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PREFACE 

T HIS book consists of the presidential address in Section G
Economics. Statistics. and Social Science. given at the 
biennial meeting of the Australian and New Zealand Asso

ciation for the Advancement of Science. held in Brisbane. May
June. 1930; together with an article which appeared in The' 
ErOflomic RlCord. November. 1930. 

As requests by students and others for copies of both the 
'address and the article continue to be made. I have sought from 
the respective organizations permission to reproduce them. This 
has been willingly granted. I have taken the opportunity to make 
some small additions and alterations of arrangement. 

D. T. SAWKINS. 
Sydney. December 16. 1932. 
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A-THE LIVING WAGE IN AUSTAALIA 

I 

NINETEENTH CENTURY ATTITUDES 

M ORE than twenty years ago Mr. Justice Higgins, in his 
famous "Harvester" judgment of 1907, made the first Aus
tralian attempt to fit a wage to the needs of a dependent 

family. I propose to suggest how the trend of economic and 
ethical thought led to Mr. Justice Higgins' attempt: then to try 
to trace in the successive pronouncements of the arbitration tri-

i bunals the difficulties-partly inherent, partly of their own making 
I -which they have encountered in trying to give effect to the 

principle of the living wage. 
From 1901 to 1905 the Court created by the first New South 

Wales Industrial Arbitration Act (Wise's Act of 1901), in 
exercising its power to prescribe minimum rates of wages, 
appears to have considered only the "existing conditions of the 
trade and its prospects" in which the industrial dispute or other 

I
lllatter had arisen. "The first . . . . and vital consideration is
do the conditions of the industry permit of an increase in wages?" 
Oversea competition is mentioned.' But the idea ~f a family 
living wage had been enunciatedioddore J 2Q!':1n IS9!JAlfred 
Marshall, the Britisn economist, on grounds of efficiency and pre
vention of waste of man-power, set out and priced a regimen of 

'

necessaries for the unskilled labOU,..,. and his fatHily, distinguish
ing UstrictU and "conventional necessaries.'" 

In the same year the Queensland Legislative Assembly read 
once but did not go on with a remarkable "bill to declare the 
natural law relating to the a~uisition and ownership of property", 
introduced by Sir Samuel Gnffith, who became twelve years later 
the first Chief Justice of the Federal High Court of Australia. 
One of the many statements of "natural law" included in this 
measure was as follows: "The natural and proper measure of 

~ wages is such a sum as is a fair immediate recompense for the 
, labour for which they" (the 9(ageS) "are paid, having regard to 

its" (the labour's) "character and duration; but it" (the ••.. 
measure) "can never be taken at a less sum than such as is suffi
cient to maintain the lab"","" and his family in a state of health 

, and reasonaWe comfort ... • 
,. N.B." • .ut.. v ..... ,_ .. II, v ... !Y. 1_ .. IlL 
a. _01 B lee _1_, _II. a..w "'IV. a. Q'" ...... __ ,_ "_1107 ___ • _ ..... "'" 800_ 

0.-....... N'''''' ~ s-.. U"'-lll.) l' .............. Go,. : ....... 
-... ... IL 
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10 THE LIVING WAGE IN-AUSTRALIA 

Pope Leo XIII in 1891 urged in his encyclical on the con
I ditions of labour that "the remuneration must be enough to support 
i the wage-eamer in reasonable and frugal comfort", and that "if 

a workman's wages be sufficient to maintain himself, his wife, Dnd 
his children in reasonable comfort, he will not find it difficult 
• • . . to put by a little property." 

The claim for Uivjnl: wage as a first preference charge on 
the produce of industry was prominent during the British coal 
strike of 1893. This was the middle year of six which covered 
one of the worst depressions of the nineteenth century. The 
Baring failure, bad European harvests, the worst American rail
way collapse, and the similar Australian failure marked this period. 

The relation between wages and the cost of living became 
the subject of exhaustive inquiries in America. In his annual 
reports of the years 1890, 1891, and 1904, the United States Com
missioner of Labour published most minute analyses of the cost 
of living of 53,000 American working men's families, representing 
168,000 persons. Household expenditure was divided into six 
primary sections (five of which are now familiar to Australians), 
subdivided in great detail, and tabulated according to number of 
children, size of income, locality, and racial extraction. In no 
subsequent budget inquiry, except a similar inquiry conducted by 
the same organization in 1918, has such perfection of statistical 
analysis been attained. 

Samuel Gompers, President of the American Federation of 
Labour, in 1898 claimed as a living wage "a wage • . . . suffi
cient to maintain an twerage-sizcd family in a manner consistent 
with whatever the contemporary local civilization recognizes as 
indispensable to physical and mental health, or as required by the 
rational self-respect of human beings.'" William Smart also took 
an ethical view when in 1895 he wrote: "Undoubtedly the first 
moral charge on the national income is such a sum as is necessary 
10 bring up D family, providing for health. education, efficiency of 
work, and the conditions generally of a moral life." •.•. '" 

The economists have considered three main determinants of 
I the real remuneration of labour, viz., subsistence, supply and 
"demand, and produce. Adam Smith seems to have regarded the 

equation of supply and demand as the prime regulator. Hefmlnd 
no difficulty in explaining that in times of plenty and \ow prices 
of commodities the money price of labour increased, and that in 
times of scarcity and high prices of commodities the money price 
of labour diminished. But he regarded a rate "sufficient to main
tain the labourer and 10 enable him 10 bring up D family" as the 

... n. A.....w.. ,~ AprO" 181L 
L .se..IWM .. ....... i. 1 ....... 101 .... 
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"lowest rate which is consistent with common humanity". Ricardo 
wrote in 1811: "The natural price of labour, therefore, depends 
pn the price of food, necessaries, and conveniences required for 
the support of thl labour.,. alld his fam"y," and he distinguished 
the ~ural or subsistence price from the market or sUlllllr and 
deman ~rice-and paJd httJe attention to this distinction In his 
laterWorJC5.1 As an example of reliance on the productivity 
factor ,1,. B. Clark, the noted American economist of the 'nineties, 
wrote: 'We must ascertain whether evolution makes labour morl 
produe';", alld thw'for. bmw Paid or less productive and 
therefore worse paid," and discussed some years later the diffi
culties of taking productivity into account in making industrial 
awards.' 



II 

EA~LY FINDINGS BY TRIBUNALS 

Mr. Justice He~dons Statement of Principles, 1905 

J\ LTHOUG~ Mr. Justice Higgins' "Harvester" judgment is n usually regarded as the foundation of the Australian Iiving-
wage sys~ern, the first clear statement of principles by an 

Australian arbitration judge which. includes mention of the living 
wage and the dependent family appears to be that made in 1905 
in the sawmillers' case by Mr. Justice Heydon, the New South 
Wales wage-determining authority. The following extracts show 
how he sought to reconcile an ethical view with the theories of 
natural wage-levels propounded by the economists :-( 1) "The 
duty of assisting to, 'if possible, so arrange the business of the 
country that every worker, however humble, shall receive enough 
to enable him to lead a human life, to marry and bring up a 
family and maintain them and himself with. at any rate, some 
small degree of comfort; this . . . . may be shortly defined as 
the duty to prevent sweating . . . . "; (2) "what is the real 
price of labour" . . . . "the Court must keep the kzw of supply 
and demt1ltld carefully in view" . . . . "as a matter of principle 
I can discover nothing in or out of the Act to prevent full effect 
being given to this in the case of all labour above the lowest or 
living wage limit . . . . " (3) "The degree of prosperity existing; 
in the industry . . . . "8 ! 

Mr. Justice Heydon obviously did not claim to guide him 
self solely by the principle of needs. Indeed, he did not disclo 
any method which he may have used of weighing the minimu 
wage he awarded for the sawmillers' employees, in order t 
assure himself that it would be enough to enable them "to Iiv . 
human lives, to marry and bring up families _. . . . in som 
small degree of comfort" such as he may have had in mind.' Th 
first pronouncement by an Australian judge in which an attemp~ 
is clearly shown to weigh a wage against needs on some statedj 
principle is that made by Mr. Justice Higgins, President of ~h~ 
Commonwealth Arbitration Court, in 1907., 

The "Harvester Finding" of 1907 
This judgment, soon quoted as the "Harvester finding",' ru.s: 

acquired very great importance in Australian wage regulation. 
The case did not arise out of a "dispute extending beyond the 
limits of anyone State", i.e., in the ordinary jurisdiction of th~ 

8. NoS.W. A.B.. VoL .. PD. JOI..II0. 
to a.A..B.. VoL ii, p. 1 
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THE LIVING WAGE IN AUSTRALIA - -13 

Commonwealth Arbitration Court. It came to that Court in a 
supplementary jurisdiction, designed by -the Federal Parliament 
to extend the Commonwealth industrial zone and so utilize the 
Federal power to secure uniform treatment in Australia of em
ployees' wages and conditions, and to improve them by adjust
ment of the customs and excise duties. The Commonwealth 
Government had by the Customs Tariff Act of 1906 imposed 
increased duties on certain classes of agricultural machinery. This 
was the old Protection. By an Excise Tariff Act of the same 
year it imposed on similar implements made in Australia an excise 
amounting to one-hal f the duty on the imported goods; but it 
provided that this excise should not be exacted if the conditions 
of remuneration of the labour engaged were declared by resolu
tion of the Commonwealth Parliament to be fair and reasonable 
or complied with an existing award or agreement under the Com
monwealth Arbitration Act, or on application to the President 
of the Commonwealth Arbitration Court were declared by him 
to be fair and reasonable (or by a State industrial authority to 
whom he might refer the matter). This was the flew Protection. 

To secure exemption from the excise, Mr. H. V. McKay, 
manufacturer of harvesters in Victoria, applied to the President 
for the necessary declaration. The learned judge did not take 
advantage of the permissioD in the Act to refer the matter to the 
State industrial authority. He dealt with it himself. He "took 
the unskilIed labourers first". He found that the standard wage 
paid in Mr. McKay's factory was 650 per day of eight hours, that 
there was no constancy in the labour force employed, and that it 
was definitely seasonal. "But," he asked, "even if the employ
ment were constant and uninterrupted, is a wage of 360. per week 
fnir and reasonable, in view of the cost of living in Victoria?" 
He "tried to ascertain the cost of living . . . . for /III tIfImJg' 
Iaboww with normal wants and under normal conditions". He 
found that the usual rent paid by a labourer, as distinct from an 
artisan, was about 'Is. per week. The budgets of nine housekeep
ing women which were submitted to him showed that the neces
sary average weekly expenditure for a lobOllrft"s Iwttt. of obotoI 
fiw ~WS/JIIS for groceries, bread, meat. milk, fuel, vq:etables, and 
fruit was about £1 5s. Sd., tnaking, with rent. a sum of il 12s. Sd. 
If the wages were il 1650 per week, he continued. only 3s. 'ld. 
was left to pay for light, clothes, boots. furniture, utensils, rates. 
life insurance. savings, aecldent or bene6t societies, loss of employ
ment. union pay. books and newspapers, tram and train fares. 
sewing machine, mangle, school requisites, amusements and holi
days, iDtoxicating liquors, sickness and death. domestic help. or 
any expenditure for unusual contingencies, religion, or charity. 
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"The area is rather large for 3s. 7d. to cover." Clearly the learned 
judge was already in difficulties with his large family of about 
five persons, whose food and housing requirements almost ex
hausted the wage. He turned to the "rates ruling elsewhere", 
and found reputable employers paying from 6s. 6d. to 7s. 6d. per 
day. He finally decided to "put the minimum at 7s". and refused 
to declare that the conditions of remuneration of Mr. McKay's 
labourers were fair and reasonable. 

The salient features of the "Harvester" judgment of 1907 
were two. The learned judge confined his choice of a minimum 
wage for the unskilled labourer to the range of such actual ruling 
daily wage rates (viz., from 6s. to 7s. 6d. per day) as fell within 
his cognisance. He chose within that range a rate (viz., 7s. per 
day) which, assuming it to be earned uninterruptedly throughout 
the working week, would provide such a weekly income (viz., 
£2 2s.) as could be apportioned to certairi heads of expenditure 
(viz., rent-food, groceries, and fuel-miscellaneous items) of 
a typical labourer's household in some sort of consistency with 
the budgetary evidence of nine housekeeping women of the class 
who had about three children each. 

He did not laboriously investigate the weekly expenditure. 
Ruling daily rates were in even sixpences. "My hesitation has 
been chieHy between 7s. and 7s. 6d." In other words, having 
accepted about £1 12s. Sd. per week for rent, food and groceries, 
and fuel, he hesitated between about 9s. 7 d. and about 12s. 7 d. 
per week for miscellaneous items. He did not attempt to consider 
the average or the predominating size of the labourer's family, 
if any. He simply postulated "a labourer's home of about five 
persons." Broadly speaking, it may be said that Mr. Justice 
Higgins selected one of the ruling wage rates of the time as being 
"fair and reasonable", and provided for that rate a theoretical 
basis of needs which, in the absence of organized information as 
to the Austra1ian labourer's family responsibilities and the· ways 
he spent his wages, was necessarily impressionistic. 

M,.. Justice HeydoKs Finding of 1914 
The next outstanding determination of a living wage was· 

that made by Mr. Justice Heydon, of the New South Wales Arbi
tration Court, in February, 1914. The Excise Tariff Act under 
which Mr. Justice Higgins delivered his "Harvester" judgment 
had been declared unconstitutional by the High Court of Australia 
in 1908; so the "Harvester" finding did not become effective. In 
fact, two years later, when the cost of living was believed to have 
increased somewhat (there was not yet in Australia any generally 
accepted index of the increase or decrease in the purchasing-power 
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of money), a Victorian wages board made an award ,!:overing Mr. 
McKay's harvester factory with a minimum wage of 6s. 6d. per 
pay, i.e., still 6d. less than Mr. Justice Higgins' finding. But in 
cases which came within the Commonwealth Court's ordinary 
jurisdiction, Mr. Justice Higgins began to use his "Harvester" 
finding as the basic rate of his awards.10 

In December, 1912, the Commonwealth Statistician, Mr. 
(afterwards Sir) G. H. Knibbs, published under the authority 
of the Minister for Home Affairs the first report of the recently 
organized Labour and Industrial Branch of his Bureau. This 
contained the results of his researches into the changes in the cost 
of living in the capital cities of Australia from 1901 to 1912, with 
supplementary figures going back to 1850. Using it together with 
the cognate monthly bulletins, interested parties were now able to 
calculate an up-to-date "equivalent" of the "Harvester" finding. 
In fact, in 1913, in the Federated Gas Employees' case in Victoria, 
Mr. Justice Higgins referred to the new index-numbers and fore
shadowed an increase in the basic wage for New Sout)t Wales in 
such cases as might come within his jurisdiction. 

It was in these circumstances that Mr. Justice Heydon, the 
controlling judge of the New South Wales State arbitration 
system, undertook in 1913 what he described in his judgment of 
February, 1914, as "the first inquiry of any extent carried out by 
any arbitral tribunal in order to fix a living wage of general appli
cation".1l There was no statutory direction ''to fix a living wage 
of general application", or to fix a living wage at all. The New 
South Wales Industrial Arbitration Acts and amending Acts from 
the first of 1901 to that of 1912, under which Mr. Justice Heydon 
operated, provided for the award of ..an __ tvGgU by Court or 
board in the industry in which the dispute or other matter had 
arisen. There was no reference to a "living wage". Certainly the 
"Minimum Wage Act of 1908" had fixed an absolute minimum 
wage of 41. per week, but this merely brought New South Wales 
into line with Victoria and South Australia in preventing the 
sweating of ~uveni1e females in the dothi~ and whitework trades. 

Examimng 160 awards made by his boards between 1st 
October. 1912. and the middle of December. 1913. Mr. Justice 
Heydon found that ''the bulk Contained minimum (daily) wages 
ranging from &. to 8s. 6d.. the 8s. group being much the largest". 
This. he said. pointed to a majority opinion of the chairmen of 
the boards (and the fact that some awards were made by consent 
gave this opinion greater weight) that a living wage in Sydney 
was about & per day. or i2 & per week. On the other band, the 

11 c.A.&. VeL I, ... ss C_ Ooobl : VeL ..... it c __ ,. 
11. HAW. A.&. VeL 11, ..... 



16 THE LIVING WAGE IN AUSTRALIA 

equivalent of the "Harvester" finding "using the (Federal) Statis
tician's general table, should be some 1.2 16s. 7d." per week. And 
Mr. Justice Higgins had definitely asserted the "Harvester" find
ing,coupled with these new index numbers in December, 1913, 
in the case of the builders' labourers, whom he awarded Is. 4~d. 
per hour in Sydney. making 1.1.0s. 6d. for their 44-hour week. 

The State and Federal authorities were thus in serious con
flict. Mr. Justice Heydon did not shrink from strongly expressing 
his views. His judgment of 1914 contains successive paragraphs 
entitled "The Harvester Wage". "The Harvester Wage Con
sidered", "The Harvester Wage compared with the Evidence in 
this Case", and "The Harvester Wage Shaken". The severity 
of the shaking may be measured by the following passage:
"Attacked thus by its author as being shown by Mr. Knibbs' 
tables' to be wrong for Sydney, and contradicted by two totally 
disconnected sets of witnesses. my own feeling is that 1 cannot 
safely take the 'Harvester' wage as a starting point, and that the 
living wage must be sought by an independent inquiry. Between 
the excess in the size of the family .... and the excess in food 
and groceries . . . 1 can see no way of amending it to make it the 
basis of a present-day wage." . 

Mr. Justice Heydon had a comparative abundance of material. 
At his request the State Statistician had prepared statistics rele
vant to the dependent family. A small collection of some 200 
family budgets had been made and analysed by the Commonwealth 
Statistician in 1911. Statistics of the national consumption of 
food per head of population, of current and past prices of food 
and groceries and house rent were now available from the Federal 
Statistical Office, and, as the judge had announced that the purpose 
of his inquiry was to find a basis for all State awards, the parties 
prepared a quantity of budgetary and other evidence greatly 
exceeding that submitted in the very limited case of wages in a 
harvester factory which Mr. Justice Higgins had to decide in 1907. 

The learned judge's conclusion was "that the living wage in 
Sydney for the average family of two parents and two dependent 
children is not more than f.2 Ss. per week". That was for what 
he termed the "strict living wage". But, he continued, "1 think 
they (the manual workers) should, in good times. get more than 
the living wage. . . . . 1 suggest to the boards that the minimum 
wage in Sydney for unskilled workers should be :-For light 
work, Ss. 6d. per day; for ordinary work, Ss. 9d. per day; and for 
heavy work, 9s. per day". ", 

Thus he distinguished carefully his two ideas: t 1) the strict 
living wage, or bedrock minimum according to the standard of 
the times, which was liable to changes of a fixed and permanent 
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character (long period movements), and (2) the minimum wage, 
which should rise above the strict living wage in years of pros
perity and fall towards the strict living wage in leaner times (short 
period movements). It is worth noting that the strict living wage 
rate of Ss. per day chosen by Mr. Justice Heydon in 1914 was 
the exact "equivalent" (by the ofllcial tables purporting to measure 
the general purchasing-power of money) of the ruling rate of 
65. per day paid in Mr. McKay's harvester factory in 1907, which 
Mr. Justice Higgins had declined to certify as fair and reasonable. 

I The salient features of Mr. Justice Heydon's 1914 finding 
!may be compared with those of the "Ha"ester" finding of 1907. 
As Mr. Justice HiglPns contemplated "the unskilled labourer" in 
an industry, so Mr. Justice Heydon asserted that "the living wage 
must relate to the humblest class of worker". Both judges chose 
rates for their respective purposes (the former 7s. as a minimum, 
the latter Ss. as the strict living wage, and Ss. 9d. as the minimum 
for ordinary work) from the limited range of ruling wage rates. 
Both provided a theoretical basis of needs to justify the chosen 
rate. But Mr. Justice Heydon had more materials at command, 
and the basis which he adopted was an improvement on Mr. 
Justice Higgins' impressionism. Instead of the "labourer's home 
of about five persons" he provided a realistic statistical average 
family of two parents and two dependent children (neglecting 
fractions). He built up his allowances for food and rent more 
decisively and without using the "about" and "about" of the 
"Ha~ster" judgment. Only in the miscellaneous items did he, 
in his own words, "take refuge in the standard set by Mr. Justice 
Higgins". 

Apart from the dependent family, the true average size and 
significance of which had not yet been realized, "miscellaneous 
items" was the weak point of his theoretical basis. Mr. Justice 
Higgins had added just so much for miscellaneous items to his 
allowance of "about it 125. Sd." for specified items as would make 
up the required wage of £2 25. per week. The necessary 9s. 7d. 
was therefore a residue, or a make-wage. and could only by a 
euphemism be called a standard. Mr. Justice Heydon's refuge 
was simply this make-wage brought up to date by the tables pur
portill( to measure the genera1 purchasing po~ of money. 



III 

WAR ADJUSTMENTS 

DURING the War both State and Federal judges had to 
adjust their wage principles to an abnonnal set of circum
stances. In November, 1914, Mr. Justice Heydon, of the 

New South Wales Court, announced that the prosperity minima 
fixed in his living wage judgment of the preceding February ,must 
"fall into abeyance."'Z The "minimum wage" thus became the 
bedrock minimum or "living wage" of Ss. per day. Further, in 
their pronouncements of December, 1915 (Ss. 9d. per day) and 
1916 (9s. per day for current awards, and 9s. 3d. per day for new 
ones )18 the State judges sitting together gave less tllan face flalue 
to the purchasing power of money tables, supporting their decision 
by the Federal Statistician's published statement to the effect that 
the tables were invalidated in abnormal conditions caused by war, 
drought, or other extraordinary circumstances, because the fixed 
regimen on which the tables were based was changed by al1 sensible 
people and adapted to the new conditions thus arising. One may 
fairly comment here that: (1) the extent or amount of invalida
tion of the tables is to be measured by the extent of the change 
in, or adaptation of, the regimen by the people; (2) the rapidity 
with which a given amount of invalidation or error through using 
the tables accumulates, corresponds with the rapidity with which 
the people change the regimen. Thus it follows that the tables are 
by their very nature a potential source of, perhaps, slowly growing, 
or, perhaps, quickly arising, error. 

" The Federal judges had to meet the attack made on the 
"Harvester" finding by the living wage declaration of Mr. Justice 
Heydon and also the new conditions created by the War. But 
when the price level became "abnormal1y affected by war and 
drought", Mr. Justice Higgins vigorously opposed" the theories 
of substitution and adaptation of regimen advanced by Mr. Knibbs, 
accepted by Mr. Justice Heydon of the New South Wales Court, 
and favoured by his own colleague, Mr. Justice Powers." He 
established, however, a practice of using the purchasifl{l 
power tables for the last calendor year in calculating the "Har
vester equivalent". He "did not think it expedient to take the 
figure for the latest portion of a year" and, from a different angle, 
though with the same effect, "I treat .... the Statistician's tables 
as being only prima facie evidence."" This prrullice had, in a 
time of rising prices, the same effect as a formal annual basic 

1J. N.S.W. l~ aa.u... Vol. 7. p. .. 11. ,,,.,,.,, D. 44. 
lL N.B.W. A..a.. Val. 16. pp. 18. IS2. 11. ,"-. PP ........ 
II. C.A.B .. VoL 10. pp. """1. 
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age declaration, inasmuch as it kept the awarded '!equivalent" 
gging similarly below the price level. This was one of the judge's 
ays of meeting the economic necessities of the time. Another 
as the Federal Court's practice of not opening awards during the 
!riod of their currency for variation in terms of the moving 
)st of living.I ' The importance of this has only recently been 
leasured. The Deputy Industrial Registrar of the Common
ealth Court has courteously provided a tabulation of the basic 
Ltes of Commonwealth awards current at lst November, 1920, 
I an example. It appears that the basic rates in force at that 
lte (all being "equivalents" of the "Harvester" finding) ranged 
'om 1.2 lis. to £4 2s., and averaged 1.3 7s. 3d., or nearly ISs. less 
!r week than the latest awarded "Harvester" equivalent. 

The pressures of war and drought were probably the causes 
so of a noticeable tendency to indecision and doubt as regards 
Le "Harvester" finding itself. Thus in May, 1916. Mr. Justice 
riggins said: "These men are supposed to get, as a minimum, 
Le basic f:unily wage and no more; and that wage" (i.e., the 
Harvester" wage brought up to date by the purchasing power 
I money tables for a selected past period) "tnNS' •••• b. kep' 
,rrosmod."11 But four months later: "I treat the finding of 
~7 (the 'Harvester' finding) as tentative only, as being only 
ri_ foti, right • • • ." and "The subject is too novel, too diffi
lit, too formidable in all its consequences for the Court to make 
Le findin~ of 1907 a fllftda ... ttltal dogtnlJ".lt 
The "Harvester" tamily also began to lose its rigidity. 

lpedally in the mind of the founder's colleague, Mr. Justice 
'owers. For example, in March, 1916: "A living wage for a 
Lan. has been fixed by this Court on the basis that a man is 
Laintaining a wife and family of /UIo III leGSI or is liIl.ly '0 do 
I," and he protested against the meagre evidence snpplied by 
Ie parties, who ought. as in other QSeS, to have supplied budgets 
for a family consisting of a UJi/' Gtt4 /UIo elrildrnt for, say, 
..etve months".10 But in April, 1916: "the living wage bas been 
xed by this Court on the basis of the cost of living for a man 
rho has to maintain a wife and a family of /UIo or 'itrH elUl-
1ft. "II A few months later Mr • .Justice Higgins sought to dispel 
Ie uncertainty by a more decisive sta_nt: "I did DOt attempt 
) lay down the average of three as being the ac:tua1 average •••• 
took the family of 'about five' persons lIS a fair type •••• I feel 
trongly that _ fn'Obl- dOts ftO' "'"' 011 1M achlal ~ 
~ of d.plftdlftl em/dna pft' fo-ily-even if the aftJ'lge 

It. n..!haw .,.aUee ................. lID ...... 1M .............. ... 
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is confined to wage-earners' families, and at the best wage-earnin 
period."u 

Then follows one of the most illuminating of all statement 
made from the Bench in regard to the real, as against the family 
basis of Australian wages :-"The problem is . . • • to find wha 
sum can be most reasonably laid down, in the circumstances 0 

the time, as the foundation or basic wage .... I see no sufficien 
reason for departing from the hypothetical case of a family of 
about five for the purpose of fixing the basic wage."'" The "Har-l 
vester" family basis was therefore hypothetical or accidental, thel 
amount of the wage being determined independently on groundsl 
of sufficient reason. 

Doubtless it was a growing sense of the imperfections of: 
the formulas hitherto devised to justify basic wages determinedj 
on grounds of sufficient reason which prompted the Federal judges 
to ask so often for an independent inquiry into the cost of living. 
As-early as 1916, Mr. Justice Powers complained of the lack of 
data. and in March, 1917, Mr. Justice Higgins presented the need 
as follows :-"The basic wage depends on two main factors-my
finding of 7s. in 1907, and the Statistician's findings as to the I 
subsequent depreciation in the purchasing power of money .... i 
The best check on the result attained by the combination of these 'I 

two factors would obviously be a direclinquiry as to the actual 
present cost of living. I should welcome such an inquiry-Qn ~ 
inquiry which would disregard both my ten years' old finding and 

- the Statistician's estimate--an inquiry which should resl on cDt'e-; 
fully selected budgets of actual expenditure in the families of 
workers."'" The attitude of the learned President seems to have 
been that in default of any attempt by parties "to impugn the 
soundness of my finding in 1907"," he could do nothing better 
than retain the "Harvester" finding as the settled foundation of 
the Federal awards. The onus was either on the "parties" or 
on the Government to provide the material upon which the Court 
might base a fresh determination. In August and September, 
1919, he was still pressing for such an inquiry, by somebody else. 
"There is not yet any step taken by the Government to comply 
with the repeated requests of my learned colleague and myself 
for a full inquiry.''26 "/ am stilliefl without any guide as 10 the 
actual average cost of living of an averalle employee, other tha .. 
my rough estimate made i .. 1907. To make such an estimate. the 
office of the Statistician is the best fitted; it has the machinery 
and the staff adapted for making the investiga60Il-.on scientific 
lines ..... "28 
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IV 

DEVELOPMENTS AFTER THE ARMISTICE 
, 

1.s.W. Board of Trod,'s Declaralio .. of 1919 

r HE third outstanding living wage judgment was made in 
October, 1919, by the New South Wales Board of Trade.1'I 

The Board of Trade, consisting of a judge as president, 
deputy president, and four laymen (soon amended to eight), 

ad been constituted under the Industrial Arbitration Amendment 
.ct of 1918. This Act recognized the principle of the living wage 
,troduced into the State arbitration system experimentally by 
!r. Justice Heydon, by directing the Board to declare "from 
ear to year after public inquiry as to the increase or decrease in 
~e average cost of living, what shall be the living wages to be 
aid to adult male employees and to adult fenWe employees in 
lie Stste or any defined area thereof". 

It was the first ststutory direction to fix a "living wage". 
:he Board, under the presidency of Mr. Justice Heydon, had 
lade its first declaration in September, 1918, when the price level 
eemed to have recovered stsbility. It calculated for a recent 
eriod i2 ISs. 6d. as the fNlI purchasing power equivalent of the 
914 living wage. Adding Is. 6d. per week "for living wage 
IOrkers only"," It declared the living wage at £3 per week, or 
Os. per day. Similar methods would have brought the 1914 
.ving wage up to £3 3s., when in October, 1919, the time came 
or the Board, under its second president, Mr. Justice Edmunds, 
~ make its second declaration, i.e., of course, for the case of 
dult males-the main living wage. At the same date the 
Harvester" equivalent amounted, according to the latest Federal 
,ractice in calculating equivalence. to £3 11s. 6d. per week. The 
,Id difference of Ss. or 9s. attscked by Mr. Justice Heydon in 
914, and crushed out under pressure of war, had reappeared. 

Reactions had quickly followed the cessation in 1918 of the 
World War. By the end of that year Mr. Justice Powers. while 
eiterating with renewed hope tlle Federal Court's request for 
II independent inquiry into the cost of living, found that his old 
loubts of the propriety of the "Harvester" family had been re
olved. ''The amount I am fixing as a basic wage, N be said, nis 
or fiw persons to live on.''11 Optimism began to prevail. The 
, ederal Court showed a marked tendency to compute the "liar
'ester" equivalent more liberally for the emplo~ than during 
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war times, by taking the tables of the purchasing power of money 
up to date instead of for the previous calendtw year. Thus, in 
August, 1919, Mr. Justice Higgins said: "If I follow my ordinary 
practice hkiug the basic wage as 7s. per day in Melbourne in 
1907, and increasing it in proportion to the increase in the cost 
of living as between that year and the last calendar year (1918) 
.... I should find the proper hasic wage ...• for Sydney to be 
lis. 5d. per day. But .... if the full year-1st July, 1918, to 
1st July, 1919--be taken, the basic wage .•.. for Sydney would 
be lis. ltd. per day: and the deputy president has in recent awards 
preferF'ed the ffIOst recent figures available."" 

The Board of Trade could hardly have failed to observe the 
growing importance of the Federal Court. Although the number 
of wag~rners affected by the Federal operations still remained 
smaII __ bout one-tenth of those affected by determinations under 
the State authority_he actual number of awards and agree
ments made in the Federal jurisdiction had grown fast since 1913, 
and it was this plain measure of the Commonwealth Court's 
activity which had caught the attention of the industrial world 
From 1913 to 1918 the annual number of Federal determinations 
which caused wage changes in New South Wales increased from 
8 to 59, or sevenfold, while the corresponding number of effective 
Shte awards and agreements remained almost stationary at 132, 
as compared with 123. 

The Board of Trade's declaration of 1919 shows that it 
determined to treat the problem of the living wage radically and 
realistically, as far as it could. But it held itself bound to make 
its "calculation ...• upon the requirements of husband and wife 
and the average _mber of dependent children in the families of 
the lowest paid class of workers". The system, includiug the 
family, used by Mr. Justice Heydon in 1914, "had the force of 
law" when the Board of Trade was constituted. The Board 
visualized the average "standard of living" of the "lowest paid 
class of workers" and casted that standard for the domestic unit 
which had been thrust upon it by precedent. The resulting sum. 
£3 175. per week, was the Board's declaration of the Jiving wage 
in Sydney. This was far above any of the ruling ra~17s. 
above the last State living wage on which most current awards 
were based, and 55. 6d. higher than the latest declared Federal 
basic rate. 

While the Board departed unmistakably from the Higgins 
and Heydon precedents of choosing among the tuJi1Ig rates, its, 
theoretical basis of needs was even more elaborate than Mr. 
Justice Heydon's of 1914. Served by a statistical staff of its 
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own with which the Commonwealth Statistician co-operated, ·it 
elaborated Mr. Justice Heydon's estimate that the average mar
ried adult male had less than two dependent children under four
teen years of age ("perhaps about 1·6", as was approximately 
verified by the Census of 1921, a new question being inserted in 
the collection forms to secure direct information on this question). 
It slightly improved that authority's standards for food and 
groceries and for rent. But the justification for the bulk of the 
large increase of 14s. on what the wage would have been, viz., 
£3 3s., had the Board followed previous State practice, was in its 
treatment of the old dragnet section-umiscellaneous items". In 
the light of evidence before it, including the Federal Statistician's 
analyses of Australian manners and customs based, it must be 
admitted, on very limited budget inquiries, it subdivided this into 
three sections, viz., clothing, fuel and light, and a residue of other 
items, and assessed these separately. The result for its accepted 
family of four was a total miscellaneous regimen costing lOs., 
instead of the ISs. 6d. to which Mr. Justice Heydon's allowance 
would by this time have grown by the purchasing power of money 
tables, which, of course, were based exclusively on prices of food 
and house rent. 

Clailtl End_,'" ProposIti 
The' increase of 17s. per week in the current State living 

wage-an increase without parallel in the history of wage regu
lation in Australia-was viewed with apparent consternation by 
employers. The constitution of the Board of Trade provided 
that the Minister for Labour and Industry should be an associate 
member of the Board without voting power, and so enabled the 
Government of the day to have foreknowledge of the Board's 
decisions. On lst October, 1919, a week before the declaration 
was made, the Government accepted a proposal made to it by the 
Board's statist, and the Premier (Mr. Holman) announced in 
the Legislative Assembly that in view of a very great increase in 
the living wage about to be declared by the Board of Trade, the 
Government was hurriedly preparing legislation to recast the 
whole living wage system and .introduce child endowment. 

The proposal was that in future the Board should dec\are 
two things-first. the cost of living based on the requirements of 
man and wife only; secondly. the cost of maintenance of one and 
further children. The first was to be the living wage. The second 
was to be the basis of contribution by employers to a mainten
ance of children fund from which mothers in wage.arning 
families would receive allowances for the support of such depen
dent children as they actually had. It had been for the first time 
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Jalculated that as about 35 per cent. of adult males were bachelors, 
the average number of dependent children per adult male wage
earner was neither three, nor two, but about one. Assuming that 
the contemplated living wage of £3 17s. based on the requirements 
of man, wife, and two children might be divided into £3 for man 
and wife and Ss. 6d. for each of the two children, it was estimated 
that the total disbursement by way of living wage plus endow
ment, together with administration costs, would therefore not 
exceed £3 9s. per week per adult male employee. Thus, without 
disturbing the current living wage of £3 per week, all dependent 
children of male wage-earners could be reasonably maintained at 
a cost of industry amounting to at least Ss. less per week per 
adult male employee than if the Board's flat increase of 17s. came 
into operation. A sliding scale was introduced to make the endow
ment vanish for incomes of £300 a year and over, which it was 
estimated on sparse data might reduce the employers' rate of 
contribution by about two-ninths. It was also estimated that 
under the proposals the price-level would rise about 10 per cent., 
as against 20 per cent. under the Bat wage of £3 17s. 

It is remarkable that neither in the debates in Parliament 
nor in the evidence given before the Select Committee of the 
Legislative Council to which the Bill was referred after passage 
through the Assembly, was it suggested that the Board would be 
likely to declare less than £3 per week on the proposed ntw basis. 
This sum, in the circumstance that it was the curreot living wage, 
seems to have been generally regarded as the smallest sum which 
could reasonably be laid down for man and wife. Estimates for 
the ~elect Committee were made, in fact, on two hypotheses only, 
viz., £3 2s. and £3.81 

The Bill was opposed on all sides-by the Trade Unions on 
the ground that it was a device to "filch the increase of 17s. from 
the workers". The visible sign, the large nominal increase, was 
more readily grasped than its inward essence, the ultimate pur
chasing power. The majority of employers in secondary industry 
and the rural interests also uncompromisingly opposed the scheme. 
Child maintenance Dn so vast a scale-it was expected to affect 
nearly 80 per cent. of the wage-earning classes--was in their view 
a revolutionary plan whose ultimate effects would outweigh the 
ephemeral advantages of the smaller wages cost. 

Child EndOWfll/ltJI Rejected 
The Maintenance of Children Bill was passed Hy the Legis

lative Assembly of New South Wales, but was rejected on 27th 
11. Jleport from 8eIeet CommIttee of 'LedIlaU.. ConeD .. P'tnaDcIaI .... 
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ovember, 1919, by the Legislative Cou!lcil, after this Chamber 
eceived the report of a Select Committee of its members to which 
t had referred the Bill. The Board of Trade had already made 
ts declaration of £3 17s. on 8th October, a week after the 
remier's announcement of amending legislation, and by the 
iddle of November the Court had applied the 17s. increase to 
any awards. This circumstance probably contributed to the 

I jection, as did also the realization that the economic shock of 
~he large increase would be alleviated t y the gradual passage of 
~wards through the Court under the arbitration law as it then 
;stood. 
I The course of events which followed the declaration was not 
such as to justify it. A year later, when the new wage had gradu
aUy crept through most of the State awards-those operating in 
the State within the Federal jurisdiction were not, at any rate 
directly, affected-prices had mcreased by 2S per cent. and an 
unemployment disturbance was showing its earlier effects; in fact, 
the £3 17s. wage was hardly more effective in purchasing the· 
means of living than the £3 which it had replaced. This was a 
curious instance of what Mr. Justice Higgins in 1916 had tren
chantly called "that dragon fallacy that so often raises its shattered 
head from the slime-that increases in wages do no good to the 
wage-earners on the ground that they raise the cost of living pro
portionattly ... •• The first attempt to lay down as a basic wage 
the approximate actual cosl fOl" a family of folW of living at liw 
tlVnuu' basic _9' slmldard of Ih' "tillS was, in fact, a complete 
failure. 

The Board did not repeat its experiment. In its next declara
tion, made in October, 1920, it, as It subsequently admitted, "for 
the first time adopted weighted averages for the whole State, and 
thus and otherwise de/W,ssed 1111, slmtdlJl'ds adopted by it when 
making its declaration of 1919."u Instead of giving effect to 
the 25 per cent. increase in prices, it increased its 1919 declara
tion by 10 per cent. and declared a new living wage of £4 55. This 
was tantamount to a depression of its 1919 standard by 12 per 
cent. While holding that "unless the evidence established a cer
tainty, it could not base its decisions on a possible fall in prices", 
it was nevertheless impressed by the view that "the pinnacle of 
high prices had been reached ... N Index-numbers available to it 
showed that in the United States and Great Britain the price 
crisis had already corne. Statistics of the productive activity of 
Australia prepared by the Board's research stall moreover showed 
a marked decline in the average quantity of commodities available 
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per inhabitant.8& Figures prepared by the Commonwealth Statis
tician for the Commonwealth Arbitration Court early in September 
pointed to a similar conclusion. The real feeling of the Board of 
Trade was reflected in passages of the report by its president, 
Judge Beeby, of his inquiry into the reduction of standard work
ing hours, published in the same month as the Basic Wage Com
mission's finding: ". . . . the position is sufficiently alarming to 
call for the serious attention of all classes of the community. The 
sudden fall in prices to anything approximating pre-war rates 
would leave the State and Commonwealth unable to cope with 
their financial obligations. When and to what extent prices will 
fall is still a matter of speculation, but any fall must be met with 
an increase in production."86 

This statement, made by Judge Beeby in 1920, of the inter
dependence of wages and hours of work, prices obtainable for 
exportable commodities, and ability to meet external obligations, 
shows that at least one industrial authority in Australia saw, ten 
years before 1930, when the inevitable crisis came, the potential 
instability of our economic structure. 

The Basic Wage Commission of 1920 
It was in this atmosphere of fear of an economic crisis that 

the report of the Basic Wage Commission was laid by the Federal 
Government on the Table of the House .of Representatives in 
November, 1920 .. This report was the next 'important finding 
which bore on the living and basic wages. .. Twelve days after 
the Maintenance of Children Bill was rejected, and the New South 
Wales living wage was therefore left to operate at the declared 
amount of £3 17s. (55. 6d. higher than the most recently awarded 
Federal basic rate), the Prime Minister of the Commonwealth 
(Mr. W. M. Hughes) set up a Royal Commission to inquire into 
the cost of living. His action fulfilled an election promise made 
five weeks before, and formed a response to the repeated requests 
of the Federal Arbitration judges. The inquiring body, however, 
was not constituted as recommended by Mr. Justice Higgins, 
namely, of statisticians with the staff and machinery adapted to 
investigate on scientific lines carefully selected budgets of actual 
expenditure in the families of workers.... . The Government set 
up a wages board of the type introduced in 1895 in South Aus
tralia. and then standardized in Victoria. New South Wales and 
elsewhere, the New South Wales Board of Trade established in 

I, /"" 
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1918 being the most recent distinguished example. Representa
tives of employers and employees in equal numbers were chosen 
to act with a well-known barrister as chairman, viz., Mr. A. B. 
Piddington, K.C. (afterwards Mr. Justice Piddington), who, in 
the important Federal post of chairman of the Interstate Com
mission, had carried out many inquiries into the prices of com
modities since August, 1917. The matters set down for inquiry 
and report were:-

(1) The actual cost of living at the present time, according 
to reasonable standards of comfort, including all matters 
comprised in the ordinary expenditure of a household, 
for a man with a wife and three children under fourteen 
years of age, and the several items and amounts which 
make up that cost. 

(2) The actual corresponding cost of living during each of 
the last five years. 

(3) How the basic: wage mal be automatically adjusted to 
the rise and fall from tune to time of the purchasing 
power of the sovereign. 

These directions were on the lines of what Mr. Justice 
Higfpna appeared to desire, except that he had asked for an 
inqUiry into the "tIC/val tltlwog. cost of living of an tItImJg' 
employee"" or "worker"." With thirteen years' experience of 
the difficulties of attachment to the "Harvester" family, he prob
ably did not approve of the assignment by Mr. Hughes of a wife 
and three children to the "man" of the letters patent, which 
ignored all but "the hypothetical case of a family of about five .... 
whic:h the learned judge had used "for his rough estimate of 
1907", and, indeed, precluded anr inquiry by the Commission into 
the real average of the workers dependants. The tenacity with 
which Mr. Justice Higgins had clung to the family of five was 
probably an important factor in the Prime Minister's decision. 
Although the learned judge had sometimes apologized for his 
"rough and tentative" judgment of 1907, he had in 1919 defended 
the family of five by quoting an assertion by Mr. Rowntree. the 
British philanthropist. that a living wage founded on the require
menta of a smaller family woUld leave SO per cent. of living-wage 
earners inadequately provided for." Again in 1919. in answer 
to the New South Wales Board of Trade's statistical proof. pub

lished in October of that year. that the average nlDDber of chil
dren under 14 years of age of Australian married men was less 
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than two, he had argued that the average issue of men aged 
between 30 and 45 exceeded three, probably overlooking the fact 
that "issue" includes the dead children of all ages, as well as the 
living children beyond the age of dependency.48 Nevertheless, 
Mr. Justice Higgins complained in May, 1921, that "either my 
brother Powers or myself should have been consulted before the 
language of the letters patent was adopted".48 

The Federal Royal Commission on the Cost of Living, after
wards called the Basic Wage Commission, was 'unfortunate in its 
costing period, which was a specific date, viz., 1st November, 1920 
(a legal interpretation, perhaps, of the word "present" occurring 
in the letters patent), and happened to be about the peak of the 
price upheaval due to the War. This and "expressions used which 
seemed to imply that the findings as to the cost of living must 
necessarily become the basic wage"" tended to obscure the real 
significance of the report. 

As a matter of fact, the standard found by the Commission 
was little more than about 8 per cent. higher than the standard 
which the Board of Trade in 1919 attributed to its living wage 
of £3 17s., declared on the requirements of man, wife, and two 
children. A more important fact has remained unrecognized, 
namely, that the standard found by the Basic Wage Commission 
was really not far from the actual average standard obtainable 
from the current wages, the average nominal· rate payable at the 
time in the Commonwealth being about £4 '!is.., according to the 
Commonwealth Statistician's tables. That, this statement is 
approximately true may be seen by the following'reasoning. There 
are as many different standards of living obtainable from a given 
wage" as there are different degrees of family responsibility among 
those earning it. Assuming that it is all spent, and with equal 
efficiency, the single man has the best standard, and the married 
men with no dependent children, with one child, two children, and 
so on, have successively lower standards. The actual average of 
all these standards is the average standard obtainable from the 
aggregate given wages by all the adult male earners and their 
dependants. It had been pointed out in 1919 to the Select Com
mittee of the New South Wales Legislative Council that to a 
typical 100 active adult males there corresponded about 65 wives 
and about 100 children or, roundly, two-thirds of a wife and one 
child each. So the standard which £4 5s. of the current money 
would obtain for the average man, i.e., the man with two-thirds 
of a wife and one child, was the actual average standard.af wage-
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earners at about the time when the Basic Wage Commission com
pleted its inquiries. Taking account of the relative requirements 
of men, women, and c:hildren, and of the housing and other 
constraints existing, and making allowance for the single man's 
"duty of providing out of his wage for the initial capital outlay 
for the home when he marries",40 I would estimate that the cost 
of maintaining a man, a whole wife, and three children (the Com
mission's family) at that average standard was about 35 per cent. 
more, i.e., about 1.5/15/- per week. Allowance should be made 
for unemployment, for the average wage rate of 1.4 5s. was not 
earned uninterruptedly. On the other hand, there are grounds 
for believing that the actual wage rates being paid were on an 
average somewhat higher than the award rates on which the 
official average is calculated. On the whole, it may, I think, be 
fairly inferred that the finding of the Basic: Wage Commission of 
1920 was very approximately the average standard of wage
earners of the times costed for a familr of five. 

There is nothing astonishing in thIS result. Seven intelligent 
Australians, ~ven a free hand, might have been expected after 
a year's detatled inquiry, to form a fairly good estimate of the 
cwntII GVwag' sla"dard of living, and they were expressly re
quired to cost their conception of this c:urrent standard in terms 
of a man, wife, and three children. The new New South Wales 
Board of Trade, with not so free a hand, for they were hampered 
by the duty of declaring a living wage, had tried, nevertheless, to 
conceive the ac:tuaI average lifIiftg-tfJ!Jg, stattdard in a realistic: 
way, as Mr. Justice Higgins had so often recommended, and had 
a year previously arrived at a standard about 8 per cent. lower. 
They costed it In terms of the family of four which had been 
handed down to them from the preceding authority, and, although 
the sum so found was 28 per cent. more than the current State 
living ~, they took the risk of declaring it. 

ConSIdering the circumstances of the time, the imminent 
price-crisis, the experience which followed the Board's realistic: 
dec:\aration for a family of four, and its month-old refusal to 
bring that declaration fully up to date. it is not to be wondered 
at that the tost of lifIi"g for.o fMRily of /iw. viz .• 1.5 16s.. aver
aged for the mpital cities, was deemed tdtmy .... pructicabl. as a 
basic wage. This view was advanced by Mr. Piddington himself 
in a supplementary memorandum dated three days later than the 
report, and signed by him personally, ''not as chairman" of the 
Commission. "If." he wrote, "the whole of the additional 
1.93,000,000 labour cost". which he estimated would result from 
the adoption of 1.5 16s. as the basic: wage, "were passed on to the 
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community, the increase in prices would altogether outstrip the 
purchasing power of employees having a basic wage of 1.5 16s." 
Another believer in the "dragon fal1acy"1 "The increase in the 
prices even of the products of our primary industries would, 
before long, be a formidable drawback to their development and 
possibly to their continuance." The statistical authority, Mr. 
G. H. Knibbs, when consulted by the Federal Government, sub
mitted similar opinions. 

Child Endowment Again Proposed and Rejected 
But Mr. Piddington claimed in his memorandum that the find

ing could be made effective by a plan which, except that the sliding 
scale and income limit were omitted, was identical with that which 
had passed the Legislative Assembly of New South Wales the 
year before. Mr. Piddington proposed that the basic wage should 
be declared fOF man and wife only at 1.4 per week (nearabout the 
latest declared "Harvester equivalent" for the Commonwealth), 
and that 12s. per week should be paid for each actual dependent 
child of the employee. The funds for the children were to be 
raised as under the New South Wales plan, by a tax on each 
employer per head of his employees, and "the total obligations 
of the employer would be 1.4 lOs. 9d. (wage and tax) per week". 
Compared with an obligation of 1.5 16s. if the Commission's find
ing of the reasonable cost of living for a man, wife and three 
children were adopted as the Bat basic wage, the endowment pro
posal "meant a saving for industry of 1.65,000,000". 

The savings argument whet! used by Mr. Piddington was 
not so strong as when used the year before in New South Wales, 
for the alternative to endowment then was the Bat wage declared 
by the statutory authority, and even then this argument was not 
strong enough. In spite of all the unfavourable circumstances, 
Mr. Piddington had a measure of success. In awards for the 
Commonwealth Public Service Mr. Justice Powers had already in 
1916 distinguished between married and single men, and in 1918 
had strongly recommended that the Government should make an 
allowance of 5s. per week for each child exceeding three in a 
family. The Federal Government chose its Public Service as a 
suitable field for experiment with Mr. Piddington's proposals 
in a modified form. It accepted the suggested basic rate of 1.4 
per week, but reduced the allowance for each child from the pro
posed 12s. to 55 per week, and made this payable only so long 
as the aggregate of salary and allowances for children, ,did not 
exceed 1.400 per annum." This scheme has operated since 1st 
November, 1920 . 
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V 

THE COMMONWEALTli COURT'S BASIS 

MR. JUSTICE HIGGINS had stated in 1917 that the basic 
wage as awarded from time to time by the Federal Court 
was the product of two factors-( 1) the "Harvester" 

finding of 1907, and (2) the Statistician's tables showing the 
changes in the purchasing power of money." These factors 
were more or less artificial. The Basic Wage Commission of 
1920, on the other hand, derived its finding as a product of two 
real factors: (1) The standard of living adopted-so many loaves 
of bread, suits of clothes, etc., in a given period per man, and 
corresponding quantities per woman and per child; and (2) the 
family specified in the letters patent. Had the Commission 
adopted a lower standard, the finding for the specified family 
would have been lower. Had the Government specified a smaller 
family, the finding at the adopted standard would have been lower. 
After his first inquiry in 1907, Mr. Justice Higgins did not again 
subject his basic wage to any process of analysis. The "Har
vester" family tradition probably impeded him. The real sig
nificance of the Basic Wage Commission's finding is that it ex
posed the absurdity of the family of five. 

Criticizing the Commission's finding in 1921, Mr. Justice 
Powers pointed out that "there were at present" (but the figures 
were really for the year 1911) "65,000 houses of one room, 44,000 
houses of two rooms, 70.000 houses of three rooms, 205.000 houses 
of four rooms, and 190.000 houses of five rooms, making 574,000 
families (in houses of five rooms and less), and that it was dearly 
impossible for them all to live in 190,000 five-roomed houses."" 
This was really a powerful criticism of the "Harvester" family 
itself. which might have been levelled at any time since the year 
1907, when tbat famous judgment was delivered. Mr. Justice 
Powers might with even greater force have quoted the number of 
bachelors, the number of married men with no children. with one 
child, with two children, three children. and so on, and have 
pointed out that it was absurd Ie pretend to give every adult male 
a basic wage for a family of about five when amongst the round 
milIion of wage-eaming men in Australia only 75,000, or one in 
thirteen, had families of that size. and not so many as one in six 
had families of that size or greater. 

The Census figures show us how the community as a whole 
adapts its housing accommodation to its needs. We find that 
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in the five-roomed houses there are on an average 4· 7 persons, in I 
the four-roomed houses 4· 2 persons, in those of three rooms 3· 5 ! 
persons, and so on. More detailed examination shows a consider- ; 
able proportion of apparent misfitting, but the general adequacy 
of the solution found by the community as a whole is as astonish
ing as is the crudity of the "Harvester" hypothesis of the family 
of five universalized by means of a basic wage theoretically calcu
lated on that basis. 

However, in all determinations of living wages it was the 
wage, nof the hypothesis, that mattered. The wage had to be 
within the bounds of reason whatever its theoretical basis. "The 
problem is . . . . . to find what sum cem be most reasonabl, 
laid down in the circumstances of the time as the foundation 01' 

basic wage." It was, of course, possible hypothetically to appoint 
every man to the headship of a family of five persons. Thus the 
learned judge hypothetically magnified the total Australian popu
lation of adult male wage-earners and their dependents by nearly 
90 per cent. But he kept his finding within bounds. It is now 
realized that his magnified family was counteracted by a cramped 
standard or series of quantities per head. 

Mr. Justice Higgins was the first Australian explorer of an 
uncharted ocean. It was not till six years after his "Harvester" 
judgment that the Commonwealth Statistician found that the 7s 
therein allowed for house-rent was the average rent in Melbourne 
in 1907 of houses having one, two, and three rooms, i.e., houses 
accommodating, on the Census average, families of rather less 
than three persons instead of the "Harvester" family of five; and 
it was not until the Basic Wage Commission published, as re
quired by its letters patent, a fully itemized family budget, that 
there was complete confirmation of the learned judge's original 
suspicion that his celebrated re.~idue for "miscellaneous items" 
was out of proportion. By 1917 the Federal judges themselves 
had become clear on this point, for they had begun to press most 
urgently for an independent inquiry which should discard both 
the "Harvester" wage and the index-number apparatus used for 
bringing it up to date. The New South Wales Board of Trade's 
finding of 1919, in which the results of the Commonwealth Statis
tician's budget inquiries were quoted, reformed the proportions. 
But it was necessary that a complete itemization should be pre
pared and published in order that the truth of the matter might 
be clenched. Thereafter, the impracticability of costing any aver
age standard of living for a family of five and d!rlaring the 
resultant sum as the basic wage was probably recognized by all 
parties. 



VI 

COMPARISON OF STANDARDS OF LIVING, 1907-20 

I T seems worth while to compare the average standard, i.e., 
the average quantities per head actually provided in 1907 by 
the McKay factory wage of 3&. per week, which, like Topsy, 

Itad just grown, without any hypothetical family adhesions, with 
the standard adopted by the Basic Wage Commission of 1920. 
'fhe cost for a family of five of the average standard obtained 
ily the wage-eamers from 3&. per week was about 35 per cent. 
more than that Slim. Using the food, groceries, and rent pur
~hasing-power tables until November, 1914, and the new total 
Itousehold expenditure tables from that date onwards, we find 
that 36 shillings' worth in 1907 cost about iSs. of the depreciated 
money of lst November, 1920, the Basic Wage Commission's 
rosting date. To provide for its family of five the actual average 
standard obtainable in 1907 from the McKay factory basic wage, 
the Commission should therefore have allowed 7Ss. plus 35 per 
cent., i.e., is 5s. It follows similarly that the cost for the family 
of five on lst November, 1920, of the average standard obtainable 
in 1907 from the "Harvester" wage of 42s. per week was about 
£6 3s. Thus it appears that the "concrete standard" of living (i.e., 
series of quantities per head) laid down by the Basic Wage Com
mission of 192O-approximately the average current standard of 
all wage-eamers and their dependants--was somewhat superior 
10 the average standard obtainable in 1907 from the McKay factory 
wage, but not so good as the average standard then obtainable 
from the "Harvester" wage. 

A more direct comparison may be made. It has already been 
pointed out that in New South Wales, for example, the average 
basic wage current in the third quarter of 1920 within the State 
industrial jurisdiction was less than i3 17s., and within the Com
monwea1th industrial jurisdiction i3 7s. But the purchasing 
power equivalent of the McKay factory wage of 36s. was i3 ISs., 
and of the "Harvester" wage of .425. about i4 lls., if the calcula
tions be made by using. as far as possible. the index-numbers of 
the prices of all items of household expenditure. Thus it is dear 
that after thirteen years the "Harvester" finding remained unes
tablished. The whole of the elaborate family construction of the 
basic: wage, whether on a foundation of three or of two children 
besides the whole wife, had gone for less than nothing. 

Further statistical illustration of the foregoing history is 
afforded by a table of the course of "effective average wages" in 
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New South Wales from the end of 1907 to the end of 1920, 
derived from the Commonwealth Statistician's Labour Reports. 

Estimated Effective Average Wage Indes Numbers, 
Allowing for Unemployment 

(Base 100 for Commonwealth in Year 1911) 

End of Year 

1907 
1908 •. 
1909 
1910 .. .• .• .. •• 
1911 .. 
1912 
1913 
1914 
1915 .. 
1916 .• 
1917 .. .• .• .. 
1918 •. •• .. 
1919 
1920 

New South Wales 
97 
9Z 
94 
96 
97 
91 
9Z 
8S 
83 
85 
86 
89 
94 
96 

Commonwealth 
99 
93 
96 
97 

100 
95 
97 
91 
81 
85 
91 
9Z 
89 
89 

The real basic wage of 1907 was the McKay factory wage of 
36s. per week. The "Harvester" judgment was delivered towards 
the end of 1907, and, as has been pointed out, had no currency in 
the "Harvester" factory, as the Act under which it was delivered 
was declared unconstitutional by the High Court. It was not till 
1908 and 1909, in the Marine Cooks and Boot Trade cases, which 
came within his ordinary jurisdiction, "that Mr. Justice Higgins 
began to apply his "Harvester" finding. The figures suggest that 
even before the War, average wages diminished in "effectiveness" 
--except in one year, 1911, the third of three successive years of 
very great productive activity-concurrently with the persistent 
efforts to associate a hypothetical family with the basic wage. 
Except in this highly productive year, the "effective average wage" 
never reached again during this period of rising prices the level 
at which it stood in 1907. Thus not only the basic wage, but also 
the average wage, remained at the end of 1920 below their 1907 
levels. 



VII 

POLICIES AND RESULTS AS PRICES COLLAPSED, 
1920-22 

I T remains to trace the course of events and the policies of 
the determining authorities in the period of falling prices 
which began towards the end of 1920, and the following 

period of comparative price-stability. 
The State Government in power towards the end of 1920 in 

New South Wales ventured upon an innovation in the application 
of the State living wage. Hitherto the declaration of the Board 
of Trade only became current as the Court took account of it by 
varying the awards industry by industry on application, and the 
statistics of average wages show that it took a year for the increase 
of 17s., declared in 1919. to come into force throughout the State 
awards. On Christmas Eve. 1920. this Government supplemented 
a regulation issued on 20th October in respect of the Metropolitan 
area. The new living wage of £4 5s .• declared on 8th October. 
1920. which was Ss. more than the preceding living wage, thereby 
became afplicable immediately as a minimum throughout the State 
industria zone with certain exceptions and. of course, excluding 
rural occupations for which so far no living wage had been de
clared. The reaction was swift. Between the fourth quarter of 
1920 and the first of 1921 the New South Wales unemployment 
percentage rose from 7 per cent. to 14 per cent .• while the corre
sponding figures for the other States of the Commonwealth showed 
but slight increases. The effect of the regulation was to precipi
tate tendencies to unemployment already existing. The unemploy
ment of 1921 was far more severe in New South Wales (13 per 
cent.) and Queensland (16 per cent.) than in Victoria (9 per 
cent.), Western Australia (9 per cent.). and South Australia 
(8 per cent.). It was in New South Wales and Queensland that 
the greatest efforts had been made to raise the basic wage, the 
Queensland determining authority falling into line with that of 
New South WnIes by declaring £4 5s. in 1921. 

In the rapidly-increasing unemployment the Basic Wage C0m
mission became a convenient scapegoat. Six months after its 
finding was published. and just before his retirement from the 
Federal Arbitration Bench, Mr. Justice Higgins advised "all 
parties-unions and employers"-to press for another inquiry by 
"statisticians on cool. scientific lines • • • • rather than • • • • 
for pa~ent of this so-called 'basic wage' of the Commission, 
which IS not a true basic wage. but a will-o'-the-wisp that wiD 
lead them into the ditch • . . There seans to be a storm coming 
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up, with widespread scarcity of employment; and it is wise to 
keep to the moorings which we have until we make certain of 
better .... 8 The storm had already arrived, and was at its worst 
at the moment the learned judge spoke. The trade-union per
centage of unionists unemployed in Australia had doubled and 
reached its maximum of 12·5 per cent. It would be as near 
to the truth to say that the original and veritable will-o'-the-wisp 
which had led them into the ditch was not the Commission's 
finding, for this had never operated, but the five-membcred "Har
vester" family which the Federal Court had followed more or less 
closely for fourteen years, and was seemingly 10th to lose sight of. 

Succeeding Mr. Justice Higgins as the President of the 
Commonwealth Court, Mr. Justice Powers lost no time in adjust
ing his view of the "Harvester" finding to meet the obvious neces
sity that wages should fall in order that unemployment might be 
relieved. In August, 1921, he is "not sure that 'sacrosanct' is the 
proper word to use about a living wage", and on consulting his 
dictionary he quotes the meanings "pre-eminently sacred" and 
"inviolable". He continues: "Parliament and the Court have, 
however, also regarded as sacrosanct the right of employees to live 
and work for any wages they think fit to work for. The Court's 
living wage was not made to prevent men working for nine-tenths 
of what the Court thinks a living wage, if they wish to do so 
. . . ." He therefore refused to force on the Wallaroo and 
Moonta Mining Company a "Harvester" equivalent, which it could 
not afford to pay, while the men were willing to take less in order 
to keep their employment.60 In a similar strain he observed in 
September, 1921 : "The Court has no right to fix wages at a higher 
rate than the employees of any employer think fit to work for"; 
and "the Court cannot, by any order, secure to the workers more 
than the industries can pay . . . . ... , 

Moreover, he asserted the Court's freedom to fix the basic 
wage on the cost of living for any period it chose-"the cost of 
living at the moment, or for the last three months, or six months, 
or twelve months, or for the last calendar year"---QIld it could 
include in its award, if it so chose, a provision for automatic 
adjustment of the award during its term according to the tables 
of the purchasing power of money. "The Court has not laid down 
any method of fixing the basic wage as 'sacrosanct'; on the con
trary, it has always fixed it on the basis that seemed to it fairest 
at the time . . . ," •• 
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By thus claiming freedom to award as the basic wage any 
arbittary "equivalent" of the "Harvester" finding which should 
be within the industries' capacity to pay. Mr. Justice Powers really 
jettisoned the "Harvester" family and its theoretical needs. Dur
ing the period of rising prices which ended in 1920. Mr. Justice 
Higgins had found it inexpedient to give the "equivalent" for 
"the latest period". say. the last quarter. because it was too big 
to be "most reasonably \aid down". He used instead the last 
calendar year. or the last full year. or the last half-year. as giving 
a smaller and "most reasonable sum". and. moreover. made a 
practice of not varying during the term of its currency the award 
so calculated. Now. in the period of falling prices Mr. Justice 
Powers found that the "equivalents" for the past periods were 
heyond capacity to pay. would increase unemployment. and were 
not the faiRSt at the time. and that expediency now dictated the 
use of the very latest "equivalent". and perhaps the inclusion also 
of an adjustment provision which should ensure that the basic 
wage would automatically continue to fall if prices continued to 
fall during the term of the award. 

The idea of automatic adjustment of the basic wage in terms 
of the varying price-level of commodities had been in the air for 

· some time. The Basic Wage Commission of 1920 had been asked 
to report the best method of ensuring proper automatic adjust
nlent." The Federal Government thus affirmed the ttaditional 
Australian theory of basic wage fixation. viz .• that if prices in
creased the basic wage should be increased correspondingly. The 
time had not yet come to pause in the ascent of the ever-rising 
spiral; Mr. Hughes "dangled the carrot" ti11 the last minute. 

When the price collapse began. industry quickly satisfied 
itself that the automatic method was best in the new circumstances, 
and took the lead in introducing it. Mr. Justice Powers accepted 
the lead in the fo\1owing words :-"1 think the method lately 

· introduced into consent awards and agreements between registered 
· unions and employers during the last twelve months will be found 
to be fair. namely, to fix a rate for the time of an award subject 
to adjustment each quarter on the Statistician's figores.·.. Ad-

· justment by the quarterly index (of the price of food, groceries 
and rent combined) as it was published, became the practice of the 
Federal Court in September, 1921. It has held till the present 

· !ime. subject to the modification introduced by Mr. Justice Powers 
In December, 1921, of adding an arbitrary 3s. to the result of the 
q~r1y adjustment. \Vhen this modification was introduced 
pri_ were still falling. The learned judge did not explain his 
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reasoning at the time, but defended the addition in October, 1922, 
on the ground that when prices are rising it tends to meet the 
defect consequent on the adjusted wage being, during its cur
rency, always between one and two quarters behind the times; and 
that when prices are falling it "helps to operate as a set-off against 
past losses by the workers"."" 

The "past losses of the workers" was explained by Mr. Justice 
Powers to mean the difference between the sum total of the basic 
wages which the workers actually received from 1907 onwards, 
and the sum total which they would have received had it been 
possible to establish the "Harvester" wage in 1907, and to give 
them a true purchasing-power equivalent of that wage throughout 
the fifteen following years. History shows how difficult it was 
even to approach the "Harvester" ideal. A few months earlier 
the learned judge was seeking the wage that would be "fairest at 
the time, that the industries could now pay", just as Mr. Justice 
Higgins during his long presidency had claimed to seek the "sum 
that could most reasonably be laid down in the circumstances of 
the time". The amount of the "past losses of the workers" was 
therefore the defect of the actual maximum practicable in fifteen 
years of real life from the ideal which had proved unattainable. 

The New South Wales Board of Trade and the other State 
authorities also adapted their living and basic wages to meet the 
economic crisis of 1921 and the concurrent unemployment. The 
New South Wales Board reduced its living wage from £4 5s. to 
£4 2s. in October, 1921, and to £3 ISs. in May, 1922. A typical 
Victorian wages board's basic rate (Railway Classification Board) 
in 1922 was 13s. 6d. per day. In April, 1922, the South Australian 
Board of Industry reduced its living wage to 12s. ltd. per day, 
and the Queensland Arbitration Court's living wage became, in 
the same year, £4 per week. Thus it may be said that by the 
middle of 1922, when the price collapse had come to an end, the 
post-war level of Australian basic wages had been definitely set 
in the neighbourhood of £4 per week. The wage in every State 
was an adaptation to present necessities of the preceding wage 
whatever its family history (in Queensland the Legislature had 
actually prescribed the five-membered family), and an had con
verged to this common level. 

From 1922 to 1925 the Commonwealth Court's basic wage 
(adjusted quarterly) ran almost parallel with that declared by 
the New South Wales Board of Trade; the former was the 
greater by amounts varying from 15. to 55. and averaging about 
3s., the amount of the arbitrary addition introduced by the Presi
dent, Mr. Justice Powers, and confirmed by the FuJI Common-
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wealth Bench in 1922. In 1926 the cur:rent living wages declared 
by the various State authorities, all following the gradual upward 
trend of prices since 1922, were still practically equal :-New 
South Wales, £4 4s.; Queensland (declared directly by Parlia
ment), £4 5s.; Western Australia, £4 5s.; South Australia, 
148. 3d. per day; and the Victorian wages boards, inasmuch as 
they were using the methods of the Commonwealth Court gener
ally without the addition of the arbitrary 35., were on the common 
State level. 

EIf,eli". W ag.s. 
The productive activity which' fonowed the price collapse 

secured a measurable advantage for the workers in secondary 
industry. The percentage of unemployment derived from the 
trade union secretaries' returns, averaged for Australia, remained 
in 1922 at the high level of over 9 per cent. as compared with 
the pre-war percentage of 5 or 6 per cent. From 1923 to 1926 
the annual figures oscillated between 'I and 9 per cent. But even 
if this apparently higher level of unemployment be accepted, it 
can·be said that in 1922 the "Harvester" wage became effective. 
The estimates of /JIIWfI{J' wag.s (which, of course, include all 
skilled rates) made by the Commonwealth Statistician suggest 
that the new effective level of average wages in Australia, taking 
account of unemployment, was in 1922, after the price collapse, 
about 9 per cent. higher than the effective level in 190'1, but that 
this advantage had fallen to 6 per cent. by 1926 as wages and 
prices 8g:1in gradually increased. 



VIII 

NEW PROSPERITY DEVELOPMENTS 

The Industrial Commission of 1926 

THE next outstanding declaration of a living wage was made 
by the Industrial Commission in December, 1926.18 The 
Board of Trade's last .declaration (£4 4s.) was made in 

1925; the Board was abolished by the Industrial Arbitration Act 
of 1926 and replaced by an Industrial Commission, Mr. Pidding
ton, K.C. (afterwards Mr. Justice Piddington), being appointed 
Industrial Commissioner. The living wage provisions of this Act 
were different from those of the previous Act. The Commission 
was now directed to proceed to its declaration of living wages by 
two steps, the first being to determine a standard of living and 
the second to declare the living wages based upon such standard 
for adult male and adult female employees in the State. The 
family was not specified. 

As it was not practicable to determine a standard otherwise 
than in terms of some specific family, the "parties" accepted the 
suggestion of the Commission that for the purpose of inquiry 
the Basic Wage Commission's finding of 1920 be used as a work
ing basis for determination of a standard of living, on the under
standing that the five-membered family for which that finding was 
casted would not necessarily be adopted by the Commission when 
it came to declare the living wage for adult males. 

The Industrial Commission found by judgment of the Indus
trial Commissioner, the members representing employers and 
employees failing to agree, a standard of living which "for a 
hypothetical domestic unit of five persons" cost £5 6s. in the 
metropolitan area of New South Wales during the half-year ended 
30th September, 1926." This was slightly higher than the stan
dard laid down by the Basic Wage Commission of 1920, the cost 
of that standard for the same family unit, when brought up to 
date for the same area, being £5 2s. approximately. . It was rather 
less, however, than the cost for the family of five of the current 
average standard of living-wage earners, viz., about £5 13s., by 
the method of estimation already used. 

It is clear, on perusing the judgment, that a flat living wage 
declaration of £5 6s. (or of £5 4s., which was about the equivalent 
for the State, excluding the rural areas, of the Metropolitan find
ing) was regarded as economically impossible. The Commissioner 
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held that under existing law "it is impossible so to base the living 
wage on the determined standard of living as to secure that deter
mined standard for all. • • • The only thing to be done, therefore, 
is to regard the present position as transitional and to declare the 
living wage now at its present figure, £4 4s., which will, as it 
happens, provide the standard of living for a man, wife, and one 
child (the approximate average of children per adult male), and 
to couple this with a recorded decision that early legislation by 
the State Parliament is imperative to secure family allowances.""· 

This refusal of the Commissioner to declare as the living 
wage for adult males his finding for the family of five was a final 
acceptance of the view that if the current average standard of 
living of living-wage earners, or a standard near to that current 
average standard, be costed for an arbitrary family, the resulting 
sum co .... ol r,asmsab!;l b, laid dOWfl as Ih, living wage. The 
principle which Mr. Justice Higgins enunciated in 1916, "What 
sum can be most reasonably laid down in the circumstances of 
the time is the foundation or basic wage", again prevailed, and 
at the same time the "Harvester" family of five persons was unmis
t~ably discarded. So also was the Board of Trade's family of 
four, for the Commissioner stated that the current living wage of 
£4 4s. sufficed only to provide his determined standard for man, 
wife, and one child. It was, of course, by the adoption of this 
domestic unit, however transitionally, that the Commissioner 
based his declared living wage of £4 4s. on his determined stan
dard, as required by the Statute. 

An assessment by the Commissioner of lOs. or lis. per child 
was thus implied: lOs., if the current wage of £4 4s., which was 
based on the average cost of living in the Metropolis and towns 
combined, be compared with the equivalent for the same area 
of the Commission's finding for man, wife, and II,r .. children, 
via., £5 45.; and lis. if the comparison be confined to the Metro
politan area, for which the Commission found £5 6s. 

Clti/d E .. d_ent Establisl," ill NftIJ SOIIth Wai,S 
The New South Wales Government adopted the Industrial 

Commissioner's recommendatioll by introduang Child Endow
ment in 1927. By an Industrial Arbitration Amendment Act the 
Commission was directed to fix the living wage for adult male 
employees on the requirements of man and wife only, and a 
Family Endowment Act-to operate simultaneously with the 
declaration of the living wage on this new basis provided allow
ances for children at the weekly rate of 5s. per child, subject to 
the limitation that the average weekly income m:eived during the 

Itt. _ .. _ 



42 THE LIVING WAGE IN AUSTRALIA 

year preceding a claim, plus the weekly allowances payable during 
the ensuing year, should not exceed the living wage declared on 
the requirements of man and wife together with 55. for each 
dependent child. 

New Living Wage Basis-Man and Wife 
The next important declaration of the living wage was made 

by the Industrial Commission in June, 1927, as a result of this 
legislation. i8 It was the first occasion when the New South Wales 
determining authority had to declare the living wage on the re
quirements of a specific family unit prescribed by Statute. The 
Commissioner held that "while it is not imperative to act upon 
the standard of living determined in December, 1926, it is open 
for the Commission to reaffirm that determination, and then, in 
conformity with the man and wife unit, to declare the living wage 
at £3 13s."·· This sum was the remainder after subtracting 115. 
as the implied average cost of a child from the £4 45. which was 
in December stated as sufficient to provide a man, wife, and one 
child with the standard then determined." 

But the Commissioner did not adopt again his standard of 
December, 1926. He held that "the term 'living wage' implies 
current huma .. standards", and "the human standard now current 
for such an employee (having a wife but not children) is the 
standard which the law of New South Wales has created and 
maintained for him over a long period of time. Since August, 
1925, and up to the present, it has been a standard the cost of 
which has been £4 4s. a week. Before August, 1925, it had been 
the Same standard praetically, though its money measurement had 
slightly varied." The Commissioner accepted the staMMd of 
living obtainable after August, 1925, for ma .. OM wife by fIIl'ans 
of a.. expe..aiture of £4 4s., brought the cost of that standard up 
to June, 1927, in terms of the slight increase in prices, and declared 
that the living wage based on the requirements of man and wife 
should be £4 5s. per week.61 -

The problem was one of extreme difficulty. The suggestion 
was that the current rate should be reduced by some sum not 
exceeding lIs. Experience showed that large upward departures 
from the ruling rate, either when gradually applied (e.g., the 
New South Wales Board of Trade's increase of 17 •. in 1919), 
or when instantaneously applied (e.g., the same Board's Ss, 
increase nnder the 29th October and Christmas Eve Regulations 

... N.3.W. IA.B.. VaL ... »p. 1_. 
H. lUta. p. 17L 
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of 1920) had been accompanied by economic reactions which 
atultified the findings of the wage-fixing authority. Only two 
reductions of the living wage had previously been made in New 
South Wales, and these had amounted to no more than 35. and 
4s. respectively, and had followed the rapid price falls in the 
critical times of 1921. At the present time, June. 1927, the 
household price-level, on the contrary, was almost stable. There 
were no economic clouds plainly visible to all. Indeed, the esti
mates of production prepared by the official statisticians, both 
Federal and State. showed apparent prosperity. Any reduction 
now would be incorporated, under Section 20 of the amending 
Arbitration Act of 1926, in all the awards almost at once, and 
in any case retrospectively to the date of the declaration. How
ever strong the arguments might have been for a gradual deftation 
of costs and prices in order to maintain our exports in the face 
of the fall in world prices which was forecasted. it was regarded 
as unproven that such a deftation should begin precipitately with 
a drop of even 4s. in the State living wage, involving an al",on 
","Mllial. diminution in the purchasing power of wage earners 
within the Commission's jurisdiction amounting to something like 
£3,000,000, and an inevitable consequent disturbance first of the 
retail markets and then of manufactures and employment. Against 
this loss of purchasing power there might, of course, be put the 
potential gain of purchasing power by those among whom the 
receipts from the Family Endowment Tax, e..'<pected to be about 
£4,000,000, would be distributed. But, in view of half the 
employees being subject to the higher Federal basic wage of 
£4 lOs. 6d., the number eligible for endowment was extremely 
uncertain; only actual working of the scheme could determine 
the total purchasing power which would thus be distributed. More
over. any reduction of the living wage at the inception of the 
Endowment Scheme would automatically reduce the amount of 
endowment payable. for the Family Endowment Act provided that 
this should be determined by comparison of the preceding year's 
income with the living wage now to be declared. 

It was incidentall}' argued that, as regards industries within 
the industrial jurisdic:tton of the Commission. the total burden of 
a living wage of £4 Ss .. together with the 3 per cent. tax laid on 
the tota1 wage and salary bill by the Family Endowment Finance 
Act. would not exceed the burden of a flat living wage of £4 8s. 
per week (for 3 per cent. of the Commonwealth Statistician's 
published general average wage rate was 3s. per week). wherea$ 
the CUl'ftDt Federal basic wage for New South Wales, including 
the "Powers 3s .... was H lOs. 6d. The exclusion in this argu
ment of taxation of salaries, fees, etc., which might DOt be affected 
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by an increase in the Bat living wage only slightly invalidated it, 
but a real complication was that the wage bills of industries within 
the Federal industrial jurisdiction were by the same Act taxable 
at the rate of 2·7 per cent., for this was equivalent to raising the 
Federal basic wage also by almost 3s. Here, indeed, lies the most 
disturbing condition of the whole problem, the existence of rival 
industrial jurisdictions in New South Wales, and likewise in every 
State of the Commonwealth. 

To the commentator it appears that the Industrial Commis
sioner in June, 1927, solved his difficulties by choosing among the 
ruling basic rates, just as Mr. Justice Higgins in 1907 and Mr. 
Justice Heydon in 1914 had chosen among the ruling minimum 
rates of their times. The Queensland determining authority 
throughout, with a statutory family of five prescribed since 1916, 
and the Western Australian authority in 1926 with a family of 
four chosen by itself, and other State authorities, had likewise 
assimilated their findings with those ruling in New South Wales 
and other States. All were able to contemplate standards which 
when costed for the prescribed or chosen family unit produced 
rates which could reasonably be laid down. 

As an example, which I have not hitherto quoted, of the 
common attitude, Mr. Justice McCawley, giving the opinion of 
the Full Bench of the Queensland Arbitration Court in 1921. 
said: "Although this Court . . . • is not subject to direct control 
by other wage-fixing authorities, it is always influenced by the 
wage standard adopted by the Federal Court and in New South 
Wales and Victoria .... We have come to the conclusion that 
it wduld be inimical to Queensland's industries and to employers 
and employees alike if we were now to adopt a higher minimum 
wage for the average industry than that adopted as the basic wage 
in New South Wales, viz., £4 5s. per week."" Similarly, in 1920 
Mr. President Jethro Brown, of the South Australian Court·'Of 
Industrial Arbitration, held that the normal and reasonable needs 
of the average employee . • . . cannot be interpreted without 
reference to national income and national output, and the Board 
of Industry of which he was president maintained this attitude in 
1921 and 1922." It bas already been noticed that the New South 
Wales Board of Trade also had claimed and exercised discretion 
to vary the standard in terms of economic circumstances. In 
1919, in its second declaration under the Act which constituted 
it, it raised its standard by 22 per cent., and in the following year 
it depressed this new standard by 12 per cent. 

The Commissioner's decision did not, however, give universal 
II. QunUu 1.a.triaI Gaut .... JIareh. 1111. pp. Uf. 141 •• 
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satisfaction. Although freedom to vary_ the standard in terms of 
changes in economic circumstances was conceded, it was argued 
that such freedom could only be exercised with due regard thereto. 
The Legislature had in 1927 specified the new unit of man and 
wife with full cognisance of and in consideration of the standard 
laid down by the Industrial Commission a few months before. 
The discretion of the Commission was, therefore, it was argued, 
limited to such variation of the standard then laid down as might 
be justified by such changes in the economic circumstances as had 
occurred in the meantime. A Royal Commission, consisting of a 
former Justice of the Arbitration Court, a District Court Judge, 
and an eminent King's Counsel, appointed to inquire into the 
legality of the decision, reported in October, 1927, its majority 
opinion that the Industrial Commission in June, 1927, had "acted 
upon a wrong principle and exceeded the powers conferred upon 
it . . . .11'" 
Livi .. g Wag' BaM Modified 1o Ma .. , Wit', a"d 0 .. , Child 

A change of Government presently occurred, and an amend
ing Arbitration Act was passed in 1928 which reconstituted the 
Industrial Commission. While being retained on the boards or 
conciliation committees, the representatives of employers and 
employees were removed from the supreme body, which now con
sisted of three members, each having, in membership, the status 
of a Supreme Court Judge. Moved by "parties" to the living' 
wage inquiries, the new Commission by majority in September, 
1928, upheld the finding of the Royal Commission of Inquiry 
that the declaration of lune, 1927, was incorrect, and after pro
tracted public inquiry mto the whole question of living wages 
delivered final judgment in October, 1929." 

The Commission by majority found that the living wage 
proper to be declared for non-rural industries on the basis of the 
requirements of man and wife was £3 12s. 6d. per week. Quoting 
a statement in the Industrial Commissioner's judgment of June, 
1927, that "a standard once ascertnined and determined should 
not lightly be departed from", they thought "it proper to adopt as 
a living wage standard substantially the standard of living dete .... 
mined by the Industrial Commissioll in December, 1926. • • .
"With regard to the contention that reduction of the living wage 
would reduce the amount of child endowment payable to a family, 
they held that the law directed the Commission "to disregard any ... _oI_Oam_ ... ___ ....... ~O'" 
............ llr.. PidIti...... &..c.. lilt. ... 11 (Gawu _t Pria-., .,..... _'-'_1. 
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claims based on the requirements of children when considering 
the amount of the living wage," and therefore that the Commission 
could not include in the living wage any "amount referable to 
failure on the part of. the Legislature to make complete and ade
quate provision for these children".67 

Coming to the question of economic circumstances, they said! 
"Considering, as we do, that Parliament has not, in respect of this 
reduction, permitted us to take into account the economic conse
quences of the same, we have in our findings given no weight to 
such considerations, though it is obvious that the situation must 
be reviewed from that standpoint." And in view of the possible 
"far reaching" and "serious" effects of a reduction in the living 
wage from £4 55. to £3 12s. 6d. under the law as it stood, they 
announced their decision to withhold the declaration for fourteen 
days in order "that Parliament should have the opportunity of 
considering the present state of the law on this subject and the 
possible economic results flowing from the application of that 
]aw."68 

The New South Wales Government promptly responded to 
this invitation to consider the law by inducing the Parliament to 
pass a brief Act suspending the power of the Commission to 
declare any living wages until it had decided what to do. After 
some weeks' consideration, the Government introduced an amend
ing Bill providing that in future the living wage should be based 
on the requirements of man, wife, and one child, and that for its 
first declaration the Commission should forthwith use the materials 
already available to it to determine the cost for the added child, 
and add the same to its recent finding of £3 12s. 6d. for man and 
wife only. The Bill passed, and shortly afterwards the Commis
sion found lOs. per week in respect of the added child and de
clared the living wage at £4 2s. 6d. per week. 

A consequential amendment of the Family Endowment Act 
was also made, which excluded from endowment one child in 
each family, inasmuch as one child would be provided for in the 
living wage based on the new unit, and a further amendment at 
the same time remedied the defective section of the Family Endow. 
ment Act under which endowments would increase if the living 
wage increased, and decrease if the living wage decreased, by pr0-
viding that payments of endowment should in future be deter
mined by comparing the income during a past period with the 
living wage current during that same period, instead of the living 
wage which might be declared subsequently . 

• , I ... D • .us. 
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When examined for general principles of living wage fixa
tion, the judgments of the Industrial Commission of December, 
1926, and June, 1927, and that of the Industrial Commission of 
October, 1929, seem to give equal weight to the consideration of 
economic consequences. The former regarded a declaration which 
involved a marked departure from the current living-wage rate, 
whether up to £5 65. or down to £3 13s., as economical1y imprac
ticable. The Commission of three were equal1y apprehensive of 
the serious and far-reaching results which, they were convinced, 
would fol1ow such a departure. The difference between the two 
judgments was a difference of legal procedure rather than of liv
ing-wage principles. In the former it appears to have been held 
that interpretation of the relevant Statutes was governed by the 
economic considerations; in the latter that what the majority of 
the Commission regarded as the plain meaning of the Statutes 
must be pursued to its logical conclusion and stated together with 
the economic considerations for the information of Parliament. 
The Commission of three refused, however, to take the respon
sibility of declaring that conclusion forthwith as the living wage. 
They intimated instead that they would declare it in a fortnight's 
time if Parliament did not intervene. Thus they put on Parlia
ment the responsibility of taking account of or ignoring the eco
nomic consequences. Parliament in its wisdom did intervene, and 
prescribed as the future basis the requirements of man, wife, and 
one child, the unit which had been held bv the Industrial Com
missioner in his judgment of December, i926, to be the proper 
unit for the purpose of fixing the living wage if the flat rate sys
tem were continued. It may be recal1ed that this unit had been 
put forward ten years earlier as the nearest practical approxima
tion to the average domestic or family responsibility of the adult 
male employee. 



IX 

CLASSIFICATION OF DECLARATIONS 

T HREE classes of originating declarations of living and 
basic wages in Australia may be distinguished. The feature 
of the first class is the adoption of a particular family or 

domestic unit in conjunction with a particular standard, instead 
of the average standard being enjoyed at the time by living-wage 
earners. The "Harvester" finding of 1907 is such all instance. 
The standard then used by Mr. Justice Higgins was the particular 
standard obtained by a family of about five from one of the 
current rates; that is to say, a much lower standard than was 
being obtained on an average from that rate, viz., by a man with 
a wife in about 65 per cent. of cases, and on an average only one 
child. . Similarly, the standard adopted by Mr. Justice Heydon, of 
New South Wales, in 1914, when he used the family unit of man, 
wife, and two children, was the particular standard then being 
obtained by a man, wife, and two children from the most fre
quent minimum rate then current, viz., 8s. per day. Similarly, 
Mr. President Jethro Brown of South Australia, Mr. Justice 
McCawley of Queensland, and Mr. Justice Dwyer of West Aus
tralia adopted particular standards approximating to those actually 
being enjoyed by a man, wife, and three or two children, respec
tively. Again, in June, 1927, the Industrial Commissioner, with 
a domestic or family unit of man and wife prescribed by the 
Legislature, adopted the particular standard then being obtained 
by a man and wife from the current living-wage rate. In all the 
declarations in this class the resulting living wage arrived at by 
the authority necessarily did not depart to a very marked degree 
from the current rate. 

The distinguishing feature of the second class of declaration 
is the assessment of the requirements of a particular family unit 
at the average standard being enjoyed at the time by living-wage 
earners, or by wage earners generally. The New South Wales 
Board of Trade's living wage of 1919 is an instance. The current 
living wage was 1.3 a week. Adopting as its standard approxi
mately the average standard being obtained from this wage, the 
Board assessed the cost of the requirements of the particular 
family unit adopted by it, viz., man, wife, and two children, at 
1.3 175. This sum was declared as the new living wage. A second 
instance is the finding of the Commonwealth Basic Wage Com
mission in 1920. The average in the Commonwealth of all wage 
rates was then about 1.4 55. Adopting as its standard the average 
standard being obtained by wage earners generally, i.e., from 

.f8 
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wages averaging £4 5s., the Commission .assessed the cost of that 
ltandard for the particular family unit prescribed for it, viz., man, 
Wife, and three children, at £5 16s. This finding did not become 
the basic wage. 

A third instance is the finding of the New South Wales 
Industrial Commission of December, 1926. This Commission 
~hose a standard which was slightly lower than the average stan
dard then obtainable from the current living wage of £4 4s; It 
~osted the requirements of a hypothetical family unit of man, 
wife, and three children at this adopted standard, and found a 
sum of £5 61. This it refused to declare as the living wage. 

A fourth instance is the finding of the reconstructed Indus
trial Commission of New South Wales, announced in October, 
1929. This Commission substantially adopted the standard deter
mined by the Industrial Commission in December, 1926, i.e., a 
standard which differed but slightly from the average standard 
then and still obtained by living-wage earners. It costed the 
adopted standard in terms of man and wife-the unit prescribed 
by Parliament early in 1927~d found a sum of £3 12&. 6d. 
This the Commission refused to take the responsibility of declar
ing forthwith, and Parliament intervened to prevent it from being 
declared at all. 

These four findings ~ss the common characteristics that 
the standard adopted was In all cases near to the average standard 
being enjoyed by the living-wage earners, and that a family or 
domestic unit was adopted either actually er hypothetically which 
differed either upwards or downwards from the true average 
domestic unit. Only in the first case, the Board of Trade's finding 
of 1919, was the finding declared as the living wage, and this 
declaration proved futile. It was found to aggravate existing 
economic difficulties; it was accompanied by further inflation and 
further depreciation of the value of money. As regards the 
second example, the chairman of the Basic Wage Commission 
poinred out that £S 161. could not be adopted as the basic wage. 
It was not within the domain of practical economics. As regards 
the Inst two examples, both the authorities who made the assess
ments refused to declare them as living wages. They feared the 
economic consequences. Each of these four assessments involved 
a marked departure either upwards or downwards from the cur
rent living wage. The departure was in each case nearly propor
tionate to the ext:ess or defect of the particular flUlUly unit adopted 
as compared with the true average family unit, i.e .• approximately 
a man, wife. and one child. 

In the third of the three dasses into which I am putting 
the original findings of living wages, the distinguishing feature 

D 
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;s the assessment of the cost of the requirements of approximately 
the true average family or domestic unit at the average standard 
being enjoyed by living-wage earners. 

The first instance is the alternative finding of the New South 
Wales Industrial Commission in December, 1926. As indicated 
already, the standard adopted was not far from the average stan
dard then obtainable by living-wage earners from the current 
living wage, and the unit adopted was man, wife, and one child, 
which is not far from the true average family responsibility- of 
the adult male. The assessment was £4 4s., and this sum, identical 
with the current living wage, was declared. 

The second instance is the finding of the reconstituted Indus
trial Commission of New South Wales, declared in December, 
1929. As already noted, this Commission had substantially 
adopted what was nearly the current average standard of living
wage earners, and the Parliament, after intervening to prevent the 
declaration of £3 12s. 6d. which was projected in October, had 
prescribed the new unit of man, wife, and one child. The Com
mission assessed the cost of the requirements of this new unit at 
£4 Zs. 6d., and declared this sum as the living wage. It was in 
the neighbourhood of the current rate of £4 5s. 

Advantages of Man, Wife, and One Child os Basis 
I think that the history outlined leads to the conclusion that 

it is at least questionable whether any useful purpose can in future 
be served by adopting as the basis for the living wage any family 
unit which differs from the true average family or domestic 
responsibility of the adult male employee. The nearest practical 
approximation to this is a man, wife, and one child. A wage 
authority choosing any other unit must adopt a standard approxi
mating to that which is being enjoyed by families of the particular 
size chosen. For if the authority does contemplate the average 
current standard of the living-wage earners, and attempts to cost 
the requirements of its domestic unit at that standard, it is bound 
to reach a result which departs markedly from the current living 
wage. The wage-fixing authorities throughout, almost without 
exception, have refused to originate a living wage differing in any 
marked degree from the current ruling rates. The one exception 
was the Board of Trade declaration of 1919, and it seems unlikely 
that any authority would wish to repeat that experiment. The 
risk of disturbing by large impulses the nominal purchasing power 
of the vast masses of the community whose living depends on 
wages is too formidable. The economic consequences of either 
large inBationist or large deflationist measures are too incalculable. 

One great advantage might be expected to come from the 
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general adoption of approximately the true average- family unit. 
Authorities who are at present loaded, either by tradition or by 
Statute, with, say, a man, wife, and three children really cannot 
risk an inquiry mto the current average or general standard of 
living of living-wage earners; for the determination of that stan
dard win surely produce an impracticable result if applied to the 
excessive unit adopted. But if approximately the true average 
unit be adopted, the current average standard of living-wage 
earners can be examined in detail, item by item, without fear of 
an absurd result. Real inquiry into the current standards and their 
trends could then be undertaken with a view to adding to our 
knowledge of this fundamental problem. 



X 

CURRENT STATISTICAL FALLACIES 

Curren' Fallacies 

I T may be worth while here to consider some of the current 
'fallacies as to the necessity to provide for two or three depen
dent children in order to prevent race suicide. If "a thousand 

years are but as a day" in the sight of the Supreme Being, then, 
during the nineteenth century and after, the world has passed 
through three hours of the most intensely rapid multiplication of 
population in recorded history. Taking the case of Great Britain, 
the population increased from ten and a half millions in lSOI to 
thirty-seven millions in 1901, so the average rate of increase was 
11 per cent. per annum. Let us calculate what would have hap
pened if this had gone on for two such celestial days, which is 
about the interval between the time of Julius Czsar's landing at 
Dover and the year 1930. Guessing the early population of 
Great Britain to have been only a quarter of a million--rnost 
guessers, I think, put down a bigger figure-the present popula
tion, if the rate of increase characteristic of the nineteenth century 
had prevailed throughout, would by 1930 have been such that only 
about five square inches of the whole surface of the earth, includ
ing all the water surfaces and the arctic and antarctic regions, 
would have been available for each person. The rate of increase 
of 11 per cent. per annum is hardly, to use Mr. Justice Higgins' 
words, either "sacrosanct" or a "fundamental dogma". By con
centrating our reason on the nineteenth century, and refusing to 
look before and after, we are, of course, able to look upon rates 
between 1 per cent. and 2 per cent. per annum as those which are 
pre-ordained. It may be noted that if an average of even two 
children under the age of fourteen per living married male be 
postulated, a natural increase of 2 per cent. per annum i~ implied 
under vital conditions existing in Australia. ' 

We may examine this matter a little further. The latest 
Austra1ian life-tables prepared by Mr. C. H. Wickens, I.S.O., 
F.I.A., F.S.S., etc., as Commonwealth Statistician, show that 
if the Australian birth-rate fell to seventeen per thousand the 
population, apart from migration, would continue to increase for 
a great many years, and would ultimately become stationary 
if no further advances were made in the prevention of infant 
mortality, and if there were no further increase in the expecta
tions of life of persons surviving infancy. By the time the sta
tionary condition was reached, when, of course, the death-rate 
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would gradually have increased from its present rate to seventeen 
per thousand as the proportion of persons at the younger ages 
gradually fell, the average number of children under the age of 
fourteen per married male in the population, assuming that the 
present proportion, about two-thirds, of the adult males were 
married, would be about one. Thus it is clear that the Australian 
popUlation would not decrease if the married males in the com
munity at any moment had on an average only one dependent 
child under the age of fourteen years, and this average would still 
permit two-thirds of the men living at any moment to have enjoyed 
or be enjoying the honds of matrimony. 



B-THE EFFECT OF THE LMNG WAGE 
POLICY ON WAGES FOR SKILL 

I 

EARLY PRONOUNCEMENTS AND PRACflCES 

T HE idea that the living wage should be a foundation wage 
was not accepted by the State judges in the early days of 
wage regulation in New South Wales. In 1905, in the first 

important statement of principles which should guide the Court, 
including the principle of the living wage, Mr. Justice Heydon 
expressed the view that the "real price of labour" and the "law 
of supply and demand" should have "full effect • . • in the case 
of all labour above the lowest or the living-wage Iimit".l 

Judge Scholes, of the same Court, in 1911 explicitly rejected 
the idea of building up from the living wage: "There is a gener
ally prevailing idea, and it has been stated in this case, that the 
man who is being paid the living wage is the lowest grade of work
man, and that each workman of a better class must be graded 
upwards from him according to the comparative value of his 
work. This, in my opinion, is an error. The living wage is not 
necessarily the value of the man's work; it may be more than that 
value. Several grades of labour of different values may be 
together awarded the living wage-not as the value of the work, 
but<, as the living wage. The man who asks for more than the 
living wage must show, not merely that .he is above the lowest 
grade of workman; he must also show that the value of his work 
is greater than the living wage."· 

Both these judges appear to have held that prescribed wages 
should generally represent the real value of tile work done, sub
ject to the limitation that the prescribed wage should not be less 
than a living wage, i.e., a wage based on needs. The living wage 
might therefore contain a margin above tile real value of the 
work done by tile living-wage earner, and up to t11is point skill 
should reap no monetary reward. 

Judge Scholes in tile judgment 'cited above also rejected the 
proposition that aU rates of wages in an award should be raised 
with tile increase in the cost of living: "I may say at once that 
I reject that statement as being economically unsound. If that 
were so, tIlen every man who is in receipt of pay, no matter how 
high, would require his pay raised if the cost of living rose. But 

1. NoS.'''. A.B.. vii. Co "p ...... 10. 
a. N.8.W. A.B.., VaL 10 ........ L 

54 



THE LIVINq WAGE IN AUSTRALIA 55 

1 do admit and accept the argument so far as it relates to the man 
who is merely receiving what is called the living wage, that it may 
rise and, be it understood, may also fall as the cost of living shall 
rise or fall ... • 

, 

Mr. Justice Higgins, of the Commonwealth Court, on the 
other hand, seems at first to have regarded the wage for the 
unskilled labourer as a basic or foundation wage on which 
secondary wages should be built in proper ratios. In his "Har
vester" judgment, 1907, he says: "The ratio of wages paid by an 
employer is a tolerably safe guide as to the relative merits of the 
two classes" (unskilled and skilled), "although the abso/ut, 
amOUNts may be too low.'" If, after making an award, he had 
held to this principle, he would have been bound in varying the 
award to raise or lower the secondary wages in the same ratio as 
he raised or lowered the basic wage. That is to say, the percentage 
of increase. or decrease applied to the foundation wage would also 
have been applicable to the extra wages or margins for skiD, un
pleasantness, etc. 

But in the Marine Cooks case, 1908, the first after the "Har
vester" finding which came within his ordinary jurisdiction, he 
quoted past rates showing that differences in wages which corre
sponded to differences in skill, etc., had for ten years remained 
constant while the wages fluctuated. Thus, between 1889 and 
1908 the wages of cooks showed a fluctuation of 1.2 per month, 
but the difference between wages paid to chief and second cooks 
was £5 throughout. Similarly, as between A.B.'s and firemen, 
there was a constant difference of 1.2 in favour of the firemen, 
although the wages of both showed a fluctuation of 1.2 during 
the period.- His award preserved the existing arithmetical differ
ences and not the ratios, each rate being increased by an addition 
of £1 lOs. 

Mr. Justice Higgins thus withdrew the principle of ratios 
adumbrated in his "Harvester" judgment. A further modification 
of principles appears in his treatment of the Broken Hill Miners' 
case in 1909. Metal prices had fallen: the world's production of 
silver. for example. of which New South Wales produeed about 
one-sixteenth. increased from an average of 183 million oz. in 
1905-1907 to 213 million 0&. in 1908, and to 227 million oz. in 
1909. and the price per 0&. fell from 28/wcl. in 1907 to 23Hd. in 
1909; and the Broken Hill mines were beroming less profitable. 
Treatment of tailings and refractory ores, although passing out of 
the experimental stage, had not definitely been established. The 
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number of men employed in silver mines in New South Wales had 
decreased from lO,OOO in 1907 to 7,600 in 1908 and 6,200 in 1909. 
Mr. Justice Higgins considered the restrictions imposed by the 
apparent economic condition of the industry, and pronounced as 
follows :-"Unless great multitudes of people are to be irretriev
ably injured in themselves and in their families, unless society is 
to be perpetually in industria1 unrest, it is necessary 10 keep Ihis 
living wage as a Ihing sacrosanct, beyond the reach of bargaining. 
But when the skilled worker had once been secured II living wage, 
he has attained nearly to a fair contractual level fIIith the employer, 
and, with caution, bargaining may be allowed to operate.'" 

Mr. Justice O'Connor, in the same jurisdiction, had said in 
1906 "that competition ... may under certain conditions produce 
a market rate of wage which literally is not enough 10 keep body 
and soul logether. Market value, therefore, cannot be the only 
test; but markel value must always be Ihe most important element 
in any test which is to be applied.'''' The President of the New 
South Wales Court had in 1905 expressed a similar view, intro
ducing the living wage limitation with greater clearness, and now 
in 1909 Mr. Justice Higgins appears to have adopted a \ike 
attitude. 

The period 1901-1911, within which these pronouncements 
were made, was shown by subsequent researches into prices made 
by the Commonwealth Statistician, and published in 1912, and 
into food consumption made by the New South Wales Government 
Statistician, to be a period of considerable fluctuation both in prices 
and '·in consumption of food and groceries. For example, in 1902, 
1903 and 1908, prices of these goods combined in fixed quantities 
were higher than in 1911. On the other hand, the estimated 
annual consumption of meat rose from 240 lb. in 1901 to 270 lb. 
in 1911; similar increases were estimated in the consumption of 
butter, milk, fish and oatmeal, and decreases in many carbo
hydrate foods-flour, potatoes, sugar and rice. House rents, 
however, had been gradually and persistently rising, partly no 
doubt because of improved quality of houses, and partly also 
because the community was too busy with production other than 
house-building. Thus in 1911 rents were about 33 per cent. 
higher on an average in the capital cities of the Commonwealth 
than in 1901.8 
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This period was indeed one of most rapid expansion of pro
duction. The Commonwealth Statistician's tables show that in 
1901 the value at the place of production of the principal com
modities produced-the value of buildings not being included
was £30 per head of the Australian population, and in 1911 a 
little more than £41 per head. This increase of 37 per cent. was 
not a mere matter of money inflation, for the index of wholesale 
prices of commodities, excluding rents, of course, was only 3 per 
cent. higher in 1911 than in 1901. The increase during this 
decade in the average consumption of animal foods by a popula
tion of North European extraction is evidence of general pros
perity, and this state of prosperity was favourable for the humani
tarian living-wage experiment. 

The N.S.W. Industrial Disputes Act, 1908, empowered the 
Court to vary an award during its currency, this question having 
caused much discussion when "it was laid down very strongly 
by the Supreme Court , • . that awards could not be varied, that 
they must run their course.... Judge Scholes in 1911 exercised 
this power id a limited way by varying an award which had nearly 
a year to run to the extent of increasing the living wage rate to 
the 7s. 6d. per day recently found by the Court, b'" l.tJrJi"9 1M 
II'glutr ral.s ""'OMfh.d.10 And in February, 1914, Mr. Justice 
Heydon, after an elaborate inquiry into the cost of living, declared 
Ss. per day to be "the strict liVlng wage," recommended the Boards 
to add thereto certain prosperity allowances, and suggested to them 
that existing awards should be reopened to bring ral.s b.10flJ 1M 
.... 1;"'''9 Il109' tip 10 Ihalla .. l, hi "0' 10 oller ollter roilS. 
, These Boards had been established under the N.S.W. Indus
trial Disputes Act, 1908, as tribunals subordinate to the Court. 
It is impossible to say whether the Boards in making an initial 
award, or a new award to replace one which had expired, fol
lowed consistently any set of principles. Doubtless they were 
influenced by Mr. Justice Heydon's tnpedal statement, enunciated 
in 1905, of the needs of a family, the supply of and demand for 
labour, and the prosperity of the industry; and as regards the 
actual amount of the living wage by Mr. Justice Higgins' "Harves
ter" finding of 1907. The current ru1ing rates in kindred indus
tries for the nrious grades of labour were certainly important in 
guiding them to an award for a new industry. It seems most 
likely that the Boards by and large reproduced the arithmetical 
differences between the lower and higher rates as they stood in 
the labour market after a considerable period during which the 
upward movement in prices had been very gradual. There is DO 
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evidence of any tendency after the unusual price increase of 1912 
to accept the ratio principle suggested by Mr. Justice Higgins in 
1907, and rejected by Judge Scholes in 1911. The unusual charac
ter of this increase is measured by the fact that in the last quarter 
of the year 1912 a regimen of fixed quantities of food and groceries 
cost about 16 per cent. more on an average in the capital citie.. 
than in the year 1911, and house rents increased by a further 8 
per cent.; so already in 1912 there was a foretaste of the rapid 
price movement which characterized the war period.ll 

Thus it seems that before the war the policy of the State 
Courts and Boards in making new awards was to arrive at "fair 
market rates" for skilled men, and to take into consideration the 
more or less genera1ly accepted living wage basis 7s. per day from 
1908 to 1911, 7s. 6d. from 1911 to 1914, and Ss. in 1914. The effect 
of this from 1901 onwards was that the earlier differences be

. tween the lowest rates and the skilled rates were not more than 
maintained in nominal value, and that already before the war 
there was a gradual falling tendency in the purchasing power of 
the differences or margins for skill as the cost of living gradually 
increased and the living wage policy became more potent. This 
tendency was somewhat accentuated from 1911 onwards when 
the Court, faced with the large price increase of 1912, refused 
to do more in awards. whose term had not expired than bring the 
lower rates up to the latest living wage level. 

In the sphere of the Federal Court, the development and 
acceptance by the Court of the Commonwealth Statistician's index 
numbers of prices (of a regimen of food and groceries and shelter 
/ized'in quantity) brought about an increase of the Federal basic 
wage from the "Harvester" basis of 7s. per day, first applied in 
1908, to 8s. 6d. per day in 1913. Mr. Justice Higgins' idea of ratios 
subsisting among the various rates was never adopted. The prac
tice was usually to add the same increase to all rates alike, unless 
a change in the duties of a classification necessitated a modifica
tion of the rate corresponding, and provided "the capacity of the 
industry to pay"l" what the Court should adjudge as fair rates 
throughout the log was not in question, as it was, for example, in 
the Barrier Miners' case of 1909. 

This general practice had the effect of maintaining the differ
ences or margins at the ~sting nominal values. For example, 
in varying in 1911 his Marine Cooks Award of 1908, Mr. Justice 
Higgins said :-". • . it will be seen that the difference of i2 per 
month in favour of the firemen has always been consistently main-

11. See COWJWIOIltHGUl& Bwr_ of S~ La60Iw ... ,...."..., ......... 
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tained. The A.B. is now to get not Ie$s than :!8 per month, so 
, the fireman, to preserve his relative position, should get £10 per 
month."" The maintaining of the pre-existing nominal value of 
margins when awarding higher wages of course involved relative 
depression of the skilled worker's wages. 

l" C..ut. VaL .... l .. 



II 

WAR ADJUSTMENTS. 

D URING the war the Commonwealth Court as a general 
rule continued this practice of maintaining existing nom
inal margins. On the other hand, the Court did not 

reopen awards during their currency. The large effect of this 
practice has only recently been demonstrated. From a tabulation

" of the basic rates of all Commonwealth awards current at 1st 
November, 1920, it appears that the basic rates then in force (all 
being "equivalents" of the Harvester finding) ranged from 
£2 lIs. to £4 2s., and averaged £3 7s. 3d., or nearly ISs. per week 
less than the latest awarded "Harvester" "equivalent." This re
tardation of the wage-level entailed less relative depression of the 
higher rates than if al1 rates had been kept abreast of the rising 
"Harvester" equivalent and the same nominal margins had been 
retained. 

The principle of ratios, which implied real or effective mar
gins, was never wholly abandoned by Mr. Justice Higgins. It 
was stil1 one of his principles in 1916. But he said :-" • . . in 
a time of violent disturbances in prices • • . I do not think it is 
advisable, in framing an award for three or five years to come, to 
push principles to an ext,.eme . . . If we should hereafter reach 
the haven of settled times, their claims will have to be further 
considered."u In 1918 this principle stil1 remains :-"The (Public 
Service) Commissioner argues that in the present financial posi
tion of the country, I should diminish the . . • margin attributable 
to skill; he is not satisfied with the moderation of the Court in 
refusing to increase the secondary wage because of the increased 
cost of living; he insists that the secondary wage should be actually 
reduced. . . . "1. In this instance, however, he agreed to reduce 
the margins somewhat, on the ground that the men had compen
satory advantages in the service. And in the service general1y, 
margins were reduced in nominal value by Mr. Justice Powers on 
account of the war, cost of living increases not being granted to 
those above certain income Iimits.tT 

The New South Wales Court was more concerned with the 
advancing price-level from 1912 onwards and throughout the war 
years than was the Federal Court. Not only did it confine its 
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variations of awards during their cun:ency to the living wage 
limit, but in August, 1916, it declared one living wage, viz., a 145., 
for use in varying awards still current, and a different living wage; 
viz., £2 ISs. 6d., for application in fresh awards. And in Novem
ber of the same year it propounded a plan of "diminishing mar
gins" for application when the Boards were making new awards 
for "industries that had not benefited by the war." Under this 
plan, the increase in the living wage pronounced by the Court was 
no longer to be applied uniformly throughout the old award, in 
order to derive a new award which should maintain the pr~st
ing nominal margins, but decreasingly as the old rates increased, 
and ao as to vanish at a margin of about 30s. above the old living 
wage. 

The Court's policy was maintained in the first declaration 
of the newly created Board of Trade under the presidency of Mr. 
Justice Heydon, when, in 1918, it declared one living wage, viz., 
£3, "for living-wage workers only," and another sum, viz .• 
a ISs. 6d., as the living-wage basis to which existing margins 
should be added to get the higher rates. Broadly speaking. these 
complicated and ingenious devices, while involving much litigation 
and great business for the Court, were of no great importance. As 
the incrase in the living-wage basis was 3s. during the two 
.years (November, 1916-18) in which the diminishing margin rule 
operated, the reduction which this elaborate rule caused in the 
average margin for skill was even less than that caused by the 
reservation of Is. 6<1. "fo'living-wage workers only" in the 1918 
declaration. 



III 

PRACTICES AFTER THE WAR 

U NDER the amended law of 1918 the New South Wales 
Court consisted of three judges who controlled all industrial 
awards, while the function of declaring the living wage 

was performed by the Board of Trade. Although the Court 
in September, 1919, laid down as a "prima facie" • • • "not a 
rigid rule," that the diminishing margin plan would not be applied 
in future awards, it apparently had not finally decided the question 
of varying awards generally in terms of a newly-declared living 
wage, when in October, 1919, the Board of Trade declared its 
startling increase of 17s. In applying this increase during the 
following months, the Court varied some current awards only by 
increasing the lower rates up to the new living wage of £3 17s., 
and others, where the parties had taken the precaution of asking 
for a reservation in case a new living wage should be declared, by 
adding 17s. throughout.18 Thus the variations in wages of skilled 
workers were being determined by the technical foresight and 
smartness of advocates rather than as sums which could reason
ably be laid down. Impatient of the "inconveniences and incon
gruities"IO arising out of the diminishing margin rule, the N.S.W. 
Railway Commissioners consented to a variation of their awards, 
allowing the full increase of 17s. to all grades. 

An amending act assented to in December, 1919, provided that 
after' any new declaration of living wages, any party to an award 
might apply to the Court for variation of the "wage prwisiOfU 
c01Itained in the award." While this was not mandatory. the 
Court interpreted it as giving greater powers than the Act of 1908. 
and presently allowed an application for variation of all rates." 
But it was not till June, 1920, that the State Court 'settled into a 
general practice of varying awards on application by adding the 
new living-wage increase throughout the award.1I 

The judgments of this Court were not completely harmonious 
in the following years. In an award for painters in 1925, Mr. 
Justice Edmunds said: ''You cannot get an award simply because 
employers have agreed to an increase in wages. This Court will 
fUJt take inta accovnt what is the e/fect of the law of SIl/'ply and 
demand VP01l 'fINJges. If, as appears in this case, the increase to 
which they have consented has been necessitated by the operation 
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of the law of supply afld d,_d, it is .somethiflg ifllo which Ih. 
CO",,1 will flol iflquir •• Consequently, the only way in which you 
can get an increase is exactly the same as the way in which the 
employers can get it reduced, and it would be that the margin 
which has been allowed is not a fair and reasonable one • • • "U 

The implication that the Court had some superior method of 
determining what were fair and r,aso~l, margins was, how
ever. denied by Judge Curlewis a few months later in an award 
for plumbers. Although counsel for the employers quoted 
Mr. Justice Edmunds as above. Judge Curlewis said:-" ••. the 
Court could no longer hold, except as a fiction, that the said rates 
. • • are. in fact. equal to the minimum value of the services. • • . 
Th. facts ar.: First. that the employers • • • consent to the in
crease. Second, that in kindred trades the employees have re
ceived from the Federal Court the increase sought here •••• 
Third, that in other States plumbers are receiving the rate asked 
for here." And he allowed the employees' claims." He had, 
however. in 1920 been very critical of the importance placed by 
Mr. Justice Edmunds on conditions existing in fact in allied indus
tries. which might be "dangerous and misleading guides.''''' 

Thus. after twenty years. the State Court appears to have 
returned to the view of the earlier judges. that above the lowest 
or living-wage limit. the rates generally obtaining in the same or 
kindred industries. or the fair market values. are the best guide 
to fair and reasonable assessment of the value of skilled work. 

In 1920 representatives of the skilled men brought the ratio 
principle again to the front by claiming before the Commonwealth 
Court that the pre-war margins should be effectively restored. But 
Mr. Justice Starke. while admitting that the relative standard of 
living had been affected, said :-"1 can see neither justice nor 
e.'Cpediency in the contention. • • • The wi ... of tl .. _t of the 
skilled tradesman ought • • • to be the guiding principle. • • • It 
is hardly a satisfactory solution of the problem to commence with 
the base wa~ fixed on humanitarian principles. and then add the 
marginal differences which existed between skilled and unskilled 
workmen when economic causes had full effect.- Although in 
1921 (the last pR! of his presidency) Mr. Justice Higgins in the 
Amalgamated Engineers case applied the index numbers to the St
ters' margin of 3s. awarded in the "Harvester" judgment, increu-

. ing it to 61 .... and so asserted the principle of ratios or true pre-
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~r, as distincj; from nominal, margins, the general drift of the 
Court's opinion waS" agai\lSt this principle. Next year Mr. Justice 
Powers, the new President, revil!wed this award, and reduced the 
fitters' margin to 4s: He remarked :-"It must, however, be 
recognized that for seven years before the war the marginswer. 
not increased in proportion to the increased cost of living in this 
or any other country, but only according to the proved value of 
the skilt necessary at the; time the a~d was made."'" Already, 
in 1921, Mr. Justice Powers had said that the principal reason 
against fixing margins in 1921 on the plan of doubling the mar
gins of 1907, because the purchasing power index numbers had 
doubled, was that the labour of employees had been greatly. 
lightened since 1907 by improved conditions, improved machinery 
and appliances, and shorter hours.28 

Dealing bluntly with the question in 1924, Mr. Justice Quick 
declared :-"1 consider that what took place prior to the decision 
pf Mr. Justice Powers in 1921 can only be regarded as a matter 
of historical interest. All antecedent awards must be regarded as 
res judicata, and cannot be opened up in this case. 1 can only 
deal with the industry before me according to the circumstances 
and conditions at the present time."" 

This appears to have become the settled attitude of the C0m
monwealth Court. The Court seems to have tried to settle skilled 
rates by bargaining between the parties,80 and, in doing so, it has 
reverted to the attitude of the earlier judges. "Market value 
must always be the most important element," Mr. Justice o'Con
nor had said in 1906. Above the lowest or living-wage limit, Mr. 
JUstice Heydon had held in 1905, supply and demand should have 
full effecj;. "When the skilled worker has once been secured· a 
living wage, he has attained nearly to a fair contracj;Ua\ level with 
his employer," had been the view of Mr.o}ustice' Higgins in 1909. 

27. C.A.B .• VoL 1', p. 161. 
18 C.A ..... VaL 15. p. nl. 
n C.A.B.. VoL 1 •• p. I8t. 
10. c..t.a.. VoL It. p. 250 • 

......... Prlar .. Co. PI:r. Ltd., 010 Little _ lit. M.a.. C.I. 



A 
HANDBOOK OF PRAtTICAL AND 
WRITTEN- WO~K IN E'CONOMICS 

BY 

E. C. BHA TTY. M.A.. 
Fellow 01 the Royal £CODomi. Soc:iety. Lond ..... 

Ewi"g Olwi.Ii,," C.".g .. .Allah"b"d 

ALLAHABAD: 

THE INDIAN PRESS, LTD •• 

1980 



x 
~o 

Prinletl rmd publi.h.tJ bll K. Mitbra ab the lDdilUl P ..... Lt>d., 
AU.h.bad. 



CONTENTS 

PAGE 

1. Foreword i 

2. Introduction ... iii 

SECTION I-PRACTICAL WORK 

3. Instructions for collecting Facts and Figures, 1 

4. Questionnaire No.1. 5 

.s. Questionnaire No. 2 .•• 12 

6. Questionnaire No: 3 19 

7. Instructions for Tabulating the Material col-
lected 24 

8. Budget. Charts ... 26 

9. In~tructi<tns for preparing Diagrams, with two 
Model Diagrams ... ... 3S 

SECTION II-WRITTEN WOR 

10. Subjects of Essays with Bibliography 39 

11. Questiop.naire for Village Study 63 

12. Model Essays ... 74 

13. Test Questions • .. 137 

SECTION III-MAPa 

14. Maps '" ... ... ... 169 



.. FOREWORD ',," j> 

Whon trja: written and practical work' was first 
introftuced into the intermediate course i:n -..aconomics, 
many of the teacbers were 'strongly opposed to it. 
Many supposed that it was intended to make research 
workers out . of, tbe intermediate students, which it 
WBS urged was impossible without a background of 
'theory.' Rut tbe intention of tbe practical work was 
quite the' ft>vorse. Ti,e pI'actical work was intended 

. '" pI'o'vide a barkgl'olmd and a founda'tinn tor the right 
IIl1dtl's;andilig of tile theOl·Y. After the first year's 
experience one of the teachers told me that the inter
Ull'dilile students with this praotical background were 
~r8sping the definitions and concepts of economics as 
J:,,\littly as the M. A.. students did without it. At the ' 
conference of intl'rmediate teachers held at Khurja 

. two years' III\or, all the teachers were unanimously 
in favour of the practical and written work. There 
{'an now be no doubt whatever that if this work is 
properly done, eoonomics will become a real and live 
scit-noe, and a ready tool throughout life to the student; 
()therwise it is nothi~ but dull cramming and vane 
speoulation. 'For carrying out the practiMl work 
oClorreotly. for increasing greatly the value of this work 
to the student, and for shortening the time required 
to make the work surcessful, this little book will be 
found exceedingly useful. 

BOLLAND BALL, ) 
ALLAUBA.D, ~ C. D. TBOliPSOY 

161A lHfflHbn-, 1929. ) 





INTRODUCTION 
• 

One thing that my intimate touch with the villaJe 
life has brought home to me with a tremendous force 
is the general misery and abject poverty of the Indian 
agriculturist. Hia utter lack of information as to the 
means that would improve his condition, and also the 
lack of material resources that would secure him those 
things, have al\ tended to check his economic advance
ment i and there seems to be no likeiihood in the imme
diate future that these deCects would be rem oved.. The 
appointment of the Royal Agricultural Commission 
indicates the e~tent to which the Government is in
terestE!d in the improvement of the condition of the 
people i!l the villages. The chief drag on the wheel 
of progress of the country along this line haa been the 
utter disinterestedness and apathy of the educated 
classes. It might have been said that the bourgeois 
are self-centred and selfish, dseply engrossed in the 
din and bustis of city life to .devote any time to the 
work of rural uplift. . But thE! pity is, that this apathy 
or disinterestedness is due mainly to the ignorance 
of the proper .knowledge of the life and conditions in 
the fnral areas. Those pnblic men who know anything 
about it are busy in politica, and have no time to spare 
for the work of rnral reconstruction. n is difficult to 
frame any scheme for improvement, until one is inti
mately acquainted with the conditions prevailing in 
the villages nf India. 



( iv 

It is most unfortunate that all of our courses of study 
are so ill-devised that a student gets no chance oj 
making himself conversant with the realities of life. 
His knowledge is limited to hooks. He is given no 

. Opportunity to exercise his power of observation, gather 
up facts for himself, and draw necessary conclusions 
from them'. For the proper appreciation of the pro
blems of the rural community it is essential that 
students be taken out often to the villages. A thing seen 
with the eyes makes a deeper impression than one read 
about in books. 'llre practical work ha~ much greater 
signiijcance than the mere passing of the examination. 

The success of the practical work depends very 
largely upon the teacher. ,He should m'ake trips to the 
villages as pleasant as possible, and while in the' village 
see that every student collects the facts and figures for 
himself. 

This little bOQk seeks t, create in students love fo .. 
the true spirit of research and if it is able.to get even 
15 per cent of the students of economics really interest
ed in the rural problenis, I 'shall consider my labou fS 

amply rewarded. It has, therefore, been prepared 
simply with a view to facilitate students, and, others 
in their work of investigation. The students, because 
of their ignorance of the habits,whims and fancies oj 
tbe farmer or the artisan, feel generally discouraged 
when they fail to induce them to give them the infor
mation they require. This is one reason why some 
students resort to the method of constructing imaginary' 
budgets, or copying the budgets of the students of the 



( v ) 

previous years. We have attempted in this book to
aoquaint the student with all the difficulties he would 
have to encounter in the work of his investigation, 
and the proper prooedure he should adopt. 

There is nothing ready made in this boole. Th& 
student has to do everything himself. Only the lines 
on whioh the work has to be done are indicated. 

An effort has also been made to cover the written 
work prescribed by the Board. A. large number of 
subjeots with bibliography has been given. A larger 
number of referenoes to the periodicals and magazines 
dealing with eoonomio subjeots have been included. 
It is expeoted that this will stimulate the inte rest of 
the students in sou roes of information other than their 
text-books, and would help them to keep themselves 
posted in regard to information about the various 
current problems. To help the student to get an idl'a 
as to what is required of him in writing an .!lssay. 
six essays have been inoluded which are mainly the
work of the students, but have been slightly improved 
by me in language and materials. They are by no
means perfect modols. n is very diffioult to determine 
a model. and eaoh person has bis own ideas about it. 
But these essays simply indicate what is required of 
an average student, and this doea not certainly hinder 
one from writing more if h~ has the time and patienoc.-

In preparing the questionnairea I have frel'ly nsed 
tbtl material available on the snbject and with these 
qUl'stionnaires we haY(' been able to do most snool'ssfull)" 
the practical work for BeVl'ral years with our students. 
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SECTION I 

Practical Work 



~. . . \ . -
[NSTRT,TCTIONS FO& CO:u.ECTING.FACTSAND 

. ,' • i'IGURES . • 

Extreme oare should be exercised in ..th~. seleQtion ' 
of a famil: for the purpose of col\ectingmateriaHof . 
the construction of a. family .. bIldget •. Select a f$irly ~ 
representative family •. containing earning as well as 
non_ruing members (husband, wiCe, three children 'Or 
three dependents). There is no objection to selecting 
a family having more than five members. 

• To avoid suspioion. make the objeot of your in-
quiry olear at the very outset. Very often the' villag
ers are frightened by your appearanoe in the village, 
as they have very' few visitors lib SOu exoopt the 
Government oMcials. Conaidering the nature or your 
inquiry they are likely to suspeot you as adnts of the 
Government, collecting faots for the enhaneemen'.of 
revenue. In suoh cases tile Carmen tend to give incor
rect figures of their inoome and expenditure. Hopeiessly 
ex&gg6f&ted figures an given or the expenses·of pro
duotioi, and astoundingly low figUea of their income. 
IThiB will defeat the purpose' of your inquiry entirely. 

"Speak gently and kindly, as it' you were his be8l 
Friend, and that you were -very keenly interested in 
the betterment or his economic position. Do no& try to 
assume an official air, otherwise you win be sUpplied 
with wrong 6gvea, . . , 

During investigation assUID4t an aUitnde or 118ft
jouan888. ani .. avoid too much or laughing and joking. 

I 

• 
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Too muc~ indulgence in these is very dangerouli. Th& 
fa1'1Jle1; or 'tlie ,'artisan .Will thea begin to think Terr 
lightly of your . object, and. will give you distorted 
figures, or may refuse to give you any informatfon, or 
may ~ still" joking with,you. In thit way YOlJ r will 

"noi get anywhere, and after ,the farmer has ~tsy~d 
• with you for' some time, he' would like to go away to 
'attend to" his work at the' farm, or the shop . 

• 
. The questions ~hat you askJlhould.1!e very simple 

and plain. such as may, be v8!y easily IIDderstood by 
the illiterate people whose condition you are iUVE'sti
gating .. Qnestions , touch4iii:' seIf.:'respect or, private 
life s~o~ldbe' very 0 carefully .. an.d 'judiciously •. asketIr 
~h~reiS ~a~ lqa~El, ~n~er.?f causing annoyance; by 
aslhng such qdestlOns inJudICIOusly. . . - - . 
'.1 . 'Gr~,the . questions, according to the subject. 
Clatlilthem under :,ihe 1 'headingS of. food', clothiilg, etc. 
Considerable .difficulty would be experienced by asking 
the questions haphazard~y i .. If you,; dol that; 'you 'are 
iikeli t3. (lonfusethem. Adv~Btage·'in. groap'ing the 
questions is that tlie farmer or ·the artisan will be- help
ed by the' ,'assQciatio~ 'of ideas and facts; thus making
i~ easitlf 'or. tbsm to supply the inCorll!ation rl!quired. 

Do riot ask . questions' too 'rapidlg but 'ask them 
(owly;, giving them enough time to think over .. They 
arl not as 'keeri:wittea as you 'are; and it~tskell' a consi:' 
derable time ~ recall facts and fi!JUre&. Do' not be~ 
oome ' impatient whon ,~hey iake;&oo much: time on any 
partiBuhu.;questidn~ . 



• 
Fir9~ of all read the quemonB very ~~ull,. .,OUII

lelf in order that you may get a clear 1I0tiOil 01 the 
. , 

nature of the information needed. If 'OU do, not haTe . . . 
written questions with 'ou. you mUBt in that case b~ 
lure'of the kind of questions that you would :uk. It 
)'ou have beforehaud an idea' of what you want, yol. 
can, in the OOUfse of investigation, undertake a gen~e 
cross-examination of the information tendered td get· at 
the real facta. 

Ie . you find that the farmer or the artisan is Dot 
giving you the correct information, do not· tell him 
straightaway that he is. telling a lie, but taotfully get . . 
the information out of him. Ask him in this \ase a 
number of OroBS questions, and so, wor.d them that he 
does uot detect that he is being subjected to a search
ing examination. He would resent it if hE' came to 
know of it. 

Try to ascertain the 10BBes of both the farmer 
and the artisan. if possible. It is generally ditpcult to 
get figures of 10BBes, whioh are often very small, and 
liable to be forgotten. If you want to get infor91atioa 
on this point, 8uggest to them 80me very common items 
of loss, • .g., lOIS due to the death of catile, 1088 due to 
wild animals and birds, and 1098 due to erosion, etc., or 
breakage of ~11l8 before and after baking them in the 
case of a poUer. • 

In caaea where you suspect the information, It't 
in touch with his immediate neigbbours or friends. A,1t 
the same question. concerning his condition from 
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.them. f,. Compare the .two ,informations; aQ(lept the most 
tpi'.obable, 'and reject the .other. 

, . J Write the answers obtaiIuid very clearly below 
,each question if possible ; otherwise the information. 
~ ..' 
obtained will become confusing; aud after some time 
it 'would be difficult to disentangle the facts one from 
the other. .. . 

• 
As soon as you return from the work of investiga

tion, sit down, and take the regular form pres
-cribed by the Board or prepared by' your teacher, 
and fill in the information collected. 
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• 
QUESTIONNAIRE No. 1 

CoDlumptioD Bud.rei Of cuili~ator or ArtiiaD famil,. 

A.-I. 
2. 

" , , 

Name of the village, tehsil and district. 
, •. ': . >' 
Nearest post, office, police station and the 

. rail way station. . . '. ~ 

S. Number in the family: men, women, children 
(below 14). Ages. 

(I) N umber residing in the village; . 
(it) Number residing abroad and contributing 

, to the income of the family. 
(iii)' Dependenta not living in ,the villagt'. • 

Total number. in the family.· 

4. Caste of the family. 

~.-:'5. For FO(ld : 
(II) Flour. 
(6) Dal; 

ExPBNDlTUlIlI 

{r}' Oil or Ghet', or both. 
(Il) Salt. 
t.) Messela. 
(f)' Vegetables and Fruita; . 

• II} AI eat and Fish. 
(l) Sugar or Gur. 
(i) Milk. 
(;) Butter. 
(I) Tea. .. 
(I) Tobaooo, Pan, Bhang, .. Chants,. Liqllor, 

Gaoj., etc. · ... 1 
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6. How muoh doe's 5. ~b{ :~!~~ man i £ i~l the t" ICc) a chilli S amI yea r 

'1. How muoh milk is used by eaoh adult_peraon P 

8.. How muoh milk is used by the ohildren p' 

9 .. Parts of the year w~en no daI is ueed. 

10. Parts of the year when mangoes enter most 
into the diet. 

U. farts ofihe year when. vegetable. and sag are 
largely used. , , 

12. When salt and red peppers only are used P 
• . 13. What grains used in what parts of the) year P 

14 ... Length of the periods during whioh . different 
grains are used: .• , 

C.-Fuel and Light:-
(i) Doea it oqnsist of firewo.od, or llowdoBg; 

";' ...... 
oakes P 

(ii) If of both, then in what pr!lPorlio.s ? 
(iii) During what· parts of the year are dung-

. '. 
oakes used? 

liv) When is firewood used eIohiBively? 
(v) How are cowdung-oakes and. firew ood 

secured P . ·f. r: .,~ .. , (". ~ , . 
(vi) Prevailing rates of cilwdung-Cakes.cand fire-

wood? .. ) 
(vii) Wbat is used for .lightiDg 'purposes? 

Kerosene oil, or vegetable oil, 
(viii). Are hurricane lamps" etc., l18ed; or dias P 
(iz) Total expenditure en f~ and ligbt. 



D.-For Clothing. ~ I 

·,1. ,For Males I 

. ( 7 ) .. _ 

(a)· Dhotiea. How many generally purchased 
per adult man during the year? 

(i) How many hal eaoh adult m~n in the 
family P • 

(ii) How many new and.howm&ny old? 
(iii) . Prevailing prices ~r dhoties ? : 
('vl. How man~ purchased this year and for 

howIDu('h? 

(t.) Kurtall. Uae the -same questions as in (a). 
(e) .Mirzais. ..,., t .. 

(d) Bandi. 'II!, ... 

(.) Topi or cap. ., I. II 

(0 Safa. " .. .' .. 
(g) Shoes. "" ., 

2. For Females l 
(a) Lanhg& or' Sari., !. l(a) 
(6) Phariya or head.(lreea...' .. 
(c) Kurti. It It 

(d) ChoU or bod~et ... I • 

. (.) Qnwventa (baJigles. tika-bindi, bichhu'all, 
, ... . -

etc.) . 

iJ.. .For Children (all 'PI\I'8(IDB under U) : 

C.) Dhod.. . Use dle saw!' questions. 
(6) Kunaa. ". . .' -,' . ,. 

(e) Caps. It , 

(d) Shoes. • .. 
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4. For common use: 

(a) Bedding-IiMf, dohari, gilaf, mattressello 
Repeat the same questions • 

. (b) CMrpais. " 
(c) Blankets, sheets, etc. It 

5. Utensils: 

(a) Number of household uten~il~' and their 
quality. 

(b) Names of those purchased during the year 
and their price • 

(c) How long do theseutensilil lastgenerallr? 
.. (d) How much spent upon the repairs of . " 

utensilirP 

E.-Payments to image ~ervants. . .. 

. 1. Barber:. , . 

(a) What services" does. he. fender to the 
family during tbe year P·. ' 

(b) Jlow is he generally paid?' ' 
(c) What payments are actually made to him 

• during ~e year P 
(d) Does he receive anything at the marriage 

ceremonies P (ll those amounts are 
included in the' marriage expenses, 
then do not inclUde them here). . 

(e) Toial amount paid to'the barher. 

2. Washerman. Ask the saine' 'qneStions 88 (or 
Barber •. 

3. Sweeper. Ditto. .: 
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4. Blacksmith. Ditto.· 
5. Carpenter. . Ditto. . 
,6. Any other village sll1'Vant. 

F.-The village religious functionaries. : ' 

1. The purohit. What payments are made to him i' 
2; The bhll.t. Ditto.' 
S. The hoH phuka. • Ditto. 
4.' Mullas, maulvis. eto. Ditto. 

G.-Eduoation : 

1. Are any members of the family reading P 

\

' <a> In the village school. 
(6) Outside the village school. 

2 .. What fees are charged in the village school P 
S. What other expenses are incurred on educa-

tion during the year for booke. eto. ? 

H.-Travelling expenses. 

I.-Festivals: 

1. What are Ute nsnal festivals P 
2. What are the uaual festivals. kept in th& 

family P 
S: How are tbey celebrated P , 
4. Were auy of tbe festivals celebrated durin~ 

tbe year I' 
5 .. Probable amount o! money apent on them. 
6. A,ny fair 01' tamasbas held in the village or 

near about. during the year. 
7. Did any membera of the family go there P 

(II) Were any puroh_ made I' 
(6) How much money spent on them P 
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S. Did any katM ilr some other religious cere
mony take place in the. bouse ? 

How much was spent on them P. 

J.-Social ceremonies:' , 
; !I: : I; , 

I : ~; : 

1. Did any p!arriage take plac\! in the faIQilV ? 
H9w mucil was spent on 'it P'" 

2. Did any J>irths tl!-ke place ? 
How much spent on themP 

,3~Did any bidai take place in, thll honae ? 
,EJqlenses on them. , 

4. Did any 'deathS take place ?, 
Expenses on them. 

K,,,,Uoq!lB: c 

1 . 'Were 80me repairs dorie to the honse ? 
'How much spent on them? 

2. How many persons worked; for. how many 
days? 

3. Was outside labour ;used ? 

(arHow many?' 

(i) men, (ii) women, (iii) children. 

(b) For how many days eacb worked P 

(c) Rates of wages paid. 

, (i) men. (ii) women. (iii) children. 

.", ::, 1." Total amount of !lXpenditnre incurred P-

'; ,!io" 2{ew ,baildin¥: " .. 

: Exwna88 on tbe cGnstruction of a Dew 

, hoilding._ 
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L.-Sickne88. 

N.-Medical e~peIJ81l8.: . 

. ' 

1. Was there any sickness in Ute family P 
'" ,2. Exp8JIses: 

" , (i) How long ill P" '" 

W) What treatment P 
(iii) Amount paid for medioinearid treatment. 

(ill) How long absent from ",or'll' ' 
(,,) At what'time of the year jI 
(llil Money l088"duetci'lline88. 

. , . , .' . ~ .. 
(vii) What i8 being don!! to prevent illnes8 in 

the village P , 

, : (T!.la ohould be m",~oBod iD~ .... -a oolUIIIDI oBI;'.) 
, .. , .,' 
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QUESTIONNAIRE No.2 

Pro,ductioD Budget of Cultivator 

A.-Address-Name of the village, tehsil, district. 
nearest police station, post office, hospital and 
railway station. 

B.-Caste of the family. 

C.-Number in the family: 

Men, women, children (under 14). 
1. Number residing in the village. , . 
2. Numb~~ residing abroad contributing to tht'" 

income of the family. 
3. Dependents not living at the above address

For the period -:.: 9' to 19 using the Fasli year: . 

D.-Total area under cultivation by the family: 

(a) Occupancy: (i) in the village. 
(ii) in the neighhouring villages. 

(b) Non-occupancy: W in the village. 
(ii) in the neighbouring: 

villages. 
(e) In the company of a fellow-eultivator. 
(d) On batai (metayage tenure). 

E.-Number of 'hals' kept by the family. 

F.-Number of people generally working on agri
culture. 

G.-Area sown and harvested during the kharif (give> 
the period over which' the kharif lam-in tha~ 
locality). 
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1. How much under. each individuaL ctOp P 

(a) (b) 
(c) • (d) etc. . 

2. Number of 'hals' and tools used in kharif: 

(a) Name the various processes of production. 
(b) Bow much time is taken by each process P 
(e) What is the value of all tools of each 

kindP 
• (d) Length of life of each tool. 

(.) Depreciation on all tools of each kind. 
en Expenses on repair of each tool. 

3. Quantity of seed per bigha o~ acre used. 

(i) Quantity ofaeed: home,kept • 
. (li) .. .. II plU'ohaaed for cash. 
(iii) II n II &aken from Bowkar. 
(iv) t. .. ~, &aken from the landlord. 
(II) Total value of the Beed. 

,. Quantity of manure applied to the 'kharif" 
fields: • 

(i) Quantity of manure: home kept. 

(ii) Quantity of manure: purchased. 
Rate of purchase. 

(m) Total nlue of the manure. 

(a) Where is the manure generally storedI' 

(b) Try to ascertain theloaa ofmanure due 
to rainfall, strong winds, etc. 

G. Number of ploughinga and lenllinga done to 
each field. 
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6., ,Number of people permanently· engaged in 
kharif. 

(a). Of the family: ' , 
(i) Men (ii) women (iii)' children. 

'(b) Outside the family: ' " 
(i) Men {ii)women {iii) children. 

J • -' • • , • '.' I 

(e) Rates of wages preva~li~g in the village. 
(i) Men (ii)"women (iii) children. 

'. . .' . ,. ~. 

(el) How ma-ny dl\YB each was engllged ? 

{e).Total amonntpaid in wages, dunng kharif. 

N. B.-Db aot iuolude in ~e ~ "' .... .;..., .. _ n.,. ... Wally paid. 
of the membe .. of the family wor)cing on ~e field.. Bul oalculabe the ... 

7. N u~be~ of ~at~~illgs done to 'tlie k~~rif fields: 

!. ,,(a) Any extra hands, engaged. 
(b) Expense,. 

I 

8. Weedings done to each field ; . 

, (a) Any extra hands engaged. j ", 

(b) Expenses. 

9. D!lJs spent in reaping.:" 

10. 

,,,., ,._. 

(al Any e~ra, hands engaged. 
{b) Expenses.,. '.' 

Days spent in threshing: 

(/J~ Any extra bands engaged. ; 
, (b). l!lxpe~ses. . 

\ ' 

11. ,' .. GroBs :prodnce in kind of ,each crop: 

I '.' !, ;. (a) Qua!l!ity paid to l~bourers", 

(b) 
" " "village menials;' , 
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(c}:.Quantity paid tovillagtl artisans. 
(d) 

" 

'" 
" 

'" in almsgiving. 
" in batai ilr ]0 saj hi. 

Bold. At what price P 
of each grain •. etc., given to the

landlord. 

(I,) Prioea'at whioh Bold to the landlord. 
(i) Quantity of eaoh grain given to the 

80wkar; 

Prices at whioh Bold to the aowkar. 

(;) Quan~ity ke(lt. : 
(t) For aeed. 

(if) For home oonsumption. 
(iii) Value in money of· the above., 

. . "Hu) When O1l1l8\lDled P Length .qf the 
period •• 

(k). Rent in XIlone:f paid to the . landlord 01" 
. the ~vernment. 

··(·~-··-··t··-·-· , 
. (I)·Money·paid to the Bowkar. . 
.. (;lIi'Money -paid. to the c~perative Bociety • 

• .... 'w .... _ ....... '. _ " • 

12. GroBB produce in karbi or bhu8& frolll eacll . .... . '... " . crop: 
, 

'" ••• , ••• .' ~ . " • I 

(a) Quantity -paid to the labourers. 

lb) 
" " " village arii~. 

(e) ;,- . " " "iUage menials. 
(dl: .• , .. in almsgiving. . ... :. \ 

. .. in hatai or .... ihi • . . ';;IJ. . . .. ,..,. (e) 
tir" .... .. 

• 
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(g) Quantity given to landlord. 
Rates at wbich given. 

(h) Quantity given to the sowkar. 
• Rates at. which given. 

(i) Quantity kept for the cattle. . 
. Its value. "When consumed? Length 

of the period • 
. (j) Estimate of crop consumed by the cattle 

during the period under investigation. 
(Jawar, bajra, etc.) , 
Its money value. 

(k) Area sown and harvested during tbe rabi 
or kbaril •. \. , 

13. (a) No. of cattle used permanently in agriculture I 

(b) No. of cattle other than those used in agricnl
ture: 

(i) Cost of their maintenance. 

(i,) Howmuchdana,·salt, fodder, etc., given? 

(iii) How much secured from field, and hcw 
much purchased? 

(c) How many men look after tbe cattle? 
Wages of men employed for the work. 

(d) Expenses on sboeing, etc. 

(8) Total e:r;penditur~ on cattle. 

H.-Did the cultivator borrow any capital P 

(i) How much P (ii) At what rate P 
• 

I.-Net income from agriculture. 
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J.-Wages received from agriculture through che 
members of the family working OD. it. A 

K.-Total income from agriculture (gross). 

L.-lncome from other BOnrces : 

(i) Family membeqa engaged in oth~r oeeupa
tions. 

(ii) Eng~ed in sarviae. 

(iii) Spending part of. their ttme outside as 
manual labourers. 

(ill) Any inve~tment in trade. 

(u) How much inconte acoruing from it P , . 
• (iii) income from interest. or from grain loaDed. 

" 
(lIii) Loan of the cattle. implements. eto. 

{lIiii) Income .from ~IUtiu.g. 

-(iI:) Any tax paid on this income. 

(:/:) Total.income from these source~. • 

M.-l. Is there I1lY income from milch-cattle P • 

• 

'. -

(i) Sale of milk. ghee. ~wdUng. etc. 

(it) Give the price !,f each of the miloh-caUle P 
(iii) What is the average milk yield of the 

farmer's cattle. 

(ill) What is the average period of elactatio. 
for (a) a cow (b) a butFalo. 

M For how many months are they dry P 

2. An) income from the sal. ofl 
• • 

(i) Bhuaa. (ti) Karbi. ete . 

• 
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3. Total income from these sources. 

• •. Auy.income from the-sale ,of trees ? 

How much? 

5. Any'income from poultry? 

. How much? 
• 

N.-· Net income of the family.' 

Total inco~e. ,ot the family from ~Jl sourCes. 
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QUESTIONNAIRE, No. 3 

Production Budlret of an ,Artiaan 

1. Name. 

2. Father's name". 

S. Address. 

4. Caste of the family: 

5. ' Number of members in tbe family; 
Men~ women; children. " ,Total. . " " 

(a) Members living in the Tillage, 
(b) Me!Qbers living ,outside, and remitting 

money home. 
'~(e) Membe" 1hing outside and depending 

Ilpon the home. 
.. , Total . 

, . 
~.~ QCfupa~ion. '. 

~ •• ~l1lJ1e of ~he chief'occupation. 
~ . ," I .. • .' r " 

8.~NI1~e of the 8ubs~iJy occu~tion ... ,if any •. 

(It i,' j& 8llrillp.iture, ~J' any onll of thosq men
tioned'in: questionnaire No.2, try to ge$ the 
informatiorf . on the>: same linea as indicated 

. ...... 
therein.),' , , 

INCOMB. 
-'. -.. . 

1. Income from the chief otOupation. .. . . 

" .A.-How lDany kisanl does b:e serve P, 

, (a) In the' villl~'" 
(b) In the neighbouring villages. 

• te) Total. ~~ber. of !tisane. 
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B.-How many hals do your kisans have? 

C.-Total number of 'hals • 
• 
D.-What is the customary rate of payment per hal 

for each fasal of rabi 'and kharif, in each of the
villages in your jijmani? (Try to know the 
quantity of grain, bhusa, or any other farm 
produce which the cultivators generally pay 
to him.). 

• 
B.-What arl! the cust6rrliuy p\,yments that he re-

• 

ceives from his kisans on :-

(a) 'Marriages of (i) a "!boy. and (ii) a girl. 

(b) Bidai of (i) a daughter; (ii) home~coming' 
of a son's wife.' . 

(c) D~ath ceremonies: (i) dasma, (ii') the him • 
and (iii) barsi. 

(d) IKatha. . 

(e) Festivals: (i) Dashehra, (it) Holi, (iii) 
., Divali, and others. 

(t) <:Births of.(i) a boy, and (ii) a girl. 

F.-Were there an1,; marriages ~uring the y~ar in the-
families of liis kisans P, • 

\' .'. 

(a) How many? 
(b) How many of boys and how many or 

girls? 

Ask the following questions about eaCh and then 
calculate the total income from the source:-

1. What' service was required of him or th. 
members o,f his family P 
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2. For how many, days 11 

3. Had he to give 'oertain things 11 If yes, then 
try to get at the approximate value of those 
things. In this some of the following ques
tions may help :-

(i) Who supplied the materials for, the making 
of those things P 

(ii) What was the expense i-oourred in seour
ing ij}ose m~terials 11 . 

(iii) For how many days or hours did he or 
BOIIIe other members of the family work 
at the making of those things 11 

(ill) Find out the prevailing rate of wages of 
that 011188 of workers. 

G.-How muoh mOlley did lie reol'ive 11 

H.-Row muoh of grain or of other things did he re-• 
Oeive P 

Approximate money-value or '\6~ above. 

1. - Did he or Borne of tbe members of his family dine 11 

J.-How many of'r!hem, and for how .many days or 
times? " , 

Oal(lulate the money value of all these. 

K.-What Ilre the parts of the year, when he is very 
busy doing work for his kisana P . , 

Caloulate the number of days' of the year 
when he is so engaged. 

L.-Wbat are tbe usual things \hat he does for themP 
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M.-Who supplies the materials Po 

N.- If he himself, then does "he charge separately fo!' 
the materials or not P 

0.-. If not, then does he get them free, or has he to 
buy them P If the latter, then at what rate P 

P.-What quantities of the different materials did h& 
purchase during the year P 

Q.-How much did he incur during ,the year on the 
purchase of the materials P 

; 

B.-What are the tools reqnired for qis trade.P 

Name. Value. Average Depreciabion Value of MoL life. per year. 

a. 1'otial jnw-res' OD 

b.· 
capital invPBted in tIooll. 

• 
etc. 

Total. . . 
• IDtereat to be nalcul~tled a1l the> prevailing ... iIl.iCe rate. 

S . ...;....Did he purchas0 any tools dufing the year P If 
yes, .then their names !lnd details as a,bove. 

T.-Total in money (representm'g' the interes~ on money 
invested· in tools, and the depreciation.) . 

U.-How does he busy himself when Dot w~riung for 
the kisans P , 

y:-What is the averllge income per day in money, 
when he works on the job system ~ 

• 



• 
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W.";"'Did he go out of the village during the slack , 
season to earn his living P IT yes,then where 
and for how many d~'Ys P 

Rate of wages. 

X.-Total income from this source. 

It living in the ci!" :-
.04.--1. Ie he employed ae a job-worker P 

2. Does be bave bis own shop? 

S. If yes, how much rent does he pay P 

4. How many ml'n work at his shop? 
• 

(i) 'Bow.many family members? 
(ii) How many others? 

ri. How much per day does he pay them? 

6. Total expenditure on this item. 

B.-Does he market hiB own product or does he work 
• for Borne bigger shop-keeper? If the latter. 

, state the terms., 

C.-How mucb capital invested P 

(i) How mucb borrowed P 
(Ii) At what rate ~ 

D.-What does, be d~ with the waste material, t.g., 
emallchips of wood P 

·If he 8ells them. \hen at wha' rate P' 
E.-How Uluch iucome from this source P -," . 

- F.-I. Bow muob does be spe'nden Vanspomng the 
raw materiala P , 

2. Wbl're does be buy all the materials P 
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(i)" From the city. 
(ii) Outstations. 

G.-Total income. 

EXPENDITURE OF THE ARTIBAN FAMILY. 

Fllr getting information leading to his family ex
penditure, .pl~ase make use of Questionnaire No. 1. 

INSTRUCTIONS FOR TABULATING THE MATERIAL 

COLLECTED. -

In the budgets of both the far'ger and the "rtisan 
the period selected to show rate of cdnsumption should 
be the same. 

For each crop ofRabi and Kharif preJlare sepa
rate statements. Yoil may do the same . for different 
products of an artisan as well. 

· ... )ways II:lention the unit. 

·1. By the net income is meant' all that the 
farmer orlartisangets in cash or kind for 
his oll'n and his family's consumption. 
His total receipts should equal the sum of 
all (his) expenses of consu~ption and all 
his expenses of production provided that 
what he gets for hie- own labour and 
capital (in cash or kind) is not included 
in the expense: of production. 

2. Prepare two Buch detailed statements-one 
for a farmer and another for an artisan. , . 
,GiY'e in each case, the period of time for 
which the statement is made, the number 
of men, women, and children (in the 



, 
• family} who. help the farmer or the 

artisan in his work with their ages, 
and the village, town or district where 
he carries on his business. 

Do not use local weights or measures but give 
always the standard weights and measures; . 

Wages of himself and his family must invariahly 
be oalculated at a rate at whioh they would have been 
paid if they were employed by some one else for doing 
this kind of work, but these wages must not be included 
in the expenses of produ~tion. 

• V=Valuo of bb. tool 
Depreciation _ L ~ I"'~gtb of Iif. of ~. flo~l. . . 

P = P ... lod of 'I me for whiob deprecnatll.on 
is flo b. oaIoulatloci. 

Write a short introduction to every budget giymg 
gt1neraI information about the farmer, and the conditio{ls 
prevailing in the village in which he is living. .Only 
aueb oonditions to be desoribed whioh play some part 
in determining ths oourse of production and con
sumption. 

In the CRse of introduction to· the Consumption 
Budgets mention the "revailing oustoms which afFect 
the distribution of his inCQlUa. Name those of his 
wants which must neeila be BBtisfied as a matter of 
custom, or habit.. Mention any changes in his 
consumption budget that have been intl'CHluced by his 
contact with the city people or other causeS. 

A.t the end of eaoh budget writa your suggestions 
for improvement.. 



BUDGET CHARTS. 

Conlumption .Budret. 

1.-Budg.1 .f ....... mpli." ./ a 'a;~.r of ........ di.b'riob for,." ... " y.a;.. from, .... " .. IO bo, ..... 19 
an ar 18an. mont 

No. 01 IDeo in the fnmily ............................... . ag.d .......... .. 1'~8r ............ . montlhs ........... . 

.. II ....................... . 11 •• 0 .: .......... .. II ........... . .. 
" oblld'IL"n . , It ...... "Y. II ................ .. " ... , ......... .. .. ............ . 

; • . 

\ 
(0) QUANTITY OB OTIlIIB BBlIIABJ<S • -,;. (i)Quanbiby con.urn- , e ~ I 1..; 

01 ] ed per day, week ~:,s 
~ 

8i .! ~ .. 
~ 3 or monbb. .. 8 

,toll :a o~ .. ~i!! 
~ 0 :,s" ~:. E8 j ~ .. 
II 8·~ 

~.~ 

~,to .= jj .. ~ a .. ~ B "'~ 
...~ :;i ~ I 

.. 
1!~ 

h. 

~ :;; .t~ :,s -'" " 
~ 0 "a 'sii"; '1: -5 ~~ a 

B 
",-

~ S'~ II.oG ~ 

Dol ~ a- P: e ~.!. :!!i 0 -;8 ~ .. -.~ .. e ~ a.r::a. s4t ~ 

0 (:I b .~ :::. .~ - ~ 

-
-

, --- -,- . 
I. 'oodgrainl and PUt8PI : .. 
a Meat and nib ... ... 

\ 

8. Milk and (II'UJI '" •• liutHor .• bi and OUI ... 
•• Frui, and YOB •• bll • . .. 



•• T. 
8. ,. 

In. 
II. 
II. 

Sell •• _. pr, opioM ."j 
T"t.oeo. pall. ...... etc. _. 
1 n&nxicana.. etc.. 
CI"'b ... n~ ....... 
J ........ .., .• 
R"" and ws-i,. III hon ...... 
PUMb ... aDd ,,..,air,., 'ar· 

alhlr. and awui" 
II. 'upl .nd li.bl ... 
14. &d .... ~OD (boo.... ..b .... 1 

,_. ote.) 
'6. U ... &-b (doctora, medieinH, 

.ani.tion) .•. 
Li~ .. ~on, 6n ... _Mat/ai, 

police. iaeolD ... s. no. 
IT. Mar,ia .... binb and 'une,.l 

.. sw ..... 
18. 0"," r.li"ioua ODd chari ... 

able ell pm ... 
A rDUH'mf'ot., eu .. ri&inmn' 

of .UN •• , ric. I'. 
ro. 
II. 
22. 
II. 

H.,."." .... h .. nnan,.,.. •• p.r, 
dom .. tio "",ant., eM. 

'1',. ... 1. 1.W.n ......... _. rio 
B •• in,. aad 'n ..... lim.n •••• 
An, cKb •• #.peDdUur. 

,. 

• 

-
-



1 Proceu of produrtion. 

11 (a) Time ... keD by """h prooeea. 

11 (hI Tool. rrquired by each proce .. 
(inoluding live atock) wi~h No. of 
"""htooL 

111 (al l Value of Il00 .. of """h kind 
(in Re. a. po) 

ill (hI t Len~ of life of """h 11001 lin 
.;J 
0 ,.n. mtha.) F 

ill (.) * D'pTeCiation of all 1100" of 
each kind (in Be ... p.) 

III (d) Expena.. CD repairs of each 
lIooJ(in Be. a. p.) 

"vi (0) Labour requirod iu each pro- t:' 
oeaa. ~ 

No. of men No. of days. 0 

" .. 
VI (h). Wag.. paid 110 ou1lflide .. (in .. 

" Be. a. p.) "" 
VI (.) t W88eo of himaelf and hi. ~ family (iu Be ... p.) ~ 

lZ: 

" 
;. 

B i 
• = ... .. CZ> 

0 

.. ~ 
". ~ 0 

c: - 0 
"" ~ El 

E! 

; :' .. .. " 
" 

... 
;. Ii 0 

, -
: e' 

;; r 
Ii .. .. 3" • • [ go .. 0 ... ill 

r ~ .. 
• 

.. 
~ 

0 
.. 

"" 
.. 

5 " 
, 

"" • ;: ~ 
E • e. ." f .. 

" i 
.. ~ Il 

: = ~ 
,~ 

It. • 
"" ~ 

0 -0 ." co. 

" 3 l II.. 

X (0) Debt incurred (in Be ... p.) 
0 

X;·(6) Period for which jncurred (in 
3-~ 
... ·1 

yn. montha.) .. 
" '" X (.) Bete of intereall. Per oeDt per ;. ... 

g !: 
0 

n - -.., .. o· 
= , s: " .. p 

a ~ s-
EO B 

" " .. 
annum. • .. .. 

" .. 0 -X (d) To,",1 interest Jaid for the ... 
• period of produotion in Re. s. p.) e - = : " ... 
IV (a) List and quantib!' or Raw ma-

terials (including manurea, pte.) :a 
Raw materials, Quantib!'. ~ 

Ii ~ ... 
~. 
0 ... 

El 
IV (b) Their cOBt per unit (mention 

.. ... 
" the llDi6) (iD Ra. .. P.) 
~ 

0' 
~ 

IV (0) Their IIotel ooat (in Ra. a. p.) 

,. 

( Sg ) 
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(01) (I) 
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(6) (Ill 

I (" (UI) (a) 

(4) (6) 
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v la) Place ,.b.re porobaud. , 
V (61 Ooohf "'.ir mnapo .... ~Qn (iD Ro ... p.) 

IX (a) Quanti.,. of laDd used {for eacb orop or purpoee. t" 
" Bigboa-ac..... ' " ... .. 
" IX (Il N.turfl of ""nancy. ItII rent (per bigba or acre and ... 
;;: kltel "",b.) Rtom .,.r nnil (in R.. B. p.) Totel reDb ~ 

(in Ro. .. P.) ... 
VII Cal and XI. Li.b Bnd quanti.,. of fini8bed produc1la, 

(prinoipal and bye preduolB witb bbeir uaea.) Lis'- Quau~"', 

VII (6) and XI. Tbeir .el1ius prioea per unib (in Ro ... p.) 

VII (.) 1'beir ... tal Talue (in Ro ... p.) 
S' ;; . 

• ... .. , ... 
VII (dl Quanbi.,. adually .old. 

..., 
~ 
0 ... 
" VII (el It. prine (in R .... p., • 
0 , 

I 

VII I,f) Quanti'" r ... rved for furore uae. 

, VII (g) lIB value (in Ro ... p.) 

VIII (a) Place wbere lold. 

. 
VIII (6) Oo.b of marke~ng (in Ro ••. p.) 

XIL Indu8trial Risks (Gaina or losBes due to variafriona in 
quanoity or qualiby of productB caused by weatber, bheftl, 
breakag., e .... ) (in Ro .•. p.) 

xnl. Oommercial Risk. (Gaina or IOBaM due to changes of i!! 
m 

prices of material. and of produots) (in RI. a p.) ... • 
XIV. Net! inoome (For calout.flioD of income 

page.' (in Re. a. p.) 
please aee 

Remarks. --

( OS ) 

rl~ -.. :' 

1 

-c_ 

r 
-.,. 
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CALCULATION OF INOOME FROM THE! WOHK lNVFlSTIGA'rmD 

> 

Heceipte. He. a. p. . DiaburaemsntL He • a~p. 

By "'Blue of (al prinoipal producte To Raw maberials ... 
• If (b~ n ••• . .. Repair and depreoiation of toola .. . 

" (0 ~ " '0. .. Wagee paid to ou1leidera .. . .. (d) .. ... ,t lntereat paid .. '" ... 
.. (e) u , .. It Renb paid to ... .. . 
u (f~ bye-product. ... ' II QOlb of transportation ... .. . 
" (I' If ... ,. Ooatl of markflting ... ... 

B,. ,aina ~Indullrlal) ~ ... ., DOlt due tIo bye .. produots .. , 
B,. pinl Commercial) ~ ... " LOisel or other lubtlraotionl : ... 

,. Tax8e, ocbroi, eoo., ... ... - " Misoellanoous coaba ... ... 
" Netlinoomelobhained by lubtraoting 

1Ihe total BXI)snditure OD all 
items Biven above from the 
trro88.inoome ), ... .. 

To"" (Groll-income) ... To"" ... I --,-
• Rilk, (pint and IONH) are to be baken into oonaidf"ratiuD only when U) theft' i, a difFerenoe between 

the .~mated and aobual yield orTalua of ~e finished produo .. and UO tlbe gr088 inoome ia aaloulatled on tlhe basis 
of tlhe .. timatled, not actlual J'ield or valu.e, otmeJ'wiae tlheae J'iak.. ahould onb be noiled on pap " bu' theJ' must 
ao' b. allowed .. Toriatle ~. calculomcDi on thiI p ... . 

[N, B,-Tho ''0'0 ..... Ia .houjd aI .. ara be ~ual.1 



.. _.,__ a farm.. I ~"oa. ~- 1-'" I-
£;- Table ., .. st. PI" ,.. ...... at .. ariiMD • .... .......,. ---- .-oat.ba ---.~.. ..- -. . ....... -...... ....., . ..,. ................. _..,...,..... ......... ..-... 

• III. ..omn. ----., ---- • . .. _-_... • 
• ... eJeild_. __ ....... ___ ... ..-__ .. 

P ....... aIM "'0 t.bleto of espeM8 of production .. followo- 0.... fo •• farmer and an""'er for an, other 
arillan. Lei ),ou. "'0 " ........ of espe_ of produ .... on 1IIaHra6e ~b_ t.cto and 88'u",. ' ' 

(1), (e) 

"', Peroeniage Remarks aDd Ooa-
Expe_. of oluaioD8. Qua-

totaL' ~tI"7 ra .. 
no. 

- .... . 
, . He. .. p. 
i. a." ...... rta .. • - .. .N . .. .. JIe~lr anel depreela6loa of..,.,,,, e&o., durin. the entire period 

of ' .... tilla ......... onll' for the period "ben &001. ar. uoacI 
. 

.. _ .... paUl • - - - - -... IateNot ~14 • - - - - .. 
•• Beat l'8I4. (of laad, _bIDert ad balldlnp' -- .N .. o..n of ...... pcIIiMIoa· of raw 1IIaIorialo, ..... ... .N . 

Oorio 0' marbt!D,· 0' 1lDlllbec1 prod ..... 
f-

. r. u. -
t. Oorio 4ae to br.-prod ..... - - u. -
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-lNSTRUCTlO~~ ,fOR·FREP.A:RQiG DIA.GRAMS 
WITH~Y;O' M.DPEL. D.'J.A,GR.U1S, . , ~,:, , 
r. •• r' 

Prepare fo~r diagr~s i).lu~trati,ng··-th~ ,i>~od~~troD 
" '\ .". , 

an~ Cons~~ption budgets, !If, th~ . ~a,~Il1er. a~, }~e 
&rUsan. , 

The diagrams should be rectangles all of the same 
beight, say 10 inohes, so that the same vertical distanoe 
represents the same percentage in all. Only the bases 
of the reotangles should differ. 

The bases, of the reotangles should be proportional 
to the total expenditure, ',g" on., inch for every Re. 100. 
They should be horizontally divided into sections 
lIhowing the expenditure on, different hsads. The 
peroentages spent on each head will thus be shown by 
the heigbt of 'each seotion of the reotangles, Use 
squared or graph paper ruled into tenths of an inch. 
Let the two diagrams representing expenses of pro
duotion be drawn on one sheet if possible. The same 
-expenditure should be coloured or hatched with the 
same oolouring or hatcbing and the expenditure should 
be given in the same order from bottom to top in both 
~harts. ., 

A.ll expenditure on food should be grouped to
gether. Period of produotion or oonsumption should 
be given. The oharta ahould have headinga, and the 
vertical aoale for reading l'eroentagea and the hori
aontal acale indicating the number of rupees represented 
by the b&ae. 



( If& ); 

'The es:peIl8el! "r T1rMu~&D Btldcroh!!llJDptlon ahonId 
relate to Ute .me fatmer' fit .l'tinn, eallll to the same 
period of time. Make a comparative study of the 
expenses ofprodnction Jmd consnmptIon ot'the farmer 
'With t'hoseor 'the artisan on separate s'heets of paper. 
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~UESTIONNAIRE FOR "tILLAGE ST~Y. 

General . 
• 1. N arne of the village • 

. 2. Pargana in which ~ituated. 

3. Tahsil " " 

4. PietriGt.,.."/I 
5. Polioa station. 

'6. Post oftit'e. 

'7. Bailway station. 

" 
" 

Ii. SehGol, lawler .. hat· auspices? 

'9. Nearest Hospital. 

Pb,llcal Delcriptioll of the VUlaae 

1. Area. 

2. Nearness to the river • 

3. Roads-Kachcha or Pakka. 

'. 40. Hills or mountains. 

6. Stream. (a) Perennial. 
(6) SeMOnal. 

-6. Fores'-

7. No. and Bile of gardena. 

8. No. of trees. 

(a) Fruit-bearing. 
(6) N on-Cruit-beariDg. 

, 
"t; 

9. Tanka-or depressions for storing 'Water. 

10. lADgth of time for which 'the 'Water lasts. 
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. . 
11. No. of welIs-

(a) Kacha. 
(b) Pakki. 
(0) No. of wells used for drinking purposes. 
(d) No. of wells used for irrigation purposes. 

Soil 

1. Give in detail the descrip~.on of the soil. 

? How many kinds of soil are to be found in the 
village. 

Classify them according to the following :

(0 Alluvial (ii) Sandy loam (iii) Sandy 
(iv) (v) 

3: What is the condition 6f the soil near 'the
village? 

. 4. Is it more or less productive than the soil 
lying at a distimce of a quarter-mile from the 

. village? Why? . 

5. Do rents vary in the village accarding to the
fertility of the different fields? 

Village Official. 

1. No. of Lambardars. 

2. No. of Mukhias. 

3. No. of Patwaris. 

4. No. of Chowkidars. 

5. What are the functions of the village officials?' 

6. 

7. 
Is there a Punchayat? , 
What are the duties of thePunchayat f . , 



, ... ," 
c..~ ) 

, 
PoPUlatiOD 

1. Statistics of the last census. 

2. Distribution by sex :

(a) 'Males. 

(b) Females. 

3. Distribution by oaste :-

(a) (6) 
(6) (f) 
(e) (g) 
(d) (11) 

4. Distribution by religion :-

(a) (e) 
(6) (d) 

5. Mortality from Epidemics :-

• 

(Plague. cholera. influenza, small-pox, mala
rial fever or any other serious epidemics.) 

• 6. Is mortality gre.ter (a) between certain ages, 
or (6) in one lex aa compared with the other P 

7. Marriage :-

(II) Age of marriage for boya P 

(6) n n .. for girls? 

Are there any marked variations from these 
averagesP 

8. The No. ot (a) persons, (6) families, dependent 
upon agrioulture .for their livelihood. 

(a) (i) Wholly dependent upon agriculture. 
(ii) Partly It n .. 

• 
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(b) (i) Zamindars (non-cultivating o~ners). 
(ii) Landowners who cultivate themselves. 

(iii) Tenants. 
(iv' Labourers. 
(v) Any other class of people living in the 

village. 

9. The No. of persons or families whose chief 
means of livelihood is cottage industry. 

10. No. of beggars? Are they living only on 
charity ? 

11. No. of (a) artisans (b) families of artisans, living 
in the village. 

12. No. of (a) field-labourers. 
(b) families represented in (al. 

13. No. of persons or families whose principal 
means of livelihood is agriculture, but who 
depend on otber industries as well (e.g., 
carpet-weaving iii Mirzapore), or .on grass or 
wood-seIling, chhakra hire, service of the 
. zamindar. etc., to supplement their incQme. 

14. No. of persons or families whose principal 
occupation is other than agriculture, but who 
pursue agriculture as a suhsidiary calliug. 

15. No. of persons who live outside the village Cor 
a large partoC the year :-' 

. (a) Students . 

• (b) Military servants. 

(c) Teachers. 
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(d) PI{laders. 

(e) Civil servants. 

(t) Persons who work in cities as menia.! 
servants. 

(g) Pensioners. 

16. No. of shop.keepers or traders. 

17. What does the oultivator do when he has no 
work in oonnection with the farm P 

18. What does the cultivator do in the slack 
season P 

(a) When agricultura.! conditions are norma.!, 
(b) When they are abnormal, 
(0) Does he follow any suhsidiary industry P 

B."ara and Fakir. 

. 1. How many beggars live in the village P 
2. How much, do' you estimate, is given to th61ll 

a.nnually in the village P Is the number of , 
. beggars in the village increasing or decreas
ing? 

Artiaana 

1. now are artisans paid P 

(a) In cash or (b) In kind? 

2. Are they paid daily, weekly, monthly, ha.\C
yearly, or annually P 

3. Wha.t is ~he general rste at which they are 
ptiJ. t· , 
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4. Are they entitled to certain customary benefits 
at social or religious ceremonies? 

5. Are there any other special rights or privileges 
enjoyed by the artisans in the village? Men
tion them. 

Labourer. 

1. The No. of general and agricultural labourers 
(mazdur). 

2. How are they paid? Cash or kind? 

3. Rate at which paid? 

4. Are they paid daily. monthly. six-monthly. or 
annually? 

5. Are they paid anything at marriage or other 
social or relieious ceremonies? 

6. What is the economic position of a field
labourer in the village organization? De
scribe bis rights and privileges in the village. 

7. Is tnere a tendency among the villagers to 
emigrate? , 

8. What class or classes of people migrate more ~ 
or what age generally P 

9. Has there been any emigration in the last ten 
years,? Haa it been temporary or permanent? 

Houses and Housinc Condition. 

1. No. of honses:

(i) Pukka. (ii) Kachcha. 
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2. Arll the houses in the village very closely built 
together? 

3. Are they well ventilated? 

4. How far apart are the houses or group of 
houses situated P 

5. What is the sauitary condition of the village P 

6. Where is the manure generally stored, near the 
houses or at a distanoe from them P 

7. Are there any houses recently built? What is 

the tendency in regard to ventilation? 

Land 

1. Total area of land belonging to the village :-

(a) Cultivated. 

(b) Unoultivated. 

(c) Cultivable. 

(d) Non-eultivable. 

(,) Irrigable. 

(f) N on·irripble. 

(g) Ek·fasali. 

(A) Do-fasali. 
'\ 

2. What is the rondition of holdings:-, 
(0) Are they consolidated? , 
(b) ..\.re they SC'.attered P 

3. What is the average me of a &eld l' 
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4. What is the number of:

(i) Occupancy tenants? 
(ii) Non-occupancy tenants, owners? 

(iii) Sub-tenants under tenants at-will:-

(a). Wbo own no land at alI? 
(b) Who OWD no land in the village? 

Irrigation , 
1. Is irrigation carried on from wells? 

2. What is the system folIowed for working -the 
wells? 

3. Are they used throughout the year or only -

for a short time for particular crops? Name 
such crops. 

4. How long does it take to irrigate a field which 
is one'bigh in size by the method of irriga
tion generally prevalent in the village? 

5. Is there any canal? 
6. How many times during the year is water 

given from the canal? Is it given for both 
the crops rabi and kharif or only for one? 

7. A re there any streams P 

8. Are these streams used for irrig-ating fields? 

Rent 

1. Do the cultivators pay rent II 

2. What'is the average rate ? 

3. Is it fixed or does it vary with the dilfljrent 
,crops? 
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4. Are the rents high or low, oonsidering the nef; 
income of the oultivators P 

6. Do the zamindars enooilrage improvements on 
the Boil P 

6. Do the cultivators use any system of rotation 
of orops P 

7. Do they use manures P 
8. Where do they get the manures? 

9. (a) Are goats generally used for manuring the 
fields P 

(6) What is the geueral rate of payment for 
such manuring? 

10. Do the oultivators buy manure? 

Crop. 

1. What orops are generally grown? 

2. Divide them into Kharif and Rabi. 
• 

Note-Kharif orops :-(Rice, Jwara, Bajra, 
Maize, Til, Sugarcane, Pepper, Cot
tOUt Indigo, Fruits. Vegetables.) 

Rabi crops :--(Wheat, Barley, Grams, Peas. 
Tobacco, Fruits, Vegetnbles, Fodder, etc.) 

3. How Blany ploughings are generally given to 
eaoh of the ohief crops, and when are they 
given P Does tbis vary on different classea 
or soil P 

4. Is weeding regularly done II If so, for what 
erops P 

• 
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5. DI! farmers use improved implements P If not, 
why not? If so, from where do they buy 
them? 

U. Is there any agricultural demonstration farm in 
the vicinity of the village under study? If so, 
do the villagerspurchas6 seeds from there? 

7. What is the average field of the chief crops in 
the village? 

8. Is there any cultivator who cultivates the soil 
on a commercial basis? 

Indebtedness 

1. What are the chief objects for which loans are 
taken? 

(a) Personal necessities such as food and 
clothing. 

(b) Ceremonies such as marriages and fune
rals, etc. 

(c) Litigation. 

Cd) Professional expenditure :-. 

(i) Fixed items: 
Land revenue, rent, ete. 

(ll) Advancement, such as land improve-
·ments, cattle. new implements, etc. 

2. Is taccavi popular among the cultivators ? 

3. How many money-lenders are in the village P 
4. What is the general rate of interest they 

charge? Does it vary according to the 

• 
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urgency of the need of the borrowing culti
vator, or is the same rate· charged from 
every borrower P 

:So Do the oultiva1lora and others residing in the 
village consider the money-lender their 
friend P 

6. Is there a co-operative society in the village P 
How many of the villagers are members P 

'1. What do they think of these societies P 

Market and tran.porlation 

1. How far is the nearest marketfrom the village P 

·2. Is produce carried to market by:-

(0 CartsP 

(ll) Railways P 

(iii) Pack animala, such aa donkeys, camela, 
bullocks, eto. P 

3. Do the hnjras (middlemen) come to the village 
to purchase the produce P Or do the villagers 
take it to the market themselves P 

•• How much per load do theoy pay to the cartmen 
or to the owners of donkeys or bullocks ? 

Su.petion. 

1. Have you any concrete suggestions for the im
provement of oonditione in the village investi
gatedP 
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MODEL ESSAYS 

(I) Economic Survey of Bannahia Mirgunj 

At the present time the lowest unit of administration 
in India is the village. The village about which I am 
goin!!' to write, namely, Bannahia Mirgunj, is sitnated in 
the pargana of Sivauli,tehsil Bareilly. There is a 
police station as well as a post office in the village. The 
railway station N agaria Sadat, E. J •. R., is about ~ mile 
from the village. There are two schools, one a Primary 
and the other Vernacular Middle. Both the schools are 
}.'Un under the auspices of the District Board. The 
nearest hospital fro~ the village is at Milak, a place 
about seven or eight miles from the village. 

The area of the villal!'e is six hundred and five 
acres. Close to the village there are three rivers. . Tbe 
river Pilakhar Jies at a distan.co of three miles, the nver 
SiddJia at fonr miles, and Raml!'anga· at six miles. 
There is a pukka road to the north of the village running 
from Bareilly to Moradabad. The road is nnder the 
P. W. D. Tbere is a kachcba road also. to tbe west of 
the village running from Mirgunj to Sivauli which is 
nnde,tthe supervision of tbe District Board. . There are 
no hills or mountains anywhere near tbe village. There 
are three streams Bowing close by the village. Two of 
them, namely, Pilakhar and Ramganga, .. are perennial 
and the other one, named Siddia, is seasonal. There are 
no forests near tbe village. The number of gardl'ns in 
the village is ten. Total area under the gardens is 15 
acres. There are seven hund red and forty. trees in the 
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village i of .them 532 are fruit-bearing and 208 non-fruit
bearing. There are nine tanks in the village. In about 
three of them water lasts throughouttha year, and in the 
rest just during the rainyaud a part of the winter season. 
~rhe number of kachcha wells is 21, and the number of 
pukka wells is eight. Thirteen wells are used for d~ink
ing purposes, of which five are kachcha, and the rest 
pukka. Sixteen wells are used for purposes of irrigation. 

The kinds of soil in the village are Gohani. 
DOlllat Awwal, Domat Doyum and Matiyar Awwal. 
The produoe ip the soil near the village is of a1\ 
avaroge dl'gree. There is not muoh differenoe between 
the soil near the village and that at a distance. What~ 

ever little differenoe is visible, is due to the nightsoil 
heing available as manure in thes fields surrounding the 
vil)uge. 

The rents of the land differ aooording to the fertility 
of tho soil. 

The Officials of the village are the Darbardan, the 
Mukhia, the Patwari and the Chowkidar. There are-' 
two Darbardans. one Mukhia, one Patwari and one 
Chowkidarin the village. Thl! work of the Darbardan 
is to ('o1\eot the revenue - from the petty landholders 
and to maintain order in the village. Mukhia· i; the 
village Headman. The work of the Patwari is to koop 
the records of the village fields and its owners giving
every neoeSllllry detail of the rent payable. by each 
cultivator and lemindar. Khasra and Khatanni are the 
names of some of his inlportant registers. The 
work of ~e Chow~id~r is to guard the village at night 
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"With an additional duty of reporting crimea and 
-observ'ing the· move~e~ts of suspicious characters • 

• There is no Punchayat in the village. 

The population of the village at the last census was 
between 900 and 1000. The number of males in the 
village is about 547 and that of females about 441. The 
principal castes in the village are Sheikhs, Barhais, 
Julahas,' Lohars, Brahmans and KUrD:'is. Exact num
ber of each caste could not, be ascertained, but the 
Kurmis are the largest in number. There are about 679 
Hindus and aho.ut 200 Mohammedans In the village. 

Last year the village was affected by plague in the 
months of February and March, 1928, which took away 
nearly 50 lives. Influenza did not visit the place this 
year. Malaria was rampant during the last rainy weather 
but, is not known to have taken away s.ny life. SinaIJ
pox' among children was only on a small scale. Exact 
number of deaths from this epidemic could not be 
-ascertained. 

The age of marriage for boys in, the .villllge 
varies 'according to the caste. The age' of marriage 
among Sheikhs is about 23 or 25, among Barhais 
aQout;n or 15, among Brahmins 16 or 18, and, 
amJnt")rurmis 5 and 6 years. The age of marriage 
for gi'rlii among Sheikhs is about 19 or 20, 
among Rarhais 11 ,(\r 12, among Brahmins 13 or 14, 
among Kurmis 5 or 6 and sometimes 10 or 11. 
It might be noted that among the Kurmis it' 80 

happens that sometimes the bride is older than the 
bridegroom'. The number of persons in the village 
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wholly or partly dependent ;up,on agriculture is 850~ 
The number of those wholly dependent \ll>0n agricultur~ 
is 675 i and of those depending partly is 175. A.bout 
100 persons in the village live upon cottage industries. 
There are no beggars in the village. 

The number of artisans is 12. of field labourers 100. 
The number of families whose members work on the 
fields is 12. There are twelve men in thl'l service of 
the zemindar. They only remain in service during the 
slack season. There are four persons who remain out 
of the village for a large part of the year. Three are in 
railway service and one is serving in the Allied Wood 
Crafts at Chitterbuckganj. There are sixteen shop
keepers and seven traders in the village. 

• : When any cultivator of the village has no work in 
con flection 'With the farm, he sits idle wasting his time 
in shaNq and tamasha. 

The artisans of the village are paid in cash at other 
times during the year except the harvest season when 
they are paid in kind. 

There are 100 maadurs in the village. They are 
paid daily in CIlsh, tQ.ei~ wages being 3 anna~:\o 6 
annas a day. They get ail,gift a topi. a kurta\Ii(d.'-s 
jhl\ran, on the oC<'.asion of marriages besiclP,\ usual 
dinners. 

The villagers generally do not emigrate. 

There are 11 pukka and 177 knchcha houses iB 
tlie village. The houses are very closely built togl>ther. 
They have no idea of ventilation. Even tbe pukkt. 
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houses are at times !Juft'ocating. The usual distance 
between the gr6ups of houses is the width of the lane or 
atreet ranging from 3 to 5 yards. The condition of the 
village is most insanitary. Manure is generally stored 
in the open near the chaupal where cattle are kept. A 
few members of the co-operative society however store 
their manure in pits near their fields. There are 
no newly-built houses in the village. 

The area of cultivated land in the village is 538 
acres, of uncultivated 67 acres, of cultivable 580. 
acres, of non-cultivable 54() acres. There is no ,Ek
Fasali land in the village, and the area of Do-Fasali is 
538 acres. . 

The holdings of the villagers are scattered. 
The average size of a field is 1 acre. The number 'of 

. occupancy and non-occnpancy tenants in the villafe is 
134, that of sub-tenants 28. 

In the village irrigation is partly carried on by 
'wells. Indigenous methods are followed in working 
the wells. The crops irrigated by wells art! wheat, 

. barl,llY, granr and arhar. A field of one bigha in size 
takes. full two days by the method of irrigation generally 
pre~lent in thEY village. They generally irrig~te their 
fiel(i'~r·tor ten hours a day. The system of irrigation 
used is .. mot. " 

There is no canal in the villagfl. The cultivators 
pay rent for their fields. The average rate of rent (or 
occupancy tenants is Rs. 1/4 per Kham bigha and 
that of Khudkasht is Re. 3/+ per Kham bigha. The . . 
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Tent is fixed and does not· vary according to the 
-crops. The cultivlltor does not consider the rate of 

• 
rent to be high. He is satisfied with the rate of rent 
-charged. 

The zemindar, on his part, cares little for the 
impJ'ovement of the soil. The cultivator. of tbe village 
use the system of rotation of orops. They also use 
manures. Their Kura Karkat (refuse and sweepings) 
.and part of the oow-dung (whioh cannot be used for 
fuel during rains) is used as manure. No goats ar~ 

used for manuring the fields. They do not generally 
lluy manures. 

The Kharif orops of the village are sugarcane, 
tnaize, juar, paddy; and the Babi orops are wheat, 
!'arle~, gram, masur, arhar, alsi and sarson. Weed
ing is, regularly done to wheat, alsi, sarson and gram 
-crop •• Those farmers who are members of a co-operative 
1Ioclety use' Meston ploughs. They purchase them from 
lome English firm through the Inspector, Co-operative 
Sooieties. There is no demonstration farm in the villago. 
No cmltivator in the village cultivates the soil on a com-

o 

'IIIercial basis. The chief objeots for whic\l loans a~ 
R9nl'rally 'taken are marrilltles, litigation, purch~:. of 
bullocks and seed, payment of rent and in a few OIiNs· 
for purposes of consumption. 

TacoolI' haa·. to be taken during times of 
famine, but they do not feel ha,'py about taking the 
~accall' loan. The number of ordinary money-lenders 
in the ... mage is 16. TJ!ey are generall)' those 
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whose chief occupation IS shop-keeping_ They 
generally charge 2 pice per rupee per month 

. which works out 37i% per annum. In cases which 
they consider more reliable they reduce it to 25 % 
(Sal Sawaya as they call it). The same rate or: 
interest is not charged from every borrower. The 
borrowers who need money urgently have generally to 
acknowledge receipt of something more than what they 
borrqwactually. They consider the money-lender to be 
their friend at the time of borrowing but at the time of 
repayment he is their. greatest enemy. There is a. 
co-operative society in the village. Nineteen· villagers 
are members of the society. The society is popular'· 
lWlong the members. 

There are four market days for this village, viz., 
. Monday, Thursday, Friday and Saturday. Thei.pro
duce of the village is carried to the markets at Bareilly 
and Milak by railway and carts. Middlemen or 
kunjras come during the fasal for purchase of the pl"O
duce. There are very few villagers who take their 
produce to ti:te market themselves. The bullock carts 
are gep.erally their own but if they have to engage 

. (1) hire, they have to pay a varying rate.. Payment 
rna] be in cash or kind . 
•• • 

I have to make two important suggestions for the. 
improvement of conditions in the village investigated. 
The first is the adoption of mean~ 1"or increasing the 
productiv~ capaci~y o~ the a~erage cultiva~or and J.hll' . 
second of mculcatmg m the VIllager the habIt of ke~ 
himself and his surroundings clean. 
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~'or increasing his productive capacity, the 
cultivator must take l'l'sort to improved methods of 
cultivation and irrigation. As things at present stand 

• 
he generally follows the line adopted by his forefathers 
ages ago. Under the heading of cultivation the points 
which need a mention are seed, manure and the im
plements used. The cultivators should try to obtain 
the best va~iety of seed in order to get a better yield. 
The manure at present given to the fields is not 
only poor in quality but insuffioient in quantity. They 
should no more use oow·dung aSlfuel. All the oow-dung 
available must be applied. to fields in the form of 
manure. The improved types of implements whioh 
can be of hest use to tho cultivator are Meston ploughs 
and Lever Harrows. \ 

At present they seldom irrigate their fields. Few 
of them that think of irrigation only dig kaohcba wells 
and irrigate their fields with a small earthen pot which 
does not hold more than ten seers of water at a time. 
The best means of irrigation, cheap and more ~rofit

able is the use of persian wheels. They should jointly 
dig pucca wells all even distanoe from their fields and 
erect persian wheels (,.aAals as they call them). 

At present the villager has absolutely no idea of 
what cleanliness is. He is dirty, his children are dirty. 
his clothes are dirty, his house is dirty, his cattle are 
no better, and everything connected with him is un
\I\ean and oonsequently 'unhealthy. 

. My suggestions for improving the sanitation of 
the village are (1) that flllllily pita be constructed for 

1' •• 
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storing ma~nre, and for use as latrines, (ii) that thE'Y 
must wash their clothes once a week, (iii) they must 
cover their food and protect the~ from flies, (iv) they 

• must not use water of tanks for drinking purposes, (v) 
they must have windows in their houses, (vi) they must 
not keep cattle quite close to their living place. All 
the rubbish and cow-dung must be kept covered in gits 
near thei,r fields (to be used a~ manures). 

Among other reforms in the life of the village may 
be mentioned the prevention of waste and extravagance 
~n the occasion of marriages and festivals, and pro
fitable utilisation of the time when there is less work 
-on the fields. 

Crop ProducJioa ia ladia 

, A survey of the principal crops in India shows 
that India leads the world in the production of certain 
commodities, and makes herself sufficient in respect of 
its food-eupply aud large variety of raw materials. The 
production of the food crops is very large, which 
account for 81'2 %' of the total sown, area. while non
food crops account for 18'8%. The general tendency 
nowadays is to increase the area under non-food 
crops, which is due to the high world-prices. This 
tendency is to be found· only in· those tracts where 
·commercial farming is appreciated. In the backward 
thets the farmers produce just enough to meet their 
barest necessities. 

Riee.-Rice is the leading crop of India,. as 
it is the staple food of most of the people of the 
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lountry, It occupies nearly ZIf'> % of the total cultivated 
Lrea, Total 81'ea under ihis crop in 1925-26 was 83'7 
nillion acres, yielding 612'!iO million maunds~ India 
.s the largest exporter of rice in the world, though her 
Lverage export has never exceeded 'l % of her total 
?l'oduction, Rice is Renerl1l1y grdwn in those tracts 
wh{lI'e the rarnCall. is heavy, and the climate is hot , 
IDd moist, It would he interesting to note the area 
lIIder cultivation in different provinces :-

Bengal 21'13 million acres, 
BiblU' & O.'issa 14'28.. " 
Burma 12'21 .. " 'Madras 11'32 .. .. 
United Provinces 7'18 .. .. 
Cl'n~ral Provinces 5'08 

" " 
A.ssam 4'58 

" .. 
Bombay 3'87 " .. 
The above figuf\'s ,. .. m show that rice is chiefly 

~rown in these provinces berause here the physical 
'onditions are very favourable for its growth. Rice 
s ilie stllple crop oC the eastern provinces, Burma 
rOliuces the largest quantity of rice, and becaus~ 

r its hl'ing thinlY' populated it has got a lot to , 
pare, Burma rire makes good dl'6ciencies in other 
IIrls of the ('oulllry, Illdia l'xportt-d 24'S lakhs tons 
r rire worth 39'39 crores of rupees in 1925-26, The 
Rril'ultural department has thus fllr paid no attentioD 

this crop, and ronsequently DO great progreSli has 
(it'D mllde, The methods or culti'l'l1tion are primitive 
nd antique, 
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Wkeat.-Wheat is the next important crop grown 
in India. It stands next to rice in the matter of acre
age. It occupies 10 % of the total cultivated area. 
Wheat is a rabi crop, and is sown from October to 
December, and harvested from March to May, the 
time of sowing and reaping varying with the variations 
in the climatic conditions in the.different parts of the 
country. It is the staple food of the people in the 
Punjab, United Provinces, and N.-W, F. Provinces, 

The chief wheat-producing provinces in India are 
the following:-

Punjab 10'68 miIIion acres, 
United Provinces 6'99 

" " Central 
" 

& Berar 3'6:1 
" ,1 

Central India States 1'85 
" " Bombay 1'74 
" " 

Bihar and Orissa 1'16 
" " 

As regards production India occupies' a thiJ'd place 
in the world, Since the war the area under wheat 
has increased, and some people are of the opinion' 
that India would soon approach the second position .. 
The export of wheat fluctuates according to the nature 
of seasons. In normal years about 10 % is exported 
from India. In 1924-25 11'11 lakhs tons of wheat 
were exported valued at Rs. 17'19 cro,res, In 1926-21, the 
figures were 17'16 lakhs tons and Re. 27'1 crores. The 
quality of wheat has greatly been improved. Formedy j 
it had a reputation of being di rty and worthless_; 

j 
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mprovements in the meana of irrigation has given a 
onsiderahle impl'tus to this crop. The activities of 
~e Agricultural department have helped a good deal 
1 impToving the varieties of wheat sown in India. 
~he introduotion of Pusa 12 has improved the quality 
f the grain considerably. As compared to other 
ountries the average yield' of wheat in India is very 
ow. Average yield per acre in England is very high, 
vhereas the agg"cgate produotion in comparison to 
1<lI'S is very low. 

B(//·/rll.-Barley is chie8y grown in the United 
~rovinces of Agra & Qudh. Total area under this crop 
n 1925·26 W8S ~'11 million acres. A very small 
luantity of harley is exported to foreign countries. 
~'alue of barley ex~orted in 1926·27, was 62 lakhs ofl 
'upees. 

Ja,rQ/' aNd B<v'/"Il,-The main varieties ofIndian 
Ilillets are Jl1war and Bajra, They constitute an im: 
)ortant part oC the staple, food of the masses of Madras, 
[\ombay lind the adjoining districts of Hydernbad, 
IDd some parts oCthe United Provinces. 

Totnl arlla unller Hajrs. and Ja\\"ar in 1925-26 
Nas 29'59 million aores ond 12'25 million IIcres res
ell'ctiv<lly. Jawar is grown in IIyderabad. Bombay, 
~Iadrns, Punjab. United Provinl'es and C.f'ntral 
Pro\'inl'I's, 

P"l$l'$,-Pulsl's are largely grown in India and 
form an important port of the Indian dietry, They are 
~hiefly grow n in Cnit .. d Provinces. Punjab, Bombay, 
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Central Provinces and Bengal. Gram occupies th& 
topmost place among pulses in India. In 1925-26, 
about 14'30 million acres were under it. Iu the 
United Provinces 6'64 million acres were sown. There 
is very great internal demand for pulses, hence very 
little is exported to other countries. 

There are other food crdps grown which include 
fruits, vegetables and spices. Total area under these 
crops was 7'75 million acres in 1925-26. Chief fruits 
grown in India are mangoes, oranges, apples, etc., 
and vegetables such as potatoes, cabbages, couliflowers, 
brinjals, onions, turnips, tomatoes, reddishes, etc. Fruit
gardening has not received much attention from the 
people. Indifference to this industry is attributable 
to the ignorance of the people in regard to the methods 
oJ fruit-gro wing, . and also to the I1ck of demand in 
India, because of the poverty . of the masse~. Spices 
are chiefly grown in the South. Certain va rieties of 
spices are grown all over India. 

Sugar.-India was probabh· the original home of 
sugarcane, and the area under it was probably the 
largest of any other country in the world but the 
average yield per acte is very low. India does not 
even produce enough for internal ust), In 1926,27 
India imported 9'24 lakh tons of sugar valued at over 
19'16 crores of rupees. 

The chief cane-growing provinces of India are:-

United Provinces 1'43 million acres. 
Puniab '39 

ioI " " 



Bihar & O.'issa 
Madras 
Bombay 
Assam 
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'29 million acres. 
'11 
'083 
'041· 

.. .. 
," 

, . 
.. .. 

Government have taken up the question and lugar
csne has sinoe 1901-02 been subjeoted to a systematic. 
study witll a view to improve it~ quality and the snpply 
of canes, and recently a cane-breeding station has been 
started at Coimbatore in Madras, The Government. 
of India appoint.ed a Sugar Committee in 1919 tI) 

investigate the possibility of organizing and developing 
the sugar industl,y in India. The (Iommit.tee puhlished 
tb!'tir report in 1921, which recommends the organiza
tion of the sugar industry on the Java model. It was 
suggested to establish an Imperial Research Institnte, 
with three divisions, Agricultural, Chemical, and 
Engineering to control the work of the Research Ins
titutes in the provinces, A Sugar Board was also to be 
appoint.ed. The Board appointei would guide the 
Research Institute. and advise Government on all 
matters regarding the sugar industry. It should be 
notc.'d that the masses in India use Molasses or Gllr, 
and. therefore, special attention has to be paid to GUl
making induslry. Some imprqvemenl has been made 
alollg Ihe line of cane-oruahing. iron cane-orushera 
have repll\ced the wooden cane-orushers. 

Coff~,-At one time coffee indualry in Iadia 
was flourishing, but after 1862 ils decline atarted
The cheaper liraailian coffee has come mlo competition 
wilb Ihe Indian coffee.. This competition baa affected 
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Indian industry adversely. In 1925-26 the area under 
coffee in the whole of India was 148'200 acres. It is 
cbiefly grown in tbe Mysore State, Madras, Coorg, 
Cochin, Travancore and to a smaller extent in Burma 
and Bombay. Total quantity exported in 1925-26 was 
150'000 cwt., valued at 1'32 crores of rupees. 

Tea.-The only competitor of India in tbe pro
duction of tea is Cbina. India bad almost a monopoly 
of tea production before China tea came into prominence. 
Tea industry is prospel'OUS and sbows signs of future 
progress. Total area under tea in 1925-26 in British 
India was 728'857 acres and total yield was 363'5 
millions of Ibs. About fth of her export of tea goes 
to United Kingdom. ']'ea is a very important commodity 
of export in India. In 1926-27, 349'26 millions of Ibs. 
were exported. Consumption of tea in India is rapidly 
growing. Tea Association which has been formed for 
tbe promotiol! of tbis industry has proved very useful. 

Oil S'eeds.-India produces a large variety of oil 
seeds such as linseed, sesamum, rape and mustard, 
groundnut, cocoanut, castor, mowa, cotton-secd, niger, 
coriander, etc. Total area under tbese is 15'15 mil
lion acres in British India. . Oil Seeds are exported in a 
large quantity. In 1926~27, 838'000 tons valued at 
1'908 crores of rupees were exported. On· the whole, 
oil seeds form a very large portion of India's 
export. 

Fibres.-These form an important part of tbe 
crop sown in India. Nearly 8'5% of the total area 
sown is under tbese crops. 
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Cotton.- Cotton is the foremost fibre crop in India. 
In the production of cotton India occupies a second place, 
firsfheing the U,S,A, Some people are of the opinion that 
within the next decade or two India will produce more 
-cotton than the U,S,A. If this comes true then India 
will lead the world, Total arl'a 'under cultivation in 
British India, in 1925-26, was 1t1'IS million acres, 
anil if the ares uniler this crop in the Indian States 
was also incluiled, then the total area 80wn would he 
28'49 millions, The yield of the crop in the same 
year amounted to 6'50 million bales of 400 lbs, each, 
Nearly 50.%, of the total produce is exported to' other 
-countries, From the time of the war the production 
{)f cotton hils steadily increased, and with it the exports 
8S woll. Total quantity exported in 1925-26 was 7'4 
llikhs of tons valued at 95 crores of .rupees, 

The prinripal cotton-growing provinces in India 
being :-

1925-26, 
Bombay 8'11 million Beres, 
Central Provin~e8 & Berar 5'48 .. .. 
lIyilerabud 3'78 .. .. 
Punjllb 3'05 .. .. 
U niled provinces 1- .. .. 
Mild !'liS 2'92 

" " 
The fihre of the Indian ('ot·ton is inferior to that of 

the AI\l"ri~llI Rnd Egyptian, England is not tho ohief 
imporwr of this commodity, Indian eotton is chiefly 
~J:portl"d to Japan and the continent, The Government 
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is trying to improve the quality of the cotton produce. 
by introducing improved varieties from other countries. 
" The Government appointed the Indian Cotton Com
mittee in September, 1917, to examine the possibilities 
of increasing the supply of long staple cotton in India, 
to suggest improvements in the existing methods of 
sowing and marketing, to make recommendations in 
regard to the prevention of adulteration, damping and 
mixing, etc." Since the ti~e of the submission ofthe 
report of the Indian Cotton Committee many improve· 
ments have taken place, and it is expected that soon 
India will be able to produce the variety of fibre that 
would meet the demand of Lancashire cotton .. 

Jute.-Jute is also one of the most important 
fibres. India enjoys a monopoly in the produc.tion of 
jute. It is generally cultivated in the provinces of 
Bengal, Assam, and the Indian States of Cooch Behar 
& Orissa. The soil of these tracts is eminently suited 
to the growth of this crop. It needs an alluvial soil 
and plenty of rainfall. This crop is very depleting ann 
the rivers every year bring fine alluvium and deposit 
on the soil. This recuperates the soil every ye.ar. In 
1925·26 total area under this crop was 3,115,000 acres,. 
Bengal alone contributing 83 % of the total sown area. 
In 1926.27, 70'8 lakh tons of raw jute valued at. 
Rs. 26'78 crores, and jute manufactnrt;s valued at 
Rs. 26'78 crorea were exported. Germany imports the· 
largest quantity and United Kingdom comes the next .. 
The jute industry has shown remarkable progress. 
The jute manufactures have increased considerably .. 
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Other c~ops grown are indigo, opium and to
bacco. ~t one time indigo constituted one of tbe most 
important pro:\uats of India. But this iniQ.stry has the 
suffered because of the adven~ of the cbemical dyes into
market. Tbe area under the cultivation of indigo bas 
steadily decreased. In 1925-26, 2,000 cwts. of indigo 
valued at 4'24 lakhs of rupees was exported. An Indigo. 
Heseal'oh Chemist has been appointed by the Govern
ment of India with a view to assist this industry. 
The chief customers of the Indian indigo are China 
and Japan. 

OpiuIII,-There has been a tremendous decline in 
this industry, especially sinoe the time of signing an 
agreement with China in 1907, Area under the culti
vation of opium was 83,030 aores in 1925-26. 

TQ"acco.-There are three chief centres of til(' 
tobacoo industry, i.t., Eastern and Northern Bengal, 
Southern India and Lower Burma. In 1925-26. 
tlil' total area under tobacco was 1,964,862 acres. 
38 million Ibs. of tobacco valued at 111'40 lakhs of 
rupees were exported. Amount of manufactured to
bncoo is far in excess of the exports which is probably 
due to an increased use of cigarettes. Experiments 
are being mnde at the Research Institute at Pusa to 

improve the quality of the Indian tobacco. 
}'oddtr C,'ops.-The area under the fodder crops, 

of lale in('reasE'd because of the special allE'ntion tbat has 
bE'en gi\,E'n to improving the state of the Indian cattlE'. 
In 1925-26. 8'93 millions of 8(,res were under the 
fodder orops. The Agricultural Dl'partment is trying 
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-to introduce better varieties and the cultivation of 
beesum at Pusa may be regarded as a great success. 

The figures given below will show the present 
position of crop production in India. 

1901-2 
PforOE\otage 
of not. rea 19a5-ll6 

Percentage 
of net area 

Acree by Plotes'" Acres by proft'9-
(millions.) sional lmillioDso) sional 

Burvey. survey. 
_ . 

.N £>t arf'. by profe8!lional 
8urvey '" '" 660'31 '" 667'61 ,', 

..A r(>a uoder forest '" 66'86 12'0 86'9S 18"a 

Not available for culti-
vation .. , 136'36 24:6 160'19 29'5 

-CultivahlE' wa9te obber 
tpan fallow ", 107'52 19'6' 161'S7 22"7 

Fallow land .. , 4n4 7'6 49'00 76 

Nob '. area sown with 
crops ' .. ..' 19971 86'1 226'84 S3'S 

Totalarf'a (includes area 

I 
. 

sown more than once) 220'36 .. , 96699 .. , 
A rea irrigated .. , 32'61 ' .. 47"66 .. , 

• 
", 

Area undf'r PercentegEl 1926-26 Percentage 
food grain. oll>ollal Acrea oll>ollal 

1901-1 area 1I0Wo.. (millions.) area 10WD. 

Rice , .. , .. 70'06 .., SO'\7 ... 
Who.b .. , ,., IS'SO .. , 2891 ... 
liarlt"y ' .. .. 6'21 , .. 6'61 ... 
Jawa, ... ' .. IIS1 , .. 20'61 ... 
Hajra '.' ... IU9 ... 12'26 , .. 
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A.". under Peroeobage 19:15- 26 Percentage 
food graina. 01 tJotlalaowD Aoree ohollalaown 

1901-9 ...... , (million.,) area. 

Rail .. , 8'T6 .. , 8'SS ' .. 
Maile .. , .. , 6'19 .. , 6'60 .. , 
Gram .. ' ' .. 9'TS .. , Ina .. , 
Obhor Iraina and 

. pullea ... , .. IT 86 , .. 88'71 'N --- ----- ---- ---Tot>al food gralna .. 1T6'119 SO'O 196'06 T6'8 

Area uoderobber food 
oropa I inoludin. 
"'('BebabiN. fruilo, 
IpicH, ~tIo.) .. , 6'IS .. , T'T6 •• 

Area undor Buaa. ". 1'69 'N 9'8\1 ' .. 
Ootr •• , .. 'II ' .. '09 .., 

T .. , .. ' .. ' .. 'fl ' .. 
M iloel1aneoua lood 

i crop. .., .. ' 11U .. , 111 .. , 
-~ -----

Tot>al food orop. ... 166'" SU 108'66 8.1 

Area UDder oilltted. 

Llnaeed .. , I~ ' .. 1'611 .. , 
B_mum('i\) .. , ItTa .. , It(O -
Rape and mu,lIard .. , 1'8'1 '. 18'08 

O~ .. oil ,oed, 8'Ot 'I' 

Ground IIU' "76 

Ooooa1lo," '6( 

0..",. .. , 'fiT -- -- -Tot>al oil ,ead, 1196 6" 16'16 611 

A ... uod.rco ....... 10"110 litiS 



Jutto 

Other fibres 

Tobal fibres 

Indigo ... 

-Opium ... 

:robacco 

'Fodder crops 

_MiBcellan~ou8 
food crops 

non-

Total non-food crops. 

ToJl4Il sown area (In
ohldsa area Bown 
more tihan once) '0. 

, 

( 94 ) 

Ar .. a ondt"r PeTCt"ntage 1920-26 Pelcpntege 
food ,graintJ. oUotal BOWD Acrt"B oftotlalaown 

1901-2 area. (millioD8.) aTt"a. 

- -- - !-----'-; 1----

'06 

IS'14 

'79 

'60 

'96 

2114 

1"71 

69 

-9-::-:~-1-1~~1 

,I 2Q'64 

2'42 

'91 
22'01 

'13 

'OS 

106 

S'98 

81'14 

S'6 

ISS 

Estimated yield and area of principal crops (in
cludes also crops in certain Indian States) 1925-26. 

, 

1901-1 19!11i -26 19~6-26 

Yield Yi.ld Ar .... 

(millioDs.) (millions.} (milliou 
of acres.) 

Rice (tono) ... .. ... 19"21 80'68 82'S7 

Wheat ... . . .. ... H'09 8'70 80"7 

Jawar ... '" . .~ ... &:81 18'1iB 

Baj ... ... .- ... .,. 1"98 111"26 
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19~5-~6 
1901-11 19l1&-~ Area 
Yi.ld Yi.ld (millionl 

\millionl. ) (milliona.) of 
ac ...... ) 

-
Gra.m ... ... ... . .. S'S7 14'SO 

Raw Bu,a, (bon.) ... ... lI'Oll 1"97 2"67 

To. (lb.) ... '" ... 191"80 868'60 '12 

<lotton \ Bal .. 400 Iba.) .•• ... 866 6'lI& ~49 

.Jut. .. ... .., "48 8'" S'U 

Lln ... d (boDa) , .. .., '86 "0 867 

Rapo and Mu ..... ,d ibonl) ... '96 'III 6'SO 

a_mum ibonal ... ... 
I 

'M '4\1 4'97 

<lalbo, ••• d (bona) .. ... ... '1' 1'40 

Grouud nue ("'Dll ... .. ' '06 1118 897 

IDdigo (ow.,) ... .., '11 'O!I '18 

Coif .. Ubo,) ... .. , ... 16'67 9210 '14 

Rubbo' .. ... ... .- .., 19'97 'IS 

Although so much of food grains, and other raw 
materials are produced in India, yet there is. a scope 
for producing more from the same area under ~ulti

vation. Yield per acre in India is Vf.'ry low. Im
provement in agrioulture are of a vital importance for 
bettering the oondition of the cultiva\or, and thus 
adding to the national wealth of the country. With 
the improved methods of cultivation the other countries 
have considerably raised their yield per acre of the 
different crops. The table below will show yield per 
acre in India anj snme otber oountries (1922). 
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~ , . I 
~ • m .., 
-" ~:!! m 

Wheat m .0 
.~ ~'" Rioe c Tobacco. (Hushels :o~ ... 

.. .!l (lb •• ) • (lb • .) 6Olbs.l 
~.o Q 

.;;; .... ~ ,,-" E'" =m 
Q 

'8 ~ 
0 

--
Canada ... I1'S I 43'4 97'6 '" .. .. , 
U.S,A, .. , IS 9 a,'s 249 1,090 141'0 780'6 

England .. , B1'a .. , SI'O .. ' ' .. ... 
Denmark .. , 39'0 ... 406 .. ' .. , , .. 
"'ranee .. , 186 16-11 23'9 .. , .. , 1,421l'1 

Italy .. , In 202 14'3 
, 

a,161 917'9 

I 
.. . , 

Ge,many .. ' 200 I '" 26'7 .. , , .. a.6a91 

I (Jg.~Jl 

Egypt .. ' a4'1 ., S6'3 SO'I 1,466 2990 ... 

I 
(19aJl 302'0 

,1923-241 .. , 
India 13'0 I 

16'6 198 911 98'0 .. , I , .. 
Japan .. , a2'o 21'7 31'7 20'71 .. ' .. , 

(1921) 

Australia , l1'a I 26'7 21'8 .. ' .. ' .. , . 
I \19al) 

THE APPLICATION OF MALTHUSIAN DOCTRINE 
IN INDIA. 

The production of wealth in a country is so direct
ly connected with the number and quality of the people 
iu it that the problem of population has been one of 
major importance from times immemorial. This num
ber is entirely dependent upon food, clothing and 
shelter that a country can supply. Invariably and 
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eventually, however, there is a limit to this; so that 
the population cannot go on multiplying to infinity. 
If it did increase beyond a certain point it would at once 
be overpowered by' the checks of nature. Man hall 
been conscious of this fact from the very earliest timell. 
The attention of the state and the individual hall there
fore always been directed towards this all important 
subjeot. The law-givers in every age made a speoial 
mention of it in their mandates. 

It is but natural to find, therefore, that the earliest 
savage, as he stood beside the shot-down-deer, knew 
that it would suffioe only for a' definite number of 
people and that he could not hope to shoot more during 
the period specified. If, therefore, that number was 
exoeeded the result would be starvation. He sought 
to oheck any inorease above that by means of abor
tion and infantioide, while on the other hand a need 
for the dl'fsnce against the enemy helped the augmenta
tion of numbers. 

The principles all'ecting the check or growth of 
population have bl'en the aame-the means adopted 
towards ita regulation may vary from community to 
community and from one 'stage of civilization to an
other. 

We find that the Greeks and Spartans had an 
• Ideal City State' before them. The population was 
therefore regulated so as to be compatiabJe with that 
idl'al. Any increase was got rid of by means of emigra
tion. while growth was encouraged by rewards to , 
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prolific parents and indignities to· bachelors or the 
childless. The Romans who were a conquering race 
encouraged population, while there was a determined 
reaction against their immorality, love of luxury,· 
and profligacy in the early Christian ages. Virginity 
and chastity were praised and life-long abstinence 
from marriage and sexual relationship were the gifts of 
a saint. Martin Luther was, however, in favour of 
marriage and progeny, but he enjoined upon the people 
to "make arrangements betimes, and get some works 
remembering always to remain upl'ight and serious." 

But the conditions under which nations have had 
to labour have been of so dynamic a character that it 
has practicallY'been rendered possible for the people 
to' hold widely divergent theories on population. Not 
infrequently have the writers also been in the habit of 
oiel'stating facts about population. But now that the 
gigantic war is over and since there seems to be no 
likelihood of production ever aCClllerating its pace, as 
it did, when the Industrial Revolution began, we are 
in a better mood to receive Malthus with his essay on 
the Principles of PopUlation and Ricardo with his Law 

_of Diminishing Returns. 

The sum total of their teaching is briefly this :
Malthus maintained that population tends to increase 
in a Geometric Progression, i.e" as 1, 2, 4, 8; all other 
things remaining the same, while the means of sub
sistence increased only in Arithmetic Progression, i.e., 
as I, 2, 3, 4, 5 ..... . 



( 99 ) 

The population was in early times thuB necessarily 
kept down at a level with the means of subsistence by 
the checks of nature such as starvation, disease, deaths, 
wars and epidemics. But man possesses reason and should 
do all to prevent starvation and misery. Malthus there
fore said that it was not the duty of parents to bring 
children into the world whom they could not educate· 
to tbe same standard to whicb they were themselves 
~dul\ated. Hence he advocated preventive checks which 
are all resolvable into moral restraints; i.e., the delibe
rate actions of men to limit their numbers and bring 
them on a level with tbe means of subsistence. 

Ricardo added a oorollary to this and said that 
instead of the moans of subsistence inoreasing in an 
arithmetical progression, tbe law of diminisbing returns 
begins to operate when produotion has been pushed 
beyond a certain point and tbat additional doses of 
labour and Cllpital would result in II less tban 
proportionate increase unless some improvements in 
methods of production took place siluultaneously. 

It was however thought that the tbeories of po
lIulntion would bt' greatly modified by the great world 
War during 1914-18 and that the increase would cer
tainly be welcome after the immense destruction of 
life and propc>rty. It might be so in some couhtries but 
in India today we find that unemployment problem is 
.. ery acute and tbat the lower classes of society are 
sorely distressed and live on the YIlrgB of dc>stitution. 

Our standard of living is hopelessly low leading 
to physical and mentl,l degeneration, so that it is but 
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true to say that the wheel of things to which, in Lama's 
Philosophy, the human race is bound has turned full 
circle and that after taking account of all the Bocial and 
economic upheavals the problem of population in India 
is as keen as ever. 

\ 

The following extract from the Census Report of 
1921 gives a most graphic view of the problem: "India 
is one of the countries in an intermediate stage as 
regards the process of population growth. She has 
abandoned more or less the" all fashioned methods of 
limiting population to an optimism, viz., periodic absti
nence from intercourse, abortion, sati and infanticide 
and sbe has not yet adopted tbe methods of advanced 
countries, i.e., postponement of marriage and voluntary 
birth control. She is at a point where her population 
ill controlled by disease and disease only." ' 

Now that we know where India stands as regards 
her population we are in a better position to consider 
the various factors concerned therewith. 

Marriage.-The til'st and perhaps the most im
portant point to eonsider in this rzspect is that marriage 
is almost universal in India. . The Hindu and Moham
madan law-givers looked upon marriage as a necessary 
social institution and a sacrament. Perpetuation of 
race is a sacred duty and according to Manu the only 
way in which a man can become exonerated from the 
debt he owes to his father is to have a male issue. 

Then, too, marriage is necessary for the perfor
mance pf religions rites. But early marriage is a 
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departure from the wholesome praetice of Brahmacharya. 
But granting even that one has to marry perforee, there 
is nothing in the mandates of the law-givers to prevent 
wholesome restraint throughout the married life, Mann 
himself says that the first son is begotten from a sense 
of duty, the rest fl'om a love of pleasure. The number 
of children per marriage is lower in this country than 
where marriages take place at an advanced age. The 
figures for Burma also point to the Bame conclusion. 
It will be, howevar. noticed that the fecundity among 
.the Mobammadans is higher than among Hindus, This 
is partly due to late marriages and partly to widow 
marriages, 

Our orude birth rate is, however, higher than that 
of European oountries. In India webave about 34 
births per mille 1925 and the death rate is about 24'7 
pl'r mille. Thus we have a natural increase of only 
about 10 per mille. The following figures indicate our 
increase during the last 40 YMrs. 

1881-1891 .. , ... 13'2% 
• 1891-1901. . • . . . •. 2'5% 

1901-1911 ..... :.. 7'1% 
1911-1921. •.... ,. 1'2% 

The insanitary conditiona under which' Indiana 
live and their proverbial poverty owing to which they 
-cannot take a proper care of mothers, infants and 
ehildren have taken a heavy toll or lives from us. 

. The increase in the population haa been very great 
at the wrong end, i.f" in the lower strata of the Indian 
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society. It is no wonder then that the teeming millions 
of India are daily becoming poorer and poorer on 
account of a rapid increase in their numbers. 

A.s regards the npper classes we find a number of 
different checks operating against marriages among 
them and against the birth rate in their society. 

To sum up the whole situation it is necessary 
for us to take into consideration the expectation of 
life and the number of productive years in the life 
of people of different countries as is shown in the 
following table :-

Age when Average Numb ... of 
productrivity length of prodnctive 

begiDa. life. year •• 
, .. 

Ohina ... ... .- 16". ~O , 
Indil. .. , ... ... 16 HI 61 

trmcibed Proviocee ... ... 16 iO 9 

Europe ... ... . .. n ao 18 

Amerioa ... ... ... 18 

I 
81 

I 
19 

New Zealand 19 " iO • ... ... . 
In a country like India which has I ~ population of 

about 32 crores the labour force is bonnd to be great 
in quantity. But if we look to the quality we have to 
admit that it is very poor. The difficulties of such an 
inefficient mass of labour are very great both at home 
and abroad and we therefore find that this world has 
so little to help the Indian labourers in the mattel" of 
improving their standard of living. The chances of 
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redistribution of population are BO little on account oC 
(1) the inhospitable condition of the soil of sparsely 
populated parts of India, and (2) the .difficulties. of 
climatio conditions, language, caste, manners and 
customs and the opposition of local inhabitants to admit 
foreigners generally in their midst. 

Having' established the proposition that the incl·easl' 
in the population of India and the want of improve
ments in our methods of production are mainly respon
sible for our increasing poverty, let us proceed to 
Buggest some measures which are calculated to stop 
our further degeneration by quick multiplication . 

. .As in so many other departments of national pros
perity, BO for our present purpose also, it is necessary 
that illiteracy should be reduced in the country. So 
long as 92 % of Indians are illiterate it is idle to preach 
to them the benefits of a voluntary limitation of their 
numbers for they cannot realise its nec~ssity and vir
"tues. Elementary mass education only can have the 
way for progress in this direction. 

France, U.S.A. and almost all other wealthy 
nations of the world have realised the importance of 
this suggestion and have -acted accordingly. In an 
educated comlUunity a rapid inoreas(' in the population 
is not necessarily an evil, for 8uch an increase might 
make it possible Cor thl' cOlUmunity to introduce a better 

• division of lahour and bl'tter organisation which miftht 
lead to an t>normous iDllrt'ase in the production of wealth 
by the oommunity. The stimnlus of increased com
pt>tition Dlay lead an educated population to become 
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more forward and more willing to fight with zest the 
battle for existence. 

After examining the conditions in India we become 
pessi!Dists to a certain extent. We have been trying 
always for the last few centuries to overtake the food 
supply and have entirely neglected to take effective 
steps for reducing our birth and death rates and there
byl to make it possible for people to advance intellec
tually and morally. On the other hand on account of 
this tendency to increase our numbers rapidly we have 
courted greater and greater competition, and a fully 
perfected system of family, caste and communal feuds. 

The last-mentioned point really points out to us 
a solution of almost every malady fro.~ which our nation 
is suffering at the present time.'. If the Indian people 
l~arn how to control themselves in the ~ matter of pro
creation of progeny, they will be able to attain an 
undreamt amount of self-control with which they can 
effectively fight against disease, misery, poverty, 
illiteracy, and narrow communalism. The amount of 
material, moral, physical and spiritual progress which 
would be possible for us then is simply incalculable. 
And it is this channel through which the ship of our 
nation has to be steered in order to reach the promised 
land of joy, prosperity and a fulle,r life. 

OIL-SEED CRUSHING INDUSTRY IN INDIA 
AND ITS POSSmILITIES. 

Large ,crops of various well-known oleaginous 
plants including linseed, rape, mustard, sesamum, 
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:ground-nut, cocoanut, castor, cotton, mahua and other 
~il-seeds are grown widely throughout the country. 
An idea of their importance can be easily formed by 
taking into ()onsideration the fact that 15,156,008 acres 
of land were sown with oil-seed in India in the year 
{1925-26). The total estimated yield of dift'Elrent kinds 
~f oil-seeds in the same year was as follows :-

Linseed about 4 laos of tons. 

Rape and " 9'1" " " 
mustard 

Sesamum " 4 '26" " II 

Ground-nut "20"",, 
The export figures for the same year show that 

<the export trade in oil-seeds is oontinuously inoreasing, 
.and that in the year 1925-26 when we exported them 
to the extent of 121 lacs of tons. At present they 
rank high in the order of importance on the export side 
of the trade of India. The most noticeable feature of 
the year's trade was on large inorease in the shipment 
of ground-nut. Linseed, csator and cotton seeds also 
ahowed increasing exporta. The quantities of the 
prinoipal seeds exported are shown in the following 
tables :-

(I~ thousands of tons) 
1922-23 1923-2-' 192-1-25 

LinBeed ... 27-1 369 371 
&tpe Beed ... 252 1I37 261 
Ground-nut ... 261 251 316 
Castor '" 8-1 85 95 
Cotton ... 183 150 161 
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Sesamum 36 10 31 
Copra 14 4 
Others 67 43 33 

Total 1177 1255 1328 
Thus we see that the produce of oil-seeds in India 

is largely exported whole. 
Increasing exports always cause a certain amount • 

of pleasure to every patriotic member of the community 
but an increase in the export. of oil-seeds has an 
opposite effect. The dangers attending their export
ation can be summarised as follows :--0) It allows 
other countries to reap the manufacturer's profits and 
to provide employment to their own people. India is 
suffering from acute unemployment and the exportation 
of oil-seeds as a whole means the taking away of work 

, from Indian labourers aurl giving that work to the 
people of other countries. (2) The production of oil
seeds means the taking away of a certain amount of 
valuable chemicals contained in the soil on which they 
are grown. Unless we give back to that soil th'" 
oil-cakes, we are continuously robbing our soil of its 
fertility. The value of the oil-cake 8S manure has been 
recognised by Agricultural expl'rts all over the world. 
It is, then, really very strange that Indian cultivators 
are courting bankruptcy, so far as the fertility of our 
soil is concerned, by exporting annually oil-seeds ill 
increasing quantities. The loss of a great potentia'· 
wealth, in the form of oil-cakes, to the country cannot. 
be too strongly deplored. (3) The slack appearan!'!> 
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~f human beings depends to a large extent on the- ' 
~uality of fats consumed by them. Similarly the heatlh 
~nd fatness of cattle also depends on the inclusion of 
fats in their daily food. A. most palatable form in 
which these fats could be inoluded in the daily diet 
of oattle is to give them oil-oakes mixed with their daily 
food. For the improvement of the health. of our cattle. 
an(l their quick regeneration it is necessary to keep as· 
much as possible the oil-seeds in the country in order 
tG get from them plenty of oil-cakes. 

In spite of these serious objections to the exportation 
of oil-selldsas a whole from the country we find that 
very little bas been done to start oil-crusbing mills, 
run on modern lines in India and thereby tJ check: 
their increasing exportation. Eff'orta were made, but 
tht'y did not prove very successful on account of the 
following difficulties :-:-(1) There exist high protective 
tariff's in European countries which t'ncourage the 
exportation from India of the raw material rather than 
the manufaotured produot. (2) There is a better market 
for the oil-cake in Europe than in India and the freight 
on oiJ-soeds is loss than the freight on oil and oil-cakes. 
(3) The shipping and transportation work of India 
beill!l 11Irgely in the hands of foreign countrit'S, 
tht'y gt'nerally charge higher transport rates on oil 
than on oil-aeeds. It is much easier and Ie-ss expensive 
for the Indian producer ,to t'xport oil-seeds instead or 
oil. (4) In India itself there is a de-ep-sMted prejudice 
a!ll\inst the ust' oC machine-made oil-clllkt's as a rattle 
food or 89 manure b_use the Indian ('uluvator thinks 
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that it contains less oil and therefore less nourishment 
than the village-made cakes. He is therefore unwilling 
to buy it except at a reduced price. 

An immense quality of oil is, as a matter of fact, 
already manufactured in this country by more or less 
-crude processes. Village oil-mills worked by bullocks 
!lnd presses worked by hand exist in all parts of the 
-country and supply most of the local demand of oil. 
Th.ose village Ghanni or Kolhu mills are very unecono
mical because (1) Only 3B% of the oil contained in the 
seeds is extracted and the remaining 62 % is entirely 
left in the oil-cake. (2) Only 3 to 3f seers of seed 
are crushed per 3 hours and only about 9 to 12 seers 
of Beed are crushed per day. (3) The use of oil-cakes 
-containing 62 % of the oil contents of seeds is really 
harmful to the cattle who are fed upon them. Just as 
a weak man caunot digest a lot of fat and cau digest 
(lnly a fraction of the quantity of fat which can be 
digested by a strong man, so the weak cattle of India 
also cannot digest as much fat as is contained in the 
village-ghanni-made oil-cake. The ignorant cultivator, 
wishing to make.. his cattle strong, feeds him on this 
super (fat) saturated village oil-cake with the result 
that they begiu to suffer from diarrhrea and dysentery. 
The mill cake cOl1tains a lesser quantity or oil than 
the village cake, still it contains more oil than the 
cattle can digest. • Despite these drawbacks Indians have not generally 
adopted the hydraulic presses or accumulators or steam 
driven oil mill machinery which: can save a large part 
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of the oil, whioh is allowed to run waste at present. 
Even in this a.ge we find in southern India people usiIl!t 
mainly the boiling out prooess with the slight improve
ment of squeezing the meal in a twisted cloth. In the 
Central Provinces and in other parts of India we still 
see the Roman Mortazium bl!ing used with no improve
ment other than that it is being worked with bullock 
power. The power driven ghanni obtains 30 to 33 % 
of oil in from 1 t to 1 t hours according to seasonal 

• temperature. 

To make the industry paying it is necessary (1) to. 
ereot and work a model mill, (2) to have' trained 
operators and managers of these mills and (3)· to install 
plant for refining the oil, for manufacturing hydrogenated 
• vegetable ghee • or ~ hardened ' oils for making soaps. 
candles, glyoerine, water-proofing, electrical insulation, 
wax, and wax-like oompositions. 

The tremendous amount of work which would be 
< 

created for the Indian people if this industry was 
. improved iu India has been amply proved by the 
foregoing observations. The inc.-reased imports of these 
finished products into. our oountry have already taken 
a high price from us for our mistake. The same raw 
materials which we export from India return back to 
us in the form of finished produl'ts and the Indian 
c.-onsumers have to pay freight both ways, the profits 
of middlemen and manufacturers and the wages of 
skilled foreign labour employed on them. The oil 
industry has la~ly helped U.S.A. to become .-leading 
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·country in manufactures, and other countries are 
.rapidly adding to their national wealth by improving 
their oil industry. When will the time come for India 
to realise the great national importance of the oil-seed 
.crushing industry in India? 

COTTON INDUSTRY IN INDIA 
OUTLINE 

1. A hrief account of the early history of the 
cotton industry. • 

2. Physical conditions necessary for the growth 
of cotto,n. Various processes of production-sowing, 
picking, ginning, baling, etc .. 

3. The importance of cotton-growing in India, 
her position as a cotton-grower in the world. 

4. Improvements effected in the varieties of cotton 
grown in India, and their influence upon the future of 
the industry. 

5. Acreage' of production and export. . Work of 
the Indian Cotton Committee. 

6. Suggestions for the improvement of the in
dustry. 

Our modern life calls for an endless variety of 
articles that are durable and strong for which we use 
wood, stone and steel as raw materials-articles that are 
transparent like glass, elastic like rubber, tough like 
leather, light like cork, and so on. You can prepare 
a long inventory like this. On this long inventory of 
articles of every-day use you would find clothing ocen-
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~ying a very outstandmg plact'. ,In fact it comes next 
to food. For.the satisfactioD of this l'equirement suit
able material is needed. We need a kind of material 
~hat would not hamper the free movement of the body
something f1exiule, durable and washable. Cotton is 
the most exquisitely suitaule fibre, which satisfies this 
important human want, and it is considered as one 
of the most important commodities for trade and 
commerce. 

About nine-tenth of the world supply of cloth 
ronsists of cotton. It includes that also which is used 
in the manufacture of woollen cloth. Cotton is used in 
the manufacture of other articles as well. 

Cotton is a vegetllble fibre obtained frolll the cotton 
plant. It ha9 got lIIany species and sOUle of the im
portant varieties are: (1) U. baruadeuse, linn. (a) u. 
brasilienAe, linn. (3). G. hircntuUl, linn. (-I) U. her
baceuUl, linn. (5) G. arboreum, linn. 

The first species is one of the U10st valuable varie
ties of cotton. It is chiefly grown in islands and is 
known as the' S6& island cotton.' South Carolina, Gt'orgia 
and Florida cultivate this cotton on a large scale. The 
.. 8ca island cotton" is very fine, strong, and silky 
and commands a high price. The staple of this cotton 
,is Crom H inoh to 2 inches long. 
I 

~ 
The second specil's of cotton is grown in India, 

China and Af'ri,·ca. It has a 8U1all shruhby plant which 
roWI to a height of 2 to 6 Ct. The It'ngth of its fibre 
ries Crom i to 1 inch. 

, 
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The third variety of' cotton is grown, in Sout\) 
America but its fibre is not good. ~ The fou'rth sp~cjes 
is largely grown ill India and China. ~This cotton haa. 
a tree-like plant and its fibre is poor and dirty, 'lml;'ia. 
capable of improvement. . ' . 

The fifth variety is found wild in Upper Guinea. 
Abyssinia, Senegal, etc. It is the ' tree cotton ' of India' 
and Africa, being typically a large shrub or small tree. 
In India it is known as 'N urma' or Deo cotton. COID-:-', 
mercially it is comparatively of minor importance-. , 

Cotton is generally grown in the tropics and in' the 
warmer parts of the temperate zone. In the tropics it 
is generally a pereIJnial that is, it grows year aftel" 
year without replanting j but the tropical plants do not 
yield so well as do the plants that are grown in the
warmer temperate zone, where seed is planted each 
year. Cotton requires a long growing season free from 
frost at least from six to seven months. The plant i, very 
particular about climate so much so that in spite of eon:: 
tinuous efl'ort to extend its cultivation, it is profitably 
grown on a large scale in only a few parts of the world. 
Not only does the plant require a long growing season. 
but it requires a particular type of rainfall-abundant 
in spring and early summer, but lighter, in the late sum-,., "\ 

mer and autumn. The best type of summer climate is. 
sunshine and shower type with ple~ty of wal'll! sun
shine specially In June and July, but the autumn must be
fairly dry to permit picking. After the' balls are open 
the white cotton protrudes and then it could be easily 
stained and injured by rain. 
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The plant is less exacting in the matter of soil than 
r ~ 

it ie in the matter of climate, but its yield is abundant 
in fiae, rich, black soils. 

T~e I1am~ cotton is of oriental origin and is 
derived from the Arabio word Katan. About 306 B. C. 
TheophrastUs, the disoiple of Aristotle," mentions the 
use made b)' the Indians, of the capsules of a downy 
and silvery suhstanoe which bursts open some two 
"months after the flowers have reaohed maturity. He 
observes that the trees from whioh they (the Indians) 
make their olothes, have leaves like thoae of mulberry. 
They set them in rows so as to look as vines at a dis
tanoe. This evidence from quite an independent 
observer seems to_point to the interesting faot that the 
Indians in those days were cultivating the plant on a 
lar~ .oale to provide cotton olothes for their people. 

"Herodotus, the Greek philosopher and the father 
of History, also mentions the ootton plant tlultivated by 
the Indians. 

Although no exact date can be assigned to the 
disoovery of cotton, but, as a matter of fact, India haa 
been the home of cotton trade fro~ the earliest times. 
The cotton cloth of India was known far and wide. 
The term calico has originated from the fine woven 
oloth of Caliout. Dacca achieved great renown by 
producing the finest oloth that the world had ever 
eeen. ,The' malmal' of Dacca is still famous fol' ita 
delicacy and tact of human ingenuity. 

The delicacies and luxuries of India decorated and 
I embellished the palaces of the great A.siatio and Euro-
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pean potentates. Since the rise of the great Europeal! 
powers and their scramble for the. supreme control of 
Indian trade, the prosperous trade ofIndia began to decline. 

Cotton is generally sown in the mouth of 
·March or April. Generally the seeds are sown in 
rows and the crop receives careful attention. In some 
parts cotton crop is sown broadcast (often . mixed with 
other crops). The cotton seeds are placed in groups a 
fo~ or more apart in rows. The strongest plant of each 
.group is allowed to remain and the others are weeded 
out. The flowers appear about June, bloom for two 

-or three days and then fade and fall. The blossoms 
are at first white or pale yellow but on the second day 
after opening they turn red. 

Not only is thorough preparation of the ground 
necessary before the seed is sown but often the plants 

• 
need constant attention and care during their growth. 
Grasses and weeds are destroved and the ground is .. 
kept loose by frefjuent cultivation. In the mid-summer 
the plants bloom profusely and the flowers are super
seded by green pods, known as balls. The growth of 
.the plant is succeeded by the growth of balls which 
contain white fluffy balls and seeds. The balls grow 
continually, until they reach the size of a hen's egg. 
Towards the end of July and the heginning of August 
the seed of cotton is ripe and then the cotton halls begin 
to protrude. Soon. the field is a mass of white-a 
lovely sight indee~. 

When cotton is ripe, it is picked by men, women 
.and children who gather it in their respective baskets, 
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or clothos whose one end is tied round the waist and 
~ -, ' 

the other end round the neck. The cotton-picking 
lusts for two or three months for the balls do not all 
ripen at the same time. The cotton that opens late is 
comparatively of an inferior quality. Sometimes the 
picking goes as fur as the spring of the succeeding year. 
The spring ootton is, however, of an inferior quality. 
The c,otton'picking by hand has been keeping pace with 
the lIlarch of time and it had tQ fight a fierce battle;: in 
recent years, with the introduction of new machines 
which in the end had to yield to the supremacy of its 
bittorest. eDl'my. The new methods proved unfruitful 
because a\l cotton does not open at the same time. If 
you go to the Deccan you will surely find people busy in 
tlll'ir work from morning till night. Sometimes. the 
snowy whitl' fibrl:'s of cotton are flying about in air ,!nd 

, sometimes thoy trnvel long distanoes. 

Tllll qUllntity of (',otton picked varies froUl one 
picker to another, the rOBson being that all do not have 
tho SIII1I6 skilillUd industry. The cotton picked by a 
pl'rson. varil's froUl one hundred to three hundred 
pounds or IIlOf!.' varying acoording to the nature of the 
('rop. 

Aftt'r the cotton is picked it is leCt to dry and 
wlll'n it is completely dried the process of cleaning 
bE'gin,. By this prOl'ess ('Qtton is separnted from 
the dust lind olher iIllpuritil's. This is effected by 
ro\lE'1'8 or by slIw-giu invimted by Eli Whitney in 1 i93: 
The saw-gin is a fiue nt" of wif!.'s and it is employed 
in separatiug the cotton of short stllple which rigillly 
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adheres to seeds. The cotton fibres are drawn through 
the holes which allow no passage to the seed!!. Before 
the invention of this machine, cotton was separated 
from the seed by hand, and, later by a modern device, 
a very laborions and time-consnming process. The 
appl,cation of this method has greatly rednced the price 
of cotton yarn. 

The next process is of baling which is carried 'On 
,by means of presses. The cotton bales are partly covered 
with hurlap or bagging and bonnd or tied with light 
iron bands or ties. In case the cotton is to he shipped 
a long distance, it is economical to compress it further 
into smaller bales in order that it may occupy less space. 
This is usually done at the large market centres where 
carding is also done. The Indian bales generally 
contain 400 lbs. of cotton. In India such factories are 
to be found in all the important cotton markets. 

The peculiar feature of marketing cotton is known 
. by what is called' futures.' 'Futures' are the ~ontracts 
made to deliver a definite quantity' of cotton at a 
future date within an agreed period and at a fixed price 
settled at the time of entering into the contract. The 
variety of cotton promised to deliver is definitely sti
pulated. The delivery of cotton is never made contrary 
to the agreement. 

The black cotton soil of Deccan is particnlarly 
Iluited to the cultivation of cotton and hence cotton is a 
dominating crop in the black cotton soil area. This soiI 
is very rich because of the chemicals present in it, 
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which furnish nou rishing food for the cotton plant. 
Despite the· fact that the black cotton soil yields very 
good crops every year, the total produce of cotton in 
India as a whole is poor. Cotton suffers in quality 
also. Probably all the nature varieties have deteriorated 
through the exhaustion of the soil and careless cultiva
tion. But success has been attained to some extent by 
improving the indigenous plantand educating thee cotton 
growers. 

Iodia's cotton is chie8y grown in Bombay, Berar. 
C.P., Hyderabad, Gujerat, the ceded districts or 
Berar, Coimbatore and Tinnevelly districts of 
Madras. 

BOlHbay-

In the Bombay Presidency cotton is g~wn in the 
following areas :-

1. North Gujerat.-The adjoining districts of 
. Baroda Stste, and the greater portion or Kathiawar 

where trade variety ~holera is produced. 

2. Southern Gujerat-inoluding the Baroach 
and Surat districts in British teritory and the Mansari 
district in Baroda where Baroach cotton, the barometer 
or the Indian ootton trade, is grown. 

3. The Bombay Deccan including the districts 
or East and West Khandesh, Nasik, Ahmadnagar and 
Sholapur, also the Northern part or tbe Bijapnr distric& 
or the Hyderabad State, where Khandesh rotton is 
grown. • 
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.4. The Carnatic comprising the districts of Dhur
war, Belgaum and the greater part of Bijapllr as well 
as the Indian States of Kolhapur and SangH where 
Kumpta-Dharwar is obtained. 

5. The territory to the left of Sind in the Nawab
. shah, Thar, I'arker, and Hyderabad districts where 
Sindh cotton is raised. In parts of the Bijapur dis
trict ' 'iesterns' are also grown as in the Madras 
Deccan. 

Punjab'-
The cotton-growing area in the Punjab may be 

divided into three parts: (i) the territory lying north
west of a line drawn from Ambala to Hissar where 
Sind-Punjab cotton is cultivated; (ji) the Punjab canal 
colonies in the districts of Lyallpur. Montgomery, 
Jhang, Shahpur, Gujranwala, and ~[ultan 'where Punjab 
American is grown under irrigation; and (iii) the 
territory south of the line from Hissar to AmbaJa 
where a variety of Bengals known. a.s South-east Punjab 
is grown. 

As early as 1903 Sir Malcolm HaiJey now the 
Governor of the United Provinces introduced success
fully the cultivation of the American Yariety in the 
Shah pur district of the Punjab, where he was at that 
time the Settlement Officer. Since then the Commer
cial cultivators of the eanal colonies have tak~n to the 
cultivation of this variety in preference to the Indian. 
This variety is locally known as' Karma.' Another 
improved variety of the American cotton called • Ghora 
NafIlla' has recently been introduced and is fast sup-
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planting the remains of the Indian, variety. This 
variety has gained the favour of the oultivators be~use 
it yields a fine staple whioh oommands a high prioe in 
the market. 

United Pl'ovinces-
Cotton is .also· cultivated in certain parts of the 

United Provinoes. C~il'f ootton-growing centres are 
Bulandshahr, Muttra, Aligarh and Agra districts. 
The chief varieties are (i) United Provinces, (ii) white 
flowered Aligarh (a variety selected by the Agricultural 
Department), and (iii) Oawnpore American grown in 
canal Il'l'igated areas. 

Cmtml India~ 
In C~ntl'al India ootton raised is of two kinds :-
(i) Malwa Cotton, and (ii) Central India Cotton. 
Rnjplltnna. -A little cotton is also grown in _ 

Rajputnnn. It has a very shortstapll', benee inferior. 
Mysore.-In Mysore tbe chief areas growing cotton 

are ChitnlJrug and Simoga districts. TIle cbief varieties 
are known liS Kuulpta ond Dharwar-American. 

Bllrlllll.-Burlllo grows a short staple cotton. 
Thl' chief centres are Thayetmyo, Sag-aing, Lower 
Chilldru, Meiktila auJ M~·ngynn. The stapll' is known 
as Wan gale . 

.l/"dm.-
The cotton-growing trads in the Madras Presidency 

filII into three woll \Ilarkl'd divisions :-
(i) Tho Deccan blhle-Iand including the districts 

of Bellar),. Anantapur, KUl-nool and Cuddapah in which 
Northerns and Westerns are grown. The former is 
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chiefly in the first ·two-named, and the latter is chiefly 
in the last two-named districts. 

(ii) The Coromandel coast including the uplands 
of Gantur, Kistna, Nellore and Godavari. Of these 
the district named first is most important. It grows 
Cocanadas. 

(iii) The southern districts 0' Tinnevelly, Ramnad. 
Madura, Trichinopoly and Coimbatore where Combodia 
(a variety of American nplands the seed of which was 
obtained in about 1905) is grown on red soils preferably 
with irrigation. and Tinnevallies of which pure ~arun
ganni, a variety selected by the Agricultural Department, 
is grown in the black soils. . 

BengaZ-
In Bengal the chief cotton producing areas are 

- Chittagong hill tracts, the districts of Bankura and 
Midnapur, and in Aseam the Garo and the Loehai hills. 
The product of these parts is known as Kamila cotton. 

Behar and Orissa- • 
The acreage in Orissa is insignificaut. . In Behar 

the districts of Saran and Santhal have -more than 
10,000 acres devoted to this crop, aud with Ranchi 
district they produce a variety called Beha~ and Orissa. 
A variety known as Gathia is found in scattered parts 
of the same province. 

North- West Frontier Prollinces-
Peshawar and Dehra Ismail Khan districts of the 

N.-W. F. P. grow the bulk 0.£ the crop under irriga
tion. In the trade phraseology this cotton is known 
as N.-W. F. P. 
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The average yield per acre in India is 400 Ibs. 
In 1918, the cultivated area was 25 million acres .with 
a yield of 4 million bales while in 1919 the acreage 
shrank to 20 million acres with yield of 3'7 million 
bales. The yield is not high in India. It .is· difficult 
to say whether it is due to the selection of seed, or 
careless oultivation or defective manuring. In 1921 
the Indian aoreage was two-thirds of that in America 
but the yield was only one-third, being .only at the rate 
of Rll lbs. of lint per acre. Following statistics will 
show the quantity· of ootton produced, and exported 
to other countries :-

1924-25 
Bales 

(400 Ibs. eaoh) 
6,088,000 

I"dian coUo" produC8. 

1925-26 1926-27 
Bales Bales. 

(400 Ibs. eaoh) 
6,250,000 

(400 Ibe. each) 
4,973,000 

The exports of cotton are as follows :-
1923-24 1924-25 1925-26 

3,763,858 bales 3,553,434 _ 4,173,120 

The prinoipal purehasera of Indian cotton are 
Japan and China which· together took 59 per cent of 
the total export during 1924-25. Besides these Ger
many, Helltium, the Uoited Kingdom, Italy and France 
who are large consumers of Indian raw cotton, had 
5, 6, 5, U and 4. per cent. respectively. 

• 
The prindpal e."tpotting centres of cotton are 

Bombay, Karaohi, Calcutta, Rangoon, Tuticorin and 
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Madras.. Bombay is the most important exporter of" 
cotton in India. 

India ranks second ·in the growing of cotton, first. 
being United States of America. 

A great deal of manufacturing is done by hand in 
India, but more recently machinery has been introduc
ed, and mills and factories are increasing. Thousands 
of people are em ployed in these factories. The follow
ing figures will give an idea of the progress of the 
textile inclustry in the whole of India:"'-

:! 
, 

jAverage No. 
Quantity consumed. 

YeatsE-Dd- 'S No. 01 No. 
ing SOth ~ 01 of handa 
June. 0 spindles. looms. I employed Balps of 

,; , daily. Cwt. or 3G~ lb •• Z , , 
--

1925 337 8510633 154~~ 
I 

867877 7792084 2~~6810 I 

1926 I SM 87(4168 . 169464 I 873608 7396644 ~1I3B8' 
I I -

Lack of scientific knowledge and technical training 
are the chief drawbacks towards industrial progress: The 
British Government does not repress manufact)l.ring, nor 
do they actively encourage it, for the British manufac--turers naturally desire to sell their own products in 
India. In fact, that is one of the chief reasons why Great 
Britain desires to retain this populous dependency. 

Besides cotton fibre there are many things that 
are obtained from the cotton plant. The cotton seeds 
are pressed hard by means of a kind of machine and 
cottov-seed oil is obtained. This oil is almost odour
less. Tbe full appreciation 'of the value of this bye
product came in the latter part of the 19th ~eJltury. 
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The use of this oil has - been continually developing_ 
.At present the oil is used for cooking and in pharma~ 
eies. It is also employed in the preparation of lard 
and margerine. Sometimes it is Bubstituted for olive 
oil. The coarser quality of oil is used for making soap, 
candles, lubricants and iIIuminants. The cotton seed 
cake or meal furnishes a good food for livestock The 
genius of man has utilized the rugged cotton stalks of" 
the cotton-plant for the production of snp~r6.ne milk
white 'Writing paper. The stalks of cotton serve 
as fUl'l as well. At the oil mills, the short, fuzzy 
cotton which is still sticking tenaciously to the aeed, is 
rl'movl'd by a special machine and becomes the linters 
of which cotton bathing and cotton felt-are made. 

L!'t ns now consider the problem of labour that 
is employed in the production of cotton. In some parts 0-

of tIll' l'otton~growing areR especially in the Canal 
Colllnil's of the Punjab, seasonal labour is l'mployed 
and its renlllllerlltion is oftl'n paid in kind. The workers 
arl' ,,,lid on a piec~rate basis. 

The GowlIl\uent has bl'l'n devoting its attention 
to tht' !'xtl'nsion of cotton cultivation. In 1921 the 
Governltll'nt of India crl'ated an advisory hody, known 
liS ('"ntrnl Cotton COlllmittee, which served nntil 1923. 
In 1 !l2:1 a Cotton CI'SS Act ~I\S passl'd in favour of 
furthl'r de\,l'lllpment in thl' intI' rests of the Central 
Cotlon COllllllittee and the promotion of agricultural 
and tl'chnil'al resl'sfch in coiton. The Cl'ntfal Cotton 
('omltlittl'l' rendl'fl'll an admirtlble service to the t)()untry 
by hl'lping in "arious wa~'s the cotton-growing in India. 
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The TJ,:ansport Act of 1923 permitted every Local 
Government to define specifically, with the approval 
of its legislature, the cotton-growing areas, that need 
protection, and to prevent the import of cotton from 
illegal centres. 

Before the Act was passed the cotton of inferior 
q\1.ality was imported into the staple cotton areas for 
purposes of adulteration and thus ruining the reputation 
of those areas. 

The Ginning and Pressing Factories Act (XII of 
1928) has been passed very recently. This has pro
vided a certain control ove~ the ginning and pressing 
factories which are required to make bales of certain 
fixed quality and quantity and to mark them with a 
definite mark and serial number. 

, In· India the best cotton is grown in Br.)ach. 
Hinganghats. Gangetic Valley and the Tinnevelly dis
tricts of Madras. The high prices of cotton in recent 
years have encouraged the production of cotton on a. 
large scale, but still the cotton-growers J?eed financial 
assistance. The Sukkar Barrage sche~e of Sindh. 
gives a hope of further extension of cotton-growing. 
It is even possible that the staple suitable for fine 
fabrics may be culti-n.ted in India 0;' a commercial 
basis, for there is a good evidence that delicate fabrics 
were produced from raw materials in the past. For 
instance in a letter dated 5th September,1818, the 
Court of Directors wrote as follows :_u The delicate 
fabrics of Dacca were at all times manufactured entirely 
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from the cotton· of that district which is the finest 
of all cotton in India and' is probably finest in the 
world." The problem of improving the variety is still 
receiving attention and conditions of revival may be 
discovered after careful experiment. Improvement in 
yield and staple is among the first problems that ought 
to engage the attention of the Central Cotton Com
mittee. 

The cotton industry is gradually increasing and 
it is hoped that India will make further advance in 
her industrial development and acquire a high posi
tion in the trade and commerce of the world as II 
textile producer. 

TEA INDUSTRY IN INDIA 

OUTLINIII 

1. Introduction. 

2. A short account of the early history of tea
planting in India. 

a. The gradual pl\Ssing of the industry into the 
hands of the Western planters. 

40. Physical conditio~ necessary for the growth 
of tea plants-processes of production-propagation, 
planting, cultivation, pruning, and manufacture of tea. 

5. The present state of tbe industry with statiSti08 
of export, and total quantity produced. 

6. The world consumption and India's posi-
'lion. 
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7. Suggestions for improvement. 

Tea is known in almo.st every quarter in India. 
It is commonly sold in bazaars, and almost every shop
keeper has a few bundles of it. Modern India has 
become much accustomed to the use of tea, because the 
progress in civilization has brought in its train a great 
variety of wants. Present rate of increase in con
sumption makes one believe that in short time tea. will 
become almost a universally consumed commodity in 

. India. India has been exporting large quantities of tea 
every year. United Kingdom is the chief importer. 
She alone imports 75 % of the total tea exported from 
India. 

Before giving an account of the tea culture in 
India, it is highly desirable to trace its origin and its . . 
successive career, with all its vicissitudes through the 
succeeding decades. 

There is a traditional belief, which pervades the 
ancient literature of China, that the virtues of tea were 
first discovered by the Emperor Chinney about 2737 
B.C. The tea was used only as a regalia for royal 
entertainments for many centuries, and at al1 early 
date the tea novelty of China visited tIle West and the 
East, but people could not realize its full advantages 
for many centuries. "The dawn of a new era of en
lightenment, and ad\"ancement in civilization made the 
people to recognise the usefulness of tea leaves. The 
Chinese called it ' Tcha ' and f',onsequently it is known 
• Cha ' in almost.aU the vernaculars of India and' Tea' 
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in most of the .European c.ountries. The name tea,' 
which is given to the leaves of a tea bush prepared by 
dl'oootion as a beverage, is also extended by analogy 
for an infusion 01' der-oction of other leaves, e,g., 
camomile tea, and similarly for an afternoon meal at 
which tea is served. 

Tea, as we know, was originally grown in China 
but at an early time, before tlui dawn of history it W"IlB 

found growing wild in Assam. How tea came to India 
and who brought it. is not known, but this much is 
sure that the Assam tea is the offspring of thl' China 
tell. As a consequt'nce Assam has been the chief tea 
growing centre in India. This leads us, by the way 
to know as to whllt E'xtent tl'a culture flourished 
in Assam nnd how its development attained its present 
stn!l"e. 

In the early tilllt'S there WE're no tea plantalions. 
It grew wild in the forE'sts of Assam. But with the 
advent of the British Government in India and the E'xer
~ise of ita activities in \'tIrious directions, a new era 
begun in the history of the tea of Assam. As enrly as 
1823 Mr. Robert Bruce, aD Englishmnn, discon'rl'd that 
the u.a shruh.grew wild in the forests of ASSRm. Not 
long after 183-1 Lord Willinm Bentinck appointt-d a 
commith'e for the introduction of tea cultivation in India. 
The Oovernml'nt lirst deddl'd that the tE'a of ASsaDl 

was suitnble fllr cOlllmercial purposes and then appoint
('d ~rr. CA. Bruce, the brother of lIr. Robert .BrucE', as 
superintendent of the Government tea forests. St>eda 
Wl're brought from China and tea plantatiOJls were 



( 128 ) . 

started near the confiuence of the Brahmputra and the .. 
river Kundil, but as the experiment failed on account 
of the porous nature of the soil, the plants were· then 
transferred to Gaipure. A few years later the tea 
estate was sold to the Assam Company. At first the 
Company had to encounter many difficulties because 
Assam in those days was an isolated part of the country 
and the means of transportation and communication 
~ere· in most undeveloped state, but by 1852 the 
Company had made considerable progress along this 
line. • 

Ceylon has largely extended its cultivation of tea, 
and a large quantity of tea is exported to foreign coun
tries every year. 

Tea was experimentally started in the Darjeeling 
district in 1840 and in the same year introduced 
intI> Chittagong district. The first garden in Cachar 
was opened in 1855. The industry in the Tarai started 
in the year 1862, and in the Western Doons "'here 
'climate and Boil proved extremely suitable· ror' tea culti
vation twelve years later, leading to enormous gains for 
the Company. . 

The tea industries achieved a: great success during 
• 

_ the Great European War, but in 1920, the markets 
were flooded with huge quantities of inferior tea held 
on behalf of Government. This coupled with a sudden 
pse in the value of rupee brought a great'-Ioss to some 
companies. This stagnanfperiod was succeeded by a 
period of brisk trade which laSted for three successive 
years. 
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The tea plant flo~rishes. in high, easily drained 
grounds, up to 8,500 ft. It also thrives best in places 
which are visited by frequent shower, of rain to bring 
out leaf-bud, from which the finest tea is made. Assam 
gets rain neally all the year round and therefore it 
produces large quantities of tea every year . 

• 
Tea is not only cultivated in Assam but in other 

parts as well. In Northern India tea is cultivated 
on a small scale, in United Provinces in the distrrct 
of Dehra Dun, Almora and Garhwal; and in Chota 
Nligpur district of Bihar and Orissa. In the Punjab 
tea is grown. in the Kangra valley, the states of 
Mandi and Sirmnr and to a small extent ill the Simla 
Rills. 

Tea has also been profitably cultivated in Southern 
'India since 1853, ohiefly in the Wyaad, the Nilgiris, 
and latterly in the Anamalais and the high ranges of 
Travsncore. The depreciation in. the coffee values in 
the ofarly part of the present century has led to the 
cultivation of considerable areas, formerly under forests, 
into tea gardens. 

The production of tea in Bnrma is insignificant. 
Total aoreage under eultivstioD WH lese thaD 2000. T~ 
tea grown in tha Shan atattle ia ohiefly naecl for making 
let-pet or a picket ~ whiob is eaten aa a ccmdimea 
and not d.rnnk aa a decoction. 

Assam is the chief tea centre in India. T. cubi.· 
-.ati\>n is inoreeejng with tIla \apse of time. The 
following figure. indica. jlew tea-growiD« is iDcrn • C 
in India aa a whole :-

9 
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Years. 19~~ 1928 19U I~ 19~6 

\ 

. Acreage '" Aores Aoree Acres Aor .. Aorea 

Assam ... .• 41i,100 411,900 418.800 416,600 420,600 

Re.~ of N odhem India ~08,200 203,500 204,400 211,200 ~18,OOO 

8ou~erD India ... ~,900 95,800 91,000 100,000 105,100 . .--.--. 114,7~ ,. 121,100 1~'100· Toul ... 108,200 1'111,200 

The following (igures give us an idea of the total 
amount of tea grown in~s8am and India as a whole. 

, Produoflion. lb •• lba. lb., lb •• lb •. 
(1,000) (1,000) (1,000) (1,000) (1,000) 

~ . 
Aseem ... ... 199,966 281,601 281,163 225,186 241,l182 

Re.~ of Northern India 75,126 ~,016 91,801 89.011 99,804 

Sou'hem India ... ~ ............ 'U _ -61,918 

-.--.-- . 
ToW ... 8n,689 87&,866 1 aT5~ l' a6a,&o'1 898,114 

The principal buyers are England, France, Italy, 
America and Russia. . , "' 

India does not consume the whole produce of her 
tea, but she exports tea to other countries. The fol
lowing figures will give au idea of the export of the 
India tea: India is the largest exporter though China 
iI the largest producer. 
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1022-i1 192B-N 10iU-26 1926-26 1026-21 

-
Iba. Iba. Iba. Iba. lb •• 

ll,ooo) (1,000) lI,ooO) (1,000) (1,000) 

From Nonbol'll India 
(O.loubla and Obibtla-
Ion,) ... .. , 268,198 V98,1TB V90,,., IBO,ON 804,8&1 

"rom Boubborn Indl. 
(loladraa por1ll) ... 80,888 118,&60 81,711 .8,188 '2,9!16 

Prom Bomb.,. ... Bindb 
aDd Hurma ... "It, 1,417 2.648 1,518 1,811 

To"" ";as:1I98 I-;s: 1&& ii40:i07 -Bu.188 \ 849~ 

If you go to Darjeeling and A.ssam you will find 
tea gardens flourishing on a large scale. The bllIlialows 
>oC managers and their assistants are standing on the 
lawns oC the tea gardens. In close proximity to these 
gardens you will notice the Caotory buildings alld the 
quarters oC the Cactory workmen. 

In the past these were ugly and unwieldy stretohes 
>of tea ground and pluoked down to bushes about 31 
leet in height; but now the aeene has entirely changad. 
Modern Aasam is adopting new methods and using 
improved, and up-to-date machines and applianoes. 
Cous6quently the tea planters have made much progress, 

.. and ars oultivating on a large _Ie. This haa reduced 
.&he coat of prod~ction considerably, leading aa a 
-eoneequen08 to a ran in price. 

Tea-planting neoeaaitates the employment of 
*housands of persona. Men, women and ohildren all 
,""ork aa laoourera. 'They RO to the tea gardena and 
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pick the new delicate buds and fresh, green leaves from 
the young shoots. The· process of picking is very 
important and interesting. The managers and super
intendents personally supervise picking and give neces
sary instructions to the pickers. Many a specialist IS 

specially employed for this purpose. 

When the sun is very hot ,the picked leaves are 
covered by a piece of cloth which protects them from 
heat; sometimes it is necessary to make the piece of 
cloth wet because tea is spoiled otherwise. 

The weighing machines are there, ready to weigh 
the tea leaves picked. The wages vary according to
the qljlantity of tea picked, that is, the labourers are· 
paid on piece wage system. Next comes the process 
of. withering which is of vital importance. The greeD 
leaves.are hoisted into lofts and then they are spread 0111 

the Iiers of trays .• 

When temperature is high tea leaves are brought 
to cool-rooms where they are allowed to wither. Bot in 
cold districts some heat is required. 

. If there is heavy rainfall the leaves become wet and 
Be) fane are employed until water is dried up completel~ 
In the hill districts tea takes almost 18 hoors to wither,. 
bot it is still green and smelle like a ripe applt'l. After. 
withering tea leaves are sem to rolling factory. When 
they are rolled they are transferred to fermenting· 
room. which are separated from the main factory· build
ing. Every precaution is taken aDd in accolDplishing
is soceeesfally skill is needed.- Thil process also is. 
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important. Tea iB Bpread on giaBB and zinc plates and 
80metimes on mats or wooden tableB or tileB with free 
acceBS to the air to oxidise or ferment. After fermenta
tion scene is changed and the colour beoomes yellowish. 
The fermented tea is again brought to the factory and 
the leaf is 6red and dried and the black tea resulting is 
graded, bulked and packed in lead lined ohests of about 
100 Ibs. each, soldered up and sent to the port for 
shipment. 

The principal grades .of commercial teo being 
Flowery or Broken Orange Pekoe, Orange Pekoe, 
Broken Pekoe, Pekoe, Pekoe Souchong, Fanninge and 
Dust. These names are derived from China. Flowery 
Orange Pekoe is the bud, Orange Pekoe, the tender 
leaf, and Pekoe, the second leaf. Pekoe Souchong is 
from a third lomf when a bush is medium pluoked and 
(loa rae plucking yield inferior teas known as Souchong 
and Congons. But the commercial names have no longer 
any relationship to particular leaves. The broken leaf 
of (l8ch grade generally yields a stronger tea than the 
grade itself and consequently commands higher prices. 
The bulk of the tea produced in India ia black tea. In 
aome places the leaf is ateamed instead or withering, 
and is called • Green Tea.' The principal leaf grades 
of this tea are young Hyson, corresponding to Orange 
Pekoe, Hyson No. 1 to Pekoe. Hyaon No. 2 to Pekoe 
Souchong, Gunpowder, Twankey, Fanninga and Duat. 

Another kind of tea knOWll as Biek Tea .. prepared 
in _all quant;ities in die DarjeeliDg ani KpIIIMD 
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divisions for the Tibetans and Bhut~n' markets but; 
practically the trade has no commercial value. There 
was, however, a considerahle trade in dust tea to the 
Chinese ports of Hankow and Shanghai where it was 
manufactured into Brik Tea for the Russian market. 
Generally speaking, all the important districts have 
to obtain their labour from considerably long distances 
and this involves a heavy outlay and an elaborate 
machinery to control recrnitment. 

Though'the coolies are now better but neverthe
less they are still in a state of primitive civilization and' 
it is hoped that the Government will take measures of 
immediate relief and raise the poor labourers who will 
not only live well but effect a corresponding increase 
in the production of tea. Healthy industries are a vital 
necessity to India. 

'Tn Assam the employers have to face great difficulties 
in recrniting labourers. They are generally recrnited 
from United Provinces, the Central Provinces. Bihar 
and Orissa and the East Coast. The Assam Labour 
and Emigration Amendment Act of 1915 made 
important changes in recruitment of labour for Assam 
which is regulated by the Assam Labour and Emigration 
Act 1901 (VI of 1901) •. Recruiting by contractors 
has been abolished and an Assam Labour, Board formed 
for supervision of recruiting by local agents and garden 
sirdars. 

Darjeeling district has facilitated ita transportation 
by the introduction of good roads and railways. Bengal 
Assam Railway bas made it easy for Assam to transport 
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its tea to Chittagong. Some of the Asum tea is sent to 
Calcutta by an excellent service of Cargo Steamers. On 
arrival in Caloutta, tea is warehoused at Kidderpore, 
where if for auotion, it is stored, bulked if necessary, 
lotted, sold and eventually shipped. In Southern India 
also the oonditions are improving. For many years 
in the past India has been exporting a superior type ot 
tlla seed to other tea-produoing oountriJls. chiefly 
Sumatra, Java and Ceylon. 

The unit of sale is uniformly the Ibs., i.6., for 
London and f. o. b. for America. The unit of shipment 
is the ohest whioh varies in weight approximately to 12() 
lbs. net aooording to the fineness or coarseness of the 
quality packed. 

Fannings and Dust would approaoh more nearly t() 
the maximum weight while Souchong owing to the size 
and coarseness of leaf would turn the scale or nearer 
the lower weight. 

Shipments from India fall into two classes :-(4) 
Consignments direot from the garden to London where 
they are sold by auotion in Mincing Lane. (2) Consign
Dlents sold at auction in Calcutta and shipped thence 
chietly to what are known as outside destination, i.e., 
countries other than the United Kingdom. The Calcutta 
tea aUl'tions commence in May and continue weekly 
until January in the following yeor.· 

By the Indian Tea Cess Act (Act IX of 1903) • 
cess was imposed on the exports of tea. The Indian 
Tea Association was reqnired to buy a tea cess which 
would furnish them with funds to Ildvertise and stimulate 
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tea drinking habit and by the appointment of agents in 
India and abroad to push the ilales of Indian grown 
tea. The advertisement that we Bee on city walls is's 
follows :-' Hot tea cools in summer and warms in 
winter.' Besides this several other methods are used 
to stimulate demand for tea. Sometimes the tea rooms 
are furnished with gramophones and songs composed 
containing the praises of tea. 

If the Government took a little more active interest 
it would . be possible to increase the acreage. The 
future of tea industry in India seems to be brighter, and 
it should be developed to its fullest extent. 

Thewaste "products of tea are not thrown away, 
but they are sold to chemists who manufacture from it 
a kind of drug known as Caffine. 

The steel chests of tea are too expensive to be 
used by every producer and so wood chests are used 
which are chiefly made of toon. SimI also is nsed for 
making tea-chests. These trees largely grow on the 
Himalayas. Some of the woods have a bad reputation 
for tainting the tea and others require prolonged 
seasoning before they can be considered suitable. 

The cultivation of tea is steadily increasing in 
India. There is a great scope for the extension of tea 
eultivation in India, because certain suitable places in 
the Himalayas and other parts of India are Btill lying 
unused. 
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TEST QUESTIONS. 

PRODUCTION. 

1. What is meant by Production ? Can man 
create matter P 

2. Name the different ways in which utilities 
may be created. 

3. Name the different factors of production, 
and explain the term • land I as used by economists., 

4. In what manner is the production influenced 
by Physical Geography of a country? Why is India a 
leading agricultural country in the world? 

5. Why do not all of the agriculturallabouters 
of the country concentrate' their labour upon the most 
fertile soil of the oountry I leaving all less fertile soils 
uncultivated P 

6. State the Law of Diminishing Returns. Are 
there any'exceptions to the Law? If any, state them. 

7. In what countries in general do you find the 
Law of Decreasing t)oata in operation. and why P 

~. Explain what is meant by the Extensive 
"and the Intensive margin of cultivation. What BOri of 
o~lti\'8tion is being done in India P 

9. Does the Law of Diminishing Returns apply 
to the following:-(a) City, Building Lote, (b) Fisheries 
(c) Capital, (d) Pottery, (8) Labour P 

10. Comment on the statement:-

(a\ .. Alan is dependent npon nature in every 
as~et of bis life ... 
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(b) "Man can control the forces of natnre
and modify his environments." 

11. Mention the important raw materials produced 
in India. How far are they utilised in ~dia jl What 
would be the effect of preventing their exportation from 
India? 

12. Distinguish between Intensive and Exten
sive cultivation. Prove that it becomes profitable
to cultivate better lands more intensively when it be
comes possible to extend the margin of cultivation. 

13. (a) Discuss the merits and demerits of the 

Indian joint family system. 

(b) What are the economic effects of the Indian 
Law of Succession jl 

14. Give tbe characteristic features of the differ
ent: factors of Production iB India. 

15. Compare' tbe average wealth per head of 
the population of India with the per capita wealth of 
other countries. Account for the difference. 

16. What are the extractive industries? Choose 
three extractive industries and trace one raw materi
al of each of them through all the processes of manu
facture, etc., until it reaches the consumer. 

17. Explain the calculations. that are necessary 
to discover the incolJle of the Indian farmer. 

18. Mention the chief kinds of goods necessary 
in order to ,produce any commodity. Statl! how ser
vices of each kind are remunE'rated. 
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19. Describe briefly any three machines you have 
seen and tell what they enable man to do. Why do 
We use the costly machinery P 

20. What are the characteristic features of the 
present stage of economic effort P 

21. Explain clearly the conception of increasing
i and decreasing returns and consider the part played 
by internal and external eoonomies of production iD 
bringing about inoreasing returns in an industry. 

22. Describe the different stages in the evolution 
of eoonomio effort and give t~eir oharacteristic 
features. 

23. .. India is rioh in the possession . of natural 
resources." How is it then that India is I!oor P 

24. Select any two agricultural products of India. 
Suggest, improvements in their production and utilisa
tion that would lead to the enrichment of the 
counlry. 

25. (a) In order that India may hecome rich again 
should we first try for agricultural 
improvements or industrial develol'
mentP 

2li. 
1Il0itl'rn 
Initia. 

(6) Account for the decline of the Indian indus
tries. 

Discuss the possibility and advisability of uaing
agricultural ~aehiuea and implements in 

2i. How has the development of the IDNm.S of 
ronllllllnication and transportation in Iudia affected 
tllrnl industries and agriculture in India jl 
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28. A.ccount for the industrial backwardness 
-of the people in India. Can India become a leading 
-country in manufactures? Give reasons in support of 
your answer. 

29. How has the introdnction of Jute and Tea 
-cnItivation affected the, people of India? Why does 
the Indian Government impose duties on the exports , 
·of tea and jute from India P 

30. Discuss in detail the prO(l8sses, orgamsa
tion, prospects and suggestions for improvement of 
.any cottage industry. 

31. A.ooount for the agricultural backwardness 
-of India. . How can the oondition of tile Indian peas, 
.ant be improved and India be made more wealthy? 

32. What conditions favour the growth of 
(a) a large industrial oentre, (b) a prosperous sea-port, 
(c) a profitable railway line? Use Indian illustrations. 

33. What conditions have.favoured the develop
ment of railways in the Indo-Gangetio plain? Why 
.are there no railways in Nepal or Kashmir? Select 
.any Indiall railroad, name the chief cities on the line 
.and give the density of population and main type of 
freight of differeut sections of this line. 

34. Write a short note on the natural resources 
-of India and say how people are now-I.-days utilising 
them. 

35. What are -the chief 8Ources' of power used 
in India P Why do people 1188 different sonrces of 



( 141 ) 

I power P Indicate directions in which more power-
• may be sought and applied. 

36. Draw a map showing the soils in different 
parts of India and the areas that need more irriga-
tion. • 

• 37. Discuss the importance, uses, production, 
supply and oonsumption of any two of the following
produotB:-

Wbeat, rioe, cotton, jute, tea, tobacco and sugar. 

38. India is rich in the pOB8ession 01 natural 
resources. Why, then, are the Indians poorP Suggest 
some means of improving the eoonomio oondition or 
India. 

39. Seleot any two important industries of India. 
Give their past history, preBent condition and yOUI" 
suggestions for their future develQPment. 

40. Draw a map of India showing the import
ant industries of different parts of the country. 

41. Define and diacuss the factors 01 'productiollt 
and bring out clearly their relative importance.. 

42. What are the .reaaonB that led to large
aeale business? Does it pay to produce on a large
sweP If 80, name the advantages accruing there
from. 

~. What is meant by the terms • internal' and 
• external' economies 01 productionP In what way doea 
a large scale business avail of theaeP 

Describe briefly the hia&ory 01 producUft ell'orL 
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44 .. Define the Law of Diminishing Returns. Are 
there any exceptions to this Law P Is it applicable 

"to manufactures? Explain the term 'decreasing costs.' 

LABOUR. 

1. Define Labour. Is labour always disagree-
able P Is it perishable P • 

2. Show that what may be production from 
the individual point of view may not be production 
·from the social point of view. 

3. Enumerate the various requisites to efficiency 
()f labour. What kind of labour do we have in 
Iildia P 

4. What do you understand by tbe term 'Mobility 
of Labour?' Is labour in India mobile? Give reasons 
for the immobility of labour in India. 

5. Explain the statement :.-" There is an army 
of labourers. and the factory managers still complain 
of the dearth of labour." 

6. What is meant by tbe density of ,opulation? 
On what factors does it depend in India P 

7. (a) How are the people of India distributed 
in diffllrent occupations p. 

(b) What factors determine the labour force 
of India? Estimate it. 

8. Account for tbe bigh rate of infant mortal
ity in India. Discuss its consequenoes. 

9. What is meant by dynamics of population? 
What. ii being done by the Government and by tbe 
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philanthropists to decrease the high death-rate in the 
<lountry P In what manner do the Municipal and 
Distriot Boards reduce the death-rate. What would 
you do to stop the growing rate of mortality if you 
"Were appointed a ohairman or an executive officer with 
powers of initiative P 

10. Comment on the statement :-

(a) II Indians are a poor people in a rioh 
oountry." 

(b) II Indian labour is low paid but dear. II 

(c) "There is an underemployment in India 
but industrialists oomplain of scarcity 
of labour. " 

11. Draw a map of India showing the density 
of population in dift'erent parts of India. 

12. Compare the average wealth per head of 
the population of India, with the per capita wealth of 
other oountries. .Aooount for the dift'erenoe P 

13. Classify labour aooording' to quality. What 
80rt of labour do we have in a, large number in 
IndiaP 

140. Account for the industrial baokwardness of the 
people of India. Can India become a leading country in 
manufactureP Give reasons to support your answer. 

15. How ia the populatidn of India divided 
between tOWDS and villages P How haa this distribution 
or population been afl'eoted by the occupation of the people 
of India P How would you re-distribute the population of 
India to reduce the pressure on eoil in certaiu area&. 
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16. Is the labour of the following productive T 
If so, what does it produce? The mason, the over
seer of a gang of labourers, the broker, the mercbant, 
the ekkawala and the professional gambler. 

17. What do yon mean by density of population? 
Account for its variation in different parts of India. 

18. What is meant by efficiency of labour P How 
would you make the Indian labourer more efficient? 

19. Account for immobility of labour in India. 
How would you try to make Indian labourer mobile? 

20. What makes the individual worker efficient? 
How does the employer contribute 'to the efficiency of 
labour? 

21. Of what use is the census oCIndia to a student 
of Economics? Give the characteristic features of 
Indian labour. Discuss the effects of social oustoms 
on the mobility of labour in India. 

22. State th~ principle of substitution and ex
plain how it is availed of by producers. 

CAPITAL. 

1. What is Capital P Distinguish between 
Circulating and Fixed Capital and Acquisitive and 
Productive Capital. 

,: 

2. Explain how capital is accumulated. Name 
the various motives that lead people to save. Is hoard~ 
ing saving P If not. why not P , . . 

3. What is Free Capital jI Specialized Capital ~ 
Give examples.. Is land capital? If Dot, why not? 
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. 4. Define the term I Capital.' Distinguish be
tween Fixed and Circulating. Capital. Which of the 
following are Capital:-

(1) Seed Corn, (2) .A lawyer's knowledge of 
law, .<3) Hoarded rupees. (4) The health of a coolie, (5) 
The good-Will of a business, (6) Motor car of a dootor. 

ORGANISATION. 

1. (a) Desoribe the eoonomio organization of an 
Indian village. 

(b) Describe thi changes that are taking plaoe 
in the eoonomio oondition of India. 

2. Describe the main features of the modern age 
of production. 

3. Define division of labour and enumerate ita 
advantages and disadvantages. 

4. Of what importanoe is the principle oCini8r
changeable parts in the mode of produotion that we 
have today P Is it useful for those that are using 
mowr cars, bicyoles, etc. P 

6. What is a 1'8preeentative firm P Name the 
advantages that 81'8 enjoyed by Buchafirm. In what way 
will luch a busine.. be aft'ected if ludden depreeaioD 
wok place in the market with reepeot w the commodi
ty produced by that firm P 

.. 6.. Explain carefully how • cotton manufacturer 
would begin to earn large profita. What oonditions 
would help him P 

7. Mention five of the chief characteriatiCl or 
our 8COIlomio organisation and diacUBB one or them. 

10 

• 
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8. What are the advantages and disadvantages 
()f competition? How can advantages be secured 
and disadvantages avoided? 

9. What is division of labour P Explain how 
far it has been carried in modem industry. 

10. Explain the following:-

(a) "It must be however remembered that the 
test applied to industry is not, is the 
output large? but, does it pay?" 

(b) Enumerate the various divisions of labour. 
What do you understand by "territorial 
division of labour ?" 

11. Write short notes on anyone of the follow
~g:-

(1) Localised industry. 
(2) Attracting customers. 

(3) Packing departmen~ 

(4) Specialisation. 

12. What do you mean by the localisation of 
industry? Enumerate the advantages of a localised 
industry. Are tb ere any localised industries· in 
India? 

) . What are the functions of aD entarpriaer P 
What other terms are used synonymously with ental'-' 
,prieer? \ 
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2. Explain the partnership form of management. 
What difference do you find between the partnership 
~f business. and joint stock company P 

EXOHANGE. 

1. Define value, and show how values in use are 
influenced by values in exchange. 

2. What is meant by Barter P Why did Barter 
rail P Do both parties pin in exchange P 

3. In what manner has exchange been facilitated 
by the introduction of money as a medium of exchangeP 

4. Distinguish between a Demand Schedule and 
a Demand Curve. Construct an imaginary Demand Sche
dule and corresponding Supply Schedule. and explain 
w here the price will be located. 

o. What is a Market II Distinguish between a 
World Market and a Municipal MarkPt. 

6. Distinguish between Market Price and Nor
,mal Price. . Wby is the latter called a long period 
price P 

7. Explain the statement .. Foreign Exchange 
is an exchange of goods ~or goods." 

What is meant by the term 'favourable balance 
~f trade p' When did~Indian have an nnfavourable 
balance of ,trade during the last seventy years. and 
'Wby? 

8. What effect did the Industrial RevolutiOJl 
hue upon the, industry and trade of India p. How 
"If8re agriculture and arboriculture affected P 'C' 
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9. Trace the effect of the development of meane 
of transportation andir rigation upon the prosperity 
of India. Why should both . be developed side by 
side? How far did the. Government carry out the 
policy of developing them simultaneously P 

10. Explain the quotation given below-:
"Itmaybemore cheapto export raw goods and im

port manufactured goods. But if India is to win stronger 
position as buyer and seller in the markets of the world, 
she must deepen the channels and regulate the action 
of her stream of production ••..•••.•...••••.• If the con
centration of the agents of production on a great 
variety of undertakings is to prove advantageous, it 
must be on industries unaffected by drought. If the 
natural forces of industrial competition have not ac
companied that aim then· deliberate and determined 
aotion alone can achieve it."-(Loveday) 

11. Estimate the position of the trader or the mid
dleman in the economy of_ the Indian Internal Ex
change. It is said that in a small village it is not· 
profitable at all to open a shop, and that is wby the 
system of weekly markets, etc., came into being. 
Explain why a shop cannot be maintained in a sman 
village. 

To what extent is it the effect of the Standard 
of Living? 

12. What are the chief characteristics of the 
Indisn Foreign Trade P 

13. Draw an imaginary Demand Schedule of an 
individual for a commodity showing lowering of the 
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schedule when income falls, and raising when it 
rises. Draw the curves a8 well. 

14. What is meant by the term 'Elasticity of 
Dem\nd P , Arrange necessaries, comforts and luxu
ries in order of the elasticity of Idem and for them. 
Give examples and draw curves. 

15. Discuss the relation of price to expenses of 
production in different periods of time. 

16. What is meant by Supply and Demand P 
Bow,is price determined P 

17. Explain the Law of Demand. Distinguish 
betwElen elastic and inelastic demand ~d give 'examples 
of each. How does a Demand Schedule differ from 
a Demand Curve ~ 

18. Discuss the effects of competition. 

Would oharges for electric current have been 
Ie.eB if there were four electric supply companies in-
8tead of only one P In what cases is co-operation more 
desirable than competition P 

19. What is a Demand Schedule P A. Supp1y 
Schedule P Mak.e hypothetical. demand and supply 
8chedules for sugal' in your distric~ (Take the 
population of the district being about two milliona-) 

. Explain hdw you arrive at this price. 

20. If the exchange of Indian food grains with 
English cloth takes place at a fair rate, which country 
would be the gainer P 
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21. What effects on prices should be expected from 
an invention thaI makes possible the carrying of fresb 
milk from distant places to Calcutta P 

22. Select an Indian commodity in common. use. 
Has any change taken place in the extent of the 
market for this commodity? Give reasons in support 
of your answer. 

23. In a given market at a given time
A is willing to buy 8)() mils. of wheat at Rs. 8 a Md. 

B 
" " " " 

1,000 .. " " ". " 6 .. .. 
C 

" .. .. .. 1,200 .. • • II .. 

D .. .. .. .. 1,600 .. .. .. 
.. .. 5 

t, ,,4 " ,. 
X .. .. .. seu 1,000 .. .. .. ""8-8,, .. 
y .. " .. .. 2,000 

" .. " ""4-4 11 ,, 

Z 
" " " " 

3,000 " .. .. " "5-8,, " 

W " If It" 1,600 " " II " "8(1),, " 
What would be the market price in this market 

and why P Who would be the marginal pair? 

24. What are the causes of the rise in the price 
level? 

Prepare index numbers from the following data :-

1900 1901 1902. 

Rs. Rs. ·Rs. 

Iron 50 53 51 
Wheat 4 3-8 4-4 

Cotton 1 0-12 1-4 
Wool 4 3-8 4-8 

Leather 2 2-8 3 
What do these index numbers indicateP 
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25. Explain the following statements made by 
Moreland :-

(a) Prioe depends upon supply and demand 
. and "ice verBa. 

(6) II The production of wealth as well as 
the oonsumption is diminished in & 

oommunity where any oonsid,erable 
proportion of the members adopt & 

religious way of life. " 

MoNEY. 

1. What is meant by free ooinagei' Is there 
free ooinage in India P 

2. Define the following :-

(a) Standard Money, (6) Token Money, 
(0) Credi~ iBstruml'nts, (d) Representative 

Paper Money. 

S. Distinguish between Seniorage and Brass
age. Does the Government charge any seniorage on 
the Indian ooins i' 

4. What is meant by legal tender i' Name the 
coina thatare legal tender' in India and also .the erlent 
~o which they are P-

O. Wha~ is Gresham's LawP Explain why it 
is true. Are there any exceptions P 

6. What are the factors that determine the nlue 
of money? What is the effect of the increase in the 
volume of money upon prices P 
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7. What IS a ,Bill of Exchange? What are the 
internal Bills of Exchange used in India? 

8. Distinguish between a Letter of Credit, and a 
Cheque. In what manner do they faciliiate exchange? 

9. Explain the following terms:-

(a) Home Charges, (b) Convertible and 
Inconvertible Paper Money, (c) Gold 
Exchange Standard, (d) Appreciation 
and pepreciation !)f Currency. 

10. Do you make a loau to the Government when 
Y9U receive currency notes as money? 

What is meant by fineness of coin? Give Indian 
examples. 

11. What is meant by (a) limited legal tender, (6) 
bll:d money, (e) heavy money, (d) appreciation of money; 
(ej inconvertible paper money? 

Can money disappear from circulation? H so,.
how? 

12. Would an increased supply of money affect 
the crop from any piece oC land or butter Crom 
any cow? 

13. What is meant by (a) legal tender, (b) token 
money, (e) brassage, (d) seniorage, (e) Cree coinage? Use 
Indian illustrations if possible. 

14. Explain and clearly distinguish between de
basement and depreciation. What is GreshaIl\'s Law? 
What dangers attend' the' issue of paper money in 
large qnantities? 
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15. How would you make payment to the Times' 
Book Club, London, for a large number of books pur
chased by you from the Club P What is C. O. D. P 

DISTRIBUTION • .. 
1. What is meant by the Distribntion of We alth P 

Name the shares. To whom does each of these go ? 

2. What does the National Dividend consist 
(In Does it inolude servioes as well jl 

S. Show as clearly as you can tbat the forces 
governing, are also forces influencing distribution. 

4. In what mannt'r does the Marginal Produc
tivity dt'ltermine the remuneration P 

5. Does the Marginal Productivity theory of 
distribution assert tbat the owner of each unit of a 
faotor in Produotion gets the actual product of that 
unit P Explain clearly. 

6. Bring out as vividly as you can the relation 
()f the Law of Diminishing Returns to the problem of. 
Marginal Productivity. Give examples. 

7. In aocordance with the Marginal Productivity 
Theory of Distribution. is tbe reward of each of the 
faotors dotermined independently of the rewards of the 
()ther factors P Give reasons. 

- 8. Mention the ohief kinds of goods necessary in 
()rder to pro(JU08 any commodity. State how the 
eervioea of each of these kinds ia remunerated. 

9. Describe the distribution of grain on the 
threshing floor of an Indian village. Name all the 
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people who obtain shares and state wbat services they 
have performed. Can you group these into four or 
five' factors of production p' Are the shares fixed by 

. custom or by competition P 

10. What is National Income or National Divi
dend P Explain as clearly as possible the relation cif 
National Income to the welfare of an individual and of 
a community l' Is satisfaction limited by the output P 

RENT. 

1. Define Rent. Why is rent paid at all for the· 
use of the land? 

2. Enunciate the Ricardian Law of Rent. Why 
is it not applicable to India P 

3. What is Economic Rent P How do yoU'. 
calculate it l' 

4. Where there is no non-rent land from which 
to measure, may we still think of Economic Rent all' 

. being measured by difference in Productivity P Ex
plain. 

5. Does rent enter into the cost of production p
Is high rent of land a cause of high price of the 
product? Explain. 

6. Distinguish between the Producer's Surplus 
and the Contract Rent. 

7. Give the traditional law of rent. How far 
does it apply to India P .. 

8. Discuss the influence of custom on rents. 
wages and prices in India. 
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9. Define and discuss rent. Is the relation of' 
landlord and tenant essential to the idea of rent P" 
Distinguish between econcmic rent, ground rllnt and 
ccntract rent. Which of these can be measured P' 
Give reasons for your answer • 

• 
10. How is the rent of a farm determined P Dis-

tinguish between eoonomic and oontraot rent. Men
tion the different olasses of people who have beeD 
benefited ·by improvements in methode of cultivatioD 
and transportation in India. If you were renting land~ 
would you pay more if you intended to grow.wheat OD 

it instead of oats P 

. 11. In Bhutan ten acre plot of land range in 
produotivity from 20 to 28 maunds as shown by thE' 
diagram w~ich oovers all the land to which the 
Bhutanis have access. Suppose that for each 100 of' 
population a new plot has to be cultivated. What 
would be the total rent paid if the population we1'& 
900 P 1800 P 2300 P 2900 P 

20 20 20 20 20 20 
21 21 21 21 21 21 
22 22 22 22 22 22 

23 2-1 2f 24 25 25 
115 26 26 26 26 26 

• 
27 27 27 28 28 28 

Suppose all land rent were released, how would 
this alTeot prioea P Give reasons in support or your 
answer. 
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12. What do you mean by the term 'land 
tenure'? In what manner has the Agra Teuancy Act 
(If 1925 affected (a) the tenants, (b) the landlords? 

INTEREST. 

1. What is Interest? Distinguish-between Interest 
and Rent. . 

2. Name the elements that go to make np Gross 
Interest over and above the Net Interest. 

3. In what manner do the savings of the people 
.affect the rate of interest? 

4. Is it a sufficient explanation of interest to 
say that the interest is the excess of the output that is 
turned out when capital is used, over what would be 
turned out if labour would be employed without 
capital? Why? 

5. What relation does interest bear to the 
discounting of wealth? In what manner is the latter 
affected by education P 

6. In what manner does the Marginal Productivity 
Theory affect the interest? Explain it as clearly as 
you can. 

7. What are the characteristics of persons and of 
incomes which iufluence the rate of interest P Show 
how the various iufluences operate to fix the rate of 
interest. 

8. When you gladly pay to the Railway Company 
for having your travelling bag safely' kept in the cloak 
loom for a few days, why do yon refuse to pay the 
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banker' for keeping your money even for a number 
of months P Could the rate. of interest go down to
zeroP 

PROFITS. 

1. What do you nnderstand by Profits' in the
popular sense P What items should be deducted from 
the Gross Profits in order to get the Pure Profits P 

2. What are the sources of profits P Is it socially 
desirable that the enterpriser receive profits in oom
pensation for nndertaking risksP Justify your answer. 

S. Difl'erentiate between bonda. debentures and 
ordinary shares. 

4. What do you mean by th.e term 'profit' P Why 
a blaoksmith sometimes seeks services in the Railway 
workshop instead of carrying on his businesa in
dependently in his own workshop P 

6. Seleot Bome Indian industries and aooonnt for 
the presence or abaence of large profits in them. 

WAGBII. 

1. What is meant by W.ges.~ Under what condi
tions does a man pay bimaellP 

2. In what manner does an increaae in demand 
affeot labour P And alao an increaae in the supply or 
labourP Under perfect oompetition amongst the members 
of a group having same efficiently. will there be two 
rates 01 'Wage. P Give re&IOna in' IUpport of JOUl" 
aDa'W8r. 
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3. Wjly is there an inequality between the wages 
~f men and women? Why do rates' of wages diller 
from occupation to occupation P 

4. Does the reduction in the hours of labour lead 
to the productivity of the labou~? What is the real 
justification for the shortening of the eight-hour day? 

5. In what manner does the Standard of Living 
~ffect wages? Does a I'ise in the standard of living 
.necessarily mean a rise in wages? 

6. Define task wage. Why are the sweepers in 
India so low paid whereas the drain cleaners in America 

:;are paid very high wages? 

7. Explain clearly the effect of Trade Unions 
upon wages. Account for -the existing inequality of 
wages between the different classes of labour. Why 
-do'·the wages of labourers in the villages differ from 
-those in the towns P What fixes the relation between 
wages in different occupations? 

8. Ar.count for the existing inequality in wages. 
Row are wages determined? Why do the wages of men 
~nd women differ P 

9. (a) Why are washerman's charges higher in 
America than in India P . 

(b) Has a man to be paid to play i' 

ee} Would you like to work in ~ factory with
out getting any wages? 

(d) If the Government orders every Indian to 
wear standardised costumes 8S uniforms, 
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what would be the econom~ effects or 
this order P 

10'. (1.1) Illustrate the difference between money 
wages alld real wages. Why do people 
earn • different wages in different 
occupations? 

(6) If the rate of interest is determined by the 
demand for and supply of capital, what 
d~termine the demand for and the 
supply of capital P 

11. Why do the wages differ in different occupa
tions P Account for the difference in wages paid to men 
and women workers. Can Trade Unions raise wages? 
If so, how and to what extent P 

12. (1.1) What is your idea of distribution P 

(6) How does a man's standard of living 
inftuence his wages P 

(c) Bow doee an increase in population affect 
rente P 

CoNSUMPTION. 

1. Indicate briefty the way to spend your income 
most economically. 

A house-wife baa to boy cloth, fuel, buttons. sugar 
and tea. She haa Rs. 6-8-0 with her. Each unit or 
each or these commoditif'8 coste eight annas. Bow would 
ebe 'pend her Ra. 6-8-0 if the utilities of the clift'erent 
IlDite were as rollowa:-



Cloth 

... 
.10 

9 

• 8 

7 

6 

Fuel 

. .. 

8 

7 

6 
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Button 

. .. 

... 
9 

8 

7 
, 6 

Sugar' 

• •• 

10 

If 
s 
7 

6 

"" :l'e8. .. . 
,. nyC 

\. .' 
.')Q' " 

9 

8 
-7 

" . -

How would a reduction in price vom eight agnas to 
four annas affect her purchase? .' 

2. Define and discuss consumption and bring- . 
out very clearly the differenc6 between the po"ulat and 
economic sense of the term' consumption.' Do yo;agre,· 
with Mill. when he says that saving and spending both: 
a~e consumption P In case you do not agree with him,. 
give reasons for your disagreement. , " 

• '1', 

3. (a) Illustrate with examples the following state-
ment:-

~. The food possesses ntilities, i.e., power to
satisfy wants. and just as we measnre 
producti<rn by the amount of utility creat
ed, so we measure consumption by the 
amount of utility enjoyed:~~(PenBOn) 

(b) Explain the following statement with 
reference to the rise of fnlSh wants 
and its efFecU upon the civilization or 
the" nation. -' .. Appetite comel with 
eating."--(Penson). Do you agree with 
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Mahatma 'Gandhi's proposal of cutting 
down the wants to mere subsistence 
level P Gi'Ve reasons in support of Jour . 

, , .. answer. 
4. How many kinds of consumption are there P 

.Is there apy ',distinction between consumption an~ "ro
duction.goods, wea1th' and oa-pital ~ Give illustrations , 

. to wokO your answer ,clear. 
.. . 5.W hat is national income P Explain as clearfy 

as poitiib~e the relation of national income to the welf~re 
of an 'individual an<\ of a community. Is satisfaction 
limited by the output P , 

ti. ..Enumerate the 'main characteristics or· wants, 
'pnd point ont those upon which importp,nt laws of 
. economics are based. Which importsnt law is based 

I uponc!bmpetitive wants P How does this characteristic 
affect the distribution of our income P Do we make a 

• seleotion out of those. oommodities that satisfy the same 
. wants P What is the criterion of choice P 

11 

7. (a) Enumerate and discuss different kinds of 
wants. 

(6) What is standard of living' Is it a fixed 
thing? 'What bearing does it have upon 
the industrial efficiency, or tbe social 
and politioal organization, or on tbe 
development of the people as II. whole' • 

8. (a) What is the measure of ntility? . ,"7: 
(6) Define and discuss (1) tbe laws or diminisb- .. 

iug utility and marginal ntility, (i) con-
tumer'a surplus, (3) total utility. .. 

.. 
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Button 

. .. 

9 

8 

7 
, 6 

Sugar' 

. .. 
10 

9" 
I:! 

7 

6 

, :l'ea. ., . 

9' ,,':' 

8 

7 
: 
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How would a reduction in priee v-om eight agnas to 
four annas affect her purchase? .' ' 

2. Define and discuss consumption and ,bring", 
out very clearly the differenc6 between the populat and 
economic sense of the term' consumption.' Do io;agre~' 
with Mill when he says that saving and Bpending both': 
are consumption P In case you do not agree wi\h him,. 
give reasons for your disagreement. , 

3. (a) Illustrate with examples the following state-
ment:-

" The food possesses utilities, i.e., power to 
satisfy wants. and just as we measure 
production by the amount of utility creat
ed, so we measure consumption by the 
amount of utility enjoyed:~~(Pen80n) 

(6) Explain the following statement with 
reference to the rise of frtSh wants 
and its effeQt~ upon the' civilization or 
the' nation. '" Appetite comes with 
eating."--(Penson). Do you agree with 
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Mahatma 'Gandhi's proposal of cutting 
down the wanta to mere subsistence 
level P Give reasons in support of your .. 

" answer. 
4, 'How many kinds of consumption are there P 

.Is tbere apy',distinotion between consumption and llro
duction. :goocls, wealth' and capital ¥ Give ilIust~ations , . . 

, to wok~ your answer .olear, 
• '5. ::w hat is national income P Explain as clea!!y 

as poisible the relation of national income to the welfare 
of an 'individual antl of a community. Is satisfaction 
limited by the output P 

~. ..Enumerate the 'main oharacteristios of· wants, 
'pnd pornt ont those upon whioh importlLnt laws of 
'ecllnomies are based. Whioh important la~ is based 

I upon t'bmpetitive wants P How does this oharaoteristic 
affeot the distribution of our income P Do we make a . . 
eeleotionout of those _ oommodities that satisfy the same 
wants P Wbat is the criterion of choice P 

7. Cal Enumerate and discuss different kinde. of 
wants. 

11 

(6) What is standard ot living P Is it a fixed 
thingP What bearing does it have upon 
the industrial efficienoy, or tbe social 

.. and politioal organization, or on the 
development or the people as a wholeP' • 

8. (a) What is the measure of utility P '("; 
(6) Defiue and discu88 (1) tbe laws of diminisb~"" 

jog utility and marginal utility. (i) con; 
aumer's surplus, (3) total utility. ',. 

.' ~ ~ 
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9. Discuss the economic aspect of ~pending. 

10. How do you· distinguish between expenses of 
production and expenses of consumption? Make a list 
of principal expenses of production and of consumption 
of an Indian cultivator. 

11. Enumerate and discuss the various charac
teristics of wants, and point out the part that they play 
in the science. of economics? Give examples where 
necessary. 

12. Define utility and differentiate between total 
utility and final utility j if possible give illustrations. 

13. Enumerate the chief characteristics of wants. 
Are all waqts satiable? If so, why? If not, why not? 

14. What is Engle's Law of Consumption? Does 
it hold good among 1.our acquaintanoes? If your ·income 
were Rs. 50 monthly, what proportion. would you be 
·likely to spend on food, on clothing, on other purposes.? 
If it were Re. 125? If it were Rs. 15 ? 

15. What income per ·month would you consider 
necessary in A.llahabad to provide a family of five with 
(1) the' necessaries of life,' (2) a reasonable amount 
of the • comforts,' and (3) some of the 'luxuries'? 
Explain what you mean by the Standard of Living of 

• Families 'with the incomes you have just mentioned. 

• 16. State the Law of Diminishing Utility and 
discuss the reasons for believing it is true. 

f~ •. 
1\ 17. What is meant by 'Consumer's Surplus P' 
Can you always measure it in terms of money P 
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18. Seleot an artiole of (0) luxury, (b) oomfort, 
and (c) necessity used by you, and give graphioal 
representation ofthe Consumer's Surplus enjoyed by you 
from their use P 

19. What is truly an eoonomio method of spend
ing one's inoome? 

A man has Rs. 20 with him. He has to buy food, 
olothing, shelter and ornaments. Each unit oosts Re. 1. 
How many units of eaoh oommodity would he purohase 
if the utilities of the different units are as follows:-

Food Clothing Shelter Ornaments 
10 8 6 3 
9 7 I) 2 
8 . 6 4 1 
7 I) 3 0 
6 4 2 
I) 3 1 
4 2 0 
3 1 
2 0 
1 • 
0 

20. How does an individual spending his income 
affect (0)' producers. (b) other consumers? Are 
wastage and use of luxuries profitable P _ 

2\. ·Our wanta evoke our aotivities and o~ aoti
vities evoke fresh ... ants." Comment. "The physi
(1111 environment is in reality the basiaof all economio 
activity, but man can modify bis 'envirooroenta:-



( l6i ) 

Explain and illustrate this statement with Indian 
examples. 

22. Ennmerate and discuss the various charac
teristics of wants and point out the part they play in 
the science of economics P Give examples where necE'S
sary. 

23. Define utility and differentiate between total 
utility and final utility; if pos~ible, give illustl'a
tions. 

24. Oriticise from the economic point of view 
the, following edict j>assed by Ibn-i-Sand's Moral 
Council, established receutly to improve the mOl'als of 
the people :--

"That population must not trim or shave their 
bellrds, mnst clean shave their heads, or leave their 
beards entirely uncnt, and any way avoid European 
styles. That they should not wear gold ornaments, or 
silken cloths, and also should not wear titles and deco
rations awarded by ex-king Hussain." 

25. What is luxury? Is luxury justifiable? If so, 
nnder what circumstances P Will you keep a cook who 
cooks more food tban you can eat at one meal simply on 
the ground that God has created ravens' and other 
birds and they must also be fed P Why do you rebuke 
and fine your servant when he breaks your plates P 

26. Define and discuss wealth. Are the follow-. 
ing wealth l-

(l) Sand in the boilder's yard. 



( HI;; ) 

(2) Air to the diver. 

(3) Jumna River. 

(4) A Canal. 

(5) Sunshine. 
TAXATION. 

1. What do you mean by (a) direct and indirect 
taxes, (b) incidenoe and impaot and (c) taxes and local 

rates P 
2. Distinguish between-

(a) Taxes, fees and rates. 

(b) Direct and indirect taxes. 

(c) Productive and unprodut'tive expenditure 
of Governments. 

Cd) Incidence and effects of a tax. 

Examine the Indian Tax System and say how Car 
it approaohes perfection. 

On whom do the following taxes fall :-

(a) Import duty on Manchester cloth brought 
into India. 

(b) Excise duty on .Indianocloth. 

(c) Export duty cn Indian jute. 

8. What are the heads of income and expendi
ture of the Government of India P 

4. Name the sources of income of the Local 
. Government and the District Boards. • 

-
5. Make an imaginary bndget of the Bombay 

• • 
Municipal Corporation. 
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PREFACE. 
(FiTlI EdiUonJ 

The articles reprinted in this pamphlet originated in the 
lecessity to reply to the gross misrepresentation of the effects 
Lbroad of the Indian political developments, in which high 
Jovernment officials have of late frequently indulged. Their 
)wn record of financial administration for seventy years in this 
)Ountry is by no means so impeccable as to permit them to 
,hrow stoncs at their neighbours. The present Series does 
lot give a full historical account of the origin and growth of 
he so-called Indian Public Debt. But such items as have been 
lelected for special mention would suffice to show the gener~l 
)haracter of the whole of our .. publio debt .. as it stands 
:o-day. 

A careful examination of this " Debt" has led the writer 
of this Seril's to demand a proper review of all the items of 
India's .. Public Debt." before an impartial tribunal of In
~ernational Jurists. If such a review were held. he feels con
fident the bulk Qf the .. Debt" would be wiped off as not 
chargeable in law as well as in conscience against the Indian 
people; and the remaindet would admit substantial set-off. 
India is an original member of the League of Nations. Would 
the National C'ongress of the Indian People be allowed to sub
mit such an application for review to that body? 
I 

I BOllilAY, 
~th March, 1930. 

POLlTICllS. 



PREFACE TO THE SECOND EDITION. 
The following pages came to birth early in the current 

year. The atmosphere in India was, even then, dense with 
rumours and conjectures about an approaching dissolution of 
the existing re~ime; and a consequent dislocation of the screws 
and buckles which had hitherto held it together. 'The oppor
tunity was, therefore, seized of the first Sterling Loan Boated 
this year by the Government of India in January last to lay 
out the component elements which constitute the problem of 
India's "Public Debt." The Indian National Congress had 
only recently passed a resolution, which was represented by 
interested parties to the popular mind as equivalent to a notice 
to I'e fuse payment. The text of the Congress Resolution is, 
however, amenable to a more orthodox interpretation as a 
notice to the would-be creditor of India as regards future 
liability, and a demand for an impartial investigation by some 
international tribunal into the equity-if not the legality-of 
the obligations now sought to be fastened upon India in the 
name of her " Public Debt." The Government of India have, 
through their linance depllrtment, more than once lent colour 
to such misapprehension of the Congress Resolution. Time 
and aguin they ha\'e expressly' excused the high rates of interest 
olTered for their Sterlmg borrowings in the current year on 
the pn.>tence of the unwillingness of the lender induced in him 
by the political developments in India. These pages were 
accordingly written, as newspaper articles, to point out how 
fur there was justice in this and like contentions; hQw far 
the IinunciaJ plight of India-needing constant recoul'6e to 
borrowing-was the outcome of misguided enterprise, or even 
to actuul mismanagement of their task by the Indian linancia! 
authorities; and how far, tinally; there were similar factors a~ 
work in the past which had piled up tills ll>gacy for India. 

The main thl>sis demands an imp:u,tial investigation, Its 
argument is dl>wloped on the lines of the Law of Contrad 
lIS well liS tIle principles of Equity applying to a Tl'ustee in 
the nUU1ugl>ment of the Trust Estate. The prest'nt Britisli 
Uovernml'nt in India have ('\uimed too often to be trustees 
for the Indi.. prople-the British Parliament has solemnly 
described itself to be a Trustee, and the Government in India 
at prest>nt is simply an II gent of the British Parliament-to 
a\'old this argument founded on a ,Trustee's responsibility. 



How far the argument is effective; how far the eounter-claims 
urged on behalf of India ar~ sustainable; how far the analogies 
instanced are valid-must necessarily be left to the reader to 
judge for himself. The writer would only express his hope 
that his effort, taken collectively, will make a case for investiga
tion and adjudication, without pre-judging the issue as indicated 
in these pages. 

The finances of India have not improved since these pages 
were first penned; nor has their management been amended in 
any way which would render the main argument in these pages, 
and its underlying motif, nugatory. In the course of the year, 
the Government of India have already floated 3 Sterling loans, 
in January, in May, and in October las.t, making an aggregate 
of £25 million. The yield to the investor in each case is 
well over 6 per cent. The net burden of the Government of 
India is over 7 per cent., if we take into account the immunity 
from the Indian Income Tax of the investor in the Sterling 
securities of the Government of India.. Each time the loan 
was several times over-subscribed, which clearly indicated that 
the panicky tone of the Indian Government was less than 
justified. The fact, moreover, that private corporations in 
Britain engaged in public utility services, like the Electrical 
enterprise, obtain all their capital requirements in the London 
market at less than 5 per cent.; and even then their loans 
have been over-subscribed, makes the Nationalist mind in India 
more than ever sceptical as to the technical competence, if not 
the general bona fides, of the Indian financial authorities, and 
the Government of India as a whole. 

In addition to these Sterling. borrowings there was a 
considerable Rupee loan this year in India. Despite the intense 
trade depression-or perhaps because of it-the loan could 
hardly be described as a failure. And yet even that addition 
has not sufficed to meet the needs of the Government of 
India. They ha\'e been almost incessant borrowers in the 
short term market through the instnlmentality of their 
Treasury Bills. The aggregate outstanding on this account 
was, at the end of October last, over 54 crores. This is 
besides the increase, if any, in the Post Office Cash Certificates. 
All thl'S(! indicate bad finance; aneLl.hough the Indian financial 
,authorities might retort by saying that the income of tbe 
Government has suffered s('riousfy owing to the political 
developments in the. country, they cannot escape the indict
ment that when the Budget was framed it was their duty to 
foresee these factors lind allow for their effects. '!'hey have 



failed to read the writing on the wall. Their Budget estiiil.ag~~ 
in the Ways and Means section, provide only for a Rupee loan 
of some 23i crores net new cash; the balance of 26 odd 
crores being made up for froin the various reserves and un
funded debt. There was no provision for any Sterling bor
rowing; and yet there has already been a heavy demand on the 
Sterling market, before the financial year of the Indian Govern
ment is eight months old. Their most considerable revenue 
resources have, no doubt, shown substantial shrinkage, but 
that is not taken to be the warning it is by the powers that be. 
And so the orgr of a reckless and incessant addition to the 
burdens of India lIoes on unchecked, till the Indian people 
have begun to wonder if it be not all a deliberate penalising 
of them for having ventured to call their self-made Trustee to 
account for the Trust estate. 

The question of the equity of these obligations being 
fastened upon the Indian people-as a sort of a condition 
precedent to their acquiring a Dominion Status in the British 
Commonwealth of Nations-has a significance in India, and to 
the Indian economic system, which people outside India can 
never a~preciate. The most crying evil of the Indian economic 
system is the load of unproductive indebtedness under which 
the present-the primary produot'r in India-labours. Perhaps 
not even a tenth of tlus deot is real capital borrowed. It is 
larg.>ly made up of accumulations of unpaid interest, which 
even when tile debt was first inourred, was beyond the ability 
of tile peasant ever t~ pay. If the recurrent charge of interest 
is unpaid because impossihle to pay, what chance can there 
be for the repayment of the ('apital burden of this debt? The 
Indiun peasant, however, knows of no Limitation Law, which 
would render an unacknowledged obligation of a W"eD aile 
10 be illl·trective, or at least unenforceable at law. The Statute 
of Limitations obtains nominally iD India. But its benefit ~ 
only to large capitalists, well-ve.rsed in the wiles of legalised 
robb"ry of their fell..wl'. The pE'a..ant is too honest and 
unsophi"ti(,.8tl"l1 to have recourse to l'uch a' law. And his 
mOIll'y-I .. IllIt'r !I .. n.'rally takes good ('are to l'et' that even if the 
hOI'row .. r was made aware of lIuch a l-emeciy. he would not 
b .. in II position to take IIdnlDta!le of "hat remedy. For the 
rt'rollSh'u('lion. howe"er, of the Indian t'ronomic system. the 
prohlt'm ('l't'ated by this is a direct challenge. Without goiDJl 
the l •• ngth of a wllOl .. ..ale and cstel{Oric repudiation of all 
obligations, those intent on re-making the Indian economic 
syst .. m Dlight well be allowed to inw-stign&Eo if the daims they 



are faced with are really due froni them. IIi equity, as well 
as economy, much of these claims can simply be not sustained; 
and hence the urgency . as well as the expediency of this 
problem of our "Public Debt." Even in Nationalist India 
there is still sufficient strength of orthodox economics to 
venture the statement that the leaders of Nationalist opinion 
will not resolve lightly upon wholesale repudiation of public 
or private indebtedness, unless forced to such a measure by 
absolute despair. The advantages of beginning with a clean 
slate are no doubt clearly perceived; but the ways and means 
of attaining to such a clean slate are not by any means clearly 
perceptible. The moment is, therefore, doubly ripe for an 
open and impartial investigation into the entire question, not 
only because the resulting award of a burden on India, if any, 
will, there is good reason to believe, be honestly and amply 
met by India; but also 'because such an investigation would set 
a most valuable precedenf for the unjustly overburdened Indian 
peasant, for whom sheer decency demands some relief, in t 
manner that the common conscience of an enlightened world 
can approve of. 

The plea is, accordingly, put forward in these pages for 
a full, free, impartial investigation into the entire question of 
the Indian public Debt, without any confusing of the issue by 
ideas about Repudiation on the. one hand, or unconditional 
acceptance of the total burden as, presented by the present 
steward of the property on the other. The realisation is grow
ing fast in Europe, indeed, that the burden of debt, as created 
by the last War, must be regarded as a legacy ofo\lI" collective 
insanity. Enlightened humanity can do no better than· agree 
simultaneously and universally to wipe it out. The assets 
against the liabilities of this European War Debt are far more 
substantial-in the judgment of the present writer, in European 
countries-than those in the hands of an emancipated and self
governing India to meet the obligations sought to be imposed 
0'11 her. But even that consideration sllould not be allowed at 
the stage when the question is under investigation to prejudice 
or pre-judge the issue in any way. If an international and 
independent tribunal, after due hearing of all the arguments 
and counter-claims that India may hl,lve to put forward, makes 
any award against the Indian people, that people cannot 
avoid that final award without placing themselves outside the 
pale of commerc.ial civil~sation a!ld inter~urse. On the other 
hand if the clauns agamst IndIa are adjudged to be unsub
stantial, or unfounded in law and equity; or, jf India is allowed 



;0 participate in some all-round plan for the liquidatiolt ~tt 
,he world's burden of past follies and mistakes, the claimants 
Igainst India could have no reason to grumble for such an 
lventuality, for those who join to bring about such a decision 
will, it may safely be assumed, make adequate provision to see 
;bat the process of writing off the bad debts of mankind does 
lot result in unnecessary and avoidable hardships upon 
private individuals. The writer trusts that this view of the 
~ase presented in these pages will be constantly kept before 
whosoever takes up this problem in an earnest desire to solve 
it in justice and eq uity; and, if that is assured, there is no 
reason to apprehend any disaster or needless hardship in any 
airection . 

. No changes have been made in the text of the Articles 
as they originally appeared, hut advantage has been taken of 
a new edition to add a few footnotes to bring the argument 
up to date; and also a tuble showing the growth of the Indian 
Government debt from lR20, together with general reasons 
for such additions to the debt. 

POLITICl.'S. 

London, Dt)ct)mber 1, 1930. 



LAHORE CONGRESS: RESOLUTION, DEC. 192t25 
This Congress is of the opinion that the financial burdeilil 

directly or indirectly imposed on India by the foreign adminis
tration are such as a free India cannot bear and cannot be 
expected to bear. This Congress, while re-affirming the resolu
tion passed by the Gaya Congress in 1922, records its opinion 
for the information of all concerned that every obligation and 
ooncession to be inherited by independent India will be strictly 
subject to investigation by an independent tribunal; and every 
obligation and every concession, no matter how incurred or 
given, will be repudiated if it is not found by such a tribunal 
to be just and justifiable. 

PUBLIC DEBT. 

THE ETHICAL STANDPOINT. 

Muhatma Gandhi writes in the .. Young India" :-

Thanks to the Congre!'S resolution on public debts, im
portunt lit""at ure on the subject is springing into being. The 
.. BO~IBA Y CIIROl\iCLE" is rendering a sen' ice by publish
ing the informing seril's of articles by Politicus on this subject. 
Finane-inl probl .. ms Ilre always a dry subject, requiring concen
trutiQn and sOlUe previous study. It is for our learnl'd econo
mists to put tllt'se problems in an interesting manner capable 
of being understood by the public. The series by PolitiMl8 is 
an att .. mpt in tlmt direction. I am not, however, sure that 
the pl'l'sentation of his subject cannot be made simpler, even 
if that should rt>quh-e a fulll'r trentml'nt. I piek up from 
the Sl'ril'S two things for the reader's consideration. After 
E'xnmilling all a\'ailllble tigurt'S, Politicus concludt'S that .. tlie 
agg"eg:~te hurd.'n of all kinds of • Public Debt,' owl'd by all 
sorls of 1Il1thoritil's, and incurred for no malter what purpose 
or in ",hut form, ",ill be not much short of Rs. 1,200 crores 
at the p''t's('nt mOlUl'nt. This is about half of India'8 tQta1 
annual wenlth in nl:ltt'rial /lOlxl.s of all kinds. And that wt'alth 
buel), sullict's to gh't' only ont' mt'al a dny, of tht' coarsest 
kind. to e\'l'ry hllman twing in 11ll' lund; lind that, lOll, if we 
exc\udt' all olh,'r n..ads of hum:tn lift'." If this statement is 
trlle, it conslilull's a hluek record of crimt' al!l\inst Indio'1. n 

i shows Ihat Ihe dl'bts art' largely unprOOlIcli\'e. If tht>Se obliga-
I 



tions were healthy, our wealth should have so increased as to 
give more than enough to everyone of us to eat. Having 
s\lmmed up the total debt, Politicu8 examines the ethics of the 
. obligations, and sums up thus:- . 

" The fact, however, must be repeated, that hitherto, the 
debt has been contracted by the Government without consult
ing the people of India; that the latter have no power to vote 
the borrowing programme of the debt charges, even under the 
reforms of 1919-20; and that any condition precedent to the 
recognition of our political majority, even in the form of a 
full Dominion Status, which will serve as an encumbrance 
for all time to come on the people of India, without their 
explicit consent or confirmation, must, jn law as well as con
science, be held to be void. The trustee liquidating or dis
solving the trust is entitled, of course, to a full statement of 
accounts regarding his management of the trust, so that no 
unexpected claims or counter-claims be urged against him 
subsequently by the beneficiaries coming into their own. But 
that is no reason why the trustee should be ..permitted to insist, 
on the occasion of dissolving the trust, that all his claims 
against the trust estate shall be passed and adopted, without 
examination, by the erstwhile beneficiaries under his trust." 



ETHICS OF PUBLIC DEBTS.' I . . 
By "POLITiCUS." 

NEW STERLING LOAN EXAMINED. 
The recent flotation of the Government of India of a. 

Iterling Loan, yielding, from the stand-point of the burden 
,n the Indian Exchequer, something like 7.5 per cent. to the 
nvestor, has given rise to serious criticism, which needs, how
v('r, to be (,xplained in its elementary bearings.· The place, 
Ilor('over, of the counter criticism. which makes the Indian 
,olitical aspirations particularly responsible for these heavy 
,urdens in favour of alien capitalists, is also unintelligible, until 
Ind unless one perceives the full bearing of pubic credit and 
ts use in these ways, in the true economy of a community. 
:t is, therefore, proposed to' examine, in this series of article, 
lot only why and how the debt is generally incurred; but also 
ts place and contribution in the general economic development 
,f a people. 

CONDITIONS OF FOREIGN BORROWING. 
Let us begin by dissecting the reasons for this latest 

iotlltion of the GO\'(,l'llment of India. At Budget time last 
rear, India'it present Finance Member admitted in principle 
,hE' unwisdom of having recourse to foreign markets for 
)orrowinll. Said he, in para. 75 :-

.. I entirE'ly agree in principle with the policy which 
was advocstE'd by my predecessor that Government finance 
should he hnsed as far as possible on attracting rupee 
('apihll in India. It is only in so far as money cannot be 
raised from thE' invE'sting public in India that I should ever 
considE'r having recourse to sterling horrowing. . . . How 
far it is possible to follow out this policy depE'nds almost 
entirely on the people of India. If all the money which 

• This ... ffl", to the Gonmlmlll\ of India 6 per DNlt. bonds for £6 mi.1lion issued 
1\ FebM''''Y. 1930" at 99. and I'NlMUlable ., par in June, 1933. or at 101 in June, 
9.\3. This WM for pay-in, of India Billa aDd railway capital eXJ*lditure. 10 
Il~ ~ 1930. another £7 milium in 6 ,.r CNlt. bOllds.. ",~yabl. l~ ... issued 
,I 99 for rai1wa:w- and ,..1\Mal eXpNlditore. Tbe net Vleld. allowing for r.rofit OD 
IMhtntP.' ion .t pa.1" in 1935.. was tHlarly 61 I*' ~tt~ 'rbis was also .... nl' 0 ..... 
ut.·nh..t. In Ot'IIolwor. 1930.. anoth... £la alillion was raistld ., 6 pe-r cent. ill 
.\l3S.37 bollds. isslle pri.. btoinlf 100. Tit. in....... in &he bardon OIl .It. IDdiaa 
ixohfCJUN. owin, 1o thl- .xNnption of tM st .. rliotr mtHfet from t,b., Indian lDCOlDe 
raJ:, hu hHtl. n,,"ntion.d. in th. p",race.. No a«'Urat. estimate CIUl., however. be 
""d. of tt.. ...t .... i~ ... of ,t.. bllJ'dtoa .... the Indian Ialt·po_. po~ for ._ 
tord .. "s in prod~ whose JDOMT·vai .. is st .. dil ... famOI d ... to an eafort"JMl poliq 
~ dfoftatioo. ftflOlSSal'J' to .... 'nl-'o. th. alt'ld.1 .~ .....t .. of \he; Indiaa. aapee. 

1 



n'ow goes to the import of treasure was to be made avail
able for investment in productive undertakings, India's
needs for foreign capital might well disappear." 
This somewhat lengthy extract is needed, not only to 

record this financial testament of our administrators; but also 
the more effectively to show how far\he criticism urged bv 
the Indian public against the latest creation Qf Sir George is 
well-founded. 

Let us, first of all, consider the conditions which necessi
tated this loan in the first instance. At the commencement of 
the current financial year, Sir George had budgeted for Wavs 
and Means as shown in these figures :-(in -crores-of rupees).*' 

Liabilities. 
Railway Capital Outlay 
Purchase of Railways .. . 
Other Capital Outlay .. . 
Provincial Government Transactions 
Discharge of Debt . 
Miscellaneous 

Total 

Rupee .Loan (Net) 
!Sterling Loan (Net) 

Assets. 

P.O. Cash Certificates 
Other Unfunded Debt 
Debt Redemption 
Depreciation and Reserve 
Reduction of Cash Balance 

Total 

... 

26.5 
7.0 
2.1 
7.2 
3.9 
1.4 

48.1 

18.0 
7.0 
5.3 
4.9 
6.0 
5.8 
1.1 

48.1 

• The 'Ways and lIeaos Section of the Indian Budget Us a summary of the 
resources and obligations of the Govemment in a given year. It inclodee cal!ital 
obligations more particularly, and 80 comprises the capital resource of borrowmg. 
The foUowing figures relating to the Budget for 1000-31 wiU serve to iIl .. tnte the 
point ~ . 

Resources or aasete. 
In crorea of Rupeee. 

Obligatinns or Liabilitieo. 
.35 Railway Capital Revenue Surplus .. . 

'Rupee Loan (net) .. . 
Sterling Loan 
T ...... ury Bill. ... ... ... 
P.C. Cash Certificates and Sav-

ings Banks ... 
Ot.ber unfunded debt 
Appropriation for reduction, of 

debt 
Depletion of Reserves ... 
Reduction of Cash Balances 

23.50 Purchase of Railway 
Other Capital Ontlay 

-4.00 Provincial Transaction 
Discharge of Penoanen' Debt ... 

6.20 Other Tranaactions .. , ... 
3.16 

5.90 
5.27 
8.62 

49.00 
• 

16.75 

3.97 
7.93 

18.84 
1.86 

49.35 



Some ot these items of liabilities are opeJl, in themselves, 
, criticism;' and the Finance Member has certainly not an
vered the entire charge-sheet a~ainst himself, when he has 
IUmerated these as the irreducible obligations of the State 
, India, to be met som..ehow in the course of the year. In 
,ct, his own remarks, properly construed, must make an 
len-minded critic doubtful if Sit George is himself not aware' 
! the thin ice he is skating on in respect, for example, of the 
,ernal capital outlay for railways in India. On the other 
md, thel'e are on the assets side items, which, in a true 
mception of the duty of the rulers-and such rulers, at that
,wards the ruled, must demand far fuller explanation before 
Icow'se is had to foreign borrowing than seems to have been 
IS case, despite the Finance Member's protestations already 
loted. Take them seriatim:-

PROSPECTS OF RUPEE LOANS. 

A loan was Hoated in India in June last, and was open to 
lbscription from the 20th to the 28th of that month. They 
lIered the loan in two divisions: A loan proper, to be ra
eemed not eadier than 1939, and not later thaD 1944, at I) per 
mt., at 96-1/2 issue price. Conversion Rights and Deprecia
on Fund provision were promised as usual; and the maximum 
Ioih subscription invited to this part of the total loan was fixed 
~ Rs. 12 crores. In addition, I) pet cent. Bonds, to be 
~deewed in 1935, were simultaneously i!:Sued at 98; and the 
II\."timuLU cash subscription invited to this part of the loan 
'as fixed at 15 crores. In spite of this aggregate of 27 crores, 
iovemment reserved to themselves the right to close the list 
~e moment the actual cash subscriptions exceeded 18 crore8. 

~ 
the result, the aggregate· subscriptions, by way of older 

ans and bonds tendered for conversion, and the new cash 
bscriptions, amounted as follows:-

Total Subscriptions of all kinds Rs. 36.86 crores. 

i Of these, fres11 cas11 subscriptions was 13.26 crores, bein~ 
02 crort's for tbe Loan proper, and 4.2-& crores for the 

ds. There were. in addition, 37 lakhs of Treasury Bills 
cl1anged against this Loan; and the rest of the subs~ription 
as in the form of Bonds payable in 1930, 1931, and 1932. 

far as the cash subscription was concerned, the loan was 
us a failure; and Government might well feel themselvt>S 
ort of their requirements by at least I) crores. 

I 



THE FLOATING CHARGE. 
For· the Ways and Means Budget, however, Government' 

ao not rely entirely on their permanent loan programme. They' 
have an excellent alternative in the shape of either the Post ~ 
Office Cash Certificates, or the Treasury Bills of 3, or 6 or 12, 
months' duration.. . The former is an excellent methQd of' 
investing savings for the ordinary citizen, and has a no less 
beneficial indirect effect in promoting the banking habit, which. 
Sir George professes himself so anxious to develop in this' 
country. It· is, however, a cruel irony of fate for our rulers 
in this land of marvels, that their professions tally so little 
with their practice. One need not believe them to be thorough- . 
going hypocrites when one merely points out that the financial 
authorities of India have not done all they could well have done 
in developing this excellent medium of small investment. Accord
ing to the latest report of the Controller of Currency. there were 
outstanding, at the end of the last financial year, 32.30 crores 
of these certificates, while the other deposits in the Post Office 
Savings Banks aggregated some 34:1 crores. Have Government 
done all they well might do to encourage these methods of 
investment and popular banking in India? I think not. rI'rue, 
the yield from the P.O. Cash Certificates has recently been 
somewhat raised; but it in no way corresponds to the high 
yield of this sterling loan. And in view of the other conditions 
restricting its amount, etc., the P.O. Cash Certificate seems to 
have a vifality of its own, which Government have not 
encouraged as they should have done. According to his own 
condition, Sir G. Schuster is in honour bound not to have 
recourse to fOJ:,eign money markets-and at such rates 8S the 
last-unless and until he has exhausted all such means. It 
is difficult to say how much floating money of this kind is avail
able in India, particularly at this season. But, if the balances 
of the Post Office Savings Banks are any index, if the current 

. deposits in the Exchange Banks are any guide, the loan for 
S croresfloated in England could have been easily taken uP 
by the genuin~s distinguished from the speculative--investor 
in India. That is, if only the right conditions for calling out 
such capital had been offered. 

" , 

TREASURY BILLS TAKE UP CURRENT CASH. 
Then there is the Treasury Bill. Sir George, in his 

'Budget, seems to have allowed for only 4.9 crores of such 
unfunded debt to help him make up his Ways and Means. 
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li:xactIy how much of these Bills are in the hands of the publio, 
md how far in this way GovernlI).ent have taken up for their 
)wn rpquirements the current cash of the community, I am not 
in a position, at the moment, to say. But a recent question in 
~he Assembly elicited the . information that over 130 lakhs 
were paid alrE'ady by way of discount on these Bills during 
~he year. Some must, however, have been repaid out of the 
aggrE'gate borrowings in this manner. But the figure above 
mentioned might well be taken to represent an outstanding 
liability in rE'spect of thE'8e· Bills of close upon 40 crores, if 
not more.· These Bills are offered in such large units that only 
Banks and great financiers can take them up. As the liquid, or 
floating, capital of the community is taken up in this manner 
for t\\('ir own needs by Government, the genuine commercial 
nE'E'ds must nl:'l:'ds be starved. And through the dearth of 
short term, liquid, capital in commerce, the industry also. 
suff,'rN a chronic shortngl:' of its indispl:'nsable life-blood. 

MANIPULATE THE CURRENCY. 
This is not all the indictment. In the course of the year, 

thl:'Y hnve considerably, and more than once, contracted the 
volumE' of currency notes in circulation t This operation is 
nE'l:'ded from time to time to maintain the exhange value of 
the I"Upee at lSd. For, if rupees were at any time allowed to 
be too plentiful. by the ml:'re action of the laws of sup~l:r and 
demand, the exchange value of the rupee--in its origIn an 
unnnlural, artificial creation-must sag. Incidentally, how
:ever, because the currency supply of the community is· thus 
ireslricll:'d and reduced from time to time, capital bewns to be 

ean'r, and ever more dear. Government thus force the 
arket up agninst themselves by their own acts. And they, 

I' devils, cannot help this idiotic mnze of a vicious circle. 
'or, if they did not manipulate the volume of currency, every 
imt' that the Rupee-sterling exchange showed signs of going 
gainst India, they would have the mortification to find their 
xchunge feo"<llutions exploded like thin bubbles into ether . 

• In the l"Un'.ut 6"and.l yt'Ilr. pr&liically the eotire da. to cia,. 6tumcintr: of 
h. Ot.w.-nun.nt ....,.1\. to he,,-. bHn dun. hy T.--sury B,"s. _hose outstaoding 
ttlo! .... .:-t. h .. ,"Xl...dttd 55 eI'Ol'M. The illtNNt marge OD Treasury Billa belDg paid 
II ,h. &hap" of dUll'OUut .. ordinarily DOl noI.iceabl •• 

t ",.. pt"OONS of df.ft.tion in India tabe th. aba~ .t"'" of !tOt_ withdraWD 
rom ("",,\I.tiM, or of n,pt"Il"S iu the ("U""K"Y 1'MPrY'e which .... f""l0",tl1' aoId 

•• 5ih·.". the loa. IMolUg .. n .... oft in lhe -shapeo of tM not. h.td apia5t thai. 
.,~1" b.'Ut; '-'nffil..d. The .~,. of '"1M .8 ••• ill the last lou ,..,. is 
... , •• 0<1 ., 100 norM. ISo _dor Indiao pri ... ba .. falleo ...... viIT. 



And, if they went on manipulating the currency volume from 
time to time, they must confront a dear money market in the 
busy season of the year, viz., October to March. There is, 
of course, no choice left to them but to follow the involutions 
and evolutions of this endless maze of their own creation. 
It may be that, in the course of this vicious circle, they find 
industry dying and trade languishing. Take the figures of 
the foreign trade for the nine months of the current year, and 
contrast them for the corresponding period of the last year. 
Last year, our exports all told were, by this time, 221 crores: 
this year, they are 214 crores. Sir George Schuster might, 
perhaps, be gratified at the fact that this year the bullion 
imports in payment of our favourable foreign trade have fallen 
very considerably, even in proportion to last year, which itself 
had marked.a record decline. For, for the first ten months of 
this year we have only imported about 19 crores net of gold and 
silver, as against 27 crores roughly about the same time last 
year. But, alas, even though the people have taken the sage 

• advice of Sir George against this wasteful habit of taking pay
ment for their goods in honest money, to the extent of reducing 
their imports of precious metals by nearly a third, if not more 
-they have, really speaking, a progressively reducing means 
of buying such luxuries-·he can afford to have no mercyupoD 
them. * Or rather, instead of usin~ the surplus apparentlv 
indicated <by his own index of prospenty, Sir George prefers to 
invite the foreign capitalist; and at rates of interest, which in 
effect are fifty per cent. better than he thought it worth his 
while to offer to the Indian investor, large or small. True, the 
interest paid to the Indian lender would remain in the country; 
while the interest on sterlinJt loan is an endless drain-pipe, 
which goes on progressively impoverishing this country. What 
do Sir George and his like care for such trifles? True, again, 
the high tenns offered to this Sterling Loan are, by the 
.. equal" facilities for investment therein offered. to Indian 
capitalists, likely to attract what small surplus of Boating capital 
might still be lingering in some nook or corner in this eountry. 
But what of either? The capitalists and big bugs will be 
'pleased, even if they are not in silent partnership with the 
Government in this barefaced organised loot.. Not a single 
awkward question seems so far to .hjlve been addressed to the 

• The foreign trade of India in the current year baa been Ihowing a decline, 
since last April. on tb~ import lid.::. 8S. compared to last year, of over 40 JH!'r cent., 
while on the export lude, tbe declme m value seems to be partly compensated by 
quantity owing to fall in pri""". 
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Finance Member apropos of this loan, though the Secre~ry ~f 
State himself assured the Indian gullibles the other day ihat 
exploiting of India had ceased, .and would- discontinue abso
lutely in the near future. These are the usual claptraps of 
modern democracies, which no one mi8ses to utter when they 
look excellent salad-dressing-but which no one believes in. 
The only sufferer is the tax-payer. But then, why does he 
support such Congress maniacs as the talk of Repudiation of 
Debts? Don't they need a lesson to be taught? And is this 
not an excellent method of teaching an overdue lesson? There 
was no talk of repudiation in 1921, when another such ruinous 
7-1/2 per cent. loan was floated in England. But what of 
that either? They rule in this land on the excellent maxim 
of "Heads I win, and tails you lose." And woe betide the 
hardy critic who dares to point out the intrinsic absurdity of 
this position, or even hints at mere despair driving the Indian 
to think of insolvency as the only way out of an intolerable, 
unjustifiable, burden. After all, to him it cannot but appear 
as a mere cutting of the losses: and a time might come when 
he may be past caring what his creditors and governors think 
of his expedients of despair. 



ETHICS OF PUBLIC DEBTS. II. 

EXCUSES FOR INCURRING DEBT. 

RefiectioIll) on our la~t Sterling Loan cannot but ingeminate 
further heart-searchings on the entire nature and volume of our 
Public Debt. There is a variety of ways in which the aggregate 
of India's public debt can be, and is, viewed. 

(1) You may consider the nationality of the creditor, or 
the issue-place pf the debt; and, according to that, clas~ify the 
total debt between Rupee Debt, mostly held in India, and 
probably by Indians; and Sterling Debt, issued in Britain, and 
held largely by Britishers in Britain. The distinction is not 
a mere matter of domicile of the creditor. The English,. or 
Sterling Debt, is a contractual obligation, that has hitherto 
been held to limit effectually the sovereignty of the Government 
of India, such as it is, so far as to exempt the interest payments 
on these debts from any taxation of income by the Governmept 
of India. Not only that non-nationals of our country an .. 
principally concerned in this debt, and consequently hold on 
our Government the Damocles' sword of foreign intervention 
in the event of any-the just est-abrogation of these en
trenched vested rights being thought of in this country. Thev 
create, by' mere imitation, and the logic of the transfer of 
claims by purchase in the open market of such bonds or debts 
by Indians, a corresponding class of vested interests in this 
country of its own nationals, that cannot be too. strongly 
deplored. In the present plight of India's political constitution, 
the existence of such specially privileged interests is particularly 
ominous; and no really sympathetic Indian Government could 
dream of adding to these. 

HEADS I WIN, TAILS YOU LOSE. 
The distinction between the Sterling and the Rupee Debt 

is further significant, because of the differences in the currency 
in which the debt and its annual burden have to be met. The 
Interest on these Sterling Loans, and the other .. Home 
Charges" of the Government of India, are, between them, 
responsible for the whole of that trouble, loss, and injury, 
which we associate with the currency problem of this country. 
The foreign creditor, entrenched already in a specially 
prh'ileged position, and backed by the· overriding might of the 
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Secretary of State, has always b~en in a position to demand his 
pound of flesh, more harshly than any Shylock of the poet's 
fancy. For when the rupp.e declines in value as compared with 
the pound sterling, he naturally demands that his interest be 
paid to him in the terms of the contract, i.e., in sterling, 
which would thus indemnify him against any loss in the pur
chasing power that may have resulted from tlie depreciation of 
the rupee currency. And when the rupee is artificially appre
ciated, as in recent times, he nevertheless can sleep in peace; 
since the manipulation of currency by his bondsmen in the 
Government of India will assure him of such' an integrity of 
the purchasing power of the pound sterling that he will incur 
no loss. When the pound is really depreciated, as after 1918, 
thev, the Government of India, see to it that no proposals are 
adopted for the repayment, bodily, of the corpus of the debt 
in England; even though India may have about that time ~e 
adventitious surplus to her credit for such redemption. And 
when the pound appreciates, we consider it excellent oppor
tunity to borrow still further, to take advantage of the apprecia
tion in the purchasing power of the sterling( ?}. For, havE' we 
not always an insatiate borrowing programme on the eternal 
excuse of OUI' so-called productive works, whose productivity 
can oDly go on if you )!O 00 feeding them with fresh morsels of 
capital borrowed in Britain? 

WHITE ELEPHANT IN RAILWAYS. • 
(:!) Another basis of classification, that in some respects 

runs crosswise 0\'1'1' the first, divides all our debts into produc
tive and unproductive. }'recisely what constitutes productivity 
is not strictly-much Il''''~ statutorily-defined. To make up 
for the lack of pt'ecise delinition, they have introduced a 
volume of presumption. tha~ classes all new debt, as well as 
old, as productive, which is supposed to be incurred for a 

f.articubl' class of outlay. The exact purpose for which a given 
oan is eventually "pent is not so much thought of, as th~ 

aggre)!ute of the ",h. ,Ie class of such projects. For example, 
the E'ntire cla .. ~ of Railw!lys-excludin~ what are called 
.. stmtl'gic linl's, "-is now assUllled to be a productive asset. 
And so, any loon ",hich is supposed to bE' incurred for the 
general t'xcuse of r:lilway t.'xpE'nditure, ",ill be reg,wed .. 
productive, eVt.'n though the p:ll'ticular line for the construc
lion, E'xtension, or E'xpansion oC which the specific loan is in
curred Olay be wholly unproductive, or unproductive for a long 
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number of years. Even thus, the term " productive" is used; 
not in the sense of adiling new material wealth to the sum total 
of our annual national dividend; but to the merely financial 
aspect of obtaining an income, which would be in excess of 
all the working expenses of that whole class of assets. Con
sidered in the strict sense of productivity, i.e., as addin~ 
periodically to the material wealth of the community, the 
Railways certainly cannot be regarded as truly productive; 
for no amount of railway mileage, stations, sheds, can make 
two blades of grass grow where formerly there was only one, 
The Government of India themselves have, in their list of 
assets against their liabilities, items which do fulfill this 
criterion, viz., their larger irrigation works, expressly con
structed for adding to the area of cultivation in the land, and 
so to the sum total of the annual national wealth. But they 
confound the truly economic with the merely financial, or at 
most commercial, aspect of the term "productivity" as applied 
to an enterprise. In the latter sense their Railways may be 
considered to be " productive," after fifty years of serving as 
a white elephant. In the former sense, they never have been, 
and never can be productive. A strict, impartial review of 
the history of Railway finance in this country will reveal the 
astounding fact that not one of the lines which are now regarded 
as earning assets, was originally constructed as an exclusively 
economic \:.anture. Motives of strategy have entered into the 
building of every railway mile in India, and not only in regard 
to those frontier lines, which are even to-day unable to make 
both ends meet. Further, no line has ever been able to meet 
all its expenditure, as well as the interest charge, for a long 
term of years after it had beE'n opened for traffic. Under the 
circumstances, to call this vast enterprise "productivE' " is a 
fiction of accountancy, which is only tolerated because of 
the destitution of our governing authorities in matters of 
economic exactitude. The best example, apart from the rail
way, is found in the so-called "developmental" debt of the 
provinces, which has left such a heavy legacy to the Presidency 
of Bombay, and which elsewhere also shows very little direct 
productivity of new wE'aith, or e\"l'n superior amenities, which 
might serve as an excuse for such debts. 

PROVINCIAL AND CENTRAL DEBT. 

(3) This last otTers yet anc>ther basis for classification of 
debts. They sometimes divide the total debt according to the 
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authorities which are primarily responsible for each phllcdlar 
item of debt, In theory, all public debt is the debt incurred 
by the Government of India, on -the aggregate security of the 
revenue resources of the entire country _ In practice, how
ever, and particularly since the" reforms" of 1920, Provinces 
ha\-e been allowed to borrow on their own credit or offer their 
own credit to the Government of India for such borrowings as 
they desire to incur through the Government of India, The 
latter is not constitutionally authorised to demand' that no 
provincial borrowing shall take place except for a strictly and 
clearly defined productive purpose, as the Federal Government 
ha\'e actually done in the German Federation with respect to 
the borrowings by the constituent states in the Federation_ 
They are, therefore, not in a position to scrutinise too strictly 
the provincial excuses for borrowing, quite apart from the 
argument "Tu Quoque," And then there are the Munici
palities, Port Trusts, Improvement Trusts-all semi-govern
mental bodic:>s, en~a!!ed in rendering services rather than in 
producing new wealth j and depending on taxation of some sort 
to maintain thl'ir credit, rather than on a surplus of their 
creation, which might enuble them to liquidate their obligations 
eusily, This last distinction, baspd on the authority borrowing, 
is of significance, only in so far liS it adds one more complica
tion ugainst any radicnl measures that might be thought 
nN'l'ssary for the Ii'eatment of this debt_ 

FLOATING AND UNFOUNDED DEBT. 

(01) One more distinction-or principle of cl86Silication of 
the public debt in India-and we shall go on to consider its 
volume and treatment, Tbey speak of the temporary, Boating 
deht, as against theil' permanent funded debt, The latter, as 
its wry nume implies,. is an obligation for whicb some 
sysh'llUItic pro\'ision has bl'l'n adopted to ml'l't its annual cbarge 
as well liS its ultimatl' liquidation, The ml'rits of that provision 
we nl'Pd nol consider hl'fE', 'l'hl' contl".lsted item of unfunded, 
01' fioatinll de!.t, consists of all those obligations represented by 
thl' I'ost Ot1i('P ::l:l\'ings B:mks Deposits, Postal Cash Certificates, 
T\,NI~l\I'Y Bills, Ways nnd hll'llns ad\'ancl'S from the Imperial 
Bunk, lind .. 0,1 Iwc 9"nus olllnl'," which is, of course, in 
addition to thl' ulUin \'olume of the d"bt, and which exposes 
th", puhlic (,I'ffiit to a pt'l'uliar vuinl'rsbility, the fuD significance 
of which dOl'S n,'l st't'm 10 lUl\'e hl'Pn J!f8Sped by our present 
lto\'l'l'nu\l'nt quite as fully as thl'Y might ba\'e. 
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CROSS BREEDS. 

The intelligent reader need not be told that often the 
actual addition to the volume of the aggregate debt is capable 
of being concealed or camouflaged, thanks to these cross breeds 
in the public debt. There are, inevitably, cross currents, 
which, to be 'recognised, must unavoidably add to the confusion 
of the subject, itself a mass of complications. For the sake of 
simplicity in analysis, as well as the clearness of apprehension 
of the main thesis, we leave out these cross-currents and need
less confusions. Leaving them out, the main elements we have 
to consider, in· this examination of the Ethics of Public Debt, 
are:-

(a) The nature of the contract in each case. 

(b) The parties to the contract, including their consent, 
benefit, consideration .• 

(c) The purpose of the debt, and the asset already avail
able against it. 

(d).. The treatment of the debt in the past, and the side 
issues, like currency changes, bearing on the same; 

(e) The analogy of treatment found in the experience of 
other countries. 

These are the main considerations. Incidental points will 
be noticed as they arise. Let us now consider the volume of 
the debt 'in its several classes. 
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ETHICS OF PUBLIC DEBTS. IIIi 3 2 

THE TOTAL BURDEN. 

The aggregate of our Indian Public Debt was given, 10 

Ie last Budget Statement, as follows:-

(N.B.-Figures are in m'ores of rupees, and as outstanding 
n 31st March.) 

In India. 
1923. 1929. 

oOaD8 339.83 396.61 
'reasury Bills in Publio Hands 21.69 6.95 
'reasury Bills in P.C.R. ... 40.66 39.la 
~ther Obli~ations-

P.O. avings 23.20 34.14 
P.O. Cash Certificates 3.13 32.20 
Provident Funds 36.17 60.42 

)epl'eciation Funds 31.86 
'rovincial Balance 2.86 8.09 

:otuI Loans 411.07 436.71 
:otal other Obligations 66.36 167.40 

lotal India 476.43 604.11 

In England. 

(In Million Sterling.) 
1923. 1929. 

[,oans £222.92 252.05 
ar C.ontl'ibution 19.71 16.72 
pita!. VuIue of Railway Annuities 6l.31 53.35 
vid.,nt Fund 0.04 0.{2 

otul Enllhmd £30S.98 352.54 
uill at ISd. per Rupee, in Cl'Ores of Rs. {oo.SI {jO.OIi 

rand Total in Interest ~:lring Obliga-
tions, in erol'es of Rupet'S... ...Ra.SSl.7{ 10n.16 ". 
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CAVEAT: EXCHANGE. 

It may interest the reader. to note and remember, even 
at this stage, that the Sterling Debt, converted as above at the 
present rate of exchange, is little better than an accountancy 
fiction. For, unless we are liquidating on the spot, such a 
cOll\'ersion has no meaning. For all we know and can say to 
the contrary at present, we may have to face a 16d. rupee at 
the time of actual repayment, as we are doing to-day in the 
shape of actual values paid. 

CAMOUFLAGE OF PRODUCTIVITY. 

There is also another point worth noting. The above 
statement does not distinguish, as the last Finance Minister was 
in the habit of distinguishing, between Productive and U n
productive Debt. According to his figures, on March 31st, 
1928. the total Producti\'e Debt was Rs. 812.88 crores. of 
which Rs. 686.54 was owed by the Government of India, and 
126.34 crores was on account of the Provincial Governments; 
the balance of Unproductive Deht on that date being repre
sented to be 178.73 crores. Sir Basil Blackett was, however, 
in the habit" of ignoring certain obligations, which the present 
Finance Member has included in the Statement above given. 
It thus represpnts a trupr position than under Sir Ba~i1. It is, 
however, still not quite accurate, nor up-to-date. If we add 
the loans floated this year, yiplding 15 crores of new money in 
India, and about 8 crorps in England; if we bring- into account 
the increased Treasury Bills of this veal'; and if we rpmemher 
to make an adjustment for the difference in the exchange value 
of the rupee on a more· natural basis, the aggregate burden 
of all kinds of Public Debt, owed bv all sorts of authorities. and 
incurred for no matter what purpose, or in what form, will he 
not much short of Rs. 1,200 crores at the prespnt moment.· 
This is about half of India's total annual wealth in material 
goods of all kinds. And that wealth harely suffices to ¢ve only 
onp mpal a day, of the coarsest kind to every human heing in 
thp land, and that, too, if we exclude all other needs of human 
life . 

• The real aggregate of India'. present debt of all lrinda. including the 
Sotationa, up.to-date a& well U ootatand.IDg T ..... ory Bill., mUit be about 100 cro~ 
more than the figure mentioned in the text. 
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ASSETS. 13a 
In examining the ethics of a debt like this, we are bound 

() consider the • contra' side of the account, before we analyse 
he contract of debt in its express terms, or its unavoidable 
mplications. Sir Oeorge Schuster has in this, as in the other 
'e8pE'ct~, alrl'udy mentioned, bl'okE'n new ground, by appending 
o his IURt )'f'ar's Budget a ~tutemE'nt of account of the assets 
)f India. ThE'se assets are :-

(In crorE'S of rupees.) 

31-3-1923. 
:~apital Adl'ancl'd to Railways 
.'upital Ad\·uncl·d to Commercial De-

pal'tml'nts 
:'upitnl Ad\'nncl'd to Pro\'inel's 
Jnpitnl Ad\'unel'd to Stnh's, l'te 
:'a8h, Bullion and Securities 

rotlll V lilia' of ASSl'ts 

517.22 

19.43 
87.49 

8.90 
44.80 

677.84 

31-2-1929_ 
698.00 

21.75 
186.95 

15.43 
30.57 

903,30 

WHAT ABOUT CURRENCY RESERVES. 
" .. ' m'l' not cOllcl'rnl'd, for the moment, with the aceuraev 

of thl'St' I'uluations. But the I'l'udl'r must notE' h"l'e, also, that 
app:U't'lltly the St'cl\I'ities, E'te., hE'ld in thE' Gold Standard and 
l'ul'I'ency Rl'ser\'E's of the GowrnmE'nt of India are not included 
in thE' stah'tn!'nt of Assets. wherE'as a portion of the obligations 
ill the PUP!'l' Curreney Reserye has been included, in the form 
of l'l't'asury Rills in that RE'sel'\'E', ThE' obligations in respl'ct of 
thE' ('\II'l'ency of the ('olmtry-hoth the sih'E'r rupE'e and the 
papt'r notl'. whieh do not POSSI'SS intrillsieally the value they 
profE'ss 011 thE' faee of th(>m to bear, and which cireulatE' at aU 
bl'ellllse th(> peoplE' helie\'e thE' t'ntire eredit of the eountry is 
lll'hilld tlll'lIl-.;:tand on a wholly different footing. But that is 
no I'euson why WE' should not beur in mind our responsibilitiE's 
~Il thut 1'1'!!lIrd us wl'lI. The total stock of silwr rupE't'$ in the 
!t'oUII!l'Y us u whule is impos"ihle to estimute. But wbatE'\'E'r 
~t i". its relll \'Illue hus l"'l'n r ... \ueed to something likE' 40 per 
~ent. of its fn!'E' \'nlue by tht' artili!'i:ll dl'preeintion of thE' siln'r. 

~
nd tlllll, too, on the a>lSlIIuptioll that. should the wholE' stock 
f si\wr ht'ltl in India ('01Ilt" to hE' unlolldt"d on thE' world market, 
ht" priCE' of silwr would remllin ewn "'hat it is, The price of 
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silver rupees in the Currency Reserve is given at the face 
value of 104.04 crores, of gold at 32.27 C)'ores, and of silver 
bullion under coinage at Rs. 2.03 crores, in the latest statement 
regarding the Paper Currency operations that I could get hold 
of. Nominally, this makes an aggregate metallic Reserve of 
over 76 per cent. against the total Paper Money obligations of 
some 180 crores in round terms. But is the silver rupee worth 
anything like what it is represented to be! And if we take it 
at'its true bullion value of somewhere near 40 crores, the total 
metallic reserve dwindles to the very small proportion of a little 
over 40 per cent. of the total currency note liability. This is 
worth considering for its own sake, quite apart from its bearing 
on the present subject of the ethics of public debts. Tho 
artificial depreciation of the silver stocks of this country
whether as rupees or as ornaments-brought about as the 
unavoidable consequence of the exchange and currency policy 
of the present Government of India in the last half century
has a vital bearing. 

COUNTRY'S RESOURCES MORTGAGED. 
Let us now consider the. several issues of a legal and 

ethical nature, raised at the end of the last article. As regards 
the nature of the contract in each case, it is a clear obligation 
of the Gov,ernment of India, though the form may not be the 
same in each case. Sometimes no time limit for repaying the 
capital is fixed, as in the old 3t per cent. India Paper j though 
in recent times a definite time limit, instead of making each loan 
"payable when able," is coming more and ·more in vogue. 
The economics of these two alternative forms of contracting 
debts are interesting. But we need not side-track this discllssion 
according as the debt is only meant to be an excellent, safe 
investment for the relatively small investor, unfamiliar with the 
wiles of the Stock Exchange; or as a clearly economic pro
position, on its own merits, as judged by its expected conse
quences. The interest obligation is sometidles concealed, a8 
in the case of the Post Office Cash Certificates; or only partiallv 
concealed, ai! in loans issued at discount. Sometimes, again, 
special rights are given hy way of conversion into future loans, 
or assurances foc special provision for repayment in the fonn of 
a definitely instituted Sinking Fund are also afforded .. " These 
raise grave questions of ethics, as regards the parity between 
creditors of the same. party; though I suppose, the differences 
in parity of treatment in these respects, as between several 
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lasses of creditors, may be said to be evaluated in the market 
1I0tations of these several forms of debt. rr'he pledge in almost 
II such indebtedness is that of the entire national credit. so 
Ir as the Government of the country can afford such a pledge. 
'0 specific asset, or special branch of revenue, is set apart for 
1e service of the particular debt. That means that, in the 
~st resort, the entire country is responsible for the liquidation 
f that debt, no matter what may have happened as regards the 
mounts borrowed. For reasons o~ economics. the consolidated 
'eatment of the public credit of a country may 'be advisable; 
ut it is open to argument if the ethica! considerations on the 
ame point would bear in the same direction. And the same 
~mark may be ventured on the ethics of Conversion Rights, and 
l('demption promise, by means of special Sinking Funds. 

THE LAW OF CONTRACT. 
On the ethical gro\lnd, the far more complex and important 

on~iderution is that concerning the parties, their consent, 
Il'nl'iit, und the consideration given for euch debt. The Law 
If Contract must Le appealed to in this matter-at least on aU 
loints on which the mternal.iona! jurisprudence may be said 
o be agreed, and thereby to represent a consensus of opinion, 
vhich lUay well be regarded as the mirror of the ethical con
,cit'nce of the world. The parties to every contract must be 
-if the contl'llct is to be held valid at law, and binding in 
:on~l'ien('e also-{)f full age; of sound mind, freely bargaining, 
:ach with a clear appreciation of its own benefit under the 
:ontract. There must be no force nor fraud in inducing either 
)artv to an agreement; nor should their conscnt be obtained 
lild;r false pretences, or by undue influence, violence, or 
~ol'rcion, moml or physical. Do these elementary onsiderations 
.pply to the contract of debt incurred by the Government of 
f country in the name of its people? And, more particularly, 
~o these principles hold ~ in a case like that of India, where 
'he Government of t,he country is conducted by the people of 
not her count,}")', and is not responsible to the people of the 
untry indebted? True, in all corporate bodies, such obli/Za

'ons cannot be incurred by and with the consent of each and 
wry member milking up the corporation. Someone appointed 
y t he corporation, or holding su('h a place in the corporation, 

virtue of law or us.'1ge, whi('h entitled that person or com
littee to act so as to bind the entire corporation, generally 
curs such obligations. But the essential point is that the 
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corporation should, as a whole, be vested with the final power 
to accept, endorse, ratify, as also to denounce the obligations 
thus incurred on its behalf. Even the trustee, acting on behalf 
of the beneficiaries of his trust, is liable to this implicit con
dition. And guardiams or trustees for minors must particularly 
abide by this condition. It is good law, and better morals. to, 
insist on this. Otherwise the beneficiaries will have to whistle 
for their property as against a careless or unscrupulous trustee, 
who just manages to ~eep on the right side of the technical law. 

THE BENEFICIARIES' RIGHT. 

Apply these principles to the case of India. The Indian 
people are governed-not by themselves, nor by a body ap
pointed by them, or removable by them, or even responsible to 
them. Their governors expressly declare themselves to be 
trustees, in their present position, for the people of India. 
Hence, by express declaration, or by the unavoidable implica
tion of the obvious analogy, the question of the competence of 
the parties in the contract of our public debt is extremely 
material. Like all minors coming of age; like all beneficiaries 
under a trust that is being dissolved, we, the people of India, 
would, of course, be at full liberty, by our own unfettered 
choice and decision, to ratify, adopt, or accept what has been 
done by our present Governors in our name, and on our behalf, 
hitherto. ' But these rulers cannot ask such an adoption and 
ratification of the obligations incurred by them without our 
consent, or when we were not, on their own theory, in a position 
to give a valid consent, as a matter of course. Ii is of the 
essence of our political majority; it is of the essence of our 
dissolving the trust-supposed to be created and maintained 
by our present rulers on their own authority-that we, the sole 
beneficiaries under the trust, should have a, free opportunity 
to re~ew our position, to take stock of it, and to decide of 
our own free will, on attaining our political majority, what 
obligations or benefits cOming from the days 'of the Trust, we 
shall accept as our own. The fact, however, must be repeated 
that hitherto the debt has been «ontracted by the Government 
without consulting the people of India; and that the latter have 
no power to vote the borrowing programme, or the debt charges. 
even under the Reforms of 1919-20; and that any condition pre
cedent to the recognition of our political majority, even in the 
form of a full Dominion Status, which will serve as an encum
brance for all time to come on the people of India, without their 
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~xplicit consent or confirmation, must, in law as well as -&f1-lI 
cience, be held to be void. The trustee liquidating or dissolving 
he trust is entitled, of course, to a fJlII statement of accounts re
:arding his management of the trust; and so that no unexpected 
:laims or counter-claims be urged against him subsequently by 
he beneficiaries coming into their own. But that is no reason 
vhy the trustee should be permitted to insist, on the occasion of 
lissolving the trust, that all his claims against the trust estate 
Ihall be passed and adopted, without examination, by the 
!rstwhile beneficiaries under his trust. 

It 



ETHICS OF PUBLIC DEBTS. IV. 

CONSENT-THE ESSENTIAL FACTOR. 
. Having considered, in general, the nature of the contract 

of Public Debt, and also the character of competence of the 
parties thereto, let us next examine the elements of consent 
and consideration. Without proper consent, or valid, adequate 
consideration, no contract can be said to be complete and bind
ing, under the English common law. To some extent, the 
expose of the character of the parties concerned in this contract 
must have already prepared the reader for what follows here 
in regard to the element of consent. Where one of the parties 
to a contract is, in the theory of the law, a minor-or otherwise 
incompetent, validly and properly to contract for himself
the contract, if it is to be made in his behalf at all, must be made 
by his Guardian or Trustee; must clearly be for his benefit; 
and must be always subject to. his ratification when he comes 
of age, or when the Trust is dissolved. The Government 0/ 
India have, it is true, made themselves Trustees for the people 
of India. But the contracts of our" public debt "-or, strictly 
speaking, the "debt" incurred by our Government for their 
own reasons,-have yet to be proved to have been made exclu
sively for our benefit; and their ratification by the free consent 
of the Indian people has yet to be given. The examination 
of the benefit involves, of course, the scrutiny of the aBsets 
created by such borrowings, and of the occasion& for such 
borrowing which have left no visible assets to counter-balance 
the burden. The reasons, or occasions, for which the Govern
ment of India have borrowed in the past; or according to which 
a burden of debt has been added on to the people of India, may 
be classified as follows :-

THE GENESIS OF THE .. DEBT." 

EAST INDIA COMPANY'S DEFICIT. 

(a) The beginnings of the present" public debt" of India 
are found in the deficit of the East .India Company, which the 
mal-administration in the business of that concern by its public 
servants inflicted upon that body; or which was occasioned 
by the projects of conquest and annexation of parts of India 
to the Company's dominion. When, in 1858, the British 
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)town took over the administration of the country fronf-t"Je U 
~lIst India Company, Jhe accumulated deficit of that body was 
ionsidered to be in the nature of .the ., public debt" of this 
lOuntry, and as such foisted upon us. The essence of the 
ransaction was: that the British Crown purchased a handsome 
lroperty from a confessedly bankrupt corporation, whose 
Lssets were far below the liabilities. The purchase price was 
ixed to be the accumulated losses of this insolvent concern; 
md the people of India were made, by a onHided transaction. 
;0 bear the burden of these losses. The consideration offered by 
:he Crown to the Company for the transfer 01 the Indian 
Empire to the former was made the nucleus of the public 
lebt 01 India.· In other words, the East India Company 
lad acquired the Empire of India by means of Indian blood and 
lIloney. And when the time came for it to surrender that 
~mpire to the British Crown, it demanded compensation for its 
~atillogue of blunders! The British Crown could afford to be 
generous, since the burden of that generosity was not to be 
borne by the British people, but by the Indians who had no 
voice in the mlltter. The exa!)t amount of "debt" created 
by this transaction carried out by our "Trustee " is difficult 
to estimate, since, in the course of a century. India had been 
mllde to liquidate large sums of such "debts" from curreni 
reYenues, or from war spoils. For purposes of accounts, how
eYeI', we shall not be far wrong if we put that figure at Rs. 70 
crores ! The assets against this are nil, unless we reckon the 
intangible beneHts of a perpetual tutelage as a benefi~!!! 

OFFICIAL INEPTITUDE IN CURRENT DEFICITS. 
(b) The next considerable pretext for incurring" debt" 

WIIS tlle repeated deficit in the current finances of the countrv 
undt'f British administration, Notwithstandin~ the addition of 
mllny new taxes, the British' Indian financing has been anything 
but lin economio success. The failure has been more or less 
IIrtfully IDlIoSked by specious excuses, which, however, can 
deceive no one, The filet is indisputable that large sums have 
bet.'n added to the .. dt.'bt," simply lind solely because of the 
ineptitude of the Anglo-Indian financiers for conducting the 
finances of a country like India, Take one single instance: 

• "his has beNt eslillMit.d to amouut to ...., 10 non&. Besidte takinc: OVM' the 
d.bi of lbe &01 India t'oa.pIIl'Y .. a _ of \be _ 00_ of ladia, 
illa-millio .. bon ....... ~"" to the propriMon of Uta. C_pu;r-wbic:h ....... 
ad,lo.! to I'" de ... of lRdi&. 



In the five years immediately following the world war, there 
were accumulated deficits in current financial administration 
exceeding. 100 crores! And though during the epoch of the 
Temples and the Strachey~those infallible master-hands of 
the Indian Civil Service--the scale of operations was not quite 
so. magnificent, the tale of deficits is by no means only twenty 
years old in India. I dare not venture to calculate the exact 
amount of these revenue deficits. While the Railways were 
le·arning to make themselves " productive" assets of Govern
ment,· deficit in Indian revenues was the rule, and· surplus the 
exception: If an account were' taken, on the basis of a Trust 
estate, what·Court· could, in conscience or law. award such 
" deficits" to be converted into" debts" on the Trust Estate P 
Let us put this aggregate at 150 crores in 70 years; let us for
bear to add compound interest on this capital amount lost 
through ineptitude, incompetence, or mal-administration of our 
irresponsible foreign rulers, that have had hitherto .the sole 
charge of the Indian public finance. The assets side against 
this burden is a sad, wide blank! 

FAMINE INSURANCE. 
(c) '!'he third excuse for adding to the encumbrances on 

ihe Indian people was the cost of· famines. Famine is an 
ordinary contingency of the Indian economic life, against which 
any sane ~nd sensible Government must provide as for current . 
costs of administration. Really scientific financing would have 
made of it a regular Insurance for a well-known risk. They 
did not make such a provision for a long time. When they 
did, they did not understand the nature of sucn a pro
yision. When they came to understand the nature .of this 
obligation, they could not always command the' requisite 
integrity to maintain in tact what little provision they had 
been forced to make for the purpose. Famines have been 
there, in spite of the provision; and the attendant hardships 
no whit diminished. The relief they afford is misconceived, 
misdirected, misapplied. The total "debt" incurred in Famine 
Relief as such cannot be much below of 100 crores, taking all 
the famines, in all the provinces, since the establishment of 
the direct administration of the British Crown into considera
tion. Contrasted with the two preceding Instances, this may, 
In some fairness. be admitted as a valld charge against the Trust 
estate.· .But still the assets created by this charge are pW'e air I 

• cp., Bi:ety Yea" .jlad .... Fi"" .... br X. T. Shah, pp. 394, II. ,eq, 
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TRADE DAMAGE: & SILVER LOSS BY CURRENi'l37 
POLICY. t 

(d) The next most prolific occasion for "debt" increase was 
that of the Rupee-Exchange. Because all the revenues of 
the Government of India were derived in Rupees; and because 
a considerable,-and an increasing,-proportion of their 
expenditure was defrayed in sterling, they were always most 
anxious to maintain a sterling-rupee parity. Owing tQ world 
factors, the gold price of silver began to fall since 1870; or was 
it, perhaps, that the value of sterling appreciated? That meant 
for the Government of India, however, the collection of an ever 
increasing amount in rupees for the "same amount" of sterling 
obligations. Sensible financiers would have taken care, im
mediately they sighted danger, to curtail those obligations, 
which were the cause of so much weakness. Instead. our in
fallible Civilians went on " adding II to the sterling obligations 
Q{ India. And for this piece of high finance, they made the 
country responsible for--Ooodness knows what amount of 
"debt." For every time that they were out in their Budget 
calculations, they blamed the vagaries of Exchange, added 
to the "debt" to wipe out the deficit, and wen.t on merrily in 
the same vicious cil·cle. They could not bring their masters 
in Englund to listen to reason, and agree to some scheme of 
international agreement, whereby the price of silver could be 
maintained at a definite point by the joint action of all the 
countries t'oncerned in the production and consumption 
of silver. Singly, no country,-not even the United States,
was able to maintain such a fixed price. Jointly, they might 
have. But England would not agree at Brussels as elsewhere; 
and, without the concurrence of Britain, what could her hench
men in India ut'complish? They could only make rupees arti
ficially overvalued, by forbidding their free coinage. And 
they did 60, by closing the Mint in 1893. The rupee appre
ciated gradually,-as a coin, not as a piece of silver. The latter 
continued to decline. Incidentally, the Indian peasant, with 
his paltry savings in the form of silver ornaments, was mulcted 
to tIle tune of some 50 per cent. to conceal the incompetence,
not to use a harsher. if a juster, phrase,-of his foreign rulers! I 

The end was not reached, even so. Exchange continued to 
be a fruitful field for experimentation for the currency maniacs 
of Britain; and India continued to pay in the shape of an 
invisible burden on the export of her produce aU through the 
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period of artificially enhanced exchange value of the rupee. 
Exactly how much loss the Indian people have suffered througb 
the depreciation of their silver stocks in this way; and througb 
a secret tax on their exports, we shall never know. If we take 
our exports to average 200 crores per annum in the last 35 
years, on which the artificially enhanced rupee has made the 
Indian producer lose 25 per cent.,-a most modest basis for 
calculating-we have suffered material loss in this direction only 
of 1750 crores! And this without counting compound interest 
on this capital loss ! The loss on the silver stocks must aggregate 
not less than 500 crores. Even the direct losses due tl> 
exchange, and openly admitted as such in the accounts of the 
Government of India since 1875, would exceed 50 crores! 
When, for a little while, the tables were turned, by reason of 
the world-war, the Indian Government disowned their solemnly 
made bargain in respect of the maintenance of the exchange 
value of the rupee; and declined to shoulder such "lo~ses" 
for one or two years as their own incompetence had brought 
about. 

Incidentally, our Public Financiers may be presented with 
this instance of the nature and. degree of public faith our 
Government have preserved in the past with the Indian people, 
especially when these financiers are waxing eloquent on the 
evils of Resolutions for Debt Repudiation passed by the Indian 
National Congress. Where was their sense of public decency 
and of commercial integrity, when they played havoc with 
the standard of value in India? When would they account 
for the losses inflicted by their own incompetence and blind 
perversity in the matter of exchange, while they are setting 
out fJgllres of Indian " Indebteqness "? 

In one form or another, at one epoch or another, this 
one source of mischief alone must have occasioned, in the 
aggregate, hundreds of crores of losses--only a part of which 
is openly converted into " debt" for the people of India. Is 
this " debt" a fit case for any Court of Justice to charge the 
property of the Trust, because of the sins of commission and 
omission of the Trustee? Whether concealed bv additions to 
tax-burdens; or displayed as net deficit, the exchange losses 
must never be overlooked in making up the national statement 
of accounts during the period of the' Trust. I estimate, very 
hesitatingly, that loss at 100 crores to the Exchequer alone, 
either as net "debt" caused by exchange difficulties for fifty 
years; or as burden of taxation added in tholie years to avoid 
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Ilch deficit. Against this "debt," also, the assets are, of 
ourse, imaginary. And in this, please note, I take no account 
,f the far greater loss inflicted en the silver wealth of the 
looreat peasant in the world, or damage done to him on the 
xport of his produce. 

MILITARY ADVENTURES. 
(e) War, and military adventures, are, of course, the un

mding source of fresh "debt" burdens every year on the 
,ndian people. 'l'hose wars were never, never, of our seeking, 
md, still more emphatically, never for our benefit. Our 
}overnment waged Britain's wars on our frontier at our cost 
n blood and money. And when it came to any benefit-e.g., 
:he oil concessions in Burma,-it was, of course, the British 
~apitalist who secured it, and obliged us by opening up this 
rresh avenue of employment, on cooly terms, for our teeming 
lnillions ! How much "Debt" has been caused to India bv 
Britain's wars? The last War alone added nearly 200 crores 
[)f such debt. The Afghan Wars meant 50 crores at the least j 
and the cost of preparedness for such wars must have meant 
at least 500 crores in the last fifty years! In that I do not 
include the cost and losses of our" strategic" railways, nor of 
port defences. Shall we call this aggregate 800 crores in 
seventy years? Is this a just "Debt" to be foisted by a 
Trustee on the Trust estate? No assets, as usual. 



THE G~OWTH OF THE INDIAN PUBLIC DEBTr 

Registered Debt Registered Debt. 
Year. in India. in England. 

Rs. £ 
Period of constant 1820-21 27,24,77,630 5,762,888 
wars, annexations, i830-31 33,12,96,680 3,750,479 
consequent Budget 1840"41 29,47,65,040 1,750,992 Deficit, and, 
therefore. debt 1850-51 45,42,87,550 3,920,592 
additions. 1860-61 63,44,58,100 28,496,917 

1860-61 63,44,58,100 28,496,917 
1861-62 ." .. 63,42,08,450 32,116,217 

Period of Famine, 
1862-63 63,82,11,060 31,860,017 

smaller expeditions 1863-64 63,40,38,320 26,332,517 
of Imperialist 1864-65 , .. 63,36,66,840 26,146,017 
character. and 
beginnings of state 1865-66 62,38,10,770 26,967,317 
borrowings for 1866-67 62,97,84,230 28,559,917 
.. productive 

1867-68 63,76,50,020 29,718,417 plSblic works." 
1868-69 63,41,06,910 31,218,917 
186'9-70 65,59,34,220 35,217,611 
1870-71 , .. 66,80,96,570 37,627,617 
1871-72 67,96,89,420 39,012,611 
1872-73 66,45,83,690 39,012,611 

Period of Famines, 
1873-74 66,41,72,910 41,117,611 

rupee depreciation, 1874-75 69,84,99,590 48,597,033 
and the second 1875-76 72,77,29,810 49,797,033 
Afghan War. .... 
Also intense 1876-77 71,92,31,260 55,397,033 
Railway 1877-78 i 4,95,45,200 59,677,033 
construction. 

1878-79 78,83,89,260 59,029,117 
1879-80 82,87,25,090 68,855,556 
1880-81 , .. 85,95,97,460 71,429,133 
1881-82 88,65,? 1,620 68,181,947 
1882·-83 90,68,87,660 68,585,694 

Period of B1lS8ian 1883-84 93,.19,13,840 68,108,831. 
Beare, milita~ 1884-85 93,18,36,600 69,271,088 
additions, f ing 1885-8& 92,70,39,820 73,806,621 rupee, and 
Burmese War. and 1886-87 92,6;),36,300 84,228,171 

-~'-! 1887-88 98,08,98,620 84,140,148 to grave lDC1'8U8 
of debt. 1888-89 ... 1,00,87,97,420 95,033,610· 

1889-90 ... 1,02,76,11,750 98,192,391 . 
1890-91 ... 1,02,74,65,550 .. , 104,408,208 
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Rapid decline in 
'"p •• , 'topped by 
ItabilisatioD and 
;,lolura of Mint. 
[nteuse Famine at 
H •• vy deficit and 
borrowings, 

Pel'iod of Burplua 
and rtoduction of 
unproductive debt j 
inCl'M88 of 
BaUwar and 
IrI'igaUon Debt. 

P.riod .1 U •• 
WOI'ld Wlr. 
disorl(l\l\iaMi 
.",dump .• tc. 
HMVY .,Miliona 
... tho debt 01 the 
eountf1. 

Poriot! of 
reconat MlctiOD. J 
.. pi" inc...... in 
ftil .. , d.bt; 
difllO.l)lalliaatioo of 
.xl~h.n~ and 
.... 6 .. 'n .. of lhe ..... , 

1891-92 
1892-93 
1893-94 
1894-95 
1895-96 
1896-97 
1897-98 
1898-99 
1899-00 
1900-01 
1901-02 
1902-03 
1903-04 
1904-05 

..J90ii-06 
1906-07 
1907-08 
1908-09 
1909-10 
1910-11 
1911-12 
1912-13 
1913-14 
1914-15 
1915-16 
1916-17 
1917-18 
1918-19 
1919-20 
1920-21 
1921-22 
1922-23 
1923-24 
It)24-2;) 

·192;;-26 
·11126-27 
·l!127-28 

. ;Registered Debt ;Register~ab~r' 
in India. in England.: 

Rs. £ 
... 1,02,69,23,170 ... 104,404,143 
, .. 1,02,93,75,520 ... 106,683,767 
... 1,05/54,60,780 '" 114,113,792 
... 1,04,37,37,400 , .. 116.005.826: 
... 1,03,78,89,280 '" 115,903,732 
. .. 1,09,11,50,530 ... 114,883.233 
... 1,11,69,56,340 '" 123,274,680 
... 1,12,65,46,980 '" 124,268.605 
... 1,12,47,47,010 '" 124,144.401 
... 1,15,33,19,058 ... 133,435,377 
... 1,16,19,13,833 ... 134,307,090 
... 1,17,55,40,660 '" 133,796.261 
... 1,19,42,43,035 ... 133,045,844 
... 1,22,29,78,235 ... 132,887,191 
... 1,26,08,10,618 ... 146,457,439 
... 1,30,45,50,655' ... 147,518,634 
... 1,32,82,94,955 ... 156,481,074 
'" 1,34,56.60,505 '" 160,973,369 
... 1,36,84,33,105 '" 170,105.911 
... 1,38,09,72,155 ... 177,998.335 
... 1,39,96,36,205 ... 178,486,597 
... 1,42,83,64,790 ... 179.179.193 
... 1.45,68.55,790 ... 177,064,757 
... 1,50,52,65,200 ... 176.190.358 
... 1,55,45.97,700 ... 175,171,829 
... 1,62,86,03,073 ... 174,144.724 
... 1,70,07.88,793 ... 236,957.575 
. .. 1,99,06.53,494 'J. 202.528,570 
, .. 2,19,44,60,981 ... 192,631,082 
... 2.57,13,1)1l,841 '" 191,329,243 
... 8,85,59.35,651 '" 205,128,482 
... 4,24,66.02,345 '" 242,631,497 
... 4.26,09.18.309 '" 263.800.652 
... 4,3;),53.60.385 ... 341.040.430 
... 4.17.93.93,408 ... 342.199.485 
... 4,15,91.11,246 ... 339,086.453 
... 4,11,77,39.918 '" 344.395.520 
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ETHICS OF :PUBLIC DEBTS. V. 

PRODUCTIVE ASSETS. 

(c) The most considerable item,--one of which they make 
the greatest parade, in season and out of season, as the wealth 
producing assets built up out of borrowed money by the 
Government of India,-is the Railways. In the latest sum
mary of accounts, the value of the Railway asset, measured 
by the capital advanced by the State on this account, is shown 
at very nearly 100 crores in round figures. This vast asset is 
able, after a long period of substantial loss, to yield a surplll!!. 
which suffices for a little more than just meeting the total 
working expenses, including the Interest charge and a reason
able provision for depreciation and reserve. The contribution 
made by the Railways to the general finances of the country 
even now scarcely comes up to Ii per cent. after meeting the 
charges above named. And even that contribution ha~ been 
·made regularly since 1925-26 only. Prior to that, and for a 
long while after the Railway enterprise had begun in India, 
the net effect of the Railways was an aggregate loss, which had 
to be made good by the general revenues, and that did not 
allow for any provision for Reserve or Depreciation. Not
withstanding this loss, however, no body in the Government 
of India ever dreamt, for fifty years, of calling a halt to this 
mad policy of reckless waste, simply because to do 80 would 
have meant cutting off the most fruitful and safest source of 
investment for the surplus capital of Britain. Long before 
Indian critics of the Railway policy of the Government of India 
had learnt to appreciate the bearings of railway economies 
on the general development of the country, conscientious and 
experit'nced Englishmen, like Sir Arthur Cotton, had pointed 
out the unpardonable waste of Railways in India, and had 
insistently suggested the undertaking of the alternative and 
more suitable means of transport, viz., by the waterways. Bu~ 
these critics were laughed out by half-baked statesmen of the 
India Office j and the race for railway construction went on 
unchecked, in spite of the triple loss on that account. The 
loss in the shape of the gross receipts being unequal to the 
total working expenses of the Railways, including interest, 
was only one such item j and the only one officially admitted 
to be a " loss" on the Railway account for fifty years after the 
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Railway enterprise had come to be on the Indiam soil. But. 
~he los8 in the shape of Exchange deficit on Railway Account 
was deliberately left out of calculation from the Railway account 
proper. That loss was caused by that clause in the agreement, 
which required remittances on Railway account to be converted 
into sterling at the fixed rate of 22d. per rupee, even when the 
rupee was equal to 13d. The loss ocasioned by the free ~ift 
of all the land required for railway purposes was never seriously 
estimated even. 

LOSS ON RAILWAYS. 
A painstaking witness before the Welby Commission 

on Indian Expenditure at the end of the last century made 
that body estimate this triple 10sA to India at 51.84 crores. 
If to that you add the loss occurring since that estimate was 
made, the aggregate would be much above 60 crores. A retired 
Railway oHicial, Rai Saheb Chandrika Prasad of Ajmere. 
has calculated the aggregate loss on Railway account. since 
the beginning of that enterprise in India,_nd including 
compound interest at 4 per cent. on all the losses made ~ood 
out of revenue,-to be Rs. 346.06 crores! Surely, in sheer 
fail"Dess, before the Railways in India are shown as capital assets 
yalued at their present level of earning, this amount paid out 
of Indian revenues must first be made ~ood! If the Govern
ment of India do not want to place themselves in a class with 
insolvl'lIt corporations, unwilling and unable to meet their 
past obligations, they must desist from such misrepresentation 
of the financial position of their railways! They must set off 
this debt against the assets they show on Railway account; 
or rather, they must allow so much debt as havin~ been 
already met by the Indian people from the proceeds of the 
general taxation imposed upon them, before they reckon the 
*<>tal capitaJ. spent by tbl'lIl on railway construction and ex
lEsion as representing the "public debt" of India on that 

ccount. If tbis allowance were admitted as a counter-claim, 
Ie Railway .. Debt" would be reduced in our books bv at 

east one hnlf! 

THE CAUSES OF THE LOSSES. 
But tbe tale of the injury WfOuRbt by Railways on India 

~ 
much Wimmer still. A considerable proportion of the Bail

ay debt has been piled up in a purely fictitious manner. 
ot only were the earlier Railways constructed from capital 
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,borrowed on 'ruinous terms of a fixed gj,larantee of return. 
irrespective of the- proposed railway proving a commercial 
success; but, when the term of contract came to an end, after 
25 years of wasteful and losing management, the same company 
were generally renewed in the management of the enterprise: 
When the financial liabilities on account of a guaranteed Rail~ 
way Company were taken over by the State, the terms offered 
were the acme of wastefulness, for which no body has vet 
thought of calling the Indian Government to account. The 
contracts were, generally speaking, made, in the first instance, 
for a period of 25 years; and the provision was mserted in each 
such contract, that if, at the end of the term, the 
Government of India decided to take over the line-at 
least as regards fimm,cial liability in respect thereof-' 
they would pay to the Railway Company capital equal to 25 
times the last three years' dividend, if any; or the total capital 
sunk in the construction and working of the railway, "plus" 
a bonus of 25 per cent.! That means that the Railway Com, 
panies. were rewarded for their wastefulness by being, given a 
bonus at the end Qf their term of extravagance! On this basis, 
would it be anything but the strictest justice to hold that 
something like 25 per cent. to 50 per cent. of the present debt; 
shown to have been incurred on Railway account, is nothing 
but deliberately watered stock, taken over by Government in 
the most reprehensible neglect of Indian interests? This is' 
the sort ot Trusteeship our Government have been capable of 
in the past! 

'STRATEGIC RAILWAYS. 

Even this does not exhaus~ the chapter of the sins of 
commission and omission on account of the Railwa·vs. I havli 
already remarked, in an earlier article, that though till' Rail
ways are fashionably described as .. productive assets" of 
Government, no railway ever could be .. productive," in the 
sense of materially adding to the sum total of substantial wealth 
produced in a given year in the country. E\'en on a narrower 
mterpretation of the term .. productive," almost every con
siderable line of llailway in India has been constrncted,-not 
strictly, not even predominantly, on commercial grounds only. 
Considerations of strategio nature nave always,-and neces
sarily,~influenced the Indian authorities in their railway pr~ 
gramme, with the result that the lo~s on the railways was, in 
a large measure, a concealed unproductive expenditure on 
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Lecount of the army. Pressed by their Indian critics, -tlle 
~nglo-Indian authorities have begun to show, of recent years. 
he accounts of certain specified Railways as those of " strategic 
ines." It is impossible to camou1lage the loss on these Rail
ways j and so they make a virtue of a necessity, and parade 
~heir strict probity in aCC,lounting to the Indian people for the 
nanagement of the trust estate. 

If, however, we bear in mind: that not a single line of 
'ailway in India can strictly be said to have been constructed 
m purely E'conomic grounds of commercial profit; if we remem
Der that Railways have not been, and they never can be. 
productive in the strict sense of the tE'rm: if we think of'the 
losses the Indian Revenues have been made to bear 4!n account' 
Jf this white elE'phant for over half a century j if we recall the 
IUbstantial watering of the stock of these losing concerns 
when taken over as the direct assets of the State.-we C!ln
~ot but hold, that the Rallway •• debt" admits of a very sub
stantlal set-off before the figure can be admitted in the state-
1l1E'nt of accounts; that a reduction must' further be made in 
regard to the art.illcinlly inllat~d volume of that debt; and 
that, when aU these counterclauns have 'been dulv accounted 
r01'. the real worth of the rallway asset will appear to be far more' 
slender than Is represented In the Budget statements of the 
lndian Government. No impartial, tribunal of international 
jurists. aided by respectable auditors, could' allow this vaunted 
asset of the Gon'rnment of India to. be valued, for purposes of 
reckoning the "Debt" of India, at anything more than 300 
orOl'es. 

IRRIGATION DEBT. 
(II) The" debt II said to be incurred on account of such 

public works as the largE' Irriltation Canals, or the construction 
of New Delhi, stands on a different footing. The Irrigation 
~orks have certainly added to the annual production of wealth 
~n India. As such. thE'Y may fitly be considered to be produCt" 
h'e assets, in the bE'St sense of that term. The frenzied haste 
it h which the railway E'ntE'rprise was pushed in the last 
E'nrury feft out these Irrigation Works for a long while in the 
M. Even now the Gon'rnment of India cannot be said to 

ave done all they well migh& have done in this respect. But 
hE' .. d"bt" accountE'Cl for bv this asset is barely a hundred 
rores in a total of O\'er a thou!.Iand crores. And even thU 

.. debt .. has been more than paid 011 in the shape of interesl 
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paid on that account. However, even if we reckon this as a 
justifiable item in the "public Debt" of India, the same can 
by no means be said of those other items, which, like the Civil 
Works, have cost enormous sums at Delhi and elsewhere. 

INDIA TO BE COMPENSATED. 
On the whole, then, of all the items making up the "assets" 

or " consideration" against the so-called "public Debt" of 
India, the only one which an ,impartial tribunal of interna
tional jurists could in justice allow against India, is the small 
item of some 100 Cl'ores, incurred in the construction of large
scale irrigation works. The rest either admit of very consider
able counterclaims, which would reduce the actual figure to 
vanishing point; or consist of items which can on no account 
be said to have been incurred for the benefit of India, with the 
consent of the Indian people, having substantial "considera
tion " to back the same. In fact, if we press hard the logic of 
this point, the conclusion seems to be irresistible and inevit
able that, rather than India owing anything in respect of all 
those excuses on which the so-called "Public Debt" of this 
country has been piled uP;. it would far more likely be India 
who would require considerable compensation for the deliberate 
mismanagement of her resources and government, of which 
her preseI\t rulers have in the past been guilty. Our trade 
has been injured by their Exchange policy, for, which we ought 
in fairness to be compensated. Our silver wealth has been 
depreciated, again by their Exchange policy, for which also 
we ought to be compensated. Our resources in men and 
material have been gambled away in British Imperial wars, 
for which also we ought to be compensated. And. finallv, 
our finances have been managed in the past so inefficiently, 
that deficit in the ordinary financial administration has been 
the most fruitful cause of such wasteful .. debts" being piled 
on. For these, in justice, the Indian people, who had no share 
in this administration, cannot be made liable. 

In fine, if a strict account were taken of the Trust 
Estate, before an impartial tribunal of international jurists, 
it would be found, I feel confident, that very little of our 
,present" debt" would be or- could' he charged against USj 

and that, in all probability, we would be entitled to and 
awarded very substantial compensation, which would far out
weigh our so-called "Public Debt" of India. 
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ETHICS OF PUBLIC DEBT. VI. 

HISTORIC AND INTERNATIONAL PRECEDENTS. 

The case made out so far is based, almost entirely, on the 
undamental principles of the law of contract; and these, in 
heir turn, are reinforced because of their ethical basis in the 
ionscience of civilised mankind. Let me now mention a few 
,f the " precedents," of historic and international importance, 
... hich should convince the reader that what is sought to be 
lOnveyed in this Series is not a mere special pleader on behalf 
,f a bankrupt people; but the argument for a case, strengthened 
)y every consideration of law and morality, and backed by the 
nost unimpeachable precedent. 

The only case, in which a future Swaraj Government of 
[ndia could at all be held to be bound by "debts" incurred 
)y the present Government of India, is in the event of the 
;ran!l!'er of effective power and constitutional authority being 
nade peaoetoU,. That is the only way to preserve, in the 
~yes of the law, a continuity of life and identity. This is one, 
-and the strongest,-argument for a rapid achievement of 
" Dominion Status." The British Indian Government, in their 
)wn interests as well as of those others whose guarantors they 
rnay constitute themselves to be, must consider, in regulating 
lhe rate of constitutiona\ advancement in India, if it be wise 
lo dl'ive a people to counsels of desperation, for sheer inability 
~o gra~p the signiticance of the changes of the day. 

UNCONSCIONABLE CLAIMS. 
Bllt even a .. Dominion Status "~r Swarai--Government 

or India, achieved peacefully and by mutual consent, so as 
o maintain the continuity of the legal corporation, cannol 
ccept blindly and witbout scrutiny the aggregate of oblig&
ions, whicb it may suit the present Government to incur, 
nd pass on to the successor. If tht' obligation in respect of 
• Dt'bt" is thus taken O\'er blindly, there is no knowing what 
tht'r claims of vested interests msy similarly be attempted to 
e perpetuated. The claims of the Indian Civil Servant. in 
espect of salary, pensions, leave, etc., as guaranteed to-day, 
re already unconscionably excessh'e in view of the economio 
bility of India. And, if to these and such like, we add the 
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" claims," of people like Lord Inchcape, for an absolute mono
poly of our carrying trade; or of the Exchange Banks for our 
financing business,--on no stronger ground than that they were 
doing this business while India was still in political minority, 
and in an economicallybackwardcondition,-.. then the Swaraj 
we shall pretend to possess will only be a mirage. 

ANALOGY OF THE AMERICAN CIVIL WAR. 
If, then, a careful scrutiny of every item of public "debt" 

is to be premised as an indispensable condition of taking over 
charge, the negotiator on behalf of India would have ample 
reason in law, morality, and history to urge against the bulk 
of the present "Debt" charged. to India. If the matter is, 
as I think it ought to be, submitted to an International Court 
to be thrashed out, that body cannot but take notice of the 
analogy already advanced. There is a whole chapter of 
International Law regarding the continuity of treaty obliga
tions, after an interruption has been made by a war or such 
like between the contracting nations. If the change of govern
ment in India is made after a forcible breach with continuity, 
it is exceedingly doubtful if the League of Nations, or anv 
similar body, could, .in fairness, ask the Indian National 
Government to shoulder the responsibility for such "debts," 
if the latter decline to take that responsibility without a ,. quid 
pro quo." Take the most glaring case in point. When the 
Northern States of the American Union went to war with the 
Confederate States of the South, on' the question of slavery; 
and when the former won, there was no question of any .. " com
pensation" to the dispossessed slave-owners of the South. 
And yet, slaves werE:, before that date, regarded as much a 
form of property as any bonds 11eld by the creditors of India 
could be. It was treated simply as a means of abolishing a 
wrong; and there can be no " compensation" for such an act. 
The case of the Irish Free State, exempt from any portion of 
.the United Kingdom debt, is another precedent more.akin to 
India's case. 

THE CASE OF RUSSIA. 
The case of the Soviet Russian Government, declinini! 

to shoulder any responsibility for the Tsarist debts incurred . 
for the enslavement of the country, may perhaps seem too 
.radical a measure to be mentioned in an orthodox series of . 
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·l'ticies, like the present. But the rationale of the Jtis~a'l 
tepudiation of Debts will have to be deeply pondered over bv 
vhoever negotiates the ultimate terms fora Swarai Govern
sent in India. For the Indian " Debt" has been incurred bv 
In alien Government, without the consent or concurrence of 
he people of India. The bulk of this " debt," moreover, is 
lue to reasons and conditions, for which the Indian people 
:annot be made liable by any stretch of imagination, much less 
)f ethics or law. For a large slice, again, of this "debt," 
)ayments have already been made far more than the amounts 
'eceived, not only by way of interest, but also by way of 
:apital repayment, though concealed and camouflaged so as to 
)revent detection of the real nature of such payments. And, 
inally, for almost the whole of this "debt," there are either 
10 assets, no "quid pro quo"; or the assets are such as to 
nvolve the most substantial claim for set-off, which must be 
Idmitted before an account may be said to have been properly 
'endered, and discharged. 

ANALOGY OF PRIVATE DEBTS. 
The analogy of private debts may also be mentioned to 

round lip the ethical moral of this contention; The laws' of 
Insolvency in every civilised country regard the failure to meet 
the liabihties due to the absence of adequate assets to be not 
as in the nature of u crime, which must be visited with the 
ht:'uviest punishment the legal system of the country provides. 
No Shylock will nowadays be permitted to grind his knife 
. reparatol'Y to taking his stipulated pound of flesh from his 
l·faulting debtor, merely because the latter, through no fault 
f his, is unable to meet the bond on the due date. Even 
'hen the defaulter is suspected of some trick or illegal actiQD 
ccounting for the failure, he is not allowed to be treated as aD 
nemy of society. Punishment may be in1licted where act. 
f deliberate ~windlinjo( are too /!reat and too palpable to be 
verlooked. But where the failure is due to the ordinary nUs
hall('t'll of a coDlDlt'l'Cial-cum-cupitalist acti\'ity, no country 
ould pt'rmit nowadays the life and future of a citizt'n to 
I' hounded out of t'xistence, merely bt'Cuuse of a commercial 
... fault in meeting ol,li/!Btions. The public representative will 
tt'P in to realise as much of the estate as it is possible.to 
alise; and to distribute the proceeds .. pro rota" among the 

I't'ditors. Thereafter the defaulter will be discharged from 
is default, and will be free to make a new life for himself. 
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Where there are no assets, on the other hand, and no charge 
of deliberate fraud, there can be not even that much persecution 
of the defaulter, whose career will suffer no material check, 
imposed with the sanction of the law, towards the process of 
l;ehabilitation. , 

AN ELEMENTARY RIGHT. 

These analogies of private municipal law and international 
precedent may be multiplied endlessly. The object is, in the 
present instance, simply to show that, merely because a 
beneficiary of a trust, coming of age, proposes to 
scrutinise minutely the obligations alleged to have been incurred 
on his behalf by his trustee during the period of his minority, 
he shall not be branded as a defaulter or an insolvent. It 
is a simple· matter of his elementary right, which neither 
in municipal law nor in international usage can be denied to 
him. In the case of India, the complication of the .. debt" 
being owed not exclusively to her own nationals is an added 
argument for a yet more searching scrutiny before the obliga
tion is taken over. We must not put our signature or endorse
ment to a bond, which is not rightfully due from us. And, as 
will be shown more at length in the concluding article, we must 
not fail to honour the bond, which we have with our free 
consent. and after every possible scrutiny, ,consented to adopt 
and ratify as our own transaction. 

On that basis, the example of the European countries, 
like France, Germany, Italy and .. ad hoc genus. omne," 
who suffered from the depreciation of money in the 
post-war years, brought about by deliberate inflation of 
the currency, to a point where the medium of exchange 
lost all real value, may not be without its own 
significance. Nobody dares call France a bankrupt nation, or 
dares to go to war with her, because the franc is now worth 
one-fifth of what it was before the war. Incidentally, '. in 
consequence, the debts incurred by the French Government 
in terms of the franc of pre-war value, or even post-war posi
tion, for a long time after peace was restored, can be and have 
been discharged in terms of value one-fifth or less of what was 
actually paid by the creditor to the. debtor. In Germany, by 
this simple process of currency inflation, the entire internal,
or rather Mark,-debt has been paid off by means of worthless, 
paper. Nobody, again, calls Germany an insolvent for that' 
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'eason. Even England, despite her professions of 'rigiam-
erity in the matter of such obligations, had to ask, and did 
kS , for concessions in the repayment of hel'- debt to America 
u'ising out of the War, which makes it perfectly respectable 
'or anyone in a similar predicament to reconsider his position.'" 

A COMMON CLEARING HOUSE. 

These examples of recent history affect the debt both to 
he nationals of a country taking such means of reducing the 
lurden, as well as the foreign. bondholders. So far as the 
'ormer are concerned, the net effect of such a step is only a 
'edistribution of the wealth of the community concerned; 
md it interests no one exoept the citizens of the particular 
:ountry. In the latter case, the problem is oomplicated by 
lueations of international relations. But the conscience of 
Jivilised humanity has already perceived the unethical nature 
)f such debts. The lesson sought to be oonveyed by the 
~reat dramatist in the " Merchant of Venice" may now very 
lasily be applied to nations as th!) classic case was applied 
:0 individuals. The' justioe of the claim for reconsideration 
Jy most debtor nations in the world is found in the unproduo
~ive nature of such debts, not to speak of the tragio memories 
~ssociated with some forms of such debts. And so the time 
~llIy perhaps be not distant, even at the moment of writinl{, 
when, because of the true peroeption of these burdens, the 
ronscience of mankind convenes or sets up a common clearing 
house for the liquidation of anoient mutual burdens, in which 
1111 the oonsiderations advanced in this series will have to be 
duly tllken into account, and decided upon. 
, , 
I • In all lh_ ....., th_ .... DO __ opiDst th ... DeIK" .... led by the 
~\"U'-borrowintl'l; and the same may be laid about the ludiau .. Debt. n __ , leut 
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'ETHICS OF PUBLIC DEBT. VII. 

INDIA CREDITOR NOT DEBTOR. 

So far I have dwelt, on the perfect regularity and ortho
doxy of the suggestions for reviewing and scrutinising the 
totality of our " Debt" obligations. The object is to consider 
which o£these obligations should, in fairness and mere honesty, 
be taken over by us, and which rejected. This is not because 
I approve, as a matter of public policy, of an incontinent 
rejection of all such obligations for a country like India. On 
the contrary, I regard the use of public credit for purposes of 
national economic development to be of such a transcending 
importance as to make us most meticulously anxious for its 
proper treatment. I have pondered over the Russian experience 
in repudiation; and I realise that, for a country industrially so 
backward as ours, the only hope for an economic revival lies in 
a plentiful,-or at least adequate,-supply of economic capital. 
That supply might conceivably be deflected, if a needlessly 
aggressive attitude is adopted regarding a recognition of the 
claims of capital. In a world so partially and~half-heartedly 
socialised as ours, there is, I fear, little chance of an uncom
promising attitude in respect of such obligations to go entirely 
scot free." We may be strong, or desperate, enough to " damn 
the consequences" of a policy of wholesale repudiation; but 
I do not think we in this country and at this juncture are in 
any such position as to make an uncompromising attitude of 
absolute rejection advisable, in the best interests of the Indian 
people. We have a large leeway to make np in the develop
ment of our obvious resources; and, still more 60, in exploiting 
India's yet unpioneered possibilities. And so, in our own 
interests, we would do well not to adopt a policy of wholesale 
repudiation, from which there might be no honourable retreat 
possible. 

NEED FOR SCRUTINY. 

But while I realise to the full the wisdom of moderation 
and reasonableness hi dealing with' the prejudices of a people 
nurtured in the traditions of a commercial civilisation making 
a fetish of private property. I see neither wisdom nor justice 
in refusing to take note of the utterly unjustifiable obligations 
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sought to be foisted upon U8, in the sacred name of our national 
credit. Both as regards the bondholders at home and abroad, 
we have, in sheer justice to the dumb myriads of India, to 
scrutinise, as strictly as we may, -every item of encumbrance 
attempted to be charged on our national resources. And the 
same logic must apply to matters of private debt as to those of 
public. The Law of Limitation has remained for the most part 
a dead letter in India, because the ingrained honesty of the 
Indian peasant refuses to disown ancestral obligations. He is 
born in debt, he lives in debt, he dies in debt. Neither he, nqr 
his son, and son's son to the nth generation, will ever dream of 
a repudiation of the pledge of their progenitors. He prefers to 
contmue the debt from generation to generation, rather than 
avail himself of the Limitation Acts, or of the various Agricul
tural Debtors' Relief Acts, or the Usury Laws. Such an attitude 
is fatal to any programme of his own economic development. 
But unless he is given a laudable example; unless he realises 
not only the futility of any hope on his own part to be ever able 
to liquidate even a fraction of his own debts; but also the un
wisdom and injustice of shouldering his common, national debts 
-thero cnn be, in my opinion, no hope of an industrial re
generntion of India. It is a question for the Indian people, 
when they arrive at their political manhood, to decide; not for 
tlll'i,' present trustees to foreclose, without even offering them 
once tho equity of redemption. 

HOW INDIA IS IMPOVERISHED. 
On this basis, and with this objective, I have endeavoured 

to eXlWline the ingredients, occasions, or excuses for piling 
up our" Publio Debt." The reader, if he has followed care
fully the trend of logio adopted here, will remember that the 
,analysis of the Inw of contract, ill all its essential particulars, 
gin·s not one \'alid ground for maintaining the bulk of the 80-
called Indian publio debt. With an amount of capital such 
as is represented by our publio debt, this country could and 
sbould ha\'e regained her industrial pre-eminence that once had 
made her the envy of the wodd. The total capital needs of 
India, for the fullest possible industrial development of re
sources known to-day to be full of promise,-and including a 
margin for the liquidation of the ages old agrarian debt,
have been estimated at Rs. 1.000 crores! If Buch a sum was 
skilfully lllid ollt, say in the space of half a generation, India 
would once more be ilie smiling garden of the world that it was 
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of old reputed to be. There would then be not a beggar, nor 
a destitute, nor an illiterate, throughout the length and hreadth 
of this vast continent. Nor would she then fail to realise the 
proud boast, made by one of the Anglo-Indian financiers in the 
Victorian era, that, given suitable conditions, there is not a 
single article needed for the wants of man that India could 
not produce within her own borders and from her own re
sources. Sir John Strachey made of this his observation the 
ground for insisting on a policy of absolute non-intervention in 
matters of industrial development in this country. That tradi
tion, still continued by his successors, has been responsible for 
that drain of Indian resources,-that backwardness of Indian 
industry,-which has not only added this vast and crushing load 
of indebtedness to our shoulders; but has resulted in a pro
gressive impoverishment of our people, bringing thousands of 
them to the. verge of starvation. Were there, then, no other 
reason, this single fact would alone suffice to make it imperative 
on us to scrutinise our burden of "debt" most scrupulously 
and minutely, so as to discard everyone of those obligations 
for which no warrant can be found in the basic elements of 
public ethics, in international jurisprudence, or in elementary 
economics; and to insist on a counterclaim for every item in 
which th.e present burden is the result of administrative incom
petence, or worse, of our alien bureaucrats, not responsible for 
their acts to the people of India. 

DEBTS INDIA MUST REPUDIATE. 
I have already enumerated the main divisions of our 

" public debt," and attempted to show which of these we must 
in fairness disown, and for how much of the "debt " we must 
demand a set-off. The" debt" occasioned bvthe purchase 
price of the India~ Empire by the British Crown, and payal>le 
to the bankrupt East India Company,-Rs. 75 crores in rOl1nd 
terms,~an, on no account, be charged against us. Nor can the 
" debt" due to sheer administrative incompetence in matters 
of finance, e.g., to cover an ordinary deficit; or the one due to 
exchange complications. Between the two, I cannot precisely 
say how much of our "debt" has been occasioned. I have 
given elsewhere a figure, which I think is very moderate, and 
may be open to revision at the time of final settlement. For 
my part, I am satisfied that, were we given a fair trial in an 
international tribunal, presided over by an impartial jurist, 
on this double score, India would easily obtain a reduction of 
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he present "debt" figure to the tune of 250 croresf lfl 
VE're in no sense a party to this happening. And when we 
'orne to our political majority, and seE'k to dissolve the trust 
hat has been forced upon us by tlie unilateral act of our self
nade Trustee, we are in mere fairness entitled to demand an 
Iccount of the trust estate and its management, which will not 
eave much for the creditor-trustee. 

On acoount, moreover, of the Exchange mismanagement 
md Oun-ency manipulat.ion, our trade in the last half-century 
las suffered an enormous secret damage, for which we ought 
o be compensated. The loss inflicted on our silver ornaments 
ly the same factor is more obvious, and ought to be similarlv 
,reated. Precisely how much this counter-claim would amount 
,0 it is all but impossible to say. If my figures were admitted. 
/Ie should not be a debtor, but a substantially creditor country. 
f mere justice were done to us. But the claim must be urged, 
f only to show the many-and often unperceived-directions 
n whIch British rule in India has not been for the clear, undis
)Ilted, exclusive benefit of India. 

IMPERIAL WAR DEBTS-LET BRITAIN TAKE THEM. 

N ext we c·ome to the .. debt" incurred on account of 
British Imperial wars waged by India, under the present Govern
ment. We cannot ask for compensation for the loss of our 
human treasure in those wars, not because I count human 
life as less precious than filthy lucre; but because I fear there 
is no possibility of accuratl,ly estimating this loss. But the 
nmollnt spent on these Impt"riai wars in money we can most 
I'Mily estimate, and present it in the final settlement of accounts 
~ll'tween us and our st"lf-made trustee. That must demand 
nn equivalent Sl't-olJ. If Britain elt"cts to be honest as 
~vell liS honourable, let her'take over this debt. In historic 
~ustice, it is debt incurred for her sake, by her sons,-in our 

ame. She would then prevent an amount of injury and 
oss, not only t·o the Indian holders of these war bonds.-not 
xpressly so called, but none the less truly of that category ,
lilt also to many of her own nationals. The claim for such a 
rt'lItmf'nt becomes all the stronger when it is furthf'r remem
lered that many 01 the pnlSent holders 01 these bonds mQ be 
elpless orphans or widows. whom It would be a erlme to rob, 
peclally for those who beHeve In the mom 01 private pro

ertJ as the key-stone 01 their eommercial morality. 
tl 



For us, the course is clear. We were nev~r a party to such 
contracts. We have never received a farthing worth of benefit 
from such wars. It would be generous in us if we do not claim 
special compensation for the thousands of promising young lives 
cut off in their prime in the senseless wars of insatiate Im
perialism, or for the valuable concessions made over in con
quered territories to non-Indians, as in Burma. More than that 
we cannot do, and no one has a right to expect us to do. Our 
counter-claim for actual money spent by us in Britain's wars 
would not be less than 500 crores!* 

RAILWAY DEBT. 

The so-called productive " debt" under the Railways and 
the other public works would leave a very small figure, on a 
strict scrutiny of thcir origin and history. I believe, however, 
that, with the best will in the world, we would not be liable, 
on this head even, for an aggregate of more than a couple of 
hundred Cl·Ores. And that will be far more than outbalanced bv 
the counter-claims on other accounts already mentioned. 

Further, we have several reserves and cash balances due to 
us, but held in England, which might be UBed for further proof 
of our integrity, were one needed, of this kind. I fear, how
ever, England will not leave us an opportunity to be generous 
when sh!\ perceives that we are determined to force her to be 
just. I recall the treatment meted out to the gold deposit of 
the Bank of France in the Bank of England, ever since the 

• To summarise, the greater portion of the Indian U Public Debt ,. has arisen .. 
follows :-

Purchase price to Eut India C .... pany ... 
Exchange losses .. _ ... ... ... . .. 
Budget deficit through bad finances .. . 
Imperial Wars, aod preparation or contributions 

for the same ... ... . .. 
Railwa),,8 
I rrigallon works ... 
Other developmental works 

a.. 70 oro ... 
a.. 100 .ro ... 
a.. 150 oro ..... 

a.. 500 ""'reo 
Ra. 900 croftS 
a.. 100 oro ... 
110. 50 ""' ..... 

110. 1,870 "",reo 

or in round tenna, Ra. 1.900 CI'Ol'8I 

Of this. the debt actually paid off may be compoted at RI. 500 crorN. For the 
OOlaooo, we have good auete in 001' IrriKiltion Work_, Roads, and Buildingw, which 
may be valued at 150 crorea. roughly; Railwaya plant atock road etc. which .fter 
allowing for counter-claim and the amount paid off, ~y be ~.lued at Re. 350 ~rea. 
The balance of about RI. 900 CfOreI, mnat demand a moat careful KTUtin1 and 
impoutial iD.eatiga~ion at thto banda of on independent iDternatiooal lribl1ll&i. 
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· ." . ---
ommon danger had made the two peoples workmg partners. 
end the memory of that deal makes me shudder at the likely 
!.te of our own 'Gold Standard and Paper Ourrency Reserves,
l' such portions thereof as may be Iield by Britishers in Britain, 
l' in British securities. But that is an inevitable risk, the 
loment we begin to take an account of the trust's manage
lent by the trustee. I think we have no alternative but to run 
Llch a risk,-at least so long as our self-styled currency experts 
lill continue to hammer at the accident of the Ratio, without 
loking to the essence of the Gold Standard. 

COMPENSATION. 

What is the balance? I do not think a single pie of the 
'. debt," as it stands to-day, can, in fairness and .on final 
.ccollnt, be charged against India. The mere disallowance 
muld amQunt to over 800 crOl'es. And even if Britain only 
,ays a shilling in the pound of our just counter-claims for 
iamage done to us, our resources, or our opportunities, the 
,alance against us will vanish into thin ail' . We should be 
,ntitled to a handsome compensation, which, if there is truth 
,r justice in the League of Nations, if there is the most rudi
Llllntary sense of international honesty among the British people, 
ve ought to be most certainly allowed. We cannot, of course, 
,dopt the .. ultima ratio regis" for enforcing recognition of 
his counter-claim, But that will not deny our claim before the 
:ourt of conscience of civilised humanity. Thrice is he arDled 
dlo hath his quan-el just; and I know o(no justice in this world, 
f the plea here advanced is not considel'!'d to be one purely oC 
ustice as between one people and another . 
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ETHICS OF PUBLIC -DEBT. 
(Bombay Ohronicle, 15th March, 1930.) 

The series of seven articles by "Politicus" published 
under the above caption in the "Chronicle" must have afforded 
serious food for thought to every earnest reader. The writer 
is obviously familiar, not only with the demands of public 
morality and international jurisprudence, but also with national 
economics. His review of the occasions on, and the excuses 
under, which the several items of our so-called public debt 
were incurred throws a penetrating searchlight on some less 
known aspects of recent Indian history, which deserve the most 
earnest consideration from every patriotic Indian. The statis
tical material is left intentionally vague and in general terms, 
so as not to confuse the average reader. But, since the sources, 
in which the basis for the writer's estimates on each head can 
be found are indicated, his general statements should ouly prove 
a spur to further investigation. The case, as he presents it, 
is founded on the essentials of every contract, as required under 
any legal system in a civilised community, and more particularly 
under the law with which we ourselves may be most familiar. 
It is, possibly, this aspect of his plan, which has led to his 
language being somewha~ too technical at times, and the style 
a little im"olved. But what might have been gained by simplicity 
of style 'the writer apprehended would have been sacrificed in 
precision of legal statemel)t. Hence, steering between ex
tremes, he has endeavoured to present a fairly intelligible. 
and at the same time comprehensive, view of the genesis and 
bearing, in justice and equity, in ethics and economics, of our 
so-called Public Debt. The picture, as we see it-as revealed 
by historical precedent and legal argument-·. adds the most 
poignant comment to the remark of Mahatma Gandhi in .. Young 
India, " reviewing tbe first two or three of these articles, that 
if the facts are as represented in the articles, the pilin~ up of 
these " debts " must be regarded as a serious crime agamst the 
people of India. 

The main thesis of " Politicus .. may be very briefly stated. 
Practically the whole of our present so-called public debt is, 
in strict justice, not due from us, __ It was never incurred by 
the people of India or their representatives. It waa never 
consented to by them. Nor has it yielded any benefit to India. 
On the other hand, the sins of commission and omission by the 
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resent non-Indian Government of India, in no way effe~JeH 
~sponsible to the people of India, will, if adequately explained. 
Iltltle this country to substantial compensation, which would 
lore than counter-balance such ffaction of the "debt" as 
lay in strict justice be eventually adjudged against it. 
, Politicus .. mentions particularly the instance of the Currency 
nd Exchange muddles of the Government for fifty years or so; 
nd advances the perfectly unimpeachable plea that, through 
:Us un-Indian policy, the Government have in1licted heavy 
)sses on the exporter of Indian produce, and perhaps even 
lore substantial Injury on our silver stocks in the shape of the 
oor people's ornaments. This counter-claim may be,-must 
e,-presented against the Public Works "Debt," or such 
,ortion of it as is charged against this country in the final 
ettlement of the accounts. The Railway .. debt," forming 
art of this' category, itself demands heavy rebates, in virtue 
.f' the considerable and continued losses on railway account 
lade good from the general revenues in the past, as well as 
,eoause of the unduly onerous terms of the contracts of railway 
onstruction and management with the leading railway com
,ames. Even that, however, does not exhaust the tale of the 
ailway policy working an injury to the real interests of the 
tational economy of India: but still II Politicus .. refrains from 
Ilaking any demand for' compensation. on that account. 
linally, he works out in detail the analogy of Trusteeship, with 
pecial reference to the case of India under her present Govern
nent.· The British Government have in season and out of 
,eason; claimed to be. Trustees for ·the Indian people. He 
~ooepts their professions at par, and demands 'of them a full 
~ooount of the Trust on the eve of its beneficiary reachinll a 
lolitical majority. If Lbese professions are not a mere eye
~ash, if the Trustee has been honest even as the law requires 
~; and if the management of the Trust has been exclusively 

the interests of the beneficiary, the Trustee can have no 
ason to fear, and muoh less to seek to evade. such a demand. 
he recent utterances, however. of BOme of the hillhest officers 

Lbe Government of India. with Sir George Schuster leadinll. 
ot but make an inlpartial reader question if Lbere is Dot 

elbing rotten somewhere in Lbe state of Denmark. All 
at we can say is to e<'ho Moliae's classio taunt: .. Tu l'as 

oulu, Georges Dandin." 

h., The point, however. of Lbe .. Politicus" series on Public 
..,.,bts lies, not so much in Lba thorough exposure of the 
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inequalities of our public "debts," as in the suggestion runninl( 
throughout it asking for an impartial international tribunal for 
a searching investigation into this very complicated question. 
India, we know, is an original member in her own. right in the 
League of Nations. And though her representation hitherto has 
been exclusively of the official complexion at all its sessions, we 
see no reason why the Indian National Congress should not 
submit this case to the League, provided ·the latter agrees to 
refer it to an independent tribunal for examination. It would 
be a test case in more respects than one. It would serve to 
show the real efficacy of the League, which so far has been 
generally believed to be a registry office for Franco-British 
dictates. It would be a test case, also,-an acid test, verily,
for the vaunted honesty of the British in public dealings. In 
the . absence of any really Nationalist representative at the 
Round Table Conference, we have no hope of crucial questions 
like this being taken up by that body. Much as we may wish 
it, we despair of our "Liberals" and other allies of Govern
ment taking up even a watching brief in such a case before such 
a one-sided tribunal. But all that only serves to reinforce our 
suggestion that the Indian National Congress should seriously 
take up this vital question of the country's well-being; present 
it to the League for an immediate, independent enquiry or 
arbitration; and begin preparing the brief in the hope that its 
request would be acceded to. For our part, we have no doubt 
experts like " Politicus .. would, if required, be only too happy 
to make these cQntentions irresistible and unanswerable, in law, 
in ethics, or in economics, before a genuinely impartial and 
independent tribunal of international jurists. 



Blanchard Field, Printer (T.n.), 106, BI.cldriarl Rood,II.E.l. 
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PREFACE 
My purpose in writing on this subject has been, in the 
first place, to elucidate the character and causes of the 
present trade depression; secondly, to link up ~~ explana
tion so given with other current theories; and, thirdly, 
to indicate the appropriate treatment of the trouble. 

The detailed practical steps requisite at any particular 
time depend upon the circumstances of the moment. 
The situation is constantly changing, and has become 
especially unstable since the outbreak of the financial crisis 
in Germany. But I have endeavoured to make clear 
the root principles to which II", remedy must conform. 

Advocates of the monetary theory of trade depres
sions are often accused of recommending a panacea 
which is too simple for a situation complicated by many 
and various economic ills. But that is a misunderstand
ing. The monetary theory offers an explanation of 
.,,' important class of economic disorders, and indicates 
the remedy for them. It does not pretend that a com
munity prefectly free from monetary fluctuations would 
have no economic disorders at all. 

If an otherwise prosperous valley suffers from floods, 
an engineer who can prevent the floods is in a position 
to remedy what may be the most urgent of all the 
economic troubles of the community, but that does not 
mean that there will be nC) others, or that he claims to 
bring a panacea. 

What I have written represents my own personal 
views, and is not' tG be associated in any way with my 
official position in a Government Department. 

R. G. HAwUE!' • 
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TRADE DEPRESSION AND 
THE WAY OUT 

INcoMas AND DaMAND 

TRADI depression has many symptoms, but perhaps the 
most characteristic of all is the shortage of demand. 
Those who produce or buy goods with a view to sale are 
faced with a difficulty of selling them. Production is 
restricted and prices are reduced, and still it is found 
that sales fall short of output. Thua the under-employ
ment of induatry, with consequent unemployment of 
labour, the fall of prices and the accumulation of unsold 
goods are all related to the shrinkage of demand. 

Where does demand come from? Oearly from 
people's incomes, and incomes are derived from produc
tion. People get their incomes by working, or else by 
letting their property or capital be used productively. 
'l'he traders who sell things apply the proceeds of sale 
to paying the costs of production, and retain the balance 
as profit. The profit supplies the traders' incomes, and 
the costs are composed of other people's incomes in the 
form of wages, salaries, interest, etc. In fact the whole 
income of the community is composed of the proceeds of 
sale of all the goods and services which constitute its 
output. One trader's outlay on materials or inter
mediate products goes to pay the incomes of those 
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TRADE DEPRESSION AND THE WAY OUT 

employed by others to produce these goods. Such 
incomes as old age pensions and the interest on the 
national debt, which are not paid in return for any current 
contributions towards the productive output of the com
munity, are charged by taxation, etc., on the produc
tive incomes. The consuming power of the latter is 
diminished by the amount of the former. The total 
consuming power of the community is therefore equal 
to its output. 

THE VICIOUS· CIRCLlI 

• This seems at first sight rather a surprising result. 
If consuming power is equal to output, how can there 
ever be a failure of demand? But, of course, once 
industry ;s under-employed, that very fact means an 
equivalent reduction of incomes, so that demand is only 
equal to the reduced supply. What we have to explain 
is how the shrinkage in both output and demand starts. 

A very prevalent explanation is 'over-production.' 
When those engaged in anyone industry find that they 

• cannot sell their output, they are likely to describe the 
situation all one of .over-production of the product of 
that industry. Output exceeds sales. Against this is 
urged the objection that there cannot be general over
production, unless there is general satiety of all human 
needs, a condition which is very far from being fulfilled. 
But that does not quite dispose of the matter. 

Suppose that over-production occurs in. some indus
tries. Those industries find that they cannot sell their 
output. They restrict production and reduce prices. 
The fund out of which the incomes of the industries are 
paid is thereby d~ubly reduced, on account of smaller 
quantities and of lower prices. There is less employ
ment and there are lower profits. The result of this 
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THE VICIOUS CIRCLE 
reduction of incomes is that the demand for the products 
of .11 01"" industries contracts. They in turn, finding 
their sales declining, suffer a reduction of income, which 
means a further reduction of demand for products in 
general. 

So a vicious circle is set up. The fall in deman~' 
causes a fall in output and prices ; the fall in output andi prices causes a fall in incomes from profits and wageS ;[ 
and the fall in incomes causes a further fall in demand .. 
Adversity in any industry or group of industries tends to 
spread to all the others. And the adversity need not 
take the form of over-production. .IIn1 circumstance 
which results in the total receipts from which the incomes 
of the industry are provided being diminished will have 
the same effect. 

It must constantly happen that some industry or 
other is exposed to adversity. In the ordinary course of 
events there are always some industries under-employed, 
and less remunerative than normal. Are we to infer 
that the economic system of the world is doomed to 
chronic depression, that it an never escape for long 
from the disastrous operation of the vicious circle 1 

Certainly not. If there is a vicious circle of depres
sion, there is likewise a vicious circle of activity. Let 
any industry or group of industries find increased demand, 
then the incomes of the group are increased, and they 
provide an increased demand for the products of all other 
industries. The other industries are stimulated, and 
so provide a still further increased demand, which takes 
'tft'ect either in increased output or, when output ap
proaches the limit of capacity, in increased prices. The 
vicious circle of activity passes into a vicious circle of 
inflation. 

There are thus two contrary tendencies at work. 
An increase or decrease of activity originating anywhere 
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TRADE DEPRESSION AND THE WAY OUT 
"in the realm of industry tends to spread everywhere with 
cumulative effect. If we wish to discover which is to 
predominate, we must get a little closer to the process 

\ by which production generates incomes, and through 
incomes demand. 

BANKS GENERATE INCOMES BY LENDING 

The incomes have to be paid. Producers make 
themselves responsible for paying the incomes of those 
whom they employ in production, and have to pay these 
incomes hefore the product is available for sale to the con
sumer. For that purpose they must provide themselves 
with money. A producer who extends his output will 
need more money to pay increased wages and costs ; 
unless he has a reserve of idle money at hand (which is 
not the most usual case) he will borrow the requisite 
sum from his banker. Producers as a body are always 
indebted to the banks; they are constantly incurring 
fresh indebtedness and paying it off out of the proceeds 
of sale. 

If production is increased, the producers' disburse
ments are increased immediately, whereas their receipts 
from sales are only increased after an interval. A pre
requisite condition of increased production is likely 
therefore to be increased 'lending by the banks. 

When a bank lends, it creates money out of nothing. 
The borrower becomes indebted to the bank for a 
sum to be repaid in the future with interest, and the 
bank becomes indebted to the borrower for a sum 
immediately available. The bank's debt is subject to 
the special condition that it can be assigned to another"" 
creditor by the drawing of a cheque. It can be used 
as a means of payment, and is therefore for practical 
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THE LIMIT IMPOSED BY MONEY 
purposes the equivalent of money~ For certain classes 
of payment, it is true, cheques are not the most con
venient medium. But nowadays in nearly all countries 
the standard money takes the form of bank notes, which 
are created by the issuing bank in the same way as bank 
credit subject to cheque is created by an ordinary bank • 
. When the Bank of England buys securities or lends, it 
creates bank notes, or deposits convertible into bank 
notes, which count as money in the hands of the banks 
and the rest of the community. 

When production is increased, the producers obtain 
from the banks the means of paying the increased 
incomes. The increase of production is therefore con-' 
ditional on the action of the b.anks. When the banks 
lend they gtlt""" iltcomts. 

In fact no one borrows money to hold it idle. What
ever is borrowed from the banks is borrowed for the 
purpose of being paid away and forming new incomes. 
This is true even if the money is used in the first instance 
to buy goods not from a producer but from a dealer who 
holds a stock of existing goods. For the dealer will 
replenish his stock from the producers, either direcdy 
or through other dealers. 

It would seem that in this process the initiative rests 
with the producers and dealers in commodities, and the 
part played by the banks is purely passive. But the 
banks cannot afford to acquiesce in such a posi.tion. 

THI UNIT INPOSID BY MONEY 

W p have seen how increased production generates 
increased incomes, and increased incomes mean increased 
demand, and how when production approaches capacity 
the growing demand will start a cumulative rise in prices, 
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TRADE DEPRESSION AND THE WAY OUT 
the • vicious circle of inflation.' This process requires 
that the banks consent to lend and so to create credit in 
sufficient amounts. 

But banks are not free to create credit without limit. 
A bank must have regard to the transactions for which 
its customers will want to use money in preference to 
cheques. It must preserve a due proportion between 
the credit it creates and its holding of money. The 
money, it is true, is created by the central bank, but the 

! power of the central bank to create money is limited by 
law. The limitation takes the form of requiring the 
notes and deposits of the central bank to be convertible 
into· gold, and requiring it to hold a prescribed reserve 
of gold. 

If producers seek to increase output, and can only 
do so on condition that the supply of money is increased 
beyond what the banking system can allow, then the 
banks must intervene to prevent the increase of output. 
This they do by deterring traders from borrowing; 
they increase their charges for interest and, it may be, 
in some cases actually refuse to grant advances. If 
the producers cannot provide themselves with the means 
of paying the costs of production, they are precluded 
from undertaking the increased output. . In practice 
the pressure is applied by the banks not so much to the 
producers themselves as to the dealers in commodities, 
who orde\" goods from the producers. The producers 
will be allowed all the bank advances they require to 
carry out the production they actually contract for • 
. Dealers, on the other hand, can exercise a wide discretion 
as to the amount of goods they choose to hold in stock 
or to order in advance, and are amenable to Plessure 
from the banks. If they have to pay higher interest 
charges and meet with greater reluctance of the bankers 
to lend, they can readily arrange to carry on with 
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PRODUCTION OF CAPITAL GOODS 
somewhat smaller stocks of goods than -usual and 
correspondingly smaller bank advances. There result 
diminished orders to producers, diminished productive 
activity, and diminished incomes derived from production. 

The producers will prob9,bly meet the situation by 
price concessions. The dealers will be induced thereby 
not to make so great a reduction in the orders they give, 
and the reduction in the volume of production and of 
employment will be to that extent less severe. But 
that is achieved only at the cost of a reduction of the 
producers' own profits, so that the reduction of incomes 
is not avoided. Unemployment may induce the work
people to accept a reduction of wages, and the consequent 
saving on ~ts will relieve profits and will fi,uther 
mitigate the reduction of output, but still the effect is 
to give the reduction of incomes a different form without 
escaping from it. 

In fact when we speak of incomes being increased I 
or diminished as a result of an increase or diminution 
of demand, we are referring primarily to profits and 
wages, the variable classes of incomes, and incomes 
from wages may vary either through changes in the 
volume of employment or through changes in the rates 
of remuneration. 

• 

P"ODVCTlON or CAPITAL GoODS 

The foregoing applies in principle to incomes derived 
from the production of capital goods, though the details 
.are in some respects different. Producers of capital 
good~ such as buildings, works of construction, engin
eering products, ships, and all the material equipment of 
industry and transport, find the demand for their products 
emanating from the promoters of capital enterprises, 
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TRADE DEPRESSION AND THE WAY OUT 

and the promoters in turn procure funds through the 
investment market or Stock Exchange. The invest
ment market is an intermediary, receiving the investors' 
.savings on the one side, and buying the new securities 
issued by the promoters on the other. The savings 
come out of income; they represent that part of people's 
incomes which is applied to capital purposes, and which 
constitutes the current demand for capital goods. The 
new issues will not be exactly equiI to the savings. If 
they exceed the savings in any interval of time, the excess 
has to be held by the dealers in the investment market 
(stock jobbers) and they have to borrow money for the 
purpose. If the new issues fall short of savings, the 
dealers in the market receive more money than they pay 
out, and are enabled to repay bank advances. 

The workings of the investment market are com
plicated, especially when the borrowings of the dealers 
are supplemented by those of speculators and speculative 
investors among the general public. But it wi\1 suffice 
for our present purpose to point out that, in regulating 
credit, banks wi\1 take measures to influence the 
borrowing operations of the investment market as welJ 
as those of the commodity markets. Thereby they will 
encourage or discourage new issues, and so stimulate 
or retard capital ou~lay, and capital outlay, like other 
forms of production, generates incomes. 

QUANTITY OF MONEY AND THI PIlICI LEVEL 

The relation between the banking system and the 
productive activity of the community is often mis
understood in two respects. In the first place it is 
assumed that the governing condition is the quantity 
of money, or rather the quantity of money pIllS bank 
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QUANTITY OF MONEY AND THE PRICE LEVEL 
credit, constituting the total means of payment at the 
disposal of the community. And secondly it is assumed 
that the effects of any disturbance are to be measured 
by changes in the price level. 

III I'" lo"g rull the quantity of money and the price 
level must be in due relation to one another. But over 
short periods their relation is constantly being disturbed. 
An acceleration or retardation of lending by the banks 
results directly in an' increase or decrease in incomes ; 
it does not have to work upon incomes through changes 
in the quantity of money. The changes in the quantity 
of money are themselves an effect of the change in the 
volume of lending. The lending generates money, but 
the money, when it becomes income, is spent, and the 
sellers of the goods on which it is spent are likely to 
apply the proceeds to repaying their own indebtedness 
to the banks. The increase in the quantity of money 
and bank credit is equal to the. excess of lending over 
repayment. 

The first effect of an increase or decrease of incomes .-' 
is increased or decreased sales ., existillg prices. It is 
only when stocks of goods are reduced, and producers are 
becoming too fully employed to replenish them quickly, 
that prices are raised; and in the contrary case, it is 
when stocks of goods are accumulating and production 
is slackening that prices are lowered. The adjustments 
of price are in the first instance no more than SJfIIplOrIIS 

of increased or decreased demand. Later on an appro
priate adjustment of prices. is a necessary condition of 
equilibrium. But so long as we are considering condi
tions of disequilibrium, we must direct attention in the' 
first instance to the volume of demand, and regard the 
consequent price movements as symptomatic. 

The essential relations are to be found in the ass0cia
tion of production with incomes,~e!I~h demand --- ---~~ 
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TRADE DEPRESSION AND THE WAY OUT 

and demand with production, and the intervention of the 
banks to accelerate or retard borrowing. Production 
generates incomes, but only so far as the banks allow 
the requisite creation of credit. 

THE INHERENT INSTABILITY OF CREDIT 

The banks, ~y restricting credit, can start the vicious 
circle of deflation, or, by relaxing credit, can start the 
vicious circle of inflation. Either process, once started, 
tends to continue by its own momentum. In the one 
case there will ensue a cumulative shrinkage of demand, 
curtailment of output and decline of prices; in the other 

. a cumulative expansion of demand, increase of output 
and rise of prices. 

Credit is thus-inherently unstable. Equilibrium once 
disturbed, the departure from equilibrium tends to grow 
wider and wider. Thus' over-production,' or any other 
circumstance affecting an industry or group of industries 
unfavourably, may cause a depression in the sense of 
starling the vicious circle. But when we are seeking a 
remedy for the depression, the character of the initiating 
cause has very little to do with our problem. 

THE GoLD STANDARD 

In order to deal with it, we must examine further the 
·limitations under which the banking' system works. 

These limitations arise from Ihe gold slandard. F~rmer1y 
the gold standard. used to mean the use of money made 
of gold. Gold coin was used as a hand-to-hand medium 
of payment. At the present time the gold standard 
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CONTROL OF CREDIT BY CENTRAL BANKS 
• 

means in most countries the use of money convertible 
into gold. The central bank is required to exchange 
paper money into gold and gold into paper money at a 
fixed rate. The currency of any gold standard country 
is convertible into gold, and the gold is convertible into 
the currency of any other gold standard country. Thus 
the currencies of any two gold standard countries are 
convertible into one another at no greater cost than is 
involved in sending gold from one country to the other. 

Gold is a commodity with other uses than as money. 
But it would be a mistake to suppose that itthercifore 
provides an independent standard of value. ~he 
industrial demand for gold throughout the world is 
insignificant in comparison with the demand for it as 
money. The annual industrial demand is hardly equal. 
to half the o'!tput, and the annual output itself is less 
than + per cent. of the total stock held by the central 
banks and currency authorities-of the world in their 
reserves. The market for gold practically consists of 
the purchases of the central banks from the mines and 
from one another. It is by their action that the value 
of gold in terms of other forms of wealth is determined. 

CONTIlOL or CUDIT BY CBNTIlAL BANlts 

A central bank is compelled to buy and sell gold, 
at a fixed price, and cannot bid for gold by offering a 
. higher price. If it wants to acquire more gold, it must 
,take measures which are equivalent to raising the value~ 
of the money in which its fixed price is computed. 

The central bank supplies the other banks with 
money. By restricting the supply of money it can compel 
them to contract credit, or by increasing the supply of 
money it can induce them to c:.xpand credit. It is the 
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TRADE DEPRESSION AND THE WAY OUT 
• 

practice for the central bank to act as the lender of last 
resort in the banking system ; it wi11lend at a prescribed 
rate (' Bank rate ') on suitable security to any of the other 
banks needing cash.1 In order to restrict the supply 
of money it raises Bank rate, and can reinforce this 
measure by selling securities in the open market and 
extinguishing the money received for them. To increase 
the supply of money it lowers Bank rate and buys 
securities in the market. 

I If the central bank wants to acquire more gold or 
, to stop an outflow of gold, it sets on foot a contraction 

of .credit and thereby reduces the incomes of the com
munity expressed in terms of money. People, having 
less money to spend, buy less of everything and inci
dentally buy less imported goods. The contraction of 
credit does nothing to diminish exports (in fact the 
decrease in the home demand for exportable goods tends 
actually to increase them), and the result is a' favourable' 
balance of payments, an excess of exports over imports 
(visible and invisible) which tends to bring about an 
i~flow of gold. 

. The reduction of incomes may be regarded as causing 
a • scarcity' of the country's money. Less of the 
currency is offered in exchange for goods in the world's 
markets. The scarcity is made good by the importation 
of gold which can be turned into currency by being sold 
to the central bank. 

Similarly if a country relaxes credit and iJicreases 
incomes, it attracts imports and loses gold. 

1 In England the pnetice ;. for tbe Bank of England eo IauI, DOt cIUec:tly eo 
the Joint StocIt Banb, but eo the DiIoollllt Ho...... But the elfect;' the ....... 



EXTERNAL AND INTERNAL PRICE LEVELS 

EXTERNAL AND INTER.NAL PR.ICE LEVELS 

So long as all the countries which have a gold 
standard aim at keeping their gold holdings approxi
mately unchanged (except for natural growth), the effect 
of the system is to keep their relative purchasing power 
in equilibrium. Incomes in each country arc kept at 
such a total that what the country buys in world markets 
is just suitably balanced by what it sells in world markets. 

By world markets we mean the markets in all those 
goods which. are adapted for exportation from one 
country to another. They may conveniently be ,called 
foreign trade products, in contradistinction to those for 
which exportation is impossible or impracticable, llnd 
which may be called home trade pro~ucts. Foreign J 
trade products include the great majority of foodstuffs, 
industrial materials and manufactured commodities. 
Home trade products are largely composed of serUm, 
such as those of cleaning and repairing, construction, 
inland transport, domestic service, teaching, entertain
ment, etc., but they also include some material com
modities which arc too fragile or perishable, or too bulky 
in proportion to value to be suitable for transportation. 

A foreign trade product has an international price. 
That does not mean identically the same price in different 
countries, but prices connected together by competition 
in the market; the price in any importing country will 
only differ from the price in an exporting country by an 
'&nlount not exceeding the cost of transport between the 
two, and import duties (if any). 

Now .when credit is restricted or reined in any 
country, and incomes m contracted or expanded, the 
,prices of home trade products arc free to adapt them
,selves to the change, but not so the prices of fQreign 
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TRADE DEPRESSION AND THE WAY OUT 
.. trade products, which are determined internationally. 
, If we call the price levels of home trade products and 

foreign trade products the internal price level and the 
external price level respectively, we may say that the 
gold standard requires a country to adapt its incomes to 
!ts external price level, and its internal price level to its 
mcomes. 

THE BALANCE 01' PAYMENTS 

I The governing condition is the external price level. 
And to get at the root of the matter, we have to discover 

. what determines the external price level, or in other 
words the 'World price level. 

That does not mean that no adaptation is called for 
from any counuy as long as the world price level remains 
unchanged. Suppose something occurs to diminish the 
country's power of producing foreign trade products, a 
crop failure, perhaps, or, more permanently, increased 
competition from rival producers. Its purchases in world 
markets must be reduced by as much as its sales, and this 
requires a restriction of credit and a contraction of 
incomes. The same is true of any new external liability, 
like the German reparation payments. Or, if a country 
increases its external investment, that is for the moment 
a new liability from it to the countries in which it is 
investing, though there will arise in the future a liability 
for interest or diviflends from the latter to the former. 
We may regard the purchase of foreign securities as an 
invisible import and the encashment of coupons or 
dividend warrants as an invisible export. 

Thus everything which affects the balance of pay
ments of a country requires a 'Corresponding adjustment 
of its incomes and of its internal price level, and its 
banking system is responsible for effecting the adjust-
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ANARCHY IN WORLD CREDIT CONTROL 
nent. Failure to do so results in an outHow·or inflow 
,f gold. 

When the difficulties of the coal and cotton industries 
lI'e put forward as explanations of trade depression in 
his country, what is really implied is that our diminished 
:xporting power involves us in a reduction of our 
ncomes, and so (if equilibrium is to be maintained) in 
~ reduced standard of living. . If depression were con
ined to this country, an explanation on those lines 
"ould be relevant. At the time when depression 
lractically was confined to this country, in the years 
[9~7-2.9, the special difficulties of our exporting must 
lave been a contributory factor. But, as I shall show 
lresently, even then credit policy may be regarded as .., 
he governing cause. 

.. 
ANARCHY IN WORLD CREDIT CONTROL 

At the present time the depression is world wide. 
[t is not to be explained by any disturbance of the 
)alance of payments of particular countries. The out-" 
ltanding fact is the catastrophic curtai1ment of demand 
ihroughout the world, made manifest in the collapse of 
~rices and the appearance of extensive unemployment. 

Every country has had to adapt its incomes and its ~ 
ternal price level to the world price level. What 
at means is that every country has had to adapt its 
comes to the incomes prevai1ing in all the others. No 

ne of them could afford to stand aside, for if its incomes 
iled to contract as fast as those of its neighbours, it 
uld lose gold. Some in fact have given up the 
ggle; Australia, Arg&tina, Brazil, Uruguay, Peru, 

exico, have suspended the gold standard. 
What has to be explained is this world-wide collapse 
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of demand or,' in other words, of inco1fles. To each 
separate country it appears as pressure from the others. 
But if we view all the gold standard countries as a single 
community, we can apply to· this community" the 
reasoning we have already used. It will be exposed to 
the alternative possibilities of a vicious circle of depres
sion or a vicious circle of inflation, and the responsibility 
for determining which" prevails or whether both shall be 
kept in chC:ck rests with the banking system. 

But we no longer have to consider a single banking 
system. We have a number of independent banking 
systems connected together only by the gold standard. 
Each system has its own currency, supplied by its own 
central bank. The central bank regulates credit only 
within the domain in which the notes it issues are current. 
TheregulatioQ of credit in the gold-using world is the 
resultant of the action taken by all the central banks. 

If their action averaged out, so that the resultant 
waS usually a neutral or moderate effect, this might be 
a very tolerable practical solution of the question of credit 
control. But the inherent instability of credit makes 
this impossible. If expansion takes hold of some 
countries and contraction of others-, the tendency is 
for the gap between-the two groups to widen. Gold 
movements from the former group to the latter result 
and C?m.pel a reversal of their respective credit policies. 
But.it cannot be assumed that when they have success
fully corrected the divergence and stopped the Bow of 
gold, there will on balance be neither expansion nor 
contraction. Even if this state of perfect quie&cence 
were attained, it would be liable to be disturbed by 
some fortuitous occurrence starting the vicious circle 
of inflation or deflation in the ilystem tIS " w/w/e. • 

Suppose that contractiolf prevails. Credit restriction 
has made the holding of goods by traders, allover the. 
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world less attractive, and they buy.: les," from -producers 
and or4er less from them. Production. slows down. 
Initially contraction would. not be universal. Some 
cou}1tries and some industries would be free from it. 
But if contraction on' the whole predominates, then 
those countries and industries which are at first \!n
aff'ected;will,oon suffer from· the diminished purchasing 
power of the rest; ... ... 
• The merchants and dealers in foreign traae products, 
finding that demand contracts, will anticipate a fall of 
Flees. This will be a fresh inducement to restrict 
and retard purchases. Every exporting country experi
ences a flagging of demand in world markets, and is 
compelled to contract credit in order to keep down its. 
imports. Thus the vicious circle of depression works 

'ili an international system. The essenc;p of the matter 
is the reluctance of ;/f/".""Jiari,s to buy goods. It is. 
through their action that the tendency of the various 
countries concerned to buy imports in excess of exports 
fails to recreate demand. The merchants and dealers 
in international markets sell to such countries, but the 
money they receive is applied to extinguish bank ad
vances or is held idle on deposit; it is not passed on to 
producers to elicit fresh output. 

The vicious circle of inflation is equally likely to 
develop. Merchants and dealers are enco~ to 
borrow and therefore to buy. Production in a1l ex
porting countries is stimulated, and they bpand credit 
and expand incomes so as to attract equivalent import\. 

Though either course of events is the resultant of 
the action taken by the several central banks, no one of 
them. has any responsibility for it. It has never been 
tte practice for those in control of central banks to . 

• consider their responsibilit)' for the behaviour of the 
. system as , whole. They are like a party walking across 
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country, no member of.which ,knows the way or exercises 
any consCious control of direction. All the' IIlembers 
indeed would indignantly repudiate any suggestion of 
a' managed' walking tour. 

In prin<!iple this system wdQld seem to' be purely 
an!rchic. The expansion or contraction o()ncomes 
throughout the gold-using world is'"i>tought aeout by 
the unco-ordinated action of a number of independent 
authorities recognising no common aim, no.1eadership; 
no responsibility to one another. • 

CREDIT CONTROL BEFORE 1914 

, In the century preceding 1914 this anarchic situ'ati~n. 
i was mitigated in two respects. • 

In the first place there is a tendency to centralisation 
inherent in any credit system, which makes itself felt 
even in an international system. Convenience requires 
something in the nature of an international centre or 
clearing house for all kinds of financial markets--the 
stock markets, the discount markets, the insurance 
markets, the foreign exchange markets. Transactions 
in these markets at places other than the centre give rise 
to residual balances, and these balances require to be 
broug~t together at a single centre to be set off against 
one another and settled. This function devolved upon 
London, so tBat London became the undisputed leader 
in- the world of credit. Credit relaxation or credit 
restriction would start in London and spread to other 
countries, because everywhere international trade was 
in great part financed by bills drawn on LondoJPan4 
discounted in London at the rates prevailing in the 
London market. • 

Secondly, there was some degree of continuity in 
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the m<1netary policy of the countries concerned. So 
long as.nG·country made-any violent Of discontinuous 
change in the amount of gold it held, the demand for 
gold was kept steady. This was not enough of itself 
to keep tll~ value of golc}in terms of wealth st~le, because 
there was room for considerable variations in the pro
portioa.of b'JIk deposits in any country to the quantity 
of gold and in the proportion of incomes to bank 
cieposits •• ,But still these variations were kept within 
limits. .' 
.• • This continuity of policy in regard to gold, however, 
was not completely maintained. Up to 1872 the 
monetary standard of the world was not gold but 
bimetallic. The gold standard of England and the 
silver:- standard of Asia and half Europe were linked 
'together by the free coinage of gold and silver at a 
prescribed ratio of values in France and a few other 
bimetallic countries. 

The wars of the period 1854--7 I drove a number f/ 
of countries, including the United States, France, 
Austria-Hungary and Russia, to inconvertible paper. 
As in the war of 191+-18, the effect was to release a 
quantity of gold and silver. and to raise the price level 
in terms of those currencies which retained a metallic 
basis. 

After the end of the war with France in 1871 
Germany decided to change over from a silver to a 
gold standard. In a year or two Germany imported 
gold to the amount of [,50,000,000, nearly one-tenttl 
of the world's entire monetary stock of gold at the 
ltime. :rhere resulted a financial crisis and a precipitate 
~l or the price level. Bimetallism b~ke down. and.one
~untry after another passed from Silver or paper to a 
Igold standard. and started to accumulate a gold currency 
jar a gold reserve. The demand for gold outstripped 
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the yearly output 'from the mines, and a fall of prices 
prolonged till 1896 Wall "accompanied b)'- \ severe 
depression of trade, broken only by short intervals 
of revival in 1880-82 and 1889-90. . 

From 1'896 to 1914, though the change~er from 
paper to gold still remained to be carried into effect in 
a few countries, this demand for gold was m9re than offset 
by an enormously increased output from the mines • 

• 
• 

.. THE DEMAND FOR GOLD AS MONEY SINCE 1914" 

But-since 1914 arbitrary changes in monetary policy 
and in the demand for gold as money have been ~eater 
and more numerous than ever before. First caine the 
general abandonment of the gold standard by the' 
belligerent countries in favour of inconvertible paper, 
and the release of hundreds of millions of gold. By 
1920 the wealth value of gold had fallen to two-fifths 
of what it had been in 1913. The United States, which 
was almost alone at that time in maintaining a gold 
standard, thereupon started contracting credit and 
absorbing gold on a vast scale. In June 1924 the 
wealth value of gold was seventy per cent. higher than 
at its lowest point in 1920, and the amount of gold held 
for monetary purposes in the United States had grown 
from 12,840,000,000 in 1920 to $4>488,000,000. 

Other countries were then beginning to return to 
the gold standard, Germany in 1924, England in 1925, 
besides several of the smaller countries .of Europe. In 
the years 1924-8 Germany absorbed over boo,ooo,ooo 
of gold. France stabilised her currency in 1927 and 
i:e-established the gold standard in 1928, and absorbed 
over £60,000,000 in 1927-8. But meanwhile the 
United States had been parting with gold freely and her 
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~. 

holding hap fallen to $4,109,000;000 in June 1928. 
Large as' these movements' had been, they had not 
seriously disturbed the 'World value of gold. The price 
level, a~easured by the American wholesale index, 
had not, on balance, fallen appreciably between 1924 
and 192.8. ~ 

But~rom 1"929 to the present time has been a period 
of immeJlse and disastrous instability. Franc~ has 
added more than £200,000,000 to her gold holding, 
th9 United States more than $800,000,000. In the 
two and a half years the world's output of gold has b~n 
a little over £200,000,000, but a part of this has been 
required for the normal demands of industry. The. 
gold ,bsorbed by France and ~erica has exceeded the 
fresh supply of gold for monetary purposes by some 
£2.00,000,000. 

This has had to be wrung from other countries, and 
Aluch of it has come from new countries such as Australia, 
Argentina.andJlrazil, which have been driven off the 
gold standard aBCi -have used their gold reserves to pay 
their external liabilities, such as interest on loans payable 
in foreign currencies. 

According to' estimates furnished to the League of 
Nations Gold Delegation, the world's supply of monetary 

, gold has been as follows (in $ millions) : • 
D«..Hr.,., D«rroliw "30 

United States • 192 4- 4593 
France • • 1700 2099 
Other countries $149 5023 

Total 8773 11,715 -
Since the end of 1930 the United States holding 

has increased to $4964 millions and the French to 
$2292 millions. Allowance being made for an addition 
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of $200 millions from the mines, the gold in the rest of 
the world may be put at $4660 millions or $490 millions 
less than in 1913. -

France and the United States between ~em have 
absorbed the whole of the gold output of the past 
sev'!nteen and a half years (so far as not u~ed in industry) 
and LIOO,090,000 in addition. . . .. 

GOLD AND CREDIT CONTROL 

But it is not to be assumed without further in
vestigation that this absorption of gold has been the 

. direct cause of the dep1'ession. In so far as the demand 
for gold has caused a restriction of credit throughout 
the world, and the restriction of credit has caused a 
contraction of incomes, the absorption of gold is linked 
up with the depression. But the super-structure of 
credit in a modern community is built not directly on 
a foundation of gold; but on an intermediate sub
s~ructure of mOlley. It rests with the central bank 
(acting within its statutory limitations) to say how much 
money shall be built upon a given foundation of gold. 
The effect of the withdrawal of gold by one' group of 
countries from another depends upon. how the central 
banks of the latter group react. If they simply acquiesce 
in the loss of gold and maintain the same superstructure 
of money and credit on a smaller foundation of gold, 
the effect is nullified. In that case the absorption of 
gold by one group and the release of gold by the other 
together result in the demand for gold. remaining 
unchanged. 

If, on the other hand, when one group absorbs gold, 
the other resists the loss, that means that the central 
banks of the latter group will restrict credit. They will 
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endeavour to bring about a contI:.action of incomes, so 
as to reduce the demanci of their own people for goods 
in world markets. T{iis will tend to cause depression. 
If the causes tending to bring about the absorption of 
gold by-the first group are powerful, the depression 
caused may be intense. 

CRBDIT POLICY 1919-2.5 

To discover how far the existing depression~lls 
been caused by the French and American absorption of 
gold, we must turn to the course of credit policy In the 
countries concerned in recent years. . 

We no longer find London with an undisputed 
leadership in credit policy. Such has been the growth 
in the financial strength of the United States, that New 
York is in a position to participate with London on equal 
terms. 

On the other hand, no other centres are anywhere 
near exercising the same international influence as either 
of these two. The next in importance are not the great 
capitals, Paris and Berlin, but Amsterdam and the Swiss 
banking system. But it is only the "London and New 
York discount lIIarkets and money markets that can 
ever exercise a decisive influence on world credit. Of 
the two London still exercises the more extensive 
influence. There is a greater concentration of banks 
with foreign and colonial business in London, financing 
international trade allover the world through the 
instrumentality of. sterling bills. American mercantile 
business has not developed the same variety and world
wide extent as British. It flows in somewhat more 
specialised channels, and the banking business main
tains the same characteristic. American mercantile and 
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banking concerns have not fully assumed the British 
function of impartial intermediary all over the world. 

From the end of the war till 1925 London and New 
York were carrying on business with mutually-inde
pendent currency units. The dollar had been' restored 
to t,he gold standard in June 1919. The pound was 
not ,restored till April 1925. It was therefore possible 
for the two centres to carry out contrary credit policies 

. withobt coming into conflict. 
This did in fact occur. At first, it is true, America 

and. England alike were involved in the inflation of 
19 I 9-20, and resorted almost simultaneously to ruth
less . credit restriction in 1920-2 I. But New York 
relaxed the tension in 1921 before London, and enjoyed 
trade revival and rising prices in 1922 while depression 
was still nearly at its worst in England. 

Ever since the Bank Charter Act of 18++ came into 
operation, it had been the invariable practice of the Bank 
of England to treat trade depression with a low Bank 
rate and credit relaxation. In every trade depression 
without exception in the period from 18++ to 191+ 
Bilnk rate was lowered to 21 per cent. or even to 2 per 
cent. for lo.ng pe.iods. Sometimes cheap money pre
vailed uninterrupted for years as in 189+-6, sometimes 
it was broken inter' by the exigencies~f a crisis as in 
1878 or 188+. This resort to cheap money was strictly 
in accordance with the' theory of credit regulation. 
Depression is the result of an undue contraction of 
incomes and therefore of demand in terms of money. 
Cheap money is the means of inducing an expansion of 
~ncomes, for the lending operations.of banks generate 
Incomes. 

In 1922 the well-tried policy of cheap money was 
put into force. It was rather late in the day, for the 
wholesale price level had been reduced by half since the 
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spring of I9~o, and the number of unemployed had 
risen almost to :1,000,000. And Bank rate was not 
reduced below 3 per cent. Still, revival unmistakably 
made itself felt. 

Meanwhile, in the spring of I9~3, the J\.mericans, 
finding that credit expansion in their country had gone 
far enough and threatened to degenerate into inflation, 
reverted to restriction, and the divergence of policy 
between the two countries made itself apparent in a fall 
of the exchange from ""70 in March I9~3 to ... ·~O in 
January I9~"', The rise in Bank rate to ... per cent. in 
July 19:13 did not materially alter the situation, because 
the ... per cent. rate was not made effective in the market. 

But in the summer of I 9~'" the position was again 
reversed. The Americans, finding that they had done 
much more than counteract inflation and were lapsing 
into depression and unemployment, reverted to credit 
relaxation and cheep money. The English, unwilling 
to see sterling depreciate relatively to the dollar and the 
prospect of rc-establishing the gold standard recede, 
restricted credit and made the ... per cent. Bank rate 
effective. Depression vanished in America, productive 
activity rapidly increased, and the p,ice level rose. In 
England the policy of cheep money was abandoned, the 
revival of trad, was interrupted," and the exchange 
improved. • • 

At the beginning of 19~5 sterling was within 11 per 
cent. of gold parity, but British industry was still saddled 
with what came to be known as the • refractory million • 
of unemployed. Thus at the moment when the dollar 
and the pound had practically once more come together, 
American industrY was in the full tide of activity, while 
British industry was in a state of grave,depression, only 
less severe by the standard of the disastrous stagnation 
of January 1922, 
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CREDIT POLICY 1925-30 

The relative values of the pound and the dollar had 
been responding with an almost mechanical precision to 
the regulation of credit in London and New York. It 
was perhaps natural to suppose that what was wanted to 
bridge the small remaining gap between the pound and 
parity was a ·little extra pressure in London. . 

At the beginning of March 1925 Bank rate was 
put up to 5 per cent. At the end of April the free 
export of gold was re-established, and the return to the 
gold standard was an accomplished fact. . 

But there was here a miscalculation. So long as 
the pound sterling was an independent paper unit, it 
was possible to aH'ect the value of the pound relative to 
gold by restricting or relaxing credit' in London. But 
the restoration of the gold standard made the pound 
once more an international unit. 

The price level that was determined by credit 
regulation in London was the world price level. 
London, as I have already mentioned, was no longer 
the only centre concerned. The actual price move
ments in the wor"ld were the resultant of the credit 
policies of London and New York. Whenever London 
and New York pursued different p~licies this resultant 
would differ from' the effect of either policy taken 
separately. And credit regulation in London, while 
aH'ecting . world conditions, would, in general, aH'ect 
British conditions more directly and closely. 

H credit restriction started in. London, the resulting 
contraction in British incomes and British productive 
activity might be expected to be more marked than in 
those elsewhere': Under the earlier conditions, when 
the London market possessed the sole leadership, credit 
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restriction in London would soon "have been followed by 
credit restriction in all other centres; and the question 
whether there would be any dUJ:erential effect making 
con,traction relatively more severe in British industry 
would not have arisen. 

But in 1925 there was a definite divergence of credit 
policy between London and New York. Curiously 
enough each country adopted the policy appropriate to 
condi~ions in the other. In America, where trade was 
prosperous and prices were rising, cheap money was 
continued. In England, where trade was depressed, 
dear !lloney was imposed. The 5 per cent. Bank rate 
was continued by the Bank of England (except for one 
interval from August 6 to December 3, 1925) for two 
years. The rediscount rate in New York fluctuated in 
the same period between 31 and 4 per cent. 

The upshot was on the whole that the dear money 
policy prevai1ed. The depression in England remained 
unrelieved. The activity in America was perceptibly 
diminished. The index of manufacturing production, 
by contrast with the big increases which have been 
recorded at all times of prosperity since the war,. was 
practically stationary, rising from 105 in 1925 to 108 
in 1926 and falling again to 106 in 1927. The world 
price level was falling. The American index of wholo
sale'prices 1 fell from a high point-of 104'" in March 
1925 to 93' 7 in April 1927. The British Board of 
Trade index' fell from 16/i to 140 in the same period. 

These developments were extremely unsatisfactory. 
There had been some apprehension at the beginning 
of 1925 that the effort needed to maintain the pound 
at the level of purchasing power then corresponding to 
the historic gold parity would be folllld formidable. 
And possibly it would have been. . But the p1.J!Chasing 
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power of gold had since been raised by more than 10 per 
cent. The effort involved in maintaining' the gold 
standard was by so much greater. 

In 1927, however, the-situation was in some degree 
relieved. In the first place France was stabilising the 
franc, an~ was accumulating an enormous reserve of 
foreign exchange. The resulting demand for sterling 
and dollar bills lowj:l"ed market rates of discount.. In 
London the 5 per cent. Bank rate became ineffectiv.e . 

.. It was lowered to ... 1 per cent. on April 21, 1927, and 
that rate in turn became ineffective in May. For the 
rest of the yeat, it is true, pressure was exercised to make 
the ... t per cent. rate effective, but the rate itself was 
not raised. And meanwhile the policy of credit relaxa
tion in New York was intensified. The rediscount 
rate was not reduced below 3t per.cent., but lavish 
purchases of securities in the open market by the Federal 
Reserve Banks 'increased the supply of money. Manu
facturing activity began to revive. The fall in the 
price level ceased, and made way for a slight rise. 

,In England, however, there was no revival. The 
growing activity in America caused a disparity of con
ditions between America and Europe, and there resulted 
very large exports of gold from America, which went 
mainly to France but partly also to England. By 
June 1928 these elports. of gold had amounted to 
Lloo,ooo,ooo. 

This was the period of the great speculation on the 
New York Stock Exchange, itself the result of the un
exampled prosperity of American industry since 1922. 
The speculation and the loss of gold between them led 
the Federal Reserve Banks once.more to make a change 
of policy. The New York rediscount rate was raised 
by successive steps to 5 per cent. Guly 1928), and ~as 
made effective by large sales of securities by the Federal 
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Reserve Banks. For' the first -time since gold had 
resumed its function as an international standard, New 
York and London had ceased to pursue conflicting 
credit policies. They combined in a policy of Credit 
restriction and dear money. The United States ceased 
to lose gold, but the speculation continued and gained 
force, particularly in the closing months of' I 920 8 and 
then, after a quiescent interval, in the summer of 19209. 
England, on the other hand, began'to suffer an outflow 
of gold, mainly to France, but at times in 19209 also to 
the United States. The Bank of England raised its. 
rate to.sf per cent. in February 19209,.and to fil in 
September 19209, and the New York rate was raised to 
6 per cent. in August 19209. 

Meanwhile, credit restriction had already begun to 
produce its effect on industry. When business is active, 
there is invariabry found to be an interval of some 
months before its activity can be checked by dear money 
and other restrictive measures. That is bound to be 
so, because producers have an accumulation of forward 
orders to work through, and will not begin to slacken 
operations till these orders are completed. In the 
United States productive activity reached its maximum 
in June 19209. 

By October 192.9 it had begun to fall olf so palpably 
that the optimism of the speculators in Wall Street was 
cooled down. By the end of tha~ month the collapse 
of the speculation had started. 

With the history of the speculation and its collapse 
I am not concerned here further than to say that the 
psychological effect of the enormous paper losses sUS
tained was bound to intensify the reaction in trade and 
industry that had alread.y been in progress for sever&! 
months. I have explained the operation of the vicious 
circle of activity and the vicious circle of depression. 
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In 1929 a drastic credit restriction was applied to break 
the vicious circle of activity in the United Stales. That 
meant that, by restricting those lending operations by 
whicfi. '~ncomes are generated, the banks in America 
and England and all over the world caused a reduction 
of demand for goods and services of all kinds. The 
reduction of demand led to-a reduction of activity and 
of incomes and so to a further reduction of demand. 
The vicious circle of activity made way for the vicious 
circle of depression. 

That was just such a situation as had, in the period 
from 1844 to 1914, invariably been treated with cheap 
money. But this time there was an interval of hesitation. 
It was not till February 1930 that Bank rate was reduced 
below 5 per cent., or the New York rate below 41. 
Three months more passed- before Bank rate had come 
down to 3 per cent. 

DEADLOCK IN THE MONEY MARKET 

.. A moderate trade depression can be cured by cheap 
money. The cure will be prompter if a low Bank rate 
is leinforced by purchases of securities in the open 
market by the Central Bank. But so long as the 
depression is moderate, low rates will of_themselves 
suffice to stimulate borrowing. 

On the other hand, if the depression is very severe, 
enterprise will be killed. It is possible that no rate of 
interest, however low, will tempt dealers to buy goods. 
Even lending money without interest would not help 
if the borrower anticipated a loss on every conceivable 
use that he could make of thchnoney. In that case 
the purchase of securities by the Central Bank, which 
is otherwise no more than a useful reinforcement of the 
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low Bank rate, hastening the progress of revival, becomes 
an essentia!.condition qf the revival beginning at all. By 
buying securities the Central Bank creates money, ,w4ich 
appears in the form of deposits credited to the banks 
whose customers have sold the securities. The banks 
can thus be flooded with idle money, and given a new 
and powerful inducement to' find additional borrowers. 

Something like this situation occurred in the years 
189+-6. The trade reaction which began after 1891 ' 
was disastrously aggravated by the American crisis of 
1893. Enterprise seemed to be absolutely dead. Bank 
rate was reduced to ~ per cent. in February 189+, and 
remained continuously at that rate for 2j years. 

The Bank of England received unprecedented 
quantities of gold, and yet added to its holding of 
Government securities. Its deposits rose to a substan
tially higher total than was ever reached either before 
or after, till the outbreak of war in 191+.1 Nevb'theless 
revival was slow. The fall of prices was not stopped 
till 1896. But by that time the unemployment per
centage, which had exceeded 10 per cent. in the winter 
of 1893. had fallen to 3' 3 per cent. 

Since the war the Federal Reserve system of the 
United States has resorted freely to the policy of op;n 
market purchases of Government securities. It was a 
fctaturi of the credit relaxations in 1922, 192+ and 
1927. The same policy was followed at first in 1930, 
but after June of that year no considerable further 
purchases were: made till June 1931. The holding of 
Government securities was not raised beyond the point 
at which it had provided the member banks with the 
means of reducing their rediscounts to a minimUlll.; 
I ... 

l nu.;. atill_ ... oftor ......... lOr a boIaDce of .c_ Dr_ 
boiDc tied up lOr mUf _ilia iR ............ wi ....... paymmt of ........ 
iRcleamitJ from CbiDa ... Jopua. 
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Subsequent experience has shown that that by itself 
was not enough to restart the credit machine. Industry 
has ~becoriJ.e deeply entangled in" the vicious circle of 
depression. Prices have fallen and fallen. Unemploy
ment-has increased beyond all precedent. Those indus
tries which produce capital goods are in many cases 
employed to less than half (!apacity. Prices of primary 
products have fallen so low that a very large pro-

• portion of the production is being carried on at a loss. 
Debtors, public and private, all over the world are 
threatened with banbuptcy by the appreciation of the 
gold units in which their debts are calculated, or, as it 
appears to them, by the depreciation of their assets in 
terms of money. 

From May 1930 till the crisis of July 1'31 all 
the principal financial centres had cheap money. But 
this by itself was quite insufficient to overcome the 
reluctant:e of borrowers. The normal process 'by 
which lending generates incomes has been interrupted 
not, as in 192.9, by an impediment from the side of the 
lenders, but by an impediment. on the side of the 
borrowers. 

It is sometimes said that the depression cannot be 
d~e to a • scarcity of money' because, in the language 
of the money market, there is a • plethora of money.' 
But that only means that there is a plethora. of oJers 10 
lena money, or, in other words, an insufficiency of offers 
to borrow. '(0 generate money, lenders and borrowers· 
must combine, and the process may be interrupted by 
~n insufficiency of either; 

The decisive step was the credit restriction adopted 
by London and New York in 192.9. Mter the Wall 
Street crisis the further progt'bs of the depression no 
longer depended on any active intervention from the 
central banks. Provided they remained simply passive, 
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the vicious circl~ was boUnd to go on magnifying the 
effects cumulatively. 

And it is not true without qualification to say that 
they remained simply passive. The Bank of England 
made persistent efforts to make Bank rate effective in 
the first three months of 1930, and again in the first 
four months of '1931. That meant keeping down its 
holding of securities with a viey;r to cutting short the 
bankers' deposits, and so reinforcing the unwillingness 
of traders to borrow with an unwillingness of bankers 
to lend. " 

EFFECTS or THB ABSOllPTION or GoLD 

If.it be asked how far the absorption of gold by 
the United States and France is to be regarded as the 
real cause of the trouble, this can only be decided by 
considering the motives by which the centrlll. banks 
have been guided in their policy of restriction. The 
transition of New York from credit relaxation to credit 
restriction in 1 9~ 8 was induced, in part at any rate, 
by the preceding outflow of gold. The French imports 
of gold were already beginning, but some of the ~Id 
went also to England. By the time of the Wall StrCet 
crisis in October 19~9, the United States had only 
recoVered a part of the gold lost in 19~7-8. France, 
on the other hand, made a definite reversal of policy 
in regard to gold in 1929. The Bank of France 
reduced its holding of foreign exchange by 6 milliards 
(£ ... 8,000,000) in the first four months, and in the 
course of the year acquired 10 milliards (£80,000,000) 
of additional' gold. This was more than could be 
supplied from the new output of the mines, and the 
result was to reduce the reserve of the Bank of England, 
which always feels the first impact of any demand 
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for gold. The reduction of the Bank's gold from 
1)63,000,000 in June 1929 to 1)32,000,000 in 
September was the immediate cause of the rise of Bank 
rate to 6f per cent. 

Mter the Wall Street crisis the United States began 
to lose gold again. The gold went mainly to France 
and England, and enabled the Bank of England to 
build up its gold to 1) 50,000,000. But this movement 
only lasted a few weeks, and from the beginning of 
1930 the United States began to receive gold again. 
In May 1930 the French inflow of gold, after a short 
interruption, was also resumed. 

As I have. already mentioned, the gold absorbed by 
them was supplied in part by exports from debtor 
countries, which had suspended the gold standard. 
Japan also contributed. From January 1930 to May 
1931 countries outside Europe and North America 
lost in the aggregate over 1)00,000,000 of gold. It 
may be that, if the contraction of credit had been less 
violent, these countries would not have parted with their 
gold, that in that case the whole brunt of the French 
ahd American demand would have fallen on London, 
and that the Bank of England would in allf case have 
refused to part with 1)00,006,000 more of its gold 
without resorting to a severe credit restriction. 

If that is so, then the absorption of gold made 
credit restriction inevitable. The vicious circle of de
pression merely relieyed the Bank of England from the 
necessity of imposing a high Bank rate. 

And in a way it is obvious that a scarcity of gold is 
in some sense at the root of the matter. For if the 
depression arises from the shortage of demand, and 
demand is the amount of money offered for goods, 
then, since money means gold, the shortage is in the 
amount of gold offered for goods. The fall in the 
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prices of goods is identical with -a rise in the value of 
gold. The value of gold has been raised by the 
additional demand emanating from France and America. 
If other countries had refused to contract credit iii face 
of this additional demand, but had nevertheless main
tained the gold standard, they would have lost gold. 
In other words, they would have contrived to keep down 
the value of gold by releasing an additional supply to 
balance the additional demand. 

Many people hesitate to accept the monetary 
explanation of the depression, because they cannot 
believe that it can account for effects of such startling 
magnitude. They do not allow for the potency of the 
inherent instability of credit. 

The economic system of the world is built up on 
the pecuniary motive. Money is the nervous system of 
industry. People produce for profit. Credit restriction 
tampers with the free flow of money. The shrinking of 
demand impairs the operation of the pecuniary motive 
and produces paralysis. 

The pecuniary motive is as essential to economic 
activity as the disciplinary motive to the functioning of 
an army. In 1917 the Russian army was reduced to 
powerlessness because the disciplinary motive was de
stroyed by the revolution. In the same way industry 
has been brought to a standstill allover the world through 
interference with the money motive. 

• 

DISPlllTiES 

It is well to understand clearly how far-reaching are 
the consequences of a contraction of demand. It affects 
different industries in different ways, and so causes 
striking disparities among them. 
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The first symptom of contracting demand is a decline 

in sales to the consumer or final purchaser. The orders 
given to manufacturers fall off, and they reduce output. 
It is worth while for a manufacturer to make price con
cessions in order to keep his plant as nearly as possible 
fully employed. But these price concessions are made 
tentatively and gradually. Any manufacturer who 
carries them beyond what the circumstances require 
will lose the more lucrative orders by taking the less. 
Nor will price concessions in the wholesale market 
stimulate demand at all until they are passed on to 
the consumer. And here there may be considerable 
delay. 

It is therefore true to say that in manufacturing 
industry, not only the first impact bf a decline in demand, 
but its predominant effect for a protracted period is a 
reduction of output, accompanied by unemployment 
and by an encroachment of overhead costs on profits. 

On the other hand, the producer of primary products, 
foodstuffs and raw materials, does not in general adjust 
hill output to orders given beforehand. .ID the case of 
agricultural products particularly, the character of the 
production is determined from season to season, and a 
decline of demand is met in the first instance not by a 
reduction in output but by a reduction of price. A 
reduction of price may lead to a reduction of output in 
the next season. But in 'the case of crops a reduction 
in the acreage of one crop usually means an increase in 
the acreage of others. When demand as a whole falls 
off, and the prices of all crops decline, there is not likely 
to be a very drastic reduction of the total acreage under 
crops. 

The demand for primary products is apt to be in
elastic, in the sense that price concessions do not elicit 
a proportional increase in sales. That is notoriously 
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the case with cereals. And it is bound to be so also 
with all forms of raw material, because the further 
removed a process is from the final sale to the consumer, 
the less will a price concession on that process affect 
the price charged to the consumer. When the price 
of raw cotton falls from 8 d. to 4d., the effect on the price 
of yarn is very considerable, on the price of cloth less, 
on the price of a finished garment much less again. 
When the price of rubber falls, the effects on tyres may 
be perceptible, but the effect on the cost of a car is very 
small. 

Thus when demand contracts. the incomes of the 
manufacturing population and of the agricultural popu
lation of the world will both fall, but whereas in the 
former the fall will at first, at any rate, be mainly due 
to reduced output, in the latter it will be mainly due to 
reduced price. 

Retail prices are the most recalcitrant. The retailer 
will acquiesce in a decline in sales for a long time before 
he will try to correct it by reducing prices. The whole
sale dealer also will not take the initiative in cutting 
prices to stimulate sales, at the cost of reducing his 
profit margin. Price concessions originate with pro
ducers and particularly with those producers who have 
either heavy overhead costs or a long production period. 
The agricultural producer is a particular case of this 
principle, and there may be wide disparities between 
one manufacturing industry and another. 

Disparities also arise from differences in the character 
of the demand for the products of different industries. 
When there is a reduction of incomes, and prices remain 
unchanged, the effect is the same as if incomes had 
remained unchanged and prices had risen. The falling 
off of sales is greatest among luxury goods and those 
for which the demand is • elastic,' and is least among 
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necessaries and those for which the demand is • inelastic.' • 
The falling off also tends to be greater among relatively 
durable goods, such as clothes, of which the replace
ment can be postponed a little than among goods, such as 
food, which are destroyed by the act of consumption. 

Whenever there is delay in reducing prices to the 
point at which consumption keeps pace with output, an 
accumulation of goods in stock begins. Accumulations 
of finished goods are usually kept within narrow limits, 
for dealers do not order more goods than they sell, and 
manufacturers are reluctant to produce for stock. But 
big accumulations of foodstuffs and raw materials are a 
conspicuous feature of trade depression. 

SAVINGS AND CAPITAL OUTLAY 

The case of the producers of capital goods requires 
separate consideration. The demand for capital goods 
is determined by the amount of investible funds becoming 
a~lable. Investible funds consist primarily of savings 
Dill Df income, though they may be reinforced by bank 
advances to stock jobbers or speculators, or may be 
diminished through the repayment of such advances. 

We are supposing a credit contraction to be in 
progress, and it may be assumed that the bank advances 
to the Stock Exchange are being curtailed, or at any 
rate actively discouraged, along with the rest. The 
supply of savings therefore will not easily be supple
mented by bank advances. 

Now in any community the main source of savings 
is likely to be the traders' profits, taken in the widest 
sense to include industrial, commercial and financial 
profits. The rentier, whose income is composed of pure 
interest, has little motive to save, because his income is 
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.already secured independently of his personal exertions, 
health or life (except for the encroachments of the tax
gatherer). The recipients of salaries and wages have a 
motive to save, but can spare but little. It is the profit 
makers who have incomes that are Jarge, precarious and 
jlllcltJating, and wllo have both the means and the motive 
to save. 

And the main impact of a trade depression is on 
profits. First the restriction of output diminishes the 
margin available after meeting overhead costs. Then 
there follows a fall of prices; which diminishes the 
proportion of profit to output, unless costs are reduced 
by cuts in wages or other means. Costs probably are 
reduced, but the shrinkage of demand and the fall of 
prices are progressive, and while they continue, the 
reduction of costs is likely to lag far behind them. 

The result of reduced profits is reduced savings. 
The owners or partners of firms, unable or unwilling 
to effect drastic economies in their personal expenditure, 
leave less of their profits in the business. Companies, 
in the effort to maintain dividends, or not to reduce 
them too severely, make smaller payments from profits 
to reserve. Some businesses draw on past reserves to 
keep up their dividends, and some are carried on at an 
actual loss, encroaching on capital even when they make 
no distribution at all. 

The incomes of shareholders and other profit makers 
are reduced in spite of these devices, and they in tum 
save less out of their incomes. The stream of money 
seeking investment through the Stock Uchange is 
diminished. The market becomes less favourable to 
new capital issues. Underwriters of new Hotations 
become overburdened, and issuing houses become 
reluctant. If the new issues are not cut down fast 
enough, th' market has to hold the excess with additional 
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bank advances, and is exposed to all the pressure that 
the banks are exerting in order to contract credit. 

Since profits fall more than in proportion to prices, 
and savings fall more than in proportion to profits, the 
reduction in capital outlay is likely to be very heavy 
indeed. Capital outlay employs the industries engaged 
on constructional and engineering work, and it is well 
recognised that they and the industries providing them 
with materials (e.g. metals) are particularly susceptible 
to trade depressions. Recently the steel industry of the 
United States has been working at less than one-third 
of capacity. 

But the shrinkage of capital outlay causes disparities 
in the effects of depression not only on different indus
tries, but also on different localities. Under normal 
economic conditions a considerable part of the capital 
outlay of the world is incurred in new countries, where 
natural resources are in course of development, popula
tion is being swollen by immigration, the means of 
transport are being extended to new districts, cities are 
be,ing founded and enlarged with all the consequent 
expenditure on buildings, public utilities, etc. Since 
the greater part of the savings of the world comes from 
the old countries, where the profit makers are concen
trated in the great commercial and financial centres, 
there must be a flow of investment from the old countries 
to the new. 

The import of capital has a favourable effect on the 
balance of payments of the new countries. As explained 
above, it is an invisible e~ort, an export of securities. 
When depression brings about a collapse of profits, the 
supply of savings in the old countries is cut short. 
Investment has to be cut down everywhere, and invest-' 
ment in the new countries undergoes its share of the 
process. The! result is a big decrease in the flow of 
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capital from the old countries to the new. Th~ 
balance of payments of a new country is adversely 
affected by this reduction of an invisible export, and 
it is compelled to restrict incomes all the more 
severely. 

Since the new countries, besides being international 
borrowers, are also exporters of primary products, and 
since the primary products suft'er the heaviest reductions 
of prices, these countries are doubly affected by the tra.de 
depression. That is why so many of them have been 
driven off the gold standard, and have found the greatest 
difficul ty in discharging external liabilities. 

ENTERPRISB AND CONFIDBNCB 

Concurrently with the shortage of savings there is 
another aspect of depression which affects capital out
lay. Capital outlay is incurred with a view to future 
interest or profit. When demand contracts, the prospect 
of profit from a given enterprise is lessened. A large 
part of capital outlay is devoted to extending the capacity 
of industries of which the output is failing to keep pace 
with demand. Under normal conditions most in
dustries require such extension, if only on account of 
the natural growth of population. But when demand 
suft'ers contraction, the need for extension is diminished 
or entirely suspended. At a time of depression, there
fore, not only do savings fall off, but enterprise also 
dwindles. When this occurs the investment market 
has the less difficulty in restricting capital issues to the 
available savings, and may even be found trying to 
tempt promoters to bring out more capital issues to use 
up savings. 

On the. other hand, it must be kept in. mind that 
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capital outlay is not applied exclusively to extensions of 
capacity. It is constantly required for improvements in 
industrial plant and equipment, which reduce costs, 
replacing obsolete equipment and often displacing 
labour. However depressed markets may be, it is 
worth while for those industrial concerns that are 
employed to reduce their costs. Capital outlay of this 
class is encouraged by an investment market favourable 
to new flotations. 

Yet another complication arises in the capital market 
in that depression impairs confidence in borrowers. 
The fall)n prices means a depreciation of debtors' assets 
in comparison with their liabilities. To put the same 
thing in another way, the appreciation of money increases 
the burden of debts • 

• In the case of a commercial or industrial concern the 
position is obvious enough. The market valuation of 
stocks of commodities falls. The valuation of the fixed 
capital of industry or agriculture is reduced in propor
tion to its profit-earning power. Overdrafts, debenture 
de9ts and mortgages remain fixed in money, while the 
moOney ~ue of the assets on which they are secured 
becomes less and less. Concerns previously solvent and 
prosperous find their net value a negative quantity. 
Others, which still have a balance on the right side, 
cannot make a good enough showing to satisfy intending 
lenders. Experience of thIS drift into bankruptcy makes 
lenders more exacting. 

In the case of Governments and public authorities 
the same process is at work. Incomes are contracted, 
and taxable capacity decreases. A falling revenue is 
available to meet a public expenditure which usually 
includes a large proportion of items fixed by contract 
in money and others which it may be difficult to alter. 
The strain may become so great as to threaten default, 
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especially where there are weaknesses in the political 
situation. 

It is conceivable that the restriction of capital outlay 
combined with the distrust of borrowers might result 
in new flotations falling short even of the restricted 
supply of savings available at a time of depression. 
The excess savings will either be applied to buying 
existing securities and so extinguishing part of the 
bank advances to the Stock Exchange, or be simply 
held idle in balances. In either case so much income 
as the excess savings represent will have failed to 
materialise in demand for goods at all. This is really 
a phase of the vicious circle. The depression causes 
a reluctance to invest, and the failure to invest intensifies 
the depression. 

The accumulation of idle deposits has occur~d 
both in England and in America, but not on so great a 
scale as to result in an actual i1fcrtas, in deposits; it 
has merely retarded the tltcrtast required to bring them 
into the accustomed proportion to incomes, turnover 
and prices. The banks in which the idle deposits are 
placed are apt to cover them with purchases of invest
ments in the Stock Exchange on their own account. 
The result is to reduce still further the bank advances 
to the Stock Exchange; it makes the market more 
favourable to new issues and so tends ultimatdy to 
counteract the reluctance to bring out new issues. 

But it is safe to say that the main cause of the decline 
of capital outlay is the decline of savings. The reduction 
of openings for investment is no~ such as to leave a part 
of the exiguous stream of savings unused. Nor if 
savings increased would the market fail to find capital 
outlay to employ them. 

It is very important not to confuse the two quite 
distinct questions of investment and the .creation of 
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credit. By investment is meant primarily the acquisition 
of permanent capital assets or securities out of illcome. 
It is the process by which savings out of income are 
applied (mainly through the intermediary of the Stock 
Exchange) to increase the capital equipment of the 
community. 

If investment of savings is supplemented by funds 
lent by banks, a creation of credit occurs. But that is 
because the acquisition of allY asset by /lads involves 
the creation 'Of new bank credit. Investment securities 
provide a very convenient vehicle for the creation of 
credit, because they can readily serve as collateral for 
bank advances. But investment is quite a distinct 
process from the creation of credit. 

WAGES AND PRICES 

Of all the disparities that arise out of a collapse of 
demand, perhaps the most fundamental is that between 
wages and prices. ~hrinkage of sales is met partly by 
reduction of output and partly by reduction of prices. 
The obstacle to the reduction of prices is that, so long 
as costs remain unchanged, the entire loss falls on profits. 
Production is curtailed, because producers cannot get 
a price which will yield them a profit. If wages are 
reduced, a price previously too low will become remun
erative. If wages were reduced in proportion to the. 
previous reduc~ion of prices, and the disparity between 
wages and prices wholly eliminated, profits 'would 
become normal and industry would be fully employed 
again. 

This requires that the fall of wages should Dvertale, 
the fall of prices. If the fall of wages starts a new fall 
'Of prices, so that the former process continues to lag as 
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much as ever behind the latte" nothing- is gained. 
Whether this happens will depend mainly on the action 
taken by the banking system. 

In practice we have to consider the credit policy of 
one country in an international system. The external 
price level appears to the country as a given fact, and 
credit regulation has to be applied to prevent incomes so 
expanding as to attract an excess of imports. If wages 
are reduced, a given total of incomes corresponds to a 
greater volume of employment.1 The internal price 
level falls, and the production and consumption of home 
trade products are both increased. but so long as there is 
'flo change in the external price level or in the total of 
incomes in terms of money, there will be no increase in 
the consumption of foreign trade products. 

If there is no change in the external price level, 
however. the production of foreign trade products 
(whether exports, or goods competing with imports) 
becomes more profitable, and is likely to be stimulated. 
The result will then be a favourable balance of payments, 
and an actual IX1t1l1sioll of incomes becomes possible. 
If the banking system allows this to occur. there will be 
a still further improvement in demand and employment. 
Alternatively there will be imports of gold. 

Thus a relatively moderate reduction of wages may 
bring a very substantial increase in productive activity, 
provid,d a similar reduction of wages does not occur 
in other countries. In fact when one country lowers 
wages relatively to the others, it gains a competitive 
advantage and shifts part of the burden of depression 
from its own shoulders to theirs. France emerged in· 
19~7 from the devaluation of her currency with Yages 

1 It 10 oI\m 0IIIIIII0d that. nductioD orwac--roy __ • nd1ldiaA 
or u._ and tbon£ore of demand. But that 10 !lOt... III tile lint iaatan .. 
"bat wac-Iooe pzofill p.iJa. Tho income ....... pzofill fuDioboo ........ ;
.. much .. tba income ............. 
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relatively very much lower than in England, Germany 
or America. Even in 1930, when they had been rising 
steadily for three years, they were only 48 per cent. 
higher than in 19II (in terms of gold), whereas in 
England they were 70 to 75 per cent. higher than in 
1914. The increase was somewhat less in Germany 
than in England, but still much greater than in France. 
In the United States wages were more than double 
what they had been before the war. The result was 
that while the other three countries were suffering from 
unemployment on an unparalleled scale, France escaped 
with a very mild attack. 

But it cannot be assumed that anyone country wiif 
be able to reduce wages faster than its neighbours. 
When one sets the example, employers in alI competing 
countries are at once supplied with a new and formidable 
argument for extracting similar concessions from their 
own workpeople. 

If we suppose all industrial countries to reduce 
wages together, no one of them will gain a favourable 
bljiance of payments at the expense· of the others. 
But the prices of foreign trade products can no longer 
be Fegarded as given and fixed. They will fall, and 
there is no certainty that they will not fall so far as to 
nullify the advantages of reduced wages. Producers 
will, no doubt, offer price concessions as an inducement 
to dealers in commodities'to order more. But·the price 
conc-.essions will be less than in proportion to the reduction 
of costs (since the producers will hope to get back nearer 
to normal profits), and it may be that dealers, counting 
on larger price concessions, will hold back. It is a 
matter of chance whether the vicious circle is broken, 
unless the banking system intervenes. The reduction 
of costs may give a specially favourable opportunity for 
intervention, but the decisive action still rests with the 
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banking system-that is to say, with the central banks 
of the world. 

And that being so, it may fairly be asked, Why should 
the central banks wait for a reduction of wages before 
taking action? If the world price level has been 
irrlVocalJly reduced, and is never to increase again, the 
price level of labour must sooner or later be adjusted. 
to the price level of goods. The various disparities 
must somehow be eliminated, so that once again the due 
relation is established between wholesale prices and 
retail prices, between prices of primary products and 

"prices of manufactures, between wages and profits. In 
'that case the reduction of wages is a question that had 
better be grappled with once and for all. 

But the central banks are by no means in a position 
to say that the world price level has been irrevocably 
reduced. 

Those who take the view that the world price level 
is determined by something beyond human control 
cannot take upon themselves to say what the future will 
bring. Those who take the view that the world price 
level is determined by the action of the central banks 
themselves, will hardly say that those banks either should 
or will stereotype the existing price level indefinitely. 
The fall in the price level is still so recent that the 
adjustments required to re-establish the relativities of 
wages, prices, profits, etc., have hardly begun. It is 
impossible to say within a very wide margin what 
reduction of wages is required, whether I S per cent. 
will be enough, or whether it must be 40 per cent. 
Even when the economic level of wages is assumed to 
have been settled. the increase in the burden of debts 
opens an appalling gulf of bankruptcies and budget 

. deficits to be bridged. 
Those who contend that wages should be adjusted 
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to prices _ rather than prices to wages are like Grock 
moving the piano up to the music stool instead of the 
music stool to the piano. 

A FUTURE RECOVERY OF PRICES 

There are very good grounds for thinking that, even 
if central banks wash their hands of responsibility and 
leave matters to drift, there will still be a very marked 
recovery of prices. 

The vicious circle of depression cannot go on 
unbroken for ever. The inherent instability of credit 
is itself a guarantee of that. Alongside the deflation 
bacillus there is always latent the inflation bacillus. For 
the time being the former is at work unchecked. But 
eventually the chapter of accidents is certain to favour 
its rival. 

It may be contended that when that occurs the 
central banks can prevent it. If they stick at no 
sacrifice, they can, But it does not follow that they 
'*ill. The very same state of mind that makes them 
acquiesce in depression will make them acquiesce in 
-expansion. 

Depression leads to a stagnation of money and bank 
, ~edit. They both circulate more slowly, so that with 
given stocks of gold and of money, and with given 
proportions between bank credit and money, the total 
of incomes is less than normal. When revival comes, 
incomes can expand, output increase -and prices rise, 
without a proportional addition to money or to bank 
credit, and perhaps for a time without any addition at all. 

The existing absorption of gold in France and the 
United States is undoubtedly in certain respects ex
ceptional. In the case of France it is mainly attributable 
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to the narrow limitations imposed by law on the character 
of the assets that may be held by the Bank of France. 
The Bank of France is precluded from buying Govern
ment securities or any similar investments in the market, 
and the power given to it in 1 9z6 to buy foreign exchange 
was withdrawn in 19z8. Apart from a few other classes 
of assets of minor importance, it is restricted to holding 
either bills with two French signatures or gold. The. 
lupply of eligible bills is very limited, and the trans
actions out of which such bills arise cannot be increased 
at will.1 The result is that since 19z8 any increase in 
the liabilities of the Bank of France has had to be covered 
by gold to an equal amount. 

As a result of the preceding years of inBation, the 
monetary circulation of the country was much below 
normal in 19z8, and the note issue of the Bank of France 
has increased since then by zo milliards (,lI60,ooo,ooo). 
But the Bank's liabilities have also been increased at 
times by an accumulation of Government balances (at 
present 9 milliards or 1.7z,ooo,ooo. though they have 
sometimes been as high as 14 milliards) and, since the 
German crisis began in June 1931, by a great increase 
of private deposits. 

In the future it may be expected that the deposits 
at the Bank of France will be much less than at present. 
And revival of business is likely to lead to an increase 
in the supply of bills eligible to take the place of gold 
among the Bank's assets. • 

In the Federal Reserve Banks of the United States 
there is likewise an excessive accumulation of gold. As 
the result of numerous bank failures the monetary 
circulation has been abnormally increased. It is not 
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merely that people are led to hoard money by distrust 
of banks, but in some outlying districts banking facilities 
within convenient reach have become restricted. The 
gold cover is also much greater than need be. It is 
true .that the holding of eligible bills as cover for the 
Federal Reserve note issue has fallen (partly as the result 
of depression) to a very exiguous total, but even after 
the whole of the balance of the note issue has been 
covered with gold there is still left $2000 millions of gold 
to be held against the $2500 millions of deposit~. 
These deposits require by law a reserve of only 35 per 
cent. or $ 8 75 millions, and they are almost entirely 
composed of the statutory reserve deposits of member 
banks which practically cannot be considerably reduced. 

. It is difficult to conceive of any good reason for holding 
t)IOOO millions of idle gold, which could be released 
. 'without difficulty, if the Federal Reserve Banks chose 
to replace it by Government securities bought in the 
market. Even half that amount might well be enough 
to start credit expansion and trade revival throughout 
the world. 

. Thus, far from there being a real scarcity of gold at 
the present time, there is a big redundancy, which is 
likely to make itself felt in two or three years in a rise 
of the world price level. 

OvEil-PilODUCTlON 

It is sometimes argue'd that the collapse of the price 
level is not due to monetary causes at all, but is merely 

,.the natural consequence of the increased productivity 
made possible by modern technological progress. Less 
is heard of that argument now thall in the early stages 
of the depression when the falr 'of prices was still 
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relatively moderate, but it has not been entirely 
abandoned. The answer to it is simple; In so far as 
the fall of prices is due to improved methods of pro
duction, "0 reduction of wages or of other costs is' 
required for the maintenance of equilibrium. In.l 929, 
when productive activity was at its height in the United 
States, wages were 120 per cent. higher than in' 1913 
while commodity prices were only So per cent. higher. 
The difference indicates the magnitude of the improve
ments in production. But the fall of prices by 30 per 
cent. in the two years th'at have since elapsed has nothing 
to d~ with improvements. Or at any rate their con
tribution to it is quite insignificant. 

But suppose, for the sake of the argument, tli.at the 
trouble does arise from over-production, that the o"{er
development of the areas in which such producta 1Was 
wheat, coffee, rubber or sugar are grown has led to tEt 
accumulation of enormous redunaant stocks, that ove!'
investment in certain manufacturing industries has 
increased their capacity far beyond the absorptive power 
of their markets. To what remedies, what practical 
measures will this interpretation of the situation point? 

One answer that is given is the Rationalisation of 
Industry. The solution offered is the ruthless closing 
down of the less efficient or the obsolescent concerns, 
and the concentration of production in those fit to 
survive. The latter. relieved of the desperate com.
petition of the former, will then be enabled to '!nake a 
profit. Output will be diminished and the selling price 
raised, and at the same time ft>sts will be reduced. 

But what sort of remedy is this? The complaint 
is that in consequence of over-production industry is 
under-employed. and capital and labour alike are out or 
work.. And it is proposed to throw more capital and 
more labour out of tiork I 
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But that is not tiu! only form of rationalisation 
recommended. There may be a general overhaul of an 
industry with a view to increasing its efficiency; and 
leading not to a smaller but .to a larger output. A 
curious way of dealing with over-production ~I The 
proposal, however, is not quite so illogical as it appears. 
If anyone country can make its industries more efficient 
than those of its competito~, it can take away business 
from them, just as it could by reducing wages relatively 
to theirs. But of course there is nothing to prevent 
them from taking similar measures, and, if they do, 
there results precisely that over-development of certain 
industries which was assumed to be the cause of the 
trouble. 

It is not to be inferred that increased efficiency 
is undesirable, but that over-production is not the 
cause of the depression. Over-production may well be 
troubling somll industries. And, if so, rationalisation 
may well be the appropriate treatment. Either let 
superfluous plant be scrapped, or let efficiency be so 
improved that the product can be supplied at a real cost 
lOw enough to elicit an adequate new demand. But 
this has litde or nothing to do with the remedial measures 
required for the general depression. 

Again, rationalisation may be 'very much in point 
-for British industries which are suffering from intensified 
.foreign competition. If, they really have been falling 
behind-in respect of efficiency, and if the way can really 
be shown by which they can make up the lost ground, 
it is highly desirable that-they should take it. But to 
recommend' more efficiency' in the vague as the remedy 
jor our economic troubles is as helpful as to recommend 
good health as the remedy for a want of doctors. 

And in considering plans for rationalisation it is 
important to bear in mind that the demand for the 
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products of all] industry under' present conditions is 
below normal. It is most unwise to start adapting the 
productive power of an industry definitively to a reduced 
demand, when in a year or two trade revival is likely to 
increase the demand to an indefinite extent. 

To arrive at a measure of normal demand in any 
industry, we must consider what the situation would be 
if all industries were fully employed, and the profits 
in all were normal. That does not mean that every 
industry is to be employed up to capacity. There is 
so much surplus capacity in most manufacturing indus
tries~that the available supply of labour would not 
suffice to man them all at the same time. But our 
hypothesis requires every workman to be employed on 
full wages, and the employers on the whole to be making 
normal profits, even if some concerns are under
employed or altogether idle and making an inadequate 
profit or incurring a loss. 

That is to assume that the existing shortage of 
demand is completely remedied. If it is the case that 
there has been an inequality of development of industries, 
the result will be that those which have been over
developed will find that they cannot sell all their output, 
while the others will find that their output cannot keep 
pace with demand. There need not be any unemploy
ment, except so much as is incidental to workpeople 
changing from one job to another. The over-developed 
industries will have a part of their plant unemployed, 
but there will be a demand for the labour displaced in 
the under-developed industries, which must first extend 
their equipment and will then employ more hands. 

The unequal development of industries is not .. 
cause of depression at all. If the over-developed 
industria threaten to engender the deflation bacillus, 
the under-developed industries threaten to engender 
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the inflation bacillus. It is the behaviour of the banking 
system that decides which of the two is to prevail. At 
the outbreak of war in 19 I 4 a huge transfer of productive 
activity from one set of industries to another became 
urgendy necessary. A very great part of the equip
ment and labour of the peace-time industries became 
redundant, and the war-time industries had to be hastily 
expanded. In that case the inflation bacillus was so 
stimulated that all the benevolent schemes for assisting 
the unemployed broke down from scarcity of labour. 

Mter allowance has been made for the disparities 
which I have already shown to be the natural result of 
depression, it is not at all clear that the over-development 
of particular industries is in any degree more prevalent 
or more serious than it has usually been. And even if 
it is, the natural process by which inequality of develop
ment remedies itself cannot begin to operate till the normal 
relation between prices and wages has been restored, 
and those industries which ,have been insufficiendy 
developed are enabled to feel the excess demand for 
~ir products. The restoration of monetary equilibrium 
is the essential first step. 

Theoretically there might be a real general over
production in the sense of a satiety of human. wants. 
We need not suppose satiety to reach the stage at 
which people would not. wish to consume additional 
goods of any kind even if available at no cost at all. 
But output may outstrip needs to the extent that the 
working population would prefer to work shorter hours 
and have wages reduced in proportion, because the 
additional income is not in their opinion worth the 

"additional effort. When this occurs, the right measure 
clearly is the appropriate shortening of hours. And 
hours are from time to time shortened, thougl1, owing 
to the general increase in productivity, ne proportional 
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reduction of real wages' is . ~ly involved. But a 
shortening of hours beyond what the workpeople desire 
on these conditions does not offer a means of escape 
from a trade depression. Nor does any' form of short 
time. It merely gives a different form to the un
employment caused. This form may be more tolerable 
to the individual workman than intermittent spells of 
complete unemployment, but it does nothing to break 
the vicious circle. Contraction of output still means 
contraction of incomes and therefore contraction of 
demand. 

There may be a general over-production of factory 
products. Modern methods of mass production tend 
to produce this result. Satiety of demand for such 
products might be reached, and the result might be the 
displacement of a large amount of redundant labour. 
But this does not happen sudde"ly. It has been 
happening visibly in the United States ever since the 
war. The numbers employed in factories have been 
shrinking, not merely 'in proportion to population 
but absolutely (this quite independently of any un
employment such as has occurred in the last two years). 
Simultaneously the numbers employed in distribution 
and in rendering all the multifarious individual services 
that sub~erve the purposes of modern civilisation have 
been growing. It may be mentioned that in this division 
of tendencies agriculture is to be classed with manu
facturing. Labour in agriculture is being displaced by 
machinery. 

The tendency of the population to move out of 
fact9ry work into distribution and its miscellaneous 
occupations is visible in this country also. But it is 
less measurable, because we have had no period of norma1 
manufac&uring prosperity since 192.0. 

It would ,be a mistake to regard the change as a 
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matter of regret. Th}"movement cannot be anything 
but gradual, and so long as that is so it need not cause 
any unemployment or distress. The new occupations 
of the population are probably on the whole preferable 
to the old. We may be approaching a state of society 
in which the mere production of any desired commodity 
becomes almost as easy and cheap as picking it up from 
the ground, and all the hard work will be put into the 
business of discovering the needs of consumers, specifying 
the appropriate products, and then (after they have 
been produced and transported) making them available 
for sale. 

ACCUMULATION OF STOCKS 

Yet another form of over-production is the accumu
lation of excessive stocks of goods. This is a very real 
cause of dislocation. It could not amount literally to 
universal over-production, because a part of production 
consists of services rendered, of which it is not possible 
to accumulate a stock. But if there were excessive 
stlicks • in hand of every material commodity, then 
all producers of such commodities might be under
employed. 

That might occur, and, if it did, what woutd be the 
remedy? The worst possible course is to let the 
vicious circle of deflation' gain a hold. If production 
is damped down, demand contracts with it, and the 
stocks which were already redundant become still more 
redundant in proportion to the reduced consumption. 

All possible steps ought to be taken to encourage 
the creation of credit and so the maintenance of demand. 
The ultimate cure is to be found in the redundant stocks 
being sold off at less than replacement value,. through 
the holders' desire to save the cost of storage and interest. . 
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But in practice what we have- to deal with is not an 

excessive accumulation of stocks of all material products, 
or of anything like that. There is no redundancy at 
present of stocks of manufactured goods. In fact these 
stocks are probably below normal. The excess is 
entirely in the stocks of primary products. The excess 
may be reduced by a restriction of output of the products 
in question, but what would be far better would be a 
restoration of activity in manufacturing industry. It is 
manufacturing industry that provides the demand for 
the primary products. So long as the demand from 
the finat purchaser for manufactured goods is con
tracted., great sacrifices of price on the primary products 
have but little effect in stimulating demand for these 
latter. The demand for manufactured goods depends 
on incomes. If incomes expand, and sales of manu
factured goods expand, the demand for primary products 
becomes normal. It may be that, in some cases at any 
.rate, stocks will still be redundant even in proportion 
to a normal demand. But that will be a manageable 
problem. On the one hand, reductions of acreage are 
more practicable when only some branches of agriculture 
and not all are depressed; and on the other, cheap 
materials do afford so",, stimulus to the manufacturing 
industri& which use them. 

The invariable conclusion to every line of approach 
is that, whatever causes there may be of depression and -
distress, an essential condition of any remedy is a 
monetary expansion in the sense of an expansion of 
incomes. 

And it is evident that many • disparities' that are 
frequently adduced as independent causes of depression 
are themselves no more than consequences of the original 
shrinkage of demand. We bave' found this to be true 

. of the disequilibrium between retail prices and whole
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sale prices, between prices of manufactures and prices 
of primary products, between wages and prices. We 
have found it to be true of the contraction of capital 
outlay, of the decline in investment by the creditor 
countries in the new countries, of the loss of confidence 
in borrowers, of the accumulation of stocks of unsold 
goods. In some of these cases there may also be 
independent causes concurrently at work. But it is not 
certain that there are, and there is no reason to believe 
.that the shrinkage of demand is not by itself adequate 
to acCount for all. 

I. Lord Bradbury in his Memorandum of Dissent 
from the Report of the Macmillan Committee sJll!cifies 
four causes of the economic troubles of Great Britain 
apart from the fall of world prices: '(i) the burden of 
unproductive debt, (ii) over-lavish expenditure by the 
State and local .. thorities, (iii) excessive cost of trans
port and distribution and of the products of sheltered 
and protected industries, and (iv) the attempt by all 
classes to maintain a standard of living higher than is 
justified by the facts of the economic situation' (p. z63). 
Every one of these four, if not caused by the same 
appreciation of the value of gold that takes shape in 
the fall of world prices, has been dir~t1y aggravated by 
that appreciation. The real burden ot deb4; cdsts, 
wages, so far as they are contractually or practically 
fixed in pounds, has been increased by a proportion that 
cannot be much less than 50 per cent. 

NATIONAL ACTION-PROTECTIVI! TARIFFS .,. 
The restoration of equilibrium requires action by the 

banking system of the world, and that involves inter
national co-operation. Ir· this cannot be attained,. 
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may be asked, is there nothing -that one country can 
accomplish in isolation? 

One possible expedient is the suspension of the gold 
standard. That has already been resorted to by several 
new or • debtor' countries. They, however, have only 
acted under necessity and have not allowed the deprecia
tion of their currencies to go so far as to counteract ·the 
effects of depression altogether. The special objections 
to England abandoning the gold standard are well 
known, and I need not repeat them.1 

But even within the limits of the gold standard" 
there are proposals for isolated action which requi,re .. 
consicteration. The key to these proposals is to be 
found in the balance of payments. We have already 
had occasion to notice that anything which makes the 
balance of payments more favourabl<t toa country 
permits of an expansion of incomes. 'Tlie only obstacle 
to the expansion of incomes is that with the gold standard 
the prices of foreign trade products are peggeii, and the 
expansion of incomes will attract an excess of imports. 
If therefore any measure is adopted to diminish imports, 
a corresponding expansion of incomes is made possible, 

A protective tariff is one device directed to this 
object. !Juties are placed on imported goods which 
compete with. home products, and the result is the 
~usion of a part of the imports whicll would other
wise have entered the country. Thereupon it becomes 
possible for incomes to expand. . 

It would be quite out of place here to enter upon 
the controversy of free trade and protection. It will be. 
enough to point out that it is quite indisputable that a 
new tariff (or an increase ~ an existing tariff) has s_ 
efficacy as an emergency measW'i, against trade depres- , 
sion. Its remedial power dependS upon the aDlount of 

r·Soo my "~. lttt _ _ .... (Iomad odilioo), pp. .,.., ...... '"-7', 
., , 59 . " 



TRADE DEPRESSION AND THE WAY OUT 
imports"excluded. The remedial power of agricultural 
protection is likely to be slight, because the production 
of the area protected cannot as a rule be greatly or 
quickly extended, and the .consumption of most of the 
products is not very sensitive to a rise of price. The 
very high duties recently imposed on cereals in some 
El¥"opean countries have not given much relief except 
directly to the farmers and peasants whose profits are 
increased. Many countries have been led to increase 
their tariffs or to impose direct restrictions on imports 
during the present depression. That is one of the usual 

'. concomitants of trade depression. The modern re
action towards protectionism may be said to have-begun 
with Bismarck's conversion to it in 1879, the year which 
supplied the nearest parallel to the black depression of 
1931 to be found since the Napoleonic Wars. 

-Even if ptotection is advocated as an emergency 
measure, most people wi1\ judge of it rather as a per
manent policy. A policy of going backwards and 
forwards between protection and free trade according 
tq the state of trade would be universally condemned 
as intolerable. 

As an emergency measure in a trade depression, 
protection sulFers from the vital defect that it is ~owedly 
and essential1y a policy for promoting. revival ;11 DIIe" 

CDUlItry at the cost of intensifying depression in the oth'trs •• 
If it really promised a thorough cure, it would of course 
be difficult to restrain any country from resorting to it, 
even though when al1 did so none gained any benefit. 
But in reality the benefit it offers is very modest, perhaps· 
almost insignificant, and for a great exporting country 
any measure which threatens to retard a world revival 
is injurious. 
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PUBLIC WoaKs 

Another proposal for isolated action by one country 
is for the initiation of works of development at the public 
cost. This is advocated for the sake of the employment 
given directly to the people employed on the works. 
But in reality its virt)le lies ~xclusively in its efFc:ct.fPon !' 
the balance of payments. . 

If the Governfnent raises money in the investment 
market and applies· K to capital outlay at home, which 
would not otherwise have been undertaken, the pre-. II 
sumptiQn is that there is a favourable effect on the . 
balance of payments. S~ppose for example that the 
country is investing b. 50,000,000 a year at home and 
l100,ooo,ooo a year abroad, and that the Government 
undertakes an .Jdilioll.1 capital outlay of l50,ooo,ooo 
at home. Then if the Government's outlay were 
?rovided by diverting l50,000,000 from the capital 
)utlay commercially undertaken at home, the latter 
Inust be reduced by IIQ per cent. at the cost of a very 
levere dislocation. But if it were provided by diverting 
C50,ooo,ooo from external investment, this would be 
almost negligible in comparison with the aggregate 
capital outlay of all the rest of the world, The latter 
is. the line of least resistance. 

Probably therefore nearly all the funds raised by the 
Government from the investment market will be diverted 
From external rather than. from internal investment. 
External investment is an invisible import, and the result 
will be a favourable balance of payments, which permits 
an expansion of incomes. An expansion of incomes 
means increased employment. 

On th~ other hand, if the ouday undertaken by the 
Government merely replaces 'capital outlay that would 
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otherwise have been undertaken privately, or if for any 
other reason the balance of payments is unaffected, 
incomes cannot expand without attracting an excess of 
imports, and causing a loss of gold. If there is no expan
sion of incomes, there is no increase of employmenl •. 

In this case also, as in that of a new protective tariff, 
whatever relief the country gets is at the cost· of in

, ten·siiYil'lg depression elsewllere. ';['he favourable effect 
bit"JIt-balance of payments is an UIIfavourable effect on 
the lbalance of payments of the cdlfafiies to which it 
would otherwise have been expoft¥l'g capital. What it 
gains in employment they lose. 

If we view all gold-standard countries as a single 
unit, capital outlay by Governments cannot on the whole 
give employment at all it it can only divert employment 
from some localities and industries to others, ulliess the 
outlay is financed in such a way as itself to give rise 
to an expansion of credit. Inflationary Government 
finance is a most potent instrument of credit expansion. 
In effect it means nothing more or less than the purchase 
of Government securities by ~e central bank. It is 
quite unnecessary to undertake .works of development 
in order to bring this about, if the central bank is willing 
to take the requisite steps. 

Just as most countries have taken measures to 
restrict imports or increase their protective tariffs during 
the present depression, .most of .them have likewise • 

. entered upon programmes of public works to give 
employment. Taking the world as a whole, it is 
probably true that the one policy like the other has done 
nothing whatever to improve matters. -

One feature of the depression, to which I .. have 
referred above, is the decline in external investment by 
the great creditor countries, and the distres.! in which 
the cessation of the internasional flow of capital has 
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involved the -debtor countries. Proposals·have been 
put forward from time to time for stimulating external 
investment. But of course this policy is the direct 
contrary of thj.t of undertaking works of development 
in tilt capita1:exporting countries. 

And viewed from the standpoint of the depression 
in the world as I. whole, the on! policy is I.S fl.lPle as 
the other. Whether we aim I.t encouraging ~ll~~ 1 

investm~nt I.t tIte$ense of internal or internal ihJ'est
ment I.t the expel!s,e of external, 1.11 we can hope to do 
is to trallspialll I. c~in' lLmount of demand from one 
pll.ce to another, ·without increasing the total lLmount 
of demand I.t all. . 

On the other han4, this would not be true without 
qualificl.tion if the effect of increased external invest
lIlent were to relelLSe gold from the investing country,. 
Uld to malte it I.vaill.ble I.S I. means of credit expansioJl 
:lsewhere. If France or the United States inve~ed 
lIlorc I.brol.d, and thereby hl.d I. less favourable balahce 
:>f pl.yments, gold might be set free;:. This cannot be 
talten for granted. 11» is I. mistake to suppose that 
lending money and lending gold ue one and the slLme 
thing. ExternlLl investment only releases gold bCCII.u~ 
it requires I. contrlLction of incomes in the investing 
country, and the contrlLction of incomes is likely 'to be 
accompanied by I. contrlLction in the volume of currency. 
Vt practice this contrlLction in the volume of curren5Y 
may be smlLll or even non-existent. 

If the release of gold does occur, the only I.dvantage 
is thl.t it is an ILSSCt which central banks can buy, and is 
therefore ( means of cre&ting &n I.dditionlLl supply of 
money. Whl.tever advantILge is to be derived from it 
might equ&lly well M derived from the purchlLSC of any 
other asse~by central banks. ••. 

It is in any case difficult to bring about a net incre&se 
63 



TRADE DEPRESSION AND THE WAY OUT -, .. 
in the external investment of a co~try. An increase 
in foreign loan and· share flotations can be brought 
about by arrangem!int among issuing houses and banks. 
But securities issued are not necessarilr held in the 
country, or, if held, they may merelyfeplace ~ther 
securities which are sold abroad. 

Tp stimulate foreign flotations in Franc!! or the 
• Uni~ea.States in the hop, that gold will be thereby 

released. is, to say the least, not a very hopeful line of 
approach to the problem of the d~p~~ssion. • 

• 

.. ~ ...... 
•• THE RdpONSIBILITY or CENTIlAL BANKS 

Whatever other eco~omic evifs fuere may be, what
ever their causes and whatever the treatment appropriate 
to them, one outstanding calamity is the collapse of 
deniand throughout the world. Production is far below 
normal, and what is produced is sold at greatly reduced 
prices. This is so because demand is restricted, and 
demand is restricted just beWluse the proceeds of. 
slde, out of . which incom~ are provided, :u:e 
restricted. 

Productive power is available, and the human needs 
that it is equipped to meet are as clamant as ever. The 
fault is in the mechanism of exchange. The flow of 
money has been cut short., '. 

• If so, where does the responsibility, lie ? In th"C' 
modern world the responsibility is clear. The sole 
source of money in each country is the central bank. 
The hand-to-hand currency used by the public is com
posed of notes of the central bank.1 The means of 

•• • This io Dot literally true of the United SaUl. But of the nnoUi I\mDo 
of cunmcyin _ there, Federal Raerve DO'" aJo ... """"pableeffree nriatioa, 
ODd that free variation io at the cIioaetion flf the Federal Raerve Banb. 
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THE RESPONSIBILITY OF CENTRAL BANKS ... ..,. 
payment used to discharge the liabilities of olle bank to 
another are cheques drawn on deposits at the central 
bank. The whole vast and comple¥' structure of bank 
credit is built upon the • money' created by the central 
b k 

.~ 
an • ' 

The obligations of the central bank, whether notes 
or deposits, are money, ,and agt.linst its obligatic?ns it 
holds equivalent assets. Every illcrease or decr6114e of 
its asse:ts is accompanied by an equal increase' or 
dec,rease' in its lia1iili*s and therefore in the supply of 
money. ~,-

So long as conditions are anything like normal, the 
·power of the central bank over the mo1letary systfm is 
complete. The super;structure of bank credit responds 
to any change in the supply .f money in ~e manner 
I have already. "described. The action of the centQll 

'bank is restricted by statutes requiring it to maintain 
the gold standard, and prescribing the character ol"the 
assets it may hold and the amount of goltl to be included 
among them. That means, however, not that its power 
over money is limited., bflt that the manner in which 
that power shall be us&d is in these respects dictated by 
the legislature. , 

The gold standard itself presupposes the power of 
the central bank to control the value of money.' The 
duty of the centril bank is to keep the. value of the 
currency unit at par with the value of a prescribed lmouilt 
~f gold in world markets. In order to discharge that 
duty, it .. st have the power to modify the value of the 
unit whenever it departs from this standard. 

But our enmination of the course of events during 
the present trade depression has disclosed a weak point 
in the power of the eentral banks. The functioning of • 
the superstructure of bank credit reqUires the c0-

operation of lenders an4 borrowers. Ordinarily the 
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willingness of borrowers can be counted on; and credit 
control requires nothing more than a judicious regula
tion of the charge .. made by lenders. Relaxation will 
quickly stimulate borrowing, and will generate additional 
incomes. Now, however, the borrowers have bClcome 
unwilling. The rediscount rate in NeW York is It per 
cent., . the market rate" for blloDk acceptances is under 
I per celJt., commerc;ial paper with the best names ·is 
dealt in at 2 per cent. Of course for the orditiary un
distinguished borrower rates are high;r, and in outlying 
districts very much higher. But on' the whole, allowance 
being made. where decessary for differences in the. 
standj,pg of borrowers, rates of discount and short
term interest could hardly be lower. That conditiori 
of things llas now lastoo for some months, and rates 
hive been low for more than a year. ~t business does 
not respond. There is no acceleration of borrowing and' 
no ~val of demand. -

• • 
THE CREDIT POSITION IN THE UNITED STATES 

• The position in the United States is for the titne 
being the dominant factor. As I have already pointed 
ou\ tile credit regulation of the world is practically in 
the hands of. London and New Yorkh The discount 
m"arketf of Western Europe have little more than a loca~ 
and s~sidiary influence, and tbeir itnportance i. the 
world credit system arises not so much from any direct 
effect of their credit policy on the world price level as 
from the effect of their absorption or release of gold 
on the credit policy of London and New York. 

It is in the United States that the reluctan~ of· 
borrowers is most conspicuous. It is there that the 
depression is most intense, arid the contraction of pur-
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chasing p~wer greatest. That is the principal reason 
for the inflow of gold.1 

The situation has been complicMed by the numerous 
bank failures, The total -number of suspensions in the 
eighteen months from January 1930 to June 1931 has 
been 2000, with deposits amounting to $I,Ioo,OOO,ooo. 
That must obviously mean not only a loss of confidence 
in the remaining banks in many Jocalities, but a serious 
restriction of banking facilities. In a country where 
branch banking .is, circumscribed by very narrow 
limitations and over large areas Js not allowed at all, 

• small banks spring up to meet' the local convenience 
of isolated communities remote from 1my considerable 
tu-ban centre. It is just these small banks that are most 
liable to fail, and when that obappens their depositors 
are driven to It:cumulate hoards of money to take the 

. place of the del/osits which are no longer available. 
Some, it is true, may borrow for the purpose, but"this 
does not in effect mean an-addition to the number of 
willing borrowers, for the borrowing does no more than 
replace a part of the blnk credit annihilated. And 
lome of the money will be saved out of income. 

Wherever the money comes from, the result is ·to 
increase the amount of money in circulation re'l"ired ,or 
a given amount of incomes. Since the beginn1ng of 
19030 the United ~tates has imported $6,0,000,000 of 
gold. The money in circulation has inc:rea\ed £'y 
1300,000,000 (the dii'erence is due to the bigadecline 
in the bills and investments held by the Federal Reserve 
Banks). But there has been no effective increase in the 
substructure of money on which the superstructure of 
credi~ is built. The additional money (and probably 

• The IOri!' of ''so _ywell haft ..... triba' •• hn_ ... inr. Bat PI-
... aJr.dy .. "ia" befon it _ -- that .... ~ of impona acbIallJ 
-=laded by .... 1Ori!' __ haft .... -r.-. 

- 67 n 



TRADE DEPRESSION AND THE WAY OUT 

more) has been needed merely to fill up the gap in 
purchasing power made by the bank failures. 

From the very Beginning of the Wall Street crisis in 
October 1929 the Federal Reserve Banks started buying 
Government securities in the market. Their holding 
rose from $136,000,000 on October 23, 1929 (the 
lowest figure since 1923), to nearly $600,000,000 in 
June 1930. But fro!p. that time till June 1931 they 
made no further addition (except that made temporarily 
in December, in accordance with their regular pract\ce, 
to ease the seasonal strain on the money market). Since 
their holding of bilfs had meanwhile fallen from 
$I,I7S,ooo;ooobn October 23,1929, to $334,000,00<? 
on June 25; 1930, and fell further in 1931, their earning 
assets had on the whole declined. The increase of 
investments bought in the open marke~ had brought 
about a big decrease in sums lent to lI!ember banks, and 
that is undoubtedly an important step towards credit 
relaxation. But in face of. so intense a depression no 
half measures could suffice. • 

Up to May 1930 the recession in business, though 
pronounced, was nothing sensational. But from that 
month onwards it advanced with a terrible impetus. 
The rediscount rate was reduced to 2! per cent. on 
Jillte 20, but the collapse had by that time already gone 
too far to respond to cheap money alone. And the 
pmchJe of securities in the open market was suspended. 

BAN~ RATE POLlCY 

The intense depression in the United States ~eant 
of course a reduction in incomes, and therefore in the 
demand for foreign trade products. The foreign 
exchanges became favourable to the United States, and 
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therefore unfavourable to other countries. In particular 
this affected the position of London. When the New 
York rediscount rate was r~duced to zl per cent. in 
June 1930, the Bank of England rate remained at 3 per 
cent. From that time the Bank of England has reverted 
to the policy of keeping discount rates higher in London 
than in New York, a policy pursued continuously, with 
short intervals,l since 19z+. 

What, it may be asked, is the significance of this 
policy? The disorder with which the economic system 
of the world has been infected is the unwillingness of 
traders to borrow, and the consequent interruption of 
the normal process by which credit is created and demand 
is generated. But even when the disorder has reached 
its maximum intensity, we find a central bank administer
ing pressure, gentle pressure perhaps, but still pressure, 
to lenders. Nor was the pressure so very gentle. For, 
at any rate after the turn of the year, Bank rate has been 
made effective by the usual method of keeping down the 
Bank of England's holding of open market assets, the 
direct reverse of the policy of open market purchases 
tentatively pursued by the Federal Reserve system up 
to the middle of 1930. That means restricting the 
amount of deposits at the Bank of England, whJch 
include the reserves of the clearing banks, and thereby, 
if not giving them an inducement to cut down their 
advances, at any rate making them quite con~ted to 
keep their advances down to the msting amount. 

How does it come about that such a policy can be 
regarded as appropriate at such a time i The explanation 
is to be found in a change in the attitude of financial 
opinion in the City towards Bank rate policy. Bank 
rate policy as it grew up in the nineteenth century was 

• "- May ," .taI. ID Febrauy 7> .,." Aac- , .. s.p.. ... a4 
.,." Morcb aD ... J- .... ttl"-
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recognised primarily as an instrument for regulating the 
amount of borrowing, and through it the price level. A 
high Bank rate was resortl'd to when trade was • over
extended.' As the Governor of the Bank, Horsley 
Palmer, explained to the Select Committee of 1832 
(Qn. 678), the diminution of discounts • naturally tends 
to limit transactions and the reduction of prices,' and 
so causes a reduction of imports and an increase of 
exports. That· doctrine prevailed all through the 
nineteenth century; and was restated by the Cunliffe 
Committee in 1918. It is of interest as an important 
piece of economic theory that was established not by 
the theoretical economists, but by the practical men of 
the City. No doubt the influence of Ricardo is to be 
traced in its origin, but it can hardly be said to have 
passed into academic economics till the days of Henry 
Sidgwick and Marshall. 

Alongside this theory of the operation of Bank rate, 
though appearing a few years later, is another theory, 
which traces its effect to the attraction of foreign balances 
seeking temporary investment. This view was put 
forward by Thomas Tooke before the Select Committee 
of 1840 (Qn. 3758), and was already familiar to the 
City when Goschen explained it in his.' Foreign 
Exchanges' in 1861. 

Goschen quite recognised the other doctrine of 
Bank rate, and pointed out that the attraction of foreign 
money was a device only appropriate to a • temporary 
derangement.' If there is a more deep-seated disorder 
of the foreign exchanges, temporary botrowing • can 
only increase the evil.' 

The CunlifFe Committee were even more emphatic. 
Reliance on the policy of attracting money from abroad 
• would have resulted in the creation of a volume of I 

short-dated indebtedness to foreign countries, which 
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would have been in the end disastrous to our credit and 
to the position of London as the financial centre of the 
world.' The MacmillanC'emmittee also regard the 
influx of short-term foreign balances under the influence 
of a temporary attraction • as the equivalent of a negative 
gold reserve and consequently as a potential source of 
future weakness • (Sec. 298). 

Both theories of Bank rate are correct. But whereas 
the restriction of borrowing tends to restore equilibrium 
by lowering the price level (or, as I prefer to put it, by 
contracting incomes and therefore demand), the attrac
tion of foreign balances is nothing but a stop-gap, and 
rather a perilous stop-gap. . 

But the attraction of foreign balances by a higher 
short-term rate of interest is a thing that anyone can 
understand, whereas the effects on incomes, demand and 
the price level are hardly to be appreciated without 
80me theoretical knowledge. The former readily passes 
into the current talk of the City, and the latter does not. 

The consequence in recent years has been that the 
more fundamental doctrine has been forgotten and 
ignored, and public discussions of Bank rate policy have 
been conducted on the assumption that the sole question 
at issue was the extent to which an inflU% or efBU% of 
short-term foreign money ought to be stimulated. 

Had the money markets of the world been working 
in the old way, this superficial and fallacious view might 
have done little or no harm. The phases of the trade 
cycle used nearly to synchronise in .clliFerent countries,. 
so that, except for a few exceptional cases, where, for 
example, the balance of payments was disturbed, all 
required much the same Bank rate policy at the same 
time. A rise or fall in the Bank of England's rate was 
the signal for similar rises or falls elsewhere, and the 
movement of balances to or from London usually meant 
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simply that the country from or to which they came had 
failed to make the appropriate adjustment. 

But since the re-establlshment'of the gold standard 
in 1925 conditions have been radically different. There 
has not been the synchronisation of phase. Great 
Britain entered the gold standard in a state of severe 
depression, while business in the United States was in 
a state of prosperous activity. 

Under such conditions foreign money might be 
attracted and gold temporarily acquired by a high Bank 
rate. But at the same time the more deep-seated effect 
was not any.the less at work because it was not thought 
of. Dear money tended to .damp down enterprise, and 
to intensify depression or at any rate to delay revival. 
And, as I have pointed out above, dear money in London 
tended to lower the world price level. 

That is to say it raised Ihe 'Value of gold and made 
the effort required to maintain the gold standard 
greater. 

It might be supposed that, while depressing the 
world price level, it would act more directly on the 
British internal price level, and that there would bea 
differential effect favourable to the maintenance of the 
gold value of sterling. To some extent that would be 
so. But there was yet another result. The fall in the 
world price level adversely affected producers for export 
allover the world. And those who would suffer most 
would be those who had the smallest margin of profit 
to start with-that is to say the producers in countries 
already suffering from depression. That was the position 
of the British producers. The fall in the world price 
level tended to cause a relative diminution of British 
exports. Here was an adverse effect on the balance of 
payments, and one that would become greater as the 
depression grew more severe. It could have been 

72 



THE WAY OUT 

moderated or avoided by cuts in wages, but very little 
was done in that direction. -

Thus there was a. tianger that the dear money which 
was intended to attract foreign balances would intensify 
the depression and raise the value of gold, without having 
any favourable effect on the underlying foreign exchange 
position. And in so far as the policy was successful or 
was believed to be successful in its immediate object, 
the fear of the foreign money being withdrawn at once 
became an obstacle to .Bank rate being reduced. 

Since the Wall Street crisis of 1929, with which 
the present world depression may be said to have 
started, the same view of the functions of Bank rate has 
persisted. The City has -invariably thought only of 
how to protect the gold reserve by attracting foreign 
money. The ulterior effect of dear money in intensifying 
depression has been left out of account. 

THI WAY OUT 

I t is quite clear that the only satisfactory way of 
escape from the trade depression is by the restarting of 
the normal process by which the banks lend, and generate ' 
incomes and demand. 

In a sense a general reduction of wages would be 
\ an alternative. If the world price level remained un

changed, the reduction of wages would revive profits, 
and so open the way to equilibrium and normal activity. 
But even this would require the banking systems of the 
world to co-operate in maintaining the price level. It 
does not avoid co-operation on the part of the banks. 
And it is open to the serious objection that it would 
stereotype existing burdens of debts and budgets, 
which have been made almost intolerable in some 
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cases by the appreciation of the units in which they are 
reckoned. 

Thus the reduction of wages offers no morethaJi a 
) partial remedy. The Dilly real remedy is the expansion. 1-
, of credit by the central banks. 

How, then, are they to surmount the difficulty of 
the reluctance of borrowers? When short-term interest 
rates have been reduced to the lowest possible point 
(as they practically have in the United States) no further 
direct inducement to borrowers is available. But that 
does not exhaust the possibilities. However severe the 
depression may be, that does not mean that economic 
activity has been brought to a dead stop. It may be 
working at no more than 70 or 80 per cent. of its normal 
capacity, but 70 or 80 per cent. is still something, and 
wherever there is economic activity there are potential 
borrowers. There is in fact a steady stream of new 
advances and bills replacing those paid off, and when 
,!e say that cheap money fails to stimulate borrowing we 
mean only that, when cheap money has had its full effect, 
the new borrowing does not exceed the repayments • 

. But it does not follow that if a new motive were 
given to the banks to lend more, they could not find 
additional borrowers. Borrowers have other circum
stances to consider besides the rate of interest they have 
to pay. And prominent among these is the willingness, 
or the reverse, of their bankers to lend. 
I Purchases of securities by the central bank in the 
,market have the effect of creating new money, and that 
new money, so far as not required elsewhere, appears 
as an addition to the reserves of the other banks. By 
this process their reserves can be expanded 10 all] desired 
e:tlelli. They can be flooded with idle money. And 
here is the motive for additional lending. 

So long as the reserves of the banks bear the accus-
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tomed proportion to their deposi~; they are perfectly 
contented to acquiesce in the existing volume of 
advances. As soon as they begin to be encumbered with 
idle money in excess of the accustomed proportion, each 
bank tries to get rid of its unremunerative surplus by 
lending more than its competitors. There is a definite 
change in their attitude towards those of their customers 
who seek to borrow. 

It might be that the stimulus to borrowers fails to, 
work. Even so the expansion of credit is not defeated . 

. The banks can foIlow the example of the central bank· 
and buy investment securities in the market. In any 
case it is their practice to do this when trade is inactive 
and the demand for advances insufficient. When they 
do so, the seIlers of the securities are left with money 
on their hands, for which they need a fresh investment. 
The result is to facilitate new issues in the investment 
market, and so to stimulate capital outlay. 

It is sometimes objected to any proposal for 
accelerating the creation of credit that the difficulty 
will be to find SQIwIlI borrowers. Undoubtedly at a 
time like the present insolvency, latent or known, is 
frightfuIly prevalent. But it is not yet .";'IIersal I And \ 
in reality it is not during a depression that the danger . 
of making unsound loans is greatest. There are, of 
course, distress borrowers, but the banks can impose 
rigorous conditions on them, and refuse assistance, at 
the cost of driving them to bankruptcy, if the conditions 
are not complied with. 

It is during prosperity that unsound borrowers are 
accommodated. When depression comes and their assets 
depreciate (or money appreciates) thei fail. And when 
depression reaches an acute stage numerous sound and 
prudent borrowers are landed in difficulties 1n consequence 
of liabilities incurred at the time of prosperity. 
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But in the depths of depression when the old 
borrowers are most embarrassed, the new borrowers 
are least likely to get into difficulties. There is the 
possibility that the depression may still not have reached 
its worst. But if the measures for expanding credit 

\ are effective, that by itself will re-create demand, raise 
l prices and improve the position of all debtors. 

Moreover, it should be borne in mind that, important 
though it obviously is that loans should be sound, the 
efficacy of a credit expansion does not depend on the 
soundness of the loans. The bank credit which brings 
about revival is composed of the liaBilities of banks, 
not of the assets held against them. 

Proposals for credit expansion are sometimes criticised \ 
on the ground that they are' inflationary.' And if the 
economic system of the world had adjusted itself to the' 
existing price level, that would be a very pertinent 
objection. Inflation is rightly condemned, because it 
means an arbitrary change in the value of money in 
terms of wealth. But deflation equally means an 
arbitrary change in the value of money. The reason 
w~y inflation is more condemned and feared is that it 
is apt to appear convenient and attractive to financiers 
in difficulties. The consequences of deflation .are so 
disastrous and the difficulties of carrying it out so great 
that no one thinks it necessary to attach any stigma to 
it. And since from time. to time deflation has to be 
applied as a corrective of inflation, it is given the status 
of an austere and painful virtue. 

But it is not essentially a virtue at all, and when it' 
is wantonly imposed on the world, not as a corrective 
of inflation but as a departure from a pro-existing state 
of equilibrium, it ought to be regarded as a crime against' 
humanity. • 

Just as deflation may be needed as a corrective to 
76 



THE WAY OUT 

an inflation to which the econoplic system has not 
adjusted itself. so 'at the present time inflation is needed 
as a corrective to deflation. If the monetary affairs of 
the world were wisely governed, both inflation and 
deflation would be avoided. or at any rate quickly 
corrected in their initial stages. Perhaps the ideal of 
monetary stability will be achieved in the future. But 
to start by stereotyping conditions in which prices are 
utterly out of equilibrium with wages and debts. and 
with one another. would be to start the new policy under 
impossible conditions. 

A conspicuous feature of a trade depression is always 
a stagnation of balances, a low velocity of circulation. 
These balances are mainly composed of the idle working 
capital of industrial or commercial concerns. The same 
contraction of demand which makes people fear falling 
prices and restrains them from borrowing to buy . 
commodities. also leads them to hold money idle. It is 
sometimes contended that it is no use creating additional 
bank credit, because it will not circulate, but will merely 
be added to these idle balances. And without doubt 
it ought not to be taken for granted that every addition 
to the volume of bank balances will necessarily and 
automatically be accompanied by a proportional addition 
to demand. 

But people do not have an unlimited desire to hold 
idle balances. Because they already hold more than 
usual. it does not follow that they are willing to hold 
more still. And if in the first instance a credit expansion 
seems to do no more than swell balances without 
increasing demand. further expansion is bound ultimately 
to reach a point at which demand responds. 

A variant of the same argument is to be found in 
the fear that money may flow into the St&k Exchange 
instead of into industry. The fact is that the Stock 
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Exchange holds practically no idle money. There is 
no branch of business in which there are better facilities 
for keeping down cash balances to a minimum. Money 
lent to the Stock Exchange is passed on to be placed in 
new issues, and through them it pays for new capital 
goods. If it is not required for new issues, it pays off 
part of the bank advances to the Stock Exchange; in 
that case what happens is not that the money is locked 
up in the Stock Exchange; but that the intended 
creation of credit has been abortive. Credit has been 
created only to be extinguished. The banks that wish 
to create additional credit must try again. 

The fears that efforts to expand credit will be defeated 
in one way or another by the pessimism of traders are not 
wholly irrational. But that pessimism is no more than • 
an obstacle to be overcome. And the much more usual 
view is that inflationary measures take effect only too 
easily. For example, when it is suggested that the note 
issue in Australia be increased, it never occurs to anyone 
to say that that will be ineffective because when business 
is very depressed the notes will not circulate. Everyone 
~s it for granted that inflation can be induced, however 
depressed business may be. 

The real obstacle to measures of credit ~xpansion is 1 
not the fear that they will not be effective, but the fear~. 
that they will. Anyone country which starts expand-I" 
ing credit will, if it succeeds in inducing a revival in its! 
own business conditions, find itself losing gold. If all 
countries are equally afraid of losing gold, all will be 
afraid to begin. . 

It may be very reasonably urged that the opportunity I 
to take the first step towards credit expansion has been 1 
with the United States ever since the depression began. 
It has been ilnporting gold all the time (except just in' 
November and December 1929), and could therefore 
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perfectly well have afforded to take apy measures requisite 
to start an expansion. The obstacle has been perhaps 
that public opinion has never fully appreciated the 
intimate connection between the state of business on the 
one hand and the functioning of the banking system on 
the other. . 

In June 1931 after an interval of twelve months the 
Federal Reserve Banks once more resumed buying 
securities in the open market. But even then it was 
only done tentatively and on a very modest scale, and at 
that very moment the financial crisis in Germany burst 
out, and brought new difficulties and complications. 

~ But it has, I think, been quite insufficiently recognised 
that England also could have played a decisive part in 
averting the depression. The Bank of England, it 
is true, with a gold holding never rising much above 
b 60,000,000, could not afford to face an outflow 
of gold nearly so well as the United States with 
£900,000,000, now increased to £1,000,000,000. 

But that does not mean that it could not be worth 
\ while to risk a heavy loss of gold for sufficient reason. 
The pivotal position of London places a very special 
responsibility upon the English banking system in the 
regulation of credit throughout the world. The power 
of London to contract world credit has been only too 
disastrously illustrated since 1925. In the conttary 
case credit relaxation in London extends to merchants 
allover the world an inducement to buy m.ore freely. 
Producers in other countries feel an increase in demand, 
production cxpan,ds and with it incomes. In so far as 
this international influence is at work, the credit 

\relaxation does not cause any loss of gold. Gold is 
'only taken by those countries which for any reason do 
not respond to the credit expansion or rCsist it. And 
the gold that goes to them tends to evoke a response 
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and to overcome resistance. Consequently the loss 
of gold involved might after all have been quite 
moderate. 

The means of expanding credit I have already indi
cated. A minimum Bank rate (2 per cent. as it used 
to be at times of depression in the nineteenth century, . 
or Ii as it is now in New York) might be insufficient· 
by itself. But lavish purchases of securities would flood_ 
the joint stock banks with idle money. 

Perhaps gold would have gone to the United States . 
• Distress gold' came thither in large quantities from 
South America and Japan without breaking the vicious 
circle. But it does not follow that, because so much 
was not enough, more still would have been useless. Nor 
can it be assumed that a big inflow of gold from Europe 
and particularly from England would have been entirely 
without effect upon American credit policy. 

France might have taken more gold. But here 
again it is a mistake to assume that because she had 
taken so much, therefore she could have taken more. 
The French imports of gold, large as they have been, I 
have been governed by a very definite need, the need to, ,\ 
replenish the country with a normal stock of currency •.. 
They are often explained as caused by a favourable' 
balance of payments. It would be as useful to explain 
sleeplessness as caused by insomnia. 

If measures of credit :relaxation in England did not 
lead the French to need a larger stock of currency (or 
of deposits at the Bank of France) they would not lead 
to France absorbing more gold. 

Perhaps in one way or another the losses of gold' 
would have been heavy. Perhaps the Bank of England's 
holding might have been reduced to £5°,000,000. 
But where would have been the harm ? Gold r~rves 
exist to be used. They ought to be carefully con~ed 
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lexcept ilf a great emergency. Bqt the depression of 
~I930 was a great emergency. 

It may be said that so great a loss of gold would 
risk the gold standard. But the greatest threat to the 
gold standard is the appreciation of gold, which makes 
the effort of maintaining the gold standard so much the 
greater. 

Or the objection is that confidence would be for
feited. Not at all. The lesson of experience; illus
trated for centuries past by innumerable runs on banks, 
is that what inspires confidence is readiness to pay, 
what forfeits confidence is reluctance or hesitation. The 
willing release of gold liS II delihtrall ac, of pDlicy would 
not impair confidence. 

And the release of gold is a direct attack on the 1 

root cause of the depression. The depression ariseS' 
from the appreciation of gold. What better treatment 
than a release of gold? An increased supply should 
cheapen it. 

And I have argued that in practice the loss of gold 
would have been found to be quite moderate. The 
wil/i"plSS to release it, made manifest in the relaxation 
of credit, would have sufficed to cheapen gold, without 
any considerable amount having to be actually sold. 

All this is necessarily hypothetical. The depression 
entered a new phase, and a grave one, with the crisis 
that began in May with the failure of the Austrian Credit 
Anstalt and culminated in the suspension of the Dami
stldter Bank and the temporary closing of all the German 
banks on July 13. 

The crisis has had individual characteristics of its 
own, but fundamentally it is true to type. A financial 
crisis is the natural result of the appreciation of money 
increasing the burden of debts. It is merely a more 
acute form of trade depression. The process of bank-
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and to overcome resistance. Consequently the loss 
of gold involved might after all have been quite 
moderate. 

The means of expanding credit I have already indi
cated. A minimum Bank rate (2 per cent. as it used 
to be at times of depression in the nineteenth century, 
or It as it is now in New York) might be insufficient! 
by itself. But lavish purchases of securities would Bood, 
the joint stock banks with idle money. 

Perhaps gold would have gone to the United States . 
• Distress gold' came thither in large quantities from 
South America and Japan without breaking the vicious 
circle. But it does not follow that, because so much 
was not enough, more still would have been useless. Nor 
can it be assumed that a big inBow of gold from Europe 
and particularly from England would have been entirely 
without effect upon American credit policy. 

France might have taken more gold. But here 
again it is a mistake to assume that because she had 
taken so much, therefore she could have taken more. 
The French imports of gold, large as they have been, \ 
h_ve been governed by a very definite need, the need to., 
replenish the country with a normal stock of currency. 
They are often explained as caused by a favourable; 
balance of payments. It would be as useful to explain 
sleeplessness as caused by insomnia. 

If measures of credit I'elaxation in England did not 
lead the French to need a larger stock of currency (or 
of deposits at the Bank of France) they would not lead 
to France absorbing more gold. 

Perhaps in one way or another the losses of gold' 
would have been heavy. Perhaps the Bank of England's' 
holding might have been reduced to £50,000,000. 
But where would have been the harm ? Gold r~rves 
exist to be used. They ought to be carefully con~ed 
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lexcept ill a great emergency. B\lt the depression of 
lit 930 was a great emergency. 

It may be said that so great a loss of gold would 
risk the gold standard. But the greatest threat to the 
gold standard is the appreciation of gold, which makes 
the effort of maintaining the gold standard so much the 
greater. 

Or the objection is that confidence would be for
feited. Not at all. The lesson of experience; illus
trated for centuries past by innumerable runs on banks, 
is that what inspires confidence is readiness to pay, 
what forfeits confidence is reluctance or hesitation. The 
willing release of gold as a ae/i!Jtrat, act oj policy would 
not impair confidence. 

And the release of gold is a direct attack on the.1 
root cause of the depression. The depression ariseS' 
from the appreciation of gold. What better treatment 
than a release of gold? An increased supply should 
cheapen it. 

And I have argued that in practice the loss of gold 
would have been found to be quite moderate. The 
wi/iiI/pISS to release it, made manifest in the relaxation 
of credit, would have sufficed to cheapen gold, without 
any considerable amount having to be actually sold. 

All this is necessarily hypothetical. The depression 
entered a new phase; and a grave one; with the crisis 
that began in May with the failure of the Austrian Credit 
Anstalt and culminated in the suspension of the Dami
stldter Bank and the temporary closing of all the German 
banks on July 13. 

The crisis has had individual characteristics of its 
own, but fundamentally it is true to type. A financial 
crisis is the natural result of the appreciation of money 
increasing the burden of debts. It is merely a more 
acute form of trade depression. The process of bank-
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. rupicfls s~ddenly hastened,by panic. There'results a 
,violent contraction or destructien of credit. Pessimism 
.is deepened. The collapse of prices is 4astened by 
forced 'Bales. • . 

At the present time a .frightful intensification of the 
depres~ion is threatened. Hoarding is increased in the 
United St'ates. In France the banks are heaping up 
idle deposits at the Bank of France. Cheap money. 
has been abandoned in England, and Bank rate has 
been raised to 4! per cent. Distrust and pessimism 
prevail everywhere. 
. ,By.just such occurrences have previous depressions 

been aggravated, for example by the American crisis 
of 1893, and by the City of Glasgow Bank failure of 
187.8. Experience teaches that what we have to expect. 
is '.:more unemployment, more bankruptcies, bigger 
Budget deficits. 

If opportunities have now been lost, the general 
principles I have expounded still apply as well at this 
stage of the depression as at any other. What is needed 

I is concerted action by the central banks to expand credit. 
, That means that low bank rates should be reinforced by, 
'open market purchases of securities" and that central . 
banks should become willing to part with gold. An, 
means of adding to the assets of the central banks will 
serve the pwpose. If they grant credits to one another, 
the result is the same; when the credits, are drawn on,., 

,provided they are not repaid and extinguished before 
revival is well under way. 

, ,There is talk about a re-establishment of bimetallism. 
That would help; but only because it would provide a 
new asset for the central banks to buy in the shape of 
swplus silver. It may be pointed out, however, that 
there would be little swplus silver to be hought unless 
the gold value of silver were substantially raised; while, 
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" .' TH~ W.A"Y':bUT ", '. 
if it weret thlt wouldftlean adding to the many :tlO~hles • 
Of the Chinese an appreciation of their currency ruid '8. 
~are of the. worl4 depression.~. The fall in the price' of. " 
silver, though aggravated by other causes, -4S partly duct . 
tQ thCl appreciation of gold .• 
. Suppose these measures, are not taken, what is to .e v 

the butcome? Former depression,s have el\dea, an4 ' 
.this one. must and wi\l end. There cannot be an ""
limited appreciation of gold and gold currencies, because 
eventually incomes, and turnover, and prices wi\l shrink 
to such a point that cash balances become definitely 
redundant. Bankers will not allow their depQllits' to,(. 
contrsct indefinitely with a given stock of money; 
central banks will not allow money to contrsct in
.definitely .with a given stock of gold. Thus the process 
of cClntrsction wi\l eventually be brought to a dead s(op, 
wnen it comes up against a hard core of unshrinkable 
gold: 

How far matters must go before that happens it is 
difficult to say. When people start hoarding money 
under theJnftuence of mistrust or panic, the end may be 
considerably deferred. And of course as the price level 
falls and falls, bankruptcy spreads and loss of confidence 
is intensified. 

As to unemployment, that need not increase greatly 
pmJiJ,d. workpeople allover the world are willing to 
acquiesce at short intervals in prompt and large' cuts in 
,wages. Otherwise the disparities might be such as to 
bring industry to such a state of paralysis as has hardly • 
. been thought of. • 

. Into the financial consequences of the further in- . 
goease in the burden of debts, private and public, it is 
unnecessary to enter.· .. 

This end of the depression comes, it will be noted,' 
because the assets of the central banks, including the 
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. . . h~d ~re of 'gQlti,are greaf6\!"' th~ the biuikitfg' syste~ . 
;0( tne .. wdtld' caliasSimilate~gi"en. Ute reQuced level of 
. ,inComes. and .prices. ,. . ..' . :'. '. .. • '. .' ,> 
, . . B~ the end,1;aI1.be.ac~elerated and theintervenihg. 
, prdeaJ., of .intelisified,depres!rioJi ayoidedby :the simple' 
process of 'extending the' asse~,of the ~en'tral ,ban4 
Let the stock,of ",oney be made greater t,Ilanthe baftking: 
system of the world lSlII1115similate. That i& within the., 

. power of the'central banks,.for th~ are th-e soie s~ur~" 
of money.,~ Concerted action is 'not even necess~~ , ,I~ 
the central banks'ori 'some of them take action indo: ., . ,. ~ 

, "endc'\1IY iu the right direci:ion that will bl!: just as" 
, effectivll so.' far all it gOes. Undoubtedly. the Federal 
, Reserve system 'could ~of itself do all that is required-" 
without waiting for co-ciperation fromany quarter. ' "> 

'.~k .may be' freely 'admitt,ed that a solutionmP1 DO, 
provided by the chapter. of aq:idents. 'It is a reSuit~{; 
the inherent instabilitr ,of "P"editthat, a chance,jdit:'to:, 
the (!conomic system ~y .start'revi'Val, 'and that"the 
inflation, bacillus'may Wlexpettedly gain control. . Even' 
the preSent ,crisis might .quite possibly pr~uce that 
effect. Gold has been released from Berlin and London 
and has Quilt up ldle balances ill Paris and elsewhere. 
These' balances may start circulating and. impelIi!$ a 
credit, expansion. The year ,1879 ,which followed the 
crisis oi J 878, though it was one. of terribly, intelJli6ed 
depression, ended with a Teviyal which. proved to be the 

: turning-point and led to the revival of i ~ 80:-8 2. . 
... But these chanceS are no justification for letting 

thingt drift'and waitin&, for something to turn up., , . . 
.. .. . . 

. pjfffletj i_ "".,.. .. Twa BALLA...,.. h_ . 
6ioliawoo ... BlLI.A","- 4: Co. LTOo' , 
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THE CAUSES of THE 
PRESENT DEPRESSION 
and POSSIBLE REMEDIES 



The Finance Committee of the United 
States Senate has been directed to study 
and analyze the causes of the present 
depression and possible legislative remedies. 
At its invitation Mr. Aldrich appeared 
before the Committee at Washington, D. C. 
On Wednesday, February 22, 1933, and 
made the statement which is published 
herein. 



THE CAUSES of THE PRESENT DEPRESSION 
and POSSIBLE REMEDIES 

..... 
MR. CHAIRMAN: 

I am glad to appear before you in response to your 
invitation, not because I have any panacea to present, but 
because I think it eminently desirable that there should be 
frank interchange of opinion between those who are charged 
with responsibility for government and those who are 
charged with responsibility for finance and for other phases 
of the economic life of the country. It is in some ways 
unfortunate that the political capital and the financial 
capital of the country should be separated. Misunder
standings between the financial community and the Congress 
have created many needless difficulties. I feel sure that 
many of these misunderstandings would pass away and 
better co6peration would exist if we knew one another better 
personally, and had the opportunity of talking more fre
quently and frankly with one another. 

I understand that you wish me to present my views as to 
proper remedies for the present economic trouble. In order 
to do this it is necessary that I should first undertake to 
diagnose the situation, and I will ask you to bear with me 
therefore while I present something of the history of the 
events which led up to the existing situation. This will 
introduce the presentation of the remedies which I shall 
.venture to propose. 
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CAUSES 

The present depression has, of course, many features of 
preceding depressions. Any period of intense financial and 
business activity develops stresses and strains and malad
justments. which compel liquidation and reaction. But the 
unprecedented severity-absolutely unprecedented as far 
back as good statistical records go--<>f the present depres
sion, and the slowness with which the automatic restorative 
forces have worked, must be found in certain unprecedented 
circumstances which have preceded it. These are, I believe 
as follows: 

(1) Shift from Debtor to Creditor Position of U. S. 

The immense shift produced by the war in 
international debtor and creditor relations, 
and, very especially, the great shift of the 
United States from a debtor to a creditor nation. 

Before the war we owed Europe a great deal of money, 
represented largely by American stocks and bonds held 
abroad. During the war we re-purchased most of these 
and we bought a great many European securities. Finally, 
following our entrance into the war in 1917, our own govern
ment advanced roughly ten billion dollars to our European 
allies. 

Before the war we paid interest and amortization on our 
debt to Europe by sending out an excess of exports over 
imports. In general the normal thing for debtor countries 
is to have an excess of exports over imports, and for creditor 
countries to have an excess of imports over exports, or a so
called "unfavorable" balance of trade. England before the 
war regularly received about a billion dollars more imports 
than she sent out in exports, the difference being covered by 
her interest on foreign investments, her shipping services, 
banking services, and other items. France regularly 
received about baH a billion dollars more a year than she 
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sent out in 'goods. Germany, the Netherlands and Switzer
land all had import surpluses or unfavorable balances of 
trade, because the rest of the world, debtor to them, paid 
them in goods. The logical expectation following the war 
was that countries formerly creditor and now debtor would 
send out an excess of exports, and that countries formerly 
debtor and now creditor would receive an excess of imports. 

(2) 1 nter-gOllemmenlaJ Debll 

One of the worst legacies of the war was the existence of 
the inter-governmental debts, and especially the reparations. 
These debts involve both a budgetary problem and a 
transfer problem. 

The budgetary problem is the problem of raising the 
money that has to be paid to the foreign government through 
taxation or other means in the debtor country, and in the 
currency of the debtor country. As all the principal debtor 
countries, very especially Germany, had exceedingly high 
taxes anyhow, taxes running far beyond anything we have 
experienced in the United States, the additional pressure 
on their budgets of raising the money for inter-governmental 
payments was very severe. This was softened for England, 
and eliminated for France, so long as Germany paid repar
ations. In the case of Germany herself, however, the pressure 
was so great as really to be endurable only in times of very 
active business, and it was a major contributing factor to 
the fiscal deficit which was so embarrassing to Germany in 
late 1928, in 1929 and in subsequent years. The existence 
of the huge reparation debt, moreover, greatly lessened the 
credit of the German government, so that it was unable to 
make much use of the resource which a greal government 
usually can use in times of depression of borrowing to fill 
in the gap between its revenues and its expenditures. 

The other problem involved in inter-governmentai debt 
payments, as in all international payments, is the transfer 

s 



problem-the problem of exchanging the domestic currency 
for the foreign currency in which the debt payments have 
to be made. A debtor country can make paymepts in the 
currency of the creditor country to the extent that it can 
send out a surplus of exports over imports, or can entertain 
foreign tourists or can perform shipping services, etc., or to 
the extent that it can borrow foreign currencies, the latter 
being of course not a real solution but merely a deferment 
of the problem. 

If there had been adequate freedom of movement of goods 
from country to country, the debtor countries could have 
solved this transfer problem by sending out goods. But 
the existence of the reparations and other inter-governmental 
debts was' a great factor contributing to international fears 
regarding the movement of goods, and intensified the wide
spread policy of tariffs and other trade restrictions which 
the world has been engaging in on an increasing scale since 
the war. During the period when bank credit was expand
ing rapidly and foreign loans were placed easily, transfers 
were made without difficulty. But when there came a 
sudden cessation of foreign loans and debtor countries were 
suddenly called upon to pay, the problem of transition was 
a grave one. Germany herself did make the transition in 
1929, and began to send out more goods than she took in, 
and some other countries made heroic efforts along these 
lines. But almost immediately a movement began ,to stop 
this by further trade restrictions 'and when we qurselves 
raised our tariffs still higher in 1930 there came a very 
general and widespread intensification of trade restrictions 
throughout the world. Tariffs are not the only, or even the 
worst, trade barriers. Quotas, vexatious inspections, ex
change controls, and many other trade barriers can be even 
more restrictive. The payment of inter-governmental debts' 
became increasingly difficult, although they were continued 
down into the summer of 1931. 
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(3) High ProlutitJ, TariJl. 

Our own high protective tariff policy inaugurated in 1922, 
preceded by some increases in 1921, prevented our foreign 
debtors from sending us goods in adequate amount to pay 
interest and amortization on their debts and at the same 
time buy our exports in accustomed amount. This tariff 
policy would promptly have checked our export trade but 
ror the extraordinary financial development next listed. 

(4) Cheap Mone, and Balik &pall6ion 

The gigantic and unprecedented expansion 
of commercial bank credit in the United States 
from the middle of 1922 to early 1928, amount
ing to 14~ billion dollars in loans and invest
ments and 13~ billion dollars in deposits, 
accompanied by great expansion of bank 
credit in many parts of the world. 

This expansion was due (a) to gold coming to us from 
other countries which were off the gold standard, and 
(b) to cheap money policies of the Federal Reserve Banks, 
both of which operated to create excess reserves in the 
member banks, with the resultant multiple expansion of 
member bank credit. 
, Perspective on the figures for expansion given above is 
! ained by recalling that the expansion of bank credit 

uired to win the war, from early 1917 to the end of 1918, 
only five billions, eight hundred millions in deposits 

d seven billions in loans and investments. 

The vastly greater expansion in the period from 1922 to 
928 was not needed by commerce and was not used by com
erce, and went into (1) real estate mortgage loans in 

ks, (2) instalment finance paper in banks, (3f stock and 
nd collateral loans in banks, including loans against 

oreign stocks and bonds, and (4) bond purchases by banks, 
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including foreign bonds. The consequences of this great 
expansion of credit, used in these ways, were, of course, 
excess construction, including road building, real estate 
speculation on a great scale, over-expansion of instalment 
buying, and an immense over-issue of securities including 
many ill-considered securities, but including also many 
others which would have been good if the total over-issue 
had not been so great, the rapid multiplication of bond 
houses, investment trusts and other financial machinery and 
a progressive deterioration in the quality of bank credit. 
The 25,000 banks of the country were not in a position to 
prevent this expansion and their managements were led 
inevitably into many mistakes in policy because of it. The 
control of the expansion was in the hands of the Federal 
Reserve System. 

Bank Expansion, Foreign Loans and Export Trtuk 

One very important incident of this expansion was the 
masking of the difficulties of international debt payments, 
including interallied debts and reparations, and the main
tenance of our export trade despite trade barriers. This was 
particularly true following the Dawes Plan in 1924. The 
Dawes Plan was accompanied by an immense government 
security buying programme on the part of the Federal 
Reserve Banks. Following this came a tremendous volume 
of foreign loans which offset the influence of the high pro
tective tariffs upon our expOrt trade. We were able to get 
out, especially following the summer of 1924, a great volume 
of farm products and raw materials at good prices which 
restored, in a precarious fashion, the balance between agri
cultural and raw material production on the one hand, and 
manufacturing on the other hand, giving us active business 
while the foreign loans went on. 

The following table exhibits the relationship between 
American exports and foreign loans, and agricultural prices. 
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AMERICAN EXPORTS, IMPORTS, FOREIGN LOANS AND 
AGRICULTURAL PRICES 

(I .. millio ... of dollanr 
Index of Atpi
cult""" Priceo 

New Foreign at the Farm. 
E_ of Security Yearly A ....... ge 
Exporta I11U5 191()'1'-100· 

719 630 124 
376 267 135 
981 1,047 134 
683 1,078 147 
377 1,14S 136 
680 l,S62 131 

1.037 1.319 139 
842 759 138 
782 1,010 117 
333 255 80 
295 26 57 

Exoorta Importa 
1922 3,832 3,l1l 
1923 4,168 3.792 
1924 4,591 3,610 
1925 4,910 4,227 
1926 4.808 4,431 
1927 ',865 U8S 
1928 5,128 4,091 
1929 5,241 4,399 
1930 3,843 3,061 
1931 2,42' 2.091 
1932 1.618 1.323 
·Y_ Book of Alriculture. 1932. p. 902. Crope and Marketa, January. 1933. p. 31. 

(5) TM TIl,. Mm. CaUlU of 1M Depression 
In these three factors, then, (a) inter-governmental debts, 

(b) high protective tariffs and other trade barriers, increasing 
in severity throughout the commercial world, including high 
protective tariffs on the part of our own great country, 
which had suddenly become creditor on a great scale, and 
(c) six years of cheap money and rapid bank expansion, we 
have the main explanation of the unprecedented financial 
boom, the unprecedented financial break and the unpre
cedented severity of the depression. 

(6) A,1ijidGl PM MainlmafIU 

An important secondary factor was growing interference 
with natural"competitive markets in the period preceding 
1929, partly governmental and partly by private organiza
tions. The efforts to valorize wheat by holding movements 
proceeded on a great scale from 1926 to 1929. Through the 
activities of the Canadian grain pool and holding movements 
under government auspices in Hungary and elsewhere, the 
world's visible supply of wheat was nearly doubled between 
the summer of 1926 and the summer of 1929. In the autumn 
of 1929 our own Farm Board stepped in. The net effect 
of these efforts to maintain the price of wheat was merely 
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to defer the facing of facts. Production held up more than 
it would otherwise have held up, consumption was checked, 
and surplus was accumulated. A similar policy, with a 
similar resiIlt, appeared in the case of copper, though the 
business interests responsible for the policy were quicker to 
recognize their mistake and quicker to change their policy 
than was our government in the case of wheat. 

(7) Cheap Money in U. S. and in England 
The cheap money policy of the United States was part of 

a policy of cooperation between the Bank of England and 
the Federal Reserve Bank of New York. The British 
believed that cheap money and expansion of bank credit 
were all that were necessary to get good business going again, 
and that they could be used as a substitute for industrial re
adjustments, including the scaling down of prices and costs. 
Without the strength in gold which we had in the United 
States, they tried to force the policy through anyhow. They 
failed to get good business by this policy, but they did 
succeed in getting credit so over-expanded that when the 
acute pressure came in the summer of 1931 they found 
themselves in a frozen position and without adequate gold 
reserveS, and abandoned the gold standard. 

The last chance the world had to call a halt on the 
over-expansion· of credit and on speculation based on the 
over-expansion of credit without an unmanageable reaction 
was in 1927. I am informed that the Bank of France and 
the Reichsbank in Germany: did try to tighten up then, 
Paris warning London that it was having to buy too much 
sterling, that easy money in London was financing specu
lation in the French franc and that the Bank of France, 
though reluctant to pull gold out of the London money 
market, would have to convert sterling into gold unless 
the process stopped. 

The conference of the governors of the central banks held 
in New York in the summer of 1927 had a very momentous 
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decision to make. Represented there were the Ban¥: of 
England, the Bank of France, the German Reichsbank and 
the Federal Reserve Bank of New-York. The representatives 
of the Reichsbank and of the Bank of France are understood 
not to have made any commitment regarding policy at this 
conference except a promise to communicate their intentions 
with respect to taking gold from London and New York in 
the future. They left the country before the governor of the 
Bank of England did. Following this conference there came 
in the early autumn of 1927, a renewal and an intensification. 
of the cheap money policy of the Federal Reserve System. 
The rediscount rate wait first reduced by the Kansas 
City Federal Reserve Bank, followed shortly by most of the 
others. Several hundred millions of government securities 
were purchased by the Federal Reserve System. Bank 
expansion moved rapidly, and almost all of it went into the 
securities market, either in the form of bank investments in 
bonds or in the form of collateral loans against securities. 
Shortly following this began a very intense speculation in 
securities, with rising security prices which ran through 
1928 and into the late autumn of 1929. 

(8) Gold :&cluJ,.,. Standard 

Beginning in the middle of 1926, there came an extra
ordinary development in the substitution of balances in 
,oreign banks, for actual gold in the central banks, as 
~"",'11!! money-the so-called "gold exchange standard," as 

istinguished from the strict gold standard. In the two 
that followed this went very far. In particular, 

ollars borrowed in the United States through the flotation 
bonds were used by foreign central banks as a substitute 

or gold, and funds borrowed in London in the form of 
terling balances in British banks were similarly used as the 

res.ennes of Continental banks. This permitted the credit 
pansion at home and abroad to go much further than if 
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eac~ bank had carried its own gold. It created a very 
dangerous situation, the extent of which we realized in the 
Winter of 1931 and the Spring of 1932. 

The Liquidation oj the Gold E=hange Standa,d 
Events began to move very rapidly in 1931. First, 

Austria was pulled down. Then Germany, though repaying 
gigantic sums to her creditors, was finally obliged to ask for 
moratorium and Standstill, and then the run on England's 
gold reserve began. The gold exchange standard on a great 
scale is only a fair weather proposition. When doubt 
arises regarding the goodness of balances in foreign markets, 
and different countries seek to convert their balances into 
gold and. bring them home, a very difficult situation is 
created. England and Germany were unable to meet this 
situation. We ourselves were so strong in gold that we did 
meet it. But the liquidation in 1931 and 1932 of the gold 
exchange standard, which had been built up by the over
expansion in 1926-28, was one of the big factors in intensi
fying the present depression and making it as severe as it is. 
We must never let international short term credit relations 
get over-extended to this extent in the future. 

International ColJPeration oj Central Banks 
This leads me to an observation regarding proposals that 

there be international central bank coOperation designed to 
regulate commodity prices or designed to keep cheap money 
throughout the world in ordinary times, with a view to mak
ing world prosperity. The experience of receRtyears surely 
justifies grave reservations on this point. . Our- effort to 
coOperate with England from 1924 on, and especially in 
1927, was very largely responsible for the excess of cheap 
money which has made us so much trouble~ Incidentally, 
it created a world situation which meant a breakdown of 
central bank coOperation in 1931 and 1932, when the central 
banks of the Continent tried, unsuccessfully, to withdraw 

12 



their balances from the Bank of England, and did success
fully withdraw their balances from us. I firmly believe that 
the best policy is for each Central bank, including the 
Federal Reserve Banks, to look after its own money 
market in ordinary times and to reserve international 
coiSperation for special limited purposes, and for times of 
emergency. 

This was the rule in pre-war days, and it was a good rule. 
Any country, in pre-war days, which was expanding credit 
too rapidly, was very likely to find its expansion checked as 
other money markets pu.rsuing a more prudent policy began 
to take some gold away from it. Booms did not go so far, 
and set-backs were not so violent. 

(9) Fear Regarding Stq.ndard of Val," 

The international scare in the Autumn of 1931 and the 
Spring of 1932 regarding the standard of value itself, the 
fear lest we and other countries should abandon the gold 
standard, precipitated the severest of all the troubles. No 
other fear is so terrible as this. The countries of Europe 
which during and following the war had such cruel experi
ences with depreciating and fluctuating currency, reacted 
to it in an extreme way. Our own people very generally 
trusted the American dollar, in view of our unbroken record 
since the end of 1878 in keeping the dollar good as gold, but 
even they could not escape the pall of fear which pulled 
down the volume of business in this country by almost one 
third from the middle of 1931 to the middle of 1932, which 
brought the greatest pert:entage decline of all in security 
values, and which pulled railroad traffic down from the levels 
at which the railroads' credit was good to levels at which the 
railroads' credit was gravely shaken, and which intensified 
the problem of unemployment to an appalling degree. I 
shall refer again to this point in discussing "inflation" as a 
possible remedy for the present trouble. 
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(10) Broken EguiUbrium 

Business life goes on well when different kinds of produc
tion are in good balance, different types of goods being 
produced in right proportions so that the sale of one kind 
of commbdity produces income which can be used to pur
chase other commodities, so that goods can clear the markets 
of pne another. The gravest effect of the breakdown of 
international trade, in the United States as in many other 
countries, is to throw out of balance the different kinds of 
production. At the present time nearly every country is 
geared up to do more export business than it can do under 
existing conditions, and has an undue percentage of its 
labor resources directed toward foreign markets. Every 
country is faced with the necessity of a radical shift in its 
activities, reducing its activities for export and increasing 
its activities for internal consumption, unless the trade 
barriers can be reduced and the foreign markets restored. 

In the United States, this means especially that agri
culture and other raw material production is greatly over
expanded in relation to manufacturing, which has meant so 
great a ~reak in the prices of agricultural and raw material 
commodities that the producers of these things cannot buy 
even the relatively scant present output of the factories at 
prevailing prices. The balance among industries must be 
restored, and the only quick and sure way to do this is to 
restore the export market. 

Eguilibrium and Foreign TrfJlk 

The importance of foreign trade in our economic life has 
been questioned on the basis of certain estimates by the 
Department of Commerce, which made foreign trade 9.9 
per cent. of the production of movable goods in 1927, and 
9.8 per cent. in 1929. li 

I must say first, that these figures of the Department of 
Commerce do not seem to me quite correct. In figuring the' 
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total of movable goods they have taken account of agri
cultural products, mining products, and value added by 
manufacture, which is right. l'hen they have added to 
the totals, railway freight receipts, which I think is wrong 
when we are seeking a total to compare with exports. If 
we are going to consider freight receipts at all they should 
. be divided between export business and domestic busin~ 
and allowance should be made for the longer haul in file 
export trade. Further, the Department should consider 
shipping and other items. But I think the simplest and 
best way is to consider merely goods produced and goods 
exported. When this is done the percentages rise somewhat, 
standing at 11.2 per cent. in 1925, 11 per cent. in 1927, and 
10.8 per cent. in 1929. Herewith are the Department of 
Commerce figures with the freight receipts eliminated: 

PRODUCTION OF MOVABLE GOODS AND PROPORTION EXPORTED 

(Frei,ht Receipto Eliminated) 

(MillioIII of doUan) EzJ!Oft8 
UllIted 

Asrk:ut- Stot<!O 
tural Man .... Morchu- Per cent. 

y .... Prociucta factllR8 Millin, Total dioo of Total 
1899 3,355 6,831 GOO 8,786 1,253 16.3 
191M ,,262 6,179 850 11,291 1,626 12.6 
1909 6,672 8,S8S 1,238 16,095 1,701 10.6 
1914 8,165 9,710 1,650 19,325 2,071 10.7 
1919 17,677 26,809 3,158 .s,," 7,750 16.9 
1921 10,268 18,332 2,900 31,505 6,379 13.9 
1923 12,382 25,850 ,,300 62,332 6,091 9.6 
1925 11,968 26,778 ,,100 62,851 6,816 11.2 
1927 11,616 27,585 ,,000 63,201 6,759 11.0 
1929 11,911 31,885 6,100 67,896 5,lS7 10.8 

Source: FCftip Trade of the United Scala, Department of c .............. 1931, pqe 11 

But I do not rest the argument on this tabulation. Eleven 
per cent. of our total business is a big percentage. but the 
percentage of many highly important individual products 
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is enonnously greater. The following table shows the 
percentage of various important exports exported in 1929: 

Cotton •..•.........................•.....•....•• 55 per unt. 
Tobaa:o ......................................... '1 .. 
Lard ...................... ................ ...... 33 " 
Wbea~ .......................................... 18 " 
Copper ...•. ,_ .................................. . 36 " 
Kerosene ••••••••.......................•...•... • 35 II 

Lubricating Oils . ................................ . 31 " 
Gasoline . ....................................... . 14 " 
Typewriters ••••.••••...........................•. 40 " 
Printinc machinery .. ............................ . 29 JI 

Sewing machines .... ............................ . 28 " 
Agricultural DUlChinery ...••.•..•.•••••.••••••••••. 23 PI 

lA»c:omotives ..................................... 21 " 
Paaaenger automobiles ... ........................ .. 14 " 

(Source, Moulton & Paavolsky'. "War Debts and World Prosperity," page 409.) 

Not even these percentages, however, tell the whole 
. story. For important great areas, the dependence on for

eign markets is even greater. Bright tobacco in Virginia, 
and cotton in Texas, are cases in point. You can prostrate 
a whole State when the foreign market for its principal 
crop is cut off. No percentages can take adequate account 
of the organic interdependence of foreign and domestic 
business. 
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REMEDIES 
1 think that the foregoing analysis of the major causes of 

the present situation will justify my proposals as to reme
dies. Some of them I shall list briefly. 

1. Prompt settlement of the inter-allied debts. 
2. Prompt reciprocal reduction of tariffs and the moder

ation of other trade barriers. 
These two things are basic to the restoration of our export 

trade, which, in tum, is basic to the restoration of balance 
in our own economic life, so that our farmers and other 
producers of raw materials, receiving good prices for their 
products, may be able to buy the products of our factories 
in adequate volume, restoring activity and employment in 
the cities and restoring an adequate volume of traffic for 
the railroads. 

l"""tII M_" 
3. While these basic measures for restoration of normal 

activity are being put through, I would continue a policy 
of emergency credit relief, making use of the Reconstruction 
Finance Corporation. We must face the fact, however, 
that not all of the existing fabric of capital debt can be 
maintained in full. 

There are important cases where the capital structure is 
top-heavy, and where it is desirable to scale it down to 
conform to the existing facts, The Reconstruction Finance 
Corporation should not be called upon to validate capital 
structures which cannot be maintained even when we get 
a moderate business reviv81. Instead, we should scale down 
fixed charges in a good many important cases. It is good 
-credit policy to tide over in emergencies solvent institutions 
whoae total assets exceed their total liabilities, but it is 
not good policy to undertake to validate the really in
adequate assets of insolvent institutions. To facilitate re
organizations, the new bankruptcy legislation-that relating 
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to corporations as well as that relating to individuals-
should be enacted as soon as possible. 

4. I would extend emergency credit relief to the farm 
mortgage sitllation, and also to certain city mortgage situa
tions when, in the judgment of the Reconstruction Finance 
Corporation, a general financial interest is involved. . In 
connection with farm mortgage relief, I would make every 
effort to deal with intelligent discrimination in individual 
cases, seeking to bring debtors and creditors into agreement 
with one another, seeking to limit the government's financial 
commitments to what is necessary to persuade creditors to 
make the necessary adjustments, but still doing the thing 
in a big enough way to make sure that an honest and com
petent fanner does not lose his fann. It is to the interest 
of the country and to the interest of the creditors, by and 
large, that that fanner who with his family knows the fann, 
knows its potentialities, knows local markets and has the 
home lover's interest in the fann, should be able to stay 
upon it and control it. 

!?iff erentiol T,elJttM1l' 01 Debw,s 

I think we ought to avoid sweeping legislation making a 
general rule for every fanner. There are some fann mort
gages which are perfectly good, where the fann debtor is 
able to pay interest and amortization, and where he needs 
no relief. There is no reason why the contract here should 
·be altered. There are other cases where the fanner needs 
a great deal of relief. The same thing is true in connection 
with city mortgages and other debts. Such relief as is 
given should be given to embarrassed debtors and not to 
debtors as a class. We must protect the commercial 
moralitY of the country in the interest of the future giving 
and taking of credit. We must seek to be fair to creditors 
as well as to debtors. If we establish a precedent of allowing 
men who are perfectly able to pay their debts to escape from 
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then\'iri part, merely because other men ;tre unable to pay 
the~r debtS in full, we shall strike a severe blow at the fabric 
of confidence in the future. -

My view is that we shall get out of this depression by 
removing its causes. The chief of these is a broken equilib
riuni,growing out of strangled international trade. This 
has made raw materials and farm products pile up unsold 
in the United States, even though offered at very low prices, 
and has led to an immense contraction in the volume of 
manufactured goods, and in manufacturing activity, though 
the prices of these things have not fallen nearly as much as 
have farm prices and raw material prices. 

I would ease off the situation by giving emergency credit 
to prevent further forced liquidation of good _assets at 
depression levels. And I would emphasize the necessity of 
undeviating adherence to sound money and sound public 
finance as vitally important to alleviate the fears which have 
arisen with respect to our currency and our government 
credit. 

I am aware that there is another view, or set of views, 
advanced by men who think that the trouble with the world 
is simply a shortage of money and credit, and who propose 
to bring about a revival of business by what they call 
,"inflation." 

"r,.jlonoft" HM JIG,., Ji«JtH"tS 

The word "inflation" is a very unsatisfactory word. It 

~
vers a wide variety of meanings, and I believe it best to 

istinguish among some of these and to talk about concrete 
posaIs. Among the possible meanings are the following: 

(l) The issue of irredeemable paper money. 
(2) The debasement of the ,standard of the currency

(a) by reducing the gold content. 
(b) by introducing bimetallism with silver. 
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(3) Going off the gold standard by suspending gold 
payments, which gives you practically the same situatiOn 
as (one)-namely, the issue of irredeemable paper money. 

(4) Some men would call a great increase in gold 
production in the world leading to an increase in gold 
throughout the world "inflation." 

(5) Some have called the concentration of gold in a 
single country "inflation." Thus Professor Fisher referred 
to the gold which we obtained during the war as causing 
"gold inflation." , 

(6) Some would call any expansion of bank credit 
"inflation. " 

Cassel and Keynu 
(7) Some would limit the word "inflation" to those 

changes in the currency and credit situation which raise 
commodity prices. This, for example, was Professor Cassel's 
view, and he denied pointedly that there was any "inflation" 
from 1922 to 1928 because commodity prices did not rise. 
The fact that credit expanded enormously and that we were 
having great speculative excesses and great price rises in 
real estate and in the stock market meant nothing at all 
to him,' and he demanded even more credit when commodity 
prices softened a little. Mr. J. M. Keynes, in his recent 
treaties on money (Volume II, page 190) says with respect 
to the years 1926-29: 

"Anyone who looked only at the index of prices would 
see no reason to suspect any material degree of inflation: 
whilst anyone who looked only at the total volume of bank 
credit and the prices of common stocks would have been 
convinced of the presence of an inflation actual or impending. 
For m'Y own part, I look the view aI the time thai. there was 110 

inflation in the sense in which I use this term., Looking back 
in the light of fuller statistical information than was then 
available, I believe that whilst there was probably no mate
rial inflation up to the end of 1927, a genuine profit inflation 

20 



ieveloped some time between that date and the Summer of 
L929." . . 

This confession of error on Mt. Keynes' part comes too 
.ate to do anybody any good. He was one of the men who 
were u~ing cheap money through the whole of the period 
from 1922 on, and he continued to do it after the stock 
market broke in 1929, 

QwlU, alUl Quantit, 

One. very important distinction must be drawn in con
nection with these various ideas: (1) that of an impairment 
(If the paJity of the currency itself, and the other that of 
mere guantitativtJ increase either of money or of credit. 

But then a further point comes up at once, that an increase 
in quantity, if ~t goes far enough, will impair quality. If 
paper money, redeemable in gold, is issued in such quantity 
as to raise doubt about the adequacy of the gold reserves on 
the part of the issuing authority, runs can be started which 
will either force a great contraction of the quantity, or force 
suspension of gold payments and damage the quality. 

Similarly, an over-expansion of bank credit impairs the 
quality of credit. We saw this on a great scale, running 
progressively from 1922 into 1929, bank credit expanding 
in excess of commercial needs went into capital uses, specu
ative uses, and consumption loans, taking the form of real 

tate mortgages, instalment finance paper, stock and bond 
llateralloans and bank investments in bonds. 
Moderate amounts of any of these would have been all 

• ht, but the total was so great that there came impairment 
f quality, and the capital values of securities and real 
tate which underlay the credit became to~heavy and 
ke violently. Then there came loss of confidence in the 

ssets of many banks, followed by a loss of confidence in 
eir liabilities-namely, their deposits, which led to runs on 

ks, which took reserve money out of them and which 
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forced even strong, solvent banks to contract cr~dit. We 
thus ran through the scale whereby "expansion" or "infla; 
tion" of bank credit forced liquidation or "deflation" of 
bank credit. . . 

When there is sufficient loss of confidence in the quality 
of credit, this can generate doubt also as to the goodness of 
the currency itself, and we saw this on a great scale in 
1931-32. Foreign fears regarding the goodness of the 
American dollar led to withdrawals of hundreds of millions 
of dollars in gold from us and further quantitative contrac
tion in bank credit in the United States, even though the 
dollar itself stood sound and strong. 

Paper Money 
Whatever else we may have in the matter of currency 

and credit policy, we must at all hazards protect the quality 
both of our currency and of our credit. . 

Paper money is, after all, a credit instrument-a promis
sory note. I know of no case where a government has 
actually issued such paper with an announced intention of 
never redeeming it. The value of irredeemable paper money 
rises and falls with the prospect of redemption. There is 
no mathematical rule relating quantity of issue to the extent 
of depreciation. Unpredictable events may cause the value 
to slump or recover violently-as the Battle of Gettysburg, 
which caused a great rise in the value of the Greenbacks in 
three days. These fluctuations are disturbing to all business, 
and only a few reckless speculators gain. 

The issue of new paper money currency is futile. If it is 
redeemable and confidence in the gold standard 'remains 
unshaken, the paper will not stay in circulation but will 
merely pile up in banks. If confidence, however, is shaken, 
the effect is either forced liquidation, or else the abandon
ment of the gold standard. In the latter case, you cannot 
multiply quantity fast enough to keep up with depreciation. 
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'h~' gold :value of' the trillions in circulation in Central' 
:urope in 1921 was a fraction of the value of the billions in 
ircullition in 1913. -

Deblo" aM Detn'ecitJWm 
Debtors are supposed to gain by currency depreciation. 

:ut Germany, 85% of whose mortgage debt waS wiped out 
y the disappearance of the mark, showed no gains as a 
!Suit. Following stabilization, it was compelled to pay 
~ch fantastic rates of interest for all new credit that its 
ebt burden was soon very heavy again. 

Debasing 1M Gold Con"", 0/ 1M DoUar 
With respect to the g,uality of credit and the efficiency 

f credit in accomplishing economic purposes, it is clear, 
f course, that there must be confidence. But confidence is 
ot a vague general thing. It is a specific thing. Confidence 
1 bank deposits means confidence that the bank will be 
ble to pay cash on demand. Confidence in the currency 
leans confidence that the government or bank of issue will 
,ay gold on demand, and the full amount of gold specified. 
Two factors are involved in both these things: (1) belief 

1 the ability to pay and (2) belief in the intention and good 
rill of the bank or government. The latter is of absolutely 
~tal importance. 

Good FailAlM F".~ 0/ C,edi4 
The preservation of good faith, the keeping of contracts, 

though they hurt, are absolutely vital. An honest man 
go bankrupt and retain his reputation, if he has clearly 

ne the best that he can and protected his creditors to the 
tent of his ability. Sucll a bankrupt can come back again 
d receive credit again in the future. But the man who 

turned sharp corners, who has evaded obligations, whose 
is not accepted because he has broken his word, must 

the future either pay cash or offer exce1Ient collateral 
'th a big margin. 
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The proposal that our government should deliberately 
debase the dollar by reducing its gold content, if carried out, 
would shock credit throughout the world for a prolonged 
period. 

The Good Faith of the American G(lfJemmmt 

The shock to confiden.ce, at home and abroad, of a 
deliberate breach of faith of the United States Government 
with respect to the gold standard of the present standard 
of value (meaning the present standard of weight and 

. fineness) would be something we could not get over in years. 
Our government has given its solemn promise on every 
Liberty bond to pay gold coin of the United States of the 
present standard of value. The same promise is on the 
Federal Reserve notes and the laws relating to them. The 
law defines the standard of value as 23.22 grains of fine gold, 
or 25.8 grains of standard gold nine-tenths fine. The same 
promise is printed on virtually all our privately issued 
bonds and State and municipal bonds, and in a multitude 
of mortgages. We are bound by every promise. 

These gold clauses in the government bonds were put 
there because of the fears which had risen in investors' 
minds growing out of our Greenback period and growing 
out of the silver agitation of the '90s. They were put there 
to assure our investors that, even if the government should 
ever get into such a position that it could not redeem its 
paper money, it would still pay interest and principal on its 
public debt in gold, which the country did even in the years . 
1861-79. It could not redeem its Greenbacks in gold, but 
it could pay interest and principal on the public debt in. 
gold and it did so. For the greatest government in the 
world, without compulsion, deliberately to break these 
solemn promises would be an incredible shock to good faith 
everywhere. Excuse can be made for embarrassed countries 
like England for going off the gold standard that they 
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:ouldn't help it, but no excuse could be made if we did it 
ieliberately. 

Destroyin, Conj'Ulena Wrecks Buying P/JfIIIr 
The result of an action of this kind on our part, from the 

Itandpoint of the volume of credit and revival of gold prices 
throughout the world in the future, would be demoralizing 
in the extreme. The actual quantity of circulating money 
in the world constitutes a very small part of the world's 
buying power. The great bulk of it is credit. If we should 
do this thing, creditors, investors and lenders everywhere 
would for years to come be timid and apprehensive. The 
experience of the French people with the depreciation of 
their own currency has already put them in this frame of 
mind. France with all her gold has done very little in the 
way of investing since the dejado stabilization in the winter 
of 1926-27, and when she has put out her cash she has done 
it for the most part on short term, constantly watching, 
frequently calling it back. The French people are contin
ually apprehensive regarding currency. In the winter of 
1931-32 they were hoarding gold. They could not get gold 
in small amounts from the Bank of France. The Bank 
pays out only large gold bars, and the French people were 
consequently paying a premium over the French franc for 

erican gold coin, and were paying a premium on small 
liees cut from gold bars. If we should deliberately debase 
ur currency, as an act of choice, we should make general 

this kind of fear. Instead of getting easy and automatic 
pansion of credit in the near future, we should have a 
rId much more reduced "to a cash basis than it is even 
ay. 

EffG ell pm. oj Debasircc DoIlGr 
This consideration should make it clear why those who 

Fuld expect • doubling of commodity prices to follow a 
futting in haU of the gold dollar would be radically disap-
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pointed. The weight of purchasing now carried by gold and 
credit together would, in that case, be thrown back to a 
disproportionate extent on gold alone, and the value of 
gold would consequently undergo a real rise. Prices in 
terms of gold would fall. Prices in terms of the new 50 
per cent. dollar might rise a little, but not at all in propor
tion to the cut in its gold weight, and not certainly at all. 

The prestige and the reputation for financial integrity of 
the American government, of the United States Treasury, 
and of the Federal Reserve Banks, are two of the biggest 
capital values in the world and two of the most essential 
features of world financial organization. Wantonly to 
destroy them, quite apart from the question of morality, would 
be an act of economic destruction of fearful magnitude. 

The worst of our whole trouble came from the end of 
September, 1931, into the middle of June, 1932. England's 
abandonment of the gold standard caused a great scare 
regarding the standard of value itself. Creditors and inves
tors everywhere called loans, refused new credits and sold 
investments. In two immense waves, foreigners pulled 
hundreds of millions of dollars out of the United States. 
Fear and hysteria drove the New York Times index of 
production down from 75 to 52 within twelve months. 
With a demonstration in the middle of June, 1932 that we 
could meet the foreign drain of gold, and with the mag
nificent vote of the United States Senate on June 17 against 
the soldiers' bonus hill, an immense sigh of relief went up. 
Securities rallied, and then business had its first real upward 
move in three years. Whatever else we do, w~ must not 
invite a repetition of this panic regarding the standard of 
value itself. 

Debasement Could No' Sol" PMm Problem 

I want to say one further thing with respect to those who 
would advocate cutting the gold content of the dollar as a 

26 



neans of raising the farmer's prices. Quite apart from the 
noral and financial objections' which seem to me so vital, I 
~ouldobserve that the plan would not do the farmer anything 
ike enough good, even if it worked out perfectly. Suppose 
hat the dollar were cut in two and suppose that all com
nodity prices should double. The farmer could then see his 
at hogs rise from 3~ cents a pound to 6U cents a pound; 
,ut at the same time the prices of everything he buys are 
lou bled. This does not help the farmer much. I would like 
o see the farmer get nine cents or ten cents for his hogs, 
md I want the price of his cotton doubled or more than 
loubled, withom a rise in the prices of the manufactured goods 
~hich he buys. The manufacturer does not need higher prices 
-what he needs is volume-but the farmer must have 
'adica1ly higher prices. We must get the balance restored 
,etween the manufacturer and the farmer. This means 
hat the farmer must get his export market again. I would 
itrike at the export trade-not at the currency. 

SUM' [fljlq.Iiort 

Testimony before your committee, and the cross exam
nations, have raised questions regarding the possibility of 
Ising silver, either under a bimetallic system or in some other 
~ay, and I want to make some observations regarding that. 
~irst, let me say that, in my opinion, the suggestion that 
ur foreign trade has been primarily damaged by a decline 

the price of silver seems to me to have no merit. Our 
de with the one great silver country, China, has kept up a 

t deal better than our trade with the world as a whole, 
shown by the following figures: 

u. S. EXPORTS, 11 MONTHS ENDING NOVEMBER 

ToIal I.... To a.;,. I .... 
1929 SUI4,444.OOO 100 SttU37,ooo 100 
1930 3.568,494.000 74.1 82.157,000 71.11 
1931 2,NO,219,ooo 46.5 84.193,000 73.6 
1932 1.481.750,000 30.11 52,165,000 65.6 
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Silver bimetallism at 16 to 1, or any other ratio than the 
commercial ratio, would mean the debasement of the 
currency and the abandonment of the gold standard, but 
the adoption of bimetallism at the current ratio would still 
involve breach of contract under the gold standard and 
undermine confidence and good faith, and, moreover, would 
accomplish none of the purposes that the silver people have 
in mind, because what they want to do is to raise the price 
of silver. 

I see no reason to go any further with silver than is pro
posed by the economic experts who prepared the agenda for 
the coming World Economic Conference. They rule out 
the use of silver, even in moderate amounts, as part of the 
reserves in central banks, saying that silver is unsuitable for 
such use because there is no fixed price at which it would be 
received by other central banks in the settlement of balances 
on international account. They make a few minor concessions 
to the notion that certain countries might withdraw very 
small denominations of bank notes and substitute silver 
subsidiary coins for them, and that some other countries 
might enlarge the use of subsidiary silver coinage. But 
they ai:cept none of the main proposals made by the silver 
advocates, and I think they are right. I recommend their 
view to your committee, and I submit for your records 
what appears to be a verbatim account of their recom
mendations as prepared at Geneva, taken from the New 
York Herald Tribune of February 9,1933: 

"After keeping relatively stable from 1921 to 1929, the price of 
silver in gold currencies fell abruptly by more than one-half in less 
than three years. There is no doubt that this sudden decline must, 
in the main, be attributed to the same causes as have acted on the 
general level of prices, and may thus be said to illustrate in a par
ticular case the incidence of the world depression. Some special 
facton; can, however, be found which have accentuated the downward 
trend, and these were to some extent already operating before the 
depression set in. Such facton; are the demonitization of silver, the 
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reduction of the silver content of token coins, and also the disposal of 
surplus stocke.. 

We have considered a series of propClSals which have been diecussed 
in recent years with a view to raising the price of silver, and we wish, 
in this connection, to make the following observations: 

(I) It haa been suggested that some form of bimetallism should 
be introduced. 

We would point out that a bimetallic standard, which presupposes 
a fixed relation between the value of gold and that of silver, could be 
safely introduced only if the most important countries of the world 
agreed to such a measure. As the only international monetary standard 
which is at present likely to command universal acceptance is the 
gold standard, the idea of introducing bimetallism must be regarded 
as impracticable. 

(II) It haa been proposed that banks of issue should be allowed to 
hold increased quantities of silver in their legal reserves. 

On the assumption that no form of bimetallism will prove acceptable, 
silver is unsuitable for extensive inclusion in the metallic reserves of 
a central bank, there being no fixed price at which it would be received 
by other central banks in the settlement of balances on the international 
account. 

(III) It has also been suggested that governmental action should 
be taken for the purpose of improving the price of silver. 

We would, in this connection, refer to the suggestion made in a 
previous part of this report, to the effect that, in countries where 
banknotes of small denominations are in circulation, these small notes 
might be withdrawn and replaced within proper limits by subsidiary 
lcoina, and we think that the conference should, in this connection, 
lexamine to what eztent the use of silver in subsidiary coinage could 
be enIarced. Whatever salea of government stocks of silver may be 

eemed desirable it is important to conduct these in such a manner 
• to avoid any unnecessary disturbance of the market. 
The conference should also c;onsider whether, and if 80 by what 
ethods, the marketing of the metal by producers and currency 

uthorities is susceptible of improwment. The question of developing 
ew and enlarged industrial uses for silver is, in our judgment, also 

....,rthy of careful consideration. 
"From the point of view of commen:ial relations with silver-using 

ntries, particularly (]Una, trade interests would best be served, 
t by a rise in the price of silver, as such, but by a rise in the general 

eve! of commodity prices. iuty action which would tend to raise 
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that level and in due course achieve its stabilization may be expected 
to have a favorable effect on the price of silver, and would, on general 
grounds, be welcome." 

"I njlation" by GOIJernmen' Bllf'rowing 
Among the many meanings of "inflation" is one that 

relates to public finance, and here there are many proposals, 
ranging from· moderate notions of necessary government 
borrowing, which I should favor, to extravagant notions 
regarding government borrowing which would be dangerous 
in the extreme. Excessive borrowing by the government 
can, 'of course, impair first the credit of the government, 
and then, ultimately, as the government leans on the 
Federal Reserve Banks too heavily, threaten the cur-

.~. 

rency. 

Sound PubZi& Finance 

We must have sound public finance. This means: (a) 
reduced expenditures and increased Federal taxation. I 
personally do not like a sales tax applied at a uniform rate 
to all manufactures. A very moderate tax would bear very 
heavily on some lines where demand is highly elastic, and a 
heavy \:ax would not make much difference in certain lines 
where demand is very inelastic. Necessities could stand 
much heavier percentage taxes than can articles which 
people can easily do without. Taxes could be put on tea 
and coffee and on such things as spices, of which small 
amounts are used in the individual's daily consumption, at 
much higher rates than on articles which make up a sub
stantial part of the day's consumption. .1 do not pretend to 
have worked this out with any detail, but I do believe that 
a series of special sales taxes at different rates, classifying 
commodities with reference to elasticity of demand, would 
be less burdensome by far than one uniform fiat rate. Of 
course, taxes should not be pyramided; they should ,trike 
production only in one stage and not in successive sales. 
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I am very hopeful, too, quite apart from reasons of taxa
on, that you will soon be getting a good revenue from beer 
Ild from wines. -
Let me add that more moderate tariffs, which will let 

DOds in instead of keeping them out, will be of real help 
) this problem of raising the government's revenues. In 
re-war days the tariff was in fact our main source of 
'ederal revenue, down to the time when the income tax 
lUlle in. 
But, in addition, expenses must be cut drastically. The 

iscussion which has already taken place at these hearings 
as indicated possibilities in connection with the govern
lent's outlay to veterans who have no disabilities connect,ed 
rith service in the war, and the possibility of cutting tltat 
:em very drastically is one which we cannot afford, for 
olitical reasons, to ignore. It is my understanding that 
'ery great reductions of expenditure can result from re
rganization and consolidation of government bureaus, and 
rom the elimination of overlapping functions. The politi
al difficulties of this are, of course, recognized, but, in a 
:reat fiscal difficulty, political difficulties must be overcome. 
~ I think, too, that the reduction in prices which has taken 

~
'lace ought to make it possible for us to cut almost every 

m of government expense except the fixed interest on 
ublic debt, and even there something can be done by 

unding. 

WAoI "&I/otIrill, 1M BwI,el" li_ 
The budget ought to be balanced, in the sense that all 

rrdinary expenses are covered by current taxes, and that 
~e borrowings for special and non-recurrent purposes 

~
Uld ~ covered by additional taxes to the extent of 

rrent mterest. 
The orthodox canons of sound public finance would 
uire, under anything like ordinary conditions, further 

I 
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taxes to cover current sinking fund on all new borrowings 
and also on existing debt. I have not consulted .other 
bankers with respect to this point, but my personal view 
would be that, in a time of great depression such as the pre
sent, it is legitimate to borrow for contractual sinking fund 
requirements and to eliminate this item from the budget 
proper. Taxes which under existing conditions are adequate 
to balance the budget in the sense above described would, 
with any considerable improvement in business, be very 
much more than adequate for sinking fund requirements. 
My personal view is that we need not count in the deficit 
any expenditure which does not actually increase public 
debt. 

If the Congress and the Treasury give definite and con
vincing evidence of their intention of dealing with this 
problem with full responsibility, they will strengthen the 
credit of the government and, in my opinion, the govern
ment bond market will take what bonds are really necessary 
for the meeting of this emergency. If, on the other hand, 
there is an evasion or failure to grapple with the problem 
earn~tly and courageously, or light-hearted adoption of a 
borrowing programme without consideration of this point, 
the government will speedily find its securities sinking in the 
market and the market wholly unreceptive to new issues ' 
except at very high rates. The Credit of the government is 
basic to every other credit, and we must protect it un-
flinchingly. . 

Government borrowing is necessary for emergency credit 
relief and for loans to the States to give direct unemploy
ment relief. I recognize and would emphasize the responsi
bility of the whole country to the suffering millions who, 
through no fault of their own, are victims of this great 
depression. ' 

But we must not overstrain the finances of the govern
ment and we must not jeopardize the credit of the gov~m.., 

; 
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lent by proposals of a great government-borrowing pro
~amme for new public works on. the theorY that this will 
:art a business revival. The government's credit cannot 
:and a great deal of that in addition to its necessary 
orrowing. 
Further, we do not need government borrowing for new 

ublic works to start a business revival. If we move 
romptly to restore our export market for farm products 
nd raw materials, we shall get a business revival quickly, 
nd such government borrowing will be unnecessary. If, 
n the other hand, we use government borrowing as a 
ubstitute for the restoration of the export market, in the 
.ope that we can force a revival of business merely by 
pending borrowed money in a country whose industries are 
tadly unbalanced, the borrowing and the spending will be 
Ileft'ective. 

"rntuuiMI" by Forced &;ansion oj Bank Credit 
I should avoid further artificial eft'orts to force an expan

ion of bank credit. It was forced expansion of bank credit 
rom 1922 into 1928 that was responsible for a great part 
If the present trouble. The renewal of government security 
lUrchases by the Federal Reserve Banks following the break 
n 1929. and especially in early 1930, was responsible for the 
I se stock market boom in early 1930, and the renewal of 

cessive security issues which complicated very much the 
ifficulties in the period that followed. 
I strongly sympathized with the Glass-Steagall Bill. and 

·th the government security purchases of the Federal 
eserve Banks in the panic of the Spring of 1932, especially 
hen the foreign run on our gold was on, as a means of 

venting further forced liquidation, But heavy excess 
..... ....,..... in the absence of confidence. will not force bank 
tqllUlsi' on, On the other hand, in times when confidence is 

al and when borrowers (especially speculators) are 
dy to borrow at low rates, and when banks trust the 
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security offered, excess reserves of 50 to 100 million dollars 
mean cheap money and rapid bank expansion. Excess 
reserves of 500 or 600 million dollars, in a period of reviv
ing confidence, would be exceedingly dangerous. 

The volume of bank credit in the country does not depend 
alone on the volume of bank reserves. It depends also on 
the temper of the business community, which is governed 
by the prospects of business, and on the movements of 
goods and on the prices at which goods move. Given the 
restoration of the export trade and revival of agricultural 
and raw material prices, credit will expand rapidly. There 
is no use trying further to force it from the other end by an 
artificial increase in bank reserves. 

Nor is there any use in trying to increase the volume of 
currency in circulation by paying out more paper money. 
If the paper money is redeemable and confidence in the gold 
standard is not shaken by this, it will not stay in circulation 
but will merely pile up in banks. If the paper money is 
issued in such amount as to shake confidence in the gold 
standard, the effect would be forced liquidation and tight
ened c;redit. 

Slate an4 Municipal Taus and Expenditure 
The Federal Government, even though reducing expenses 

sharply, will still need to have increased taxes in view of 
the present low returns from taxes and in view of the 
necessity of providing for interest for additional borrowing. 
The States and local gove~ments, on the other hand, in 
many cases can reduce taxes, and this is particularly true 
of rural local governments, where the tax burden has 
grown so enormously in recent years, and where the farmer 
pays the bulk of his taxes. I am told of one farm in an up
state New York county where taxes in the last year have 
been reduced from $380 to $200, due to vigorous action by 
the county commissioners, who have cut salaries and sharply 
reduced the county expenses. 
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· Our local government has been a haphazard growth 
,ther than a businesslike adaptation of government to 
!eds. Areas in many cases are altogether too small. They 
ere set in horse and buggy days. There are many places 
hera groups of small counties could be combined into one 
,unty, with the elimination of several sets of officers. 
here are many unnecessary road districts and school 
istricts, each with independent sets of officers. There are 
lmense possibilities for curtailing expenses in the cities. 
ven with the additional burden of direct unemployment 
1ief which is thrown so heavily upon local government by 
lis great depression, I am satisfied that the possibilities 
, saving are so enormous in the general field of local govern
lent that the total of the taxes can be radically cut. Much 
being done in many States looking toward this develop

lent, and the Federal Government might very well use 
,me of its existing instrumentalities for the study of what 
going on, giving publicity to it, and acting as a clearing 

ouse for information regarding it. 

l~GoodwilJ 

We should move as rapidly as possible and contribute as 
lUch as we can toward bringing about peaceful relations 
!u"oughout the world, so that nations will be willing to go 

for a thorough-going lightening of the burden of arma
ent. I do not think that we shall contribute to this 'by 

ptory demands that other nations disarm, because 
ch demands may even intensify the fears that have led 
the excessive armament. .In general, it is far more fear 

an lust for dominion that accounts for excessive arntaIilent. 

T,a.c T.pIIw von.., &.tdia 
In connection with the programme which I have outlined, 
e desirable thing seems to me to be to accomplish all of 
e parts as rapidly as possible. When it comes to doing one 
'ng conditioned upon some country doing another, I would 
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• 
be thoroughly opportunistic, bringing thein together if it 
facilitates the transaction, and separating them if the effort • 
to tie them together creates difficulties.' In connection with 
tariff revision, I thi~k that there is a great advantage in 
tying our reductions and the reductions of other countries 
together by reciprocal tariff agreements. ,I believe that 
public oplnion on both sid~ of th~ water will be lDuch 
reaciier to move in this way. 

I think it' might be difficult to tie together the settle
ment of inter-allied debts with a disarmament programme. 
Disarmament will be much easier to achieve when busi
nesS recovery is already under· way and when nations 
wi*, a new economic hope are forgetting their fears and 
hatreds. It is noteworthy, for example, that, as between 
France and Germany, the era of good feeling was also the 
era of business prosperity, from 1924-2.5 down toward the 
end 'of 1928. 

When it comes to international negotiations, it must be 
remeIJ;lbered that puLlic opinion in every country is sehsi
tive, that there are manx. points of national pride involved, 
that np country will accept dictation from any other country, 
and that public opinion in every country needs to be 
'educated to make the necessary concessions to national 
pride in qther colin tries. ., 
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The Course of American Recovery 

by 

Harold BUTLER 

Director 01 the International Labour Ollice 

In uiew 01 the world-wide Interest in the great aocial ami 
economicezperlment now being carried out In the United States, 
It wos thought that an attempt to uiew it as a whole would be
of ualue at the prtlent time. The Director has accordingl" 
written this article, based not merel/1 on the impreIBiona which 
he himsell gathered during hi. recent .hort uisit to Nortl. 
America, but mainl" on the material collected b/1 Mr. P. W. Martin, 
who had the opportunit/1 01 making a more eztenliue .tud/1 in 
the United Stater during the last three months and to whom he 
OlueS Inualuable assiltance. 

This article does not pretend to couer the whole lield. It aim. 
at gluing a bird'..,,,e uiew of the immense and complez proceaa 
01 American recouer/1. It omits mallfl important aspects 01 it, such 
o. the ellect 01 the code. on the poIition 01 organised labour, the 
ellect 01 the gold-purchase poliC/1 or the reaction 01 the reCOlltrrr 
measures on the attitude .1 the United Slates to international 
trodt. It eschew. an!l endeauaur to pass judgment. or to trace 
the drtailed IDOI'king 01 the .ate,. taken to raise WQ!1es, to &horlm 
hours_ to stimulate commodit/1 prices, to initiate public IDOI'h, or 
to Intenai//1 the s!lltem .1 rmemplo/1ment reliel, all of which 
things it would be premature to attempt at the present time. All·· 
that the article does i. to giue a rough general detch Of the 

. prewnt situation and to suggest the course 01 euent. which has 
brought it about. • 

1 ..... a brief .. ~ el tbo Na\iaul a. idy PI.., _ ..... fIl tile 'I. 
N"! ..... _ bel,. pl\ ~ OJ .-.01. _ n' r ~ --. V ... 
XXVIII, No. .. Doe. 1-. pp. ,.na. -'Dot .... 10 Bxpori t ill tile 
Ullited s.a-.. 
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THE measures taken by the United States to promote recovery 
cannot be judged ~olely from an' economic standpoint. 

They are essentially measures'takefi to meet not only an economic 
but also a .social and political emergency of the first magnitude. 
When President Roosevelt assumed office, it can be said without 
exagger~tion that pte coulJtry' ~a~ OQ the verge of an ecOnpmic 
collapse which must have pr04uced serious political and social 
consequences. This fact has not been adequately grasped outside 
the United States, and is now aPt to be forgotten in the country 
itself, as panic has subsided and economic activity is gradually 
xeVlvmg. But it is this sl!!Jfll",,~ fact which constitutes the 
indispens~le lIaC""F<!un4 '" 'IJI' ~I)qle National Recovery 
programme and in the light of which that programme must be 
reviewed and appraised. 

The extent qfPJe Cl/-tas'mllhe ~qich f."~ ~e United States 
m~~ ~arch may b1l seeq fly fIIF~e cjrcumsll!nces. First, J!tc 
"~"g system hall. broken po,.... The failure of many of the 
l\~aller banks had sprea4 It gl'nel'lll feelillg of insecurity, 1!'1l)icJJ 
finally reached the point wqeq. IJQ bank was considered safe and 
e¥en the position of the great insurance companies, to which the 
savings of millions of Americans are entrusted, was seriously 
impau-ed. The sitl!ation was 0011 saved by closing every bank 
in the United States and by undertaking a drastic overhaul of the 
whole credit machinery under Government control. Moreover, it 
~~s not only confidence !n ~e ,.is,,~ti. of the bankers that 
~W~ been destroyed, !lut "lsoi1t ffteir ~onesty. Many cases f1ad 
j\lreadY come to ljght ill wIlle" tl1e trust of Uu~ rll~lic had been 
~dal!>usly abused an4 if! lIJ0!lll¥ Wssip.ated In personall!a1l).bles. 
The progress of Jhe Senate ~Jlv!l'ltigapon 4~ng I;he suc,ceeding 
months brought to light 4iscloslJf/lS regarding men of high stalld
iIIg in the financial world wlJici) c:onfirmeeJ instead of removillg 
the discredit into which AJneriCll-J!. banking practice had sunk. 
~t is difficult to overestimate the iJllportance of this fact in under
mining the old belief in • rugged individualism .. and in convert
ing the public to ~n urgent' d~and for energetic~ction by the 
State. . . 

The second outstanding fact was the existence of some 
fourteen million people out of work. Unemployment on so vast 
a scale had never been seen in J)le United Stales or in any qther 
~~try. The traditional syste"" of charitable relief had Ion" 
since broken down. The treasuries of many of the great cities 
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bad been exhausted by the provision of reliet. often inadequate 
In amount and sometimes vitiated in its distribution by pOlitical. 
Interferences. Deep distress prevlliled in every urban and mining 
centre. Wages had been drastically cut down. there being in most 
Industries little or no trade union resistance to overcome. and. 
sweat-shop conditions had once more been widely reintroduced. 
Industry itself had proved completely unable to find a remedy. Th" 
competitive system produced by over-mechanisation and reckless 
reliance on every possible device, legitimate or illegitimate, of 
salesmanship had sapped the confidence of business in its own 
future. The IntroductioJ!. of the industrial codes was not so much 
in response to any demand of labour. as at the instance of the 
employers themselves under the leadership of the United States 
Chamber of Commerce. They saw no possibility of restoring 
normal conditions with the expectation of reasonable profits. 
unless some regulation was introduced into industry which could 
only be effected by Government action. In the Industrial field, . 
therefore, as in the bankIng. the individualistic tradition had been 
rudely shaken. On the one hand, the State was being forced to 
assume the function of unemployment relief ; on the other. it we. 
called upon to undertake the reorganIsation of (he whole indus
trial structure. 

The third danger of soclal and economic bteakdown lay tll 
the plight of the farmer. The price or most farm products had 
reached a point when the farmer could hope for no profit and 
was no longer able to pay his taxes.. In addition. at least 40 per 
cent. of the farmers were earrying mortgages, while many more 
were burdened with other debts contracted when times were 
good. There could be no hope of their meeting these obligations 
unless farm incomes were increased, the rate of interest reduced, 
and in some cases the debt itself drastically scaled down. Here 
again State intervention Was imperati"ely demanded. The 
farmers' vote, like the vote of the unemployed or impo'lel'ished 
wage earner and of the disillusioned middle class, was cast for' 
Mr. Roose'Alt In the expectation that the GoYerDmHlt would 
Initiate a vigorous programme toreh&bilitate the economic 
system. 

TIm .. Naw DBu." 

The • New DellI" was not therefore just a political sIogaII 
but a political necessity. The President was ele cled In circum
stances which obliged him to discard aU the inhibitions of the 
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Pll$t aglunst State interference in the eConomic life of the country. 
He/,was deeply committed to a far-reaching programme of 
reconstruction by his campaign speeches. That the programme 
was his personal programme may be readily seen from a few 
quotations, reveaIing the principles and ideals which the 
President set before himself and the country. 

First'may be placed his criticisms of the social system: 

In the years before 1929 • • • the cold figures of finanee prove 
there was little or no drop in the prices the consumer had to pay, 
.although those same figures prove that the cost of production fell 
very greatly; corporate profit resulting from this period was enor
mous ; at the same time little of the profit was devoted to the reduction 
of prices.. The consumer was forgotten. Little went into increased 
wages; the worker was forgotten, and by no means an adequate 
proportiOI!- was paid out in dividends - the stoekholder was forgotten.1 

As I see it, the task of government in its relation to business is to 
assist the development .of an economic declaration of rights, an eco
aomic constitutional order. This is the common task of statesmen 
and business men. It is the mininlum requirement of a more per
manently safe order of society. Happily, the times indicate that to 
ereate such an order is not orily the proper poliey of government but 
,is'the onIy line of safety for our, economic structure as well. I 

As the i"lI'St necessity for restoring the situation the President 
placed a restoration of purchasing power and a redistribution of 
income, which would create a market for the abundant output 
of ~gricul~ and industry. 

Our basic trouble was an insufficient distribution of buying power ••.• 
While wages rose in many of our industries, they did not as a whole 
rise proportionately to the reward to capital.... I believe that we 

. are at the threshold of a fundamental change in o~ economic thought. 
I believe t11at in the future we are going to think less about the pro-
ducer and more about the consumer. Do what we may to inject 
health into our ailing economie order, we cannot make it endure for 
long unless we can bring about a wiser, more equitable distribution 

i of the I!ational income •• _. In such a system, the reward for a day's 
work will have to he greater, on the average, than it has been, and the 
reward to capitaI, especially capital which is specuIative, will have 
to be less.' 

The truth of the matter is that we are in the midst of another turn 
of the wheel in the economie eycIe and that produetionin IBost instances 
has outrun consumption. ••• For example, the trend is distinctly 
towards the five-da:y week. This means the employment of more 
people, or, at least, the laying off of fewer people, as does also the 
movement toward sborter hours of work per day. • • . . . 

1 FranIdiD D. Rooaa .... T: l.aoI<inI Fu,_cI, pp.28-29. 
• l/1itL, P. as. 
o ll1itL, pp. _. 

• lllitL, pp. lH, liB. 
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In return for higher wages and shorter hours Mr. RooseveIt 
insisted on the need for regulating and rationalising production 
by eliminating internecine competition. - ' 

Government ought to have the right and will have; the right. 
after surveying and planning for an industry. to prevent. with the 
assistance of the overwhelming majority of that industry. unfair 
practice and to enforce this agreement by the authority of govern. 
ment. The so·called anti·trust laws were intended to prevent the 
creation of monopolies and to forbid unreasonable profits to those 
monopolies. That purpose of the anti·trust laws must be continued. 
but these laws were never intended to encour~ the kind of unfair 
competition that results in long hours. starvation wages and over· 
production.1 , 

It all employers in each competitive group agree to pay their 
workers the lame wages-reasonaole wages-and require the same 
hours-reasonable hours-then higher w~ and shorter hours 
will hurt no employer. Moreover. such action IS better for the employer 
than unemployment and 10 ... wages. because it makes more buyers 
lor its ~uct. That is the simple idea which is the very heart of the , 
Industrial Recovery Act. • 

As the keynote of the whole programme may be taken these 
words: • The measure of the restoration lies in the extent to 
which we apply social values more noble than mere monetary 
profit. ... 

When he took office, the President was thus under _the 
ohilgation to carry out a series of heroic measures. not merely 
to restore economic balance, but to recast the social structure of 
the United States. To sit down and wait hopefully till the gale 
blew itself out would have been -1I;UcidaI. It would inevitably 
have produced open revolt against-the prevailing system within 
a abort space of time. Unless Mr. Roosevelt acted and acted 

~ 

qulckly and comprehensively, he was lost. Few of his eritics 
dispute this now. Probably none 'of them would have disputed 
it last Man:h. His aim could not be limited to economic recovery 
iIlone. He was compelled to assume the task of social reconstruc
tion at the same time, even at the risk that reconstruction and 
recovery might be to some extent conflicting rather than 
complementary processes ~ 

It is in the light of this eriticaI situation that the action of the 
American Government must be viewed if it is to be rightly 
anderstood. The considerable measure of improvement already 

• ...... ,RadIo~'lIayl-._I .. 
• I .... : RadIo acIm-, MJuIy 1-. _ 18, 
........ l.....-J~ ........ 1-. po __ 
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aChlevedIs apt to obscure the critical character of the emergency 
which gave birth to the programme of national recovery; but it 
may be suspected that the forces which the emergency let loose 
have only been tamed to the extent that social and economic 
e'IIiIs have been courageously and successfnlly gripped. Any 
aHempt to revert to the old system would be likely to provoke 
fierce opposition and to invite a bitter political struggle. 

After an experience of seven months, during which some of 
the measures adopted have hardly begun to operate and bthers 
have not yet been fnlly tested, it is impossihle to embark upon 
final judgments. Recovery measures designed to cure a depres
sion of such unprecedented depth cannot be expected to succeed 
in so short a span. Measures aiming at permanent reconstruction 
will necessarily require some years of practical experimentation 
and adjustment before their benefits can be fairly measured. It 
is not too soon, however, to. hazard a i'll'st estimate of the 
progress made up to date, based though it must be on incomplete 
evidence. 

THE BANKING SITUATION 

In the banking field it is clear that an inImense improvement 
has> taken place, though there still remain dark spots in the 
picture. The President's radio address of 12 March produced 
a remarkable psychological effect on the nation and by itself 
constituted a great step towards the revival of confidence. Banks 
which could produce evidence of soundness were reopened with 
> Government sanctioll and two important measures have been 
taken to ensure their future solvency. The fiist consists in the 
seHing up of the Deposit Liquidation Board, which, through a 
network of committees throughout the couniri. ,is proceeding to 
liberate frozen deposits by lending to banks on those assets 
which may be regarded as sound The second is the authority 
given to the Reconstruction Finance Corporation to purchase the 
preferred stock of hanks in order to increase their liquid assets, 
and to place them in a better position to eng~ge in credit 
operations. As from 1 January 1934 a further important. step 
will be made, when the measure comes into force guaranteeing 
deposits in hanks of approved soundness. 
. The general effect of these various measures has undoublediy 

been to restore in a considerable degree the faith in the banking 
system which had so completely vanished in March. They 
nbviously imply its functioning for the time being under Govern-
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ment tutelage and supervision. but it had . ceased to function.~ 
Dny other way. .Further measures of permanent reform wi~, n~ 
doubt be required. Many of the smaller hanks are still helieved 
to be insolvent. The task of liquidating or of r~nstructing 
them will· probably he difficult. delicate and expensive. but "{t 
may fairly be said that at least a start has been made towards 
banking recovery. 

TUB INDUSTBIAL SITUATION 

The industrial situation is necessarily complicated by a 
number of interacting and conflicting factors. Attention tends to 
be concentrated on the consequences of the National Industrial 
Recovery Act and of the codes promulgated under it ; but it has 
to be remembered that the first codes adopted under this Act . 
only became operative in July and that its economic effects 
cannot he readily disentangled from those of other forces affect· 
ing production and consumption. Before 1he Act came into effeet, 
the departure of the United States from the gold standard caused 
anticipation of inflation. which accentuated the slow rise in 
prices already apparenL The apectation of higher prices as the 
result of the shorter hours and increased wages provided under 
the NRA further stimulated this upward swing and generated an 
optimism which the circumstances hardly justified. A minor 
boom set in. with the result that the index of industrial produc· 
tlon (manufactures and minerals). which stood at 60 in March 
and 67 in April. had risen to 96 by July. Similarly. the depart. 
ment stores index of retail prices moved up from 69.7 to 76.1 in 
the same period and that of farm products from 60 to 76. During 
this time many retailers bought on a'large seale in the apectatioD . 
of higher prices and the geoeraI public was inclined to purchase 
ahead of its normal requiremeuts for the same reason. There 
had also beea • marked improvement in the ~ume of employ. 
ment and of factory payrolls. Between March and July the 
f.ctory employment index moved up from 67 to 69. while pay. 
nlUs increased from 37 to 60 (d. Figure .). 

" This llPSwing was toe rapid, howe_. to 1ast. The iDcreIue 
ef purchasing power had Dot kept pace with tile increase of 
prvdudioa. All ineYitable nactiao Ikdared ibelf. IncIusIriJII 
productioa had dropped bid to ~ in ~ ad the price 
.. '- products fell • .., to 78, IIut as the reRl. 01 sbonesIin& 
Iloun employmeal _tinaed to iIIlproft aatiI it ~ .-bed. T1 
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FIGUBB 1. INDEX NUMBERS OJI PBODUCl'ON, EMPLOYMENT, AND PAYROLLS 
IN THE UNITED STATES, 1929·.9j8. 
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for manufactures in September, while similar gains were apparent 
in bituminons and anthracite mining, public utilities and retail 
trade. By October it seelDS probable on a cautious estimate that 
between 3,000,000 and 4,000,000 persons had been re-employecl 
since the Recovery programme was initiated ill March,' or: 
about 25 per cenL of the total, a not inconsiderable achievement 
in the space of six months. In spite of the recession, the lIIIIDe 
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upward movement continued in payrolls; due, no doubt to the 
wage provisions of the codes .. In manufacturing industry the pay
rolls index rose by nearly 8 points between -July and September; 
in anthracite and bituminous Mining ~y 22.5. and· 10.5 ,points 
respectively, in power, light and water undertakings by 1.8 points' 
and in retail trade by 11." points. ' . 

It may be noted that the figures of weekly earnings had risen· 
but little, while hourly wages showed a considerable advance. 
In other words, the effect of higher wages was not so much to 
.. fallen the pay-envelope" of the average worker, as generally 
to maintain the same earnings for a shorter working week. At the 
same time, however, the reduction of hours inevitably increased 
the volume of employment and thus enhanced the aggregate 

. purchasing power of the wage earners as evidenced by the pay
roll totals. Nevertheless, this added volume of buying wilS not 
enough to sustain the volume of retail sales at the higher prices 
which came into play, partly no doubt as the result of the higher 
labour costs in industry. The sales of department stores (adjusted 
,for seasonal variation), which had appreciated from 70 in July 
to 77 points in August, declined again to 70 in September, while 
retail prices of department store articles rose by nearly 10 points 
in the two months. It must be remembered, however, that there 
had been abnormal buying in the summer months, which 
absorbed much of the normal autumn improvement and was 
bound to presage some falling off in the July volume of sales. 

TIDIl WOIUtING OF TIDIl CODES 

As soon as the National Industrial Recovery Act came into 
foree, its application was pressed with great energy by the 
Government, aided by a great deal of good will from many of 
the industries. In the space of four months over one hundred 
codes had been elaborated, discussed by all parties concerned at 
public hearings, signed by the President and brought" into 
immediate operation, Machinery was set up for administering 
them. for ensuring c:ompliance and for dealing with disputes, 
particularly those arising in connection with the rights of trade 
nnion organisation and of collective bargaining which they 
8Ilaranteed. 

The working of the codes may best he illustrated from the 
experience of two important indu.stri5-steel and cotton testiles. 



o~ November .16 th~ Adminislrato, of the Steel Code issued a 
~ePlU1, in wblebhe stated that between June and September the 
v"llJlBe ofbulliness !lad dedined by 10 ~ cent. He continued : 

The increase in 'number of employees and total wages in the' face 
~ this clecline of business is remarkable. The number of employees 
increased approximately 78,000 or 22 per cent. The total wages J>aid 
increased approximately $6,500,000 per month, or 21 per cent. . .• The 
average hours per employee per week decreased from 89.2 hours to 
82.S hours. . . . The average earnings per hour for all employees 
increased from 52.S cents to 68.6 cents, or an increase of 20 per cent., 
and, excluding salaried workers, increased 20 per cent. from 47.11 
eents to 56.7 cents. The average earnings per employee per month 
showed substantially no c~. The total hours worked by all 
employees per month showed a slight increase. ~ it must be 
emphasised that the foregoing figures must be read m the light ot a 
decrease of 10 per eent. in operatecl ingot capacity and, therefore, 
show not merely a maintenance, but a decided unprovement from the 
standpoint of labour, despite the reduction in busmess. 

In Ql'der to complete th.e picture, it should be added that the 
1Iarial.ion of the price$ of steel and pig iron was slighL Between 
15 August and 14 November the quotations fo~ finished steel 
showed an iIlerease of 1.8 per cenL and those for pig iron of 
4.~ per cept. Il is also important, however, to notice that in spite 
<If the depression the composite prices of iron and steel products 
ha4 undergone complU'atively little. reduction, the monthly 
a'lferage for the first ~ months of 1931 being $31.35 per long 
ton and fpr the same period in 1933 $29.09. Nevertheless, 
production.' which averaged 83 per cenL of the 1923-1925 average 
in September 1930, fell as low as 21 per cenL in March 1933. 
In July it rose to 100, but bY,September it had fallen back to 66. • 
Owing to the inactive demand for capital' goods, which still 
persists, the industry is suffering particularly from the depression. 

The experience of the colton industry is equally remarkable 
. lAS illustrating the improvement in employment and wages 
effected by the codes. In this industry there had long been 
an excess of capacity, with poor pricell and low wages as a 
resuiL The basic provision of the Code was the limitation of 
machine-hours to 80 per week' and ot working hours of the 
individual worker to 40 per week. Some mills had previously 
been operating 144 hours per week at certain seasons, while 
UO hours were commOn. The employment of women at night 
was usual in many of the Southern mills. The Code, which was 
hacked by 80 per cenL of the manufacturers in Ule industry, 

• s-e, oJ CoanIoIBuai_, Nov. _, P. I1L 



-.13 -

sought to restrict Ilnd to equalise production automatically, thus< 
·putting a bottom into the industry". It.also aimed at maintain. 
Ing an output adapted to the-consuming market by prohibiting 
the installation of new machinery without the sanction of the 
Code Administrator. It has further resulted in abolishing child 
labour under sixteen. in eliminating the so-called ~ grave-yard .. 
shift, in expanding employment and in raising wages. The 
reduction of working time-resulted in a considerable decrease 
In unemployment. At the end of August the number of persons 
on the mill payrolls had increased by 140,000 01' 40 per cent. 
as compared with the first week in March. 

The establishment of minimum rates of wages entailed a 
seneral rise in wages for all grades. liS it was stipulated that 
the existing differences in the rates paid to the various classes of 
workers above the minimum rates should not be decreased. As a 
teSult the average remuneration of seven occupational groups 
whose earnings exceeded the Code minimum increased from 
3 •. 9 cents per hour in 1932 to 43.9 cents per hour in August 1933, _ 
a rise of 25 per cent. Both in fixing the minimum and in 
establishing rates above the minimum the general principle 
followed is that a worker shall receive at least as much for a full 
working week of 40 hours as he previously obtained for 48 hours. 
This increase of cost naturally involved serious financial problems. 
but the mdustry expects to meet them partly through the elimina
tion of cut-throat competition, partly by raising prices. 

The wholesale price index of cotton goods rose from 50.0 in 
March to 80.2 in July when the ~de eame into effect, and stood 
at 91.3 in September. A part of the increase was due to the 
contraction of stocks in July during the temporary boom. On the .. 
other hand, prices had been 80 low that they could not provide 
a decent living wage for many of the workers. As for production, 
l' had attained a figure of 100.479.000 yards at the peak in 
June. With the eoltapse of the short-lived boom output fell to 
67.471.000 yards in September, a slightly higher figure than in 
September 193Q. There Is no doubt that the Code has already 
eooferrecl coDsiderable llmefit on both employers and workers. 
III Mr. Sloan's 1fWds addressed to the Cotton Institute. of whieb 
he Is Presiclent : 

OveMapaeity had !educed this industry to • -eood.ition of chronic 
~, from whicla Hell tbe boom times of 19i9 eould not Jelieve 
it. To bring eapaeity into IellSOII8b!e baIanee with tbe demands 
of tIOIDUIIIl.'tion. it was _tiel \hal tbe .nilahIe faeilities he limited 
and he unit'onnly limited without exccptioo. • •• TIaal pl'Ovmoo in 



this COde has been its most important achievement. It is an accomplish
ment that it can defend. • . that it has and will use every effort to 
preserve.' 

THE REINFORCEMENT OF PuRCHASING POWER 

In addition to this shoring up and reshaping of the banking 
and industrial structure, the Government is straining every nerve 
to reinforce purchasing power. The whole, programme of recovery 
and' reconstruction as it at present stands depends upon business 
activity taking an upward tum. One thing alone can bring this 
about, and tJ:tat is an increased volume of buying, both of 
consumers' goods and of capital goods. How to, secure this 
increase in the volume of buying is the central problem before 
the Administration. 

In ,previous depressions a revival of the investment market 
has frequently proved a powerful factor in setting purchasing' 
pOwer once again in active circulation. The present situation in 

, the United States is characterised by an almost eomplete lack of 
new investment. For this" :various causes are assigned, all of 
which have probably made some contribution. The uncertainty 
as to the future value of the dollar stands first. As long as the 
fear of inflation persists, fixed-interest bearing securities have 
little attraction for the investor and the flotation of new issues is 
discouraged. Hence the demand for stabilisation is rapidly gain
ing strength. Again it is claimed that the rigours of the Securities 
Act are a deterrent to indus~ venture. It may well be that in 
some respects this measure :Ynposes irksome and unnecessary 
restrictions, but, on the other hand, complaint against a curb of 
which American finance has Jlo experience was inevitable. 

These bars to investment arising out of Government policy 
are strengthened by two natural obstacles. The autumn recession 
was bound to produce a discouraging effect. Until a new upturn 
occurs, investors' prospects will remain dubious. A more formid
able factor is the admitted over-equipment in many industries. 
particularly in those producing capital goods. There seems little 
likelihood that the demand for new machinery will again become 
active for some time to come. Several of the codes aim at 
restricting its installation, and even without the codes the bitler 
experience of over-mechanisation gained in the depression must 
have acted as a serious check on new mechanieal development • 

• George Ii. SLIMK: Arldrua fo c-.. lrulilvlC, 18 Oct. 1988, p .... 
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In the normal cour~e, the increased absorption of consumption 
goods will no doubt revive thll demand, for capital equipmen~ 
but some of the prime industries, notably building and the rail
ways, have reached a point where any rapid expansion is beset 
by great difficulties. The tremendous building activity of the 
boom period has satisfied existing demand in most directions fO.r 
lome time to come. Rents have fallen sharply. Many houses 
stand empty. Many office 'buildings' and hotels are in the handS 
of the receiver. The index of construction contracts awaided' 
fell from a high point of 135 in 1928 to a low point of 14 in 
March 1933. The index has since crept up to 30 (September 1933); 
but there seems small prospect of a great building revival, except 
In the construction of workers' houses to whieb the Government 
Is now turning its attention. As for the railways, only one new 
locomotive was built in the United States in 1932. Traffic 
receipts have fallen very low, partly owing to the competition of 
road transport, and so many of the companies are in financial 
straits that they cannot undertake any extensive programme of 
renewal or development with their own resources. 

To promote a revival of activity the Government has had 
rerourse to a multiplicity of measures, all tending directly or 
indirectly to reinforce purchasing power. Among the most 
important of these are the huge programme of public works, 
the increase of unemployment relief, and the reduction of 
Indebtedness. 

Congress voted a sum of 13,300 inillion for public works, but 
inevitable delays have occurred in preparing the programme, 
which often involves complicated negotiations with State and 
municipal authorities. Great efforts are now being made to 
overcome these obstacles, and in the next few months a marked 
Increase of activity may be expected, which will stimulate not 
only consumer buying, but also the demand fOl' capital goods. 
Mr, Ickes, Secretary of the Interior, has announced that the total 
of those directly and indirectly employed on 25 November on 
the public works programme exceeded 1,462,000, not including 

-SOUle 347,000 employed under the Civilian Conservation Corps 
whlclt Is rmanced by the Public Works Adminisb'atiou. As 86 per 
ceo&. of the funds voted by Congress have now been allocated, • 
further substantial increase in the numbers engaged on public 
works may be anticipated by the end of the winter. . 

The second main item in the programme fOl' resloring 
purchasing power is the extension of the Federal Em~ Relief 
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$ystem. ArI)UI;ld $40,000,000 a month was being spent for relief 
9Ut of Federal funds. On 8 November the Civil Works Admi· 
nistration was set up to deal with this problem along new lines. 
For this purpose the Federal Government has provided, in all, 
some $500,000,000, while it was expected that State and local 
authorities .would contribute a further $200,000,000. With this 
money 2,000,000 men and women in receipt of work relief were 
to. be transferred to regular work at fixed rates of wages. A 
further 2,000,000, drawn from the unemployed registered with 
Ute Federal Employment Offices throughout the country, were 
to be restored to work on the same terms. By 23 November over 
1,180,000 were actually employed under this arrangement. 

Alongside these direct measures for increasing purchasing 
power, the Government has undertaken the refinancing of a huge 
volume of indebtedness. Provision has been made for taking 
I)Ve1' farm mOrtgages and mortgages on homes to a total of 
$4,000 million. By these means not only will the debt burdens of 
the individuals concerned be lightened to some extent, but the 
holders of these mortgages will be placed in a much more liquid 
financial position which will permit them to expand their 
purchases and to make investments. These and a number of 
other measures designed to the same end may be exjleeted to bear 
fruit in the coming months and gradually to bring a greater 
volume of, buying powe~ to the support of industry, always 
assuming that no uncontrolled inflationary movement destroys 
the foundations of eredit and business. 

THE AGRICULTURAL SITUATION' 

It remains to give a brief survey of the meaSures taken to 
rebabilitate the farming population, which . constitutes so large 
a proportion of the ·porchasing public of the United States. 
A passage from President Roosevelt's pen places the agricultural 
situation in its relationship to the general problem of recovery. 

The farmers of America ••• six and a half million farm families ••• 
represent twenty-two per cent. of the population of the United States. 
In: 1920 they reeeived fifteen per cent. oHhe national income, in 1925 
eleven per cent., in 1928 about nine per cent., and in some of the 
recent estimates based on figures of the United State. Department of 
Agrieulture the farm income has dropped to about seven per cent. 

Fifty million men, women and children immediately within our 
borders are diftetly concerned with the present and tDe future 01 
agrieulture. Another fifty or sixty million JICOple who are engaged in 
lrusiness and industry in our large and small CIvic communities are at 
last coming to understand the simple fact that their lives and their 
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futures are also profoundly concerned with the prosperity of agricul. 
ture. They realise more and more that there will be no outlet for their 
products imless their fifty million fellow Americans who are directly
concerned with agriculture are gi~en the buying power to buy city 
products.l ' , 

The position of the farmers at the beginning of the year may 
be summed'up in four words: un~emunerative prices, unpayable 
debts. During the World War agricultural production was greatlt 
expanded, so that for a whole series of basic agricultural prodpcts 
the United StateS was equipped to meet far more than the home 
demand. The period following the war saw the virtual shutting 
off of immigration. As a consequence the home market 'for 
agricultural products failed to expand as it had done in the past. 
The post·war years were likewise marked by the rapid growth 
in tariffs and other barriers to international trade. This had the 
double effect of closing foreign markets against the American 
farmer and making the products of protected industry more 
costly for him to buy. In these circumstances a farming crisis 
was inevitable; and when upon h was superimposed the acute 
depression of 1929-1933, farm prices, in terms of the prices of 
goods that farmers bu~ sank to only half their previous value 
(cr. Figure 2). Energetic measures to meet the emergency were 

Ftouaa t. INDEX NUllBE1I8 OP FAJIII i'RIClU RBCBJTBD AND RETAIL 
PtuClU PAm BY FAIUoIEB8 IN TUB UNrrED STATI!8, 19111-19:l8 • 
.... _ (B_: 1911J-IUI- 100.) 

.......... .,. ..., ............. IIIA _._-.. ----.. -::: ..... - ..... -.. ~ - .... --~--_, "-__ Ort. leu. 
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indispensable, aiming first at- restricting agricultural- production 
until. supply was brought down to the point _ where the farmer 
would receive a reasonable priee for his products, and secondly 
at relieving the. intolerable burden of debt which oppressed him. 

It is not possible to enter here into the intricacies of the 
Agricultural Adjustment Act, the Emergency Farm Mortgage Act 
and the 'Farm credit Act of 1933, which together deal with the 
agricultural problem. The more important of the actual steps 
taken may, however, be very briefly summarised In the wheat
growing areas farmers representing 80 per eenL of the total wheal 
acreage have agreed to reduee their sowing by not less tban 
20 per eent. during 1934 and 1935. Benefit payments totalling 

. $100,000,000 will eventually be paid to them on this account, of 
which $70,000,000 will soon become available. In the South more 
than 10,000,000 acres of cotton have been taken out of produc
tion,reducing the. estimated crop from 17,000,000 bales to rather 
over 13,000,000. By this means the priee of colton bas been 
prevented from collapsing completely, while the $110,000,000 now 
being paid away in benefits bas already had a salutary influence 
npon the conditions of cotton growers. The production of corn and 
hogs has also been restricted, and of the total of $350,000,000 
that will be paid in benefits on this account, some '180,000,000 
will find its way into the hands of farmers within a short time. 
Tobacco growers, dairy farmers, riee growers and the raisers 
of fruit crops have likewise been assisted along similar lines. 
Furthermore, in addition to the benefits on account of restriction 
of production, the recently created Commodity Credits Corpora
tion is making loans to cotton: farmers and to corn producers on 
their stocks in hand, with the double objective of enabling them 
to hold their products for better prices and to give an immediate 
impulsion to farmer buying. 

. Parts of the agricultural programme undoubtedly present an 
easy target for criticism. The reduction in acreage sown, and in 
some ca.'ICS the actual destruction of food and other basic 
commodities necessitated by the restriction schemes, are of course 
shocking to the imagination at a time when millions of people 
in the United States and elsewhere are undernourished The 
Administration has endeavoured to avoid this actual destruction 
as far as possible by organising the Federal Surplus Relief 
. Corporation to purchase surplus products for dislril!ution among 
the indigenL Other more detailed criticisms are directed against 
"the methods employed in carrying througb the restriction 
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programme. Thus the tax upon the processors of agricultural 
products, by which the benefit payments to farmers are financed, 
would appear to be open to objection in certain cases. Particularly 
is this so where the burden of the tax is liable, at least in the 
beginning, to be thrown back upon the farmers. But while these 
and many other complexities render the farm situation singularly 
difficult to unravel, the fact remains that action to remedy the 
situation of the farmer was imperative, and no other quick'acting 
method suggests itself for bringing agricultural production into 
balance in ,such a manner as to afford a modicum of justice to 
tho agricultural community. 

The restriction programme in its present shape is a purely 
emergency measure. It is only a stop·gap arrangement pending 
a complete revision. of American agricultural policy in the light 
of Ule future economy of the country. It is at this point that the 
attitude of the United States towards international trade will 
have to be determined. The choice before the nation has been 
sharply defined by Mr. Wallace, Secretary of Agriculture. Speak. 
ing on November 14 he said: 

If _ follow the international programme (i.e. the exportation of 
the agricultural surplus) _ absolutely must receive great quantities 
of goOds from abroad, and must not he disturbed by the clamour of 
the people who are hurt thereby. If _ follow the national programme, 
_ must resolutely plan to keep 50,000,000 acres of land out of use, 
DO matter how loud may be the outcry of certain carrying, handling, 
processiog and exporting interests. 

Unremunerative prices constitu,le only half of the agricultural 
problem. Unpayable debts contracted in times of relative 
prosperity, and now representing ... vasUy larger proportion of 
agrlculturu1 income than when they were Qriginally Incurred, 
constitute the other half of the farmer's burden (d. Figure 3). 
The Farm Credit Administration set up as part of the • New 
Deal" has achieved one highly salutary piece of organisation ill 
bringing aU the agricultural credit agencies under one central 
administration. This body is now taking active measures to 
refinance farm mortgages and put the whole agricultural debt 
upon a basis more favourable to the fanner. This major operation, 
bowever, bas demanded a great deal of preparatory work, as for 
instance, the appointment of a far larger body of farm property 
appraisers than was formerly required, so that bere also the 
concrete effects of the measure cannot be fully appreciated for 
some months to come. 
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FIBUKE 3. GBOSSlNCOME nOM FARM PaoDUCl'ION Atm MORTGAGE DEIrr8 , 
liIIIIo .. loII IN TIlE UHJTED STATES, 1009-1088 • 

...... -
Soo.a:: tAo". and MtR'IreU. 1laJ' 1933: v .... Book 01 Ap1.t1ullw., Jm. 

CONCLUSION 

In surveying the whole field of finaneial, industrial and 
agrieultura). problems and remedies thus ~ery roughly sketched, 
U is evident that the measures taken fall into three main groups. 
which may Conveniently be labelled "relief ", "recovery" and 
.. reconstruetion ". The relict fueasures include those for meeting 
Ihe immediate emergency: 10' re-open Ihe banks, to feed families 
on the brink of starvation, 10 give some support to an agrieultural 
population whose hardships were· becoming unbearable. The 
reconstruction measures, at the opposite extreme, aim at a 
permanent re-organisation of finance, industry and agrieulture 
with the object of creating a soeial and eeonomiestrueture which 
is at once more eqnitable and better ealculated to withstand the 
'shocks of business fluctuations in the future. Between these two 
types of action are the recovery measures proper, having an 
increase in business aetivity and employment as their immediate 
aim. 

It can hardly be disputed that a very substantial measure of 
achievement has been realised in all three fields. U is futile to 
ask whether the United Stales is in sight of complete recovery. 
Nothing could have brought the country out of the profound 
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cJMressiQJl jlJtg w/li!ll} it "".,,9 plupge4 in l'tfp.zclplljlilill wiew II' 
rlllleWIl4 prl?slmrjty ill '" sp."ce of eigb~ ~olllh4. Tb,Q righ~ Illst ,q 
4Pply i~ to flQlppare Ute ecollo~c IIP4 sociaillositjon lit J)~hllr 
with that which existed in March; Viewed from this standpoil)~ jt 
is Inc"n~q",erJij>lp lIlat iJ:l!.m,ensll pro8fllss I1as b~1J IIccomPli$l}ed. 
WbellJllr 01)/1 JRQIu at Ptll IlqpWllr of per~olJJ emploYlld. lbe carll 
of lhQse sti~ o"t qf work. Ill" volume of prq4lJl:liol) IIP4 Sl!les. U,JII 
mOJlement 0' farlll prices and lbe jlCQPOm;C stap4ing of lb,e 
farming comlJltmi~, Pta stabiijty qf tb.e l:IapIQng 5YStl'm qr U!.e 
~oundp~. or Uta great insurance compllllies. a. PlBrke4 imProve
mentl}as ~If,en place liS co~pared l"illJ UJe ,firs~ JIIonths of J~3'_ 
Qeca\JSe recollerf has in f"ct taltlll) place ~ II consi4erable degree, 
It I. pow j)eipg said, particularly by 1Il0se who proph,esie4 JJ)lI 
4bject fililUl'jl pf the l\oosevelt progralJUD.8. lIlat it, bas occurre4 
In ~plle pI iJ I!Il .,. result of the generaJ imProvement ill busines~ 
activity wl}i/lll J!,u j)een obs,erval!le m most cOUJl~es ilJ the later 
month, Qf 19~~. Such a wew entirely ignores the social al)d 
oconom;c circllJllstances wbich col)fronte4 the President on 
assuming off~a. A triple progrlllllple of relief, recovery and 
reconstruction was imperatively necessary at that time, and it is 
impossible to believe that without that programme the United 
Slates could either have avoided a much greater catastrophe or 
have achieved ,the measure of recuperation which has already 
taken place. 

Of the future no one can make any confident prediction. 
There are still dark shadows as ",en u sunlight In the picture.. 
A series of complicated and perpl~ problems remain to be 
solved In every field of economic and financial policy. At the 
present moment the most urgent question is whether purchasing 
power can be stimulated so as to enable sales to expand. The 
Administration is bending all its energies to this tuk by large 
8ubsidies for relief. by the public works programme, by the 
programme of civil works, by mmanclng indebtedness, by putting 
additional purchasing power into the hands of farmers in the 
fonn of benefits and commodity loans, by direct purchases of 
commodities and by increasing wage rates under- the codes. 'Ibis 
massive increase in purchasing power has not yet had time to 
eome Into full effect. Only a relatively small proportion of it has 
so far actually found its way into the hands of poIeDtial buyers. 
Furthermore, such purchasing power u does become available is 
stiR necessarily used in large part to pay off debts, and so loses 
much of its efficacy. The considerable wlume of deposits stiB 



-22-
• , 

imavailable in closed banks is a further check upon buying. 'The 
low level of investment activity and the sluggish progress of the 
capital-goods industries are yet other handicaps. to business 
revival. . 

In the wider field, also, the problems with which the 
Administration's path is beset are many and serious. There is 
the cost to' Government and the demands upon its credit which 
are involved. There is the great question how far the higher 
labom costs which industry is now carrying will in practice be 
offset .by econol]Jies derived from- the limitation of competition. 
or can be covered by higher prices without checking the growth 
9f consumption. Lastly, there is the great problem of the 
stabilisation of the currency. All these and many other pro
blems remain to be solved before the path to prosperity can 
be . -finally cleared, but no impartial observer can resist the 
conclusion that in the course of 1933 considerable strides towards 
'recovery have undoubtedly. been made and that the prospects for 
the new year are incomparably brighter than those with which 
the United States faced the fateful months of 1933 . 

. 10 December 1933. 
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PREFACE 

This book is above all constructive. The author presents 
a static theory of value and of distribution of wealth which is 
different from the current theorY. 

Though of a static character, this work tries to approach 
nearer to the reality of the concrets phenomena than the cur
rent theory, and the writer sincerely believes that his scien
tific construction will lead to a better understanding of the 
complex economic phenomena. 

The maIn purpose of this book is to bring to light the 
fundamental influence on the economic phenomena of the ul
tramarginal (potential) elementS. the lack of understanding 
of which has given rise to a simple but erroneous and mis
leading theory. 

But other economic problems are treated I,!t~ . because 
. they help to give a better understanding of the central point 
being treated for themselves. This for Chapter I to vm 

_~_.J'-

inclusive. 
The mam points of the theory are developed from Chapter 

IX on. It is suggested, however, that the last chapters be 
read after the preceding part. 

The present treatment is concerned with long-run equili
brium phenomena. but will also help in the understanding of 
short-run equilibrium and dynamic phenomena. 
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The method of approach followed here differs from that 
followed heretofore in static theory. Variations are considered 
finite when the assumption that they are infinitesimal causes 
. appreciable errors in the results obtained. 

Economists often know that they fall into error when they 
consider as continuous the variations which in the concrete 
are discontinuous. But they are led to consider these as con
tinious because of the greater difficulty in the study of dis
continuous phenomena, and because of the mistaken opinion 
that the error made in assuming variations as infinitesimal is 
inappreciable. 

Pareto argues: "In order to approach more closely to the 
concrete, it should be necessary to consider finite variations". 

"But there is a technical difficulty. The problems having 
as their object quantities that vary by infinitesimal degrees are 
much easier to treat than the problems in which the variations 
are finite" (1). , 

As a matter of fact, the technical difficulty can justify 
the treatment of finite variations as infinitesimal when the 
error committed in doing so is really negligible; however the 
error is not generally inappreciable and especially in the case 
of variations in the output of commodities the results obtained 
may be misleading. 

The difficulties of the investigation must not and cannot 
dismay the scientist imbued with file earnest desire U; 'reach 
the truth. Science must progress, and the road ,to that pro
gress is the overcoming of difficulties and obstacles, not the 
avoiding of them. 

In this way only will we have theories nearer the truth, 
and tools which, though perhaps more difficult to handle, will 

(1) Speaking of variations of quantltl.. of eonaumptlO1l. See 
Pareto's "Manuale eli Economia Politi .. ", p. 169. 
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help us to obtain a more exact and complete insight into the 
economic phenomena. 

• • • 
I wish to thank Mr. C. E. Bovet for having helped !De to 

translate the original manuscript which was mainly in Italian. 
I also wish to acknowledge my appreciation to Miss S. Van 
Biesbroeck, Mr. B. Caplan, Mr. S. I. Posner and Mr. A. Duncan, 
each for having read part of the manuscript, helping me to 
prepare it for the press. Moreover, I wish to thank Lucille 

. Barron Clack and Mr. Antonio Chiuminatto for having cor
rected the proofs. 
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Static Curves 1)£ Pr..oci1Jc:tioQ. 

When dealing with the tendency of coats to increase or 
decrease according to the different quantities of production, 
one generally uses a single curve to express the series of costs 
for the different quantities of production and the different 
sizes of the firm. SucceSBive curves, however, are be~ 
adapted tor this purpose (1). 

Take as an example a simple hypothetical case of a given 
cOncern. We mill suppose that if operating under decreasing 
costs, it wanted to produce only a tew production units, it 
W!Ould have to carry a very high average cost, e.. g. 50A: to 
produce a determinate number Xl4 which would enable it to 
use to fullest advantage the complete plant since the establish
ment of the firm, the average cost would rapidly decrease 
until it reached A. If at that point the producer, without ex
panding his plant, wanted to increase the production by a 
determinate quantity, the marginal cost would rise rapidly 
tor every appreciable quant!.ty of output added; whereas if he 
increased the size Qf his plant utilizing fully the new additions 
and obtaining, e.. g., a -production of X/2, the average cost 
would drop to A-L If at thia point the producer wisbed to 
increase his output 1rithout however increasing the size of 
his plant. the marginal ~ would again rise rapidly for ~very 

(1) For m ' .. c:aro. of thia I¥Pe _ .~ __ 1M ..... 
101 of "OuW- of _omiea- I>¥ IUc:I>ud T. EI:r. Thomu s,. Adam8, 
Mg 0. Lonu, AIIp A. Y_ Macmillan, New York 1930. 
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appreciable quantity of increased output; whereas if he 
should. wish to increase the size of the plant to produce X 
units of merchandise, the average cost would decrease to A-2 
(always. provided that the new production utilize completely 
the increased productive capacity of~ the firm). 

We can also suppose that if at the point where X units are 
produced, the producer should want to increase his output 
still further, to a quantity Z and always with the same plant 
and equipment, the marginal cost would again rise; should 
the plant be enlarged and the new plant fully utilized, the 
average cost would drop again but not as low as the preceding 
average cost A-2 for X units (supposing that at X output, 
given the necessary adjustment in size of plant, the average 
cost is at the minimum). 

The various points showing the unit cost can be drawn 
by means of successive static curves. 

" 
/ , 
rf'f 

OL------A+-~~.~~J-;~~.-l,~--~-----

Figure 1 will give an approximate idea of this, prOcess in 
a concern with decreasing costs. The third curvewi11 sup
posedly be the last one whose tel'lll.in8J point shows a decrease 
in average cost; in other words, from the point M4 an upward 
tendency towards increasing cost is noticeable. ' . 

The dotted curves M. Ml etc.. show the marginal costs 
when the plants are used beyond their full capacity. The un
dotted curves show the average costs in relation to enlarge
ments in the size of existing plants or to the construction of 
new plants. 
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The dotted curves are ma<le for the llurpose of showing 
the contrast between the building of new plants or the en
largement of the existing plants and the further utilization of 
the existing plant or plants; but each of these dotted curves 
represents in reality different smaller curves which must be 
taken into consideration. Even the addition of a new machine 
gives rise to a single curve. The employment of a new laborer 
or the addition of an hour of labor may' also give rise to a 
single curve for itself. 

That is why even if we are not- concerned with the case 
in which large amounts of output must be produced in order 
to increase the production economically, we should always 
consider successive curves, every time we take into consid
eration an appreciable increase in production • 

• • • 
In the same way if we take for example a concern under 

increasing costs we will observe a similar phenomenon. If few 
production units are produced, we will notice a very high 
average cost which will slowly and gradually fall with every 
increase in production, until it reaches a point beyond which 
the average and marginal cost will again rise, slowly at first 
'and then more and more rapidly, forcing the producer to invest 
more capital and labor, both however less productive than the 
preceding investments. These new energies, if incompletely 
utilized, will raise the marginal cost considerably, but if used 
to full advantage, they will lessen the upward tendency 
ot! the marginal cost. In this wise, therefore, new success
ive curves may be obtained until the point is reached where 
any further investment- of capital and labor will offer no 
compensation. This point is the limjt point 0' cnstS Here 
there are no more coats, as there is no reason why there should 
be any. 

Figure 2 represents the successive curves of a firm with 
increlsing costs. The terminal points of the curves rise as the 
output increases. M: is supposedly the economical point of costs. 

The series of curves from M: to the right. in rig. 2, is 
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h. 
, y!lJ ,lI1f 

I ~~ '/ 
I nt" : 

til 

~ ~, 

~.,. " x 
. 

similar to the series following M4 in fig. 1 The curve Y M could 
also be represented by a series of curves like that>preceding 
M4 in fig. 1. 

In the same way, for firms subject to constant costs 
similar curves can be shown. In these firms, 88 we can theo
retically imagine them, the simple tendencies of increasing 
and decreasing costs balance'one another at the terminal points 
of given successive curves, until we reach the economic point 
of costs at which the tendency to increasing costs begins to 
prevail. 

1 

, , 
ytLf 

o 4---........ ......,-'-;.;.....J..; • ---_ ..... _ " 
/I If, Jie 

'" 
In fig. S which repreSents the suCcessive iUrieS of a firm 

with constant ~ _the terminal points of the curveS are 
shown by a hoi'izollta1line up to M4 from which pOint the costs 
definitely begin to increase, giving rise to a serieS of curves 
of the type shown to the right of 114 in fig 2. 

In the case of firms under constant or decreasing costs, 
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starting their activity from the economic size'shown at M4, we 
can draw a single curve decreasing towards M4; but always 
aiter Mf we shall have to' Uk.' intO COnsideration succeillsive 
curves of vatioul tyj)ell' (l!): 

• • • 
The siinple tendencies ot increas:iDg and decree.ring costs 

which balance one another in the manner above indicated in 
the firms under constant costa (in my opinion it is not correct 
~ven theoretically - to speak of constant costa in any 
other sense) are always intertwined. even in firma under 
decreasing or increasing costs. 

Also in the production subject to the law of increesing 
costs one notices Immediately the relieving influence of the 
opposite law of decreasing. costs. True, this latter tendency 
is relatively very weak in certain industries. In many agri. 
cultural Industries the terminal point of its infIueBce is very 
cloSe to the initial..point, but in any case the tendency exists. 
Also in the production subject to the law of decreasing costs, 
the Degative influence of the single tendency to ~ , 
costs is manifest. • 

In the case of those Industries which ~J1ubject to the 
law of dec:reasina' and constant costs it happens that in ad· 
dition to certain maximum dimensions which firma can attain 
by reducing the unit cod, the teDdeJlCl towarde: decieasing 
ooets is lesseuecl. whereas th~ oppoeite tendency towarde 
increasing eoats Ie intensified. This lattef'teDdenq alwaya 
eDds by prevailing over the former; 

(1) What _ II.... '" b...... eoll.....w.. tile equllibrillDl price, Ia 
what Am_ ea1Ia "mtIlal __ (costo 'finaaIe) wbich III "eqaal '" the 
......... _ If thia Ia ... _ tIwl the IIIU'IIiaal .... aad equI '" the 
maralnal east If the mlll'llillal .... Ia ........ thUl the .---.. __ , 
(See "Lealolli dl economla ..... tematica· ..... 1'lOO _. Zuliehelli, Bo-
1 ........ 1921), 

III uplaillina the abo ... diqrama _ ha ......... the diffveDt ......... 
mlll'llinal _ aad a---.. east '" up ..... 4moroeo'a "mtIlal _-, W. 
ahaD ho_ call thia with the ...... "maraiaaI" or "Iudt" coat ill tile 
followlnc uaqm beca .... thie is .. hat ads realI7 III the margia. 
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• 
• • 

Here I must add that I have called simple tendencies the 
single tendencies intertwined and leading to the decreasing 
and increasing costs, only to distinguish them from the general 
tendency that we find as a result of that intertwining. 

As a matter of fact, however, this tendency that we have 
just called a single tendency in the case of increasing costs is 
composed of single tendencies of various types, and similarly 
this also refers to the tendency of decreasing costs. 

If we consider every decrease in unit costs as an 4!cpnomY' 
of the firm, and every increase as a disecol}9JllY; we can briefly 
state that tendencies towards increapeacosts resolve them
selves into diseconomies, and. te~cies towards decreasing 
costs into economies. 

And according to whether these tendencies develop within 
or outside of the firm, or within the industry or outside of it, 
we will call these tendencies - and consequently these econo
mies and diseconomies - as internal or external to the firm 
or to the industry. 

The distinction between economies external to a particular 
firm and external to the industry as a whole can be made (1) .. 

• 
• • 

Returning now to our study of successive curves, it can be 
said that any firm expanding to a certain point-must meet 
tb,e curve of increasing costs, but it may happen that a f'mn 
may satisfy all the available demands of a given iJlarket before 
reaching this curve (2). 

(1) Prof. Robin. in "The Representative Firm" (Economical .Jonr
nal, 1928) p. 398, says " ••.• if we restrict the term external eeononlleio .0 
economies external to a particular firm but internal to the industry 
as a whole."_ and I enbmit thet any exten.ion of the term beyond 
thet is illegitimate in thi. connection, since it _mea to be a fnnction of 
one variable whet is really a function of many._" The reason as 
etated does not seem correct. Can we really asenme to be a function· 
of one variable whet is not really a function of many! 

(2) As we .hall see later this does not necessarily result in a monop. - --
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Successive curves can be different, not only for different 
industries and for the various concerns forming part of an 
iiidustry as a whole, but also in any individual firm, not only 
for the different quantities of production but also for the same 
quantities produced for different markets. . 

It is not necessary here to go into lengthy details regard
ing all the kinds of economies and disecpnomies of the indiVid
ual concern. It is nevertheless well to remember how, from one 

,same source, we can obtain' economies or diseconomies ac
cording to the various points of the curves of production. 
~);11e, many internal economies arise from the 

ability of th~epreneur, but it is also true that many 
internal diseconom~after a firm has enlarged beyond a 
certllin size, derivf'fr'-, that· same entrepreneur whose 
ability, beyond ace. ain determinate point, becomes incapable 
of organizing anc directing his enterprise without non
economic systems of control • 

. Thus, given plants, if operated at full capacity, will bring 
about considerable economies, whereas if operated at lessor 
more than full capacity they will bring about diseconomies. 

t 
The most important source of diseconomies is the tend

ency of natural resources towards increasing costs. These 
diseconomies can be considered as internal to and sPecial to a 
firm in those industries under increasing. costs (agriculture, 
mining, etc.) and external to and general in an industry or 
group of industries under decreasing and constant coAts. 

When it is convenient to remind the reader that indus
tries commonly known as under decreasing and constant costs 
sooner or later meet the curves of increasing costs, these may 
be called industries at increasing costs of second degree, 
to differentiate them fl'Om industries at increasing costs of 
first degree. This terminology seems proper for not only 
it reminds us that all the enterprises are at increasing costs, 
but it also reminds us that between the two categories of 
industries there are differences that must not be disregard
ed (1). 

(1) In 1117 hook "RifI.uom auU'eqailibrio eecmomieo- I ba" eaIIed 
attentiOll to the fact that all 11lduatriea an aubetantia117 at iDeNaalDc 

8 
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• • • 
In a study of the equilibrium price under competitive 

conditions it is necessary to consider it in relation to concerns 
which can develop their activities normally in competition with 
other firms (1). 

We can take a representative firm as a typical enterprise 
for every industrY. This will simplify the explanation of some 
phenomena. But when, as generally occurs, this simpler ex
planation is not necessarY, .we can go deeper into the study of 
different types of normal firms, c;hiefly on account of dif
ferences in their managerial ability. 

For, even admitting that all normal producers have a 
certain degree of business knowledge, and are in a position to 
avail themselves of the advantages offered by the progress of 
their industry, there are differences in the natural gifts 
with which each is endowed that cannot be disregarded, and 
which create differences between one normal firm and another. 

Now, we can consider, even in theorY, the various types 
of ability that the entrepreneurs normally possess in cases 
of free competition. 

An entrepreneur with less than a minimum normal 
ability, is ,bound to be replaced normally by a more capable 
man, possessing at least a minimum of that ability. 

Aside from. this minimum necessarY to keep a concern 
going:-We can also conceive a maximum normal ability, that 

I 

cost. I added that the current terminology is not proper, '1though suf· 
ficient to ezpress the different ehar&eteristies of the different indnstries. 
In a more recent paper, Prof. Amoroso, absolutely rejects the current 
terminology, for the same reasons that I had given. However, it .till 
seems to me that a differentiation between the different eaaes should be 
made. See Luigi Amoroao: "Curva atatica dell'offena". Giornale degli 
Economisti, .T anuary 1930. 

(1) Our term competition is not restrieted to the eaae of unlimited 
competiton which will be considered aa a partieu1ar and limit competitive 
ease. The term competition in the present analysis includes all tbe eaaes 
in which the competition (of many or few producera, latent or aetnal) 
inf1neneea the price. The different competitive types will be analysed 
later. 
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is, the highest normal ability that entrepreneurs can normally 
posses under competition. Thus we have, normally, 
entrepreneurs of a varying degree of ability who can be ep.-
closed with two limits, of maximum and minimum ability (1). 

The maximum normal ability is the maximum ability 
compatible under conditions of competition, beyond which 
point there is no more competition, but monopoly. 

The maximum and minimum n»rmal ability in every 
industry depends, at a given time, on the quality of the indus
try, its prosperity as compared with that of the other indus
tries, the size of the markets, the relations between the dif
ferent markets, etc. 

(1) In IIQ' book "RIfMesi0Di .DIl'equilibria eccmomico", I ha ... 1IlIed 
thle aystem of diffenntiation of normal firma. The concept of the 
npreMlltati ... firms, .. Ie well known, baa -um. been critieiad. 
Mon -tb>, ho ........ , 1lOIII8 ...... omista ha ... nphelot the conWDieDm 
of conaideriDa in theor7 the diff_t abilit;J of the enl:l'epreDeal'. Prof. 
RohiDa eapeclalI7, in "The Rep_tati ... Firm", develope this theaIa 
U ............. linea; a thesis with wbieh I am in ...... rd IIDIT witbia the 
limite of 1117 earner and p_t diaealsiOllL 



CHAP. ll. 

Ultramarginal Phenomena 

Let us now tum to another important point. It is not 
possible to know the exact nature of actual phenomena if we 
do not know the potential or ultramarginal phenomena. And 
we can not speak of equilibrium production if we do not know 
the conditions of ultramarginal production and consumption. 
Beside the study of marginal phenomena which are at the 
points beyond which they cannot develop without becoming 
non-economical, we must study the ultramarginal phenomena 

. which are those immediately beyond the margin, that is. 
which are not economical but follow immediately after the 
marginal phenomena, so that if these latter, at a given time, 
should become capable of development, the ultramarginal 
phenomena could leave their latent state and become effective 
phenomena. When these ultramarginal phenomena, which by 
definition are non-«e>nomical, through some error in estimate 
or other cause, become effective, there arises immediately a 
tendency towards elimination. And one cannot speak of ec0-
nomic equilibrium if &II ultramarginal phenomena are not ef
fectively ileyQnd the margin. that is, if they are not latent. 
This also occurs when intramarginal and marginal phenomena 
become ultramargina1. 

U1tramargina1 phenomena are not less important than 
marginal ones. and it seems to me that the above classification 
of phenomena makes their study clearer and easier. 

Marginal production is that which is on the margin of 
productiOll, and beyond which it is not nonnaIly economic to 
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continue producing. This marginal production, as will be 
seen, can in a position of equilibrium be remunerated with a 
return greater than a profit barely sufficient to keep the 
production or output from decreasing. 

Ultramarginal production is, after marginal production, 
the most convenient, and consists of that minimum quantity 
of commodities which would be produced under best advantage 
at a given period if the production could be increased. 

This minimum output can be represented normally - as 
we shall see - by one or more successive curves of produc
tion of the individual firms. The ultramarginal cost would be 

. the marginal of this potentiar output, if it would become actual. 
The ultramarginal price is that which would be obtained if 
the ultramarginal output became effective. 

The ultramarginaI: utility of a given commodity is that 
which would become marginal if the ultramarginal output 
became marginal. Knowing the conditions of lIupply and 
demand in a given industry we know the curve of supply 
and demand and we can therefore study the relation between 
ultramarginal supply and demand in the same way as the 
relation between marginal supply and demand. 

Ultramarginal production can be divided into internal 
l\.nd external. Internal ultramarginal production is that which 
corresponds to firms already in existence which could work 
towards expansion. External ultramarginal production is 
that of firms which would come into existence if conditions"" 
were more favorable. 

Similarly we can distinguish between an internal ultra
marginal income, cost, price, etc., and an external ultramar
gina! income, cost, price, etc. To be rigorously correct, ac
cording to the definition given, one should speak in every 
single case of an internal ultramarginal cost or of an external 
one, as necessarily only one of these can be nearer the marginal 
cost in a given situation, granted no change of any kind take 
place. 

We can, however, for the sake of easier exposition, speak 
of internal and external ultramargina! costa for every single 
case, stating which of the two is more economical and which, 
consequently, would be the cost to take into consideration in 
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a study of a given economic_equilibrium and in a industry 
where no changes of dynamic character occur • 

• • • 
Obviously the ultramarginal phenomena have been and 

are often, and in a certain sense, always, implicitly consi
dered. But their consideration does not go very far. 

We have, however, some notable examples of explicit 
consideration of potential or ultramarginaI competition in 
agricultural industries. For example, already in 1833, Moun
tifort L~ngfield, lecturing in the University of Dublin, pointed. 
out that "the highest limit, beyond which the price of com 
cannot permanently rise, is determined by the fertility of the 
next inferior soil, not yet under cultivation, or by the cost of 
forcing the richer soil to yield permanently a more abundant 
produce" (1). Independently from Longfield, Antonio §£!!!: 
lola (2) in 1840, developed this argument, emphasizing espe
ci&ily what he thought was a difference between his own 
theory of rent and Ricardo's. Scialoia added that the same 
argument could be applied to mining. Other authors, with 
more or less partial analyses, as I'jperno (8), ~angorra, (4), 
etc., considered the influence of potential phenomena in the 
agricultural industry, almost always independently from one 
another. These discussions have been mostly forgotten or 
have passed unobserved. 

To the present writer himself, these more or less impor
tant discussions had passed unobserved when he published 
his first book dealing with ultramarginal phenomena. 

The influence of the ultramarginal phenomena of produc-

(1) See "Lec:tu.... on Politiea1 Economy deli~red in Trinity and 
Mi.haelmaa Te....... 1833, by Mountifort Longfield". Dublin: William 
Curry, Son .. Co., 1834. Lectunt vn, pp. 133 .. ft. 

(2) Antonio Scialoia: "I principi dell'Economia SociaIe". 1st Edition 
1840. lind Edition 1848. 

(3) Pipel'llo: "Element! di acienoa economica". Torino 18'/8 _ 
mationed by M. Pantaleoni in "Teoria della tras\uione del tn"buti". 

(') Taqorra: "Tre oaai 011 Sci_ ecoaomiebe", Aasisi, 1890. 
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tion in the case of industries, different from agriculture or 
mining, has been dealt with in regard to monopolistic cases 
as applying to the external competition (1) . 

• • • 
We shall see now what sizes the concerns tend to reach 

normally. We can make a distinction between absolute eco
nomic size and relative economic size. 

(1) Absolute economic size is that in which the unit 
cost is the lowest to which it can descend and the quantity 
produced at that cost is the largest. 

(2) Relative economic size, on the other hand, is that 
which is most profitable to the producer considering the price 
of the commodities ruling at the time, as compared with the 
price if he increase or decrease the output. 

The absolute economic size is not the . same for all indus
tries, nor for all individual firms of the same industry. Gener
ally the relative economic size is also different. 

(1) See specially: J. B. Clark, "Control of Tru~". Also J. 11-
Clark's Stndies in the Economi... of Overhead Coat. Also interesting 
observations on this subject by otber authors, among which: Amoroso, 
"Lezioni di Economia Matematica", voL L Roma.. 



CHAP. m. 

Decreasing Costs and Equilibrium 

An important question is this. Do all the firms at a 
given time tend to reach the point of minimum cost, i. e., do 
they all tend to reach what we have already called the absolute 
economic size? 

All the entrepreneurs tend to reach the relative economic 
size. But it also happens that in their tendency to do so they 
may reach the absolute economic size, thus touching the 
curve of increasing costs. At times, too, they can ascend one 
or more curves of increasing cOsts, even in the case of firms 
at increasing costs of the second degree, when the market 
allows it. In this case the relative economic size would be 
higher than the absolute one. 

But as I have already shown in my work mentioned above 
the contrary may also happen. In some cases, because of a 
restricted market in which the colrunodities can be Bold, the 
absolute economic size is not economic in a relative sense. 
This phenomenon depends on the fact that the expansion of 
the firm, because of the restricted market in which it can 
operate, would cause a decrease in price that would injure the 
producer. (1). 

Supposing that a fimi can operate in a large marketing 
field in which many producers are competing, the firm will 
reach the lowest point of unit cost because any decrease in 
price caused by every increase in its production will be less 
than the advantages obtained through its expansion up to the 
absolute economic size. But whether the f"mn passes beyond 

(1) Da Empoll - "RifI0II8icml, etc.. pp. to-66. 
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that size, or not, will depend principally on the possible develop
ment and cost of the firms already operating, and of those that 
might come into existence if the firm raised somewhat the 
curve of increasing costs. 

If instead, we consider a firm operating in a market or 
markets too small in proportion to the quantity of commodities 
that the firms should produce, we can conclude that the firm 
will be obliged to restrict its expansion before reaching the 
point of minimum Cost because the minimum possible increase 
in production, under those conditions, would cause the price 
to drop below the same minimum cost. (1). 

In other terms, it may happen that the internal ultramar
gina! cost, which is higher than the marginal, is greater than 
the ultramarginal utility (which is, as must be remembered, 
the marginal utility of the ultramarginal production) and 
consequently, greater than the ultramargina! price, thus 
making any increase in production uneconomical. 

And it may further happen that the internal ultramarginal 
cost, which is less than or equal to the marginal cost, is greater 
than the ultramarginal utility, and consequently, than the 
ultramarginal price, making an increase in the output uneco
nomical. 

The problem as to whether the firms at decreasing cost 
always tend to reach the point of minimum cost when in a 
position of equilibrium, has latelY' been treated at length in 
an article, "A Symposium" which appeared in the Economic' 
J ournaI. (2). 

(l) This is said only to simplify the phenomenon and in a fint ap
proximation. We will see, in fact, that the nitnmarginal price can even 
he higher than the ultnmarginal cost of the produoer already operating 
on the market, without being economic, if it entailed a decrease in 
profits. 

(2) Eeonomie Journal, March 1930. "Increasing.emma and the 
representative firm: A symposium" D. H. Robertson, G. F. Shove and 
P. Sraffa. The editor presents this article to his readers with a 
personal introduction in which he defines Robertson'. views as "a partiaf 
rehabilitation of Manballian orthodoy on COUJIerV8tive linea"; Prof. 
Sraffa'. as "some negative aud destructive criticisms" and Mr. Shove'. 
as "ccmst:rud:ive mggestions". 
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The discussions of Robertson, Sraffa and Shove are 
praiseworthy, but both their discussions and conclusions need 
some comments. 

Mr. Robertson says: "There is no identifiable entity, with 
. a continuing will and purpose of its own, which has both the 
power and the inducement to expand its output". He also 
says: "Messrs. Smith and Robinson are at the moment a re~ 
resentative firm - they have all the concrete properties -
normality of size, efficiency, etc., commonly thought of as be
longing to the representative firm; but they have not the lat
ter's quality of being able to expand their output indefinitely 
at a lower cost per unit. That quality belongs to no firm whose 
name is to be found in the directory. If we may risk another 
metaphor, Messrs. Smith and Robertson are a collection of 
water-drop at this moment forming a part of a wave - its 
color, saltness, present location in space, etc .. - but not its 
continuity of existence with the wave of five minutes later". 

What Mr. Robertson says does not prove that while the 
firm operates under decreasing costs it will not tend to in
crease its output. And it does not prove Mr. Robertson's point 
that a firm can be in equilibrium under decreasing costs. (1). 

The distinction between "a representative firm" and "the 
representative firm" may be Useful fori other effects, burit 
does not help us to know if the single firms can, in equilibrium, 
stay on the curve of decreasing costs. 

On page 92, Robertson. answering Sraff&, adds: "He al
lows me to picture the representative firm rushing down the 
road of the individual decreasing costs, while demand price 
rushes down the road traced out for it by diminishing utility. 
Does it not require something like a special interposition of 
Providence to ensure that the exact point at which these two 
roads (built by independent firms of engineers) cross is also 
the point at which the first road turns uphill r 

Now there is some truth in all this. In fact, as we have 
already explained. it mll¥ happen that the decreasing utility 
of the Commodity, that is, a too low ultramarginal utility, mll¥ 

(1) Robertaoa, loe. cit. 
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prevent the complete development of the curve of decreasing 
costs. There is certainly no special interposition of Providence 
required for the opposite to happen. It is only necessary, as 
has already been said, that the advantages obtained by the 
entrepreneur with the increased production be greater than the 
disadvantages of the decrease in price to the point of mini
mum cost; that is, that the market or markets to which the 
firm has access are sufficient to absorb at a price not inferior 
to the minimum cost (including profits, of course) the total 
"Output of absolute economic dimension of the firm. 

Sraffa's reasoning in opposition to Robertson's arguments 
does not seem quite exact when he says that "it is just be
cause internal economies are regarded as one of the forces 
which make for equilibrium that they must cease to act at 
the point of equilibrium"; neither is it right to restrict the 
meaning of "the point of equilibrium" to the "point at which 
those forces cease to act being exactly counterbalanced by 
equ3I and opposite forces (in our case the disadvantages of 
increasing size balancing internal economies)". That is, at 
least, if "cease to act" is to be interpreted in Sraffa's sense, 
that the ceasing to act depends on equal diseconomies of the 
firm which will affect the cost, and not in that which is com
mon to any factor in any position of equilibrium in which, in 
a certain sense, all forces of all kinds cease to act. 

Sraffa's reply to Robertson, that .. the demand price is 
assumed to be constant with respect to variations in the output . 
of an individual firm in a competitive market, (this is merely 
the definition of free competition)" is too easy an answer and 
misleads because in case of decreaSing costs, the assumptions 
of perfect competition are not the best adapted for the ap
proach of the phenomenon. 

Sraffa also says: "The firm is in equilibrium when the 
internal economies due to an additional unit of product are 
exactly balanced by the disadvantages of expansion - and 
this happens at point of constant returns". It is diffICult here 
to reconcile the contradictions though it is 80 common. If one 
refers to the fact that "the demand price is assumed to be 
constant with respect to variations in the output of an indi
vidual firm in a competitive market", how can one at the 
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same time affirm tpat the firm is in equilibrium at that point 
of constant returns? If indeed we suppose that an increase in 
the production of the firm find a demand price that is constant, 
how can a firm be in equilibrium at that point? 

It would seem more correct to say that given thE! above 
hypothesis, the producer will not be in equilibrium at that 
point because he will continue producing, and with the same 
profit; since we suppose the commodity price and the cost to 
be constant. . 

The remarks of Mr. Shove, like Robertson's and Sraffa's, 
are also Interesting. Purified of the inexactitudes that we 
shall now see, they confirm our conclusions on the matter 
exposed above (1). 

Mr. Shove proposes the adoption of the terms "economies 
(and diseconomies) of large seale industry" and "economies 
(and disecoDomies) of individual expansion". By the first he 
means "the effect which the expansion of an industry as a 
whole has upon the productive capacity of the resources em
ployed in it" and by the second "changes in the efficiency of 
an individual firm consequent upon an increase in ita output 
while that of the industry as a whole remains unchanged". 

Going to the heart of the subject, he says: "The obstacles 
which check the growth of a firm's share in a trade are fam
iliar, and their nature has already been indicated. The two 
moat important types for our present purpose are the increases 
in the coat of transportation and of marketing (competitive 
advertisement, etc.) which a firm is liable to encounter as it 
advances further into ita competitors' territory or markets: 
the first arising from the necessity of delivery at a greater 
distance from the producing plant, the second from the fact 
that the further the invasion proceeds, the greater will be the 
buyer's preference to be overcome in order to detach an ad
ditional increment of custom. Singly or together, these dis
economies may offset the economies of mass production in the 
process of manufacture. The second type is likely to be espe

_Qally prominent in the ease of specialties, i e., when the goods 

(1) See aIIo: Da Empoli - "lIifIosaicmi, etc.. 



30 ATTILIO DA EMPOLI 

made by each firm are slightly different from those produced 
by the others - substitutes, but not perfect substitutes (e. g., 
motor cars). Where such a situation exists, a firm's average 
or marginal cost might be lowered if it increased its own 
output and left that of its rivals intact (thus increasing the 
aggregate output); raised (or left constant) if it increased 
its output by invading the territory or market of its competi
tors (so that the aggregate output remained as before). For 
in the former case it would avoid the increased charge for 
freight and for competitive advertisement, and the advantages 
of mass production would have free play". 

It seems that this method of reasoning is not very enlight
eningas to the theory of the phenomenon considered. For a 
firm may inerease its own output, leaving that of' the other 
firms unchanged, and its cost can either increase or remain 
constant .. Take for example, a market in which no other 
competitor has yet appeared, but in which a given firm should 
bear that cost of transportation and marketing (competitive 
advertisement, etc.) that would carry the curve of the firm 
to a point of increasing or constant costs; or its own market 
without any increase in transportation nor any competitor, 
that would demand a certain amount of advertising to make 
the firm'. products more widely known. 

It is possible only to distinguish clearly between the case 
in which the demand for a commodity increases on the market 
or markets in which the firm operates, and that in which the 
demand does not increase. When the demand increases, it is 
easier to market an output which, would be harder or impos
sible to dispose of when, other things being equal, the 
demand is stationary either in its own market or in the com
petitor's. 

It is also possible to distinguish between an increased 
demand in a market which will cause the unit cost of the 
product to rise, and a market which will not cause any increase 
in the unit cost of the product. 

But it is necessary to point out the difference in the impor
tance between competitive advertisement for the capture of a 
rival's market and trade, and the cost of transportation. It 
is necessary here to discriminate between the cost of adver-
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tising necessary to capture a market and that of maintaining 
it. One cannot rightly say that the former Cost has the same 
importance as the latter, since the second is continuous and, 
other things being equal, constant; while the first is borne only 
until the market is captured, so paid once only, and therefore 
redeemable slowly. 

Furthermore, one must add that when a firm invades a 
market, not only do the advertising expenses of the invader 
increase, but probably also those of the invaded. If those of 
the invaded should be less, and how much less, cannot be de
termined exactly, a priori, for this is based on the particular 
tastes, on the extent to which the consumers have been 
satisfied by the existing producer, etc. 

It is therefore necessary to agree that in the long run the 
advertising expenses to maintain the market, and which are 
common to both the new and the old producer, are of more 
importance than the expenses to capture it. 

When it would seem that the special advertising expenses 
for the capture of the rival market would hinder an expansion 
of the firm, one will see that - always given Mr. Show's 
aSdumption that the aggregate output of the industry as a 
whole remain unchanged - in the long run the fundamental 
obstacle is due to the fact that the efficiency in the rival's 
market of the firm which should invade (and this may be 
caused also by increased costs of transportation) is not greater 
than that of the firm whose market is being invaded. 

If the firm is more efficient in the ease of substitutes, 
the obstacle to the partial or total invasion is the difference of 
the demand curves of the two products which by being "sub
stitutes but not perfect substitutes" have different requisites 
and correspond to different-tastes and necessities. 

It may be convenient to differentiate theoretieaIly the 
competitive advertisements into 1) those that are necessary 
only to instruct the customers actual and potential as to the 
merits of the eommodity and 2) those that are necessary to 
change, by various means, the demand curve of a determinste 
commodity, tending thereby to modify the taste of the con
sumers:. 

The second case must be left aside in a study of phenomena 
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in which it is presumed that the curves of demand remain 
unchanged, and can be dealt with more appropriately in a 
dynamic study of values. 

The first case is the one that interests us. It is evident 
that if things are in this condition, when one wants to capture 
a competitor's market, if the invading firm is more efficient 
the advertising costs to make its own product known are not 
an unsurmountable factor, in the long run, because the adver· 
tising expenses to maintain the market are paid by all, and 
at the moment of the attempt to capture the market even 
the firm whose market is being invaded must generally defend 
itself and increase its own advertising costs, and the difference 
between the expenses necessary to capture the market of the 
adversary- and those to maintain that market are paid only 
once and can be amortized through a long period of time, a 
thing which a firm can easily do if it is more efficient than its 
competitor. 

If we consider two substitutes when the consumers will 
have become acquainted with the new product just brought on 
their market, the curves of demand of the two substitutes 
wm fix the equilibrium at those prices. 

A firm must consider the necessary advertising costs -
that is" those that go to make known ,the advantages of its 
own product and the advisability of purchasing it in preference 
to others, at a certain price - as different in different markets. 
And therefore if a firm wants to extend the sale of its products 
to other markets, the advertising costs of each one of these 
may be greater or less, or in some cases equal to the expenses 
in the first market. All depends on the strength of the com
petitors, of the greater or smaller satisfaction of the consu
mers for the product they are using at the moment, etc. It is 
therefore impossible to state in absolute terms that in cap
turing a new market the unit cost of the commodity should be 
increased by the increased unit; expenses of competitive ad-
vertisement. ' 

On the other hand we must also consider the possibility 
that a firm widening its field of action may reduce its unit 
cost of transportation, not only because its greater total supply 
of commodities can in BOrne cases enable it to obtain better 
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transportation facilities (1) when this -increase of output 
does not permit the firm to furnish its own means of transport, 
but also because it may reduce the distance between the plaee 
of initial production and the markets, if before its expansion 
it was not strong enough to fight competitors well entrenched 
in neighbouring markets, and found it more convenient to 
carry goods to a greater distance where it met with less op
position; whereas after expansion it can cope with, and beat, 
neighbouring rivals. 

On the other hand, the freight charges can sometimes 
even be less over a greater distance carried if the carriers are 
economically different. 

If we consider the ease of products that are similar and· 
not imperfect substitutes (it does not seem correct to examine 
together, in general lines, the two eases of similar products 
and imperfect substitutes, because in the two eases conditions 
are different and consequently also the solution (2) the 
question is undoubtedly simpler) it is always the greater or 
less efficiency of the invading firm which will tend to decide 
as to the convenience of expanding under those conditions. 
And in the greater or less efficiency, the transportation costs 
fa. the various markets are, obviously, a factor that plays an 
TPortant part. 
. It is here necessary to remember how the advantages 

obtained by a firm through expansion can be such as to allow 
it to sell its products, even in new markets, which have greater 
diseconomies of location, at a price below the average unit 
cost of production of those markets, if the sale in its former 
market or markets allows the firm • fair compensation. And 
it is to be noted that the producer does nothing that might be 
anti-«Ollomic for the consumers on the latter market, who on 
the other hand can even find an advantage in this below-cost 

(1) Better advertiainc facilitl_ IIIa7 aIao be obtaiDed. 
(2) Aside fJom Show" mlien!etiDa remarb, it is to be hC,etted 

that the pbenomeiIa of ... betltutea baw efta ..... disreprded. The 
Impot1;ail<e of the _to '0_, baa alwaJa ..... reeocniIed. 
~t17 the 8ubjeet baa ..... _ted at lensth ., Prof. FaDilO t. 
"Teoria del beDi ... oeedanel-, 19M. 

s 
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sale on other markets if this should be the only way in which 
the producer can increase his output and reduce the costs. The 
consumers of the first .market will derive neither advantage 
nor disadvantage if, to compensate for the sale at less than 
unit cost (in which of course are included transportation and 
competitive advertising) it is necessary to maintain the former 
level of prices. They can find advantages if the producer can 
also lower the price in the first market, but always so as to 
compensate himself for the sale below cost elsewhere. Simi
larly, of course, they .could also suffer if the producer availed 
himself of a privilege at his disposal to increase the price 
finding it convenient to do so only after expansion pf the 
firm. (1). 

• •• 
We must now point out some contradictions in Shove's 

ideas. ' 
We have seen his system of classification (to which he 

always refers in his paper, and which he considers important 
and helpful) of economies (and diseconomies) of large scale in
dustry and economies (and diseconomies) of individual ex
pansion. 

He supposes that the economies of individual expansion 
are derived from "changes in the efficiency of an individual 
firm consequent upon an increase in its own output while that 
of the industry as a whole remains unchanged"; and that the 
economies of large scale industry are "the effects which the 
expansion of an industry as a whole has upon the productive 
capacity of the resources employed in it". (2). 

To consider the economies of individual expansion in this 

(1) See apeeiaJJy: E. R. Seligman: "Principles of Eeonomi .. ~, 1905. 
Pareto. "Manuale di Eeonomia PoIitica~, 1906. Clark: "Studies on the eeo
nomies of overhead coste". Riforma Socials, 1914; artieJea by Loria, lan
naceone, Cabiati, Ridolfi. Vmer: "Dumping: A problem in international 
trade~, 1923. Theodore O. Yntenna: "The influence of dnmping on 
monopoly price", Jonrnal of Political Eeonomy, 1928. 

(2) Loc. cit., p. 103. 
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way, implies that the economic resources must be used with 
the same productivity in all the enterprises, or that the con· 
ditions of the industries are such as to make the output of a 
single enterprise inappreciable as compared with the output of 
the industry as a whole. But the first assumption is misleading 
when one allows, as Shove does, for entrepreneurs of different 
ability and different economies of poaition among the dif· 
ferent enterprises. It is one aspect of the problem of constant 
and variable coefficients of production (1). 

On the other hand, the second assumption, (made by 
Pigou in his analogous distinction between marginal additive 
costs and marginal substitute coat) is out of place when one 
supposes, as Shove does, that the expansion of the enterprises 
is checked also by the coat of marketing necessary to invade 
a rival's market. 

If Ole output of an individual f"11'I!l were inappreciable as 
compared with the output of the industry as a whole, no f"11'I!l 
would be obliged in order to enlarge its business, to capture a 
competitor's trade. If indeed an increase of output by one 
individual producer does not affect materially the price, no 
one will find it advantageous to capture the competitor's trade, 
but will f"md it easier to throw his commodities on the markets. 

It seems,. then, that Shove's classification is inexact or 
incomplete, ·and at any rate misleading and in contradiction 
with his own analysis. 

• • • 
Mr. Shove argues: "The solution of this problem turns, 

as Marshall saw, on the element of time. 
It may be true - to take an extreme case - of every 

firm in the industry, that -its average coat would be lower if, 
other things being equal, its share in the aggregate output 
Wfre larger. But expansion takes time, and further, time is 
required before the newly installed equipment Can yield all its 

(1) For whieh _: Pareto.. "Coan d·.......... poIitiqae- aad 
Manuel. Cfi. aIao Schults'a -MU1IiDaI ~ aad prieoa ..--. 
ill JOll1'Dal of PoIiticol """""m:t 1929. 
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fruit. During this interval other things are not likely to 
remain equal. A firm's efficiency depends on many other fae
tors besides the seale of its operations. By the time Smith 
and Robinson have enlarged their output so as to get an 
advantsge over their rivals in the matter of "internal econo
mies", .or before their new equipment is used up, their luck 
may have deserted them, and/or they may have lost their 
leadership in skill, with the result that on balance their ad
vantage in efficiency now rests with Doe and Roe. The 
internal economies open to Smith and Robinson may still be 
so great that, other things being equal, they would lower their 
cost per unit by enlarging their output further, but the speed 
at which! they can take advantage of this is . limited by the 
speed at which they can expand and reap the fruits of ex
pansion, and it may be so far outstripped by tlie rate at which 
their luck and abilitY are deteriorating that expansion now 
offers them no net gain: their progress then is at an end and 
they are likely soon to lose ground. Meanwhile Doe and Roe 
are forging ahead and will continue to do 80 until for them in 
turn the growing advantages of la~ge seale operations are off
set by declining ability or a downward trend of fortune. The 
lead will then pass to others, perhaps to Smith and Robinson 
again, perhaps to Brown and Jones. 

In such ways as these, the continual fluctuations in luck, 
ability and other factors affecting the cost prevent the ad
vantages of mass prodUction from enabling a single firm to 
absorb the whole output. If a firm could enlarge its output to 
any required size (and consume the additional equipment) 
instantaneously, then indeed the predominance of internal 
economies would, on our present hypothesis, be incompatible 
with competitive equilibrium, but since it cannot, the two 
conditions can be reconciled". (1). 

It does not seem as if the conclusions reached by Shove 
are authorized from alI his reasoning. 

The fact that Smith and Robinson may be deserted· by 
luck, or that they can lose their leadership in skilI \>y the time 

(1) Shove, Joe. cit. 
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they have enlarged their output -so as to get an advantage 
over their rivals in the matter of "internal economies" or 
before the additional equipment is used up, just proves that 
only assuming that conditions are unvaried during this time, 
Smith and Robinson are under decreasing costs; whereas if 
we suppose that these conditions change in a certain direc
tion, the finn then is not, at that point, under decreasing 
costs because "its costs do not decrease". 

If Smith and Robinson know that a change in that sense 
will happen in all certainty. if for example they know that the 
enlargement of their factory will take two years whilst they 
suppose that for that period of time any cause whatever will 
make the firm unable to use the economically enlarged plant, 
they know that in their business the costs would increase 
Instead of decreasing. if the production increased. There is 
therefore in this case no predominance of internal economies. 

If Smith and Robinson cannot foresee the events that 
will lead to the decline of their plant or factory before it is 
utilized. they will try to increase the production, because the 
trend of their action is determined not by phenomena in 
themselves but by the impressions they derive from these 
phenomena. By acting in this sense they fall in any case in
to an economic error deriving from the difficulty of knowing 
and foreseeing the complex phenomena that can either di
rectly or indirectly affect the efficiency of their concern in 
the time considered. In other terms, if a firm must be actually 
at a decreasing cost it is not enough that at a given moment it 
have the necessary requirements for it, but it must be endowed 
with these requisites during the period necessary to bring it 
about. If there are to bel no real decreasing costs, but the 
producers only think so, either through personal lack of skill 
or because of .the difficulty of economic previsions, even on 
the part of the ablest business men. there would be no equi
librium at that point because the output would tend to in
crease unW the lack of a curve of costs really showing a 
decrease becomes evident. 

The same reasoning holds good for Doe and Roe who take 
the leadership, in Shove's example, after the decline of Smith 
and Robinson. If their luck and skill, as Shove says, decline 
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before their firm really produces at decreasing costs, it 'is a 
sign that there are really no decreasing costs in that firm. 
In any event, if these phenomena are foreseen an increase in 
output does not take place and the firm under these conditions 
is not at decreasing costs. If the phenomena are not foreseen 
there will be a tendency to an increased outpqt, and certainly 
there will be no equilibrium at that point. 

So even he.re, in Shove's picture, we can see one of the 
causes which prevents a firm from absorbing all the output, 
but it does not follow that "the predominance of internal ec
onomies" is compatible with competitive equilibrium, because 
in this case there is really no "predominance of internal ec
onomies". 

Concluding our analysis we are able to confirm the results 
~eady discussed. 

When studying the eruargement in size of an enterprise at 
d,ecreasing costs, if we confine our analysis to a marketing 
field in which the unit ,costs are really decreasing until the 
enterprise reach the POint of minium cost, we shall see that 
whether the firm is in equilibrium or not before that point, 
depends on the diminishing utility which may make the ultra.. 
marginal utility such as to non-remunerate the ultramarginal 
cost. 'fbis can happen when the available demand in the 
marketing field is not very large as compared with the output 
of the enterprise. (1). This phenomenon will be discussed 
later. 

If, however, we want to consider a firm at decreasing 
costs in relation to markets where the imn cannot operate 
because its unit costs would increase, we are then not treating 
with a firm at decreasing costs, since for those markets the 
costs are increasing. This reminds us of what we have already 

(1) If in ita expllllBion the firm should replaee another, ar more, 
leu efficient firms in one ar more markets, the aitDation will be ccmBid. 
ered also in relation to the ODtput replaeed and tbe ODtput repladug It. 
It ia evident that in tbia cue the producer ia helped In the expanaiOD 
of hia firm, other tbInp being equal, with respeet to the eontral'J' 
BitDation in which he hu no produ ... n of a leuer efficien.,. to repJaee. 
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said, that the curve of costs for an individual firm is different 
for different markets. Thus on-the whole we can conclude that 
a firm can be in equilibrium either because the unit costs are 
increasing with an ultramarginal cost greater than t11e mar
ginal, or because the utility is diminishing with an ultra
marginal utility inferior to the marginal, or through a com
bination of both of these phenomena. 

It would be useless to explain at length how in practice 
there are obstacles to the above tendencies in the real world. 
The world is dynamic, everything changes, progresses or 
retrogrades. 

One of these obstacles is obviously the difficulty to fore
see future events. This gives rise to an uncertainty which 
could hinder the expansion of a firm with a remunerative 
ultramarginal cost. 

The slow transformation of capitals from one field to 
another is another great obstacle, because it may cause firms 
to subsist for years selling under what should be the normal 
cost (1). 

Indeed, "all capitals are transferable, that is, can pass from 
one field to another, changing their form, because all act in the 
production, consuming themselves more or less rapidly" (2). 
But this transformability is,. in many cases, as slow as the 
consumption of these capitals is (8), and this may often be 
• great obetacle to the reaching of • minimum cost point for an 
extended period of time. 

Another obstacle can also be a lack of necessary capital, 
not only because Insufficient to foster and develop good ec
onomic initiatives, but also because of • careless distribution, 
through errors of val~ation, by industries and men whose 

(1) Ii. d.-iptioa of a phenomenon of lone IlIld ..... tiDuecl aetivits' 
Dot normally ............. tad Is fouDcl ill "TraaI0I'IIIUi0De decIi impiegbi 
d'IDtra,...· b:r Aqelo Fraccacreta, Naplee 1920. 

(2) See the first o:rstematieall:r eouuuetiw work oa the IUbjaet: 
"Teoria della trufonDaai ..... del eapitali", b:r CamjJJo SupiDo, TuriD 189L 

(3) IhI4. 
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business is, in the economic mechanism, to distribute among 
the various producers the savings. (1:). 

And in this way we might go on. But it is evident that 
these are obstacles which do not generally contradict the ex
istence imd development of the tendencies of a stationary state, 
according to tlie theory. 

(1) "The erro1'8 eolleetively eotiunitted by the hanks in the distrib .... 
tion of savinga between the various lines of produetion mean, from 
time to time, over-ilapitalization in BOme branches of industry and 
under-ilapitalization in other brancbeaw• (R. Baebi: "Che .,.,. •• Ia Banea", 
Rivista Banearia, Milan, April 1930.) 



CHAP. IV. 

Markets 

Before going into the aspect and conditions of Economic 
Equilibrium, it is necessary to define the idea of market. 
Cournot clearly expresses himself as follows: "On sait que les 
~onomiBtes entendent par marche, non pas un lieu determine 
ou se consomment les achats et les ventes, mais tout un terri
toire dont les parties sont unies par des rapports de libre 
commerce, en Borte que les prix s'y nivellent avec facilite et 
-promptitude" (1). 

Jevons, who in the chapter "Definition of Market" 
describes in a masterly manner what must be understood by 
market, judges Cournot's neat definition with these words: 
"I find that Cournot has long since defined the economical use 
of the word market with admirable brevity and precision, but 
exactly to the same effect as the text above" (2). 

Jevons's definition of the market, it is known, is followed 
by his Law of Indifference which is summarized in these 
words: ''in the same open market, at any one moment, there' 
cannot be two prices for the same kind of article". ' 

Marshall, after referring to Cournot and Jevons, adds: 
..... of course if the market is large, allowance must be made 
for the expense of delivering the goods to different purchasers, 
each of whom must be supposed to pay in addition to the 

(1) dReehercb .. SUI' I .. Prillei_ lIath6matiqnea de Ia TMorie dee 
Rich ......... Paria, 1883. 

(2) J ........ - "The Th....., of Po\itiea\ E ..... .....,... London, 18'19. 
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market price a special charge on account of delivery" (1). And 
in the following paragraph: "The whole western world may, 
in a sense, be regarded as one market for many kinds of Stock 
E~change securities, for the more valuable metals, and to a less 
extent for wool and cotton and even wheat, proper allowance 
being made for expenses of transportation, in which may be 
included taxes levied by any Customs houses through which 
the goods have to pass. For in all cases the expenses of trans
port, including Custom duties are not sufficient to prevent 
buyers from all parts of the western world from competing 
with one another for the same supplies". 

"Commodities for which there is a very wide market must 
also be such as will bear a long carriage. They must be some
what durable, and their value must be considerable in pro
portion to their bulk. A thing which is so bulky that its price 
is necessarily raised very much when it is sold far away from 
the place in which it is produced, must as a rule have a narrow 
market. The market for common bricks, for instance, is prac
tically confined to the near neighbourhood of the kilns in 
which they are made; they can scarcely even bear a long car
riage by land to a district which has any kilns of its own. But 
bricks of certain exceptional kinds have markets extending 
over a ~eat part of England". (2). 

What Marshall says may let the reader think that the 
concept of a market refers to the whole field in which a firm 
can extend its activities. This idea, however, is misleading 
when we deal with the problem of economic equilibrium. When 
we speak of a market we must refer to that point in which 
the curves of demand and supply meet, or to various points 
when the difference in transport charges between the different 
points do not affect materiaI1y the price. So that at all these 
points there will be only one price for the Bame commodity at 
the same time. 

(1) "Thus it ill eommon to _ the prices of bulky gooda quoted .. 
deJiverecl free on board vouel in • eertain port, each purchaoer having 
to make hill own reekcminC for bringing the gooda home". IlanhaU
"Principles". 

(2) Marshall - "Prineip ...... , pp. 826, 826. 
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If the freight and CustoUls duties do not prevent con
sumers in ,every part of the western world from competing in 
the purchase of British cottons it does not mean that all the 
western world is a single market; it' only means that what 
can be called, according to J evons, the "trading body" of Bri
tish cottons, is scattered all over the western world. 

But if we define the market with a view of investigating 
the ratio of exchange in an economic equilibrium, it wiIJ be 
necessary to distinguish between a "trading body" which, as 
Jevons says, 'signifies "any body either of buyers or sellers 
that represents the supply and demand of a certain article in a 
market" and the "trading point, or points" which are those 
In which the collective curve of demand and the collective or 
individual curve of supply meet. And it is correct to restrict 
the definition of market only to the trading points in which 
the economical distances among them are not such as to cause 
In practice any difference in price. 

Let me explain here that by "trading point" I mean a 
collective meeting point of the curve of supply and demand, 
because in carrying the commodities from the trading point 
to the using point, the cost of the article to the con
'Bumer will generaJJy increase. The reason is that the 
articles traded are not ready for use until the commo
dities have been delivered to the individual demand points. 
U I buy a book and carry it home with me, I complete the 
productive process begun at the printing press and continued 
through various steps till the book reached the trading point 
where I acquired it (1). 

A woman who pays wages to a servant to purchase daiJy 
the sundry goods that she may require, continues by means of 

(1) SllIce _ an concemecl with a problem arisinc ont of the ...... 
plementargo pIOCIII8 of C&1'I7inc the IOOda from the tracIinc points to 
the individual demand poillb, It won1d be OIlt of pw. to ... further into 
the analJaia of ... pplementary -a. and COIIIIider ... c. the produetiw 
labor ...... in the act of eoJIII1IIIIinc. for eumple, eattinc the _wa of 
the book JI&III by ,.... tnminc the leawa .. I ....t along, ete.; or a 
produeti". proceoa eollBiatinc In a diff_t kind of trausformati... of 
IOOda .. a trausformatiOll of a .... terial Into a ........ 
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this paid servant the productive process necessary to 
take the economic goods into the place adapted to their trans
formation and consumption, and the wages paid increase in 
a certain proportion the cost she must bear in the acquisition 
of these economic goods, which means that for her the total 
price of these goods, when delivered in her home, is higher than 
that which she paid when she acquired them at the trading 
point. 

These considerations suggest that if we want to eliminate 
some of the apparent contradictions in the law of indifference, 
we must restrict the idea of a market to the trading points 
which must be similar in the mentioned requisites and which 
are points of collective meeting of supply and demand. 

This supplementary process of production is analogous 
- though different in other respects - to the supplementary 
process of production of a purchaser buying goods f. o. b. in 
one country or locality, to be sold in another. Though the 
shipment of the goods is made by the "eIler, the real entre
preneur for this supplementary process of· production is the 
buyer. And similarly, the cost of this supplementary service 
increases the price paid for the goods. 

We must distinguish between the supplementary process 
pf production within the limits of a territory in whicb there 
is only one price and identity of other conditions at the dif
ferent meeting points of coIlective supply and demand, which 
we have called trading points, and the second supplementary 
process which is completed within territories in which, at the 
trading points, the conditions of equilibrium vary. The first 
of these is completed within a market; the second among 
several markets in which the economic equilibrium is different. 

Indeed it is not enough that consumers from all over the 
world should compete in purchasing the goods X produced in a 
country A, to state that the whole world is one single market 
for X. if between A trading points and other points the con
ditions of the economic equilibrium of the goods are different. 

And one cannot make a general statement to the effect 
that, when a :[lrJD progresses, extending its sphere of activity 
to other markets 80 that the ClOBts of transportation increase 
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sensibly, the firm adds the exact costs of transportation to 
the price of the l:Ommodity. -

But let us suppose for a moment that this should happen, 
even in the simplest case, which would seem to be less in 
contrast with the thesis which considers a single market with 
different prices at the market points because of the difference 
in transportation charges; that is, let us suppose, where it is 
Dot only possible to add the exact transportation charges to 

'the cost of the commodity, but also where the reciprocal 
relations of the various competing producers do not change 
from one point to another, which could only happen if we 
suppose that the firms under consideration are all established 
in the same zone so that they all have the same economies 
and diseconomies of location. 

If the price at one point in the market, fOri example in 
the city where the commodity is manufactured or produced is, 
aay, 5, in the neighbouring city it will be 6 because the trans
portation charges are 1 per unit. Can anyone say that the 
markets are the same, or that the market is imperfect? 

The only correct answer is that both markets are clearly 
different. Not only has the marginal cost changed, but also 
the price and the marginal utility, and the ultramarginal 
phenomena. 

In fact, the conditions of the equilibrium are different, 
giving rise to different problems for the two cases, and one 
would not be justified in calling two localities which give so 
different solutions in the study of the conditions of equilibrium 
a single market. 

But this is not enough. The phenomenon is rarely so 
,aimple. Generally when the transportation charges from 
one territory to another. have an influence on the price, not 
only do the conditions of equilibrium change in the manner 
indicated, but the competitive aspect of the various territories 
is also different. 

For example, in one territory a firm may have to compete 
with ten competitors, in another with five, in yet another with 
one or none, and so on according to circumstances. If we 
consider now a firm aelljng its products in a vast territory, 
we shall probably see it in a given locality as a very flourishing 
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premarginal firm, whilst in another locality it will perhaps be 
marginal; we shall perhaps also see that in a certain place it 
will add to the original unit cost all the transportation charges, 
and in another locality it may add only a small part - or 
none at all - of these transportation cbarges, whilst yet 
~lsewhere it may add to the original cost an amount superior 
to the transportation charges. All depends on the different 
aspect of the competition in different localities, in which 
naturally the various economies and diseconomies of position 
of the different firms in different territories play a very 
important part. 

In this case, even more than in the first example given, 
the conditions of equilibrium in different territories are dif
ferent, and therefore the markets, even if in free intercourse 
with one another, must also be considered as different. Another 
point to be noted, especially in this case, is that not only do 
the marginal and uItramarginal demands. in different ter
ritories have a different tendency to behave, but also the 
marginal and uItramarginal production. This also happens in' 
the first example described, because the curve of costs in dif
ferent territories where the transportation charges are notably 
different, are not the same. 

• • • 
There has always been a tendency to confuse the mar

keting field of a concern with the markets of a concern. This 
is not correct, however, as we have briefly stated. 

In fact, every concern having a certain marketing field 
may have different markets, with very different .problems to 
solve. 

J. M.. Clark has duly shown how overhead costs tend to price 
discriminations different from the adding of transportation 
costs between one locality and another, for goods delivered to 
customers in the aame form and at the aame time (1). But 
in these cases the different localities represent different mar-

(1) "EeonomiCII of Overhead CosteN. Chi...., University Preu, 1923. 
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kets and not one market, as J. M._Clark sayg. The meaning . 
of the term "market" must therefore not be interpreted too ' 
broadly, but should be given a more restricted and correct 
meaning, not in contradiction with the law of indifference. 

Regarding the discrimination in prices, there is something 
to be said about the possibility that (materially) identical 
goods may btl sold at different prices, even in places in which 
transportation charges among trading points have no import
ance in the fixing of the price. 

J. M. Clark gives numerous examples of discrimination, 
but we must consider that those commodities sold at the same 
place at different prices, are economically different. 

If the commodities A and B, for example, are materially 
identical, but the trade mark of A inspires more confidence 
in the consumer, it means that the marginal utility of A is 
different from that of B. This also applies when the dif
ference in price depends only on the ignorance of the requisites 
of the goods. J!'or if the consumers do not know that A is 
absolutely the same as B, and think that A is more suitable 
than B, and are willing to pay more for A goods, then A and 
B will have a different utility for those consumers, and can be 
eonsidered as non-perfect substitutes. And this is legitimate, 
as well as the fact that we do not include in wealth much 
material whose usefulness is still unknown to us. 

If the commodities A and B are substantially identical 
but offered in a different form, or at a different time, and the 
eonsumers want them with a different degree of intensity, 
they too are, economically, non-perfect substitutes (1). 

(1) The Iarp number of t1i __ ill _al life Is not cmI)o at
tributable to the above mentioned ignorance of the CODa_, bat also 
to a pbenomenon aimilar to the ODe polntlecl out by Clark ill -Economies 
and Mod8l'll PaycbolocT' (JOUl'llal of PoIitieal Eeonomy, 1918): "We 
carry _ wanta to complete aatiet¥ beca ... it taba leIIII effOl't than 
WOIlid be nquirecI to· calcula1e aceurata17 the most deeirable place to 
ltop when this point .... \lId be ...... to the abeoIu1e _tie~ limits...· Now, 
it also bappIDB that ill many p~ an ........ 1e iIlwstiptiou to 
bow If, ill effect, it is the aame eommodi~ that Is beIna offeNd under 
a diffueDt form will not tor certIiD __ eompenu1e the I'OIIIIlta 
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One can certainly not deny the importance of the phenom
enon set forth by J. M. Clark, that small differences in 
quality between commodities produced by different concerns 
place each one of these producers in the position of a monof' 
olist of that given quality (1). " 

But on the other hand, one must add that although . • these goods are slightly different, it can happen that their 
price is not different. 

Indeed, one can imagine that even considering com
modities of a different quality, and with large categories of ' 
consumers willing to pay more for the commodity A than for 
B, the class of marginal consumers of A may think dif
ferently and with a small difference in price may prefer the· 
commodity at' a lower price. In 1;his case it happens that if 
one producer raise his price above the others, although he 
will not lose all his customers, or even if he keep a fairly 
large number of them, he will see many switch .over to his 
rivals. All depends, of course, on how large is the class of 
marginal consumers in question. This happens likewise when 
·at first sight it would seem that a producer could, at a certain 
trading point, sell at a price. above the price at which other 
producers sell in nearby trading points, because this would 
be allowed by a category of consumers living at places 
neares't to his trading point. If he cannot discriminate his 
prices, and must set a uniform price for all, it may happen· 
that marginal consumers who live furthest away will oblige 
him to maintain a lower price. . 

If we imagine, for example, a producer in the center of a 
circle, all the consumers near. the center will perhaps prefer 
to buy his goods even at a higher price, but if this preference 

obtained. But both· these caUIM!8 are more valuable from a dynamic 
point of view. A certain number of these ...... is also caused by the 
eoDllumer'. impatience, and by the clever practice on the part of the 
producers to incite the richer claaaea to differentiate them from the 
poorer claasea. 

(1) See "Economics of Overhead Coats", p. 418. Sratf. has later 
on and weD taken up this point iu AnnaU eli Eeonomia, 1925 and 
in Eeonomic Journal, 1926, loe. cit. 
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is only due to -the transportation charges, and. the distance 
between the trading points of ilie various producers is not so 
grjlat, the consumers at points a little further away from the 

• center who rep~esent the' marginal demand, may oblige the 
producer - taking for granted that he does not want to lose 
them - to keep a price at the same level as the nearby pro
ducers. 

In 'fact, it is the marginal consumption that generally 
equalizes the prices in practice. 



CHAP. V. 

Note on Ultramarginal Concerns 

What has been said concerning· the equilibrium of an 
individual concern, or of an industry in relation to concerns 
already in existence, also applies to potential or ultramarginal 
concerns. 

In a general way, one can say that the output of an 
industry as a whole does not increase through the appearance 
of new concerns if the external ultramarginal price is lower 
than the external ultramarginal cost. This can happen in two 
ways: 

1) Because the cost at which a new entrepreneur could 
produce is greater than the unit price at which the existing 
output is sold, or 2) because the cost at which a n-ew concern 
could produce is equal to or less than the unit price of the 
existiq output, but the increase in the output of the industry 
as a whole brought about by the appearance of the new concern 
would cause such a decrease in price as to render the ultr .. 
marginal production non-economic. (1). 

The ultramargina\ concern, if it could become effective, 
could under certain circUmstances cause appreciable modifi
cations in the costs of the already existing producers. 

Indeed if the external ultramargina\ cost were greater 
than the marginal only because the ability of the ultramargina\ 
entrepreneur was inferior to the marginal producer's normal 

(1) Small DUmber of producei'll. 
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ability, his higher cost would not bring about any cost increase 
in the existing production. This would also be the case if 
the ultramarginal producer were of greater ability than the 
marginal and thought that his work would not be sufficiently 
remunerated. The cost at which this entrepreneur could 
produce would be higher than the current price. 

If, however, the external ultramarginal cost were greater 
than the marginal only because the factors generally used in 
the production, or one of them, were more costly, the cost for 
the concerns already operating might be on' the increase. 

Again, if the external ultram!U'ginal cost were less than 
the marginal because the ultramarginal production caused a 
decrease in the cost of one or more of the factors of pro
duction, it .would entail a cut in the cost of the existing pro
ducers. But the external ultramarginal cost could never be 
less than the marginal because the ability of' the ultra
marginal producer was greater than that of the marginal 
producer or because of the exclusive use of a more productive 
agent of production, since in that case there would be no 

, equilibrium. 
But leaving aside for a moment the efficiency of the 

producer, let us see how the cost may increase in ultramarginal 
production. 

If we first consider an industry at increasing costs of 
first degree, it is easy to see that, given a state of equilibrium, 
the external ultramarginal cost must generally be greater 
than the marginal. 

In fact, the appearance of a new enterprise could only take 
place with the exploitation of Dew mines, new lands, etc., 
which must, since we are considering a state of equilibrium, 
be less productive than those already in operation. 

Passing to the external ultramarginal cost in the indus
tries with constant and decreasing costs which we have called 
increasing costs of the second degree, we will see that if the 
appearance of a new concern causes an increase in the cost 
of a factor of production, we will have on the one hsnd a 
tendency towards an external ultramarginal cost greater than 
the marginal. If it causes a decrease in the cost of a commodity 
agent of production, we will have on the other hand a tendency 
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to an external' ultramarginal c:ost smaller than the mar
ginal. 

Probably, the various agents of production will be sub~ 
ject to different tendencies in the cost, at the equilibrium 
points of the individual curves. • 

If the new demand of the ultramarginal concern, for an 
instrumental commodity produced by an industry at increasing 
costs of the first degree, was supplied from the enlargement 
of concerns already existing, there might be an increase or 
decrease In the cost of the said commodity, though the first 
case would be more probable. (1). 

If this new demand could be supplied by a new concern, 
It would probably cause an increase in cost of the assumed 
factor. 

On the other hand the new demand on the ultramarginal 
concern, of an agent commQ!titoT produced by an industry at 
constant or decreasing costs, could be filled either by an 
Jncrease in one or more concerns already in operation, or by 
the appearance, for example, of a concern which was not 

• previously economic (2). In both cases there may be an 
increase or a decrease in the cost of the agent commodity of 
production. 

Morever, if the ultramarginal concern could increase ap
preciably the output of the industry as a whole. there might 
perhaps be a possibility of greater external economies of 
another kind. In any case when these various simple ten
dencies Intertwine, it is evident that the tendency of the unit 
cost for the, commodity considered will be obtained from the 
resulting average. 

(1) 80 ......... one ~ think that in a ..... 81'al _ the internal 
u1UamU'linal coat will alWQII be creator thau the marginal coat. in 
the ca. of IberMaiq coat incluBtriee of the first degree, It ~ aleo 
happen that It Ia equal 01' Ieea, it in a giveu poeition of equilibrium, a _oem hu IOU bQond the initial point. without ho_ ha..ma 
reaehed the termina1 point of one of the .............. eunw of produet:i ..... 
becau. the demaud doee bot permit it. 

(2)Th ....... t commodit;r of produet:ion here eollllidered coaId uatura1-
lr be produoed either b, a JIIOIIOpoliat 01' by eompet:iuc prod ........ 



CHAP. VI. 

Monopoly and Competition 

Before beginning the study of a situation of equilibrium 
under conditions of monopoly or competition, we must define 
our meaning of these two terms. It is well known that opinions 
vary as to what must be understood by monopoly and compe
tition. and that this has often been a source of misunder
standing in the discussion of economic phenomena. 

A new interpretation of these concepta has lately been 
given by Professor Amoroso in an interesting article published 
in the "Giornale degn Economisti" (1). 

Under the heading "What is the characteristic difference 
between monopoly and competition" Professor Amoroso says: 
"The two extreme cases of Cournot and Ricardo correspond 
respective\y' to the hypotheses that there is a sole producer 
and that the producere are unlimited in number. The first is 
a case of monopoly. the second of unlimited competition. A 
monopoly can be a reality; unlimited competition is always an , 
abstract state to which reality approaches more or lesa". . 

"Should intermediate cases - which are by far the most 
frequent - be classified as monopolies or competition? 

"Even on this point ideas are generally confused. Indeed, 
it is thought that when concerns are few in number there are 
cases of monopoly. and on the other hand. that there are cases 
of competition when they are many. This is an error. In the 

(1) JUlDU7 1930. - Luisi AmorcaI "La euna atatiea deB·off ...... 
ta,-. See apeeiallJ> pp. 8-&-10. 
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same field, the problem presenting itself in the concrete can 
have a monopolistic character when the firms on the market 
number one hundred, and likewise, can have a character of 
competition when they number only ten. It is necessary 
to consider not the quantity of firms, but the possibility or 
non-possibility that this number varies with differences in 
price. If the firms number one hundred and if however much 
the prices may increase the firms still number one hundred, 
there will be a state of monopoly. If there be only ten firms, 
but as prices increase new firms enter the field, there will be 
a state of competition" (1). 

"Monopoly is therefore characterized by the fact that the 
number of firms operating on a market is fixed, independently 
of the price. But in competition, the number of firms varies 
with variations in the price" (2). 

I must confess that this excerpt, from such an eminent 
economist as Professor Amoroso, has given me food for 
thought. At first sight the distinctions he makes seem plainly 
paradoxical. If one would assume as a requisite, even as the 

. sole requisite of monopoly, that the number of producers oper
ating on a market be a fixed number, independently of ~he 
price, or however the price might increase, the conception of 
monopoly rather than being broadened or amplified, as Pro
fessor Amoroso intends to convey, would be restricted not 
only in the sense of not being able to include the numerous 
intermediate cases between Cournot's monopoly and unlimited 
competition, but of absolutely excluding cases of monopoly 
where an only producer, under the conditions stated above, 
could fix either the quantity to be offered or the price. 

One could think, however, that if "however. the price 
might increase" was applied to a given stationary situation 
in which the demand remain unchanged, and that under those 
conditions there be a limit beyond which it would not suit the 
producers to go, then the paradox would disappear. 

We might then try to interpret the above mentioned ex-

. 
(1) Amoroso 1oe. cit. 
(2) Text ill in italics. 
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cerpt by Prof. Amoroso in the s!!nse that there might be the 
phenomena of a monopoly when the producers existing in a 
market at a given mom'ent had the faculty to fix the price 
in competition between themselves, but without fear of any 
outside competition (1) because the price they would thus set 
would not be such as to attract new producers on the mar-
ket. (2). . 

But even with this interpretation one could not justify 
his statement "the number of firms operating on a market 
is fixed independently of the price", nor explain why Professor 
Amoroso would base his distinction "on the possibility or non
possibility that this number (of firms) vary with variations 
in the price". 

Indeed, we may either attribute these price changes (to 
which Professor Amoroso refers) to a stationary state in 
which each producer acts so as to render him the maxiinum 
profit; or we may attribute these variations in prices to dy
namic changes of different kinds, such as changes in the 
curve of demand, in the technical conditions of production, ete. 

But in the first cass, whilst it would be difficult to find 
this Immutability in the number of producers during the time 
indicated, and always Impossible to state or aff"1l'II1 that the 
number of producers on the market was fixed, independently 
of the price, one could not even then see the reason to def"me 
the characteristica of monopoly and competition on the basis 
of what would be a period so transitory and so negligible in a 
stationary altuation or condition. Furthermore if Professor 
Amoroso's definition refers to a situation of equilibrium 
already attained, still less would we understand the advantage 
of a distinction between monopoly and competition according 
to changea in the prices, -which do not occur. 

And hence, if "however the price might increase" refers 
solely to the actions of the producers in a stationary situatiou. 

(1) This would be • _ of competition which _ ahaIllItDcIy later. 
(I) In thIa CODDoetiOD 110_. _ must eaIl the nader'a atteDtiOD 

to Prot. Amoraao'a blllerpretatiOD of "homo -...omic:llll" wbidl Is 
CoUrDot'a. 
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as we have already said, it would be a contradiction to speak 
of increases in price or producers, either in monopoly or in 
competition. 

Since we have seen that a distinction between monopoly 
and competition, in a stationary situation, cannot be made on 
the lines of Professor Amoroso's remarks, let us see if it can 
be justified when considering dynamic changes, or even per
haps the! hypothetical increases in price in a stationary 
situation. 

It is here easy to see the paradox which Professor Amo
roso'sdefinition seems to contain. We can, for the sake of 
clearness, take a hypothetical and simplified example. 

Let us imagine only two producers who produce a given 
product A. Suppose, too, that both producers deal on the 
market X, whilst on the market Y only Primus has the op
portunity to trade after having eliminated from Y the producer 
Secundus who would operate under heavy disadvantages (of 
position, let us say). That consequently Primus could set a 
higher price in Y than in X where he has to bear the compe
tition of Seeundus, obtaining the maximum profit possible 
under those conditions, and having the faculty of fixing 
the price at the point in which he gets the maximum net 
profit (characteristic of the monopolist), but not beyond that 
point, sfuce Secundus would then be in a position to compete 
with Primus in Y. 

In the market Y, if in a given situation the price fixed 
at Cournot's point be increased, the number of producers, ac
cording to our hypothesis, would increase; in the market X. 
however, in which both Primus and Secundus compete, with a 
consequent inferior price to that ruling in Y (1). regardless 
of any increase in price, the number of producers would remain 
unchanged. Now, according to the definition oJ ,Professor 
Amoroso, we would find competition in Y and monopoly in X. 
whereas what really takes place is exactly the contrary, since 
in Y you have a monopolist who fixes his price at Coumot's 
point, and in X you have two producers competing with one 

(1) Aceording to Coumot'. 888umptiou. 
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another, with a resulting price jnferior to-the monopoly price 
ofY. 

Let us also imagine an example of 10 producers com
peting in one market in a privileged position, and 100 producers 
competing in another market, under conditions· strictly com
petitive. Let us suppose that the number of the producers 
would increase if the high price fixed in the first market were. 
increased, while the low competitive price in the second mar
ket, if it could be increased, would not attract other compe
titors, so that the number of the producers would not increase 
with an increase in price. 

According to Amoroso's definition the first case would 
be competition, the second monopoly, while the effects of 
competition would be obviously much more noticeable in the 
second case. 

If we take the case of a single, isolated market, the results 
would be the same. 

Supposing that, say, ten producers could produce the goods 
X on that market, whatever the price, but that the competition 
among these ten producers brings the price below Cournot's 
point (for example, to a level equal to the marginal cost), 
Whilst the goods Y be produced by a single producer who can 
fix his price at Cournot's point, though not beyond it because 
one or more producers, potential or ultramarginal, would enter 
the market. 

The former would be a clear case of monopoly, according 
to Professor Amoroso's definition, the latter one of competi
tion. The contrary, however, is evident, because the goods Y 
are sold by a producer who fixes his price at Cournot's point, 
whereas the goods X are sold by producers competing with one 
another, whose price is below Cournot's point. (1). 

Regarding these changes of price, we must also add that 
although Professor Amoroso says "in competition this number 
(of firms) varies with variations in the price", from What he 
states before, one must imply that in this case also he admits 

(1) Ob'Oioaaly the ~ ezample of 10. UId 100 pn>dacera _ 
as well be applied to this cue. 



60 ATTILIO DA EMPOLI 

a given increase in price, in which eventually even in case of 
competition the number of producers cannot increase. BeCause 
Professor Amoroso examines intermediate cases between 
Monopoly and unlimited Competition, one can exclude the idea 
that he refers to the latter, whereas in the preceding pages 
(1) he gives a general statement of the relation between price 
and cost (which we will discuss later) in which he includes 
also cases of competition, and in which he admits "a difference 
between the price and the marginal cost" (2). 

On the other hand, it must be added that although Pro
fessor Amoroso may be right in not accepting any distinction 
between monopoly and competition, according to whether the 
producers be few or many, he does not take into account that 
any interpretation of the idea of monopoly would refuse to 
accept cases like those in which, however fixed the number of 
producers, the output of each individual producer would be in 
such relation to the total output of the industry as a whole, 
that anyone of them, in a stiff fight for the existence of their 
firm against the actual competitors, would in every case pro
duce the maximum output at a minimum cost, realizing only 
his salary as manager of the firm. 

Resuming what we have stated above, in my modest 
opinion it is not possible to make general distinctions between 
monopoly'and competition based on the criterion of Professor 
Amoroso. 

He is of course right, when he complains that in the 
classification of those intermediary cases of which he justly 
says that they are ''by far the most numerous", the ideas are 
generally somewhat confused. 

It seems to me that in a preliminary classification 
we could distinguish and clearly separate those cases where a 
potential or effective, partial or total competition exists, from 
those in which competition does not make any of its effects 
felt. The former should all be considered cases of competition, 
though different, whilst the latter should be treated as cases 
of monopoly. 

(1) Amoroeo, loe. eft. 
(2) This view, &8 stated by Prof. AmoI'OlO, will be eumiDed later. 
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The effects of competition are un (1)- when a producer 
can fix the unit price of the merchandise produced at Coumot's 
point without fear of competition on the part of the other 
producers. 

If there are ultramarginal producers or not, in this con
dition, it does not affect the monopolist until these conditions 
continue to subsist. 

All other phenomena can be considered as cases of com· 
petition, because in all are manifest the minor or major effects 
of competition. Evidently, BOme eases of competition are very 
close to pure monopoly,but they are not the same, because 
they feel the effects of ultramarginal or effective competition; 
other eases are considerably further apart (2). 

A distinction between eases more or less elose to the 
monopoly case cannot be made until we further examine each 
phenomenon, including the psychology of peoples. However, 
after an accurate analysis in this sense the results will be 
obvious. 

In a primary classification of the phenomena of competi
tion, we can distinguish between:-

1) Cases of complex competition, in which competition 
develops among a number of producers, whose number can 

(1) Competition In thl.o cue refera .... 17 to competition between 
produ .. " of a ~ product. Beca_ as .... attar. of fact, products 
of all pouIble kina are In competition with one anoth .... eith ... because 
of th. phenomena of production or of colUlnmption. From thl.o point 
01 view It _uld not be pouIble ...... to eoneeift of a monopo17 in the 
_indicated. 

(II) Th. term "monopoly" has been need ill ..... neetioa with pllen. , 
mena of ....,. different natu,.,.. amGnc wbleb, eepeeia\ly, are ....... of , 
limited competiti .... and eometlmee ill a mann ... to create a eeIf ..... tre- \ 
cllction. Edaewortb, for example, speeb of two ...... opo\lBta 01 an 
ldentieal product ill oompetitlon .... the ..... market (See Edaewortb'a 
"Teoria pura del MOnopoUo· in the Giomal. clecli Ecollomiatl, 189'1, wi. 
XV, aerie .. tranal.ted hom the Italian ill uPapera relatillc to po\itiea\ 
EeonOlllY. wi. I). PiIIOll a\eo .peeb of "llOIlOpolistie Competitloa" 
(PlIo .. " Wealth and WeIf ...... ). Perhape Panto need the term ....... 
nopo\lBta ill competition" for the finIt time wben ftferrinc to Co .. uM" 
tna_t of donJlO\7. 
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increase or decrease. 2). Cases of internal competition, in 
which there i~ competitiov. among a determinate n.umber of 
producers which cannot increase under the actual conditions 
in a way which will allow the price to reach a point of equili
brium without being influenced by external ultramarginal 
production. 

S) Cases of external competition, in which there is on 
the market a single producer, who cannot raise his price until 
Cournot's point is reached, being prevented therefrom by the 
latent competition of new producers who might appear (1). 

I~ the phenomena of the first and second types, is in
cluded as a particular case, that of unlimited competitiori, 
mentioned by Cournot. (2) Cournot has treated extensively 
two types ·of competition: limited and unlimited. In the 
first type he discusses the case of producers restricted as 
to number, and which cannot be increased, developing his 
analysis of the price only as a function of the advantages to 
the existing producers without considering the possibility 
that the price fixing be in any way influenced by the latent 
competition of the product. 

In the second type he studies the case in which the effects 
of competition have reached their limit, that is, when the 
output of one producer is inappreciable in reference to the 
total output, so that the output of a single producer could be 
subtracted from the total output· without any appreciable 
variation resulting in the price of the commodity (3). 

Evidently in the case of limited competition, Cournot 
endeavors not only to analyse the case of a fixed number of 
producers, but also the case wherein a number of producers 
is so situated in relation to the output of the industry as a 

(1) See the chapters "Complu competition", "External oompetition" 
"Internal oompetltion". 

(2) For the DeCe88ary conditions to a .tate of .trictIy perfect 
oompetltion oee alao Prof. Iannacone'. keen "Dumping e discriminazlone 
dei prezzi", in Riforma SociaIe, Torino 1914-

(3) Cournot: "Reoearcheo into mathematieaJ, ete". New York 1897 • 

• 
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whole that the output of any single producer.is an appreciable 
part of the entire production of the industry. Coumot 
however has failed in considering these phenomena only in a 
particular case, that is, in which the producers would be 
limited in number and could fix the price in competition among 
themselves, but without any fear of external competition. 

Moore.J1as the merit of having strongly emphasized the 
importance of this phenomenon. He enumerates briefly the 
hypotheses implied in the term "perfect competition": "I) 
Every economic factor seeks a maximum net income.... 2) 
There is but one price for comllllOdities of the same quality 
in the same market.... 8) The influence of the product of 
any producer upon the price per unit of the total product is 
negligible... 4) The output of any one producer is negligible 
as compared with the total output.... 5) Each producer orders 
the amount of his output without regard to the effect of his 
act upon the conduct of his competitors ••• 

. "Where Sand 4 co-exist, 5 is a simple corollary, otherwise 
it is an independent and inadmissible hypothesis. In approach
ing the problem of actual industry which, to a large extent, 
is in a state intermediate between perfect monopoly and per
fect competition, the economist hurls the inquirer into a state 
of doubt with the assurance that static standards will tend to 
prevail. In this intermediate state between perfect monopoly 
and perfect competition, hypotheses 8 and 4 are never true, 
and hypothesis 2 is frequently untrue" (1). • 

Regarding hypothesis 2, I hold that it can be considered 
as true, and adapted to the theory. This point of view has 
been explained in a preceding chapter. The points which we 
are now interested in considering are the third and fourth 
hypotheses, and also the fifth. 

Not only are these hYPotheses never true in what Moore 
calls "actual industry", but neither are they always true in 
the preceding industrial states, nor always in agricultural 
industries. As a matter of fact, the possibility that the total 

(1) See "ParadGftll of Competition", Q~ lo1l1'lUll of Ec0-
nomics, 1906. 
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I)utput of each producer is not negligible in fixing the price 
begins with the division of labor itself (1). 

Prof. Amoroso, also, in an article mentioned in the pre
ceding pages (2) calls attention to the insufficiency of the 
hypothesis "that the price is independent of the quantity which 
the firm produces at that price", especially in connection with 
modem industry. He says: "Tlus hypothesis applies fairly 
well to what is happening in .Agriculture, where the number 
of producers can be considered as practically unlimited and 
every firm, even if it is a very large property, produces but an 
insignificant part of the total output. It also applies, though 
not as well, to what happened in the manufacturing industry 
in the times of Ricardo. But it does not apply to what hap
pens in the large modern industries". 

I agree with Professor Amoroso, but not entirely. 
Beginning with agriculture, there are some limitations and 

this hypothesis cannot be theoretically considered as general. 
The farmers have sometimes to send to their market or 
markets a quantity of produce which cannot be considered as 
infinifesimal in relation to the whole quantity that can be 
offered or sold in their marketing field, although it might 
be considered as infinitesimal or negligible in respect to the 
total world production. This is often true of agricultural 
commodities with a limited and isolated local market. 

But principally this hypothesis cannot {epresent complete
ly, either ~he facts of modem industry or those of the 
manufacturing industry in Ricardo's times. 

(1) Whieh is, obvi01lllly, the fundamental of every economic phe
nomenon in any economy of trade. With ........... Prof. Loria calla at
tention to the deep intuition shown by A. Smith in beginning hia study 
of economic organIam with the diviaon of labor, an intulticm ""perior to 
that of Ricardo and of Man who begin their investigations with the 
phenomena derived therefrom. • 

See the bril\iant preface by Prof. Loria in the new reprint of the 
Italian trana\ation of "An enquiry into the D'ature and ca...... of the 
wealth of NatioaD

, Turin 1927. 
(2) Luigi Amoroso: "La enl'Va otatica deI\'offerta", in the G ..... 

na\e degli economiati. JanlUlJ'y 1930. 
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In all economic stages, this_hypothesis may. well be used 
in special cases, but it can never be generally true. It is not 
enough to consider the size of the firms of today or yesterday 
to judge of this, as Professor Amoroso does, but it is necessary 
also to compare this increase in size with the widening of the 
marketing zone of the single firms, and with the capacity of 
absorption of this zone. 

Now if it is true that the size of the manufacturing firms 
in Ricardo's times was much smaller than actually, it is also 
true that their marketing fields were much smaller tha:1 

. those of the modern firms. 
If in a wide marketing field, A, there be 10 firms of a 

size A/10, or if in a wide marketing zone, A100, there be 
firms of the size A100/10, the proportion between the quantity 
produced by the singly firms and the total output of the in
dustries as a whole in the given marketing field will be the 
same. 

Now, how the relation between the sizes of the firm and 
of the marketing field varies in modern times as compared 
with preceding periods, can only be explained after all. accurate 
examination of the various situations in the single firms and 
single marketing fields in modern times and in the preceding 
periods. It will at once be manifest that a complete and gen
eral answer to the query is not correct. 

• • • 
Now, before we examine the various cases of competition 

in a situation of equilibrium, let us say a few words about the 
general and the partial equilibrium. 

The theory of general equilibrium in which the interde
pendence of .the economic phenomena is shown in a stro~ 
light, is of great help. But the general formulae of economic 
equilibrium very seldom admit of practical application to con
crete phenomena (1). On the other hand, however, the 

(1) Prot. Umberto Rieclln an in-tine anaIyaia of the ..... cepticm 
of partial and pneral equilihrilUll in Giornala decli E ..... amiati, 1924, 

6 
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WaIras-Pareto theory advises us to broaden our field of an
alysis when it is possible. 

Let us consider the partial equilibrium of a merchandise 
A. Let us imagine that the whole economic mechanism be 
in equilibrium (1). SUpposing then A to be in equilibrium 
let us also suppose implicitly, all equilibrium everywhere. Now, 
when we suppose that in the partial equilibrium of A there 
happen a modification, we must consider it as a functioJi' of the 
general equilibrium up to the point where there are certain 
relations not negligible between one phenomenon and an-

$ys: "We feel that the theory of economic equilibrinm ill more 
tr1Je than the theory of partial equilibrium, but we muot limit 
ourselves to draw a lesson of generic importance, and we cannot 
abandon the other theory (of the partia1 equilibria, Marshall), which 
is less complete but easier to handle. 

We must in fact maintain both the one and the other; we glance at the 
horizons beyond the theory of eqnilibrium, and maybe we can also 
somewhat describe them.. We mnst nevertheless 'keep ourselveS within a 
safer zone, limiting our exploration. to the depth" (Umberto Ricci:: Pa
reto and Pure Economy, in the' Giornale degli EconODliBti', 1924, page 
44. See in the .ame number of January-February 1924, other articles 
in memorY of V. Pareto, by Professors Pantaleoni, Barone, Amoroso, 
F. Spinedi'. added. 

"The equilibrioto, BaYS Prof. Schultz, are wont to dwell on the 
resemblance between economies and mechanics, but they overlook the 
fundamental differences between the two BCiences. The general for. 
mulao of mechanical eqniJibrium nearl7 always admit of practicol ap
plication by a aeries of approximations.' The general formnlao of 
economic equilibrium Vt!rJ.' seldom admit of application to concrete 
phenomena". See American Economic Review, December 1928: Rational 
Economies, by Henry Schultz, page 64. Thill ill a critical review of a 
French trlUUllation of the notable de Pietri-Tonelh~. work: "Lezionf ell 
Scienza Economica Razionale e Sperimentsle". See also "Sull'Economla 
Paretiana" an interesting artiete by Ugo Btoggi In the Giornale degli 
Economisti, 1924, page 832. 

(1) The difference between Clark'. and Marshall'. Ideao of equilib
rium has been clearl7 shown by Knight (see RilIk, Profit and Uncertainty, 
pp. 142-143). Later on, Robbin has treated thill point estenaIvely (see 
Economic lournal 1930). 
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other (1). If we suppose, for example, that tlni cost and the unit 
price of A InCrease, we must see, in order to know the lrew 
position of equilibrium of A, what changes, and where, may 
occur in the cost and price of the other products and services; 
what changes. wherever they may occur, take place in the 
demand for A and of the other products, following the increase 
in the unit price at the different goods; again, what conse
quences (2) these last changes have on the cost of A and other . 

(1) Incldent:all7 one may remember that to Imow the _olDie 
.yatam It II n ...... 17 a110 to Imow the IOcial II)'II1:em. "It must be 
remembered that In .everal regards an exchalll8 IYItem la ~ncapable of 
.tandlng alone; many economic functioDl have to be catried on or 
controlled by society a. a unit, that II, by government. Hence, public 
policy In Ita varioua phaeee (which need not be enumerated - the whole 
political, legal and moral eyatem II Involved) must be Included among 
the conltante of the economic IYltem". Frauk H. Knight "Statik und 
Dynamlk" In Zeltehrift fGr Nuionaleokonomie, 1930, 

Pareto, In a letter written In 19211 (to an Italian economist, Prof. 
Lelia Cangemi) and made public onlg recently, spoke of his intention 
to develop "the conception of economica, as part of the aoclal pbeuom
enon, Interdependent of the other parte thereof". See ''Economia'' (Ri
vlata dl Sclenaa Corporativa e dI Sclenaa SocIaIi), Rome 1980, December, 
"Lettera Inedlta dI Vllfredo Pareto". 

(8) The expreuion of cause and effect can help when dealing with 
dynamic phenomena, to up...... the fact that the presence of a phe
nomenon X (in harmony, of cou...., with all other phenomena p_t), 
cau ... a 'ftlli:flcation of the phenomenon Y (wblch, In tnrn, will influence 
X, modifying It into Xl). A phenomenon X il the first to appear, foUowed 
n ... lllrily by Y. For different reason Prof. Knight holde legitimate 
the use of the up ..... iona "eauae and effect". "The N1ation between 
price and coat Wnetra_ an adjDltment which is mutnal as to ctirec
tion of mo_t, but with IIlch a difference In speed and r&III8 that 
It fa generally juatlflable to BIl' that coat of productioa "determines" the 
price, and not Invenely. Chanrea In the coat of any _ commodity 
reflect the N1ative movement of all competing iDduatriea aaing the .... 
reaourcee In production and hence are likely to be amaIl Ia COIIparison 
to the chanre In price la the ~ by which the two are bJbngbt 1:11 
equality. It __ iDlYitable and correct to apeak of the N1atheJy fbed 
magaltude as ca ....... as we BIl' the le?el of the water Ia the _ COIItrola 
that In the bay, or that the earth attracta the falling apple, or that ... 
moor the boat to the bank, _ thouch the N1atlO1l III matal". See 
,·Statik and Dynamik", op. cit., p. 8. 
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goods produced in the economic system, and so on until a 
general point of equilibrium is reached, in which the partial 
equilibrium of A is a necessary part of the whole system in 
equilibrium. The analysis is complex but more complete (1) • 

• • • 
Hence, studying the economic equilibrium, one cannot 

suppose a simple curve of supply and a simple curve of demand 
independently of the other curves of supply and demand. 

If we suppose that the goods X are in equilibrium, we 
know that they are in harmony with all the other phenomena 
of the' general system in equilibrium; but supposing something 
should influence X changing in a first instant the forms of 
demand or supply we must see how the new position of X will 

(1) Prof. Sraff&, in discussing the law of normal values, 0&)'8:

"an essential condition is to isolate perfectly the indllStry which produces 
the goods under consideration from all the other industries; now, for 
increasing costs, one must take into consideration the whole group of 
industries. which nse a determinate factor of production; for decreasing 
costs oue must consider the whole group of indu.tries which is benefitted 
by certain external economies. Theae variations of the 'cost, most im
portant from the point of view of the general equilibrium must perforee 
be considered negligible in the study of the particular equilibrinm of 
an industry. From this point of view, which i. only alirst approximation 
to the reality. oue must admit that the goods in general are p1'oduced 
in conditions of constant costs... (See Sraff&, "Sulle relazioni tra costo 
e quantita prodotta". AnnaIi di Economia, 1925. p. 328.) AIoo in "The 
Laws of Retnrns under Competitive Condition .... Economic Journal, 1928. 
pp. 64(1.641: "in normal caaeo the cost of production of commodities 
pl'oduced competitively - as we are not entiUed to take into consideration 
the causes which may make it rise or lall _ must be regarded as constant 
in respect to amall variations in the quantity produced". 

How erroneous this manner of inquiry would be if it were followed. 
can be seen at once from an accurate ezamination of the problem. The 
cure wonld be worse than the disease. And it is just the contrary of 
the best way to be noed. 
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influence the other elements of the general equilibrium, and 
in its turn be influenced thereby -(1). 

Discussing however, theoretically, the value of a given 
commodity, it is possible to include implicity a consideration 
of all this complex phenomenon, if we suppose that the homo 
oeconomicus is looking at the ultimate results to be obtained 
in the long run. When a contrary assumption concerning the 
individual policy is made, this implicit consideration is not 
possible in the same way. But it is always possible and often 
useful to isolate a problem and then to pass on to a second ap
proximation. 

The term "marginal utility" must be considered as 
meaning only the marginal desirability of a commodity com
pared with all the other commodities to be bought in a given 
system of price. In this way is it used by the writer. 

(1) Tbia method of anaI7aia has aIread7 beaD uaed by the writer, 
thouch onl7 partially, ill the anaI7aia of ftrioaa pt.e_a of ahlftiDa 
of tuu, ... d obtalDlnc neulta ilion accurate thaD ~ nached by the 
other writar&. See..., book "Teoria cIeIl'lncideDa cIeIIe im-",-, BeaIo 
Cal. Vital_ 18116. 



CHAP. VII. 

Duopoly - a Critical Discussion 
• 

Passing now to the analysis of the price of equilibrium 
for the 'various phenomena of competition, we shall begin our 
study with the phenomena of internal competition, that is, 
where there- is competition between a number of producers 
not increasable under the given conditions until a point is 
re8ched where the price of equilibrium is f"lXed by the action 
of the producers already existing, without their economic 
actions being influenced by the danger of competition from 
new producers who might appear on the market. 

Let us begin with the hypothesis of two producers, which 
is one of the arguments most disputed in the economic theory, 
and which has given rise to the most varied results. It is well 
known how Cournot's analysis has been criticized by Bertrand 
(1) and later by Edgeworth (2), Marshall (8), Pareto (4) and 
others. The solution obtained by Edgeworth has had more 

(1) Joumal d .. Savants, 1888, p. 608, 
(2) Glomale decl\ Eoonomlati, 1897. "La teoria pun del mouopolio" 

traDaJatad In "Papua nlatinc to political ..... uomT'. voJ. I under the 
title "Theoll' of 1I01l0polT', See aIIo Edpworth'a "The mathematical 
Eoonomles of Prof. Am ........ ", Eoonomle Jo1U'D&l, 19111l, p. COO, aIIo 
Pi8ou'a "Economies of Welf ....... ate. 

(3) lIanhan. "Prillcipl .. ", 1st ell., pp. C3Ii-C86, nota. 
(C) Panto, "Prlnci_ d'6c:onom!e poUtiqua," p. 67. Also K..,uel 

d'6conomie poIitique, 1909, pp. ~ "Economla math6metique", 
Enciclop6die d .. Sci8Ilcaa lIath6metiquoe, ~ I, VoL C (1911), para
.... ph Ie, pp. eoc..eoa. 
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success than Cournot's, which iatter has been ably defended by 
Professor Amoroso (1). "We believe" says Edgeworth "that 
Professor Amoroso is alone among high authorities in siding 
with Cournot in this matter. The view that in monopolistic 
competition the output is indeterminate is now .commonly 
accepted, says Professor Pigou, and he adds "it appears to me 
to be the correct one" (2). 

Moore, better than anyone else, has called attention to 
the real nature of Cournot's error. (3). It is evident that 
the hypothesis with which Coumot begins his analysis, that 
each producer fix the output of his product without any 
regard as to the effects his action will have on the behaviour 
of his competitor, is only admissible when the influence of 
the product of eacl1 competitor on the unit price is negligi
ble (4). And as this last condition is not part of Cournot's 
hypothesis, the assumption which is basic to his inquiry does 
not rule, and is absolutely inadmissible (5). On the other 
hand, the hypothesis from which Edgeworth starts in his 
study of Cournot is, it seems to me, equally wrong, since it 
is just as inadmissible that each producer is always changing 
his price and consequently the quantity /IOld, taking it for 
granted that the other producer keeps his price unchanged. 

---~. , 
(1) See also: Wicksell, Knut - "Mathematiache NI!tionaIOkoDomie", 

Arch. f. Sozialwiss, u. Sozialpol., 1927, pp. 252 ff. ..' 
Schumpeter, Joseph - "Zur EinfllhruDg der folgeuden Arbeit Knut 

Wicksells". Arch. f. Sozialwiss, u. SoziapoL, 1927. 
Schumpeter - "The Inatability of Capita1ism", ECODomie Journal, 

1928, pp. 369-70. 

(2) ID Edgeworth's critical review of Amoroso'. "Lezioni di EClOJIOo 
mia Matematica", Economic Journal, 1922-

For one of the fint criticisma of Edgeworth's analysi., ... A. Loria'. 
"Marshall and Edgeworth OD value". Economic Journal, 1908. 

(3) See Moore "Paradox .. of Competition", p. 219. Quarterly .E
conomic Journal, 1906. Pareto's criticism of Cournot in "EcoDomie mao 
thematique" lac. cit. doeo Dot oeem conviDcing. 

(4) But even this, as we shall _, oDly ID a giftD bypotheolo 
regarding the policy of the rivals. , 

(6) See Moore' •• tatement (already mentioDed) of a general order, 
p. 214, op. cit. 
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In a final analysis this is nothing but a different aspect 
of Cournot's error. Unless we suppose that the change of 
price by each producer entail only insignificant changes in 
the demand from the other producer it is inadmissible to sup
pose that each producer would act as if the price fixed by his 
competitor were fixed. 

A description of phenomena of such a nature may com
plement a dynamic treatment of the problem, but it can never 
take the place of Cournot's treatment. 

In Cournot's treatment, as well as in those of Edgeworth 
and Bertrand, it is assumed, under different aspects, that 
each producer acts without considering the effect his move
ments will have on the conduct of his competitor; but since 
not only do the producer's actions affect the conduct of his 
adversaries, but affect it markedly, this assumption can only 
be justified by the fact that each producer is unaware (and 
will always continue to be unaware) of how his action will 
force his competitor to modify his conduct. 

The premises used by Edgeworth and Cournot could be 
applied equally as well and with the same reason in the theory 
of value, in a complex case of monopoly and perfect competi
tion. Let us suppose, for example, that we wish to demonstrate 
the equilibrium of an economic system consisting of some in
dustries in a state of monopoly and some in a state of com
petition. For the sake of clearness, let us limit the field whose 
equilibrium we wish to determine to two industries, one of 
which, A, is in a state of monopoly, the other, B, in a state 
of competition. The monopolist A begins by fixing a price 
10 with an output of 100, and then studies the way to modify 
either the price or the quantity offered, having in view always 
the immediate advantages. of these movements. With a price 
9 the monopolist A sees that he can sell 125 with a greater 
profit. and decreases his price to 9. 

But with the consequent increase in the demand of A, the 
consumers, let us suppose. are ob\iged to reduce the demand 
of B (produced in conditions of free competition) in proportion 
to the increased expenses of A from 1000 to 1126, since the 
consumers spend for A at a price 10 the total sum of 1000, and 
at a price 9 the total sum of 1126. 
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In the latter, let us suppose, either because the lowest 
limit of profit, salaries, etc., or because the competition 
eliminates the higher cost producers, reducing thereby the 
marginal cost, the unit price of the goods produced will be 
reduced from, say, 5 to 4. This allows the consumers to acquire 
more goods produced under free competition, and consequently 
to reduce the consumption of goods produced in conditions of 
perfect monopoly from 125 to 110. It is obvious, given the 
above premises, that it now suits the monopolists to return 
without more ado to the price of 10. And once he has gone 

. back to this price of 10, the industry of perfect competition 
will also return to its origiqal position. Then, according to 
the assumed hypothesis, the monopolist will not have anything 
better to 110 than to again lower the price to 9, when the cycle 
will begin allover again. This description could of course be 
made more complicated by using successive variations in price 
or cost, returning to the initial position by other ways, etc. 

On the other hand, if Cournot's hypothesis were true as 
regards the duopoly, it should also be true for the other parts 
of the ecOnomic theory, as Professor Amoroso is obliged to 
reaSon. And in this case the consequences would h'kewise 
be disastrous for the theory. If every producer should turn 
out a certain definite quantity, assuming that the quantity 
produced by the other producers remain invariable, we will be 
facing a theoretic system in which, .with perfect mobility of 
the factors of production, the abler and more productive 
producers could operate in less productive industries. Con
ditions under which the principle of substitution would operate 
would be that the most productive producers would figure that 
their competition would force the less able producers to shift 
their field of operation to another more economical one, that 
is, more economical after, though not before, the advent of. 
the competition of the more able producers. But if these abler 
and less remunerated producers are the economic men of Cour
not and Professor Amoroso, considering the output offered by 
the others, that is, reckoning only the immediate effect that 
their appearance on the market will have on the price, they 
will not think it convenient to change their field of operations. 

The difference of remuneration, therefore, could be in 
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inverse ratio to the degree of their ability wjthout challenging 
the action of the principle of substitution. 

At this point one might object: But would Cournot and 
Amoroso reason in ~his manner? I answer, No, but this rea
soning Is a consequence of their premise. 

To foresee that the rival has an advantage in transforming 
his concern into another of a different kind, or to foresee that 
the rival finds an advantage in reducing or increasing the 
production, are two things that may present the most unlike 
characters and difficulties (and this occurs even between the 
same eases of the first or second instance, according to the 
different eases): but between the two types of phenomens. 
there is theoretieally Dot such a difference. 

In this respect I must also add that Amoroso, with deep 
insight, had already stated: ..... the monopolist, in setting his 
sales price, cannot avoid taking into account the influence that 
a variation in the monopoly price will have on all the other 
market prices, and conseqllently, the modifications deriving 
therefrom in the curves of demand of the consumers and In 
the cost curves" (Glornale degli Economist!, 1911 p. 208). 

To this I add with greater reason, that when two pro
ducers. whom Amoroso considers as two monopolists, liS we 
have seen, find themselves on a same market, neither one 
should avoid taking into account the influence that a variation 
in his price or in his quantity offered will have on the price or 
quantity offered by his rival. 

- G. Arias, in a notable book which Edgeworth has well 
praised (see Economical Journal. 1918, p. 827) writes an 
unconvincing criticism of this keen passage of Amoroso. (See 
Arias, ''Prineipi di Econ~ Commerciale"). -

On the other hand, returning to Edgeworth's analysis, if we 
suppose as he does, that 'the conditions of demand, and the 
curves of cost, do DOt change, the CQnclusions he arrives at are 
absurd. ' 

Each producer who, at a given moment, obtains the max- . 
imum Det gain X. at a price equal to that of a Dionopoly, at 
another moment (when the maximum limit of deacending 
prices has been reached) will see that his net earnings have 
DOW decreased to X-Y and that his efforts to increase X have 

• 
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ended, causing his' rival producer to react, with the decrease 
ofX. 

We may also suppose that the error in initiating the 
decrease in prices be made, in two dynamic cycles, first ~y 
the producer A and then by the producer B. At this point both 
producers must perforce be aware of the effects which their 
actions have on their competitor, unless they should be suf
fering from chronic amnesia. It is impossible to explain, 
therefore, why after both have experienced the consequences 
of an attempt to increase X. they should still continue along 
that line. 

To decrease or increase the output of one's business is no 
inexpensive matter, and these changes always involve more 
or less onerous transformations which the producer will not 
bear so lightly. 

It is likewise equally wrong to suppose that two pro
ducers who have hardly any common sense would act as 
Bertrand imagined. "Dans cette hypothese, Bertrand says, 
aucune solution n'est possible, la baisse n'aurait pas de limite; 
quelque soit en effet Ie prix commun adopte, si l'un des concur
rents abaisse seul Ie sien, il attire a lui, en negligeant des ex
ceptions sans importance, la totalite de la vente, et il doublera 
sa recette si son concurrent Ie laisse faire" (1). The final 
conditioft "si son concurrent Ie laisse faire" is candid, to say 
the least. 

Each producer knows that the other will not "lail\BeF 
faire", and it is useless to suppose that in thcory this could 
happen. Even if we wished to suppose that hard experience 
were necessary to make the producers behave economically, 
after the first reduction in price by one of the producers, fol
lowed necessarily by a reduction on the part of the other 
producer, each one will know that by reducing the price, 
instead of seeing his output nearly doubled, he will only see 
his profits reduced, since the rival producer will not "laisser 

(1) In the critical &DBlysia by Bertrand of the "Tb6orie matbem.. 
tiqae de Ia ricb_ soeiaIe" by W a1raa, and "Reeberebea 81lT lea pri .... 
eipea math&Datiquea de Ia th&>rie dea rieheaoea" by Cournot, in the 
Jo1lJ'll&l dee Savanta, September 1883, p. 503. 
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faire" .(as he himself would not p~rmit his rival to). But even 
if we supposed that these mistakes' were to happen again, the 
time would come when they would have a clearer idea of the 
situation, and they would understand that their struggles to 
win away customers from their competitor could not but bring 
about disastrous results. The painful experience would ac
custom them to act more rationally, and the time would come 
when one of them would take the initiative of limiting the 
supply with the purpose of raising the prices which had fallen 
to a ruinous level. The other producer, having to choose 
between increasing his clientele or reducing it, would probably 
understand that he too must decide on the latter, for if he 
increased the supply, the object of the first producer in re
stricting his own offer would absolutely be defeated and his 
rival would be obliged again to increase the supply, bringing it 
to the original level. 

There is no doubt however that Bertrand's solution is very 
different from the one reached by Edgeworth. Bertrand's rea
soning should lead to the conclusion that the balance is possible 
thOugh at a different point than Coumot's. To begin with, 
however, one must remember that the thesis that there is no 
limit to the depth to which the price can fall, is not to be taken 
literally. It may be legitimate to exclude the cost of a product 
when it will make the problems clearer, but not when the 
solution thereby becomes absurd. The lowest limit to which 
the price can normally fall is the cost of production, and 
however low this may be, it must include a minimum profit 
for the producer, otherwise there would be no reason to produce 
the goods. 

Now the price cannot fall below the cost of production 
since if it did it would entail a 10&8 to the producer. 

At this point, however. one must remember that Ber
traBlI. differing therein from Edgeworth. supposes that the 
quantity produced by each producer is sufficient to fill th" 
wants of the market. In this case, if the two producers 
should keep on, as Bertrand says. in the opinion that the 
price of the rival could remain fixed when his own varied. 
there should be an equilibrium at a price equal to the cost of 
production. At that point, no' one could reduce the price, 
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neither could anyone raise it, because evei-Jrone. would thblk 
that if the competitor maintained ~ fixed price, with a' pro·· 
duction sufficiently elastic, all his clients or cilstomers wbuld 
pass to the rival. Hence there would be a detetlnined equi· 
Iibrlum in the conditions given by Bertrand. 

A determinate equilibrium would also be reached in every 
other case in which each producer though unable to supply the 
market by hbnself, can still at a certain point increase his 
production, at constant Cost; in such a way as to prevent his 
rival from getting any advantage from the increase in price 
or reduction of the supply. 

Edgeworth, to show how the equilibrium is indeterminste 
must introduce the other condition, that when the price is at 
the lowest level both rivals will have already offered all the 
quantity they can produce, so that each producer can, from the 
minimum level, increase his own price without fear that his 
own customers Will go over to his competitor, and this notwith· 
standing his assertion that his demonstration holds good in 
general for decreasing returns and that, accepting as he does 
Marshall's criticism in the ease of increasing returns, and 
Bertrand's in the ease where there is no cost of production, 
he 'reaches the general conclusion -. that is, not limited to any 
particular law of returns - that the equilibrium is indeter· 
minate. But even if Edgeworth's conclusions could be ac
cepted in a particular case of a prOduction so limited (and 
which it does not seem to me adequate to define as an "ex· 
treme case of decreasing returns" since it cannot logically be 
a ease, even extreme, of decreasilig returns, a ease in which 
the decreasing returns do not exist) one could not, generally 
speaking, assume them as true in all cases of limited production 
or in all eases of decreasing. returns. . 

First of all, let us remember, the same ease studied by 
Edgeworth. shows a confused reasoning •. He begins with the 
supposition (1) that two producers start off with a price 
equal to the price of monopoly :Ih. . 

(1) Giornale degIi economiati, pp. 28-24. Paper elt. pp. 119·120. 
The "ymbols uaed in this part of our discussion are taken from Edge. 
worth'" treatment in order to make clear the critieiBm. 



'THEORY bp· ECONOMIC EQUILIBRIUM 79 
o , .. . '. 

" , At ~his. polnt,it ~Ill.be in the interest of one of the mono
polists to' reduce the price to lhSp. Bete the rival producer 
follows his example with a' stiJllower price untn by succeeding 
gradations they both arrive at the minimum price 14 at which 
all the possible production is sold. 

At this point, says Edgeworth, iE is in the interest of 
each of the producers to raise the price. Neither one of them 
has any fear that his rival might hurt him. because eaCh one 
has used up his entire stock. But to what point is each 
producer going to return? To lh, says Edgeworth. Nowif 
the first one raise his price to lh, it is hard to understand why, 
supposing his competitor's price is fixed, the other monopolist 
has any interest in following him, as Edgeworth says. right 
up to lh. from which point he originally started. If at first. 
as a matter of fact, supposing the price of his rival to be fixed 
each producer has Interest in carrying the price to lh-Sp. one 
cannot understand why at the end of the cycle, supposing the 
rival's price to be at the same point p=lh. each producer would 
want to bring it up to lh, and not to !h-8p. 

Of two producers, if it is convenient for eaCh one to fiX 
the price at 1h-8P, when the second rival's price is at !h, this 
is valid as much in the first case as in the second. 

This however would not be enough to prove that Edge
worth's general conclusion is wrong, that the equilibrium is 
indeterminate. 

We are now about to show how in cases of limited supply 
or of decreasing returns, the equilibrium can be determinate. 

Edgeworth supposes that the daily supply of each mo
nopolist cannot be more than I}~c, whilst the individual sup.. 
ply corresponding to the price of monopoly !h is !he. 

If when the price is l,{. a monopolist will take away the 
customers from his rival, h!! must reduce his price by a small 
but sensible amount (otherwise the two prices will be prac
tically the same). Edgeworth calls this quantity 8p. But if, 
given the figures above mentioned we could assume that this 
reduction in price would be convenient, they could not be 
accepted generally when Edgeworth's figures changed. 

Supposing, for example, that while the offer corresponding 
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to the price lh is lhc, the maximum supply of each monopolist 
is less than %,c or slightly above lhc, say lhc+ 1/100c. 

Can we assume, even in these cases, that the convenience 
of each of the two producers to reduce the price in order to 
steal the customers from his rival, is general? Where an 
increase in the trade must perforce be very limited it would 
be hard to make up for any reduction in the price on all the 
units. In eases of this kind, even supposing that the supply 
were limited, the equilibrium can be determinate at a price Ih. 

But yet in the ease of a limited supply, let us bring in the 
element of increasing costs, and we shall see that it is easier 
that the equilibrium be determinate. In fact, if the small
est reduction in price equal to 8p causes not only an increase 
in trade from lhc to %,c, or lh+1/10, or lh+1/100, but also 
an increase in the unit cost, the probability will be greater 
that at the price lh the reduction in price will not be convenient. 
Let us suppose for example - to remain nearer Edgeworth's 
example - that whilst the first producer reduces the price 
from lh to ~ and raises the production from lhc to %,c, the 
unit cost increases by a given quantity X. This increase in 
cost will represent a still more noticeable loss that has to be 
added to the loss derived from the reduction in the price. In 
this C8!"l it may not suit either monopolist to reduce the price, 
and the equilibrium will be determinate at the price lh. 

The reduction in price, alone, could be enough, under given 
conditions, to render the reduction in price non-economic, even 
supposing that the price of the competitor remains fixed; the 
same applies to an increase in cost, alone. But the two phe
nomena together increase the 1Irobability that the reduction 
in price will not be convenient. Ail depends on the greater 
or lesser rapidity in the increase of the costs, on the necessary 
reduction of price, on the greater or smaller quantity of prod
ucts of which the producer can dispose, etc. So much for the 
ease of limited supply. 

Let us now study a ease of decreasing returns without 
limitation of the supply. Let us suppose, for example, that' 
at the monopoly price lh with which Edgeworth opens the 
series of cycles, each producer bears a cost lAo and each pro
ducer could supply with his products the whole market, or the 
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greater part thereof. bearing the cost !h fOl' the added portion 
produced (we suppose that for -a smaller increase in produc
tion the cost would be still greater (1). 

In this case, each producer reducing the price. even if he 
could at that cost double his trade, from !hc to lc, would have 
a smaller gain; because if in producing !he his net gains were 
JA.. he would, when producing lc and selling at !h--8p lose 
8p and would not realize any gain on the additional part. 

But let us suppose, too, that at a monopoly price !h from 
which the two producers would have to begin their cycle, it 
were convenient for each of them to reduce the price, presup
posing that the competitor's price is fixed. Supposing, for 
example, that from the unit cost 1/8, the two monopolists 
reduce the price, increasing successively the cost to lh+ 1/16, 
2/8, Bfa, l/S. Supposing at that point that 1/3 be the price 
and 1/3 the cost, let us suppose that to further increase the 
production (in a notable way, that is, in a measure that would 
annoy the rival if he increased his price) the unit cost increase 
to l/S+lh. 

At this point, however, a new problem may arise. How 
would the two producers behave if they acted in a~ordance 
with Edgeworth's assumption? How would each producer 
regulate himself at that point? Would he recognize the fact 
that by raising the price to more than 1/S + 1/8 his rival 
would force him off the market! 

In Edgeworth's analysis the assumption is implied that 
each producer knows the quantity that his rival can produce. 
When he tries to explain why at the limit price of JA. the 
equilibrium has not yet been reached, and each producer has 
every Interest In raising his price to !h, Edgeworth says ''he 
did not fear the competition of his rival, since that rival has 
already done his worst by putting his whole supply on the 
market" (2). In the same way, then, that each producer, 
according to Edgeworth's example, knows the quantity that the 
other can produce, in our case he will know that his rival 

(1) See the first ehapter: Statie c..r.es of PnMIuetiOIl. 
(2) See Papers nlating to PoIitieal &0_" 'VOl .. p. 120. 

s 
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can increase his output just as well as he himself can. Primus 
therefore will try to avoid placing Secundus in a position to 
increase further the output at Primus' expense, and vice-versa. 
If each producer knows that the other can increase his output, 
but does not know that this can be done only at an increasing 
cost, neither one of them will dare increase the price beyond 
1/3, and therefore at 1/3 there will be the equilibrium. 

If on the other hand, each one knows (1) that the costs 
of the other producer are increasing from 1/3 to 1/3 + 1/8, 
neither one of them will dare, at that point, to increase the 
price above 1/3 + 1/8. 

Neither one of them, if he finds it convenient to increase 
the price beyond this point, can do so beyond 1/3 + 1/8 without 
being certain of being beaten by his rival. 

Will each one of the producers however find it convenient 
to raise the price to that level or to a lower level? No definite 
answer can be given a priori. If they do not find it advan
tageous the equilibrium will be determinate at 1/3. 

With an increase of price equal to 1/8 or less than 1/8, 
there may be a decrease in demand proportionately greater 
than the decrease in demand at a price increase from 1/3 to 
1/2 which we have taken as the price of monopoly. 

(1) One can raise the objection that in tbi.way neither producer 
wonld eonoider the price of the other as fixed. But I do not think that 
in this ease one ""uld suppoae that each producer would act as if the 
price of his rival were fixed. The eases in whicb Edgeworth euppooea 
a fixed price are those in which a reduction In price would allow a pr0-

ducer to take moet of the CCIIl8UJDerII fram the rival, and it is not poaeible 
to apply the same reasoning to the p ...... nt ease. In any way, if each 
producer knowing the rival's possibility to increase the quantity offered 
on the market, thinks that bis rival conld maintain a fixed price, the 
equilibrium will thereby he reached, as we have already said, and there 
wonId be no more indeterminate state. 

One eonId alao &BBUme that Primns &BBuming at this point that his 
rival's price is fixed, and knowing that the eoat would Increase 1/8+1/8 
with an Increase In production, he would ""nsider It impossible for hi. 
rival to effect any increase in his output at a fixed price (1/3+1/8) not 
remunerated at his price 1/8 even if Primns himself were to inereaaa 
his own price to MI. But Edgeworth wonld never have fostered ncb a 
reasoning. 
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The demand is not always a_continuouS' function of the 
price. At an increase of X one can exclude from the trade a 
whole category of consumers; at an increase 3X one can exlude 
together with the X consumers only an additiorlaI restricted 
category of consumers. 

Now, if we suppose that the reduction in the supply, 
consequent on the decrease in price entail a reduction in :the 
unit cost, other things being equal, there is more probability 
that there may be an advantage in raising the price to 1/3+ 
1/8 or to remain at that price before falling to 1/3. 

Even in that case the equilibrium could be determinate 
at the price 1/3+1/8 if a reduction in price did not suit any 
of the producers, because such reduction and the increasing 
cost would not compensate the gain through a greater trade. 

But let us suppose too, that the reduction in the supply 
fol!owing a reduction in price does not entail a reduction in 
cost, or that from the price 1/2 to the price 1/3 the cost has 
remained constant (that is, 1/3 unit Ilost when the production 
is !hc and 1/3 unit cost when the production is %oc). In 
other words, let us suppose that the increase in cost takes 
place only after the quantity produced by each producer is %oc. 
In this case it is more likely that, the price having reached 
1/8 and each producer being unable to return to 1/2, none of 
the producers would find it convenient to reach the price of 
118+1/8 or some other inteJ:mediate price. If this were 80, 

the equilibrium would be determinate at the price 1/8. 
It is also poasible that, the producers having reached the 

price 118+/8 in the period of falling prices, none of tht¥B 
would find it convenient to drop lower because any reduction 
in price, with the small quantity they could still add at the cost 
1/8 (since if they wanted to increase their output still more, 
the cost would increase, as stated before, to 1/8+1/8), would 
not be compensated sufficiently by an increase in trade. 

AU this shows that Edgeworth's conclusion concerning the 
cases of limited supply and those of increasing costs - though 
more correct than Bertrand's concerning cases which caD be 
applied to constant costs (accepting for the time being their 
premises, though not admitted as legitimate) aince EclJte:. 
v.'Orth's results (assuming his OWll assumption as valid) ~ 

;.. ' "" 
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at least be applied in given cases - is neverthless wrong as a 
general conclusion, because though in some cases the equi
librium would be indeterminate, in other cases it would be 
determinate. 

But also in the cases of indeterminate equilibrium, the 
sphere of indeterminateness would often be narrower than that 
maintained by Edgeworth. 

Passing on now to Pareto, . his criticism of Coumot in the 
"Cours d'economie Politique" is equally erroneous (1). He 
maintainS that, in a gener&1 sense, the price will fall until 
aU the output has been sold. Since no outside competition is 
considered, it means that each producer, according to Pareto's 
hypothesis, will act regardless of the influence which his 
increase in supply will have on the price. 

Now this is inadmissible if one does not assume that the 
output of each producer is negligible as to the total produc
tion. Thi~ assumption cannot be made in the case of two 
producers (2). 

Nor is Marshall's criticism of Coumot correct. Marshall 
says that "if the field of sale of each of the rivals were un
limited, and the commodities which they produced obeyed the 
law of increasing returns, then the position of equilibrium 
attainE!f1 when each produced on the same scale would be 

(1) For Pareto'. thesi., that the problem may be too determi,ate 
(see the Appendix in the 'f.Manuel d'Eeonomie politique"), see "La cur. 
va Statics de1l'offerta" by Amoroso in the "Giornale degli Economis:i". 
January 1930. See Pareto's _ Manuel d'economie politique, 1909, -
"EcoDomie mathematiqae", Encyc!opedie des Sciences mathematiques, 
Tome I, Vol. 4, Faseicule " (1911). 

(2) See "Cours d'economie politique", pp. 67-68. Pareto, evidently 
referring to the conclusions of Bertrand (criticized in the preceding 
pages), that in the case of two monopolists competing with each other 
there would be no limit to tbe fall in price, 8ays also: _ "II ne faut pas 
pourtant croire que Ja baisae n'aura pas de limite. Cela "niverait 
seulement 8i, meme l nn prix tria baa, snppoaon. z&o ponr aller l Ja 
limite), Ie march .. ne pouvait absorber plus de marchandise que Ja 
quantile existante". But at the zero price (though considered as limit 
case) there would be no reason to sell, and the ....,.,IJed goods would 
not be wealth. Tbe abstraction must not include a self contradction. 
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unstable. For if anyone of the rivals got an advantage, and 
increased his scale ,of production," he would thereby gain a 
further advantage, and soon drive all his rivals off the field (1) 

If Marshall does not attack Cournot's thesis except as 
regards the case of decreasing returns, it means that his crit· 
icisms do not refer to the assumption made by Cournot but 
only to the generality of his conclusions. But even if we reason 
in the light of Cournot's assumption, the unstability of the 
equilibrium is not necessary. 

A concern operating under conditions of decreasing costs 
can reach the equilibrium before reaching the minimum cost, 
as we have already shown in a preceding chapter, when the 
ultramarginal utility is such that it does not compensate the 
ultramarginal production. If a concern, increasing its own size, 
can continue to earn the net profit it earns on the present 
output, as well as a sufficient compensation for the new pro
duction, the concern is not in equilibrium because it has a tend· 
ency to increase the output. 

If however, an increase of production is such as. to decrease 
the earnings of the concern because the ultramarginal utility 
(2) is such as to make the ultramarginal production non-eco
nomical, then the concern is iU. equilibrium. 

Let us now suppose two concerns, A and B, which are 
at a point of decreasing costs. Supposing that the marginal 
cost be 4 and the ultramarginal 4-14(3). If each one think 
that the quantity of the other is fixed. let us suppose that one 
of them think of increasing his production. Given the output 
100 for each of them at the unit price 4+1h, an~ the quantity 
still producible at decreaain.g costs 25 (after that point the 
curve of increasing costs would be reached). if A throw on 

(1) See lluahaIl, lac. dt. 
(II) See ill Chap. n. pp. II1-U. the definition of ultraJautrlaal pheno

...... a: The Il1tramarciDal IltiIit;J of • cI ..... COIIIIIIOdit;y, .. I ha .... &aid. 
ta that ... hicll WQuld become IIIarIIlIlalIf the ultraJautrlaal 0IltpIlt hecame 
maralnal. 

(8) As a1nad7 sta ..... "In ..... al 1lItraJnuIIinal prodw:tion" ta 
referred to the potential production of aD uiating firm. See Chap. n. 
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the market 125 instead of 100, always supposing the quantity 
produced by B remain unchanged, the price that he will calcu
late for the global quantity 225 can be, let us suppose, 4+1/3, 
4+~, 4 or 4-~, etc., according to the ultramarginal utility, 
Now if the ultramarginal price be 4, this would not be ec0-

nomical, because by reducing the price 1h more than the reduc
tion in cost ~, the enlargement of the firm would entail a 
loss of ~ on 100 units and an added pmfit of ~ on 25 units 
produced. 

At this point, then, which we shall call X, it does not suit 
either A or B to disturb the equilibrium. If A makes a mistake 
and produces 125, it may make it convenient for B also to 
produce 125 if he supposes the production of the other to be 
fixed, or it may be that B does not find it convenient to produce 
125 instead of 100, always if he assume that the supply of the 
other is fixed. 

Now if A by an error in calculation has increased his output 
to 125, and B dnes not find it profitable to do the same, it 
means that the point of equilibrium X is a point of stable equi
librium, and A will again return to X at least in the long run. 
If, on the other hand, B find it necessary to increase his own 
production to 125 it means that, given the assumption that 
each p~oducer suppose that the quantity produced by the rival 
is fixed, the point X was an unstable equilibrium, because 
with both producers producing 125 each, neither one finds it 
convenient to return to 100. In fact, if when A is at 125, it 
does not suit B to remain at 100, neither. one of them will find 
it convenient to return to 100 when the rival is at 125. 

Let us suppose now that there are two firms, of which A 
produces at a unit cost 4, and B at a cost 3. The ultramarginal 
cost of A is 3+~, of B 3+~. The price, let us say, is 4. The 
firm B has reached the curve of increasing costs and produces 
200 units of goods; the f"mn A is on the curve of decreasing 
costs and produces 100 units of goods. Both firms can be in 
a state of stable equilibrium. If when A produces 200 units the 
price falls to 3, A can never increase its output, whether B 
keep its own output unchanged or not. If by mistake A 
increases hill production, B can still sell, though with less 
profit than before, but A will not be able to do 80 normally 
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and will have to reduce his outllut until he reach the terminal 
point of the proceding successive curve. . 

Let us now take a different example. Let A be a concern 
that at a price of 4 produces 200 units at a unit cost S+1A,. The 
ultramarginal cost of A would be S+%. A given concern B on 
the other hand, produces at a marginal cost of S+% and at an 
ultramarginal cost of S. 

Let us suppose that the only reason B does not increase 
his output is because, A's output remaining fixed, B reasons 
that by increasing the existing production by another 100 units 
(which are necessary to reach the terminal point of the ultra
marginal successive curve of the concern) the price would 
drop to S. If the supposed ultramarginal price is 8, B at that 
price would lose % of net profit on 100 units and would sell 
the additional 100 units at barely cost price. 

Even yet, if the two concerns happened to be in these 
conditions, the equilibrium would be unstable, because if B, 
through error or for any other reason, should really increase 
the production to 200, this would force A to reduce his output, 
since at a price 8 the latter would have to sell below cost, 
aince his marginal cost is 8+1A,: neither could he in his turn 
increase the output because his ultramarginal cost, as stated 
above, is 8+lh. 

So that Marshall's statement is not exact, even supposing 
that each producer acts in accordance with Cournot's premises. 
The equilibrium could be stable or instable, according to the 
cases, as we have seen. . 

Let us now turn briefy to a keen recent elaboration of 
the problem by Harold Hotelling (1). Referring to cases (that 
had before been mentioned by J. M. Clark (2) and Sraffa) (8) 
in which each producer has to deal with consumera who 
gradually pass from one producer to the other when changes 
occur in the price, he believes that the objections raised by 
Edgeworth and Bertrand could Dot apply to these cases. 

(1) E ..... omic Joumal 1929. pp. ~ and faL 
(2) Clark: "Economics of OYerhead Costs", 19K. 
(3) SraffL ill A1loali eli EcollOlDia, 1925, and EeoDomic Joumal 

19H. 
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He tries to show how for the same commodity there may 
be different prices iIi the same market. As an illustration, he 
supposes that "the buyers of a commodity will be ... uniformly 
distributed iUong a line of 1 length, which may be Main Street 
in a town, or a transcontinental railroad" (1). He supposes 
that "no customer has any preference for either seller except 
on the ground of price plus transportation costs" and that 
"the point of division between the regions served by the two 
entrepreneurs is determined by the condition that at this place 
it is a matter of indifference whether one buys from A or 
from B" (2). 

It is evident that in the case examined by Hotelling we 
find ourselves in the presence of two distinct markets, and 
hence in the'presence of two producers who act on two dif
ferent though .communicating markets (3). The problem is 
different from Coumot's, but Edgeworth's objections, if legit.
imate in the case studied by Coumot, as HoteIling seems to 
think, can be applied to this case in the same way. If the two 
regions are so divided as to give rise to a possiblility that there 
be two prices, as Hotelling says, each producer can, if the unit 
cost of the commodity that he sells will allow it, redouble the 
sales, leaving the price unchanged in his own market or his own 
section of j;he market - if it pleases one 80 to call it - and, 
sending merchandise into the territory of his rival at a price 
barely (but appreciably) lower than his rival's. 

lf each producer can do this, even taking into consideration 
the increase due.to transportation charges, it might give him 
a profit more iInmediate than the one examined in Coumot's 
case. Whereas in Coumot's case it would be necessary to sell 
the ~hole output at a reduced price, in this case only the ad-

(1) Hote1liDg: "Stability in Competition". Economic lounW 1929, 
p. 45. 

(2) Lac. cit. 
(3) This "point of division" between two ftgiona of ........ marke& 

is notbing eI1Ie tban the line of division of the two marlreta. See tile 
analysis by Prof. Fetter: "The Economic Law of Market AraA" in the 
Q1l8rterly loumal of EC01lOIIIiea. See alao my chapter on Jlarketa. 
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ditional part would have to be so .. disposed of. The increased 
transportation charges which must be added may be less, 
equal or greater than this difference in the earnings between 
this case and Cournot's. If they be equal, the profits in both 
cases will be equal (other conditions being equal): 

If the transportation charges should be less, in the case of 
the two markets, the immediate profit will !:>e greater. If the 
transportation charges be greater, the profits will be smaller 
than in Cournot's case. Consequently, if in the case of the 
duopoly the equilibrium in Cournot's example should be con
sidered indeterminate according to Bertrand and Edgeworth, it 
should also apply in Hotelling's example of two producers sell
ing identical commodities on communicating territories •. 

If we consider a case in which neither producer is in a 
position to bear the transportation charges from one territory 
to the other, we will find ourselves in a case more correctly 
of non-comnlunicating markets. But a case such as this is not 
taken up by Hotelling for consideration, neither is it one to be 
opposed to Cournot's ca.~e of two producers. 

Hotelling uses the same process to treat the case described 
above and the one of two rival commodities, regarding which 
he says: - "Edgeworth gave a variety of examples, but 
nowhere took account of the stabilizing effect of consumers 
placed so as to have a Datural preference for one seller or the 
other. In all his illustrations of competition, one- merchant 
can take away his rival's entire business by undercutting his 
price ever 80 slightly .. (1). 

Edgeworth however is not as wrong as Hotelling seems to 
think. And, in fact, his nIustrations (not all of them) dealing 
with identical goods are shown by him as limit cases. For 
example, on page 120 (2) he aaya: ..... the matter may be put in 
a clearer light by taking.... co-ordinates representing the 
prices of the articles which are in the limiting case now 
considered Identical, but in general only rival". And later: 
"it will be readily understood that the extent of indeter-

(1) HoIeIIiDIf, loc. eIt., pp.. a.«. 
(2) Papua n1atinc to PoIital J:conc>mJ'. 
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minateness diminshes with the diminution of the degree of 
correlation between the articles.... In the limiting case of no 
correlation between the commodities the locus of maximum 
advantage for each monopolist becomes a line parallel to one 
of the axes". (See diagram on pag. 122 loc. cit.). 

So Edgeworth had already clearly explained the difference 
between identical and rival articles, and if he believed that the 
equilibrium can exist only in limiting cases in which there is 
no correlation between the two articles, it is due to an error of 
the same kind as in the case of identical goods which we have 
been concerned with in the preceding pages. But the inde
terminateness of equilibrium is possible both in the case of 
rival goods as in the case of identical goods. 

It must be understood, however, that the possibility, that 
the phenomenon takes place in the manner which we have 
examined ,is less, other conditions being equal, in the case of 
rival goods, and according to Edgeworth's exact observation, 
that the extent of indeterminateness is more or less inferior 
in the case of rival goods, according to the different degrees 
of correlation between the two articles. 

And there is·no doubt that in a great many cases of rival 
goods, the conclusions of a reasoning based on the assumptions 
of Edgeworth are not very different from the conclusions ar
rived at in the case of identical goods. 

An error into which Hotelling falls is to consider the case 
of two identical goods sold at different prices in sections of dif
ferent territories and the case of non-perfect substitutes as 
substantially identical. On the contrary, whoever has followed 
our discussion will readily see that they are differeut. In the 
first case the radius of indeterminateness of the equilibrium, 
if there was one, could be greatell than in the second case. 
Again, in the first case, as we have seen, the probabilities that 
the equilibrium may be indeterminate are, according to 
cases, greater, inferior or equal to those of Cournot's case. 

In the second case, the probabilities are always less, other 
conditions being equal 

Not only does Hotelling confuse the two cases, but what 
is more important, he errs in believing that in the case of rival 
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goods or of identical goods sold at a different priee,Cournot's 
analysis would resist the criticisms of Bertrand and Edge
worth, whereas in the ease of identical goods sold at identical 
prices the observations of these two would be valid. 

Another inexactitUde of Hotelling's is that even in the 
constructive part of his work he, as well as so many others, 
supposes that the two producers generally reach a point of 
stable equilibrium, considering only the direct effect of their 
own action and forgetting the indirect effects. 

Let us consider now a case of rival goods and let us see 
how the indeterminateness of the equilibrium - following 
Edgeworth's assumption - is possible, though not necessary 
(1). For example, let us suppose that of two producers pro
ducing 100 units at the unit cost 4 and at the price 6, if each 
one reduced the price of a quantity X he would take away not 
all but only 1/10 of his competitor's customers. Supposing 
that the price of his competitor is fixed, one of them may find 
it convenient to reduce the price, or he may not. If neither 
of them find it convenient to do this, that point will be a point 
of equilibrium. It they both find it convenient to lower the 
price (2) there will then be a reduction in the price or a series 
of reductions in the price. The equilibrium may be determinate 
or indeterminate; it is enough to apply to his ease the rea
soning already made in the ease of identical goods, remem
bering what has already been said regarding the difference 
between the eases of identical goods and rival goods. 

Returning now to Amoroso's treatment of this matter, 
we must remember that Edgeworth bas criticized it prac
tically along the same lines as he did with Cournot's treatment. 
But Edgeworth's criticisms do not seem convincing, and this 
alone, perhaps, explaina how such an economis1l as Amoroso 
can have again recently confirmed his own thesis. 

As we have already said, this thesis suffers from the 

(1) For the eake of blniq., _ lea ... it to the reader to apply the 
n ...... ln ... made ncardinc Edgeworth .. theorJ, to the ..... of two _ 
DOpolista who eeIl ill different _ ..... 

(I) The problem baa IIWI¥ poiDta of ..... taet with Edaeworth" ..... 
of IlmiWd nppl:r. 

• 
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error of' Cournot's assumption regarding the action of each 
producer; however accepting this assumption Amoroso develops 
it in a very acute analysis. 

• • • 
To all that has been said so far about the different as

sumptions made, one must add that there are cases in which 
·when one examines what the productive phenomena are (1), 
the differences in Cournot's and Edgeworth's assumptions are 
of less importance than those previously noticed. We must 
remember that increasing and decreasing costs are much more 
frequent than constant costs (not however as constant costs 
are most commonly understood, i. e., as constant costs for 
each unit of production added, since no production could pro
duce under these conditions, but as understood and shown in 
the diagram in the first chapter of this book) which, however, 
it is necessary to study accurately, especially for the com
pleteness of the thcoretical investigation. 

In general, concerns are either at increasing or decreasing 
costs. As we have seen, at a point of equilibrium, when the 
trading zone is sufficiently large, the concerns at decreasing 
costs which we have also called concerns at increasing costs 
of second,degree, stop at a point where either an increase or a 
decrease in price would increase the unit cost (2). This hap
pens tendentiaIly whenever there is a relatively large number 
of concerns, but· it also happens when there are only a few 
concerns,· or even a single monopolist. .. 

It may happen that when two or more concerns on one 
market are in competition, they will stop at the Wint of 
minimum cost, and that point can be a stable point of equi
hlJrium, whether the special assumption regarding their 
conduct is Cournot's or Bertrand's. The reason for this is that 
the price would be fixed at a point in which, either by sup
posing the rival's supply unchanged, or by supposing the rival's 
price unchanged, it would suit neither ot the two producers 
either to increase or decrease the output. Whether they go by 

(1) See the chapter on "Static Curve. of Production". 
(2) See diagrams on pp. 12-14. 
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Cournot's assumption or by Edgeworth's, they will arrive at 
the minimum cost, if the size (1) of the market permits. 
When they have arrived at that point, neither of the two will 
have an advantage either in increasing or decreasing' the 
output if the price is at all below the internal ultramarginal 
cost (that is, the cost of the output as represented by the 
cost (that is, the cost of the output as represented by a 
curve of production following the point of minimum cost), and 
also below the intramarginal cost, that is, the unit c~st for a 
reduced output. Since the price could be above the cost of 
productiOn, provided it be les8 than either the cost of a reduced 
production, which we have called intramarginal, or the cost of 
ultramarginal production, the equilibrium is stable, whether 
the assumption be Cournot's or Bertrand's. 

In fact, if each producer works on the supposition that 
the rival's price is fixed, it will not make him want either to 
increase or decrease his output, since for any increase 
or decrease he would find himself with a loss. On the other 
hand, if each producer work on the supposition that the rival's 
price is fixed, it will not help the change from that point of 
equilibrium since any decrease or increase in production would, 
as in the former case, not be compensated. 

Let us now consider a case in which the price is above 
the ultramarginal cost, but where an increase in production 
would place it on a very low level, that is, a case in which the 
price would either become lower than the ultramarginal cost 
- or, in general, would cause a decrease in the net gain, 
though still leaving the price above the ultramarginai cost -
as soon as the ultramarginal production became effeCtive. In 
the same way, there would be no advantage in increasing the 
output, neither in one assumption nor in the other. Thus 
if the price be above the same intramarginal cost (that is, 
of the unit Cost for the most convenient among the reductions 
in size of the firms), but for any reduction in the output, ad
ding the increase in the unit cost to the decrease in trade, the 

<: net gain of each be less, there will be no advantage in reducing 

(1) In the eeonomie sense, I. e., In the sense of the pn>'dtllcdng 
CIlpacity. 
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the production, if we follow either Edgeworth's or Bertrand's 
assumptions. T/j.e same happens in the cases of increasing 
costs of the first degree, if the point that the concerns can 
reach is the termiJ;lal point of a s\lccessive curve of production 
which is the minimum cost point (I). 

But let us imagine that the concerns have climbed another 
one or more successive curves. In this case, while the conven
ience to increase the production is identical in both Cournot' 8 

and Edgeworth's assumptions, the convenience to reduce it 
may be different. If each producer considers the output of the 
other as fixed, neither of them will reduce his own output if 
notwithstanding the decreased unit cost, the size of the 
decrease necessary to reduce the cost (below which the unit 
cost would increase instead of decrease (2) would carry the 
price to a level which though obviously higher than the 
preceding one, would nevertheless reduce the earnings of the 
concern, since the increase in price could not make up for the 
decrease in sales. 

If each producer should consider his rival's price as 
absolutely fixed, assuming for a moment that this is one of the 
interpretations that might in this case be taken from Edge
worth's assumption, in this case the solution would be identical 
in every ease in which a supposed absolutely fixed price, when 
at that price the supply was limited, would practically signify 
that the rival's quantity produced would be fixed. 

But as already seen, given Edgeworth's assumption itself, 
the hypothesis that each producer knows that, with a certain 
iiicrease in price, the rival may illcrease his production, as he 
himself could do it, must be considered more plausible. In this 
case there may be a point of equilibrium analogous to the 
preceeding one, ill which, that is, a decrease in price by anyone 
would not be convenient, because it would decrease his 
earnings; but there could also be a different point of equilib-

(1) See diagram in the first chapter. 
(2) See diagram in first chapter. The advantage in reducing the 

production e8n obvioQ8ly happen abo in the precediug cue. Only It i. 
less probable, other things being equaL 
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rium. If a decrease in production were at first convenient, but 
would carry the price to a level above the ultramarginal co.st 
of the rival producer in such a way as to make it immediately 
advantageous for the latter to increase his output instead of 
reducing it, neither producer would decrease his own output. 

Suppose that A and B both produce at a marginal cost 4, 
with an ultramarginal cost 6 and an intramarginal cost 3. If 
A knows the conditions under which B is producing and which 
are the same as his own, he w~ll govern himself, if he consider 
B's price absolutely fixed, as if the quantity offered by B were 
fixed, and therefore the point of equilibrium, if any, will be 
identical to ihe one in which the assumption made was Cour
not's. If instead, less incoherently, A (and B) suppose the 
price 4 of B as fixed, until he himself (A) raise the price to 
6+X, he will not dare reduce the output, even if it were to his 
immediate advantage to do so, since B at a price barely though 
sensibly lower than 6+ X, but not less than 6, can take away 
all the customers of A. 

This interpretation is perhaps better adapted to Edge
worth's premises, as already stated, because Edgeworth 
himself takes it for granted that each producer knows the 
conditions of production of his rival. 

On the other hand Edgeworth has never established a 
rigid premise that each producer considers the pric;e of his 
rival in every case as fixed; his demonstration is based entirely 
~n the fact that in the easea in which a small reduction in price 
can temporarily greatly increase trading, the producers tend 
to reduce the price (a tendency which is generally real when 
the Dumber of producers increases, in which cases however,_ 
conditions are such that a decrease in production, on the 
part of the individual producer, is Dot advantageous; and that 
is why the indeterminateness of the equilibrium doea Dot 
exists in those eases). 

Bence, if in the aforesaid case Deither producer may 
conveniently increase the price without going above 6, neither 
one of them will increase it even if it were immediately 
convenient to do so. 

If the price of B is supposed rigorously fixed by A (and 
vice-versa), who may have an advantage in increasing the 



96 ATTILIO DA EMPOU 

price only to 5+X (we have already said why) there wili be a 
place of indeterminateness' of the equilibrium. This may also 
happen if it is the quantity offered by the rival that is supposed 
fixed, according to Cournot's hypothesis. Suppose that A 
increase the price, with a profit, to 5+ X. supposing fixed the 
quantity offered by B, and that B considers it more advan
tageous (while supposing fixed the quantity 'Offered by A) 
to increase the output than to reduce it, if the increase in 
production by B does not suit A because it brings the price to 
a level where it will be more convenient for him to increase 
again the production to the primitive level, it will oblige B to 
cecrease his production too, since this will lower the price 
below the original level. When they have "nce more reached 
the initial position, they can begin all over. again. 

The radius of indeterminateness of the equilibrium would 
continue indefinitely if we had to apply in this way Cournot's 
or Edgeworth's reasoning to this case. 

If we deal With a case of constant costs in which the 
concerns have reached the terminal point of the curves of 
constant costs, since the market allows it, we will find 
ourselves in a' case almost identical to the preceding one. 
HiOwever we must remember that with a reduced output 
. (intr8¥1arginal) the unit cost does not increase as in the case 
of increasing or decreasing costs at the point of minimum 
cost and that it does not decrease, as in the case of increasing 
costs, if we consider changes in output from M4 to M2, or from 
M2 to M as in diagrams of pag. 14. 

In conclusion, a more careful consideration of the phenom
enon of duopoly may lead one"to the conclusion that in many 
cases the difference may not be so striking, whether each 
monopolist considers the output or the price of the other as 
fixed. 

With this we consider it opportune to wind up our critical 
analysis of this so much debated problem, and proceed more 
constructively with the doctrine of the phenomenon of values 
in the duopoly, and in the other less debated cases of com
petition. 



CHAP. VIn. 

Internal Competition - Preliminary Treatment 

Professor Achille Loria, in a keen criticism of Edge
worth's assumption, pointed out that in a csse of two or a few 
producers, they will establish a price at a point of maximum 
profit for all (1). We could obviously have this result, as A. 
A. Young pointed out later, even if the producers do not 
combine. It is indeed obvious that the assumption more 
compatible with the hypothesis that the phenomenon .takes an 
extended period of time to develop is that in the case of two 
or however few producers, each one of these will eventually 
understand that his action will oblige his competitor to modify 
his own action, and he must consequently take it into account. 

In a review of Bowley's ''The Mathematical Groundwork 
of Economics" in which the author gives as his opinion that 
the problem would be indeterminate in the case presented by 
Cournot, Allyn A. Young says: 

"Another assumption, quite as reasonable, leads to the 
conclusion that, if the cost curves of the two producers are 
alike, the price, without C!)mbination will be fixed at the point 
wliere it would be put by a monopolist who conld produce 2X 
units at just twice the cost incurred by either competitor in 
producing X units." (2) • 

• (1) See ECOIIOIIllc Joumal, 1906, loc. cit. See aIao Loria's "SteUOIl
einI crlticI." 11l Riforma Social., 1919 and "laid ..... Edcewortb" by Acbil
Ie Loria In Riforma SocIaIe, 1927. 

(2) JOIIrul of the American Statistical Association, 19Z5, Po 134.. 

, 
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E. H. Chamberlin has shown how this assumption is the 
one which, in preference to most other possible ones, answers 
best to the hypothesis that each seller acts so as to render 
his profit a maximum (1). Yet it seems that he does not take 
into account A. A. Young's accurate premises regarding the 
cost curves of the producers, and like the solution of other 
writers, his solution could leave in the reader's mind the 
impression that when ~o producers act rationally the price 
would always be the one which would be established if only 
one producer were on the market. 

"If sellers have regard to their total influence upon price, 
neglecting no phase of it, the price will be the monopoly' one, 
unless their number be very large" says Chamberlin (2). We 
must add' that, given the aIlsertion that each producer also 
considers the indirect effects of his own action, the price will 
be' stabilized at a point where each producer will obtain the 
maximum net earnings; but this does not always imply that 
that price will be the monopoly one. 

If, in fact, the problem is the one presented by Cournot, 
who considers that the market in which two monopolists 
oPerate, (which number may be increased) is always 
the same, and the demand unchanged, then the price 
in general will be different according to whether the producers 
be 1, 2 o~ 3, etc. It is the unit cost that changes, with vari
ations in the number of producers, and it is only by accident 
that it can coincide in different cases. 

Indeed, Cournot states that in a case of monopoly the cost 
is always less than in a case of competition. But it is obvious 
that the phenomenon is much more complicated than Cournot 
says. In fact, it can as well happen that the cost of the same 
output is less in the case of a monopoly, as that it is greater. 
It would be enough, to mention the case in which the pro
duction of a commodity in. the hands of a monopolist would 
relich a point above the minimum cost (beyond which the dif
ficulty in operating the different plants increases continually) 

(1) E. H. Chamberlin "Dnopo)y-va)ne where Sellen are few", lonr
naJ of Economi ... November 1929. 

(2) E. B. Chamberlin, Joe. cit. 
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while divided between two competing producers wl10 could 
handle it with a greater mastery, would reach the, point of 
minimum cost where they would find a point. of equilibrium. 

Without in any way, contradicting Cournot's special as
sumption regarding the policy of each, producer, the cost at 
this point will be higher in the case of a. monolloly, even if we 
consider that the output under conditions in ., statlt of mo
nopoly is identical with the production,in a state of competition. 
Cournot explains it thus ...... to. satisfy one's self of this, it is 
01lly necessary to consider that any capitalist, holding. a. mo
nopoly ot productive property, would operate by preference 
the plants of which the operation is the least costly, leaving 
the other idle if necessary; while the least favored competitor 
will not make up his mind to close his works so long as he can 
obtain any profit from them, however modest. Consequently, , 
for·1I given value of P. or for the same total production, the 
costs will always be greater for competing producers than they 
would be under a monopoly" (1). Thie concerns only a 
particular case. Cournot supposes that a monopolist would not 
have to operate plants that are more costly, and which other
wise would be operated by the producer less efficient in 
competitive conditions. 

In that case, of course, if the less efficient producer could 
maintain his place on the market, though with a minimum 
of profit, the production would be greater than that of a 
monopoly in which the less efficient plants could be eliminated. 
But it might be convenient even for the! monopolist in that 
case, and given these premises only, to operate the more costly 
plants. If he can get • minimum profit from the least pr0-

ductive plant, (this will be more probable if he can discriminate 
his prices), he will find it convenient to use also those more 

(1) CoUftlot, op. clt. p. 8'1. Obvloualy, Coumot himaelf would not 
have a_pted tha locical conclusion of hia eta_t. For wue it true 
that under monopoly eouditiona a given output can aIwQa be prodaeed 
at I ... than aompetitive coat&, then in tha Icmc run all production .... u1d 
al_,. tend toward mOllOpoIy. In our diaeuaaion ho __ -.ider 
monopoly and aompetition UDit coat for tha differut total produdicma 
that would have place. 
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costly plants which give supplementary earnings, however 
small. On the other hand, Cournot does not mention in his 
explanation the case of plants of equal efficiency. 

But even when the different firms could be of equal ef
ficiency, the unit costs would be different in cases of mo
nopoly and competition. According to the different cases, 
the cost of the same output in a state of monopoly can be 
greater or smaller than in a state of competition. 

For instance, suppose that an individual producer on a 
given market finds it to his advantage to produce until he has 
reached the minimum cost on the market. If to this 
producer we add another, will it be of advantage to both of 
them to stop with the quantity formerly produced by only one 
producer?· It may be so in a particular case. More likely 
however, it will not happen. Probably it may be to the advan
tage of both producers to stop at a different point from the 
one marked by an output for each producer equal to half the 
monopoly production. 

For example, if the ability of the second producer is 
equal to that of the first, if each one produced a lesser 
quantity than that neceasary to obtain a minimum cost 
their unit cost would be greater than the unit cost of the mo
nopolist, who previously produced all the output. 

They could reduce their cost to the primitive level, under 
certsin limits, only when each one of them reach the most 
economic size for the concern which would have been reached 
by a monopolist. The problem therefore would be different, 
and it would be impossible in this case to say that the two 
producers. knowing the direct 'fU1d indirect effects of their 
own action, would generally stop when they reached the price 
established by one monopolist. 

On the other hand. as we have already seen, if a mo
nopolist found it convenient to pass beyond the point of 
minimum cost whilst the producers in the same place could 
just reach that point, the situation would be quite different. 
Let us suppose for instance that there are four plants of 
mineral water, and let them be of the same or different ef
ficiency. If a monopolist has control of all the plants, it may 
happen that the last two, and especially the last one, will 
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produce for him at a rather high cost. The difficulties of 
control and organization would reduce the efficiency of the two 
last plants as compared with the first two, though it would 
still be convenient for the monopolist to operate them. 

Let us suppose now that these same four plants be divided 
between two competing producers; 'the first of these will pro
duce now at a lower unit coat, and if the second producer has 
sufficient ability, he will get better results from the two plants 
in his possession than the monopolist who could not manage 
them so well. In general, when the policy of the two producers 
is rational, but they are not combined, the unit cost will 
probably be different, chiefly because their resources are not 
united and the productive combination of a monopolist would 
be different from the productive combination of two competing 
producers. But what if the two producers combine'l Will the 
problem be' brought to the same terms as for an individual 
monopolist'l 

If the two producers combine, but their agreement is 
limited to the fixing of the price and supply at a rational point 
(I), the results will be obviously the same as reached in a case 
in which the two producers follow a rational policy without 
any explicit agreement. 

And what if two producers combine with a view to obtain 
advantages not limited to the fixing of the price and output 
of each individual firm'l A rather important point to consider, 
from a practical point of view, is whether the two producers 
combine after each has built up his own plant or plants, or 
not. Now lIupposing that each has already put up his factory 
until he reached the muimum absolute dimension, before the 
agreement, the problem might arise for them of using only 
one of the plants, completing it if l'ece8Sary, and of leaving 

(1) 0 ... caa olleene that If the two producera fo_ the __ 
queDCea of their aetiou, and with. joiot m'O'1 wt .... able tID red ...... 
their -a. the7 will ad b:r _WoIOI. Bat tbia caa be ucIoded lief ..... 
lOioc an:r fIlrthv If - p .... _ that e.ch produeer ..... ta tID ~ Ilia 

I 0_ iodiYiduaUl;:r dlatioet and llepar&tIe from that of the other prudu .. r. 
OD the other baod, this """"",,tiOll ahooId be maze poeraI. See the 
aharp aoaI1aia of P. B. KDilbt. Joe. dt. 
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the other aside without utilizing it. But then the unused 
plant must bear the loss of depreciation of the capital that 
cannot be used, or used only through a i:Ostly process. This 
transformation or depreciation cost would be a eharge on the 
only remaining concern, and might be such as to prevent the 
fusion into one firm only for a period of time that might vary 
according to the consumption of the capitals, the farsightedness 
of each manufacturer,etc. 

But let us suppose also that both 'manufacturers find it 
to'their advantage to meet the expenses of the transformation 
and that they end by forming one cbncern; will they, in the 
long run, be in equilibrium at that point in which the individual 
monopolist was formerly in equilibrium? Here also the problem 
changes. 

First of all, the cost is not the same. If indeed, we cor
rectly include in the concept of cost the minimum profit that 
each producer could obtain from another field, we will find 
that two minimum profits, not one,will w.eigh on the single 
concern as overhead costs (1); furthermore, the physical 
productivity of the concern may by different. 

It is of' course well known how the greater or smaller 
ability of a producer, will make a concern more productive, or 
less so., 

Probably then, unless the business loses its energy and its 
efficiency through dissensions on the part of the two producers, 
the physical productivity of the concern will be increased, and 
'whilst formerly, when only one monopolist was in the field, 
the point of minimum' cost seemed to have been reached, now 
a still lower cost could be reached, or at least the production 
can be increased beyond the original point 'of equilibrium, 
without any increase in the unit cost or with a smaller increase 
in cost. On the other hand, it may happen, that when instead 
of one producer, two producers rule a given firm, the produc
tivity of the' second producer would be negligible. 

On the whole, however, we can say that the conditions of 

(1) EuIudiDg the _ible result of au __ """" iu wblcb each 
producer baa an advantage iu traDSferriug cme half of hie euergiee to 
uother field. 
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the phenomenon change even when there .is a combination 
between two producers, and even in that case one cannot say 
that the price would always be fixed at the same point that it 
would be with only one monopolist on the field. It might be 
added that if there are decreasing costs, one of the two pro
ducers, when tney'do not combine, could drive the other out 
of the market. 

But the limit of decreasing costs can be quickly reached; 
moreover, even admitting that that limit would never be 
reached for a given market, neither one of the two producers 
could reasonably hope to force the other to withdraw from 
the market if they both were of equal productive capacity. In 
fact, if they act foreseeing the indirect effects of their own 
actions, a hard fight would be useless between them. 

Returning to the above general discussion, we can conclude 
that only in the case which may well be confined to the limit 
cases, in which the cost curves are those accurately supposed 
by Allyn A. Young, the price would be the same as that fixed 
by an individual monopolist. 

But can it be said that when few producers act foreseeing 
the ultimate results of the move, the price would be the ssme 
as that which would rule if there were as many monopolists 
as producers? This is a very different problem, and a positive 
answer could, In a ssnse, be considered correct. 

Even here we must ask: Is the situation such as to allow 
different prices for different producers? If the answer is 
positive the problem is that of different monopolies and is quite 
different from the above. 

But suppose that the price must be one only. In this case, if 
the producers undeJ:' consideration are all of equal efficiency, 
the above conclusion would be exact; each producer, if he was 
alone In a proportionately restricted trading zone, would stop 
at the same level. But even here it is considered that the 
phenomenon generally acts in a different way. 

The various concerns are generally of differing efficiency; 
hence, if they operate in conditions of a perfect monopoly they 
will probably stop at different price levels. Then if the 
Individual producers are really monopolists. the results of 
their operations can also be different. 
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It is now necessary to see how far the actions of the 
producers, in order to foresee exactly the indirect consequences 
of their individual moves, can be considered possible, as the 
number of the producers changes. 

One important point, as has already been shown (1), is 
to what point the actions of the individual producer can force 
the rival producers to modify their own actions. 

Chamberlin has dealt with this phenomenon in a very 
interesting though not altogether convincing manner. He 
agrees that "if there were a hundred sellers, a cut by anyone 
which doubled his sales, would, if his gains were taken equally 
ftom each of his competitors, reduce the sales of each of them 
by only 1/99, and this might be so small as not to force them 
because of the cut, to do anything which they would not do 
without it. At whatever point this becomes true, the barrier 
to the downward movement of price from the point which will 
maximize the joint profits of all, is removed. No one seller 
will look upon himself as causing the dislodgment, since he 
secures his gains with comparatively little disturbance to any 
of his rivals. 

Under these circumstances there is no reason for him to 
withhold ,shaving of his price which is to his advantage, and 
which hl/oS no repercussions. Nor is there any reason for 
the others not to do likewise, and the price becomes the purely 
competitive one" (2). 

It is to be observed how the case in which the increased 
sales of the producer who reduces the price are taken equally 
from each of his rivals. is not 80 general as to limit the treat
ment of the phenomenon to this' case only. More often, the 
earnings of the producer who reduces the prices are obtained 
differently from the individual rivals. For example, Primus 
reduces the price. If he similarly reduced the eale of the other 
99 producers, these 99 producers would not be forced, because 
of the price reduction of Primus, to reduce their prices. But 
the reduction of Primus is felt more strongly only in a zone 

(1) Chamberlin, 1oc. cit. We must remember that we are dileauing 
a ease in which, an baa heen aaid, there is no external eompetition. 

(2) Chamberlin, 1oc. cit. p. 86. 
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from Primus to Decimus. This is quite possible even sup
posing that there be no important differences of locality for 
the trade of the individual producers, so that the trade increase 
of Primus must necessarily be obtained at the expense of the 
nearest producers; that is, even supposing that there are no 
imperfections in the localization of the trading points, or in 
other words, supposing that the trading of all the producers 
is done in practically the same place. Even in this event, 
one cannot say that the reduction in expenses must be uniform 
fet' ." AIl the producers have marginal consumers, but some 
havd than others. And it depends on whether they have 
more II, 'S consumers in the different classes, some having 
more of vie J>C)Orer, others of the richer element, etc. Now 
when the n.Juction by Primus takes place, it is principally the 
marginal consumers who pass from one side to the other. 

By marginal coasumers must be understood those for 
whom there is a BI'IallBl margin between the purchase cost 
and the value acquh. '. '"1rrom a certain point of view, indeed 
considering the tendency ,Ward maximum earnings, all the 
customers of the other 9" producers would be inclined to pass 
to Primus, but not all of them will succeed in doing so, since 
Primus Iinlits himself to doubling his sales. Other conditions 
being equal, it may be .• .. those marginal consumers will. 
succeed, in competition WloJl the other consumers, to buy 
Primus's goods (it is supposed at a lower fixed price). And 
obviously. other hypotheses in this connection could be made. 

Now as these marginal consumers are irregularly divided 
as regards the individual producers, Bome of the ratter will have 
a greater, some a Blnaller decrease in sales. Supposing then 
that Primus's price reduction be felt mostly by ten or twenty I 

of the hundred producers, they might be forced to reduce their 
price because of the reduction by PrimUll. The reduction in 
price of these ten or twenty producers would then force the 
remaining ones to do the same. 

NaturaIl7. if Primus's reduction in price should take 
customers away from all the 99 other producers in equal 
proportion, this reduction would more likely - other conditions 
being equal - cause DO changes in the policy of the other 
producers if they were only to consider their movements as a 
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consequence of a reduction in sales caused by Primus's reduc
tion in price, and furthermore, this result would be more likely 
than Chamberlin observes. As a matter of fact, he supposes 
that the hundred units which represent the increase in the 
sales of the producer who reduces his price are taken in: an 
exact proportion from each one of the other producers who 
would have reduced their sales by 1/99. This however can 
happen only in a limit ease. 

What is obvious is that in the general ease the increase in 
sales of each producer through a reduction in price would be 
had partly from old customers taken away from the other 
producers and partly from new customers obtsined through 
the reduction in the price. So that, in the case discussed by 
Chamoerlin, eaCh one of the 99 producers would have to lose 
less thart 1/99. 

In another limit-case, which might be opposed to the one 
considered by Chamberlin, one can imagine that in the reduc
tion in the 'price by Primus with an increase of sales to 200 
units (taking 200 units as the maximum quantity that he can 
produce) these new 100 units would be acquired by new 
consumers without taking a single customer away from the 
other producers. 

In ,any event, the general case is that even when the num
ber of producers is very large, the effects of a reduction in price 
by one of them are not felt ,uniformly by the other producers. 

,But we still have to see whether all the producers are of 
the same capacity and ability, or not. The first case that may 
be considered as one of the possible cases when there are only 
two producers becomes always more difficult. the number 
of producers increases, until they reach the ,point where, 
having reached a very large number, this first case passes into 
the category of the limiting cases. 

Now if the concerns are of different. efficiency at the 
point which is supposed to show the maximum profit by all, 
will the sale of each one of these producers be the same 1 This 
is not poBBible. At least within certain limits the sales must 
be proportionate to the efficiency of the individual concerns. 
Now in this ease, even when we consider that the reduction 
in price of one would make itself felt as a decrease in the sales, 
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In an equal degree, of all the other producers, it might happen 
that even where there was a considerable number of concerns, 
the decrease in the sales might be of importance to some of 
the producers, and quite insignificant for the others. In this 
case the reduction In the price of one producer could cause a 
reduction in the price of several others, which would constrain 
all the remaining producers to follow suit. 

But even if one imagine decreases in sales proportionate 
to the efficiency of each individual producer, the 'effects of 
the price reduction would not· be the same for all. The im
portance of a reduction in customers by 1/100 may vary ac
cording to whether the customers are, for example, 100 or 
1000. And this only as regards the different quantity of 
products offered by individual firms on the market. 

But what can we say of the different technical conditions 
In which the various concerns might find themselves? Every 
decrease ilP consumption must naturally signify a decrease in 
the production, and this latter will be more ore less onerous, 
depending on the particular technical conditions of the dif
ferent concerns. 

But let us also imagine a case in which there are several 
producers, whether of equal efficiency or not, and where a 
price cut by each one of them causes a decrease in consumption, 
equal or not, for the other producers; then we find a situation 
in which a price cut by one producer will cause no appreciable 
reduction of sales in each of the other producers. 

Let us suppose, for the sake of clearneas, that many 
producers find themselves with a price such that it gives them 
the maximum profit. Each one of these, if he knows the 
conditions of the phenomenon, as we suppose In theory, will 
ask himself why the other producers do not cut their price. 
The conclusion he will arrive at will be one of the following: 

1) Beeause they do not find any immediate advantage in 
a price cut (either because the costs are Increasing or beeallse 
the slope of the utilit;y curve descends too rapidly (1). 

(1) ThIa latler p"""_on .....,...... Ieoa fnquent .. tbe 1l1llllher 
of the produ.n m- from two,upWud. 
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If this is the conclusion, and some of the producers have 
not yet increased their output when there was an immediate 
advantage to do so, it is obvious that they will do so now. 

2) Because even with an immediate advantage to cut the 
costs, they are afraid of spoiling the market, which means 
at the same time, that they have a certain confidence in the 
rational actions of the other producers. 

We shall limit our analysis to the second case, as the first 
is more obvious. 

In the second case, then, each one knows that if he cuts 
his price, sooner or later the other producers will also cut 
theirs. The individual producers could maintain their price 
at the most advantageous point only if they had in mind that 
all the others would do the same; as soon as one of them shows 
that he thinks only of his own immediate gains, every one of 
the producers, or at least some of them, will act immediately, 
under the impression that the rival policy has, as its object, 
immediate earnings. Then, even i.f they have not sustained a 
sensible loss of sales from the price reduction of a first pro
ducer, since this reduction would be a modifying' element of 
their knowledge of the conduct of the rivals,. each producer 
knowing that the most favored ones are the first to effect a 
reductio~, other conditions being equal, or at least a part of 
them, if" not all (to take into account a class of optimistic 
producers), will hasten to cut their price. obliginlt the most 
stubborn to follow suit. So therefore a price cut by one pr0-

ducer, from the point of maximum profit, could at once cause a 
tendency to reduction by the other producers even when a 
decrease in sales was hardly sensible for each rival; because 
even a price cut by one producer only would give rise to the 
opinion of other producers that the rivals, or some of them, 
were acting or were going to act in view of an immediate gain. 

And it must be noticed that this change of opinion in 
each producer, or some of them, could happen also only because 
each one thinks that the other producers or some of them are 
influenced by the first reduction. 

Hence.if we suppose that the prices are at a level which 
allows each one the maximum profit, granted that it be neces
sary for each producer to cut bis price in order to extend 
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his sales, we will find that if each one of them d.ould foresee 
the direct and indirect effects of his own actions and acted 
with the idea that the other producers were equally intelligent, 
the prices would not be cut, because each one would know that 
his own price cut would, in one way or another, cause a price 
cut by the others. 

If, instead, some producers act in view of an immediate 
gain, or each one of them (or some of them) think or doubt that 
from the point of maximum earnings these will falI because 
the other producers (or some of them) are shortsighted, then 
the price cut is made either in the case in which the producers 
are few in number (two or more) or in the case in which they 
are many. In this case alI the other producers as soon as they 
are convinced that their competitors act in the aforesaid man
ner, would tend to reduce their price, enlarging their output in 
order not to Buffer from the reduction in price of the others. 

Certainly as the number of producers gradually increases, 
it becomes more difficult for competition to become ration
alized and for each producer to be Bure that all the other 
numerous rivals act rationally according to the indirect effects 
of their own operations. 

But after making this distinction in probabilities, we now 
have that: 

1) In the case that each individual producer'Could exactly 
foresee the indirect effects of his own operations and think 
that his competitor regulate his operations in the same way, 
the solution will be the same either in the case of few pro-
ducers or of many; . 

2) In the case that each individual producer think that 
his adversary regulates hiB movements in view of his im
mediate profit. the solution will be the same either if the 
producers are few or if they are many. 

In the first case the price would remain at the point of 
maximum earnings. In the second case the price would be 
set at a point of competition cmj the type of classic theory. 
The phenomenon is possible in the case of two or a few pr0-

ducers. and practical\y certain in the case of many if they do 
not combine. Indeed. in the case of two producers, if each one 
reduce the price thinking that the other might do 80 first, he 
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will be followed by the other, and, if neither has any occasion 
to change his opinion of the conduct of his,competitor, a point 
of stable equilibrium. will be reached. 

The fundamental impulse towards.. a reduction in price 
comes from the fact that-every enterprise can be enlarged only 
in a given period of time, more or less extended ~rding to 
the various cases. 

If in fact an extension of sales by one producer could be 
so quickly followed by the other producers. that the phe
nomenon is identical with Ii simultaneous extensiol!- of pro
duction and price cuts by all, none of them would take the 
initiative of the reduction (1). 

Even supposing that each producer, (or some of them), 
looks only -to his immediate gain, or that each onel or some 
of them thinks that his rivals look to their immediate gains, 
since a simultaneous extension of sales and price cuts by all 
would bring a general decrease in earnings, nobody would 
lead in a general extension of production and reduction in 
price. It would be better to await the initiative of the others, 
even when it were supposed that this would happen. Since 
the extension of production and reduction of price being 
contemporaneous for all, and neither hurting nor benefiting 
anyone more than the others, none would fear that his rivals 
might take this initiative nor have any interest in doing so 
himself. Every delay would mean a net gain for all. Therefore 
if any extension in sales were followed so quickly by all the 
others, the price would not be lowered .. from' the point of 
maximum gain. 

Professor J. M. Clark, the eminent American theorist, in 
his book on overhead costs, asys: "If all the competitors fol
lowed suit instantly the moment any cut was made, each 
would gain his quota of the resulting increase in output, and 
no one would gain any larger proportion of his previous 
business than a monopoly would gain by a similar. cut in 

(1) We presup_ thereto .... that all prod_ wouJd be In. c0n
dition to cut the price and increaae their bullD-. 
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prices. Thus the competitive bidding of prices-would naturally 
stop exactly where it would if there were no competition (1). 

Chamberlin, in his notable work above mentioned, refer
ring to this statement of Professor Clark, says: ''This agrees 
with my conclusion when competitors are relatively few in 
number; but as has just been shown, it does not apply when 
their numbers are large. The result of perfect competition 
and of monopoly are not identical" (2). 

The criticism of Chamberlin does not seem well founded. 
On the other hand, the incompleteness of Clark's state
ment has not been pointed out by Chamberlin, whose treatment 
of the subject is equally incomplete. Indeed, the question if 
the producers are few or many is highly important; but 
there is another question that Clark does not consider in his 
statement and that Chamberlin does not consider in his anal
yses of the above mentioned work. The question is whether 
the number of producers can be increased, that is, if there 
is any danger of a potential outside competition. 

We have carefully distinguished between these two cases, 
and we are here confining ourselves to that case where there 
is no potential competition, leaving the other case to be dealt 
with later on, when we shall disCUBB the case of external and 
complex coinpetition. 

It may be, however. as we shall see later when discussing 
the other cases of competition, that "if the competitors fol
lowed suit the moment any cut was made, each would gain his 
quota of the resulting increase in output", and the increase in 
output would be of advantage to the producers, as otherwise 
other producers would enter the field (3). 

Neither does Chamberlin take this poBBibillty into account 
when he says: "prices .... move together when there is a 

(1) J. M. Clark: "Studt .. ill the Economics of Overhead Coats". 
1928, P. "17. Thouch the first edition of tbia hook is of 1923, I would 
call the attention of the reader tu a _t keen appreciation of tbia 
book h, Prof-..r Giorgio del Veechlo: "I.e odierne tendena deU'ec:ono
mia politi.., .. In the Giornale degli Ec:onomiatl, 1980, pp. 127 fl. 

(2) ChamberUn, loc. cit., P. 86. 
(8) See Chapter on "Comp\ez 1lOIIIIpetIt:Io-. 
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generally recognized price leader - a dominant competitor to 
whose prices all others adapt themselves, recognizing that 
therein lies their greatest ultimate gain. In this event, it 
makes no difference how many competitors there are or 
what percentage of the total each produces: the price estab
lished is identical with that which would be set if there were 
no competition at all", (1). 

At this point.; however, it is well to look further into the 
. bases of Clark's discussions. He goes on to say: "The distinct
ly competitive type of gain comes from getting more than 
one's quota of business; getting all the new business which the 
reduced price bring forth, or getting business away from 
one's competitors. This gain takes place chiefly in the interval 
after the customers know of the reduction in prices and before 
they become aware that competition has followed suit. 

This rests on a further condition, namely, that it takes an 
appreciable time for the customers to transfer their trade. If 
they all moved af once, the first competitor would have all the 
trade, provided he could handle it, leaving nothing for the 
others. 

Often he does get all he can handle, and the others, for the 
time being, content themselves with what is left over. This 
is in cases where goods are standardized and 'competition 
centers' in prices', so that a slight differential is decisive" (2). 

It seems to me here that Professor Clark lays too much 
stress on a relatively secondary and unimportant circumstance, 
namely "the condition that it takes an apprecisble time for the 
customers to transfer their trade". This is not necessary, 
neither need the time necessary for the transfer of their 
trade be generally considered of importance for the theory. 
On the other hand, in the above reasonings of Professor Clark, 
the concept is implied that the other producers, in order to 
reduce the price, must first increase the size of their own 
business. If this were true, his conclusion that if "they (the 
consumers) all moved at once, the first competitor would 

(1) Chamberlin, op. cit. p. 89. 
(2) 1. M. Clark, loe. cit., pp. 417-418. 
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have all the trade, provided ..... would also be true. But this is 
not necessary. Rather than lose all their customers, or even 
only a part of them, the concerns having the possibility of 
remaining in competition· after increasing their size, would 
be interested in reducing their prices immediately, and at least 
keep their actual customers while waiting for the opportunity, 
with the increase in size of their business, to increase their 
sales. Also the time necessary· for the producers to know 
the decrease in the price of their rival, can in general be 
considered negligible. On the other hand, what is more 
important, as we have seen before, is the difference in time 
between the increase in production on the part of the producer 
who starts an increasing movement and the increase on the 
part of the others, namely, the time necessary for the other 
producers to increase on their part the size of their business 
as soon as they become aware of the fact that one of them has 
increased his sales or is about to do so. 

U the increase in sales by Primus were foreseen or known 
at the very beginning of his move, he might get no profit from 
it. But, supposing that this does not happen, or does not hap
pen completely. The profit of PrimUII who leads the reduction 
would be proportional, other things being equal, to the time 
necessary for the others to follow suit. 

If the others are not obliged to retire from the market, 
and they see themselves in danger of losing all their cus
tomers to Primus, their immediate reduction in price will follow 
the reduction by Primus who will have to content himself with 
the old customers and the new· business. . 

Even in the very special hypothesis that the rival pro
ducers know Primus's movements as soon as all the consumers 
have gone over to him, the reduction in price by all the rivals 
to the level of Primus'. price, or even slightly below, would 
regain for them their erstwhile consumers, giving Primus 
only a JeDeraily insignificant interval to enjoy their trade. 

Professor Clark goes on to say: "Thus the retarded action 
of the market which permits different prieee to prevail at the 
same time is not really an 'imperfection', as theoretical econ. 
omista have been inclined to regard it. On the contrary, it 

8 
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is an essential requirement, without which it could not pro
duce its characteristic effects" (1). 

According to Chamberlin this "is not a valid criticism 
of theoretically JHirfect competition. Large numbers are a 
sufficient requirement for the market to produce competitive 
results, without retarded action or any other type of imperfec
tion". (2). 

The assertions of both economists, though different, are 
not exact. 

If, after a first cut, it is advantageous for the other 
producers they can reduce the price immediately, and the dif
ference in price is not necessary to allow the first producer 
increasing his sales to obtain a differential profit. This dif
ferential profit may be obtained through the greater number 
of sales! at the same price as that of the other producers (if 
these reduce their price). And when a difference in price 
exists until the other producers enlarge their business, this 
difference in price is a phenomenon derived from the difference 
in time between the first enlargement and the others. 

Therefore a difference in price would not be necessarY, but 
there must be a difference in time between one enlargement 
and the others, in order to have a tendency towards a price 
lower th~n that which would give a maximum profit to all. 

And what Chamberlin says, that a large number of pro
ducers is enough to get results of perfect competition, ,is not 
true. If the number of producers was very large, as we have 
seen, and all of them were in a position to follow instantly the 
first to increase his sales, there would be no reason for any of 
them to increase their own sales; or to fear this step on the 
part of the others. 

But that the difference in price is a phenomenon derived 
from the above mentioned difference in time, and not neces
sary for the dl"OJ) in the price from the point of maximum 
profit for a11, can more easily be seen (Clark seems to give a 
genersl eharacter to his criticism) in the case which is called 

(1) Clark, op. cit. p. 418. 
(2) Chamberlin, op. cit. p. 87. 
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of perfect competition, to which Chamberlin alse, as we will 
see, refers in an inexact way. 

Now it is known that the so called ease of perfect com
petition is obtained when, among other necessary conditions, 
the output of each producer is an inappreciable quantity both 
as regards price and total output, so that if the output of an 
individual producer be cut or added to, the price will not 
change, and the total output is to all intents and purposes 
identical. 

In a ease of perfect competition then, the individual 
producer does not have to cut his prices in order to increase his 
business. His whole output is insignificant in the light of the 
total output of the whole industry; and with greater reason, 
a fraction of the output of each producer must also be insig
nificant. No producer wishing to increase his production will 
have to cut his price. All he will need, to find a demand for 
his goods, will be to throw them on the market, since the 
quantity offered by a producer could not make any appreciable 
difference in the price. No difference in price can take plaee 
between producer and producer, hence, Clark's criticism is still 
less indicated; but it is still the fundamental phenomenon of 
the difference in time between an inereilse in a concern and an 
increase in another which produces the competitive effects in 
the case of internal competition. 

We must here add that Chamberlin does not take into 
account the fact that when there is perfect competition a 
producer who wishes to increase his sales should not need to 
cut his price. In fact, Chamberlin always speaks of individual 
price cuts and confines his analysis to these eases. For ex
ample, he argues: "If the numbers are fairly small, any one 
seller can be certain that his incursions upon the others by a 
price cut will be large enough to cause them to follow suit; and 
therefore no one will cut. If they are very large, he can be 
certain that his incursions will be a negligible factor to each 
other ee11er that no one will follow suit (i. e., cut because he 
did) and therefore everyone will cut". (1). 

Undoubtedly, Chamberlin refers to the last of these cases 

(1) See aD hIa djacoqasl....... loc. cit. 
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when he says ''large numbers are a sufficient requirement for 
the market to produce competitiv~ results, without retarded 
action or any type of imperfection.'!· Thill also results from 
the fact that after speaking of the price cut by the hundredth 
producer in an example r~eiTed to above, hI'! says, in reference 
to Clark's statement that we have already seen, "This agrees 

. with my own conclusion when oompetitors are relatively few 
in numbers;but, as has just been shown, it does Dot apply 
when their numbers are very large. The result of perfect 
competition and of monopoly are not identical". (1) • 

. But the case considered by Chamberlin. is not one of 
perfect competition. In a case of ideal competition it would 
never be advantageous for a producer to cut the price 
himself. Even if we wanted to admit that his increased of~ 
fer should cauSe some price cut, it would still be convenient 
for the producer to offer his goods on the common market. 
The reduction in price would be general and of minor im
portance. 

When we admit that a producer has an advantage in 
reducing the price, thus having a direct influence on the price, 
we are far from perfect competition. In fact, if we admit that 
at a certain moment a producer.finds it convenient to increase 
the sallls, and the others not, we shall have the following 
results:'- To the increase in sales with a price cut by Primus, 
a reduction by the other producers must follow, either before 
or after, if the increase in sales by the first producer to cut 
his price takes many customers away from the rival producers. 

If instead, Primus's price cut redUces the sale of the 
others by a quantity "so small as not to force them, because of 
the cut, to do anything which they would not do without it" 
(as in Chamberlin's case) (2), the reduction by the other 
producers wiD not follow in the hypothesis made (if the 
conditions are as given by Chamberlin), and there could be, 
on the same market, and with a very large number of com
petitoi'll, occasion for a permanent difference in price, which 
would not be possible generally in eases of few producers. 

(1) Chamberlin, loe. cit. 
(2) Chamberlin, loe. cit., p. 88.. 
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But let us see Inlltead how the case of perlect competition 
should be considered. Taking for eXBmple a number of pro
ducers so great that the DUtput ol each one of them is insignif
icant as compared with the total output: let us suppose, for 
the sake of simplicity that aU the producers be Of equal ef
ficiency and that at a given moment their price is one that 
will give each ODe the maximum profit. Then each producer 
who could increase his 'output with ail Immediate gain, 
Watching his competitors, will·think that they will increase 
their output in view of the immediate pine th~ would obtain, 
or that they will not increase their output in view of their 
immediate gain. In the first case he will hasten to increase 
his output because of the fact that if the others increase 
their own output and he haa not done 80 yet, he. will be at a 
disadvantage in relation to his rivals, but if he does so before 
they increase their production, he will have the advantage 
~ver them. 

In the second calle, each producer should think that the 
other producers do not in fact increase the output because they 
operate with the idea that aU the others are able to cause a 
phenomenon of perfectly rational oompetition. In this case, 
each one of them knoWs that if he reduce hie prices, aU the 
others will do the eame, because at least a part of them will 
increase their business thinJdng that their rivals or some of 
them. act in view of the immediate gain i and the others 
perforce would follow suit. 

But in the first ease, if It were not possible for those 
producers who first increased their busin~ to draw an 
advantage from the time required by the others to follow suit, , 
to obtain a gain at the expense of the others i if, that Ie, with 
the first increasea in hill prodllction the others were able to 
follow lIuit immediately, without leaving a moment of respite 
to the first produeera to effect the enlargement, no one would 
be in a hurry to increase the production, aince lossee would 
arise from any individually increased Output that would in
atautly cause an increue in aU the others, and no one would 
fear the initiative on the part of the others to increase their 
production more than hia own, &iDee. at least to the point to 
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which they wanted to, they also could instantly increase their 
own productioJl. 

But, to conclude, also in case of the so called perfect 
competition, if each producer could know the direct and 
indirect effects of his own operations and acted with the idea 
that all his rivals were fully aware of them, we will find 
ourselves confronted with a phenomenon of perfectly rational 
competition, with the prices on a plane of maximum gains for 
all. If instead, each producer thinks that his competitors 
(or some of them) act only in view of an immediate gain, 
the phenomenon will be one of competition along the lines of 
classical theory. 

But let us see how the phenomenon works out in reality. 
When the producers are two or a few, it is quite possible that 
after a certain period of time they succeed in reaching an 
equilibrium of rational competition, and stop there. 

If the action of the producers be such as to cause some
thing similar to the indeterminateness of equilibrium according 
to Edgeworth (and we have seen how much his conclusions in 
this respect must be taken in a narrow sense) it is possible 
that, having reached for the second, third or fourth time the 
point of maximum gains, they succeed in stopping there. , 

If the two producers are on the market at a certain time 
with a price of maximum gain. and have sufficient intelligence, 
they will not have to pass through the irrational competition 
before reaching the rational. They can actin this way even 
if they are not certain of the wisdom of their rival and without 
any agreement between them, "and prefer to run the risk of 
being preceded in the cut rather than ruin the market and 
preclude the possibility of a good profit. If this risk be less
ened by means of an exchange of ideas with the competitor, 
if the agreement limits itself to that, Jiamely, to the guarantee 
of a rational policy by the rival, whilst both concerns keep 
their own independence in every other particular, we shall 
have a case not different in the ultimate result from the case 
in which the producers act most independently foreseeing 
exactly all the effects of their moves. 

We may distinguish the two cases by calling one rational 
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Individual competition and the_other rational collective (1) 
competition. 

We may suppose instead, that two producers are of the 
opinion that the competitor follows the policy of immediate 
gain; this can happen for several reasons, arising, for instance, 
from the reciprocal attempt to eliminate the rival from the 
market until each one convinces himself that this is impossible, 
or from the fact that the two producers regulate themselves 
blindly in a first moment In which they perhaps do not know 
the conditions of demand and the capacity of development of 
the rival, etc. 

It goes without saying that when we say that each one 
supposes that his competitor operates in view of an immediate 
gain, this is to be understood cum grano salis. Each one 
knows that his rival is brought more easily to an Increase 
than to a decrease of his supply, and that he will try In every 
possible way to keep his position In the market. 

Each producer, when he thinks the other only sees his 
own immediate gain, has the idea that when his rival finds it 
possible to increase his gains, will not hesitate too much, and 
will easiIy decide to act for the immediate gain In the hope of 
maintaining his new position. 

But each producer thinks, too, that the othet will not so 
easily allow himsslf to be thrown out of the market, nor be 
eaaily Induced to submit' to a cut in sales if he does not 
consider it quite necessary. Each one thinks that if he reduce 
his own sales it would be Interpreted by his competitor as a 
reduction In efficiency, but that if he Increase his own sales, 
his competitor will be ready to fight in order to keep his own 
position as against his riyal, In proportion to his own efficiency. 

Hence the opinion that each producer thinks that his 
rival operates in view of his own immediate advantage must; 
be interpreted in the sense that each one sees In the other an 
individual ready to accept an opening made by his competitor 
to get the upper hand, or perhaps ready to take the initiative 

(1) LImited to the field enmiDed.. 
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in that direction, but not an individual who operates with his 
eyes shut. If there was an industry with a limited number of 
producers, for exlllliple 6, and all of them acted like Cournot's 

. individuals in view of the immediate profit, a sixth producer 
knowing. this could possibly, with opportune' manoeuvring, 
throw on the market a quantity of goods sufficient to force 
his competitors to make way for him and give him a predom
inant position, even if his business were less efficient and 
produced at a higher unit cost. At that point where the five 
producers, considering fixed the quantity offered by the other 
four plus the newcomer, thought that an increase in produc
tion would not be convenient, and that either with a decrease 
in production or ~ stationary policy they would not receive the 
minimum profit, they would decide to abandon the industry. 
Naturally the first ones to leave the field would give a respite 
to the others who would end by staying there if the quantity 
produced by Sextus was not sufficient in itself to supply the 
wants of the market. 

Now we shall see that it is possible to distinguish between 
these two cases of competition; 1) cases in which from the 
first adjustment to find the position of equilibrium, the 
producers find themselves in a position which will not belie 
their opoinion that the adversary is trying to get, in the 
abovesaid way, the maximum immediate profit; 2) cases in 
which, in the first 'adjustment of what they believe to be 
the equilibrium, the producers find themselves in a situation 
contradicting this opinion. 

Let us suppose, for instance, that if in the first period the 
two or more producers are producing 100 units each, and a 
reductiOn to 75 units on the part of one of them was advan
tageous, supposing the output of the rival fixed. then it may 
happen, according to the cases that: 1) none of them may 
decide to make this change because he 'will think that the 
rival will. take this occasion to increase his profit in view of 
the immediate gain, or will take that occasion to get the upper 
hand; or 2) that each one will make the change thinking that 
the other producers will f"md it advantageous to follow suit 
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for their immediate gain. In the second ease the equilibrium 
may be at 76 units produced by each one (1). 

But in the first case, each one will ask hUilseif .w'hy the 
other producer or producers who shOuld follow the policy Of 
immediate earnings does not do 80 (2): this will urge both or 
all of them to revise their own opinion of the rival policy. 
From this can be derived either the conviction that the tnistrust 
of the others comes from the fact that each one of them awaits 
the occasion to take the advantage, in which case the equili. 
brium will be stabilized at that point (100), or the t!onviction 
of lome that the others would be able to follow a more reason
able or rational policy; if One of them therefore decides to 
reduce the qliantity to 76, the number of producers being very 
small, it is possible that all the others folloW' suit rationally 
and the equilibrium will be at 76; if however one of them (or 
all the others) assume that each one, or IIOme one of the other 
producers will sooner or later increase the production, he or 
they will hasten to do so firat, ill order to benefit from' the 
differellC8 ill time between his increase and that of the others. 
In tMse cases the producers will again return to 100 and stay 
there if nothing happens to modify their psychology. 

However, as the number of producers increases, this de
creases the possibility that the manner with which the various 
producers act, after the first process of adjustment on the 

(1) It Is Ulld8l'lltooci that the \'&1'10118 prodllCll'll _ ftduce and 
111_ their output withill a oerteIn time and _te of -.iormatioll. 
Alld they wiU try to avoid the redl1ctiOIl IIII1a1e1 after iliavilli' lllearred 
III ,,"era! ... _ That la, the, wiU elldea .... r to reach the equilihrillJll 
.. far .. pouIhl., withol1t reachi ... the poIIIt from which they will ha ... 
to tIlm hack. 

(I) The contradictiOll ..... talIIed III the aaIImptiOlll of COUrllOt and 
EdKeworth Is worthy of IIOti... If l'rImaa thiDb that the qaUltitT of. 
fered b, Secullda III the tint operatiOll Is tized, .. nppaeod by 
COIUIIOt, 1\ Is a eolltl'edictiOll to think that ha aWl beIiewe it wbeD. 
SecuIIdl1. abo_ that be ~ bIa offer time after time. AIId tha 
..... e ref8l'll to Bertrand ... d EdKeworth; If Primaa COIIIIid8l'll tha price 
of Seculldaa .. bel ... fixed III the firet operation, _ CUIIIat 1IIlderetaIId 
"'" be aWl bell ..... this, ...... after SecuIIdaa ~ that lie .... dIf. 
ferelltI7. 
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market, will modify the competitors' opinion that each one 
looks after the immediate maximum profit. So that when 
they have arrived at a certain point, thinking that their rivals 
look for an immediate maximum profit, everyone will act in 
just this manner himself, within certain limits, even if he does 
so cum grano salis and always, tries to know his numerous 
rivals' movements and efficiency. 

As the number of producers increases, when each one 
has increased his production to the point where an increase 
in the output would not be advantageous because the ultra
marginal utility would be less than the ultramarginal cost, 
that is, where the price would be less than the cost, it will 
always be. more difficult for a single producer to have an in
dividual interest in redUcing the output, and consequently he 
could not create the possibility that the rivals modify their 
opinion of his own policy if he does not reduce the outputi 
fearing that the rivals or some of them increase their output 
at the expense of his customers. 

Furthermore, as the number of producers increases by 
degrees the possibility also increases that an increase in price 
may exclude them from the market, even if the other producers 
do not increase their production (1). For example, if a producer 
increase the price from 6 to 7, his customers would turn to the 
other producers. But one can say that not all of them will 
do so, because for some of them even a price of 7 will be 
advantageous. But as the producers, as also the consumers, 
alwaY81 look for the maximum utility with the least expen
diture, they will not buy at 7, from Primus since the other 
producers are selling at 6. 

Throwing Primus's consumers on to the other producers 
the demand at 6 will be greater than the supply. But through 
a raise in price the more capable producers will succeed in the 
exchange. A category of marginal consumers will be elimin
ated. For example, if the price rise to 6+1/6, alI the consumers 
below 6+1/6 will be excluded from the change. From that 

(1) In. ease of unlimited eompetitiOll the rivals W01l1d Dot In ...... 
their O1Itput for • d ........ oe iD the wea of one of them. 
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point, supposing that Primus could come back on the market, 
he must bring his price back to 6 if he still want til produce, 
whether he do so gradually or if he prefer to do so at 
one stroke. Likewise, if that producer reduce his output 
selling it at the market price, it will be gradually more difficult 
for the operation to be profitable to him as the number of 
producers increases. 

But there are many reasons why, as the number of pro
ducers increases, the possibility becomes greater that the 
point of equilibrium will be different than that under the 
competition that we have called perfectly rational. As we 
have just' seen, when the producers are many, and long before 
they are so numerous that the changes of one of them will 
bring inappreciable consequences in the sales of the others, 
the conditions will favor the permanent belief of each one 
that the rivals are operating with their own immediate profit 
In view. Very long before the number of producers is so large 
as to remind us of the conditions of ideal perfect competition, 
there are cases in which a rational policy would not be possible 
in the sense that each one could act with the certainty that 
all the others know the indirect effects of their own actions. 
The first phase of the struggle that each one must exercise 
to remain on the market is sufficient to convince them that 
the rival producers look for the immediate maximum profits. 

The greater the number of producers, the easier it will be 
that the reduction in the business of one producer will be 
considered by all or BOIDe of the rivals as a sign of reduced 
efficiency rather than a sign of the initiation of a rational 
competition. On the other hand. even supposing that all the 
producers would really follow a rational policy, and the price 
was at a point where each individual producer would find an 
Immediate gain in the increase of his business, they could 
hold themselves in that position for fear of ruining the 
market, but the moment one of them. with a smaller business 
than any of the others, were to try to reach the common level, 
or as soon as one of them try to sell a quantity greater than 
his former quantity because the difference in sales between 
him and any other producer might seem to him out of JIl'OPOI'
tion with the different capacity of development of the two 
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cOncerns; the moment, then, that theiJe or other phenomena 
of the increase In busmess, on the part of ii1dividual Concerns, 
took pIaee, 'a race lor a reduCtion in 'price would probably take 
place, because every one would see in his rivals econOlll.ic sub
jects on the lookout lor immediate gains; and they know that 
the last would get the least. 

If the concerns were all equally efficient, it 'WOuld be 
eaSier to e$tablish a i-ational portey fOr all the concerns, and 
therefore alsa easier, other conditions being equal, that pra
ducers of equal intelligence succeed in keeping themselves in 
a privileged condition. 

But concerns are of different efiicieney, and exeept in 
cases of extraordinary eeonomic ability-On the part of aU of 
them, only an agreement oould stabilize the quantity of gOods 
that eaCh one of them could sell aecording to the efficiency of 
his own concern. It if is posSlDle to find 'tWo men of more or 
less equal ability, it is impossible not to 'note relevant dif
ferences in ability among prodUeeri when they are twenty
or a hundred. Furthermore, as the praducers increase, the pos
sibility increases that one or some of them would think that 
the othel'S, or ilOlll.e of them, will only consider their immediate 
gain. And the ~ter the nUlllber ()f producers, the greater 
the posslbility that there may be some pessimists among 
them. One of these would be enOUgh to lead all the others 
astray, as we have already seen. 

There is 'no doubt that the favorable position in which 
the first producer or producers who increase theil:- production 
would find theinselves, is a decisive factor In view of the time 
necessary for the others to follow iluit. We have Seen that if 
this was not so, since every produCer knows that when he 
reduces his price the other producers are led to do the same, 
nobody would cut the Prices. 

However, as we have already said in the ease of a few 
producers, the main obStacle in reaching results of rational 
Competition, Is all incomplete knoWledge by the prodaeers of 
their rivals, their concerns, policy, l!tc.; if they combine, and 
the combine limits itself to enabliilg each one to knoW the 
conditionsaild policy of the rivals, thereby making each one 
'trust the others, whDst the individual concerna keep for all 
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the other sides their· liberty and_independence, we will have 
a ease of rational collective competition, the results of which 
will be the same, as all the producers could foresee the exact 
effects of their movement and believe that all the rivals were 
able to follow a perfectly rational policy. 

But the price cuts also happen in the selection of the 
producers. Not all of them will follow immediately the first 
producer who cuts his prices. A few of them, or many, will 
not be able to produce at the new price. This will happen when 
competition is such that the individual output of each is inap
preciable in respect of the total output of the industry. By 
degrees, as the producers, following the first producer or 
producers, increase their business, and the price decresses, 
a few or many of them will be eliminated from the market. 

But this csae would fit better in our discussion of complex 
competition, as we shall see later. 

In conclusion, we have seen the following phenomena of 
equilibrium :-

1) Equilibrium resulting·in a field in which all the pro
ducers follow a perfectly rational policy, foreseeing thoroughly 
the actions of their rivals, with a certain confidence in their 
rational policy. 

2) Equilibrium in a field in which all producers are led to 
believe that their own policy, in the belief that the other pro
ducers look for their own immediate interests, is rational. In 
this csae one cannot say that the policy of each one is nOll 
rational. But the difference between the first and the second 
type of competition is that the first is rational in its totality. 
whereas the second mq be rational in the individual mani
festations since it is logically derived from the opinion regard
ing the policy of the competitor, but in its totality it is not 
rational. 



CHAP. IX. 

Internal Competition - Equilibrium Price 

To begin with the first case (1). When all the producers 
foresee exactly the movements of their rivals. the form of 
equilibrium which will result therefrom will be at a price that 
will give to each one the maximum earnings arising from those 
conditions. In general, the price will be different from the 
one that will rule if instead of several producers the market 
Is governed by a monopolist. 

Let us now consider the marginal cost of these producers. 
This cost must be economical. by which we mean only that it 
must at least be remunerated in order that the production may 
normally follow its course. A price that includes a minimum 
profit and the expenses of production is the minimum price 
possible. The maximum equilibrium price possible is given 
as the price beyond which an increase in production would not 
be economical. In other words, the price could be above the 
minimum price possible but only up to • certain level. beyond 
which an increase in the production would not be advanta
geous. 

If the price goes beyond that point, the equilibrium is 
disturbed. In the case under discussion. if we imagine that 
an increil.se in production would always be simultaneous or 
nearly so for all. or would otherwise not take place for anyone, 

(1) At this point _ aunest thaf u.. I'Mder refer to u.. pages 
dlaeusslnc the _pt of ultramarciDal production, price, utilit¥ ...... 
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we can suppose that the price would always suffer some 
decrease for eveJ;Y increase of production. The fact therefore 
that the ultramarginal utility is appreciably inferior to the 
marginal, always has an influence on this phenomenon. It 
goes without saying that, when to the decrease in the utility 
one adds the increase in unit cost in the ultramarginal pro
duction, the phenomenon hecomes more noticeable, and the 
distance between the minimum and the maximum 'price can 
be larger when the other conditions of the phenomena allow 
for it (1). 

Let us suppose for example that the ultramarginal cost is 
4, while 4 is the marginal. The ultramarginal utility must be 
at least inferior to 4, for example 4-x (2). If. instead the 
ultramarginal cost is 5 while the marginal is 4, the ultrainar
ginal utility must be at least inferior to 5, say 5-x. 

If we suppose that from the marginal to the ultramarginal 
production the utility decreases by %, we shall find that in 
the first ease one can have an equilibrium at a highest price 
4+I;2-x (and in the second ease at a price 5+*'-x). A price 
5+%-x in the first case would not be a price of equilibrium; in 
the second ease it would. The marginal cost in both cases, 
however, is 4, by hypothesis. 

But it is possible to imagine the widest differences in the 
decreaSes, either along absolut.e lines or in. reference to the 
various sizes of ultramarginal production. 

One can also suppose for instance, tnat ill the first case 
the marginal utility be 5 while the ultramarginal utility be 
4-x, while in the secolld ease the marginal utility is 4 and the 
ultramarginal is 4-x. The equilibrium would thell be at the 
price 5 in the first C8SE!, and in the second ease 4, 

The difference between the minimum price (equal to the 

(1) Needlesa to say that for the purpose 01 the p_t analyaia 
our <lODc:epte 01 the maximum and minimum pric:e are relative to eome 
e\emente 01 the phenomenon. In fact, if we were to eonaider the 
eoneept 01 maximum and minimum price .. a function 01 aU the elemente 
01 the phenomenon, the maximum price would at the .. me time be 
the minimum price, and would also be the price 01 equilibrium. 

(2) X heine an appreciable quantity, that ia, a quantity wbieh ean 
affeet materially the phenomenon. 
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marginal cost) and the effective equilibrium price will be a 
function of marginal and ultramarginal costs, marginal and 
ultramarginal utility. Of course since we are still in the case of 
internal competition, the ultramarginal cost considered is the 
internal one. 

In the cases we have examined, the economic value of 
the ultramarginal production is judged by each producer in 
the form and manner discussed above. So that when he 
thinks of the disadvantage of his ultramarginal production, 
he does not stop to thi~ of the effects that an increased of
fer on his part will cause on the price and on the cost, but his 
thoughts embrace all the consequent phenomena. If for ex
ample, at the point of equilibrium, a quantity equal to his 
ultramarginal production could be profitably· thrown on the 
market, but by so doing it made the ultramarginal production 
of the rival producers advantageous, ending by an eventual 
decrease in his profits, he will think that his own ultramarginal 
production is not economical. 

In conclusion, the equilibrium price in cases· of rational 
internal competition is a function of the marginal and ultra
marginal phenomena (1). 

It is well to remember that in our concept of marginal 
cost it is not necessarily assumed that the marginal production 
must be the one at the extreme limit of advantage so that, 
for example, a very small decrease in price must bring a 
tendency to reduce the quantity offered by all the producer&. 

We suppose that all the producers reach a margin which 
is a region lying between the ultramarginal and the intra
marginal productions. 

With regard to one market we consider marginal for a 
concern the unit cost of the production at the highest cost 
when we consider a concern fixed at a point of increasing costs; 
and the aver&ge unit cost of the whole output of the concern 
when we consider a concern at the end of a successive curve 
which is not beyond the absolute economic dimension. 

(1) Aa wen. of COUIIII, as a tcmdICIIl of the Intramarginal p),eMmen
This a .. abais .... he applied obvioual7 to the lDODopob -. 

• 
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The margins of the individual producers can be different 
according to the varying efficiency of the concern correspond. 
ing to the different normal dimensions of the concern that, in 
our theoretical simplification, go from. the minimum normal 
ability of the producer to the maximum normal ability (1). 

We can therefore distinguish between the margin of the 
concern and the margin of the industry. 

Marginal in respect of the industry is the concern or 
concerns which operate at a highest marginal cost. 

But the margin of the production may derive not only 
from the production expenses, or in general from the ex
penditure of energy greater than for the other parts of the 
product, but also from the greater profits given up through 
the economic energies used in that given production, that 
cannot be used for others (2). Between these two categories 
of margin, there is a certain difference that can be called 
when necessary by another term. It is possible to call absolute 
margin of a concern or industry that which is so because the 
expenses or energies used are 'greater; and relative margin 
of a concern or industry that which is so because the best 
occupation for the producer, apart from the effective one, 
offers a greater profit (3). 

Alpong the elements calculated in the cost of the pro
ducer are included his work and expenses (including those for 
risk (4) and the higner remuneration that he might obtain 

(1) See our p~ng treatment of normal Ii ...... 
(2) See Davenport's "Value &lid distribution" and "Economies of 

enterprise." AIao Clark'. Economies of Overhead Coats. 
(3) Mauro Fuiani u .... properly the _ "absolute" and "relative" 

JIlIU'gin. The meaning attributed to these _ in the ~t wort< 
however, is cIlffenmt hom Faaisni·.. See: Mauro FaaIanl "E1ementi 
per una teoria della durata del p_ trulatlvo deU·lmpoata". Gior
nale degli Eeonomiati, 1929, p. 892. 

(4.) We must remind here the distinction betwow riak &lid in
eertaiuty. See: F. B. Knight, Ioc. cit. For the in11aenee of risk and 
ineertaiuty in the economic life the reader ma), eonmlt, profitab1)', ......... 
the others, C ....... Ia'. an n.ehlo • l'orgaDlzzuione deU'IDdDBtria moder
ua" (Napoli Sandron 1926) and Ch .... •• "La teoria economica del ri
oehio • doU'8ll8ienru:ioll8" (Puna 1929). 
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transferring part or all of his energies to other occu-
pations). -

When we speak of the margin we refer to the margin of 
all the margins, herice, to .the production which is at a higher 
cost, including in the concept of cost all the elements possible: 
effective expenditures and profits and loss of profits as 
compared with the consumption of spared energies. 

For example, a producer would not produce A with a 
profit of 10, if by producing B he earned a profit of 11. He 
could also estimats that to produce B he might be forced to 
a greater amount, or more ardous' work than to produce A, 
preferring therefore to earn 10 by producing A than 11 in 
the production of B. 

Contrarywise, he may prefer to incresse his activity or 
use it in a more arduous field of work, preferring a profit of 
11 by producing B than 10 in the production of A. On the 
whole, the minimum profit is more a question of a total 
minimum income than of a minimum rate. It is an overhesd 
cost. The problem of the producer is whether by dedicating a 
part of his activity, or more often. by giving himself entirely to 
the production of a commodity, he can earn more or less than 
In another community, and with more or less efforts and work. 

But one cannot aff"mn that the minimum profit of each 
producer, I. e .. the one that we must include ill the cost of 
production, is the greatest profit that he might earn in any 
other occupation. Because it may be that even with the pos
sibility of earning more, the extra effort, etc., (or a lesser 
moral satisfaction, as in the case where he should go and 
work for others) would not be sufficiently compensated. But 
other conditions being equal, that would be the minimum profit. 

In general, the producer must take into account a 
complexity of different" elements (1). He will, in general, 
place a value on material and moral satisfaction, monetary 
expenses and waste of individual energies. From this valuation 
of different elements arises for each producer an estimate of 
the minimum profit below which it would be to his advantage 
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to transfer his energies. This estimate may be different than 
the one he would form were he to consider only the profit 
that he would lose by not changing to some other occupation. 
It has been sometimes pointed out that a producer could, losing 
his individual independence and taking a position, say, as 
Assistant Manager of a more efficient business, earn more 
with the same or less effort, he might perhaps still prefer to 
remain where he is. (1). 

In general, for the sake of theoretical simplicity, the 
minimum profit may be defined as the profit which includes 
any adequate compensation for the lost earnings from a 
more economic occupation, and a compensation for the harder 
':Vork, loss of social standing, etc. 

This w.ill be enough for the present. Later on, the relation 
between relative and real cost and their relations to value will 
be taken up and discussed. 

WI! must now pass on to the study of the second phe
nomenon of competition, (this one too, for the time being, 
limited to internal competition), according to which the 
equilibrium is stabilized in a field in which each producer 
thinks that all the other producers or part of them look more 
especially to their own immediate gains. Let us examine 
various different eases to see how the study of ultramarginaI 
phenomena is equally as necessary as the marginal phenomena 
in order to determine the normal value of the commodities. 

In the first ease, let us suppose that two producers acting 
in the manner we have studied, should arrive at a position of 
equilibrium in which each one of them produee3 750 units of 
a certain commodity. 

Let us suppose that the ultramarginaI· production for 
each is an additional 250 units and that these can be pro
duced at a unit cost equal to the marginal cost. In this ease, 
in order to be in equilibrium, it is necessary that the ultra. 
marginal utility (that is, the utility which would be marginal 

(1) Among the numerous dile1l8lli01lll on "minimum profit" _ 
speeialJy • limpid analYBie in Gobbi'. "Trattato di economia". Milan, 
1.19. 
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if the ultramarginal production -were offered on the market) 
is less than the marginal utility so that the ultramarginal sales 
turn into a loss of profit. 

In a first approximation, let us suppose that in order to 
have an economical ultramarginal production, the ultramar
ginal price must be at least equal to the Iiltramarginal utility. 
Let us suppose that the two producers are of the some ef
ficiency, and that the marginal cost (since the two concerns 
are supposed equal in efficiency the marginal cost of every 
concern would in this case be equal to the marginal cost of 
the industry; and hence the ultramarginal cost of each concern 
would be equal to that of the industry) be 6 and the ultra
margnal cost also 6. U the ultramarginal production is not 
economical (which always happens in a position of equili
brium) it means that by adding the ultramarginal production 
to the existing production, the price will fall to 6-x. 

ot course, in order that the decrease in the utility to 6-x 
make the ultramarginal production at a unit cost of 6 UJle
conomical, this decrease must not be an unappreciable quantity 
for the producer, otherwise there could be no equilibrium at 
that point, because the producers would take no account of the 
decrease in the utility. But if the ultramarginal utility, that 
is, of the last tractions of the total ultramarginal output of 
each producer (260 units) is 6-x, it does not imply that the 
marginal utility of those goods must be equal to the marginal 
cost 6.. The marginal utility can be 6,6+x,6+x+y. What the 
distance may be between the marginal and the ultramarginal 
utility depends on the greater or lesser rapidity in the decrease 
of the curve of utility of the given goods, and of the greater 
or lesser size of the ultramarginal production in comparison 
with the size of the marketing field. 

In that case. therefore. with a marginal cost of 6 and an 
ultramarginal cost of 6, the normal value or price of equi
librium might be 6 or 6+z or 6+y, according to the marginal 
utility. U the marginal utility is 6+z+y, this wiD be the price 
of equilibrium. 'JlJ.e marginal cost of production therefore 
represents only the minimum equilibrium price possible. But -
the real equilibrium price, that is, the normal value, wiD be 
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a function of the marginal· and ultramarginal costs and of the 
marginal and ultramarginal utility. 

As, however, I have already noted (1), it is not enough 
in that case that the Illtramarginal price (the one that would 
rule if the ultramarginal pr9duction was offered) be equal to 
the ultramarginal utility in order to make it advantageous for 
each producer to increase the production. The price cut, 
if it includes the units of goods previously sold at a higher 
price must be sufficiently compensated by the increase in 
sales. 

If we suppose for example, that the units actually pro
duced by the firm at a unit marginal cost of 5, are 750, and he 
obtained &. unit price of 5+x with & total income of 75Ox, the 
ultramarginal price, in order to be economical, should be such 
as to give him, besides the minimum remuneration for each 
unit of ultramarginal commodity, also the extra earnings of 
750x that he is getting. 

If, for example, the ultramarginal production <at a cost 
of 5 equal to the marginal cost of 6) is of another 200 units, 
the ultramarginal price 5 would not be economical, though 
equal to the ultramarginal cost of production, because the price 
5 would not give the entrepreneur exact compensation for the 
new units plus the profits 750x for the preceding qua,ntity 
produced. 

If the two given producers, both of equal efficiency, were 
at a point of decreasing costs in equilibrium (and the cost de
crease were appreciable, naturally, otherwise the case would 
practically be one of constant costs) it could be one of the 
cases of rational competition, more or less perfect. of which 
we have already spoken. But we can also imagine & different 
case of competition. Suppose for example that each pr0-

ducer consider that the policy of his rival is determined by the 
immediate profits and that each one of them produce. at • 
marginal cost 5 and an ultramarginal cost 4+Jh. 

If in reality neither of the produ~ increased his sales, 

(1) Cf. oar di_"';on on the teDdeDc)' to equiUbri1llD of _ 
with cIec:reaIDg eoeta, aDd "RifIeuioDl etc." pp. 85, 66, 67. 
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and reduced the eost to 4+:Ih. thinking only that his rival would 
be obliged to follow suit after his profits had declined with 
respect to the initial position to a marginal eost of 5, we will 
find ourselves ill the presence of a case of more or less perfect 
rational eompetition. 

But we can suppose that of the two producers who we 
supposed were of equal' ability, neither one increase his sales, 
because he believes that even supposing that his eompetitor 
maintain fixed the quantity offered, knowing that he himself 
has no power to oblige the rival to yield ground, the decrease In 
the ultramarginal utility would be greater than the gain caused 
by the reduction of the unit cost and the increase In sales. 
If, in fact, the marginal eost was 5, and 6 the unit price of 
200 units produced, and the ultramarginal price for a total 
production of 800 added to the actual production of the rival 
producer were 5, with 4lh as ultramarginal eoat (which would 
be the unit cost for ~ the total production, according to our 
concept of marginal cost for decreasing eosts) each producer 
who, on the one hand, increased the production would lose on 
the units already produced the unit net profit 1 for a total 
of 200 units, and on the other hand, would gain a net profit 
of lh on all the 800 units produced by the reduction in cOst 
to 4+lh with a total gain of Jh800=150 less than the net gain 
previously earned. 

It is possible to imagine that of the two producers neither 
one would find any advantage in extending his trade, even if he 
thought it possible, rightly or wrongly, to exclude his eom-
petitor from the market. , 

Other conditions being equal, in order to have these 
,results, we should have a greater ultrsmarginal production 
than in the first case, 9l' a more rapidly decreasing utility 
curve, or a curve of slower decreasing cost. or all these phe
nomena together. In other terms, it would happen that the 
ultramarginal production of each producer would be such 
that even by substituting the activity of the rival producer, 
the reduction in ultrsmarginal utility would DOt be compensated 
by the decrease in cost and inerease in trade. 

Suppose DOW, that the two producers are of different ef
ficiency, 10 that one of them produee at a marginal cost of 4 
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and the other at a marginal cost of 5. The marginal cost of 
the industry is 5. We can make different hypotheses. We 
may suppose, for example, that both Primus and Secundus 
are at a point of decreasing costs (different points since the 
efficiency· of the two concerns is different) when the phe
nomenon would be very similar to the case already shown, or 
that only one of them be at a point of decreasing costs. For 
example, it might be supposed that Primus, more efficient than 
Secundus, has reached the point of minimum cost, while 
Secundus has not been able to reach it. 

In this case Secundus could for example, by increasing 
his trade, reduce his cost to 5-X but he could never hope to 
exIude Primus from the market as he must consider that the 
quantity produced by Primus, when he himself must increase 
his trade, would not decrease (1). 

We can also suppose that the second producer has reached 
this absolute economic dimension, which is by far inferior to 
Primus's absolute economic dimension, who must remain at a 
terminal point of a curve preceding the point of minimum cost; 
and notwithstanding this, Primus produces at an equal or 
inferior cost to Secundus. This is because the ultramarginal 
production would be such that even by excluding Secundus 
from the market, the profits of Primus would decrease (2). 
To this can be applied the reasons already given, 

And, obviously, the results can be extended to cases with 
a larger number of producers, until the Conditions becbme 
those of perfect competition. 

It may also happen that with a number relatively not too 
great of producers on the market, so that the ultramarginal 
production causes a noticeable decrease in utility, the producers 
may be in equilibrium at points of increasing costs. In this 
case the distance between the marginal cost of production and 
the equilibrium price may be greater, other conditions being 

• 

(1) See my book "RifJeaaloni etc.... Reggio Cal 1926, pag. 65-70. 
(2) A partiealar eumple of thia kind ia given by Prof. Cabiatl In 

an interesting paper "SuIl'infIuenza della eIaatieItl della domanda nella 
proliuttiva erescente" ill the Giornale degli ECOD01Iliati, April 1980. 
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equal, when the marginal utility allows it-. In this case the 
equilibrium could be determined only as a function of marginal 
phenomena, since the ultramarginal phenomena equally deter
mine the position of the equilibrium. 

The normal value, or equilibrium price will be stabilized 
as a function of the marginal and ultramarginal costs, and of 
the marginal and ultramarginal utility. 

Up to the present we have presupposed that the ultra.. 
marginal production consists of one of the successive curves 
derived from an enlargement in size of a firm, and we 
have considered its possible consequences on demand. 

However, we may remember, as we have already said, how 
it may happen that there be an ultramarginal production in 
which the producer uses the plants already operating beyond 
the point which gives the minimum cost, and produces a quan
tity of ultramarginal production which, though an appreciable 
quantity In Itself, does not influence the price appreciably, 
even in the case in which there are not many producers. But 
In this case this ultramarginal production can really be non
economic' only if the ultramarginal cost is superior to the 
marginal cost and the price. And this difference would not 
be inappreciable, otherwise it would not be taken into account 
by the producer, and no equilibrium would be possible at that 
point. . 

In the case therefore where the cost of ultramarginal 
production refers to a production of this sort, the equilibrium 
price would be fixed as a function of the marginal cost and of 
the ultramarginal production cost in harmony with the mar
ginal utility. The equilibrium would be determined at one 
of the points which, beginning with the marginal cost, would 
go to the point of ultramarginal aost,. in harmony with the 
marginal utility. 

Let us now refer to a ease of producers so numerous as 
to reach the conditions which Cournot ealls "unlimited compe
tition". This is a case in which the effects of competition have 
reached their limit, that is when the output of one producer is 
inappreciable in reference to the total output, so that the 
output of one producer could be substracted from the total 
output without any appreciable variation resulting in the price 
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of the commodity" (1). Cournot noticed the fact that when 
the costs at which a commodity is produced are decreasing, 
nothing would limit the production of that commoditiy if 
there is unlimited competition. 

The same can be said, and with the same reasons, in my 
opinion, of constant costs. And it is hard to understand the 
contradiction existing in the concept of neutral equilibrium. 

Amoroso says: " ••.. in the intermediate case, in which the 
costs are constant. .... an increase or a decrease in production 
entails no changes in the system of prices, the equilibrium is 
indifferent". (2). 

"A system" says Pigou "is in stable equilibrium if, when 
any small disturbance takes place, forces come into play to 
re-establish the initial position; it is neutral- equilibrium if, 
when such a disturbance takes place, no re-establishing forces, 
but also no further disturbing forces are evoked, so that the 
system remains at rest in the position to which it has been 
moved" (3). 

In this concept of neutral or indifferent, equilibrium, it 
is supposed that the costs are constant, and that the price is 
constant in respect to the quantity produced by an individual 
firm. If, in fact, the price being equal to the marginal cost, 
the demand price was not constant, but was decreasing with an 
increased production on the part of the individual fimis, the 
equilibrium would be stable. 

In fact, taking an equilibrium for granted if the produc
tion is temporarily increased, the -reduction in price will 
provoke the return to equilibrium. But let us suppose now a 
position of neutral equilibrium. I Supposing that the marginal 
cost of industry is 5, and 5 also the ultramarginal cost, and 
that the price remains praetieally unchanged for the individual 
firm if the actual production was increased to include the 

(1) Coumot "Reaeuehea into tbe mathematleal principles of the 
theory of wealth... 'l'raneJeted by Nat.1umiel T. B..,.,.. with a bibliosraphJ' 
of mathematIeaJ economies by Irving FiBber, New York, The MacmillaD 
Compan, 189'7. 

(2) .Amcm>eo'. "Lesicmi eli econOlllia matematl .... , voL 1, p. 187. 
(3) See Pigou' •• .An ADalp;. of Supply". peg. 244. 
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ultramarginal production. In other terms, to the marginal 
cost, eQual to the ultramarginal cost, would correspond a 
marginal price equal to the ultramarginal cost. 

At that point of the equilibrium, the economists would say, 
if the production is increased, there will be no tendency to 
return to the initial position, nor will any change take place 
in the system of prices. 

But it is absurd to call a position of this kind equilibrium. 
It the relations between cost and price are equal in the mar
ginal as well as in the ultramarginal productions, there is no 
reason for the equilibrium of whatever kind, nor any limit 
to an inerease In production. 

In other terms, if the price must "t least be equal (by 
hypothesis, since we are in equilibrium) to the marginal cost 
of production, and at the same time, at least equal to the 
ultramarginal cost (by hypothesis, since demand price and 
cost are 8upposed constant), this presumed ultramarginal cost 
which 8hould be non-economical is not so, but is an economical 
~st of a production that there is no reason to leave in a 
potential state (1). 

It therefore there c.,u. be no equilibriUJ:D in. the. case of 
unlimited competition when the costs are constant. the concept 
of equilibrium must be reatricted only to the case of increasing 
cos~ . 

This means that the industry will not be in equilibrium 
unlesa it be at a point of Increasing costs, and that no individual 
firm will be In equilibrium if it is not at a point of inere.sing 
cos~ In this case the ultramarginal production is non_ 
nomical because of the increase In the unit cost. 

But this increase In costs must not be inappreciable for 
the entrepreneur, otherwise he would Cmd an advantage in an 

(1) TII~. ad ~ tIoeoretiealI7. _ m1cht IIq that the 
d_ In the mua\Dal 1Itllit:r of III01l87 could produce a equIIihri ... 
of the ~ the ~ eall -vaL But that Is not the _ninC' 
of the ~ who _ thIa _pt. On the other haad, If thIa did 
happeD, it .... llklnot be • cue of _tral ...,ruhri .... IID7 _ .... bat of 
atabIe equIllhrillm, aince IID7 unall diatubuce 1IIItier u... -.Ii ...... 
ftOld be tono ....... ~ • toendenq to ........ to the aricInal pcIIIitiua. 
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ultramarginal production asowell as in aOmarginal production. 
(1) . In fact, if the ultramarginal cost is greater than the 
marginal cost by an amount which to the producer is negligible, 
he will consider the marginal I\nd ultramarginal costs as two 
equal entities, and the position will be the same as the one we 
have already seen for constant costs. 

If therefore this increase in costs must be an appreciable 
quantity in order to have equilibrium, there will be, between 
marginal and ultramarginal costs, a certain difference which 
will allow the normal value to be greater than the marginal 
cost in a situation of equilibrium if the marginal utility of the 
commodity allow it. 

° If, in fact, the marginal cost is 4, and the ultramarginal 
cost is 4+x, the normal value can be 4, 4+J,4x, 4+lhx, 4+%,x, 
ete., aeeording to a marginal utility 4, 4+J,4x, 4+lhx, 
4+%.x, ete., up to a height of 4+x (or 4+x-y, where y is 
negligible as regards x, °and each producer considers 4+x-y 
=4+x) at which point only there would be no equilibrium 
because the ultramarginal production would tend to become 
marginal. 

In eases then of 1Inlimited competition, the normal value 
will be determined as a function of the marginal cost and of 
the ultramarginaI cost in harmony with the marginal utility. 

(1) Prof. Amoroso, in a review of my book "Riflesaioni aull'equi. 
Iibrio eeonomi..," in the Giornale degli Eeonomieti, 1929, p. 31.5, says: 
''J!. I have well understood the difference between marginal and ultra
marginal cost, _ding to the author (the preeent writer), it is the 

I following: marginal eoat is the unit coat of the particle produced, ultra
marginal ..,at is the unit ..,at of the particle immediately following. The 
first is to the left, the second to the right of the point in which the ...... 
duction stopa. If this is so, marginal and ultramarginal coate theoIeI:ically 
..,incide when, aa is implied in the definition, it is auppoaed that the 
two particles, at the right and left, respectively of the stopping point, 
are infinitely small". To which I must reply that in my definition of 
n1tramarginal cost, I haft never preauppoaed an infiniteoimal inereue 
of production. This is clearly I!eeD in all the pagea of my book. Beside&, 
if the nltramarginal coat were theoretically eqnal to the marginal coat, 
and the demand price remained eoustant, there eonld he no equilibria .... 



CHAP. X. 

External Competition 

Let us now briefly study the ease of external competition 
in which only one producer is on the market, and the compe
tition can come from new producers only. In this case, as we 
have already shown, the producer cannot reach Cournot's point 
(otherwise it would be a case of monopoly), on account of the 
ultramarginal competition, which does not allow it. 

Here also the solution depends on the opinion which the 
producer has of the eventual movements of the ultramarginal 
producers. 

If the producer should think that his competitors follow 
the principle of immediate gains, he will behave accordingly; 
if instead, he should think that his eventual competitors look 
further ahead, and conalder the ultimate effects of their 
movements, he will behave in & different way. In the first 
case, he will fix the quantity offered and the price, in such a 
way that the ultramarginal producer though imagining the 
quantity produced by the actual producer fixed, would not 
think it convenient to become an actual producer himself. In 
this esse the price of equilibrium will become stable at a point 
which will be a function'of the marginal cost and marginal 
utility, and·of the ultramarginal cost and ultramarginal 
utility (1). 

(1) The ul~ IltlllV utanlly will be of IIIDft importanee 
If the ultJoamarainal productioll Is neb .. to ...... a _ojble -.
III utilit:v. neb that the .,....u.aJ. utlllV will be peatier thu the ultra. 
marrIuI. If m-d. the utemal ultJoamarainal produetioa Is neb .. 
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Let us take now, for exampltl. a market Y and producer A 
who must face only the extemal ultramargin8I competition. 

Producer B might eventually appear on the market if the 
ultramarginal price was 5, since 5 is its cost. Naturally if A 
does not produce at a cost higher than B, and thinks that B 
operates for immediate gains, he will fix the quantity' offered 
and the price at a point where, if the ultramarginal production 
be:. added, the price would 5-x (x being an appreciable 
quantity). 

In this case of a Bingle producer, the decrease in utility 
from the marginal to the ultramarginal extemal point is always 
an appreciable quantity. 

If the ultramarginal producer B mu!!f; bear a higher cost 
than the actual producer A. he will be driven out of the market 
Y if he operate with a view to his own immediate profit. 
Hence, if he ollerate with an eye to the direct and indirect 
effects of his own actions, he would not decide his move only 
in that given moment on account of the price nor of the 
quantity offered by A. He would observe the demand curve 
for the given commodity, the efficiency, the eVentual conve
nience, and capacity for development of A. as compared With 
those of his own concern. 

Suppose now that A. believing that B acts with a con
sideration of the effects of his own operations, fixes the price 

to have only an inappreciable influence on the price, we tan tIreD c:ions1c1er 
only the influence of the marginal prociueticm, as In the cue of atemaI 
unJimited eompet;;tion. But thla 1rilI In no wIae lignify that, In effect, 
the nltramarginal utility wiD not have an, influence In determlnin&' 
the equilibrium wbich may be fixed at that point becauae the ultJla
marginal utility baa the special requisites of being equal to the IDalIIinal 
utility. 

The ....... happens In the cue of nltramarginal coet. If it: fa eqnal 
to the marginal cost, thla does not lignify Indeed that the nlttamarginal 
eost does not reaU:v have au influence on determlnlnc the equih1Jrinm, 
wbich may also be fixed at that point becauae the aid n1tramarginal cost 
preeents the special reqnisltee of eqna1ity with the marginal coat. 
• " But it fa evident, also u regards all we have uid above, that the 
n1tramarginaI coat or ntilit:v or both of them. mnst differ frum the 
marginal coat or ntility. othenrise there wonld be no equilibrium. 
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and the output ,at a point ~heI:e if B look 1dter his own im
mediate gains only, he will enter tnto competition with A. 

Suppose that B Is mistaken and enters the market. A 
Increases the production t.f he is more efficient than Band 
frees himself from B who is thereby forced to withdraw. But 
the thing is not as simple as it seems at f'l1'St sight. The strug
gle between A and B will mean a destruction of Income for 
both, and it is not sure that A will withdraw immediately. 
The struggle, unless A decides immediately to come, to an 
explicit and tacit agreement with B, may be prolonged. B 
may even operate for many years with a profit below what 
would be a minimum profit for a man of his ability. The ap
plication of capital to fixed uses, which cannot be trans
formed without heavy losses, might suggest to him the 
advisability \Of using this depreciated capital to the best 
of his ability. He could moreover immediately adapt himself 
to reduce profits even if at first he had thought that his ability 
deserved a greater compensation. Oil even if he had lost an 
opportunity for profits lower than thoee expected In X but 
greater than those actually realized. And that is why A 
may act In the same W&:I 88 the ultramarginal producer B 
were he following a policy of immediate gains. 

Naturally, if capital could flow from one use to another 
without any appreciable interval of time and without trans
formation expenses, this phenomenon would be different. If 
there should be no place for B on the market, he would be 
rapidly driven out and would not be inclined to come back to 
compete again with A. In this case A would take the risk of 
the coming of the ultramarginal producer. 

And as the latter would not come, A would modify his 
opinion of the rival's policy. This means that if there were a 
free and eostlesa transformation of economic resources from 
one employment to another, a very small period of time would 
be sufficient to give to Individuals a complete knowledge of the 
economic phenomena thus making a rational policy po88lole 
for all. 

But In this case, too, supposing that A should not only 
keep one ultramarglnal producer out of the market, but • 



144 ATTILIO DA EMPOLI 

given number of them, the case could be different and, in any 
case, more complex. 

However, the concrete phenomenon is not so simple, as we 
have seen, and it is possible that A will not consider it con
venient to run the risk of an error on the part of B if this were 
harmful to both of them, even though in a different degree. 

But it may also be that the difference in efficiency 
between A and B (if B is the only potential producer to wor
ry about) are 1Iuch as to make it easy for A to drive B off the 
market, in which case A will be in a condition of monopoly and 
will work toward the good of maximum gain. 

But, even supposing that the transformation of capital 
is expensive, as we know that B in his turn would not act in 
view of the jmmediate gain, but would consider the effects 
that his movements would have, A would similarly act 8S a 
monopolist knowing the. effects of his moves on the ultra
marginal rivals. 

But in this case it may happen, too, that the ultramar
ginal producer has a real opportunity to enter the market if 
the output of A is limited to a certain amount, because he 
would bring on the market a far greater output at a lower cost, 
and would take advantage of the time necessary for A to 
eularge pis business. 

In a similar case, even acting rationally, it would be 
convenient for A to choose a price under the monopoly price. 



CHAP. XI. 

Complex Competition 

Let us now pass on to an examination of the phenomenon 
of complex competition. So far we have studied a case in 
which the producers, in a determination of the equilibrium, 
had no need to worry about any external ultramarginal com
petition, and a case in which the only producer on the market 
had to consider the external competition only. We must now 
examine a case in which the producers operating on a market 
must think of either the internal or the external ultramarginal 
competition. 

To begin with the case of two producers. Let us see 
their psychology and that of the ultramarginal producers. 

Let us suppose that both producers know the direct and 
indirect consequences of their "movements, and act rationally. 
But It is not enough that they act rationally between them
selves; they must also act rationally with regard to the ultra
marginal producers. 

Supposing that the two or more (a few) existing pro
ducers were rational and that they consider the ultramarginal 
producers rational, they would not alw&y1l act as in the parallel 
case of internal competition. 

The case could be more complex. In fact, if they fix a 
price that will give them the highest net profit, the ultra
marginal producer could enter the market, whereas if they 
follow a different poliq, the u1tramargina1 producer may not 
find it convenient to come in and compete with them. 

Suppose that two producers, A and B, produce a commodity 
X on the market Y. If they can act rationally without fear of 

10 
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any potential competition, the price will be fixed at that point 
which will give them the maxium net profit, for example, 100 
for each. 

But suppose that the potential producer C were able in that 
case to come on the market with a notably larger production 
and a very' sensibly lower unit cost, taking advantage of the 
time necessary for A and B - in order that they might 
enlarge their business - to get the upper hand on the actual 
producers (whilst he could not do so if they followed a dif
ferent policy). A rational policy in this case would require 
that A and B find a point of equilibrium below the point that 
would give them the maximum profit, independently of the 
premarginal producer. And the equilibrium point should be 
such that the ultramarginal producers could not find it con
venient to enter their market. 

Naturally in this case, unless that equilibrium point be 
the same that they would have reached fell owing a policy of 
immediate gain, it is still more unlikely than in the case of 
internal competition that two producers could really reach 
that point without coming to an agreement, though it does 
not make it impossible that with an adequate knowledge and 
a certain psychology on the part of A and B this could happen. 

However, if the producers agree only to fix the price at 
the most. economic point for them, it is nothing else than a 
means to attain the results of a iational competition, and the 
results of a combined rational competition are no different 
from the individual rational competition (provided the agree
ment does not go beyond fixing the price and quantity offered 
on the basis referred). 

When therefore the producers follow a rational policy of 
this kind, the equilibrium price will be fixed as a function of 
the marginal cost and marginal utility, and of the- u1tramar
ginaI cost and ultramarginal utility, either internal or external, 
as the case may be. 

An increase of the production beyond the point which 
would be that of maximum profits if there were no ultramar
gina! competition in sight, Is considered convenient because it 
prevents a much feared extension of the production: that due 
to the appearance of the new producer. 
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As in the case of internal competition,if 'the transfer of 
economic resources could be effected instantaneously, the phe
nomenon would be different. In fact, if the actual producers 
could enlarge their production at the same moment, should 
they find it convenient to do so, no ultramarginal producer in 
the cases above mentioned would enter the market, and A 
would act accordingly. 

And naturally, if the ultramarginal producer had no op
portunity to enter the market, notwithstanding the possible 
difference in time necessary for the actual producers to follow 
suit, the price would be fixed as in the case of internal com
petition. ' 

An intermediate state between the perfect rational com
petition and the competition in which every producer acts in 
view of the fact that actual and potential rivals (where there 
are some) follow their immediate gain, is that in which the 
actual producers know that each of them acts rationally but 
think differently than their ultramarginal rivals. 

In this case, if the movements of economic resources could 
be Instantaneous, the phenomenon would be different. But 
in cases of internal competition, as we have already pointed 
out when treating that problem, the tendency of the phenom
enon is not always the same as in the case of external or 
complex competition. 

In both these last cases it is not enough. to suppose that 
the actual producers (or producer) could instantly enlarge 
their business at the very moment they wish it, in order to 
conclude that the price would be that of maximum gain in the 
shape of a monopoly price. 

In fact, in case of internal competition, when one producer 
enlarges his business, if the other can follow suit at the same 
moment, everyone would leave the initiative of enlarging the 
business to the others, because if he himself does this before 
the others, the result will be a loss to him. 

In case of complex (or external) competition, the problem 
would not be the same, unless we introduce the further 
condition that the new enterprise could retire with the same 
rapidity. But suppose that an increase in production can be 
effected more easily than a decrease because of the applied 
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fixed capitals, the coming of a' new producer or producers 
could be, under certain conditions, considered harmful if it 
reduced the profita of the actual producers for a certain period, 
after which perhapll the danger to other ultramarginal pro
ducers would appear. 

So that if this were judged convenient, they could fix a 
price which would protect them 'from a shortsighted policy on 
the part of the ultramarginal producers, unless during some 
dynamic adjustment they had occasion to change their opinion 
of the intramarginal producers' policy. 

But it is still possible to add that even supposing the 
ultramarginal concerns can retire as rapidly as they appear, 
the equilibrium price could be below the maximum gain of 
internal cOmpetition. If the actual producers think that the 
ultramarginal producers look to their immediate gain and 
though· they would retire rapidly after a verY short period, 
they are so numerous that their coming on the market would 
be nearly continuous, the actual producers might find it 
convenient to prevent the ultramarginal ones from coming in, 
and if nothing happened to change their opinion about the 
latter's rival policy, an equilibrium price below that which 
would give a maximum profit in the case of internal com
petitio~, would be permanent. 

If all the actual producers think that all the competitors 
(actual and potential) follow the policy of immediate gain, and 
everrone could enlarge his business at the same moment if he 
judge it convenient to do so, no one would be afraid of the 
enlargement of the business of the actual rivals, but they 
could, under given conditions; be afraid of the coming of 
ultramarginal producers which could be followed by a general 
enlargement of business. 

As the number of producers increases, it becomes more dif
ficult to have a perfectly rational competition as we have seen 
in the case of internal competition. For before the case is 
reaehea in which the producers are 80 many that the pro
duction of an individual producer is negligible in respect to the 
output of the industrY as a whole, the phenomenon is prac
tically impossible, as in the similar ease of internal com
petition. Here, too, the result of a perfectly rational competi-
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can be reached with the fixing of the price and output of the 
Individual concern by means of an agreement between the 
various producers. If the agreement is limited to bring about 
the price of equilibrium produced through a perfectly rational 
competitive process, it is nothing but a means to carry into 
effect a form of competition, and the difference between a case 
in which the equilibrium price reached that level by a rational 
individual policy and a case in which these same results are. 
reached through a combined rational policy, is only a dif
ference in the exterior form of the phenomena. 

In the last analysis, the agreement between the various 
producers is useful because each one of them helps the others 
to know what theoretically is often supposed they should 
know: - that is, the internal conditions of the rival concerns, 
their capacity of development, etc., and assures them concern
ing his own policy, being in his turn paid with the assurance 
that the rivals follow the rational policy of those who know 
full well the effects of their own actions and the trend of 
operauons of their rivals. 

In the case of many producers, too, the rational process 
of complex competition could logically differ from the case of 
internal competition. In the case of two producers, as well 
as in the case of many, the ultramarginal competition can 
reduce, even to a great degree, the profits of the several pro
ducers, and it could happen that their ultimate rational policy 
was equal to that of the producers who produced as many 
more gOOds as possible, each one independently of the others. 

But this last case can happen for other reasons in both 
cases of intemal and complex competition. 

That is, either if the producers follow a policy in which 
they keep a etrict and exact account of the effect of their 
operations, or if they start from the premise that the actual 
competitors are working in view of their immediate gains, the 
point of equilibrium of the concerns is at the point of minimum 
coat, that is, at the abaolute economic size. Here, too. the 
equilibrium price will be fixed in function of the marginal and 
ultramarginal elements of the phenomenon. 

If instead, it were !lOt convenient for the producers to 
come to the point of minimum coat because their prof"lta would 
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be smaller, then notwithstanding the reduced cost, the question 
becomes more complicated. 

At this point we must add that two types of rational 
competition can be imagined. If it is supposed that in a field 
there is room for all the producers who can produce a certain 
reduced quantity of goods according to certain calculations, 
we may suppose that if a new producer find the price and 
policy of the others convenient, he will not cause any reac
tion. In this case however, the number of producers could 
increase to a point at which it would suit a certain class of 
producers to follow the policy of immediate gains. If, instead, 
we imagine that rational competition must be developed among 
those producers who have a place in the industry, even when 
they all act in view of immediate profits, then the case is dif
ferent. 

In this case, within certain limits, the ultramarginal 
output, to be non-economic, should be produced at a minimum 
cost which would be greater than the price if each producer 
follow the policy of his own immediate gains. 

If the actual producers think that the danger of an ultra
marginal competitior is serious, they will try to find a way to 
keep him out of the market, unless the output of the new 
produC41r is negligible in respect to the total output (and he 
adapts himself to the policy of the others). 

For if the producers act independently of each other they 
will not have to modify their own opinion of the policy of 
their adversaries, neither will they be urged to increase their 
trade as a reaction to changes in the price. If they all are 
combined within the above said limits they may perhaps 
think that a struggle to remove a competitor who does no harm 
to anyone would be at a cost greater than the gain they would 
derive thereby. 

If however the first new p~ucer is followed by a 
second, and a third, it will not be long before the effects on 
the price will make themselves felt, and then all or some pro
ducers (these latter followed necessarily by all the others) 
would consider it more convenient to follow the policy of im
mediate gain so that the last producers would end by being 
again driven out of the market. In all these case the equill-
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brium price must be a function of the marginal and ultra
marginal phenomena in different ways, according to the psy
chology of the producers. 

We have already seen how in the ease of few producers 
it may happen, and in the ease of many producers it does 
happen, unless there is a ease of rational collective competition, 
that each producer acts on the understanding that the others 
watch especially after their own immediate profits or at least 
that they act considering that their rivals ( all or an ap
preciable part of them) look or will look to their immediate 
gains. 

Following what has been said regarding internal and ex
ternal competition, it is easy to state briefly the ease of complex 
competition. 

Let us first take the ease of two (or a few) producers, each 
one of whom, thinking that the rival's policy is that of im
mediate gain, will act so that the equilibrium will automat
ically stabilize at a point in which the internal and external 
ultramarginal costs are both non-eeonomical. If the internal 
ultramarginal cost is more economic than the marginal, the 
limit of the equilibrium value is shown by the point in which 
the internal ultramarginal cost becomes economic (1); if the 
external ultramarginal cost is more economic, this is the one 
that marks the limit of the value of equilibrium (2). 

If the first ease takes place it means, as we have already 
said, that either the ultramarginal internal (3) production 
entails a cut in the price that cannot be made up by a greater 
extension of trade (even when joined to a reduction in cost) 
or that the reduction in price together with an increase in cost 
makes an increase in production non-eeonomie. In this ease 
the normal value will be at any point between the marginal 

(1) Th ....... limit "bleb _ have IIOeIl in the ....... of internal 
eompetitiOll. 

(I) A limit different from th.t of internal eompetitiOll. 
(8) Of course We u1MCODOmicity is verified in this ....... in a ...... ter 

........ for the extarnaI nltramara'iDal cost. But _ .... exam;ninlf the 
Internal one whieb _ a limit to the equillbrilllll. The ..... trary phe
nomena of course happelll in the aaeond eue. 
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cost of production and a point beyond which the ultramarginal 
internal production would become economic; and will be a 
function of the marginal and internal ultra~arginal cost, and 
marginal and internal ultramarginal utility (the marginal 
utility of the internal ultramarginal production, as distinct 
from the external, because the two quantities of productions, 
though referring to the same goods, are yet different entities). 
If the second case take place, the conclusions are analogous. 

The external ultramarginal cost must be non-economical 
in order to have equilibrium. Either because the reducti,on 
in price, alone, caused by the ultramarginal eoncern makes the 
ultramarginal price inferior to the ultramarginal CJ>st, or 
because the ultramarginal cost, greater than the marginal cost, 
together with a cut in the price, makes the external ultra
marginal cost greater than the external ultramarginal price. 

In the case of a few producers one can always suppose 
that a -new concern entering the market would reduce the 
price; that is, that the ultramarginal utility would be sensibly 
inferior to the marginal. 

In this case, the ultramarginal cost can be less than, 
equal to, ,01' greater than the marginal. 

If it is less, a marked decrease in utility from the terminal 
point of'effective production to the terminal point of ultra
marginal production must make the ultramarginal production 
non-economic. 

Let us suppose that the marginal cost be 5 and the ultra
marginal cost 4, (1). This means that by increasing the pro
duction through the appearance pi the new concern, the price 
would fall to 4-x. 

Now if the ultramarginal price is 4-x. it does not mean 
that the marginal utility of the production must absolutely be 
5 equal to the marginal cost (it cannot, by hypothesis, be less, 
since we suppose that there is equilibrium). . 

If in fact the utility of the last fractions of the total ultra
marginal production is 4-x. and the marginal utility must be. 

(1) Suppoaing obvioual1 that the decreue iu unit coR .... uld be 
general for all producers. 
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at least 6, this is only the minimum height of the marginal 
utility, which can be 6 as well as 6+x, 6+x+y, etc. And as 
long as the ultramarginal utility does not rise to 4, making 
the ultramarginal cost of production 4 economic, the equili
brium will not be disturbed on that side. 

The marginal cost of production, as in all the cases we 
have seen 80 far, represents only the minimum equilibrium 
price possible. 

Supposing now that the external ultramarginal price be 
equal to the marginal: that for example, the marginal ,cost be 
6 and the ultramarginal cost 6. Tbis ultramarginal cost must 
be non-economic in a position of equilibrium. Tbis means that 
by an increase in production through the appearance of the 
new concern, the price would fall to 6-x (1) •. Also here. if 
the utility of the last fraction of ultramarginal production is 
6-x, it does not signify that the marginal utility could only be 
6: it might be 6, 6+x, 6+x+y, as the case may be. And here 
too, the equilibrium price would be 6, 6+x, 6+x+y, etc. 

Also in these cases then, the normal value or equilibrium 
price can be any, according to the marginal utility, of the 
points that go from the minimum price equal to the marginal 
cost of production, to a maximum point beyond which the 
ultramarginal cost would become economic. ' 

Referring alway. to the case of few producers, let us now 
consider the case in which the external ultramarginal cost is 
greafQ' than the marginal coat. 

Supposing for example that the marginal coat is 6 and 
the external nltramarginal coat is 6 (2): in an examjnation, 
even superficial, it is seen, first of all, that if the price of the 
commodity under consideration is not less than 5 and is below 
6, the production tends Jieither to increase nor decrease: that 
is, it will be in a position of equilibrium. Proceeding along in 
our analyais, it will appear that when the price is equal to 6, 

(1) Aa In the pr",ijDIr - '" 10 ... ppreoiable,_tiV. 
(11) 1\ will be ..--bend that _ haft ..... ,.... the uterDaI 

Illtramar!riDal caat to be _ -..omie thaD the Intenlal. after Uftq 
eonaldered the op,.Ite ...... 
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we shall be in a position of equilibrium, in the case under 
review. 

If in fact the marginal utility of the commodity produced 
is exactly 6, it does not mean that the ultramarginal cost 6 is 
economic. The marginal utility being 6 only means that if 
the ultramarginal cost 6 at that moment is the cost of mar
ginal production, it would be remunerative. As a matter of 
fact, in order that the ultramarginal production be at that 
cost it is necessary to produce a quantity of goods such as to 
render economic the production arriving at the limit point 
of one of the successive curves. 

Now if the marginal utility is 6 for a production of 200, it 
will, other. conditions being equal, be inferior to 6 for a greater 
turnover, say 300 (100 being the least quantity producible by 
the ultramarginal concern). We will see then that the new 
amount of production, corresponding tb the ultramarginal 
production, will cause a decrease from the price 6 to 6-x which 
would render the new production non-compensated, since 6 is 
the normal minimum price for the ultramarginal production. 
As in the preceding cases, it is also possible here that the ultra
marginal cost (in this case greater than the marginal cost) 
may be less than the marginal utility and the price. 

So'if the utility of the last fractions produced' by the 
ultramarginal production is 6-x, the marginal cost being only 
5 and the ultramarginal cost 6, the marginal utility may. be 
5, 5+lh, 6, 6+x, etc. The reduction in price in question pres
ents a different aspect in the economical mechanism. 

The number of enterprises, their size in respect to the 
enlargement of the marketing zone or of the market con
sidered, the possibility of life of small concerns alongside of the 
large ones, the ratio at which the utility diminishes, the special 
technique of ·the several industries, etc., are all elements that 
influence the determination of the phenomenon. 

In industries such as agriculture, for example, in which 
the small concerns can live and prosper alongside of the large 
ones, the decrease in utility from the terminal point of the 
existing production to the terminal point of ultramarginal 
production, is smaller, other conditions being equal (supposing 
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the ultramarginal concern is small), than in the esse in which 
only large concerns find it convenient to operate (1). 

We now come to a esse in which there are many pro
ducers and in which, albeit without reaching the abstract ease 
where the output of a producer is negligible in respect of the 
output of the industry, each one of the existing producers 
finds himself always in such a condition that it will be eco
nomic for him to increase the business until he reaches a point 
of increasing costs. Wbich means that if there is room on 
the market for his own concern, each producer will find him
self in a situation in which every increase of productwn, 
notwithstanding Its being accompanied by a cut in price, will be 
convenient, up to a point in which the costs will increase. 

In this ease, in which competition is developed so com
pletely, by hypothesis, the internal ultramarginal cost must 
be greater than the marginal. If it were smaller or equal (or 
greater by a negligible quantity), there would be no equili
brium. 

If therefore the internal ultramarginal cost was the 
nearest to the marginal production and marked the limits of 
equilibrium, the equilibrium price could be, according to the 
analysis made so far, any one of the points ~ing from the 
marginal cost up to the point in which the ultramarginal cost 
became economical. 

But let us imagine that the uternal ultramarginal cost be 
the most economical. Let us suppose, too, that an ultramar
glnal concern esused a sensible decrease in price but not suf
ficient to make by itself the ultramarginal production non
economic wben aeeompained by a reduction in cost (2) ; so that 
the ultramarginal concern could produce at an equal or greater 
cost than the marginal cost. If it produce at an equal cost, to 
be uneconomical means that the minimum quantity necessary 
for the producer to produce at that given cost is BUch that, 
when thrown on the market, it will cause a sensible reduction 
in the price. 

(1) Da Empoli "R.ifIeosioni .... pac. is and _. 
(II) See the pnadinr uaJ,aIB. 
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If, for example, the marginal cost is 4, and the ultramar. 
ginal cost is 4, since the ultramarginal cost is non-economic, 
it means that the ultramarginal utility is 4-x. Now the 
utility cif the last fractions of goods produced by the new 
concern is 4-x, which does not mean that the marginal utility 
of the existing production must absolutely be 4 (by hypothesis 
it cannot be inferior to 4 since 4 is the marginal cost). The 
marginal utility can be 4, or 4+x. 4+x+y, 5, etc. The 
equilibrium will therefore be, according to the marginal utility, 
at one of the points going from the marginal cost up to the 
highest point, beyond which the ultramarginal production 
would become economic. 

The equilibrium price will therefore be here also a func
tion of the marginal and ultramarginal cost, and marginal and 
ultramarginal utility. If the ultramarginal concern produces 
at a greater cost than the marginal, and if it has for example 
a marginal cost of 4% and an ultramarginal cost of 5, one will 
see at first sight that the equilibrium price cOUld be, according 
to the marginal utility, anyone of the points between 4+% 
inclusive and 5, exclusive. 

Moreover, since we have supposed that the ultramarginal 
quantity of production caused a sensible reduction in price, 
we will !lIso see that, 5-x being the ultramarginal utility, the 
marginal utility can be 4, 4+%, 5, 5+x. 5+x+y. etc. 

In this case, as in the preceding ones, the equilibrium price 
will be determined as a function of. the marginal and ultra
marginal cost, and marginal and ultramarginal utility. 

Let us now see the limit case of IInlimited competitiou (I), 
in which the quantity produced by 'an individual concern is 
negligible in respect to the output of the industry as a whole. 

In this case the ultramarginal cost, whether' internal or 
external, must be greater than the marginal, which means 
that the individual concern as well as the industry as a whole 
is at a point of increasing costs. 

If the internal ultramarginal cost is the most economic 

(1) Somewhat oimiIar for Internal altramarglnal prodaetiOD to 
the ease just seen. 
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one, this will be the limit for the equilibrium price; as we have 
stated in a similar ease, the mcrease in costs must be ap~ 
preeiable otherwise the production would be increased( since 
we suppose that the demand price remains unchanged or 
decreases inappreciably). In this case there must be a sensible 
difference between marginal and ultramarginalcost, and the 
equilibrium price will be, according to the marginal utility, at 
one of the points going from the marginal cost up to a point at 
which the ultramarginal production would be economic. 

If the external ultramarginal cost is the most economic, 
the phenomenon is equally clear. In order that the ultramar
ginal cost be not economic, when the demand price supposedly 
is practically unchanged for the ultramarginal production, the 
ultramarginal cost must be greater than the marginal, other
wise it would be sufficiently remullerated and there could be 
no equilibrium at that point. 

If for example the marginal cost is 4 and the ultramarginal 
'!h, the equilibrium price may be one of the points going from 
the marginal cost to the ultramarginal cost, according to the 
marginal utility. 

And as long as the marginal utility is not 4+1h, the 
equilibrium remaine. 

The ultramarginal utility affects the phenomenon, pre
senting the special requisites of equalization with the marginal 
utility (since the difference is considered inappreciable). 
Hence also in the ease of unllmited complex competition, the 
normal value or equilibrium price is a function of the marginal 
and ultramarginal cost and marginal and ultramarginal 
utility (1). 

(1) In • theoretical _ of poaiti". demand In which the effecti.,.. 
demand would Incnue with an IDenue ... priee, there _aid be eqD 
Ubriu .. If the IDenued priee that __ (-.I or poIIobtial) would 
be wIIIInc '" pq. -.. inferior '" the IDenue ... a.t l'OqUired for • . 
IarIer ...... unt of produetion. The equilibrium priee would be • funetion 
of III&lIIinal and u1tramaJ'1linal elements. 



Appendix 

After publishing my book: "Riflessroni Bull'Equilibrio 
Economico" (1926) (in which I already showed, though very 
briefly, that the normal price is a function of the marginal 
and ultramarginal cost and of the marginal and ultramarginal 
utility) one of the most distinguished among contemporary 
mathematical Economists, Professor Amoroso, in his recent 
"Curva Statica deU'Offerta" (Giornale degli Economisti, Jan
uary 1980), attempts to give us a formula which should sub
stitute Ricardo's formula (tendency of the price towards mar
ginal cost). Amoroso argues: "Ricardo's formula is ... inade
quate to represent the facts of modern industrial concentration. 
This deficiency explains the attempts which have been made 
of late, especially in England (by Marshall, Pigou, etc.,) to 
extend in the abstract the Ricardian scheme in order to em
brace the new facts". 

"It does not seem to me", Amoroso continues, "that we 
can say that these attempts have been successful. The reason 
for this is to be found, in my opinion, in the fact that no one 
has tried to overcome the difficulty in its origin, eliminating 
the hypothesis (which no longer corresponds to reality) that 
each firm acts as if the output that it throws on the market 
does not influence the price". 

We have already seen in preceding discussions how Amo
roso's remarks, limited to modern industrial phenomena, are 
not exact. On the other hand, the difficulty of which he 
speaks had already been oVeroome in my book. 

I had then already assumed that the output of an indi
vidual firm influences the price (2). 

(1) Reggio Calabria, Vitalon ... 
(3) I did not eollSider the limit case of unlimited competition which 

would h."" made 1117 treatment more complete. 
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The formula which according to Amoroso should be sub-
stituled to Ricardo's is the following: "For every individual 
firm the percentage of divergence between the price and the 
marginal cost is directly proportional to the quotient between 
the output of the f"U'ID and the output of the industry as a 
whole, and inversely proportional to the elasticity of 
demand' (1)". . 

After all our discussions on value, we do not need to 
discuss at length Amoroso's formula (2) in order to see the 
errors which it contains. Amoroso's formula, which claims to 
be nearer the concrete, assumes a constant coefficient of pro
duction among different fil,'lDs leading us away from the 
concrete. , 

But what interests us still more, is that he does not take 
into account the ultramarginal phenomena - as I have done 
in my book "Riflessioni, etc". 

The inadequacy of Amoroso's formula could seem less 
striking if applied to Coumot's case of "limited competition" 
only (3). 

But even in this case his formula is completely inadequate, 
as it will be obvious for whoever has followed our preceding 
analysis. _.-, ' .. 

(l) Amoroao, Joe. cit. . 
(2) Prof. Amoroao·. daim Is to embraee all the poaaible ...- from 

Rieardo'. unlimited competition to Cournot'. caae at monopoly. 
(8) That Is, if applied to tboae ........ that AmOJ'OllO eonaiden, .. 

we have ........ at monopoly. 



CHAP. m, 

Equilibrium of Markets and Industries 

So far we have considered the various eases of competition 
regarding isolated markets. We can now imagine that the 
ease of simple external competition refers not only to one 
market but to several, that is, in which the transportation ex
penses between trading points, or groups of trading points, is 
such as to allow differences in the unit price of the same com
modity. 

And here we must remember Cournot's words, that "by 
cost of transportation must be understood, not only the price 
of necessaries and the wages of the agents by whom the 
transportation is meehanieally carried on, but also insurance 
premiums and the profits of the merchant who ought to obtain 
in his busineas the interest on the capital employed and a proper 
return for his industry" (1). 

In ease of internal competition, if in a marketing field 
consisting of different markets, one supposes that the recip
rocal position of the various producers is equal in the dif
ferent markets, the difference in price between the trading 
points of the various markets will amount to not more than 
the cost of transportation. It may however amount to leas if 
the producers consider a discrimination of prices convenient. 

If one supposes that the various producers are so situated 
that the aspect of the competitive phenomenon differs be
tween market and market, the equilibrium will be stabilized 
for each individual market in BUch a way that none of them 

(1) Coamot: ~ .. ete. New Yodt 1891. Po 117. 

11 
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could get more elsewhere; and supposing. by hypothesis. that 
none :finds it convenient to transfer his trade from one or 
more markets to other markets (1). the economic equilibrium 
will be stabilized in every individual market as a function of 
the marginal cost (of the market). of the internal ultramar
ginal cost (which may be that of an existing producer 011 the 
same market or on a different market. aecording to the cases) 
with the marginal and u1tramarginal utility. 

One ean suppose in this case that the ultramargina! pro
duction. which entity is generally of at least one of the success
ive production curves (2). might be distributed among one 
or more markets. aecording to circumstances. as in the pre
ceding case (that is. in which the reeiproeal position of the 
producers "is the same in all markets). could be distributed 
among all the markets under consideration. 

In the case of simple external competition under consid
eration. one can imagine that the only producer considered 
may find a stronger obstacle in the competition of the other 
markets. and that it follows a lower limit than that shown 
in the u1tramarginal cost at the price of equilibrium. This 
would obviously become one of the cases of complex competition 
among rivals operating in different markets. 

Speaking of simple external competition, one can further 
imagine that the produeer under consideration has a trading 
zone divided in sections (markets) in which the u1tramar
gina! competition and the limit price beyond which the ultra
marginal production would become economic, are different. 

In these cases the equilibrium price may vary in its dif. 
ferent points as a function of the diversity of the ultramar
ginal phenomena. 

Finally we must suppose that in the ease of complex 
competition which we have examined. there is not only one but 
several markets. If the individual concerns have aecess to 

(1) Taking for granted a complete mobility of th8 eaplta\a of p .... 
duction. 

(2) Enept in particular eues takeu into aecoant In our preeediug 
diaeussion. 
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the whole trading zone in questiol), and their reciprocal position 
is the same in all the various trading points, the differences 
in price between the different markets cannot be greater 
than the transportation expenses. They may however be less, 
either because of a policy of discrimination of prices between 
the different markets, or because of greater or smaller pres
sure by the i11tramarginal competition. 

If the producers are irregularly situated, so that their 
reciprocal position is not the same in the various markets, the 
equilibrium at the individual points will be stabilized so 'that 
no producer will have an advantage in transferring his ac
tivities from one point to another, as in the case of" internal 
competition previously considered. 

The value of the equilibrium at the trading points of the 
various markets will then be a function of the marginal cost, 
internal ultramarginal cost (of the market or industry) and 
of the external ultramarginal cost, in harmony with the mar· 
ginal and ultramarginal utility. . 

Naturally, we could here eall attention more specifically 
to eases of few or many producers, and to the influence of the 
different types of policy of the producers, but it is easy for 
the reader to reason out, by analogy, the different eases and 
to qualify better the differences existing. It is well to add 
that the price may sometimes differ between one market and 
another by a quantity greater than that which would represent 
the cost of transportation (in the sense mentioned by Cournot). 
This could occur when there is a minimum quantity of goods 
to be transported necessary to reduce the transportation ex· 
penses to a minimum (in such a way as to divide among a 
greater number of units that part of the expenses mentioned, 
by Cournot, which show, even if only partially, the character 
of overhead costs). This quantity of products can be such as 
to affect in Ii sensible degree the price of the market to be 
invaded. 

We must now briefly eall attention to the conditions of 
the general equilibrium of the different c:ommodities. Here 
too. in order to have an equilibrium, the situation must be such 
that no producer has any advantage in ppesing from one in· 
dustry to another; that is, he must earn the maximum profit 
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possible, even supposing that he is able always to transfer his 
energies from one field to another. In other words, the op
portunity cost of every individual producer (as well as towards 
all the factors of production) must be sufficiently compensated. 

In the profits of the producers of same ability there may 
be differences aeeording to different eases. For example, in 
the industries that have reached a point of equilibrium because, 
although the ultramarginal cost does not tend to increase, the 
ultramarginall utility is not such as to compensate the cost, 
the profit of the producers (considered as a complex total and 
rate of profit in relation to the energies spent by the pro
ducers) might exceed that of other industries whose pro
ducers, passing to the former, would find the same or about 
the same obstacles that the ultramarginal producers would 
find; unless a decrease in the production of the second in
dustry were to cause a correlative increase in consumption in 
the first industries. 

In the industries' in which there was an equilibrium 
because the costs in the ultramarginal production were increas
ing, even if this increase in costs derived from reductions in 
the physical productivity of ultramarginal natural agents, the 
profit earned by the producers could be greater than in others 
unless.. these did not use those natural agents which trans
ferred from one field to the other would avoid the increases in 
costs. 

If indeed we were dealing with industries using in equal 
measure the natural agents responsible .for the increase jn 
cost, the possible JIl'Ofits of every individual producer in 
either one industry or the other would be equal. and the in
dustries could be considered, in a certain sense, a part of the 
same industry. 

One can imagine two industries in which anew concern 
caused the price to fall to a non-economic level, but when the 
change from one industry to another entailed a passage of the 
consumers from one field to the other so that a sensible dif- . 
ference in profits which could be obtained by one producer 
in the two fields would not be possible (always, of course, 
taking for granted that economic resources can be trans
formed in the long run and that no ultramarginal producer 
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could take the empty place in .the industry of emigration 
without being thrown out sooner or later). 

In the same way. we may take the ease of two industries 
in which the passage of productive energies from one field to 
another is not aeeompained by a proportionate emigration of 
consumers. In these two industries the profits that the same 
producer may obtain in the two fields may be different • 

. So we can imagine two industries in which a passage of 
the factors of production from one field to another does not 
cause any increase in cost in the second industry. and vice-ver
sa. two industries in which the passage of one producer from 
one point to another may provoke an increase in cost in the 
second industry (industries of commodities cultivable in dif
ferent regions; minerals of different sorts. etc.). In this lat
ter case the profits may be different in different industries in 
a situation of equilibrium. 

The difference in price can derive from a decrease in 
utility united with an increase in cost. Naturally in the world
wide markets. other things being equal, the influence of the 
decrease in utility is felt less than in the local markets. So 
for example, in the ease of producers of hay. they may be in 
equilibrium at a point in which the unit cost would not increase 
if they intensified the production. and the equilibrium could be 
found because the ultramarginal utility was markedly inferior 
to the marginal. according to our analysis. 

On the other hand. a producer producing only corn to be 
Bold on a world.wide.market could reach a position-ofequili: 
brium only when his ultramarginal cost was greater than the 
price, since he would think that this supply would not affect 
the price of demand. 

But in any ease, excluding the convenience of passing 
from one field to another. they may be in equilibrium for each 
individual production because the ultramarginal production 
is non·economic, either because of the sensible decrease in 
utility. or because of a sensible cost incruse, or for both 
reasons. 

And the equilibrium wm be stabilized for each individnal 
industry and market as a function of the marginal and ultra· 
marginal phenomena. 



CHAP. XIII. 

On the Cost of Production 

At this point we must add a few words on the concept of 
opportunity cost. . 
. First of all, we must premise! that we may imagine an 
opportunity cost in relation to the different trading points of 
a same market. In that ease, however high the price may' 
be on a market, the opportunity cost and the price must be 
identical. This concept of the cost would remind us only that 
the prices on a same market are indentical. 

Again we may imagine an opportunity cost in relation 
to the different markets. This would tell us if the prices of a 
commodity in different communicating markets are, or are 
not, In equilibrium. 

We ean further consider an opportunity cost in relation to 
the different industries. If some industries are in BUch a 
relation as we have seen. that the profits that ean be obtained 
in an industry must be equal to the profits obtainable in 
another industry by the same producer, here too the op
portunity price and coet are the same. however high the price. 
even supposing that the ieal coet is constant. 

If instead, there occur differences in profits, as we have 
seen, then the opportunity cost here shows if the various 
industries are in .equilibrium ()lI not, and also shows the re
lation between the profits and prices of the various kinds of 
industries. 

Again. we ean suppose that the COJIJIeCtions between the 
various industries are knoWllo and that in the ease of a situa
tion of general equib.'brium one wishes to find the relative 
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height of the profits, in regard to the remunerations that the 
given producers would get by. working as salaried agents. 

If we consider a situation of equilibrium we shall see 
precisely that we must refer to this cost for the external ultra
marginal production (1). 

Let us see now the problem faced by the producers who 
are in equilibrium in respect to the other industries (i. e., who 
have no interest in changing their activities). If they are in 
equilibrium with respect to the other industries, their problem 
will not be whether to change the application of their energies 
from one field to another or not, but if they should increase 
the energies applied in the productive field or not. In this 
ease their non-eompensated ultramarginal internal cost will be 
made up of an adequate compensation for the risk and a salary 
proportionate to the increased labor. This therefore is a true 
real cost. 

In fact once we know this opportunity cost we shall still be 
far from knowing the marginal cost of the various producers 
unless w.e also know at the same time the real cost of pro
duction. 

Supposing for example that the opportunity cost in a field 
A is X for the producer P because he would earn X in B if in 
this field he developed his activity as a producer; this would 
be the same as saying that in B the producer P would consider 
it convenient to develop his activity and bear the weight of 
labor up to a point where his compensation would amount to 
X; hence the cost of substitution would be based on a real cost; 
naturally the cost in B could be considered in relation to the 
profit obtainable in other industries apart from A and B, but 
any comparison should finally be in terms of a real cost. 

(1) We have said before that the obsta.lea to the transfer' of the 
produeera in the eeonomie field from certaiu iudustriea to othen, in 
given eouditions, are equal or almost equal to the obstaeles of the 
ultramargiual prod...,.,.... We really only referred to the partieuIar 
eonsideration of the deereaae in utility of the eommodity, or of certain 
inereases in eost, hut we won\d Dot he eorreet in general in eonsideriDI' 
the twa eaees as equal, heeause the opportunity eost would haft a dif
r ...... t inf1uenee in the twa eases. 
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But this is not enough. .Supposing -also that· the op
portunity cost of P in A be represented by X profit obtainable 
in B, we do not know yet at what point P will consider that his 
work and troubles in A will be compensated. Perhaps his labor 
in A will be greater because he will consider it sufficiently 
compensated, or it may be less. 

Hence, when we know that the opportunity cost of P in 
A is X, we know only that until P gets X in A he will not move 
to B, but we do not know yet the marginal cost of A in X. 

And we may also suppose that even if P gets less than X 
in A, he will not move to B if the difficulties to be surmounted 
in A (i. e., all the trouble and work) are less than in B. 

But all this does not tell us what the marginal cost of P 
is in A. 

Iii order to find out the marginal cost of P, we must see 
up to what point the expenses and trouble found in A are at 
least exactly compensated. This is a real cost. 

Let us take for example P in A who could earn X in B with 
a concern of a given size, the construction and maintenance of 
which entailed a given real cost. Beyond this point he would 
not consider himself exactly compensated either because the 
ultramarginal utility was decreasing sensibly in regard to the 
marginal or perhaps because the ultramarginal cost tends to 
increase. When P is in A we may imagine that the profit 
X would constitute the minimum profit included in his pro
duction cost. 

Even yet we will not have any idea of what is the cost of 
marginal production of P in A. Suppose for example that in 
B the troubles of the producer are more or less approximately 
constant for the various phases of production and that in B 
the marginal unit cost would be equal to the total cost divided 
by the quantity of units, and would be equal for eu.mple to 11. 
if instead, the troubles of the producer in A were increasing, 
the first fractions of unita produced could have a real cost 
M-m whilst the other fractions would have a higher cost, 11&7 
M+m, which would be the marginal cost. 

But there can' be differenoes still more notable. For 
instance. P could consider his activity beyond a certain point 
not remunerated in A because of the difficulties met with in 
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the work of organization or in the increasing cost of some 
raw commodities or in the decreasing utility of the given com
modity, and therefore the cost of his activity would be estimat
ed as Xi but if in B the difficulties met with are different, he 
may consider, that his activities, even at increasing cost, might 
be compensated beyond that point, and hence the cost of his 
activities at the marginal point might be greater than it would 
have been in Ai and the marginal cost in B might also be 
smaller than in A if notwithstanding this supposed increased 
pain of labor, it would be compensated by a more than propor
tionate productivity and P could dispose of the profit X plus 
an adequate remuneration for his additional trouble on a 
number of units sufficiently greater. And. if necessary, an 
infinite number of examples of this kind could be given. 

Furthermore, if the minimum profit, too, which is part of 
the- marginal cost in A, were equal to the minimum profit 
included in the marginal cost in B, we could not even then 
know the marginal cost unless we also know the real cost of 
P's activities in A or B. 

Consequently, the opportunity cost in itself does not give 
us the minimum profit included in the marginal cost which 
interests us in the determination of equilibrium i it only tells 
us, not without limitations, if there is, or is not, the equili
brium among the existing industries at a given moment. No 
more does it tell us, obviously, if there is equilibrium between 
effective production and latent production i in other words, 
if the production tends to increase or not. 

It is evident, in fact, that each producer generally chooses 
the field which offers him most advantages, but once .he has 
chosen that field. it is the real cost of the application of his 
energies which marks the limit beyond which he will not go, 
because his labor would not be compensated. 

In other words the opportunity east gives us a vert vague 
and uncertain concept for the determination of the minimum 
profit included in the marginal coat of production. It really 
teIIs us what the compensation is that the producer would 
receive for a stated activity of given intensity and extension, 
of which we will not know the equilibrium margin if we do not 
first know the real east; but it cannot ten us how or In what 
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measure to the entrepreneur's activity; which differs ac
cording to the diversity of the problems and difficulties to be 
met, a different remuneration is due, nor tell us the difference 
between the intensity and extension of the activity which 
in the two cases can be considered remunerated. . 

The internal ultramarginal cost, also. for each producer 
is generally a real cost; even supposing he applies his activity 
in two different ways, when the equUlbrium is reached, it 
means that the real cost which he should bear would not be 
remunerated beyond that point. 

For the external ultramarginal cost, one can apply, 
mutatis mutandis our reasonings concerning the opportunity 
cost in general; but in this case the elements furnished by the 
opportunity cost in regard to dependent work, are still more 
vague and uncertain. 

On the other hand, in any concept of real cost, a concept of 
relative cost is implied, in BUch an obviouB manner that one 
doeB not need to mention it. When for example one aska if 
·he price is BUch as to remunerate new producers appearing on 
be market, it is already obviously implied that the profits 
hould be BUch as to discourage them from other occupatione. 

But again, the point which would be marginal in a new 
oneem, when it has been proved that this new occupation 
I the most convenient, can be known only as a function of the 
eal cost, to see how far the work of the producer would find 
dequate compensation. 

It is clear too that any real cost can be calculated in a 
e1ative way, as lost leisure, limited rest, etc. But these are 
oncepts alwayB so obviouaIy implied in any concept of pain 
:oat that it is not necessary to mention. 

The conclusion, in brief, is that whether in fixing the mil'
tlnal cost of the producera or in the marginal cost of the 
ndustry, or whether in fixing the ultramargina1cost of the 
ndivldual producers, or in the ultramargina1 cost of the 
nduatry, the opportunity cost and real cost both have their 
nfluence. 

But if we 8Uppoee that each of the effective producers 
las chosen the most profitable occupation, then until the 
~diti0D8 of equilibrium change, we can reason through 
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functions of the real cost; and however we consider the cost, 
the conclusion at a point' of equilibrium is identical. The 
equilibrium is found at a limit point in which the real cost 
borne by. the producer (fatigue, expenses,) in the best applica
tion of energy that he can make, is remunerated; whereas 
beyond the point of equilibrium this real cost will not be 
remunerated, either because the costs increase or because the 
utility decreases; or because of both these phenomena, ac
cording to the analysis made. 

The equilibrium will be determined as a function of the 
marginal and ultramarginal elements. 

When the external ultramarginal cost is that which marks 
the limit of the equilibrium, this cost is non-economic because 
in the ultrainarginal production new producers would not find 
adequate compensation for their trouble. This will depend on 
ail increased cost or diminished utility, or both. Th~ equi
librium will be determined as a function of the marginal and 
ultramarginal elements, according to the preceding analysis. 



CHAP. XIV. 

International Trade 

We must now look briefly into the theory of equilibiium 
in international trade (1). 

Let us first consider the problem of collective trading of 
merchandise between one nation and another. 

The concept of opportunity cost is also helpful to us here, 
to enable us to see what oCcupation is most advantageous in 
a situation of equilibrium. Every nation will choose the ap-

(1) TIme and apaee oblige ua to limit ourselves to the moat general 
outline of the theol7 of value lu Intel'll&tional trade, and of the theol7 
of dl.tribution of _Ith. In a second volmne we abaII take up iD, 
rreater details the analyaia of these problelllL So we 1..... aside now 
...,. criticism of the classic th8Ol7 of ccmparati... coats, amODg wboee 
moat brilliant .upporters In America Is Profeaaor TaWlSig, and wbicb 
I. the basi. from whlcb the moat .ubtle and delicate anaIyaea ha ... been 
developed. 

However we mot remember that -t17 one aide of the clas
ale th8Ol7 of Comparati ... coats hu been shaken by the acute eriticiama 
of Alberto BreaIiL In a Ibm _ ("Divlsione del Lavoro e Scambi 
JnternwonaliN

, Giomale deeR Economiatl, Ma:y 1929, pp. 1l21-2M) iD 
whicb some of the profound contributiou to the tbeor:r of Pareto ... d Gra
aienI are weI1 ~led to our attention, Profeaaor Breclia demODBtratea 
With original ... d ccn'rineiDc _ts that the differenoe of _para
tI... ccoto whicb Is tand_ta1 to the classic anal:yeee, is a ccnclitioa 
neither n~ nOl' aofficieDt for the eccnomicit:y of the trade between 
nation ... d .aticm. 
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plication of energies most remunerated, that is, in which the 
profit obtained will be greater than that obtained elsewhere. 

Supposing for example that P produce A and B at a real 
cost of 2 and 4 respectively, and PI produce A and B at a cost 
of 4 and 5. 

P will produce A only if this will reduce the cost 4 for B. 
If in fact he should pay for one unit of B two of A, he could 
produce by himself both A and B. If P produced for his own 
consumption two units of A and one of B, he would now pro
duce four units of A if the income that he obtained otherwise 
with the cost 4, that is B, were increased so as to make the 
business convenient; i. e., if at a cost of 4, he obtained B+lhB. 

Thus if PI produced for his own consumption two units of 
A and one of B, he would produce instead (2+lh)B at the unit 
cost of 5 if the l+lh unit added to B, which cost him 7+lh, 
enable him to obtain, for example, two units of A which would 
cost him 8. 

The output that P could obtain by producing directly B 
and A is 2A and 1B at a cost of 8; by producing directly only 
A, P would obtain at a cost of 8, 2A and (4+lh)B. Thus, PI, 
producing directly A and B gets at a cost of 13, 2A and 1B; 
producil}g only B he gets at a cost of 12+lh, a product of 2A 
and lB." 

P therefore gets an increase in production and PI a 
decrease in cost. " 

In order to have the equilibrium of distribution of ec0-

nomic resources between the two merchandises in the two 
countries the price of each commodity (reckoned in terms of 
the other commodity received in exchange,) must be not inferi
or to a marginal cost (in which the opportunity cost may be 
reckoned in quantity of the other goods that could be produced 
with a given quantity of energy applied, etc.,) and of the ultra
marginal cost, internal and external, in harmony witli the 
marginal and u1tramarginal utility. 

But here too, if we want to know the quantities of output, 
the marginal costs and the opportunity costs themselves, we 
must refer to the real costs. We "can consider, on the other 
hand, the international trade from the point of view of the 
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individual producers who buy the trade '(1) between one 
na~ion and other. 

As in the case of internal trading, each producer will ap· • 
ply his energies in the best possible manner, in an equilibrium 
position.' . 

If instead of producing 2A and obtaining a profit of 10, 
he can with the same pain produce SB, obtaining thereby the 
equivalent of 2+IhA for example 12+% he will produce SB. 

However, as in the former eases, here too the opportunity 
cost gives us a rather vague idea of the marginal cost: either 
because we deal in -a kind of production whose technique is 
different and the difficulties to be surmounted are different, 
or because the opportunity cost itself must refer to a real cost, 
or because once the most convenient occupation has been 
chosen, it is the real cost which must stabilize the margin of 
each producer and the margin of the industry. 

Since, generally, in a regime of division of labor, the 
activity of a producer must be considered as applied in a single 
direction, whichever occupation he may choose, he will increase 
his production till he reaches a point in which the decrease in 
utility or increase in the real cost, or both, will make the 
ultramarginal (2) production uneconomic. 

Then in this ease also, the normal value or equilibrium 
price wiD be established as a function of the marginal and 

(1) On the ch .... cten of Identit¥ between the barter thet Is teken 
as the atertinc point of inliernational trade and the internal trade, _ G. 
Valenti: "Principi ell Sclenaa"ECOIlDmiea", Florence 1918, vol. n. pp. 
195 and 101. 

(II) Also .. hen a producer eIIv1d .. hIa activlt¥ IUIIOUC aeveral h .... ch ... 
havluc dlatributed hi. energi .. In a m ......... proportionate 110 the pro. 
ductivlt¥ of theM nrIoua branchee, and conaequently theM nrIoua ap
plications will be In equUibrium; at each ..... of the IndivduaJ. pointe 
of equilihrium In the different branehee, be will be found to ha .... 
continued to produce up to the point beyond which the nal eoat of hIa 
activlt¥ would IlOt be COlD_ted either by an iDe!-. In eoat or by 
• ctea.. In utiHt¥. or both. -
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ultramarginal (internal and external) cost, and of the marginal 
and ultramarginal (internal and external utility). 

The price may be at one of the points which from the 
marginal go to a point beyond which the ultramarginal pro
duction would become economic. 



CHAP. xv. 

Distribution of Wealth 

Let us now speak with the same brevity of the equilibrium 
price of labor, or capital, of land, all of which will be discussed 
more at length in another volume. 

Let ua imagine a situation of equilibrium in which the 
population la stationary, as well as the capital anel the con
ditions of technique. 

It is not necessary that there be no abstinence in order 
to maintain equilibrium. But if there is a pure spirit of 
saving on the part of some, it must be accompained by a waste 
of economized wealth by others. 

It is an artificial compensation, but less so than a system 
in which the spirit of thrift is, by hypothesis, nil (1). The 
ultramarginal production of new capitals should not be ec0-

nomical. 

(1) In _ maaterplece "Eftettl delle variulonl del potere d'aequiato 
dell'oro" (.hleh Is _ report to the lAape at Nati_ .... d is puhlished 
III the "Glomale deaD Economiati·, 1981, February). Prot. Giorgio M ...... 
tara ahowe bow _-riDP may he independent from ita pri .... 

011 the theol7 at -viDe the reader will filld _eute theoretiea1 remarb 
III reeent dleeull8iOll& b, Ita1I .... _iota 011 the opportunity at tuIq 
_vinas. b, Elnaudl with hi. eme1lent WOI'II: "COIltributo alla rioarea 
dell'ottlma Im~· ID AImaIi dI EOOIIOIIIia, 1929, by Loria, Rieei, FubinI, 
FuianI, etc. For complete literature 011 the aubjeet, _ Eluaudl, loe. cit., 
and _t ,..... .IM at Ritorma SoeIaIe, Giuruale deeD Eeonomiati and 
Rl'rista dI pelItiea ...... omieL See &leo writiDc at Fumo, Flora, Gra
aI .... 1. Grialottl and othenl. 

Altilio ... B .. poli - r"-Y ., E ..... wtio Eqonl;m- 11 
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The supply of labor, other things being equal, is a function 
of the height of the incomes. 

Indeed it would seem that one could not study theoretically 
an economic level of equilibrium beyond which an increase in 
population would not occur. That is, until we do not isolate 
the tendency whose influence we want to know. 

But If we suppose all the other conditions fixed we can 
imagine an equilibrium of the population when the different 
remunerations are sufficient for the procreation and main
tenance of a constant number of individuals which would 
always keep the population at the same level. 

Suppose now, in a situation of this kind, a general increase 
in incomes. If this is aeeompained by a proportionate increase 
in wants,' it will not produce any increase or decrease in 
population. 

The same thing occurs if a general decrease in remuner
ation is aeeompained at the same time by a reduction in the 
standard of living, which obviously only means that the 
population would be stationary, whilst the economic equili. 
brium would be different. 

If instead we consider the knowledge, tastes and psychol
lOgy of the population as fixed, we will find that if in a given 
IPositioI\ of equilibrium the various remunerations increase, 
Ithe popUlation will tend to increase. 

It happens however that the continually increasing· 
knowledge gives the individuals an ever greater possibility of, 
reacting to the burdens imposed by nature; that with the 
increase of remunerations, the needs of individuals (among 
which are to be included the increasing needs of a more com
plete education for the new generations, often increase in a 
measure more than proportionate, whilst the old morals of the 
individual and of the nations always go down the high seale 
that the economic progreSS climbs. . 

From this we derive the fact that, given a position of 
equilibrium, which implies a stationary population, even ex
cluding the results of an increased or decreased remuneration, 
an increase in the degree of education of the individuals, or 
part of them, or a modification of opinion about what is moral 
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or not, or any increase in wants, etc., might cause a decrease ill I 
population. ' 

This would not necessarily imply a continuous decrease. 
There might be a position of equilibrium at a different point. 

For the same reasons, obviously, one might pass from a 
progressive population to a stationary or regressive one. 

At the other extreme of the case of stationary population, 
one might pass to progressive population, supposing that 
the old morals take a stronger hold than before on the con
science of the individual. But if we take for granted an 
unchanged level of morality, an unchanged education, and an 
unchanged standard of living, we can then imagine that a 
certain level of income of the population is the necessary and 
sufficient condition to maintain the population at the same 
level. 

Given, then, a position of equilibrium, what would be the 
law of intereat, wagea and rent? The ana1ysis is important 
because it givea an idea of the real law of distribution. 

We must first examine the equilibrium of the existing 
economic reaources, and then the equilibrium between existing 
resources and ultramargina1 resources. 

We assume a concept of value productivity; this is the 
reault of two different forces, physical productivity and curve 
of utility of the commodity. When from the marginal to the 
ultramarginal points the utility of" the commodity remains 
practica1ly unchanged, the physical productivity and value 
productivity are not terms in opposition. When also in the 
ultramarginal point, the ultramarginal utility of the com
modity produced is markedly less than the marginal, then it 
is the value productivity which is of importance in determining 
the phenomenon, and the consjderation of the physical pro
ductivity only, would mean that only one side of the problem 
was being considered. 

Let us now see how the producer will consider the pro
ductivity of the individual factors. If he considers the price of 
labor and of his work as fixed, as well as the price paid for the 
rent, he will consider the productivity of capital a function of 
the margin which exists between the fixed expenses mentioned 
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and the value obtained by combining all the economic energies 
mentioned, including capital. ' 

The same in the case where the producer consider all 
other expenses, except the wages, as fixed. 

But to say how all these various remunerations must be 
stabilized, is a different problem. 

In fact, the productivity of the various resources could not 
be ascertained for each productive combination until we have 
first fixed the remuneration of all but one of these resources. 
What we do know is that a combination of capital, land, labor, 
managing energy, in an economic mechanism, produce a 
certain product having a certain value. 

On the other hand, it is certain that the various factors 
of production, labor, land, capital at the margin (the marginal 
dose may be one of the successive curves of the concern, or a 
smaller dose if one wishes to consider a brief extension of 
increasing costs without any new enlargement at the terminal 
point of a curve, Or a complete new concern, as the ease may 
be) are not remunerated by the producer with acomprehensive 
amount greater than he can dispose of after deducting an 
exact compensation for his organizing and executive labor. 

This is the maximum that the individual factors of pro
duction can receive as compensation. 

The minitnum limit is represented by an ultramarginal, 
productivity of SUbstitution. In fact, there cannot be any' 
equilibrium if the price of the factors of production is such as 
to cause a demand by ultramarginal producers who at that 
cost would f'md it convenient to produce; or if they are such 
that existing producers find it convenient to attempt to take 
these economic resources away from other producers because 
at that cost'this ultramarginal production would be economic. 

When we say that the highest average of wages, interest 
and rent of natural, agents is stabilized as a function of the 
marginal and ultramarginal productivity of substitution, we 
only know this in respect of the comprehensive level ot these 
earnings. But we already know that there is • maximum and 
a minimum level ot the prices of factors ot production. 

, The difference between marginal and ultramarginal pro
ductivity of substitution varies according to cases, but it always 
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exists. We know, in fact, that the marginal productivity of 
the factors of production must compensate the producer for his 

-expenses and labor; we know then that the individual ultra
marginal production for him is non-economic. And this dif
ference in productivity (in value) must be noticeable, other
wise it would be overlooked by the producer. There is there
fore a noticeable difference between marginal productivity and 
ultramarginal productivity of substitution. As functions of 
these two different terms, the returns for capital, labor and 
land can vary. 

The differential rent from all the natural resources is also 
a function of the productivity of ultramarginal production of 
substitution. Let us suppose, in fact, that the rents of land of 
any quality are fixed; let us say that the Ricardian rent for 
every land isa function of the decreasing productivity of 
the different doses of capital and labor applied, up to the most 
costly and yet economic one of these parts. 

But this productivity of land itself is a function of the dif
ferent ability of the producers. Because for an equilibrium to 
exist, none of the existing land owners must find it advanta
geous to offer a higher price than that paid by others in order 
to increase their concern. In other terma, the rent paid by 
even the least efficient must not be so low as to make economic 
the ultramarginal production of the more efficient producers. 

But supposing that there be an equilibrium between all 
existing producers, the differential rents paid have a maximum 
limit in the efficiency of the·various producers operating the 
lands, and a minimum limit which is at a point above the 
point where the actions of potential or ultramarginal pro
ducers would become economic, because at that point they 
would find it convenient. to bid for lands at a price slightly 
higher than the current price. 

It must be recognized that the competition for the lands 
is very often limited to people living in the proximity of those 
lands: among those limita the ultramarginal producers have an 
influence on the determination of the equilibrium, theoretically 
in ac:c:ordance to their ability, practically ac:c:ording to their 
technical education, available capitals, etc:.. joined to their 
natural ability. 
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We know then that rents, wages and interests are func
tions of their marginal and ultramarginal productivity of 
substitution. 

We have also said that the individual productivity of labor, 
'capital and land cannot be discovered in an individual pro
ductive combination. 

But this does not mean that on the. whole the various 
remunerations of land, capital and labor are not remunerated 
in proportion to their specific productivity. 

Because the general demand of all who use capital, labor 
and land causes a tendency to remunerate the various factors 
of production in proportion to their specific productivity. 
And since that remuneration on the other hand, cannot be 
ireater than the marginal productivity, we may assume thai; 
the various factors of production are remunerated in function 
with tl1eir specific marginal productivity. Though we can 
correctly suppose, in all the productive fields, not only one 
ultramarginal concern but a class of them, the dj#erences in 
value productivity among them being unappreciable, 'it does 
not mean that the marginal productivity of capital and labor 
and land, in a given field, will be at the same time the produc
tivity at the margin of all producers. It may be that the 
marlPD: of given producers belonging to the same industry 
or to different industries might be the same, but it may also 
not happen, and it generally does not happen. 

This however would always happen if the producers could 
increase or decrease the size of their concern by infinitesimal 
quantities. But this is not possible. 

We have seen how, in general, the output can be increased 
, by quantities represented by one or more successive curves of 
production. That is the reason why all margins are not the 
same, and the marginal productivity of capital, labor and land 
in a concern (or concerns) working under the worst possible 
conditions among all the existing concerns can be different 
from the marginal productivity of the factors of production in 
the other concerns. So that even when the individual pro
ducers compensate the factors of production on the basis of 
their margiBal productivity (the lowest productivity in the 
whole field in which there is competition), they might pay a 
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price less than proportionate to the marginal productivity of 
the above-mentioned factors in their concern. 

For what concerns each existing producer, it is necessary 
that the compensstions for land, labor and capital be not 
such as to make the internal ultramarginal production econom
ical. Which means that the producer can be. in equilibrium 
by paying to land, labor and capital somewhat less than their 
marginal productivity, provi~ed however that the prices are 
not such as to make their ultramarginal production economical. 

It cannot be postulated, that the marginsl producer must 
alW&¥S remunerate the factors of production, as a whole, ac
cording to their marginal productivity. This remuneration, in 
fact, is only the highest that he might be willing to grant. 

For him, as well as for all other producers, the ultramar
ginal productivity (in value) of the factors of production, is 
less than the marginal, otherwise the ultramarginal production 
would be economical. And the difference of productivity in 
the ultramarginal productive combination of substitution 
(which may also derive, as we have said, from the increase in 
cost of the labor of administration making non-economic the 
use of the other factors of production) and in the marginal 
productive combination milst be noticeable otherwise it would 
not be taken into account. 

If then the marginal producer pays for the various factors 
of production, a remuneration less than their marginal pro
ductivity, provided the ultramarginal production is not yet 
convenient, the equilibrium remains. 

The reader has already understood the nature of what 
we call the uitramarginal productivity of substitution. 

It Is a production ultramarginal for some elements which 
are potential (for instqee, a new producer. or any increase in 
activity of an actual producer, etc.), but at the same time it 
takes into account the possible subtraction of a quantity of 
given economic resources (1), of which we want to know the 
equilibrium to the actual producer. 

(1) A part ot tile abow cIieousIoD .aid be applied 110 tile probleJa 
ot ..tue. 
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Obviously, we must consider generally an amount of the 
given economic resource sufficient to give life, with the other 
available resources, to a new firm, or to allow an increase 
in size in a way that the relative economic dimension is 
reached, 

Provided that the equilibrium is not such as to render 
economic the ultramarginal productivity of substitution (and 
though we arEl not giving here a complete theory of distri
bution but only a general outline) we must speak of the ultra
marginal production also in which new economic resources 
should be used. 

The productivity of ultramarginal resources, that is, 
capital to be created or land not yet economical for cultivation 
(1) or increase in labor of the actual population, or increase 
in the long run of population must be inferior to the marginal, 
in a position of equilibrium, otherwise the ultramarginal pro
duction would be economical. The difference must be ap
preciable. 

So if the prices of actual economic resources are below 
their marginal productivity but not low enough to render the 
productivity (in value) of ultramarginal resources convenient, 
we shall have a position of equihorium. 

The equilibrium price, then, of capital, labor, land, is a 
function 'of their marginal and ultramarginal productivity. 

(1) So, obviously, for mines, hydro-eleetri. and water power, etc. 
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From two eminent Economists' reviews of the author's "'rooria 
dell'incidenza delle imposte"" (to be translated into English 
in a revised and enlarged edition). 

ACHILLE LORIA lays: this work "throws not a little light on the moat 
vexed queation of Puhlic Finance, to whic:h several innovations 
Introduced by the author, especial1y his theory of oblique shifting, 
which Is undeniably true, wil1 prove usefuL It often happens that 
a producer of a certain merchandise doea not reimburse himself for 
a tu: on a given merchandise by railing the price of this commodity 
but of another; or that the consumer of a taxed commodity does not 
reduce the demand, for thil but for another. In these ........ arise 
phenomena of oblique .hifting whic:h the author analyaea with great 
penetration and .keenneas". (Echi e Commenti, December 6, 1926, 
Rome). 

CAMILLO SUPINO Bays: ''L'ouvrage du Doctour Da Empoli eat de 
caractllre purement th60rique at d'une th60rie parmi les plua 
abltraites et lea plus ahatruBes. Cat ouvrage d6montra que I'autelll" 
est un jeune homme exceptionnei, d'un esprit puissant at ayant des 
aptitudes des plul bril1antes aWl: recherches economiques lee plus 
difilclles. II est poeelble comme on Ie Bait qu'un imp6t appliqu6 
l la production d'une ric:heese ou d'un aervice eoit pay6 finalement 
par Ie COUIommateur ou que, vice _ an lmp6t grevant \a con
_ation d'une ric:heese au d'un service reate l \a charge du pro
ducteur; on Bait aueal que eur \a poeelbilit6 oa l'impoaaibilit6 de 
tranaf6rer \a contribution, ane th60rie complexe at subtile a pm 
naieeanee qui embraase toua lea ph6nomoes conaid6r6a par lea 6CQ. 
nomiltes. Or, l'autelll" partant de \a conviction que beaueoap d'ef. 
fete des, lmp6te lelll" oat 6c:happ6, entend, par IOn oavrage, com
pl6ter l'expoo6 en r6examinant Ie lujet, Ie d6veloppant lOua des 
upeete nou.......,. at originaWl: at arrivant lOavant l des eoneluaioua 
qui repr6eentent d'importentee co_itee POIll" \a ScIence. Son oeuvre 
a6r1euae, pa6r6a at de crande va\ear IIIll'B _eiWe awe DDS 

crande f .... ar par "'ua I. 6rudite". (Sclentia. Intern.t. Bev. of 
ScIent. Synthesla. 1m • lIllan). 
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PREFACE 

The remedial potentialitiel of Co-operation lin itl v..riOUI forms) al 
reglml. the present Eoonomio Deprelsion form the main thesis of this 
lihtle book. n Gan be abown that an important oorreotive of tbe existing 
maledjuatments of produotion and demand ia tbe development and proper 
oo'OIdinatlon of Produoers' and Oonsumers' oo-operation. But oo-operation 
has other forma. and worka on other plenea hesides the uational one. 
Beaides the field of oo-operation between individuals tbere is the region of 
International Oo-operation n ia through International Co-operation 
alonl that we oan hopefuUy attempt to remove maul' other maladjustments 
whioh are Important oontributory faotors of the preaent depression. On 
thi. aide there i. a wide range of problema aud polioiea to disouss. There 
are for 8umplea problema of international management of ourrenoy and of 
the oo-operation of Central Banks. Not leas important are the topioe of 
eoonomio disarmament, of oommeroial reoiprooity and of international 
induellrial agreements. Above all oomea the queation-how far oan 00-
operation help to prevent Oapitalism from orumbliug aud dieaolviug ? It i8 
propoaed to present in theae pagea brief foOOOunta and analy ... of th ... 
problema loUd poteutialitiea. 

No apology ia required at the preaeut day from a teaoher of Eoonomioe 
for aeleotinll as the 8ubjeot of hie first oontribution to the atudiea of bis 
new university tbe eubjeot of th. World Eoonomio Orieaa. For obvioue1y 
anyone who .ttempt, to offer something lik •• olear prea8ntation 01 the 
Gau.u and remediu aepeata of the present unpreoedented depreaaion, and to 
loUuyae and apprai.. the numerous sugg8lltiou. loUd tboori811 advaueed 
abou' i .. ie renderinll a publio aervi08. ODly by a great oo·operative effort 
on 'b. world ~. oan tbis d.preeaion he overaome; .. nd tbe lirat pbue of 
IUob oo-operation must he the _tion of olarity of thought upon the 
eubjeo.. W. in Indi .. bave beeu doing our .. hit" in this direotion; thue, 
in ,h. year 1980 i' .... th. IndiloU Delegation whioh had the privilege of 
moving 'be Beeolution before the A_bly of the League of N.tiODl whioh 
led to 'he authoritative inquiry into the ooursa loUd ph_ of th., Depree
aion by Prof. Ohlin. r-t year, too. the IndiloU Delegation intended to 
propoae an .tension of th .. , inquiry and only th. inezorable nOO8ll8mea of 
fi_ led to • temporary postponement of lb., id ..... 

But it is 00* only lb. League wblob abonld proaeouta inquiriea into 
lbat great and tJI.ongrossiug .nhj~ of whiob the iaaue __ pIaIDl., to he 
whelber ,he world i8 to _tinue ita 8DOD0IDio mateuoe under lbe preaeu' 
lyatem of oapitaliatio produoUOD or Ie going to transfer ita ulesienoe to 
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some varie~y of OomlDJlnism. Nex~ ~o ~he League-if indeed nex~ ~ iii-
the Universities Seem to be the best ins~i~utions for disoussing the subject. 
It is oertainly wor~h suggesting that if the most cliatingWshed holders of 
Eoonomio ohairs in different oonntries oamed on propaganda for oreating 
the right publio at~ituae ~owaraa ~he subjeot, and disousaed ~he remedial 
aspects thoroughly among ~hemeelves, an immense amount of good oan be 
done. Those of us however who do not oommand that in~ernational 
sta~us, can still make a useful oon~rihution hy helping in ~he popular discus
sion of ~he subjeot and in provoking thought. Suoh a review of the main 
opinions and proposals edvanoed on the lu\jject is being offered here as a 
starting point for diacuseion; for in view of the growing literature on the 
suhject even suoh a coup d' oeil might neit be without some use. Referen
oes have been given in the footnotes in order to induoe and enable tbe 
reader ~ examine· the ground for himself. 

I wish to express my appreciation of the valuable assistanoe given by 
my ooUeague Mr. M. Venkatarangaiya in seeing tbeBe pag68 ~brougb tbe 
press. 

J. O. OoYAJBB. 
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THE WORLD ECONOMIC 
DEPRESSION 

CHAPTER I 

A CONSIDERATION OF THE CAUSES OF THE DEPRESSION 

The poiDt of view developed iD the preseDt study of the 
DepressioD is that of the cODviDced believer iD the great poteDtiali
nel of Oo-operatioD. The ceDtral IiDe of reasoDiDg is that, while 
Co-operatioD was always Decessary to the world, its development is 
DOW most vital aDd esseDtial, iD view of, aDd iD step with the pro
cess of iDtegratioD IUld solidarity of world ecoDomic iDterests. Alike 
iD the field of DatioDal aDd of iDterDatioDal ecoDomics the method of 
Oo-operatioD must be developed if we are to avoid debates like the 
preseDt ODe or, iDdeed to save oapitalistio sooiety itself. How oIose 
the solidarity of interDational ecoDomio relatioDs has become IUld 
how rapidly it has developed, caD be judged from' the uDiversal 
character of the preseDt depressioD-as coDtrasted with eveo the 
worst of its predecessors. While ODe importaDt aDd basic fact is that 
techDioal prograM iu its largest acceptatioo has goDe ahead by 
leaps aod bouods, the other esseutial factor is that 118 yet there is 
00 regulator of this great dynamio movemeot-either 00 the side of 
production, or oousumptibO ; of distributioo or uohlUlge. Heoce the 
breakdown (If our world ecooomy io all these aspects aimultaoeously. 
The maio instrumeotality for the adjustmeDt of productio~ to 000-

lIumptioo, as well as for the adjustmeot of the supply of the medium 
of uohlUlge to the demaod for it is, it is submitted, Oo-operatioo; 
that is we must have oo-operatioo as betweeo producers aod 000-

lIumers, amoogst baokers aod curreooy authoritiee aod betwll8ll 
1It;ates as regards commercial policy. n is in the abseoce of the 
developmeot of this maio adjustiDg aod regulating factor thU then 
bave appeared so mao,. aod such serioDs ecooomic maiadjOlltmeota. 
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It is remarkable that amongst llie various, excellent studies 
of the present depression which have appeared no compre
hensive account of the remedial potentialities of Co-operation 
has been developed. .In most of these studie"s of the World Crisis 
formal lists are given of the causes of the Depression as well as of 
the remedies. It has been forgotten that what was wanted besides 
the adoption of these quite nsefulliste of the remedial soggestions 
was the introduction of a new spirit and mentality in which the 
great economic problem of the world is to he approached. For 
Co-operation alone can fulfil the two-fold function-that of securing 
joint and common action (which is indeed very necessary) aDd also 
of supplying the great psychological stimulus which is the most 
necessary thing to combat the depression. Trlle, we want a planned 
economy for the fllture, but not any sort of planned economy. Right 
before us lies the immediate problem to . be solved but, behind it 
there is not only a conflict of methods but a coufiict of ideals as 
well. It is when we take the point of view which Co-operation hu 
established that we are able to distinguish betweell palliatives and 
local remedies, on the one hand, and real remedies of the general 
Ilconomic system 011 the other. 

It is a narrow view of the principle of Co-operation which is 
content to assume that its range is limited by the activitiel of 
prodncers' and cOllsumers' Co-operation or ~vell by the inter-trading 
implied in the existence of these two aspects of the general principle. 
The function and potentialities of the :Co-operative principle are ill> 
deed far wider. As has been well put by a writer on the. snbject 
"the ultimate aims of Co-operation are concerned as mnch with 
Social Economy as with commerce. It seeks to expaDd till it hu 
transformed the whole of society to its own ideal economical and 
ethicaJ form. In this social character the movement 0811 admit 110 

irreparable division in the interests of mankind nor any economio 
problem which co-operative principles and co-operative techniqne 
cannot SOIVe."l It might have been added that Co-operation is at 
least as permeating a phenomenon as competition-the former re-

" 
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preseDtiDg the oomplemeDtary- aspects of produotive factors aDd 
persons, while the latter emphasises their relations as rivals. It is 
a mistake to oonsider competitioll as either the more important or 
permeating prinoiple. A study of the evolutionary aspeot of Insti
tutioDal Eoonomios would show that the rise aDd working of co
operative and competitive institutions have formed importaDt and 
alternating aspects of Economio History. The last century or two 
have marked the high water-mark of competitioD. But we are now 
witnessiDg the harm dODe by an exoess of that factor of Economic 
progres&. We are at preseDt being often reminded, for instaDoe, 
that Natural SoieDce has done her share for man and that now it is 
for the Eoonomio SoieDce to guide the national economy properly. 
Suob statements only mean tha~ the guidaDoe of produotion by un
coDtrolled oompetitive influences has upset the ecoDomic equili
brium, and that it is time now to invoke Oo-operation to improve 
matters and eo to adiust Produotion and Distribution as to give DB 

somethiDg like Maximum Satisfaction. 
The priDciples and practice of Oo-operation are indeed capable 

of immeuse devalopmeDt. The oo-operative movement has, it is 
well kDown lerved as a elabilising factor in the great economio 
wublel whiob have overtaken 80 many countries of the Continent. 

• The eystem can impart an elasticity to national production and 
- distribution whiob alone cen do muoh in adiusting methoda to great 

obaDgea 011 the aide of demand aDd eupply. For an actual' record 
and witll8l!s of the potentialities on this aide, a reference might be 
made to the publication of the Oarnegie endowmen' on the work of 
the Oo-operative movement in Jugo-slavi., Roumauia and North 
Italy. We learn there how Co-operation has been the only 
instrumentality whiob has beea able to deal with marked lU_ 
agains' IUob formidable factors as the breakdown of distributive 
systems, the upsetting of inter-national trade, rapid ud fmada
meatal obugea in the institution of landed property and the spread 
of revolutionary ud communistic ideas.' 

~ or. D. Oath" ti 'l'he OoooperMlft __ , u. J ............. Be 'n ...... 
Ilonb I..,. """"- OIl" after th. w""." 
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Economic theories are obviously best tried and tested uuder 
the pressure of inexorable circumstances and hard facts. Thus the 
small States of Europe which are hard pressed by the Depression 
and which must watch the shadow of Bolshevism stealing nearer 
to them, have been forced to realise the strong snpporj; which the 
adoption of cei-operative principles and practice affords to our 
present syst~m of economy. The history of the last decade has 
ehown that we must not lean too much on the competitive principle. 
The same decade has taught mankind that Communism too has its 
great deficiencies. Had Karl Marx been alive to-day he would 
have rejoiced at the weakness shown by the capitalistic system: 
but he would have been no less disappointed at the shortcomings 
of the great Bolshevist experiment. What. mankind requires is a 
synthesis gh7ing us the best of the two antagonistic systems. We 
'll'ant neither the thesis nor the antithesis. We desire the syn
thesis, which is to be found in Co-operation. 

So far we have spoken of co-operation in the ordiDary sense. 
But co-operation has before it another and a larger aspect and " 
bigger field of application. It is obvious that most of our present 
troubles are, due to the unchecked development and pashing of 
" national" policies, and we can remedy them only by an adoption 
of International co-operation. Eminent economists have been 
studying the possibilities of co-operation, and, iDdeed, a: literature is 
growing up on the topic of International Co-operation On the 
economic side before our eyes. Take a valuable work like Prof. 
Patterson's On "the World's Economic Dilemma." It deals mainly 
with "the series of economic infiuences that make for strain iD 
the modern world" and "the reasons why there is so strong a: 
tendency for them to· act on national lines." The remedies: 
prescribed by Prof. Patterson consist of international co-operation 
between states, of which the League of Nations is the symbol, as 
well as between bankers and business men. 

As a result of the emphasis being placed on .Int~rnational 
Co-operation we have a broadening of Economic Science and Art ud 
Dew developments in Normative Economics as welL We are freely 
discussiDg "World Economics "-DOt however iD the spirit of the old 
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" Oosmopolitan· or oompetitive Jloonomics.· Under that system the 
weakest was left to go to the wall without any oompunction; but we 
now find that the economio troubles of any nation inevitably- react on 
the rest. So also there is a tendency to be oritical of the doctrines of the 
National Sohool of Economics founded by List and his followers. In 
fact both on the politioal and on the economio side, the shortcomings 
of the national method of approach are olear. The point of view of 
International Oo-operation is being developed as regards the control 
and utilization of raw materials, in the matter of foreign investment 
and loans as well as on topios like tariffs and oartels. Even a oritio 
of the idea of World Economics shows ita in1l.uence. Thus an 
eminent oritio of that notion observes: "World prosperity seems 
more attainable if Bought through the prosperity of ita parts~nations, 
empires or oontinenta~pro"erly /lO-oraillated ill narmoniow co-opera
timt, rather than by viewing the world prosperity as an antithesis to 
national prosperity." But it is soarcely just to emphasise the idea of 
suob an antithesis~exoept perhaps as a oaution for the future. Mean
whUe we are well contant with the idea of a II harmonious oo-operation 
between nations i n and many of the best works of ilie day on Economio 
soienoe exponnd the methods and ways of snob harmon ions co-opera
tion. Take for instanoe a monumental work like Keynes' II Treatise 
on Money," and compare it wiili the leading works on cnrrency 
whiob were published before ilie War. When thus oompared one of 
the most important featuree of the work is the Intarnational point of 
view-especially in the obapters dealing with a International 
management of money" and .. the International Gold Standard." 
Tu.e np another important work like Prof. Donaldeons' on • Inter
national Economio Relations." That is avowedly a .. treatise on 
World Economy, II so is Elemer Rantos' work on the II Economic 
Mondia1s. • Prof. Patterson's excellent work has already been 
referred to. We thus find the economio eoien08 of the day laying 
inonasing emphasis on the world point of view, and as .. corollary 
its precepts are being baaed on the idea of International <Jo.oper
ation on a aoa1. and in a way unknown to ths eoonomiats of pre
War days. 

It is proposed to diaou88 the problem of the DeprB88ion both in 
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its eausal and its remedial aspects, bnt in either case, in the interests 
of exposition, the problem has to be broken up into its various 
constituent elements. Trlle, the factors of the problem are closely 
inter-related and it is difficult to unravel their separate eHects. 
Nevertheless that difficulty pervades the whole sphere of economics, 
and the economist is always attempting the hard task of what Prof. 
Carver calls "Ilnscrambling eggs" with tolerable success, though of 
course the isolation of economic factors can never be quite complete. 
In. any case, long period tendencies like that of relative overproduc
tion which made their appearance some decades ago will have to be 
separated from more recent phenomena like those of abnormally 
higher rates of interest or maldistribution of gold. Monetary and 
banking causes too are in many respects autonomous, though they 
need not be given the unique and dominant position that 
sometimes has been assigned to them. Above all in any study 
of the subject, we have to take particular account of the trlle 
time perspective so far as possible and without losing sight of cou
venience and facility of treatment. With this object, iD our study of 
the causal factors we may divide them into four main groupe-. the 
first dealing ,with maladjustment of productiou and of deIDlllld; the 
second consisting of difficulties on the mouetary and bankiDg sida. 
Finally, we shall take up the questioD of tariff barriers and the pro
blem of reparations. When, however, we approach the remedial pro
gramme, the order will be somewbat different, since their urgeDCY of 
the measures required is an important consideration. 

In the light of the antecedents and the course of the pre
sent great depressioD, the former" monistic" theories of the busin8811 
cycle have little chance of surviving. H any formula of this type 
-emphasising some single eause-had any chance of suceees it w .. 
that formulated by Mr. Keynes which attributed credit cycles to the 
failure of Savings and Investment to keep step; for that formula 
ean through its implieations rope iD quite a number of factora. 
Nevertheless, even so, it cannot cover the whole range of factors 
which have led up to the great Depression. Aod when using IUch 
formula!, we have to give their due to quite a large number of mal. 
adjuetments in this connection, while at the Bame time the real im-
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portanoe of the implied factorS is unduly minimised by their being 
ultimately brought in as it were through the back door. Economiste 
oannot but agree that whether we are suffering from the .. long 
wave" or are in the throee of a Juglar oycle or the .. forty-month 
oyole " or ara af:flioted by all three simultaneously, we must take full 
aooount of powerflll contributory factors like high tariffs, reparations 
and ollrrenoy policy. 

This reminds U8 of Wagemann's remark that II most of the 
theories (of the bllsiness-oyole) maintained in these days are of a 
oompound character, especially 118 many of them wander off into 
other strata of the eoonomio system in search of the oauses of the 
causel themselves" (ECOIIOIIIic Rhythm, p. 258). A similar view is 
ezpresBed by W. O. Mitchell in his great work on II Business Oycles," 
to the effeot that II many writera also show how the changes pro
duoed by their chosen oauses affeot other processea, and in 80 doing, 
they are likely to :lind use for the work of men whose distriblltion 
of emphasil differa from their own." (p. 12). The fact is that 
EoonomiOl is gradllally beooming fully conscious of the real com
plexity and close inter-relations of economio phenomena. To tske 
but. Bingle example-the Qllantity theory, as recently formulated, 
*"es aooount of • very large number of factora which were quite 
negleoted in the earlier formulationL The same tendency towards 
• greater realieation of the inter-relation of the relevan' faotora il 
manifest in most other developments of theory and in this way, not 
only in the theory of the business-oycle but in other portions of 
eoonomiOl. 

At the very threshcild 0' our eubject, we are in the region! of 
volcanic oontroveray. On the one aide, are eminent authorities like 
llr. Snyder, Sir H. Strakoeoh and Mr. Hawtrey who have thrown 
their weight on the aide of dominanoe of monetary causation. The 
main oontentioo 00 this aide (00 the ground of eertain atetiatina 
of llr. Snyder and Mr. Kitchin) is th. world production baa 
bean growing. the ~. of abou' 8 per eent per lIDDum 'or a long 
tim. in the past, and :va' the crisis haa declared itself during the ~ 
quinquenoium ooly. Aoother poiot which haa beau made is th. even 
those artiolee of which the produotiOlt hIB Dot iDoreueci marbdlJ 
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have also fallen in price.1 Without entering the controversy at great 
length, it might be pointed out that this argument does not suffice 
to dispose of the maladjustment ou the side of production, for we 
must have regard to the cumulative growth of surplu8 capacity, of 
which the volume was exaggerated by growing rationalisation on a 
purely national scale; nor should the important changes on demand 
side be lost sight of in studying the maladjustment. As long 1108 

consumers' demand naturally grew in proportion to the increasing 
production or could be kept up to the mark by methods like instal
ment selling, prices could not fall; but once the demand flagged, all 
articles of production were involved in the general fall of prices. It 
might also be' pointed out that the development of the theory of 
long-wave movement points to "differential rates of increase of 
technical progress" as the maiu cause of depression. We shall 
therefore be justified in giving their due weight to both factors-the 
growth of production and the monetary influences-in our account. 
In 110 word the productive situation was too dynamic to allow any time 
for adjustment either between the rapidly growing volnme of produc
tion and demand, or to the equally necessary adjnstment:and 
co-ordinati?1t. between different branches of production. There is 
much in the view propounded by M. Schuller the great Austrian 
Economist: " Any artificial manipulation of currency values may . 
create or aggravate an economic depression; but all these difficulties 
were in existence before the question of distribution of gold ever 
arose." 

There can be no doubt of the high value of the contribntion. 
of Sir H. Strakosch on the subject and of his attempts to show a 
sort of correlation between the distribution of gold and the phases 
of the Depression. Nor can any student of economics fail to be 
instructed by the attempts of Mr. Hawtrey to represent the trade 
cycle as 110 purely monetary phenomenon in his very interesting 
work on " Trade Depression and the Way Out. " Nevertheless there 
are serious gaps in 110 line of reasoning which ignorea the disequili
brium on the sides of production and demand, or the steady inorease 

t 01. S.leot.od Do.um ..... mbmitted to &he Gold D.l.gation, p. !II; U Amerioaa 
Eco .. omi. Reriew," Suppl.me ..... 11181, p. 171. 
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of stooka or the piling up of in-dustrial and agricultural equipment. 
Nor can defiation acoount for the Depression adequately especially 
in view of the faot of the oonsiderable credit expansion in various 
oountries within the last three or four years.1 

MALADJUSTMENTS OF PRODUOTION AND DEMAND 

Thus it aeems desirable to begin our study of the causal 
factors by first mentioning maladjustments on the produotion side. 
Here the conditions have been 80 rapid, and so great have been the 
revolution8 of produotion both on the agrioultural and manufactur
ing aides, that by themselves they might have endangered the 
eoonomio equilibrium. Those who are tempted to over-emphasise 
the monetary factors, profess soeptioism reg~rding the undue 
growth of produotion in the oase of a great number of oommodities . 

. 'But one i8 on firmer ground when one regards the oonstant 
.mprovement of teohnique and inorease of area oropped on the 
agrioultural side and the steady growth of mass produotion and 
better methods on the mannfacturing side. We have been having, 
in fact, a seriel of industrial and ~cultural revolutions an com
prised in oourse of a single generation, and in the race between 
population and produotioa the latter hB8 beea. wiaaiag decidedly, 
thuILa to the coatinuous progresa of scieace, iaveatioa aad methoda 
of tranaportatioa. Ia the case of lome countries, as Prof. Seligmaa 
put it reoeatty II iastead of populatioa presaing upoa food aapply, 
food aupply ia presaiag upoa populatioa." The growth of the 1HW 
eapit4 wealth ia the world is an uadoubted fact and it is tIlia whioh 
gives riae to tile paiaful Coatrast ao ofte.a drawa between increB8-
lag wealth and uapracede.atad depresaioa; but obviously noh pt!IF 

eapita growtll of werJtIl implies rapidly growing prodnction. It 
might be remembered tIlat 110 muoh smaller measure of iadustrial 
progresa made iw ooatribntioa to tile great depresaioa of tile 
eighties of tile last _wry. Fiaally, it is Ws --..do growtll 
of productioo and evea more of productive capacity tl1at inspires 
viaiooa of future like tIlat of Mr. Keynes ooataiaed in hia _tty 

~ Pw \he Beoon .. 1Il __ dum II,. Sir B. ~ OD \he Oriaia, ..... lor 
__ to OD it, _ -Boon""""," flail J ... .....,..l9lIL 
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published collection of essays in which he foretells an unprecedented 
rise of the standard of living in the fairly near future. He calls 
the present unemployment" technologica.l unemployment" and adds 
that" ill quite a few years-in our own life time I mean-we may 
be able to perform all the operations of agriculture, mining and 
manufacture with a quarter of the human effort to which we have 
been accustomed." 

On the manufacturing side, it will suffice to indicate the 
general growth of mass production and of the" heavy pressure on a 
large industry to maintain continuous operation," as well as the 
resulting surplus capacity in industry generally. This snrplus 
capacity is being increased by the cumulative action of quite a 
number of factors. When we talk of the influence of large-scale 
,production we are summing up a great number of tendencies-the 
influence of overhead costs, of every increase in demand whether 
temporary or permanent, the influence :of new systems of sales
manship, the ambition of business magnates are among a few of 
them. The snrplus capacity explains the keen struggles for raw 
material, and the dumping policies and movements in the direction of 
monopoly. 80me very useful figures of the rapid march of produc
tion have been furnished by Prof. Ohliu in his Report on Depres
sion. Among other easily accessible sources might be mentioned 
Prof. Patterson's "World Economic Dilemma," Prof. Loveday's 
"Britain and World Trade, Hamlins' "Menace of Over-produc
tion" and the valuable memoranda 'of the League of Nation on 
Production and. Trade.' But quite apart from these statistics 
we can appeal to the facts of a marvellous age full of economic 
revolutions. We have to deal with and compare not only the 
percentage increases of production and gold but also to take into 
account the great changes in technique coming one on the top of the 
other, to give their due to the conditions and psychology of demand 
on which this vast growth of supply impinged, and forther to consider 
the radical changes in the methods and powel'll of salesmanship. 

1Patteraon, "World Eoonomio Di1euuna," pp. n-'12i Loveday, "Britain 
and the World Trade," pp. /lII.-N; Oblio, "00 .......... d Pbqel of lob. World 
J:conomic Depreaaioo," pp. 6'-87. 
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The valuable Report of thelEconomio Committee of the League 
of Nations on the 'present Agricultural orisis has now become the 
locu. cl"8sicuB on the subject; and in its pages we can traoe the 
effect of technioal improvements, of new scientifio methods and of the 
bringing into oultivation of new lands upon the volume of agricultural 
production. Indeed in some directions the results of progress have 
been most embarrassing. Thus we reed that" from oertain stocks a 
really exoessive harvest has been obtained which has become a 
danger for the wine-growing industry." But let us turn to the 
fundamental problem of the over-production of cereals. Taking 
Argentina e.e a representative country of overseas produotion, we find 
that tbe area under wheat be.e increased during the last tbree deoades 
by about 165 per oent. No wonder the delegate of the Argentina 
Goverment oommented as follows on tbese figures: " There oan be 
no doubt that the seriousness of the depression is prinoipally due to 
tbe over-produotion of oereals, which are most suitably grown in 
overseas countries where large fertile traots of land can be exten
sively tilled by mechanice.l methods, and where it is diffioull to 
rationalise produotioll by substituting other orops for cereals. "1 The 
Bame authority adds that U an ideal solution of the problem would 
be to avoid thilJ over-produotion ; but es regards countriss with 
extensive agrioulture, the diffioultiss in this rsspeot may be regarded 
es insurmouutable." When we consider such figures and the growth 
of exports from the United States and Australia, we can have an idea 
of the causal factors of the Agrioultural depression and of the relative 
deoline of agricultural prioes. In fact, in the United States the 
farm depression hes already perBiete.d for over a decade. It is in 
the light of BUoh factors thal we can understand the oompetition to 
whioh the 'European farmer is exposed-competition whioh he hes 
\clad to mael partly by meohanising his own agrioulture, in part 
also by altering his line of produotion and finally by invoking the 
help of protaotion and of prefel'8lloe. 

Belonging, es we Indians do, to a predominantly agrioultural 
ODuntry, we are interested in another line of dieollBSion whioh bee 

• ll.opolt OD .... Apio1ll ....... Oriaia: ....... omio Oommi_ 01 .... Lo.gae 01 
N .... _ PI'- ft, .... 41191. 
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been going on-that the agricultural depression is independent of 
the industrial crisis and can be regarded as an outside factor. The 
discussion was started by some remarks of the distinguished Prof. 
Bchumpeter before the American Economic Association. His view 
is that there would have been in any case an agricultural depression 
even had there been no industrial depression.1 To that contention 
it has been replied that both depressions were due mainly to the 
same factor viz., the great changes in technique of production, and 
that it is part and parcel of the same downward secular trend of 
prices. In this particular controversy, the decisive matter is the 
vast growth of acreage; production and improvement of technique 
in agriculture-especially in case of cereals where the demand is 
comparatively inelastic and inexpansible. And to say that there 
would have been an agricultural crisis in any case is not to deny 
the inter-relation of the agricultural and the manufacturing depres
sion. 

There is no reason to suppose that in this matter we are 
breaking entirely new ground; for most economists have empha
sised the importance of agricultural outturn and conditions npon 
industrial :8uc~nations.· Bome of the causal factol'S were different 
in the case of the agricultural and the industrial depressions; 
but the fundamental factor of growth of improvements and increase 
of scale of prod uction was common, and 80 was the cyclical 
tendency. 

The fact is that from the point 'of view of the advocate of 
Co-operation there is no occasion for a controversy between those 
who emphasise the currency aspect of the Depression and those who 
would point out the maladjustment of production to consumption. 
Are not these two aspects merely two different phases of the same 
general situation? The bed-rock fact is that there has been a great 
maladjustment in both directions and, in both cases, through want of 
the requisite co-operation. Bnrely on the siote of gold and currency 
the action of America and France in drawing in 80 much gold and 

1 II AiDariC8D Economio Beview,":March 1981, p. iiO . 

• PilOn, " IDdUBtrial .1u."'.lioD .... p. !IOO. 
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sterilising it Wall the very reverse of Co-operation. Not that morally 
these countries were any more to blame than other countries which 
also scrambled for gold all far all their powers could go in that 
direotion. Muoh oloser co-operation should also have been shown in 
the way in which the exchange values of different currenoies were 
stabilised. On the side of inoreased produotion, again, the con
stantly growing surplus oapacity wa.s added to without a thought 
all to the total effect-a state of things the very opposite of 
a oo-operative policy. All Hamlin has observed in his "Menace 
of Over-production," "back of the business fluctuation of to-day 
is a potential oapacity-a capacity to produce consistently more 
goods than income oan absorb." I To the same effeot Prof. Patterson 
lIIoys that "in the prooess of economic expansion end aggression, 
there is no great national or logical limit. No gain that is seoured 
in tlie struggle briDge final satisfaction, more is always desired. 
And juet as long fIl economio organisation is along national lines, 
strain will e%ist.''1 In a word, we are here on the old economic 
theme of Maximum Satisfaction as applied to production on national 
as well all international soale. We remember the diotom of 
Marshall that "much remains to be done • . . in order to 
dieoover what are the limite of the work that society can with 
advantage do towards turning the economio actions of individuals into 
those ohannels in which they will add the most to the Bum total of 
happiness." We canno\ trust always to the "free play of self
interest to seoure the largest possible welfare j. but the trust is 
Dever more betrayed by producers than in a highly dynamio age of 
prodUCtiOD like the present with combinations, tariffs and stata 
policies all alike tending to push prodUCtiOD forward at any cost. 
Neverthelees those who would blame the currency aide of the 
DepreBBion, are not without excuse-for in the absence of that full 
International co-operation of banks and ourrenoy authorities, that is 
yet to come, it takes a much shorter time to disarrange or eveD ruin 
altogether that most important instrument of exchange-Currency. 

a Br.mIiD, ....... Po 1\18. 

• Pa-. ....... PPO 888-811r. 
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CHANGES ON THE DEMAND BIDE 

For understllonding fully the effects of mlloillodjustment in pro
duction we hllove to study not only figures of production but also the 
recent vicissitudes of consumption. We have seen the rigidity of 
production on the manufacturing side due to the requirements of 
mass production mainly j and on the agricultural side, caused by 
the well-recognised inelasticity of supply in this economic sphere j 
and we have now to envisage a factor which greatly aggravates the 
trouble arising from this situation-the instability of demand. On this 
side of our. study valuable work has been done by Mr. Loveday the 
distinguished economist of Geneva and that work hllo8 been notably 
supplemented by Prof. Ohlin.1 Take one more eminent witness Mr. 
L. C. Gray (principal Eoonomist in Charge, U. S. A. Department of 
Agriculture) j he adds the weight of his observations to the effect 
that "such an overwhelming shrinkage in djlmand, of course, 
modifies materially the equation of demand and supply'" with the 
result that even though the volume of agricultural production had 
Bot increased stocks would have inevitably piled up. Here ws are 
obviously at, the beginning of a dynamic and realistic study of 
movements of demand which is quite different. from the dogmatic 
slogan of "nnder-consumption" which is even DOW finding expres
sion in so many directions. 

The causes influencing demand which ars relevant to our 
study, might be divided into two classes. In the first class might 
.be placed those factors whioh have gone to produce instability of 
demand. One of the most important amonget them is the great 
change-or successive changes-in the distribution ofincome caused 
during the War and post-War period by such factors 1108 inflation and 
deflation, rise of wages and growth of a Dew plutocracy.. Another 
factor is the growth of per capita wealth in several oountries and 
even the changes caused by the War in the age distribution. Now 
the results of these changes on consumption generally are pretty, 

S Londay op. oil., pp. XIV I; 86-91; Ob1iD, op. eiI., pp. 1916; 
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obvious and clear. The rapid -changes of wealth go to dislocate 
the ordinary standards of oonsumption and thus help to make 
demand unstable. Much the same effeot is produced by the sudden 
acoretion of wealth in the hands of classes which stood at Dr below 
the line of subsistenoe level. It is obvious that they have yet to 
fonu a standard of oonsumption suitable to their new resouroes j in 
a word, they have yet to be educated into the proper use of their 
new reaources. But besides that oiroumstance, there are always .. 
variety of choices open to the consumer as to how he can spend 
that portion of hia inoome which is above the needs of mere aubsis. 
tence. Here are all factors whioh make' for shiftings of demand. 
The reault ia as Mr. Loveday has emphasised" that the problem of 
anticipating demand will become more and more diffioult, and year 
by year the functiona of aale and advertisement will beoome more 
important." Perhaps it might be added that these functions of 
eale and advertiaement have, in the past, not been discharged in 
anything like the ideal manner Bnd that the abuse of the systems of 
advertiament and inatalment aelling is in pm responsible for the 
depresaion.1 There ie auch a thing as antioipating, fatiguing and 
exhausting demand. That and the exactiona of middlemen have been 
facton in the occurrenoe of what ie oalled the consllment etrike. 

We have however to take aocount of another eet of Clanaee 
which go directly to reduce and lower consumption. There is, 
for instanoe, the innuence of the inoome denation and of the 
lag between retail and wholesale prioe. Then again the OOD

stantly increasing burden of tariffs is oppreaaing the consumer 
and lowering hiB powere of purchase. Still another innuence acting 
in the Bame direotion is the reduotion of foreign inveetmenta by 
creditor-oountriee which has reduced purchasing power in the 
debtoMlOllntries. The vast burdane of reparations and taxation 
are also prime facton on thiB side j and lastly the depression of 
ailver has made an undoubted oontribution OD the &ame Bide. 
It ill thie oomplax of facton that we have to bear in miDd when 
taiking of allDderooDsumptiOD • as a canaa of tha preaent crieia. 

--------------------------------------
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There is good ground for believing that had the worlil 
developed ere this a sound system of Consumers' Co-operation it 
would have suffered much less from these troubles on' the 
demand side. With the middlemen's power and numbers curtailed 
by such co-operation the lag between retail and wholesale prices 
would certainly have been smaller. Moreover the conscious 
association of a large number of consumers would, to some extent, 
tend to stabilise demand, especially as the aim of co-operation is 
the uplifting of the mass of the people and raising their standard 
of living. In fact the development of Consumers' Co-operation 
is equivalent to educating the consumer and showing him how 
best to spend his money to his own and to general advant6jle. 

We have seen the necessity of taking a long-period point 
of view in our study of influences on the side of production and 
demand which have a bearing on the problem of depression. 
The same ie true, though to a smaJler extent, when we oome to 
envisage the monetary influences. Taking one aspect of what 
might be termed the "monetary complex" from which the world 
is suffering we find some hindrances to the smooth working of 
the gold st6lldard going back very far into the past. Thus as 
regards a great many oountries the oomplaint was justified that 
they were too anxious to increase their holding!! of gold and 
too reluctant to part with it. Thus, in the pre-War writing!! of 
Hartley Withers and other experts, the complaint need to be 
made that in case of some countries " foreign exchanges very 
seldom go down to the gold point, because gold begins to go 
before they can get there." 

THE MALDISTBIBUTION OF GOLD 

But during the post-War period, the hindranoes to the proper 
functioning of the gold standard have been multiplied and made 
far more formidable.· For one thing, the reluctance to let 
surplDB gold go out has at last fonnd the nnerring weapon of 
steriIisation of gold. The American policy of sterilising gold and 
of preventing it from having its foil influence on prioes has had 
important effects in the way of npsetting the proper working 
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at ·the gold standard. With liuch powerful forces as payment 
of reparations and high tariff barriers at hand to draw in gold 
and with the supplementary policy of sterilisation assuring a 
Beoure retention of that precious .metal, the maldistribution of 
gold ;;'as not only unavoidable but was bound to increase by leaps 
and bounds.1 One cannot oonceive of a more deadly stranglehold 
on the gold standard. For, while the payment of the reparations 
neoessitates an export surplus on the part of the debtor-country, 
the risiDg tariffs render the existeDoe of such surpluses of exports 
impossible in the shape of commodities. Gold alone can therefore 
go to pay the reparations, and it iB at once caught and retained in 
the trap oalled sterilisation. As Dr. Sprague has pointed out 
another and allied hindranoe to the working of the gold standard 
is the faot that • Amerioa is a most unsatisfactory oreditor-country 
from tha point of view of the rest of the world." Nor does it stand 
alone in this respeot. While the acceptance by Amerioa of the 
polioy of sterilisatioD of gold was an important factor in the 
maldistribution of gold, there were inftuenoea actiDg in Franoe 
leading to the accentuation of tha\ movement. This is due as Dr. 
Jack has pointed ont to • importaDt obsolete ch&raeteriatioa· of the 
bankiDg system of France. Sinoe the Bank of Franoe is still in a 
lenae a rival to \he Oommercial banks, the latter do not generally 
reson to rediscountiDg of bills when they want to iDorease \heir 
resouroas. • Therefore, when the ordiDary banks find thal \hey 
require additional ourrenoy, the simplest conrse for them to adopt is 
to draw upon their balanoes abroad and repalciate gold which they 
deliver to the Bank of France in exchange for new not.. to be 
wuad.· This is ODe of the important caus .. of • the exoeptiODai 
drain of gold to Frauca. ... 

A 'Ary interesting aoooun!, of \h. factors of maldialribntion of 
gold haa been giveD by Prof. J oha B. Williams of Harvard from 
\he Amerioaa poin\ of view and, comiDg from sDob loll authority, it 
d8M1'Y811 respectful consideration. His conteDtions .,. \hat • down 

~ h_ ...... eit., p. 110; • Bel...-.! Docum ... ", 1Rlhmi*d ... .a.. Gold Del ... .-0 ..... pp. OIl-ii&. 
• Dr. D. or. J ....... The 0rlailI of 11181," PPO ta-& 
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to 1925 the United States was the only leading couutry on the gold 
standard. Gold came to us because there wa's nowhere else it 
could go. We were able to underbid any other nation in the 
English gold market because sterling was more depreciated here 
than elsewhere. We accumulated our gold almost entirely in the 
period prior to 1926. Since that time, though the movements 
inward and outward have been pretty violent, the total stock is 
substa.ntially unchanged." Another reason for the flow of gold to 
America is then noted by the Professor: " Our balance of payments 
has been favourable to gold inflow whenever capital has not been 
exported in large amounts. " He grants that perhaps an additional 
factor in the situation might have been "the management of the 
standard, the practice of offsetting gold flows by central bank 
operations in the open market. " The loss of gold by England is 
attributed to the fact that she had resumed the gold standard at 
too high a figure and to her comparatively high export prices. The 
gain of gold by France is explained as due to the favourable 
balance of trade as well as to the fact that the export of capital 
was prohibited by law from France up to 1929. Other co-operating 
causes in the situation are stated to the effect that the "French 
have not been interested in the exportation of capital in any way," 
and to the withdrawing of large balances from London and other 
oentrea.1 

, On these views it might b,e permitted to offer a few observ .. 
tion8. While attention has been drawn to the economic strength 
of the two countries.-America and France-Do mention is made of 
prime factors like tariff barriers and reparations. Again, attention 
has been justly drawn to the want of a suitable polioy of capital 
exports from France. Lastly, Prof. Williams agrees' with Dr. 
Sprague and Prof. Ohlin that the foreign investment policy of 
America is II one of the causes of this depression." This last 
statement is satisfactory so far as it goes; but what is most dis
concerting in the range of discussions on this subject ill that hardly 
any ,BuggestiODll have been made for remedying the maldistribution 

'·P_ding. of lbe A •• <I .... ,. 01 Po>li'i.~ Soiea •• ," JaDO, 1991, pp. 111'-118. 



A. PLEA FOR OO-OPERATlON-

or indeed for preventing its increase. A defence which does noj; 
take proper account of factors like reparations, tariffs, aDd the 
sterilising policy as to gold, oa.nnot very well convince. 

Before we leave this aspect, we might emphasise that the 
maldistribution of gold has been complete in every sense of the 
word. While the resultant shortage of gold has helped to drive 
pricel low in most oountries, even Franoe and Amerioa-which have 
reoeived between them the lion's share of the world's gold-have not 
esoaped the fall. Even though in the case of France there haa been 
an increase of note issue, this additional supply of notes haa gone 
partly into the reserves of banks and partly into hoards. So true it 
il that the maldistribution is no blessing either to them who lose or to 
thole who gain the gold unduly. 

SHORTAGE OF GOLD 

Needless to say that thi. maldistribution of gold is a far more 
formidable faotor in the Depreasion than the shortage of gold. 
That 8hort~e is quantitatively not very great, at leaat if the world 
is oontent not to raise its prioe level by a drastio upward movement. 
There are obvious methods of economising gold which are being 
practised and others that have been suggested. Nevertheless it woold 
not be quite in acoordanoe with facts to deny all in:fl.uenoe to the 
shortage 01 gold j for statistioal upsrts are of OpiniOD that our posi
tion aa regards gold is auch as would have Decassitated in ey oaae 
a faJ) of prioes below the pre-War level with the restoratioD 01 the 
gold standard. But in any case, of the two aspects of the 
gold problem, it is the maldisUibution which is far more im
portet both in ita relative gravity ed diJficolty of soln
nOD. Those who want to learn the comparatively minor im
portance of the shortage of gold as a factor of the present; 
depression, or to be instruoted that the mODetary factor does Dot; 
~upy that position of predominet; importance that; has sometimes 
beeD ascribed to it, might be refwred to the raceDt; work OD II The 
lDternatioDal Gold Problem" which is a symposium OD the subject 
at which distinguished members of the Royal lDstitote of Inter
Rational Alfairs have assisted. 
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INTERNATIONAL MOVEMENTS OF CAPITAL 

There is a close connection between the problema of the 
maldi8tribution of gold and that of the reluctance of creditor
countries to lend steadily and wisely to debtor-countries j or rather 
the two phenomena are only two aspects of the same economic fact. 
It is obvious that the economic situation must lose its equilibrinm 
were the maldistribution not balanced by adequate lending. Instead 
of that wise policy being followed lout, we find that by the year 1928 
there was a great slackening in the loans by creditor-conn tries, and 
the movement has continued up to date in spite of certain spurts of 
lending-the long-term capital movements declining particularly of 
late. Indeed, one great country in particular which is at present 
pre-eminently strong in the creditor position, has become virtually 
an importer of capital. No doubt the creditor-countries did not 
lack reasons for acting as they have done. Thus a careful and 
ingenious apology was made out by Dr. Henry A. E. Chandler 
last year. . He advanced two reasons why America could not lend 
more than it had done. In the first place, America had no favour
able balance on commercial account apart from the amounta due to it 
on "allied debt and other foreigu investment account;" and ita loans 
were fully proportioned to the difference between these two 
factors. The other source, out of which America could have lent, 
was the money which foreigners had invested in the American 
market; but" it is not a fair question to ask whether we are under 
1m obligation to oontinue to re-invest their money uuder conditions 
which, aod in countries where they are unwilling to invest it them
Belves?" So also at the Assembly of the Leagne in 1931, the 
point WIlo8 made that the misuse of short-term eredit made by debtor
oonntries justified the denial of forther oredits to them. 

The defence would appear to be complete and convincing from 
the debating point of view, but not from the b1'()ad point of view of 
International Economics or of general co-operation. From the latter 
aspect, we S86 the waot of a bold policy of foreign loan a anch 1108 the 
status of great oreditor-eoontrie8 reqoires in general interest. A 
brilliant precedent to be followed oot WIlo8 the policy followed by 



A PLFlA roB OO-OPERATION 21 

GoverDor StroDg whioh was the-oause of such prosperity to Amerioa 
as well as to the world at large. The principles laid down by him 
are those of internatiol1lil mrmstary co-operatirm in the best sense. 
Thus, speaking before the Royal Indian Currency Commission, he 
asserted that the gold whioh had oome into the United States, was 
so mobilised and kept under oontrol that it .. may be drawD UpOD by 
the rest of the world to fortify their OWD monetary positioD.'" This 
was the very ideal of InterDatioDal oo-operatioD iD the working of 
gold standard. But GoverDor Strong went further and made state
ments whioh are worth quoting against some of the practices followed 
iD his OWD oouDtry later. Referring to any teDdeDcytosoramble 
for or hoard gold, he urged that "the r8sultiDg situatioD might reDder 
the funotioDing of the gold standard iD other countries extremely UD
satisfactory. " IDdeed, he went OD to develop a dootriDe of" trustee
ship" of the United States for the additional gold which it held. 
The .. trusteeship" was expressly denned so .. that this gold is to 
be retained by the United States until it oan be used for the pnrpose 
of restoration and development of a post-War world. .. The couutry 
whioh Governor Strong 80 ably and worthily represeDted, might DOW 
be remiDded of his wise dicta aDd be called upon to fulfil the duties 
of that trusteeship. There oaD be DO questioD that had a lODger 
lease of life been vouchsafed to GoverDor StroDg he would have 
developed the policy of mODetary co-operatioD iD a masterly fashioD ; 
and in an important leDSa, the death of GoverDor StroDg might be 
cODsidered as one of the coDtributory causes of the preseDt depressioD. 
Praise is also due to his theD oolleague Dr. Sprague who was Dot at 
all behiDd him iD advooatiog such interoatiooal co-operation. He 
too subscribes to the view that if a couotry withdraws gold from 
the general market and c1ioge to it, • it makes fur II lau of ~ 
atimt with the raat of the world which would reDder the fuoctioning 
of the gold staodard very unsatisfactory. n We migh' safely rely on 
thase diota of Governor Stroog and Dr. Sprague to Berve as guidea 
to the true policy of mODetary co-operation and as reply to the 

L Royal Oommiuloll Oil Indiaa o.m-o, .... PiIwloe, Q. 16, 317; 11, _ I: 16, 
398. 
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apologists of the more recent policy of their country as regarda 
gold, 

BANKING POLIOY, PRIOE-LEVELS AND DISEQUILIBRIUM ON THE 

CAPITAL MARKET 

We now come to consider the question of banking policy and 
of the control of investment and of prices by Central Banks. On 
this subject one hardly needs to point to the great contributions 
made by Mr. Keynes,l Prof. Ohlin and Prof. Jam-es W. Angell 
amongst others. The views expounded by the two first-named 
economists, do not differ very materially and might bear 
to be summarised and repeated. It has been nrged that 
the banks have restricted credit and have kept interest rates higher 
than they need have been. And here we observe the existence 
of a vicious circle; for while this action of the banks was 
due partly to the shortage and maldistribution of gold, this 
latter state of things was in its turn caused by changes in 
balance of payments due and ultimately to contraction of capital 
movements. The result has been as Mr. Keynes has pointed 
out that the'· operations of producers (" genuine borrowers") went 
on being curtailed and prices tended to fall. At the same time, 
the appearance of distress horrowers-among whom might be 
classed Dot only governments which had to meet their obligations 
but businessmen who were in the same position-contributed to 
keep up the rate of interest. In this way the process was set 
up of curtailment of production, fall of prices an-d • spilling" of 
investments' in the financing of 10ss88. Prof. Ohlin' is perhaps 
somewhat less critical of the policy followed by the banks. He 
speaks indeed of • the failure of the banking system to stimnlate 

- investment through a more liberal credit policy." While allowing 
for the fact that • business recession always brings some. 
disturbances of the balance" (on the capital market) and for the 
• severity of the underlying :fluctuations" on this occasion, he 

1Ke)'DO" "TreMiooon)(ono1," VoL D, pp.377-980; Ohlin, .,eiI,pp. tit
!lSI. 
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yet concludes that " it is conceivable that a greater llexibility 
in the monetary system could have kept the disequilibrium on 
the oapital within capital market within narrow proportions and 
thus mitigated the decline of the prioe level ".1 

The opinions of banking experts on such a topic are entitled 
to oareful study arid we might oonsider with advantage the 
balanoed views of Mr. Mokenna in particular.s He shows that 
at any rate two of the faotors in the price situation are within 
the control of banks, !liz., the quantity of money and the rates 
charged for loans. But the banks cannot oontrol two other 
factors whioh are equally important-the rate at which money 
circulates and the use to which it is put. He shows that though 
between the years 1928 and 1930 the volume of money in America 
has been approximately stable yet this maintenance of money 
lupply even when "supplemented by a vast release of funds from 
speCUlative activity has failed to prevent a precipitous fall of 
prioes acoompanied by a disastrous trade depression. 
The existing lupplies of money were immobilised to a great 
extent and the rate of turnover drastically reduoed, as a result 
of the psychology of fear which developed from the stock market 
oollapse." So also he shows from the recent experience ef England 
that II a larger part of the total volume of money has been left idle 
by ita owners," and hera too it is proved that banksC&nnot push 
money into oirculation independently of the factor of paychology 
or of the e:dent of saving. What if the additional money provided 
by the banks go .. not into trade but into speoulation or is merely 
immobilised by tbe dialooation of the marketa? It has been also 
added that it is easy to say that it is the task of banks to control 
the prica.leval; but that it is 1 ... easy to overcome the diffioulties 
in the way-to prescribe any standard for the rate at which credit 
should grow and to forecast the trend of prices. For as Prof. Edie 
(of Ohicago) has observed recently. • prioe foreoastiag remains 
probably the weakest link in the whole modern technique of 8OOnG-

& OhliD,.,. ... PPO 1ItII-Ift • 
•• Banter.' 1Iopai ... - KaroIt.l981, PPo ~ • &'l8-.ao. 
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mic forecasting." 1 What then do we conclude from these opposed 
contentions? 

What seems to. emerge is that it is no use criticising the banks 
for keeping to their former credit. policies which were not duly 
related to normal growth of production and which led unconsciously 
but surely to alternative conditions of inflation and deflation. 
Nor is it any use blaming these banks for retaining their former 
monetary objectives and for envisaging the monetary standard 
as really automatic in the light of the past -economic history. 
What has now to be recognised is that the gold standard-or 
for that matter, any standard of the futare-is to be a matter of 
much more system.atic management and that the banks are to bear 
a leading part in the scheme of management. It is not in any 
sense the fault of the banks that they could not foresee the neces
sity of rationalizing the whole scheme of world economy and of 
submitting it to a system of central planning in which their credit 
policy had a pivotal importance. But in future, they mast keep 
this point in mind and try to evolve a scheme of credit statesman
ship to correspond to the new conditions-a statesmanship of which 
the main plank is a wise co-operation between central banks. The 
ta.sks of banking co-operation will be dealt with later. But atten
tion might be drawn here to the views expressed in Prof. Edie's 
recent valaable book on "Banks and Prosperity" which diSCDsses 
how the co-operation of banks can be reasonably relied upon to 
prevent orises, to resoue gold standard from the jeopardl' in which it 
has been placed and to "safeguard the world from- 'convulsive 
movements of commerce employment and price levels." A new 
index of the extension of bank credit is proposed to be constrncted 
on the bases of potentialities of production. 

lNELAB'l'IOITY OF THE PRIOE SYSTEM 

But even maldistribution and shortage of gold are not the only 
aspects of what I have called " the monetary complex" which is at 

• at Eelie, "Tho Banks and Proapority", pp. 146 '" 1'1T-178. A100 DOle ,ho 
oam. wri&e"" poper 00 •• Po&Ung tho D .... Era &0 tho To ... " (1980) and ~ .. of B. 
BurpH, "Guide. to Bank 01 Uno-polioy." 
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present oppressing the world. We ha.ve to take note of the great 
stress put on our prioe system by the vast oa.tllOlysm a.nd of the 
a.bnorma.l behaviour of' that prioe system during the post-Wa.r 
period. We have before us for one thing the maladjustment of 
wholesa.le and retail prioes which is aggravating the orisis 
by inoreasing the reluotanoe of the consumers to purchase and 
by oomplioating wage polioy.l Here we have to note a whole 
Bet of oosts whioh are adjusting themselves but slowly to 
changed oonditionl the ooste of transport, the cost of labour 
a.nd the remuneratio!l· of oapital employed to bring production 
within reach of the consumer. In these ways, hence here again, we 
are witnessing a oase of mala.djustment of oosts. Another glaring 
maladjustment is between the priDes of agrioultural and mauufaotur
ing produots. Thil also is a OIlSe, in part at least, of rigidity of 
oosta-those ooste oonaiating of the higher profits, wages and other 
ooste or manufaoturillg induatrielL But this does not ezplain the 
whllle gap. We have to take aooount alao of the oomparative 
inelastioity of agrioultural aupply. The weight of tariffs, too, was 

greater on the lida of manufaotured produots. But the moat impor
tant factor in the lituation was pointed out by that ardent oo-opera
tor-Senator Michelil of Italy, President of the International Institute 
of Agrioulture at Rome-when he observed that while manufactures 
poBBeaaed syndicates, agriculture was without them, which was a 
great disadvutage to the llOUer. Oonsequently the Syndicate muat 
be eztended to agrioulture." Needleaa to ny by eyndicatea he 
meant ill this aonneotionOo-operative institutions. Over and above 
theae anomalies of relative prioaa, we have to take aooount of the 
inftuihility manifested ill parts of the price system where monopoly 
of one 10rt or another has had ite ny. As has been wen observed 
by Prof. ~umpetar. -both level and system of pri.- have lost 
lome of the elasticity they used to have.." He obviouely rerers ill 
the main to the epread of monopolistio tendllDciee. For he went on 
to eay • tJl oommodities under etriot aontrol ..-,unt for a apeoial 
oIaas of dilfioulties both when they fail to adopt th8D188lvae and 

• • 1.0....., ..... pp.lIl-lJI; Biai&. ......... sa; Olllia ... oil. ppo ....... • 
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when the control breaks down, BS happened with some of the most 
important of them."l Here is no small item in the debit account 
against monopoly and it justifies the mistrust with which it was 
regarded by the classical and neo-classical economists. Need we 
add that Co-operation is the very antithesis of monopoly? 

REDUOED PLASTIOITY OF WAGE-RATES 

Many economists show a not unnatural hesitation to emphasise 
the influence of the rigidity of wage-rates on the crisis. But if we 
blame the inflexibility of the whole economic system, we might not 
even in the interests of labour itself shun the wages aspect. 
Students of the works of Marshall and Pigou are familiar with the 
great importance of plasticity of wage-rates-i.e., that real wages 
should alter in. response to changes in demand for products of 
labour. So far as a wise wage policy is adopted on these lines 
and wages are made less rigid, the fluctuations of depression and of 
unemployment can certainly be reduced. There is some reason to 
suppose that it is not only the system of commodity prices that hall 
been losing part of its former elasticity. Even one who is very 
sympathetic tOwards the claims of labour-and what economist is 
noH-must take into consideration factors which tend to inlluence 
wage-rates persistently in the upward direction in the West, the 
political pow~r of labour and the strength of labour organization, 
The difficulties thus produced are of course not equally great in all 
uountries and they seem to be at their maximum in. the case of 
England. Thus Mr. Keynes tells us that the resistance to an 
Income deflation are "overwhelmingly strong in the modern world 
of organised Trade Unions and a proletarian electorate.· He also 
adds that though the failure of the General Strike ill 1926 afforded 
an opportunity of timely reduction in wages, "political and Bocial 
considerations stood in the way." Noone could scenss econo
mists like Mr. Keynes, Prof. Pigou, Sir Josiah Stamp or Mro 
Loveday of being hostile to the true interests of labour. Yet, 
accordiog to ProL Pigon, a tangible amonnt of extra nnemploy-

•• Amari .... Eaan",,"a Review, " ¥arah 19S1, p. 181. 
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meDt i. certaiDly due to the inaiDteDaDce of real wages above 
the equilibrium level. Mr. Loveday remarks OD "the lack of 
mobility aDc! adaptability" a.a a charaoteristio of wages aDd 
labour iD EDglaDd. From America too there are proDouDcemeDts 
to the effect that "the widespread adOptiOD of deliberate high
wage policiel "have kept up wage-rates artificially duriug the 
curreDt depressioD." But. a.a we shall lee, a geDeral statemeDt of 
this sort though true of a fair Dumber of COUDtries is far from 
beiug true iu the ca.ae of all couDtries j for in a good maDY coua
tries thera is room for iDcrease of wages whioh would carry 
the double advaDtage of inoraa.aiDg the efficieDoy of labour aDd 
of eDlarging the demaud for produots. We mUlt beware of the 
teDdeDoy of .ome writers to generalize from the experieDce of 
their OWD couDtries. We shall Dot be very wrODg theD if we 
oODoIuded that the labour factor of the depreesioD has ODly 
a looal infiuenoe, though IUch inftueDce is uerted in some 
COUDtries which carry the biggest weight aud importa.uce iD 
ecoDomio mattera. While, therefore, it is uDdoubtedly 
daugeroul to proDouDoe auy diotum OD the topio which 080D apply 
.., all eouutries individually. yet taking the world .. a whole, ODe 080D 
aooept the lumming up of the problem by the GumeD Bavaut whom 
we have alrsa.dy quoted (Sohumpeter) to the effect that - the deprae
aiOD Il.. DOt beeD brought about by the rate of wages, but haviug 
been brought about by other factors is much inteuaifi.ed by this 
factor.-

There 080D be DO doubt that the problem of 880uring the p1aati
city of wage-ratea is beiog raDdarsd inoraaaiDgly mora difficult ud 
complioeted owiDg to the uiateuoe of quite a Dumber of Dew ida-
0088. Tho the importaut ah8Dgea ou the demud eide which we 
have alrsa.dy Dotioed-ud particularly thoaa OD the aide of the 
plasticity of the demand for vanoUII commodities_uRto. eo 
many factors making for additioual diffiaultiea. ObvioDBly. the 
mora dyuamio \he eitoatiOD the greater is the difficulty of eeouring 
pluticity. Another inllu8D08 Ilas been poinbld oat u wwkiDg OD 
the same eide--" -ohug&ll in the produotivity of indDSb)' .. a 
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whole."1 We are in fact faced by important new. developments 
impeding still further the plasticity of wage-rates and adding to the 
rigidity of the economic system. 

If we undertook a direct reduction of wages as an immediate 
remedy in a period of deep Depression, the result might only be to 
reduce demand for commodities and thus to intensify the depression. 
The better course is to register as it were for all future use the 
need for plasticity of wage-rates which present depression has so 
well taught. It is not in the very midst of a great crisis that we 
cau expect the normal sequence of effects to follow and hope that 
reduction of wages must needs bring about a reduction of prices 
aud its usual corollary-an increase of demand and rise of profits. 

When making a study of this topic, a reference might with 
advantage be made of the recent work on "Unemployment as a 
World-Problem" by Mr. Keynes, Mr. Karl Pribram and Mr. E. J. 
Phelan-Mr. Phelan has marshalled the arguments against any 
reduction of wages; while Mr. Keynes has chosen to deal with 
the more positive aspect of the matter-the inauguration of con
struction programmes by Governments. Here again, to our mind, 
no generally 'applicable answer can be given, as ie also the case 
as regards the policy of wage manipulation. Not many govern
ments are in the financial position to undertake such construction 
programmes. But in, the case of those countries 'which are in II 

position to undertake such programmes, notably the countriee which 
have gold, there can be no doubt that such a policy will be a 
suitable and fitting complement to that of the reduction of intereet 
advocated by the same authority. 

THE TARIFP SITUATION 

The events of the War and of the pest-war epoch hacLraised 
the protectionist system to its highest pitch and had shown us the 
worst evils of selfish economic nationalism. The commercial policy 
of the post-war period constituted a record in retrogression. The 

:> 
old system of European commercial treaties, which had been a fair 
counterpoiee to the excesses of protectionism; wae ruined. Under 

, Prof. T. E. ChegoQ', • The Gold Standard ... d Ito Future," pp. ~7. 
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the infillence of the desire for self-sufficiency in war, the ambition 
to help on new indllstries started in war time, the fear of depreciated 
exchange and growth of national antagonisms, new and deplorable 
tariff tendencies had made their appearance. Almost everywhere 
there waa to he seen a long list of prohibitions on imports. The 
wide adoption of • tarifs de oombat' .. coefficients of increase" and of 
specific tariffs made the economic warfare chronic. Moreover aa 
prices had been falling, the burden of specific tariffs had been 
grcwing heavier and heavier automatically. Mr. Loveday h88 justly 
observed that II specifio tariffs are typical of the most general weak
nesl of modern economic legislation and organisation i they are rigid 
while va.lu8jl fiuctuate and demand hovers." The result was that 
trade haa been hampered, balanoes of trade have been worsened 
further and the downward tendency of prices haa been accentuated. 

Lest it might be thought that the picture of retrogression 
which haa been drawn here is unduly pessimistic, let us see how 
the most recent general study of tariff policies depiots the situa
tion: II The tariff policy of aU other European oountries haa 
also been marked by a tendenoy towards higher tariffs. New 
or revised tariffs have been generally enacted, and in every caee, 
a higher Bcale of duties has been adopted. Greater specialization, 
with resulting complicated sobedules, has been also a obaracteristio 
of all poat-war tariff reforms. In most oases, the duties are payable 
in gold, SO that the protection afforded by them is not affeoted 
by currenoy depreciation. Especially remarkable is the tendency 
toward greater proteotion in the States newly created from the 
disruption of the Austrian and Ruseian Empires. They have 
resorted tei high protection as the only means for achieving 
economio independenoe. In addition to the generally increaaed 
protection, a system of import and export restrictions, nnknown 
in pre-war times, haa been inauguretad in many caees, making the 
movement of goods from one country to another utnunely difficnlt."l 

That system of Most Favoured Nation polioy whiob had heeD 
the consolidating link of tariff levels in the pre-war days, had fallen 

1 Cf. O. n.n. Donne, .. Euro_ Tarill Poliaioe.moe &h. Wadd Welt," 
pp. 16&-16T. 
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a.lmost into desuetude and was being undermined by the system of 
Customs quotas and in other ways.l Complaints were made parti
cula.rly of the system when" quotas were granted on specia.Uy 
fa.vonra.ble temis to a. country whose ordina.ry exports were much 
\ow.er tha.n those of other countries concerned." This Wa.8 equival
ent to establishing a system of formida.bles customs preferences on 
the top of high ta.riff wa.lls. Other devices and notably preferential 

. projec~ threatened to undo the proper interpretation of the Most 
Favoured Nation Cla.use. 

. The World Economic Conference held nnder the a.nspices of 
·the ·League of N a.tions had called for a. retnrn to a more libera.l 
commercial policy and to a.n unconditional Most FavQured Nation 
policy in particula.r. But though there was for some time lion 
improvement in commercial policy that progress was swept awa.y 
by the rising tide of the Depression. We should note here the 
double relation between the tariff situation and the depression. "The 
smooth :flow from oountry to country alike of goods, services a.nd 
securities" was the condition not only of the normal working of the 
gold standa.rd but a.lso of the economic system of. the world. It 
was the exceeses of tariff building that helped to upset the balances of 
trade and consequently to disorder investment a.nd to exaggerate the 
maldistribution of gold. In the end, when the :flood of depreBBion 
had arisen to ita height, the nations felt constrained to abandon all 
thoughts of a. liberal policy of trade and to take shelter behind the 
hurriedly thrown-up earth-works of additional restrictions. The 
world had, in fa.ct, to pay dearly for their long h8llitation and the 
postponement of good resolutions. Had the movement towa.rds the 
lowering of tariffs come. a. few years ea.rlier, or had the world 
followed up at once the suggestions of the Conference of 1927, 
the economic history of the present epoch would have been changed. 

Instead of a.ny great lowering of tariffs has come, .. notable 
but-let us hope temporary-protectionist rea.ction. First came the 
Wa.rsaw Resolution of 1931 in which the main Innovation consisted 
of preferential trea.tment which the agricultural countries of Western 

. 10D IobiJ .abi .... ,be miDate. or the SeooDd Oommi_ of the Auembly DI 
the League or NaDoaa (1980) 10DD ".rJ iDatractift raodiDg. 
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Europe proposed to receive from- the manufacturing countries ~at 
would import their agricultural prcduots. So far as the resolutioos 
imply the co-operation of' certain countries they are welcome; but 
these proposals went against the policy of the :Most Favoure.~· 
Nation OIause and iudicated a policy of disorimination against ove!'8eas 
countries. The second step in the protectionist reaction consisted 
of proposals put forward in the Assembly of the League of'l!Jations . 
to go baok upon the reoommendations of the World Economic Con
ference and to formaJly impart to the Most Favoured Nation Clause 
a conditional and limited interpretation and meaning. Finally, came 
the third and final step of the reaotion. The intensifioation of' 
proteotionism had long been endangering the commercial policy of 
free-trade countriea which had to rely on exports. In particular, 
even many leading economiata of Great Britain had begun to 
advocate a transition to proteotion. The abnormal capital move
menta and the threat to the balance of trade has driven even Great 
Britain-the home of free trade-towards proteotion. True, 80me
thing has been gained by the depreciation of the 8terling but that 
Inpport il temporary and conditional. It is to be hoped that the land 
which produced an Adam Smith, a Ricardo and a Marshall, will be 
able to ahow how to get the beet out of Protectionism while avoiding 
ita evils. 

THE PBOBLEK OP REPARATIONS 

The treatment of this topic has been kept advisedly for a late 
Btage in this chapter, fOI; as a faotor of depl'888ion is quite general 
in ita effecta and enggeratea the aotion of every faotor leading 
towards depl'888ion. The present depreaaion is a trilllDphan' 
vindication of the theories of Norman Angell and provee oonc1llBively 
thM reparations prove a curee alike to him who pays and to him 
who receives them. The French indemnity of 1870 led to the graM 
• Xn.ch .. and heralded the great industrial depreaaion of eighties and 
nineties. But tha\ mischief W&8 &8 nothing oompared to the havoc 
wrought by our present anormous indemnities. The inevitable idea 
of lIO&1iog down the reparatioDB or eveD of granting a moratorium &8 

to them gives rise to widespread bitterness and to much economic: QDoo 
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certainty. On the other hand, the possibility of paying them is quite 
out of the question. Eminent economists have been busy for years 
forming successive theories regarding the possibilities of their pay
ment. One of the best wa.s that the debtor-countries should develop 
a growing and immense excess of exports which would be adequate 
to these mammoth payments. But then the authors of these theories 
were themselves alarmed by the prospect of the future exporting 
power of debtor-conntries after they had succeeded in developing 
such va.st productive strength. Tn any ca.se, we need not concern 
ourselves mucb with these speculations, since such excess of exports 
ha.s not materialised, thus clearing the ground for fresh and fruitless 
theories.1 Meanwhile the unpaid reparations have worsened the 
economic situa~ion in every possible way. They have upset balances 
of trade and thus have powerfully inJiuenced the maldistribution of 
gold. The fear of the potential excess of exports from debtor-coun
tries-an excess by the way, which never realised-has set tariff 
builders to work with feverish energy at raising the tariff wa.IIs. The 
vain attempts to pay reparations ha.s depreciated and ruined cur
rencies which in its turn introduce the troubles of inflation and 
dell.ation. Moreover, balances of trade have been upset and, in an 
impprt/nt measure, production has been misguided and dell.ected. 
For'instead of being directed to meet a normal and healthy w~rld 
demand, any increased productivity has been made the instrument 
of securing an artificial excess of exPorts as a means of effecting 
vast payments. In this way the reparations mnst be considered as 
an important factor in the maladjnstment of production to demand. 
Nor is this all. They are a most fertile cause of the additional bul'
dens of taxation and have contributed in this way also to cripple 
commerce and industry; while the need of debtor-countries to secure 
an excess of export at any cost has led to a great intsnsifying of 
competition. Finally, 8uch embittered international competitioo and 
such crippling of commerce and industry hav. acted as brakes 00 

international lending. 

'The reader ohould ooneull Oil this inlerellliillg lopi. "The YOIlllg PI ... in 
Operatioll" in the "Prooeedinp of lila AoadetnJ o'Polia.1I Soialloe,"S ... aary. 
1981. .. 
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Here we might pause to pay our tribute to the clarity of vieioD 
of NormaD Angell who anticipated by more than two decades the 
lesson that mankind is only now learning-that war is unprofitable 
eccnomically eveD to the victor. True the economic analysis of 
N ormaD ADgell wea not quite comprehensive, his maiD positioD 
beiDg that "modern wealth and trade are intengible iD the sense 
that they oeaDot be seized or interfered with to the advantage of a 
military aggressor." ExperieDce hea taught maDkind the further 
leasoD that heavy reparatioDs Dot only caDnot be exected but go far 
to reduce the wealth &ad prosperity of the whole world. Obviously 
they cannot be exected-&ince what Germeay bea paid sbe haa paid 
out of her borrowiDgs, wbile tbe effects of the reperetion8 OD the 
world ecoDomy haa been most disastrou8. EveD if the reparations 
could be paid by meaDS of artificially cheapened exports that would 
upset the course of interDatioDal exchange. It ie a far ory from 
Norm&a Angell to Lloyd George. But eveD the former advocate 
aod author of the system of beavy reperetions hea at last learDed 
the whole le88oD, denooDced hie own errors iD the matter &ad haa 
appealed to the world to abolieh reparatioos aDd debts. America 
too ie beiog taught that 18880n Dot oDly by the hungry &ad hysteri
cal crowds of the uDemployed, hut by eminent authorieiea Jib 
President Butler. . 

lD a word the reparations form a nritable and gigantic 
octopus whioh haa Hind the economio world in its fatal grip. It 
is too muoh to say that" the mere abolitioD of reparatioD would 
remedy the crisis. Bu~ certainly uotil this inoubus passea away, 
there C&D bli DO return to healthy or BOUDd ecoDomio ocndition8. 
Let us remember whM a crash (Krach) was caused by a very muoh 
emaller measure of reparatioDB in 1870 when the conditions were 
vastly easier for paying up. In the present case, every device was 
employed to swell the total reparations &ad no devi_whether of 
piled up tariffs of the mieuse of mODetary meoh&Diem-haa beea 
spared. to make the payment impoeaible. Is Dot this policy the 
~ &atitheaia of Iatamabonal Co-operetion II And Deed .. wonder 
if theae courses • bring npoD 118 &a economio bliuard "P The IIIOIIt 
eulightelled ecoDomio OpiniOD even in America deplores the 

~ 
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impingement of a vast non-economic faotor like Reparations on the 
economic sphere and would vote willingly for either a scaling 
down of debts or for a long moratorium. 

THE PSYOHOLOGIOAL FAOTOR 

No diagnosis of the present depression can ~e complete with
out adverting even briefly to the psychological conditions intensify
ing it. As is well known, what Prof. Pigou has called errors of 
optimism and of pessimism both play an important part in industrial 
fluctuations. There were important influences in the present case 
which were sore to increase the extent of both kinds of errors. 
One important source of error, of course, is that" prodncti vity and 
desire both move in jerks." On both sides, whether of demand or 
of supply, the jerks which have taken place in the present case, were 
unprecedented; what with the effeots of new methods of production, 
of war and post-war changes in demand, of inflation and deflation 
economio forecasting was more than even difficult. The great 
booms that we have had a decade ago, were undoubtedly due in con
siderable measure to the effect of optimietic errors. 

.At present, after having had our fill of optimistio errors, we are 
naturally suffering from the opposite influence of pessimism. That 
pessimism is engendered by our ignorance regarding the course and 
future phases of the Depression. Moreover during past depressions, 
there never was so much material to feed the feeling of pessimism. 
No former depression had so mauy influences working for it and 80 
many aspects of mischief. And the very fact that the prees is daily 
busy disoussing all of them natnrally deepens the pessimism; for 
snrely nil other depression received or assn red snch widespread 
comment and discussion. It ie quite possible that the danger from 
some of the aspects of the Depression might be undnlyexaggerated 
in and by this daily discussion.. There ie a grain of truth in the 
saying that we are suffering even more froJll 'over-prediction than 
from over-production. The tendency or rather determination in 
some quarters to make political capital ont of the dietress of 80me 
nations naturally heightens the forebodings. 

In bis excellent work on the "World Economio Crieis,· Dr. 
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Paul Einzig has done well to emphasise that the present Depr~ssion 
is mainly psychological in origin. But so far as this holds troe 
what remedy or tonio can be so potent as International Co-operation? 
Obviously the prospeot of such co-operation alone can revive the 
flagging energies of mankind and remove that economio diffidence 
whioh has been gathering foroe for over a decade. 

EFFORTS AT APPLIOATION OF THEORY OF TRADE CYCLES 

While oontroversy haa been active as regards the former 
aspeots of our problem, the oonflict of expert opinion remains 
to be notioed as to the plfolle 0' the present Depression in the 
history of oyoles. Many experts agree in believing that we Bre 
Buffering from a long downward movement of prices similar 
to that witnessed in the • eighties.' To these statistioians, it would 
appear that the length and severity of the present depression cannot 
be adequately explained unlees we take into account the "dowa· 
Bwing nf the long wave. .. They also pointed the fact that 'during 
the past hillf a oentury or 80 "every s800nd or third depreaeion 
develops into a major depression." This "long-wave movement" 
is conneoted with the maladjustmenta of the advanoe of productioQ 
of different kinds of oommodities and of gold; and we have llIready 
Been the divergen088 of production in different industrial regions. 
The hypothesis of the long wave has also been supplemented in 
other waya. Thus, Mr. Willard L. Thorp argoes that a we are 
oertainly in the trough of , long wave, far ill the downward wave 
of a Juglar oycle, and probably in the trough of .. forty-month 
oycle." Thue, the ooinoidenoe of three cycles "illtaDsified by 
agrarian crisis, proteotive tariffs, monetary policy, reparatioDs and 
inter-alliad debts .. and other faoklra which wa have oonsidered is 
invoked to BCOOunt for the depreaeioD before UII. On the other 
hand, an authority like l'rof. Ohlin ooDBidera it impossible kI isolate 
and to traoe the effeot of any ", ~Qng downward prioe wave· oD 
BOOOUDt of the oompluity and Dumber of pcm-war f~tors. n is 
just here that much is to be gaiaed from the study of eimilaritiee 
and diaeimilarities of the preseat depression and its pred_ 
Burs. Such a study has been carried out, though aaturally DOt 
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completed, by Prof. Ohlin himself for the League of Nations. 
While the present crisis exceeds· all former ones as regards 
the decline in prices there are great parallelisms between it 
and the depression of the "seventies" and "eightieB." In both 
C88es, there W88 an antecedent period of great technioal progreBB ~ 
in both too there W88 an aeeompanying agricultural crisis, 
88 also a shortage of gold brought on by monetary reforms. TheBe 
resemblances will no doubt help to fix the precise character of the 
present depression in the history of cyclical fluctuations; but the 
fnll force of the resemblances can be appreciated only when the 
preBent Depression h88 ended. Nor can we neglect the oircum
stance that the present depression is separated by about fifty yeare 
from the last great depression-that of the' eighties.' While the 
modal length of ordinary business cycleB is from three to three 
and a half years, the "long waves" are believed to have an 
approximate duration of from forty to sixty years. The Btudiee 
of Kondratieff and others establish a presumption that there 
are snob "long cycles" of that length. Kondratieff attempted 
to show th~t since the last decades of the eighteenth century 
the world has wituessed " two-and-a-half such long waves." 
As the trough of the l88t suob wave was reaohed in the period 
1890-1896, we might possibly be in the trough of the next 
wave since we are about forty years .distant from that period (Of. 
W. Mitchell, "Business Cycles" pp. 226-132). The coincidence that 
the world is in the trough of such a long wave besides being in the 
trough of the inter·crisis cycles of J uglar might aecoUDt in BOme 
meuure for the violence of the present Depression. At any rate in 
the face of these fundamental aDalogies we would dowell to 
emphuise the world-cycle upeet of the present cataclysm; far 
besideB the above factore usually found in suob cycles, we had the 
speculative boom in America and feare of its collapse which are to 
be expected at the approach of such crises. 
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In conoluding our study of the oausative aspeots, let us indioate 
the main tendencies to whioh the present depression oan be attributed. 
In the first place, there is the unregulated and constant extension not 
only of production but, what is more, of produotive oapaoity. To 
use the words of Mr. Hamliu " the oost of maintaining this idle 
capacity has brought into general operation the law of diminishing 
inoome returns." It is suggested that the ohief and basio regulative 
power-one whioh ORn act at both ends so as to adjust produotion 
and oonsumption mutually-is Co-operation (both produotive and 
distributive). It was necessary to remind a world in which scienoe 
is and has been adding constantly to produotive equipment that 
innovations in produotion require as their complement an inoreasing 
measure and a speoial agenoy of adjustment on the part of the 
world eoonomy. On the monetary aspect of the Depression, we find 
that in spite of the beginninge of oo-operation between ourrency 
authorities there are still many infiuenoes are at work-the 
very reverse of oo-operative. The mercantilistic poison has not 
even now been ejeoted from monetary and banking practioe j it 
not only persists but makes uee of the most advanoed forms and 
resouroes of banking to upset the working of the Gold Standard. 
The infiuenos of high tariffa-it need scarosly be said -works agains' 
world oo-operation by breaking up markets and making a great 
many of them too emall to take up the results of mass production. 
By raising the prices of protected goods, high tariffa lower consum
ing power all round. Then cams the Reparations or which the mis
chievous eJfeots- grow in every direction pari pGSSII with the 
increue of eoonomic solidarity. Who can estimate the harm done 
by the presen' system of Reparations when their amounts are utterly 
inordinate, while those nations which have to pay them find every 
possible hindranos placed in their task by the misnae of mriffs as 
well as of the monetary standard? Under such circumstances, these 
Reparations form the very anti.oJimu of oo-operation between 
nation& Labour policy too is in pan anti-aocial i.e.., in 80 far 
&8 it places obstaolea in the way of plasticity of wages. FilIally, 
since, as we have seen, we have to deal with the important influence 
of the buainaaa cycle, we want such a modificatioD of the present 
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economic system as to eliminate the business cycle. The query for 
the consid.eration of the reader is whether Co-operation is likely to be 
the medium of so combining the idea of a general planning of the 
world's economic activity with that of individual initiative as to 
furnish us with the pivot of the proper policy which is to serve as 
the necessary corrective of the business cycle? 



CHAPTER II 

DISCUSSION OF REMEDIAL SUGGESTIONS 

Before DotiDg aDd appraisiDjl the valoe of the remedial8ogges
tioDs that havs beeD advBDced aa regards particolar aapecta of the 
DepressioD, it ia well to iDdicate the geDeral directioD iD which 
oor efforts to overcome it moat CODverge. Needleaa to say that 
oora il a plea for a close oollaboratioD aDd co-ordiDatioD, for in 
lOch co-operatioD liea the oDly hope of saviDg oor ecoDomio fabric. 
To begiD with the flrst ateps to aoooeaa-how noept by a pooling 
of reaooroea of debtor aDd creditor-oooDtries is the great flDaDcial 
BDd credit cataclyam that threatens the world in the immediate 
foture to be averted? Nor OBD we aolve the problema of restoring 
BUd improviDg the gold ataDdard BUd oheckiDg. the fall of prioes 
withoot oo-operatioD iD the fleld of bBDkiDg BUd credit. That 1M 
~ tIIINrae to which we Dever look in vaia haa already giveD 
al the flrst atepe iD thia remedial programme of oo-ordiDatioD BUd 
oo-operatioD. Thall, America baa Bet the paoa aa a creditor-coaDVy 
ia affording. help by ita moratoriam offer; ad, had thu offer 
baeD aacapted iD the proper spirit ad Dot raiDed by political 
bitterDeaa, it woald have formed a moat fraitral firat atep to 
recovery. AI Mr. Keyo.. haa aaid, the world WB8 waiting for 
the emergeDce of lOme defl.aita BUd Dew oataide factor. U Dfor
toutely wheD sach a factor did malr.e ita appaaraaoe, political 
bitterD888 u ODOB marred the prospect. Thea agaia baakiDg 
oo-oparatioD haa beaD tried 80 far ODIy OD a limited acaJe, BUd eYBll 
there the Bank for IatarDatioDal settlemeata baa yet to go • long 
way before it works ap to ita programme. As regards the tariff 
problem, the League haa dODe ita beat fOl' _ring a Tvitf trace; 
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though unfortunately with far less success than it deserved. 
Coming to the basic problem of maladjustment of agricultural 
and manufacturing production, we see a beginning of co-ordination 
in the shape of international cartels and mergers. These are however 
the mere beginninlls of rationalization on an international scale. Then, 
as to agricultural co-operation, we see that it has been progressing in 
some countries. In particular, the Federal Farm Board has been 
trying agricultural co-operation on the larger scale, including plans 
for adjustment of the acreage under wheat and cotton to the 
dema.nd. But Co-opera.tion has yet to rise to ite full stature. It is 
only when Productive and Distributive Co-operation is integrated on 
the nat.ional Bcale that it can exert its full salutary influence upon 
international adjustment of production and demand. As we shall see, 
later, very import.nt work is being done in the field and co-opera
tive activities are it is being co-ordinated in a promising manner 
by the International Committee for Inter-co-operative Relations. 

As one more example of the undoubted fact that Co-operation 
is beginning to be regarded more and more as the economic policy of 
the future, a' reference might be made to a dictum in a paper read 
recently. by Mr. H. A. F. Lindsay before the Society of Chemical 
Indnstry : "I suggest that science has outstripped economics-that 
science has been quicker to respond to the new spirit which 
is now abroad, a spirit which is best described as II- elw.nge 
over from the ideal of eompetition to the ideal of CfHYPeration, 
from the ideal of efficiency attained under pressnre of environ
ment and other outside forces to the ideal of efficiency to be attain
ed by mankind working consciously, constructively, and in c0-

operation towards a common goal We cannot eliminate com
petition altogether, and we probably would not do so if we conld. 
But 1 suggest that as a constructive force it is too instinctive, too 
haphazard, and too unreasoning to be allowed to occupy the whole 
field. Its futore position will be definitely subordinated to a 
new force more constructive, more controlled, and therefore 
itself better qualifi«l to _oiIe deliberate and IlOfIIeiouI eortIrol."J 

• "lcnmul 01 &h. 800ie'T 01 Ohelluoallndumy6 Feb.......,., 19fIt, po m 
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During the discussion which followed on that paper, a distinguished 
economist observed that thie view "seemed to him to be com· 
munism-although not of the Russian type n. It might be remark. 
ed with due deference to that economist that there is some confusion 
of thought in this remark. While Oommunism rules out individual 
initiative, and competition expecte far too much from it, it is for co~ 
operation to effect a synthesis of the competitive and the social 
forces and initiative. To use the Hogelian phreeeology, while com· 
petition is the thesis and communism is the anti·thesis, Oo·operaticn 
i. the synthesis. 

All haa been said before, our order of treatment of the remedial 
aspects of the Depression must differ somewhat from that adopted in 
the trea~ent of causation: for here more regard hee to be paid to 
the urgency of the lolution of each question, and hence such reme· 
dies III oan be applied in the immediate future to the body economic 
to cure it of the ecute pheees of the ailment have a claim to prece· 
dence over real remedies whioh take a long time to improve radically 
the economio constitution. Hence the prcblem of Reparatioos ee the 
most urgent hee to be taken in haod first. It is the irony of fate 
that this, the most diffioult step in ioternational co-operation, hee 
to be giveo the precedenoe as regards order of discu88ion. Sti11 it ia 
almost superfluoul to nrge that the problem of Reparations must take 
the preosdenC8 in lolly remedial programme III regarda ita oIaim to 
urgenoy of solution. 

All RaminaUon of the history of the Reparations is the n_ 
lary background to the polioy to be followed in the future with reo 
gard to them. There oan be no question as regards the fact 
that Germany hili made a tremendous and unenmpled effort in 
the post-war epoch to .et her finucial aDd induabial honae in 
order. RationaliaatioD has been carried on in every line ud 
yet the fact etanda that ahe haa been unable to pay the Repara
tiona. Let an Amerioan authority on Eoouomics speak on the 
aubjed: • The Rternal debt (of Germany) seems to be growing, not 
diminishing. Instead of taking from Germany, the rest of the world 
is lending more and more to G.rmany. To date, the atiempt to 
collect from G.rmany does not eeem to have aucceeded. Prior to 

6 
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1924, the amounts actually paid by the German Government that 
could be credited to reparation account were not large. Sinc9 1924, 
the amounts due have been punctually remitted, but only from the 
proceeds of the loans just mentioned.''! Germany cannot in fact pay 
the reparations with the tariffs hindering her exports so successfully. 

These are facts too patent to be neglected. The Dawes PIan 
and the Young Plan had to be formed successively in order to scale 
down the liabilities virtually. The Dawes Plan had to adopt the 
"capacIty to pay" theory, to provide for active help to Germany in 
the shape of loans and to give her other relief. The Young Plan 
went even further and provided for temporary moratoria and 
conditional reparations. In spite of her magnificently carried out 
programme of payments, Germany cannot develop an expo~ balance 
to pay her reparations simply because some of her creditors must 
needs go on pressing for payment of reparations while they are 
equally determined not to adjust their own economic conditions 
sufficiently to let Germany develop the necessary exports. Taking 
the world as ,a whole, and even the great industrial countries indivi
dually, many authorities are of the opinion that it would pay the 
nations to abolish all reparations. But even a drastio reduction of 
amounts and the granting of proper facilities for payment might 
suffice to meet the situation. 

On this subject it is impossible to avoid some reference to the 
report of the Basle Committee of Inquiry. While emphasising the 
fact that the payments so far made by Germaoy had not been made 
out of her own resources, it rejected as impossible two suggestions 
that had been made as regards the manner in which Germany was 
supposed to be able to pay the reparations. These consisted of the 
mobilisation and sale of Germany's foreign assets, and the method 
of a drastic reduction of imports. Having rejected these, the Basle 
Committse could. recommend only that the existing volume of 
Germany's foreign credits should be maintained, and, further, th.t 
"part at all events of the capital which has been withdrawn should 
be replaced from foreign sources." But as no foreign investor 
would lend to Germany with the whole weight of reparations 

~ p_ ..... .,. oil., p. 168. 
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pressing her down, the Committee further recommends an assurance 
that" the international payments be made by Germany will not be 
suoh 1108 to imperil the maintenance of her financial stability." Here 
is a new call for scaling down of the reparatiolls supported by the 
united weight of an international oommittee of experts. That 
oommittee, it has to be remembered, decided unanimously that the 
prooedure and safeguards laid down by the Young Plan were not 
meant to apply to the present most abnormal set of oonditions. It 
ia therefore futile to appeal to the unoonditional character of 
annuities under that plan or. to the maximum time limit of moratoria 
as determined by that soheme. 

Obviously, it is a oompromise whioh must guide the world 
on this subject. On the one hand, it would oertainly be pre
mature to abolish German reparations without waiting for the 
fate of the other war debts. Such a premature abolition 
of reparations from Germany without a preliminary general 
oonsideration and settlement of waf debts, would result in in
equality and injustice to other oonntriea. If, on the one hand, the 
appea.ls of some oreditor-oouotries to the letter of Treatiee are valid 
merely from a lawyer's point of view (though not from the point of 
view of the eoonomist) on the other hand, we cannot a.ocept the 
diotum of a repl'I!.sentative of the debtor.country that it will not or 
oannot pay any more reparations in future. If reparations are wiped 
out at onoe on one side, the question of war-debt cannot be postponed. 
For one thing, Amerioa haa to be convinoed that it is to her interes1; 
to wipe out war-debts along with reparationa. The iasuee on this 
ma.tter have been well put forward and considered by Prof. Casael 
in the well-known Harris Leduree on U Foreigu Inveetments WI. He 
has shown the irrelevanoy of Amerioa's adopting II simply a lawyer's 
point of view· in arguing that U we have nothing to do with the 
German indemnity; we have advanoed loans to the European Allies 
in the War and we simply insist upon these loans being repaid." 
ne adds that this legal argument has nothing to do with the great 
economic problems of war-debt payments; for • eoonomioally it 
oannot be doubted that the Allied countries have to pay the United 
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States chiefly by means of the indemnity payment they receive from 
Germany. • And since it is by their strongly protectionist policy 
that the would-be recipients of reparations have placed very great 
difficulties in the way of the payment of reparations by Germany, it 
is for America to choose between maintenance of high-tariff walls 
and receipt of war-debts. In a word, Prof. Cassel would have 
America adopt with respect to war obligations a solution" allowinlf 
the whole economic life of the world a fresh start. " 

But some little time is needed for pressinl!' this conviction 
home and to induce America to make a change from her negative atti
tude. Hence, the value of the suggestion of Mr. Keynes which would 
have the Lausanne Confereuce prolong the moratorium for Germany 
over the current year-the time thus made available to be ultilized 
by its creditore in arriving at a definite and ultimate determination of 
the liabilities of Germany. Nevertheless thAre can be no question of 
any further evading of this nnal and permanent 8caling down. For 
a resort to moratoria as regards reparations and " stand still" agree
ments as regards ordinary debts on the commercial side leave the 
world in a growing state of uncertainty. 1 

These considerations have prompted Sir Arthur Salter's recent 
and wise suggestions. His proposals have the merit of elasticity 
and adjustability to changing circumstances. Thus, the period of 
the moratorium is to be extended automatically on the baeis of 
certain criteria which are laid dow'a beforehand. So also the 
burden of Reparations is to be made adjnstable by the issne of 
shares of the ordinary variety on German railways and indostry. 
The burden of debts is also to be reduced generally by the raieing of 
the world price-level to that of 1929." 

REMEDYING THE MALDISTRIBUTION OP GoLD 

It is when we consider the urgent and essential need of re
medying the maldistribution of gold that we come to' realise the full 
importance of continuous lending by countries which are it! a position 

I The .. Bew S ....... M and Nation," 16th Jauuary, 1932. 
• Of. Su AnbUJ' SaUer'• noeDt book 00 .. Recovery .• , 
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to do 80. As the views of . an outsider on this subject would be 
suspect, it is best to let authorities of the creditor-countries speak 
npon the subject. Prof. John H. Williams (of Harvard) has made 
some valuable observations on the subjeot which will bear quotation: 
" The prinoipal alleviation to the present bad distribution of gold 
must he the flow of oapital through the world. For some years prior 
to 1928 we did preserve more or less a balance in the world through 
the flow of oapital from this oountry. We were exporting about 
S 1,000,000,000 a year; but first the stock market boom served as a 
magnet for foreign balances and depleted the reserves of the younger 
oountriea of the world which oould ill afford to part with them. That 
I think to be one of the oauses of this depression. Since that time, 
tbe depression itself b&l made for a bad international bond market. 
W. ought to lend a aympathetio ear to all responsible suggestions &I 

to ways and means of bringing about a great international flow of 
oapital from the oountries now holding so muoh of the world's gold, 
Franoe and the U niled States." It is perhaps true that borrowing 
oountries in Bome c&les drew to a.n undue extent on foreign credit or 
misused it; but tbe remedy of exoessive use of oredit is not an exoes
sive restriction of oredit. There again it is an American authority 
who would guide nB aright. "It is well to learn from past experi
enoe but a mistake to get too much out of it. The world haa 
become so interdependent eoonomioally that it cannot fnnotion with
out oredit. It is eBSential that the supply of oredit be maintained." 

That the lending oonntries have, besides helping the borrowing 
Dationa, not done 80 badly in the past on their own account is 
obvious. Hare, again, it is best to let a financial authority from the 
great lending country do the talking. Thns Mr. Robert E. 
Kuoaynaki (Oonncil Member, Institute of Economics, Washington) 
has told us that a in any case, the terms on which Amerioaa loana 
were granted to Germany were by no m_ easy. The total cost 
expenses of issue, interest (and premium) and incidental 8Xp8n888 of 
dabt servioe-will annually average about 9',. per cent of the net 

, 

a Ot th. pe,. ..... 0 ... In __ PiDaDoiel Probl_ (l9IIt) "7 N ......... 
T. H. Den. (111. __ of th. ~UIlOial Oommi_ of the ~ of NatiOll8). 
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proceeds to the borrower." He adds as a corollary that "the 
American bankers earned high commissions, the American investors 
received a high rate of interest, American exporters found an outlet 
in Germany. " Further, he reaches the conclusion that "if America 
continues to export capital to Germany, she will find there an open 
market for her commodities, the Reparation plan will operate 
successfully, and the American savers will enjoy profitable invest
ments." Nor, had he any doubt that German borrowers were able 
to repay the loans; for he adds that" heavy as the terms of many 
American loans to Germany may be, if measured by the yield to 
the borrower, the total amount so far involved is not of a size 
as to make it doubtful ·that almost every borrower would be able 
to raise the funds necessary to fulfil his obligations when they 
became due.I " It is obvious that it was only the latter abnormal 
developments t.hat impaired the position of Germay as a debtor for 
most of the loans went to promote the economic and financial 
rehabilitation of Germany. 

Sorely the course of events has not falsified the anticipations 
of. the financial authorities. For the position of Germany was not 
shaken nntil, during the short period of about six months, capital 
amounting to about £ 170,000,000 was withdrawn and the Reichs
bank had parted in a still shorter period with nearly £ 60 millions in 
gold. The objections to letting hllr have the benefits of the 
Hoover moratorium led to further 'withdrawals of balances and 
funds. All this came on the top of the sudden contraction of inter
national lending and investment which came on in 1929. But while 
recognizing the need of a sound and steady lending policy both for 
the solution of the reparations problem and for proper redistribu
tion of gold, it has to be admitted that not all the creditor-conntries 
however are in a position to lend. Take the case of England in 
'particular. There can be little doubt that if thesuperfluou8 gold 
',w in Paris and New York was at the disposal of Montagu 

"'man he would make short work of the depreB8ion. But the 
\~g power of England is at present very restricted indeed. 

'1me back, the Colwyn Committee emphasised this and pointed 

'\Le""""" 19U, pp. 119, 186, 181 • 190. 
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to the reduation in the volume of British savinge due to the direct 
effeots of War lIS well to the resultant ohanges in the distribution of 
national inaome and the high taxation. No wonder that many 
authorities in England are reconsidering and revising their" traditional 
belief in laissez-faire" in the matter of foreign loans in the in
terests of the maintenance of the equilibrium of domestic industry. " 

In the matter of the better utilization of gold and expansion of 
credit, we are entitled to look to America for a lead. The rellSon is 
that there alone there is at once a surplus stock of gold and a 
banking organization of an up-to-date char&eter which can pro
perly utilize it for the good alike of America and of the world. 
There also Hngere the tradition of the wise and bold policy of the 
late Governor Strong i and that tradition is well represented by 
experts like Dr. Sprague and Prof. J. H. Williams whose views we 
have already noticed. Thll Gold Delegation hIlS done well to 
emphllSise the importance of the lending states maintaining an even 
flow of capital. And it might be added that at the Session of the 
League in 1981, it WIIS 8D Indian delegate who had a similar 
recommendation added in the report of the Second Committee. As 
a matter of fBOt, in the matter of the expansion of credit, the 
initiative leems about to be taken by America and a bill haa been 
just p&B8ed by the House of Representatives securing powere for 
expanding the currency. As regards the formaticn of the Re
construction Fin8Dce Corporation 8Dd the widening of the borrowing 
powere of the AmeriO&D 'b8Dks, Mr. Hartley Withere has been 
telling UI that a it is all to the good that the American authorities, 
at least, are not afraid to meet a orisis of glut by the provision on 
bold lines of fresh purchuing power. They have showu themselves 
ready to put orthodoxy into the oupboard for the time being 8Dd to 
pledge the oredit of the Government for the purpose of thawing 
frosen &88eUl and releuing gold." All depends of eD1lJ'II8 on the 
way in which these powere are utiliaed aod interpreted, aod whether 
the publio Deues to hoard currency aod begins to pnrch&Be more 
goods. The further step of stimulating aod regulating foreign 
investment remains to be taken yet.. In fBOt, the present depreasioa 
has much to do with what might be ~ed the ilIt&rregDum ill the 
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regions of international banking and investment. The old banker of 
the world (England) has at present been rendered unable through 
circumstances to carryon his old business of international invest
mentj while the two new firms of world bankers are as yet soms
what new to their business. They have not yet had time to come 
to grips with their business and to develop a policy of steady and 
continuous lending. 

THE PRoPOSED STERLING BLOO 

If the problem of the maldistribution of gold is not 80lved 
in this way, the world is not likely to wait for an indefinite 
time-until the balances of trade of France and America have 
become so adverse in the ordinary course of evente that a natural 
redistribution of gold is effected in that way. Indeed, the period 
would be very long indeed in which such a consummation could 
be achieved. The economic strength of both France and the 
United States is well known-and that both on the agricultural 
and the manufacturing side. France which was once an agricultural 
country to °a great extent, has vastly increased her industrial 
equipment at the expense of Germany. Consequently the re
versing of the process of the mal distribution of gold in the ordinary 
course of evente would be a very lengthy procees indeed. 

Under these circUmstances, the rest of the world might 
co-operate as against the two monopoliste in gold and proceed to 
form a sterling bloc as Sir Basil Blackett, Sir A. Salter and other 
eminent economists have been suggesting. Sir A. Salter hu 
recommended preparations for a possible stabilisation on • com
modity price index basis, working out the policy for this purpose 
in concert with the other oountries which have goDe off gold. 
He would however keep this policy in reserve u an alternative 
to that of oo-operation on the part of America and France for 
restoring the proper working of the gold standard. The practi
cability and chances of 8nOO88ll of such a policy go on increa
sing as the number of countries of which tha cnrrencies are 
linked to the sterling directly or indirectly has b88n growing. 
Virtually the whols empire it already on the eterling .&andard. Sir 
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Basil has remarked with great justice that "if by sacrificing the 
ltability of exchaoge this country can' be made master of its OWD 
economic destioy, not dragged at the wheels of the chariot of the 
Federal Roserve System of the U.S.A. or the Bank of France and 
caD give real stability to the internal price level, the objective of a 
managed sterling currency. system is at least one worth examining." 
Indeed, this is putting it rather mildly. For when Mr. Keynes and 
other economists were urging the abandonment of the gold standard, 
the main &grument employed against them was that most countries 
had a preference for gold and desired its retention as mODetary 
at&adard. But the polioy followed by the countries having the lion's 
ahere of gold has beeD weaning other countries from their preference 
for gold. Very few would DOW differ from the dictum of Prof. 
L. Edie (formerly of the University of Chicago) that" what the out
right foes of gold failed to accomplish has beeD in proceBB of accom
pliahment by the friends of gold." In his view the gold standard 
haa p&BBed away iD recent years and its place has been taken by the 
M banker standerJ." under which excesaive variabilities of credit have 
baeD practised UDder the misleading title of .. automatic elasticity of 
credit. II There i8 no doubt a great deal of truth iD theae complaints, 
&lid if indeed the abortcominge which, the gold standard haa been 
dsvelopini of late cannot be removed, the alternative of a sterling 
Itandard daeerv88 every consideration. 

There are several advant.agea which might be gained by the 
IU0C8BBful adoption of this, plan. ID the firet place, by the aki.lflll 
adOptiOD of • euitable price level DOt only would the poeaibility of a 
deoline of pricea be obviawd, but trade competitioD collld be BO 

aharpenad against the remaining gold standard countri.. that im
ports into them might be incraaaad and balancea of trade be reader
ed 1_ abDormal. But, further, once. Dumber of co1llltriea 1&81'11 
to oo-operate oIosely iD currency matters, that oo-operatiOll might be 
extended in ita 800pe ud might inolnde the varioaa aspects of 
common regulation of production, marketing and tarifJa. The inter
national management of the Sterling Standard will alao _ as • 
moat valuable apprentieeship in the art of currency management in 
general-one of the main 181180IIII being the regulation of credit and 

7 
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curreDcy according to the rate of increase of normal production. 
Incidentany, Great Britain as the head of Sterling bloc would regain 
her prestige as the great financial centre and her former initiative 
in monetary matters. It is an encouraging sign that the Sterling 
has been fluctuating in value less than gold. But is it not also a 
proof of the misma.nagement of the Gold Standard? 

In his recent work on the" Gold Standard and its Future,' Prof. 
T. E; Gregory has pointed out the weaker aspects of the Sterling 
bloc idea regarded as a permanent policy. He has shown that 
the monetary interests of the different parts of the Empire are by 
no means identical; and further that the creation of a currency 
union with Scandinavia would not add very much to the Economic 
strength of the sterling bloc. On the other hand, it is permIssible 
to point out that the movement away from the Gold Standard is 

} gathering force; that the countries going off that standard would 
i

l
." 

scarcely like the idea of complete isolation as regards monetary 
policy; and· that the monetary policy of the United Kingdom is 
such as may ;well inspire general confidence, so that other countries 
might do worse than join forces. As regards the duration of the 
Sterling bloc, that depends upon quite a number of other factors
npon the time within which a redistribution of gold is secured, upon 
the readiness of the countries possessing the lion's share of gold 
to restore the conditions facilitating a smooth working of the 
Gold Standard, and also upon the adequacy of the monetary stock 
of gold, even when so redistributed, to serve as the basis of a price 
level adapted to the needs. of the period following the Depresaion. 
Finally, we note that the hesitation to accept a managed standard 
has been steadily undermined with every monetary development in 
the post-war period, and that the climu: of this developmen~ has 
come with 80 many countries going off the Gold Standard. 

IxPROVEMENT OP THE CURRENOY SYSTEM 

In any event however-whether the problem of the maldistri
bution of gold is happily solved by means of a wise policy of inter
national loans, or not-the world has to nndertake the task of 
improving its monetary standard and of evolving a policy of banking 
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oo-operation as a oondition precedent. For it cannot be emphasised 
too strongly that the present depression might be said to have sur
prised the world and taken it unawares during a period of transition· 
during whioh we were slowly pressing towards the ideal monetary 
standard and were attempting to solve the problem of inter
national management of ourrency. The problem of this evolution 
has been occupying the world's energies for some decades· 
Thul the development of the Gold Exchange Standard, in 
whioh India took suoh a leading part, constituted but an 
early phase of that work. The reoommendatioDs of the Genoa 
ConfereDoe pointed the way to a further approach to the solution; 
and had these slIggestioDS been carried out wholeheartedly the 
world would have been furnished with an important prophylactio 
agaiDst depressions. But far too few of the Genoa suggestions 
were whole-heartedly adopted i and the baoks1idings and hankering 
after by-gone ideals must bear much of the responsibility for our 
present troubles. However, that is the greater reason why we 
should expedite matters and hurry forward towards tbe goal pointed 
Ollt to UI by such experts as Mr. Keynes and Sir Josiah Stamp_U a 
cantral international oontrol of gold supplies and oredit. n 

The Reports of and doouments supplied to the Gold Delega
tion of the League lupply UI with very useful proposals for improv
ing the working of the gold standard. These propOlaia are on 
somewhat oonservative lines but therefore all the more likely to 
oommand an early anei general acoeptanoe. The 800pe of ita 
Report would have been wider and its results would have been 
more valuable, had its terms of referenOB permitted it to inveatigata 
the relationship between tha present economio depression and the 
distribution of gold. But it is obvious that the Delegati.on h .. 
given itself a fairly free hand and its treatment of the monetary 
problem has gone muoh beyond the question of the demand and 
supply of gold. Not only haa the Delegatioll suggested purely 
mOlletery reforms but it haa gone 011 to disousa bankillg priDciplea 
which would, if adopted, oolltributa to a more efficient workiag of tha 
Gold Standard. The reoommelldations of the Gold DelegaiiOIi are 
very materially supplemented by the iDBtruotiva memoranda 
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supplied to it by experts. Several of these will long retain 
their value as permanent contributions to monetary theory and 
practice; for while the unanimous reports of any delegation 
or committee must needs be the; pale fruits of compromise, 
the memoranda supplied by individuals are in a different position. 
The recommendation of the Delegation are therefore best studied 
in the light of these Selected Documents. Among the best 
known recommendations is the reduction of the reserve ratios-a 
distinction being made here between the "minimum gold" cover 
which is required to preserve confidence in the notes and the 
" surplus reserve" of which the function is to meet international obli
gations. On >this point, we might well accept Dr. Trip's dictnm that 
"the rate for reducing the actnal gold cover will have to be set by 
uintual agreement, and exclusively with a view to the world's pro
duction and the world's demand for gold,"-it being noted that the 
dictum emphasises the need for international co-operation. There 
will be general agreements also >as to the idea of gold coin not 
being put b~k into circulation. 

The next recommendation of the Delegation will require more 
elucidation, and, as it stands, is far from giving the as clear and 
uninistakeable guidance to I he central banks as is desirable. That 
recommendation is to the effect that only a gold influJ[ or efflo:s: caused 
by "temporary disequilibria" might <he advisedly neutralised by 
central banking policy. Doubts have been raised as to how far this 
reCommendation of the Delegation is consistent with another one 
which is to the effect that gold effl UJ[ and influl[ should in general be 
permitted to produce their effecte.1 The underlying idea seems to 
be that it is no part of the task bf individual central banks to follow 
a policy which would interfere with the general distribution of gold 
but that they are not to be deprived of the powera of carrying out 
their policy of pre-war days in the' matter of gold inflow nr outflow 
taking place on the ordinary scale. A distinction might Burely 
be made between the continuous gold inflow into the United 
States or France on account of war-debts or reparations and 

~"EcOIlOmill," Blat lonaary 1980, p. 1118. 
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the ordinary movementa. of gold. It ha~ also been remarked 
that the Delegation should have considered whether the gold 
standard itself has been helpful during the Deprossion. One 
who attempts a reply will of course admit that there is room for 
improving the gold standard as envisaged and Ilnderstood at 
present i at the aame time he will also be able to point to a number 
of abnormal faotors which have militated against the smooth work
ing of the standard in the post war period. Other noteworthy 
reoommendations of the Delegation are meant to remove a defect 
whioh has crept into the working and practice of the Gold Exchange 
Standard of late. The Delegation has also advised the develop
ment. of the bill market and the adoption or perfection of the 
teohnique of open market operations. Such operations, it must be 
admitted, constitute a comparatively new instrument of credit policy, 
and this aspeot of credit policy has not yet had time to develop 
fully. Hence, both the extent of its infiuence and the proper scope 
and lines of its use are yet to be asoertained in the light of 
experienoe. Only one more reoommendation of the Delegation 
might be ·notioed here-the one relating to the duty of the lending 
states to maintain an 1\ even flow of capitaJ.ft It was obviously 
neoessary to emphasise both on the theoretical and practical side 
the close relation between free international movements of capital 
and the smooth working of the gold standard. 

Our study of the recommendationl of the Gold Delegation and 
its documents should preplM'll us to envisage some of the main trende 
of the reform of the gold standard in the immediate future. The 
first feature to be emphasised is the utmost and most careful 
economy of gold, which is to be effected not only by avoiding the 
USI of gold oUl'l'flnoy but also by adopting a suitable mechanism for 
variation of gold reserve requirements. ADother measure to be 
adopted advisedly is the inclusion of suitable lubatitUtes fnr gold aa 
part of reaerva requirement. It is further advisable to widen the 
interval between gold points, 80 that, aa Mr. Keynes has pointed 
ont, central bub, will be the better able • to protect the credit 
struoture of their owu couotry from the repuroWlllioDl of purely 
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temporary .disturbances abroad."l It is obvionsly the task of the 
central"banks by a wise policy to reduce the movements of gold, 
especially those not warranted by the condition of the exchanges. 
Another important feature will be the effort to regulate long-period 
price changes. Students of Prof. Pigou's work on "Industrial Fluc
tuations " will remember his view that for individnal countries there 
is "only the option between stabilisation of prices and exchaDges; but 
that through international co-operatioD a synthesis of the two aims is 
feasible-ie., if the ceDtral banks co-operate to limit the demaDd 0':1 
gold and regulate prices, while steps are also taken to regulate the 
output of gold. The Genoa resolutioDs gave the world a lead in 
the matter and urged on the central baDks the advisability of giving 
due weight not merely to the question of reserve proportioDs but to 
that of price stabilisation. 

Above all, iu order to work effectually, aDd on sound lines, the 
management of the improved mODetary staDdard must be on interDa
tioual (better still expressed as "superDational '') IiDes. Co-operation 
OD the monetary side of planning is as necessary as we shall find it 
later on the ~ide of production. To illustrate this it is Decessary to 
point to failures of Dational programmes of and efforts at price 
stablilisation. Thns after the hoom of 1920-21 some countries were 
hit hard by attempting deflation without regard to international 
conditions. So also those who worked the" dollar standard" assisted 
the process of maldistribution of gold by trying to eliminate the 
effects of the large inflnx of gold in order to stabilize the price level. 
TIlen, again, as a high American authority haa pnt it recently, " they 
have sanctioned that excessive short-term variability of credit volume 
which it was the very heart and soul of the gold standard to 
prevent." And all this was done in the conrse of nationl policies 
followed out, nndonbtedly, with the best of motives. Further, 
we have seen that only the co-operation of ceDtral banks and ClOun
tries can secure a synthesis of price and exchange stabilization at 
the same time. And as to reductiou of gold movements, we know 

I Xeyuea OJI ••• ," voL n. pp, St6-8 .... d 898-S98; "Select DOOum.D" O. ~. 
Gold DolegMion," pp. 69-70. 
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that this ia possible DDly if movement! of credit are kept iD COD
sonanoe in differeDt oountriel. 

The advocates and. the oritica of the gold staDdard are alike 
agreed as to the advisability of a luperDatioDal maDagemeDt. 
That is olearly the advioe of Mr. KeYDes: "Provided that the 
world'a ourrenoy aystem is maD aged with pleDary wisdom by a 
auperDatioDaI body, aDd provided that as a part of this scheme, gold 
ia everywhere exoluded from aotive ciroulatioD, theD . . the ideal 
standard of value, whatever that may be, is oompatible with tha 
forms of a gold standard of vaIUe."1 Here at least there oaD be DO 
douht that aJI authorities are agreed as to the DeC88sity of iDterna
tional oo-operatioD. Indeed, iD •• very important aDd Dew seDse, 
problema of ourreDoy have heoome of an iD\erDatioDaI character. 
To those of us who begaD their aooDomio studies thirty years ago 
this change iD the poiD' of view seemB wODderful i but theD it is 
oDly symbolioal of the movemeDt towards internatioDaJ oo-operatioD 
iD the whole range of eooDomio life. 

SOOPI!l AND OBJEOTIVES OF BABKING POLICY AS 

RmGARDS THIll PRIOE LEvEL 

Having tried to eDviaage the lines alODg which the monetary 
atandard ia to be dflveloped in the immediate future, we come to 
tha agenoy of working out the polioy .. e., to the work of the 
Central Banke, which are the oontrollera of oradi' and ourrency 
iD this respect. We have, iD the fim iDs_oe, to enmine their 
potentialitiee aa well aa the limitationa to their powers iD tbis 
respeot» and iD the first instance we shaJI uamine the capacities 
of individual Cenhai Banks iD the maUer of removing _omio 
wuble. Here we meet with several oon1licting opiniOJl& All 
haa been well Doted, the practical banbra too oftea foUow -the 
creed of Degative leaderahip - aDd fight shy of reapoD81'bility. 
Few of them rise to the level of Sir C. Adelia and argue that 
.. we mus' be maatera iD our own hOUlle, the mera aDd DO' the 
alaves of mODoy.- ODly th_ caD foDow the advice of llr. Keynes 
aDd &88ume reapoD81'bility for following a deb'berate oredi\ policy 

~J["1"U>"""" VoLU,.,1ID. 
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which would control prices through influencing the rate of 
investment. Mr. Keynes admits indeed a number of limitations 
on tlie power of the Banking system to control price level, and 
his final opinion is that the banks' power is real mainly in the 
direction of preventing depre&l!ions and that it is much I_ 
tangible when it comes to remedying depre88ion8.1 But some of 
his critics would go further, and express scepticism even as regards 
the central banks' po .. er to prevent depressions, on the ground 
that. the economic and statistical methods of forecssting are yet 
imperfect. Moreover, they add that in trying to influence lOme of 
the pricaa favourably the banks might adversely affect other 
prices. Doubta are al80 expressed ss to the effectivenee8 of the 
weapon of open market policy in bridging the gap bet .. een 
long and short-period rates for money. S 

What then can .. e conclude safely as regards the outcome 
of this controversy i' In the first place, it might be observed that, 
ss eho .. n by the Economic history of a century and more, 
banking policy haa tried to adapt itself avo .. edly to the 
phsses of the trade eycle-a fact which n8C888ari1y impliea 
confidence iu its po .. er to influeDCB both inveatmeni; and 
prices. The potentialities of a stabilising diBCOllDt policy are a 
matter on .. hich there is little doubt. Moreover the armoury of 
the central banks hss been enriched by the other .. eapon of open 
market operations. Nor can it be doubted that the short-term rate 

of interest, which the Central banks admittedly can influence, 
haa BOme effeci on the long-term rate of interest, and upon the 
boad-rate on investment and thns nltimately 00 prioel!. 

What one may inqnire, are the criteria which the central 
banks ehould utilise in guiding their credit policy? Ou this 
aubjeet also the suggeations have baeo Dumeroua. ODe set of 
authorities have emphssised the stabilisatioD of prieee as the 
guide to baDking policy, and the Macmillan Committee baa giveo 
ita blessiugs to the propoeaL But to this it is objeeted that 
th.ere ie aa· ambiguity in this preeeription and that the criterioe 

'1t.~ .. oil., VoL Do p. 8Il. 
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is Dot definite eaougIL For siace we are ia a period of rapidly 
decliDiDg pm- "bieIt yetIn' prieM are to be _pled as the 
etaodard for etabiliutioa 1 aad ~ it ill asked "hat ill the 
objective ataodard 01' .. eigDals .. to be follo"ed ia worlriog out the 
matter-whether a mere prodaetioo staadArd, or dIat of the CCHmlia .. 

tioo, Df prodoctiOD .. d c1istributioa, or:, oa the other lu.ad, a fioaociaJ. 
etaodard' TheD there ill the propoul of 1lr. Keyoee tau the baoks 
ehould bave for their aim the equalising the _ket nt.e of illterest 
to the DaturU rate .. d that they ehould eo~trol the prica level 
througb CCHJrdiDaUoa of _mg .. d iDvestmeDt. To that impor
tant auggeetioa the criticism h .. beeR advaocecl that the Ioweriog 
of mODey ratee does Dot aI-.vs iadoce the husioess commODity 
to eolarge iaveatmeDt. Oae CUlaot aI ..... ya rely OD cheap 
mODey to improve bosiDess .efivity; for, ita psychological elJeet, it 
ill alleged, ill coooteneted by the IIIOmeotum of the trade depn!18-
Bion. )lore reoeatJy Prof. Edie baa advaocecl the idea of taking 
.. the aonnal. nt.e of grotrth of prodoctioa· .. a guide to the 
upBDaioD of credit. Bot it is obvio08 that if ia a period of atartt 

depreaaioa like the prea8Dt., the baob veat OD RJl DdiDg c:redit. 
aay, accordiug to the aoggeated 3-per-eeot aormal upaosioD of 
prodoeUoa moat of it woold simply Dot be availed of .. d oaecl. 

So ru .. a practical coacloeioa CUI be aimed for immediate 
guidaooe oader the .,..-eDt coaditioDB, it is tbiB that the _tnI 
baob moat proceed teat&tively ia the direetioa of providiug cheaper 
moDey aod of thoe fiDaoeiug a trade revival. While &he baob eao 
make a begioDiug ia this direetioo, the later et.ges of the policy 
viII depaod oa the gradoal reepo_ of bosiaess demaod.. There ill 
ao aeed to adop' the whole policy of .. ezpaoaiooiata· to ~ vith 
IIioce the baob caoaot CODtroI either the osee to which additioaal 
oredit caD be pot by the bosiDess vorid or the peycboIogicaI factore 
alleetiDg the DtilisatiOll. The _e CODsideratioa _ .. gDftI'Il the 
choice of the price level to which _ ehoald aim at reftrtiog. 
Provided a begiaaiDg ill made ia nisiug ,n- &ad ia Io~ 
iolere$t rates &ad the 0001'18 ill .. ia that directioa, further uperie_ 
viII alODe give a oleu guide to the U1d criterioa to be adopted 
for future denlopmeot whaa _ red more aormal -or rather, less 

8 
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abnormal-conditions. For the immediate present, -the same course 
is prescribed by criteria like rate of production or the relations 
between the actual and natural rates of interest. 

POTENTIALITIES AND LINES OF CO-OPERATION BETWEEN 

CENTRAL BANKS 

It goes without saying that though there is scope on the above 
lines for the guidance and development of monetary policy by 
individual central banks, the success of the policy will be rendered 
far more likely by co-operation on the part of central banks. Since 
the War, such co-opera.tion has been extending and Central 
Banks have been learning to take counsel together. In this 
matter, the world is under great obligations to eminent bankers like 
Mr. Montagu Norman, M. Moreau and above all to the lllte Governor 
Strong_ The growing practice of keeping balances with Central 
Banks in free gold markets is at once a sign and a cause of such 
growing co-operation. An even more important matter waR the 
co-operation of Central Banks in the task of currency stabilisation. 
But the experience of the present depression hBS suggested much 
closer co-operation between Central Banks, while the establishment of 
the Bank for International Settlements hBS greatly facilitated the 
task. It is with' Buch co-ordination that the tBSk of variation of legal 
reserve requirements of banks can be best taken in hand so BS to 
economise gold. Economies in clearances between foreign conntries 
too will by themselves be important for the -same object. The 
defects which have crept into the working of gold standard can only 
be removed in these ways. On similar co-operative lines can the 
practice of any devices which have been adopted for absorbing 
more than the proportional share of gold (and of nentrslising the 
effect of such secretions of gold on prices) be discouraged. Then 
there is the question of the regulation of gold points and of making 
them more effective which can only be tackled by the co-operstion of 
central bank.. There would alao be great adYBntsge in adopting the 
snggestion of Mr. Keynes regarding the widening of the margin 
between the buying and selling price of gold for banks. Encourage
ment hB8 also to be' given to the practice of ceptral banks of bolding 
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balanoes with each otber, t.hough the idea of treating such balances 
as parts of the minimum covet ag .. inst demand liabilities deserves to 
be discouraged. 

Indeed the I'&nge and sphere of banking co-operation is very 
wide indeed; but the greater and more remote developments of 
tbe future may he leFt out of sight in dealing with the problems of 
the day. For the full scope of the work of the Bank for International 
Settlements is yet to develop; nor can we ignore the difficulties 
in the way. It hll!l, for instance, been pointed out that the 
potentialities of the co-operation of central banking are limited 
owing to "friction, heterogeniety, unequal development, difference in 
business orgsniaation and unequal sensitiveness to monetary and 
other faotors as between different oountries."l No doubt all this' is 
true, and certainly ~uch diffioulties have to be faoed; but the 
great engine of banking co-ordination and oo-opera.tion has already 
been installed in the shape of the Bank for International Settlements 
and it would be impossihle to exaggerate" the highly important role 
which that bank can play in the sphere of steadying foreign 
exchanges, ameliorating flights of capital, organizing rescne parties 
for temporarily embarrassed eituations, and in general of fostering 
co-operation between Central Banks with a view to minimizing the 
internationa.l ahipments of gold." Above all it will serve as the 
best guide to central banks in developing and working a planned 
gold standard and in interpreting the rules aocording to which such 
a standard must fucotion. 

The recent pronounoements of the President of the Bank for 
Ioterna.tiooal Settlemeots are of a character which eocoorage the 
high hopes eotartaioeci of tbat iostitutioo. The Bank is already 
cllrryiog .ou\ the wider fuoctioos of regulating and stabilising the 
iotsrnatiooal movement of funds. It is also workiog at the tasks nf 
"the transfer cf capital to m .... kets where it may be so Deeded either 
to countsract a tsmporary influx such as lbat experieoced by 
Germany a few weeks ago, or to level out diecrepancies io diacount 
rates. It haa moved funda in aid of currencies whillh have shown 
tsmporary _aeneas and U98istsd some countries in \be organia-

1 Prof. Willi ..... in • Qu_~ 10 __ of lIooIlomioa n A ........ 1111l. 
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ation of discount markets. It is also contemplating the important 
measures for the formation of a foreign exchange settlement fund 
and an adjustment fund designed to prevent unnecessary movements 
of gold. n 1 

PROPOSALS FOR THE REINSTATEMENT OF SILVER 

Before closing the study of the remedial programme on the 
monetary side sOlBe reference is necessary to the projects that have 
been put forwa.rd for restoring silver to its former monetary position, 
and, at any rate for using the world's silnr resources to supplement 
the gold supplies, so as to raise the level of prices. Among others 
who have written favourably on the topic might be mentioned Sir 
Robert Horne, Mr. J. F. Darling and Sir M. de P. Webb. In his 
older scheme, Mr. Darling contemplated the estahlishment of an 
Empire Bank and the creation-of a new unit of inter-imperial finan
cial adjustment (the" Rex " or the" Empire Pound ''). More recently 
he has modified and simplified the project with the result that it 
amonnts now to using silver to supplement gold reserve of the Bank 
of England and to the re-opening of Indian mints to silver. Sir 
Montagn Webb has also ably advocated this idea. Other writers 
agree so far as to advocate the general supplementing of gold re
serves of banks by silver." 

The practical difficulties in the way of these projects are 
obvious. In the first place, the whole course of development of 
monetary practice has been towards a managed currency; and the 
difficulties of such management, already great enough will be 
multiplied with the added complication of having to reckon 
with the fluctuations in the 'Volume and value of silver. No 
one can deny that there i~ some force behind Sir Arthur 
Salter's remark-" is it reason8 ble that the world should consider 
chanjling the world currency system, not for the sake of improv
ing that system, but in 'order to influence the price of silver?· 
The problem of the rllotio of silver to gold in value will also tax the 

1 Of the B1UJlDlary of the speech of the President of the Bank in lbe Economilt 
of 2ind November 1980 • 

• Of.. Mr. Darling'. book on .. Monotary 'Leadership '·."d Sir M. de P. Webb'. 
"The World Oriais, and The Only Way Onto" 
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capacities of currency authorities i especially because wbile tbere 
are sure prospects of an in~rease in the production of silver, tbe 
pr08peots are much less favourable jn tbe oase of gold. Moreover, 
we bave to reckon with tbe almost universal prejudice against the 
U8e of silver. Indeed, as is well known, the fall in the value of 
silver bas b,een due not merely to the rapid increase in its produo
tion but in "great measure to the large sales of silver coinage by 
quite a number of states. Finaily, in the absence of an inter
national agreement on the subjeot, the reinstatement of silver by 
some oountries will do nothing to induoe the oountries wbicb are 
hoarding gold at present to release it. 

There oan, of oourse, be no question that Bimetallism -could be 
suooessfully restored if the world oo-operated in working for it. 
With suoh International Co-operation, the difficulties even of the 
ratio to be fixed and also of the greater diffioulties of management 
of the currenoy would disappear, But there are no signs of any 
general desire for such oo-operation-even though its results would 
be obviously benefioial. The attitude not only of Franoe but of 
many other countries ia, to say the least, disoouraging i and in the 
absenoe of a general and whole-hearted effort, any small group of 
countriu which _ attempted to carry out the idea of Bimetallism 
would only serve as a dumping ground for the white metal. One 
can agree with Sir Robert Horne's statement that "alike in India, 
China and Pereia oonfidenoe in silver has been undermined, 
and 10 long as mistrust oontinn8& . • . we cannot axpeot 
thue countries either to share fully in or to contrihute 
towarda, a trade revival." The 8uggution that an International 
Conference on silver. should be convened with a view to ita 
re-introduotion into the world's monetary system has a great 
deal to Commend it. A less ambitious but more practical idea 
is that 0' international action for the much more limited purpoae 
of regulation of the sales of silver-an idea which has been 
put forward by Sir George Schuster in India. The controversy 
ill not with regard to the desirability of the objoot but as to 
the poesibility of International Co·operation upon the subject. 
n is for the advocates 0' ail nr to put forward such a programme 
as will ~ lIuch oo-opentiOD. 



62 THE WoRLD EOONOMIO DEPRESSION 

In any case, the advocates of the reinstatement of silver 
would be well advised to be content with the more modest and 
practicable programme. For one thing, the problem of the price of 
silver is in an important sen~e a by-product of the problem of the 
Depression and the lifting of that Depression will automatically 
raise the price of silver. This is not to deny, either that the fall in 
the price of silver has reduced the purchasing power of certain 
nations, or that the raising of the price of silver will afford a needed 
stimulus. But neither can anyone dispute the lesson which 
Economic history has taught the world so recently; for as soon as 
the depression of the eighties and the nineties cleared off, the demand 
for and the price of silver rose automatically with the increase in 
demand for the products of the East. So also when the tide turns 
in the present case and our Depression tends to terminate, the 
demand for the primary products produced by the Eastern countries 
is bound to increase, and pari passu. the demand for silver will 
grow without loss of time. 

PossmILlTIES OF LOWERING THE TARIFF BARRIERS 

The World Economic Conference had pointed to and emphasised 
tjJ.e idea of solidarity of international life and of co-operative 
action in ord~r; to solve the tariff problem. But this co-operation 
can itself be achieved on various different lines. The first idea 
was the fixing of maximum tariff rates and their gradual lowering 
by international agreement. This proved an impossible task 
under the circumstances. Another suggestion-in which also the 
co-operative ideal expresses itself-consisted "in taking, not 
groups of commodities, but groups of countries "-i. e., the method 
of regional agreements to be taken up and extended gradually. 1 

There was aleo the connected idea of mnltilateral treaties which 
could lower tariffs. But here, ,too,. the advantages have to be 
balanced against the disadvantages. For, while the trouble 
arising out of regard lor third parties are evaded in mnltilateral 
treaties, there are to be faced, on the other hlUld, greater com-

1 Minute. of the Becond Oommifltee of lb. Assembly of lbe Leagae 
(1980), p.lO. 
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plica.tions of negotia.t.ing the trea.ties. 1 But, a.s it ha.ppened, 
whilo the world lea.ders were trying to ina.ke up their mind a.nd 
were hesita.ting between different methods of a.pproa.ch to the 
problem, the flood of .depression W&B rising; a.nd, a.s we see 
so often in some places when a. great flood is coming 00 

the only ca.re of each person on the spot is to climb up the 
nearest tree without scrutinising too particularly its strength. 
So it happened in the case of the world slump. The great ideal of 
genero.! cc-operation for a comprehensive reduction of tariffs was 
abandoned while only the plan of regional preferences received a 
fair measure of support. Even here we are still awaiting deoisive 
action. As regards such preferential projects cne would venture to 
offer a few hrief ohservations. If such a policy is carried out 
within the framework of the League, it would tend to break up the 
eoonomio solidarity of that body. Consequently the agreements 
should he carried out only through ordinary channels of diplomacy; 
and, further, it is to be hoped that they are regarded as only stepping 
stones to the general policy of a comprehensive lowering of tariffs. 
Only under IUch oonditions they can be regarded as useful remedial 
agenoies. 

What then is the policy to be followed in the immediate future 
as to tariffs P It is ohvious that every effort should be made to 
carry out the policy proposed in the Report of the World "Economio 
Conferenoe as regards the lowering of tariffs through bilateral and 
multilateral treaties. Those delegates who have striven for the 
unconditional interpretation of the Most F&voured Nation ol&use, 
h&" been aooused of rigidity of views. But surely the 8&me 
reproach cannot be levelled &gainst the proposals and interpretations 
of the Economio Committee which has drawn op ita· scheme 
with & full regard to the dem&nds of prevailing conditions. Then, 
&g&in, &8 to regional a.greementa theee &re not without their 
osee-provided always the machinery of the Lea.gne is not em
ployed to organise them. For, soch regional a.greementa form 
&D important recognition of the in&deqoa.oy and onaatisf&etory 
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character of the present regime of high protectionism. But what 
is important is that these agreements and customs unions should be 
actually concluded and not merely be talked about. Finally, we 
might get some encourllgement from the thought that the direct 
efforts for lowering the tariffs can be materially supplemented by 
two other lines of work-the organisation of Consumer's Co-opera
tion, and the formation of International Industrial Agreements. 

NEED OF ORGANISING CONSUMERS 

For, we may be sure that there is a good deal to be learned 
from the failure of the frontal attack upon the tariff position initiated 
by the World Economic Conference. While fully appreciating the 
value of the move by that Conference, we cannot help thinking that 
actual results would have been much greater had it been supple
mented by efforts to organise consumers in different countries on 
co-operative lines. This was emphasised by the Indian Delegation 
to the Assembly of the League last year. Provided the consumers, 
in each country, are organised properly, they themselves will bring a 
very strong pressure to bear upon their Governments in order to 
secure a reduction of tariffs. Moreover, in this case there will be 
no case or .. ,!ven suspicion of dictation from outside. While 
Conferences for reduction of tariffs and multilateral treaties will 
be trying to break down the high walls of tariff from the 
outside, consumers would supplement the work energetically 
from the inside. 

RATIONALISATION, ITS METHODS AND TRUE CHARACTER 

We come now to examine the methods of remedying the 
structural maladjustments and lack of flexibility on the side of 
production. Most studies of the depression emphasise " the 
existence of surplus capacity a~d instability in mannfacturel!- N 

and the lack of balance beeween production and consumption. 
The general name of Rationalisation has often been given 
to the varions methods of, improvement of production; but it is 
preferable to use the term to cover all instrumentalites which 
adjust productioD to the movements of demand aDd which keep 
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down oosts. There is no recognised definition of Rationalisation and 
most writers adopt that given jn the Report of the World Economic 
Conferenoe of 1927. By Rationalisation, the authors of the Report 
"understand the methods of technique and of organisation designed 
to seoure the minimum of waste of either effort or material. It 
inoludes the soientifio organisation of labour, . standardisation both of 
material and of produots and simplification of processes and improve
ments in the system of transport and marketing." In this formal 
definition-if indeed it is to be taken as one-too much importance is 
given to the aspeot of production as suoh and not enough importanoe 
has been given either to distribution or to the adjustment of produc
tion to demand. These aspects of the matter were not however 
quite ignored and they are brought out in the resolutions which 
followed the laying down of the definition 88 well aa in the discussions 
of the Conferenoe. Thus, the resolutions refer to matters like" simpli
fying the distribution of goods," and seouring greater stability to the 
community and a to the oonsumer lower prices and goods mors care
fully adaptad to general requiremente." With the addition of these 
features, the desoription of Rationalisation supplied by the Confer
enoe might be regarded aa fairly complete. One of the leading 
ideaa is that of the reduction of costs of produotion, and a 
corollary of this is the closing down of the less efficient plants. 

While adopting Rationalisation in order to lower costs and to 
adjust produotion to consumption, care will have to be taken to avoid 
certain dangers of the movement.. Thus, there is the tendency to 
adopt too whole-heartedly the American version of Rationalisation 
without oonsidering its suitability to looal oonditions-a course of 
action whiob might Iliad to the over-development of indnstrial 
equipment.. At the Conferenca itself, Sir Arthur Balfonr and M. 
PireUi spoke of the inapplicability to European conditions of all the 
methods adopted in the United States. Nor is this all; the Confer
ence did not lose sight of the temporary nnemployment whiob might 
be the immediate l'8IIult of the introduction of Rationalisation. Here 
the problem is very parallel to the immediate effects of the introdno
tion of new machinery on the volume of employment. The prohlem 

8 
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is thus not new and the investigations and'discussions should pro
ceed on known lines. 

It was the merit of the Austrian Delegation to the World 
Conference to point out that, though usually Rationalisation implied 
large-scale production, yet the small producer by co-operating with 
others in his Own position could join effectively the movement 
towards Rationalisation. Another Austrian representative spoke 
in a similarly hopeful strain about possibilities of rationalisation 
for the smaller states. The Conference benefited by these 
suggestions and inserted in its report the view that the 
efforts at Rationalisation should be extended to medium and 
small undertakings and even to individual workers and handi
craftsmen. The, whole of this extension of the idea of Ration
alisation to small-scale production was dne to the efforts and initia
tive of Austrian delegates to the Conference. This usefol cbampion
ship of the co-operation of small producers in reaching the goal of 
Rationalisation was very probably due as much to the peculiar COn
ditions of Anstria in the post-war period as to the presence amongst 
its delegates of Dr. Schuller, an eminent Austrian economist. 

It is also necessary to extend the idea of Rationalisation of 
industry fro~ the national to the international plane. For one of 
the main bas'es of the idea of Rationalisation is the principle of 
comparative cost of production and that idea finds its application as 
well in national as in international affairs. As Mr. Henry M. Robin
son (the delegate from U.S.A.) observed before the World Economic 
Conference, "Rationalisation was primarily an individnal qnestion, 
then technical, tben national, and, finally, probably international." 
On the international scale-when it is reacbed slowly and labori
ously- the localisation of branches of industries will be materially 
influenced by the free action of geographical division of laboor. It 
was in this sense that "Rationalisation demanded international 
collaboration. "1 

The recommendatioos show that the true development of the 
methods and scope of Rationalisation can be reached only after 

1 Proceodinga of "'0 World Eoonomic Oonferenoe of 1927, Vol. IT, pp 184-186 
and 145-1~; aoll8tll$ also Elemer Rautio&, U L'Eoonomio Mondiale, If pp. ns-5I8O. 
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some experienoe u.nd ou.reful exu.minMion. It hu.s been recently 
pointed out thu.t in populu.r .. imu.ginu.tion Ru.tionalisation is being 
oonfused with other things like amalgam .. tions and mergers i and as 
Sir Josiah Stamp has told us " the passion for quotas and for out
put restriotions forms in many oases a national menace. It He also 
pointa out that" true rationalisation prooeeds on linea of compara
tive teohnioal effioienoy and the greatest potential good for the 
future." In other words, a9 we have seen already, something like 
the prinoiple of oomparative cost lies at the base of trne Rationali
sation. In any oase we hu.ve to beware of going on with over
organisation in the name of Rationalisation. 

INTERNATIONAL INDUSTRIAL AGREEMENTS OR CARTELS AS A 

FORM OF RATIONALISATION 

r n aome important respeots oartels might be regarded as avant 
lJOuriM'8 of RationaIiaation on the International side. The most 
powerful advooacy of slloh international ententes has come apart 
from Grossmann's masterly report on them for the League and from 
Frenoh publioists like M. Louoheur, M. de Rouaiers and M. Francois
Ponoet. Thll8 M. Louohellr oIaimed that the methoda of inter
u.tional agreements has the triple advantage of utilising private 
interests and initiative, and of leading at once to the better organi
sation of produotion and the lowering of tanffs.l M. Francois 
Ponoet has urged that II the remedy for the orisis is to correct the 
operation of the machinery of prodllction and distribution, to impose 
greater disoipline in the matter of produotion and sale . • • 
That is the well-known method of agreements and oartala." The 
recent report of 19S1 on such Industrial Agreements isaued by the 
section of the Economio Relations of the League also argues that 
such Industrial agreements are of advantage to producers through 
effecting a saving in 008\ prioe, by establishing an Bqllilibrium bet
ween produotion and oonsumption and by 8tabilising sale prioea. It 
is also argued that they beneSt· oonsumers by keeping prioea 

• S .. Il. LouGh ..... • Prohce ... Dr. GaW""'. Lee Prohl_ Do....uen btu..... 011_ 
• (loDmlMiOD of Bnq1lir)o lor _pea. UIIiOD" P. ... 
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moderate and stable. As to the relation of these industrial agree
ments to protectionist duties they are alleged to lead to stabilisation 
of such duties on a moderate level. On the other haud, in the Re
port of the World Economic Conference of 1927, it has been argued 
_that such agreements might possibly have adverse effects in the way 
of affording encouragement to monopolistic tendencies and the 
application of unsound business methods j they might also, it is 
added, check technical progress and lead to an artificial rise of 
prices to the detriment of consumers. In the face of such a diver
sity of views it is necessary to examine the main contentions 
advanced on either side of the matter. 

Considering first the potentialities of reducing the costs of 
production through such agreements, they might be admitted to be 
considerable, in as much as they standardize production, lead to an 
interchange of experience between the combined firms and lower 
trading costs in various ways. -Such economies are no doubt possi
ble, but on two conditions-that production should be concentrated 
in the more efficient factories of the combine, and above all, tbat the 
-inferior factories where ccsts of production are keavy are closed down-
-This is a question of fact, and,in some oases at least, the couclusive 
step of closing down the less efficient factories with higher costs 
has not been taken. Here is the final test to which the syndicates 
must submit -successfully if their claims are to be upheld at the 
tribunal of Economics. 

Then again in the process of balancing of production and con
sumption no doubt international industrial agreements can playa 
very effective part It has been well said that these combinea are 
bound to possess much greater knowledge of the 'facts- of demand 
and supply than isolated producers can possibly have j and that 
they can bettsr manipUlate the supply and even the demand. 
Finally, they can even promote and develop new nses for commodi
ties. On the other hand, even Grossmann has to admit that such 
agreements are not possible1over the whole field of production, even 
on the mannfacturing mde-let alone in agricnlture. 

In the matter of the effects of the formation of such cartsiB 
npon the interests of the consnmer, also, a balanced view i. a8C88-
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Bary. A great many economists (including Grossmann himself, the 
anthor of the report mentione.d above) emphasise the opinion that 
the oonsumer would have no cbance against 8uoh oartels. On the 
other hand, it haa been. urged that 80 far, in the main, these cartels 
have oaused a stabilisation and not a ris" of prices j for they have 
been taught by bitter experienoe that any attempt to raU!e price8 
never fails to bring fresh oompetitors into the field. Not only have 
they to fear the growth of such oompetition but they have also to 
take into oonsideration the power of organised oonsumers in the 
shape nf Oo-operative Stores as well aa the strength of trades' 
aasooiationl. Industrial oonsumption too is seldom unorganised. In 
any caae there is reaaon to foreoaat the development of " far-sighted 
prioe polioiea," aa Prof. Marshall put it. 

As to the relation between international industrial agreements 
and tariff polioy, there is at leaat a possibility that the existenoe of 
the former might help in lowering the tariffs. It OBn oertainly be 
argued that muoh of the present-day dumping and the increaae of 
protsotion whi(lh it haa necessiteted is due to the existenoe of a 
surplus capacity of produotion. If Indstrial agreements reduce 
this exoessive oapacity tha need for protection must be reduoed.1 

Similarly it can be urged that much proteotion is due to the dis
equilibrium between lupply and demand, and that the advent of an 
equilibrating factor like the International industrial agreements 
would maka Protection Buperfluous. This happy result is nf course 
conditional upon a wise polioy being followed by such agreement&
a pulioy which must avoid a monopolistio reetriction of produotion 
in order to keep up prioes, and which must avoid equally the other . 
danger of keeping ali va inefficient establishments. 

Our conolusion is tha' international agreements and eyndicates 
poaaesB features which may make them hopeful inetruments of 
Rationalisation, provided that their operat.ive and price policies are 
laid down on right linea, and provided also they are subjected to 
proper international 8uperviaioD. There is much in th, dictum of 
Prof. Wiedenfeld that the future will &how whether the pruent 

a Guill.iWI, Lee Probl ...... Do ..... i ... Jn ......... OIlUlZ Mia Sooi ... d. N ......... 
,,1M; aDo Dr. WDh ..... Otottopp .. --... do .. UteTuiltW.u.,-pp.I1-IL 
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distress can teach the nations the value of the tie formed by 
the internationa.l agreements both as between sta.tes and indi
vidual persons. They are at present essentially in an experimental 
stage, and it is needful to lay down guiding lines which would 
prevent them from inflicting any injury upon the consumer or on the 
worker and from aiming at an undue development of monopolistio 
tendencies. 

The Inter-Parliamentary Union in the Cllurse of its Conference 
in London in 1930, recommended the regulation of such industrial 
agreements; and M. Munch (representing Denmark) similarly urged 
the need of the regulation of such cartels before the Commission of 
Enquiry for European U Ilion. This regulation has to be on both 
national and international lines, and is not likely to be an easy task, 
if we judge from the success of laws meant to control trusts and 
combinations. Nevertheless the sooner the task of regulation and 
control of industrial agreements is taken in hand the better. For, 
as we have seen in regarding the different aspects of the problem, 
there are great advantages to be obtained by a proper and' control
led development of such intsrnational agreements, while the dangers 
of an uncontrolled and unguided growth are formidable. The 
policy should naturally be to remove gradually the anti-social and 
pronounced nionopolistic features; for the removal of these featnres 
is sure to bring out more and more the co-operative and co-ordinat
ing charactsr of these conntries. It can only be noted here that 
M. Oualid and others have advanced projects of an organisation 
both on national and international lines by which the International 
Industrial agreements and cartels might be prevented from causing 
injury either to consumers or to employees. Facts like any 
abnormal rise of prices or lowering of wages would be reported first 
to the national commissions on the subject; while the experience of 
nations on such matters might be pooled in the International Com
mission dealing with the matter. Thus there is a wide field for the 
co-operation of nations in the utilization and regulation of such 
cartels and agreements. 

" While we are on the subject of thEi "Rationalisation of industry, 
attention might be drawn to a proposal emanating from aD AmericaD 
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source of the co-operative control of production and prices. . Prof. 
R. O. Epstein (of the University of Buffalo), has urged in the course 
of a study of "Industrial Production and Price Oontrol" that one of 
the chief contributing factors of the present depression is "the un
bridled creation of plant capacity." His proposal amounts to this, 
that in particular industries the experiment might be made to 
organize boards" to work co-operatively in the allocation of extensions 
of plant capacity." The reason given is that "unless we control 
plant capacity, competitive recklessness causes discrepancies between 
aupply and demand in certain industries to upset the rough equili
brium required between the parts of the industrial system if it is to 
function effeotively. " The project is referred to here to illustrate 
the growing tendency to· rationalize industry on co-operative 
lines. 

OO-OPERATION AND THE PRESENT AGRIOULTURAL ORISIS 

So far, in the main, we have atudied the prospects of Rationali
satioa and co-operative control on the manufacturing side j but we 
have now to advert to to the remedial agency specially saited to the 
agricultural orisia. The characteristios of that depression have been· 
well atudied in the valuable report of the Economic Committee of 
the League on the Agricultural Orisis. It is in a sense the funda
mentel study upon the subject and has made an important contri
bution to it. On the remedial side. it recommends the conclusion of 
bilateral treatios in order to abolish the system of export boanties 
and subaidies for agricaltural producta. A great deal is hoped 
for by the authors of the report from preferential errangements 
of a regional character. The Committee goes on to say, II one 
may wonder whether it would really be chimerioal for the 
two parties oonoerned-namely, the oversea oountries on the 
ona hand, and the Eastern Europaan oountries on the other, to 
endeavour to arrive at an understanding. permitting the former to 
oontinue to supply Europe, while at the same time enabling tha 
latter to market the oomparatively emall surpluses of their 
produotion. n would be seea that the two groups of produciag coun
tries might get together. oonsult each other and, if poasible, aeelr. 
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an agreement. Even some of those experts, who have maintained 
free-trade views, have not been against such agreement if freely 
concluded. Only organisation of the market can put an end to the 
crisis. " Another line of ad vance suggested is the extension of 
international agricultural credit. The merits of co-operation 118 the 
great remedial agency to be employed are fully discussed but it is 
added that" this work of co-operation will take time. It will be 
long before it can produce decisive results. "1 

One feels somewhat ungrateful when criticising the recom
mendations of such a report But it would appear that a convincing 
case can be made out at least for a change of emphll8is 118 regards 
the recommendations. It is submitted that the main remedy is the 
spread aud complete integration of the co-operative movement, 
the other suggestions, even if useful, are but of supplementary value. 
n will be some time before a number of important preferential ar
rangements can materialise. Nor can such arrangements or treatiee 
serve either 118 complete guides to production or adjust pro
duction to demand fuJly, or remedy materially the disparity of prices 
118 between agriculture and manufactures. They can only serve 118 

a supplementary mell8ure 118 regards agricultural prodnction. The 
reason is that there are delinite limitations to the efficacy of state . , 
action in regUlating prodnction. 

The main fact which one has to remember is that the agricul
tural crisis is eminently international in character and that it has 
international factors affecting it; for that has a most important 
bearing on the choice of a remedial policy. In the light of this 
central consideration, one can easily account for the comparative 
failure of the local remedies, and the smaller efficisncy of regional 
agreements. Thus the experiment tried with suoh vast resources 
by the Federal Farm Board showed the very limited scope of A 
policy of stabilising prices locally; and it is an American authority 
(Lipman) who admitted that .. the farm relief problem is world 
wide one." Protection, export bounties And subsidiee also have 
Dot had anything like the expected resulta in alleviating the 

• Eoollomia Committee·. BopoR Oil &he Apiaaltarol ar;m., VoL J, pp. lit, 
ea-70& 18. 
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agriculturists' troubles. Nor can preferential treatment serve as 
the prime agency in remedying the Depression, especially as it 
might oonceivably help some countries at the expense of other 
oountries. A direct curtailment of production has its own diffi
oulties, since it is particularly difficult to regulate agricultural 
produotion and there is, besides, the danger of oausing a shortage 
of production. 

What then is the main remedy for the agricultural crisis, and 
what should be the distinguishing characteristics of a really effica
oioue remedy of such a oomplicated disease? In the first place, it 
ehould be capable of general and world-wide applioation. It should 
be oapable of raising tha ganer&! stannard of living and thua 
stimulating demad j and at tha same time it should be able 
to reduoe the oosts of production of the agrioulturist. It 
should directly reduoe that increllSed burden of &grarain debt 
which hIlS been the unhappy result of the present crisis. It must 
lead to a better organisation of markets, must regulate the sale of 
agrarian products and reduce the weight of middlemen's charges. 
It should be a sooial tonic, and Bhould improve the morale of the 
agrarian against the danger of reckless dumping from any country 
which might seek thus to break the back of the system of . individu
&!istio oapit&1ism. 

As M.. Michelis put it at the World Conferenoe, agrioulture hIlS 
to orga""e it881f in order to put itself on the 8ame footing 118 manu
fao'ures in the matter of adjustability to changing condition. It is 
this handioap of agrioulture whioh is at lellS\ partly responsible for 
tha disparity from which agrioulture sdara in the matter of the 
relativa pricae of agricultural and mannfacturing products. But, 
in the OIISe of agrioulture, we oannot rely 011 margara and combi
nations, Dar even on forma of organisatioll imposed from above in 
Ule ebape of O8IItNlisad aupervisioll and regulation by Ule state. 
Nor will bilatsral treaties go to the roohf Ule matter, being in their 
nature partial and palliative. For the proper regalatioll of agricul
'ural trade and produotion, you 10m begin from below in Ule apiri' 
of Raiffais811. It is Ula ao-operativa structure whu properly COID

pleted which alolle oan udow Ule agrioultural Sys\a1D wiUl Ule re-
10 
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quired self-consciousness, self-determination and Belf-regulation. 
That will give it the elasticity 'and power of adjustment to changes 
on the demand side which are bound to become quicker in 
tempo, for the world is becoming more and more dynamic both 
on the side of production and demand. The present depression is 
only the first great manifestation of that dynamic movement in 
the economic sphere, and in face of a future with immense potentia
lities of change, agriculture has to be re-organized. No international 
agreements between countries will, by themselves, solve the final and 
fundamental problem of regulation of production as well. For that we 
mustresort to co-operation; since oDly when both producers and consu
mers are organized by co-operation and brought into touch with each 
other, can the regulation of production whether in the way of increase 
or curtailment of output be quite satisfactory. Without such an 
organization, a curtailment of output might cause an absolute and 
resultant shortage. But the case will be different when we have 
co-operative societies federated into national organizatioos of pro
ducers and consumers. Each natioo must build up such parallel 
structures of co-operation in order to secure automatic adjustmeot 
of production to demaod. 

We havl! it on the high authority of the Ecooomic Committee 
of the League that agriculture "has not sufficieotly developed the 
commercial spirit. It is not sufficieotly acquainted with the coodi
tioos goveroiog the remooerative marketing of its products, whether 
00 the home or foreign markets."! It might have been added that 
the problem of marketiog has itself become far more difficolt than 
ever in view of the practice of steady dumpiog, exports subsidies, 
discrimioatiog tariffs, high export surpluses, aod various sorts of 
state help aod bankiog support extended in some couotries to 
exporters. Eveo io the good old statiooary aod normal days, aod in 
local marketing too, the farmer was much prejudiced by the abseoce 
of a co-operative strocture. How moch greater most be thll difficul
ties of marketiog now with all these new factors workiog? And 
what bot the oo-ordinated and oo-operative organization of 

• VoL J, p. 61. 
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the producer and the ccnsumer can meet the situation? Move· 
ments towards a co.operative 4rganizatioD of cereal exporters have 
already been going on in a few countries under the stress of 
prevalent conditions, and there are similar efforts in some cases on 
the side of purchasers. But the time is coming to push the move· 
ment forward and to make it general. 

The Report on the Agricultural crisis has emphasised the 
necessity of the extsnsion of international agricultural credit. The 
objeot is praiseworthy j but the movement might easily intensify the 
prevalent depression unless the granting of such credits is guided 
by, co-operative organization. Ther.e is the very justifiable fear that 
"the granting of credits by an International Company might 
increase tbe production of cereals and other agricultural products 
the output of whioh was already excessive." 1 There is all the 
differenoe between placing large credits at the disposal of the indio 
vidual agriculturist, wit,hout giving him any guidance regarding 
their wise utilisation, and the proper distribution of suoh credits 
through co-operative channels. At least we in India have been 
thoroughly taught by our experience the dangers of facile credit. 
But then it is objectsd that suoh development of co-operation will 
be a mattsr of time. Let it be pointed out in reply that-apart from 
immediate palliatives-every real remedy of the depression is 
bound to take time. Take for example, the proposed rationaliaation 
of industry by means of intsrnational agreements. For years these 
have been disculSed, but so far it has not been poaaible to take any 
steps to encourage or utilise them. It will take a fairly long time 
to frame national and intsrnationl policiee for the control or the 
enoouragement of suoh· syndioetee. So also the development of the 
ideal monetary standard will require muoh hammering out of 
the principles, muoh oonstroction of etstistical material and a great 
deal of gleaning of e:r::peril'nce by the authorities controlling corren
ciea. But even admitting that the growth of co-operation is a 
relatively slow matter, is there any assurance that the agricultural 
depreesion is going to terminate at a very early date? That depree-

a Vol. I, p. n. 
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sion is developing before our eyes and many experts are of opinion 
'that it is likely to be with us for a fairly long time. And, further, it 
might: easily be followed by growth of dumping from some great 
country which is hostile to the capitalistic economy. For here we 
have before us tbe horns of a dilemma. If the Five Year plan fails, 
then dumping is necessary for the very existence of its authors and 
workers. On the other hand, if it is successful, who can wit hetand 
the temptation to kuock out the economic system of the capitalistic 
world enfeebled as it has been by an unprecedented war and an un
heard of depression? Any way we should fortify the system by 
using the tonic of co-operation which alone can strengthen t,l1e 
agriculturists' morale in order to withstand these future dangers. 

It must be·admitted that eo far tbe world has merely played 
01' toyed with the idea of co-operation. Having discovered the 
merits of the co-operative system and its potentialities about the 
middle of the last century, it has delayed its comprehensive and full 
development by eight decades. Indeed the long depression of the 
Eighties was needed to induce many countries to give it a trial 
seriously. In the halcyon pre-war days the idea was pushed 
forward far too slowly. Even the World Economic Conference which 
met under th~. shadow of the present depression conld scarcely be'· 
said to have done full justice to it. Now we have with us the 
Depression which will either end or mend capitalistic economy, and 
that economy has now to put forward its trump card-Co-operation
which combines the best features at once of Individualism and 
Collectivism. So far even in those countries which have come 
forward in the cc-operative movement, .the development has been 
nneven ; the parallel and simultaneous development of distributive 
and consumers' co-operation is yet to come in many lands, as also 
the co-ordination of these two lines of activity. 

WORK OF THE INTERNATIONAL COMMITTEE FOB 

INTER-CO-OPERATIVE RELATIONS 

It is therefore that we welcome the establishment of the 
"International Committee for Inter-Co-operative Relations" in 
Geneva in 1980 under the auepicea of the late 1rf. Albert Thcmu, tils , 
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head of the International Labour Organization. Ita object is to 
promote the development of moral and economic relations betweeD 
agricultural co-operation and consumers' co-operation. In crder tc 
envisage rightly tbe potentialities of linking up co-operative pro
duction and co-operative distributicn it might be permitted to refel: 
tc a few of tbe lines cf inquiry prosecuted by the above Committee. 
l!'irst might be Doticed the report snbmitted to the Committee as 
to possibilities of direct and" organic" relatioDs between agricultural 
co-operation and consumers' co-operation in the matt.ar of wheat, 
liour and bread. The represent.atives of quite a number of Euro
peaD countries assisted in pooling experience and opinion. The 
question discussed was whether the two sorta of co-operative 
societies should work together through ordinary commercial COD
tracts or through the establishment of say common mills or bakeries
thus joining up interesta which were apparently antithetical. ID the 
oourse of disoussion, light was throwD UpOD many gaps iD the 
ao-operative development of the countries reported on. OD this 
topic, a valuable report has beeD made by M. Poisson regarding a 
scheme for oreatioD of a oo-operative lionr mi1l or bakery to be the 
joiDt property of distributive oo-operative assooiations ud agrioDl-

• tural co-operative societies for the sale of farmers' wheat. The 
oDderlying idea is that we should DOt be satisfied with the 
establishment of merely commeroial relations betweeD existing 
oo-operative orguisat~oDs on the side nf produoars and CODsumers, 
bu' sbould endeavour by parallel and simultaneous aotiOD to oreate 
and develop oo-operative org&niaation8 which might be orgGflieaUII 
related with each other and even have commOD institutiODs. To 
tab the example of the oommOD lionr mil~ it might buy wheat all 
the year from the co-operative farmers' society '" the average prioa 
of the year, charge a find grinding fee and theD divide the eurploa 
profit which it makes betW"D producers of wheM and oonsumers 
of bread. Similarly a good deal of work was dODe OD the 00-

operative UportatiOD ud importation of egge in the case of 

CaeohOlllovakia, Germany and other ooontriea-the idea hen alao 
being to bring produotive and OOD8oming ao-opera*ive IIOcieti. 
into intemational OOD~ A plan ill now beiag arraDgft with the 
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conjoint assistance ,of the International Commission of Agriculture 
and'the International Co-operative Alliance and the International 
wholesale stores to bring the producers and consumers together 

, on international lines. 
Mention hBB also to be made of the efforts which have been 

made during the post-war epoch in Hungary to establish relations 
between agricultural co-operators on the one hand aud urban con
sumers on the other, as regards the trade in cereals, eggs and dairy 
products in gel)eral. Here the initiative hBB been taken by the 
II Futura" which is the big commercial organ of central co-operative 
societies in Hungary. The consuming side is represented among 
others by the famous society called the " Hangya " BB well BB by the 
central distributive store for public servants. The foreign trade 
carried on by the " Futura "is also in great part worked through 
co-operative agencies, especially by distributive stores and societies 
in Austria, Czechoslovakia, Germany, Belgium, Switzerland, Italy 
and France. The work of the "Futura" marks indeed a 
notable advance. Roumania too hBB entered the field, at least 
on national lineS; and its co-operative organisation is busy forming 
liens betwoen rural centres and societies for production and 
sale of agrico,ltural product~, 'and consumers' co-operative societies 
formed in to~~s and villages. The task of such co-operatin ex
changes is facilitated by the existence of the" Centrale Co-operative 
d' Importation et d' Exportation" and the Central Co-operative 
Bank. The former possesses the importance of forming the point 
of contact between the opposed organs of oo-operative distribution 
and production. It forms a guarantee for the transactions, and 
BBsists from ita neutral positiol! in the conclusion of the bargains, 
besides helping in their financing. In other countries too, great 
efforts are being made for developing international &8 well &8 

national co-operation. Thus, in England the C. W. S. (English Co
operative Wholesale Society) acta in close connection with numerous 
agricultural sooieties of producers. Hence, it might be said that in 
England co-operative producers and consumers are coming into 
olose touch and are educating and helping &8 well &8 enconraging 
each other. But, what is of even more importance, is the number of 
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OIIBr86a8 oo-operative sooieties of producers w~o are in touch with 
the O. W. S. The oase of New Zealand Produce Association is a 
special one; but the O. W. S. is directly in touch with producers in 
Denmark, the Ohannel Isles, Oanada, Spain, France, eto. By the year 
1920, the idea of bringing the O. W. S. in direot oontact with co
operative produoers in New Zealand was formed. These producers 
of New Zealand are represented by the New Zealand Producers' Co
operative :Marketing Assooiation, and an enormous trade is being 
carried on truly oo-operative lines. 

It ia on auoh linea that agrioulture will work out its salvation 
by co-operative methods. The task is well begun, and thanks to 
varioua bodiea like the International Committee of fnteroo-operative 
Relation&, it will be pursued energetioally. India has so far been 
one of the oountries in the van of oo-operative progress; but there 
ia room to join the new move for the oo-ordination of distributive 
and produotive oo-operation whioh oan do so much to mitigate the 
agrioultural depression which otherwise might beoome chronio. 

THlil DEPRESSION IN INDIA 

We in India too must borrow a leaf from this great volume of 
oo-operative progreea as 6 remedial factor, for we too have had 
our full sh .. r. of the "Economio bIi8l1ard." Most features of the 
world Depression have been refieoted here. Thus we see a rise in 
produotion-mostly on the industrial aud mineral side-though even 
on the agrioultural aide in aome direotions our produotion exceeded 
effective demud and was ch .. racterised by ita usual inelasticity. 
Ooming to the price aspeot of the Depression there, too, the chuge 
h611 been enormous and the prioes of upon atsplea have fallen 
between the ye&r8 1929 and 1981 by 60 per O8Ot in _ of raw 
juta, 49 per cent in case of oil seeds ud 47 per cent in case of 
wbeat to 85 per cent in case of rioe.1 In u import&nt article on 
the 8ubject Prof. Murujan b6II observed th .. t • the fall in prioea in 
India h611 been brought about by tbe growth of output and boain888 
on the one hand, and the deoreaae in the rate of upansiOD of 

. ~ "'fi ... 01 the TIacI. oIladi.,· l--.at, .. T. 
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currency and the violent fall in its velocity on the other."l The nn. 
doubted utility of this dictum would have been enhanced by pointing 
out that tbe very heavy fall of prices was also a causative factor in 
its turn, and was reducing the demand for currency as is shown by 
the heavy seasonal returns of rupees. .A nother aspect of price move· 
ment in India-where also a close parallelism with world conditions 
is traceable-is the divergence between the prices of primary articles 
and of manufactured products. Mr. H. A. F. Lindsay has made 
continuous and important studies of this aspect and has shown that 
the index numbers for the two kinds of products stood farthest 
apart in India during the period 1923.24, approached closest in 
1928·29 and have again diverged. Another matter as to which a 
parallelism between the World conditions and the state of affairs 
in India might be safely presumed is the falling off of savings and 
investment; and yet On this subject the Indian figures can only be 
conjectural, in view of the many abnormlll influences adversely 
affecting investment at home and encouraging investment abroad. 
The other main aspect of the Depression with reference to this 
country which we can notice here is the alteration of the balance of 
trade. A glance at Stlltement IT of the Report of the Controller 
of Currency to, 1930-31 shows the filII of the total favourable visible 
balance of trade from 63 crores in 1928-29 and 1929-30 to 3S 
crores in 1930-31; thongh it must be noted that the figures for 
the former two years were exceptionall,y high Ilnd the average for 
the pre-war quinquennium was 42 crores; Another remllrkable 
feature of our recent balance of trade consists of the large amount 
of remittances on private account for investment purposes. The 

• flight of capital was alarming enough, though it was interpreted by 
Bome as a sign that India was becoming a creditor-country. But, 
with a change in currency conditions, the alarm has abated and the 
flight has become much less serious .. 

1 Prooeeclings of the FifteeDth OonfereDce of tho Indian EooDOP ..... iatiOD, 
1'.296. 
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While not denying the merit of other remedies, we can see that, 
had we put our full strength into the development of Co-operation in 
India much could have been done to mitigate the evils of tbe 
Depression to the agrioulturi.t clsss, and through the increase of its 
consuming power to the community in general. It is significant 
of the importance of the oo-operative policy that the Economic 
Depression Inquiry Committee set up last year by the Government 
of Madras emphasised the potentialities of remedies on the co-ope
rative line. The Committee did well to mention the value of co
operative supply and sale as well as of credit. For the fact is that 
although we have!made a great drive forward in Credit co-operation 
we have failed to see that I,he distributive, productive and credit 
forms and aspects 01 co-operation are mutually complementary and 
add to each other's strength and solidity. It would have been well 
to use oredit sooieties as the bases of sale and purchase sooieties 
and to organise oo-operati ve purchase and sale unions. For until 
there is a parallel development of oo-operative produotion and 
distribution, one oannot employ the co-operative method and agency 
for regulation of produotion and prices and for giving them grea
ter stability. Throughout the world, the present crisis is .. a crisis 
of disorganisation, a orisis in respeot of the sale of agrioultural 
produots .• 

In fact, the opinion in co-operative oircles in this country has 
already been moving towards the nece89ity of this harmonious devel
opment. Let us quota lrom the very important and recent work on 
• Co-operation in Bombay" by Prof. H. L Kaji: • It must not be 
forgotten further that in the eoonomio organisation of society, Dis
tribution is as importaut as, if not more than, production 
If Railfeiaen Banks attempt to help the agriculturist producers aud 
if Schul.e-Delitasch and Lnuati Banks, the urban artisan, trader and 
other small producer, the Store recasts the distribntive system effec
tually and orgrutisu u.. socWlI frowa 1M otJurr 8IId, tItaI of --. 

Whether it is consumption for production or oonswnption 
11 
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for existence, the store movement really is the instrument of organis
ing, and remodelling the whole system of supply." It might be 
added that, as we have seen, throughout the world during the 
pObt-war epoch the lesson has been learned of parallel and 
co-ordinated development of Co-operation. We in India 
should also take tbat lesson to heart For it is only a fully
developed system of Co-operation-one which j~ fully integrated as 
well as diversified-that can be of substantial a..si~t"nce to India 
at periods of such great maladjustments. Unfortunately, for 
various reasons, tbe problem of the succe""ful management of Co
operative stores has been found to be particularly difficult in India. 
On the Bombay side, a great experiment was tried during the war 
time. . Besides the large number of stores which were started, there 
was an attempt at organizing a Wholesale Solliet.y. Bnt the 
attempt failed very soon in spite of the activity of a opecial Assis
tant Registrar for Purchase and Sale who was appointed to assi.t 
it. In other parte of India, too, there have been numerous 
examples of failures of stores. 

But the problem of Consumers' Co-operation in India though 
difficult to solve is by no means impossible to solve. Already a 
decade ago Dr. Slater, a zealous .co-operator, had put forward a 
series of valuable suggestions which might have been adopted with 
advantage. Prof. Raji and Mr. R. N. Mehta (Manager, Provincial 
Co-operative Bank, Bombay) have also put forward sound and useful 
suggestions based on their wide experience. 'l'helle gentlemen have, 
for example, emphasised the ueed of simultaneous inauguration of a 
Wholesale Society and of a nUlllber of affiliated retail stores in each ... 
province. These two agencies would supplement each otber; for 
the stores would give custom to the Wholesale, while the latter 
would help to finance the former and to keep them from falliug 
under outside control. In any case, we bave reasou for high bope 
looking at the success achieved at lea..t in normal times on Bengal 
~ide, by our jute sale organisation aod Nowgong societies for pro
duction and sale of the ga'lia. 

Tbis is not to deny the claims or the utility of other lines of 
co-operative development in our country. Co-operation will 110 
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doubt contribute mucb, for example, to a sober and steady progress 
of tbe Labour Movement on right lines.' We have to. profit alike 
from the drawbacks and the exces~es of the Labour 'Movement in 
otherlands. We have to exert ourselves to the utmost to meet the 
just olaims of labour and to assist it to develop its skill and capaci
ties and to get rid of that incubus of debt which is piling up here 
by a process parallel to that on the agricultural side. In no country, 
again, are the prospects of the small producer and industrialist 
better worth improving than in India j and this task can be achieved 
through the instrument"lity of co-operation. It is an unhealthy and 
unsound prooedure to hand over produotion mainly or solely to giant 
businesses j hnd here, too, the ndemption of our industrial system and 
its spread over the country might lie with co-operative enterprise. 
I n that respeot our task io India is easier j for, while in the advanced 
industrial countries great and developed schemes of production and 
distribution have to be repaired io the light of experieoce of depres
sioos, arises and class-antllgonisms, we in India are ye~ in the initial 
stages of such development and can lay down better linll8 of evolu
tion, thus saving mach waste and duplication of effort. 

VALUE OF INDIA'S FINANOlAL CO-OPERATION 

TO THE WORLD 

But if on the side of Co-operation on the national plane India 
is still ml18tering her full strength, on the side of international co
oper.tion she has made a signal display of her power. The exports 
of gold amounting to about 66 croras hes not only stopped the flight 
from the rupee and sustained her own exchange, balance of trade 
and public finance but. hB8 a1sn B88ist.ed the world materially in the 
mattvr of, businees stabilisation. The paying up of Indian loans haa 
been a factor not only in the improvement of Indian finance, but in 
letting money free in the great centre of world finance and haa 
enabled that centra to maet her foraign ahort-term 10BIl& Not that 
oountriea like Great Britain did not contribute of their gold; nor did 
we iu India proceed 10 far aa to melt down coronete ud swords of 
honour. But it might be B8IIerled that the material aa wen aa the 
payahnlogioal value of the Indiaa contribution WB8 the greater. For 
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what had been ntterly unexpected had happened; and the mysterious 
" wealth of Ormus aud of Ind " was becoming at last a factor to be 
reckoned with on the supply side of the monetary situation. It was 
indeed a brilliant display of the great financial power of India. 
While some countries with the most ad v&nced forms of banking 
have been sterilising and virtually hoarding gold, it was left for the 
country which had been reputed 'the sink of the world's gold' to 
come forward to help the world in her direst need. We need not 
however draw the unduly optimistic inference from this that India 
can suddenly transform herself into a creditor-country.! Economic 
history teaches us how great the difficulties are in the way of snch 
a sudden transformation. Take the case of a country like the 
United States, exceptionally endowed by nature and possessed with 
unequalled talents, too, for pushing these advantages; and yet Prof. 
Taussig-an authority second to none-confesses himself surprised 
that even after some decades of unprecedented increase of resources 
America was able to beeome a creditor country during tbe war
period. "The remarkable thing is that the Jater transitions, 
involving the shift from an established borrowers' position 
to the position of an established leader, should be compreBBed 
within Jess tha~ a single decade." 2 Thus we find that an eminent 
economic authority is left wondering that even the last phase 
of the transformation to the position of a creditor country was 
achieved by the United States within a decade, in spite of its 
vast and constantly expanding savings and the destruction of 
capital in Europe. Moreover, Prof. TauBBig was right in adding 
that "quite possibly the eveqtual outcome will prove to be less re
volutionary than these first experiences seem to indicate." For 
America has proved to be a shy and fitful creditor at the best. 
Turning from this great example to Indian condition&, no one can 
seriously assert that Indian savings have been growing at anything 
like a very rapid pace or anything comparable to the American 
precedent. Nor can we doubt, nn the other hand, that in the near 

1 .RefereaOf' might be made t.o a .ety instructive article on tibia n.bjec& by Mr. 
Ramohandra Ran in flo Indian Journal of Economics." J ... u,.,. 199i. 

• Tauasig, 4'lnternmonal Trade," pp. 827-839. 
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future the demand f01' capital for the development of Indian 
industrialism and for the rationalizatio'n of agriculture will far 
exceed anything tha.t we ca.n save up in India for decades to come. 
Nor can we depend-as banking conditions are at present-on putting 
forth much more of our gold j for it is the one luxury of, as 
well as the bank For holding the last reserves of a large portion of 
our population. Only a great change in our banking system as well 
as in our social conditions and in our standard of living, can mobi
lize and make available much more of our gold. It is only as the 
general standard of living impl'oves in india and includes many 
more objects of luxury, distinction and social prestige, that gold can 
be turned mainly to its monetary use. We cannot safely draw in
ferences from what has happened under unprecedented C&nditions of 
great distress to the potentialities of normal times. 

Nevertheless, the monetary power shown by India recently 
might well fill us with high hopes, and assure us that a new and 
brilliant chapter in the monetary history of India could be 
opened, even with our present resources, could we but start an 
adequate banking system with an efficient and well-planned 
Reserve Bank at its head, With the growth of the bank
ing habit, our savings can increase rapidly, for the Indian is 
thrifty to a fault. Only, at present, on account of the want of a 
proper hanking system a great deal of our savings never mature 
into investments. One can also well imagine the value of a Central 
Bank in mobilising our gold supplies and in regulating not only 
their ingress and egress but their full utilisation and employment. 
The relief afforded by the present gold exports from India to the 
world is only a sample .f the vast finanoial power into which India 
oan develop in time. While then, on the one hand, it is our duty to 
start a Central Bank on the best preoedents and principles, 80 as to 
invite the confidenoe of the world, it is also the duty of those colln
triea which are in a position to help in the matter to co-operate 
with Up' 80 tb.t our Central Bank should start with the necessary 
gold reae"e& 



96 TilE WORLD ECONOMIC DEPRESSION 

RECIPROCITY AND PREFERENTIAL AGREEMENTS AS METHODS 

OF INTERNATIONAL CO-OPERATION 

Perhaps in conclusion, it might be permissible to refer to a 
recent article in the "Times" by the present writer upon the 
potentialities of commercial reciprocity between countries like India 
and Great Britain, and to develop the subject a little further. 
During the course of the present Depression, the remedial potentiali
ties of agreements for reciprocal commercial advantages between 
countries have been repeatedly indicated. The Indian Delegation 
has opposed the conclusion of such agreements through the instru
mentality of the League, since the objects of the League must be of 
a universal character and it should not be made the agency for 
striking private bargains. But given the proper conditions of 
reciprocity and the suitable modus operandi, tbere can be no denying 
their value. These conditions are that the chief lines of production 
in the two countries concerned should be more of a complementary 
than of a competitive character; that the reciprocal demand for 
each other's goods must be strong and urgent, and, generally 
speaking, that the two countries should not be in the same stage of 
evolution of. capitalism and business enterprise. Freedom of 
bargaining power and advantage to be secured for both sides are 
also to be postulated. It is on these grounds that the agricultural 
countries of -Westsrn Europe are seeking Reciprocity with those 
of Western Europe. No doubt the constant efforte to realise 
regional agreements in the case of Central Europe must bear frnit. 
But there is scope for Reciprocity in many other directions. For ex
ample, in a wide area like the British Empire there must be some parte 
which are in a position to practise reciprocity to mutual advantage. 

The case for Reciprocity within the Empire was however 
prejudiced and its realisation was delayed by the movement for 
Imperial Preference, which implied only .one-sided gains. Conse
quently, Indian opinion inchiding in this case official· opinion
was entirely against the idea.. From the days of Lord Cunon's 
minute in 1908 to those of the Fiscal Comminion's Repori the 
trend of opinion was uniform that India has very little to gain 
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in return, and that she has a great deal to lose or risk by adopting 
a policy of Preferenoe. UndElf the cirCUMstances then existing, no 
one oould quarrel with that dictum, since Gred Britain was then' 
a free-trade oountry and had nothing to offer us as a quid pro quo. 
Her whole attitude then was indeed the antithesis of her present 
one. The present position of opinion in the United Kingdom in 
the matter has been thus defined recently by the Secretary·of State 
for the Colonies (Sir P. Cunliffe Lister): "There is another kind 
of business deal the kind that is becoming, 1 am glad to say, more 
oommon to-day, where people may be competitors, but in a way 
wherein there is a community of interests. The real business 
deal that I comes off' to-day and lasts, is the business deal where 
the principals sit down as partners meaning to get the best out of 
the deal beoause they have a common interest to serve, where they 
oan te.lk frankly about their own eoonomic and politioal difficulties".1 
This pronouncement is as important as it is authoritative, in as 
much as it marks the evolution and transition from Preference to 
Reciprooity-an evolution which has taken a quarter of a century in 
time, and has required a radical change in the economic condition 
of the Empire as its condition precedent. 

As we have seen, the idea of Imperie.l Preference found no 
favour in India; bnt a very different treatment has been accorded, 
to that of Reoiprocity a8 equal partners. If we turn up the 
evidence given before the Fiscal Commission, we sball disoover 
quite a number of pronlluncements from Indian economis~ of note 
very favourable to the policy of Reciprocity; and obviously no 
oocasion could have beeD more suitable for producing such dicta. 
Thus 'Mr. Harkishen, L&!-the well-known Pnnjabi banker, pub
licist 8oI1d Minister-told the Fisoal Commission thet he was for a 
polioy of • Imperi&! Preferenoe with recipr<>cation." So also Mr. 
Manu Subedar urged that • with the United Kingdom there are 80 

m8ol1Y outstanding politioe.l questions to Bettie that the granting or 
witholdinR of revourable treatment mllst be part of the entire 
bargain which may ultimately come to be settled with them." 

• Tho "'1'i_" 1""'~, 1931, 



. 88 THE WORLD EOONOMIO DEPRESSION 

The reasons for the manifestation of such views in favour 
. of the policy of Reciprocity are not difficult to trace. The main 
objection to the idea of Preference was the one-sided nature 
of the gain aimed at. But the general economic situation 
had also changed radically since the first decade of the 
century when Preference was a live issue. In those days, 
the main danger to the nascent industries of India came 
from British imports. But the situation has been changed radically 
by the steady decline of British imports into Indie., by the introduc
tion of Protection. both into Great Britain and in Indie., and by the 
far greater competitive strength shown in Indian markets by Japan 
and other foreign countries. 

There has been, it might be pointed out, a parallel development 
in the Economic history of Great Britain and of India during the 
present century. The dominance of the former as a mannfacturing 
power has been greatly weakened by the rise of manufactures in a 
great many other countries. Sir J osie.h Stamp has put the matter 
with admirable clearness and brevity: "Our industrial children 
abroad have grown up and compete with us. We cannot for ever 
supply both cheap cotton goods and also cotton machinery to the 
East. Many, qf our export supremacies have thus passed," 1 But if 
Great Britain has been losing the power which she had held for a 
century as the dominant manufacturing country, something like the 
same development has been depriving India of the pride of place 
which she had held for over two thousand years as the exporter of 
primary products. For the scientific exploitation of the Eastern 
Archipelago, of South America and of Africa by European powers 
is bound to cut out the markets for India's raw materials. Thus 
Argentiua is overshadowing India in the matter of linseed, and 
Java as regards tee.. The exporting power of India as regards 
wheat and even in the matter of rice is being shaken; and looking 
to the vast areas being opened up exploited for raw materials there 
appears no end to this growing competition. Only recently we find 
Indian hemp was being cut out in Germany by the African Sisal. 

1 Sir J. Stamp," Papen DB Gold ""d the Price Level," p.67. 
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If then both Great Britain and India are losing their marketll, and if 
they are so constituted as to be the steady and suitable markets for 
each other's products, the need for and wisdom of resorting to a 
policy of Reciprocity is obvious. The grollnd Cpr this has been 
cleared by the better defined idea of Raciprpcity which is now being 
put forward in Great Britain. 

But this is not the place to develop fully the particular theme 
of Reciprocity between Great Britain and India. At the same time 
it might be pointed out that the subjeot is olosely allied to the main 
line of our treatment. For the topio of the rapid growth of produc
tion of primary materials has been and will be for a long time one 
of supreme interest for the world i while the problems of adjust
ment of markets to suoh increasing supply is also of vital impor~ 
tanoe from the point of view of economio equilibrium. N everthe
less, the subjeot was taken up here only 80S an illustration of the 
growth of Reoiprooity in the world for which there is wide scope. 
It undoubtedly enlarges the are811 of commerce and exchange. It 
is oertainly a useful form of international oo-operation, and it. 
mitigates not only depressions but other economio . dangers. While 
in the c8lle of British Empire, Reciprocity is the successor to the 
idea of Imperial Preference, in many other parts of the world it 
will teka the place of Economic Imperialism i for nndonbtsdJy it is 
the antithesis pf the old policy of Imperialism and of exploitation. 
The logio of events and the increasing economic solidarity of the 
world have effectively exploded the fallacies underlying the concep
tion of Economic Imperialism. The polioy of ecouomic exploitatipn 
having loat its attraction and its potantialities in tha light of Ule 
new ideals of equal co-operation of nations, some oUler polioy is 
required. to taka its place; and Ule notion of Reciprocity is 
the natural heir to Ulat of Economic Imperialism. We might 
anticipata that it is under Ule expanding regiIu of this policy 
of Reciprocity that Ula economically advanced countries will 
_ist in future the systematit', timely and expeditious pr~ 
of less-developed lands. The potentialities and even anticipa
tions of tha spread of such Reciprocity are not hard to fineL 
Thus, if Chinese . Eoonomisb like Dr. TsDDg-yu-Ssa are, oa 

111 
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the one hand, announcing that "it is not China's wi.h to refuse 
foreigu 'co-operation" in economic matter~, we flod, ou the other 
hand, American Economists like Culbertson and .Bnell discussing the 
lines on which the supply of foreign capital could be placed at the 
disposal of China. In fact, the present generation might be con· 
gratulated on witnessing the last phasea of the policy of Economic 
Imperialism which has dominated the 'world for untold centuriea, B8 

well as on seeing the rise and development of the wise and mutually 
benefioial polioy of International Reciprocity. It need scarcely be 
added that the record of Economic Imperialism was that of one
sided exploitation, in many cases, while the notion of Reciprocity is 
eesentially based upon the principle of International Co-operation. 
When. we consider the importance of the movements like the 
Warsaw Conference, the work going on for securing an economic 
bloc of the Danubian countries, the strivings after a Cnstoms nnion 
of Enrope ,and the expectations entertained of the Ottawa Con-

. ference, we feel that the world is entering upon a new era of 
.Reciprocity . 

. There can be no donbtthat we are about to witness a consi
derable ,extension of the policy of Reciprocity. Tbe last quinquen
niulII" alone has produced several projects and projects of that 
nature in Europe. The scheme of a customs Union of Europe hy 
been exercising a great fascination on so many minds; but there 
are difficulties in the way of the economic consolidation of 
Europe as. a . whole,· even in spite of the Locarno agreements 
and their salutary infiuence. In any.CRse even, if such a project 
succeeds in future, it will be introduced only gradually a!l« by 
stages. As Prof. Elemer Hantos hy remarked there will be successive 
stages of any such unification of Eorope and it will be necessary 
to begin with groups of countries which are dependent upon each 
other economically and geographically. M. Briand's scheme for a 
Eltl'opean Union was admirably presented in general features, but 
that great statesman lacked the gift of working out practical detail .. 
In the.hands of the Commission of Enquiry on European Union,the 
project hy become aomewhat anmmic. The nen project for a 
8ystem .of preferences was formed at Warsaw in 1930. It' WOQlcl 
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have had a better chance of success had Dot an attempt beeD made 
to implement it through the League of N~tions, Such an attempt was 
bOnDd to fail since the League's line of work must be universal and 
Dot regional. But the eoonomic factors making lor regional and pre
ferential agreements are so strong that a Dew attempt is being made 
to form something approaching a Oustoms Union of the five Danu
bian States-Austria., Hnngary, Rumania., Jugoslavia and ·Czechg.. 
slovakia, The proiec,t is meant to uDdo the fragmentation of .the 
Austrian Empire, to lower tariff barriers and to supply a remedy 
lIoltl'inst the great agricultural depression, The main difficulty seems 
to b. that several of the states whioh desire to enter the DanubiaD 
Union, have Most Favoured Nation treaties with outside states, and 
these Itates would share any preferences which would be granted. 
withiD the futul'e Unions, Attempts are'being made to induce these 
out.aide states to waive their rights UDder such treaties. In any 
lIase, we might feel pretty sure that eventually some sort of prefer,. 
ential system will materiali.e-so great is the need felt for it. 
Needles8 to SRy that the eoonomic value of suoh agreements fOf 

Reciprooit.y or preferenoe is smaller than that of a geDeral Economic 
disannameotand an all-round lowering of tariff barriers, Neveriheleee 
such multilatllral agreements of a prefereDtial oharacter "re to 
be welcomed as steps leading towards general agreements for 
lowering tariffs and as indicationa of the growth of IDtemational 
Co-operation, 

Anything like a general survey of the Eoonomio oonditions and 
trends of the day must impress the mind of the obeerver with one 
lesson-that we are approaching one of the great turning poiDts of 
the Economio History of the world, The benefits and advaotagee 
of the competitive aspeo\a of Eoonomioa have been emphasised-even 
perhaps our-emphasised during the paR two or three 08ntllriee; 
..,d competitioD haa tended to be the guiding priDciple in the EooDomic 
life alike of individuals and of natioDs. But the domiDance of that 
guiding priDciple begao to be shaken by "'e eDd of the last oeot1ll'7 
when .. b~ to speak with eothuaiasm of the ilDlDinent trueition 
• from Individualism to CoUeotivism." The first three -decades of 
thil _tur, has livso al a Dew a10ga0-that of the • planaed 
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economy "-planned both in relation to individuals in a country and 
to the nations of the world. But planned economy oan be the 
objective result of various economio principles-of Socialism, of 
Oommunism or of Oo-operation. Here lies the choice of principles 
before the world, and the result can be foreseen with tolerable 
olearness. Few nations are prepared to abaudon the competitive 
principle with all its undoubted advantages completely-to break 
with it (and· with past historical evolution) altogether, and to rush 
to the opposite extreme of submerging the individual existenoe of 
man entirely into the· sea of mass-perhaps crowd-action. We 
want to combine the best results of both principles of Individua
lism aud of Oollectivism. We cannot afford the excesses either of 
the II-Libertarians" or of the" Oompulsariaus "-as the two opposite 
sohools have been termed by ProJ. Carver. We can deplore the 
evils of Individualism and of the present system of capitalistic and 
competitive economy; but we cllnnot, with advllntage, undo the 
evolution of recent centuries. The wastes of competition even in 
normal times-the still greater wastes of the business cycle-we 
frankly and freely admit; but even the recognitiou of these cannot 
make us ignore the still more dangerous or repulsive aspects of 
Socialism-let .alone of Communism. 

Were we to adopt the alternative of Socialism, we should be 
getting rid· of a mighty eugine of progress-the institution of 

-private property. We cannot afford to lose such a great economio 
stimulus. Nor, on the other haud, can we allow the institution of 
property to be made the instrument of social Injustice. It is nnder 
a regime of Co-operation that the institution of property is secured 
while the use of property by the -individual is controlled by the 
organisatiou of' producers on the one hand and of consumers on 
the other. 

It is well to be clear about the nature and potentialities of 
Socialism as well as about its limitations. There can be no doubt 
that the Economio functi~s ~f the state will and might experience 
an l'mnsion in some directions with advant.a.ge. Bot snch enensioD 
must leave ample scope for the enterprise and initiative of the 
individual and also of the co-operative group OD tha onll hand. Nor, 
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on the other hand, sh~ld such extension stand in the way of the 
growth ofEconomicI~ternatioD&lism. The extension of state activity 
must needs be supplemented by such group action within the. state 
on co-operative lines j fllr the whole community is too large a body 
to funotion efficiently as a single economio unit of conscious organi
sation, while the best form of ~e functioning of smaller groups 
within the state is that of co-operative organi.~tion. In fact both on 
the political and on the economic side the range of the activity of 
the state must be limited by ths necessity of giving their due to 
group activity on the one hand and to Internationalism on the other. 

Economists are coming to the conclusion that neither Individua
lism nor Sooialism, as conceived at present, can yield either 
maximum efficiency in produotion or maximum welfare as regards 
oonsumption. Thus Mr. Keynes has told us that what he calls" the 
true Socialism of the future will emerge from an endless variety of 
experiments directed towards discovering the respeotive appropriate 
spheres of the Individual and the Sooia!." So also Mr. Hobson in 
company with many other Economists believes that the problem of 
Socialism til. Individualism turns upon the problem of in.centives j 
and that we oannot, in the light of this fundamental fact, assert that 
the choice lies 801ely between Socialism and Individualism. If then 
it is a question of proper incentives and stimuli in the matter of 
production and distribution, few will disputa the efficiency of Co
operation in this respect. Obviously that diI facto Co-operation and 
profit-and-Iosl sharing whioh prevails so widely in the world as 
Prof. Marshall hal shown. requires to be largely developed. 

In his valuable study of • Capitalist Enterprise and Social Pro
grees, .. Mr. Maurioe Dobb notioea lbat repeated proposals were reoent
Iy Ulade as regards • super-imposing an element of conscious control 
on the economic anarchy of the industrial system." He asserts the 
nlllld for remedying lbe preeent instability of the capitalistic system, 
IUId prophesies lbat "the future will S88 economic uarohy more and 
more eDcroaohed upon by forms of conaciolB control." While there 
are muy kinds of conscious control (e.g., lbe extension of lbe Eoono
miD functions of the state or international regulation) lbe beat form of 
social control must be based 00 the organisation of lbe produ08l'l 
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and the consumers"':"'an organization which' is' best carried out on 
co-operative lines. It is such an organization of the smaller pro
dacers, and especially that of consumers, which alone can npset the 
regime of Mr. Dobb's "first giant "":"the great monopolist and 
financier, the giant entrepreneur. 

Mr. Dobb proceeds to consider various suggestions for 
overcoming' the' economic anarchy of the' day. He passes nndel' 
review a bumber of peltential remedial agencies, among them 
the ,growing Labour Movement, Oollectivism," the Semi-Oollecti
vist prescription of the beo-Liberal," and finally Oommunism. He 
envisages the views' of the Distribntivists and notes that wbile 
they were once held only by a few eminent members of the Intelli
gensia"-like Mr. Ohesterton and Mr. Belloc-" since the War, 
it has been given a political significance by the rise' of peB'Jant 
movements in Oeutral Europe, whose aims leem to be of this 
kind. 'Should their attack on modern industrialism gather strength 

, in the future this re"establishment of diffused ownersbip may 
well become' a. political issue with which a reckoning will have 
to be 'made.'· He might have added that it is in this region 
of Europe where such "Distributivists" hold the reins of power 

, tha~ great advanoes have been made in' Oo-operative polioy and 
tho greatest zeal has been shown for 'the prinoiples of Co-opera
tion. 

It Is a piece of good foytune that while mankind ill at the 
oross roads-contemplating the spectacle of the greatest evils 
tbat competitive economy can witness and" Pondering over the 
various methods and potentialities of "planned economy"~a lead 
has been given to the world by the great experiments'm Inter
national economic co-operation being carried out at Geneva. 
International Co-operation, though begun long before onr days, has 
become a reality during the last decade i and the Economio historian 
of the future will note the year of the __ sembling of the World 
Economic Conference of .1927 as the greatest landmark in the pro
gress of International Co-operation. Bnt the l!ec888ity of the practice 
of co-operation was obvious both all regards individual. aod as 
regards llation& You cannot appeal for it in one of theee Ipheres 
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without oreating a demand for it in the other. Thus the World 
Eoonomin Conference, tllougll making International Co-operation its 
prime object, had to empllasise the importance of Distributive, Pro
ductive and Credit Co-operation as the great curative economic 
agent and the guiding principle behind a great.deal of what has 
been termed "Rationalization, .' both in the field of agriculture and 
tllat of manufactures. Henoe that field of Co-operation is also 
being cultivated, and here &gain Geneva has been a great foous of 
activity. Has any greater oompliments been ever paid to Co-opera
tion than this-that in the midst of tile greatest Depression known 
to mankind Oo-operation is appealed to at every turn of the long 
searoh for remedies? 

Here then lies a great field of work for eoonomists; and to do 
them justioe they have already begun vigorous work 00 it. All 
st.udies of "World Eoonomios" must need be studies. in Inter
national Co.operation and we possess a large and growing number 

• 
of such atudies. But we are still awaiting the advent of some out-
standing eoonomist who will perform the same service for tbis new 
aspeot of Eoonomics that was rendered to Competitive Economics by 
Adam Smith. 

The well·known phraee " from Status to Contract" justly sum
marises the eoonomio task of the last few centuries. But it might 
be supplemented as regards future development by adding .. and 
fromContraot to-direct and conscious Co-opnatioD." The need and 
importanoe of this addition will be made olearer by a brief expla. 
nation. During the last three oentnries, the economioworld was 
busy building up a series of great competitive institutions. There 
was, for _pie, the development of mlYepreMlWWp and of the 
power of Finance in their varioue forma. There was also the 
formation of the Wage-System and of the indnstrial proletariat. 
Corresponding to the rise of these and other competitive institu. 
tions, the science of Economics became, to a great uteat, either a 
It Science of Pri088 .. or a the Economics of Enterprise.· The object 
of the policy of Las. (am _ to facilitate the working and the 
momentum of competition both upon the national and intaraatioaal 
plana But the last feW' decades han witneeaed a pat change 
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:~?!h in ·,14e Economi,c. outlook and in Economic Institution, 
.'.:li:cQooinie Sc~nce ilJ becoming more and more a 8t~dy of Economr, 
,'Welfare, ' On tile Institutional, side, we ba:ve the ,use of such a .. o
,operatjve instituti'OII I1S the Bank for InterDldional S~ttlements in 

, . the region of fil1l.'Dce, ' further cQ-operative methods and institu
. tions have found ,~, highly favourable soil in the sphere of Money 

'sml.Bankfog, In the world of Labour we hear more about planR 
, 'of .Pl'Ofih~Sharing, ofCii-partnership and ,Employee representation. 
'Onereme!Dbers ' Marshali's· words when he spoke of progress' 
, trom.a. de /acto· profit .and loss sharing to conscious profit and loss 

sharing and ·thence to the "still' higher but much more diFficult 
level of. true Co-op'eration," When we come to internatiollal trade 
and production,'We are led to think' of the Ottawa programme of 

, j' Compl~meotary production" aod "Empire rationalisation," Then 
.. gajn; we' have International Indnstrial agreements which are 
-9bviously a means of ,moderating, international Competition. Such . , . 
a rapid development of co-operative !Dstitutions is doe to th~ fact 
'tli&t •. & 'mainly competitiv!, system left too moch room for 
maladjnstment, instability, and oonfiicts. It was essentially 
~DStable 1I0t only on account of ~he confiicts bot 011 accoont of 

,the e;cesse~ ',of unregnlated competition. Hence, the necessity of 
inaugdrat:ing a, comprehensive cO-eperative policy, To quote again 
the'kr~at Cambridge economist:" the world is only jos' peginuing , 
t6 be r~ady for the higher work of the co-operati.luovement; and 
its many different forms, may, therefore, he reasolJBbly expected to 

attain a larger success in. the foture than in the ,ast." 
, 
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