Germany’s economic position in Eu-
rope and the structure of her economy must and will be changed.
The effects of the war itself will cause a great reduction in the
level of living and in buying power; economic disarmament will
produce further substantial changes. Germany will cease to be
a big power.

The great bulk of transformation of the German economy
should be accomplished during the occupation period under the
guidance of the occupation authorities. The United Nations are
powerful enough to do with the German economy whatever
they consider necessary and uscful and the German people
should be made to understand this. It can be calculated in ad-
vance in broad terms what the effects of the planned transforma-
tion of the German economy on the economy of other countries
will be, and measures can be taken to offset unfavorable conse-
quences. As a matter of fact, when determining an economic
program which considers the problem of security as related to
prosperity, the leading powers will need to have a thorough
analysis of the expected consequences of such developments,
particularly on the European Continent.’” And a plan will have
to be prepared to take care of any unfavorable situation that may
arise for some one country. It would be unfortunate indeed if
10 Sir Walter Layton (How to Deal with Germany, p. 49) states with emphasis
that it is impossible to legislate for the economic future of Germany or divide up
the mineral resources near its borders without regard to the future economy of

Europe as a whole. Any project for dealing economically with Germany must be
part of this greater whole.
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the events of the economic sanctions against Italy in 1935 should
be repeated under changed circumstances. At that time, the
small nations, loyally carrying out the sanctions and losing their
export to Italy, expected economic assistance which had been
promised by the big powers but never materialized.

It is not within the province of this study to analyze the eco-
nomic effects of territorial changes often proposed at present,
as the formation under international sovereignty of a large
bridgehead (the Rhine-Ruhr industrial area) or the cessation
to Poland of a part of East Prussia west and south of Konigsberg
and other parts of the territory east of the Oder, accompanied
by a transfer of populations.’* In dealing with the eastern
frontier of Poland at the Crimean Conference, the big three con-
sidered that this should follow the Curzon Line (with digres-
sions from it in some regions of five to eight kilometers in favor
of Poland), and they recognized that Poland must receive sub-
stantial accessions of territory in the north and west. The final
determination of the western frontier of Poland, that is, of the
eastern border of Germany should, however, await the peace
conference. The United Nations will have the power to imposc
1 Analyzing these plans, The Economist of Oct. 7, 1944, p. 478, in an article,
“Between Rhine and Oder,” points out that if these two changes were to take
place and the contemplated transfer of German population including 814 million
Germans from Czechoslovakia were carried out, then Germany as it was before
the Anschluss of Austria, would lose roughly one third of its territory but only
16 per cent of its population. The Economist’s opinion is that this new Germany
could not cxist as a self-supporting unit and even that Germany might then be-
come a place of mass unemployment, mass undernourishment, and perpetual
political tension.

Foreign Policy Reports, “What Kind of Peace With Germany” (p. 214) cal-
culates that if all territorial changes proposed by the French, Dutch and the rival
Polish groups were carried into effect, Germany would lose approximately one
fifth of the pre-1938 area. Germany’s coal and steel production would be re-

duced by these cessions by one fourth, compared with the prewar output; im-
y y p p P
portant zine, lead, and lignite revenues would also be lost.
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any settlement upon which they agree, and they will be able
to carry it out. However, the effects of all such changes on Eu-
rope, on the country into which a part of Germany is incor-
porated, and on the situation of Germany itself would have to
be appraised in all their ramifications. It will be necessary to
determine what further readjustments are necessary. Neverthe-
less, whatever these changes and readjustments may be, the
points we have made in regard to the economic problems of
Germany (whose area is here understood as it was before the
occupation of Austria) remain pertinent.

The German economy must be reconstructed for the peace
not only of Europe but of the world. However, any substantial
alteration will have repercussions on the national economies of
the other European nations. The big economic powers will
definitely have to help the Continent of Europe to bear the task
of any adjustment resulting from the transformation of the Ger-
man economyy. There will be no great problem in replacing Ger-
man exports. And, as can be anticipated, some countries—Great
Britain and the United States among them—hope to take over
the markets which the German industry lost not only in Europe
but also in Latin America and elsewhere. There is no doubt that
it is possible to replace practically all German industrial prod-
ucts. This, however, is only part of the problem. Countries that
expect to take Germany’s place in supplying goods must be
willing also to take its place in buying goods. For many of
the countries this side of the problem will not be so easily
solved.!* The figures of German trade with the European coun-
12 In the Problem of Germany, p. 42, it is stated that even British employment
would suffer to some extent from the impoverishment of Germany as a customer;
and that it is doubtful if this loss would be offset by her elimination as an export

competitor. (Great Britain exported in the thirties to Germany only 4.3 per
cent of her total exports. )
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tries indicate clearly enough the interrelation between import
from and export to Germany; they show the complicated in-
tricacy of the problem of shifting sources of supply and outlets
for exports.

If, as a result of the war, of the needed transformation of her
economy, and of economic disarmament, the German’s standard
of living is lower for a number of years, she will not be able
to buy many of the goods normally imported from European
and non-European countries. Not all countries will feel that
loss with the same intensity.'* The most severely hit will prob-
ably be the economically weaker states of Central and South-
eastern Europe, especially those dependent on Germany as a
market for their staple products. Therefore, there should be a
sustained endeavor to improve the position of these countries,
whose economical and political importance to Europe has been
demonstrated by the German penetration. During the period
of transformation of the German economy every effort should
be made to accelerate the economic growth of the backward
areas even with the aid of transferred German equipment or
plants. An increased economic strength and political as well as
economic agreements will eventually make this part of Europe
stronger against any possible new aggression. The major powers,
including Western Europe as well as the Soviet Union, should
meet a future German menace with a strong and sustained co-
operation with these nations. Thus confronted, Germany’s posi-
tion would not be even relatively strong, because the strength
of the economically weak nations would have increased. Co-
operation of this sort is the logical road to a new economic or-
131t is well remembered how few goods the Western powers bought from

Southeastern Europe in the thirties, although such purchases were the main
instrument in weakening the German ascendancy there.



144 THE PROBLEM OF GERMANY

ganization of Europe with Germany again as a useful partner.'*

The economic disarmament of Germany will be carried out
during the period of occupation or control; and at the same time
the economic transformation of Germany will have to be per-
formed. During this period her political reconstruction will pro-
ceed. When the chief consequences of her armed economy
have been eliminated, Germany may be ready to participate
in a new European economy, in which substantial progress has
been made toward the goal of more equal standards of living in
Europe as a whole. Our objective should be not to keep Ger-
many isolated and controlled for an indefinite period but to bring
a reshaped German economy back into genuine cooperation
with the rest of the world, assuming that a new Germany will
prove worthy of trust and of admission into the family of nations.

14 See the specific proposals in Sir Walter Layton’s How to Deal with Germany;
also, “Industrializing the ‘Lebensraum,”” Financial News, Sept. 23, 1944.



CHAPTER ELEVEN

TRADE WITH THE SOVIET UNION

HE SOVIET UNION will emerge from this war as one of the

most important world powers. She has returned to world

politics demanding, and willing to assume, the role ap-
propriate to her position. Wielding great weight in politics,
she could and should become an equally influential factor in
world economy.

The economic development of the world, but espccially of
continental Europe, was undoubtedly aftected by the Russian
situation during the interwar period. Whereas Russian indus-
trial production rapidly increased in the thirties and has reached
a level several times higher than before 1914, her share in world
trade, which was low even before the first World War, has
greatly declined. Over the period of 1925-1937 both Russian
export and import amounted roughly to 1.5 per cent of world
exports and imports. (In 1938 the import was only 1.1 per cent
and the export 1.25 per cent of the world’s total.) In no year
after the war has Russian foreign trade reached the volume of
1913, when imports were 3.6 per cent of world imports and ex-
ports 4.2 per cent of the world total.! Even at that time Russia’s
1 The figures for the Russian foreign trade (in value as well as in weight) clearly
show that during the whole interwar period the Russian postwar trade did not
reach the prewar level. Exports in 1913 amounted to 1,520 million rubles, in
1936 to 367.4 million rubles; the highest amount was reached in 1930 with 1,036
million rubles. The weight figures are (in thousand tons): 24.113 in 1913,
12,969 in 1938; the highest was 21.779 in 1931. The development in imports

was similar: 1,375 million rubles in 1913, 242 million rubles in 1936, the high-
est amount 1,105 million rubles in 1981; and against 15,343,000 tons in 1913,
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trade compared unfavorably with that of all other large Euro-
pean countries, and in the thirties it fell below the level of the
twenties. In 1937 imports, as computed by Russian sources,
were just about one fifth those of 1931. The reasons for this
development are too well known to need special discussion here.
The whole foreign trade was carried on as a government monop-
oly, and was planned down to the minutest details; the plan was
adjusted to a general economic program oriented towards
autarky.

Though Russian trade before the outbreak of the second
World War is not a good basis for any calculation of postwar
possibilities, a few figures illustrate the relation to the entire
European trade. In 1938, exports totaled $257 million; in 1935,
$326 million; and in 1928, $413 million. Imports were $268 mil-
lion in 1938; $210 million in 1935; and $491 million in 1928.
Russia’s foreign trade in the thirties was in fact smaller than
that of Switzerland and Czechoslovakia, and about one third
that of Canada. In 1938 Russia sent to continental Europe 46
per cent of her total export (54 per cent in 1928), to Great Brit-
ain 30 per cent (20 per cent in 1928)—or to Europe in general
76 per cent (74 per cent in 1928)—and to the United States
8 per cent (6 per cent in 1928).% In 1938 Russia imported from
continental Europe 30 per cent of her total imports (40 per cent
in 1928), from Great Britain 11 per cent (only 20 per cent in
1928), and from the United States 30 per cent (19 per cent in
1928). Twenty-five years earlier (in 1913) Russia had sold to
Europe about 90 per cent of her exports (Central Europe ac-
counting for 52 per cent) and had bought from Europe nearly

only 1,285,000 tons in 1938, with 3,564,000 being the highest volume in 1931.
S. P. Turin, The U.S.S.R., an Economic and Social Survey (London, 1944 ).
2 League of Nations, The Network of World Trade (Geneva, 1943), p. 65.
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80 per cent of her total imports (about 52 per cent from Central
Europe).

During the thirties, there was an export surplus with Western
Europe and the Scandinavian countries; this was needed to
meet the import deficit, especially with the United States and
the British Dominions. So, for example, in 1935 Russia’s export
surplus with industrial continental Europe was $47 million ($13
million in 1938), with Great Britain, $42 million ($29 million
in 1938); with other than industrial countries in Europe, $18
million ($16 million in 1938). Thus in 1935 the total export
surplus with Europe was $107 million, against an export surplus
of $58 million in 1938.3

Under the Nazi regime, Russia’s trade with Germany was
substantially reduced; her imports from that country declined
from 25 per cent of the total imports in 1928 to only 4 per cent
in 1938, while her exports dropped from 24 to 8 per cent in the
same period. But, in spite of this reduced trade with Germany,
continental Europe supplied in 1938 nearly one third of the
imports and bought nearly one half of the exports of Russia in
the last prewar years. Conversely in 1928 and 1938, European
exports to Russia amounted to only a little over 2 per cent of
the export from the European Continent (compared with 35
per cent of the total from the Continent to Great Britain) and
imports from Russia equaled in 1938 less than 2 per cent of
the total imports of continental Europe from the rest of the
world (less than 4 per cent in 1928). Continental Europe in
1938 carried on a greater trade with Australia and New Zealand
3 According to Russian statistics the export surplus with Europe totaled in 1937
532.5 million rubles, with Western Europe 587.7 million rubles. The import
deficit with the American Continent and the British Dominions was 207.5 million

rubles. Alexander Gerschenkron, Economic Relations with the U.S.S.R. (New
York, 1945), p. 38.
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combined than with Russia. “Russia has ceased to be the gran-
ary of Europe and has lost the attraction as a big European
market.” *

Obviously, the Russian share in trade with single European
countries was also very small. During the period of 1935-1937
only four countries (the Baltic states not included) exported to
Russia more than 1 per cent of their total exports (1929 figures
in parentheses) : Germany, 2.8 (2.6); the Netherlands, 1.9 (0.1);
Belgium 1.5 (0.3); and Czechoslovakia 1.4 (1.3). The figure
for Great Britain was 0.7 (0.5). In turn, Russia provided only
four countries (again the Baltic states are not included) * with
more than 2 per cent of their total imports: Belgium 3 (0.6);
Greece 2.9 (2.1); Germany 2.8 (3.2); and the Netherlands 2.4
(1.5). Of the British imports her contribution was 2.1 per cent.
Czechoslovakia, Denmark, Finland, France, Norway, Poland,
and Sweden imported from Russia between 1 and 2 per cent of
their total imports. The trade with the Soviet Union represented
less than half of one per cent of the total trade of the Danubian
agricultural countries—Hungary, Rumania, Yugoslavia, and
Bulgaria—which were all subjected to the German economic
penetration.

The structure of the Russian foreign trade was rather simple.
In 1937, 12 per cent of the imports consisted of foodstuffs and
live animals; 50 per cent, materials, raw or partly manufac-
tured; and 38 per cent, manufactured articles.

4 Turin, The U.S.S.R., p. 153.

% During this period the trade of the Soviet Union with the three Baltic States
in percentage of their total trade (1929 figures in parentheses) is shown by the
following figures:

Export to Russia Import from Russia
Estonia 3.4(24) 5 (4.2)
Latvia 2.8(14.8) 3.5(4.7)

Lithuania 6.4(0.4) 5.1(6.3)
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The lack of foreign exchange induced Russia to limit her im-
port considerably; the decision to industrialize the country ac-
cording to successive five-year plans implied that those imports
should have priority which served the industrial production.
The plans gave priority to imports of capital goods and of raw
materials and kept at a very low level the imports of goods for
consumption and even of raw materials needed for the produc-
tion of consumer goods.* Machinery of all kinds held first place,
with 23 per cent of the total (1935-1937 average); metals and
crude semimanufactures came to 17 per cent; iron and steel
manufactures to 8 per cent; wool, 5.8 per cent; rubber, 5.4 per
cent; cotton, 4 per cent; tea, 2.2 per cent. Consumer goods
amounted to 12 per cent.

The structure of the Russian export may be secen from the
following figures for the year 1938: foodstuffs and live animals,
24 per cent (1933-1937 averages are 18 per cent); materials,
raw and partly manufactured, 58 per cent (1933-1937, 61 per
cent); manufactured articles, 18 per cent (1933-1937, 21 per
cent). In 1918 agricultural products accounted for 73.8 per cent
and industrial products for 26.2 per cent.

During the period 1935-1937 timber and manufactured wood
accounted for 25.5 per cent of the total exports (Great Britain
hought 40 per cent of the total timber exports), crude petroleum
and petroleum products for 11 per cent; grain for 8.5 per cent;
undressed fur skins for 6 per cent; flax for 4.6 per cent; man-
ganese ore for 2 per cent; various foodstuffs, 9 per cent; coal,
2.5 per cent; cotton piece goods, 4.4 per cent (exported mainly
¢ Imports for consumption in 1983-37 were in absolute value about one tenth
those of 1909-13, in relation to total imports they were more than halved.
S. N. Bakulin and D. D. Mishustin, comp., Vnieshniaia torgovlia $.S.S.R. za liet,

1918-37 [twenty years of Foreign Trade of the U.S.S.R.] (Moscow, 1939),
p- 16; quoted by Gerschenkron, op. cit., p. 57.
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to the neighboring areas in Asia). The value of exports in 1936
amounted to only 0.8 per cent of the gross production of the
U.S.S.R. and the average in the period of 1933-1936 was 1.5
per cent.”

Looking at the figures of the Russian foreign trade in the
interwar period, one is inclined to speculate what a different
turn the development of Europe might have taken if Russia had
participated more actively in economic cooperation with the
rest of the world. What advantage could Europe, and at the
same time Russia herself, have gained if Russian foreign trade
had kept pace even to a small degree with the expansion of
domestic economy? There is a logical lesson here for the post-
war world; namely, that the utmost should be done to establish
durable and extensive economic reclations with Russia, to bring
her back to a working cooperation with an expanding world
economy, and to convince her that such policy would also be to
her own great advantage.

It is difficult to attempt a prediction concerning Russia’s post-
war trade. But in a country with Russia’s resources, the existing
and potential productive capacity would offer enormous scope
for foreign trade. We know that the system of foreign trade
monopoly will be maintained; it is a part of Russia’s economic
system. This, however, does not need to be a fundamental ob-
stacle. Everything depends on the trend of the Russian foreign
trade policy after the war. Will she continue to aim primarily
at achieving self-sufficiency or will she be willing to join the
rest of the world in a policy of mutual cooperation toward trade
expansion and a more equitable division of international pro-
duction? We do not as yet know the answer to this question.

7 D. D. Mishustin, ed., Vnieshniaia torgovlia S.S.S.R. [Foreign Trade of the
U.S.S.R.] (Moscow, 1941), p. 38; quoted by Gerschenkron, op. cit., p. 55.
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Nevertheless, there is growing evidence that the Soviet Union
intends to take an active part in economic collaboration. She is
a member of the United Nations Relief and Rehabilitation Ad-
ministration, she participated at the United Nations Monetary
Conference in Bretton Woods, and she is in favor of the Inter-
national Security Organization which is supposed to set up an
economic and social council vested with important functions.
The feeling of political security, the removal of the danger of
a new war, might have important bearing on her economic
policy. It is evident even now that she will make every effort to
rebuild her devastated areas quickly, to reconstruct her econ-
omy, and to continue in the general direction of her prewar
economic policy. She will further increase her industrial capac-
ity, exploit her resources, and expand productive capacity in
many places where production had been established or enlarged
during the war. That she will continue to build capital goods
industries appears to be a foregone conclusion. Yet we have good
reason to anticipate that the Russian people, who have been
through the ordeal of this terrible war and who for a number of
years have undergone drastic privations in order to achieve the
industrial program, will now rightly demand an improvement
in their standard of living. This would mean a greater supply
of consumer goods and may have some influence on the govern-
ment’s policy regarding the import of such goods, and this not
only during the first years after the war.

It is certainly an enormous task to rebuild the devastated
areas, to put destroyed factories, public utilities and transport
facilities back to work, and to replenish stocks of raw materials,
agricultural machinery, and livestock. If Russia plans to speed
up this reconstruction work, she will need to import capital
goods in great quantities, as well as many other commodities
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that would bring relief to the population and help to rehabilitate
those areas which suffered most from enemy occupation. But
the problem will again arise of how to pay for the necessary im-
ports. It will probably take some time before exports can be
organized even on a prewar low level. And the value of this
prewar export will, of course, be entirely inadequate to meet
the actual import requirements. The Soviet Union has not pub-
lished figures concerning her gold reserves so that it is not
known to what extent these could be used to pay for import
deficits.®

Russia is certainly counting on reparations to offset part of the
reconstruction costs. By the terms of the armistice closing the
war with Finland and Rumania, in the course of the next six
years each of those countries must pay $300 million (an amount
higher than the Russian export of 1938). These reparations are
to be paid in kind. Rumania will deliver oil products, grain,
timber, sea and river ships, various machine equipment, and
similar items; Finland will furnish timber, paper, cellulose, sea
and river ships, and various machine equipment. Some of these
—oil products, grain, and timber—have figured among the
chief articles of Russian export. From these facts we can get
perhaps an idea of Russian needs after the war. Hungary, too,
must pay reparations of $300 million in kind—in agricultural
products and machine equipment. Russia will receive $200 mil-
lion; Czechoslovakia and Yugoslavia, $50 million each. These
armistice terms also furnish some indication of the amount of
reparations in kind which Russia may demand from Germany.

In addition to the expected reparations, Russia intends to
accelerate her reconstruction through the use of large long-

8 The national gold reserve in 1936 was estimated at 33,000,000 fine ounces, or
$1,155 million, Turin, op. cit., p. 63a.
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term foreign credits. The United States is practically the only
country able to grant long-term credits for such purposes, and
the needed amounts are large indeed. If the credits were not
limited to purchases in the United States, they would be of
significant value for all countries able to deliver the goods re-
quired by Russia, and the United States would suffer no dis-
advantage, .as the money would come back to her through
purchases made by the other countries. Such a liberal lending
policy would definitely support the case of multilateral trade.
The effects would be similar if some countries were to obtain
credits in order to finance their deliveries to Russia. One fact
of primary importance should not be overlooked. Any credit
granted to Russia will stimulate world trade. Large credits to
be spent on United States deliveries would help to keep em-
ployment high in the United States and would have a favorable
effect on imports. Similar consequences should follow in Russia.
With production increased and improved, she should be able to
export more diversified goods in greater quantities and, at the
same time, to buy more goods from abroad. The Russian foreign
trade policy should not stand in the way of the development
usually following such international loans.

It is certain that a number of countries, particularly in Europe,
look to Russia as a new great trading nation able to offset some
of the lost export markets. From the structure of the Russian
foreign trade, which will scarcely change as quickly as some
experts think, it follows that her trade with the advanced indus-
trial countries in Europe will have a different pattern from her
trade with the agricultural countries in Eastern and South-
eastern Europe. As soon as their machinery is put back to work,
the industrial countries of Europe will probably be able to
supply Russia with many of the needed capital goods and other
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industrial products. Czechoslovakia, Belgium, France, Switzer-
land, Sweden, or Austria, and certainly Great Britain, can pro-
duce all kinds of machinery, tools, electrotechnical equipment,
chemicals, and many semimanufactured products which Russia
will need. Russia could continue selling to them the same type
of goods as before the war, and she could expand this export as
her production increases and improves.?

Russia will have to import a great deal more than she can
export. It may be possible to pay for the import deficit in gold,
as the yearly gold production is estimated to be $150-200 mil-
lion. It is problematical whether Western Europe will be able
to maintain the deficit in trade with Russia that was used by
Russia to meet her import surplus with the United States. At
any rate, it cannot be doubted that trade possibilities between
the Soviet Union and the industrial nations of Europe can ex-
pand much beyond the prewar level.

Russian trade with Eastern and Southeastern Europe presents
another facet of the problem. What products could Russia buy,
and what could she supply in turn? In normal times Russia can
hardly be considered a regular buyer of the agricultural staple
products exported by these countries. This is certainly true of
wheat, barley, and rye—all grains which Russia herself ex-
ported; 1° and applies equally to timber, {ruit, fish, vegetables,
lard and hogs (imports of livestock were very small). It remains
to be seen whether Russia will become an importer of agricul-
tural staple products as some experts anticipate, and, if so, how
soon it will occur. This development is expected in the course of
the rapid industrialization of Russia and of the predicted growth

9 Besides a number of agricultural products, those goods were timber, oil, fur,
skins, flax and hemp, asbestos, manganese ore, and phosphates.

10 Before the war, Russia produced 50 per cent of the world production of rye,
20 per cent of wheat, 16 per cent of barley, and 20 per cent of oats.
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of population together with the rising standard of living. Yet it
should not be forgotten that Russia has great possibilities to
increase the intensity of agricultural production and to enlarge
greatly the cultivated area. While a general rise in the level of
living will give an impetus to the import of tropical products and
other specialized food articles, it would be premature to assume
that it will create an import need of foodstuffs in general. Russia
might perhaps use Balkan tobacco and a number of agricultural
specialties; she may need some minerals as antimony, chromium
ores, and even lead and zinc; and she may also be able to use
some industrial products. During the period of transition, of
course, Russia will offer a good market for almost all goods ex-
ported from these countries, and she might thus replace Ger-
many as a buyer. Moreover, if trade between Russia and West-
ern and Central Europe expands, the other European countries
could increase their purchases in Eastern and Southeastern
Europe.

The agricultural countries will not need many of the primary
products exported by Russia, but they may well constitute a
market for some manufactured goods. During the last years
before the war, Russia exported some manufactured products
though only in small quantities and chiefly to the neighboring
parts of Asia.!* As a result of reconversion and development of
the Russian industry, numerous new products will certainly be
added to those previously exported. As before 1913 Russia may
again be in a position to export more goods to these countries
than she can buy there.'> She may also be able and willing to
grant them some credits for their own economic development.

1t Among these goods were tractors and various agricultural machinery, sewing
machines, cement, and textiles.

12In 1913 Russia exported to the Balkan countries goods for 285 million and
imported for only 92 million rubles (rubles equivalent to 1936 rubles).
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Certainly, the Russian economy will be strong enough to estab-
lish regular trade relations with this retarded area of Europe,
and although the prospects for trade here are at first not as
favorable as with the industrial countries, the prewar volume
was so small that there is room for considerable growth. The
whole question hinges on the attitude of the Soviet government
toward economic relations with these countries. The system of
government trade monopoly together with the over-all planned
Russian economy will enable Russia, for instance, to purchase
even the surplus of agricultural staples, the amount of which
will be small in comparison with the total consumption and
production in Russia.

While the potentialities of an expansion of Europe’s trade with
Russia are great indeed, some important problems have to be
clarified. Continental Europe is extremely interested in an ex-
panded, assured, and regular trade with the Soviet Union on a
scale which would greatly surpass the prewar level. Russian
trade of the interwar period was erratic. Placing it on a multi-
lateral basis would be generally beneficial, in view of the differ-
ent trade possibilities between Russia and industrial Europe,
Russia and agricultural Europe, and between the various parts
of the Continent. The European nations would welcome a
system providing for equality in trading opportunities. When
small nations deal with big powers, they are always better off
if they enjoy the most-favored-nation treatment. The manner
in which the Russian trade monopoly was operated before the
war made it necessary to supplement the most-favored-nation
clause by elaborate provisions guaranteeing in fact an equality
of trading opportunities. In the general interest, there should
be a tendency to avoid such bilateral arrangements whereby
Russia would undertake bulk purchases from a certain country
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if they were paid for exclusively by imports from Russia. Such a
system would be similar to German clearing and barter agree-
ments with the Danubian countries, and it would involve at least
a fear on the part of the small nations of economic dependency
on Russia.

Expansion of trade with the powerful Soviet Union, marching
toward economic progress and growth, might in itself signify a
dynamic new era for continental Europe. It would help to re-
establish the economic balance which has been so badly upset.
But Europe would derive the greatest benefit if Russia entered
into a world economic cooperation and supported a common
policy dedicated to the expansion of world trade and to equal
treatment for all trading, peace-keeping nations.



CHAPTER TWELVE
EUROPE GOES LEFT

ILL THE ECONOMIC organization of postwar Europe be

a system of private enterprise, state capitalism, a

synthesis of the two, or a struggle between them?
The question is raised in the Economist of January 1, 1944.
It is obvious that the extensive role of government in national
economy will continue for a number of years, though with
various changes and different objectives. There will be for-
eign exchange and foreign trade control, centralized purchases
of food and raw materials from abroad, control of prices
and wages, a control of capital markets, systems of priorities,
and so on. De-control will take place step by step according to
the reconversion of production and economic reconstruction in
general. Therefore, we can expect in most of the European coun-
tries a comprehensive system of direct as well as indirect con-
trols, which will be a starting point for the planning of peacetime
economy. Here, much, if not all, will depend on the eventual
objectives of the respective governments, on the social climate,
and on the economic system considered most appropriate by
cach nation for itself.

In the countries already liberated various opinions have been
expressed on these matters, and there have been many reports
about the programs of the resistance movements.! It should
be remembered that these countries have been isolated from the

1 See for instance Winifred N. Hadsel, “Post-War Programs of Europe’s Under-
ground,” Foreign Policy Reports, Nov. 15, 1943.
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rest of the world for a number of years and that they have lived
under exceptional conditions without having a chance to form
their opinions in the normal way. All this has certainly affected
their psychology. They will have to learn the trends of opinion
in the outside world in order to ascertain their own future posi-
tion and role and in order to become fully aware of the com-
plexity of the task of rebuilding and reconstruction. Perhaps
without realizing it, they will have been influenced by the Ger-
man political, economic, and social philosophy. Furthermore,
the attitudes and the politics of their returning governments-in-
exile will be of great importance. The postwar situation is bound
to be in flux; every action will initiate reaction. The prestige and
the influence of the United States and Great Britain on one side
and of Russia on the other side will be of great significance.

After the defeat of France in June, 1940, it was feared by
many that the Nazis might be able to win the support of a num-
ber of people who would be especially influenced by their eco-
nomic and social program. The German principles seemed to
be simple. They promised steady employment for industrial
workers, steady prices and guaranteed markets for agricultural
products—of especial appeal to the Danubian agriculture—and
they did not hesitate to increase wages. Peace and prosperity,
order and security were promised. Since then, however, the
true nature of the Nazi rule has become clear, so that there is
reason to hope that the consequences of the Nazi program will
not be of any noticeable weight.

There is gencral agreement that a new and better Europe
must be created, and a number of high-sounding programs have
already been made public. It is certain that the nations will not
want to go back to the status quo ante. They have been taught
by bitter experience that the prewar situation—political, social,
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as well as economic—was not satisfactory in many respects.
The nations remember not only the unemployment and restric-
tive economic policy during the interwar period: the weak-
nesses of the whole political system, including the way of prac-
ticing parliamentary democracy in some countries, are still fresh
in their memories. And the people who had suffered from Ger-
man occupation will perhaps ask more persistently than the
other nations: “Why was it not possible to check the Nazi ag-
gression in time; why was Nazism not stopped at the very be-
ginning?”

Therefore, the most important issue for the European nations
will be the problem of security itself. They will want to find out
how they can protect themselves against future aggression, how
they can avoid future wars. For the small nations this will even
be more important than for the big powers. At the same time,
freedom for all nations, big and small alike, will be demanded,
allowing for no more than just such limitations as are necessary
to organize a working system of security.

In the economic field also, there is agreement on some issues.
There is a wide demand for planned economy in general, but
until now no detailed specification has been supplied of what
such planning should include and what its objective and its
machinery should be. Obviously, full employment, a rising
standard of living, and comprehensive social security are gen-
erally accepted aims. The importance—yes, the necessity—of
universal improvement of economic and social conditions has
been emphatically underscored, while at the same time it is
being stated that economic values must be subordinated to
higher, such as cultural and social, values. In medieval times,
the Catholic Church postulated this demand, though without
promising increased wealth for all. She succeeded in putting
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spiritual values before economic issues; the result was a stagna-
tion of economic life during this whole period.

Everywhere economic reform for Europe is demanded; but
most of the programs are stated in general terms and are vague
as to details. In the opinion of many, Europe cannot be reformed
without a revolution, specifically an economic and social revolu-
tion. The term revolution is used broadly and with diverse
meanings. For some it seems to imply the achievement of an
expansion of democratic rights; the abolition of class privileges
and of the remainder of the feudal system; land reform and so-
cial security; government control of monopolies and big busi-
ness; and new standards of housing. For many others it is almost
equal to socialism. According to the latter, democratic institu-
tions can only be reinstated in Europe if they take on a progres-
sive and socialist character.?

It is often stated that economic democracy must be estab-
lished on the Continent. But the term democracy, similarly, has
no precise and generally accepted meaning. Whereas in the
United States and in England a substantial amount of economic
freedom, and of course of political freedom as well, is considered
indispensable to a democratic system, many ardent proponents
of democracy among the continental nations hold the contrary
view: that extensive government control of economic life is
necessary for democracy.*

It is difficult to agree on the meaning of terms; it is much more
difficult to reach an agreement on the particular program to be

2 See Fritz Stermberg, “The Condition of Europe,” Common Sense, September,
1944,

3 President Dr. Edvard BeneS, expecting that there will be a definite leftward
trend throughout Europe when the war is over, believes that its people will
fashion a really popular type of democracy, far removed from the “pluto-
democracy” derived by its critics. The New York Times, Magazine Section, Nov.
19, 1944.
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followed. Nevertheless, it is clear that, whatever the economic
and social systems of Europe may be, certain conditions will
have to be fulfilled if Europe is to recover quickly and achieve
greater prosperity. Production must increase for many years to
come. “The size of the cake of national output is certainly as im-
portant as, and probably far more important than, any questions
about the size of the various slices.” * Higher efficiency of pro-
duction must be achieved in order to improve the level of living
and to compete, for instance, with many American products.®
The structure of national economy must be flexible, so that it
can be adjusted to changing circumstances. And, finally, the
national economy should be organized in such a way as to facili-
tate a close economic cooperation with the rest of the world
within an expanding world economy.

PRIVATE ENTERPRISE OR STATE OWNERSHIP?

Whether the national economies of the European states are
organized on a socialistic or progressive-capitalistic basis with
different degrees of control and planning, the main problems—
or we might call the chief difficulties—and the necessity to solve
them will remain without great change. Yet, often, attention is
diverted from the real issues to mere forms of organization, and

* Economist, Oct. 14, 1944, p. 503.

5 An example is contained in the report of the British mission to the United States
to examine the cotton textile industry. The report states without hesitation that the
United States industry is very far ahead of the Lancashire industry—one of
the oldest British industries—in production per man hour. With normal staffing,
the British output per man hour is less than the Amcrican by about 18 to 49 per
cent in spinning, 80 to 85 per cent in winding, 56 to 67 per cent in weaving. The
British mission investigating building methods shows that the industry is operat-
ing at lower real costs in the United States than in Great Britain, This was also
found to be true of the coal mining industry. Reports of this kind illustrate how

much could and should be done in European industry, if a higher level of living is
to be reached.
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there is danger that once more the line of least resistance will be
followed. “To many people economic reconstruction appears to
mean little beyond the compiling of lists of industries to be na-
tionalized.” ¢ Thus, a number of reconstruction programs lay
great stress on the nationalization of industry and banks as a
necessary step toward economic democracy. In almost every
one of the liberated nations this question of nationalization
forms an important issue, even though the situation itself differs
in the industrialized countries, particularly in Western Europe,
and in the agricultural countries in the East and Southeast.
Although the discussion has been going on now for several
years, it has not supplied solid arguments for nationalization on
chiefly economic grounds.” Those usually brought forward are
well known; very often they are taken from the socialist pro-
grams advocated before the first World War and in the interwar
period. Some of these old arguments demand nationalization in
order to achieve a better distribution of wealth—an objective
which, in countries with a progressive wage and social policy
and with a good fiscal policy and administration can be achieved
without great difficulty. Another argument is that monopolies
should not be left in private hands; but transportation, commu-
nication, and public utilities systems have long been owned by
public bodies nearly everywhere in Europe. If the term monop-
oly is understood to include technological monopolies, does that
mean that every future monopoly should be nationalized? The
history of the technological monopoly shows how soon it is
threatened with competition, and how short its life usually is.
A very popular present argument is that the so-called key in-
dustries should not be privately owned. Here again the problem

6 Economist, Sept. 4, 1943, p. 328.
7 See “Why Nationalize,” Economist, Sept. 4, 1943, p. 328.
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is to determine what key industries are, and what should be
done if, because of technological developments, new key indus-
tries emerge, or old ones cease to exist as such. All these current
discussions are much less thorough and profound than the analy-
sis of the economic merits of nationalization carried out in
several countries after the last war.

Some new arguments are resulting from the present war. The
changes in ownership of industrial property and banks carried
out under the German rule are the basis of the demand on the
part of some national groups for radical changes in their own
economic and social systems. The assertion is made that in most
cases it will be impossible to return the property to the rightful
owners, and that therefore the government should assume
ownership and should pay some kind of indemnity to the right-
ful owners.® Another reason put forward for nationalization is
that the Germans have destroyed the middle class and especially
the managerial element,® so that the government has no alter-
native but to take over the management of many industries. The
proponents of this measure do not add, however, where the gov-
ernment is to recruit men capable of doing the job.

One decision has definitely been reached: The governments
will confiscate property of those who cooperated with the enemy.
In some such cases, very important enterprises will be affected.
While the government will hardly take over a restaurant or a
drugstore because the owner was a traitor, political parties may
insist that it appropriate a large automobile factory or textile
mills which seem to them important to the national economy.
Against this it can be said that, though treason and collaboration
8 For more details see the author’s Industrial Property in Europe (New York,

1944).
* ¥ Munk, The Legacy of Nazism (New York, 1943), pp. 221 fl.
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are undoubtedly justifiable grounds for confiscation of property,
they do not present an argument for nationalization of an in-
dustry. .

Radical groups throughout the Continent are blaming busi-
ness for having cooperated with Fascism and Nazism even be-
fore the war. Yet, taking just one example, the vote in the French
parliament after Munich was certainly significant in showing
that the socialist parties backed the policy of appeasement no
less than did the conservatives. Perhaps in all European coun-
tries illustrations could be found to prove the lack of determina-
tion, the weakness of the democracies, during the interwar
period. Sometimes the very people who today accuse others of
not fighting Germany did not themselves support the war before
the outbreak of the German-Russian hostilities. Even in coun-
tries like Greece or Yugoslavia, where the government was run
entirely by politicians and the influence of business was slight,
business leaders are now blamed for conspiring with the Fas-
cists. As a whole no political group should assume the right to
condemn another group on the basis of a few general accusa-
tions. Guilt and responsibility should be allocated justly, as well
as merit and commendation. We shall agree entirely with the
punishment of all traitors and collaborators, but the attempt to
condemn indiscriminately a whole class, already weakened, in
order to procure an argument for nationalization of business
should not be supported.

A thorough analysis would show that the decision of this im-
portant problem is not sought on economic merits, but that it
has become a political issue. It has become once more the center
of a fight for power, and is often put before genuine economic
needs.

We are still waiting for a study which would clearly indicate
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the economic and social merits of nationalization of industry in
European countries. Such a study would be presumed to provide
tangible evidence that if nationalization of industry is carried
out the most important problems will be solved: full employ-
ment will be achieved more easily; efficiency of production will
be improved; social peace will be obtained by agreement and
cooperation; and the whole economic structure will be flexible
enough to adjust itself to world economic changes. Finally,
international economic collaboration will be more permanent
and comprehensive than under any other economic system.

It is understandable that many socialists feel that the time is
ripe for the fulfillment of their prewar program. The adjustment
of the property transfers, as well as the condemnation of the
business world as pro-Fascist or at least reactionary, should give
impetus to their cause. But, as a political issue, the radical pro-
gram will automatically provoke reaction, and it must lead to
political fights. Obviously, such fights frustrate attempts at po-
litical consolidation and economic reconstruction. In the interest
of an early European economic revival, it would be unfortunate
if the end of the war were to be followed by the outbreak of
class struggles and social upheavals. Therefore, the immediate
postwar world is ill suited for such vital economic and social
decisions. Some kind of truce should be accepted for the period
during which the foremost task will be to revive the whole
national economy and bring it back to work. European economy
has not much time left to start the task of rehabilitation.

The whole issue—private enterprise or government owner-
ship—should be approached from a new angle. The demand for
nationalization of industry dates back to the general program of
the Social Democrats, which is based on the dogmatic Marxian
doctrine, and is still operating within the concept of the “class



EUROPE GOES LEFT 167

struggle.” In agriculture the question of ownership has been
solved realistically on economic rather than political terms; at
least this is basically true in Western and Central Europe. The
general welfare, technological progress, maintaining employ-
ment—these are today the first objectives, and the question of
private or public enterprise should be regarded as subsidiary to
them. For the nationalization of industry, objective grounds
should be put forward for public examination and approved.
Then, if a community wants an industry to behave in a way
substantially different from its behavior under private manage-
ment or private ownership, the industry should be nationalized.
In such a case it is presumed that, from the standpoint of the
general interest, the publicly owned enterprise will be better
able than the private enterprise to fulfill the set objectives. When
the pros and cons have been considered, the nationalization of
such an enterprise would find public support. Of course, should
the sphere of nationalized industry extend too far, the problem
of omnipotent government versus political freedom and democ-
racy would promptly emerge.

If such objective approach to a problem usually regarded as
political could be reached, it might be possible to take the
politics out of this crucial question. By so doing, we could hope
to remove the “stumbling block” that has long been so great an
obstacle to smooth cooperation among all classes of economic
life, and we might help to bury the old doctrinaire “class strug-
gle.” The radicals demand that the communist bogey, currently
blamed for many political mistakes, should finally disappear.
Equally justified is the demand for the laying of the business
bogey which also is not without responsibility for a direct or
indirect share in many politlcal blunders.

The opinion is widely held that in Western and Central Eu-
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rope, where industrialization went hand in hand with demo-
cratic political institutions and advancement of social welfare,
reforms could be effected without fear of internal conflict. On
the other hand, it is thought that in Poland, Rumania, Hungary,
Greece, Bulgaria, and Yugoslavia, revolutions similar to the
Bolshevik Revolution in Russia can be expected, unless far-
reaching reforms are promptly put into operation.'® The peas-
ant’s firm demand for a piece of land of his own is a factor on
which we have to count everywhere in the East and Southeast
of Europe. It seems, furthermore, that these countries are aware
of the differences in economic resources and size between them
and the Soviet Union, and that this fact will prevent them from
following blindly the Russian economic pattern.'t It is very
doubtful that replacing the German rule and a Fascist or semi-
Fascist government by an authoritarian regime would satisfy
the expectation of the people.

As far as we can judge now, it is probable that the number
and size of industries and banks owned by the state will increase
in several European countries. For various reasons, govern-
ments will find it necessary to take into custody and manage, at
least temporarily, a great number of private enterprises. All this
will create new problems. We sometimes hear that the manage-
ment of industry in the advanced industrial countries has lost
its dynamic character, that it has become merely administra-
tive, and that it makes no great use of truly free initiative. In
10 Vera Michaelis Dean, On the Threshold of World Order (New York, 1944),
gl Szg,' for instance, it has been reported that Yugoslav industries, though planned
by the central government, will be organized by private initiative on the basis
of private ownership. The New York Times, Report from Beograd, Nov. 25, 1944.

See also Stoyan Gavrilovic, “The People Take Over in Yugoslavia,” Free World
Dec., 1944,
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regard to the European countries such a supposition is greatly
mistaken. It is true, however, that to a large extent Europe’s
industry will have to be reorganized, and this task will require
more imagination and determination than was called for before
the outbreak of the present war.

Before the war, government-owned enterprises were fre-
quently administered like private enterprises; nevertheless, ex-
cept in the field of armament and monopolies, their commercial
success was not encouraging. Quite commonly—and, perhaps,
inevitably—they were subject to some sort of pressure, from
political parties, as well as from business groups and labor
unions. Monographs dealing with the results of government-
owned enterprises in various countries would be very useful
right now. In countries with parliamentary democracy the at-
tempt of political parties to get special advantages through
direct economic controls introduced in the thirties is fresh in
our memory. If industries owned by the government are to be
as efficient as those privately owned, and as flexible as the post-
war situation will require, special machinery will have to be
devised to ensure that all decisions are based on economic
grounds. In countries with large government holdings of indus-
try, the economic administration must be given an independent
status comparable to that of a supreme court—in other words,
it must be protected against any kind of political pressure that
may arise.

PLANNED ECONOMY

All experts agree that the influence of public policy in Europe
on the conduct of industry, trade, and banking will be consid-
erably extended. Planned economy (économie dirigée, it is now
called by General de Gaulle, and was so-named by some poli-
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ticians in Central Europe before the present war) has been
accepted as a system appropriate to the circumstances of mod-
ern economy. Every planned economy includes various kinds
of direct and indirect control, dependent upon the degree and
intensity of government interference and upon the general as
well as the specific objectives of planning. These objectives can
be summarized as a rising level of living throughout Europe,
with specific emphasis on a high level of employment in the in-
dustrial countries and speedy development in the depressed
agricultural areas.

In the future, when depression threatens, the government of
every country will be prepared to take action to arrest it at the
earliest possible moment. The attempt will be made to maintain
a steady flow of wages and income, a given level of consumption
and investment expenditure to avoid unemployment and to
synchronize public investment so as to offset a decline in private
investment. However, it will be very difficult to control the one
element in the total national budget that is most likely to fluc-
tuate, namely the foreign balance. “A country dependent on
exports needs prosperity in its overseas markets. This cannot
be achieved without effective collaboration among the nations,”
says the British White Paper on Employment.*

Employment in all highly industrialized countries from which
important parts of production are usually exported is subject to
the fluctuations of international trade. Such countries are ex-
pected to resort to various measures to stabilize employment.
Yet the respective domestic policy may bring about distortions
in prices and production that may prove to be new obstacles to
foreign trade.’* The policy of high-level employment in small

12 Employment Policy (New York, 1944), p. 4.
13 The British White Paper says rightly (p. 18): “If important British exports
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countries depending on export cannot rely on devices effective
in such large economic units as the United States. A coordinated
antidepression policy of the leading industrial powers would be
of enormous help in guiding the policy of the smaller nations.
Many countries will attempt to increase their exports mostly
by virtue of necessity, but they will at the same time make great
efforts to expand their domestic markets. This could certainly
be done best if coordinated with the expansion of foreign trade.
At any rate, there are great possibilities of developing markets in
most of the European countries. If we compare each particular
country with Great Britain or the United States as to consump-
tion per head of many articles of daily use and a great number
of durable consumer goods, we shall see that the margin for
increasing the markets in these countries is great indeed, and
that much of it could be done by domestic production. It re-
quires, of course, a policy systematically aimed at expanding
markets; in some countries this would necessitate a basic change
in the patterns of thought of the people. Granted a freer trade
policy, it remains to ascertain what conditions must be fulfilled
in order to achieve higher production and consumption. The
first steps would be higher real wages—their interdependence
with a higher output is evident; it must be determined what
measures are necessary to improve the efficiency of production.
Throughout the whole national economy, the old policy of re-
striction would have to be substituted by a policy of expansion,
The Continent of Europe did not have vested interests only in
big business, as is usually stated: vested interests existed also
in agriculture, in commerce, even in handicrafts and bureauc-
fell off sharply, it would be essential, at the earliest moment, to find alternative
exports to fill the gap: an expansion of internal demand would not alone be an

appropriate remedy and, indeed, if it were applied too vigorously, might lead to
inflation.”
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racy. In a number of European countries there were still rem-
nants of feudal habits; the economic philosophy of small town
politics and civil servants, dwelling mentally in the old good
days, was present alongside the paraphernalia of modern large-
scale industry. Only when the economic life is liberated from
the obstacles and shackles that, often unseen, have hampered
modecrnization and commercialization, can expanded markets be
achieved.

Similarly, the fiscal policy will have to be subordinated to the
new dynamic economic policy. In many European countries,
and especially in the poorer ones, the tax system has been a
regressive one; high taxes and custom duties on daily consumer
goods as sugar and coffee, a general sales tax, and taxes on coal
and transportation are a few examples of a system that was ill
coordinated with the real needs of the national economy.

It would be of the utmost advantage if labor unions would
join the government and business in a thorough examination of
the ways and means of achieving a higher standard of living. In
the past, the socialist parties concentrated only too often on
gaining political power and securing social legislation, instead
of striving first to raise the standard of living. Experience has
clearly demonstrated that the best social legislation, including
social insurance, is not enough when real wages are low or there is
prolonged unemployment. In the present era, when governments
are willing to assume responsibility for providing employment,
there is perhaps a better chance to bring together represent-
atives of labor unions and socialist parties with representatives
of government and business for the purposc of examining these
chief problems of employment and living standards.

It is difficult to foresee how far the governments in the in-
dividual countries will go in using direct or indirect control of
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the national economy. In the concluding paragraph of the White
Paper on Employment '* the British government says that it
believes that, once the war has been won, we can make a fresh
approach, with better chances of success than before, to the task
of maintaining a high and stable level of employment without
sacrificing the essential liberties of a free society. The pattern
of planned economy will in all probability differ from country to
country; the economic and social systems in postwar Europe
may be more manifold than before the war. The number and
size of industries and banks owned by the state will increase
perhaps more in Eastern than in Western Europe. While in some
countries planned economy in peacetime will resort prevail-
ingly to indirect controls—following the example of the New
Deal or the expected British policy—in other countries direct
controls may be developed rather extensively. At present it is
generally assumed that Eastern and Southeastern Europe will
belong to the second category. As one observer has recently
stated, industries will be largely state owned and state con-
trolled, and capitalism as known in America will not exist there.
For the small businessman there will probably be as much scope
as for the worker and the peasant.’

In view of the expected variations in economic organization
in the European states, it is important that no new obstacles to
mutual trade relations should be introduced and that barriers
to the adjustment of production should be avoided. The exten-
sion of state ownership of industry, an uncoordinated policy

14 Employment Policy, p. 28.

15 Edgar Snow, “Eastern Europe Swings Left,” Saturday Evening Post, Nov. 11,
1944. In his article, “Czechoslovakia Plans for Peace,” Foreign_ Affairs, Oct.,
1944, Dr. Bene§ expresses his expectation that the principles of individual prop-
erty, private enterprise, and freedom of trade will not be violated, even though
a certain degree of economic intervention and étatization (for instance in arma-
ment industries) proves desirable.
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towards expansion of domestic markets, and the direct control
of business might easily perpetuate a restrictive foreign trade
policy. The experience of the decade before the war does not
warrant a strong assumption of foreign trade expansion if there
is substantial government intervention in regular business trans-
actions.

The nations in Europe will have to realize that so-called do-
mestic problems have ceased to be purely domestic.!® In their
own interest they will have to coordinate their national policies;
the objective of expanded production demands such coordina-
tion. Common, concrete schemes for European production and
trade are vital for the future of the Continent and for peace.
Only if the national policies of the European countries are con-
ducted in this spirit, will fruitful cooperation develop between
even very different systems; such cooperation will bring them
nearer to each other.

16 Arnold Wolfers in “The Outlook for Europe” (Yale Review, Winter, 1944,
p- 208), expressed the opinion that, whatever the outcome of the social struggle
now in progress in many parts of Europe, the Old World will for many years
face one of the gravest crises in its history.



CHAPTER THIRTEEN

A NEW EUROPE AND WORLD MARKETS

E CAN Now briefly summarize our findings with re-
Wgard to the expected economic situation of the Eu-

ropean Continent after the war. The amount of
physical destruction and exhaustion will be incomparably
greater than after the first World War; and greater indeed will
be the need for relief and rehabilitation and the task of recon-
struction. Europe will be faced with great economic changes.
The industrial developments of many countries will at first re-
duce export possibilities of a number of goods from Europe,
though increasing demand for other commodities, and, even in
third markets, competition from newly erected or expanded in-
dustries will appear. Since Great Britain had occupied an ex-
tremely important role in Europe’s foreign trade, the changes
in her economic and financial situation will bear upon the Euro-
pean economy. Germany will have lost her dominant position.
For several years to come, she will not be the former efficient
competitor on the world market; at the same time she will also
cease to be a substantial buyer of many commodities exported
by other European nations. As favorable factors in international
relations, the increase of trade with the Soviet Union should be
mentioned first. It would help greatly in offsetting Europe’s
difficulties, as would also an intensification of commercial rela-
tions with the Near East. Furthermore, countries now possessing
sterling balances will provide sustained markets for British
goods. Greater demand for foreign commodities will also come
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from countries which, during the war, have increased their gold
and dollar balances—though a great part of these funds may
be spent on American goods before European countries are
in a position to export their products on a large scale.

The economy of Europe will have to adjust its structure to all
these new conditions. Moreover, this will have to be done after
the most costly war—in lives, in goods—has wrought startling
changes in the economic and social systems of many nations. It
is unfortunate that these events, which by many are called
revolutionary, fall at a time when Europe as a whole is forced
to reorient her economy and to make a determined effort to
regain her previous place.

It is evident that the readjustment of European production
and trade and the achievement of an economic world equilib-
rium will require time, and will only be possible if world pro-
duction and world trade expand simultaneously. This is vital to
Europe’s economy; only within the framework of an expanding
world trade will there be room enough for European products.
Fortunately, the demand for such expansion is heard not only in
Europe but all over the world, and is recognized as in the in-
terest of all. Great Britain’s position is obviously similar to that
of the industrial countrics of the Continent. The United States
is definitely in favor of expanding world trade, because it is in-
dispensable for her greatly enlarged industrial production.! So,
also, are the primary producing countries, whose higher produc-
tion likewise needs larger markets. Thus it is natural that the
main countries of the world, including Russia, have arrived at
the conclusion that expanded world trade and economy are
1 The report of the National Planning Association, America’s New Opportunities

in World Trade (Washington, D.C., 1944) p. 49, gives some examples of the
magnitude of wartime industrial expansion in the United States.
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absolutely necessary for establishing a new economic world
equilibrium, for providing employment, and for maintaining
peace.

THE REORIENTATION OF EUROPEAN PRODUCTION

Therefore, expanded world trade is regarded as the basis
upon which the adjustment of European production can be
realized. The eventual objective is clear and the task looks plain
in itself. If a country has lost the foreign market for a definite
commodity because the demand is being met by new domestic
production, it must reallocate its resources, in labor as well as
in capital, to the production of new commodities which can find
markets abroad. Doubtless, there will always exist a potential
demand great enough to absorb new production. Europe will
have to maintain and intensify her development—alrcady strong
in the interwar period—towards a further specialization of pro-
duction and particularly of export. The industrial structure of
a number of countries will have to be reorganized in order to
make a new international division of labor possible. They will
be compelled to concentrate on the production not of staple
goods but of specialties, which require a high degree of skill
and tradition, and which are accorded a high value for the labor
expended on the finished article. There is little doubt that the
industrialized European nations possess the qualities needed to
perform this reorientation. Their labor is skilled, devoted to its
task, and usually modest in its demands; and the business world
has learned to work under difficult conditions during the last
decades. The small countries, having the disadvantage of a
small home market, are usually more flexible and adjust more
readily than the large countries.

It would be wrong, however, to gloss over the fact that the
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difficulties of large-scale changes in the structure of production
are considerable. This can be proved by many examples, as, for
instance, that of the British industry. After the last war the ex-
port of cotton goods was greatly hit, and the export of coal and
iron was becoming more difficult. Great Britain shifted to new
industries—automobiles, chemicals, and electrotechnical appli-
ances, instruments, and machinery. Between 1910 and 1938 the
share of textiles and apparel in the total export of Great Britain
fell from about 38 per cent to less than 25 per cent; exports of
machinery, electrical appliances, vehicles, and chemicals rose
from less than 14 per cent to nearly 40 per cent. Nevertheless,
the volume of trade attained in 1913 was never regained after
the war; it reached 90 per cent in 1929 and only 75 per cent
in 1937.

Another example is Czechoslovakia. With a population of
about 15 million, Czechoslovakia, before 1918 supplied the whole
Austro-Hungarian Empire, whose population was 52 million. A
large part of the previously protected home market had beconie
a foreign market where Czechoslovak industry had to compete
with foreign industries under equal conditions and, very soon,
with sometimes highly protected new domestic production. The
foreign credit influx in Central and Southeastern Europe in
the twenties concealed this new situation by greatly inflating the
purchasing power of most of these states. In the thirties, how-
ever, Czechoslovak industry was faced with the problem of
reorienting production and export to more distant markets. Al-
though she succeeded in increasing the share of her export to
Great Britain, the United States, and most of the overseas coun-
tries, she was not able to regain the volume of her export before
19183 and 1929; her share in world exports declined from 1.84



NEW EUROPE AND WORLD MARKETS 179

per cent in 1929 to 1.60 per cent in 1937. The difficulties which
confronted the readjustment of the Austrian economy after 1919
are well known.

Even if the nations pursue a determined policy towards trans-
forming the structure of production and of export in particular,
the transformation will require many sacrifices and a certain
lapse of time. It would necessitate a detailed analysis of the
economic structure of the European countries, of the situation
of the various parts of production, and of the impact of the
economic development during the war on these factors. The
position of the European countries with regard to the problem
will not be the same.

Very different problems confront France and Italy, for ex-
ample. A substantial share of France’s export was specialized,
and many of her products will easily regain their old markets.
As her economy is well balanced and her resources are more
ample than those of Italy, she will be less dependent than the
latter on export. Moreover, she has been a creditor country over
a long period. More than a quarter of the French exports (28
per cent) went to French overseas territories, and this trade can
be substantially expanded. On the other hand, because of her
economic structure and a population exceeding that of France,
Italy’s standard of living and employment is more dependent
on export. Her trade before the war was only just over half the
value of French trade in 1938 and, for a number of years, was
less than the trade of Belgium and the Netherlands. The policy
of increased protection, aiming at self-sufficiency in food, was
undoubtedly responsible for this. Although a debtor nation, It-
aly always had an import surplus. The export pattern was rather
weak; about one third comprised raw and processed foodstuffs,
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and one third, textiles. The whole export was highly competi-
tive, with semi-luxury goods occupying a large share of it. An
extensive reorientation of production and export will be neces-
sary, and it will require import of capital and technical assist-
ance. In many respects Italy will have to start from scratch, and
the process itself will call for a certain period of transition. The
destruction of her productive machinery by war has aggravated
the already difficult situation.

The speed and the degree of adjustment of production in
every single country will depend on several circumstances. In
countries like Switzerland where before the war the exports
were already diversified and specialties held a substantial share
in the total export, the adjustment will be easier. Czechoslovakia
may also be cited as an example of a country with highly skilled
labor and diversified production, exporting at the same time
high quality goods, including many capital goods, and cheap
mass products like textiles, shoes, glass, and chinaware. In addi-
tion, she produces some specialties which are bound to find
again their previous markets.

Thus, in country after country, we could point to strong and
weak items in the export structure, items that will probably be
continued or even multiplied, and others the export of which is
threatened by developments in other countries. There is no
doubt that, given the needed time and led in the right direction,
industrial production in the European countries can be reori-
ented and shifted to commodities with a good prospect for ex-
port. As we have seen, Europe was exporting a wide variety of
goods before the war. Those of largest value were machinery of
all kinds, textiles, chemicals and pharmaceuticals, and iron
manufactures, followed by instruments and watches, paper,
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glass, glassware, earthenware, and china.? The export of textile
goods, the production of which is increasing throughout the
world, represented an important part of the export of Italy,
Czechoslovakia, France, Belgium, Switzerland, and Austria;
machinery, products of iron and steel and metallurgical industry
had a substantial share in the export of Germany, Sweden, Aus-
tria, Belgium, Czechoslovakia, and Switzerland. In many of
these fields a reorientation will be necessary.

All countries will do well to consider carefully the future pos-
sibilities before rebuilding industries destroyed by the war. A
coordinated program for all the European countries is indicated;
further specialization of production and export is needed. Eu-
rope’s strength will lie in highly specialized goods with great
labor value, to be sold to the industrialized countries. Her cheap
mass products might for a certain time find markets in the newly
industrialized areas. The greater the diversification of European
export and the greater the proportion of capital goods and lux-
ury or semi-luxury specialties (instead of mass consumer prod-
ucts) the greater the risk of cyclical fluctuations. In conse-
quence, greater efforts will be made to expand the domestic
market. Stable employment in the important industrial markets

? According to the figures given by Cleona Lewis, Nazi Europe and World
Trade (Washington, D.C., 1941), p. 193, the export from Germany, Austria,
Belgium-Luxembourg, Czechoslovakia, France, Italy, and Switzerland in 1937
was (in million dollars):

Textile goods, yarns, apparel 733.7
Machinery of all kinds 586.3
Vehicles including ships, automobiles 257.9
Iron tools, iron manufactures 300.

Chemical and pharmaceutical industry 578.4
Instruments and watches 142.3
Paper 109.

Glass and china 130.9
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abroad and the mitigation of price fluctuations of raw materials
and foodstuffs will be of vital interest to all European export-
ing nations. Their export, increasingly sensitive to all changes
abroad, will force them to take part in any international coopera-
tion that tends to make markets more stable.



CHAPTER FOURTEEN

THE ROLE OF THE UNITED STATES
IN WORLD ECONOMY

now generally recognized as the way to establish, in the

long run, a new equilibrium in world economy. Everyone
agrees also that the resources throughout the world are ample to
warrant expanded production; all that is needed is an appropri-
ate organization and mechanism. Furthermore, it is commonly
agreed that expanding world production would achieve the best
results if the principle of comparative advantage is followed.
And nobody has proved as yet that it cannot be done.

To achieve it on a universal scale, an appropriate commercial
policy of expansion, replacing the prewar policy of restriction,
is the primary prerequisite. We cannot expect that the European
countries will lead the way in starting a freer trade policy. They
will not have the economic strength to do so, and they will need
a mighty impetus from without. It is obvious that the initiative
must come from the leading economic powers, primarily from
the United States.

The events of the thirties have clearly shown that commercial
policy is tied up with the problem of unemployment. It has been
proved that a restrictive foreign trade policy cannot cure un-
employment but, on the contrary, has a tendency to aggravate
it. Moreover, it has become evident that it is extremely difficult
to move towards freer trade as long as substantial unemploy-
ment exists. It is a vicious circle: in many countries employment
will not rise unless international trade increases: but the fear of

THE EXPANSION of world production and world trade is
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unemployment itself hampers, if it does not prevent, the intro-
duction of the liberal policy needed to increase world trade. It
is imperative, therefore, that steps towards liberating trade be
taken during a period of high employment; the maintcnance or
extension of employment will then be automatically aided. An
increase of world trade is expected from the development of the
retarded regions, which will need to import capital for that
purpose. Thus the policy of freer trade, of high level employ-
ment, and of development of backward areas can all be co-
ordinated and should work to the same end.

It will depend in the first place on the United States, as the
most important economic and financial power in the world,
whether such an economic program, accepted by the United
Nations, can emerge immediately after the war. This responsi-
bility will be manifold. The experience of the thirties has shown
us the importance of American business activity for the entire
world trade. It has been stated correctly that the decline in
national income hit American imports harder than did the high
tariffs. The maintenance of a high national income is, therefore,
a primary condition for a high level of imports into the United
States. In the first years after the war, the world will need many
more goods from the United States than it will be able to sell
to her or to pay for. The granting of credits and direct invest-
ments abroad will help to maintain employment, particularly in
the capital-goods industries enlarged during the war. This ex-
port of goods, financed partially by credits and investments
abroad, will help to rebuild countries damaged by the war, and
will accelerate the economic development of the retarded re-
gions.

The development of American foreign trade and investment
policy will have great importance for the Continent of Europe
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in several respects. Of foremost consideration is the expected
financial assistance in the rehabilitation and reconstruction of
Europe; secondly, there should be good possibilities to increase
exports from Europe to the United States; an enlarged Amer-
ican import of raw materials and foodstuffs from other parts of
the world would increase the prospects of European export to
those same countries; finally, the economic development of the
retarded regions—aided by international financial assistance
coming mostly from the United States—would create export
possibilities for European products.

Even during the low level of American trade in the thirties
the United States was an important market for Europe. In 1938
she bought 13 per cent of continental Europe’s export with the
rest of the world (11.8 per cent in 1928), as compared with
nearly 35 per cent bought by Great Britain and 17 per cent by
Latin America. During the period 1935-1937 all the industrial
countries of Europe sold to the United States 5 to 10 per cent of
their total export, with the exception of Germany and Austria.’
On the other hand, Europe was still the most important market
for the United States, taking, in 1938, 25 per cent of her total
export (30 per cent in 1928). Great Britain took 17 per cent—
that is, Great Britain and continental Europe together took 42
per cent of the total American export, each having a large im-
port surplus in this trade. The Latin American countries to-
gether bought 18 per cent of the United States export in 1938
(17 per cent in 1928), or only a little more than the greatest
1 Of total national exports, the proportion sent to the United States from several
countries was: Greece, 16 per cent; Sweden, 11.8 per cent; and Norway, 10.2 per
cent. Then follow (in per cent of the total): Finland, 8.9; Czechoslovakia, 8.7;
Italy, 8.5; Switzerland, 7.5; Belgium, 7.2; Spain and Portugal, 7. Germany sold

only 8.7 per cent of her total export to the United States, and Austria 2.3 per
cent.
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single customer, Great Britain. The 23 per cent supplied by the
European Continent compared well with the 26 per cent sup-
plied by Latin America. These figures illustrate sufficiently the
importance of the mutual trade relations between Europe and
the United States.

The prewar level of the American foreign trade is now gen-
erally considered as too low. It is realized that a much greater
export will be needed to ensure satisfactory employment. It has
also become evident that foreign trade is a two-way traffic and
that enlarged export will only be possible if the foreign countries
have the means to pay for it. Most countries have heretofore
concentrated their attention on the promotion of exports; but,
for the United States, a nation whose balance of payment has a
different structure from that of, for instance, Great Britain, it
would be no less important to find ways to promote imports, be-
cause by doing this she will automatically assist her exports.

Predictions have been made concerning the expected level
of foreign trade of the United States after the war. One such
prediction was made by the Department of Commerce.” Under
the assumption that domestic economy will function at capacity
level, it is calculated on the basis of past relationships that im-
ports in the hypothetical postwar year 1948 would total about
$6.3 billion in terms of 1942 import prices. Other payments to
foreigners—for services and through the investment of Amer-
ican capital abroad—might be expected to amount to some $4
billion under the same condition, so that the total amount made
available to foreign countries would be $10.3 billion. American
export is calculated to reach $7 billion—nearly double that of
the thirties.

A recently published report of the National Planning Associa-

2 Foreign Trade after the War (Washington, D.C., 1943).
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tion ? sets the figures for 1950 at exports of $7 billion and imports
of $5 billion, in 1941 prices, under the assumption that the Amer-
ican general prewar policies in regard to tariffs, export-promo-
tion credit and other foreign trade issues are to be continued
after the war. The report states that “the continuation of the
present commercial and financial policies will not facilitate for-
eign trade in a volume sufficient to make the important contri-
bution that foreign trade can and should make to the mainte-
nance of domestic full employment.” The legitimate demand
for American goods and capital for reconstruction and develop-
ment alone may approximate $7-8 billion yearly. The United
States will possess the capacity to meet this great demand: its
use is needed if full employment is to be maintained. Therefore
a “foreign trade budget” for 1950 is proposed, providing for ex-
ports of $10 billion and imports of $6 billion. A balance of $3.7
billion will be filled by net capital outflow for a period of ten to
twenty years, $3 billion of which would be represented by long-
term capital. The report says that “a failure of the United States
to export capital at a rate substantially greater than $1 billion a
year would be little short of disastrous from the world view-
point.”

In this and similar calculations of the level of the American
postwar export, the export of capital from the United States
plays a most important role. There is no question about the need
of this capital throughout the world. The National Planning
Association * considers entirely possible an $18 billion export
of capital from the United States to Europe in the first ten years
following the war. There can be no doubt that expart of capital
8 America’s New Opportunities in World Trede (Washington, D.C., 1944),

p. 28, 48 ff.
4 Ibid., p. 58.
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would raise American exports to record levels as it did in the
twenties—and that it would provide not only employment but
also a grace period during which the distorted industrial struc-
ture in the United States could be corrected in an orderly man-
ner. American credits and investments are indispensable indeed
for world economic reconstruction and development. They will
provide a grace period also for the European economy, during
which the readjustment to the new conditions in the world
markets in addition to the task of rebuilding can be carried out.

Yet it should be clear that a creditor nation cannot support
its export surplus indefinitely with the export of capital. Even-
tually an adjustment of the balance of payments must be made
to fit the pattern of a creditor nation. Invisible items of the bal-
ance of payments will not be sufficient; imports will remain the
key to the problem of balance of payments. Without greatly in-
creased imports, no durable basis for an extended export from
the United States can be established. It is clear that American
economy must also be adjusted to the new position of the United
States. It will not be enough to import raw materials and foreign
products that do not compete with domestic production. Amer-
ican production, too, must follow the principle of comparative
advantage, and curtail industries whose products can be manu-
factured more efficiently abroad.

If the national income reaches the expected high level, and a
satisfactory employment is obtained, it should not be too diffi-
cult to make a substantial increase of imports possible. Proper
measures have to be taken in this respect; long-range planning
must be undertaken, and the traditional attitude of the Amer-
ican people toward import must undergo a profound change.

Fortunately, the United States is economically and financially
strong enough to help the world economy throughout the diffi-
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cult postwar period—with all its political and social complica-
tions—and to provide for a breathing space until a new world
economic equilibrium is established. This will be possible only
if the national economies of all important nations, including
that of the United States, are readjusted to the new conditions.
Such equilibrium, based on an enlarged volume of world trade,
will provide enough room for the needed increased export of
continental Europe, Great Britain, and the United States. If
the threat of a new crisis to the whole structure of world econ-
omy is to be avoided, prompt concerted action must be taken.



CHAPTER FIFTEEN
A MULTILATERAL APPROACH

HE UNITED NATIONs are endeavoring to establish a po-

litical as well as an economic organization to promote

international cooperation and maintain peace. Assuming
that the general political organization proposed at Dumbarton
Oaks will be created, and that the monetary and financial propos-
als of the Bretton Woods Conference will be carried out, there
remains the need for a comprehensive arrangement to settle the
problems in the vast field of international trade. To leave all
matters to bilateral negotiations hetween the states concerned
might result in long delays and possibly, even, in a false start.

A good basis for the preparation of multilateral agreements is
offered in the principles of Article VII of the Mutual Aid Agree-
ments. In the agreement concluded between the United States
and the countries receiving Lend-Lease supplies, action to be
agreed upon by the countries is envisaged as “directed to the
expansion, by appropriate international and domestic measures,
of production, employment, and the exchange and consumption
of goods which are the material foundations of liberty and wel-
fare of all peoples; to the elimination of all forms of discrimina-
tory treatment in international commerce and to the reduction
of tariffs and other trade barriers.”

The basic economic philosophy expressed in these terms
should be taken as the starting point for negotiating a multi-
lateral convention for liberalizing world trade. Reduction of all
kinds of trade barriers and a firm establishment of the principle
of trading equality should be the guiding concepts. It is obvious
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that concord on these principles between the United States and
the United Kingdom is an indispensable condition of the whole
program.

In Great Britain, members of the government, businessmen,
labor leaders, and economists all emphasize the need of a wide
increase in British trade, and they realize that such an increase
can only be brought about within a general trade expansion.
Yet the uncertain position of the British balance of payments,
coupled with the fear of American competition, is responsible
for the doubt—expressed publicly by economists, leading peri-
odicals, and industrial organizations—whether Great Britain
will be able to return to a universally multilateral trade and
whether she will be able to maintain fully the most-favored-
nation clause and to eliminate quantitative trade and exchange
restrictions.

It has been suggested that Great Britain should make use of
her bargaining power as a large importer and also of her present
position as a great debtor within the sterling area to induce her
creditors and those from whom she buys to take more goods
from her. Agreements similar to bilateral clearing arrangements,
only on a larger territorial basis, were mentioned. It has been
repeatedly asserted that such agreements could operate towards
an cxpansion of trade between the members of the sterling area
without damaging trade relations with other countries.

The sterling bloc * which was established during the war to
help Great Britain to finance her imports and other payments
abroad, provides, in addition to settling mutual sterling bal-
ances, for a pooling of dollars and other free exchange (hard
1 The sterling bloc included at the end of 1944 the whole British Empire except

Canada and Newfoundland, British Protectorates and Mandated Territories,
Egypt, the Anglo-Egyptian Sudan, Iraq and Iccland.
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currencies) resources. These income items are converted in
sterling, and nearly all members of the bloc possess claims (ster-
ling balances) against Great Britain. While the sterling balances
can be used without significant limitatjons within the sterling
area, a special permit is necessary for allocation of foreign ex-
change needed for import of goods from non-sterling-area coun-
tries. The discrimination in favor of the sterling-area trade is
clear; a result of war emergencies, it was not much felt or re-
sented under the exceptional trade conditions in wartime.

It is doubtful whether members of the sterling bloc will be
willing to continue the existing set-up, especially if it meets with
the disapproval of the United States. Some of these countries,
notably India, are already demanding free disposal of their in-
come in dollars and a partial conversion of the sterling balances
in dollars. Special arrangements will be necessary. To continue
the organization and policy of the sterling bloc after the war
would be considered by other powers as trade discrimination. It
should be clear, however, that Great Britain will have to suc-
ceed in consolidating her large sterling debts before she can
decide on her future foreign trade policy and abandon the
present possibilities, considered by some as making an increase
of trade more certain than a general multilateral system, espe-
cially if other countries join the sterling bloc. It has also been
frequently pointed out that Great Britain cannot commit herself
to any definite commercial policy as long as uncertainty exists
about the future commercial policy of the United States, and
as long as large fluctuations in American economic activity re-
main as a menace to world trade.

As these opinions in Great Britain grow stronger,? and as, at

2See “The Principles of Trade,” Economist (Jan., Feb., 1944); International
Trade Policy, Report of the Federation of British Industries, 1944; World Trade,
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the same time, the necessity of collaboration to achieve an in-
crease in world trade is recognized, it becomes more and more
urgent to reach an agreement between the two countries and
for the United Nations to negotiate a multilateral trade conven-
tion. Such a convention should aim at the effective and sub-
stantial reduction of all sorts of barriers to trade. It should
eliminate all forms of discriminatory treatment in international
commerce, reduce import tariffs, and achieve the progressive
elimination of quotas and prohibitions against exports and im-
ports. Furthermore, it should lay down freer rules of trade with
reference to government monopolies and state trading, includ-
ing trade between countries where private enterprise prevails
and those where foreign trade is managed by the state. In inter-
national trade organization should be created to study inter-
national trade problems and to recommend practical solutions.?
It is to be hoped that Russia will find it possible to join such a
system of international trade. She, too, must be interested in a
great revival of international trade and, in the long run, she will
also benefit from the application of the principle of equality of
trading opportunity.

There are, of course, many who harbor serious doubt whether
such a broad program is at all feasible. First, they point out that
we cannot presume that the European nations will feel safe
enough to commit themselves to a policy of freer trade and to
renounce the many weapons of restrictive trade practices; they
will at least not do so before they are able to appraise the trend
of world trade. Without doubt, a special regime will be needed

Report of the British National Committee of the International Chamber of Com-
merce (1944); Richard Schiiller, “Great Britain’s Trade Policy,” Social Research
Sept. 1944; Economist, Jan. 13, 20, 1945.

3 See the Committee on International Economic Policy’s World Trade and Em-
ployment (New York, 1944).
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for the period of transition. The Final Act of the “International
Monetary Fund,” agreed upon at the Bretton Woods Confer-
ence in 1944, proposed that, for a period of five years after the
start of the Fund’s operation, exchange control on other than
capital transactions be permitted. Similar provisions for the
period of transition relating to foreign trade can be included in
the envisaged Trade Convention which would reduce the bar-
riers step by step. The main point is that the United Nations
should have a definite program and that they should carry it out
consistently.

Another objection underlines the difficulties arising from gov-
ernment monopolies and state trading versus systems where
private enterprise prevails. It is certain that provisions aiming
at more liberal trade could be simpler and more direct under
a uniform system such as existed before the first World War.
Our task, however, will be to work out some correlation between
the different systems that would make fulfillment of the main
objective possible. And here all will depend on the basic inten-
tion of the parties; if they are determined to go the way of trade
expansion, then the machinery to achieve the goal can be estab-
lished. Only by practical cooperation can the nation become
better acquainted with the different economic and trading sys-
tems in force; the differences can then be narrowed down by
experience, and the platform for cooperation can be enlarged.

There are those who think that State monopoly in foreign
trade started with the final breakdown of the traditional bal-
ance of power system on the European Continent in 1930-1931,
and that a new political set-up in Europe will make the reintro-
duction of freer multilateral trade very difficult.

The concepts underlying such opinions have basic similarities
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to proposals to divide the Continent of Europe, at first politically
and later economically, into two spheres of influence, one Brit-
ish and one Russian. The thesis continues: The strategic lesson
of this war has created the desire for closer and more permanent
union between Great Britain, France, Belgium, and Holland—
to which Norway and Denmark are currently being added. The
countries neighboring on Russia should presumably look to her
for protection, and her sphere of influence is supposed to extend
to Finland, Poland, Czechoslovakia, Hungary, Austria, Yugo-
slavia, Rumania, and Bulgaria. While close cooperation in po-
litical affairs among the countries of the British sphere is re-
garded as easily realizable, the problem of close association in
economic matters seem to present greater difficulties.* This
applies especially to the mutual trade of these countries. Al-
though a unified market of more than 120 million people—not
counting the colonial dependencies—should be considered ben-
eficial to the participants as well as to the world at large, the
British themselves doubt whether it will be possible to establish
a customs union with all these nations. And there is little doubt
that a preferential system would provoke strong opposition
everywhere. On the other hand, there may be some who would
favor the creation of such blocs as facilitating economic integra-
tion and readjustment. They may point out that the Western
countries of Europe, together with Great Britain and some
parts of the Commonwealth, could form a very powerful eco-
nomic unit with vast markets and supplies of the most needed
products. At the same time, Russia could easily provide a market

4 “More Perfect Union,” Economist, Oct. 7, 1944, p. 466. Walter Layton, How
to Deal with Germany, p. 64; Arnold Wolfers (in “The Outlook for Europe,” Yale
Review, Winter, 1944, p. 206), points to the serious danger if the exponents of
exclusive influence zones should some day gain the upper hand.
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for the countries of Eastern and Southeastern Europe and, by
adjusting their economies to her own, could organize another
big economic power.

Surely many will suspect that the establishment of these two
spheres of interest so frequently mentioned would divide Eu-
rope into two big blocs—a wealthy group of countries under
the British hegemony and at present a largely undeveloped
group in the Russian orbit. Instead of working toward a better
economic integration of Europe, this would lead to a sharper
cleavage than ever, particularly if it were accompanied by
ideological differences and dissimilarities in the economic
systems.

It would seem that all who propose or visualize such blocs
overlook one important item, that the politically mature Euro-
pean nations will never acquiesce in such a division. Offering no
hope of a solid structure of peace, it will have no interest for
them. It might easily lead to competition, jealousies, and con-
flicts between the two big blocs. Political alliances might be
concluded, but without basically changing the economic struc-
ture and trade of the partners. For instance, history has shown
that before 1914 Russia, while having an alliance with France,
entertained large trade relations with the Central Powers (Ger-
many and Austria-Hungary). Political agreements which, let
us hope, will all be made a part of a general security agreement,
should not be of such nature that they would form an obstacle
to the needed reorientation and integration of the European
economy.

This hope was strengthened by the Crimea Conference at
Yalta in 1945, which put a new emphasis on the importance of
a general organization and on the joint responsibility of the Big
Powers with regard to the economic reconstruction of Europe.
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THE TASK AHEAD

The road Europe has to travel is a long and difficult one. She
is more dependent on international trade than Russia or the
United States because her import demands for foodstuffs and
raw materials can only be met by exports of goods and serv-
ices—that is, products of Europe’s labor. Ultimately, domestic
employment remains dependent on international trade to a de-
gree that cannot be discounted. After two world wars the Con-
tinent of Europe has lost much of its prominent position in the
world economy, but in view of its role on the world political
as well as economic scene, it has still a very important place in it.

Europe will have to readjust its economic structure, in the
first place its industrial structure, to the changed conditions of
the world economy in order to make possible a new international
division of labor, a new economic equilibrium. This process of
reorientation in itself requires often painful operations. The
European nations will need foreign assistance for rehabilitation
and reconstruction; it is up to them to create conditions favor-
able to acceleration of the process of readjustment. Neither
ultranationalism nor social radicalism is very helpful in under-
taking a task of such magnitude. The European nations will
proceed in the right direction if they are confident that world
cconomy will be so organized as to enable them to obtain the
place in international trade which they need. Only an expanding
world economy and trade will bring new customers for Europe’s
production, for its labor. On the other hand, a contracting in-
ternational trade would press Europe into a policy of self-
sufficiency, accompanied by a reduced standard of living and
political as well as social instability. The expansion of world
trade must be planned without delay, as it is vitally important
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to prepare for it during the general demand for goods which
can be expected right after the war. It is desirable to orient the
trade policy of the leading powers in this direction, and thus to
influence the reconstruction work of the European nations in
the right way.

A coordinated international trade and financial policy will
be one of the powerful instruments of the international political
and economic machinery; its measures must all be rooted in the
same purpose—to attain increased political security by perma-
nent mutual cooperation and to improve the living standards of
the nations. All parts of the total organization are interdepend-
ent, interlocked; one cannot work successfully if the others are
not cooperating harmoniously. It is clear that expanding world
trade will depend on the reestablishment of a multilateral sys-
tem in which the United States is ready to accept an increasing
volume of imports and maintains for a number of years a steady
flow of long-term capital. If, on the other hand, the United States
is not in a position to pursue an economic policy consistent with
its role in the world and to take over leadership in world cooper-
ation in this regard, the disintegration of world economy will
continue. The formation of big political and economic blocs
will be, perhaps, the next step, as economic warfare takes on
new forms and general political insecurity prevails all over the
world. It goes without saying that the Continent of Europc
would suffer more than other parts of the globe from such a de-
velopment.

Notwithstanding the international plans for permanent eco-
nomic cooperation, it is equally necessary to work on an im-
mediate program for continental Europe. For that we must
look at the European economic problems in their entirety and
work out a suitable program. Such a program should realize the
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necessity and the great opportunity of integrating Europe eco-
nomically within herself and with the rest of the world, and it
should present concrete and, so far as possible, common schemes
for European production, employment, and trade.® Unless this
work is started very soon, it may again be too late. Of course,
economics cannot be separated from politics, and the political
situation will influence decisively the economic outlook.

If all these issues could, like an engineering project, be turned
over to expert technicians, a system for a satisfactory solution
could certainly be produced. It can easily be proved that the
purely technical and economic factors could be manipulated to
create a world trade expansion greater than that of the nine-
teenth century. However, the main problems will not be decided
by experts and technicians, but by political forces. Great politi-
cal wisdom will be needed to enable mankind to harvest what
technology and culture are ready to provide for it within a sys-
tem of freedom. Otherwise strong, and often irrational forces
may once again swerve us from the road to productive work, de-
cent living, and peace. The Continent of Europe, having gone
through two wars and suffered and lost more than any other
part of the world, is hardly strong enough to sustain the effects
of further vital changes that do not provide first for the means
of livelihood and the security as well as the freedom of the
European peoples.

5 “It is my earnest hope, though I can hardly expect to see it fulfilled in my life-
time, that we shall achieve the largest common measure of integrated life of
Europe that is possible without destroying the individual characteristics and
traditions of its many ancient and historic races.” From Prime Minister Churchill’s
broadcast on March 21, 1943.
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