
• 

~ ""~. 

• 
I I 

.. :~ . 
• 

· ~ C 0 ·N T E .N . T E • 

I 

Cor;ute;rc i r1 l ~oiicy . in the Interv.e1 r 
~-I:.icxl: ~te:r:n11tionn l Pro~osals 

•· and NFI t ion.ql l'ol ic i8 s. Part I: i 
. Historic-S'al -c-urvey. J?n rt II: \n lna ... 
lysi$• ~:r·-the Reasons :for the succ.e E 
or· -FaihlN .or IntPrnAtionfll Pro
posflls . l1942 . II.If\.6.) . 1-82 :p:p ~ . 

Ec onomic Fluctuations i n the Unit~a. 
Etates ·and thA. Un ited 1\ingclan , 
191~ -1922 . {1g42 .II.A.7. ) 83-1Z~PP,· 

Re lie r ::ueliveries arxl Reli€f' Loans , 
1919-1923 . (1 94·3 .• 11.~.1. ) l 30-1 6l_pp • 

\. . \ 

4 . :Re:)ort t o -uhc Co.un(.; i.l on the V/ork l 
of' the· J"omt se::Eeion of' the Ec onorr.icf 
~nd Financia.i Corm.-·t ittee s , Lona on , 

·. A.:Pr il 2 7~h -;kC1 y 1 e t , 1342 .:Princet on , 
~ugu~t 7th•.:& th , 1 ~42. { 0.52.11 .52·. 
1 94~ .II.~. 4 . ) · 162-173~p . J· . . . 

5 . Report t. o .the ·co uncil on the Work of' 
. t~e 1943 -!oint se c s ~on of' m;T Fil~an~ 
~ 1.al C orur~ utf: e-e , Pr moe ton , 1. • J • , . 

• •• . ~- "C&cember, 19;43 :·· ~c .-l.k •• 1.1944 .I:I.£ .1 ~ 
. • • 174-215:pJ?. 

~-~--



COMMERCIAL POLiCY .IN THE 
. ~ 0 • 

INTERWAR PERIOD: 

INTERNATIONAL PROPOSALS 

AND NATIONAL POLICIES 



Printed in the U.S. A. 
By the TR~TON PRINTING CO., Trenton, N. J. 



'ECONOMIC, FINANCI~L AND TRANSlT 
DEPARl"MENT 

\l 

COl\1MERCIAL POLICY IN THEO 
.. 0 

INTERWAR PERIOD: . u 

INTERNATIONAL PROPOSALS 

AND NATIONAL POLICIES 
~ 

PART I • 
AN HISTORICAL SWRVEY 

• PART II • 
AN ANALYSIS OF THE REASONS 
FOR THE SUCCESS OR FAILURE 
OF INTERNATIONAL PROPOSALS . 

• 

LEAGUE OF NATIONS 
. . 

GENEVA 

I94l .. 



• 
"puf.lications of the Ec.;nt.mic, Financial, and T1~nsft. 

Department o~ the League of Nation~ 

• 

MoNTHLY BuLLETIN OF STATISTICS . . 
STATISTICAL. l'~R-BOOK OF THE LEAGUE OF NATIONS 

' . 
MoNEY AND BANKING, 1940-42 . . 

WoRLD EcoNOMIC SuRVEY, 1939-41 AND 1941-42 

EuRoPE's TRADE 

THE NETWORK oF WoRLD TRADE 

WARTIME.,RATIONING AND CoNSUMPTION 

PROSPERITY AND DEPRJSION (Revised and Enlarged Edition) 

• • 
EcoNOMic FLUCTUATIONS IN THE UNITED STATES 

AND THE UNITED KINGDOM, 1918-1922 
• 

A summary description of the contents .of th~ above publications 

is given in oothe back pages of this volume 

• 
Series of League o~ations Publications 

II. ECONOMIC AND FINANCIAL 

• 1942. II.A. 6 



PREFACE 

· This volume on ·commercial policy co'bstitutes a part of a 
general programme of studies devoted to problems likely to 
prove important in connection with the formulation, now or , 
later, of economic polices for the post-war world. 

In his Report on the Work of the I:eague, 1941!42,1 the Acting 
Secretary-General explains the principles on which this under• 
taking is being conducted. "If the objectives of the 'Atlantic• 
Charter:' that 'all the men in all the lands may live out theit 
lives in freedom from fear and want' are to be realized, post-war. 
policies must be thought out in advance and the lessons to be 
learnt from past experience must be learnt~' In the execution of 
the programme of studies relating to to:>ost-war economic and 
financial problems, "three guiding principl~ are being kept con-

. stantly in mind. These principles may be bfiefly summarized as 
follows: 

"(a} Every day is creating its to-morrow; the future must 
inevitably be built on the past. But before t~at building is 
planned and projected, we should ascertain what were the causes 
that led to failure-or success-in the r~cent past, learn and 
apply the lessons that may be &ducea from the past. It)s-·ilot 
sufficient to know the fact~; we must know their causal relation
ships ana be able to indicate, from the evidence of the past, not 
the final objectives that must be the expression of collective · 
human will, but the roads by which this or that ~bjective may 
or may not be reached. .. 

"(b) Such evidence as to the past must itself be supported by 
an adequate basis of fact, and the essential information should 
be so coll'lted and analysed as to allow those responsible for the 
formulation of policy to frame· their own judgment on them . 

• 
• 
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"(c) While the future that Ties before us is veiJed, the Qt>re o£ 
tb~ social and economic issues of that future is likely to be the 

.ptoblem of social security; we know, too, that inherent in the " 
organization of modern societw are.dynamic forces cGnducive to 
instability. Two gr(\l.lps of such forces may be distinguished: 
those that lead to flt.:tctuatz.ons in economic activity with their 
train of depressions, stagnation and unemployment, and those 
that have their ori,?iQ in demographic pressure or the demo-

<:.graphic pattern of iociety. The continued existence of these 
forces may be pqstulated and no social stability can be assured 
until we have learnt to deal with them. The means by which 
such control may be rendered.effective must therefore constitute 
the central thread of all constructive thinking for the future and 
all policies must be considered in the light of their probable 
effect on economic stability~ on demographic conditions, on social 
.":ecuri ty." 

" The League Economic and Financial Committees/ to whom a 
number of draft studies were submitted, recommended that when 

Jeasible, "the results of the Department's enquiries should be 
published and made available to all interested with the least 
possible delay." It ha~ been thought well to begin with commer
cial policy and interna[ional trade. One volume, on Europe's 
Trade, has already been published and a companion volume en
titled The Network"' of World Trade will be published simul
taneously with this pamphlet. The purpose of the analysis of 
Europe's Trade is "to consider what was the part played by 
Europe in the hade of the world, how far Europe was dependent 
upon external markets and external 'tnarkets dependent upon 
her, tO> estimate the i~portance to her of what, in the absence of 
a ~ter term, is known as Empire trade, and to illustrate the 
commercial and general economic interdependence of different 
parts .of the continent." ! '"' 

The NetwO(:k of World Trade is wider in scope and, although 
it deals with similar questions regarding other geographical or 
political areas, is primarily co·ncerned with the essential unity 
of world trade, with the specific pattern it had assumed and with 
the multilateral system by which all classes of international ac-

~ 

1 Economic and Financial Committees: Report to the Council on 'the work of 
the Joint Session, London1 April 27th-May 1st; Princeton, N. J., August 7th-8th, 
1942. Lea~ue of Nations 'publication, !942. II. A. 4. 
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CQUnts were set~ed. Both of thes; volumes therefore fall uooer. 
the setond of 'the guiding principles explained in the Acting 
Secretary-6eneral's report quoted above. But, while they a~ 

• thus factual, statistical studies, from the facts summarized con-. 
elusions an!"drawn. • 

The purposes of the present study m commercial policy 
in the inter-war period are indicated ..in the 'introduction to Part 
II. They are to compare the commercial policies pursued. by 
States in the inter-war period with the re<;q,mmendations made 
by international conferences and committees, \v}Jether official o~"'
unofficial, to consider the reasons for the frequent discrepancy be
tween the policies recommended and the • policies actually pur
sued and in general for the success-or failure of the recommenda
tions made, and finally to draw from this twenty years experi
ence lessons that it is hoped may be of value for the future. 

The study falls into three parts; first, a simple historical 
record of the policies advocated and the policies pursued; sec-" 
ondly, the analysis of the causes of the success or failure of inter-"' 
national action or proposals and, thirdly, a summary oi> 
conclusions. The first and second parts are self-contained. Those. 

· who have not the time or inclination to stu~y the whole historical 
record will find the analysis of causes comprehensible without, 
or with but occasional, reference to it. The conclusions-neces- · 
sarily tentative in character-on the other hand are based on · 
the analysis contained in Part II and do "not extend beyond 
the area of that analysis. As already stated, further conclusions 
based on supplementary evidence and relating to other aspects 
of commercial policy and phenomena will be foun·d in The Net
work of World Trade. 

League of Nations 
September, 1942. 

A. LovEDAY 

Director ~~ the Economic, Fir.tzn~ial 
and Transit Department 
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CHAPTER I 

EQUITABLE TREATMENT AND THE REMOVAL OF 
ECONOMIC BARR1E.RS, 1918-1921 

1. THE FouRTEEN POINTs, 1918. . . 
The third of President Wilson's Fourteen• Points was "the 

removal so far as possible of all economit: bar;iers and the estab
lishment of an equality of trade ~onditions among all the nations 
consenting to the Peace and associating themselves for its main-
tenance". · • 

The latter of these propositions. was explained to mean "no 
restriction upon the free determination by any nation of its own 
economic policy, but only that, whatever tariff any nation might. 
deem necessary for its own economic service, be that tariff hi~h 
or low, it should apply equally to all foreign nations."1 

Discriminating tariffs had been a feature of the commerci'ai 
policies of France, Germany and other European States prior to 
1914. and, during the war, both groups•of belligerents had formu
lated programmes implying the continuation of restrictions and 
discriminations against enemy countries :>after hostilities had 
come to an end (Vienna Declaration 1916: Resolutions of the 
Allied Economic Conference, Paris, 1916). 

2. THE CovENANT OF THE LEAGUE oF NATIONS, 1919. 

In the course of drafting the League "Covenant, the question 
of inserting a clause guaranteeing "equality of trade corulitions" 
was long considered. The United States Delegation put forward 
a draft declaration on the subject, to be adopted by all Members 
of the League as an annex to the Covenant; the TJnited Kingdom 
Delegation submitted a draft convention guaranteeing "just 
treatment for the commerce or all Members of the League."2 

Agreement was finally reached on a clause weaker than these" 

1 President Wilson to Senator Simmons, Octob<r 191·1. Quoted in History of th~ 
Peace Conf.erence of Paris, H. W. V. Temperley. London, 1921. Volume V, page 61. 

2 See D. Hunter Miller, The Drafting of the Covenant, New York, 1928, Vol-
ume II. • 
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dtafts both in form and substance and qualified liy a limitation< 
designed to meet the apprehensions of France and· certain ~ther 

' Eucr2pean allied countries.1 Jhis clause, which appears as part of' 
Article 23 of the Covenant, reads as follows: . ~ 

• 

"Subject to and in ctccordance with the provisions of inter
national conventionscexisting or hereafter to be agreed upon, 
the Members of the Leagu~: 

• . . 
• " (e) will make• pfovision to secure and maintain equit-
able treatment <for the commerce of all Members of the 
League. In this conneCtion, the special necessities of the re
gions devastated during the war shall be borne in mind." 

• Under another article of the Covenant· (Article 22), "equal 
• opportunities for the trade and commerce of other Members of 

the League" were guaranteed" in the principal categories (A and 
B' of mandated territories. The application of this guarantee, 

:"-inserted in the various Mandate Charters subsequently drawn 
UJ', was placed under the supervision of the Mandates Commis
sion of the League. 

The question of secm•ing agreement in regard to the "removal 
of economic barriers" was!llever considered at the Paris Confer
ence. In the great majority of countries represented, there was 
no disposition at. that.,cime to limit national freedom of action in 
regard to trade policy. A high protectionist tendency, moreover, 
was widespread and strong, not least in the Unit~d States . 

. 
3. THE PEACE TREATIES, 1919. 

The Peace Treaties c;:ontained numerous provisiOns affecting 
the commercial policy of defeated ,Powers and certain newly cre
ated St~tes. These provisions were mostly of short currency, in 
no case exceeding five years. The most important were tbe uni
lateral undertakings given by Germany, Austria, Hungary and 
Bulgaria to gnt.1t the Allied and Associated Powers, for 5 years 
in the case of Germany and 3 .years in the case of the others, 
.unconditional most-favoured-nation treatment. 

In reply to a protest by the German Government, the Allied 
and Associated Powe1s expressed their own intention to "bring 
into ·application when the world returns to normal conditions" 

1 For the various stages ~n the fading,-out of President Wilson's original pro
posals, cf. WHiiam E. Rappard; Post-War Efforts for Freer Trade, 1938. 

" 
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-the principles/laid down by President Wilson and embodied i~ 

• Arti~e 23 e) of the Covenant.1 (See Chapter V, §3 below on t}te 
•Most-Favoured-Nation Clause} • ~ • 

Austria.and Hungary were peqnitted (Treaties of St. Germain 
and Trianon) to enter into a special cussoms regime with each 
other and/or Czechoslovakia for a period.not exceeding 5 years. 
This clause remained a dead letter.0 Between 1922 and 1925 the 
League Economic Committee endeavoured without succt!ss to 
bring about limited preferential agreement~ between Austria aqd 
some of her neighbours; negotiations for "this• purpose between 
Austria and Czechoslovakia in the latter.year came to nothing. 

-The Minorities Treaties concluded with Poland, the S(!l"b
Croat-Siovene Kingdom, Czechoslovakia, Roumania, and Greece 
contained a clause under which the country concerned undertook ' 
to take no action which might "pre.vent her from joining in any 
general agreement for the equitable treatment of the commerce 
of other States that may be concluded under the auspices of tt~ 
League of Nations within 5 years of the coming into force of the 
present Treaty" and to "extend to all the Allied and Associat~d 
States any favours or privileges in customs matters which sH'e 
may grant during the same period of 5 tears to any State with 
which since August 1914 the Allies h<tve been at war or to any 
State which may have concluded with Austria special customs 
arrangements as provided for in the Treaty of Peace to be con
cluded with Austria."2 

Apart from a prohibition on the raising of certain conventional 
duties for 3 years, Germany was at liberty to modify her tariff 
six months after the coming into force of the Treaty of Versailles. 

' • 
4. THE SuPREME EcoNOMIC CouNciL, 1920. 

The first practical step to be taken towards restoring inter
nation~! trade after the War was the demobilisation of war-time 
controls--exchange controls and prohibitions on ~ports and ex
ports. Outside Europe and in several European countries, includ
ing the United Kingdom, the 'Netherlands, Belgium and the, 
Scandinavian countries, such controls had been very largely re-

·lj Reply of the Allied and Associated Powers to the·Xlbservations of the German 
Delegation. on the Conditions of Peace, Part X. 1. Misc. No. 4. 1919. PP· 42-3. 
Cmd. 258. 

2 Text taken from the TreatY with Po!and. 
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ri\oved by the end of 1919. In o~her European col\ntries, the re-· 
tum to relatively unrestricted trading conditions was spme\Vhat o 

sl~vt;er. In Italy and Spain. substantial lists remained in force0 

even after the introduction of noew and higher tariffs iq, 1921 and 
1922 respectively. In France, quantitative restrictions were in 
principle abandoned ii\ 1919, but long lists remained; these were 
added to in 1920 and 1922. o£witzerland, after demobilizing most 
of its' war-time measures, re-introduced a permit system for nu
merous imports in 1921: 

'But the core of,the 'Problem lay in Central and South Eastern 
Europe, where trade h~d practically ceased by the end of the 
war and was only gradually resumed, first on the basis of inter
go~emmental barter, then on that of general prohibitions modi-

c fied by licence. Government import and export monopolies, 
more or less severe currency restrictions and export duties on 
farm products were also the rule. 

cln March 1920, the Supreme Economic Council recommended 
,.,that 

<. 

c "States which have been created or enlarged as a result of 
the war should at once re-establish full and friendly co
operation and arrange cfor the unrestricted interchange of 
commodities in order that the essential unity of European 
economic life may'-not be impaired by the erection of arti-. 
ficial economic barriers." 

5. THE BRussEr,s FINANCIAL CoNFERENCE, 1920. 

In October of the same year the Brussels Financial Conference, 
~\the first international Conference called by the League of N a

tions, specifically endorsed 'the 2.bove recommendation of the 
Supreme Economic Council, adding that 

"Each country should aim at the progressive restoration of 
that freedom of commerce which prevailed before the war, 
including the withdrawal oC artificial restrictions on, and 
discriminations of price against, external trade." 

The Conference coPsidered that "commerce should as soon as 
possible be freed from control and impediments to international 
trade removed" and that "attempts to limit fluctuations in ex-
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.change by imposing artificial coptrol on exchange ope;ations are 
• futilq, and milchievous." 
• It emphasized that "the first condition for the resumption• of 
international trade is the restoration of real peace, the conch.~sion 
of the wa'ts that are still being"waged, and the assured main-
tenance of peace for the future." " 

Among the specific reforms tow.ard ~hich the Conference 
recommended that the League's activities should be directed 
were the Assimilation of Laws relating to -Bills of Exchange and 
Bills of Lading and the Suppression of Dou.ble Taxation. • 

The preparation of an international tode relating to Bills of 
Lading was undertaken by the International Chamber of Com
merce, the International Maritime Committee and the Inter
national· Law Association; a draft set of rules, known as the' 
Hague rules, was drawn up at a copference of the latter body in 
1921 and formed the basis of an international Convention con
cluded as a result of two diplomatic conferences which met ·at, 
Brussels in 1922 and 1923. 

Regarding the work on Bills of Exchange and Double Ta~
ation, see Chapter III, § 3 below. o· 

•· 
6. THE PoRTOROSE CoNFERENCE, 1921! 

In 1921, the Succession States of the Austro-Hungarian Em
pire signed a Protocol at Portorose the first article of which read 
as follows: 1 

"The governments .... shall as soon as possible take the 
steps necessary to re;-establish freedom of imports and ex
ports in the relations between their .several countries. In 
any case, they shall abolish. all import prohibitions and re
strictions on July 1st 1922 at the latest and shall befon! that 
date make arrangements among themselves to fix, by com
mo; consent, a date whereon all export prohibitions, con
trols, or other restrictions affecting the expo~ation of any 
merchandise shall be abolishe,sl. It is agreed, moreover, to 
avoid customs legislation which would establish customs • 
duties or other taxes equivalent to actual export or import 
prohibitions." ; 

• 
1 International Conciliation, No. 176. July, 1922. • 
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The Signatories further agreed (Article 2) to enter into negoti
ations for the purpose of concluding commercial t&aties "bMed,' . 

..._ in {p_rinciple, on commercial freedom," to issue no new, prohibi-, 
tione pending the complete abolition of the system and to grant 
one another most favored nat~on treatment in regali"d to the 
general conditions under which licences were issued. 

It should be noted that, in this part of Europe, the whole 
pre-war commercial treaty system had been shattered, with the 
result" that 1) the appl~cation of maximum duties was the rule 
rasher than-as in .pre'-war days-the exception, 2) the legal 
protection agains( tariff discrimination embodied in the most
favored-nation clause had disappeared and 3) trade was exposed 
to uncertainties as regards not only tariff rates but also nu
merous formalities and regulations normally covered by com-

• mercia! treaties. 
The Portorose Protocol was not ratified by any of its Signa

toties nor can any substantial progress, along the lines that had 
.,.!}een agreed upon, be recorded for several years. (See Chapter 
III, § 1 and IV, § 2 below). 

0 0 

. ., 
7. THE CouNciL AND THE AssEMBLY oF THE LEAGUE oF NATIONs, 

~ 

1921. (RAw MATERIALS PRoBLEM.) • 
By 1920, the scarcity of raw materials had become an inter

national problem of 1!he first magnitude. Action in one form or 
another by the League of Nations was widely demanded and 
specific appeals were made to it by various bodies, including the 
Governing Body- of the International Labour Office, the Inter
national Federation of Trade Unions, the International Miners' 
Congress, and the Intem:ational Parliamentary Commercial Con-
ference. ,. 

At th'e instance of the Italian representative, the Council of 
the League (Tenth Session, October 1920), requested the newly
formed Economic Committee of the League to study and report 
on ( 1) the ext~nt and nature of the requirements of countries 
which were experiencing difficulties in obtaining raw materials 
and ( 2) the causes of those difficulties. 

The Committee, in its report to the Council of September 1921, 
reached the general cDnclusion that an international control of 
the distribution of raw materials (such as had been propbsed by 

,. 
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Ita1y bo~h at the Peace Conference and before the League Coun
. • cil ;w.d Asse&bly) was impracticable; and emphasized that a 
• solution. of the difficulties which many countries were exp~ri- ' 

encing should be sought mainly in greater freedom of world 
trade.1 The Council (Fourteenth Session) commended to the 
consideration of Members of the League> the conclusions of the 
report "especially those calling attention "to the effects that may 
be produced by artificial restrictio;:S' and duties on the ex2ort of 
essential raw materials on the economic life of other countries." 

A resolution in similar terms was adopt"ed a few days later by 
the League Assembly (Second Session). • : 

While the above enquiries were in ptogress, the general situ
ation in regard to raw materi<1ls completely changed, scarcity 
being replaced by glut. a 

For later recommendations and action, see Chapters II, §1 
(Genoa Conference), III, §2 ( Pi-ohibitions Conferences), IV 
(World Economic Conference), VIII, §3 (The Raw Mater{.als 
Enquiry, 1936-37). 

8. THE INTERNATIONAL CHAMBER OF CoMMERCE, 1921. <> . 

The level of tariffs, to which no direct; reference was made by 
any important official body except tllle Portorose Conference in 
the early post-Armistice period, was the subject of the following 
resolution of the London Congress of the"IJlternational Chamber 
of Commerce, 1921: 

"While it is recognized that each nation has the right to 
protect its industries by means of customs tariffs against the 
unequal conditions of foreign production and exchange, 

"The London Congress specifically' draws the attention 
of the various Governments to 'the importance of making 
such tariffs moderate, in order to avoid the erection between 
peoples of barriers which are obstacles to peace and the 
progress of civilization." 

• 
1 League of Nations document C. 51. M. 18 1922. II . 

• 



CHAPTER II 

THE GENOA CONF~RENCE AND THE EARLY WORK 
OF THE LEAGUE pF NATIONS, 1922-1925 

0 . 

0 

1. THE GENOA CoNFEaENCE, MAY 1922. 
< 0 

This Conference':yvas" convened by the Supreme Council under 
a resolution adopted in January 1922 (Cannes Conference) 
which contained the following statement: 

• .. "A united effort by the stronger Powers is necessary to 
remedy the paralysis of the European system. This effort 
must include the removal of all obstacles in the way of trade, 

, _ ind the provision of substantial credits for the weaker coun
' - tries and co-oper"ation of all nations in the restoration of 

fwrmal prosperity." 
·c 

The recommendation& regarding commercial policy may be 
summarised as follows: 

a) "The removal of .obstacles created by instability in ad
ministrative an<f legal measures"; 

b) The publication of tariffs and efforts to render the 
nomenclature of tariffs as comparable as possible; 

• 
c) Tariffs to be made so far as possible applicable over sub-

stantial periods of time; "the practice of frequent modi
fication for the purpose of economic warfare", the Con-• . 
fe~nce declared, "should be entirely abandoned"; 

d) No duties, except purely fiscal duties, to be levied upon 
the export of raw materials; such duties, where they con
tilme to ex{st, to be non-discriminatory; 

e) The progressive suppressio~ of import and export pro-
c hibitions, which "constitute at the present time one of 

the gravest obstacles to international trade"; the limita
tion of imports, ~where desired, to be "effected by the 
medium of custo~s duties"; • 
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fJ Tlie rt:§umption of commercial relations on a basi; of 
' co.mmercial treaties, "resting, on the one hand, upon ~a 
system of reciprocity adapted to special circumstan~e~, 
and containing, on the other hand, so far as possible, tl1e 
Most-Favoured-Nation clause." 1 " 

The Conference recorded that she general adoption of most
favoured-nation treatment was the goal aimed at by the m,ajority 
of the participating States. . • 

These resolutions were, it will be obsetve'd,Jess ambitious and 
radical than, for instance, the peace treaties as regards Austria, 
or the Portorose Conference; but like tbose adopted at Brussels, 
they were concerned with exactly those problems which \vere 
the centre of commercial policy controversy during the nexli 
eighteen years. A good deal was accomplished as regards the 
first point, and as regards the publicity of tariffs and, later, 
tariff nomenclature. The Economic Committee repeated «the 
Conference's denunciation of tariff instability, urging that 
"changes in rates and classifications should be effected as selds>m 
as possible and only when they are necessitated by the essentjal 
economic needs of the country."2 The. position in this respect 
improved somewhat with the restor;ttion of currency stability, 
but was still serious at the time of the World Economic Confer
ence of 1927. Substantial progress was made up to 1930 in 
liberating the trade in raw materials, in ~emoving prohibitions, 
and in extending the operation of the most-favoured-nation 
clause; commercial treaties were gradually re-established, though 
on a short-term basis. After 1930 progress in all these directions 
ceased and there was 11. general reversal of policy. 

In portraying these achievements and failures we can most 
conveniently begin by sketcliing tile work of the EconolJlic Com
mittee of the League after 1922. 

The League was requested by the Genoa Conference (i) to 
study dumping and differential prices, (ii) 0 to continue its 
examination of methods of safeguarding the validity of arbitra
tion clauses in commercial corftracts, and (iii) to facilitate the 
execution of the resolutions regarding the publication of tariffs 
and the unification of customs nomenclaJure. On dumping and 

1 Frartce and Spain abstaining. France had abandoned M. F. N. under law of 
1919. 

2 League of Nations Official Journal, November !922, p. 1403 . 
• 
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differential prices, no internation'al action was att'empted, "but 
, the, wider price differentials gradually disappeared as mrrencies , 
we,-e ~tabilized. This failure to treat the problem of price adjust
ments as a general international, issue was a fact of til'~ utmost 
importance in the years.,that followed . 

• 
2. WoRK OF THE EcoNOMIC CoMMITTEE oN "EQUITABLE TREAT-

MENT": CusToMs FoRMALITIES, UNFAIR CoMPETITION, 

,TREATMENT OF FQR~IGNERS, UNJUST DISCRIMINATION . 
• 

The idea current ·at the Peace Conference of dealing with the 
many-sided problems of' "equitable treatment" simultaneously 
by rrfeans of a general convention (see especially Chapter I, §3, 

"'itbove) was quickly abandoned. At the Barcelona Conference of 
March 1921-which made a notable contribution towards secur

" ing the first objective of Article 23 e) of the Covenant, namely 
the-freedom of communications and transit-a memorial signed 

, by the representatives of twenty-two States asked that "the 
att('ntion of the Council and the Assembly of the League of 
N11tions be called to the desirability of defining as soon as possi
ble such principles as wQu!d assure equitable treatment of com
merce." 

The question was considered at the next session of the League 
Assembly and the Ecopomic Committee was instructed to "con
sider and report on the meaning and scope of the provision relat
ing to the equitable treatment of commerce contained in Article 
23 e) of the Covenant" . . . . and to pursue its work .... in the 
manner best calculated to facilitate the earliest and most general 
application" of that principle. 

This instruction reflected the view which had been so notice
able at me Peace Conference, that if Commerce were treated 
with equity, all would be well. International Conferences at this 
period were strangely reticent about the special economic prob
lems to which th~ war (and the peace) had given rise, and when 
reference to such problems was wade, it was almost always in 
t~rms of abstention from action (abolition of control, etc.), 
rarely of action. 

The Economic Comf,.1ittee reported in March 1922 that "in 
view of the wide divergencies of opinion between different States, 
especially as to the comlitions which would justify special treat-
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men~, they s~e n~ reasonable prospect in existing circumstances, 
parttcularly m VIew of the disorder in the currencies and ;:he 
disorgan~zation of the internationaJ exchanges, of arriving.at; a 
general international convention covering the subject as a 
whole. . . ... • 

"The Committee therefore are of opineon that the most hope
ful method of making useful progi;_ess at present is to explore 
separately certain branches of the subject which appear to offer 
the best prospects of securing internadonal. agreement."1 Th,ey 
considered that while certain matters might form the subject of 
international agreements, others might bett"er be advanced by 
bilateral or regional arrangements. • 

An important gloss was plact!d on the terms of Article 23 e) 
to the effect that the reference to the "commerce of Members of' 
the League" gave no countenance, in the opinion of the Commit
tee, to discrimination as between Members and non-Members as 
such. This position has been consistently maintained. " 

Practices violating the principle of equitable treatment, in. re
gard to which there seemed to be some prospect of reachmg 
general agreement, were grouped by the Economic Committee un'- • 
der the following headings: • 

Excessive, arbitrary or unjust custom formalities. 
Unjust or oppressive treatment of foreign nationals, firms, 
and companies. • .. 
Unfair competition by means of fraudulent trade practices. 
Unjust discrimination against the commerce of any State. 

It will be observed that in accordance with· its instructions, 
the Committee at this stage devoted its attention to a narrower 
field of subjects than the Genoa Confhence, but at the same 
time enlarged greatly on the 'first df the major question$ raised 
by that Conference. It is both logically and historically con
venient to consider these four equity points first . 

(a) Customs Formalities. • 
The Committee considered "excessive, arbitrary or unjust 

customs formalities" as amongst the most serious of the admin: 
istrative impediments to trade to which t]le Genoa Conference 
had referred . 

• 
1 League of Nations, Official Journal, June 1922, p. o625. 



-. 26-

oA d~plo~atic conference called hy the League in October 1923
1 

~ resulted in the conclusion of an International Convention, lfJsed 
on a draft worked out by the Economic Committee in ~onsulta- ' 
tion with national customs administrations and the International 
Chamber of Commerce. <· <· 

This Convention, which came into force in 1924 and was rati
fied by over 30 States1 ' (see,Annex), provided: 

(a)· for the publication of customs regulations in simple and 
accessible form andc the immediate publication of changes in 
tariffs or formalitie~; ' 

(b) for the simplification of rules and procedure; 
( <:) for greater expedition in the application of regulations; 

c (d) that formalities should not be used for purposes of dis
crimination; 

(e) for appropriate redres~ 

'i'he Parties bound themselves to reduce "as soon as circum
stances permit" their export and import prohibitions and 
restrictions to the smallest possible number (see Chapter III 

·lid ow) and where a licencing system was maintained, to observe 
the above principles. c 

Greater facilities for commercial travellers were guaranteed 
(e. g. the abolition, except in special circumstances, of consular 
visas) and the formalities regarding "certificates of origin" of 
goods simplified. 

The simplification of formalities relating to the passage of 
goods through the Customs, the examination of travellers' lug
gage and the regime of goods in bond was recommended. 

Reporting in 1927, thl! Economic Committee referred to the 
"striking progress which has been made under the influence of 
the Convention both as regards the clauses which have a binding 
character and those which are merely in the nature of recom
mendations .... The Geneva Convention has been attended with 
the most fortunate results." 

1 But by the Danubian and Eastern European States (except Austria and Rou
inania which ratified in 1924 and 1925 respectively) only after several years. For 
technical reasons, no American State except Brazil has ratified the Convention. 
Many of its provisions, however, were embodied in the Recommendations of the 
Pan-American Commission on Customs Procedure and Port Formalities, November 
1929, and found their way into the Laws and Regulations of several of tlle Ameri
can Republics. 

" 
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• OJ?. the oth't:r hand, the second recommendation made by the 
• Genoa Ccnference (Tariff nomenclature) was not given seridus 
study until after the World Economic Conference of 1927 -(see 
Chapter '\!, §2, C.) • 

(b) Treatment of Foreign Nationals and•Enterprises . 
• 

In 1923, the Economic Committee drew up a series of recom-
mendations,1 for adoption through autonomous action or bilateral 
agreements, regarding the principles on which the treatment Of 
foreign persons and companies should be based, with a view to 
removing legal disabilities and obviating" fiscal discrimination. A 
second series of recommendations2 in 1925 dealt with the condi
tions under which foreigners legally domiciled in a country should 1 

be admitted to carry on a profession or occupation. 
Both series of recommendations and a draft international 

agreement drawn up by the International Chamber of Commefce 
were considered by the Wodd Economic Conference of 1927, 

·which recommended the summoning of a diplomatic conferern:e 
with a view to concluding an international convention on t~ 
subject. • 

The Conference, held in 1929, failed to reach agreement, the 
majority of States represented being unwilling substantially to 
liberalize their existing legislation, while .States practising a 
liberal regime refused to sign any instrument that would consti
tute a retrogression. That the conclusion of a Convention on 
the subject would constitute a vital element iq the movement 
towards greater freedom of trade was emphasized by the 1930 
Assembly and the Tariff Truce Conference (see Chapter VI be
low). The 1929 draft was used as a basis in various bilateral and 
regional agreements (Ouchy, "1932,' the Hague, 1937); .but no 
general Convention was ever concluded. 

(c) Unfair Competition. • 
The Committee took the view that the existing international 

agreementS relating tO unfair COmpetitionS (i. e., the improper. 

1 League of Nations document A. 11. 1923. II. 
2 League of Nations document C. 309 (1) M. 114. ~25. II. . 
8 a) Industrial Property Convention, Paris 1883, amended Brussels 1901, \Vash-

ington 19fl. • . • .. 
b) The Madrid Arrangement for the Prevention oi False Indication of Ongm 

on Goods, amended Washington 1911. • 
• 
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u;e of trade-marks or indication; of geographical ~r co~morcial 
orikin, or the false description of goods) were inadequate be-. 
caus<!: 

0 

a) many important tStates were not Parties; 
b) the specific practices constituting "unfair competition" 

were not clearly defined; ,. 
c) the procedures for robtaining redress were defective. A draft 

wprked out by the< Cbmmittee formed the basis of a revised 
International Con~entlon for the Protection of Industrial Prop
erty which was adopted •at the Hague in 1925 under the auspices 
of the Industrial Property Union and brought into force in 

~- some 25 States and territories. The international regime for the 
c Protection of Industrial Property was further extended as a 

result of a diplomatic conference held in 1934. 

(d) Unjust Discrimination. 

The Economic Committee reported to the 1922 Assembly1 that 
->c~n view of the wide divergencies of opinion between different 

States as to the funda~ental principles of tariff and Commercial 
policy, and the importance which many of these States attach to 
preserving their full autonomy in such matters, and also in view 
of the present instaf>ility of economic conditions in the world 
and the disorganization of the exchanges, they have so far been 
unable to arrive at any generally acceptable body of detached 

-doctrine on the s'ubject .... " In the circumstances, the Commit-
tee confined itself to expressing the hope that the principles em
bodied in the Genoa resolutions would receive the widest possible 
application. (See discussion of M.F.N. below, Chapters IV, §3d 
and V, §3). 

The question of discrimination against a particular Sta<:e was 
raised by the lJ.S.S.R. in an abortive proposal for a "Pact of 
Economic Non-Agression" submitted to the Commission of En
quiry for European Union in' 1932 and the Monetary and 
l:conomic Conference of 1933. 

1 Rep~rt to the Assembly trom the Economic and Financial Organisation, League 
of Nations dqr.ument A. 59. 1922. II. 

'-
" 
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OniiER WoRK AIMED AT IMPROVING THE BAsEs oF TRADE: 

CoMMERCIAL ARBITRATION, BILLs OF ExcHANGE, DouBlE 
TAXATION. • . • • 

• • 
- While the instability of exchanges and o)her factors made any 
substantial progress with tariff policy difficult and delayed the 
removal of quantitative restrictions• Qn trade, League Commit
tees were engaged in preparing the ground for an improvement 
in the legal and fiscal bases of trade. 

(a) Commercial Arbitration. 

One of the first tasks undertaken by the International Cham
ber of Commerce, and one of its most striking early achieve
ments, was the creation of an International Court of Commercial 
Arbitration, which provided for corlciliation and various forms 
of arbitration to suit the needs and traditions of traders from an 
countries. It was essential to the efficient functioning of this 
system that the validity of arbitration clauses in commercial con, 
tracts between parties in different countries should be recognized _ 
by national courts and in 1922 the Ecoyomic Committee was~ 
urged to attempt to bring about an inter-Governmental Agree
ment for this purpose. A Protocol, worked out by the Commit
tee, was approved by the League Assembly in 1923 and opened 

. " to signature. 
This Protocol was completed by a Convention, opened for 

signature in 1927, binding the Parties to ensure the execution of 
arbitral awards given outside their own territory: 

The Protocol on arbitration clauses entered into force in July 
1924, and has been ratified by some 30 States as well as colonies, 
protectorates, etc.; the Convention oh the Execution of fpreign 
Arbitral Awards entered into force in July 1929 and has secured 
some 25 ratifications. (See Annex). 

(b) Bills of Exchange 

The Brussels Conference and The International Chamber of , 
Commerce (1921) pressed for the resumption of work on the 
unification of laws relating to bills of exchange, which had been 
the subjeCt of a still-born international convention concluded at 
the Hague in 1912. • 
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• The Economic Committee came to the conclusio~ thit th~ • 
deep-lying difference between "Anglo-Saxon Law" a.nd "Con-. 
tinental Law", and the vcrrieties of systems within the latter, 
made the establishment of a ~tommon system impo55ible. Fur
ther efforts were made from 1925 onwards along the lines of a 
progressive assimilatiem of national legislations, particularly of 
those of the Continental type; these efforts led to the convening 
by the League of a diplomatic conference in 1930, at which a 
Convention providing a Uniform Law for Bills of Exchange and 
Promissory Notes, a Convention providing for the Settlement of 
Conflicts of Laws, and •a Convention on Stamp Laws were con
cluded. A further Conference.in 1931 led to the conclusion of 

o three similar Conventions relating to Cheques. All these instru-, 
ments have been brought into force. (See Annex). 

(&) Double Taxation 

Mention must be made, lastly, of the effect given to recom
mendations by the Brussels Conference and successive Confer-

,-,_.t!nc~ of the International Chamber of Commerce regarding the 
elimination of double .taxation-a question which, if not within 
the competence of Ministries of Commerce, is nevertheless of the 
first importance for international commercial relationships. In
vestigations begun ip •1921led, in 1927, to the drafting of a series 
of model conventions, each dealing with a distinct group of taxes. 
After consideration by a general meeting of Government repre
sentatives in Geneva in 1928, these models were submitted to 
Governments, who were invited to use them when conducting bi
lateral negotiations wiJ:h other countries. This procedure was 
deliberately adopted in preference to an attempt to secure the 
adopti-on of the League m~dels by multilateral convention and 
the decision proved a wise one. Between 1929 and 1939 some 
hundred bilateral agreements for the elimination of double taxa
tion, based veliltY largely on these League models, were concluded. 

On all these questions, customs formalities, protection of in
dustrial property, ~ommercial arbitration, bills of exchange, 
double taxation, and later customs nomenclature, questiOns which 
related to the admillistrative and legal basis of trade, it proved 

• 
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rdatively easy 'oo make progress <1nce an international machin"ery • 
under the League had been established. But the Brussels Conr 
f~rence, the Conference of Portorose, the Genoa Conference, 3Jld 

· the Assemb!,y of the League itself were primarily concerned with 
government policies directly affecting the f,ree passage of goods 
from one country to another, with prohibitions and quantitative 
regulations, with tariff policy, with the M.F.N. Clause. 

With varying emphasis but striking unanimity/ those bodies, 
whose views were shared by the International .Chamber of Com-. 
merce, insisted on a few simple principles· of policy, the most 
important of which were: · 

(a) In general, the restoration .of-that freedom of commerce 
that had existed before the war; 

(b) Specifically, the abolition of prohibitions and quantitative 
restrictions on trade; 

(c) The suppression of commercial warfare; 
(d) The stabilization of tariff rates and classifications; 
(e) The conclusion of long term commercial treaties; 
(f) The incorporation in them of full M.F.N. conditions. 

Clearly the first step towards carrying o1.1.t these recommenda-
tions was to remove quantitative controls. 

1 See, however, footnote on page 23. 



CHAPTER III 

INTERNATIONAL EFFORTS TO SECURE THE 
REMOVAL OF PROH{EITIONS AND RESTRICTIONS, 

0 1924-1930 
.. 

1. THE PARTIAL ·RESTORATION OF "LIBERTY OF TRADING" IN THE 

EARLY TwENTIEs. • 

·The maintenance of abnormal restrictions on trade in the early 
post-war years had been primarily due to the scarcity of food
stuffs and raw materials and the more protracted currency dis
organization. Dumping --especially exchange-dumping- had 
keen responsible for the quantitative restrictions on imports in 
several countries; exchange control was the natural defense of 
fOUntries with fluctuating currencies and in a weak financial 

,. position. 
With the passing of. such conditions and as governments were 

able to evolve a commercial policy, exchange controls were 
abandoned1 and prohibitions and restrictions tended to be gradu
ally replaced by higher tariffs. 

In two countries" whose economic and financial position had 
been especially precarious-Austria and Hungary-the restora
tion of "liberty of trading" was due in no small measure to the 
direct influence of League organs. In accordance with a recom
mendation of the Financial Committee, Hungary abolished her 
whole system of exporf and import prohibitions in the course of 
1924."' Austria re-established free dealings in foreign exchanges 
in March 1925 under the terms of an Agreement approved by the 
League Council six months earlier. 

The year 1~25 brought the abolition of the licencing system 
in Germany, with the recovery of full tariff autonomy, but it 
also brought the re-introduction of import prohibitions in Poland, 

,_, owing, it was stated, to the necessity of combating currency in
stability and to th~ absence of a spirit of reciprocity in other 

1 Even in 1927, however, certain measures of foreign exchange cont;ol remained 
in force in Poland, Greece, Spain, France, Bulgaria, Yugoslavia, Czechoslovakia 
and Italy. o 
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dmntr~s.1 The decontrol movement was accordingly uneven· 
t}lere · rema<ined, moreover, in many countries a hard core of pro~ 

. hibitions and quantitative restrictions which it was extrem~ly 
difficult to eradicate. It was· agaiflst this central core that the 
efforts of the International Conferences of ~927-29 were mainly 
directed. • 

•• 
2. THE PRoHIBITIONS CoNFERENCES oF 1927-1929 AND THE FAIL

URE OF THE INTERNATIONAL CONVENTION OF 1927. • 

The Economic Committee was instructed. by·~he Assembly in 
1924 to "consider the possibility arid expediency" of an inter
national agreement with a view to the final> suppression of pro
hibitions and restrictions. The Assembly added that "provisions 
relating to the vital interests of States shall not be affected." 

Prolonged study by the Economic eommittee, which consulted 
both Governments and private expert bodies (more particular!)" 
the International Chamber) 2 led to the summoning of a diplo
matic conference at Geneva in October 1927. • 

Twenty-nine States, including the United States, the United 
Kingdom, France, Germany, Italy and Japttn, adopted an Inter
national Convention, based on a draft worked out by the Eco
nomic Committee, the main provisions of which were as follows: 

The Parties undertook, subject to cert'a~ exceptions, "to 
abolish within a period of six months all import and export pro
hibitions or restrictions and not thereafter to impose any such 

. prohibitions or restrictions" (Article 2). 

Regulations regarding the manner, form or place of importa
tion or exportation, or other formalities or conditions "shall not 
be made a means of disguised i)rohiJjition or arbitrary re~tric
tion" (Article 3). 

The f«lllowing prohibitions and restrictions were excepted, "on 
condition, however, that they are not applied in s~ch a manner 
as to constitute a means of arbitrary discrimination .... or a 
disguised restriction on international trade": those relating to 
public services and traffic in arms and munitions; those imposed 

1 Proceedings of the International Conference for the Abolition of Pro~ibitions 
and Restrictions, League of Nations, Geneva, 1928. Statement by the Pohsh rep
resentative, Jf. 65. 

2 Note also the recommendations by the World Econo"1ic Conference (see Chap-
ter IV, § 3). 
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on moral or humanitarian grounds, for the protection ofcpublic 
health or protection of animals and plants, for the pF.)tection of 
national treasures; those applicable to gold, silver coins, notes or 
securities; those which extenel to foreign products ·the regime 
applicable to domeStic products and those which apply to 
products under State' or State controlled monopoly (Article 4). 

Tpe Parties reserved the ~ight to adopt prohibitions or restric
tions "for the purpose of protecting, in extraordinary and ab
normal circumst:p1ce~, the viql interests of the country." Should 
such measures be adopted "they shall be applied in such a man
ner as not to lead to any arbit:r;:ary discrimination" (Article 5). 

With a view to eliminating a disguised form of protection, the 
Conference recommended (Final Act) the League Council to 
take up the question of restrictions imposed for the prevention 
of diseases of animals and plants. (See Chapter VIII, §2 below.) 
h also observed that prohibitions and restrictions ought not to 
be replaced by excessive duties. 
~. Various temporary exceptions and the submission of claims 

.... for further exceptions within a given period (Article 6) were 
allowed. • 

A second conference should deal with these supplementary 
claims and settle the conditions for the coming into force of the 
Convention (Article '17). 

A second Conference met in June 1928: certain reservations 
were withdrawn and additional reservations accepted and em
bodied in a Supplementary Agreement. It was decided that the 
Convention thus amended would com~ into force, if ratified by 
18 States before September 30th, 1929. 

By that date, however, onlyo 17 ratifications had been de
posited/ some of which were made conditional on those of Poland 
and Czechoslovakia, which had not adhered. At a third Con
ference, in December 1929, the contingent accession of OCzecho
slovakia was secured; but Poland finally refused to ratify ovving 
to reservations made by Germany regarding trade in certain 
commodities which Poland considered essential to her economic 
life, and the majority of ratifications consequently lapsed. By 
special arrangemeni', the Convention was brought into force on a 
short-term basis from January 1st, 1930, by a few State<: in which, 

0 
1 This fiture was subsequently raised to 21. 
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.ih fac~, only -exceptional prohibitions existed-Denmark, the 
Vnited KiQgdom, Japan, the Netherlands, Norway, Portugal an"d 

• the United States. By the middle of 1934 it had been denoun~ed 
by them all. • 

Unsuccessful efforts were made to revi.qe the Convention in 
the course of the Tariff Truce Conferences•of 1930/31 (Chapter 
VI, §2b below) and at the Montevideo Conference of Deceq~.ber 
1933, which resolved: .. 

"that the Governments of the American Republics at the 
earliest possible date will simultaneo1.1$ly initiate between 
themselves negotiations for the conclusion of bilateral or 
multilateral agreements for the removal of prohibitions and· 
restrictions. As part of this undertaking, they will revive 
and revise the Convention of 192~ or agree on a new Con-
vention . .. " · 

• 
For some years after 1927, the process of reducing lists of 

prohibited articles was continued. But from 1931 onwards, th~ 
problem of quantitative trade restrictions reappeared in a new 
and alarming form. (See Chapter VI, §1 b~low.) 

3. INTERNATIONAL AGREEMENTS oN THE ExPORT oF HmEs, SKINS 
AND BoNEs, 1928 AND 1929. 

" 
Reservations regarding the export of hides and skins and 

bones, put forward by several countries, led to a series of con
ferences in 1928 and 1929, at which a joint renunciation of pro
hibitions and limitation of export duties on these articles was 
achieved. The agreements, signed by ].8 States, entered into 
force in October 1929. (See Avnex.). 
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CHAPTER IV 

THE WORLD ECONOMIC CONFERENCE, MAY 1927 
' ' 

1. THE EcoNOMIC AND PoLITICAL BAcKGROUND. 
' 

The failure to'pbtain common agreement about the abolition 
of prohibitions meant• that the ground was never completely 
cleared for tariff discussions. But this failure could not be fore
seen when these discussions were initiated. Indeed when the 
League Assembly, in September 1925, decided to convene a 
World Economic Conference, real peace seemed at last in sight 
(n Europe and a real chance of carrying out the policies which 
had been advocated. The Dawes Plan had assuaged the long
drawn-out reparations conflict; Franco-German cooperation 
was shortly to be consolidated by the Locarno Treaties and the 

• entry of Germany into the League of Nations. 
· The national financial difficulties of the post-war years had 
been largely overcome. The restoration of German economic 
life with the help of. foreign loans was rapidly progressing and 
the financial recortstruction schemes in Austria and Hungary 
were apparently working out according to plan. The gold or 
gold-exchange standard was operating over the greater part of 
Europe (although Italy, France and Belgium were still suffering 
from currency disorder); the United Kingdom, after years of 
deflationary effort, had, in the spring of 1925, restored the gold 
stan<hrd at the old parity.' 

In economic activity, too, a substantial, if uneven, recovery 
had been made. The quantum of international trade had been 
rising rapidly•.md the restrictions of the war and post-war period 
had been considerably relaxed. 

By the time the Conference met in May 1927, further and 
extensive improvement in the political, financial and economic 
situation of Europe had been registered and further progress 
made towards "equality of treatment" and the re-est;rblishment 
of pre-war trading eonditions. 

' 
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2: THE@T A;IFF PROBLEM. 

• The imp~ovement in the non-tarifJ aspects of internatiOJ~al. 
·commercial relations threw into sh_arp relief the increase in the 
level/ complication, instability and numbe; of post-war tariffs, 
and their obstructive effect on international trade and economic 
development. In spite of the reiterated recommendations of pre
vious conferences, this conference was faced by a positiort in 
Europe which it described as follows: ., 

"Europe remains to-day with its tariffs higher and more 
complicated, less stable and more numerous than in 1913. 
Moreover, Europe has failed to restore its former system of 
commercial treaties, and the habit has developed of putting 
tariffs designed for purposes of negotiation into force before 
those negotiations take place. If,· as has often happened, 
these tariffs have failed to result in agreement, the obstruc
tion remains higher than before. The tendency of the last 
three years has continued to be in an upward direction .... " 

The effects of "tarifs de combat" were aggravated by the wide-
spread practice of increasing the margin aUowed for bargaining 
in the new tariffs. In the French tariff of 1910, for example, the 
normal margin between maximum and minimum rates had been 
50%; after the war, the margin was raised,· ~n many items, to 
400%. 

The tariff position was most critical in Central and Eastern 
Europe. The nationalist policies pursued in this region
especially in the new States-had on several occasions been 
criticised by international•bodies.2 The neighbours of Austria
the principal sufferer-had been invited by"the League Council in 
1923 and again in 1925 to negotiate commercial treaties witb. her 
and each other, the object being to achieve a limited preferential 
regime in that region such as had been contemplated at the Peace 
Conference (See Chapter I, §3 above). These propO§als met with 
but a limited response. Negotiations for a preferential agree
ment between Austria and Czechoslovakia were opened under 
the auspices of the Economic Committee in 1925, but broke down 

1 cf. Memorandum on Tariff Level Indices. League of N:ftions, 1927. 
2 e.g. the Central European Economic Conference, Vienna, 1925. cf. also Report 

of the Finam!ial Committee of the League, December 1923; Minutes of the 27th 
Session of the Council, Annex 601; the Layton-Rist Reporbon The Economic Situa
tion of Austria (L. of N. doct. C.440(1)! M.162(1), 1925. II). 
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• The impl'ovement in the non-tariff aspects of internatio~al 
·commercial relations threw into sqarp relief the increase in the 
level,l complication, instability and numbei of post-war tariffs, 
and their obstructive effect on international trade and economic 
development. In spite of the reiterat6d recommendations of pre
vious conferences, this conference was faced by a positiorf in 
Europe which it described as follows: "' 

"Europe remains to-day with its tariff~ higher and more 
complicated, less stable and more numerous than in 1913. 
Moreover, Europe has failed to restore its former system of 
commercial treaties, and the habit has developed of putting 
tariffs designed for purposes of negotiation into force before 
those negotiations take place. If,· as has often happened, 
these tariffs have failed to result in agreement, the obstruc- • 
tion remains higher than before. The tendency of the last 
three years has continued to be in an upward direction .... " • 

The effects of "tarifs de combat" were aggravated by the wide-
spread practice of increasing the margin aUowed for bargaining 
in the new tariffs. In the French tariff of 1910, for example, the 
normal margin between maximum and minimum rates had been 
50%; after the war, the margin was raised,• ~n many items, to 
400%. 

The tariff position was most critical in Central and Eastern 
Europe. The nationalist policies pursued in this region
especially in the new States-had on several occasions been 
criticised by international •bodies.2 The neighbours of Austria
the principal sufferer-had been invited by'the League Council in 
1923 and again in 1925 to negotiate commercial treaties wita her 
and each other, the object being to achieve a limited preferential 
regime in that region such as had been contemplated at the Peace 
Conference (See Chapter I, §3 above). These propqfais met with 
but a limited response. Negotiations for a preferential agree
ment between Austria and Czechoslovakia were opened under 
the auspices of the Economic Committee in 1925, but broke down 

1 cf. Memorandum on Tariff Level Indices. League of Nlftions, 1927. 
2 e.g. the Central European Economic Conference, Vienna, 1925. cf. also Report 

of the Finan<!lal Committee of the League, December 1923; Minutes of the 27th 
Session of the Council, Annex 601; the Layton-Rist Repor'-on The Economic Situa-
tion of Austria (L. of N. doct. C.440(1), M.l62(1), 1925. II). ~ 

0 
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owing largely to the insistence ~f Italy-which w~s itself at~empt
lng to negoti01-te a preferential arrange~ent with Austna----:"n 
being a party to any agreement that might emerge. Followmg 
this failure Austria's tariff w·as sharply raised (1926).1 

' (: . 
Outside Europe, many of the worst features of these tanff de-

velopments had bee~ av9ided but, with some excep~ions (e. g. 
La-t:in America), tariff rates had been raised substantially above 
the pre-war level: In the U.S. A., the Emergency duties of 1921, 

·mainly on agric;uitural products had been followed by the for
midable general tariffcof 1922. In Australasia, India, Japan and 
elsewhere, tariff rates had been sharply increased. 

3. THE REcOMMENDATIONS oF THE CoNFERENCE.2 

a) The form of Customs tariffs. 

·' The instability of tariffs was again condemned as being "one 
of the most formidable obstacles in the way of establishing and 

c. developing permanent and secure trade relations" and the simpli
fication of tariffs and the unification of Customs nomenclature 
recommended. The ,Council was requested to arrange for the 
preparation of a systematic Customs nomenclature. 

b) Tariff levels. 
' ~ 

The most notable declarations of the Conference related to 
tariff levels: 

"In view of the fact that harmful effects upon production 
and trade result from the high apd constantly changing 
tariffs which are applied in many countries; 

.And since substantial improvement in the economic con
ditions can be obtained by increased facilities for inter
national trade and commerce; 

And in CView of the fact that tariffs, though within 'the 
sovereign jurisdiction of the separate States, are not a mat
ter of purely domestic interest but greatly influence the trad~ 
of the world; 

c 

192
1

8
cf.CLheo Pasvolsky: Economic Nationalism of the Danubian States. New York 
; apters IV, IX and XIV. , ' 

• 
2
leaguJ of Nations ~bc~ment C.E.I. 44(1). 1927. The following chapter (V) 

'" evote-c to the apphcatlon of these recommendations. 
c 
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. . 

An~ in view of the fact that some of the causes which 
.have rest:,lted in the increase of tariffs and in other trade 

barriers since the war have largely "disappeared and others• 
are diminishing; 

0 

The Conference declares that the time has come to put an 
end to the increase in tariffs and tQ move in t:he opposite 
direction." 

To achieve this result, three methods wer~ ffireseen: 
(i) individual action by States "to remove o; diminish those 

tariff barrjers that gravely hamper frade", 

(ii) bilateral action through commercial treatie-s, 

(iii) collective action, to be promoted by the Economic Organi
sation of the League. 

These resolutions and proposals, which elaborated the princi-• 
pies laid down at earlier international meetings, formed the basis 
of the attempts made in the following several years to achieve • 
a general reduction in tariff barriers. 

• 
c) Internal taxes and Export duties. 

The Conference condemned the practice of penalising im
ported goods by means of differential intema1 $axes and declared 
that export taxes, if they could not be altogether abolished, 
should be low and non-discriminatory. (See Chapters I, §8, 
and II, §1). 

d) Commercial Treaties,• Treaty-making methods and the 
M.F.N. clause. 

• 
The Conference declared that: 

"A decisive step on the road to world reconstruction would 
·undoubtedly be taken if the system of long-te~ treaties 
securing equality of treatment were restored. For this pur
pose, it is highly desirable that the widest and most uncondi
tional interpretation should be given to the most-favoured-
nation clause". " 

It desired the Economic Organisation of the League to ex
amine the measures best calculated to secur.! 

0 
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i) "identical tariff systems in the various European ,roun
tries or at least a common basis for commercial.treaties;". 

')i) "the establishment .... of clearly defined and uniform 
principles as tp the interpretation and scope of th: most
favoured-nation clause in regard to customs duties and 
other charges". ,, 

e) Indirect protection. 

The Conference condemned: 

i) the direct 'or inJirect subsidisation of exports, 

ii) dumping, which was "facilitated by the existence of high 
import duties in•the countries practising it". It recom
mended that importing countries should not resort to ex
cessive measures by way of defence. 

iii) discrimination arising from conditions of transport. 

cf) No11rtariff measures. 

The Conference recommended that the principles contained 
in the draft Prohibitions Convention should be generally applied 
and "not be indirectly defeated by such means as export duties, 
the fixing of quotas, health regulations or .... by restrictions 
on the free circulai:ion of capital". (See Chapter III, §2 above). 

It "condemned the system of import and export prohibitions 
and the privileges sometimes granted to State enterprises". 

It approved the Economic Committee's work on legal provi
sions or regulations affecting trade-e. g., the simplification of 
customs formalities, the assimilation of laws on bills of exchange, 
the international development , of commercial arbitration, the 
supp"ression of unfair commercial practices-and urged that this 
work should be completed. 

The Council was requested to open for signature a ·Protocol 
providing foP the execution of foreign arbitral awards and to 
convene a diplomatic Conference for the purpose of concluding 
a Convention on the treatment of foreigners. (See Chapter II, 
passim). 

L 



CHAPTER V 
ENDORSEMENT AND APPLICATION OF THE 

RECOMMENDATIONS OF THE WORLD 
ECONOMIC CONFERENCE OF 1927. 

1. ENDORSEMENT. 

The recommendations of the Economic <:onfel'ence-and more 
particularly those relating to commercial policy-were immedi
ately acclaimed by business opinion the world over, and the 
International Chamber of Commerce, at its Stockholm Congress 
in July 1927, recommended that they. 

"should receive the support not merely of the international 
world of business as represented at this Congress, but also of 
the Governments of all nations". 

They were unanimously adopted by the League Assembly and 
separately approved by specific declarati~ns1 of twenty-nine 
Governments, including twenty European Governments. Most 
of these Governments expressed their intention to apply the 
principles of the Conference and many announced their willing
ness to co-operate in any collective action that might be under
taken. 

Thus the German Government declared that it 

"approves the general r~port of the World Economic Con
ference and concurs in its conclusions. ·It is ready to co
operate energetically in giving ~ffect to the recommendations 
... of the Conference" and stated that it had also asked the 
Reich Council to 

"report whether and under what conditions it migltt be pos
sible to lower, in the immediate future, those duties in the 
present German Customs tariff which have not yet been re
duced." 

The Czechoslovak Government stated that -1t 
"could at. once adhere to the resolutions of the Conference 

1 League of Nations document C.E.I. 4S, Geneva, 1927. • 
• 

a 
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and ... that it intended to develop its policy .in conformity 
, with the principles which they embodied." " 

(" ·> 

oThe Belgian Government likewise expressed its approval of 
the recommendations of the Conference and declared that it was 

"willing to come to an immediate understanding with other 
Governments on the b~~.es laid down by the Conference." 

2. APPLICATION. 

'(a) Tariff stability; commercial treaties, 1927-29. (Chapters II, 
§I and IV, ·§3 ab.,ove). 

The Conference was in fact followed by a certain stabilisation 
of the European tariff position, evidenced by: 

(1) a decline in the number of tariff revisions (1925: 16; 1926: 
16; 1927: 10; 1928: 5; 192.9: 2); . 

(2) the extension of the system of tariff treaties (1927:30; 
< . 
1928:42). 

The pillar of this treaty system-a pillar which remained 
standing many years after the edifice it supported had begun to 
crumble-was the J<;'ranco-German Agreement of August, 1927. 
The two Governments concerned placed it on record that this 
treaty would have been much more difficult to conclude "if the 
Parties had not be~n able to rely upon the principles laid down 
by the World Economic Conference and to benefit by the at
mosphere created by its discussions".1 

Of the treaties concluded in 1927, 16 contained tariff provi
sions, involving in several cases a consolidation or reduction of 
duties. Only 6 of th,e 1928 treaties included tariff clauses and 
the tendency towards consolidation was arrested, freedom of 
acti'on being sought by se~eral countries in regard to agricultural 
duties. In 1929 the beginning of a more general deconsolidation 
movement was clearly discernable. . 

(b) Tariff kvels 1927-1929 (Chapter IV, §3b above). 

( 1) Autonomous and Bilateral Action. 

In May 1928, the newly-formed Economic Consultative Com
mittee of the League reported that "the effect of the Conference 

1 Application of the Recommendations of the World Economic Corifer~nce, League 
of Nat10ns document, e. C. E. 7, 1928. 

' 
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hils already· suh.-;tantially checked the upward movement of t'ar- • 
iffs whith was in full swing in May 1927." 1 Proposed increases in 
certain tari!Is (France, Norway) in pn;paration in May 1927 hpd 

'been moderated; reductions in duties, generalised through the 
most-favoured-nation clause had been eff~ted as a result of 
several bilateral treaties and in a few counJ;ries by autonomous 
action (Czechoslovakia, Canada); elsewhere (e. g. Denmark, the 
Netherlands, Australia) insistent demands for increased protec
tion had been refused. But numerous increas~s had been intro
duced (e.g. France, Germany-agricultural· products, Poland),, 
and the general level of tariffs appears to have risen on balance.2 

During the following year ( 1929) the general level of duties 
was raised in a few countries (Bulgaria, Chile, China, Persia) and 
in others, where new tariffs or revisions were in preparation, there 
were signs of a tendency towards increased protectionism. Some 
partial reductions were recorded (e. g. the German industrialo 
tariff) but none, through either autonomous or bilateral action, 
having any real bearing o~ international trade as a whole.3 

• 
Nevertheless, the Consultative Committee was able in May 

19294 to report that while the prospects of policy were uncertain 
and lay under the shadow of the proposals under consideration 
in the United States of America, the existing tariff situation was 
"on the whole very much where it was a year.ago". The Com
mittee recommended Governments to emulate those States 
which had abolished duties constituting "heavy and permanent 
burdens upon the general industrial and agricultural produc
tivity" or had ceased to serve any protective or fiscal purpose. 
Occasional autonomous reductions of this .kind continued to be 
made by many countries. But .the ope fact of importance in 
this year was that discussions were going on in the United States 
of America for a formidable general increase in tariff rates at a 
moment in history when unprecedented economic activity re-

• • 
1 League of Nations document C.217.M.73, 1928. II. 

2 Application of the Recommendations of the International Economic Conference, 
report on the period May 1927 to May 1928. Geneva, 1928. League of Nations 
document C.C.E.7 ;1 

8 Application of the Recommendations of the International Economic Conference, 
report on the p,eriod May 1928 to May 1929. League of Nations Document C.C.E.53. 

4 League of Nations document, C.192.M.73, 1929. II 
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'moved all semblance of economic justification ~though not of 
political pressure) for enhanced protectionism and wt;en the 
creditor position of that country pointed to the impErative need 
for exactly the opposite policy _if world economic stability was· 
to be maintained. Qtfier countries, afraid of this clouding of the 
western horizon, decided to wait and see whether the storm dis
persed or broke. As is shqwn in Chapter VI below it broke with 
the. great depression. 

( 2) Collective Action . . 
The Economic Corflmittee was instructed by the Council to 

prepare a programme to give effect to the Conference recom
mendations regarding collective action. It should be observed 
that the Committee had hitherto been careful to avoid taking 
up any question directly affecting the customs and tariff policy 
~f States, which had generally been regarded as falling exclu-: 
sively within the sphere of national sovereignty. 

• Two methods of achieving collective reduction in tariffs were 
first considered-that of "maximum limits", i. e. the fixing of 
maximum limits to tpe duties imposable by any country on each 
category of merchandise, and that of "percentage reduction", 
i. e. maintaining existing duties in each country as the basis and 
arranging for simultaneous and gradual percentage reductions 
in those duties. Soth these methods, however, raised such diffi
culties as to make them appear entirely unrealisable. The Com
mittee, on the other hand, was encouraged by the progress of the 
work on removing restrictions on hides, skins and bones (see 
Chapter III, §3 above) and accordingly decided, in March 1928, 
to attempt-as a first" step-to bring about collective agreement 
for tariff reduction on particular- groups of products. 

It decided to begin with semi-manufactures, in regard to which 
resistance to tariff reduction seemed likely to be least strong, and 
with certaineproducts subject to a considerable measure of na
tional and international cartel control. Aluminium was con
sidered, at the instance of Germany, but owing to opposition 
from other countries, enquiries had to be abandoned. Govern
ments and expert~(producers' representatives) were consulted in 
regard to the concerted reduction of cement duties, but here 
again results were ,p.egative, the proposal being favo~red by the .. 
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!10- or low-duty exporting count.~:ies but opposed by th~se whicn 
·were lmilding up a domestic industry behind high tariffs. 'f\le 
£o-operati<;m of overseas countries was not, in general, forth-
coming.. ' • 

(c) The Unification and Simplification oft Customs Nomencla-
ture (Chapter IV, §3a above; also Ch.apter II, §1). 

An assimilation of Tariff nome~tclature . was consider~d a 
necessary preliminary to collective tariff agreements and an Ex
pert Committee was appointed. In 1931 jt co.mpleted the first 
draft of a standard classification of goods entering into inter
national trade adaptable to the requirements of any country. The 
time was ·not considered opportune for convening a conference 
for its adoption and the Assembly of that year confined itself to 
expressing the hope that Governments would use it as far as 
possible when revising their tariffs. • The draft-revised in 1937 
in the light of observations from national administrations-ha11, 
in fact, already been applied in part by France, Italy, Czecho
slovakia, Denmark, Finland, Egypt, the Baltic States, Poland. 
Sweden, Uruguay and certain Asiatic countries and is at present 
under study in other countries. • 

(d) Tariff systems and contractual methods. (Chapter IV, §3d 
above). . 

The most-favoured-nation clause had pro~ed valuable in the 
past as a means at once for spreading the effects of tariff reduc
tions resulting from bilateral treaties and for overcoming some of 
the difficulties which resulted from the coexistence of quite dif
ferent tariff systems. Its- success was really dependent on coun
tries with intangible tariffs not imposing e:taggerated rates. When 
such countries did impose high protective duties, the )Vhole 
problem of the coexistence of different systems became acute. 

However, the Economic Committee reported in 19291 that it 
was impracticable to attempt to remove the existing disparity of 
tariff systems, whatever difficulty the existence" of intangible 
tariffs might present to concerted action for tariff reduction. The 
policy of countries with non-negotiable but moderate tariffs 
(e. g., the Netherlands and the United Kingftom) was, it held, 
clearly unobjectionable but not so that of "States which, having 

1 League of Nations document C.t38.M.53. 1929. 
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establish~d tariffs intolerable for· other countries, ,refuse' to con-. 
template their reduction .... or impose repeated variati\>ns of 
d~ty". Assurances, the Committee held, should be sdught from" 
such countries (e. g., the United States). It should be re
membered that the UAited States was not at that time disposed 
to co-operate in the rariff programme of the World Economic 
Conference; after .1934, however, that country took the lead in 
a policy designed to lower tariffs by treaty. 
, In respect of contractual tariffs, (single column tariffs reduci
ble by agreement or double column tariffs permitting of 
contractual adapt.ation-), the Committee recommended: 

1) that exaggerated margins for negotiations should be re
duced; . 

2) that tariffs increased with a view to negotiatiOn should 
not, as a general rule, be applied until the negotiation had been 
completed; 
• 

3) that tariffs should be widely consolidated; 

4) "that the practi~e of negotiable tariffs should not exclude 
the adoption of long-period tariffs" . 

.• 
(e) Miscellaneous 'questions. 

(i) The Treatment of Foreigners and Foreign Enterprises. 
(Chapter IV, §3£). See Chapter II, §2 . . 

(ii) Import and Exp:>rt Prohibitions and Restrictions. (Chap
. ter IV, §3£). See Chapter III above. 

(iii) The Assimilation of Laws on Bills of Exchange. (Chapter 
IV, §3£). See Chapter II, §3b above . . , 

(iv) The Execution of Foreign Arbitral Awards and Inter
national Commercial Arbitration. (Chapter IV, §3£). See 
Chapter II, §3a above. 

\ 

( v) Subsidies, dumping, administrative discrimination, etc. 
(Chapter IV, §3e). See Chapter VI, §4 below. 

~ ' 
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3. WoRK OF THE EcoNOMIC .CoMMITTEE ON THE MosT" F.A-. . 
VOioTRED NATION CLAUSE. (CHAPTERS I, §1 AND §3; II, ~1; 

• AND IV~ §3D). 
• 

(a) Gradual re-establishment of the Clause, 1921-1929. 
- 0 

Before considering the fate of the policies advocated at the 
Conference, it is necessary to tra~~ the" action taken by the 
Economic Committee with respect to one of the most important 

. recommendations of the Conference, namely, the re-establishment 
of the M.F.N. clause. • • 

The re-establishment of the Clause as the ba-sis of the commer
cial relationships between States was one "of the few real successes 
of the first post-war decade in the sphere of commercial policy 
proper. The United States adopted the unconditional form of ~ 
the Clause in 1922; Italy became its advocate in 1921, joining 
forces with the United Kingdom an<l other traditional upholders 
of the Clause, together with Germany and her ex-allies, to break 
down the opposition of France and Spain. France returned to her 
pre-war practice in concluding her agreement with Germany in 
1927 and Spain adopted the Clause by a law of 1928. 

There was a serious need, however, for.a standarised drafting 
and an authoritative interpretation of the Clause whose obliga
tions-even in its post-war hey-day ( 1927-1929) were system
atically evaded in many countries by nre'!.ns of an excessive 
specialisation of tariffs, administrative discriminatiom; and the 
licencing systems that still remained. 

(b) Attempt at codification 1927-31. 

In compliance with the recommendation of the Economic Con
ference (Chapter IV, §3d) the Economi~ Committee undertook 
to codify most-favored-nation "treatment in 1927. 

In 1929 it elaborated a general doctrine1 regarding the draft
ing, interpretation and application of the clause. One of the 
central issues of which it had to take account ~as the deep
lying divergence of views regarding the conditions of application 
(and in existing circumstances2 the value) of the clause between 
countries with non-negotiable and those with negotiable tariffs. 
The former demanded most-favoured-natiJ'n treatment as of 

1 Contained in League of Nations document.,-C.138.M.S3. 1929. II. 
2 Especially the prospect of a still higher tariff in thi U. S. A. 
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right, irrespective of their own tt~riff policy, the la~ter desired to. 
grant most-favoured-nation treatment either only as partcof re- · 
ciprocal tariff agreements or to countries practising a li!Jeral tariff' 
regi~ne. The Committee concluded that "the grant of most-fa
voured-nation treatment ought to be normal and the refusal of 
this guarantee or a pieferential regime ought not to arise unless 
in the case of states which re(use an equitable tariff policy or have 
recourse to discriminating practices." 

It likewise considered the question of the relations between bi
lateral agreemenr_s ba.'>ed on the clause and multilateral agree
ments, i. e., whetAer states not parties to a multilateral tariff 
agreement· should be e'ntitled to claim the benefits under the 
most-favoured-nation clause without making reciprocal conces-

~ sions. The Committee accepted the principle that the position 
of the parties should be safeguarded, but only in the case of 
agreements "of a general character and aiming at the improve
ment of economic relations between peoples"; states not parties 
which practised a liberal regime should, moreover, not be pena
lised. 

A resolution of the 1930 Assembly, based on a joint demand 
by the delegations of • Denmark, Estonia, Finland, Latvia, the 
Netherlands, Norway, Sweden and Switzerland, led to further 
studies by the Committee on certain controversial questions con
cerning the applic<ttion of the clause, including its bearing on 
quotas. On the latter point, the Committee, in a detailed report, 
published in 1933,1 declared that 

"Any country desiring to adopt Customs quotas must 
bear in mind that the most-favoured-n_ation treatment which 
it has conceded to other countries impose on it the obligation 
not to impair the equality oL conditions in international 
commercial competition" .. 

(c) Partial Eclipse of the clause after 1930. 

The post-1950 period was characterised: 

(i) by a rapid growth, especially in Europe, of non-tariff 
measures of restriction which tended to neutralize the effect of 
the clause; \_ 

1 Recommendations of the Economic Committee relating to Tariff Policy and the 
Most-Favored-Nation Clau~. League of Nations document E.805. 



-49-
• 

(ii) by a movement toward.:; "reciprocity", partic~larly in 
-Europ~, achieved in some cases by measures not affecting tariffs 
.f.. e. g. the JIUOta policy adopted in 1931 by France and many 
other European countries), in others'by the open withdrawa1 of 
most-favoured-nation treatment from "nory,-reciprocating" coun
tries (e. g. in Spain, whose 1930 tariff and subsequent agreements 
with France and Italy, constituted an effecti~e discrimination 
against the United States; "· 

(iii) by an extension of imperial and regional preferences (e.g. 
the Ottawa Agreements 1932 and the paraltel"d~velopment in the 
French Empire: preferential agreements-some tariff, but prin
cipally non-tariff-in Central and Easter; Europe from 1931 on
wards). 

The scope of the Clause and its range of application were thus 
greatly restricted. It continued nevertheless to be 1) the legal 
basis of tariff policy and the avowed"basis of general trade policy 
in almost all countries and 2) despite certain limitations, tbe 
actual basis of policy in the greater part of the world. 

(d) Doctrinal developments after 1930. • 
With the developments set out above, aiJd under the combined 

influence of the post-1922 United States tariff policy and later 
the economic depression, the conflict of national attitudes regard
ing the scope and application of the Clause became increasingly 
marked and the Clause itself increasingly discredited in the Euro-
pean continent. . 

The opinion was widely expressed that if countries with non
negotiable and high tariffs, especially such countries as the United 
States whose competitive power was very great, demanded the 
automatic application of the clause to themselves while main
taining their own tariff rates; the effect of the clause was to pre
vent the conclusion of commercial treaties and restrict trade. 

The agenda of the Monetary and Economic Conference of 1933 
included a proposal for the conclusion of a genera~ interpretative 
agreement and the waiving of the clause when multilateral agree
ments were reached between groups of countries. (See Chapter 
VII, §1 below). The right to waive the clause by way of excep
tion was indeed one of the most crucial pr<Wlems. The Euro
pean Commission ( 1931) and the Stresa Conference ( 1932) ad
mitted the desirability of such exceptions in recommending 

0 
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iimited and temporary preferences for the cereal (;!Xports of Cen,
tral and Eastern European countries, provided third parties with' 
most-favoured-nation rights consented. The requir'!d consent 
wa§, however, not forthcoming (See Chapter VI, §3 below). The 
Sub-Committee of Economic Experts appointed by the European 
Commission in 1931 \ecommended that permanent rapproche
ments between groups of ;European states for the purpose of 
removing obstacles to trade and stabilising and reducing tariffs 
should be facilitated by a waiver of most-favoured-nation rights, 
and, as stated, t,he Preparatory Committee of Experts for the 
1933 Conference made ;t similar proposal. In the test case (Ouchy 
Convention 1932), however, the opposition of the United King
dom was decisive. 

At the Montevideo Conference (December 1933) the American 
states affirmed their adherence to the most-favoured-nation sys
tem but contemplated (a),' the recognition of exceptions in re
S?ect of tariff reductions arising out of multilateral agreements 
and (b), the evolution of an inter-American preferential sys
tem. The resolutions of the Conference were embodied in a Con
vention opened to signature in Washington the following year 
(which was ratified by Cuba and the United States only) and 
were reaffirmed by the Pan-American Commercia~ Conference 
held in Buenos Aires in 1935. 

In a report issued in 1936,1 the Economic Committee restated 
its opinion that "the most-favoured-nation Clause and the sys
tem of equality of treatment which it is designed to establish 
constitute an essential guarantee for the maintenance and devel
opment of world trade" and that, in the long run, abnormal 
measures of trade regulation "are incompatible with a developing 
and prosperous trade". The Committee pointed out that "the 
principal obstacle to the formation of (larger trade) areas lies 
not in the existence of the most-favoured-nation clause-which 
is a contractual provision and therefore subject to denunciation 
-but in the al;-.sence of a movement of opinion strong enough to 
overcome the opposition to the realisation of such projects and 
still more in the fundamental objections which have been raised 
against the recognition of undefined exceptions to the general 
application of the Clause". 

1 Equality of Treatment in tht Present Statt of International Commercial Rela· 
tions, League of Nations document C.379.M.2SO. 1936. II. B. 



-51-

A partial rehabilitation of of the most-favoured-nation clause' 
-ind a !ilOderatton of the regime ~f exceptions that had grown up 
5esulted frqm the prog.ramme of reciprocal tariff agreements on 

• which the United States embarked in'l934. (See Chapter VHI, 
§1, g below). 



. 
CHAPTER VI 

THE GREAT DtPRESSION AND THE EUROPEAN 
CONFERENCES, 1929-32 

•• 
1. THE CouRSE OF CoMMERCIAL PoLicY, 1929-32 . . 
• The state of •apparent, if precarious,. economic equilibrium 
broke down in th"e summer of 1929. Before the end of the year 
measures of intensified agricultural protectionism had been intro-

• duced in Germany, France and Italy; upward tariff revisions had 
< occured in Roumania, Norway, Hungary and Finland and in 

many other countries highe.r; schedules were in preparation. The . 
movement, which was accompanied by deconsolidation of duties 
a .. nd denunciations of existing treaties, was accelerated and ex
tended as the economic depression spread and deepened. The 
final adoption of the Hawlay-Smoot tariff in the United States in 
June 1930 was shortly followed by higher tariffs in Canada, Cuba, 
France, Mexico, Ita!~ Spain, Australia, and New Zealand. The 
United Kingdom abandoned her traditional free-trade policy 
with the imposition of emergency duties in the autumn. of 1931 
and the first general 'tariff in February 1932. 

A new and far more critical phase in the development of re
strictions on trade opened with the financial crises in Austria 
and Germany in, the early summer: of 1931, followed by the wide
spread abandonment of the gold stan4ard some months later. 
The upward trend of duties was accelerated and affected almost 
all countries. Moreover, tariffs were supplemented-and before 
long overshadowed-by direct quantitative restrictions and the 
control of foreign exchange transactions. At the close of 1931, 
foreign exchange controls were in force in Austria, Bulgaria, 
Czechoslovaki~, Denmark, Estonia, Germany, Greece, Hungary, 
Latvia, Portugal, Spain, Yugoslavia, Argentine, Brazil, Bolivia, 
Columbia, Olile, Uruguay, Turkey, Iran; customs quotas in 
Czechoslovakia, Fr~ce, Italy, Latvia, the Netherlands, Turkey. 

The principal characteristic of the early stages of the depres
sion in Europe was the collapse of agricultural prices. The agri-

< 
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,cultural expor,ting count~ies WGre subjected to an increas?ngly 
• severe> strain while the principal industrial countries hastened to 
•afford add,itional protection to their farmers. At the instance -of 
the Economic Consultative Committee, a meeting of agriculfural 
experts from 20 countries, together with ..representatives of the 
International Institute of Agriculture, was convened by the 
Economic Organisation of the Leagqe in january 1930. No pre
cise recommendations were issued, b~t it may be noted that the 
Economic Committee, in reporting this mee~ing to the Council/ 
expressed the view that "the League's economic work can only 
attain effective results if it satisfies, in t~e first place, the needs 
of agriculture and provides agriculture with the means to secure 
the place which is due to it in the preparation of economic policy 
and in the commercial relations between States". 

2. THE TARIFF TRucE CoNFERENCEs oF 1930 AND 1931. 

(a) The First Conference with a view to Concerted Economic 
Action. 

The ominous tendencies of commercial policy, and the gener~l 
failure of the tariff programme of the 1927 Conference, led the 
1929 Assembly to convene an intergovern':nental Conference and 
propose that that Conference should conclude a two or three
year Tariff Truce (an undertaking not to, increase or introduce 
new restrictions on trade) in order to facilidi.te concerted action 
for the reduction of tariffs. 

The Conference-which <.ssumed an almost exclusively Euro
pean character-met in February 1930. The idea of a Tariff 
Truce broke down, ow~ng to opposition both from the Central 
and Eastern European agricultural States and from countries 
(e. g., France) which had embarked on a policy of intense agri
cultural protectionism; but a Commercial Convention was signed 
on March 24th, 1930 by which the 18 signatories-among them 
Germany, France, Italy and the United Kingdom-undertook 
to prolong all existing commercial agreements ~mtil April 1st, 
1931, and only to raise duties after interested Parties had been 
given an opportunity of submitting objections. Countries with 
non-negotiable tariffs (e.g., the Un'•ted Kin-_gdom) bound them
selves not to raise statutory duties during the same period. 

1 League of Nations Official Journal, February 1930b p. 161. 
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• At the ·same time, th'e delegatrs of twenty-threfO States repre-, 
sented at the Conference adopted a Protocol regarding th~ Pro- ' 
gramme of Future Negotiations, with the aim of "ensuring the' 
effe<!tive application of the' resolutions of the World Economic 

' Conference of 1927". Under this Protocol, negotiations were to 
be opened with a vie~ to bringing about tariff reductions and 
"all other practical measures aiming at better organisation of 
production and a more ratio~al distribution of products". It was 
agreed that a second conference should be held in November to 
decide on the wa:ys'and means of bringing the Convention into 
force and to review the progress of negotiations.1 

"' . 

. 
• 

(b) The Second Conference and the failure of Collective Action 
on Tariffs . 

The agenda of the November Conference, drawn up by the 
Economic Committee on the 'basis of desiderata expressed by the 
Gi!vernments concerned, consisted of three principal items: 

( 1) that certain work already begun by the Economic Or-
'ganisation of the League (e. g., Customs nomenclature) 
should be quickly completed and the Commercial Conven
tion, the Prohibition! Convention and the Draft Convention 
on the Treatment of Foreigners brought into force. 

When it came too t8e point, no progress was made with any 
of these Conventions. By November, 10 States had ratified the 
Commercial Convention but were unwilling in the absence of 
France, Germany and all the Eastern and Danubian States, to 
bring it into force between themselves. A further meeting of 
the Conference in March 1931, when 'general economic and 
political conditions had become stiil more unfavorable to. agree
ment, left the position substantially unchanged. No further at
tempt towards collective action in regard to tariffs was made 
until1933. (See Chapte,r VII below). 

(2) that bila~eral negotiations for the general improvement .. 
of trade should be opened. 
Only two proposals of special importance were made as to 

method. The first (~Tnited Kingdom)-a revival of the method 
unsuccessfully attempted by the Economic Committee in 1928/ 

1 League of Nations document C.222.M.109. 1930. II. 
c 
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,29-aimed at. an all-round recW.ction of duties by m~ltila'teril 
• agree!bents, proceeding by groups of products and by stages. 
•Under the. second proposed (the Netherlands), States with non
negotiable tariffs and a liberal tariff regime should under"take 
to maintain a liberal policy in return for ~oncessions-the bene
fits of which would be generalised through M.F.N.-by States 
with conventional tariffs and mor~ or less protectionist re
gimes. 

The Conference considered that the firs~ proposal was im
practicable; the second resulted in a suggestion that the low
tariff countries should present their dem~nds to the others. The 
United Kingdom opened negotiations with several countries in 
the early part of 1931 for the reduction of particularly onerous 
duties, but met with negligible succ'ess. (For U.K. tariff policy; 
after 1932, see Chapter VIII, §2) .• 

(3) that steps should be taken to deal with the special trade 
problems of the agricultural countries of Central and Eastern• 
Europe. 

These problems were considered at a series of conferences of 
Danubian and Eastern European States jn the summer of 1930. 
The International Agricultural Conference held at Warsaw in 
August 1930, at which the Governments of Bulgaria, Czecho
slovakia, Estonia, Hungary, Latvia, Poland, Roumania and 
Yugoslavia were represented, put forward,' on behalf of these 
countries, a demand for (a) financial assistance and (b) preferen
tial customs treatment for their cereals. The Warsaw Confer
ence further proposed that in regard to European agricultural 
products, duties should be consolidated, freedom of trade from 
non-tariff restrictions assured and internal measures limiting im
ports (e.g. milling regulations) abolished in other European 
countries. 

No decision on these proposals-that regarding preferential 
treatment having been strongly opposed at the ~eague Assembly 
by overseas agricultural countries-was taken by the November 
Conference. 

3. THE CoMMISSION oF ENQUIRY FOR EuRo~EAN UNION. 

Commercial policy was discussed by this Commission in 1931 
and 1932 in connection mainly with 
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• (a•) The cereals problem of Central and Eastern •Europe~ 
(b) The wider problem of the economic 'viability' of that area 

0 

• ( Stresa Conference);· 
(c) The still wider question of European regional agreements 

or rapprochemlnts of a permanent character; 
(d) International Industrial Agreements . 

• c 

(a) The Cereals problem and proposals for temporary preferen
tialtarif! arrange'ments, 1931. (See Chapter VI, §2b 3 above). 

A meeting of the pt'incipal cereal exporting and importing 
countries, called by the Commission in January 1931, resulted in 

; an undertaking by the latter to reserve a proportion of their 
wheat imports in 1931 to European grain and to consider similar 
action in respect of other cereals. In May, the Commission itself 
reJ>orted in favour of a preferential regime in respect of imports 
of European agricultural products "as an exceptional and tem
porary measure and subject to the interests of third States". It 
made it clear that compensatory concessions by agricultural 
countries should ilot be> preferential. 

In the course of 1931 and 1932, various preferential tariff agree
ments on these lines ~ere negotiated. The most important were 
those between Fran~e and Yugoslavia, Hungary and Roumania, 
providing for a refund by France to the Governments concerned 
of a percentage of the minimum tariff on certain contingents of 
wheat in return for reductions of duties on various exports. Ger
many likewise offered Hungary and Rouinania tariff preferences 
on certain cereals against reductions in duties which were to be 
generalised by M.F.N. These proposals had to be abandoned 
because of opposition from some of Germany's M.F.N. countries. 

It should be noted that the United States Government, when 
intimating its idability to accept bilateral arrangements of this 
kind, stated that a general plan for the whole of Europe, aiming 
at the improvement of economic and financial conditions, would 
be sympathetically ~amined "even if it were to necessitate the 
application of measures which were likely to infringe existing 
treaties or acquired rights". 

~ 
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. {b) The Danubian problem anti the Stresa Confqence of i932 . 
• 

• In 1931 .,and 1932, the economic plight of the Danubian coun-
tries was one of the central problems 'of European statesmans'bip. 
The project for an Austro-German Cu~oms Union (March 
1931), was countered by the Benes and Tardieu Plans, both pro
posing the recognition of a permanrpt e~ception to M.~.N. in 
order to allow the formation of a preferential Customs regime 
within the Danubian group. 

In June 1932, the Lausanne Reparations Conference appointed 
a special intergovernmental committee to submit to the Euro
pean Commission "proposals as to me~sures required for the 
restoration of the countries of Central and Eastern Europe", and 
in particular, measures (a) to overcome transfer difficulties and 
to make possible the progressive suppression of exchange con
trol; (b) to revive international trade and remove the difficulties 
caused by the low price of cereals. " 

This Committee, known as the Stresa Conference, met in Sep
tember 1932. It put forward a general scheme of which the trade 
relationship aspects were as follows: 

(i) the gradual removal of exchange restrictions, to be made 
possible by debt settlement and stabilisation, which in turn would 
be facilitated by the operation of a "Currency Normalisation 
Fund" constituted by the larger European 'P.owers; 

(ii) the return to a "liberal commercial policy and a moderate 
tariff policy", to be made possible by means of a scheme of 
revalorisation of cereals, involving the grant of limited preferen
tial tariff rebates by cereal-importing countries and/or financial 
contributions to a revaforisation fund .• The beneficiary States 
should grant reciprocal conce!isions on a non-preferential basis. 
The hope was expressed that countries with M.F.N. rights would 
not obstruct the realisation of the plan. 

The Stresa programme was approved in principle by the Euro
pean Commission in spite of opposition by c!O'rtain Western 
countries, the States Members declaring that "each for its own 
part .... they are ready to apply, as far as may be possible and 
without delay, the general guiding principles which result there
from" (Resolution adopted October 1st, 1931\ 

The whole scheme, however, came to nothing, the financial ar
rangements, on which the hoped-for modifioations in commercial , 
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poli~y were dependent, encoutltering insuperable diffi((ulties.c" 
Danubian trade policy became increasingly restrictive and dis-c 
criminatory through the application of exchange-con"trol (with 
its correlative, the clearing system) and a variety of other non
tariff measures, e.g. quotas, export premia, special credit facil
ities, preferential frieght rates, artificial exchange rates for 
clearing purposes. • e 

(c) Regional Agreements. . . 
Faced with the impr~cticability of concerted European action 

for the reduction or stabilization of trade barriers and the 
tendency towards purely bilateral trade arrangements on a more 

~ or less discriminatory basis, the Commission in 1931 was led to 
recommend "permanent economic rapprochements", or limited 
group agreements, provided· the interests of third parties were 
s:Meguarded and the agreements open to accession by any State. 

Between 1930 and 1938 there was, indeed, a strong movement 
towards closer economic relationships between groups of smaller 
European countries.1 The joint action by the Eastern agricul
tural countries has ah;eady been noted. This was followed by 
discussions which led to the adoption of the Little Entente 
Economic Agreement (1933 ), the economic provisions of the 
Balkan Entente (!9H) and a programme of close economic 
collaboration between the Baltic countries (1934). Austria and 
Hungary were brought within the Italian economic orbit by the 
Rome Protocols and the Three-Power Pact (1934). 

The Little Entente, the Balkan and the Baltic agreements 
yielded definite, though strictly limite'd, results, the chief of 
which was perhaps the" habit of regular consultation and the 
emergence of at least the broad li~es of a common external eco
nomic policy. Of far greater practical importance, however, were 
the attempts by the Northern countries and certain of the smaller 
countries of Western Europe to expand trade among themselves 
along the lines recommended by the international conferences. 

Denmark, Norway, the. Netherlands, Sweden, Belgium and 
Luxemburg concluded a Convention for Economic Rapproche
ment at Oslo in Dec~mber 1930. This Convention-to which Fin-

1 This movement was, in fact, world-wide. cf. the inter-American rapprochement, 
the Ottawa Agreemen. ts ansi the developments in French colonial economic policy, 
referrea to in Chapter V, '§ 3. 

L 



-59-

• iand s,pbsequehtly acceded-wa~ designed to form a perma~ent 
.basis for the economic relations between the contracting parties; 
it laid down a procedure for notification and appeal in respe•t of 
possible tariff increases similar to that provided by the still-born 
Commercial Convention _of March 1930 ( Cf. above, Chapter VI, 
§2). Throughout the thirties there was· frequent consultation 
between members of the 'Oslo Group' on matters of commercial 
policy. The original agreement was strengthened by the Hague 
Convention of 1937 (see Chapter IX, §2c below) and by the 
periodic conferences of the Nordic Powers ( i~cluding Iceland) 
initiated in 1934. 

Of still greater importance, since it .was the first definite and 
practical move towards tariff reduction made by any group of ; 
Governments, was the Ouchy Convention of July 1932 concluded 
between the Netherlands, Belgium and Luxemburg. The main 
provision of this Convention, which was open to accession lzy 
any state, was the immediate reduction, among the contracting 
parties, of all existing import duties by 10% and further reduc
tions of 10% year by year to a total of 50% (subject to the 
maintenance of a small all-round minimum rate). Owing to the • refusal of certain States, including the United Kingdom, to forego 
their rights under the M.F.N. Clause to benefit by the proposed 
tariff reductions, the Convention never en,tered into force . 

• 
(d) International Industrial Agreements. 

The Sub-Committee of Economic Experts set up by the Euro
pean Commission in 1931 endorsed the opinion expressed by the 
World Economic Conference of 1927 that under certain condi
tions and guarantees, the extension of •international industrial 
agreements might have a beneficial influence on the organisation 
of production and trade in Europe. They made it clear, however!, 
that "neither the formation nor the operation of combines should 
be influenced by any Governmental action aimed at using them 
as an instrument of pressure in the field of <;om"mercial policy. 
Their development should be in harmony with the treaty policy 
of the various countries so as not to hamper the steps taken to 
promote international co-operation". This r~ommendation was 
specifically referred to the consideration of Governments by the 
1931 Assembly. 

J 

1 League of Nations document C.SlO.M.12S, 1931. VII. 
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The rapid extension of such international industrial agreements 
in the 'thirties was, it is true, responsible for the regulation of 
trade, and a parallel stabilisation of trading restrictions, in re
gard to various groups of products. But there is little evidence 
to show that the rider to the Experts' recommendation was ob
served, the general practice of Governments being to boost rates 
and multiply other forms oi restriction on imports of the cartel
lised products whenever such action would strengthen the posi
tion of their own producers in negotiating with their opposite 
numbers in other countries. 

( 4) PROCEDURE FOR THE FRIENDLY SETTLEMENT OF INTER-STATE 

ECONOMIC DISPUTES. 

Chiefly in connection with the problem of dumping and anti
dumping and countervailing duties, the French delegation to the 
'Fariff Truce Conference proposed that a permanent organ for 
conciliation and arbitration, .attached to the Council of the 
League, should be set up "for the settlement of all disputes of 
an economic nature which may arise between States". A pro
cedure worked out by the Economic Committee was approved by 
the Council in January 1932 and a panel of fourteen experts ap
pointed for a period of five years as from the beginning of 1933. 

This procedure was never utilised. (See M. van Zeeland's 
proposal, Chapter IX, §2e). 



CHAPTER VII 

THE LONDON MONETARY AND ECONOMIC 
CONFERENCE: ·1933 

I. THE REPORT AND ANNOTATED AGENDA SuBMITTED BY THE 

PREPARATORY CoMMITTEE. 

The Lausanne Conference of June 1931, invited the League 
of Nations to convoke a world conference on economic and mone
tary questions with a view ·to "facilitating the revival of inter
national trade" and particularly to restoring currencies, "thereby 
making it possible to abolish measures of exchange control and 
remove transfer difficulties." A Committee of Experts was set> 
up to prepare the agenda of this conference. 

The preparatory Committee decided that it was necessary to 
abandon piecemeal policies and to attempt to bring about joint 
action simultaneously in a number of differant directions. In its 
unanimous report published in January 19331, the Committee 
made the point that "an effective and lasting return to greater 
freedom of trade cannot be looked for unless .it is accompanied 
by a general and durable improvement in financial and monetary 
conditions" and vice versa. Recommendations regarding finan
cial and monetary policy, including the question of intergovern
mental debt settlement, <\nd those regarding commercial policy 
were thus inter-dependent. Again, the Committee pointed out 
that a reversal of the prevailing- tendencies in commercial policy 
postulated a solution of the price problem and, among the meth
ods by which equilibrium might be restored, suggested the con
ods by which price equilibrium might be restored, suggested the 
conclusion of international agreements to regulate tte production 

The Committee was ''unanimous in affirming the necessity 
that action for the removal of the non-tariff restrictions on inter
national trade '(prohibitions, quotas, exchange' restrictions etc.) 
should be taken as soon as possible and continued on progress-

! League of Nations document C.48{1). M.19(1). 1933.• II. 



-62-

ively wider lines as the other' causes of the present e~>onomlc 
disorganisation are mitigated or removed. , 

'in regard to tariff policy, the Committee reported that "the· 
object of the Conferr.nce .... must be to reach a general agree
ment for the reduction of tariffs and to maintain a J;llOre moderate 
tariff policy in the lutur~," It recommended for this purpose 
that: 

a) a Customs truce-or a more elastic measure along the 
lines of the Commercial Convention of 1930---should be con
cluded as a preliminary measure; 

b) two methods of achieving reduction might be com
bined, i.e., percentage reductions (on the Ouchy model) and 
reduction to a uniform level; 

c) if multilateral agreements were impractical, agreements 

between groups should be attempted and an exception -to 
M.F.N. admitted in respect of such agreements; 

d) efforts should be made to reach agreement on the 
scope and application of M.F.N. and on the exceptions, 
temporary or permanent, which might henceforth be recog
nised. (See Chapters V, §3 and VI, §3.c above.) 

The Committee-taking up a point made by the Basle Com
mittee on the German financial position in August 1931-em
phasised the special responsibility of the great creditor countries 
in initiating and making possible a general move towards freer 
trade. It likewise declared that "the prospects of substantial 
success in the necessarily complex and multilateral conference 
discussions will be greatly enhanced if, in the intervening months, 
preliminary negotiations have cleared the way for reciprocal con
cessions." 

Support for the programme submitted by the Preparatory 
Committee-and more particularly its recommendations on the 
closely-linked an<f. central problems of international debts, mone
tary stabilisation and tariff disarmament-was voiced by count- . 
less national and international bodies. Among the latter were 
the International Parliamentary Commercial Conference, (Rome 
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session, 5\,pril 1933); the Comite" de I'Union douaniere Euro
petnne (April 1933); the International Chamber of Commerce 
(Vienna Congress, May-June 1933); the International Exchang;e 
c;ongress ( ~aris, 1933); the International A~ricultural Commis
SIOn ( Berlm, 1933); the· International Co-operative Alliance 
(June 1933); the International Labour Cbnference (Geneva, 
1933 ). "• 

In April, 1933, the British Premier, Mr. Ramsay MacDonald, 
and M. Herriot went to the United States to prep.are the ground 
for the Conference. Mr. MacDonald's conversations with Presi
dent Roosevelt led to a declaration that the United Kingdom 
and United States Governments were agreed on the need of an 
increase of commodity prices and of "constructive work to mod
erate the network of restrictions of all sorts by which commerce 
is hampered".1 

A few weeks before, however, the United States had abandoned 
the gold standard and, as the date of the opening of the Con-

. ference approached, it became increasingly clear that the one 
basis on which any agreement on tariffs and trade restrictions 
might be reached-namely, the restoration; immediate or pro
gressive, of an international monetary system-had been shat
ered. The United States Government was unwilling to enter into 
any undertaking in regard to currency stabilisation which, it 
thought, might compromise its own recovery programme; while 
the countries of the "gold bloc"-France, Belgium, Luxemburg, 
the Netherlands, Poland, Italy, Switzerland and Czechoslovakia 
-made any consideration •of a general tariff agreement depend-
ent on at least de facto stabilisation. • 

On the other hand, before th~ opening of the Conference in 
June, a temporary arrangement was reached regarding the service 
of war debts, and a tariff truce for the period of the Conference, 
proposed by the United States Government, was a~cepted, sub
ject to certain reservations, by 61 States representing nearly 90% 
of the trade of the world. 

1 M. Herriot's conversations were followed by a similar sta~ement which declared 
that the United States and French Governments were "looking with like purpose 
at the main problems of the world and the objectives of the Wor!d Economic Con
ference" and specified "the recestablishment of a normal financtal and monetary 
situation" as one of the goals to be attained by the Conference. 
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2. VrEws AND REcoMMENDATIONs oF THE CoNFERENCE QoMMis

SIONs.1 

·The fundamental aim . of the Conference was to reconstruct 
the machinery of ir.ternational exchange. It was largely con
cerned with the me,;tsures by which the abolition of exchange
control could be facilitat~d and expedited. As regards quotas, 
tariffs and M.F.N., all the delegations were agreed that quanti
tative restrictions "whether direct or indirect, must disappear as 
soon as possible"; "the need and urgency of reducing excessive 
customs tariffs were pnanimously admitted"; "there was a gen
eral opinion in favour of the maintenance of the most-favoured
nation clause in its unconditional and unrestricted form, natur
ally with the usually recognised exceptions."2 

The basic doctrines of the earlier conferences were impressively 
re-affirmed in the speeches. of the world's leading statesmen; but 

cto each general principle some reservation was attached, and 
there was a marked difference of opinion as to the methods by 
which it should be applied. Some delegations made reservations 
in favour of agricultural quotas, while for others the disappear
ance of agricultural quotas was the condition of the removal of 
quotas on industrial products. Some delegations considered that 
tariff disarmament could only be achieved by a collective con
vention, providing e.g. for gradual reduction of duties by uniform 
annual percentages on the Ouchy model; others held that the 
desired result could only be attained through bilateral treaties 
and that the Ouchy method would be inequitable and destruc
tive of the balance of national customs systems. Proposals that 
the Customs Truce should be prolonged and made stricter pro
voked a similar conflict of view. Several delegations demanded 
the recognition of new exceptions to M.F.N., but "opinions dif
fered very widely" about what those exceptions should be. 

Finally, the hypothesis on which the whole work on commercial 
policy was l:,ased was the stabilisation of currencies. "When 
events showed that this hypothesis could not be realised . . . 
several countries ... deemed it necessary to reserve full liberty of 
action in the matter either of quantitative restrictions, or foreign 

1 The Conference was never formally completed and-except on questions of pro
cedure-adopted no resolutions as such. 

2 Quotations from the ,Report of S_ub-Commission I approved by the Conference 
on July 2zth, 1933. League of Nations document C.435.M.220. 1933. II. 
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el"Change control or customs tariffs.')l The Conference was ;d
journed 'sine die; statesmen returned to their countries, most of 
~~em to reinforce their protective systems. The currency iss"»e 
proved indeed to be crucial. Only in the group of countries which 
had allowed their currencies to depreciate G was there even an 
approximate correspondence between the policies actually fol
lowed and the recommendations discus~ed at the Conference. 

Before summarizing the development of commercial policy in 
the next three years, three minor results of the London Confer-
ence should be mentioned. , 

. 
i) Equitable treatment and indirect protectionism. 

The Sub-Commission dealing with indirect protectionism 
recommended that an "equitable treatment" clause should in 
future be inserted in commercial treaties providing for negotia
tions should any new practice (i.e., a practice not covered in"' 
treaties in operation) introduced by one party be considered 
by the other to impair the value of the treaty. A clause of this 
purport subsequently found its way into the commercial treaty 
systems of various States. • 

ii) Veterinary regulations. 

Both the World Economic Conference arid. the Prohibitions 
Conference of 1927 (see Chapter III, §2 above), had called 
attention to the "indirect protectionism" practiced in certain 
countries by means of veterinary regulations. Draft agreements 
laying down standard pri.nciples on which regulations relating 
to certain products should be based were worked out in the inter
vening years by the Economic Committee and a sub-commission 
of the London Conference recommended that a diplomatic con
ference should be called to conclude an international agreement 
on the basis of these drafts. This Conference meto in February 
1935 and conventions relating to measures against contagious 
diseases of animals, the transit of animals, meat and other pro
ducts of animal origin and the import and export of certain • animal products were signed and duly brought into force by a 
small number of countries. (See Annex). 

1 Ibidem. 
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.The Economic Committee was also asked to exami~e~ in con.
junction with the International Institute of Agriculture and oth,er 
b(>dies, the problem of the regulations in various countries re';' 
lating to the impor~ and export of meat and live animals, with 
a view to arriving; if possible, at an international agreement. 
When these problems were taken up by the Committee in 1935, 
it decided to forego the ptocedure of conference and convention 
and confine itself to recommending standard regulations designed 
to provide the maximum guarantees which importing countries 
are justified in "requiring from exporters. 

iii) Wheat and Sugar. 

Another Sub-Commission of the Conference recommended that 
"plans should be adopted for coordinating the production and 
marketing of certain commodities" and laid down the principles 
on which agreements for this purpose should be based. Two 
principal results may be recorded: 

a) a Conference of wheat exporting and importing countries 
called by the League in August 1933 reached a two~year agree
ment binding the farmer countries to limit exports to specified 
contingents and the latter 1) not to extend their home produc
tion, 2) to lower their duties on wheat if the world price rose 
above a given fig:ure and 3) to accompany tariff reductions by 
appropriate modifications in quota policy. An Advisory Wheat 
Committee was set up to watch over the execution of the Agree
ment. 
, In the absence of the hoped-for price rise, the provision re

garding duties and qJ.lotas did not operate, and the net effect of 
the Agreement on the central problem of artifically expanded 
production and high agricultural protectionism in many of the 
normally wheat-importing countries, was negligible. Great dif
ficulties were, moreover, encountered--owing to harvest vagaries 
-in applying the limitations on the exports from certain great 
producing countries. 

Negotiations for a new agreement in 1939, interrupted by the 
war, were taken up later between representatives of the Argen
tine, Australia, Canada, the United Kingdom and the United 
States and a Memorandum of Agreement between these coun
tries was announce.:! in Washington in July 1942. Pending the 
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ronclusi§ln of a comprehensive in;ernational agreement after the 
war, provisi9n was made for the control of production, stocks 
and exports, co-operation between the signatories in stabilisihg 
prices and the constitution of a wheat pool for inter-gov'ern
mental relief in war-stricken and other necessitous areas. 

b) After much preliminary negotiaticm, an International Sugar 
Conference was called by the League in 1937 and led to a 5-year 
agreement providing for an elastic system of export .quotas 
in exporting countries, a stabilisation of Import quotas, 
and/or of domestic production in importing countries, and the 
creation of an International Sugar Council to administer the 
scheme. An interesting point in ·the agreement was the pro
vision that a prohibition of imports from a country infringing 
this Agreement was not to be considered a breach of M.F.N. 
obligations vis-a-vis that country. a 

This Agreement-which represented a further stage in the in
ternational regulation of the sugar industry-has contributed 
towards stabilising and giving some support to the international 
sugar inarket. It expired this year, but steps are being taken 
to keep it informally in being between the United Nations. 



CHAPTER VIII 

THE NEW PROTECTIONISM: POLICY AND 
PRO'f'OSALS, 1933-36. 

1. EvoLUTION 9F TRADE RELATIONSHIPS AND PoLicY. 

(a) Tke course of wqrld trade. 

The lowest point in the world economic depression was reached 
in the course of 1932 and the following years were a period of 
slow and uneven recovery. The recovery was to be observed in 
most primary producing countries and in industrial countries 

, pursuing expansionist credit and/or work-creation policies be
hind a depreciated or controlled exchange. It was in general not 
·shared by the members of the "gold bloc" in which the painful 
process of deflation was pursued right up to 1936. 

Nor, as the following indices show, was it accompanied for 
several years by an equivalent increase in world trade, the rapid 
expansion of which, under the stimulus of foreign lending, had 
been characteristic of the post-war recovery period. 

Industrial production 1 1929 1932 1933 193{. 1935 1936 1937 
World 100 70 78 86 96 111 119 
United States 100 53 63 68 79 94 103 
United Kingdom 100 84 < 88 99 106 116 124 
Sweden 100 89 91 110 123 135 149 
France 100 • 72 81 75 73 78 82 
Netherlands 100 84 91 93 90 91 103 

Trade in raw materials2 

Value in gold 100 36 35 35 36 40 51 
Value i~ U.S. $ 100 36 35 35 45 67 86 
Value in £ 100 50 51 57 60 66 85 

Quantum of world trade 2 100 75 76 78 82 86 97 

~ 

1 Taken from "World,Production and Prices 1938/9", League of Nations Geneva. 
2 Tak~ from "Review of World Trade, 1938", League of Nations, Gen'eva. 
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• ·Trad~ in raw materials and trade between countries enjoying 
r~lative currency stability and freedom from extraordinary re
,strictions (~.g. the sterling area) exp'anded considerably; else
where, there was an almost general stagnation. 

The failure of trade to respond to rising production must be 
ascribed to a combination of two factors: first, the concentration, 
in national recovery programmes everywhere, on the development 
of the home market; secondly, the new restrictions on trade. In 
the following sections, the causes and character pf the new cus
toms, currency, and other official restrictions will be briefly re
viewed; the parallel growth of unofficial limitations on interna
tional competition must, however, not be forgotten. The limi
tation of competition between domestic producers as a result of 
the rationalisation and cartellisation of industries, which often 
formed part of national recovery programmes, was accompanied 
by a rapid extension of international industrial agreementsp 
many of which, inter alia, allocated the foreign markets in which 
each national industry might sell its products and fixed prices 
and export quotas. 

(b) The currency factor and the growth•of quotas, exchange 
control and clearings. 

If the new protectionism was primarily th,e result of national 
reactions to the effects of the economic depre~sion on domestic 
prices and production and employment, it was increasingly con
ditioned by currency factors. By 1933, four groups of currency 
systems were operating: i) the 'gold bloc'-France, Switzerland, 
the Netherlands, Italy (until 1934), Belgium and Luxemburg 
(until 1935), ii) countries maintaining m 'artificial' parity or 
checking depreciaton by means of exchange control and other re
strictions (Germany, Italy after 1934, in varying degrees certain 
of the primary producing countries of Europe and many Latin
American countries), iii) countries with depreciated and con
trolled exchanges (most Latin-American and so~e European 
countries such as Greece and Czechoslovakia); iv) countries 
with depreciated and free exchanges (altogether some 20 coun
tries by 1933, including the United States, the "l.Jnited Kingdom, 
the British Dominions, Sweden and Norway). 

The first and second groups-countries with over-valued cur
rencies and consequently high price-levels-tesorted to increas-

" 
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ingly stringent measures aimeJ at restricting imports , and en
couraging exports. In the 'gold bloc' recourse was mainly had 
to, an extensive system of import quotas and export oounties1; in 
exchange control co~ntries such measures were first supplemented 
by the rationing of toreign exchange and later overshadowed by 
a rapidly developing technique designed to minimize the need 
for and maximize the acquisition of free foreign exchange (see 
(d) below). One of the principal instruments of this technique 
was the clearing agreement; the growth of a network of these 
agreements over the European continent and between certain 
European and Latin-American and Asiatic countries was per
haps the outstanding feature of trade relationships in the period. 
By 1937 about 12% of world trade, and more than 50% of the 
trade of Bulgaria, Germany, Greece, Hungary, Yugoslavia, Rou
mania and Turkey passed through clearings. 
• Countries of the fourth-and some of the Latin-American 
countries of the third-group were in a position to pursue policies 
of domestic reflation without recourse to extreme measures of 
trade restriction. The fair degree of currency stability within 
the sterling area facilitated an expansion of trade between the 
members of that group. · 

(c) Characteristics of the new· Trading Relationships: region
alism, discrimination, bilateralism, instability. 

The system of multilateral trade, already seriously affected, 
broke down with the collapse of the world monetary system. 
There ensued a general movement towards bilateralism-the en
deavour by each country to achieve reciprocity in trade by re
duci?g imports from countries with which its trade balance was 
paSSlVe. 

The. same general factor provoked attempts on the part of 
many countries to develop their exchanges of goods and realize 
a system of settlements within restricted areas. Thus, the 
United. Kingdom and France expanded their imperial trade. 
Germany sought new outlets and sources of supply in Central 
and South Eastern Europe and in Latin-America. The mem- . 

1 A!'long countries maintaining freedom of exchange dealings, the proportion of 
total Imports (value) in 1937 subject to licence or quota restrictions was approxi
"!ately as follows: France. 58%; Switzerland 52%; the Netherlands 26%; Bel
gmm 24%; Ireland 17o/v; Norway 12%; United Kingdom 8%; Sweden 3%. 
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qers of. the "gold bloc" endeavoured to expand their mut~al 
trade (Brussels Protocol, 1934), while several of the smaller 
~uropean countries concluded-or adumbrated-regional tny::le 
agreements for the same purpose. 

With certain notable exceptions (for example, the efforts of 
the 'Oslo Group', the above developments were accompanied by 
the creation of new or the extension uf existing preferential sys
tems and the emergence of new forms of commercial discrimin
ation. By the Ottawa Agreements of 1932 and the Import Duties 
Act introduced in the United Kingdom the same year, a general 
preferential system within the British Commonwealth and the 
Colonial Empire was established. The German trading methods 
were frankly and flagrantly discriminatory. Through the use 
of exchange control and quantitative restrictions, the M.F.N. 
clause lost much of its value in European commercial relation
ships. 

0 

Those relationships were as complex and disparate as they 
were unstable. Each bilateral agreement was sui generis, de
signed to meet the special trade requirements of, and to afford 
effective reciprocal advantages to, the signatories. Commercial 
agreements, in truth, became instruments of' commercial warfare. 
The degree of instability in commercial relationships may be 
illustrated by the fact that the Economic Cpmmittee, when re-

. quested by the League Council in 1935 to exan1ine the feasibility 
of an international agreement providing for notification ~me 
month in advance of proposed changes in tariffs and other re
strictions, reported that there was "no chance at present of 
achieving such an agreement"1• 

(d) The consolidation of restrictions; the growth of State con
trol; the pursuit of autarky. 

After the post:-war period of economic and monetary disloca
tion, emergency trade restrictions had been gradually relaxed 
and the old pattern of commercial relations largely restored. 
When the halting recovery from the depths of the Great De
pression began in 1933, the course of policy was in general funda
mentally different. The "planning" of foreign_trade came to be 
more and more widely accepted as a normal function of the 
State, and the weapons which had been forged as an emergency 

1 Report to the Council, League of Nations document 't.377.M.248. 1936. II. B. 

"' 
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defence of prices, production cOr currency were not discardec:l, 
but tended to be pressed into service as permanent ele;;,ents 9f 
trade regulation, dovetailed into programmes of national econ-: 
omic development. 

The evolution was accomplished gradually, often involuntarily, 
often reluctantly. It was most rapid and complete in the total
itarian countries; but even countries where the tradition of open 
competition and free trade was strongest (e.g., the United King
dom-see below) were not immune. 

In this develt.pment, three events stand out-the adoption of 
quotas as an integral part of the French bargaining apparatus 
in the autumn of 1933; the adoption of agricultural quotas in 
England in 1933; and the New Plan introduced in Germany in 
the autumn of 1934, by which every foreign trade transaction 
was brought under centralized control and exchange control be
came the instrument of an intensely nationalistic economic pol

'icy. Under a fully planned national economy, like that of the 
U.S.S.R., tariffs are irrevelant; they became increasingly so in 
Germany and Italy. 

The years following 1933 witnessed not merely the consolida
tion of measures running counter to the recommendations of all 
post-war economic conferences, but also the evolution and spread 
of a conception of foreign trade repudiating the fundamental 
postulates of the' liberal doctrine which underlay those recom
mendations. In one country after another, .the decisions of in
dividual traders tended to give place to the decisions of control 
boards, consumers' choices to a centrally conceived "national 
interest", often far removed from the maximization of social wel
fare. Among these national ends, th~ achievement of autarky 
held a prominent place. Autar:ky, which found its most com
plete expression in the German Four Year Plan of 1936, came to 
be pursued in varying measures and for varying motives over 
the greater part of Continental Europe. 

(e) Exchange control and the influence of Gennany. 

This new conception of trade was closely associated with, and 
its institutional t>xpression was indeed dependent upon, the de
velopment of exchange control. Many of the weak-currency 
debtor countries which had been obliged to impose control were 
anxious to carry out, an orderly currency devaluation and re-enter 
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t~.e orbit of free exchanges, but very few-notably Austria, Port
ugal anci' one or two Latin-American countries such as Ecuador . ' ' -succeeded~n doing so. (See Chapter IX, §3 below). · ~ 
' For the majority, and more particularly for the Central and 
Eastern European countries, abolition of e~change control de
manded, or was held to demand, financial assistance, the scaling
down or consolidation of short-term debts, the assurance of ade
quate markets and sound internal finance. Such conditions were 
increasingly difficult to realize. · 

Germany, seconded by Italy, was the driving force and the 
exemplar in the new technique of trade regulation. Having em
barked on a great programme of rearmament and public works, 
her trade policy was determined first and foremost by her need 
of raw materials. So far as possible, imports were diverted from 
countries demanding payment in free foreign exchange to those 
which would accept payment directly in the form of German "' 
exports-principally South Eastern Europe and parts of Latin 
America. Exports were also promoted by other measures
adapted to the circumstances of each market-including direct 
subsidies and indirect subsidisation by means of complicated sys
tems of differential exchange rates and the use of blocked mark 
accounts. All imports not required for national purposes and 
requiring payment in free foreign exchange were as far as possible 
eliminated. • 

Empirical and opportunist in their origins, new trading meth
ods based on the German model were gradually entrenched in 
other exchange control countries through the development of 
new administrative routine~ and the emergence of new objectives 
of policy; they spread as a result of retaliation or the adoption 
of complementary measures in • other countries; the ·methods 
themselves and the objectives at which they were directed were 
more and more a source of political friction. Many of the new 
trading connections, born of misfortune, were cemented by new 

" political groupings. 

2. THE MoNTEVIDEO CoNFERENCE, 1933; THE TARIFF AGREE

MENTS PRoGRAMME oF THE U.S.A.; B¥£'I:iH CoMMERCIAL 

PoucY. 
The excesses of the new protectionism in Europe and the new 

philosophy of international trade provoked a "Vigorous reaction. 
" 



-74-

Tlie resistance of the Oslo Gnmp, supported by several of th!r 
smaller European countries such as Switzerland, Esto'nia an,d 
L~tvia, has already been ,noted. But in the• effortS to prevl;!nt 
further disintegration of world markets and to restore multilateral 
trade on the basis of relatively equal opportunity the lead was 
taken by the United States. 

On its initiative, the 'Seventh International Conference of 
American States (Montevideo, December 1933) resolved: 

"that the Governments of the American Republics will 
promptly undertake .... to reduce the high trade barriers 
through the negotiation of comprehensive bilateral reci
procity treaties based on mutual concessions .... 

"Agreements entered into shall include the most-favoured
nation clause .... " 

" This resolution was a precursor of the programme of reciprocal 
trade agreements on which the United States Government was 
authorized to embark by the Reciprocal Tariff Agreements Act 
of May 1934. The Act marked a turning point in United States 
commercial policy, fOi" it involved the abandonment of the hither
to jealously guarded tariff autonomy. It granted the President, 
for the period of three years, the power to lower ex.isting Customs 
duties up to 50% ~n return for concessions from other States. 
Agreements under the Act were to be based on the unconditional 
M.'F.N. clause, the benefits of which, however, could be withheld 
from any country discriminating against United States commerce. 

The Act was renewed in 1937, and again in 1940; in the first 
three years of its exi9tence treaties were concluded with Cuba, 
Brazil, Belgium, Haiti, Sweden~ Colombia, Canada, Honduras, 
the Netherlands (and colonies), and Finland. The aggregate ef
fect of these agreements on the volume of trade between and the 
level of tari(fs maintained by the contracting parties was con-
siderable. . 

Moreover, it was the intention and in some, but not all, cases, 
the effect of thes,~ agreements not merely to increase the volume 
of trade but to increase United States imports in relation to ex
ports and thus bring the United States trading position more 
into line with that appropriate to a great creditor co';lntry. 
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. The United Kingdom, though not unaffected by the trend 
towardS' bilateral trade regulation, also threw her weight into the 
i)alance in favour of the maintenanc~ of the basic institutions 
of an international trading system. The salient developme~ts 
in her commercial policy may be briefly noted. 

The Ottawa Agreements of August 1932, had set up an elab
orate system of tariff and, in respect of certain commodities, 
quota preferences between the United Kingdom and the Domin
ions. The Colonial Empire, earlier in the same year, had extend
ed preferences to the mother-country and other parts of the 
Empire mainly by increasing tariffs and granting rebates there
from for Imperial products. In 1934, certain colonies supple- · 
mented these measures by quotas-aimed mainly at Japan--on 
various foreign manufactures, especially textiles. 

In tile United Kingdom itself, import quotas on industrial pro
ducts were avoided but quotas on agricultural products were 
introduced as from 1933 and became an important element in' 
the trade agreements concluded from that year onwards. Agree
ments were made between 1933 and 1936 with the Argentine, 
Poland, France, all the Scandinavian and Baltic countries and 
the U.S.S.R. They provided, in effect, for th'e purchase of definite 
quantities of certain British goods (e.g. coal) against quota priv
ileges in the British market and, in some cases, the stabilisation 
or reduction of duties in either or both contracting countries.1 

The tariff was used to facilitate the reorganisation of certjlin 
British industries and to strengthen their bargaining position in 
international industrial negotiations (e.g. the negotiations be
tween the British Iron and,Steel Federation and the International 
Steel Cartel). 

3. REcOMMENDATIONs BY LEAGUE BomEs.2 

(a) The Committee on Clearings, 1935. 
Clearing agreements were first concluded in order to enable 

certain free-currency countries to collect the service of their debts 
from, and continue some trade with, the countries with controlled 
exchanges-particularly Germany, which declared a moratorium 
on the transfer of debt payments in 1934. The countries with 

1 For the most important agreement of the serie.; the Anglo-American Treaty of 
1938, see Chapter X, §2 below. 

2 See also Chapter V, §3d-The Economic Committee's views on "Equality of 
Treatment," 1936. • 
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controlled currencies establisheq clearings in order to trade with 
~~~ ( . 

The harmfulness of these agreements, which brokecup the mul~ 
tilateral system of transfers and tended to reduce the volume of" 
trade and deflect its <eourse into unnatural channels, was gener
ally recognised and, following a decision by the 1934 Assembly, 
a special Committee "was .~et up to make an enquiry into their 
causes, scope, methods and results. 

The Committee, like most of the Governments consulted, con
sidered1 that the system could only be regarded as a makeshift 
involving serious drawbacks and that it should be abolished as 
soon as possible. The' best, though not the only, solution lay in 
the complete abolition of exchange control, facilitated by debt 
settlement and "a less restrictive commercial policy which would 
afford min_imum guarantees for export". Failing complete abol
ition of control over all international financial transactions, com
mercial transactions at least should be liberated from exchange 
control. The Committee likewise urged that the conditions
including exchange conditions-under which imports and exports 
were effected should be left as far as possible to the decision of 
traders themselves all:d recommended that, so long as some form 
of clearing arrangement were unavoidable, it was better to use 
payment agreements, under which the exporter is paid direct by 
the importer, us~lly in the 1atter's currency. 

The other recommendations for attenuating the effects of 
cle<frings were likewise based on practical experience. There had 
been, in the course of 1934/35 some relaxation of exchange con
trols in certain Latin-American and other countries, accom
panied by currency deyaluation or the' official recognition of de
preciated rates, and the practice Qf private compensation was be
ing extended. The most noteworthy example was Austria, which 
by a gradual process of decontrol under the guidance of the 
League Financial Committee, was able during 1934 and the early 
part of 1935 to devalue, repay short-term blocked accounts and 
abolish control altogether as regards commercial transactions. 

In the course of 1935 and 1936, there was a widespread move
ment towards a simplification and relaxation of control measures 
along the lines adumbrated by the Clearings Committee. With 

1 Inquiry into Clearing Agreements. 
1935. II. B. 

League of Nations document C.153.M.83. 
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t~e economic recovery in 1936/37 and more especially after the' 
devalu;xion of the "gold bloc" currencies in September 1936, this 
Movement ~as accelerated and extended, only to be arrested 

.with the recession later in 1937 and with the blackening of lhe 

.political horizon. (See Chapter IX, §3 bel1>w). 

(b) Agricultural Protectionism, 1935. 
, ~ 0 

The agricultural protectionism practiced by certain industrial 
countries was discussed at length by the League Assembly of 
1934 and an investigation by the Economic Organisation of the 
League called for. In a reasoned report on the causes and effects 
of the evolution of agricultural protectionism, published the fol
lowing year/ the Economic Committee came to the conclusion 
that "the maintenance of a normal current of agricultural im
ports on the part of the industrial countries is in keeping with 
the true interests of the nation as a whole and of the agricul
tural producers in particular. Such a conclusion is obviousll 
incompatible with the existence of unduly restrictive quotas, but 
it does not in any sense exclude maintenance of reasonable pro
tectionist duties. Certain countries ... prefer to afford their 
agriculture what appears to them equitable assistance by means 
of direct subsidies, the funds for which are provided by duties 
sufficiently moderate in themselves not to cause any undesirable 
rise in the cost of foodstuffs within the country". 

(c) The Raw Materials Enquiry, 1936-37. 

The problem of the commercial access to raw materials, which 
was closely connected witn the developments in trade and mone
tary policy referred to above, was the sub}ect of an enquiry and 
recommendations by a special League Committee set up in virtue 
of a resolution of the 1936 Assembly. The Committee published 
its report in September 1937.2 

The elements of the problem were very differe~t from what 
they had been in 1919/1920 (see Chapter I, §7). In spite of the 
recent expansion of industrial demand, prices of raw materials 
were still relatively low, stocks plentiful ~nd, with some excep-

1 Considerations on the Present Evolution of Ag;icultural Protectionism. 
of Nations document C.178.M.97. 1935. II. B. 

Z League of Nations document A.27. 1937. II. B. 

League 
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tions, exports unhampered by prohibitions and restrictions. The 
main problem no longer concern.ed supply, but payment-.i.e. the 
difficulties of countries with a controlled currency in obtaining • forr.ign exchange to pay for their purchases. These difficulties . 
were partly the inevitable result of bilateralism and its forebear 
exchange control, partly the result of the general growth of trade 
restrictions which bore heavily on the exports of industrial coun
tries (e.g. Japan and Germany). They were aggravated by the 
closing of the "open door" in the British Colonial Empire and 
the tightening up of other imperial preferential regimes. 

The Committee came to the conclusion that "the only gen
eral and permanent solution of the problem of commercial access 
to raw materials is to be found in a restoration of international 
exchanges on the widest basis". The formulation of such a solu
tion naturally fell outside the province of the Committee. As 
practical remedies, however, it recommended the liberalisation 
of exchange control and clearing systems along the lines sug
gested by the Clearings Committee in 1935 (see above) and the 
granting of financial support to countries wishing to take such 
measures; the reduction of barriers to trade, for example by the 
revival and readaptation of the 1927 Prohibitions Convention 
and the relaxation of preferential tariffs between metropolitan 
countries and their colonies and dependencies. 

In regard to difficulties of supply-which, though of less prac
tical importance, nevertheless raised far-reaching questions of 
principle-the Economic Committee made certain proposals iri 
a report to the League Council in December 1937. International 
schemes regulating supplies and prices, it suggested, should be 
.so framed as to afford effective represe;~tation and protection of 
consumers' interests; raw materials should not be subjected to 
export restrictions, except in pursuance of such international 
regulation schemes, nor to any export taxes except non-discrimi
natory duties imposed for revenue purposes or to improve the 
production, u.}ilisation or marketing of the raw material con
cerned; and foreigners should have the same opportunities as 
nationals for developing the natural resources both of sovereign 
countries and of colonial territories. 

The majority oi Governments expressed themselves as favor
able, on the whole, to these recommendations but did not believe 
that concerted action was feasible in the existing circumstances. 
The whole ~nquiry was without practical results. 



CHAPTER IX 

THE TRIPARTITE DECLARATION AND PROPOSALS 
FOR THE LIBERATION Of TRADE, 1936/38 

1. THE TRIPARTITE DECLARATION, SEPTEMBER 1936. 

At the beginning of September 1936, the Economic Committee 
published a report1 in which it expressed the opinion that it was 
indispensable for the restoration of normal international eco
nomic intercourse to close the "abnormal gap which separates 
the price levels of different countries" and called attention to ' 
the difficulty of bridging this gap through further deflation. A 
warning was given that "no currency adjustment can bring about 
any improvement in the economic. situation unless it is accom~ 
panied by a relaxation-leading, we should hope, to ultimate 
abolition-of exceptional import restrictions". The ultimate 
objective aimed at was the restoration of "a situation in which, 
irrespective of frontiers, the purchaser can buy what he wants, 
the debtor can pay what he owes, the tourist can go where· he 
wishes-without encountering, owing to Government interven
tion, impassible obstacles such as quotas and ''currency control". 

These opinions were specifically endorsed by the League, Fi
nancial Committee, which also urged that any attempt which 
might be made by the 'gold bloc' countries to adjust their price 
levels through devaluatinn should not be defeated by further 
devaluation elsewhere. • 

A fortnight later the French ·franc was devalued and the Gov
ernments of France, the United Kingdom and the United States 
published a joint declaration, the Tripartite Declaration of Sep
tember 25th, 1936, affirming their "common d~ire to foster 
those conditions which will safeguard peace and will best con
tribute to the restoration of order in international economic re
lations, and to pursue a policy which will ten~ to promote pros
perity in the world and to impro:ve the standard of living". 

1 Remarks on the Present Phase of International Economic Relations. Geneva, 
-936. 
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Aftrr noting the decision of the French Government to devalue 
the franc, the three Governments agreed "to maintain the great-' 
est possible equilibrium in the system of intern,ational ex-' 
cha!:'!ges". They went on to state that "the success of the policy ' 
set forth above is linked with the development of international 
trade. In particular, they attach the greatest importance to 
action being taken without delay to relax progressively the 
present system of quotas a~d exchange controls with a view to 
their abolition". They invited the co-operation of other gov
ernments in the policy laid down. 

This declaration was welcomed by a resolution of the League 
Assembly (October lOth, 1936) recommending: 

"all States ... to organise without any delay determined 
and continuous action ... to reduce excessive obstacles to 
international trade and communications, and in particular 
to relax and, as soon as possible, to abolish the present sys-

,- terns of quotas and exchange controls." 

2. PROPOSALS AIMING AT INCREASING LIBERTY OF INTERNATIONAL 

TRADE. 

After the signature' of the Tripartite Declaration, attention 
was turned to the problem of how to secure that general relaxa
tion of quotas and exchange controls on which the success of the 
monetary alignment was held to depend. 

(a) "International Chamber_ of Commerce, 1936 and 1937. 

The Council of the International Chamber of Commerce, at 
a meeting in Paris on October 16th, 1936, approved a plan drawn 
up by a group of economists, aiming at restoring world-wide 
multilateral trade. Under this plan multilateral agreements, and 
the general use of unconditional M.F.N., were made the ultimate 
objective, but in the meantime bilateral treaties "consciously 
used as an instrument for the demobilisation Of trade barriers" 
were recommended. 

At the biennial Congress of the Chamber, held in Berlin in 
July 1937, a detailed programme was put forward, the essential 
·clements of which 'are similar to those which the Economic Com
mittee was elaborating and published two months later (see 
below). 
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(~) The Buenos Aires Conference, 1937. 

: The fnter-American Conference for the Maintenance of Peace, 
.held at Buehos Aires in December 1936 recommended > 

"That the American States abstain, soofar as possible, from 
raising or augmenting tariff barriers and every other kind 
of restrictions which directly or in,directly hinder interna
tional trade and resulting payments; 

"That immediately, and to the extent that the several 
national economies permit, a policy of abolishing and 
gradually reducing the said excessive oT unreasonable pro
hibitions and restrictions upon international commerce be 
undertaken and carried forward by each of the said States, 
through the conclusion or revision of bilateral economic or 
commercial agreements and treaties and through unilateral 
action by each country .... " 

(c) The Hague Convention, 1937. 

An attempt at concerted actiOn to liberalize trade between 
themselves was made by the Oslo Powers\ Under the Hague 
Convention of May 1937, the Netherlands and the Belgium-Lux
emburg Union agreed to abolish all quotas and to impose no new 
barriers on goods from other members of the group, while Den
mark, Norway, the Netherlands East Indies, Sweden and Fin-
land agreed not to raise tariffs or impose new restrictions. ' 

This Convention was of special interest because it brought 
together countries with different commercial policies, some of 
which afforded tariff protection only, while. others applied quotas 
and one (Denmark) practised ,txchange control. Owing to the 
economic recession and the gathering political crisis, it was al
lowed to lapse after one year (Stockholm Declaration, May 
1938). 

(d) The Economic Committee's S~heme, September 1937. 

In a report to the League Assembly in September 1937, on the 
carrying out of the programme of the Tripartite Declaration,1 

the Economic Committee outlined a scheme of international 

1 League of Nations document C.358.M.242. 1937. II. B._, 
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action for the purpose of restoring normal economic relations. 
Under this scheme, in effect, the countries of Western Europe 
were to relax those restrictions which bore most heavily on tht 
Cei'1tral and Eastern European States, while the latter, relieved 
of their most acute difficulties by such measures, and the provi.,. 
sion of financial assistance, were to reciprocate by the removal 
or relaxation of exchange control. 

The Committee proposed that Governments should make a 
joint declaration on the lines of the Tripartite Declaration of 
September 1936, setting out objectives and methods. 

The Governments', it recommended, ·"should affirm their 
'determination to do away as soon as possible with quotas
with the exception of any whose object is to ensure the ap
plication of industrial agreements aiming at the improve
ment of international economic relations or which are justi
fied by flagrant dumping; to increase substantially quotas 
which cannot be immediately abolished as the consumption 
demand increases; to improve the operation of the quota 
system, so as to avoid so far as possible any discrimination; 
to achieve greater s<:ability in the matter of tariffs, and, when 
necessary, to reduce to a reasonable level duties on goods 
not subject to quotas. Apart from autonomous measures 
which would b~ taken simultaneously, they should signify 
their intention of undertaking a revision, in the same spirit, 
of the provisions relating to quotas and tariff guarantees in 
their commercial agreements, their payment and clearing 
agreements being revised on similar lines for the purpose of 
mitigating the restrictive effects of exchange control. The 
economic programme should be completed by provisions 

'tending to facilitate the freer circulation of raw materials in 
accordance with the recommendations of the Committee en-
trusted with the study of this problem. {See Chapter VIII, 
§3 above.) ' 

"The countries concerned would also have to consider 
whether measures could be adopted to carry further the 
principles of the Tripartite Agreement as regards the relative 
stability of their currencies, either by autonomous undertak
ings or by concerted action. 
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"They would also have to examine what means can hi! 
devis~d for extending the system of free currencies and secur
~ng the. a~olition of exchange controls, the possibility of giv
mg assistance to countries which practise such controls but 
whch are anxious to abandon them and are prepared them
selves to pursue an appropriate financial policy, and, in that 
event, the conditions which would have to be fulfilled for 
such action to be effective. ' 

"Finally, it would be necessary for the countries con
cerned to arrive at some agreement as to tho principles of 
economic and financial management which would have to be 
maintained by the States which are p~rties to the Decla
ration." 

The Committee made it clear that such general economic col
laboration postulated a political settlement and a concerted pol
icy for the limitation of armaments. ,_ 

A point of particular interest is the stress laid by the Com
mittee in the above report on the need of convincing public 
opinion, if the necessary support for the proposed scheme was 
to be forthcoming, that an increase in gen~ral welfare depended 
on an expansion of international trade and that the preservation 
of peace itself was dependent upon the reversal of the prevailing 
autarkic tendencies. 

(e) The Van Zeeland Report, 1938. 

In April-1937 the British and French Governments requested 
the Belgian Premier, M. van Zeeland, to enquire into "the possi
bility of obtaining a general reduction of. quotas and other ob
stacles to international trade'~, M. van Zeeland's report was 
published in January 193 8. His recommendations were very 
similar to those made by the Economic Committee, but some 
were made more concrete and others added.. These may be 
summarized as follows: ., 

Tariffs. 

A general agreement to be concluded between Governments 
not to raise existing duties or impose new ones and gradually to 
reduce exceptionally heavy duties. Reciprocal commercial agree-

' 
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ments to be based on M.F.N. Exceptions to M.F.N. to be ad
mitted in order to allow the formation of group agreement~> aimed 
at lowering tariff barriers, provided these are open t,o the acces
siml of other States. 

Measures of "indi~ect protectionism" to be suppressed. Re
course to be had to arbitral bodies-such as provided in the 
"Procedure for the friendly settlement of differences of an eco
nomic character" instituted by the League in 1932-in case of 
disputes arising, e.g. out of anti-dumping legislation. 

Quotas. 

Industrial quotas to be suppressed and replaced, if necessary, 
by tariffs or "tariff quotas." 

Agricultural quotas to be enlarged, if abolition were impos
sible. 

5' inancial Measures. 

In order to permit countries with exchange control to relax and 
finally abolish it and make the currency adjustments necessary 
for this purpose, creditor countries to remove restrictions on 
capital exports; frozen assets and arrears in clearing agreements 
to be consolidated and credits provided to ease the transition. 

In M. van Zeeland's view a coordinated scheme, embracing 
such measures, could best be carried out within the framework 
of 2. Pact of International Economic Collaboration designed 
"to assist the participants to raise the standard of living of their 
nationals by improving the general well-being". 

Such a plan, clearly, could not be realized without the sup
port of the principal economic Powers, the United States, the 
United Kingdom, France, Germany and Italy. The first stage 
should therefore be a conference of representatives of these 
Powers, which, if they agreed to take part in an attempt at eco
nomic collaboration, might then set up a special bureau to con
sult with other governments and draw up a programme of action. 
The conclusion of the Pact would be the final stage, marking a 
general acceptance of that programme. 

M. van Zeeland made it clear that guarantees would be re
quired, "necessarily political in their nature", that the financial 
assistance, credit facilities or facilities for obtaining supplies 
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~ould not be diverted to serve warlike ends. The success of his 
propos;;:is thus depended on political conditions, which, as is only 
t?oo well kn9wn, were never realised. The only definite action 
,taken to implement any of those proposals was the relaxaclon 
of the British embargo on foreign loans (Yebruary 1938); this 
embargo was later reinstituted. 

3. THE CouRSE OF PoLicY IN THE YE~R FoLLOWING THE TRIPAR

TITE DECLARATION. 

The devaluation of the French franc was immediately followed 
by that of the Swiss franc and the guilder; Belgium, as well as 
the Netherlands and Switzerland, adhered to the Tripartite 
Agreement, and a series of other States-Italy, Czechoslovakia, 
Greece, Latvia, Turkey-adjusted their currencies. Business ac
tivity and international trade received an immediate stimulus; 
and the effects on commercial policy, though limited, were en-_ 
couraging. Before the end of October 1936, tariff reductions 
and/or quota relaxations had been announced in France, Switzer
land, the Netherlands, Italy, Czechoslovakia, and Latvia. 

Although this tempo was not maintained~ a distinct movement 
towards freer trade was noticeable throughout the year following 
the signature of the Tripartite Agreement. It was a period of 
growing economic activity, largely connected with rearmament, 
and of rapid expansion of trade, mainly benveen primary pro
ducing and industrial countries. The scarcity of certain raw ma
terials led to some important relaxations of restrictions in indus
trial countries (e.g., the reduction or removal of duties on iron 
and steel in the United Kingdom, Germany and Japan); a series 
of crop failures accounted for the enlargement or abolition of 
quotas on grain and other foodstuffs in Germany, Italy and sev
eral other European countries; the improved position of primary 
producing countries enabled many of them substantially to relax 
exchange control (Denmark, Roumania, Yugoslav~a) or to abol
ish it completely (Portugal); similarly, Czechoslovakia abolished 
control as regards commercial transactions. 

But the movement was by no means general and the recovery 
on which it was based showed clear signs of instability. The 
devaluation in France was followed by various increases in 
costs, and thus failed to produce the improvement in the com-

' 
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pet'1t1ve positiOn of the country that had been expected. The" 
franc depreciated further in the summer of 1937 and "various 
quota and tariff concessions introduced in September 1936 were 
subsequently withdrawn. A fresh fall in commodity prices began · 
in the early 1lummerof 1937, exerting a renewed strain on the 
exchange position of the primary producing countries. The 
United Kingdom took no )ead in breaching the defences of re
strictions and in Germany and Italy-neither of which acceded 
to the Tripartite Agreement-the drive towards autarky was 
vigorously prose:uted. 



CHAPTER X ,, 

PROPOSALS AND POLICY AT THE ELEVENTH HOUR 

1. PROPOSALS BY INTERNATIONAL BomEs. 

(a) League Report on Exchange Control, 1938 .. , 

In the summer of 1938 a joint Committee, consisting of mem
bers of the Economic and Financial Committees, issued a report 
on exchange controJ.l 

The Committee stated clearly that the responsibility for pro
viding conditions which would enable the exchange-control 

· countries that wished to do so to return to a free-currency sys
tem lay not only with those countries themselves, but also with 
the creditor countries-more especially those industrial countries 
which were pursuing a policy of high agricultural protectionism 
or maintained high tariffs and rigid quota restrictions. 

It considered that, though the time w'as not propitious for 
collective action, there was much that individual countries could 
do on their own initiative. It therefore set out in detail the steps 
which certain countries had been able to take··to relax their con
trols and the principal obstacles to further abrogation. 1V1;any 
smaller countries, it observed, had great difficulties in relaxing 
their controls so long as control was maintained by countries 
which took a large share of their exports, and decontrol, which 
.had been facilitated by the rise in commodity prices and the 
value of world trade which tnok place after 1935, was almost 
impossible during an industrial recession such as had occurred 
in 1937. 

(b) The Lima Conference, December 1938. 

Efforts towards freer trade-and more particularly the trade 
agreements programme of the U.S.A.-were again supported by 
the American States at the Lima Conference of December 1938. 
After denouncing (a) unreasonably high tariffs, (b) quotas, 

1 League of Nations document C.232.M.!31. 1938. II, A. 
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licences, exchange controls and other forms of quantitative re:... 
strictions and (c) discrimination of all kinds, the Lima Con-o 
ference resolved: o 

"To endorse the ne~;otiation of trade agreements, embodying 
the principle of equality of treatment, as the most bene
ficial and effective method of extending and facilitating in-
ternational trade". o 

and recommended the substitution of reasonable tariffs for other 
forms of trade restriction. 

(c) The Economic Committee and the International Chamber 
of Commerce, June 1939. 

In its Observations on the Present Prospects of Co=ercial 
Policy published in June 1939, the League Economic Com
mittee put forward a series of interrelated proposals designed to 
~chieve some progress-whatever the limitations imposed by 
existing circumstances-in the direction of greater freedom and 
equality of trade. Countries desiring to see a "progressive, all
round expansion of trade on the basis of the maximum possible 
freedom and equality" were invited to adopt a dynamic policy 
aimed at a common objective-namely, 'an improvement in 
standards of living the world over". To this end it was hoped 
that each country would examine with every other what tariff or 
other concessions it was prepared to make and anxious to obtain. 
Free currency countries should maintain a liberal commercial 
policy; countries with controlled currencies should relax control 
as opportunity offered and be given e7ery possible help from 
outside. Except in cases of flagrant discrimination, most-fav
oured-nation treatment should not be withheld from countries 
practising exchange control, since any measures tending to divide 
the world still further into two opposing camps would, it was 
considered, de(eat the purpose in view. 

The International Chamber of Commerce, at its Tenth Con
gress (Copenhagen, June 1939), made a bid for political appease
ment through economic appeasement, advocating "a procedure 
and policies which will render unnecessary the movement of 
armies across frontiers and which will substitute therefor an in
creasing movement qf goods, services and capital". "Believing 
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!hat the gateway to peace is still open", it recommended that 
experts ''appointed by each of the Great Powers should formulate 
'"a plan of adjustment which will give to all countries of the 
'world a fair opportunity to share the resources of the world'1 . 

• 
2. ATTEMPTS BY GovERNMENTs TO IMPROVE THE CoNDITIONS 

OF INTERNATIONAL TRADE. 

Among the efforts made in this period to realise some progress 
along the lines consistently advocated by interpational bodies, 
mention must first be made of the later United States tariff agree
ments. 

By the outbreak of the war, the United States had concluded 
agreements-the effect of which on world trade. was enhanced 
through the operation of M.F.N.-with 20 countries, covering 
about 60% of her trade. The most important were the Agree
ments concluded with the United Kingdom (including the British: 
non-self-governing Empire) and Canada 1 in November 1938, 
which not only brought about a reduction in tariffs on a sub
stantial volume of world trade but a relaxation of the British 
Imperial Preference system and thus an extension of the prin
ciple of equal trading opportunity. 

Other moves in the same direction were the Anglo-Irish Trade 
Agreement of April 1938, putting an end to the commercial war 
between those two countries, the abolition of numerous quotas 
by France and Belgium in August of the same year, and the at
tenuation of licencing re~trictions in Australia and Denmark. 

In January and Mardi 1939, discussiors took place between 
representatives of British and German industries, at which the 
broad lines of a far-reaching agreement were worked out regard
ing the allocation of markets for coal and certain industrial prod
ucts on the basis of a system of cartels supported, by the Gov
ernments concerned. This plan, it may be noted, would have 
involved an important modification of British commercial policy. 
The negotiations were abandoned after the occupation of Czecho

slovakia by Germany. 

1 This agreement revised and extended the earlier agreement between the U. S. A. 
and Canada concluded in 1935. • 
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3. THE CouRSE OF PoLicY, 1938-1939. 

The fall in commodity prices in 1937 and the bli:Siness reces: 
sio~l accompanying it were arrested in the course of the following· 
year and trade again moved upwards; but the favorable influence 
of economic factors on commercial policy was henceforth heavily 
outweighed by the politiciJ.l crisis. Faced with the prospect of 
another universal war, the most liberal countries of Europe were 
obliged to take precautionary measures at home involving new 
restrictions-measures such as restrictions on the export of food
stuffs and raw materials, the intensification of agricultural pro
duction, the safeguarding and expansion of vital industries. 

Eleventh hour attempts at economic appeasement in Europe,
for example, the Anglo-German discussions mentioned above
were frustrated by political events. There was a modest revival 
of international lending, mainly in the form of Government loans 

'and export credits, behind which, however, political motives were 
clearly discernible. Otherwise, the main tendencies noted in 
preceding years continued to opetate and were in some cases 
accentuated-the struggle for self-sufficiency; the movement 
towards State regul<>tion of trade; the disintegration of world 
markets; the concentration of trade between members of eco
nomic or currency "blocs" (for example, the United Kingdom 
with the sterling area and the Empire, Japan with her posses
sions and Manchuria, Germany with South-Eastern Europe); 
the simultaneous extension in different geographical spheres of 
relations based on comparatively free trade, individual transac
tions and non-discrimination, and of the system of closely regu
lated, restrictive and necessarily discriminatory trading under a 
regime of exchange control. 

This conflict of commercial policies-the main lines of which 
have been indicated in Chapter VIII above-was a striking fea
ture of the twilight period preceding the outbreak of war. In 

. Germany ana Italy, the rigorous control of capital movements 
and foreign trade had become an indispensible element in the 
policy of mobilising all national resources for purposes of mili
tary preparedness. The maintenance and development of ex
change control in these and the smaller countries which had in
creasingly come under their economic influence was thus essen
tially an aspect of the gathering political conflict.· 



ANNEX 

• 
PARTIES TO INTERNATIONAL AGREEMENTS AFFECTING 

CoMMERCIAL RELATIONSHIPS CoNCLUDED AND BROUGHT INTO 

FoRcE UNDER THE AusPICES oF THE LEAGUE oF NATIONs 

I. CusToMs FoRMALITIES. 

International Convention relating to the Simplification of Cus
toms Formalities. Geneva, November 3rd, 1923. Entered into 
force: November 27th, 1924. 

Australia 
Austria 
Belgium 
Brazil 
United Kingdom 
Bulgaria 
China 
Czechoslovakia 
Denmark 
Egypt 
Estonia 
Finland 
France 
Germany 
Greece 
Hungary 
India 
Iran 

Iraq 
Italy 
Latvia 
Luxemburg 
Morocco (French Prot.) , 
Netherlands 
New Zealand 
Norway 
Poland ' 
Roumania 
Union of South Africa 
Sweden 
Swit:r.erland 
Syria & Lebanon 
Thailand , 
Tunis (French Prot.) 
Yugoslavia 
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II. INTERNATIONAL CoMMERCIAL ARBITRATION. 

1). Protocol on Arbitration clauses. Geneva, September 24th, 
19~3. Entered into force July 28th, 1924. · 

Albania ' Italy 
Austria Japan 
Belgium o Luxemburg 
Brazil Monaco 
United Kingdom Netherlands 

Various. British Colonies, Netherlands Indies, 
Protectorates, Overseas Surinam, Curacao 
territories and territories Newfoundland 
under British Mandate. New Zealand 

Czechoslovakia Norway 
Denmark Poland 
Danzig Portugal 
Estonia Roumania 
Finland Southern Rhodesia 
France Spain 
Germany Sweden 
Greece Switzerland 
India Thailand 
Iraq 

2). Convention on the Execution of Foreign Arbitral Awards. 
Geneva, Septemb'h 26th, 1927. Entered into force July 25th, 
1929. 

Austria 
Belgium 
Belgian Congo & Ruanda

Urundi 
United Kingdom 

Various British Colonies, 
Protectorates, Overseas 
territories and territories 
under British Mandate. 

Czechoslovakia 
Denmark 
Danzig 
Estonia 
Finland 
France 
Germany 

Greece 
India 
Italy 
Luxemburg 
Netherlands 
Netherlands Indies, 

Surinam, Curacao 
Newfoundland 
New Zealand 
Portugal 
Roumania 
Spain 
Sweden 
Switzerland 
Thailand 
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III. AB~LITION OF IMPORT AND ExPORT PROHIBITIONS AND RE-

• STRICTIONS • 
• 

· 1). International Convention (and Protocol) for the Ab6li-
tion of Import and Export Prohibitions. Geheva, November 8th, 
1927. 

• 
2). Supplementary Agreement (and Protocol) to the Conven-

tion of November 8th, 1927. Geneva, July 11th, 1928. 

Entered into force-January 1st, 1930 
Lapsed -June 30th, 1934 

*Austria 
*Belgium 
tUnited Kingdom 
*Czechoslovakia 
tDenmark 
*Finland 
*France 
*Germany 
*Hungary 
*Italy 

t]apan 
*Luxemburg 
tNetherlands and Curacao 
tNorway 
tPortugal 
*Roumania 
*Sweden 
*Switzerland 
tUnited States of America 
*Yugoslavia 

Note-Countries marked • ceased to be bound by these instruments as from July 
1st, 1930; those marked t withdrew between that date and J,une 30th, 1934. 

IV. ExPORTATION OF HIDES, SKINS AND BoNES. 

1). International Agre~ment relating to the Exportation of 
Hides and Skins, with Protocol. Geneva,• July 11th, 1928. En
tered into force October 1st, 1929. 

Austria 
Belgium 
United Kingdom 
Czechoslovakia 
Denmark 
Finland 
France 
Germany 
Hungary 

Italy 
Luxemburg 
Netherlands 0 

Norway 
Poland 
Roumania 
Sweden 
Switzerland 
Yugoslavia 

" 
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2). International Agreement relating to the Exportr.tion of 
Bones, with Protocol. Geneva, July 11th, 1928. ~ntered into 
foRe October 1st, 1929. 

Austria 
Belgium 
United Kingdom 
Czechoslovakia 
Denmark 

*Finland -
France 
Germany 
Hungary 

• Denounced by Finland in 1936 •. 

V. VETERINARY QuESTIONs. 

Italy 
Luxemburg 
Netherlands 
Norway 
Poland 
Roumania 
Sweden 
Switzerland 
Yugoslavia 

1) International Convention for the Campaign against Con
tagious Diseases of Animals. Geneva, February 20th, 1935. En
tered into force March 23rd, 1938. 

Belgium 
Bulgaria 
Iraq 
Latvia 

Poland 
Roumania 
U.S.S.R. 
Turkey 

2). International Convention concerning the Export and Im
port of certain Animal Products. Geneva, February 20th, 1935. 
Entered into force December 6th, 1938. 

Belgium 
Bulgaria 
Latvia 

Roumania 
U.S.S.R. 
Turkey 

3 . International Convention concerning the Transit of Ani
mals, Meat and other Products of Animal Origin. Geneva, Feb
ruary 20th, 1935. Entered into force December 6th, 1938. 

Belgium 
Bulgaria 
Latvia 

Roumania 
U.S.S.R. 
Turkey 
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'\!I. UNifiCATION OF LAws ON BILLS OF ExcHANGE, PROMIS

• • SORY NOTES AND CHEQUES. 
0 

' 1). Convention for the Settlement of certain Conflicts of La~s 
in connection with Bills of Exchange and Promissory Notes, and 
Protocol. Geneva, June 7th, 1930. Entered into force January 
1st, 1934. 

Austria 
Belgium 
Danzig 
Denmark 
Finland 
France 
Germany 
Greece 
Italy 
Japan 

Monaco 
Netherlands 
Netherlands Indies, 

Curacao and Surinam 
·Norway 
Poland 
Portugal 
Sweden 
Switzerland 
U.S.S.R. 

2). Convention for the Settlement of Certain Conflicts of 
· Laws in connection with Cheques, and Protocol. Geneva, March 

19th, 1931. Entered into force January 1st, 1934. 

Danzig 
Denmark 
Finland 
France 
Germany 
Greece 
Italy 
Japan 
Monaco 

Netherlands 
Netherlands Indies, 

Curacao and Surinam 
Nicaragua 
Norway 
Poland 
Portugal 
Sweden 
Switzerland 
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,, 
3). Convention providing a Uniform Law for Bills of Exchanee 

aJJd Promissory Notes, and Protocol. Geneva, June 7th, 1930. 
Entered into fore~ January 1st, 1934. 

Austria 
Belgium 
Danzig 
Denmark 
Finland 
France 
Germany 
Greece 
Italy 
Japan 

Monaco 
Netherlands 
Netherlands Indies, 

Curaco and Surinam 
Norway 
Poland 
Portugal 
Sweden 
Switzerland 
U.S.S.R. 

4).Convention p~;oviJing a Uniform Law f'or Cheques, with 
Protocol. Geneva, March 19th, 1931. Entered into force Janu
ary 1st, 1934. 

Danzig Netherlands 
< Denmark Netherlands Indies, 

Finland Curaco and Surinam 
France ~icaragua 
Germany Norway 
Greece Poland 
Italy Portugal 
Japan Sweden 
Mona<;_o Switzerland 
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• ·5). q;mvention on the Stamp Laws in connection with Bills 
qf Exchange and Promissory Notes, and Protocol. Geneva, June 
?th, 1930. Entered into force January 1st, 1934. 

Australia Italy • 
Austria Japan 
Belgium Monaco 
United Kingdom Netherlands 

Various British Colonies, Netherlands Indies, 
Protectorates, Overseas Curaco and Surinam 
territories and territories Newfoundland 
under British Mandate. Norway 

Danzig Poland 
Denmark Portugal 
Finland Sweden 
France Switzerland 
Germany U.S.S.R. 
Ireland 

6). Convention on the Stamp Laws in connection with 
Cheques, and Protocol. Geneva, March 19th, 1931. Entered 
into force November 29th, 1933. 

Australia 
United Kingdom 

Various British Colonies, 
Protectorates, Overseas 
territories and territories 
under British, Mandate. 

Danzig 
Denmark 
Finland 
France 
Germany 
Greece 
Ireland 

Italy 
Japan ~ 
Monaco 
Netherlands 
Netherlands Indies, 

Curaco and Surinam 
Nicar.agua 
Norway 
Poland 
Portugal 
Sweden 
Switzerland 



PART II 

AN ANALYSIS OF THE REASONS 

FOR THE SUCCESS OR FAILURE 

OF INTERNATIONAL PROPOSALS 



CHAPTER I 

INTRODUCTION 

In Part I of this study, the commercial policy pursued by 
States in the inter-war period was compared w.ith the recom
mendations on the subject made by international conferences, 
committees, and other authoritative bodies. In regard to the 
crucial issues, there emerged from that comparison a striking 
paradox: the international conferences unanimously recom
mended, and the great majority of Governments repeatedly pro
claimed their intention to pursue, policies designed to bring about 
conditions of "freer and more equal trade"; yet never before in 
history were trade barriers raised so rapidly or discrimination so 
generally practised. In spite of this paradox, however, a great 
deal was accomplished by these various intern~tional bodies 
in the field of commercial policy during thP, inter-war period. 

The objects of this second part of the study are: 

(a) to consider the reasons for the success, the partial suc
cess, or the failure of the recommendations of tht! conferences, and 

(b) to draw lessons from those successes and failures. 

We shall have to examine not only the reasons why commer
cial policy followed the course we know it to have followed, but 
also why the recommendations took the for.m they did. "'vVe shall 
have to examine whether the pr;ocedures adopted ·were suited to 
their purpose and to consider the varying fortunes of each group 
of proposals at different periods. Only thus will we be in a posi
tion to draw lessons from the experience presented. 

The great international conferences of the first post-Armistice 
decade aimed at the following main objects: 

(a) the extension of the code of international commercial law, 
. the extension of international commercial arbitration, the gen
eral application of administrative principles tending to facilitate 
trade and the removal of various legal, fiscal and administrative 
obstructions to trade; • 
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(b) the abolition of war-time trade prohibitions and ,controls 
and, later, the removal of the hard core of prohibitions and te>· ' 
sq-ictions that remained in a number of countries;• 

(c) the restoratidn of pre-war tariff practices involving 

(i) the suppression of fighting tariffs and measures of 
tariff warfare; 

(ii) the re-establishment of the system of long-term com
mercial, treaties which had been shattered during the 
war; 

(iii) the restoration of multilateral trade by the removal of 
all forms of discrimination and the widest possible ap
plication of the most-favored-nation principle; 

(iv) greater stability in tariff rates and classifications. 

(d) the elimination of "excessive" or "artificial" rates and, 
c later, the general reduction of tariff levels; 

(e) special agreements between some of the small countries of 
Central and Eastern Europe for the purpose of achieving (b), 
(c) and (d). 

Substantial progress was made in regard to (a)-relatively 
minor matters not affecting the central issues of policy-through
out the inter-wat period, but more especially up to 1930 or 1931. 
On (b) and the various problems falling under (c), the heritage 
of the Great War was partly liquidated and some progress made 
towards a restoration of "normal" practices; but such progress 
was limited and, by and large, all that had been gained-and 
more-was lost after 1929. In regard to (d), the reduction of 
tariff levels-the central recomm~ndation of the World Economic 
Conference of 1927, an objective proclaimed by business and 
labour opinion in almost all countries and to the realization of 
which the States Members of the League of Nations pledged 
themselves in no uncertain terms-nothing whatever was 
achieved, unless one counts as an achievement the temporary 
lull in the protectionist hurricane that occurred in 1927 and 
1928. The efforts to bring about (e) failed almost completely. 

After 1929, as the Great Depression deepened, measures of 
quantitative restriction on trade, exchange controls and open 
and concealed discriminatory practices, again made their ap-
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p~arance, especially in Europe. The International Monetary 
. and Ec~nomic Conference of 1933 and a long series of lesser • gatherings, Gfficial and unofficial, world-wide and continent.11l, 

teaffirmed the basic doctrines set forth at Brussels, at Genoa, and 
at Geneva in the 1920's. By one plan aft~r another-the Oslo 
Pact of 1930, the Ouchy Convention and the Stresa plan of 1932, 
the Tripartite Agreement of 1936, the•Van Zeeland proposals of 
1938--Governments sought to find some practical means of ap-. 
plying those doctrines or of creating conditions which would 
facilitate their application. All those efforts failed; the recom
mendations were practically without effect. 



CHAPTER II 

INTERNATIONAL COMMERCIAL AND FISCAL 
LEGISLATION 

1. PRoPOSALS AND AcHIEVEMENTS 

' Before taking up the problems of commercial policy proper, 
we may deal very briefly with the group of problems in regard 
to which substantial success was achieved. These problems 
were, as stated above, of four kinds: 

(a) the development of an international code of commercial 
law· ' , 

(b) the extension of internat'ional commercial arbitration; 
(c) the general acceptance of certain administrative principles 

tending to facilitate trade; 
(d) the removal of certain legal, fiscal and administrative oh- · 

structions to interna,_tional trade. 
They may be considered together and in roughly chronological 

order: 1 

(i) Simplification of Customs Formalities. 

"The removal of obstacles to trade created by instability in 
administrative and legal measures and the publication of tariffs 
in easily accessible form," which the Genoa Conference had 
recommended, was substantially achieved by the International 
Convention of 1923. This Convention also provided for the 
simplification of regulations and procedure, for greater expedi
tion and non-discrimination in the application of regulations, for 
appropriate means of redress, for greater facilities to commercial 
travellers and for the simplification of formalities regarding "cer
tificates of origin". 

The Economic Committee was able to record in 1927 that 
"striking progress" had been achieved as a result of the Con
vention, which was brought into force in some 35 countries. 

1 For a fuller description, see Part I, Chapters II (§2 and 3), V (§2,c) and 
VII (§2)i.). ' 
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(li) The Prevention qf Unfair Competition. 

• Before the.last War, certain international Conventions relating 
to the suppression of unfair competition had been entered into, 
but the protection thus afforded was inadequate because many 
important States were not Parties, because the practices to be 
repressed were not clearly defined and.because the procedure for 
obtaining redress was defective. 

These difficulties were partly met by the International Con
vention for the Protection of Industrial Property of 1925-
based on drafts worked out by the League Economic Commit
tee-which was brought into force in some 25 States and terri
tories, and by the supplementary international agreement con
cluded in 1934. 

Of greater importance was the development of 

(iii) International Commercial Arbitration. 

It was essential to the efficient functioning of a system of arbi
tration, such as was being built up by the International Chamber 
of Commerce, that the validity. of arbitracion clauses in com
mercial contracts between parties in different countries should 
be recognized by national courts. At the instance of the Genoa _ 
Conference, the League Economic Committee. worked out an 
international protocol for this purpose. This Protocol, which 
was opened for signature in 1923, provided for the enforcement 
of arbitral awards made within the territory in which execution 

. was sought; it was completed in 1927 by a Convention binding 
the Parties-which included all importaot European trading 
countries-to ensure the executiQn of awards given outside their 
territories. The Protocol received over 30, the Convention some 
25, ratifications and accessions. 

(iv) Assimilation of Laws regarding Bills of Lading and Bills of 
Exchange. 

Following the recommendation of the Brussels Conference in 
1920 on this subject, the Hague rules relating to bills of lading, 
drawn up by the International Law Association, were incorpo
rated in an International Convention concluded at Conferences 
held at Brussels in 1922 and 1923. 
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A considerable advance towards the assimilation of laws re~ 
lating not only to Bills of Exchange but also to Promissory Notec ' 
an£1 Cheques was made by a series of six internati6nal Conven-" 
tions concluded undt!r the auspices of the League in 1930 and 
1931. These Conventions were brought into force in the course 
of 1933 and 1934 by some 20 States . 

• 

(v) The Unification and Simplification of Customs Nomen
clature. 

The League's draft Standard Nomenclature and Classification, 
the outcome of recommendations by the World Economic Con
ference of 1927 as well as the Genoa Conference, was published 
in first draft in 1931 and in revised form in 1937. It has been 
applied in many countries as and when tariff revisions have 
taken place and is under study in others. 

~ Among the questions falling under group (d) above, the re
moval of double taxation and also, perhaps, the standardisation 
of veterinary police measures, remain to be mentioned: 

c 
(vi) Double Taxation. 

The work taken up in 1921 by the League in conjunction with 
the International Chamber of Commerce, led, in 1928, to the 
formulation of a series of model treaties, each dealing with a dis
tirl'ct group of taxes. Between 1929 and 1939, some hundred new 
bilateral agreements for the elimination of double taxation, based 
very largely on these League models,, were concluded. 

(vii) Veterinary Police Measures. 

The World Economic Conferences of 1927 and 1933 recom
mended that a code of sanitary regulations should be established 
by international convention which would prevent the spread of 
animal and plant diseases without unnecessarily obstructing the 
trade in animal and agricultural products. The three Conven
tions concluded in Geneva in 1934 and 1935-relating to measures 
against contagious diseases of animals, to the transit of animals, 
meat and other animal products and to the import and export of 
certain animal proJucts-went some way towards realising those 

l 
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opjectives. But the Conventions were brought into force in only 
a very limited number of countries-most of them of minor im
portance in this trade. 

2. REASONS FOR SuccEss AcHIEVED. 

Now, what were the reasons why success was attained on the 
above questions-at any rate as regards (i) to (vi) and not on 
tariff questions and the more serious issues connected with com
mercial policy? Let us attempt to answer the first part of this 
question and leave the second till later. Most of these matters 
related to the legal conditions under which the individual trader 
operated. National laws on these questions had been gradually 
and independently evolved and substantial differences existed 
from country to country which were definitely disadvantageous 
to those engaged in international trade. There was, therefore, a 
strong support for this work of assimilation, and, more important, 
little opposition. Traders as a class wanted this work done, and 
other business interests either wanted it too or were not con
cerned. That was the first reason. 

The second was the widespread desire oP. governments to re
store some reason and order into international affairs. Adminis
trations were ready to co-operate in promoting "freer and more 
equal trade" provided no "sacrifice of national interests"-and 
no substantial sacrifice of private vested interests-was involved. 
This desire was strong enough to induce governments to mod'ify 
their own conduct up to a point, as is exemplified by the Con
vention on Customs Formalities. Governments were prepared 
to modify their administrative practices but not the principles 
of their commercial policy. 

All the questions dealt with above had exercised national ad
ministrations and business circles before 1914. Several of them 
had been the subject of conferences which yielded little or no 
result; others, for lack of any prospect of international agree
ment, had not advanced beyond the stage of study. They were 
taken up after the War under conditions of intensified economic 
nationalism and of acute economic dislocation. That substan
tial progress was made must be ascribed in very large measure 
to a third factor, namely, the creation of a suitable international 
machinery for joint discussion, study and negotiation in the Eco-
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nomic and Financial Organization of the League. The existence 
of this international machinery served a further purpose. "Severa( 
of the international agreements mentioned above were "elastic'f 
and subject to numerous reservations. Their positive effect ac-' 
cordingly depended lhgely on the spirit in which they were ap
plied. The goodwill between responsible officials, brought to
gether periodically at League Conferences or Committee meet
ings, and the informal supervision exercised by the Economic 
Committee, were important elements in determining the real ad-
vance that was <registered. - · 

The success of the double taxation draft conventions cannot 
be explained by the above considetations alone. Not only was 
government policy involved, but also government receipts. It is 
worth noting that the hundred odd bilateral treaties for the re-

. duction of double taxation were negotiated between 1929 and 
1939-a period, that is, during which finance ministers in all 

c countries were more than usually reluctant to make concessions. 
The support of the business world for relief from taxation was, 

of course, assured. But the most important factor may well have 
been the procedure, adopted. The Fiscal Committee of the 
League was world-wide in its composition; consisting as it did 
of revenue officials, it was assured of the co-operation of the fiscal 
authorities of all i,mportant countries, including the United States 
of America; and by framing conventions intended to be used as 
the basis, not of multilateral negotiations, but of such bilateral 
agreements as might be concluded, it achieved that measure of 
uniformity which was compatible with differences in national 
economic structures .and financial practices and provided a 
standard to which countries could gradually conform. 

Mention has been made, perhaps improperly, of the draft 
veterinary regulations-perhaps improperly, because it is doubt
ful whether this work can be classed as a success. But it is con
venient to consider this case here to illustrate two points. The 
London Conference had recommended a general multilateral con
vention. That proved impossible. Why? Because the time for 
multilateral conventions had passed. After the failure of the 

. London Conference, the breaking up of the world into more or 
less antagonistic if .shifting currency groups and the gradual drift 
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,through quantitative restrictions on trade to autarky, the will 
' to conclude such conventions even on questions of minor im
• portance Wi!S sapped. 

But it is not certain that this was the only cause, for t!bese 
veterinary problems were very close to m~jor issues of commer
cial policy. The improper application of regulations concerning 
contagious diseases or the proper application of obstructive regu
lations were one weapon of protection in the armoury of govern
ments. In all important countries, some agricultural interests 
would oppose the surrender of these weapons. • 

Why, then, did governments recommend their abolition if 
they were not prepared to abolish them in fact? Here we return 

. to the central problem regarding commercial policy as .a whole 
in this period, a problem which requires to be considered in con
nection with issues more important than the diseases of plants 
and animals and the use of these maladies for purposes of pro-
tection. 



CHAPTER III 

COMMERCIAL POLICY PROPER, 1919-1929 

1. PROPOSALS AND THE Cou~sE oF PoLICY. 

It will be convenient to deal first with the vital problems of 
commercial policy in the first post-war decade only. After 1929, 
forces were set in motion which had previously exercised little 
or no influence and the nature of the problem was radically 
changed. For a few years after 1925, moreover, non-tariff im
pediments to trade were overshadowed by rising tariffs; after 
1930, the tariff question was complicated by the emergence of 
new forms of trade regulation and finally overshadowed by them. 
'- The early post-war Conferences aimed, as we have seen, at the 
following main objectives; 

(a) the abolition of prohibitions and restrictions, exchange 
controls and excessive export duties on raw materials; 

(b) the restoration of pre-war tariff practices-the suspension 
of fighting tariffs, the conclusion of long-term commercial 
treaties, non-discrilnination and the extension of M.F.N., greater 
stabjlity in tariff rates and classifications; 

(c) the elimination of excessive duties and the general reduc
tion of tariff levels. 

Let us briefly recapitulate the main conclusions of Part I re
garding the degree of success or fai'iure attending those proposals. 

(a) Prohibitions, etc. 

Outside Europe and in several European countries, e.g. Great 
Britain, the Netherlands, Belgium and the Scandinavian coun
tries, such restrictions had almost entirely disappeared by 1920. 
In other European countries, their removal was a slower and less 
continuous process; several countries which abolished their war
time measures of quantitative trade restrictions and exchange 
control soon after t~e Armistice felt obliged to re-impose them 
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, later; _.in Central and South Eastern Europe, where trade had 
• practically ceased by the end of the World War and was only 

gradually r~sumed first on the basis of intergovernmental barter, 
then on that of general prohibitions modified by licence, it was 
not until the middle 'twenties that something approaching a 
regime of unrestricted trading was restored. 

There remained, however, in many countries-and especially 
in Central and Eastern Europe-a hard core of prohibitions and 
quantitative restrictions and it was against this that the efforts 
of the Prohibitions Conferences of 1927-1929 were directed. An 
international Convention was concluded in 1927 under which 
the 29 Parties undertook, subject to various reservations, "to 
abolish within a period of six months all import and export pro
hibitions or restrictions and not thereafter to impose any such 
restrictions". A supplementary agreement for the removal of 
prohibitions and restrictions on exports of (and the limitation of 
export duties on) hides, skins and bones, was concluded and" 
brought into force among the States principally concerned. But 
the mairi Convention-by far the most elaborate and delicately 
balanced multilateral commercial agreement ever concluded
finally failed, owing to the absence of one essential ratification
that of Poland, which considered that certain reservations made 
by Germany jeopardised her economic life. The Convention was 
in fact brought into force in 1930 for a short period by seven 
States, not including any from Central and Eastern Europe• 

But even in that region, the process of whittling down prohi
bitions and restrictions continued, by and large, up to 1930 or 
1931. It may therefore he said that in spite of the very limited 
direct results of intergovernmental action, there was no striking 
contrast between the recomm'endations of international confer
ences on this subject and the results achieved in the first post
war decade. 

(b) Tariff Practices. 

The instability which was a feature of post-war tariff regimes
as reflected in the surtaxes and "coefficients of increase" to meet 
currency depreciation which many governments were empowered 
to introduce and modify without reference to Parliament, as well 
as in frequent changes in schedules-became less marked after 
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1922 or 1923; but nothing approaching the pre-war tariff stability. , 
was ever regained, even after 1927. That failure was one 'aspect 
of the failure to rebuild the system of long-term treaties. ' 

Tt.e commercial agreements concluded in the early 'twenties 
were few and, without'exception, of short duration. From about 
1925, and more especially in the years immediately following the 
World Economic Conferem:e, treaty-making was speeded up
though serious gaps remained-and the treaties more frequently 
provided for the consolidation or reduction of duties. Although 
the numerous treaties concluded in 1927 and 1928 continued to 
be denouncable at short notice, denunciation became less fre
quent. The Franco-German Agreement of August 1927 seemed 
to have laid the basis for a stable system of commercial relation
ships. The consolidation movement was, however, arrested in 
1928 and reversed in 1929. 

The attempt to rebuild the commercial treaty system was 
o:,;losely bound up with the fortunes of the M.F.N. Clause. The 
re-establishment of the Clause as the basis of the commercial re
lationships between States was one of the few real successes of 
the first post-war decade in the sphere of commercial policy 
proper. The United Gtates adopted the unconditional form of 
the Clause in 1922; Italy became its advocate in 1921, joining 
forces with the United Kingdom and other traditional upholders 
of the Clause, together with Germany and her ex-allies, to break 
down the opposition of France and Spain. France returned to 
the Clause in her agreement with Germany in 1927 and Spain 
adopted it in 1928. 

The generalisation of the M.F.N. Clause was, however, not ac
companied by any general extension of 'National treatment' to 
foreign traders and firms, as was .the case before the war; and 
efforts, culminating in the International Conference on the Treat
ment of Foreigners in 1929, to secure the recognition of a body 
of liberal principles to be observed in this connection, met with 
little success. Nor did the Clause in fact go far towards meeting 
the problem of discrimination, which was effectively practised 
by means of tariff specifications so detailed that only the Parties 
to a bilateral negotiation were likely to benefit from the tariff 
reductions agreed upon. Anti-dumping and countervailing duties 
were further sources of alleged discrimination, but these factors 
declined in importance as the decade advanced. 
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•• ~he ~eal~y fundamental issue in the efforts to restore pre-war 
~ tanff practices centered around the problem of tariff bargaining. 

fTarifs de COPlbat' were a far more serious obstacle to trade than 
·before the war owing to the increased margin allowed for bar
gaining and the hitherto almost unheard o( practice of enforcing 
the inflated bargaining tariffs first and negotiating afterwards. 

Such changes in methods reflected the increase in the intensity 
of tariff bargaining. Never had there been such general reluc
tance to grant the smallest concession without a more than com
pensatory counter-concession, never were concessions in tariff 
treaties so limited in number, small in degree and difficult to se
cure at any price. 

On the whole, neither the methods of tariff bargaining nor the 
spirit in which it was conducted were substantially modified 
throughout the inter-war period, though, as mentioned in Part P, 
the German and French Governments officially stated that their :o 

treaty of August 1927 would have been much more difficult to 
conclude "if the Parties had not been able to rely upon the 
principles laid down by the World Economic Conference and to 
benefit by the atmosphere created by i~s di§cussions." 

(c) Tariff Levels. 

In the early post-war years in Europe, the level of duties was 
a preoccupation quite secondary to other forms of trade restric
tion and the tendency towards increased protectionism wag in 
many cases concealed by currency depreciation which tempo
rarily reduced the effective height of duties. But within a few 
years-and more especially after the stabilization of most of the 
European currencies-it became clear that Europe was following 
the road that had been taken by the United States in 1921 
(emergency duties on agricultural products) and 1922 (Ford
ney-McCumber Tariff). The new tariffs worked out all over 
Europe were not only higher than their predecessors; they were 
also--as we have seen-far less frequently and less substantially 
reduced by negotiation. Indeed, there was a continuing tendency 
towards tariff increases, effected by means of successive partial 
reVISIOnS. 

1 Chapter V. 
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Up to about 1925, the main increases in tariffs referre9 to in-. 
dustrial products; after 1925, agricultural duties in Italy, Ger-

0 

many and France led the upward movement. For two years fol
loWing the World Economic Conference, the general upward' 
tendency was checke3, though not arrested. Proposed increases 
in a few countries (France, Norway) were moderated and in a 
few others some actual reductions in duties were effected by 
bilateral treaties and by autonomous action (Czechoslovakia, 
Canada); but these reductions were outweighed by increases 
elsewhere, especially on agricultural products. From the middle 
of 1929, a wave of agricultural protectionism swept over Europe 
and the interlude during which the issue of greater world integra
tion or greater national isolation had seemed to hang in the bal
ance was past. 

The storm centre of the high protectionist movement in Europe 
lay in the Danubian region. The Peace Treaties provided that 

: Austria, Hungary, and Czechoslovakia might form a preferential 
customs 'bloc'. This remained a dead letter. Equally ineffective 
were the recommendations of the Supreme Economic Council, the 
Brussels Conference and the Portorose Conference and the pro
tracted efforts of theoEconomic Committee which have been de
scribed in Part I. 

2. REASONS FOR SucCESS AND F AlLURE IN REGARD TO THE ABOLI

PTION OF PROHIBITIONS AND RESTRICTIONS, EXCHANGE CON

TROLS, ETC. 

The bulk of the war-time prohibitions and restrictions on im
ports and exports wen';. removed in the United States, the United 
Kingdom and certain other count;,ries shortly after the Armistice, 
because there was a clamour for their removal. In other coun
tries, as we have seen, they were removed or gradually whittled 
down in the course of the following 10 years. The efficient cause 
of this demobilization of quantitative restrictions lay in the fact 
that most governments, reflecting public opinion, did not desire 
to maintain quantitative control of trade as a permanent system. 
They postulated that the pre-war system was the normal and 
natural system and their opinion was reinforced by the declara
tions of International Conferences and Committees. Exchange 
control, widely enforced in the post-armistice years by European 



-115-

countries in a weak financial position, was likewis; generally con
demned, The restoration of financial stability in Europe-to

., wards which the League of Nations made a noteworthy contribu
#on-enabfetl one country after another to decontrol foreign -tx-
change operations. o 

Why was the demobilization of quantitative restrictions a slow 
and uneven process in many countries? 

In many parts of Europe, scarcity of raw materials and food
stuffs made governments reluctant to abandon export controls in 
the immediate post-war years, while currency fluctuations ren
dered the abolition of import controls difficult. Countries with 
depreciating or weak currencies maintained, and in several cases 
(e.g. France in 1922, Poland in 1925) re-imposed import controls 
in order to strengthen their balance of payments. They believed 
that this could be more easily done by checking imports than by 
allowing the depreciation of currency to stimulate exports, espe
cially as currency depreciation was liable to become cumulative : 
and "self-inflammatory" owing to its effects on confidence. 
Moreover, they wished to avoid the rise in domestic prices conse
quent upon depreciation. Various countries with stable or rela
tively stable currencies maintained or re-impDsed controls to pro
tect their own industries against "exchange-dumping". In every 
European country, the United Kingdom not excepted, certain 
prohibitions were maintained in order to foster.industry or con
serve resources considered necessary for national security; and in 
certain cases, such controls were used as an instrument of ccm
mercial warfare aimed at weakening the position of potential 
enemies. 

It must not be forgottei1 that actual fighting continued in parts 
of Europe until 1922 and that.it was only after 1925 that the 
danger of fresh conflicts receded into the background. The 
Locarno Agreements of October 1925 opened a more hopeful pros
pect for Western European relationships; but in the same month, 
war between Greece and Bulgaria was only averted by a hair's 
breadth. 

The passing of the conditions of scarcity, the restoration of po
litical and monetary stability and the introduction, in one coun
try after another, of new and higher Customs tariffs rendered 
possible the gradual removal of the bulk of prohibitions and re
strictions on the European continent. In the~ restoration of sta-
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bility, the financial reconstruction of Austria marks an important 
date. The Hungarian reconstruction scheme likewise cont"ribute( ., 
At the Geneva Customs Conference of 1923, the r~presentative 
of .Hungary stated that his Government "might be obliged to· 
maintain the system •of prohibitions owing to economic and cur
rency reasons". Early the following year, in accordance with a 
recommendation of the L~ague Financial Committee, Hungary 
abolished her whole system of export prohibitions and licences 
and, with the introduction of the new tariff later in the same 
year, also abolished her import prohibitions lists. More im
portant still for its effect on European commercial policies was 
the stabilization of the mark in 1924; the German import licence 
system was, moreover, abolished in 1925 when Germany regained 
her tariff freedom. 

But why was the process of demobilising prohibitions never 
completed? The clue may be found in a sentence from the reso
lution of the League Assembly of 1924 governing the League's 
efforts to secure an international agreement on the subject. The 
Assembly decided that "provisions relating to the vital interests 
of States shall not be affected". The interpretation given to this 
phrase 'vital interes<:s' ·was largely determined by two funda
mental factors in the political situation at that time: doubts 
about the maintenance of peace and mutual mistrust. Govern
ments were prepned to advocate collectively policies which im
plied trust to some limited extent. But when each government 
severally was faced with the need for formulating its own indi
vidual policy and taking sovereign action, it felt unable to act 
on the assumption that the political risks of which it felt con
scious did not exist. l-Ienee, at no stage of the negotiations be
tween 1927 and 1929 were the majority of European Govern
ments prepared to forego their control over the export of certain 
products essential for their own national defense and important 
for the purpose of bargaining with other governmcnts.1 Nor 
were the majority of governments prepared to guarantee that the 
removal of import prohibitions would not be neutralized by pro
hibitive tariffs, by arbitrary veterinary regulations or other 
weapons of "indirect protectionism". They were not prepared 
altogether to abandon their power of direct control over the 

1 Reservations regarding export prohibitions on scrap metal were maintained by 
10 continental governmef$s, including all the principal metal producers. 
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!pOSt important lines of trade with each and every country or to 
• renoun~e completely the most convenient instruments for exer
"cising that control. 

• 
In addition to the political causes mentioned above, there ~ere 

profound economic causes of the unwillingness of governments 
to accept, in their commercial policies, the logic of the resolutions 
to which they had subscribed. These economic causes may be 
more conveniently considered· in connection with tariffs, which 
gradually replaced prohibitions to a very large extent as an in-
strument of protection. · • 

The 1927 Convention, for all the reservations maintained by 
many of its signatories, would have involved the removal of a 
very wide range of prohibitions and it must not be forgotten that 
this Convention nearly succeeded. The whole course of the mul
tilateral negotiations for the purpose of bringing the Convention 
into force would have been facilitated and the specific hitch 
which was the immediate cause of the breakdown-namely, the ." 
commercial war between Germany and Poland-possibly avoided 
had the hopes of general tariff reductions entertained in 1927 
been, even in small measure, fulfilled. General agreement re
garding both the partial removal of proh:bitions and some re
duction or at least stabilization of tariffs might conceivably have 
been achieved had inter-governmental negotiations for the latter 
purpose been begun in 1927 instead of 1930. , 

3. REAsoNs FOR GENERAL FAILURE-AND SPECIFIC SuccEssis

OF PROPOSALS AIMING AT THE RESTORATION OF "NORMAL" 

TARIFF PRACTICES AND THE CoMMERCIAL TREATY SYsTEM. 

The slow and very incompltte response to the recommenda-· 
tions of Conferences that pre-war tariff practices and tariff rela
tionships should be restored was due partly to special and tempo
rary, partly to general and more permanent, causes. 

Long-term treaties and the consolidation of rates were im
possible when 

(a) specific rates were employed, as in Europe, and the future 
of most currencies was highly speculative; 

(b) new States, and States which had been enlarged or trun
cated, did not know how their economy WO!.!,ld work out; 
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(c) new tariffs were almost everywhere in preparationl 

(d) there were grave political risks and uncertainties; 
• 

(e) many governments were faced with pressing social prob- · 
lems-unemployment•or low standards of living among certain 
economic groups-the solution of which might require, inter alia, 
some manipulation of tariff, rates; 

(f) prices on world markets-· -as distinct from prices expressed 
in fluctuating n'ltional currencies-were violently oscillating. 

The same factors rendered the acute instability of rates and 
classifications in the early post-war years inevitable. It should 
be added that the paucity of even short-term agreements in the 
five or six years following the Armistice was largely due to the 
attempts vainly made by France in this peri9d to withhold 
M.F.N. treatment. 

By the time the World Economic Conference met in 1927, this 
last factor as well as (a), (b) and (c) had ceased to operate. 
Factor (d) was less prominent but, like (e) and (f), still of 
importance. There r~mained a condition of uncertainty, politi
cal as well as economic, which made governments hesitate to 
take the risk of binding themselves for more than a very short 
more than possible that governments would have been prepared 
to enter into Ionge~ term commitments. Under the leadership of 
Mr .• Hull, many governments actually did so after 1934, despite 
the effects of the depression. 

The vicissitudes of the M.F.N. clause can be broadly explained 
in a few words. All countries feel a certain reluctance to extend 
to third parties "concessions" wh~ch are made as a result of a 
bilateral bargain. This feeling is likely to be enhanced ( 1) at 
a time of international tension and ill-feeling, (2) if one or more 
of the potential beneficiaries under the operation of the clause 
has raised insuperable barriers against the exports of the country 
granting the tariff reduction, and ( 3) if one or more of those 
beneficiaries employs not only non-negotiable but high rates of 
duty. The tension in Europe and the tariff policy of the United 
States (as well as the introduction of prohibition in that coun
try, damaging the wine-producing countries) explain the attitude 
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.t-oward~ M.F.N. and the effective discrimination practised by 
, .other means in a large number of European countries in this 

period. • 
Nevertheless, most of these countries--oincluding the sihall 

countries in a weak bargaining position-found that on balance 
their interests lay in a general adoption of the clause. A guar
antee of equality of treatment for th~ir exports in foreign mar
kets was indispensable even if of limited value, and the only hope 
of obtaining it lay in guaranteeing equality in their own markets. 
A general reduction in trade barriers was also desired and it was 
assumed-at any rate in the early 'twenties-that the most hope
ful method of achieving this lay in creating a network of treaties 
containing th.e clause. France and Spain ultimately adopted 
M.F.N. after their experience of the difficulties of negotiating on 
a basis of pure reciprocity. 

If the recommendations of the Conferences regarding M.F.N.-::> 
were formally fulfilled, effective discrimination by methods which 
did not violate the letter of the clause continued to be widely 
practised. The art of specifying individual positions in the tariff 
was developed to an extent that frequentlY rendered tariff con
cessions of little or no value to third parties. For other reasons, 
too, the clause itself became increasingly discredited. It was felt 
that instead of facilitating, the clause tended to obstruct the re
duction of tariffs by means of bilateral or muldlateral agreement, 
owing to the reluctance of governments to make conces~ons 
which would be generalized by it. This was the result, mainly, 
of two causes: first, the refusal of the United States to reduce its 
own very high tariff by negotiation while claiming to benefit 
from any tariff reduction negotiated between European countries; 
secondly, the opposition of certain countries-notably the United 
Kingdom, the United States and the British Dominions-to dero
gations from strict M.F.N. practice permitting the conclusion of 
regional or similar agreements for tariff reduction, the benefits 
of which would be limited to the participants. This second point 
was important-for when it became apparent that multilateral 
negotiations on an almost universal scale were not likely to suc
ceed, certain groups, especially the Oslo group of countries, were 
anxious to achieve the general objects advocated in international 
conference within a more restricted area. !-lad general support 
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of such endeavours been forthcoming, it is possible that the • 
practice of reduction through group agreements might have• 
spread and the groups gradually have extended theil" size. Such 

~ . 
a procedure might haye been less favourable to world trade as a 
whole than the rapid conclusion between a large number of coun
tries of bilateral treaties embracing the M.F.N. clause, but not 
less favourable than the failure to grant concessions owing to the 
quasi-universal implications of M.F.N. 

The causes of the persistence of tariff warfare are extremely 
complex. Political tensions provide a partial explanation; so 
does the accident that at the time that many of the new European 
tariffs were published, negotiations were impossible and the 
tariffs had consequently to be enforced before they could be re
duced by agreement; so, again, does the fact that, if used by one, 
fighting tariffs tend to be used by all, in self-defence. 

But all this does not really explain why trade was consistently 
"'regarded as a form of warfare, as a vast game of beggar-my

neighbour, rather than as a co-operative activity from the ex
tension of which all stood to benefit. The latter was the premise 
on which the post-war conferences based their recommendations 
-a premise accepted 'by all in theory but repudiated by almost 
all in practice. It was repudiated in practice because, as the 
issue presented itself on one occasion after another, it seemed 
only too evident tl'iat a Government that did not use its bargain
ing rower would always come off second-best. In the inter-war 
period, States were taking over the competitive struggle from 
individual manufacturers and traders, between whom competi
tion was being attenuated by the rapid growth of trusts and 
cartels and the extensiofi of Government control in various forms . 

• 
4. CAusEs oF F AlLURE To AcHIEVE A REDUCTION IN TARIFF 

LEVELS. 

(i) Causes of the Post-war rise in Tariff levels. 

To understand the causes of the rise in tariffs in Europe, it 
must be remembered that in the early post-armistice days, tariffs 
scarcely counted and trade was controlled by quantitative restric
tions. These restrictions, together with the currency chaos, 
meant or produced great disequilibrium in national price levels, 
and governments wsre afraid of jumping into the cold water of 
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• an extremely tumultuous world price ocean. They therefore 
, .tended·not to jump but to impose tariffs more or less equivalent 

to prohibitiqns, with the intention of reducing them through ne
•gotiations. This, indeed, was the course recommended by'"the 
Genoa Conference. " . 

Many of these countries were new or had acquired new or lost 
old territories and had to create or reorganize their administra
tive systems. They were afraid to take risks. They had to 
nurture new populations. They did not know how the industrial 
organization of their territories was going to hang together, and 
felt incapable of elaborating a carefully thought-out commercial 
policy. The safest thing to do seemed to be to impose high tariffs 
all around and protect everybody. 

They were ignorant of world markets and those markets them
selves were disorganized. Their old trade connections had been 
severed and to many of the small new states the cost of creating 
an export market, of appointing consuls, sending salesmen, etc., 
was prohibitive. Nor had they the capital necessary to reor
ganize their industrial life. Inevitably, their primary concern 
was to secure at least the home market to their existing industries. 
Inevitably, their attitude towards foreign t~ade was defensive. 

So, for somewhat different reasons, was the attitude of the 
majority of the larger European countries. These countries, 
owing to changes in the economic structure of' the world, had in 
many cases permanently lost foreign markets and certain inqus
tries which previously, as dynamic exporters, had upheld fre~ 
trade principles, now dema'nded protection. Governments were 
under pressure to protect war-expanded industries in order to 
keep in employment some part of the plant and labour which had 
become excessive. ' . 

Economic re-adjustment, particularly in the older industrial 
countries, was rendered extremely difficult by the increased 
rigidity of their economic structures, a rigidity arising not only 
from the normal conditions of large-scale industrial economies
heavy capital investment and a high degree of labour specializa
tion-but also from the resistance of organized labour to wage 
reductions. Readjustment, again, was discouraged by the un
certain future of world markets. There was thus every induce
ment to buttress up existing industries by aU, appropriate means, 

"' 
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including tariff protection. Where new and more promisiJ<~g lines , 
of production were attempted, tariff protection was likewise re-., , 
quired. • • • 

In countries with ~table or relatively stable currencies, cur-
rency depreciations elsewhere reinforced the demands for protec
tion by industries threatened by "exchange-dumping". German 
dumping had similar effect"s. Eithe:r straight tariff increases or 
special "anti-dumping" duties were introduced in one country 
after another to.meet such "abnormal" foreign competition. 

In the primary-producing countries outside Europe, the process 
of industrialization had been accelerated during the war owing to 
the curtailment of supplies of manufactures from the old in
dustrial countries. Tariffs were raised-in some .countries, for 
example Australia, to very high levels-for the purpose of safe
guarding the existence of the newly established industries against 

• the revival of foreign competition. In other words, the war had 
created a high measure of protection all around and governments 
were afraid of undergoing the deflationary process incidental to 
its reduction. 

The immediate ca~Ases of the steep rise in the United States 
tariff in 1921 and 1922 are set out by the United States Tariff 
Commission in the following words: 1 "After the World War, 
there arose a dem6J.nd for tariff revision which was intensified by 
currency depreciation in European countries, particularly in Ger
maity. Industries which had grown up or expanded during the 
war were fearful of the increased foreign competition, and a 
severe decline in agricultural prices in 1920 caused the farmers 
also to advocate increa~es in tariff rates'. In response to this de
mand, the Congress enacted the .Emergency Tariff of 1921 and 
later the Tariff Act of 1922. These acts raised the general level 
of tariff rates to a position approximating to that which pre
vailed prior to 1913." 

In fact, the fears of foreign competition entertained by the 
American producers-agriculturists as well as manufacturers
would scarcely have withstood the test of objective analysis. The 
real explanation of post-war tariff policy in the United States lay 
in the widespread belief in the desirability of high tariffs as such. 

1 U. S. Tariff Commi .. ion. Trade Agreement between the United States and 
the United Kingdom, W:l'shington, 1938. Vol. I, p. 30. 
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.This pQint will be dealt with more fully in connection with the 
• .further strengthening of United States tariff protection in 1930.1 

• One effect- of United States tariff policy on European polic:;ies, 
namely the reluctance to grant tariff reduc,tions from which the 
United States would benefit under M.F.N., has already been 
noted. Another, of still greater importance, was the develop
ment of a position of highly unstabl~ equilibrium under which 
the constant deficit in the payments position of European debtor 
countries vis-'a-vis the United States was covered, and could only 
be covered, by a flow of United States capital to Europe on a 
vast scale. This precarious situation broke down when the net 
outward movement of United States capital ceased in the middle 
of 1928.2 Thep.ceforward, European countries were under increas
ingly severe pressure to curtail imports in order to adjust their 
foreign payments position. 

While this specific factor did not make itself seriously felt until 
1929, pressure on balances of payments had exercised an influence 
several years earlier on the new tariffs of weak-currency countries 
in Europe. This pressure on national currencies provides one 
explanation of the high duties on luxury an!l unessential imports 
invariably found in Central and Eastern Europe; another factor 
was the need for revenue. Of all taxes, customs duties are the 
easiest to impose and to collect. The Ministries of Finance of 
those impoverished countries-in which, on the one hand, in
direct taxation was responsible for a high proportion of natiWtal 
revenue and, on the other, military preparations, subsidies and 
social services, as well as debt obligations, called for very heavy 
expenditures-were insistent that the duties on luxury articles 
should be high. High duties on such gooas also reflected a wide
spread and natural desire in "countries lacking capital to en
deavour to prevent luxury expenditure and promote saving. 

Let us return to consider the forces and the arguments favour
ing increased protection for national industry. We have men
tioned the grounds on which industries claimed such increased 
protection and some of the reasons why those demands were met. 
But there were others of no less importance. It was considered 
desirable in almost every country, to build up certain lines of 
producti~n of importance for national defence, and to assist that 

l~~~lK 0 • 
2 There was a short temporary revival of U. S. Capital exports to Europe m 1930. 

u 
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development by preventing foreign competition. Even th'e
United Kingdom protected "key industries"; but it was on the- ' 
European Continent that the memories of the bl~ckade were 
mo~t vivid and the le~sons of that war-time experience most fully. 
drawn. The industrial States fostered their agriculture, the agri
cultural States their industry, in pursuit of a greater measure of 
self-sufficiency and securi~. 

In the new, mainly agricultural, States, there were, it is true, 
special politico-strategic reasons for rapid industrialization. Each 
of those States desired to consolidate its hardly won political in-· 
dependence by economic independence; each was suspicious of 
one or more of its neighbours and conscious of the precariousness 
of its own position; each knew that military powc;r depended in 
large measure on national industrial production. But the main 
reasons leading to policies of industrialization in the agricultural 
countries were undoubtedly social and economic. Throughout 

• the greater part of the period under consideration, many of those 
countries had a surplus agricultural population. Most of them, 
as well as their larger neighbours with a more mixed economy, 
had sent a steady stream of surplus labour overseas before the 
war and were seriously affected by the new restrictions on immi
gration, more especially in the United States. The agricultural 
unemployed could only be absorbed by industry; industry had 
therefore to be b"uilt up and for that purpose tariff protection 
seejped to be indispensable. Protection was made general in 
many cases because the plans for industrialization were amor
phous. · . 

The position of agricultural countries· became more difficult 
and the need to protect industry more pressing when the great 
industrial countries increased their agricultural protection. The 
movement was ushered in by the "Battle of Wheat" in Italy and 
the new agricultural duties in Germany in 1925. Like the indus
trialization movement which we have just discussed, it was con
ditioned partly by the wish to utilize to the full the resources 
available at home when emigration was checked and export 
markets difficult to penetrate, partly by the desire for self-suffi
ciency, partly by other considerations, social as well as economic. 
It was held to be desirable, in terms of social stability, to main
tain a prosperous and numerous peasantry, to check the long
continued drift to t'he towns. As a result; in part, of the expan-

c 
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sion of O¥erseas production which the war had stimulated a wide 
<>J'ilargin had developed between the trends in agricultural' and in

dustrial pricoo · (the "scissors"); farmers had a grievance and 
were sufficiently powerful politically to enforce acceptance of 
their demands. 

In Germany and in England, there was a deep-lying (though 
still but half recognised) economic reason for protecting and 
fostering agriculture. Both these great industrial States had 
reached a stage in economic evolution at which a large proportion 
of their exports took the form of capital goods, a form of trade 
peculiarly sensitive to economic fluctuations. When this stage 
is reached, insurance against fluctuations may become more im
portant than Il\aximum income in the optimum year. That in
surance can be effected by diverting productive activities to agri
culture and to industrial consumption goods. It was so effected 
in both countries. 

Thus the highly industrialized countries at the one end of the 
scale and agricultural countries at the other endeavoured to se
cure a better balance by developing miscellaneous consumption 
goods industries-while in one agriculture waxed and in the other 
it waned. Between these two extremes, lay the truncated in
dustrial States, Czechoslovakia and Austria, in which the labour 
mobility factor took a special form. These Sta~es protected in
dustry to secure at least their home market, and agriculture, in 
part for rural-political reasons, in part in the hope of re-absorbipg 
some of the surplus industrial population. Had they regained 
their old markets in Danubia, that surplus would not have 
existed. Two alternative policies lay before them-the one which 
they adopted (and possibly carried too fa:r), the other that of 
constructing customs unions or some form of preferential customs 
regime with the other succession States. A customs union would 
have saved their industry and lessened their need for agricultural 
protection. But for it to have been economically sound (or ac
ceptable to the other States), labour mobility would have been 
indispensable. The surplus agricultural labour from all parts of 
the customs union would have had to be granted the right to 
move to the industrial centres anywhere within its frontiers. 
That solution was incompatible with young nationalism. Partly 
for that reason, partly because of the conflicting interests of other 
Powers, it was never pressed by conferences. Nor was the estab-
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lishment of a preferential regime seriously advocated, &wing to 
the rigid M.F.N. ideas that were current, particularly in Anglo
Sae:on countries. As we have seen in Part I, Chapter IV, Aus
tria almost succeed~d in negotiating preferential arrangements 
with Czechoslovakia and Italy in 1925; but the attempt failed 
owing to Italian insistence that all Czechoslovak concessions to 
Austria should be extencfed to Italian products. 

Between 1922 and 1929 the United States enjoyed a period of 
great and incrtasing prosperity. In this prosperity agriculture 
shared, though it benefited less than industry. Foreign compe
tition was scarcely a serious factor in any section of economic 
activity. Yet before the collapse of 1929, even before the end of 
1928, it was clear that the United States tariff v1as going to be 
raised above the formidable level of 1922. 

The explanation has frequently been given in terms of political 
pressure exercised first by the farming and later by the industrial 
groups-the sort of pressure which has been important in all 
countries and constitutes indeed a major problem of govern
ment.1 But this explanation is insufficient, for it begs the ques
tion why those sectional groups thought that they would benefit 
from still higher tariffs all round. Nor is it sufficient to point 
out that those who knew they would benefit pressed for higher 
protection whilecthe others were content to follow their lead, for 
it would still be necessary to explain that amenability. The real 
explanation of the United States tariff of 1930, as well as that 
of 1922, would seem to lie in the existence of a deep suspicion of 
import trade as an element of disturbance and depression and a 
belief in the beneficiat effects of economic isolation, a belief based 
on the experience of the precediqg half century or more, during 
which the United States had grown to be the greatest and most 
prosperous industrial country in the world under a system of high 
tariffs. The Fordney-McCumber Tariff was a development of 
that trend, which persisted in spite of the fundamentally changed 
position of the United States when she ceased to be a debtor 
country and became the world's greatest creditor. 

1 The present commercial policies of the world constitute a kind of bastard social
ism, conceived not in the public interest but pressed upon Governments by strong 
sectional organizations." Sir Arthur Salter: The Framework of an Ordered Sodety, 
Cambridge, 1933, p. 17. 
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(ii1 NoUJ, near was Europe to accepting conference doctrine in 
• • 1927-1929? 

. For some two years after the meeting of the World Econ01r.ic 
Conference, the rise in tariffs, which had hitherto been both 
steep and continuous, was checked, though not entirely arrested. 
The hopes of gradual tariff demobilization aroused by the Con
ference were wrecked in 1929. It is important, however, to con
sider how near the world was to accepting the doctrine of the 
Conference in 1927-29. Was the failure due to accidental causes? 
How far did errors and omissions in procedure contribute? Was 
it the inevit.able result of certain of the factors considered above? 

At the Conference, it was realized that a general demobiliza
tion of tariffs would at best be a slow process. Any substantial 
reduction in tariffs, to which, by and large, national industrial 
structures had adapted themselves, would have involved par
ticular sacrifices and general deflationary consequences which no 
government could lightly accept. Little immediate result was 
therefore expected from autonomous action. States were recom
mended to begin by removing barriers "that gravely hamper 
trade" and had been imposed "to countera<!t the effect of dis
turbances arising out of the war". 

Greater hopes were placed in bilateral action for the conclusion 
of arrangements under which, on balance, botl! parties should 
benefit. But here, too, it was clear that progress would be slow 
and difficult owing not only to the high tariff of the United 
States and the opposition to European preferential agreements, 
but also to the non-negotia.ble character of the tariffs of some of 
the principal trading countries of the world.• The last factor was 
of considerable importance. It was not so much the level of the 
United States tariff as the fact that it could not be reduced by 
negotiation that made countries with negotiable tariffs reluctant 
to enter into agreements among themselves for tariff reductions, 
since such reductions would constitute a non-compensated con
cession to the world's greatest exporter. The United Kingdom 
and the Netherlands, the two countries which had not introduced 
a high protective system and were particularly interested in 
general tariff demobilization, were likewise unable to take part 
in negotiations for reciprocal tariff reductions. Since their duties 
were at that time not subject to reduction by agreement, they 



-128-

were unable to offer tariff concessions against the cqncesswl<ls 
they sought to obtain from others.. r ~ 

Various delegations to the World Economic Conference ·de
sired the Conference to enter a forthright recommendation in 
favour of negotiabl~ tariffs and the matter was subsequently con
sidered at length by the Economic Committee. But, whatever 
advantages negotiable tariffs offered for the purpose of bilat
eral or multilateral agreements, it was impossible to disregard 
the fact that the principal European countries with the non
negotiable system were those whose tariffs were the lowest. It 
would have been patently ridiculous to denounce the low- (or 
no-) tariff countries for their abstention from tariff bargaining. 
The position was, of course, changed in the early 30's, when 
those countries abandoned their traditional free-trade or quasi 
free-trade position. 

The relatively small results achieved by autonomous and bi
lateral action in 1927 and 1928 do not by themselves afford any 
evidence that further results might not have been gradually 
achieved had the depression not occurred and had United States 
tariff policy followed a different course. That the manner in 
which the problem of collective action was approached was open 
to question is argued in Chapter V below; but it is possible that 
more could have been achieved in those two years had the idea of 
collective action- been taken up with greater enthusiasm. During 
the whole of that period, indeed, no direct negotiations between 
Governments for the purpose of collective tariff agreements were 
attempted and the Economic Committee, which had been in
structed by the League Council to ,explore the possibilities of 
agreement, found itstlf thwarted at every point by technical dif
ficulties and conflicts of private Interest-factors which, had Gov
ernments been generally and genuinely determined to secure such 
agreement, might well have been overcome. The Committee re
ported in March 1928 that there appeared to be no prospect of 
achieving general tariff reduction by means of standard percent
age reductions or the fixing of maximum scales. As with national 
~rmam:nts some years later, so with national tariffs, it proved 
tmposstble to find an acceptable general principle on which re
ductions by different States, with widely varying systems and 
degrees of protection, might be based. The Committee then pro
posed to make a &tart with groups of commodities-semi-manu-
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factures,.such as cement and aluminium-in regard to which the 
"wospects of general agreed tariff reduction seemed least dim. 
After more tlaan a year of negotiations with the representati~es 
of the national industries concerned, it reported that no progress 
could be made. The main technical reasons for this failure ap
pear to have been as follows: a) each national tariff being 
adapted-in theory at least-to the national economic structure, 
action restricted to one group of products tended to upset the 
balance of the tariff as a whole; b) since a reduction in the pro
tection afforded to semi-manufactures would constitute an in
crease in the protection afforded to the finished goods made from 
them, it was difficult to confine action to the first class of com
modities; and c) the essence of international trade being the ex
change of different kinds of goods, it was far from· easy "to find 
within a single group of commodities that compensatory factor, 
which ultimately underlies every commercial agreement".1 

It was not until the autumn of 1929, when the post-Conference 
lull was over and the danger of a renewal of active tariff warfare 
acute, that the governments decided to attempt direct collective 
negotiations for a general reduction of tariff~. But by the time 
the Tariff Truce Conference met in February 1930, the oppor
tunity had passed. Had the opportunity been seized in 1927 or 
even in 1928 when the fate of the Prohibitions Convention hung 
in the balance, it is possible that a tariff truce might have been 
concluded and some tariff reductions agreed between countr~s 
most directly affected by the prevailing tendencies, which might 
have been followed by bilateral and group negotiations for more 
permanent stabilization and further reductions. The fact that 
the necessary stimulus to intergovernmental action was lacking 
in those fateful years reflects the fear that each country felt when 
faced by the practical implications of applying the policies all or 
almost all advocated. For the application of those policies would 
inevitably have involved an initial shock, a reduction in prices, 
unemployment in some industries, not offset at once, perhaps, by 
increasing employment in others, the protests of those adversely 
affected and the political dangers of these protests. It also re
flects the absence of any clear popular conception, even in the 
countries that were leaders in the movement, of the ultimate 

1 Report of the Economic Consultative Committee: Secon<J.Session, Geneva, 1929. 
League of Nations document C.l92.M.73. 1929. II. 
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goal of freer trade policies and the consequent failur_!! of the 
World Economic Conference to evoke strong popular support f<;>r, 
its recommendations. The idea of freer trade was :got effectively 
linked to that of increased welfare in the public mind, nor the 
idea of greater ecoC::omic isolation with that of diminished wel
fare and increasing dangers of international friction. 

Had a greater measure of popular support been forthcoming, 
had Governments acted with greater resolution, had oppor
tunities been fully exploited, some advance in the direction of 
tariff demobili~ation might clearly have been expected. But it 
is important to bear in mind the limitations to which any such 
move would have been subject. Fundamental problems would 
have remained and deep-lying tendencies and forces continued 
to operate which make it scarcely conceivable "that the broad 
lines-as distinct from the accidental features-of policy pursued 
in most European countries could have been very different from 
what they were. To make this point clear it may be well to pick 
tip again the thread of the argument contained in the preceding 
section. 

Some of the factors contributing to higher tariffs which we 
have indicated were temporary phenomena arising out of the 
Great War; they made an early post-war rise in tariffs inevitable 
but they had largely worked themselves out by the end of our 
period. Some, of more enduring influence, sprang from what it 
isc now generally agreed were errors in human judgment and 
policy. Amongst such may be ranged the whole familiar catena 
of mistakes from the endeavour of certain governments to protect 
an incompetent or unfavourably situated industry at one end of 
the scale to the two 'major volitional causes of the distortion of 
trade and commercial policy in "the period; the endeavour to ex
tract large-scale reparations from Germany while restricting im
ports from that country and the failure of the United States to 
adapt her commercial policy to the fundamental change in her 
balance of payments. The pressure by the debtors to meet their 
obligations led to an unstable balance which ultimately collapsed 
and the general feeling of economic insecurity was one of the most 
pervasive causes both of the desire of governments to isolate their 
countries behind high tariffs and of their reluctance to move out 
of that isolation a1.1d incur the hazards of a world economy. 
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, ·But the really fundamental factors were those arising out of 
"we stage of economic evolution reached and the precarious eco

nomic situation of many European countries, and the impact.on 
those basic economic conditions of the ferment of nationalism 
and the instability of the post-war world. These phenomena were 
interdependent; the course of policies was determined by a com
bination of the forces they produced." But their respective in
fluences can be distinguished. 

We have noted with what circumspection and with what scant 
results autonomous tariff reduction was recommended. This was 
due to the fact that, while each country believed that the tariffs 
imposed by others were damaging to it, it believed that its own 
were an asset I}Ot readily, certainly not gratuitously, to be sac
rificed. There was, that is, no general belief that each extension 
of the division of labour would bring about an economy in pro
duction and hence an increase in welfare, or that each country 
must gain, even if the degree of gain varied, from a general re
duction in trade barriers. 

The economy in the more highly industrialized States had be
come so rigid that the advantages of lower tariffs were seriously 
questioned. When the factors of production could be shifted 
with relative ease from one occupation to another and full em
ployment of resources might reasonably be exp~cted, a lowering 
of tariffs should, it was argued, lead to an international speciali
zation from which all would benefit, without creating too much 
disturbance in the process. But in the post-war world, full em
ployment of resources was quite generally not attained in in
dustrial states. Labour had become highly specialized and im
mobile; wage and price adjustll!ents were extremely difficult to 
effect. The lowering of tariffs would have involved an inrush 
of foreign goods, forcing down certain prices in a highly rigid 
productive and price structure, and increasing unemployment in 
certain industries without any manifest certainty of increasing 
employment elsewhere. 

In the face of this situation, which was more generally felt in 
the bones of the politician and the business man than expounded 
by the pen of the economist (though gradually it was quite fully 
expounded), the recommendations of the various conferences we 
have considered appear at first sight paradoxical. But in fact 
the paradox may have been more ap.parent than real. The lesson 
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to be drawn is rather that the possibility of achieving tariff r~.: 
ductions at any moment was dependent on the phase of the ' 
tra.:le cycle reached at that moment, than that no reduction wae 
possible or desirable.' No reduction could be attained save under
conditions of general prosperity, relatively full employment and, 
preferably, rising prices. ,The date for the 1927 Conference was 
thus well chosen, though the slump came too quickly. 

But the influence of the trade cycle on commercial policy was 
more profound and more positive than this. .It did not simply 
determine the timing of action, it directly affected the attitude 
of the business world and of Governments to the whole problem 
of foreign trade. This point is one which will need further con
sideration in connection with the policies pursued after 1929, 
but it requires to be stated briefly here. As observed above, the 
richer industrial States had reached a stage of economic de
velopment and of wealth at which consumers' demand had be
come more erratic, more susceptible to sudden contraction, than 
in areas and periods in which a very large proportion of demand 
consisted of the bare necessities of existence. Throughout the 
whole inter-war pedod Governments were becoming more con
scious of the risks inherent in this unstable demand, the risks 
of depressions and unemployment, and of the obligations which 
.those risks imposed on them. With this growing sense of re
sponsibility developed the fear that, if the economy of a coun
tr-Y were largely dependent on uncontrollable foreign supplies and 
demands, the government's power to influence economic activity, 
to avoid or overcome a depression, would prove inadequate. 

This factor was perhaps not of m~jor importance during the 
'twenties; it became of dominant importance after 1930; but it 
resulted directly from secular changes in economic and demo
graphic structure, certain of which had been greatly accelerated 
by the war of 1914-1918. By the later 'thirties, a stage had been 
reached in the whole process of economic evolution at which it 
was becoming obvious that, were Governments only willing to 
cooperate, the solution to these difficulties lay not in isolation 
and contraction, but in joint efforts to overcome the trade cycle 
itself. Indeed a Delegation of the League of Nations appointed 
to report on this subject was in the middle of its labours at the 
outbreak of the p~esent war: In reviewing the. development of 
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po1icy during this period, it is important to remember that the 
cwar itself broke off the work in hand . 

. While the highly industrial and richer States had reached. a 
stage of economic development which rendered them peculiarly 
sensitive to depressions, many agricultural States were eager to 
develop their industry both in order to absorb surplus agricul
tural population and as an insurance against the risk of violent 
changes in the prices of their agricultural exports and in their 
balances of payments. It was inevitable that they should demand 
a high degree of protection for their new industries and find it 
difficult to reduce that protection later. It is not so obvious why 
they should have been unwilling to reduce duties on the wide 
range of indusq;ial articles which they did not produce and had 
no immediate prospect of producing. The purpose of the duties 
on such goods was threefold: to produce revenue, to encourage 
the establishment of foreign industries within the country and to 
restrict the volume of non-essential imports in order to safeguard 
the national balance of payments and currency. These countries 
were poor, they were greatly in need of foreign capital, they were 
apprehensive of any action that might co!ilpromise their cur
rencies or render them unable to meet their heavy foreign obli
gations. How could they be expected to apply the recommenda
tions of the 1927 Conference until and unless .those problems 
were at least in the way to finding a solution? Nor would the 

. application of the Conference recommendations by the indus
trial countries have greatly assisted them, for agrarian protec
tionism was only in its early stages in 1927-1929 and the tariffs 
attacked by the Conference were the indus!rial tariffs by which 
the agricultural countries were, <jS exporters, only indirectly af
fected. 

The problem constituted by the multiplicity of small and poor 
economic units in Central and Eastern Europe, heavily indebted 
to the Western World, was extremely complex and purely eco
nomic measures could only have made a partial contribution to 
its solution. Among such economic measures, however, the 
primary need was for a constructive plan to facilitate the de
velopment of their industries and for help in the execution of 
that plan. Since no action along these lines was initiated, it is 
understandable that the agricultural countries were unwilling to 
take the risks involved in any liberal~zation of their tariff policies. 
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So far, we have discussed the instability and insecurity of the 
post-war world mainly in terms of internal economic and sociol 
co,\lditions; but the effects of external elements of· insecurity on 
c~mmercial policies. were no less fateful. The extent to which 
the international commercial relationships existing before the first 
World War depended upon confidence in political stability, in 
the stability of foreign currencies and in the contractual honesty 
of States is perhaps insufficiently appreciated. Such conditions 
provided the framework essential to long-term commercial agree
ments and stable tariff policies. That framework, shattered by 
the war, was never fully restored. It is true that currencies were 
gradually stabilized and the memories of the Russian debt re
pudiation and the indirect defaults resulting from the deprecia
tion of currencies partly forgotten by the later 20's. It is true 
that the years immediately following the World Economic Con
ference were the heyday of international political co-operation in 
the inter-war period; they were also the heyday of international 
economic co-operation. But one must not overestimate the ex
tent of the return of confidence, especially in the political world. 
Reporting in 1931, <the Sub-Committee of Economic Experts set 
up by the Commission of Enquiry for European Union expressed 
the opinion that "the economic development of which Europe 
stands so much ·in need is dependent upon an assur'!nce of lasting 
peace; in the absence of this assurance, the nations are not con
tent to become dependent upon one another for food, raw ma
terials, or the basic products of industry".1 

That chronic lack of confidence in permanent peace in Europe 
was really of fundamental importance. It was fundamental be
cause European Governments inevitably tended to approach the 
problem of commercial policy primarily from the angle of na
tional defence and national power; if they endeavoured to en
hance the economic welfare of their peoples, to find solutions for 
economic and social problems, they sought to combine these ends 
with the overriding political end and to refrain from policies in
compatible with the latter; inevitably, their commercial relation
ships with other countries, and more especially those directly 
feared, were imbued with the spirit of conflict rather than of co
operation. 

1 League of Nations" document C.(ilO.M.125. 1931. VII. 
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• Accen~uating the instability and insecurity which we have dis
cussed, and in turn aggravated by them, nationalism was a force 
~~nsistently r~sisting the forces making for greater world integra
tion. In the violent forms which it assumed. in certain countr1es 
of Central and Eastern Europe, it was the product of the Great 
War, the result of the enhanced sense of national unity and of 
the xenophobia aroused in the gigantie: struggle of peoples and 
nationalities, the result of the history preceding the liberation of 
subject peoples. 



CHAPTER IV 

COMMERCIAL POLICY, 1930-1939 

1. SuMMARY oF PRoPoSALS AND THE CouRSE OF PoLICY. 

The evolution of commercial policy in the inter-war period falls 
into two phases of almost equal duration. From 1920 to 1929, in 
spite of an almost constant rise in tariff barriers, the general trend 
of policy was, as we have seen, towards a return to something 
like the pattern of pre-war commercial relationships; from 1930 
to 1939, in spite of the momentous change in United States 
policy after 1934, in spite, too, of the temporary relaxation of 
restrictions in many countries, as. post-depression recovery 
reached its zenith, the general trend was set with increasing force 
towards greater national economic isolation and new forms of 
inter-State economic relationships. 

The prospect, gradually confirmed in the course of the year 
1929, of a further strengthening of protection in the United States 
on the one hand, and the deepening of the economic depression 
in the primary [i!roducing countries and its spread to the United 
States and other industrial countries, on the other, marked the 
t1aning point. The immediate effect of the first factor on policies 
elsewhere was very marked; and when the Hawley-Smoot tariff 
finally passed into law in June 1930, numerous countries promptly 
raised their tariffs. But its direct effect on the course of world 
policy in the years that followed became of secondary importance 
compared with its indirect effect in deepening the world eco
nomic depression, each phase and aspect of which brought its 
own baleful consequences. 

The characteristic developments in commercial policy under 
the stre8s of the depression may be very briefly recapitulated: 

(i) The collapse of markets and the fall of prices led each 
country to endeavour to protect its price structure and to main
tain, as far as it could, both the level of domestic employment 
and th_e. stabilit;v of its currency by keeping out foreign goods 
and se1zmg for 1tr own exports the largest possible share of the 
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dwindling foreign market. Recourse was had almost everywhere 
~Q the classical method of economic defence, namely the raising 
of tariffs. • 0 

(ii) The financial crisis of the summer of"1931, involving the 
breakdown of the structure of multilateral settlements and ac
cordingly an increased pressure on the .balances of payments of 
many countries, was followed by currency depreciation in many 
countries .and a welter of new and more formidable trade re
strictions. 

New tariffs were introduced (for example, in the United King
dom) and existing tariffs raised, and other forms of restriction, 
exchange control, quotas, etc., made their appearance and soon 
came to oversh:tdow tariffs as obstacles to trade. The speed 
with which this movement spread to almost all countries of the 
world is explained by the intricate manner in which the active 
and passive trade balances of each country depend upon one 
another and dovetail into those of other countries. 

(iii) Most of the countries which abandoned the gold standard 
or further depreciated their currencies following the lead of the 
United Kingdom-the British Dominions, • the Scandinavian 
countries and numerous other countries in Europe, Latin America 
and Asia-linked their currencies to sterling. The United States 
dollar was allowed to depreciate in April 1933. • 

Four currency groupings thus emerged: (1) the gold bloc
France, Switzerland, the Netherlands, Italy (until 1934), Bel
gium and Luxemburg (until 1935 )-maintaining the parity of 
their currencies and full conyertibility; (2) countries maintaining 
an artificial parity by means of exchange control (Germany, Italy 
(after 1934), in varying degrees ct!rtain of the primary producing 
countries of Europe); (3) countries with depreciated and con
trolled exchanges (most Latin-American countries. and some 
European countries such as Greece and Czechoslovakia); ( 4) 
countries with depreciated and free exchanges. 

These currency developments had profound effects "on the 
course of international trade and on commercial policies. 

(iv) The countries of the fourth-and to some extent, Amer
ican countries of the third-group were in a position to pursue 
policies of domestic reflation, without recourse to extreme meas
ures of trade restriction. The fair degree of currency stability 

0 
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within the sterling area facilitated an expansion of trade'betwe'eh 
the members of that group. o <" 

,The devaluation acted as an added barrier to imJforts from and 
stimulated exports t:o the countries with over-valued exchanges. 
These countries, whose position was thus seriously aggravated, 
resorted to increasingly stringent measures to restrict imports 
and encourage exports. " 

( v) Recourse to import quotas on a large scale was character
istic of the de£ensive measures adopted by countries of the "gold 
bloc." In France, there was a special reason for quotas, in that 
numerous items of her tariff had been consolidated for long 
periods. 

(vi) In the countries practising exchange-control, quotas were 
supplemented by the rationing of foreign exchange for the pur
chase of imports. Exchange-control was rapidly developed into 
an instrument for the purpose of minimizing the need for, and 
maximizing the acquisition of, free foreign exchange. This pur
pose was achieved mainly through the use of bilateral clearings. 

(vii) Clearings were first established in order to enable cer
tain free-currency oountries to collect the service of debts from 
and continue some trading with, countries with controlled cur
rencies-particularly Germany, which declared a moratorium on 
the transfer of ~ebt payments in 1934. The countries with con
trolled currencies established clearings in order to trade among 
themselves. 

(viii) The closing of the established channels of trade and the 
breakdown of the world-wide multilateral system of settlements 
provoked attempts by many countries to develop their exchanges 
of goods and realize a systelll of settlement within restricted 
areas. Thus, the United Kingdom and France expanded their 
imperial trade. Germany sought new outlets and sources of 
supply in Central and South Eastern Europe and in Latin Amer
ica. Certain of the smaller European countries endeavoured
though on the whole with small success-to expand their mutual 
trade by means of regional trade agreements. 

The ~cute difficulties of settlement experienced by many debtor 
countnes gave rise to the problem of "commercial access to raw 
materials." 

(ix) With cer~ain notable exceptions (for example, the efforts 
of the Oslo group), the ab~ve developments were accompanied 
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l>Y the creation of new or the extension of existing preferential 
s.rstems and the emergence of new forms of commercial discrim-

"ination. By. the Ottawa Agreements of 1932, and the Import 
Duties Act adopted in the United Kingdo.m the same yeaP, a 
general preferential system within the British Commonwealth 
and the Colonial Empire was established. The German trading 
methods were frankly and flagrantly ~iscriminatory. Through 
the use of exchange-control and quantitative restrictions, the 
M.F.N. clause lost much of its value in European commercial re-
lationships. • 

The lowest point in the depression was reached in most coun
tries around 1932/33. The four or five years that followed were 
a period of recovery, slow and uneven at first, rapid and general 
in 1936 and the·earlier part of 1937. After a recession in 1937/38, 
the year· preceding the outbreak of war was, in general, one of 
renewed economic recovery. 

As we have seen, after the economic and monetary disloca
tion of the early 20's, emergency trade restrictions had been 
gradually relaxed and the old pattern of commercial relationships 
in part restored. The course of post-depression policy in Europe 
in the thirties was fundamentally differed. Except during a 
short interval between 1935 and 1937-more especially after the 
devaluation of the "gold bloc" currencies in the autumn of 1936-
the general tendency was towards the extension rnd consolidation 
of trade restrictions. Measures that had been adopted for de
fensive purposes became permanent instruments of offensive 
policy. Germany and Italy pursued autarky as a primary ob
jective and exerted politiql pressure to bring the smaller coun
tries of Eastern and South Eastern Europe within their economic 
orbit. In Germany and Italy atld to a lesser degree their satel
lites, state control over foreign trade was extended to cover 
individual commercial transactions, and a centralized system of 
state regulated trading superseded the system of competitive 
trading by individual merchants. 

A restraining influence on the spread of these tende~cies was 
exercised by the United States under the Reciprocal Tariff Agree
ments programme of 1934. The United Kingdom, though not 
unaffected by the trend towards bilateral trade regulation, also 
threw her weight into the balance in favour of the maintenance 
of the basic institutions of an international tmding system. 

& 
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The new te~dencies towards intensified trade restrictions anq 
discriminations were denounced, as is related in Part I, by evety,.. 
important international gathering held between 1930 and 1939. 
An:ong the measures proposed as means to the desir~d ends, some 
related directly to commerciat policies, others to the removal of 
the conditions underlying those policies. Proposals of the first 
kind were largely concerPed with tariffs. The most important 
were: 

· (i) The Tariff Truce, as a first step to multilateral or simul
taneous bilateral negotiations. This was rejected at the Geneva 
Conference of 1930, but, under strong representations from the 
United States Government, accepted by almost all countries for 
the period of the Monetary and Economic Conference of 1933. 
The "Oslo Group" in 1930 adopted a procedure'"for notification 
of, and appeal against, tariff increases within the group. It 
proved impossible to extend this practice or even (as proposed 
by the League Council in 1935) to obtain a general agreement 
providing for one month's notification of changes in tariffs or 
other restrictions. 

(ii) The allowance of permanent exceptions to M.F.N. -in case 
of agreements between groups of States for the purpose of re
ducing tariffs, urged by the Commission of Enquiry for European 
Union (1931) and the Preparatory Committee for the London 
Conference of 1933, as well as by the Montevideo Conference of 
American States (December 1933), and frequently taken up 
later, for instance, as part of the van Zeeland plan of 1938. The 
Ouchy Convention of July 1932, concluded between the Nether
lands, Belgium and Luxemburg, was. the test case. It failed, 
owing primarily to the refusal of the United Kingdom either to 
become a party or to forego its rights to benefit by the proposed 
tariff reductions. 

(iii) Bilateral agreements, based on M.F.N., for the reduc
tion of tariffs. These received the special commendation of the 
Montevideo Conference and, after the re-orientation of United 
States policy in 1934, found a prominent place in subsequent 
Conference recommendations as a practical and hopeful approach 
to the tariff problem. · 

In the latter part of this period, the Hull agreements brought 
about a reduction. in tariffs affecting a substantial volume of 
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'Yorld trade as well as an extension of the principfe of equal trad-
• ing opportunity. 
'• ( iv) As regards quotas, a gradual enlargement of industrial 
. quotas with"a view to their ultimate removal and improvem~nts 
in the quota system so as to avoid discrimination were recom
mended (e.g. by the Economic Committee, 1933 and 1937). The 
replacement of industrial quotas by ~tariff quotas" and the en
largement of agricultural quotas were likewise proposed (van 
Zeeland, 1938). A direct attack on quotas was made by the Oslo 
Group in 1937 under the short-lived Hague Convention. 

( v) Payments agreements were recommended in preference to 
clearings agreements, so long as the retention of exchange-control 
made such arrangements necessary. As regards the method of 
decontrol, the ,League Committee on Clearings (1935) proposed 
that commercial transactions should first be liberated, private 
compensation encouraged and the free rate of exchange allowed 
to prevail in a gradually expanding field of operations. Between 
1935 and 1937, there was a fairly widespread movement towards 
a simplification and relaxation of control measures along the 
lines adumbrated by the League Committee. 

There were obvious limitations to what t:ould be achieved by 
-means of a direct attack on the problems of high tariffs, quotas 
and exchange-control. The really central problem was how to 
remove or attenuate the force of those depre$sion factors that 
were considered by Governments-rightly or wrongly-to make 
the retention of such measures inevitable. 

One important factor, it is true, was the severity of those very 
restrictions on the world's principal import markets. Confer
ences and Committees consistently emphasized the special re
sponsibility of the richer and. the creditor countries vis-a-vis 
those that were impoverished and indebted. An element in every 
programme, from Stresa in 1932 to the van Zeeland plan in 1938, 
aiming at the restoration of free exchanges in Central and Eastern 
Europe was the opening of the Western, and particularly of 
Western European, markets.- Very little was done in this di
rection. 

But no less vital were the problems of indebtedness, of the 
cessation of long-term capital movements, of "hot money", of 
currency uncertainties, of discrepancies between national price
levels and last, but not least, of low commodjty prices. In very 
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rough outline, 'the main recommendations of Conferences on, 
these financial issues were as follows: , r 

1) Currency stabilization was held to be of wimary im
port1lnce. The proposals in this sense put forward by the Pre- · 
paratory Committee of the Monetary and Economic Conference 
failed when the United States was unwilling to enter into any 
undertaking regarding the future value of the dollar, but virtual 
dollar-sterling stability was achieved in 1934. Thenceforward, 
the best hope of extending the area of stable currencies was seen 
to lie in bringing about an orderly devaluation of the "gold bloc" 
and as many as possible of the controlled currencies. The at
tempt made under the Tripartite Agreement in 1936 to achieve 
this result was only partially successful owing to the subsequent 
decline in the French franc. 

2) If an alignment of over-valued currencies was a condition 
of stabilization, it was also urged as a condition of removing the 
wide discrepancies between national price-levels which had arisen 
partly owing to differences in currency policy and domestic eco
nomic policies, partly owing to trade restrictions. While such 
discrepancies remained, the retention of controls to bolster up 
artificially high price~levels was clearly inevitable. 

3) The raising of commodity prices was considered no less 
essential. This task was approached from various angles. In 
the early years of- the depression, the most urgent problem fac
ing the European Conferences appeared to be the collapse of 
the 'export prices of European agricultural products and various 
schemes for the revalorization of such products were proposed. 
These schemes came to nothing, although some help was forth
coming through the negotiation of bilateral agreements of dif
ferent kinds between those countries and European importers. 
A more general approach was through international commodity 
controls, as proposed by the Preparatory Committee and a Com
mission of the Monetary and Economic Conference of 1933. The 
Wheat and Sugar Agreements of 1933 and 1937 respectively were 
the some~hat limited results of these efforts. The most impor
tant of the Preparatory Committee proposals however was to 
raise commodity prices through the reflationa~ effects of a cheap 
money. policy. This policy, though not open to the "gold bloc" 
countnes, was successfully pursued within the dollar-sterling 
area. 
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• · 4) Debt settlement, with financial assistance to countries 
,.anxious to abandon exchange control and align their price struc

ture by an Qrderly devaluation, was recommended by successive 
'conferences. None of the general schemQS of which such 

0
pro

posals formed a part came to anything; but outside support for 
the purpose of facilitating decontrol was forthcoming in the case 
of Austria and a few countries which relaxed their controls be
tween 1935 and 1937, while a large number of provisional ar
rangements between debtors and creditors were .made under the 
general pressure of events. 

2. REASONS FOR THE CoMPARATIVE INEFFECTIVENEss oF CoN

FERENCE PROPOSALS. , 

The restraining influence exercised by international Confer
ences and Committees and the aid which they afforded to those 
anxious to promote more liberal policies must not be overlooked. 
Among the developments in line with their recommendations, the 
most important were the historic reversal of United States tariff 
policy in 1934 and the drive for lower tariffs and M.F.N. under
taken by the United States in the years> that followed. The 
League Economic Committee's defence of M.F.N. as the essential 
basis of pe-aceful international trading and the last barrier against 
all-out trade warfare may be described as a sucGessful "rear-guard 
action". Tariff discrimination was throughout held in check even 
in Europe and although quantitative restrictions are inherently 
incompatible with M.F.N. and were indeed normally applied on 
the basis of reciprocity, there was a constant pressure on Govern
ments to apportion quotas and foreign t?.;~Cchange on some basis 
of at least historical equity. • 

Other achievements to which international action contributed 
were: the Tariff Truce of 1933 and the agreements for consulta
tion in regard to tariffs and other restrictions concluded between 
the Oslo countries; the reflation based on cheap money and de
preciated exchanges carried out within the whole sterling area 
under the leadership of the United Kingdom, which was of the 
greatest importance in checking the trend towards further re
strictions in those countries; the currency alignment of the "gold 
bloc" in 1936, followed by temporary relaxation of trade restric
tions; the substantial improvements in the administration of 

• 
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quotas and exchange-control and finally the actual measures of 
decontrol taken by several countries between 1935 and 1937. , , 

The influence of the inter-American Conferences, the Con~ 
gres~~~es of the International Chamber of Commer~e and the · 
League Assembly and' Committees, was clearly salutary; that of 
certain .other gatherings (notably the London Conference of 
1933) was, as stated below,, probably on the whole unfavourable. 

The partial achievements of international action, however, 
only serve to qualify the failure to prevent the disintegration of 
the world tradihg system. The proposals of the Conferences 
either remained a dead letter or were applied on too small a 
scale or within too narrow an area to offset the opposing trends. 
In spite of the gradual recovery in economic conditions after 1933 
and the removal or attenuation of many of the economic factors 
which had led to the imposition of quantitative restrictions, no 
substantial or permanent relaxation of such restrictions ensued. 
The political, centrifugal forces prevailed. 

There was little hope of reversing economic tendencies once 
those political forces had gained momentum. But why did the 
efforts made in the early thirties to arrest the trend towards eco
nomic isolation fail? " 

The first answer to this question is that at the beginning of 
the depression there was a quite inadequate knowledge of the 
concerted measure:; between countries, or even within each coun
try, by which recovery from a major depression might be brought 
about. The pressure of the social problems to which the depres
sion gave rise forced governments to take some action, however 
piecemeal, at least to relieve distress. To eliminate as far as pos
sible influences coming from abroad seemed to diminish for a 
time, at any rate, the economic dangers so obscure and so threat
ening. The proposals put forward with international authority 
for maintaining some measure of freedom in trade relations were 
directed rather against one of the secondary effects of the de
pressio~, n~mely the drift towards isolationism, than against the 
depressiOn 'itself. And when constructive proposals for restoring 
economic activity-for instam:e, the cheap money policy recom
mended by the London Conference Preparatory Committee
were made, agreement on them could not be reached. 
~here was. indeed iii those early days no plan for concerted 

actiOn to relieve the- depression; the machinery for executing a 
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plan, had there been one, was embryonic; there was no accepted 
.,cprpus of doctrines for national action. Sauve qui peut. 

The momestum of the depression was such that it could only 
have been arrested by courageous and constmctive policies ca're
fully timed and unhesitatingly applied by at least the major in
dustrial countries acting in unison. But the momentum was un
even, and, as the League Economic Committee observed, "the 
situations which the crisis created in the several countries were 
so different that a concerted-or even analogous-,policy was im
possible."1 It is clear from the context that reference is made 
here to political possibility and, in this sense, the weight of the 
argument can be appreciated if one contrasts, for example, the 
favoured positiqn of France in the early years of the depression 
with that of the debtor countries who were desperately struggling 
with the transfer problem created by the reversal of the flow of 
foreign capital ·and the steep fall in the prices of primary 
products. Concerted action might have saved the situation if 
governments had known what action to concert; but it is at least 
improbable that they would have agreed on a programme of con
certed action at a time when the shadow oi the depression had 
scarcely crossed the frontiers of some of the most important of 
them. 

Can we assume that concerted action might have been 
achieved, had the depression been less acute, had situations been 
more similar, had different countries not been hit at different 
times and in different ways, had the impossibility of escaping by 
purely national measures of defence been more fully understood? 
Clearly not. In the absence of any real k~owledge of or unani
mity of opinion regarding methods of combating depression, in
dividual and cut-throat measures were to be expected. France, 
the United Kingdom and the United States of America pursued 
divergent policies on the basis of different and incompatible 
theories: In the United Kingdom, the new tariff beca~e a vital 
element in a recovery based on cheap money and the abandon
ment of the gold standard; currency depreciation was conceived 
as an instrument of reflation in the United States; while French 
policy pursued the then orthodox deflationary course. 

1 Remarks on the Present Phase of International Economic 'Relations, Geneva, 1935 . 
• 
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If successful concerted action postulated agreement on que'sA 
tions of economic policy, at least between the leading Powers, ire, 
also postulated a degree of international solidaritq far greater 
than at any time showed signs of developing-a willingness on 
the part of all countries, and especially the richer and more 
powerful, to abstain from defensive or discriminatory measures 
harmful to others, a willi11gness on the part of creditors to accept 
goods in payment of debt obligations, whatever the effect on their 
price le'9'els and employment situation. But there were two other 
factors of steadily increasing importance working against the ac
ceptance of the recommendations made in favour of more liberal 
trade policies during the depression: (a) the obstructions im
posed by what were in fact the semi-concealed military policies 
of certain states; and (b) the inhibitions caused by recent ex
perience which rendered many of the recommendations unaccept
able. Of these inhibitions, by far the most important was the 
fear of inflation which was deeply imbedded in the minds of the 
public in all those countries that had passed through a period 
of hyper-inflation in the 20's. This fear, coupled with a wide
spread misunderstanding of the nature and causes of inflation 
led the government~ of many of those countries to reject im
mutably all proposals in favour of devaluation. 

The new restrictions were thus a consequence of the various 
forces brought ifito play by the depression (above all the po
litical effects of mass unemployment), of the revival of old fears 
ana of the lack of any agreed policy for dealing with the depres
sion. They became entrenched as part of national recovery pro
grammes and political systems and thus persisted in spite of the 
attenuation of many/of the economic conditions that had pro-
duced them. • 

The breakdown of the Monetary and Economic Conference of 
1933 (when some constructive proposals were put forward) was 
of fateful consequence for the subsequent course of economic poli
cies. The world's hopes of finding a basis on which international 
trade could be revived were turned to that Conference. The 
very magnitude of those hopes served to enhance the psycho
logical effect of the Conference's failure, which helped to confirm 
every country in the belief that it must solve its depression prob
lems and plan for recovery itself as best it could. But while . . , 
recogmzmg the adverse psychological effects of that failure it 

c ' 
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re1nains .of course true that neither currency measures alone (in 
the narrow sense of that term) nor the reduction of trade barriers 
would have sufficed to restore economic activity or to put the in
ternational financial mechanism into workine; order. Indeed,>flo 
proposals which failed to deal with, for instance, the problem of 
short-term capital movements and the breakdown of the world 
system of multilateral settlements, could have proved more than 
a temporary palliative. To some extent it is true to say that the 
disequilibria in international trade were the cause of the trade 
barriers rather than caused by them and that to• deal with the 
barriers alone would have meant mistaking effect for cause. 

The economic aims of most national recovery programmes, 
elaborated and perfected in the years following the London Con
ference, were to find work for the unemployed and prevent a 
further fall in prices. The pursuit of these aims-which were 
held to require national insulation from outside economic in
fluences-and the gradual aberration from them in certain coun
tries under the influence of political motives provide the broad 
explanation of the new protectionism that developed in Europe 
in those years-the transformation of emergency defensive meas
ures into permanent instruments of offensive economic policy, 
the emergence of autarky as a principal objective of policy, and 
the extension and consolidation of state control over trade. 
Quotas came to be used both as a means of stabilizing the do
mestic market and as bargaining counters in the struggle for for
eign markets. Upon exchange-control, Germany and her imi
tators began to build up an entirely new system of regulated 
foreign trade, essential features of which were over-valuation of 
national currencies and bihteral clearings. The breakdown of 
the system of multilateral worldo trade following the breakdown 
of the world monetary system had started the movement toward 
bilateralism. The opportunity was seized by Germany to expand 
and stabilize her markets by imposing a system of rigid bilateral
ism on her weaker neighbours. To a limited extent, other eco
nomically powerful States also used their bargaining pesition to 
secure specially favourable terms and thus an advantage over 
third parties. 

The movement towards autarky, particularly in Germany, 
Italy and Japan was at once a reaction to the repression and a 
preparation for war. The failure of concerte<l action had paved 

• 
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the way for militant nationalism. In the 'twenties, poli~ical un;:
certainty and instability impeded the advance in economic wel
fare which was desired by all; in the middle 'thirties preparation< 
for,..,war rather than economic welfare became the prime objective 
of the policy of certain governments. Under the threat of war, 
considerations of defence perforce assumed increasing importance 
even in the most peace-laying countries. 

National "planning" and the regulation of foreign trade are 
interdependent. While every new restriction on imports en
courages the '"regulation" of the industry concerned, industrial 
or agricultural regulation is impracticable without a control of 
competition, domestic and foreign. Thus, the extension of na
tional planning-a snowball process, each industrial plan postu
lating for its success the control of other industries-was in
evitably accompanied by an extension of centralized control over 
foreign trade. 

At an early stage in that process, direct quantitative restric
tions and exchange control are found to be a useful adjunct to 
tariffs. At a later stage, such as that reached by Germany and 
Italy in the later 'thirties, when not only the character, the 
prices, the quantities, the destination and the provenance of 
goods crossing national frontiers but also all individual trading 
operations are brought under state control, such measures are 
essential. ' 

The postulate of the conferences, that there was a general de
sire to abandon quantitative restrictions and exchange-control 
and to return to a system of relatively free and unregulated trad
ing and to an international monetary standard, thus gradually 
ceased to apply. Many small countries, it is true, found the new 
tendencies not only immediately damaging to them but ominous 
for both their economic and political future. Several of them, 
as we have seen, made great efforts to relax quantitative restric
tions in the period 1935-1937. But the growing preponderance 
of Germ<Jpy in the foreign trade of Eastern and South-Eastern 
European countries and the German trading methods which 
~aised their prices and thus reduced their competitive capacity 
m the free markets, made it well-nigh impossible for them not 
to acc~pt their place in the German system. Moreover, the 
darkemng prospec~s of war enhanced the danger of a flight of 
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q1pital . if controls were removed and discouraged the foreign 
credits that might have facilitated orderly devaluation and de

'control. 
· In the later 'thirties, the commercial policies of Europe 'Were 
entirely dominated by the anticipation or f~ar of war. The rigid 
control of trade and of capital movements in Germany were an 
integral part of the mobilization of .all national resources for 
military purposes. Clearings had likewise become an essential 
instrument for the economic and political control of dependent 
countries. The proposals that continued to be put forward by 
international bodies for the abatement of controls and a restora
tion of the international monetary system in Europe were part 
of the political endeavour to avert war. 

In the years 'of depression and of recovery, what had been re
quired to prevent the disintegration of the world trading system 
was a co-ordination of national economic policies and whole
hearted co-operation between the administrations of the more 
important countries in the financial as well as the strictly eco
nomic sphere. The Tripartite Agreement of September 1936 
was a step along the road of such co-operation; thereafter, further 
progress under the influence of the United States or the United 
Kingdom was still possible over a large part of the world. But 
in Europe and in the Far East, the political foundations for any 
liberalization of commercial policy had been &nattered and the 
tendencies towards closed economies and rigid state regulation 
gained impetus from year to year under the exigencies of a near
war economy. 



CHAPTER V 

WERE THE RECOMMENDATIONS OF THE 
CONFERENCES MISDIRECTED? 

The early post-war conferences contributed to the partial 
restoration of p-re-war commercial practices; to a limited extent, 
they achieved their purpose. The recommendations of the World 
Economic Conference of 1927 regarding tariff policy exercised an 
immediate-though, as we have seen, very temporary-influence; 
they had the further merit of bringing home to Governments 
and peoples the fact, hitherto contested, that "tariffs, though 
within the sovereign jurisdiction of the separate States, are not 
a matter of purely domestic interest"; they called attention to a 
grave pathological development in the relationships between 
States. 

But, if the analysis given in the foregoing chapters is correct, 
the 1927 Conference, in insisting on tariff reduction and in reit
erating the demand for long-term agreements, tariff stability and 
the abandonment of the practices of commercial warfare, took 
too narrow a vie>! of a highly complex problem. Had the Con
ference been held ten years later, there can be little doubt that 
it \\<ould have placed the need for joint anti-depression policies 
in the forefront of its programme. That could not have been 
expected in 1927. But in that year and throughout the earlier 
post-war years, commercial policy tended to be considered as a 
problem distinct and apart and not as an aspect of economic 
policy as a whole. That inherent defect in procedure and out
look was due no doubt very largely to the fact that international 
bodies were reluctant to interfere with issues which were con
sidered essentially domestic and that the part of economic policy 
which was most clearly international in its effects was that deal
ing with foreign trade (but it is noticeable that less hesitation 
was shown in making recommendations on financial matters of 
a strictly domestic character). 

This unwillingness to interfere with national economic prob
lems accounts, in put, for the very general nature of the recom-
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•rilendations made. There was no endeavour to consider in detail 
"the tariff rates or the general commercial policy of particular 
.countries; t~ere was no attempt to work out for any country a 
careful plan of industrial development. h is difficult to escape 
the conclusion, in the light of subsequent evidence, that much 
greater progress might have been made towards freer trade had 
more courage been shown. If internat'ional help had been offered 
to countries in the elaboration of a carefully thought-out plan of 
industrial development, if technicians, machinery, and equipment 
on credit and possibly other capital assistance had been put at 
the disposal of governments, and the need for high tariffs on 
products of the new industries recognized, it should have been 
possible to incorporate in the whole constructive scheme an 
undertaking by the beneficiary governments to reduce tariffs on 
the products of other industries. 

Such action as was taken to aid individual governments was 
confined almost exclusively to financial reconstruction. It is 
true that until monetary stabilisation had been achieved, all 
recommendations in favour of long-term commercial treaties 
were premature and were generally accepted as being rather 
ideological than practical. By 1927, monetary stability had 
been generally attained. How unstable the equilibrium was, was 
perhaps not fully recognized; but if there was a failure to insist 
sufficiently on the major causes of instability' (reparations, the 
large French liquid balances abroad, United States tariff policy) 
that failure was one rather of degree of emphasis than of m1der
standing. 

The disastrous effects ·of uncontrolled budget deficits and in
flation were manifest. The effects of loss of markets to industries 
in the Succession States or of demographic pressure were perhaps 
no less obvious though far less dramatic, and the need for inter
national action to overcome these problems-as distinct from 
sympathy or exhortation-was no less vital. 

There was again, in that period, a misunderstanding of the 
profundity of the changes which the war had caused· or acceler
ated-the changes in economic structure and perhaps also the 
changes in the spirit in which policy was formulated and applied. 
The tendency to look back to 1913 still persisted. The doctrines 
advocated were inherited from a time when labour and prices 
were more mobile and economic fluctuatiorts less violent, before w 
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' 
the emergence of the new problems posed, for example, ·by th'e· 
"Balkanisation" of Europe. During the course of the depressioll', 
in the 'thirties, it became increasingly apparent that. the expan-. 
siOI1 of trade would net have sufficed to secure economic progress 
-that indeed some solution of the problem of economic stability 
was a prerequisite of both the growth of trade and the promotion 
of economic welfare. The 'l:raditional doctrines, which continued 
to be preached with only minor qualifications and amplifications, 

· were comfortabJy worn but not visibly threadbare. They im
plied through their generalization no special criticism of any 
single State. They were conservative, but cloaked with liberal
ism. They demanded little prior work and study. 

The last point is of great importance. Neither .the League of 
Nations, nor the International Chamber of Commerce, was ade
quately equipped to deal with the problems of commercial policy. 
No Conference or Committee could alone have considered the 
detailed rates or the special conditions governing the policy of 
particular· countries, nor could it have worked out for each 
country with others co-ordinated plans of economic development 
which, by improving ipternal economic conditions and stabilizing 
prices and markets, might have provided the basis for a reduction 
and stabilization of tariffs. The headquarters staff in Geneva 
was altogether too small to undertake the detailed and constant 
spadework that w~uld have been required. The need for such a 
staff. was never clearly appreciated and indeed so long as it was 
assumed that, given good will and understanding, trade barriers 
would fall like the walls of Jericho, this was natural. 

That assumption wafl based on the "belief that tariff policy 
could be separated from economi~ policy as a whole, and that, 
since a general reduction in tariffs was in the economic interest 
of all countries, governments, when brought to realise this fact, 
would draw the necessary consequences. None of these postu
lates was valid. It was perhaps unfortunate that so little was 
done until rile later 'thirties-when the opportunity for successful 
international action had passed-either to re-interpret such free
trade doctrines as may have become obsolete and therefore un
convincing or to bring home to the public in intelligible terms 
the importance of an expansion of international trade within the 
framework of a world trading system as a means to achieving 

0 
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.an advance in economic and social welfare under conditions of 
. ~nternational peace. 
.• At the Wojld Economic Conferences of 1927 and 1933, the aim 
'of concerted action was conceived as being the conclusiofl of 
broad multilateral agreements. General multilateral conventions 
yielded positive, though limited results in achieving a greater 
measure of uniformity in national administrative practices or 
national laws or tax systems and in removing certain specific 
obstacles to international trade. But tariff barriers could only 
have been reduced by international convention if countries with 
wholly different tariff systems and levels had been prepared-as 
they not unnaturally never were-to apply some uniform system 
of pruning, such for instance as a given percentage reduction all 
round. In fad, the tariff concessions that might have been ex
pected-and were desired-differed from country to country and 
for the purpose of achieving such concessions, negotiation be
tween pairs and small groups of countries was the first essential 
step. It is of course true that, owing to the complex nature of 
multilateral trade, such negotiation would have greatly benefited 
from central direction and co-ordination. 

Conference recommendations, especially in the 'twenties, had 
further weaknesses which require to .be noted. They were fre
quently little more than formulae representing ,a compromise be-

. tween divergent or ever conflicting opinions; they frequently 
concealed fundamentally incompatible aims and irreconcihble 
interests of the principal economic Powers in the matters of tariff 
policy; they were accepted by delegates and governments with 
every variety of mental reservation as to their practical appli
cability. They did not bind -governments to specific acts of 
policy1 nor were the Governments which endorsed them always 
competent to take the necessary decisions. 

The proposals made after the middle 'thirties may, at. first 
sight, appear unrealistic in the sense that they were based on the 
postulate that all countries desired, or could be induce~d by suit
able concessions, to return to a free price economy and the pursuit 
of economic welfare. This fact, however, reflects nothing more 

1 Cf. in this connection, the vague drafting of the majority of the "Declarations 
concerning the Recommendations of the International Economic Conference," League 
of Nations document C.E.l. 45. Geneva, 1928. • 

w 
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than the inevitable dilemma confronting all whose role is to 
promote co-operation and dissipate conflict. , 

Let us now attempt a broad explanation of the paradox which'· 
conrtitutes the theme of the present study. The discrepancy be
tween the recommendations of Conferences and the policies 
actually pursued, between the professions and the actions of 
Governments, was due la~;gely to the fact that neither were en
tirely suited to the circumstances and neither were based on a 
clear or fully informed conception of the issues involved. In re
gard to policy," sectional pressures rather than impartial judge
ment, sectional interests rather than the public interest were too 
often paramount. Policy was misdirected as a result of such 
pressures, as a result of the immediate impact of a persistent 
series of external events-the depreciation of ·currencies, the 
threat of political· trouble-and as a result of the inescapable 
ignorance of the form that economic forces, which only slowly re
vealed themselves, would take. National economic policies in 
consequence tended to be concerned with the determination of 
immediate tactics rather than with the formulation of a broad 
strategy. The recommendations put forward at international 
meetings, on the other hand, tended to ignore the tactical issues 
and concentrate on strategy, a strategy which was based on the 
principles and conditions of the first rather than the third or 
fourth decades oK the century. Viewed from the angle of many 
European countries, they appeared rather as pious hopes than as 
serious recommendations in regard to immediate policy and they 
bore the stigma attaching to pr9positions stated in absolute 
terms but postulating conditions unlikely of fulfillment. Because 
they seemed to disregard the problems which national commercial 
policies were designed, however-crudely and shortsightedly, to 
meet, they were so frequently ignored. 

This explains why Governments and individual experts often 
behaved with apparent inconsistency, why the same people who 
recommended one line of policy at Geneva or elsewhere were 
often respensible for pursuing the opposite policy at home. Min
isters, officials, economists and business men alike continued to 
think about the broad issues of commercial policy in the light of 
the economic and political conditions obtaining in the spacious 
pre-war era and desired the general re-adoption of long-run 
policies appropriat~ to those conditions. But they were obliged 
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tO" act from day to day in the light of the pressing social and eco
,nomic exigencies of the unstable post-war world. Mental adjust
~ment to revqJutionary change is inevitably a slow process; the 
real magnitude and scope of the differences between the pre- ~nd 
the post-war world were concealed by many deceptive appear
ances of a return to normality in the 'twenties. 



CHAPTER VI 

CONCLUSIONS 

The final purpose of this study is not simply to portray a 
facet of the history of commercial policy during the inter-war 
period nor to analyze the factors influencing that history; it is 
rather to consider the lessons for the future that may be drawn 
from that description and that analysis. These lessons are of 
two quite distinct orders: first, the broad conclusions that may 
be drawn regarding the practicability and desirability of alterna
tive policies and secondly, more specific conclusions regarding 
the suitability of possible procedures for attaining the objects in 
view. It is convenient to treat those two classes of deduction in 
this order. 

1. CoNCLUSIONS REGARDING PoLICY. 

(a) The first obvious lesson resulting from both studies is 
that the chances of getting generally adopted a commercial policy 
designed to promote rather than to restrict international rela
tions as a whole ~ay be jeopardized in the first post-war months 
if gpvernments fail to agree in advance upon some orderly process 
of decontrol and some financially and economically sane system 
of reviving the economic life of countries impoverished by the 
war. Commercial policy was distorted at the outset after the 
last war by the-violent reaction tp the danger of exchange dump
ing. The depreciation in exchanges was due very largely to the 
failure to appreciate that relief and the restarting of the ma
chinery of production were a single problem or to consider the 
effect of the relief policies actually adopted on the power of 
States to .obtain what was required for industrial revival. 

There was indeed a general failure to take any concerted in
ternational action to achieve an orderly transition from war to 
peace economy. But this is the first problem that arises and 
cannot be considered in terms of commercial policy alone. 

(b) Another of the two or three major causes of the failure 
to get more liberal commercia} policies adopted was the continu-
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a11ce of political insecurity-caused in large part by war-bred 
r.clitical passions. It is clearly not possible to prevent-though 
s9mething may be done by governments to allay and much to 
promote-international mistrust. It followJ that the first es
sential for the achievement of commercial policies designed to 
promote trade, is the establishment of a mechanism for the 
preservation of peace so adequate and sU:re as to create confidence 
despite antipathies or mistrust. Until this is done, governments 
are likely again to shun the world and seek a wholly insecure 
security in isolation. 

(c) But after the experience of the 30's, apprehensions re
sulting from economic insecurity have become at least as im
portant as fear of the risk of the recurrence of war. Governments 
faced by the social pressures caused by sudden and serious unem
ployment or rapidly shrinking farmers' income endeavoured to 
secure freedom of action for themselves by rendering their na
tional economies as immune as possible from external economic 
influences. Commercial policy cannot be considered by itself 
therefore. It must be considered as a part of the more general, 
constructive policies agreed among governments for the preven
tion (or mitigation) of economic depressions and assurance of 
social stability. 

(d) Failure to concert such policies will involve the risk of the 
revival of the type of autarkic commercial policies which de
veloped during the 30's and the replacement of a commercial sys
tem by a mechanism for economic warfare. 

(e) The dependence of commercial policy on 

( 1) An orderly transition from war to peace economy 
( 2) Political security 
( 3) Economic security 

are perhaps the three major lessons to be deduced from the com
mercial history of the inter-war period, but there are others of 
a somewhat different order that may clearly be ranked as of 
almost equal importance. Of these the first is the • absolute 
necessity of adapting commercial policies to the circumstances 

. influencing national balances of payments. Great wars inevit
ably affect many items in those balances, and the changes 
brought about may require a rapid and radical modification of 
commercial policies in order to allo'(l' the flmifof goods to adapt 
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itself to the new conditions. If creditor countries impede the 
import of goods with which their debts can be paid, if new oblig<\<" 
tions are created and no commodity provision made for the!r 
service, if debtor countries obstruct the export of the goods with 
which they may meet the service of their debts, disequilibrium 
must be caused which will influence the commercial policy of 
almost all states. In such a state of disequilibrium long-term 
commercial treaties cannot be concluded, and high tariff rates 
or quotas ar~ likely to be employed with which to negotiate 
short-term bargains. 

(f) The tendency after the last war for international bodies 
to take a restricted view of their right to concern themselves 
with the economic policies of States resulted in an arbitrary line 
being drawn between commercial policy and other aspects of 
economic policy and in the failure to consider the whole catena 
of problems-relief reconstruction, surplus capacity resulting 
from the specialization of industries working for the war, etc.
which arose immediately after the Armistice. It led to a failure 
also to put forward constructive proposals later to meet the need 
of countries anxious to promote industrial development. Adapta
tion to the longer term economic or demographic forces, some of 
which may be accelerated by war, cannot be accomplished by 
measures of commercial policy alone. To consider such measures 
independently oi other measures necessary for economic adjust
ment, as was frequently done especially in the 20's, is almost cer
tain to fail to produce any useful results. Thus, planning for in
dustrial development requires more than the imposition of high 
tariff rates; the execution of such plans may require external aid, 
technical or financial: and may afford an occasion for a careful 
revision of the aided countries' tariff schedules. Such a revision 
may necessitate the raising of certain duties to protect the new 
industries and the lowering of many others to reduce costs. Trade 
is more likely to be promoted if the economic structure and eco
nomic needs of each country are carefully considered, than by 
general declarations regarding commercial policy alone. 

(g) During the 30's, the fact that commercial policy was an 
integral and inseparable part of economic policy as a whole grad
ually became self-evident. Indeed, there was a certain tendency 
towards the end of this decade for those responsible for com
mercial policy to Claim that trade could not be released from its 
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s~;u:kles 11ntil the international credit and money m~chanism had 
been restored, until the difficulties arising from international in
dl!btedness had been solved, and for those responsible for financial 
pelicy to main'l:ain that no monetary reform or satisfactory deJ>t 
arrangements could be made while quantitative restrictions on 
trade continued in force. This apparent logical impasse was in 
fact a phase in the process of understaqding the essential unity 
of the economic and financial issues; and the failure to abolish 
the restrictions was in the end not due to a lack of understand
ing of the technical issues at stake, which were vety thoroughly 
studied, but to the unwillingness of certain States to promote po
litical security or to abandon the new system by which they 
exercised commercial pressure. The essential lessons to be learned 
from the experience of the 30's would seem then to be not the 
difficulty of emerging from the sort of impasse that was created
granted good will-but 

(a) that the pursuit of uncoordinated recovery program
mes by great States is likely to involve a disruption of the 
whole mechanism of trade ;md economic relations in gen
eral and must inevitably do so if severe quantitative re
strictions on trade are an integral part of such programmes; 

(b) that any important market can, if it desires to do so, 
create price disequilibria between not only itself and the 
rest of the world but between markets largely dependent on 
it and the rest of the world, such as to set limits to the, 
scope of multilateral trade; but 

(c) that these limits do not necessarily preclude the main
tenance of a free price economy in international trade (such, 
for instance, as that of the Sterling Bloc) among countries 
not within the orbit of the determinate influence of any 
country pursuing an opposed policy. 

(h) The growing appreciation of the need to consider com
mercial policy in a wider setting resulted in two, in a s(lnse con
tradictory, types of recommendation concerning a~ricult':'re-the 
first in favour of restricting the output of certam agncultural 
products, the second in favour of expandi~g. the demand f~r 
foodstuffs by raising national standards of hvmg and ~f nutn
tion. Though to some limited extent both types of pohcy were 

~ 
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applied, the 
0
problem of agricultural excess remained unsolved, 

and the friction caused by the growth of agricultural protectiq,t!
ism was but slightly mitigated. But there is no evidence to show 
tlrot had peace be!in preserved and time been a;ailable for die 
development of these policies, agriculture would not have been 
materially assisted by them and the incentive to protect weak
ened. The first line of policy, however, is essentially restrictive, 
undynamic and unconstructive, while the second postulates and 
endeavours to promote a dynamic society and general welfare. 
The success Of the second naturally lessens the need, if need 
there be, for the first. 

(i) The M.F.N. clause, which should have been a means for 
spreading the benefits granted under trade agreements, tended 
to some extent at any rate, to check the granting of such benefits. 
This seems to have been due mainllf to three distinct causes: 
(a) the half-hearted belief in the assumptions underlying the 
clause and the greater freedom of trade that it was intended to 
promote; (b) the reluctance of Governments to grant any bene
fits, even indirectly, to countries which enforced a non-nego
tiable tariff and high rates or to countries with which political 
relations were strained; (c) the employment of M.F.N. rights to 
prevent the formation of customs unions, or the formation of 
preferential areas in Europe, especially when preferences were 
being increased elsewhere. 

A repetition of conditions in the future similar to those which 
olYtained in the period under review is likely to have similar 
results. A whole-hearted belief in the beneficial effects of the 
clause is clearly once more likely to be dependent on the degree 
to which political security and economic security and activity 
are assured and on the remov.rl of the other objections to the 
clause. The complete abolition of non-negotiable tariffs would 
no doubt go far to overcome the second of the objections men
tioned; but so long as basic rates in any important markets are 
out of line with those of other countries or with the logic of a 
balance ~f payments situation, objections to the clause are likely 
to be raised. 

The third group of objections, that connected with customs 
unions1 raises still more complex issues. 

A greater freedom of trade in the aggregate may be attained 
either by a givenedegree of universal tariff reductions or by a 

• 
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gtven degree (or varying degrees) of reduction ";ithin specific 
ar~as. But the effects of these two alternatives may be widely 
d'issimilar. The Peace Treaties, by increasing the number de
creased the size of the free trade areas and g\lve some rath;r fe
stricted scope for their subsequent enlargement. The oppor
tunity offered was not seized, and gradually vested interests 
within the areas to which that opportunity was offered and ex
ternal opposition acquired sufficient influence to prevent agree
ments being reached. One result of this fact was the growth of 
the scepticism about the M.F.N. clause just mentioned; but the 
lessons of major importance to be drawn from this experience 
are (a) that if wider free trade areas are to be established, they 
should be created before peace-time vested interests have time 
to develop, and '(b) that if either complete customs unions or 
preferential areas are to be given a chance of developing later, 
it would seem to be necessary to get certain safeguarding prin
ciples agreed upon in advance. The first of these two lessons is 
obvious and requires no exposition. Certain principles concern
ing the latter were discussed about 1930 but never formulated 
in an authoritative statement. The suggestions under consid
eration were that preferential unions between contiguous States 
or States having close economic affiliations might be recognized if 
(a) these states formed them in order to reduce rates of duty 
inter se and did not raise the rates against other countries, and 
(b) any other (such) country whose rates of duty did not av
erage demonstrably lllgher than those of the contracting partitll, 
could join the union by making concessions to those parties 
comparable to those which ,t:hey had made to each other. 

Were some such doctrine accepted as a ·generally recognized 
derogation from M. F. N., one of the grounds of objection against 
that clause ·would be removed. The acceptance of any such 
general derogation would not, of course, in any way preclude 
more radical derogations in specific cases. 

(j) The last important point that falls to be tpenti?ned h~re 
is one which forms a natural link between lessons regardulg pohcy 
and lessons regarding procedure. The increased rigidity of the 
economic systerri in all industrial or semi-industrialized States 
results in any reduction in tariffs causing a greater shock and 
one more slowly absorbed than was the case fifty years ago. 
Consequently the opposition to changes is gnater, and indeed 

~ 
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the benefit tliat may be derived from a change must be greater 
than heretofore if it is to offset the increased disadvantages r.e
sulting from it. Those disadvantages are greatest in times of 
falling prices and )!nemployment. Hence the timing of tariff 
changes has acquired special importance and the procedure 
adopted is likely to affect not only the chances of success of any 
change in policy, but also.the justification for success, to a greater 
extent than previously. 

There was some tendency during the last twenty years to 
confuse the "young countries" argument with the "young indus
tries" argument, and to assume that the latter only applied to 
"young countries." The actual force of circumstances went to 
show that highly industrialized countries were tending to reach a 
stage of economic evolution in which their deper:.dence on capital 
goods industries made them peculiarly sensitive to economic de
pressions. These countries felt the need for protecting various 
forms of consumers' industries-"the light industries"-as an 
insurance against that risk. This tendency to seek greater sta
bility in increased diversification may well make itself felt again 
and is indeed likely to make itself felt immediately after the 
war owing to the almost universal over-expansion of engineering 
and heavy industries. 

II. CoNCLUSIONs REGARDING PRocEDURE. 

(a) When applied to complex questions, which affected dif
ferent countries in different ways and to varying degrees, and 
to problems affecting the central issues of national economic 
policies, the method of general diplomatic conference and con
vention revealed serious limitations. A lesson may be drawn 
from the experience of certain in.odifications of this method at
tempted by the League: 

( 1) The limitation of such conferences to States especially 
concerned in a particular problem and anxious to secure im
mediate results through concerted action and agreements limited 
to those States. The Wheat Agreement of 1933 and the Sugar 
Agreement of 1937 resulted from limited conferences of this kind. 

(2) The framing of conventions which were not intended to 
be signed and ratified but to be accepted by Governments as 
models or standards in negotiating and drafting subsequent hi-
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lateral agreements. Where such a system can be applied, it has 
great advantages.. Not only does it achieve exactly that measure 
"of uniformity. which is compatible with national peculiarities and 
aiffere~ces in economic and financial strul!ture, but it is also 
dynamic: as one country or another develops, it is able-and, 
ex hypothesi, likely to find it expedient-to apply to an increas
ing extent the common principles laid" down. This method has 
been used with remarkable success in the matter of double tax-
~~ . 

(3) The establishment of standards or norms for adoption, 
·as and when changes in national legislation were undertaken, or 
merely to serve as a guide for the formulation of policy in the 
future. This method was used, for example, in the case of Tariff 
Nomenclature. • 

(b) For the purpose of achieving tariff reduction, negotiations 
between pairs or groups of countries were clearly shown to be 
more efficacious than general multilateral negotiations, and an 
extension of the bilateral method may be found appropriate in 
the future. This might take the form of simultaneous negotia
tions between numerous pairs or small groups of countries, di
rected and co-ordinated by an international authority and facili
tated both by multilateral consultations and, as occasion re
quired, by multilateral agreements on specific subjects. 

(c) Diplomatic conferences on complex subjects cannot them
selves work out solutions or produce agreement but can only 
adopt solutions the general lines of which have already been 
worked out and agreed upon between all-or, at any rate, the 
principal-parties concerned. 

(d) The existence of non-negotiable tariffs in certain impor
tant countries was an obstacle • to the realization of the pro
gramme of tariff reduction laid down by the Economic Con
ference of 1927. The adoption of freely negotiable tariffs by all 
countries would mark a useful advance. 

(e) Under the system of specific tariffs commonly employed 
on the continent of Europe, the burden of duties is re~uced in 
times of rising priceg.., and increased in times of falling prices. 
That system thus tends to aggravate every depre~sion an~ c.on
tribute to the forces making for greater commercial restnctwn. 

(f) Another fact that is perhaps not quite immediately ap
parent from what has been said a'9ove relatls to the interna-
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tional equipment for the preparation of Committee meetings, 
Conferences, etc. Each national administration had at its dis;; 
posal an elaborate administrative machine at hqme and con
sul'ar officers and c~mmercial attaches abroad, whose function 
it was to study trading conditions with the object of promot
ing national trade interests. But there was no similar inter
national organization. Trade and trading policy continued in 
fact to be regarded wholly in terms of rivalry. 

The official~ of the League dealing with commercial policy 
never numbered more than half a dozen; there was no attempt 
at-indeed no possibility of-studying in detail the position of 
different countries on the spot or of keeping, as was required, 
in constant touch with national administrations throughout the 
world. There was only a very limited possibi1ity of following 
the development of trade as a whole and quite inadequate equip
ment for following the trade in different commodities. The tend
ency of international bodies to generalize reflected in part the 
inability of Headquarters in these circumstances to make, in ad
vance, detailed studies of the real issues, broken down into their 
component parts. That failure in turn reflected a persistent 
underestimation by governments of the magnitude of the task 
involved in any attempt to view world trade as a world problem. 
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PREFACE 
One of the J?ajor and most immediate tasks of statesmanship 

that presents Itself at the end of any great war is that of assur
ing the re-employment of men demobilized from the armies or 
munitions factories in peacetime occupations. That problem 
cannot be solved by hasty improvization at the last moment, 
but is necessarily of concern to statesmen during the course of 
hostilities. It is in fact being carefully considered by many gov
ernments today and plans for the future are being laid. 

The two studies of past experience contained in this volume 
are intended to be a contribution to thought on this subject. 
They relate to two countries only, the United States and the 
United Kingdom. In both studies the same procedure has been 
adopted. The course of events from the armistice till about the 
end of 1921 is traced first, a section is then devoted to a con
sideration of policy and a final section added summarizing the 
salient facts of these crucial years. In broad outline the experi
ence of these two countries was similar; immediately after the 
cessation of hostilities there was a brief period of uncertainty, 
hesitancy and adaptation during which unemployment was con
siderable as men moved from one occupation to another. This 
was followed by a period of great economic activity lasting for 
about 15 months which culminated in a price boom; the boom 
burst in 1920 and then for the first time unemployment became 
serious. As is stated in the last sentence of this volume, "The 
major problem of the transition from war to peace economy ... 
proved itself to be not one of getting demobilized men and ma
chines re-employed, but one ot the cyclical effects of the per
haps unavoidably bumpy nature of post-war pent-up demand". 
This work deals, therefore, rather with cyclical movements in 
economic activity than with the detailed plans that were made 
to facilitate re-employment. 

There is no reason why on another occasion the course of 
events should take a like form. The forces at play will not again 
have exactly the same relative strength and. the ups and do.w_ns 
of economic activity will be largely determmed by the pohc1es 
pursued. But the major features of the problem are likely to 
make themselves apparent again: a sudden great increase in the 
supply of labour available for civjlian purposes, a pent-up de-
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mand for civilian goods of all sorts seeking liberation, an indus
trial equipment that has been converted from civilian to mili
tary purposes, a scarcity of raw materials or of ra~ materials in 
th~ right place, public finances strained by the burden of war, 
war time controls affecting at once supply, demand and prices. 

The purpose of these studies is to show how these factors 
presented themselves aft~r the last world war, how they were 
moulded by policy and what were the effects of policy on eco
nomic activity. The international effects of policy have, how
ever, only been mentioned incidentally. It was felt desirable to 
keep this survey as brief as possible and not to interrupt the 
sequence of thought or events by introducing what would neces
sarily be a considerable volume of material relating to other 
parts of the world. The two countries selected are of interest 
as representing the problem when it is not accentuated by in
ability to purchase raw materials. Most European countries 
suffered from such inability and the boom of 1920 and de
pression of 1921 were dispersed in the rarified atmosphere of in
flation or hyperinflation. 

Other volumes in this series, of which a study of commer
cial policy has already been published, will deal with the inter
national aspects of post-war problems. 

Our thanks are due to the Rockefeller Foundation for assist
ance that rendered the preparation of this publication possible. 

League of Nations, 
October 1942. 

A. LovEDAY, 
Director of the Economic, 

Financial and Transit Department. 
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PART I 

ECONOMIC FLUCTUATIONS IN THE UNITED STATES, 
1918-22 • 

1. Essential facts, 1914-1920. 

In th.e United States the first half of 1914 had been a period of 
depressiOn. It was aggravated by the financial panic and the 
sudden interruption of exports to Europe which accompanied 
the outbreak of. the World War. Recovery came in 1915; the 
war demands of the Allies made 1916 a boom year; the first 
quarter of 1917, in anticipation of the United States entering the 
war, was marked by speculation and production up to capacity. 
After her entry, the calling to the colours of four million men 
(some 10% of the whole gainfully occupied population) pre
vented a further expansion of production, which kept about 
stable till the end of the war.1 

A sustained rise of prices did not begin until the autumn of 
1915. During the one and a half years that followed prices rose 
rapidly, and on the whole with ever-increasing speed, which be
came greatest in the spring of 1917. This last and greatest 
advance was cut short after July 1917, and for a full year the 
price level was kept fairly stable. Business conditions and the 
huge war orders which the Government was placing favoured a 
further advance in prices. "It is difficult to explain the check
ing of the rise on any other ground than the substantial success 
of the Government's efforts to control prices through the Food 
and Fuel Administrations, the • purchasing bureau of the War 
and Navy Departments, and the Price-Fixing Committee of the 
War Industries Board." 2 

After the armistice, adjustment to peace economy was quickly 
accomplished. Production and employment temporarily fell till 

. . 
1 C/. J. M. Clark, "The Costs of the World War to the American People," page 

37. The production index probably tends to overestimate production in wartime, 
since it does not cover services, and these are reduced most. 

2 W. C. Mitchell, "International Price Comparisons," page 11. Department of 
Commerce, Washington, 1919. To these measures of control should be added, inttr 
alia, the policy of heavy taxation after 1917 ~ the propaganda made for the war 
loans; the restriction of credit for non-essential purposes through the operatieo of 
the Capital Issues Committee; the priority schemes of the -.var Industries Board. 

0 
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about April 1919, when they w~re some_ 10 to 15% below th.e 
previous peak. But wholesale pnces declmed by only 5%. T~ts 
few months' slackening is, therefore, to be constde~ed as a pe~101i 
of ;echnical adjustment rather th_a~ a~ a real busfness recess10!1· 
During the same ~eriod, demobthzatwn proceeded at a raptd 
rate; by the middle of 1919, 75% of the army had been de
mobilized. 

• 
Diagram !-Industrial Activity and Employment in the United 

States, 1918-1922 
1935-39 = 100 

Corrected for Seasonal Variation 

-- Index of Industrial Production 

--- Ma.nufac tures, Durable Goods 

···•·••• Manufactures, Non-Durable Goods 

-- Factor-y Employment 

LN 54 

There followed a steep and short boom, lasting till the spring 
of 1920,1 when all types of business fell off. During the summer, 
the recession spread slowly. But in the autumn production and 
prices fell precipitously. By the end of the year, most indices had 
nearly reached bottom. Diagrams 1, 2 and 3 throw some light 
on the nature of these movements of production and employ
ment.. They are all drawn on a logarithmic scale. Industrial 
production as a whole dropped by 20% between September 

1 According to the National Bureau of Economic Research the end of the post
war boom came in the first quarter of 1920 in the United States, in the second 
quar.:er in the United Kingdom and in the third quarter in France; in Germany, 
expansion continued for'!hree years without interruption from the middle of 1919. 

' 
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191~ and March 1919. ~rom the latter month production rose 
u~ud Janu~ry 192~, when It was back at the war-time level, drop
p_mg off shghdy m March. The decline continued till March 
1921, when production was one third below its previous p!?ak. 
Employment showed similar fluctuations though with a some-
what lesser amplitude. ' 

Diagram 2-0utput in Various Industries, 1916-1921 
Trend Value, January 1st, 1923 = 100 

Corrected for Seasonal Variation • 
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The index of total production conceals important divergencies 
of its component parts. In its first stages the recovery early in 
1919 was due mainly to the revival of demand for consumer 
goods. Indeed the manufacture of durable goods in the aggre
gate, though not of durable" consumers goods, fell off steeply 
between January and May 1919, having been mainta;ned rela
tively stable in the closing months of the preceding year by 
war contracts in course of fulfillment. Consumers' demand for 
non-durable and durable goods seems to have recovered almost 
simultaneously. Employment in the furniture trade which had 
been seriously depleted of labour during the war started to-rise 
immediately after the Armistice, and so did'"the production of 
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passenger motor cars which had been progressively curtailed 
from the autumn of 1917.1 Special factors made for a sharp re<
cession in the output of textiles in the first few months after th~ 
Armistice. Textile production had been maintained at full ca-

Diagram 3-lndices of Factory Employment, 1915-1922 
Jantmy 1919 = 100 
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•• 
1 Cf. also the steep rive in residential construction in the first half of 1919 as 

shown in Diagram S. ' 
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J1acity throu~h the later years of the war, a large part of the in
<Jw~try workmg on war orders. The fall in raw material prices 
whtch actually occurred and the further fall anticipated in view 
of large stocks of wool in the hands of the J3ritish Government 
made for a serious though very short depression, in particular 
in the wool industry. 

The widest movements in Diagram ;3 are shown by the men's 
clothing industry, in which employment increased by nearly SO% 
between January 1919 and May 1920 and then fell to under one 
half in seven months. That the demand was m11intained rela
tively long in this industry was probably due in part to the fact 
that the whole army was not demobilized at once and in part 
to seasonal factors. 

It is striking t)lat, as shown in the diagram of aggregate move
ments (Diagram 1), the activity of the durable goods industry 
was maintained, albeit somewhat unevenly, for almost eight 
months after the decline in non-durable goods had made itself 
apparent. This was probably due to a large amount of unfilled 
orders. A similar lag occurred in the subsequent recovery which 
started only in August 1921 in the production of durable goods 
as against January of that year for non-durable goods. 

The shift in employment from industry to industry seems to 
have been relatively slight {Diagram 3). Employment in the 
machinery industry increased by 72% between June 1915 and 
the summer of 1918. In June 1920 it was· only 8% below the 
war peak, the industry presumably losing some men especially 

. to the automobile industry. None of the other curves shown 
suggest any large scale shifts. • 

2. Interpretation of the p~JSt-war events. 

In the period under review, American economists were, of 
course, well aware of the fact that American economic life had 
shown cycles, more or less regular, for a long period in the past. 
This may explain why the 1919-20 boom and depression pro
voked relatively little alarm among contemporary observers. 
The development was even, to some extent, considered as reas
suring in that it showed that "normal" pre-war ecoflomic life 
had b~en restored. In general, the tendency was to consider the 
events merely as business cycle phenomena and not as an after
effect of the war.1 

1 Hence, for example, the measures to mitigate the cycle, put forward b• the 
President's Conference on Unemployment in September 1'021 were of a nry gen
eral character. 



-12-

Yet to label' these events a post-war cycle is not merely a con-
venient indication of time. • < 

There are important causal connections which liGk this perio~ 
to o;:he war; moreover, it cannot satisfactorily be described as 
merely the development of a business cycle. 

Three features may be distinguished in the analysis of the 
period from the middle uf 1919 (after the technical readjust
men had taken place) to 1922. (i) Certain disproportions that 
developed during the war had prepared the ground for a post
war boom. This boom put into action again the United States 
business cycle mechanism, known before the war. (ii) Accord
ingly, the boom was followed in normal sequence by a cyclical 
downturn and depression. It would be incorrect, however, to 
attribute the depression, the first signs of which became appar
ent in the spring of 1920, wholly to the preceding boom. It was, 
in part, also due to (iii) a general drop in prices after the war 
which was to be expected in any case as the productive system 
was gradually brought back to pre-war efficiency. 

The rise in prices during the war had originated in a change 
in demand and supply conditions for numerous commodities: 

(a) There had been a very large increase of demand by Gov
ernments, which was only partially offset by decreased civilian 
consumption; this demand could only be met as higher prices 
called previously extra-marginal factors of production (land of 
lower quality, high cost mines, less qualified labour) into op
era~ion. 

(b) On the supply side, the conditions of production and 
transportation had been worsened by the mobilization of the best 
part of the labour force, the lengthening of sea-routes, etc. This 
factor equally tended to raise prices. 

After the Armistice, the reverse process could be expected 
sooner or later to come into operation. Demand was likely to 
decline, the decrease in Governments' demand not being com
pletely offset by an increase in civilian demand/ and supply 
conditions•were bound to improve. These adjustments are to 
be considered as important contributing causes of the 1920 price 
fall and the ensuing depression. 

1 In many European countries, Government expenditure went on at such a rate 
for many years after the war that the price-raising tendency arising from the 
dema!ld side overtook the price-lowering tendency operating on the supply side. 
Cf. J. M. Keynes, "Trac'f on Monetarr Reform." 
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3. Factors making for a post-war boom: deferred demand and 
• • accumulated purchasing power. 

. The measm:es of control. imposed during the war, together }iith 
the decrease m the real mcome of the majority of consumers 
(except farmers), restricted non-military expenditure during the 
war. For most commodities, this decline cannot be observed 
from war-time production figures, slhce almost all industries 
were operating at full capacity turning out goods for arrriy use. 
The spectacular decrease in the production of two important 
durable consumers goods, passenger motorcars ana houses, may, 
however, be taken as a clear indication of the development of a 
backlog, to be made good after the war. ( cf. Diagrams 2 and 5). 

During the war demand could not be satisfied from current 
production; claims on future output consequently accumulated 
in the hands of both business-men and private persons. As the 
rate of interest was comparatively high, a large part of these 
claims was held in the form of war loans, rather than idle de
posits. About 21 billion dollars of Liberty bonds were outstand
ing in 1919.1 These bonds could be sold in the market at prices 
which, during 1919, were not or not far below par, the Treasury, 
with the help of a special fund, from time to time purchasing 
them to stabilize the market.2 Moreover, the banks granted 
loans on Liberty bonds at approximately the coupon rate and 
on a small margin, and the Federal Reserve Banks were enabled 
till the end of 1919 to rediscount paper secured by war bonds 
up to the full face value of such bonds.8 In this way, Liberty 

· bonds could be turned almost automatically into money. • 
This combination of deferred demand and accumulated savings 

made for the sudden revival of civilian purchase of various classes 
of goods in 1919, to whith reference has already been made: 
motorcars, clothing, housing aq:ommodation. Building activity 
was, however, arrested in the second half of the year by a very 
steep rise in building costs. 4 

In other countries, diversion of resources to war purposes had 
taken place on an even larger scale. European populations had 
been undernourished during the war, and part of their physical 
capital lost by actual destruction, lack of replacement an? under
maintenance. It is true that in some of these countnes there 

1 It is estimated that they wer<> distribute/ as foll_ows: individuals: 17 bi~lions; 
corporations: 2Y, billions; banks: 1Y, billions. (NatiOnal Burea~ of Econom1c Re
search "Income in the United States," vol. II, page 264.) 

2 A~nual Report of Secretary of the Treasury, 1918/19, page 82. 
s Ftdtral Rtstr'llt Bullttin, 1919, page 361. 
4 See Section 8. • 
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were no foreign assets to pay for the commodities so badly 
needed from abroad. But this did not prevent American exporti-, 
ers expecting a highly favourable market situatjon. It wa~ 
assu;med, indeed wit;h some justice, that the purchasing power 
required to make demand effective would be furnished together 
with the goods in the form of (i) foreign credits such as had 
been granted by the United States Treasury since April 1917; 
or (ii) export credits granted by the banks; or (iii) long-time 
loans from the public at large, to be effected by large-scale mar
keting of European securities. But in the end, the expectations 
of certain groups of merchants in any case proved overoptimistic. 

Hence both for the home and the export industries, it was 
thought likely that boom conditions would prevail after the aboli
tion of war restrictions. These restrictions were in fact abolished· 
promptly1 

4. Continuation of war-time supply and demand conditions. 

Nevertheless, the boom arising from accumulated demand 
would never have developed if the factors making for the post
war price fall had not set in at the same time as decontrol. They 
did not do so, however. Conditions of both supply and demand 
remained in many ways similar to those obtaining during the war. 

(A) Supply. 

(.I) The quantity of output and the level of productivity 
continued to be far below pre-war levels in the whole of Central 
and Eastern Europe, owing to losses of. men and plant, diversion 
of machinery to war needs, loss of workmen's skill and physical 
strength, unsettled political conditions and a multitude of other 
factors. Hence prices of manufactured products in the United 
States could rise to high levels without giving rise to serious 
competition from the continent of Europe either on the home or 
on foreign markets . 

• 
1 Cf. Annual Report of the Federal Reserve Board, 1919, page 69, quoted on 

page 16 below. Also: "The Agricultural Crisis and its Causes!," Part II, page 42. 
The most powerful controlling agency, the War Industries Board, stopped its 
activity practically overnight on November 11th, 1918, and was dissolved on No
vember 30th, 1918. (B. M. Baruch, "American Industry in the War," page S; 
L. H~> Haney, "Price Fixing in the United States during the War," Political 
Science Quarterly, 1919, ~ages 110, 44~.) 
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•. <2 ~ The world's transportation equipment, bot~ railways and 
si}1ps , worn .out and par.tly destroyed during the war, could not 
f>e restored m a short time. Hence raw material prices in the 
United State~ could rise to high levels owing to lack of m6ans 
for transporting stocks from overseas countries. 

(B) Demand. • 
The monetary policy which the United States and most other 

countries followed during 1919 was a legacy of the war. It was 
still inflationary. Its main features may be summarized as fol
lows: 

(i) Military expenditure did not cease in November 1918. The 
troops were only brought back gradually, and many of the sup
plies ordered foe the 1919 campaign could not be cancelled at 
short notice. 

The difference between total Government expenditures and 
receipts affords a partial but useful indication of the inflationary 
influence of Government finance. The following table gives this 
deficit for the United States by quarters from her entry into the 
war: 2 

United States Government Deficit, 1917-1920 
$ (OOO,OOO's) 

Quarter 
I 

II 
III 
IV 

• Surplus. 

1917 

648 
1,932 
2,701 

1918 
2,900 
1,500 
4,025 
4,995 

1919 
2,876 
1,467 

770 
+154* 

1920 
+403* 
+505* • 
+289* 
+170* 

It will be seen that, although the deficit was drastically cut 
after the end of the war (fourth quarter of 1918) it took a year 
before a small surplus could be shown. 

1 The world's tonnage was, in the middle of. 1919, 2Y, million tons higher than 
in 1914 (47.9 million as against 45.4 million). However, an unusually )arg; pro
portion of these ships was under repair, th~ir speed was low, the handhog m the 
ports was inefficient owing to lack of ra1lway cars, labou~ • troubles, etc., aJ?d, 
finally, there was a heavy demand for tonnage .fa~ the proV1s1on of E~rope With 
foodstuffs and raw materials and for the repatnat10n. of troops. !he_ mad~quacy 
of supply is evident from the high freight rates wh1ch were ma1~tamed till the 
spring of 1920. 

2 Annual Report of the Secretary of the Treasury 192~/21, page 241. tTgures 
include loans to foreign Governments. 
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(ii) During
0

the period of the United States participation in 
the war the heavy deficits of the Federal Government had to .a 
large ex~ent been compensated by a reduction in civilian spend-< 
ing.0 This caused both the rise in prices and t~e ·_extension of 
credit to be relatively moderate. After the Armtsttce, the legal 
and moral restrictions fell away; the borrowing of the Govern
ment was no longer met by private saving/ and there occurred 
a considerable expansion • of credit, as may be seen from the 
following figures: 

Banking 'Statistics. All Banks in the United States. 
(billions of dollars) 

loans and Discounts 
I nvcstments 

Individual 
secured by 

Year deposits land and stocks other u.s. 
Total collateral Total Government 

real estate and and paper bonds no collateral 

(I) (2) (3) (4) (5)' (6) (7) 

Oltse.anding June 30th 

1914 18.5 15.3 3.5 4.7 7 .I 5.6 0.8 
1915 19.1 15.7 3.8 4.1 7.8 5.9 0.8 
1916 22.8 18.0 3.4 4.7 10.0 6.8 0.7 
1917 26.3 20.6 3.7 4.6 12.4 8.0 1.0 
1918 27.8 22.5 3 .I 4.6 14.8 9. 7 2.6 
1919 33 .I 25.0 2.4 6.6 16.0 12.2 4.2 
1920 37.7 30.8 2.6 6. 7 21.5 11.4 3.3 
1921 35.5 28.7 4.8 6.2 17.8 11.4 3.9 

0 Increase over preceding year 

1915 0.6 0.4 0.3 -0.6 0.7 0.3 0.0 
1916 3.7 2.3 -0.4 0.6 2.2 0.9 0.0 
1917 3.5 2.6 0.3 -0.1 2.4 1.2 0.3 
1918 1.5 1.9 -0.6 o.o 2.4 1.7 1.6 
1919 5.3 2.5 -0.7 '2.0 1.2 2.5 1.6 
1920 4.6 5.8 0.2 0 .I 5.5 -0.8 -0.9 

·1921 -2.2 -2.1 2.2 -0.5 -3.7 0.0 0.6 

NoTE: The classification of loans in columns (.J.) and (5) is based on returns 
for the National Banks. For banks other than national the classification of loans 
given in the returns is slightly different. For these banks "loans secured by col
lateral othert.than land and real estate" have been entered in (+); "loans not 
secured by collateral and unclassified loans" in ( 5). 
' SouRCE: Report of the Comptroller of the Currency. 

1 Cf. on the war period; B. M. Anderson, "Effects of the War on Money, Credit 
and Banking in France and the United States" (New York, 1919), page 185; on 
the situation immediately afterwards, the Annual Report of the Federal Resen·e 
Boar~ for 1919 may be quoted: 

"Although the peri<d of war financing did not terminate with the year 1918, 
and the Federal Reserve System \oas consequently under the continued strain 
of war finance, that strain had to be met without the aid of war re~tric
tions. The safeguard afforded by these restrictions \\'as removed, ~ . . There 
is no longer an embargo on exports of gold, nor any regulation or control of 
foreigl'l exchange ... ; the controls set up over exports and imports, production 
and consumption, with at..view to conserving'the national resources and reducing 
waste, have practically disappeared. As a result the problems of the Federal 

_Reserve Svstem have been ~reatlv inrTP!'Ic;:.Prl " fn..-.fY'o ;::o\ 



-17-

• The largest increases of deposits were from 19l'E to 1919 and 
fr.om 1919 to 1920; in 1919 the banks continued to absorb 
Government paper on a large scale ( 1.6 billion dollars) and in 
1920 they increased their loans and discounts by 5.8 billion 9ol
lars. This increase, which exceeded the rise in deposits by 1.2 
billion dollars, was in part compensated by the liquidation of 
Government obligations to an amount of 900 million dollars. 

(iii) The rediscount rate of the Fe"deral Reserve Banks was 
kept constant from the middle of 1918 till November 1919. It 
wa's admitted that sound banking policy alone would have re
quired a rise in interest rates as soon as boom conditions became . 
apparent, but the reverse policy had to be adopted to enable the 
Treasury to float the Victory loan at a lower interest rate than 
it could otherwise h-ave done. 

(iv) During -1919, the United States Treasury advanced over 
$2,000,000,000 to foreign governments for purchases in the United 
States1 ($3,370,000,000 in 1918).2 In this way the Government 
helped to keep export conditions and expectations lively. 
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1 Review o/ Economic StatistiCJ, 1920, Suppl., page .13. Moreover, financial 
assistance of $1,500,000,000 was given by the. Treasury .m the same year ~y the 
purchase of foreign currency, the sale of supphes on creat, and delays granted for 
interest payments. 0 

2 Revie<u.•.of Economic Statistics, 1919, page 247. 
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To sum up, •supply and demand conditions combined to post! 
pone the post-war price fall until after 1919. Boom conditions_ 
could prevail for some time unchecked. 

• • 
5. The mechanism of the post-war boom. 

The outstanding characteristic of the 1919 boom was the sharp 
rise in prices and the inte~sity of commodity speculation. The 
mechanism to be analysed is essentially one of a speculative 
boom in commodities under conditions in which production 
could not be considerably expanded in a short time. Diagram 4 
shows the accompanying price movements.1 

The rise in prices, once started by the recovery and by the 
termination of Government controls,2 became itself an impelling 
factor of the upswing. It led to: 

(a) anticipation of further rises, in consequence of which 
(i) producers and traders were willing to increase their 

stocks for motives ranging from cautious covering for a known 
future demand to pure speculation; 

(ii) consumers bought as much as possible in anticipation 
of future needs, for fear of having to pay higher prices a few 
months ahead; 
(b) a revaluation of commodity stocks (and other assets), 

causing windfall profits; · 
(c) the capitalization of higher returns on property considered 

as a lasting phenomenon, in particular as regards the value of 
Janel. Land changed hands quickly, and as the high prices were 

1 Price indices give a somewhat distorted picture of both the pattern and the 
intensity of price movements during this period, in particular for raw materials. 
As the pattern of a steep rise followed by a steep fall shown by many individual 
price series did not occur fol- all at the same time, the average index gives the 
erroneous picture of a slow and moderate 'rise, and similarly does not fully bring 
out the steepness of the fall. The effect of this averaging will be seen from the 
following figures, where "I" indicates the percentage fall (or rise) o£ the price 
index from the highest (lowest) month in the first year to the lowest (highest) 
month in the subsequent year, and "A" indicates the average of the percentage 
fall (or rise) of the individual price series measured for each series between the 
extreme monthly values of that particular series in two successive years. It will 
be observed that though the price indices indicate a relative rise of prices of raw 
materials less 'than that of finished goods in the 1919-20 boom, raw materials prices 
actually rose, on the average, appreciably more than the prices of finished goods. 

Fall Rise Fall 
1918-1919 1919-1920 1920-1921 

Commodity Group I A I A I A 
Raw Materials 5 39 22 67 51 63 

o Finished Goods 5 25 28 53 41 48 
2 J. M. Clark, op. cit., ~age 57; see ~I so Section 11. 
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often largely paid out of mortgage money obtained from the 
~inks1 • these transfers resulted in a net increase of purchasing 
power m the ~ands of the public. 
· We shall refer to demand due to any of these three causeg as 

"speculative demand." 
. The higher prices implied, in the first instance a fall in real 
incomes. Wage ea~ners, ~y making fret? use of the ~trike weapon, 
largely succeeded m gettmg their money incomes increased pro
portionately with the rise in prices during the upswing-thereby 
accentuating the upward course of prices. Income; derived from 
sal.aries, interest and dividends did not, however, increase con
siderably, and fell in real terms. The group of consumers affected 
therefore were induced to curtail their consumption. 

6. The mechanism of the cyclical downturn. 

The situation on the market for consumers goods, as outlined 
in the preceding section, was essentially unsound. For (a) the 
rise in prices made for a decline in the amount of consumption 
goods which the earners of stable money incomes could buy. But 
(b) speculative demand, due to this very rise, sustained the 
market and tended to counteract part of the tendency to a fall 
created by (a). 

Under such conditions, for aggregate demand not to drop, 
speculative demand must take up an ever increasing part of total 
output to fill the gap of shrinking regular demand. To induce 
speculators to do this, prices must continue to rise. Evidently, 
this process can go on only for a short period of time. The de
cline in regular demand a11d the accumulation of stocks under
mine the basis for speculation. There are' limits to the amount 
of credit the banking system, however elastic, can put at the 
market's disposal for speculative, or quasi-speculative, purposes. 
The high prices will eventually stimulate production. If produc
tion could have responded immediately, the price rise would of 
course not have been possible; in the 1919 state of approximately 
full employment of resources, however, an expansion ef produc
tion and especially an attraction of raw materials from far away 

' ' f . countries, was possible only after a considerable lapse o time. 

1 It is reported as a regular procedure in 1919 for the buyer to pay down S%, 
7 S% being taken as a first mortgage from a bank and. 29% as a secon.d "?,ortgage 
by the seller. ( Cf. Bonner, "Credit Aspects of the Agncultural Depress10n, 'ourn. 
Pol. Econ. 1925, page 98.) • 
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The exceptionally large 1920 crops constituted, to s?m~ ext~nt, 
such a delayed increase in supply in respon.se to the n~e m ~nee~ 
-though they were mainly due to accidentally high yields. 
Although the acreage under cereals in 1920 was 16% above the 
19W-1913 average, "there was only one year in the 19~5-1923 
period ( 1916) in which the increase over the pre-war penod was 
less. But a yield of 10% over 1909-1913 made the 1920 cereals 
crop one of the largest i~ history which, comin~ on a falte!ing 
market contributed to the steepness of the fall m cereal pnces. 

It is' clear that a market, carried away by speculation, must 
collapse as soon as prices stop rising-if not when the rate of in
crease of the rise slows down. When prices no longer rise, specu
lative demand falls away. But real incomes remain stable at a 
low level, and hence regular demand does not increase. So the 
aggregate volume of demand from both sources•diminishes, and 
the boom breaks. 

This analysis shows the inherent instability of such a boom. 
It gives no clue as to the precise moment when, and the precise 
reason for which the eventual breakdown will come. The further 
the upward movement develops, the more "ceilings" emerge. It 
is to some extent a matter of chance which of these will be 
touched. 

Once the peak is passed the same mechanism works in the 
opposite direction. In anticipation of a price fall, people stop 
buying and let stocks run down. The capitalized value of land 
shrinks with the fall in the );irice of its products; these capital 
losses induce the consumers to restrict their expenditure. 

'Lhe "buyers' strike" which during the boom was the expression 
of the inability to pay the high prices, especially of the middle 
classes, now assumes another aspect. Buyers who could not buy 
at the high prices become unwilling to buy at the lower prices 
-in anticipation of still lower pri.ces. So this strike-;-though not 
the cause of the downturn-is a powerful factor in accentuating 
the downward process. . 

7. An example of the mechanism: silk. 

Specul~tion in silk was lively. Records of the time quote as an 
outstandmg example of extravagance the "silk shirts" of certain 
favoured. classes of labour (munitions workers, shipyard work
ers) .. This may have been. the initial reason why expectations in 
th.e silk market were so high. Soon, moreover, the market itself 
Witn!i'ssed .hug~ speculative. gai.ns. The price of raw silk showed 
the followmg JUmps; resultmg Jn a rise of 180% in nine months: 
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( $ per lb.) 
3.50-4.00 November 1919 

6.06 December 1919 
11.06 January 1?20 

12.37 
13.63 
16.9~ 

No stock figures are available for the period before 1920, but in 
January of that year, stocks were at a record level not touched 
again until November 1929. ' ' 

On the other hand, clothing is one of the compressible items 
of expenditure, and great economies on it were reported on the 
part of people whose real incomes had fallen.1 • 

It is clear that, during the period of the steep price rise, the 
silk market was in a highly unstable condition. Opinions do not 
agree as to whethcr the actual break was due to the boom's own 
top-heaviness or. to a general price collapse in J apan.2 The mat
ter is not of great importance; the break was bound to come 
eventually in one way or another. After the downturn, prices 
fell even more rapidly than they had risen; in six months they 
came down from $17 to $4.60 a lb. in July 1920. In the same 
month, silk "deliveries" were only 36% of what they had been 
in February of that year. 

Another instance of speculative anticipation of demand may 
be mentioned. The sanguine expectations of export possibilities 
to Europe and the optimism with respect to Europe's ability to 
pay resulted in the "piling up of a wall of lard and a mountain 
of bacon, hams, and other products in the neutral countries and 
on the frontier of Germany and other central European states 
long before these countries were actually opened to trad~."3 

Many of these stocks proved unsaleable, many tons of food de
teriorated in storage; and much was actually shipped back to 
the United States. 

8. The production of durable goods. 

During the boom, brisk demand for consumers goods, both 
perishable and of medium durability (such as automobiles), s~nt 
prices soaring. In such a situation, one may expect productive 
resources to be shifted from the production of goods of long dura
bility into the produ~tion of less durable goods, particularly if 

1 It may be noted, moreover, that during the same period prices of rayon in
creased only by 33%, making the switch over from silk to rayon relatively at
tractive to consumers. 

2 In Japan, a speculative boom similar to that in the United States had developed. 
Cf. Review of Economic Statistics, 1920, pages 94/5 and page 233. • 

a E. G. Nourse, "American Agriculture a11d the Europc'an Market," page 69. 
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the boom is expected to last only for a short period so that would'
be purchasers of commodities of long durability may expect ~ 
buy at lower prices if they postpone their demand .till the boo"? 
1s wrer. • 

The 1919 boom, though it was of course affected by a great 
many special factors, tends to confirm this theoretical pattern. 
True, the production of rrtachinery did not fail to revive, nor did 
it turn down early in 1920. The employment index for the ma
chinery industry, as shown in Diagram 3, shows a pronounced 
rise from the ·middle of 1919 and remain at a high level till 
July 1920. But in the figures for construction and railway equip
ment orders, the decline in these forms of investment1 owing 
to the rise in prices and wages is very clear.2 

(i) Construction. 

Diagram 5 gives the movements of residential and other con
struction contracts, in millions of square feet. Both show a very 
rapid recovery from the low war levels. But this movement was 
of short duration only. Residential building shows a sharp turn
ing point as early as the middle of 1919, and other construction 
also turns before the end of the year. Throughout 1920, the 
course of both series is steeply downward, giving way to a sudden 
revival early in 1921. It would seem to follow from a comparison 
of these series with the index of construction costs, shown at the 
bottom of the Diagram, that the violent fluctuations in con
struction are to be attributed to a large extent to the movements 
of construction costs. It will be obseryed that the two turning 
points in residential buil<ling follow those in the cost series with 
a lag of three months in 1919 and·of about six months at the end 
of 1920. The lag would be rather longer for other types of con
struction for which the preparation of plans takes more time. 

1 The railways and residential (but not industrial) construction represent to 
90me extent a special case, in view of the legal restrictions on rates and rentals, 
which prevent;d the immediate adjustment of "selling prices'' to changes in costs. 

2 In this connection, it is interesting to examine the series for new orders for 
durable and semi-durable commodities compiled by the Institute of Applied Eco
nometrics. Orders for durable goods show two peaks of equal height, separated 
by a shallow dip of probably little significance, in July 1919 and January 1920, 
and from then on decline sharply. Orders for semi-durable goods, on the other 
hand, o(which show far less violent fluctuations) do not reach their peak value 
until June 1920. 
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Diagram 5 

Constr.uction Indices 

19?2 = 100 

Index of Building Costs, 
Index of Rent 

1923-5 = 100 

Though the movement of costs 
probably explains~.. the sharp de
cline of building in the middle 
of the boom, and the rapid re
vival (almost as steep as early 
in 1919) in the middle of the 
depression, it does not, of course, 
account for all the fluctuations. 
The continual increase in con
struction act1v1ty throughout 
1922, when prices were stable 
and even tended to rise again, 
may well be due to the fall in 
interest rates and the rise in na
tional income. The considerable 

'--------------""-'"_, increase in rents after the war 
was also, no doubt, 
building. 

(ii) Railroads.2 

a powerful factor in stimulating residential 

The railroads were operated by the Government from January 
1st, 1918, to March 1st, 1920. Various factors contributed to 
make demand for railroad equipment abnormally small during 
the first three years after the war. During 1919, neither the Rail
road Administration nor the companies made investments of any 
consequence in view of the uncertainty concerning the further 
duration of government operation. During 1919 and the first 
eight months of 1920, low rates combined with high wages made 
for a very low level of profit, which was not conducive to increas
ing capacity. Considerable orders were placed only in the period 

WIt will be observed that construction fluctuates much more than construc
tion costs. The figures would indicate an elasticity of demand in the order of 
2 for residential construction. ~ " 

2 Cf. W. D. Hines, "War History of Amorican Railroads." 
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Railway Indices 

1915 = 100 

1915 1916 1917 1918 

Rates 100 100 100 1148 

Hourly wages 1oo• I 06 120 177 
Rates as a ?t o( hourly wages 100 94 83 64 
Freight ton miles 100 132 144 148 
Net revenue from operations < 100 146 139 lOS 
Equipment ordered:£reight cars 1 100 ISS 12 104 
Equipment ordercd:passenger cars 1 100 116 l7 I 
Equipment ordered: locomotives' ' 100 161 180 168 

8 100 durJn1 first S months and 125 durJne last 7 monthl, 
b Weighte-d average: freight 128, passenger• 118. 
~Till September 1, 1920, 

Froro September l, 1920. 
e Fheal yeu 1915/16 
f Annual equivalents of qu.arhrly fleurea ln 1920 and 1921. 
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when government operation was terminated. By the end of 1920, 
w}1at was probably a workable relation of rates to wages had 
Been restored. But the reduction in the value of transportation 
cau~ed by th~ depression. resulted again in a very low lev~! of 
e9mpment purch~ses dunng 1921. In that 'year, however, con
stderable economtes were effected, including a reduction of per
sonnel by 18%. With the recovery in business, the railroads 
finally reached a moderate degree of profitability in 1922, and it 
was only then that, after a three years' interruption considerable 
orders for equipment were placed. " ' 

9. The post-war price fall. 

About the same time as the speculative boom broke down, a 
more general poj>t-war price fall due to other causes began. One 
after the other the war conditions which, as we saw, still pre
vailed in 1919 disappeared. Only the most important need be 
enumerated. 

(i) Deflationary policy of the Federal Reserve Banks. 

Many statements by the Federal Reserve Board1 show that 
this body desired to keep the boom in check by means of mone
tary policy. Not before the war-financing was over-at the end 
of 1919-however, could the desired policy be carried out. Rates 
were raised steeply at the beginning of 1920 and again in June.2 

It was hoped that discount policy would check further expan
sion without producing "radical and drastic· deflation."3 The 
Federal Reserve Board foresaw, on the other hand, that specnla
tion could hardly be deterred by any "reasonable advance in 
rates of interest."3 Retrospectively, the rate increases were 
termed "precautionary steps which did not produce deflation but 
checked the expansion."4 It is Jfrobable that the monetary policy 
had some effect towards checking the expansion, which, however, 
would have come to an end in any case. Once expansion was 
stopped, a process of liquidation was inevitable. 

In this liquidation, banking policy played an active role. 5 In 
order to maintain the strength of the Federal Rese~e system, 

1 Quoted by H. ,V, Macrosty, "Inflation and Deflation in the U. S. and the U. K., 
1919-1923." Journ. Royal Stat. Soc. 1927, page 45. 

2 There are no traces of a deliberate open-market policy prior to 1922. 
3 Annual Report, 1919. 
4 Annual Report, 1920. 
5 It will be observeJ that the average Federal Reserve Banks' discount rat<e rose 

till March 1921, when it reached 60% (Diagram 4). • 
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there was a tl::ndency on the part of the Federal Reserve Board 
to restrict advances against unsold goods1 which tended to agg!Jl- · 
vate (though perhaps also to shorten) the depression, particti-
lar!J in agriculture.~ < 

(ii) Decline in exports. 
The enormous increase in United States exports during the 

war had to a large extent 'been caused by a diversion of European 
demand from the other suppliers (Australia, Argentine, etc.) to 
the United States because of: 

(a) lack ohonnage and high freight rates; 
(b) convenience (to have only one sea route to convoy); 
(c) credits granted by the United States Treasury. 
Diagram 6 shows, for a few important commodities, how, after 

the war, United Kingdom importers switched ~ack to the pre
war countries of supply. 

Diagram 6-The Diversion of European Demand 
---- United Statesa -----Other Major Exportersb 
1-3. Imports into the United Kingdom in cwts. (OOO,OOO's) 

4. Wheat Stocks on August 1, in bushels ( OOO,OOO's) c 
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1 Annual Report, 1920. 
2 Tilis a~tion was criticized in the Report of the Joint Commission of Agricul

tural lnqu1ry (Vol. II, pnge 14). 
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·Stocks had accumulated in the countries that ~ere economi
ca,lly too far away from Europe, partly because demand was 
~hifted to the United States and Canada (wheat), partly because 
trnports were 'reduced (wool). Comprehensive statistics of ~Jr
plus stocks during the World War do not exi~t. Diagram 6 gives 
the development of wheat stocks in some of the major producing 
countries. Indication is further avail~ble of the accumulation 
during the war of surplus stocks of1 

wool 

tin 

-in Australia, New Zealand, South Africa, the 
Argentine and Brazil; 

lead and 
rubber 
nitrates 

-in Malaya, the Netherlands Indies and Bolivia; 
zinc -in Australia; 

-in Singapore and other Far Eastern ports; 
-"in Chile. 

At the end of February 1920, the freight market broke2 and so 
not only reduced the advantage of the United States, but also 
caused the European markets to be glutted with the accumulated 
stocks. About the same time, on January 28th, 1920, the Secre
tary of the Treasury declared that "the Treasury [was] opposed 
to further Governmental aid" abroad (with some minor excep
tions), and that "the governments of the world must now get 
out of banking and trade."8 Though an extension of export 
credits was urged upon the banks from many sides, they did not, 
in fact, increase sufficiently to· offset the decline in government 
credits.4 

Thus the artificial conditions that the war had created on the 
market for export goods had come to an end; exports and export 

l London and Cambridge Economic Service, Special Memorandum, No. 1, and J. 
W. F. Rowe, "Markets and Men". · 

2 This break was due to an increased ~upply of tonnage which was called forth 
by tliese high freight rates and continued to pour into the market a considerable 
time after rates had started to fall. 

8 Review of Economic Statistics, 1920, Suppl., page 13. 
4 Cf. the following figures for capital exports from the United States (Fed. Res. 

Bull., November 1921): 

U. S. Gov't international payments 
Investment, private, abroad 
Repatriation of U. S. securities 
Unfunded credits (residual item of the 

balance of payments) 

Total 

1919 1920 1921 
niru montiJJ 

($OOO,OOO,OOO's) 
2.4 .3 
.3 .3 .3 
.1 .1 

1.4 

4.2 

1.7 

2.4 

.5 

.8 
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prices had to• fall; "it is something of a puzzle why prices held 
up as long as they did."1 eo 

It is difficult to determine, for any particular agricultural 
commodity, to what extent the price fall was du~ to decline in 
fo~eign demand.2 "For many products, indeed, the volume of 
exports remained high. This only shows the basically weak posi
tion of the exporter. Diminishing demand and cheapening supply 
from other countries had undermined high prices. When this 
situation became evident-through a fall in price, or some decline 
in exports, or a growing realization of the lack of purchasing 

. E ' h " II ' k " b "b ' power m urope-t e se ers mar et ecame a uyers mar-
ket." 

(iii) Railway conditions. 

The railway situation had been bad during t'he severe winter 
of 1920; it deteriorated into an outright transportation crisis in 
April of that year, owing to a large strike of railwaymen. The 
transport problem formed an additional factor (apart from the 
speculative motive) in favour of holding large stocks: 

(a) producers and dealers were anxious to enlarge their stocks 
of raw materials and finished commodities to ensure smooth pro
duction and sales in spite of slow and uncertain supplies; 

(b) sellers in many cases could not dispose of their stocks for 
lack of transport; hence stocks piled up in agricultural districts.3 

The effects of this accumulation of stocks were twofold: 
(a) the resulting additional demand tended to raise prices; 
(b) the stocks constituted a potential danger to prices and 

production as soon as traffic became normal and the two parties 
concerned could use up their surplus stocks or throw them on the 
market.4 

( iv) The decrease in the Gover"f®ent deficit. See Section 4. 

( v) The abolition of the Government minimum price for wheat. 
on June 11th, 1920, has "generally" been regarded as the reason 
for the decline in wheat prices.5 It at any rate made such a fall 
possible. 

1 Nour,.,, np. cit., page 73. 
2 This question was studied at some length by the Joint Commission of Agricul

tur::al Inquiry; the Commission's Report does not, however, provide a conclusive 
answer to the question. 

3 It is reported that, in some districts, two crops were held at the time. 
4 The situation is wholly comparable with that of sea transportation referred 

to under (ii). ' 
6 ~:entioned in the Annual Report of the Federal Reserve Board, 1920, page 8. 

It would seem from the t<xt that the Board does not wholly agree with this opinion. 
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10. The course of the depression. 

,, ::I'he joint ~ction of a cycl_ical. downturn and the post-war price 
fall resulted IIJ an extraordmanly sudden decline in business ac
tivit:y. In a few months (August 1920 to January 1921) pto
ductwn and employment fell by 25%. Prices and wage rates also 
went down precipitously, wholesale prices stopping at about 40% 
and the cost of living and wage rates a~ 80/90% above the 1914 
level. A do~nward busi_ness cycle movement had begun, the 
effects of whtch were qmckly felt in other countries where the 
same process of speculative inflation had been goi11g on; this, in 
turn, had an unfavourable though somewhat delayed influence 
on American exports.1 

The downswing, then, was unusually rapid, but it was short. 
By the end of 1~20, the worst was passed. But the revival was 
slow and the whole year 1921 was, in general, one of stagnation. 
By the end of the year, factory employment and production were 
only a few percent higher than in December 1920. ( Cf. Diagram 
1.) It will be noted that in the process of recovery, as in the pre
ceding downturn, the output of non-durable goods led that of 
durable goods, and durable and semi-durable consumers goods 
led durable producers goods. Diagram 1 shows a sharp reversal 
in the trend of the output of non-durables as early as December 
1920, whereas durables reached their lowest point in July 1921. 
The employment figures from Diagram 3 bear out the same facts. 
Of the six series representing employment in consumers goods in
dustries, five have their turning point in January 1921 and one, 
men's ready-made clothing, in the previous month. With the ~x
ceptioq of the motor car industry, where, after an initial rise, 
employment remained from April 1921 to March 1922 almost 
stable at a low level,2 the rise in the consumers goods industries 
was considerable. The December 1921 figure was, in all cases, 
more than 20% in excess of that of January of the same year, 
bringing employment to a level of only 10 to 15% below the 1920 
peak. On the other hand, employment in the iron and steel in
dustry rose only after July 1922, and in machinery production 
only after November 1922. ~ 

1 Cf. Review of Economic Statistics, 1921, page 8. It is known that the execut~on 
of the old export orders kept certain industr~es ~ell e'"?ployed for .a short pen~d 
after domestic demand bad fallen off; there 1s httle evtdence of tbts, however, m 
the general export statistics. • 

2 Within the automobile industry, passenger cars make a better showmg than 
trucks. In 1921 the output of the former is 75% of the 1920 level, of the lntter, 
48~. , ~ 
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After the temporary reduction of activity required to liquidate 
redundant inventories, industry recovered thanks to a large hark
log of demand for plant and equipment and a rapi~ expansion in 
the production of a few durable consumers goods, such as motor
cars and radios. In the case of agriculture, there were no such 
favourable factors on the demand side, nor could supply be easily 
reduced from the high levels to which it had expanded during 
the war. These differences largely account for the contrast he
tween the state of chronic semi-depression in agriculture and the 
high level of P-rosperity in the rest of the economy. Furthermore, 
the disturbed" condition of European currencies affected demand 
for export unfavourably, once the period of relief credits was 
passed. Debts incurred at high prices implied a heavy service 
in real terms, which weakened the farmers' financial power. Con
sequently, agricultural prices fell much deeper than industrial 
prices, and remained lower. 

Indices of Prices Received by Farmers and Paid by Farmers 
1910-1914 = 100 

• 

1910-1914 
1915 
1916 
1917 
1918 
1919 

Prices 
received paid 

100 100 
98 105 

118 124 
175 149 
202 176 
213 202 

11. Consideration of policy. 

1920 
1921 
1922-1924 
1925 
1926-1929 

P1·ices 
received paid 

211 201 
125 152 
139 151 
156 157 
144 154 

The acute crisis which the United States economy underwent 
in the middle of 1920 was due tocthe joint influence of two princi
pal factors: the reaction following upon a speculative post-war 
boom, and the post-war price fall resulting from the reduction in 
Government demand and the re-establishment of pre-war effici
ency in production and transportation. The question naturally 
ar!s~s whether, by appropriate measures of economic policy, this 
cnsts couid have been prevented or mitigated. 

In ~ountries that have not been too seriously damaged or im
povenshed by the war a post-war boom is always likely to 
develop, owing to the sudden unleashing of civilian demand. In 
the,pnited States it developed into a price boom, and the first 
obvwus conclusion- is that, if, price and other controls had been 
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mili!ltained, t~e sudden flare and collapse might have been 
avm~ed. But m ~a.ct no such simple solution presented itself. At 
tht! time of transition from war to peace economy the conditions 
o£ supply may·•remain at first largely unchanged. This fact alone 
would seem to justify a continuance of price c'ontrol, of ration{ng 
of raw materials, etc. But the conditions of demand radically 
change, for the overwhelming war demand of one buyer, the 
State, is replaced by the infinitely varied and unknown demands 
of the civilian population. The State can control prices right up 
to the finished articles it buys, but to control the prices of all 
the innumerable commodities made for the public In peace time 
is a different matter; and if the State confined itself to controlling 
the prices of raw materials and rationing their supply, while 
leaving finished goods free, this might have as its major 
result an ·increas~ in the profits of the manufacturer and little 
reduction in cost to the consumer. A continuance of post-war 
price control, therefore, cannot be accepted as a simple or obvious 
or complete solution of the difficulty. It is none of these things. 
Nevertheless the continuance of some measure of control might 
have proved useful especially as regards foodstuffs and possibly 
some articles of clothing. Speculative fluctuations in raw ma
terial prices, moreover, may be due not so much to a present 
shortage as to the expectation of a rise in price in the future. 
Price control of raw materials, provided it is clear that it will be 
continued as long as the tendencies to a speculative boom last, 
may dispel such expectations and may to that extent not merely 
moderate the effects of the boom but actually attack its cause. 
A beneficial effect of continued control was certainly ex
pected by the Chairman of the War Industries Board, who wrote: 
"If the proper authority would have been at hand, it would have 
been possible for the War Industries Board to have continued its 
functions during the period of readjustment. Much good could 
have been accomplished. But with the signing of the Armistice, 
the purchases of the Allies and our great departments coming to 
an end, the power of the Board, withou~ further additional legis
lative authority ceased and it was possible to do only what was 
done-to wind ~p its work as quickly as possible."1 

It is at least clear that during the war this Board was. success
ful in the exercise of its control, as is illustrated by Diagram 7 
comparing the Board's indices of "uncontrolled" and "controlled" 
prices-the latter being the prices of commodities that were sub
ject to control during America's participation in the war, or d~r-

1 Bernard M. Baruch, op. cit., page 8. 
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ing a part of this period.1 This diagram could not, unfortunatel,y, 
be extended beyond ~ay 1919! but ~ve!l fo_r the short post-~:r 
period covered it provides pertment mdtcatwns. 

Diagram ?~Controlled and Uncontrolled Prices 
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There is no significant difference in the movement of the two 
series up to the middle of 1916. From then until control 
was introduced in July 1917 the one group of prices ran away, 
while the prices which it was not considered neccessary to con
trpl rose at a very regular rate from the middle of 1915 to the 
end of 1918. The gap between the two curves disappears about 
10 months after the control was introduced. From then on, the 
two series almost coincided. Finally, 'after the Armistice and the . 

1 Cf. P. W. Garrett, "Government Control over Prices," page 427. This index 
tnds with Dectmber 1918, but is here continued with a similar index based on tht 
Burtau of Labor Statistics price indices (ibid,m, page 413). The series are linked 
by using their 1918 yearly averages. 

The indices, which are weighted, are based on the prices of 1366 commodities, 
573 controlled and 793 uncontrolled. There is a tendencv for the controlled group 
to contain more raw materials and less finished commodities than the uncontrolled 
group-but, t~ere are many exceptions. The class ""'heat and Wheat Products," 
~.g., was entuely under control: from wheat to crackers. Tea, cocoa and tobacco 
were free, coffee controlled. Raw cotton and important cotton manufactures were 
free, but cotton yarns were all under control. Of wool, on the other hand, only 
the raw material price was controlled. Of the 88 iron and steel manufactures. 36 
(among which, steel rails) were controlled. 

The indices. in narticular that of controlled prices, reflect, of cou~e, the same 
avt~aging out of sharp individual fluctuations mentioned earlier in connection with 
the index of raw matefial price~. 
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sud~en cessation of control, the formerly controlied prices im
m,ediately r~sumed the tendency to a speculative rise. By l\Iay, 
1919, the difference between the two series was some 10"~ · a 
price boom similar to that of 1916 had star~ed.I 

1 

"; 

Thi_s rise in prices might have been checked by a better under
standmg of the factors at play. The information was available 
but was misread. " ' 

Th_e prices o~ farm products, for instance, were expected to 
remam at the high levels reached, or to rise even further. But it 
shou~d have been clear that the high prices were due to the 
coexistence of two essentially temporary conditions: exports to 
Europe financed by United States Treasury credits, and the 
blocking of stocks in East Asia, Oceania and South America. 
With respect to many metals the situation was to some extent 
similar. There ,;vas no lack of ·statistical information about the 
movement of prices both in the United States and in other coun
tries.2 But perhaps partly owing to defective statistics of stocks, 
interpretations went astray. More complete information con
cerning all factors influencing markets might possibly have 
checked the boom; but it is doubtful whether it could have pre
vented it altogether. 

Fuller information and a wiser interpretation of the informa
tion available would have contributed something; direct price 
control of at least certain classes of raw materials known to be 
liable to speculative movements, even if such control gave rise 
to increased industrial profits, might have further contributed to 
stability. But the Government had an instrument of control 
ready to hand which, efficiently used, might have gone far· to 
check the price boom and the windfall profits. That instrument 
was its ownership of surplus stocks-valued at some $2,600,-
000,000--of raw materials, semi-manufactured goods and even 
manufactured goods. It was not employed. On the contrary, the 
Government, in liquidating these stocks, seems to have been 
much more concerned not to precipitate a slump than to check a 
boom. A policy was adopted of selling all commodities through 
the medium of the industries which had produced them (though 
later on, when the transition period seemed safely pas~ed, direct 

I The danger of this development was apparently realised by the Government at 
an early date, and in March I919 the Industrial Conf~rence. Board ':·a~ cre?te~ 
"to meet with the representatives of industry and determme v·nth ~hem fa~r pnces 
for the basic raw materials." The Board, however, lacked authonty and tts mem-
bers resigned two months later. (Cf. Garrett, op. cit., page 413/4.) · 

2 Cf. the detailed ,studies of the \Var Industries Board .and the Federal R~'erve 
Board. 
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sales of some ~ommodities were made to consumers).1 The policy 
worked well in the first half of 1919; but it would seem to ha'\Te 
had the disadvantage of depriving the Govern~e?t of ~he powe;
to mrb a rapid rise in the prices of the commodities wh1ch Jt had 
in store.2 Thus it was stated that the lumber industry would 
have been "paralysed" if all stocks had been disposed of immedi
ately. "Under the agree!llent the surplus was all sold without 
disturbance to the industry."2 But prices of American lumber 
rose some 125 to 200% between April 1919 and April 1920. 
Copper prices rose by nearly 50% between March and August 
1919 (and fell again afterwards) in spite of the fact that at the 
beginning of 1919 the United States Government possessed 
100,000 long tons of copper,3 a quantity equal to one-fourth of 
the total consumption in the United States in 1919.4 

Not only was the Government failing to check a price rise: it 
was actually promoting such a rise through deficit financing. The 
influence of the deficits, which themselves were perhaps un
avoidable, might have been minimized had the monies required 
by the Government been obtained to a greater extent by a re
duction of private consumption and not, directly or indirectly, 
by credit expansion. There, however, the monetary authorities 
were faced with great difficulties. The art of Federal Reserve 
open market operations was at that date quite undeveloped and 
the most important available instrument to prevent credit in
flation was the discount rate. But a rise in the official rates 
would have affected the whole structure of interest rates. A high 
yield on Government bonds would either have postponed the 
fur.ding of the large floating debt, or would have made it very 
burdensome to future budgets. Both possibilities were undesir
able. On these grounds, short term rates were kept low till the 
end of 1919. 

The unstable conditions created by the 1919/20 boom should 
not divert attention from the fact that, even without a boom, 
the price and income structure of the middle of 1919 could not 
have cont\Jlued in a peace economy. A fall in prices (or a rise 
in money mcomes) was to be expected as real costs fell owing 
to the re-Pstablishment of normal conditions of production. Such 
a relative price fall is inevitable and indeed desirable. 

1 Cf. B. Crowell and R. F. 'Wilson, "Demobilisation," New Haven 1921 pages 
269ff. ' ' 

2[dem, page 273. 
3 London and Cambridge Economic Service, Special Memorandum, No. 1. 
4 _At that time all ;'-lli.~d Governments together held about 650,000 tons of copper, 

~qmvnlent to two·thJrds of one )·ear's. world consumption. 
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• The price fall which actually occurred in the United States in 
J~20/21 went beyond the point required to raise real incomes in 
accordance ~ith the reduction in real costs. As is well known 
from the swin~s of the business cycle, the very movenlent 
towards a certam level produces the momentum which pulls the 
whole structure past what, a short time ago, would have been a 
possible position of equilibrium. ~ 

This process of concurrent changes in prices and costs may be 
seen from the movements of the cost of living and money wage 
rates over the two years from the end of the war to the middle 
of 1921. Diagram 8 shows the monthly movement of both series, 
and the resultant series of real wage rates. (For the last, three 
months moving averages are plotted to eliminate erratic month
to-month fluctuations.) The 20% decline in money wages did 
not, in fact, depress real wages. But it had no doubt a depress
ing influence on entrepreneurs, who could reasonably expect that 
by waiting a few months they would be able to produce at lower 
money wage rates. · 

" 
" 

Diagram 8-Real Wages 
1914 = 100 

• ' 
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collateral of loans) stocks of l'aw 
:· 1 materials, foodstuffs and finished 

products were thrown on the 
,market ~nd livestock was 
slaughtered in large numbers. 

Given these expectations, the initial price fall degenerated into 
a joint fall of prices and incomes which lasted till about the end 
of 1921. Just as a speculative rise of prices c.an be .checked ~y a 
firm policy of price control, such a speculative. pnce fall might 
conceivably have been arrested by a declarat10!1 of monet31ry 
policy and by determined acti?n in accordal!c.e w!th that policy, 
in. order to prevent speculatiOn from anticipatmg ever lower 
pnces. 

If a policy of price stabilization at a high level had ~een 
adopted, two sets of measures would seem to h'ave been indicated. 
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1. At the end of a war very appreciable changes in relative 
wages, as in relative prices, are to be expected and are indeei 
desirable. But if a protracted process of deflation is to be avoidecj 
wag-.: rates on the a'I.Crage should be kept stable. 

2. At the same time it would have been necessary to take the 
appropriate measures to maintain or increase the national income 
as soon as the essential ad-justments of values had been effected. 
One of such measures would have been a lowering of the discount 
rate. (In 1921 it was raised when the worst! of the crisis 'was 
already past.) 'If, in such circumstances, private-investment does 
not react with sufficient rapidity or strength, Governments may 
have to embark on a programme of temporary deficit spenCiing as· 
soon as they consider that a further fall of prices serves no useful 
purpose, by an extension of public works/ the payment of war 
bonuses or the release of savings. 

12. Summary of findings. 

( 1) Readjustment from war to peace production was accom
plished very quickly after the Armistice; employment declined 
only very slightly for a few months, after which it recovered 
rapidly. There was no great difficulty in finding work for the 
demobilized soldier. 

(2) Production of both durable and non-durable consumers 
goods started to improve between December 1918 and February 
1919. 

(3) Activity in the heavy industries, on the other hand, de
clined till the middle of 1919, when recovery set in. 

( 4) The building industry, greatly restricted during the war, 
showed a very sharp increase in activity from the beginning of 
1919 in both residential and. other construction; owing to the 
rise in construction costs, howev-er, the movement was reversed 
later in the year. 

(5) This expansion sprang from the accumulation of a back
log of requirements, on the one hand, and of financial assets on 
the oth_er, which, though not liquid in form, could easily be 
turned mto money owing to the banking policy followed. This 
policy alsb permitted a considerable expansion of commercial 
loans. . 

l·It has. been suggested (by Professor Goudriaan) that the Government. should 
offer pubhc works for contract at prices slightly below the level at which it con
~derrd that t~e price fall should come to a stop. This would render the incep
tion •f a pubhc works programn.Je. automatic. And, since it would definitely state 
bow far the Governmen~ was wtlhng to let prices drop it might be a very effec-
tive check on further deRation. < ' 
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"(6) Interest rates were not raised before the end of 1919 in 
o~der to facilitate funding of the Government debt at a low r;te 
a~d so credit ~xpansion continued almost unchecked. ' 

(7) The. expansi~:m was further stimulated by Governma~t 
defic.Its, which co!ltmued f~r a year after the Armistice, and by 
credits, both official and pnvate, granted to foreign countries. 

( 8) In view of the limited prod~cti~e resources and in par
ticular the limited supply of raw materials, the expansion quickly 
developed into a speculative price boom. For a short period 
(namely, for most commodities, the last quarter of 1919 and the 
first quarter of 1920) prices rose because demand was high, and 
demand was high because prices were expected to rise further. 

(9) Wages increased with the cost of living. But the rising 
prices tended to 'urtail demand from other income groups, and 
in particular, it would seem, demand for goods of long durability. 

( 10) A boom such as this was bound to break. The tightening 
of credit early in 1920 was one of the factors directly contributing 
to this break. 

( 11) At about the same time the special factors tending to 
stimulate the United States economy after the war lost part of 
their force as Europe slowly resumed its exports, as stocks in 
overseas countries began to reach their normal markets thanks 
to the increase in shipping facilities, and as relief credits were 
discontinued. 

( 12) The ensuing depression remained moderate during the 
summer of 1920 but rapidly gathered force in the autumn. Pro
duction fell off somewhat earlier in the non-durable goods iN

. dustries than in the heavy industries. 
( 13) The depression was, on the whole, steep but short, the· 

year 1921 showing approximate stability in industrial production 
at a level about 30% below the ~920 peak. 

(14) This stability conceals a decline in the output of durable 
goods continuing till July 1921 accompanied by a rather sharp 
revival of the production of non-durable goods as early as J anu
ary 1921. Construction, too, revived early under the influence of 
a fall in building costs. • 

(15) With the agencies of war-time control disbanded almost 
immediately after the Armistice, the post-war b~om. we~t. ~m 
practically unchecked by any form of control dunng Its Initial 
months. As the Federal Reserve Banks felt compelled to adjust 
their policies to the requirements of the Treasury, checks frilm 
the monetary side became impossibk! until the• end .of 1919. 
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( 16) The' restrictionist banking policy started at the end' of 
1919 continued after the 1920 turning point till well into 19~1, 
and this fact may be held partly responsible f01;. a parallel fall 
i~"money prices an.d costs, which tended to aggravate the depres
swn. 



PART II 

ECONOMIC FLUCTUATIONS IN TH~ UNITED KINGDOM, 
. 1918-1922 

1. Introduction. 

The task which faced those responsible for economic policy in 
Britain after the Armistice presented two essential difficulties. 
First, the administrative machinery and personnel, organized to 
obtain maximum. production, to buy the maximum of supplies, 
to weed out unnecessary workers, had to be adapted to the re
verse process of cancelling orders, selling surplus stocks and find
ing, employment for the demobilized soldiers. Secondly, whereas 
the objective of the war economy was clearly defined, that of 
the peace economy was not. Peace might entail either a boom, 
fed by the unsatisfied demand and the accumulated liquid assets 
of industries and private persons, or a depression and unemploy
ment owing to the cancellation of Government orders and the 
demobilization of millions of men. There was uncertainty as to 
which of these two possible situations would prevail after the 
Armistice; or, if both were to arise, which would precede the 
other. 

Furthermore, official opinion desired at the same time a booJil 
and falling prices. A boom would help to solve the problem of 
creating employment for the demobilized. Falling prices, on the 
other hand, would make J1ossible the coveted return to a sub
stantially lower level of prices and the re-establishment of the 
gold standard at the old rate. Thus policies had to be framed 
to deal with an unknown situation without a clear-cut objective. 
Nor, after the Armistice, was it immediately clear how the situa
tion was going to develop. The doubts as to whether a boom or 
a slump had to be faced were not dissipated. 

Actually, a boom occurred from about the middle of. 1919 to 
the middle of 1920 and this boom was sandwiched between a 
minor recession, which prevailed during the first half of 1919, and 
a more severe depression starting in the autumn of 1920. Thus, 
for some six or nine months after the Armistice, the situation 
remained ambiguous. This may explain both errors and hesita
tions in the formation of policy. The first twoo post~war budgets 
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were presented just before the turning points of business, in the 
month of April of 1919 and 1920; and anticipations for the nr,xt 
financial ,·ear, based on the existing situation, Rroved on both 
o<;::asions -to be entirelv off the mark. It was per~issible to fear 
that measures to check a boom might precipitate a slump; meas
ures to prevent a slump might cause a full-fledged inflation. 

Most of the factors inf!uencing the economic fluctuations in the 
United Kingdom were similar to those which have been shown 
to have determined the course of events during this period in the 
United StatEs. For this reason, onlv the identification of these 
factors and a brief historical desc;iption of their nature and 
effects is required in the present study. The main differences 
are due to the greater importance of foreign trade and the inter
national balance of payments in the United Ki~gdom. 

2. TV ar finance 1914-18. 

It is convenient to consider first the financial policy followed 
during the war, since this policy had important effects on the 
cyclical fluctuations which took place shortly after the Armistice. 
Government demand for war purposes gave rise to a continual 
increase in total expenditure and a part of Government borrow
ing had to be met by credit creation. After a state of full em
ployment had been reached (spring of 1915) this credit creation 
inevitably entailed inflation. The form of borrowing having the 
most direct influence on the credit structure and the most infla
tionary influence was the 1-Nays and Means advances by the 
Bank of England.1 An advance of this type of £1 million, after 
being spent by the Government, has the effect of increasing by 
the same amount b_oth deposits hel"d in the commercial banks 
by the public, and the banks' l;>alances at the Bank of England. 
The increase of£ I million in the liabilities of the banks, however, 
only requires an increase in cash reserves by the customary 
fraction of that amount, and the remainder can be lent again to. 
the Government or the public. One initial advance of a given 
amount thus eYentually places several times that amount of pur
chasing 'power in the hands of the Government and the public. 

Besides lending directly to the Government, the banks also 
granted credits to private subscribers to war loans. 

1 The published figures of Ways and Means advances also include an unknown 
am&unt of advances, tl.rough the Bank of England, of spare balances of commercial 
banks and of foreign <lepo<its, a systtm in force from early in 1916 to July 1919. 
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The painful after-effects generally ascribed to this inflation 
during the war were to a great extent due to certain post-war 
faMors: 

·1. The wide§pread opinion, authoritatively expressed by tjle 
Cunliffe Committee and subsequently acted upon by the Govern
ment, that the prestige of London as a world financial centre 
was bound up with an eventual return of the currency to the 
pre-war gold parity. Because of the d;preciated value of ster
ling in 1920 in relation to gold, or the dollar, the pre-war parity 
could only be restored by a process of deflation. • 

2. The deflation in the United States, starting in the middle 
of 1920, which enhanced the real value of gold and thus made 
the British deflationary process still more painful. 

3. The fact that the removal of war restrictions on credit, trade 
and industry, w;w; accomplished at a moment when the infla
tionary financing of public expenditure had not yet been brought 
to an end. This added post-war and much less controlled infla
tion to war inflation, and so made the starting point of deflation 
in the middle of 1920 much higher than it would have been a 
year earlier. 

Moreover, the modalities of the inflationary war finance 
tended in some respects to aggravate its after-effects. 

In March 1920, when new borrowing had come to an end, the 
domestic national debt of £6227 millions was divided as follows: 

I. Long-term debt (over 8 years) £2885 millions, or 46% 
II. Medium-term debt (between 1 

and 8 years) £2090 millions, or 34~ 
III. Floating debt (ways and means 

advances, treasury bills) £1252 millions, or 20% 

That so large a proporti~n of floating debt had been allowed 
to accumulate was due to various causes. Initially, the general 
expectation that the war would be of relatively short duration 
may have exerted an influence. Moreover, with interest rates 
going up continually, lenders were expecting a further rise in rates 
all through the war and so were less willing to buy long-term 
bonds for fear of depreciation of their capital value. The Gov
ernment tried to meet this difficulty by granting subscribers the 
right of conversion into subsequent loan~. But this J?ri':ilege ":as 
disadvantageous to the Government as It meant a nse m the m
terest cost not only of current borrowing but als~ of the loans 
issued earlier.1 

1 U. K. Hick•: "The Finance of British Goxernment," pa'/:e• 316-320. 
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So long as 'war restrictions controlled private investm.ent a_r.d 
consumption, the influence on the speed and extent of mflaq~n 
exerted by the form chosen for Government borrowing was lir.1-
ited. But with the removal of those restrictions' after the end 
of 'i:he war, the large floating debt gave rise to serious problems 
which will be discussed below. 

The methods of war-time Government finance have been criti
cised for the encouragement given to the financing of private 
subscriptions to war loans by bank credit.1 This resulted in the 
Government ,having to pay the same rate of interest for credit 
created by the banks as for private savings. The Government 
could have borrowed cheaper if it had gone direct to the banks 
instead of to the public and the inflationary effect of such a pro
cedure would not have been greater. Moreover, illusions about 
the extent of inflation would have been avoided. 

3. Tke period of transition: from tke Armistice to tke middle of 
1919. 

Demand for war purposes dropped off before peace demand 
could develop with full force. Of the £142 million war contracts 
outstanding at the date of the Armistice, 86% had been ·termi
nated or were under notice of termination by December, 1918, 
while it proved to be necessary or more economical to complete 
most of the remaining 14%. 

The movement of production and employment after the Ar
mistice may be seen from Diagrams I and II. In Diagram I is 
sh,own the only available production index covering the whole 
period under consideration, which gives annual figures only.2 It 
brings out clearly the sharp decline in the production of con
sumers' goods during the war (30%,, while that of producers' 
goods was maintained almost at the 1914 level owing to war or
ders. In 1919, consumers' goods recovered rapidly to 30% above 
the 1918 level,3 while producers' goods rose only slightly, and 
did not reach the 1913 level in either 1919 or 1920. The output 
of producers' goods, however, was affected by the shortening of 
the working week and by strikes ( cf. Section 4). 

1 Sro \V."T. C. King in Tlu Banker, April, 1940. 
2 T.his index is by Hoffmann, published in the Weltwirtschaftliches Archiv of 1934. 

The tndex of the London and Cambridge Economic Service (shown quarterly in 
Diagram IV) begins in 1920 only, and does not distinguish between consumers' 
goods and producers' goods. (It may be noted that, in Hoffmann's index, the latter 
group includes coal.) 

3 {)bviously, the increase of the volume of goods becoming available for civilian 
consumption was much• larger. 
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Diagram !-Production and E'-mptoyment 
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Diagram I also shows the employment percentages of trade
union members and of workers insured against unemployment. 
Both series are reliable indices of the state of full employment 
during the war. After the war, when union membership increased 
rapidly and the scope of the insurance system was changed 
several times, they probably fail to give as good an indication of 
the employment situation.1 A notable difference between the 
two indices is to be observed in the first few months after the 
Armistice. While union employment did not sink below 97%, 
unemployment in insured industries (which were then mostly 
the heavy industries) reached 10.7% in February 1919. For in
dustry as a whole,' the highest level of unemployment was 
touched about the beginning of May, 1919, when 1.1 million per-

1 Cf. Appendix II on employment series during this peri.3d. 
> 

• 
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Diagram IJ_:_Employment Indices 

October 1918 = 100 
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i ' ~ ,...~" ,,, 'v ment indices for various in-
1 •· dustries and groups of indus-! ,.. tries.2 During part of the 
J period under consideration, 
1 _.. s e r i e s reflecting approxi-

: l mately employment in the 
' •' 
1

1 

\I consumers' goods and pro-
• , ,___.._-=_.,.,.,...,+.,.','=---'-----'' ,, ducers' goods industries, are 

· .:: .:".·' ·· "· ..... available ( cf. Appendix II). 

·.·.FIJ~ viV ~ j_:.·_ .. : ~~p~:a~;n~~nu:;r~e~ob~~~~ L_ . L _ to recover as early as Decem-
.... '"' ,,_.. "" "" .. ~ her, 1918, to reach a level of 

... ......... ...... about 120 (October, 1918 = 
100) by the middle of 1920. The producers' goods employment 
index declined in the early months of 1919; after an interrup
tion of the index for eight months, it shows a sustained rise 
up to the middle of 1920. 

1 B,· the end of 1919, nearlv four million men had been demobilized. 
2 The ba"' of these indices ·is October 1918. For the sake of clarity. figures for 

earlier months of 1918 are not shown in the diagram. They will be found, how
e\·er, in Appendix III. It will be seen from these figures that the indices would 
ha~·· been only very slightly different if the average for the year 1918 had been 
chosen as a base. 
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. These indices are supplemented by' the employment series 
for various industries1 and indices representing the number of 
~0/orking days lost by strikes. A comparison of the employment 
.and the strike series shows that many of the short-term fluctua
tions in the former can be attributed to strikes, either directly or 
indirectly-for example, through the interruption of transport 
and the curtailment of supplies of coal or raw materials. In the 
textiles industry, as in ready-made tailoring, a certain hesita
tion is noticeable at the beginning of 1919, a hesitation due to 
fears that a quick liquidation of Government stocks of raw and 
manufactured textiles might break the market. •In the produc~ 
tion of foodstuffs and cement, there was a strong and imme
diate revival after the Armistice. 

Coal mining, which had also suffered from withdrawal of 
labour during J:he war, likewise showed an immediate increase 
of activity. On the other hand, an immediate recession from the 
level of war-activity occurred in the iron and steel industry; this 
recession was, however, slight both in extent and duration, 
though the increase in 1919-1920 over the October 1918 average 
was naturally less than in the consumers' goods industries. Thus 
employment recovered very quickly after the war. The position 
was not, however, one to create unqualified satisfaction, with 
over a million unemployed and 15% of the demobilized troops 
unable to find jobs half a year after the Armistice.2 The cause of 
the difficulty in achieving full employment was partly the neces
sity of adapting industry after the war to civilian demand; but 
the persistence of a by no means negligible degree of unemploy
ment all through the 1919-1920 boom seems to be attributable to 
special factors, such as the lack of certain types of skilled labbur. 
( Cf. Section 4.) 

The removal of pivotal' war restrictions on industry and trade 
took place in the period of adj4stment up' to the middle of 191?. 
Capital issues for the development of home industry and public 
services were gradually freed from Treasury sanction.3 Further, 
the restrictions on the importation of, and dealings in, industrial 
raw materials, and on the employment of industrial equipment 

1 The figures represent "employment11 excent in the coal and iron and !"teel in
dustries, where the "number of shifts worked" is shown (or employ:nent corrected 
for short time). 

2 If account is taken of the ex-soldiers who did not intend to take ur a !'ituation 
as employees, the percentage of those willing but unable to find employment is 
considerably larger. 

3 The control of foreign issues followed in November 1919, but pri,·ate forei11:n 
lending did not come into full swing until 1921, when demand for capital tor the 
home market receded. 
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(cotton and waol indust;ies) were lifted. The iron and steel sub-: 
sidics were stopped by stages, and building was made free of 
licence. Coal was the only important industrial material th~, 
home and export control of which was continued (up to the end" 
of 1920). 

On September 1st, 1919, followed the general abolition of all 
restrictions on imports of manufactured goods except certain 
"key products". 

The decontrol of food took a much longer time. As will be 
seen from Table I, not only did the rationing of meat continue 
for over a year,' and that of sugar and butter for still longer, but 
the increases in the sugar and butter rations allowed during 1919 
had subsequently to be withdrawn. Similarly, maximum prices 
for veal, pork and fish lifted before the middle of 1919 were re
imposed during the second half of that year. The long retention 
and the tightening of control was made necessary by the specu
lative price developments.on world markets/ the scarcity of ton
nage for the importation of foodstuffs and, with respect to meat, 
the desire to prevent the excessive slaughter of livestock at home. 
It was due in part also to the public's clamour for control when, 
in the middle of 1919, the slow downward movement of prices 
prevailing since the Armistice was reversed. 

Table !-Post-War Rations of Foodstuffs 

Conmod.i.ty 

Tea 

Butcher• ~ meat 

Butter 
Margerine 

Sugar 

0 

De rationed 

Dec. 1918 

Apr. 1919 

Dec. 1919 

Mly 1920} 
Feb. 1919 

Nov. 1920 

Rations 
Period Weekly Rat.i.on 

Nov. '18-Dec. '18 2 oz. 

Nov. '18-Apr, '19 4 oz. 

Nov. ~ 18-Dec. ' 19 Is. 4d. 
Dec. '19-Mly '19 Is. 8d. 

, Mly '19-Dec. '19 2s. 

Nov. '18-Feb. '19 

Feb. '19-July '19 
July '19-Aug. '19 
Aug. ' 19-Dec. • 19 
Dec. '19-Apr. • 20 
Apr. '20-Mly • 20 

Nov. '18-Jan.'l9 
Jan. '19-Sept. • 19 
<kt. '19-Jan. • 20. 
Jan. • 20-March • 20 
Mlrch '20-Aug. '20 
Aug. '20-cct. '20 
<kt. '20-Nov. • 20 

6 oz. 
butter only: 

I oz. 
2 oz. 

1)( oz. 
1 oz. 
2 oz. 

8 oz. 
12 oz. 

8 oz. 
6 oz. 
8 oz. 

12 07.. 

1'6 oz. 

1 " • I \V1th respect to sugar, cfo also below, section 8 . 
• 
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• Lit~le has been publishe? concerning the adaption of war in
dustnes to peace product10n.1 Of the 302 national munitions 

... 1hctories o_w~ed by the Government representing a capital value 
.of £65 miilrun, a large number were sold or reverted to their 
original owners; others were operated by• the Governme~t to 
break up munitions, to repair army trucks, etc., in order to bring 
the Government surplus stores into a more readily saleable form. 
Both the Government and the private'factories were rapidly con
verted for peace production. By about April 1919 a number of 
munition firms were effectively producing for the fivilian market. 
Many of them turned to engineering, the production and repair 
of railway carriages, etc. Some of the explosives plants were 
transformed for the production of dyestuffs, which were protected 
as "key" products. 

In public finance, there were particularly serious transition 
difficulties. The war had left the money market in a situation 
very susceptible to an inflationary credit expansion upon de
control of industry. A large amount of liquid wealth, cash, or 
titles to floating debt was in the hands of banks and the public. 
The complicated operations carried out by the Treasury in the 
middle of 1919 were designed to convert as much of this wealth 
as possible into a less liquid form before the boom started. It is 
generally agreed that by these operations the best was made of 
a difficult situation.2 First, the market was partly emptied of 
Treasury Bills so that they should not compete with the Victory 
Loan; the Government's demand for money during this period 
was met by Ways and Means advances which, to restrict their in
flationary effect, were as much as possible loans through, rather 
than by, the Bank of England.3 After the floatation of the Vic
tory Loan, a manipulation of interest rates succeeded in inducing 
British and foreign depositors with the Bank of England to con
vert their deposits into Treas)Jry Bills, i:he sale of which was 
immediately resumed. 

But the effect of these operations was limited by the fact that 
the market wanted to remain liquid or preferred equities. The 
Victory Loan was not a success. The amount of cash and 
Treasury bills remaining with the banks still allowed of con
siderable creation of credit before the conventional rc,tios of de
posits to cash and to bills would be reached; and the cost of a 
large floating debt made the Government reluctant to apply high 
interest rates as a measure against credit expansion. 

1 Cf. "British Industrial Reconstruction and Commercial Policies", United States 
Department of Commerce, Special A {ltnts Series, No. 193. 

2 Cf. U. K. Hicks, op. cit., pages 332-3. , 
3 Cf. page 40, note 1. 

" 
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4. The post-war boom. 

The danger of a boom was serious since a variety of bottlel.., 
necks prevented any considerable expansion of procluction after. 
the Middle of 1919. ' 

(i) Labour. It would seem that in the boom year 1919-20 
skilled labour was, in general, the shortest factor of production. 
Though efficiency presum<tbly increased as demobilized soldiers 
replaced the less fit workers who had held their place during the 
war, there was, it was believed, a widespread decline of produc
tivity as "wage-earners, full of natural apprehension that the 
flood of demobilized soldiers would be used to swamp their efforts 
to maintain their war-time gains, showed a disposition to insist 
on more pay and shorter hours and to indulge in slack time
keeping after the hard work of the previous four years".1 There 
was considerable absenteeism. Only under the stimulus of the 
depression did labour productivity finally improve.2 There are 
no statistics by which to measure this change in the productivity 
of labour in general. The coal statistics given below seem, how
ever, to bear out the above contention. Production per hour de
clined after 1918; and it was not affected, in the short run, by 
the reduction in working hours. 

Index of Productivity in Coal Mining, 1918 = 100 

1918 
1919, first half 
I 919, second half 
1920 
1922 

Production 
per shift 

100 
94 
81 
82 

104; 

Hours Production 
per shift per hour 

8 100 
8 94 
7 93 
7 94 
7 119 

Source: Output figures (The Economist) divided 
by index of number of shifts worked used 
in Diagram II. (Owing to the prol~nged 
stoppage in 1921, no figure can be given 
for that year.) 

During the first half of 1919, the average working week was 
shortened by about 10%, while weekly wages remained about 

1 Tlu Economist, Commercial History of 1919. 
2 T lit. E conom_ist, Commercial !fistory of 1920. (It may be observed that the 

Econom1st took m generaP an attttude ~vmpathetic to labour in these ye:trs). 
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stable. There was much unrest and ill-feeling; str~kes were nu
mt>,rous1 and their dislocating effects extended beyond the indus
tf'i"'es directly ~ffected. 

·Diagram I shows a more favourable employment situation .for 
trade union members than for all workers covered by unemploy
ment insurance. This fact is confirmed in the few instances where 
comparison is possible for individual industries: 

Percentage Unemployed, end of. Dec. 1919 

Union Non- Total 
Shii?buil?ing, En- Members Members Insured 

gmeenng and 
Iron-founding 7.2 11.1 9.8 

Leather .9 4.4 3.5 

Miscellaneous Metals 1.2 3.2 2.8 

Union members were drawn largely from the skilled workers. 
These figures suggest, then, that there was a shortage of- skilled 
labour which prevented full employment of unskilled labour. 
This inference is confirmed by contemporary observation. 

(ii) Transportation. Congestion at the port terminals of rail
ways and scarcity of railway rolling-stock were aggravated by a 
diversion of goods from coastwise shipping to the railways owing 
to the lower rates offered by the railways. In August, 1919, the 
Government undertook to pay the difference between coastwise 
and railway freight rates for any goods coming from or going 
abroad which were shipped coastwise. Not until January 15th, 
1920, were railway goods rates increased l;>y SOo/c to 100% to 
put them on an economic basis., · 

(iii) Goa!. Congestion on the railways, decreased labour pro
ductivity, and, as indicated above, strikes were an important 
cause of the shortage of coal, which again set a limit to the pro
duction of iron and steel and manufactures thereof. Exports of 
coal remained subject to restriction, and export prices ruled 
higher than prices on the home market, up to 1921. T~e figures 
for coal production, trade and apparent consumption are shown 
overleaf: 

1 Number of working days lost by strikes, in millions: 
ll•u. 1900-1913 1919 1920 1921 live. 1922-1925 1926 .1ve.1927-193J 

8 3 5 27 86 
0 

12 I o'l 4 
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Metric Tons (OOO,OOO's) 
1909-1913 1918 1919 

Production 274 231 234 
Exvorts• 86 41 48 
Imports 
Apparent 
consumptiont 188 190. 186 

• Including bunker coal, but excluding coke. 
t Production - exports + imports. 

1920 
233 
39 

194 

1921 1922 19j,3 
166 ' 254 280 
36 84 99 
3 

133 170 181 

It will be observed that the decline in production in 1919 and 
1920 as compared with pre-war years ( 40 million tons) was about 
equal to the decline of exports in those years in comparison with 
the pre-war period, so that consumption (meas4red in this rough 
way) was very little affected. 

(iv) Raw materials. With the freedom of imports restored at 
an early date and with Government stocks of certain raw ma
terials available, shortage of raw materials did not constitute so 
serious a problem as had been anticipated. In some industries, 
nevertheless, lack of raw materials retarded the resumption of 
activity; this was the case, for instance, in the worsted section 
of the wool industry.1 

( v) Plant and machinery. This factor of production was, on 
the whole, not so scarce as skilled labour. In the month of 
greatest activity (September, 1920), only 83% of the number 
of utilizable blast furnaces were in operation. The textile indus
tries, considerably restricted towards the end of the war, could 
expand very largely before capacity was reached. 

Skilled labour and transport constituted in fact the most seri
ous limiting factors in the 1919-20 boom. Scarcity of the first 
was, to some extent,· met by the plan of demobilization, which 
gave preference to "pivotal" men. This, however, did not suffice 
to remove the shortage. 

In the face of great inducements to invest and a high propen
sity to consume, both tending to an expansion of total demand, 
this shortage was bound to lead to inflation, if demand was not 
kept dowp. 

There are, unfortunately, no even approximately complete 
figures of investment during this period. It is known that heavy 
investment was effected by firms, largely out of the amortization 
and other reserves they had accumulated during the war for the 

1 ~. H. \Vood, "An examination of some statistics relating to the wool textile in
dustry'', Journ. Roy. St/rt. Soc., 1927,~11, page 284. 
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' ad,aptation of their plant to civilian demand, to replace worn-out 

machinery and, in some cases, to expand productive capacity in 
o:;J!er to meet an expected increase in demand which, when it 
materialized, proved to have a brief span of life. If only on 
account of the technical difficulties of converting plant and the 
practical impossibility of anticipating the nature and extent of 
immediate post-war consumers' demand this new investment got 
into full swing rather later than did the manufacture of con
sumers' goods. Such figures as are available relating to capital 
issues and the loan expenditure of local authorities, confirm this 
fact. As these figures cover only part of total investment they 
are, however, of restricted value as evidence. 

Table,ll-Selected Figures on Investment 

£ (OOO,OOO's) 

Quarter 1919 1920 1921 
Home capital issues1 I 35 127 36 

II 35 85 26 
III 43 67 10 
IV 76 53 28 

Total 189 332 100 
Expenditure out of loans 
by local authorities (Eng-
land & Wales) 2 24 94 128 

0 

A large part of the saving and investment that was effected 
during the first eighteen months or more after the war took the 
form of the accumulation of stocks of raw materials by firms and 
of more or less durable consumers' goods by the public. As will 
be shown below, this purchase for stock was stimulated by the 
rapid post-war rise in prices and passed through the stage of the 
replacement of the essential to that of the acquisition of specu
lative inventories. 

The influence of public finance on the general credit <>ituation 
and on price movements, at any rate in the first two post
armistice years, is not easy to determine. As may be seen from 

1 Excluding Government loans for national purposes and conversion issues. (Mid
land Bank's figures). 

2 Fiscal years starting April 1. 



-52-

Table III be~ow there was a .Government deficit of £580 mill~on 

Table Ill-Government Finance 

' COVER~E.'"T CHANGES IN PUBLIC DEBT(+inc:rease, -decrease) 

' F..~~rcnditure 
Surplus (•) or 

Total Foreign Total "tcwcnue 
Oe(idt (·)· 

' 
I '" !29 ·149 • 66 -!2 ·118 

II 116 401 -2U ·269 ... •lOS 

)919 Ill "' ll9 - ,. .,. - 12 • 86 
IV '" '" -IS 0 •2!4 • 12 •242 

Tur 107J 16H -SBO ""' • ll •651 

I .. , !40 •I OJ _,,. -12S - 79 

II liS "' • lO 
_,. ... - 74 

"" Ill , .. "' • 4' - ., - ll -JJ 
IV ''0 JOJ - JJ • JJ -I 00 •IJI 

Tear lJJl IJSJ ol49 -148 -193 - " 
I m '" •184 -211 _, -161 

II , .. 271 - 67 ... - 10 • so 
1921 Ill lSl ll7 • lS - 27

1 - • • IS 
IV lll '" - ll II - 16 . " 

Tur 1214 1093 ·121 -ll9 -67 - 72 

1 Includes revenues from the sale of government assets. 
2 Includes changes in Exchequer balances. 

Domestic 

Treasur)' 
Bills WaAdv~n~~:ns Other 

-IJB 0 •H6 
-160 •321 ... 
. " -380 •411 
o2SS -ISl •140 
• ll -212 •851 

0 -JB - 41 
-I 0$. . ,. - 8 
• 87 -LOt - ,. . IJ •lt-l - 4l 

- s . ., -tlJ ,, 

• 19 -IS2 - lS 
olOO - l - ll 
-62 . • • Ha 
- .. • )9 • 17 

-42 ·106 • 76 

a Excluding an increase of £102 million due to conversion. 
NoTE: Owing to adjustments to tbe debt figures which are not applied to revenue 

and expenditure, there is in some quarters a lack of correspondence between the 
total debt and surplus or deficit figures. The differences are usually compensated 
by differences in the other direction in the next quarter. (e.g. 1919 IV and 1920 I, 
1921 I and II.) 

in 1919 which might have constituted a factor stimulating de
mand. But there is no direct evidence that this was the case 
as Treasury bills in the hands of the banks and Ways and Means 
advances were reduced, while there v:as a large increase in long
term borrowing. Similarly the Government surplus in 1920, 
which might have contracted demand, was accompanied by a 
reduction in long-term debts and an increase in Treasury bills 
held by the banks and in Ways and Means advances. In 1921, 
however, a small budgetary surplus was accompanied by a con
siderable increase in funded debt and a contraction in short-term 
debts; in this year, therefore, the operation of public finance 
probably• exercised a deflationary influence at a moment when 
stimulation was required. 

By the middle of 1919, private demand had carried production 
to practically full employment of the scarcest factors of produc
tion. From then onwards a new inflation set in. However, the 
decbntrol and the,!>hift from Government demand to private de-
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f!land had, in the meantime, changed th'e charactu of the infla
tion. During the war the rate of inflation was to a large extent 
dlhder Government control. The Government could within cer
tain limits choose what proportion of its expenditure would be 
met from taxation, and a system of prioriti:rs and restrictidh of 
capital issues kept private investment within bounds. The post
war inflation, however, was uncontrolled as long as the banks 
were willing to continue to expand credit. After decontrol, pri
vate demand was itself stimulated by rising prices, and the infla
tionary boom thus tended to reinforce itself. Diagram III shows 
the movements of wholesale prices, the cost of livihg, and weekly 
wages for the nine years 1914-1922. Real wages per week 

Diagram Ill-Prices and Wages 

July 1914 = 100 

would seem to have been at about the 191-! level all through the 
boom. With a 10% reduction of the working week, this means 
that real labour costs per unit of output were probably 10% 
higher than before the war, and mounting. The insistence of la
bour on a reduction in the working week without a change in 
real weekly income was at first a powerful factor in raising 
costs and prices.1 As is common in countries with strongly 
organized labour, real wages of those employed rose at the begin
ning of the depression as the cost of living fell more rapidly 
than wages. This discrepancy between money wages and the 
cost of living did not disappear until the autumn of 19~2. Whole
sale prices rose much more steeply during the boom than they 

I It may be doubted whether the reduction in hours led, at least in the short run, 
to an increase in output per hour (see, for instance, the coal mining figures given 
on page 48). Moreover, in the industries where such an increase was most likely 
to take place, workers were generally paid on a piece-rate system. \Vhen working 
hours were shortened in 1919, piece-rates were mostly insreased simultaneou'!ly by 
the same percentage, so that the benefit o~ increased productivity, if any, went 
to the worker in higher earnings and not to reduce costs. ( Cf. A. L. Bowley, 
"Prices ancf Wages in the United Kingdom, 1914-20," App. III and passim.) 
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had done in the war especially in the latter stages of the war, 
The turning-point ~as reached in April:, 1920.1 

. • • . 

Once the rise in prices had started, the very fact of nsmg pnce':>v 
called forth fresh demand in the following four ways: 2 • 

1. Purchases as much as possible in advance of reqmrements 
constituted both a precaution against shortage at a !ater I?O
ment, and a source of considerable profit. Indeed, wtth pnces 

Table /V-All Stocks of Food in the United Kingdom, Expressed 
in Weeks of Pre-war (1909-13) Consumption.• 

Stocks 
Foodstuffs Seotember 1st Decemb•r Jist 

1914 1918 1919 1919 1920 
J. Goods, the imports of wh.1ch were still controlled on September 1st, 1919. 

Wheat (including flouc 22 28 21 
as wheat) 

Badey 36 30 27 
O.ts 37 ss 44 
Sugar 4 14 8 

11. Goods, the Lmports or which were recontrolled before September lst, 1919. 1 

•Bacon and llam 
0
Lacd 

•Cheese 

3 
s 
6 

21 
16 
12 

14 
12 
s 

JJI. Goods, the imports or which were free by September 1st, 1919 • 

• ~~at other than Bacon 6 9 • Butter 4 4 s • 3 ~rgarlne 2 4 
"'Condensed milk. 29 41 
Tea 14 18 26 41 43 
Coffee 84 160 192 3 143 
Cocoa 22 22 120 ss 79 

• For commodities the consumption of which is drawn partly from home-produced 
supplies, partly from imports, and for which it seems plausible to assume that 
!!locks are held largely to even out the irregularities of imports, the stock figures 
are expressed in weeks of pre-war consumption from imports. 

1 On the reimposition of control in the middle of 1919, cf. page 46. 
2 Figures not strictly comparable. 
3 June 1st., 
SoURCE: If'. H. Beveridgt, "British Food Control". Figures in the last two 

columns based on figures taken from Tlu Economist. 

1 This is the month when the total index reached its maximum. The first sub
group "materials" (and each of its three composing series "minerals", "textiles", and 
"sundry materials") had its peak in February, whereas the other sub-group "food
stuffs'\. reached its maximum in July. The diversity of the movements of the sub
indices explains the factrthat, owing to differences in the weighting systems, the 
indices of the Economist, the Statist, ~nd the Board of Trade showed maxima in 
March, April and May respectively. (Cf. also section 8). .., 

2 This internal process of the boom was much the same as that analysed in 
Part l. 
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rising at that rate, an in~erest rate of 45% per arlnum, less the 
p~rcentage cost of handlmg and storage, would have been re
quired to take all profitability out of the mere holding of the 
average commodity on borrowed money-while the rele'bant 
short money rates at no time exceeded 7%. • 

Some evidence concerning the accumulation of stocks can be 
obtained from the figures for food stocks given in Table IV. 

It will be observed that stocks of all foodstuffs which were not 
subject to import restrictions rose appreciably during 1919, and 
that extremely large stocks of tea and cocoa w~re carried all 
through 1920.1 On the other hand, stocks of cereals and sugar 
were allowed to decline; 2 for bacon, ham, lard and cheese, con
trol was reimposed when stocks ran down.3 

The import4 and stock statistics do not, however, give a full 
account of the buying activity of British importers. Often, com
modities bought could not be transported and were temporarily 
stored in the countries of origin (e.g., timber in Sweden); and 
for some commodities, the accumulation of physical stocks was 
replaced by heavy forward buying. 

The fall in the foreign exchange value of the pound, which 
depreciated by 20% during the year ending March, 1920, was in 
part due to these large imports at high prices and reinforced the 
rise of internal prices. 6 

2. Demand for consumption goods was fed by the windfall 
gains made on the appreciating commodity values and by the 
soldiers' bonus.6 

3. Exaggerated profit prospects led to a hectic speculative ac
tivity in the capital market. Though dividends declared ,re-

L The following figures are also indicative of excessive imports in 1919 and/or 
1920. 

Imports in /onq tons 
/lve. 1909-1913 1919 

Tea ISS'' 220 
Cocoa 33 110 
Tobacco 59 ISS 

2 On sugar control, cf. also below, section 8. 

(OOO's) 
1920 
192 
103 

98 

8 The insufficiency of bacon imports is explained by the fact that, though imports 
were temporarily free from March 1919, the spread between the maximum price 
at home and the rising world market price was insufficient to make imports 
profitable. 

4 Cf. also Table VI. 
6 r(. section S. · 
6 In the financial year ending March 31st 1920, subscription to savings certificates 

still exceeded repayments by a considerable amount (about .£50 mln.). The Joint 
Stock Banks holdings of Government securities increased by .£87)/, mln. during 1919; 
but, since the banks subscribed in their own names for .£111 mln. of Funding Loan 
and Victory Bonds during the same year, there appears to, have been no sellitlg by 
the public to the banks of the Government s,:urities outsta'nding at the end of 1918. 
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maincd on an~ average fairly constant up to late in 1920, and 
gilt-edged prices declined by 16% during 1919, share prices' in_
creased by one-third in the same period (and fell even more in' 
the following year). Expectation of further appfeciation was 
reported to be the rrlain incentive for buying shares. 

4. The market also absorbed a flood of new capital issues. In 
many instances such issues did not serve for capital development, 
but only for higher capitalization of existing equipment or the 
buying up and refloating of enterprises.2 The most striking ex
ample is the boom in Lancashire cotton mills, which has been 
studied by H. Campion.3 He shows that of £38 million paid for 
129 refloated spinning companies, £21 million was actually paid 
in by the subscribers to new shares. 4 The remaining £17 million 
plus formation expenses (including compensation to former di
rectors) was raised by loans, bank overdrafts and debentures. 6 

The high replacement cost of mills was quoted in justification of 
the enlarged capitalization.6 There was a similar wave of specu
lation in shipping. 

Speculation in the capital market accentuated the rise in prices 
owing to the fact that on the enhanced value of the capital, 
buyers obtained credits which, when passed to the sellers, were 
~ikcly to be regarded by them to some extent as consumable 
mcome. 

Speculative demand, incited by a variety of inducements and 
nourished from a variety of sources, thus tended, owing to the 
limitations of production, to make demand at existing prices 
exceed supply. A natural cure for such a situation is a rise in 
price which compresses the real purchasing power of all persons 
with fixed, or slowly adjusted, incomes. During the war, and 
especially in the earlier years, the workers had belonged to this 
group. After the war, they maintained the real value of their 
weekly incomes. Accordingly, it 'tequired a steeper rise in price 
to bring total demand into line with productive capacity; for 

r As measured by the London and Cambridge Economic Service index of 20 in
du~trials. 

2 These issues are not included in Table II. 
3 In an unpublished thesis, see Daniels and Jewkes, Journ. Roy. Stat. Soc., 1928, 

page 167. ' 
4 Prof. H. Campion takes a sample of 129 out of a total of refloated ccmpanies 

of over 200. 
6 _These phenomena may well be compared with the excessive mortgaging of 

agncultural land ~t the same time, in the United States, New Zealand, Egypt and 
many other countnes. 

6 Stztement of Federation of Master Cotton Spinners' Associations to oreratives, 
see Tlu Economist, Nove111ber 22nd, 1919, page 939. 
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the only means of restnctmg consumption now r~m:unm" were 
duough the gradual depreciation of the fixed money inco~nes of 

0

the rentier cJass, and generally through the depreciation of all 
incomes during the time elapsing between e!jrning and spenging. 

Such a speculative boom cannot go on indefinitely. 1 (i) Stocks 
of a speculative character will, after a certain time, tend to have 
a depressing effect on the market. ( ii), The shrinkao-e of demand 

0 b 

from the middle classes, owing to the rise in the cost of living, 
will in the end have adverse effects on employment. (iii) Higher 
prices and larger stocks require increasing ady;-mces from the 
banks, which will tend to impair their liquidity. Such limits to 
a boom of this kind arise even if the boom develops in virtually 
all countries at the same time. In view of this fact, it is a ques
tion of secondary importance whether the first impulse to a 
downward turn came from Japan (as some have argued) or from 
the United States, the United Kingdom or some other country 
or market. If, therefore, in the next section much importance is 
attached to the developments in overseas markets, this does not 
imply the view that in the absence of a breakdown on those 
markets the United Kingdom could have avoided a fall in prices 
of raw materials and a liquidation of speculative positions. Actu
ally, home demand contracted first. The internal factors which 
led thereto will be considered in Section 6. 

5. Foreign trade. 

The degree of economic acttvtty in the United Kingdom is 
proverbially dependent on the state of its export trade. Indeed 
it has been estimated that prior to 1914, one quarter of the na
tional income was directly dependent on production for export.2 

This dependence is brought out clearly by the pronounced cor
relation between the quantum .,of exports' and the level of pro
duction, shown quarter by quarter in Diagram IV.~ The exports 
of the United Kingdom consist mainly of coal and manufactured 
products. The low level of coal exports after the war has alrea_dy 
been mentioned. For manufactured products, there was a bnsk 
demand particularly in the raw material producing countries out-
side Europe, for the following reas?ns: , . . 

(i) These countries had sold thetr produce at verv htgh pnces 
during the war, and were getting even better prices in 1919; 

1• Cf. Part I. 
2 Cf. A. L Rowley, "Some Economic Conse~uences nf the Great \Var", pa~e 207. 
3 The high level of production in comparison with exports which this d\i'gram 

reveals for the vear 1919 would seem to constitute a pmnf of the strong sllmulus 
to employment given by domestic investment' in that year. 
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(ii) profiting from the international re-stocking boom of 1919, 
they exported on a large scale; 

Diagra,m IV-Production and Export~ 
Production Index: 1913 = 100 

Quantum of Exports (calculated as values in £'s (000,000) 
3;t 1913 prices) 
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{iii) during the war they had not been able to obtain sufficient 
supplies; 

( iv) the high costs in belligerent countries and the high freight 
rates had made possi~le the establishment of local industries in 
many countries; this created a large demand for machinery; 

( v) the rise in the price of silver stimulated imports into the 
countries on a silver standard (India, China, Mexico}; 

(vi) on the basis of this increased prosperity, a superstructure 
of speculation was built up in these countries similar to that in 
the United States and the United Kingdom: land was mort
gaged, stocks were accumulated, etc. 

Of the resulting demand, the United Kingdom was in a position 
to secure a large share. During the war her customers had had 
to turn to Japanese or American products; when British pro
duc~rs were again able to give their attention to exports, they 
were easily able to win back aLgood part of their pre-war markets 
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owing to better quality, long established preference's of consumers 
,iltld, in comparison with the United States, lower prices.1 To this 
&hould he added the accumulation of old orders placed in the 
United Kingdom during the war, hut not yet! exec'uted.2 " 

Moreover, the United Kingdom had the advantage of being 
ready for export earlier than her European competitors. Though 
the United Kingdom lost some opportunities to the United 
States (e. g., in the Baltic and in Central Europe) because she 
was not able to start regular exports immediately after the 
Armistice, she profited considerably from coming into a brisk 
market while some of her competitors were still rebuilding their 
plants. 

Finally, as compared with the United States, the United King
dom exports were favoured by a 25% depreciation of the pound 
in terms of the dollar. 

The pressing demand for exports and the prospects aroused 
thereby, reinforced the internal boom of prices and values in the 
United Kingdom. With so large a part of industry working at 
full capacity and in the presence of intense home demand, how
ever, the exporters disappointed their overseas customers. As 
prices went up, they were very often unwilling to quote fixed 
prices, pressing "advance clauses" on the buyers. Deliveries were 
irregular and slow. Often, therefore, customers turned to the 
United States or Japan. As will be seen from Table VI, exports 
of manufactured goods even in 1920 averaged almost 25% lower 
than in 1913. 

The world-wide depression of 1921, due in large part to ~he 
preceding speculative boom in raw materials, struck in particular 
the primary producing countries which constituted the main 
United Kingdom export m'arkets. A sharp .decline of orders from 
these countries was thus to be ~xpected. It was of some advan
tage to the United Kingdom, however, that the depression set 
in on the home market a few months earlier than in most of her 
customer countries (except Japan). She was thus able to execute 
en bloc many overdue orders (some dating from years before), 
and ship them hastily to the foreign markets, wher~, fo.r a time, 
prices remained good. These large unexpected dehvcnes, how
ever, soon made the foreign exchange position of these countries 

1 Heavy cancellations of orders for Japanese goods by South America and Aus
tralian importers were reported immediately after the Armistice. (Board of Trade 
Journal, 1920, Vol. II, page 272). 

2 Japan had ordered 1J/, million spindles (more than half of her 1913 caJ>Ilcity} 
in 1915 to 1917 · not more than one-fifth of this had bL'en delivered by the end 
of 1919. ' v 
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even worse than it was for other reasons, such as the fall of ra~ 
material prices. Their high imports coinciding with low expo'rt 
values depressed their currencies (cf. Table V) 2.nd importers 
wer..: very often unable or unwilling to pay the contractual prices, 
especially after the fall in the value of their currencies. Ex
porters had to take losses, for instance, in South American 
countries and in India, and for some time export business was 
stagnant. It recovered only when the old stocks were cleared 
and raw material prices improved, in the last quarter of 1921. 

Table V-Exckange Rate to tke .:f in % of Par. 

llighcst month Lowest month 
Country 

in 1920 (Februar-y) in 1920 (December) 

India 136 106 

China 334 ISS 

Argentina Ill 67 

Brazil 148 Ill c-·ov.) 

Chile BS S4 

Even at the height of the post-war boom, the volume of exports 
remained far below the 1913 level. As will be seen from Table 
VI, none of the three groups of exports shown reached the pre
war level before 1923: 

Table VI-Imports and Exports, Quantum Indices 

Value G.untum index (value at 1913 oriccs) 

Imports Retained 
1913 1913 1919 1920 1921 1922 1923 

• 
000,000'1 

I. Foodstuffs 218 100 96 86 91 99 liS 

11. Raw materials 206 100 102 94 62 79 79 

Ill. Manufactured articles 172 100 66 84 60 1S 90 
( 

Total• 6l9 100 90 88 73 87 97 

Exports: U.K. Produce 

I. Foodstuffs 34 100 44 ss 49 S3 70 

~ 
IJ. Raw materials• .. 66 100 l4 48 4S 9S 107 

c 
Ill. ~bnufacture'll articles 414 100 l6 76 Sl 67 73 

Total• SlS 100 ss 71 so 69 77 = . 
• Including a small misc;llaneous group 
x Mainly co.al. " 
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In 1?19, when exports were slightly over half ~he pre-war 
fig~te, Imports were only 1~% lower. The import of raw ma
terpls a~d f?odstuffs was, m fact, at approximately the 1913 
level owmg m part to the speculative tendencies mentionud 
above/ though it must not be overlooked that in a number of 
cases depleted stocks had to be replenished. The import of 
manufa~tured articles remained well bel~w the pre-war level, a 
fact. whtch may to some extent be attributed to the protectionist 
use made of the import licence system. 

The l~rger decline _in exports is also reflected in tne value fig
ures, which show an Import surplus five times as large as in 1913 
(cf. Table VII). 

Ta~le VII-Balances of Payments 
£(OOO,OOO's) 

Comnodities: 1913 1919 1920 

I. Imports 659 I, 461 I, 710 

2. Exports ill 799 1,334 

3. Import surplus 134 622 376 

Cold and Silver: 
4. Import surplus ..ll. • .:.£ 
5. = 3+4 146 (662) 333 

!'o~t Incane fran: 
6. lnvcstments 210 80 200 

7. Shipping 94 400 340 

8, Government transactions -12 -7 

9, Q:her services ll !9. ll 
10, Total, services, etc. (6+7•8•9) 327 (520) S88 

11. Est imatcd Capital Export (10-5) 181 ( -l42) 2SS 

1921 1922 

979 899 

ill .ill 
276 179 

:!.!. .:.!l 
265 166 

175 
110 

-s 
.:. 40 

320 
H4 ' 

" . " Information for this item ,not available. 
SOURCE: Board of Trade Journal; item 8: Royal Institute of International Affairs, 

"The Problem of International Investment'~ page I39. 

As invisible exports increased in a much smaller proportion, 
there would appear to have been a very considerable import of 
capital during 1919 (£142 million2 as against a normal pre-war 
capital export of near to £200 million). The situation was stated 
to have improved in the course of 1919, so that by the end of 
that year invisible exports approximately covered the' import 
surplus. The balance of payments situation is reflected in the 
movements of sterling. (Cf. Diagram V). From $4.76\lz after 

l Import of materials was freed from control in March 13th, 1919-the same week 
in which sterling was "unpegged." I•; 

2 This figure includes gold exports; moreover, the balanr.e of payments figures 
for 1919 would seem to have been a rougher dtimate than tho.e f~r other years. 
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the "unpegging" in the middle of March, 1919, it fell to about 
$3.40 in February, 1920. When the depression set in, the poupd 
recovered, reaching $3.95 in June 1920.1 

• 
Diagram V -.£ Sterling in terms of Dollars 

$ $ 

3.ooL-..--I.--.l.---.t.--.L---.t.--...L..---1--...&..-_...3 .oo 
1914 1915 1916 1917 1918 1919 1920 1921 1922 

LN 65 

6. The downturn: internal factors. 

A run-away market in certain, especially primary, commodities 
is, as stated before, bound to lead to a reverse movement
though it is impossible to foretell exactly when it will come. 
Once the peak has been turned, all branches of activity will be
come depressed, not because demand, at stable prices, would not 
be forthcoming, but because falling prices exert a deterrent 
effect on enterprise. This tendency will be the stronger, if, at the 
same time, there is a feeling that costs can be reduced and effi
ciency increased over the whole line, and if Government and 
banks regard with favour any signs of deflation or take steps to 
promote it. 

As is suggested by the employment diagrams, production de
clined earlier in the food than .the textile industry and earlier in 
the textile than in the heavy industries. This order is what 
might have been expected in view of the nature of domestic de
mand. But the textile industry was of course largely influenced 
by overseas demand and no doubt also by the extensive specu
lation which took place. Moreover the seasonal demand kept 
the wooiien industry and hosiery active longer than for instance 
cotton, linen or other textiles. 

In shipbuilding the saturation or anticipated saturation in de
mand appears to have made itself felt very quickly. Table VIII 

D The stabilization cf the £ at its pre-war parity in 1925 does not fall within 
the 9Cope of this note. ' 
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Table VIII-Shipbuilding 
. 

Year and Tonnage > ' 
Quarter Ccr.menced Under Construct1on 1 Launched 

Gros~ Tons (000' s) 

1913 Year 1867 • 19S6 1916 

I 421 22SS 20S 
II 660 2124 S28 

1919 Ill 714 2817 ' 416 
IV 604 2994 459 

Year 2403 T6iii"" 

I 708 3394 414 
II 589 3!78 S23 

1920 Ill S94 3731 483 
IV ' S06 3709 ...ill.. 

Year li97 2040 

I 393 3302 2 434 
II 69 27912 322 

1921 . Ill Sl 2SS2 2 3 08 
IV ll 1918' 467 

Year 168 TilT 

. 1 At end of quarter or year. 
2 "Under effective construction", i.e., excluding tonnage on which work had been 

suspended. The figures for such tonnage were in the four quarters of 1921: 497, 
735, 731 and 722. (cf. London & Cambridge Economic Service, Special Memoran
dum No. 3). 

gives the figures for tonnage commenced, under construction and 
launched for each quarter, 1919.to 1921. The highest figures for 
new tonnage commenced were recorded in the third quarter cf 
1919 and the first quarter of 1920. Owing to the long period of 
construction. of ships, tonnage under construction reached its 
peak value a year later than the ~arlier of these two dates, and 
the maximum of launchings did not come before the last quarter 
of 1920. In 1921 a considerable proportion of the work already 
in hand was suspended. 

Credit stringency was an important factor curtailing the boom. 
As a result of the insistent demand for bank advances te finance 
the maintenance and expansion of stocks at rising prices, bank 
deposits rose from about £2,000 million at the end of 1918 to 
£2,500 million at the end of 1920. The London Clearing Banks, 
consequently, became unusually illiquid in the spring of 1920,,f1S 
is seen from the following figures: 
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Table /X_;_London Clearing Banks. Cash Ratio, 1919-1921* 

Macmillan Report. (June and Decemb.er omitted) ' 

• Jan. Feb. ;\tar. Apr. May July Aug. Sept. Ckt. Nov. 

1919 13.9 11.5 14.0 IJ 0 8 13.7 IS .J 12.8 12.6 12.2 11.8 

1920 11.8 10.7 ,. 9.8 10.6 9.65 10.6 10.2 10.7 11.0 10.3 

1921 11.4 II. I 10.8 12.0 11.8 11.4 11.9 11.2 11.9 12 .I 

• Ratios U!ioed to run higher in the 'twenties than in the· 'thirties. 

An additional strain on the money market was caused by the 
increased demand for credits owing to reduced working hours 
and the congestion on the railways, which slowed down turnover. 
By the end of February, 1920, banks were reported to be exercis
ing discrimination and to be rationing credits.1 The bank rate 
was, however, not raised until the boom was well under way: in 
November, 1919, from 5% to 6%, and in April, 1920, from 6% 
to 7%. It remained at the 7% level far into the depression
until March, 1921. The other short rates moved similarly, though 
the discount rate rose somewhat earlier and turned downwards in 
the autumn of 1920. 

There are no indications that, in the process of deflation that 
set in in the spring of 1920, the policy of the Bank of England 
constituted a material factor-though the Bank was in favour of 
a policy of "gradual deflation." 2 In fact, the banks did not pur
sue a stringent policy of credit restriction.3 

' 
7. The revival. 

A definite reviva~ is noticeable from about the middle of 1922. 
By that time, wholesale prices had been stable for half a year, 
and the cost of living had reached its lowest point. A notable 
increase can be observed from the middle of 1922 in the activities 
of the iron and steel industries and the collieries. The textile and 
food industries, after a sharp depression in the middle of 1921 
(partly, under the influence of strikes) and a subsequent tem
porary revival in the second half of 1921, again showed a tend
ency to improve during the first half of 1922 (Diagram II). The 

t The Economist, February 28th, 1920. 
2 See the Report of the Cunliffe Committee on Currenc,· and Finance. 
C Cf. II. "'· Macrosty, "Inflation and Deflation in the Cnited States and the 

United Kingdom," Jo'brn. Roy. Stal,;_ Soc., 1927. 
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unemployment percentage among trade-union members fell by 
tqree_ points from April to December 1922 (17.0 to 14.0) and by 
about four points among all insured workers during the year 
}922 ( 16.0 t0° 12.2). 

It will be seen from Diagram IV that the revival in exports 
preceded and, presumably, had a causal influence on, the im
provement in industrial activity.1 If we disregard the steep 
fall in both exports and production in the second quarter of 1921, 
which to a great extent is to be attributed to the coal strike, we 
find that exports reached their lowest point in tht< third quarter 
of 1921. A sharp recovery occurred in the following quarter. In 
that same quarter, industrial activity touched bottom and its 
improvement in 1922 and 1923 lagged behind that of exports. 

For the United States, the recovery starting in 1921 was the 
beginning of a !ong period of expanding trade, punctuated by 
only minor fluctuations, which culminated in an unprecedented 
boom in 1929. There was no comparable phenomenon in the 
United Kingdom. The level of production in the years 1923-25 
was only a little higher than in 1922, the year when recovery 
began. Comparison of the production indices for the United 
States and the United Kingdom on the basis 1920=100 shows 
how far the latter lagged behind: 

Industrial Production Indices 
(1920 = 100) 

1920 1921 1922 1923 1924 1925 
(1) United States 100 77 97 117 109 121 
(2) Idem, first 3 quarters 

105 i17 of 1920 = 100* 96 74 94 113 
(3) United Kingdom 100 72 85 87 95 96 
(4) Percentage excess of 

index (2) over index 
(3) -4 3 11 30 10 22 

• Since the downturn in industrial activity in the last quarter of 1920 was far 
more rapid in the United States than in the United Kingdom, a better compari
son may perhaps be obtained by taking the first nine months of 1920 as the base 
period for the former country. 

The incompleteness of the recovery in the United Kingdom is 
also obvious from the fact that unemployment remained high, 

1 In this connection it should be taken into account that the quarterly production 
index is constructed in such a way as to "indicate the volume of production in the 
immediate future rather than in the quarter to which the figures used apply". 
(London & Cambridge Eco.nomic Service, Sp';cial Memora.tdum No. 8, page 11.) 
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averaging abdJt II% f~r all insured workers from 1923 to 1925. 
This average may be taken to represent some 1,300,000 persovs 
in search of work. • 

Neither industrial output nor industrial employ~ent gives an 
ade~uate picture or' the expansion in the United States as com
pared with the United Kingdom. The former country enjoyed a 
great building boom in t~ese years, as well as an enormous ex
pansion of the service industries. In the United Kingdom, on the 
other hand, there was no building boom in spite of the building 
shortage of the war years-such a boom, indeed did not come till 
the 'thirties; and the generally depressed state of industry did 
not bring forward a demand for services on anything like the 
American scale. · 

Since the lack of building activity may be considered as one 
of the causes of the unsatisfactory development of industrial 
production, it may be well to consider the factors influencing 
building in the years immediately after the war. As will be seen 
from the following figures, residential construction was almost at 
a standstill in I9I7 and 1918 (at an average of perhaps 3% of 
I9II-I4, if account is taken of the rise in prices). 

Value of Building Plans Approved 
£ (OOO,OOO's) 

I9II-14, ave. 
I9I5 
I9I6 
I9I7 
I9I8 
I9I9 
1920• 

Houses 
5.8 
2.9 

.9 

.4 

.2 
7.7 

25.9 

Factories 
2.9 
3.7 
3.6 
3.9 
3.3 

·10.9 
13.1 

• Fourth quarter estimated as equal to third. 

Other 
6.2 
3.9 
2.8 
2.6 
3.0 

11.9 
23.7 

Total 
14.9 
10.1 
7.2 
6.9 
6.5 

30.5 
52.7 

As a resul~, there was a severe housing shortage at the end of 
the war, ·.vh1ch was conservatively estimated at half a million 
dwell~ngs. Nevertheless, private building without State assistance 
remamed on a low level during the first post-war decade at an 
annual aver~ge of 45,000 dwellings or about half the ~re-war 
num~er. Th1s absence of a boom in private building in the face 
of a large shortagtt seems to Lbe attributable to the low profit-
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ability of building.1 Rents were kept down by cor\trol,2 whereas 
building costs and interest rates were uncontrolled and high. 
1-fouses built in 1919 and 1920, for instance, and rented at the 
r-entals then }1revailing, would show a loss on the capital invested 
of 2.6% and .3% p. a. re6pectively.3 • • 

In this situation, the Government felt itself compelled to step 
in with a subsidy system. Though preRarations had been started 
during the war, it was more than ei~t months after the war 
before the Housing Act, 1919, was passed. The Act requested 
local authorities to submit building schemes within. three months. 
Eight months later (March 1920), only half of the authorities 
had submitted satisfactory schemes. At the end of 1919 another 
act was passed extending the subsidy system to private builders. 
Obviously, no building under these Acts could be started until 
well into 1920 .• 

The subsidy to local authorities consisted in the Treasury 
undertaking to pay, for a period of sixty years, the annual deficit 
in their housing revenue account. Private builders were paid an 
outright subsidy. When the scheme was initiated, building costs 
were on the upsurge. Local housing deficits and consequently 
the burden to the Treasury grew rapidly, and the subsidies to 
private builders became insufficient to stimulate building. The 
situation was met, first by an increase in the subsidy to pri
vate builders (to about 25% of the building costs), then by a 
very substantial curtailment of the building scheme in the spring 
of 1921. The original plan for 500,000 houses in three years was 
cut down to 216,000-the number which by that time had been 
finished or were in course of construction, or for which tenders 
had been approved. This retrenchment formed part of the 
Government's general economy drive. As such, it came at an un
fortunate moment, inasmuch as unemployment was increasing 
rapidly. On the other hand, and perhaps partly owing to the 
reduction in the subsidy, the cost of building fell by half in little 
more than a year from that date. 

It was fortunate from a cyclical point of view that, owing to 
the extremely slow progress of the scheme during the first two 
years, a considerable part of the expenditure under the plan was 
made after the trade boom had turned. According t!J the table 

I Cf. in connection with this and the following paragraphs: League of Nations, 
"Urban and Rural Housing" and International Labour Office, "European Housing 
Problems since the War, 1914-1923". 

2 In 1930, only 10% of the dwellings had as yet been decontrolled. 
3 J. Tinbergen, "Statistical Testing of Business Cycle Theories," Vol. I, pa~ 158. 

(League of Nations, Geneva 1939). 
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below there Has a lag between plans submitted and tenders 
approved varying between 3 and 6 months. On February 1!1,~. 
1921 fewer houses had been finished than the number of plans 
sub~itted 19 months previously. When the ~cheme was cur~ 
tail~d only some 4Q,OOO houses _had been fimshed and about 
80 000 were then under construction. 

' 
Numbtr of Houses (OOO's) 

Plans Plans Tenders 

Submitted Approved Approved Finished 

1919 Morch Jist• 7 2 

June 30th• 19 9 

September 30th 38 24 

December Jist 8S 68 19 

1920 ~Iorch Jist 173 161 88 

June 30th 22S 211 119 
September 30th 261 24S 147 

1921 February 1st II 

July 14th 216 about 40 

• Previous to passing of Act. 

The slow execution, after a late inception, of the scheme was 
partly due to administrative difficulties. But .even after tenders 
had been approved, it was difficult to start actual building owing 
to a great shortage of building labour.1 Only in 1924 did the 
building unions relax their admission requirements in return for 
an , undertaking on the part of the Government to continue 
building subsidies for fifteen years. · 

It must not be assumed from this digression that building con
stituted the only or indeed the main cause of the difference in 
development between the Unite·d States and Britain. Another 
factor was the decline of Great Britain's share in world trade. 
This decline, however, had been taking place for many decades 
before the war so that the serious consequences by which it was 
accompanied after the war should not entirely be attributed to 
changes which the war brought about, though the war greatly 
intensified'' overseas competition in certain industries. This is 
not the place to enter into the causes of the relatively slow 
adaption of British industry to the changed post-war conditions 
-an adaptation which was rendered at once more difficult and 

I 0" March 31st, 1921, contracts had been signed for 161,000 houses of which 
only 98,000 had been co>.1menced. 

c 
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more indispensable by the long drawn out deflationary effects 
~fo the return to the gold standard at the old parity . 

• 
S. Policy. 

The situation which was allowed to develop in 1919-freedom 
of industry and foreign trade from governmental control, re
duced taxation and free spending by "the Government, excep
tional liquidity of the banking system (itself the after-effect of 
war finance)-left the way open for a rapid stock. accumulation 
boom. The import of raw materials was, of course, desirable 
where it served to adjust domestic to world prices, or promoted 
the re-employment of labour and capital which were idle for lack 
of raw materials. In fact, however, part of the heavy imports 
was destined for.stocks, either required to restore a normal work
ing level or acquired because· price rises were anticipated. The 
additional imports to build up speculative stocks contributed to 
the world rise in prices and depressed the pound sterling. 

Prices showed a tendency to flag in the first months after the 
Armistice; from the middle of 1919 they rose rapidly as a result 
of both the scramble for commodities on the world markets and 
the fall of sterling. The Government tried in various ways to 
curb those price movements. Its major weapon to affect the 
course of prices consisted in the stocks which it owned or con
trolled at the end of the war. A considerable part of these stocks 
consisted, however, of semi- or fully-manufactured goods of a 
specialized nature. The stocks of raw materials and leather at 
the disposal of the Government are shown in Table X.1 • 

In the early months after the war, these stocks were delib
erately held back from the market in order to prevent a severe 
slump of prices. In fact,· the stocks of lead and leather were 
increased, the latter to take adv;antage of a temporarily favour
able price situation in the United States. In March 1919, the 
Minister of Reconstruction declared 2 that the official policy was 
to use sales of surplus materials for the purpose of bringing down 
market prices to what was supposed to be the normal post-war 
price level, as calculated on the basis of the new level of wages, 
fuel prices, transportation costs, etc. Sales were not ino any case 
to be made at a price higher than the lowest estimate of replace
ment cost, and where it seemed necessary for the maintenance of 

II The stocks of foodstuffs have already been mentioned. Except in the case of 
meat, it appears that these stocks were not used for purposes of price control. The 
commodities of which large stocks were available were quickly decontrolled~ the 
prices of others, like cereals and sugar, could Qe controlled ~rectly. 

2 House of Commons, March lOth, 1919. • 
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Table X-U. K. Government Stocks Compared with N ormcal 
Consumption 

Dote 
Cor~~~~oditiCI Stocks (Stocks) 

Mctr lC tons 

•• Textile rnateriah, 
etc. 

Colonial '.t'ool March Jl, 1919 
!"tomc:atic ~·ooJ . 
Flu 1 . 
Jute 1 . 
!kmpl . 
Cotton 1 . 
K..ipa & hides . 
Leather . 

Total, I 9 

II. t.~u hi 

Cof'PCr Jan. 1,1919 

Jan. 1,19'21 

Lead Jan. 1, 1919 

June, 1919 
Jan. 1, 1920 

7inc Jan. 1,1919 
Jan, I, 1920 

•Ferrous metals• Jan. 1,1919. 

Total, II 

Grand Total 

• Approximately. 
I Stocks exhausted by March 1920. 
2 Avera~:e imports 1909-1913. 
3 Avera~:e production 1909-1913. 
4 Of which scrap: 170. 
6 Of which scrap: HO. 

(OOO's) 

so 
22 
20 
40 

9 
I 

so 
IS 

2sd• 
160 5 

64. 

120 
60 

31 
20 

1,500 

Approxi~te Value of 
r:ormal an~\Ual Stocks in 

Government 
sales consumptJon months of 1919/20 metric tons consumption (000' s) £ m. 

36S' IS 144.2 

61' 4 7.6 

75,2 3 4.2 

334 2 ••• 2.8 
IJO' I 1.2 

9SO' - 1.3 
67' 9 9.2 

63' 3 .....2.:.!. 

179.4 

I 93 7 32 
20 

} 
4 

181
7 

8 31.4 
4 

1134 7 
3 
2 

8,200 8 2 Ll 

l.U. 

21 8. 3 

6 Includes pri\'3te stocks, amount unknown but probably small. 
7 A nra~:e of comumption in 1919, 1920 and 1923 (excluding two depression years 

1921 and 1922). 
8 Avera~:<;, of steel production in 1919, 1920 and 1923. 
9 Includin~: small miscellaneous group. 

SouRCES: I. Raw Mat•ria/ Tradin9 Accounts, Cmd. 788. This source gives only 
the value of stocks (at cost); quantities have been calculated by divid
ing by the average 1918 import price (for home wool, the price paid to 
farmers). 

II. London and Cambridge Economic Service, Special Memorandum no. I. 
Tlu Economist, Commercial History of 1919 and 1920. 
Yearbook ot· the Americ'l_n Bureau of Metal Statistics. 
Disposal of Surplus Governmtnt Property, Cmd. 850. 
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employment, issues to manufacturers were to be made at still 
!CJwer prices. In the middle of 1919 it appeared that this policy 
benefited manufacturers and traders much more than the con
sumer, and selling prices were fixed from .then on at the~full 
market value.1 The rise in raw material prices during the next 
year enabled the Government to liquidate a large part of its 
stocks at prices which showed a profit~over costs. 

Raw wool, hides, copper and lead were the only raw material 
stocks in government hands of really major importance, though 
the holdings of leather, flax and zinc amounted to a'bout 3 months 
pre-war consumption. During the 12 months ending March 
1920, all sales of Government surplus property totalled £352,-
000,000, of which raw materials accounted for £218,000,000 (62 
per cent). The largest items were wool (£152 m.), non-ferrous 
metals (£31m.) and hides (£9 m.). The only raw material 
stocks remaining after March 1920 were wool, Indian kips, leather 
and copper. 

Copper prices continued to run low after the war owing to the 
enormous stocks (about one year's world supply) held by various 
governments at the beginning of 1919. Lead prices were equally 
depressed in the first half year after the war, but then "active 
speculation set in on a satisfactory decrease in Government 
stocks." 2 

Neither the volume of stocks nor the price policy pursued in 
disposing of them after the middle of 1919 were such as to have 
exercised any considerable stabilizing influence on prices. 

It would seem, however, that the Government actually effec}ed 
a considerable stabilization of the price of meat by the use of its 
stocks, (cf. Table IV) prices being kept approximately stable 
from the Armistice to the· end of 1920. The 73% rise in sugar 
prices must be attributed to causes outside British control. The 
British Royal Commission on Sugar Supplies and the American 
Equalization Board had jointly controlled the world sugar sup
plies during 1918 and 1919. In the middle of 1919 these agencies 
failed to purchase the entire Cuban crop at a favourable price 
owing to insufficient authority being given to the American 
Board, and prices rose rapidly under the impetus of Sjleculative 
demand. The Sugar Commission nevertheless acquired supplies 
at relatively advantageous prices; a temporary import prohibi
tion was imposed and the sugar ration reduced from 8 oz. to 6 oz. 
per week from January to March 1920. By these measures the 

1 Raw Material Tradinq 11 ccounts, Cmd. 788, page 9. • 
2 The Economist, Commercial History of 1919 . 

• 
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TABLE XI 

Highest Price, Middle of 1919 to End of 1920, as Percentage 
Increase or Decrease (-) over Price of October 1st, 1918. 

Commodity 

Cereals and Meat 
Potatoes 
Flour 
Barley 
Wheat, Foreign 
Rice 
Oats 
Wheat, English 
Mutton 
Beef 
Pork 

Other Foodstuffs 
Sugar 
Tea 
Butter 
Coffee 
Tobacco 

Textiles 
Cotton, Raw, Egyptian 
Flax 
Silk 
Jute 
\Vool, Raw, Australian 
Cotton, Raw American 
Cotton Cloth 
Cotton Yam 
Wool, Raw, English 
Hemp 

11/inerals, 
Pig Iron 
Steel Rails 
Iron Bars 
Lead 
Cbal, House 
Coal, Steam 
Tin 

,• 

Copper 

Highest Price 
Month and Year 

July 1920 
Oct., Nov., 1920 
Feb. 1920 
Nov. 1920 
Dec. 1919 
July, Aug., 1920 
Sept. 1920 
Nov. 1920 
Sept., Nov., 1920 
Oct. 1920 

June to Oct. 1920 
Nov. 1919 
Nov. 1920 - on 
Apr., May, 1920 
July 1918 - on 

Mar. 1920 
July to Oct. 1920 
Feb., Mar., 1920 
Sept. 1919 
Apr. 1920 
Mar.'1920 
Mar., April, 1920 
Mar. 1920 
Apr. 1920 
Mar. 1920 

Oct. 1920 - on 
Jan. 1921 
July to Dec. 1920 
Mar. 1920 
June 1920- on 
Jl'ine 1920- on 
Mar. 1920 
Mar. 1920 

Percentage 
Change from 
Oct. 1, 1918 

97 
94 
81 
41 
31 
30 
25 
13 
7 
2 

73 
34 
33 
21 
0 

215 
160 
146 
71 
68 
28 
24 
12 
9 

-20 

136 
133 
103 
83 
55 
29 
J9 

9 



JV!iscellaneous 

0
elils 
,Crystals 
Seeds 
Indigo 
Leather 
Petroleum 
Timber, Baltic 
Timber, American 
Rubber 
Tallow 
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Apr. 1920 
Apr. to Sept. 1920 
Mar. 1920 G 

Feb. to Nov. 1920 
Mar. 1920 
Oct. 1920 , 
Apr. '17 to Oct. '20 
Apr. '17 to Oct. '20 
Jan. to Mar. 1920 
Aug. 1919 

89 
83 
75 
41 
32 
27 
0 
0 

, -19 
-21 

SOURCE: Tile Economist, Commercial History of 1918, 1919, and 1920. 

Commission was able to break the sugar boom. As a result, the 
wholesale price of sugar in the United Kingdom in 1920 was 
about 25% below that in the United States if the difference in 
duty is taken into account. 

The boom was allowed to get well under way in the second 
half of 1919 before the restraining influence of the bank rate 
was employed. After the unpegging of the exchange in March 
of that year, the price rise rapidly outran the movement in the 
United States; but it was not until November that the bank rate 
was raised, to 6%, and by the time that it was raised again in 
April 1920, to 7%, the whole situation had become patently un
sound. The rate of the Excess Profits Duty was halved during 
the boom (from 80% to 40%) and raised again (to 60%) at 
the beginning of the depression.1 Public expenditure followed a 
cyclical, rather than an anti-cyclical pattern, and public revenue 
an anticyclical, instead of a cyclical pattern; the four quar
ters of 1919 showed a considerable deficit (£580 million for the 
whole year) and the depression year, 1920, was the first to show 
a net surplus (cf. Table Ill). The Government's major finan
cial concerns were to balance its budget after the long period of 
war deficits and to fund as large a proportion as possible of the 
public debt. This was effected in such a manner as to counter
act the direct effects of the surpluses and deficits, but involved a 
postponement of the utilization of interest rates as an instrument 
to control cyclical movements. -

The Government did not conceive of the budget as an instru
ment of cyclical policy, except insofar as subsidies were employed 

1 It should be noted that when the 1919-20 budget was introduced, the Chancellor 
of the Exchequer expected a fall in prices and profits; whereas, at the begillJiing 
of the financial year 1920-21, the increase of the rate was"thought justified on the 
assumption that the post-war boom would cort'tinue. (B. Mallet, "British Budgets," 
2nd Series, JW~ge 249.) • 
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to give a stimulus to some particular branch of produc_tion ?r. to 
relieve distress, and indeed in the then state of pubhc opnii~n 

· deficit financing as an instrument of cyclical pplicy could !"lot 
h'\ye been employ~d. In the same way, the peak value of cap1tal 
expenditure by local authorities reached in 1921 (Tab!~ II) 
should it would seem be attributed rather to the executiOn of 
plans in preparation s'ince the Armistice than to any deliberate 
anti-depression policy. 

9. Consideration of policy. 

If we consider the instruments in the hands of the Govern
ment which it might have used to check the price boom and 
hence the rapid consequent collapse, we shall find that they were, 
in the then state of public opinion, at once f~w and of limited 
effectiveness. Of the large quantities of surplus stocks held by 
it, semi- and fully-manufactured goods constituted a consider
able part, and these were often in a form unsuited for civilian 
use. When they were of immediate use, the Government feared, 
not without justification, that to dump them on the market might 
check enterprise and therefore impede re-employment in indus
tries treating the raw material in earlier stages of production. 
\Vhen, as in the case of cross-bred wool and copper, the Govern
ment was in possession of large stocks of raw material, it did 
manage to restrain the upward tendency of prices. But it is 
nevertheless true that the Government viewed the problem of 
these stocks mainly as one of liquidation. That liquidation was 
halted when prices threatened to fall, was accelerated when 
p1ices rose. Such a policy was not incompatible with price sta
bilization, but price stabilization was not the first objective. 

In the absence of such stocks in its own possession, the British 
Government was clearly much less well-placed than the American 
to control prices either by market operations or by legislative 
means. Most of the raw materials required for civilian use came 
from overseas. The basic principle of the Government's policy 
was to leave the import of raw materials and foodstuffs free, 
while putting considerable restrictions on the import of foreign 
manufactured goods. The restrictions were defended on the 
grounds both that they prevented unemployment and that they 
protected the value of the currency. However when industries 
were operating at full capacity, the validity of 'the second argu
ment clearly became more open to doubt. The effect of imports 
mi~;ht ~veil ~ave ~ee~ to improve the exchange by lowering the 
domestic pnce level; 1t was 1:1deed contended that the mere pos-

u 
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sibility of import would bring national prices dow~ sufficiently 
to make actual imports unnecessary.1 

)n the case of foodstuffs, the Government did take action to 
keep down prices by increasing the supplies made available ~o 
the market. Thus, the Ministry of Food made a prior claim for 
shipping space for food so as to prevent food prices from rising 
above the world price level.2 Similarly, ~freedom of imports was 
asked to break the monopolistic price policies of certain trade as
sociations which had grown strong during the war. 

If it had controlled imports of crude products in o'tder to check 
the speculative accumulation of stocks, it might have exercised 
some influence on the trend of world prices; but this action by 
itself might have increased prices on the home market above the 
levels they actually reached. If it had confined its action to con
trolling domestic prices, it would have incurred the risk of pre
venting importers from obtaining the raw materials industry 
really required. This actually happened in the case of bacon. It 
would therefore have had to control both imports and domestic 
prices to prevent domestic prices from rising above the world 
level. This might have been effective in checking the price boom 
to the extent that that boom was due to the demand arising on 
world markets from speculative purchases for stock by British 
firms. How important this single factor was it is quite impossible 
to judge. But there is no sort of reason for assuming that it was 
the determining factor in world markets in the period considered. 
It is, indeed, obvious that effective action to prevent the price 
boom would have required not simply close collaboration with 
the United States of America, but the elaboration and executiun 
of a concerted policy. The United States Government was in no 
mood to carry out any such.policy. On the contrary, it abolished 
its own control lock, stock and barrel at the earliest possible op
portunity. To some extent it was driven to do so. Thus, Sir 
Arthur Goldfinch records in his 1920 report that: "At the urgent 
request of the United States authorities an agreement to set up 
a Leather and Hides Executive was signed in November 1918 
by the Governments of this country, of the United States of 
America, of France, and of Italy, but the revolt against govern
ment control on the part of American businessmen '"after the 
Armistice was so widespread and so violent that it immediately 
became evident that the International Control of Raw Materials 
was impossible and the Hides and Leather Executive was aban-

1 The Economist, March 15th, 1919. 
2 Beveridge, op. cit., page 284. 
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doned." 1 It is at least open to question whether public opinion 
in England would have tolerated a continuance of control. T.Jle 
intensity of the post-Armistice relief at the prospe~ts of the dea.th 
of. Dora 2 and the insistence on her execution are too often for
gotten. If, in fact, a concerted policy had been des!red, it would 
have been indispensible to have elaborated that pohcy before the 
end of the war and have. made sure of public support in advance. 
One amongst many reasons why this was not done was that the 
Government and its advisers were uncertain whether the war was 
lik_ely to be followed by a boom or a slump, by rising or falling 
pnces. 

Even if the Government had been quite clear in its own mind 
about the probable nature of immediate post-war economic forces 
and about the policy it wished to apply to them, the state of 
public opinion at home and abroad would have set strict limits 
to effective action. 

Theoretically, the Government might have endeavoured to 
stabilize domestic prices by appreciating the pound sterling or 
checking its depreciation; it might have brought its influence to 
bear in support of a more restrictive credit policy in the early 
stages of the boom; it might have tried to restrain the exercise 
of monopolistic powers by certain trade unions in skilled occupa
tions. But actually, it required low money rates to effect its 
conversion operations and it wished to stimulate exports. Fear
ing a slump in wage rates immediately after the Armistice, it 
passed a Wages (Temporary Regulation) Act in November 1918 
stipulating that hourly rates in effect on November 11th, 1918, 
slrould constitute the minimum rates for six months after the 
Armistice, and renewed this Act twice up to September 1920. 
Minimum but not maximum rates were enforced even when the 
risk became an inflationary rise, and these minima were removed 
when the danger was a fall in wages and other prices. The timing 
of this policy would appear, in the light of what actually hap
pened, to have been unfortunate. But, as stated above, there was 
great uncertainty about what was likely to happen-whether 
the Armistice would be followed by a boom or a depression. 
The one major concern was to create a situation in which the 
demobilized men might find employment readily at the most 
favourable possible wages. To jeopardize the export trade by 
raising-:-or artificially maintaining-the exchanges, or to check 
enterpnse by monetary policy was not considered politically 

1 emd. 788. • 
2 Defense of the Realm Act . 

• 
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practicable. To exacerbate labour by attacking its accepted 
privileges and violating the agreements concluded during the war 
w?J>' clearly impossible. 

The Government's fear of the temper of the men seeking em-' 
ployment and its ·genuine desire to do all in 'its power for the 
demobilized soldiers explains, too, a certain lack of logic in its 
policy in maintaining rent control when other controls were 
abolished. This no doubt checked building recovery, while its 
subsidies to building would seem to have helped to increase 
building costs. As pointed out in Part I of this study, one diffi
culty in post-war price control lies in the fact that if only raw 
material prices are controlled and not the thousand and one fin
ished goods into which each is manufactured, the main effect 
may only be to give undue· advantage to processors and manu
facturers. In the t:ase of houses, however, when the bulk of the 
supply is already on the market, the reverse policy was pursued 
by almost all governments; the price of the finished article was 
controlled and not the price of the raw materials that go into its 
making. Certain of these raw materials at least-bricks and ce
ment-almost universally domestic products, were relatively 
easy to control. By controlling rents alone, private building was 
effectively prevented; by subsidizing building without controlling 
the prices of building materials, certain firms were given an op
portunity for undue profit. Bqt such undue profit might have 
been avoided. If the Government, by its action in controlling 
rents, had greatly curtailed the market demand for, for instance, 
bricks and mortar, the substitution of its own demand for what 
it had killed need not have had an abnormal influence on prices.,. 
That it did so in certain cases would seem to be due in large part 
to the extreme localization 9f the industry and the existence of 
local monopolies, which might have been controlled. 

The Government might possibly have exercised some indirect 
influence on prices also had it continued to collect statistics of 
stocks of raw materials and published its results. There would 
have been considerable opposition to such a course, not only on 
account of the cost to firms of the work involved, but because 
many businessmen held the view that such publicity te.nded to 
accentuate a rise in prices when stocks were light and a fall when 
they were heavy. This belief in the steadying influence of ignor
ance does not seem to be supported by either evidence or logic. 
But, at best, the influence of such a measure on the world mar
ket movements which determined the boom iu England wotlid 

I) 
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have been :imited. These world movements could, as stated 
above, only have been controlled by international action ~;on-
certed before the end of the war and loyally executed. " 

• 

IU. Conclusions. 

1. The Armistice was not followed by a slump, but after a 
quite brief period of disvrganization by an extremely rapi?. bo~m. 
The period of unemployment resulting from the demobthzatwn 
on the one hand and the need to convert machinery from war to 
peace requifements on the other only lasted for a few months 
and towards the autumn of 1919 there was a state of almost full 
employment of available resources. 

2. This very rapid restoration of economic activity was due to 
the release of consumers' demand which had, been pent up by 
rationing, priorities, etc., during the war, and to the demand for 
the adaptation of plant and rather later for the replacement of 
worn out machines. 

3. As measured by the employment statistics, the demand for 
consumers' goods would seem to have increased earlier (spring 
of 1919) than the demand for producers' goods, which did not 
rise much before the spring of 1920. 

4. Employment recovered most rapidly in the food and cement 
industries-and in coal mining where it was, however, affected 
by strikes. It fell off first in food and ready-made clothing 
(spring 1920), and in textiles (summer 1920). Not until Decem
ber 1920 did it fall off in the heavy industries, nor until the spring 
of 1921 in coal mining and cement. This is roughly the order 
that, on theoretical grounds, might have been expected. 

5. The release of consumers' demand, to become effective
that is, to allow physical needs to express themselves in actual 
purchasing power-implied some measure of inflation. 

6. The market after the Armistice was in fact very liquid, and 
the public tended to show a preference for equity investment. 

7. The need of the Government to convert its floating debt 
made it difficult to curtail the boom which resulted from these 
various circumstances and tendencies by stiffening rates of in
terest. 

8. The boom was in fact carried beyond the point of optimum 
economic activity and approximately full employment of re
sources, and developed into an inflationary price boom. The 
insJex of wholesale prices rose 25% between October 1918 and 
April 1920 and .nany individual prices reached peaks of 50% 
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and more in excess of their level at the end of the war at various 
dates in the latter half of 1919 and in 1920. 

9.' This boom in prices was accentuated inter alia on the 
supply side by l'ack of skilled labour in certain industries, initial 
transport difficulties, and coal shortages . (caused in part by 
strikes) and on the demand side by speculative purchases of raw 
materials for stock which contributed to the fall in sterling, by 
the overseas demand for British goods, and by the widespread 
feeling of relief at the abolition of control and speculative opti
mism. It was rendered possible by the liquidity of ,the market, 
soldiers' bonuses, reduction in taxation, etc. 

10. There was a close correlation between productive activity 
and the quantum of exports (with a notable exception in 1919 
when the domestic boom carried production to a relatively high 
level, notwithstanding low exports), the boom in prices favour
ably affecting the purchasing power of the raw materials produc
ing countries. 

11. But even in 1920 the quantum of British exports of manu
factured goods was only 76% of what it had been in 1913 and the 
quantum of total exports only 71%. 

12. Rent control prevented any recovery in private building 
in spite of the severe housing shortage. Preparations started by 
the Government during the war to stimulate building did not 
lead to any substantial results until the spring and early summer 
of 1920. 

13. The price boom led inevitably to a subsequent collapse in 
1921 and serious unemployment. 

14. The major problem of the transition from war to peac~ 
economy therefore proved itself to be not one of getting demo
bilized men and machines re-employed, but one of the cyclical 
effects of the perhaps unavoidably bumpy nature of post-war 
pent-up demand. • 
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FIGURES USED IN DIAGRAMS IN PART I 

Dia!!ram 1 

• l. Industrial Production 

Jan. Feb. Mar. Apr. May Jun. Jul. Aug.> Sept. O::t. Nov. tlDec. 
l9la 66 10 1a ao g2 a! a4 a! a2 11 16 1a 
1919 11 6a 66 61 ~1 72 16 11 15 15 14 15 
1920 a2 a2 a! 16 1a 19 16 77 74 72 66 62 
1921 sa 51 ss ss 51 51 56 sa sa 62 61 61 
1922 63 65 69 61 10 14 1'1, 72 16 ao a4 a6 

Go Production of Durable 'danufactures 
Jan, Feb. Mar. Apr. May Jun. Jul. Aug. Sept. <kt. Nov. Dec. 

1919 a9 a a a3 1a 72 a2 a9 94 a4 > ao a4 a4 
1920 91 100 9a a1 93 91 96 99 91 93 aJ 77 
1921 65 60 53 so S! 4a 45 so so 56 '57 ss 
1922 sa 62 6a 1a a2 a1 a9 1a a2 91 93 9a 

3. Production of Non-Durable Marrufactures 

Jan. Feb. Mar. Apr. May Jun. jul. Aug. Sept. O::t. Nov. Dec. 
1919 56 53 53 51 61 63 64 64 66 61 6a 61 
1920 69 6a 61 66 66 63 60 sa 56 52 47 « 
1921 41 49 52 54 56 sa 5> 60 60 62 61 61 
1922 62 62 63 61 64 61 67 69 69 70 73 74 

4. Factory' l':mployment 
Jan. • Feb. Mar. Apr. May Jun. Jul. Aug. Sept. O::t. Nov. Dec. 

1919 109 !OS 104 104 !OS I 07 109 Ill 112 112 114 111 
1920 119 111 ua 117 114 113 110 109 106 103 97 90 
1921 a2 a4 as a4 a4 aJ a2 a2 aJ a4 as as 
1922 as a7 a a a a 90 92 93 94 95 91 100 102 

Base: 1935-9 = 100 
Source: I' 1918: Standard Statistics 

1: 1919-22: 2:3,4: Federal Reserve Board. 

Diagram 2 

l. Production of Passenger Motor·Cars 

Jan. Feb. Mar. Apr. May Jun. Jul. Aug. Sept. O::t 0 Nov. Dec. 
1916 56 54 6a 61 64 59 S4 so 63 62 71 • 11 
1911 66 69 69 6a 16 72 73 66 10 14 77 61 
1918 S! 49 46 so 47 40 44 35 Ia 16 25 31 
1919 51 Sl so ss 62 61 61 11 73 a7 91 83 
1920 92 a! a! ss 13 a2 as a a 75 6a 72 65 
1921 41 34 34 46 53 74 7a as 6a 67 6a 56 

2. Cotton Consum!Jtion 

Jan. Feb. Mar. Apr. May Jun. Jul. Aug. Sept. O::t 0 Nov. Dec. 
1916 100 110 116 !OS 112 114 103 114 Ill 110 116 110 
1911 112 III 114 101 120 Ill 113 116 110 116 !Ia 106 
l9!a 96 104 IOa !OS 112 103 114 109 104 a a 91 97 
1919 103 a9 ao 92 94 95 loa 102 104 Ill 9a !OS 
1920 110 I OS I oa 110 !OS Ill Ill 99 9a ao 66 62 
1921 65 a! a! 1a as 93 a7 96 103 99 !OS !OS 

• 
3. Woollen Mill Activity 

Jan, Feb. ~r. Apr. May Jun. Jul. Aug. Sept. O::t. Nov, Dec. 
1916 I 01 109 110 Ill 112 112 Ill 110 109 lOa 107 109 
1917 110 112 113 liS 111 111 113 113 110 106 107 110 
19Ia 109 Ill 113 117 119 116 116 II a 101 93 a! 67 
1919 51 4a ss 65 a7 104 116 106 107 I 03 !OS 112 
1920 116 109 109 Ill 92 a! 76 71 69 63 sa• 45 
1921 46 62 72 a9 96 IOj 100 102° 104 104 104 103 

Base: Tre. Value, January 1, 1923 : I 00 

Source: Standard Statistics· 
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Oia.grarn 3 

Employment 

1. Automobiles 

Jan, Feb. Mar. Apr., May Jun. Jul. Aug, Sept. Q:t. l'ov. llec. 
92 93 191S 

122 120 116 191f 93 104 106 104 lOS 101 108 10! 114 

1917 123 124 12S 123 120 116 110 112 116 117 113 112 

I ?I& 110 110 114 liS liS 116 113 109 Ill 112 114 106 

1919 100 l(ll 104 108 Ill liS 120 125 134 134 134 132 

1920 137 140 140 139 134 134 132 122 115 101 90 ss 
1921 42 S3 64 81 as 81 81 82 82 81 78 74 

1922 72 78 84 90 100 107 110 112 112 110 112 114 

:,t. FUrniture 

Jan. Feb. MHo .'\.pr. lolay Jun, Jul. Aug. S<J>t. O::t. Nov. Dec:. 
191S ?8 104 103 lOS 106 103 97 104 109 109 110 113 
1916 114 116 118 Ill 112 112 Ill 116 118 116 121 127 
1917 12l 126 128 122 118 liS 116 114 112 113 liS liS 
1918 liS 112 112 106 lOS 104 I 06 104 I 01 96 97 98 
1919 100 103 106 107 110 107 111 116 118 122 126 129 
1920 127 127 127 127 12S 126 126 126 126 124 118 111 
1921 89 9S 99 101 100 100 100 100 99 101 107 110 
1922 110 112 liS 114 114 liS Ill 118 121 126 130 134 

3. Boots and Shoes 

Jan. Feb. Mar. Apr. May jun. Jul. Aug, Sept. O:t. Nov. Dec. 
1915 92 92 88 81 83 84 as 86 86 9S 99 l!S 
1916 lOS lOS 106 104 103 104 !Ol 104 !03 103 107 113 
1917 114 114 113 111 109 !II 107 102 96 98 106 106 
1918 106 107 108 104 102 101 103 101 100 94 97 100 
1919 100 100 98 96 98 98 99 101 102 104 106 108 
1920 110 108 109 107 104 99 90 88 79 77 74 73 
1921 71 79 82 82 as 87 89 93 93 91 89 91 
1922 93 93 92 87 87 89 93 ?7 100 101 103 lOS 

4. Textiles 

Jan, Feb. \lor. Apr. May Jun. Jul. Aug, Sept. O::t. Nov, Dec. 
191S 101 104 103 lOS 108 I 07 168 lOS 109 114 114 liS 
1916 118 120 118 120 112 J 16 117 Ill 114 116 120 123 
1917 12' 124 12l 122 120 ~18 117 112 114 114 114 liS 
1918 113 liS 116 liS 114 113 liS 113 110 98 104 lOS 
1929 100 9! 97 101 106 109 113 114 116 118 118 120 1920 122 121 123 122 120 116 107 lOS 104 100 89 80 
1921 78 96 98 101 102 103 104 lOS 110 Ill 109 fOB 
1922 108 Ill 107 103 102 101 101 104 108 Ill 113 116 
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5. Men's Clothing 
0 

Oct. " Jan. Feb. Mar. Ap •• May jun~ Jul. Aug. Sept. t\ov. Dec. 
l91S 129 121 1 OS 124 l2S 12a 110 lOS 111 116 107 
1916 132 i2') 132 12a 134 13a l3a 128 122 125 133 121 

1917· 141 141 14S 14S 149 ISS 149 142 136 133 137 141 

1918 134 13a 133 133 133 133 lH 129 124 113 112 109 
1919 100 1 OS 106 109 111 117 1251 125 131 136 144 136 
1920 13a I <tO 146 14a 14a 144 13a 131 124 109 89 60 

1921 76 94 100 106 1 OS 114 ·n4 131 130 129 125 12a 

1922 118 12a 128 116 11S 122 126 126 12a 12a 126 134 

6. Silk and Hayon 

Jan. Feb. ~!ar. Ap•. ~1ay Jun. Jul. Aug, Sept. Oct. ~ov. Dec. 

1 tll 11S 118 118 114 114 114 113 11S 116 lL9 123 124 

PH6 127 123 121 12a l2S 121 12a 121 l2S 127 124 121 
1911 127 125 124 123 120 !Ia 118 Ill 113 111 111 111 

1911 109 111 ~ 113 111 110 110 lOa lOS 100 100 96 91 
1919 100 97 100 108 111 lOa 111 112 lOS 101 114 111 
1920 119 119 111 120 120 117 110 106 102 101 9a 91 
1921 a6 91 98 102 104 106 to a 106 110 110 108 108 
1922 lOa lOa lOa 100 97 9S 94 92 96 9a 101 104 

7. Iron and Steel 

Jan. Feb. Ma •• Ap •• May Jun. Jul. Aug. Sept. Oct. Nov. Dec. 
1915 54 52 51 ' 59 60 62 64 66 6a 11 11 71 
1916 74 7S 11 76 79 ao 81 a3 as as a6 a1 
1911 90 90 91 91 93 95 96 99 9a 99 100 100 
19la 99 99 101 100 101 102 101 101 101 101 99 101 
1919 100 95 92 a1 as a6 92 95 95 a4 93 9a 
1920 102 103 lOS 104 9a 101 101 99 100 9a 94 84 
1921 6a 11 6a 62 62 51 s 1 54 56 61 65 65 
1922 62 66 6a 13 15 19 ao 81 81 as a8 90 

8. Machinery 

Jan, Feb. Ma •• Ap •• May Jun. Jul. Aug. Sept. Oct. Nov •. Dec. 
1915 60 63 62 63 66 61 6a 61 10 56 16 ao 
1916 at as a1 a9 91 91 91 90 92 93 9a 99 
1911 9a 99 100 99 99 101 100 102 102 104 lOS 104 
1918 111 113 114 112 113 • 116 111 112 110 lOS 112 1 oa 
1919 110 9a 94 94 91 a9 89 94 9a 101 lOS lOa 
1920 112 110 112 111 109 110 111 lOa 106 102 9a 92 
1921 as 79 7l 70 6l 62 l7 l6 ss Sl ss 57 
1922 59 l9 62 64 66 66 66 61 72 14 77 at 

ftasc: January 1919 = 100 
Source: 19ll-19la: l,J,S,6 1 7 = Nonthty Lobo7" Rsvi.ew. 1918 I,p.l412/3 

2 ,4, 8: New York State Department of Labor, Special Bulletin 
No. 113, Sept. 1922. fData for New York State only.) 

1919-1922: 1-8: United States Bureau nf L2bourStatistics Bulqetin No. 61 o. 

Note: For furniture, textiles and machinery, figurc'l for the United States start in 
January 1919. Earlier data arc for New York State only. These show a high degree 
of correlation with the nation-wide fi~tures over 1919/30. 
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Diagram 4 

Prices 

1. Wholesale, all commodity 

Jan. Feb. Mar. Apr. May Jun. Jul. Aug. Sept. Oct. Nov. Dec. 
1915 68 69 68 69 69 68 69 69 68 70 72 74 
1916 77 79 80 82 83 83 83 as 87 91 97 99 
191 7 102 lOS 108 114 121 122 123 125 124 122 123 123 
1918 125 123 126 128 128 129 132 134 13 8 136 136 136 
191• 134 130 131 133 135 136 141 144 141 142 145 lSI 
1920 ISS 157 159 166 ,167 167 166 161 ISS 144 133 121 
1921 114 lOS 102 99 96 93 93 94 93 94 94 93 

2. Wholesale, textiles 

Jan. Feb. Mar. Apr. May Jun, Jul. Aug. Sept. Oct. Nov. Dec. 
1915 Sl 51 52 53 53 Sl 53 54 ss 57 sa 60 
1916 63 65 66 67 67 67 69 72 n 76 79 83 
1917 84 84 as 88 92 97 103 107 107 109 113 117 
1918 122 124 129 136 138 142 143 143 145 us 143 139 
1919 127 119 114 114 120 131 140 144 145 149 !57 165 
1920 187 194 193 195 188 181 169 161 145 i32 122 114 
1921 102 96 93 92 91 92 91 90 95 97 97 98 

3. Cost of Living 

Jan. Feb. Mar. Apr. May Jun. Jul. Aug. SeP.to Oct. Nov. Dec. 
1915 99 98 97 97 98 97 98 98 9S 100 100 100 .. 
1916 102 103 103 lOS lOS 107 107 107 109 110 113 114 
1917 117 118 120 123 126 130 129 130 133 137 139 141 
1918 146 148 148 147 lSI lH ISS 161 1'65 168 169 170 
1919 172 169 169 171 173 174 176 180 ISO 188 193 195 
1920 203 203 204 210 211 211 212 206 207 lOS 204 l9S 
1921 191 183 182 179 177 174 175 176 174 174 173 172 

-' 
4. Industrial Stock Prices 

Jan. Feb. Mar. Apr. May Jun. JuL Aug. Sept. O:t .. Nov. Dec. 
1915 39 39 41 46 46 47 so H 59 64 65 67 
1916 66 65 65 62 63 63 61 63 68 71 75 68 
1917 67 63 66 65 65 67 64 61 sa ss so 49 
1918 ss 56 54 54 56 56 57 53 51 59 60 60 
1919 60 61 63 67 72 76 80 75 77 83 80 78 1920 77 69 74 75 69 68 67 62 64 62 57 Sl 
1921 ss !4 53 53 53 49 48 47 48 49 53 56 

5. RWisconnt Rate of 12 Federal Reserve Banks(Unweighted average) 

Jan, Feb. ~r. Apr. May Jun. Jul. Aug, Sept. Oct. Nov. Dec. 1915 4.50 4.50 4.50 4.43 4.37 4.24 4.19 4 .17 1916 4.17 4.17 4.17 4.21 4.21 4.21 4.21 4.21 4.21 4.21 4.21 4.21 1917 4.25 4.29 4.29 4.29 4.29 4.29 4.29 4.29 4.29 4.29 4.29 4.56 1918 4.62 4.03 4.63 4.75 4.78 4.84 4.86 4.85 4.85 4. as 4. as 4.85 19l" 4.84 4.83 4.83 4.83 4.83 4.83 4.83 4.83 4.83 • 4. 83 4. 83 4. 83 1920 5.06 6.00 6.ro 6.00 6.00 6.33 6.33 6.33 6.33 6.33 6.42 6.42 1921 6.42 6.46 6.so 6.44 6.2l 6.21 6. 00 3. 84 s. 79 s .67 5.04 4.99 
Base: 1-4: 1926 = lOu. (S:Actual percentages), 
Source: 1-2: United States Bureau of Labor Statistics. < 

3 P. H. Doug las, Real llotes in the 'nnt ted S ta. tes page 57, 4 Sta,nda,..d Statistics, ' • 
Standa'l""d Stat~sticS, 
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Diagram 5 

1. Residential Construction 
• Jan. Fej>. Mor. Apr. Moy Jun. Jul. Aug. Sept. Oct. Nov. Dee. 
1919 22 30 41 59 85 114 127 123 Ill 92 78 61 
1920 54 48 50 53 52 45 44 43 , 44 37 31 ·-.J27 
1921 31 38 44 50 60 65. 72 83 89 89 84 84 
1922 83 83 85 92 103 Ill 114 Ill 106 104 102 1~6 

~ 

2. Non-Residential Construction 

Jan. Feb. Mor. Apr. May Jun. Jul. Aug. Sept. J O:t. Nov. Dee. 
1919 70 72 83 102 145 180 210 199 215 224 259 258 
1920 254 238 206 169 141 124 114 I 01 91 85 69 62 
1921 57 .54 51 51 63 64 68 71 78 80 19 14 
1922 ?7 84 92 95 100 106 119 111 113 101 99 96 

3. Cost of Building 

Jan, Feb. Mor. Apr. May Jun. Jul. Aug. Sept. Oct. Nov. Dee. 
1919 81 81 80 81 84 89 85 100 102 104 106 Ill 
1920 -118 114 12 8 128 121 124 122 120 118 113 108 104 
1921 100 91 95 93 92 90 88 81 81 87 87 87 
1922 86 86 86 86 87 88 90 91 93 94 95 95 

4. Rent 

Jan. Feb. Mar. Apr. May Jun. Jul. Aug. Sept. Oct. Nov. Dee. 
1919 61• 68 11 77 
1~20 80 80 83 84 84 84 88 98 89 89 92 92 
1921 92 92 95 95 95 99 94 94 94 94 94 94 
1912 94 94 92 92 92 92 92 92 92 92 93 93 

"Straight line interpolation between November 1918 and March 1919. 

;~ase: 1 J 2: 1922 = I 00 
J ,4: 1923-25 = 100 0 

Source: 1, 2: F,W.Dodge data from National Bureau of Economic Research files (corrected 
for seasonal variation - three monthsmoving average). 

3 rhe Engineering News /i>ecord · (three months moving average). 
4 National Industrial Conference Board. 
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Diagram 6 

1-3. United Kingdom Import~ 

cwts (000, 000' s) 

1. Wheat• 1913 1914 1915 1916 1917 1918 1919 1920 1921 1922 

frcxr. r.lnited States 
Argentine 
Au~tralia 

India 

~ 

from linited States 
:"..rgentine 

3. Chilled and 
Frozen Beef 

from United States 
Argentine 
Australia & 
~w Zealand 

*r.rain ptus flour 

(a) United States 
(b) Canada 

(a) plus (b) 

(c) Argent inc 
(d) Australia 

(c) plus (d) 

43 42 5I 72 65 
IS 12 s 7 
II 12 4 12 
19 II 14 6 3 

45 30 26 IS 22 

7 II 
39 29 44 21 10 

' 0 .I I. 0 0.9 o. 9 
7·.2 6. 0 5.1 4. 0 2. 7 

1.6 2. 0 2. 0 1.6 1. 9 

g. 8 8.0 7.1 5.6 4.6 

in terms of grain 

4. \Vho:;t Stocks, August 1. 
Bushels (OOU, 000' s) 

1909-13 1914 1915 1916 1917 

106 110 70 226 53 
16 19 10 30 20 

122 129 80 256 73 

27 12 23 , 56 IS 
17 19 0 100 138 

44 31 23 156 153 

so 46 54 47 
14 7 31 4 
4 17 22 22 
1 3 

19 24 53 29 

8 2 8 
4 14 29 16 

3. 6 0.9 
2. 0 3. 9 

0.9 1. 0 

2.9 4.9 

1918 1919 1922 1923 

21 61 107 134 
10 IS 28 22 

31 76 135 156 

77 !14 43 40 
174 131 IS 24 

251 245 58 64 

Source: 1,2: Statistical Abst,..act for the !Jnited lingdo•. 
3: Annual State•ent of the T1'"ade of the United lingtioa and E.G.Nourse, 

•.: A•eri·can Agricvltu,..e and the 8uro;>ean Ha'f'ket, page SO. 
4: Food Research Institute, llheat Studies, XVI, pagcs'G3,64,110, 

43 
I? 
19 

6 

3S 

IS 
13 
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Diagram 7 

1. Controlled Prices 

jan. Feb. Mar. Apr. "•Y Jun. Jul. Aug. ;; Sept. Ckt. Nov. ~c. 
191~ 99 99 99 99 99 98 98 10~ lOS 101 99 99 
1915 101 102 101 !OJ 101 100 !OJ !OJ 101 101 IOJ 107 
1916 IIJ Ill 117 120 121 120 121 125 127 IJ~ l~J 146 
1917 lSI ISS 16~ 18J 192 201 209 20~ 205 198 200 19J 
1918 195 198 197 196 192 189 195 

·~ 
199 20~ 201 200 204 

1919 202 196 201 206 209 

2. Uncontrolled Prices 

Jan. Feb. Mar. Apr. May Jun. Jul. Aug. Sept. Ckt. Nov. Dec. 
191~ 99 99 99 99 98 99 98 98 96 95 9~ 94 
1915 97 97 98 99 !OJ 102 !OJ 102 IOJ 106 ~ 109 Ill 
1916 116 119 121 12J 12J 124 124 124 125 127 IJI IJS 
1917 1~0 1~2 1~2 1~6 ~~~ IS 2 160 162 I6J 167 172 i74 
1918 178 180 l82 187 189 I 91 19~ 195 199 201 200 197 
1919 19~ 190 191 187 192 

Base: July 1913 - June 191~ = lou 
Source: P.W.Carrett, Gover'St~ent Con trot ouer PT"ices, page 426/7 (191~-1918) and 
page 413 (Janual"y-:'ttay, 1919). The two indices are linked !lccording to their :average 
values for 1918. 

Diagram 8 

1. Money Wages 

Jan. Feb. ~br. Apr. ~lay Jun. Jul. .\ug. Sept. Ckt. ~ov. Dec. 
1918 I 78 19~ 
1919 I 88 185 188 186 188 192 195 202 210 211 21~ 225 
1?20 227 225 2Jl 2JJ 240 241 2J6 240 238 2J7 2JO 226 
1921 211 2 06 209 205 207 205 

0 

~. Cost of Living 

fan, Feb. ~r. \pr. ~tay )..,.. Jul. ,1..ug. Sept. Ckt. Nov. Dec. 
1918 159 170 
1919 172 169 169 171 17J 174 176 180 180 188 19J 195 
1920 20J 20J 204 210 21L 211 212 206 207 205 20~ 195 
1921 191 I SJ I 82 17? 177 174 

3. Real Wages 
0 

jan. Feb. :'>br. Apr. ~y Jun. Jul. Aug. Sept. U:t. l"'ov. Ilcc. 
1918 110 110 
1919 Ill Ill 110 110 109 llu Ill 113 llJ llJ Ill Ill 
1970 Ill Ill 112 IIJ Ill 11l 114 114 116 Ill Ill Ill 
1921 llJ 113 11~ Ill 11f 116 

Base: 1914 = 100 • Source: P.II.Oougbs, op.cit.. rage 240/1 and page 57 (3: three ~ront)ls roov ing average taken), 
u 



APPENDIX II 

EMPLOYMENT STATISTICS FOR THE UNITED KINGDOM, 

1918-1922 

The following series are available (all published m the Min
istry of Labour Gazette~: 

A. Trade Union unemployment percentages, monthly, by in
. dustries. 

These are the oldest figures concerning employment; and they 
give a rough idea of the fluctuations of business. In the period 
under consideration, they seem to fail to give an exact picture, 
however, owing to: 

1. The. rapid change in membership of the unions; 
2. The fact that the unions com;Hised largely skilled workers, 

among which employment was much b~tter in 1919 and 1920 
than among workers in general. The union percentages are, 
therefore, not even reliable indices for the general situation in the 
industries to which they refer; hence the re-weighting of these 
percentages according to the total number of persons employed 
in each industry 1 may fail to improve the representativeness of 
the trade union index. 

B. Unemployment insurance data, monthly, by industries . 

. This series is available from 1912 on, with a break of 8 months 
in 1919 and of one in October 1920. The coverage of the scheme 
was changed various times. 

1. Under the 1911 Act, it covered building, construction, ship
building, engineering, vehicles; iroQfounding, and sawmilling, 
which industries employed 2.3 million workers in 1912. 

2. Under the 1916 Act, the munitions, metal, chemical, rub
~er, leather, orick and some minor industries were added, bring
mg the total number of workers covered to 3.7 millions in 1916 
and, owirg to the growth of these industries, to 4.2 millions in 
July 1920. 

3. In December 1918 a small group of "others insured under 
the 1916 Act" (233,000 workers) was excluded. 

4. From November 1920 on, the insurance scheme covers all 
ma,tual workers otc~tside agriculture, numbering about 12 millions. 

1 See ]. Hiltol), Joum. Roy. Stat. S~t. 1923, page IS~. 
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From 1916 to 1920, the coverage seems fairly-' rep;esentative 
of the investment industries, the numbers covered in other indus
:tries being roelatively small. But, owing to the fluctuations in 
the number of persons attached to these industries, the unem
ployment index does not give a good pictilre of the cours.! of 
employment. The investment goods industries employment 
index given in Diagram II has been obtained by multiplying the 
total number of persons insured undet the 1911 and 1916 Acts 
(excluding for October and November .1918 the small group of 
"others insured" )-by ( 1 minus the percentage unemployed.) 
Since the number insured is given only quarterly, 'an interpolated 
figure had to be used for the intermediate months. The series 
should, therefore, be taken with some caution. 

C. Employers' 'returns. 

A considerable sample of employers in many industries fur
nished monthly data concerning the number of workers em
ployed. These figures are published each month expressed as a 
percentage of the number of workers employed by the firms re
porting in the previous month, and in the same month last year. 
From the series of percentages a chain index can be constructed. 
The employment series for textiles, ready made, clothing, food 
preparations and cement in Diagram II have been obtained in 
this way. A total is also given for "Textile and other industries" 
which comprises practically only consumers' goods industries, 
and a considerable variety· of them. A chain index based on the 
percentages for this total has been used as the consumers' goods 
employment index in Diagram II. o 

For coal mining and the irori and steel industry, fi~ures are 
also given in the employers' reports concerning the number of 
shifts worked per week. The. employment indices for those in
dustries in Diagram II take account of this informatio:t, and are 
thus to be considered as a better indication of activity since they 
make allowance for short time. 

Some indication of the extent of short time in the other indus
tries may also be obtained from the data on earnin~s published 
with the employment figures, provided the normal hf>urly wage 
is known. On the basis of this information, an inproved em
ployment index has been calculated for the woolhn industry by 
Mr. G. H. Wood. 1 It shows, as might have been expected that 
this corrected series has wider fluctuations andJearlicr turning 

J 

1 Journ. Roy. Stat. Soc., 1927, II page :!H . 
... 
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pom's than thL ordinary employment index. It was not possible 
to perform this correction in the series shown in Diagram H. 
except as mentioned in the preceding paragraph. 

0 

D. Uut-of-~t'ork Do1'iation. 

From the Armistice till November -1919 a non-contributory 
out-of-work donation wal: given to all unemployed. \Veekly 
figures are published for the numbers claiming this donation, 
both civilians and demobilised soldiers. The breakdown of the 
claimants by in'dustries is not comparable with that of the unem
ployment insurance statistics. 

APPENDIX III 

FIGURES USED IN DIAGRAMS IN PART II 

Tot:1.l 
PrOOucers Gol).1s 
Consumers Goods 

• (1n the 

1914 U.l. 
T.U. 

1915 U.l. 
T.U. 

1916 U.l 
T.t'. 

1'717 U.l. 
l.!J. 

1918 f), f. 
1 ,I!, 

1919 ll.l. 
T.~l. 

1920 r;. 1. 
T,l'. • iC:12l V.I. 
T.ll. 

1922 Tl,l. 
T.V. 

1914-
93 
91 
% 

Diagram I 

A. Pro ~~etion lnJex, 1913 : tm 
1915 1916 1917 1918 1919 
?4 87 84 7? 89 
S7 8~ '90 87 85 

IOI 85 78 71 94 

<iource: lloffl!lan, op. cit:· 

n . 1Jnem:lloyment 
di:1grar:~, the figures shown belOIIIi' are deducted 
Jan. Feb. Mar. Apr. May Jun. jul. Auj;!. 
s.s 4.4 J .6 J .J J .2 J .5 J. \ 6.2 
2 0 ': 2 .J 2 .I 2 .I 2.3 2.4 2·. 8 7 .I 
2.6 2 .o 1.4 I. I 0.9 0.9 1.0 0.9 
1.9 I .6 1.3 1.2 1.2 .t.o 0.9 1.0 
1.0 0. 8 0. 7 0.7 0.6 0.5 0.6 0.5 
c.: 0.5 0.5 0.5 0.5 0.5 0.4 0.4 
0. t 0.\ 0.6 0 ,.:; 0.7 0.7 0.7 0. 7 
O.J 0 .J c .J 0.3 0.4 0.4 0.4 0.5 
u.? 0.9 1.0 1.0 o. 9 0. 8 0.7 0. 7 
1.0 0.~ 1.2 0.9 0.9 0.7 0.6 0.5 
9.9 I 0. 7 
2.4 '2. 8 2 • 8 2.7 2 .I 1.7 2.0 2.2 
6 .I 4.4 3 • 6 2. 8 2. 7 2.6 2. 7 2 .9 
1.9 I .0 1.1 0.9 1.1 1.2 1.4 1.6 

. 8 .2 9.5 11.3 15 .ob t'l'.Jb t?.sb u.s l3 .2c 
(;. 9 8.5 10.0 17. ~ 22.2 2J.I 16.7 16.J 
lj,Q 15.5 14.4 U,4 I J .5 12.7 12 .J 12.0 
16,8 I f;,J 16 .J 17 .o 16.4 IS. 7 14.6 14.4 

1920 
91 
91 
91 

from l oo.) 
"crt. Ckt. 
5.4 4.2 
5.9 4.4 
0.9 0. 8 
0.9 0. 8 
0.5 0.4· 
0.4 0 .J 
0.7 0. 8 
1.3 1.1 o., 0. 7 
0.5 0.4 

1.6 2 .6 
3. 8 
2.2 5.3 

! 2 .2c 14.9 
14.8 15.6 
12.0 12 .0 
14.6 14.0 

1921 
62 
51 
66 

Nov. 
J.7 

2.9 
0.9 
0.6 
0.5 
O.J 
0. 8 
1.1 
0.9. 
0.$ 
5. 4 
1.9 
3. i 
J. 7 

15.7 
15.9 
12.4 
14.2 

7J 
81 

nee. 
3 .J 
2.5 
1.1 
0.6 
0.6 
0.3 
0.8 
1.4 
L7 
1.2 
6. 6 
3.2 
5.8 
6.0 

16.1 
16.5 
1:' .1 
14 .0 

a ~ew Act- 1?11 :\t =:= O.S U.I.= Unemployment Insurance 
b C.oa 1 Stoppa.~:e .

1 

percentages 
T.U.= Trade Union 

c AH~cted by exha~tion of benefits 
percentaces 

't Sou,ce: Hilton, oi.cit. 
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Diagram II 

:<:mployment Indices, October 1918 = 100 

0 Cousmners Goods 
Jan. Feb. ~tar. Apr. May Jun. Jul. Aug_. Sept.Oct. Nov. Dec. 

1918 I OJ IOJ I 02 I 02 102 101 100 100 .J 100 100 99 10,' 
191':" I 02 102 104 I 06 109 Ill Ill 114 117 118 120 121 
1920 122 123 123 123 124 124 123 122 121 117 11'! 114 
JC'!21 10( 104 102 92 78 77 90 95 97 98 98 97 
1922 94 95 96 97 99 

\ 
Producers Goods 

1918 100 101 96 
1919 93 93 104 104 
192C lOS Ill liS 118 118 II? 119 119 118 

Fooci Prenarations 
i 101 1918 101 101 100 101 101 101 100 100 100 100 104 

1919 I OS IC9 liS 120 125 129 135 D7 141 142 145 146 
1920 143 143 140 139 138 139 137 IJS 136 13Sc 135 131 
1921 126 126 125 124 122 126 128 132 137 137 136 133 
1922 129 131 131 131 133 

•) 

Textiles 
1918 104 104 102 102 102 101 99 100 100 100 99 101 
1919 101 99 99 101 104 106 107 103 Ill 112 114 liS 
1920 116 117 118 118 119 118 118 117 116 Ill 112 108 
1921 96 93 91 81 64 58 74 80 81 84 S4 83 
1922 81 81 82 b3 86 

Ready-\lade Clothing. 
191! 101 100 100 101 100 100 98 99 101 I 00 99 I 00 
1919 98 97 96 99 !01 I 00 103 101 103 104 102 102 
1920 102 102 101 101 100 99 97 95 93 88 85 81 
1921 7S 76 77 76 69 71 66 68 69 67 68 6" 
1922 67 71 73 75 76 

Cement 
1918 99 99 100 100 101 lOi 100 101 102 110 101 lOS 
1919 I 08 114 123 134 141 145 lSI ISS 159 b4 170 174 
1920 177 183 187 190 196 205 207 212 219 226 230 246 
1921 2U 239 220 190 156 147 173 183 178 158 135 13l· 
1922 liS 118 117 112 119 

Coal Mining 
1918 98 99 101 101 98 98 97 97 99 100 95 102 
1919 103 112 113 114 Irs 102 100 119 119 120 121 122 
1920 123 123 123 125 125 124 123 124 126 129 128 
1921 liS 104 100 1 OS 94 91 88 97 101 
1922 101 I OS IOJ 106 97 90 92 107 107 Ill 113 liS 
•Str ikes 

Iron aru.l Ste-•1 
1918 101 102 101 102 102 102 100 99 100 100 99 94 
1919 93 94 96 97 101 100 85 95 9f 92 97 100 
1920 99 107 109 109 I 08 110 110 109 llJ 70 100 9~ 

1921 85 72 63 32 13 !2 53 63 61 60 c 56 54 
1922 so 55 5I 48 44 52 5I 54 •7 58 58 64 

Working Days Lost in Strjl<es (000,000 s) 
1918 0.3 0.3 1.2 
1919 ,,9 2 .j 1.1 0 .s 0. 7 3.8 8.0 3.3 3.0 4.5 1.8 1.8 
1920 1.8 u.s 0.8 0.9 1.2 1.3 0.9 0.8 l.! 13 .s J .6 

~·· 1921 0.4 0.4 0.5 23.4 23.2 29.6 6.3 O.J '0.2 0.2 O.J .I 
1922 0.2 0.3 3.4 5 .a 7.2 -' 2 ,I 0.5 0.3 '0,1. 0.2 0.1 0.1 

Sou1ce411 Ninis~ry of Labour Gozeth:; of. ApperW.lX 11. 
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Diagram III 

Price and Wage Indices, July 1914 = 100 

1. Wholesale !'rices (Statist) 
' Jan. Feb. Mar. Apr. ~y June jul. Aug. Sept. (kc. Nov. Dec. 

19.4 101 lOt 100 100 100 99 100 107 lOS 109 107 Ill 
l9lS ll7 122 126 129 130 129 129 130 131 133 137 144 

1916 ISO 154 ISS 163 164 159 ISS 163 163 172 lS3 187 
1917 193 199 20S 210 212 219 215 213 214 219 222 22S 
1918 226 227 228 )30 231 233 234 238 239 240 237 23 8 
1919 233 228 224 6 224 236 242 250 258 261 272 280 285 
1920 298 316 318 323 316 310 309 308 302 291 272 251 
1921 239 222 215 206 197 189 192 187 181 168 166 162 
1922 161 160 162 164 164 164 163 157 lSS 158 lS9 157 

2. Cost of Living ,(Official) 
1914 100 
1915 112 liS 117 118 120 125 125 125 125 130 132 l3S 
1916 " 135 135 137 138 142 145 147 148 ISO 153 160 l6S 
1917 165 167 170 172 175 177 ISO 180 182 178 185 185 
1918 187 190 190 193 197 200 203 210 210 216 222 220 
1919 220 220 215 210 205 204 208 215 21~ 220 225 225 
1920 225 230 230 232 241 2SO 252 255 261 264 276 269 
1921 265 251 241 233 228 219 219 222 220 210 203 199 
1922 192 188 186 182 181 180 184 181 179 17S 180 180 

(During 1915-1919, the approximate average is taken when a range, instead of a precise 
figure, is given in the official source.) 

3. Wages (Weekly Earnings) 
1914 100 
1915 IOS-110 
1916 llS-120 
1917 135-140 
1918 175-lSO 
1919 206 207 207 207 209 210 216 216 21S 218 220 226 
1920 229 229 234 235 253 261 264 266 270 270 274 276 
1921 227 276 271 271 269 264 253 243 237 233 227 223 
1922 217 214 214 206 202 197 194 191 181 180 179 178 

Sources of wage index: 

.l9U-1918: A.L.Bowley, "Prices and 1/a.ges in the United Xingdott, 1911/.-19j0", page 106. 
1919-1922: Lon(on & Cambridge Economic Service. 

(The i~dcx .is la~gely based on changes in time-rates and piece-rates; but it 
excludes .tncrcaics .1n piece-rates given to compebsate a simultaneous reduction in 
working hours - as was quite general in 1919. By 1924, this index underestimated 
actual earnings for a normal week by some J to I~- cf. Memorandom no. 12 of the 
Royal Economic ~ociety.) 
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Dia.e;ram N 

Exchange Rate of the £ in terms of United States Dollars 

Jan, Feb. Mar. Apr. May lun. l"l. fti6 
.J 

l:~~- U:t. fl:ov. ilcc. 
1914 4.86 4.86 4.86 4.87 4.88 .88 .90 4.9S 4.89 4.87 
191S 4.84 ~.82 4.80 4. 79 4.79 4.77 •• 77 4.b9 4.68 4.67 4. 72 4.1S 
1916 ~- 76 4.76 4. 76 4.76 4. 76 4.76 4. 76 4.76 4.76 4.76 4.76 4. 76 
1917 4.76 4.76 4.1S 4.76 4. 76 4. 1S 4.76 4.76 4.76 4. 1S 4.1S 4. 7S 
1918 ~. 1S 4. 1S 4. 1S 4.1S 4. 1S 4. 76 4.76' 4.1S 4.7S 4.76 ~- 76 4.76 
1919 4. 77 4.76 4. 72 4.66 4.67 4.62 4.43 4.27 4.18 4.18 ~.10 3.81 
1920 3.68 3.38 3.72 3.93 3 .8S 3 .9S 3.87 3.62 3.Sl 3.48 3.44 3.49 
1921 3.74 3.88 3.91 3.93 3.98 3.78 3.6S 3 .6S 3.72 3.87 3.97 4.16 
1922 4.23 4.36 4.38 4.41 4.4S 4.4S 4.4S 4.47 4.43 '4.44 4.46 4.61 

Diagram v 

Quarterly Production and E>.port (Quantum) Indices.;, 

1913 1920 1921 1922 1923 
p I'; p E p E p E p E 

1 101 1·27 lOS 91 83 68 76 8S 89 9S 
11 99 130 101 9S 48 so 79 84 89 lOS 

111 96 134 102 98 77 62 8S 93 HS 9S 
IV 10~ 134 92 88 63 82 83 98 92 110 

Production: 1913 = 100 
Exports: revalued at 1913 prices, in £ (000,000's). 

Sources: Production: London & Cambridge Economic Service. 
ExportS: Board of trade J~u1rna £ 

Note: There is an annual export .index f iflure for 191 Q which works out as a quarterly 
equivalent of 72. The production index used does not go back before 1920, but the 
annual index used in Diagram I showed a figure of 2,. below 1920 in 1919. Applying 
this to the annual average for 1920 of the index used in this diagram, we obtain 98 
for production in 1919. Direct comparison of 1919 with 1913 on the basis of the 
index of Diagram I works out at 89; but it may be presumed that Hoffmann's index is 
a more reliable indicator for changes over a period of one year than over ·one of six. 
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PREFACE 

THIS brief study on relief after the last war is one of a series devoted 
to a consideration of the lessons that may b.e learnt from past ex
perience and that may prove of value whenever, now or later, policies 
for the postwar world are formulated. 

It may seem ungracious to subject the great humanitarian effort 
that was undertaken after the 1918 Armistice to this form of analy
sis. But progress can only be achieved if we are ready to le~rn from 
the facts of the past-both from the successes and the limitations to 
successful achievement, and from the difficulties foreseen and un
foreseen that arose and may arise again. If this report furnishes any 
evidence of value, that is a proof that the benefits of the efforts made 
after the last war are not exhausted. 

When reviewing what was achieved in these years, it is well to 
remember that international relief on a scale in any way comparable 
to what was required had never bee}l previously undertaken. There 
was no past experience to serve as a guide save that of the Com
mission for Relief in Belgium during the war, which in fact proved 
to be of great value. 

League of Nations 
January 1943 

A. LOVEDAY 

Director of the Economic, Financial 
and Transit Department • 
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INTRODUCTION 

The greater part of the relief afforded to Europe during and after 
the last war was effected by or through various American relief or-

• ganizations. The essential figures concerning relief operations were 
as follows: 

Table I.-Summary of Relief Operations! 

Gross value of relief granted 
Of which profit realized 

Leaving net value 

Of which: paid for by recipient 
countries in cash 
paid for by "relief loans" 
paid for -from private charity 
paid for by United States 

Government, gifts 
paid for by United States 

Government, profits on 
other transactions 

During 
the War 

573 

573 

117 
428 

30 

573 

After the 
Armistice 

$(000,000's) 
1570 

53 
1517 

403 
997 

80 

18 

19 

1517 

The loans were granted by the Governments of: 

the United States 
the United Kingdom 
France 
Norway 
Italy 
Netherlands 
Other countries 

• 'Total 

2143 
53 

2090 

520 
1423 

110 

18 

19 

2090 • 

$(000,000's) 
10012 

200 
115 

55 
22 
14 

• 16 
1423 

• Table IV of the Annex, total plus amounts mentioned in note ( 1) to that table plus 
Table 8, A. • 

2 This figure excludes credit purchases of foodstuffs in the United States by All~ 
purcllasing agencies both during and after the war~ In the periot'l from December 1st, 
1918 to November 1st, 1920, such purchases amounted to $804.5 millions-United 
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, Other pcstwar relief through private organizations in addition to 
the $r ro million mentioned above may be roughly estimated at $230 
million.' If this estimate is correct, the total valu~ of relief, as dis
tinguished from deliveries under the relief organization which were 
paid for in cash, may be classified as follows: 

Received on credit 
Benevolence 

Total 

$(000,000's) 
1423 
377 

1800 

The ~erm relief normally conveys to the mind the notion of as· 
sistanc~~endered without a quid pro quo. This is not the sense in 
which the term is used below, for, in fact, as the above figures show, 
gifts only accounted for 20% of the relief deliveries, or if the plough
ing in of the profits earned in relief operations is not included with 
other gifts, r8%. Indeed during the Armistice Period (the first half 
of rgrg), out of total deliveries amounting to $r,267 million, only 

. 0-4% was on balance covered by gifts, while 32% was paid for in 
cash. 

The term relief therefore, as used here, is divorced from its normal 
connotation and covers all those transactions of or through Govern
ments, Government agencies or charitable organizations, and espe
cially the American Relief Administration, by which deliveries of 
food and certain other goods were made to Europe. It covers, there-

• fore, such straightforward business transactions as the sale of these 
products against gold or other assets. This is the sense in which the 
term was used at the time and the sense which reflects the principles 
on which relief assistance was 'actually afforded. On the other hand, 
the term does not cover transactions in foodstuffs, even on credit, 
which did not fall within the purview of these various agencies. The 
larger European Allies and the neutral countries in Europe were, of 
course, also in urgent need of food imports. As a considerable part 
of these imports were obtained from the United States, their require
ments had to be brought into harmony with domestic American con-

Kingdo':',. $451.5 millions; France, $217.4 millions; Italy $123.7 millions; Belgium, 
$11.9 m1lhons1 (Cf. Annual Report of the U.S. Secretary of the Treasury, 1920, pages 
3(15-8). All deliveries by the Commission for Relief in Belgium are however included 
in the figures shown in the text. ' ' 

1 Table 8, B,- plus rough estimate '($25 million) for other private organizations. 
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sumption and with relief shipments. This was achieved ~y the mair..
tenance of export controls by the United States Food Administration. 
But~ these countri6s could and, in fact, did obtain large supplies fr~m 
the Argentine, Canada and other sources, even thot!gh United Stat66 
Treasury credits to finance food purchases by them continued.1 

1. ORGANIZATION 

(i) United States Government. 

The Food Control Act of August 1917 instituted the United 
States Food Administration, of which Mr. Herbert Hoover became 

' the director, with the dual function (a) of economizing foo'fi supplies 
in the United States and (b) of creating a single selling agency to 
handle food deliveries to the Allied countries. In the same month, the 
Food Administration Grain Corporation was created as the agency 
for the Food Administration "to purchase, to store ... and to sell 
for cash at reasonable prices, wheat, flour, meal, beans and potatoes."2 

"The primary purpose of the ·Grain Corporation was to provide a 
method of putting into effect the congressional guarantee of a mini
mum price for wheat."" It bought any quantities offered at the mini
mum prices and sold them to the mills or for export to the Allied and 
Neutral Governments in so far as possible at a margin of profit. 
Gradually, the activities of the Grain Corporation extended over 
other commodities : other cereals, beans, pork products, etc. At t~ 

lit may be worth noting that total food imports into Europe from other Continents 
in 1919 were as follows: 

. $ (OOO,OOO,OOO's) 

Continental United Total 
Europe Kingdom Europe 

From the United States 1.9 1.2 3.1 
From elsewhere 1.6 1.8 3.4 

Total imports 3.5 3.0 6.5 

• F. M. Surface, "The Grain Trade during the World War" [referred ttl below as 
"Grain Trade ... "], pages 50/51. 

8 F. M. Surface and R. L. Bland, "American Food in the World War and Recon
struction Period. Operations under the Direction of Herbert Hoover, 1914 to 1924" 
[referred to below as "American Food ... "], page 17. The minimum price for wheat 
guaranteed by Congress was $2.00 per bushel. By presidential proclalflations a "basic 
fair price" of $2.20 per bushel was established for the 1917 crQP, and of $2.26 for •the 
1918 and 1919 crops. " 

• 
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end of the,,war, the United States thus possessed a governmental 
agency buying and selling almost all important food crops. 

The entire work of relief was directed and cqordinated by Mr. 
f:loover, the United States Food Administrator. 

(ii) The Commission for Relief in Belgium. 

The Commission for :Relief in Belgium, under the direction of Mr. 
Hoover, had been active in distributing relief to a population of IO 

millions in ;Belgium and Northern France for four years preceding 
the Armistice. Extensive and valuable experience in the handling of 
relief had, in this way, been obtained. This Commission continued to 
functimh.fter the Armistice and maintained a close relationship with 
the wider organization that was then developeq. 

(iii) Allied Governments. 

The Allied Governments had built up a large organization for the 
purchase of food supplies overseas and their transport and allocation 
to various countries. They had, moreover, a large technical staff from 
the Armies and Navies which could be employed advantageously in 
the distribution of foodstuffs, the reorganization of transport and 
the maintenance of communications. 

( iv) Chq,ritable Organizations. 

Various charitable organizations had been operating in the war 
zone and were both prepared and well equipped to continue their ac
tivities after the armistice. Such were the American and the British 
Red Cross, the Quakers, the American-Jewish Joint Distribution 
Committee, the Y.M.C.A., the Near East Relief, and others. 

( v) C a-ordination, Armistice to the signing of the Peace Treaty 
(November 1918-June 1919). 

Immediately after the armistice-indeed even in the weeks pre
ceding it-the need for a large-scale relief operation to almost the 
whole of the continent of Europe was realized. This required co
operation between the United States Government bodies, which would 
have to furnish the majority of the commodities; the Allied Govern
ments; the tommission for Relief in Belgium, which continued to 
deliver food to B'elgium an!! Northern France until August 31st, 
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1919; and, finally-in connection with questions of tran;;port, ware
housing, distribution, etc.-the countries receiving the foodstuffs. 
~he American.authorities were unwilling to have the destination, 

and, particularly, the price of American foodstuffs.determined by lll1 
Allied majority on any international organ for this co-ordination of 
relief and, while the question of organization was still under discus
sion, Mr. Hoover sent experts trained in ~elgium to examine the 
situation elsewhere and, upon receipt of their reports, prepared to 
send food to the countries in need of it. In the end, the Sltpreme War 
Council, in February 1919, virtually accepted the American point of 
view, and Mr. Hoover was made Director General of Relief and 
Chairman of the Food Section of the Supreme Economi~ 'Council. 
Since "the Supreme, Economic Council possessed no executive pow
ers ... [and] never possessed independent funds ... its work in 
connection with relief mainly consisted in the coordination so far as 
it was able of the expenditures of funds which various Allied Gov
ernments had voted for special and restricted purposes, with which 
it was very difficult for the Council to interfere directly."' 

In fact, only the United States and the United Kingdom were in 
a position to give relief of any consequence to Europe, the bulk of 
the deliveries necessarily being supplied by the former country. 
Through the Director General of Relief, the British and American 
programmes were dovetailed so as to secure the most e'ffective dis
tribution of supplies.• "The general policy followed was that Great 
Britain should, in all the countries where relief operations were utT
dertaken, supplement the relief undertaken by the United States by 
furnishing such commodities and services as were outside the power 
of the United States."• 

Owing to the organizational structure major decisions concerning 
relief policies devolved upon the body which was to handle the relief 
supplied by the United States Government. For this task the Amer
ican Relief Administration (A.R.A.) was created in February 1919 
with Mr. Hoover as Director-General. The A.R.A., with lieadquar
ters in Paris, outlined all relief programmes. It delegated its buying 

1 H. W. V. Temperley, "A History of the Peace Conference," Vol. I, page 299. 
2 Cj. Sir William Goode (British Director of Relief), "Economic Canditions in Cen-

tral Europe," Parliamentary Papers, Misc., Series No. 1 (1920)• • 
8 :remperley, op. cit., page 307. " 
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and shippit:Jg activities to the Grain Corporation which opened a 
London Office for this purpose. 

The cooperation between the countries giving ap.d those receiving 
~;elief affected, in the earlier period, mostly matters of transport. 
They are dealt with briefly in Section 6. 

Various charitable relief organizations cooperated with the Di
rector General of Relie'f. The Grain Corporation purchased certain 
supplies for them and arranged transport. The American Relief 
Administration covered in certain cases the cost of freight for relief 
goods supplied by these organizations. In other cases, the A.R.A. 
handed over foodstuffs to them in countries or districts where they 
had esdil:lished distributing organizations. To a large extent, how
ever, the activities of these relief bodies fell outside the scope of the 
A.R.A. • 

(vi) Organization after the Signing of the Peace Treaty. 

With the signing of peace on June 28th, 1919, official inter-Allied 
relief came to a close. The activities of the Director General of Relief 
were terminated by the end of August. Most European countries, 
however, remained in urgent need of relief for some years and a great 
variety of relief bodies continued to furnish foodstuffs wherever the 
need was considered greatest. Governments, however, largely with
drew from relief. The British Government continued to make de
liveries during the second half of 1919, but its relief funds were 
!argely exhausted by the end of that year. The Grain Corporation, 
representing the United States Government, administered only two 
relief transactions after 1919-the sale of wheat flour to certain 
European Governments in 192<1 and relief deliveries to Russia in 
1922.1 

An endeavour was, however, made in April 1920, at the instance 
of the British Government, to rebuild a coordinated system for relief 
to Central and Eastern Europe (excluding Germany). The Interna
tional Gommittee for Relief Credits was created for this purpose. 2 

From the Governments of some of the ex-neutral countries this Com
mittee arranged relief credits, largely for Austria and Poland, to a 

1 C/. Section G. 
10 Cf. League of N.i'tions: International Financial Conference (Brussels), 1920, 

Paper X: "Relief Credits and the PrGmotion of Export." 
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total value of about 25 million dollars. It fu~ther standardized the • • loan contracts for some of the old as well as the new loans. This 
simplified the funding agreements for the loans involved.' 

Apart from· tlle existing charitable organizations, the European 
Children's Fund (E.C:F.) was created in the U~ited States in tl!e 
summer of 1919 to distribute relief among children. Its funds were 
derived from American charity and from pl'Ofits made by the Amer
ican Relief Administration .during the Armistice period, which were 
handed over to it. Its relief activities were carried out by the A.R.A., 
which was transformed into a private organization with.Mr. Hoover 
as its chairman. 

The cooperation of the E. C. F. with organizations in th& '"ecipient 
countries was much closer than had been the case in the Armistice 
Period. The commOdities were distributed to the final consumers 
(undernourished children) in the form of meals. Consequently, stor
age, transport, cooking and eating facilities had to be provided. This 
was done by the countries receiving relief, which also provided volun
teer labour to handle, cook, etc., the supplies. These transactions were 
supervised by an American staff. 

(vii) Finance. 

As we have seen, Government organizations capable of handling 
relief were in existence at the end of the war; but funQ.s had to be 
mobilized to make large-scale relief transactions possible. 

In the United States, a bill was introduced in Congress shortly 
• 

after the Armistice for the appropriation of $roo million for relief to 
the liberated countries; it did not become law, however, before the end 
of February 1919. But $5 million were made available from the Presi
dent's "National Security and Defe~se Fund" which enabled the Food 
Administration to proceed with its work pending the passage of this 
bill through Congress. 

When it became evident that the sum of $roo million would be 
inadequate, the President directed the United States Treasury to 
make loans to certain of the liberated countries under the w~r powers 
granted by Congress for Treasury loans to Allied countries. • The 
Treasury, it will be recalled," made advances to the United Kingdom, 

1 Cf. Section 4. 
·• "Grain Trade ... ", page 404. 
• Page 7, footnote 2. 
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France Italy and Belg. ium both before and after the Armistice for . ' ' 
the purchase of munitions and raw materials as well as foodstuffs. 
Czechoslovakia received the first advance of $5 million shortly 
after the Armistice on November 15th, 1918. Apart from two small 
a'dvances made to'Yugoslavia about the same time, that country and 
Roumania obtained no post-armistice Treasury advances before 
February 1919. None of the other liberated countries was granted 
Treasury credits.1 Two wartime acts (of May roth and July 9th, 
1918) authorized the President to sell war materials "upon such terms 
as he shall deem expedient." It took some time, however, to get the 
sale of Army goods under way, the United States Liquidation Com
mission 'Ur.ing created only in February 1919. 

To obtain finance for relief to Austria, a roundabout procedure 
was followed. The $100 million appropriation could not be used for 
ex-enemies. Relief for Austria was, however, urgent and could not 
be paid for in cash. A solution was found by the United States sell
ing commodities on credit to the United Kingdom, France, and Italy 
to the value of $r6 million each, which these countries resold on 
credit to Austria. 

The sources of finance during the "Armistice Period" were drawn 
on as shown in Table 2. 

The British Government voted a £12.5 million credit for relief in 
February 1919. 

2. VOLUME AND NATURE OF RELIEF 

A description of the volume and nature of relief must be largely 
confined to those activities covered by the American Relief Admin
istration Report. Relief falling outside its scope will be briefly men
tioned in Section 3· 

It is convenient to follow the A.R.A. Report and to divide post
war relief activities into two periods, the "Armistice Period" and the 
"Reconstruction Period." 

• 
I. Armistice Period. 

The first period of relief activities after the war runs from the 
Armistice (I'i.ovember nth, 1918) till shortly after the Peace (June 

• 
1 Annual Report of tHe Secretary ofcthe Treasury, 1920, pages 325 ff. 
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Table 2.-Sources of Finance, United States Relief 

during Armistice Period 

. . 
From the $100 million appropriation 

" " President's Fund 
" " Treasury Loans to liberated countries 

Relief to Belgium against credit 
Sales against credit by United States 

Liquid.ation Commission 

• 
$(OOO,OOO's) 

851 _ .. 
87 

167 

382 

Total credit by United States 721" 
Sales on credit to United Kingdom, France and Italy for Austria 48 
Sales against cash 202 
Profits used for United States Government gifts 23 

• Grand total, relief by United States Government 
in Armistice Period 994 

28th, 1919), during which Mr. Hoover was Director-General of 
Relief. Shipments of foodstuffs, apart from those for the Commis
sion for Relief in Belgium, did not reach Europe until January 1919. 
Prompt measures, however, were taken to obtain the release of United 
States Army stocks; and, from these and from the stocks of the 
Belgian Commission, small initial relief deliveries were made towards 
the end of December of 1918 in Serbia and elsewhere.• ~uta regular 
flow of relief started only later. The first cargoes for the Northern 
relief programme (the Baltic ;region) which arrived in Europe rn 
January 1919 were unloaded and stored in Rotterdam as the Baltic 
ports were still considered unsafe as,a place of warehousing. Twenty
three vessels loaded by the War Department arrived in Trieste in 
January, February and March 1919, for the most part before definite 
relief programmes had been arranged for the individual countries. 

1 The balance of the appropriation was used for child relief in the Reconstruction 
Period. 

• All relief during the Armistice Period was finally financed out of othl!l resources. 
The Fund was, however, used in the Reconstruction Period. 

a In Table 1, total relief credits granted by the United States are given as $1,001 
millions. In this figure are also included loans granted during the war to Belgium and 
Northern France ($223 millions) and loans granted in the Reconstruction Period ($57 
millions). ;a 

4 "Grain Trade ... ", page 401. 
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Most of these cargoes'were unloaded into warehouses and only grad
u'ally used up for relief! 

The deliveries in the Armistice Period continued up to August 
< 

1919. 
' During this pe~iod, the countries of Central and Eastern Europe 

not only lacked food; they lacked the foreign exchange to buy it and 
they had no way of obtaining transport facilities without the coopera
tion of the Allied Governments. 

The Ame,rican Relief Administration met those needs by buying 
foodstuffs in the United States, organizing shipping and overland 
transport, and delivering the commodities on credi·t wherever cash 
payments•were impossible. Large deliveries, also on credit, were made 
from the United States Army Stocks in Europe"' The Allied Govern
ments and certain neutrals also furnished foodstuffs mostly (the 
United Kingdom was an exception) on a cash basis. Finally, there 
was the relief afforded by charitable societies which is, in part, covered 
in the report of the A.R.A. The value of relief from these various 
sources <4tring the Armistice Period may be seen from Table 3· 

Table J.-Relief during Armistice Period 
(January-August 1919), by Origin.• 

l 
United States 
United Kingdom 

Governments of France 
Italy 
All other countries 

Private charity, largely from United· States• 

Total 

1 "American Food ... ", pages 128/9. 

$(000,000's) 
9943 

1204 

29 4 

374 

52 
35 

1267 

% 
79 

9. 
2 
3 
4 
3 

100 

2 Acc~r?ing to the ~ource of finance. This practically coincides with the origin of the 
commod1t1':" and serv1c"'=, though some purchases in neutral countries were made with 
funds obtaj,lled from Umted States credits. 

8 
Includes $48 million credit to United Kingdom, France and Italy for relief to Austria 

• Excludes $16 million relief to Austria. · 
• Charity by ~~ United States Government during this period constituted a negative 

figure as $53 m1lhon were accumulated in profits (which were used for further )' f · 
the Reconstructipn Period) while only $23 million were given as Governmental r:h':nt; 
Thtt total net charity during this period works out at only $5 milll'on, or 0 401. (A · 
Table IV). c •. . tO· nnex 
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The requirements of imported food may be estimated from the 
figures set out below (Table 4) representing the relief programme"s 
as <lll"iginally estimated, expressed in tons of food and in calories per 
heatl per day.1 

• 

Table 4.-Estimated Food Needs, Armistice Period 

• In calories 
In tons In calories per head 

Country• (OOO's) (OOO,OOO,OOO's) per diem 

Finland 69 245 809 
Estonia 12 42 253 
Latvia 8 30 Jg6 
Lithuania 5 18 148 
Poland • 273 999 216 
Czechoslovakia 269 967 395 
Yugoslavia 67 231 132 
Roumania 209 698 239 
Armenia 31 100 458 

Total, Liberated Countries 943 3,331 261 

Germany 1,470 5,872 810 
Austria 307 1,075 931 
Bulgaria 16 52 120 
Turkey 25 82 38 

Total, Enemy Countries 1,818 7,081 642 

Belgium 959 4,587 2,581 • 
Northern France 119 564 1,309 

Total, Allies 1,078 5,151 2,333 

GRAND TOTAL 3,837 • 15,563 598 

Adult males doing light work need between 2400 and 3000 calories 
a day. For the population as a whole, taking women and children into 
account, the per capita figure is, of course, considerably smaller.• In 
most of the countries receiving relief, at least part of the £aim popu-

1 From "American Food ... " Table 13; total calories -;- [number of months for 
which deliveries were projected X 30 X population]. 

2 The classification of countries is that given in "American Food •.. ". 
a The Commission for Relief in Belgium maintained the population cj Belgium during 

the war on an average daily diet of 2000 calories per head. (Cf. C.R.B, "Stati§tical 
Review of Relief Operations," page 25). > • 
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lation was in a position to live on the produce of its own land. Hence 
it is clear lhat the relief programmes in some countries covered a 
very large proportion of the total food requirements of the urban 
population. In Finland, Germany, Austria and Northern France, the 
projected rations ·represented between forty and fifty per cent of the 
2000 calories per head which would approximately satisfy the energy 
requirements of the whole population, while in Belgium it was planned 
to deliver as relief enough food to feed the whole population com
pletely. 

These plans were not strictly adhered to. In many cases the esti
mates P{Oved too low, in a few too high. Table I of the Annex com
pares thetfinal deliveries, by commodities, with the estimates. 

The programmes were drawn up by four groups of commodities: 
( r) breadstuffs (grain and flour), (2) beans, peas and rice, (3) pork 
products and ( 4) milk. The final deliveries also included various 
other foodstuffs (inter alia, considerable amounts of potatoes) and 
United States Army Foods. For the latter, no details by commodities 
are available. 

In all the liberated countries, the total deliveries exceeded the pro
gramme. In Germany, on the other hand, the estimates were not 
reached. In fact, Germany received only 40% of the cereals and so% 
of the fats- which, according to the Brussels Agreement with the 
Allies (March 1919), she was allowed to import during the block
ade.1 This was partly, if not wholly, due to her inability to pay cash 
for larger imports.• 

Unfortunately, the lack of detailed information regarding the 
composition of the deliveries ntakes it impossible to calculate their 
nutritional value with any degree of accuracy. Table 5 on page 19 
affords, however, a rough idea of their energy values.• 

On the basis of 2000 calories per person per diem, these foodstuffs 
would have afforded sufficient calories for the whole population of 

• 1 This deficiency was partly compensated by miscellaneous foods mainly potatoes. 
2 Cf. "American Food ... ",page 198. ' 
8 Weight: Appendix Table II. Calories calculated on the basis of the average calorie 

content assumed in the relief programme ("American Food ... ", pages 32/3): for 
bre.adstuffs (36:?.1 per kg.), rice and pulses (3550), milk (2425) and fats (7555); rough 
estr.nates used for sugar (3800), miscellaneous foods (mostly potatoes, 1000), United 
States Army Foods (46nO). 
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Table s.-Composition of Relief Deliverie~, Armistice Period • 
Weight Calo~ies 

Breadstuffs 
Rice and Pulses 
Milk 
Fats 
Sugar 
Miscellaneous Foodstuffs 
United States Army Foods 

Total 

Tons (OOO's) (OOO,OOO,OOO,OOO's) 

3,103 11.2 
267 1.0 
100 0.2 
350 2.6 

57 0.2 
338 0.3 
557 2.2 . 

4,772 17.7 

the major European relief area ( 160 million) 1 for nearly twrf months. 
The relief commodities were sold to the Governments, or, in some 

cases, to the cooperative societies, of the countries in need, which 
handled and distributed the supplies. A.R.A. officials made sure, how
ever, that the supplies reached the people who were in distress. With 
respect to the foodstuffs sold to Germany, it was laid down in the 
Brussels Agreement that ( i) a proportionate part should be distrib
uted in the occupied territories and (ii) no Allied food should be 
distributed to "unemployed persons, who by their own fault or choice 
failed to obtain work."2 

II. Reconstruction Period. 
• 

The diversity of the activities carried on in the "Reconstruction 
Period" (which runs roughly from the middle of 1919 to the end ~f 
Mr. Hoover's relief activities in 1924) by the American Relief Admin
istration-assisted in some countries by other private organizations 
such as the American Friends Service Committee, the Y.W.C.A. and 
the Y.M.C.A.-makes it advisable to consider those activities under 
three headings : 

(1) Child Relief. Early in March 1919 Mr. Hoover set up the Chil
dren's Relief Bureau as part of the American Relief Administration 
in order to meet the needs of undernourished children from g>ifts. The 
American Government provided food and clothing, which were sup
plemented by the Governments of the receiving countries in so far as 

1 "American Food ... ", page 31, excluding Bulgaria, Turkey, Italy, Netherlands 
and Denmark. -

2 Temper ley, op. cit., page 318. 
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t~ey were able. These Governments also ~rranged for transportation, 
distribution 'being effected by national committees consisting mainly 
of women.1 Meals were prepared and distributed t~ millions of c!lil
dren in central kit<;hens, schools, etc. The children fed were carefully 
s~lected according to their state of nourishment and health. Clothing 
was also distributed to those children who were most in need of it. 
After the termination oi<' official relief from the United States, these 
activities were taken over and continued on a much larger scale by the 
European ~ildren's Fund mentioned above. 

( 2) Adult and miScellaneous relief. This heading comprises : 
(a) Tbe "food draft" service. Mr. Hoover organized an ingenious 

system, w'hereby individuals in the United States (and other coun
tries) could buy food drafts for a value of $ro ol.'" $so and send them 
to relatives in Central European countries, and later in Russia, where 
they were convertible into specified quantities of food at the food 
warehouses of the A.R.A. 

(b) "Bulk sales." From the same warehouses, large quantities of 
food were sold on the spot to various relief organizations. Under 
both systems, a small amount of clothing was also handled. 

(c) In Russia, during the famine of 1922, the A.R.A. distributed 
food direct to adults in much the same way as to children. The com
modities deKvered were also partly destined for use as seed grain and 
the U.S.S.R. paid for part of the deliveries in gold. These transac
ti-dns, therefore, overlap somewhat with group (3). 

(3) Grain Sales. The United States Grain Corporation sold large 
quantities of wheat flour to certa!n European Governments on credit, 
having "exhausted every means to sell these stocks at home and abroad 
for cash."2 The distribution of this flour to the final consumers lay 
outside the control of any United States agency. 

The following table shows the geographical distribution of relief 
activities, by value under these various headings. On account of the 
somewhat special character of the Russian relief, a distinction has 
been made between deliveries to that country and those to Central 
Europe. 

c 
1 <!:/. page 13. 
2 "Grain Trade ... ","page 417. t 
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• 

Table 6.-Deliveries during Reconstruction Period, by Activities • • 
$(000,000's) 

Central Europe Russia Total 

Child Feeding 53.3 • 12.6 65~ .... 
Adult and Miscellaneous Feeding 12.5 46.0 58.5 
Grain Sales 77.0 77.0 

• 
Total 142.8 , 58.6 201.4 

The commodity composition, by quantity and estimatl!d value,' of 
the deliveries during the Armistice and Reconstruction P'!!riods---dis
tinguishing, in the latter period, between child and other Y.'elief-is 
given in Table II of the Annex. " 

Further details concerning the magnitude of child relief are given 
in Table III. The total number of "feeding months" is found to be 
about 100 million which represents some 2,5oo,ooo,ooo meals pro
vided (one meal every weekday). On the average, every child of 
Central and Eastern Europe• was fed for one month by the American 
relief organizations. This was done at an extremely low cost. The cost 
of commodities imported from the United States was only 66 cents 
per head per month." Ofthis value, 17%,or II cents, was for non-food 
commodities,' leaving 55 cents for imported food. Governments of the 
countries where the relief activities were performed in most cases 
contributed some foodstuffs free of charge. The aggregate value of 
these commodities was 14.5 million dollars which would raise the cost 
per child per month by I 5 cents, giving a total cost of 70 cents fT>r 
about 25 meals, or less than 3 cents per meal." The cheapness of these 
meals (notwithstanding the relatively high prices paid to the Ameri
can producers in 1919/20) was due·to the use of inexpensive types of 
food, bought at wholesale prices and to the fact that all warehousing, 
transportation, cooking and distributing was done without cost. 
Moreover the low cost in Russia brought down the average; it was 

1 Curiously enough, the Report of the A.R.A. activities ("American Food ... ") 
does not give total values of the deliveries by commodities. Prices had thetefore to be 
estimated from such information as was available. 

2 Including Russia but excluding Bulgaria, Greece and European Turkey, which are 
not listed in Table III. 

a This figure is derived from a comparison of columns (2) and (8) of Table III. 
' Cf. Table II. • 
• This does not include such other supplies as were provideo by the local comm~tees, 

e.g. vegetables ("American Food ... ", pages 85/6). 
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lq~er than elsewhere l~rgely because the bulk of relief in Russia was 
carried out in 1922/3 when prices for farm products were very much 
lower than in the winter of 1919/20, the period of most of the Central 

( 

E,uropean child fe~ding activities. Thus the average cost per child 
per month in Russia was only 36 cents as against about one dollar in 
all other countries. 

The number of month9 during which children were fed necessarily 
varied from country to country according to the food situation obtain
ing; it was highest in Austria where, on the average, every child was 
fed for five ~onths between the middle of 1919 and the middle of 
1922. 

Some ~cl;.a of the nutritive value of the meals provided may be ob
tained from the following table: 

Table ?.-Composition of Children's Meals Distributed in 
Reconstruction Period 

(Grams per meal) 

Commodities 

Flour 
Rice 
Beans, Peas o 

Pork Products 
Milk (condensed or evaporated) 
C6coa 
Sugar 
Corn grits and misc. foods 

Estimated average 
for all meals* 

A B c 
47 32 79 
14 0 14 
14 1 15 
8 1 9 

25 1· 26 
4 0 4 

11 3 14 
3 1 4 

Meals in 
Germany handled 

by Quakerst 

70 
16 
27 
11 
38 
4 

14 
0 

* A : American food: Quantities in Tabie II of the Annex divided by the number of 
meals, which are assumed to have been 2Y, billion. 

B: Commodities donated by relief countries, calculated per meal. 
C: A plus B. 

t L. M. Jones, "Quakers in Action," pages 53/4. 

T~e m~als in most countries are stated to have given about 670 

calones. The standard daily requirements for children of 5-7 years 
are about 1400 calories and for young persons 12-17 years, 2000 to 
3200 calories.' The one meal a day was not, of course, intended to 
suffice by itself. It may be noted, however, that the meals were de-

~ 
1 League of Nations, "The Problem~ of Nutrition," val. II, pages 26/7. 

' 
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cidedly poor in animal proteins and fat, chiefly becaus~ of the small 
allowance of milk,' a deficiency which the other meals taken by these 
c~tldren probably did not meet. 

There is no information about the amount of g.reen vegetables apd 
fruit supplied locally. In the German child feeding, none seems to 
have been included.2 Diets were, therefore, probably deficient in most 
vitamins and mineral salts. The total deliveries of cod liver oil 
amounted to only 85 tons-a quantity sufficient to give about one per 
cent of the standard ration (3 grams) per meal suppl\ed. With the 
very wide prevalence of rickets through a lack of vitamin D, this 
deficiency of the diet supplied is probably partly due to th~ state of 
nutritional knowledge at that time, when the function of vitamins was 
still far from being fully recognized. 

It is not astonishing, therefore, to find that the child feeding pro
gramme-although it prevented a disastrous child mortality-was not 
adequate to prevent malnutrition. In Czechoslovakia, a medical en
quiry by the American Red Cross in March 1921 showed that 6o% 
of the children receiving meals still remained undernourished and 
lacking in vitality.• 

3· FINANCE 

Relief was financed in three major ways: (i) by cash payments 
made by the relief receiving countries; ( ii) by credits extended by the 
countries furnishing relief commodities, and (iii) by gifts. Table IV 
indicates the share of each of. these sources in financing the total gr~ss 
value of relief commodities. The gifts represented contributions from 
private persons or charitable organizations, largely in the United 
States, and grants from the United States Government. The latter 
were, to a great extent, derived from profits made by the Government 
or its agencies on relief transactions. 

Table IV deals separately with the Armistice and the Reconstruc
tion Periods and distinguishes between Liberated Countries, Ex-

I The weights for milk refer to evaporated and condensed milk. In the hse of Ger
many, each of the two forms accounted for half of the weight; for the total deliveries, no 
specification is available. Assuming the food content of condensed milk to be at twice, 
and that of evaporated milk to be five times that of fluid milk, the milk contained in the 
German meals is equivalent to 133 grams of fluid milk. (Cf. "American Food ... ", 
page 402). -

2 For menus in other countries, cf. "Americ~Food ... n.' 
• Annual Report of the American Red Cross, 1921/2, page 62. 
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Eremies, and Ex-Allie~ and various other countries. Differences in 
the methods ~f financing roughly correspond to these distinctions. It 
is broadly true to say that during the Armistice Pe~iod the libera:i:ed 
countries and ex-alties received relief on credit (85% and 93r'o of the 
total net value) whereas the ex-enemies paid cash ( 91%). 

The amounts paid by Ex-Enemies to cover the difference between 
costs and the prices at whrch the goods were actually delivered to them 
exceeded the value of the gifts they received, while the liberated coun
tries received, a small amount of their relief (4%) as net gifts. But all 
countries taken together received hardly any net gifts during this 
period (~-4%). They received credits for 68% of the value of the 
deliveries <tUd paid 32 ro in cash. 

In the Reconstruction Period, the scale of relief was very greatly 
t 

reduced. Twenty-five per cent of the total value of relief afforded 
during this period was derived from profits made earlier and ploughed 
in (classified in "American Food in the World War and Reconstruc
tion Period" as "gifts"). From private charity and grants by the 
United States Government 31% was obtained, making the total per
centage of gifts 56. Only 6% was paid in cash (almost entirely by 
Russia) and 38% was obtained on credit. 

In the Reconstruction Period, the form of finance adopted was 
determined by the nature of the relief rather than by the war status 
of the count~y.' In almost all countries (the one notable exception 
being Russia) all meals were distributed on a purely charitable basis. 

"' The only credit transactions recorded are grain sales. 
Thus it is clear that large-scale gifts were only made eight months 

after the armistice ;2 before that !late, food was sold for cash or on 
credit. In their immediate effect on the financial reserves of the coun
try receiving relief, purchases on credit do not differ substantially 
from gifts, especially if the service of the loans is kept low in the first 
years.•_ From the point of view of immediate financial strain, the real 

lCf. Tabk 6. 
2 This statement refers to relief covered in Table IV. Some charitable organizations, 

such as the Red Cross, the Jewish Joint Distribution Committee and the Quakers had 
been distributing relief during the war and continued this work after the armisti~e. It 
may be noted, in this connection, that the Quakers' work in Germany did not start 
before the end oi; 1919. 

3 ~he actual service qf the relief loans was, in fact, negligible till about 1923. Cf. 
Sectwn 4. t. 
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distinction is between credit or gifts on the ~ne hand and cash sajes 
on the other. • 

."That distinction is important for, if serious monetary trouble is 
to be avoided, countries must dispose of a certa.,in stock of fore~n 
exchange in order to meet a temporary passive balance in their inter
national accounts. The sale of relief commodities for cash, if pushed 
too far, may involve the risk of unduly d~pleting such reserves and 
of entailing currency depreciation. 

This depreciation did, in fact, take place. It would be, a great exag
geration to attribute it entirely, or even mainly, to the way relief was 
financed. But this was one of its causes 'in the case of the ex-enemy 
countries, from which large reserves were withdrawno)d~ring the 
Armistice Period. For some of the liberated countries also, the termi
nation of the sale of essential foods ·on credit after this period-when 
the need for relief had by no means passed-produced a considerable 
strain on the exchange rates. 1 

Rapid exchange depreciation may well jeopardize the very purposes 
of food relief. It impoverishes those with fixed or slowly adjustable 
incomes and hence worsens the distribution of the food supplies. In 
undermining the value of small savings, it increases the risk of social 
upheaval which the food deliveries were intended to prevent. By lower
ing the price level, in terms of gold, of the country suffering from it, 
it leads to exchange dumping. Depreciation proved tD be harmful 
both to the country whose currency lost value and to the world at 
large. "Stabilization credits" were, in most cases, granted to rel>(>n
stitute a sufficient stock of foreign exchange; and the sale of relief 
commodities for cash was, increasingly, replaced by credit transactions 
and direct gifts. It is instructive to note that in 1924 Germany was 
given a stabilization loan of 190 million dollars after she had been 
obliged to pay 282 million dollars in cash for essential foods in 1919.2 

As mentioned above, most tables in this study cover only the relief 
activities with which the A.R.A. and its subsidiaries were in sufficient 
contact to be able to incorporate them in their reports. Estimates of the 

1 The stoppage of relief loans is quoted as an important reason for the fall of the 
Czech Krone after the middle of 1919. (Rasin, "Financial Policy of Czechoslovakia dur
ing the first years of its history," page 67). 

2 The gold reserves of the Reichsbank fell from $539 millions (22.£2. millions of Gold 
Marks) at the end of December, 1918 to $266 millions (1116 ~illions of Gold M<!tks) at 
the end of June 1919. .> 
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value (but not, unfort;nately, of the tonnage) of relief distributed 
by' certain Et':!ropean Governments and the most important private 
organizations not, or only partly, covered in the A.R.A. report 2iTe 

c < 

given in Table V of the Annex. The totals are as follows: 
( 0 

Table 8.-Value of Relief other than that covered in Table IV 

A. Government Loans • $(000,000's) 
United Kingdom' 19.5 
Italy 4.0 
Netherlands 13.9 
Norway• 55.3 
SwitzeJaand 4. 7 
Sweden C> 1.3 
Germany 3.0 

B. Private organizations (gifts) 
American Red Cross 
Near East Relief 
American Jewish Joint Distribution Committee 
American Friends Service Committee 
British Charitable Societies 

A. plus B. 
Gross value of 'elief shown in Table IV 

(agencies covered by the American Relief 
Administration's report) 

C> 

GRAND TOTAL 

117.1 
40.6 
33.5 

7.1 
7.2 

101.7 

205.5 
---

307.2 

1,468.1 

1,775.3 

1 Reconstruction Period only. Relief by the British Government in the Armistice 
Period is entirely covered by the A.R.A. report. 

2 The relief deliveries from Norway consisted of fish and fish products. The following 
figures are of interest in this connection: 

Germany 
Finland 
Latvia 
Lithuania 
Estonia 
Poland 
Czechoslovakia 
Austritr • 

Norway's export of fisk in tons (OOO's) 

1913 1919 1920 1921 
46.3 158.3 222.7 108.3 
0.6 12.3 0.7 0.3 

0.8 7.4 3.3 
0.3 2.3 0.1 
15 ~6 1B 
8.8 24.6 0.7 

2.2 0.3 
1.-6 0.1 1.6 0.7 

(Compiled from "Norges tlandel," 1913, 1919-1921, 1924.) 

1924 
95.5 

0.7 
0.4 

4.0 
0.4 
0.5 
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4· THE RELIEF LOANS • 

oThe total postwar relief debt of each debtor country to each of the . . 
creditor countries is set out below (Table 9). It will be observed that 
in every case (with the exception of Germany and Austria) by far the 
larger part of the total debt was owed to the United States . 

• 

Table 9.-Total Postwar Relief Loans from All c;ountries 

$(000,000's) 

-· 
LENDING COUNTRIES ~ 

BORROWING 
COUNTRIES 

U.S.a 

Finland 8.3 
Estonia 14.2 
Latvia 5.2 
Lithuania 5.3 
Poland 135.8 
Czechoslovakia 78.6 
Yugoslavia 33.7 
Roumania 36.5 
Armenia 11.9 
Russia (non-Soviet) 13.5 
Germany -
Austria 24.1 
Hungary 1.7 
Belgium 196.4 
France 213.1 

---
TOTAL 778.3 
Per cent 78 

a Table IV of the Annex. 
c Table V of the Annex. 
e Sweden. 

U.K.b 
---

-
1.8 
0.1 
0.1 

19.7 
2.5 
9.6 

10.0 
0.7 
-
-

46.3 
0.6 
-
-

---
91.4 
9 

g Canada and Newfoundland. 

France Italy 

- -
- -
- -
- -
- -
- -
- -
- -
- -
- -
- -

20.5 22.0 
- -
- -
- -

20.5 22.0 
e e 

j Population about 1920. See Annex Table VIII. 

Nether- Nor-
lands• wayo Others Total 

---------
- 0.6 l.ld 10.0 
- - - 16.0 
- - - 5.3 
- 1.8 0.3• 7.4 
6.2 3.8 1.0• 166.5 
- - 3.0f 84.0 
- - - 43.3 
- - 5.4g 51.9 
- - - 12.6 
- - - 13.5 
1.0 48.7 - 49.7 
6.7 0.4 4.7h 124.7 
- - - 2.3 
- - a 196.4 
- - - 213.1 

---------
13.9 55.3 15.5 996.g 
1 6 e 100 

b Tables IV and V of the Annex. 
d Denmark. 
f Germany. 
h Switzerland. 

Nearly So% of the postwar relief credits were granted by the 
United States. These credits, however, form only a small part of the 
huge amount of short-term debt owed to the United States Treasury 
after the war by the countries which had received relief. The total of 
such debt was as shown overleaf :1 

1 Figures by countries are shown in Table V:S of the Annell. 

PER 
HEAD! 

$ 

3 
15 
3 
4 
6 
6 
4 
3 

20 
0 

26 
6 
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Relief deliveries: 
• AdvanceS' under Liberty Bond Acts 

Credit sales of surplus war materials 
American Relief Administration and Grain 

Corporation wans 

Total 
Loans for other purposes 

Total loans 

$(000,000's) 
473 
3780 

142 

993 
3,396 

4,389 

The debto; countries concluded a series of funding agreements with 
the United States, mostly between 1923 and 1926, which considerably 
changed ~ht terms of the credits. The main conditions of these agree
ments were as follows : 

(a) To the capital amount of the debt was aaded the interest in 
arrears as at December 15th, 1922, recalculated at 434% instead of· 
the 5% as originally stipulated. 

(b) To the amount so obtained, interest was added up to the day of 
funding, in most cases at 3%· 

(c) The total funded indebtedness so arrived at was to be repaid 
over 62 years. · 

(d) The interest on this debt was in most cases fixed at 3% for the 
first ten years and at 3Yz% afterwards; a much lower rate of interest 
was agreed u,pon in the debt settlements with France, Italy, Belgium 
and Yugoslavia . 

.{e) For some countries, provisions were made for a largely re
duced service during the period up to 1932, to be compensated by 
higher payments after that date. 

The funding agreements pooled together all types of loans so that 
the United States relief loans became absorbed in the "War Loans." 
It is, however, interesting to estimate separately the total payments 
made on account of relief loans. The repayments of relief loans up to 
the day of funding amounted to only o.6% of the principal, as against 
about 1.8ro for war loans to the same countries. At the time of the 
funding agreements no repayments had been made at all on the loans 
for surplus war materials and the American Relief Administration 
loans, though .most of them had fallen due. 

Tt!e amounts pai<l to the United States in respect of service on the • 
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relief debt prior to and after funding are shdwn in Table VII of the 
Annex. The totals are as follows : o 

0 

0 

Payments up to :D'ecember 15th, 1923: 
Liberty Loans 
Surplus Material Loans 
A.R.A. and Grain Corporation Loans 

Payments from December 15th, 1923 to March 1st, 1939 

$(000,000's) 

18.0 
35.8 

0.6 
54.4 
94.3 

Total payments from the Armistice to March 1st, 1939 148.7 

Sirtce hardly anything was paid after the 1931 moratorium/ the 
total payments of about 150 million dollars on a relief dt:J>t- of nearly 
$I,ooo,ooo,ooo were made during about twelve years. A rough actu
arial calculation shoows that these payments-supposing them to have 
been evenly distributed over the whole period-represent the amorti
zation and interest service of a 4~ %" debt of slightly over 100 mil
lion dollars. It follows that the United States, though on paper selling 
for about $I,ooo,ooo,ooo on credit, actually made a transaction equiv
alent to a cash sale of some Io?'o, plus a gift of go% of the total 
amount of relief. To the recipients, however, an outright gift made 
at the outset would have presented obvious and in some cases vital 
advantages over the relief loans on which there was ultimate default. 

The relief credits granted by the United Kingdom and France were 
not assimilated to war loans. The latter were considered as ·"political" 
loans.8 All relief credits were funded at various dates between J1)22 

and 1927,• on terms which were less favourable to the debtors than 
those granted by the United States: accrued interest up to January 
1925 at the rate of 6%, current interest thenceforth at s% and repay
ment in from five to twenty years. • 

The relief credits granted by the United States were, with two 
exceptions (Austria and Hungary), given without any specific se
curity. There were only promissory notes of "Governments and 

• Finland and Hungary have made payments. 
0 

2 This rate is used in many calculations of the United States Treasury on this subject; 
it is the approxinlate rate of borrowing of the United States Government around 1926. 

s C/. Moulton and Pasvolsky, "War Debts and World Prosperity,'' page 109. 
• Ibidem, pages 130 fl. 
• Apart from the special case of Austria, dealt with below, wher'l! the period., was 40 

years. 
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so-called Governments"' (the term used in statistics of the United 
States Treasury). The funding agreements, with the same exceptions, 
did not pledge particular assets. • 

But the two ex-enemy countries (Austria and Hungary) which 
rc'teived relief credits had to pledge important state revenues ( cus
toms and State monopolies receipts) for the service of these loans. 
These revenues were ass.igned in favour of all countries granting 
relief credits to Austria and Hungary. The assets previously pledged 
to the service of the reparation loans were released by the Reparation 
Commission ~n behalf of Relief Loans, reparation payments remain
ing as a second charge. 

~ 

This sitqation proved a very serious handicap when, after the food 
situation had been somewhat improved, the need f9r foreign loans for 
reconstruction purposes became pressing. To issue such loans, free 
assets were indispensable. In fact, however, (I) all state revenues 
were doubly pledged, and ( 2) there was no central organization em
powered to decide on the release of the liens.' It was necessary, there
fore, for the debtor countries to enter into long negotiations with the 
different Relief Bond-holding Governments,• several of which had to 
submit the matter to Parliament. The time involved actually brought 
Austria to the verge of collapse. The following time table" shows that 
two years ela~sed between the drawing up of the Austrian reconstruc
tion plan and the issuing of the loan : 

M;p-ch 1921 Great Britain, France, Italy, Japan, agree (i) to 
release the assets pledged by Austria to Reparation 
and Relief Loans, in favour of a Reconstruction 
Loan; ( ii) to ask the I 3 other creditor countries (on 
relief and reparation account) to do the same; (iii) 
to ask the League of Nations to prepare a recon
struction scheme. 

1 With respect to the relief loans-with respect to reparations, the Reparation Com
mission had this power. 

2 They werl: France, Great Britain, Sweden, Norway, Denmark, Switzerland Nether
lands, the United States, in the case of Hungary; the same plus Italy in th~ case of 
Austria. Some o~ the loans ~iven by the five smaller countries were only very small; since 
they were not g1ven for rehef proper but for the repatriation of prisoners of war they 
are not included in Table V. ' 

~ L~igue of N atitms, "The Financial Reconstruction of Austria: General Survey and 
Prmc1pal Documents." (Se>:. L.oN.P. 1~6. II. 30). 
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League scheme approved by C::ouncil and forwarded 
to Allies. This scheme was not put in1o operation 
because the negotiations for the release of the' assets 
proceeded very slowly. 
To prevent an immediate crisis, France, Great BrR
ain, Czechoslovakia and Italy grant credits and 
postpone their claims on acrount of earlier loans for 
a period of twenty years. 
Act of United States Congress authorizing release 
of assets. ' 

On appeal by Austria, reconstruction loan plans are 
elaborated by the Financial Committ~e of the 
League. 
Reparation Commission released liens on certain 
Austrian assets to serve as security for the new Bank 
of Issue. 
idem for service of provisional short-term loans 
under the League scheme. 
By this date all countries holding Relief Bonds had 
notified the Reparation Commission of their willing
ness to release their lien for the two purposes men
tioned. 
Short-term loan granted. 
Reparation Commission released liens on Austrian 
assets for long-term loan. Asked Relief Bondholdfng 
states to do likewise. 
All countries holding Relief Bonds agreed to release 
liens. 
Long-term loan issued. 

Under the conditions of this loan, the Relief creditors abandoned 
their first charge on the Austrian assets for twenty years, and agreed 
to a suspension of the service of the loans during that peripd. 

In I928-30, however, Austria funded her relief debt on the basis of 
forty annuities from 1929 to I967 with a provision that payments 
might be suspended at the demand of the Trustees of the League loan 
at any time up to 1943. Austria met her obligatioru till the.193I 
Hoover moratorium. 
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In the case of Hungary, the negotiations took less time.' Hungary• 
fiht approad1ed the Reparation Commission in April, 1923; the first 
reconstruction scheme was elaborated by the League in December of 
that year; the loan was floated in July, 1924. ' · 

''The relief loans' given by European creditor countries to Austria 
and Hungary were on the same conditions as those given by the United 
States. The service of the loans to the other debtors formed a first 
charge on any receipts accruing to the debtor Government by way of 

Table 10.-Cash Payments for Relief, and Relief and 
Reconstruction Loans 

$(000,000's) 

. 
LOANS: Recon-COUNTRY Cash Relief struction Total $PER HEAD& 

Payments' Loans• Loans' Loans' Relief Reconstr. 

(a) (b) (c) (d) (e) (f) (g) 

Finland 18 10 51 61 3 15 
Estonia 1 16 8 24 14 7 
Latvia - 5 6 11 3 3 
Lithuania - 7 2 9 4 1 
Poland 1 167 148 315 6 6 
Czechoslovakia 26 84 79 163 6 6 
Yugoslavia - 43 75 118 4 6 
Roumania - 52 120 172 3 7 
Armenia • 1 13 - 13 
Russia (non-Sovie,t) - 14 - 14 
Germany 283 50 327 377 1 5 
Austria 37 125 143 268 20 22 
Hungary .. - 2 98 100 - 12 
Bulgaria 5 - 38 38 - 9 
Belgium - 196 311 507 25 40 
France 5 

TOTAL 377 

1 From Table IV of the Annex:. 
s From Table 9. 

213 

997 

233 446 5 

1,639 2,636 

1 Nomin,al ~lue of all long-term lo~ns obtained by. the Central and Provincial Governments of the 
codn

5
tnesd tn. column (a) in the Umte~ States, Umted Kingdom, France, Netherlands, Switzerland r we en~~ the penod 19~9 to 1929 mclusive. For Austria, the value of the tranch f th Lea 

o
1

aNn P~aced m Italy, BelglUm, Czechoslovakia and Spain have been included esSoource~ Le gue 
o attons. • · ague 

' Sum of colum'ns (c) and (d). 
1 Population about 1920. See Annex Table VIII. 

1 Cf .. Le~gue of Nations, "The Financial Reconstruction of Hungary: General Surve 
and Prmc1pal Documents." (Ser. L.o.N.P. 1926. II. 54). y 

2 Hungary carn<',.to_a debt settlement with the United States in 1924 which provided 
for a .-el~e of sec~nty--;l;mt not for suspension of payments-on behalf of Hun 's 
reconstruction, pro~1ded all other relief"creditor countries acted similarly. gary 

6 
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"compensation, reparation or indemnity from the eneP;ly or ex-emmy 
Governments, or any of them, subject to any charges already created 
thereon in respect of previous loans."' . ) 

Table 10 compares the relief loans with cash>payments for r&ief, 
and reconstruction loans. 

> 
5· PRICE POLICY: THE EFFECT OF 

RELIEF ON PRICES AND STOCKS 

It was not the intention of the American Relief Ad~inistration and 
the other United States organizations engaged in relief to make profits 
from these transactions. Nor were they authorized to in:cur losses, 

;.:) 

except in the specific instances where the United States Government 
furnished relief as- a gift. A careful balance had therefore to be struck 
to avoid either profit or loss arising from this very large-scale under
taking. As it turned out, the prices charged for relief resulted in a 
by no means negligible profit which, as mentioned earlier, was handed 
over for children's relief in the Reconstruction Period. 

Unfortunately, precise information concerning the prices charged 
is not available; for instance, the total value of all wheat delivered, or 
of the wheat delivered to each country seems never to have been pub
lished. Some indication of the margins on which the Grain Corpora
tion operated is given by the following figures : 

Total deliveries by London Office of Grain Corporation, 
sales value 

Of which United States Army stocks in Europe, sales value 

Commodities bought in United States, sales value 
Value of purchases for London Office, f.o.b. New York 

0 

$(000,000's) 

3782 

533 

, 

Difference 92 

From this difference, which amounted to 40% of the value of the 
purchases, shipping charges had to be met. In the case of d~liveries to 

1 International Financial Conference (Brussels), Paper X, page 6. This priority was 
maintained in the funding agreements, where, however, reparations in kind were speci
fically excluded. 

2 "Grain Trade ... ", page 414. Tallies with data in "American Food ... ".The great 
majority of these commodities was delivered during the Armistice Period. 

a "American Food ... ", page 321. 
• "Grain Trade ... ", Table 24, and page 411. -' 
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Aus~ria by the,United Kingdom and France of commodities bought 
in the United States, transportation costs amounted to 297o of the 
f.o.b. value. If we apply this same percentage, the r~maining II% 
would have left the Crain Corporation in its transactions with about 
26 million dollars. This figure is in approximate accordance with the 
amounts which were eventually turned over to child relief activities, 
viz. 28 million dollars.1 

c 

Prices charged varied greatly from one country to another. A sys
tem of margins was used to provide against all possible risks, includ
ing revolution and confiscation of stocks. An additional price margin 
on part of the deliveries had to be added for the following reason. For 
the deliverie:.. under the $wo million Congressional appropriation for 
relief, the receiving countries had paid the A.R.A. in promissory 
notes for the total gross value, inclusive of all overhead. The United 
States Treasury, however, was only willing to take over notes for the 
f.o.b. value of the commodities plus the net transport costs. The dif
ference of about 25 million dollars had to be absorbed by the Grain 
Corporation, which decided to compensate this loss by an additional 
margin on other commodities delivered during the Armistice Period. 
The gross value of these other deliveries was $266 million; these 
commodities were, therefore, about ro% more expensive for this 
reason alone. Since the Congressional appropriation could not be 
used for <leliv..:ries to enemy countries, the latter presumably suffered 
most from this margin.' 

The operating expenses of the A.R.A. were not high. These ex
penses, including the cost of the London Office of the Grain Corpora
tion and all the expenses on the Continent attained $2 million or 
slightly over Yz% of the relief value handled by the A.R.A. ($380 
million).2 

Another important source of relief was the sales on credit by the 
United States Liquidation Commission of goods in Europe to a total 

_ value of $382 million, excluding non-relief commodities. The relief 
commoditi~s consisted of: 

(I) food "some of which by reason of its quality and condition 
1 i.e. $3,200,000. donated to the European Relief Council and $25,110,000 donated to 

the European Children's Fund ("American FoOd ... " pages 78 and 145) 
2 "A~ • F ~'~ " 43 h . ' . . "t"""erican ouu •.. , page . T e salanes of the officials of the A.R.A. and the 

Gram C?,rpor~tion were '~usually paid ,)?Y other departments of the United States Gov-
ernment. (Ibidem, page 76). · 
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and of the form of package ... had comparatively smp.ll commercial 
value" ;1 

• ( 2) salvaged and repaired clothing which, "though decent and 
warm, had sm~ll commercial value."2 

0 0 

These commodities were sold for their original cost price, includ
ing transportation to France, minus an allowance for deterioration 
amounting, on an average, to 25% for clothing and 16% for food. 
The price was considered "fair and just in the light of the quality of 
the securities and other circumstances associated with the trans
actions. " 2 

In the Reconstruction Period, the majority of the relief deliveries
including the sales on credit by the Grain Corporation-.lre recorded 
c.i.f. Where, however, the Hoover organization sold commodities 
from warehouses fn the relief countries by means of "food drafts," 
or in bulk, to American relief societies a margin of profit was added 
to costs in order to provide funds for further relief. In the case of 
Russia, this margin was very considerable and averaged 46% of the 
c.i. f. values of the deliveries affected. 

Most of the relief provided by the various relief societies consisted 
entirely of gifts, and the value attributed to the commodities dis
tributed is consequently only of bookkeeping interest. Where the 
commodities were purchased by these societies from the American 

' Relief Administration or the United States Army stocks;' they are 
automatically entered at the same f.o.b. prices as the A.R.A. ~e
liveries. In some cases, where ·no price was available, they are re
corded• at estimated prices. Where the commodities were donated 
in the United States, the value attributed is quite arbitrary. Thus, 
of the total Red Cross shipments to Europe in the two years 1918/19 
and 1919/20, about $25 million represents the estimated value of the 
volunteer knitting and sewing labour incorporated in the commodities. 

It is of interest to consider the effect of relief sales on the price 
situation for farm products in the United States. 

During the war, the prices for American farm products had been 
kept high as a matter of policy. A minimum price of $2.oo per bushel 

1 Final Report of the United States Liquidation Commission, page :l9. 
• Il>idem, page 30. 
sIn uAmerican Food ... ". 
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for. wheat wa~ guarante~d by Congress up to the 1919 crop, inclusive.' 
In respense to the high price of wheat, fanners had largely extended 
production as was required in order to assure adequate supplies itJr 
th~ Allies. With the. Armistice, shipping capacity was released, and 'it 
was feared that prices would come down to those ruling in Australia 
and the Argentine ($I.20-$I.SO per bushel for wheat). A catastrophic 
loss seemed to threaten the' American farmer, which would have fallen 
ultimately on the United States Treasury because of the wheat guar
antee. Congress, in March 1919, appropriated one billion dollars to 
cover the loss to which this guarantee was expected to lead. 

But this appropriation was not required. As stated above, in Feb
ruary an act was passed appropriating $100 million for relief, and 
additional credits were opened by the Treasury to certain of the 
liberated countries. The deliveries made to Et:i"rope against these 
credits and, after the lifting of the blockade on enemy countries, at 
the instance of Mr. Hoover, against cash, helped to keep prices above 
the guaranteed minima. 2 

Thus, additional demand was directed to the United States market, 
almost irrespective of the prices obtaining in other countries, and the 
volume of relief loans was inflated accordingly. As shown by the 
following import statistics, the United Kingdom, being able to buy 
in the cheapest market, redirected her purchases to countries other 
than the pnited States after the Armistice: 

Wh t I from the United States 
ea from Argentina, Australia and India 

C 
-~from the United States 

om f A . rom rgentma 
Chilled and !from the United States 

frozen beef from Argentina 

cwts. 
1918 
so 
19 
8 
4 
3.6 
2.0 

(OOO,OOO's) 
1919 1920 

46 54 
24 53 
1 2 

14 29 
0.9 
3.9 

But the relief receiving countries were not in a position to do the 
same. Th~y had no buying organization and could not dispose of ship
ping capacity; neither had they, as had the A.R.A., the authority to 
secure overland transportation through other European countries.• 

1 The average price received by farmers was 97 cents in 1914, $1.43 in 1916. 
2 Cf. F. M. S•rface, "The stabilization of the price of wheat during the war and its 

effea upon the return to..the producer," Washington, 1925, page 17. 
8 Cf. Section 6 below. • 
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And, most important, they could not finance their purchases thflm
selves. 

Diagra#t-Prices of wheat, in U.S. dolla_rs per bushel 

July 1918-December 1921 
0 

A.* United States (weighted average pf price for cash sales at 
Minneapolis, Kansas City, Chicago and St. Louis). 

B. Canada (No. I Northern, Winnipeg). 
C. Argentina (Barletta, Buenos Aires). 
D. India (Karachi). 

*This index did not exist prior to July 1918. 

That prices of wheat were higher in the United States than in the 
other producing centres is clear from the adjoining diagram, based 
on data compiled by the United States Grain Corporation! During 
the period from January 1919 to May 1920 (the end of the Grain 
Corporation's activities), the average United States wheat price was 
$2.48 per bushel as against $2.08 for Canada, while the pr~ces in the 
two countries were very near to one another before and after the 
operations of the Grain Corporation. The relief deliveries were in
strumental in the maintenance of these relatively high prices and were 
thus of immense importance for the prosperity of "the Ame~ican 

• Surface, "The Stabilization ... ", pages 76/7. 
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fac-mer, even .. though most of the relief credits proved valueless in 
the end'! 

It is difficult to determine to what extent the commodity compb'~i
tioa of relief in the"Armistice Period would have been different, if it 
had not been influenced by the actual surplus situation in the United 
States market. The fact w.:J.s that, at the moment of the Armistice, the 
Grain Corporation had large stocks on hand, and had stimulated the 
production, of a variety of important foods: wheat, pork, beans, etc., 
each of which was suitable for relief. Hence, deliveries of foodstuffs 
of any kind for relief helped to provide the desired assistance to the 
American warket. 

During the Reconstruction Period, relief was less influenced by the 
situation of American agriculture. Two important cases, covering 
together almost half the value of total relief during this period, stand 
out, however. The first is the above-mentioned sale on credit to certain 
European countries of wheat flour unsaleable in the United States." 
The other is the use of 18.7 million dollars profit of the Grain Cor
poration to buy relief commodities for Soviet Russia. 

At the end of 1921, the price of corn declined to disastrously low 
levels. From about $2.00 per bushel at the height of the boom, it had 
come down to some 6o cents in the first half of 1921; the December 

• 
average was under 47 cents. The visible supply of corn in the United 
States and Canada was in excess of normal by some 10 million 

' bushels. By an Act of December 1921, Congress authorized the 
President to spend out of the funds of the Grain Corporation a sum 
not exceeding $20 million for relief in Russia. The commodities to 
be delivered were specified as corn (as the only food grain), seed 
grain and preserved milk. Under this arrangement, some 12 million 
bushels of corn (partly in the form of corn grits) were delivered. This 
relieved the market, and "resulted in raising the price of corn from 
the abno~;.mally low level where it was being sold at a loss to the pro
ducer to a. distinctly profitable level."" 

1 Ibidem, page 17; "Any failure in handling the European situation would have caused 
great losses both~to the Government and the farmers." 

2 Jiage 20. 
3 "Grain Trade .. . ","page 422. 
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6. TRANSPORTATION 

~ o measures were taken in advance for the J?rovision of ~hiJ?ping 
facilities, nor was any agreement reached. On the contrary, a pro
posal of the Allied Maritime Transport Council &signed to meet the 
needs of relief was not accepted by the American authorities. This 
was in line with the general unwillingness of the United States Gov
ernment to continue international controls after the Armistice. But 
the coordination of the relief programmes for all countries did lead 
to an economical use of all tonnage available for this speCific purpose.1 

Ships left from the United States for the Northern or Southern port 
of call (Falmouth or Gibraltar) and were redirected en route to the 
place where the cargoes were most urgently needed. For coa'stal traffic, 
use was made of American ships of the lake-boat type (a vessel of 
2,000 to J,ooo tons developed for use on the Great Lakes). For the 
earliest deliveries, the United States War Department furnished ves
sels that had become free on the Armistice. Tonnage delivered by 
enemy countries was used for transportation of relief to them. When 
necessary, cargoes were stored in central ports (e.g. Rotterdam) for 
later re-shipment. 

To make overland transportation possible, the Supreme War Coun
cil decided early in March 1919 that all States of the old Austrian 
Empire should contribute a definite amount of rolling stock to be 
operated under the Director General of Relief with complete' priority 
over other services and complete freedom from inter-national limita
tions on railway transportation. At the same time, the reconstruction 
of the Central European railway system was directed by American 
engineers. Thus in contrast to shipping, a supernational organization 
was created for land transport as the only way to handle the delivery 
of relief effectively. The re-establishment of a working transport 
system not only facilitated the distribution of imported relief commod
ities but also in many cases rendered possible the mobilization for 
relief of resources available on the Continent. 

1 C/. "American Food ... ", pages 128 fl. 
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7· CONCLUSIONS 

It ~ay be convenient to terminate this study with a summary,of 
certain of the lessons that may be drawn from this past experience.' 
(a') Urgency. · 

The last war ended in the autumn when the need was greatest and 
the possibility of relying e>n domestic supplies, except for cereals, was 
least. Although the shipment and transshipment of goods to Europe 
was expeditiously carried out and great efforts were made to effect 
actual deliveries with the least possible delay, no substantial deliveries 
of foodstuffs were made, except in Belgium and northern France, be
fore the end of January 1919. The major relief period, therefore, was 
confined to the period from February to August 1919. Amongst the 
initial difficulties that had to be faced during the three months be
tween the Armistice and the start of regular relief deliveries, the 
following may be mentioned. 

First, deliveries were inevitably impeded by the continuation of 
local fighting and the breakdown of internal administrative organi
zation in many parts of Central and Eastern Europe. Partly as a 
result of these conditions, the system of communications had almost 
completely broken down, and land transport was consequently slow 
and uncertain. 

Secondly, deliveries could not be undertaken without information 
regarding local needs; and time was required to obtain trustworthy 
reports of the situation in Central and Eastern Europe, the serious
ness of which, indeed, few persons among the Allied and Associated 
Governments realized before the Armistice. 

Thirdly, difficulties were encountered in coordinating the relief 
efforts of the United States and the Allies, and, notwithstanding the 
existence of various bodies which had been engaged in relief activi
ties, it took time to create an adequate relief organization on the spot. 

A fourth cause of difficulty was the delay in obtaining legislative 
approval of relief credits. Such approval was, in fact, not granted in 
the Unit.:!d States until the end of February 1919. This difficulty, 
however, was largely overcome by provisional arrangements and by 
the drive and initiative of Mr. Hoover; it could have been prevented 
if funds had been allocated during the war. 

As mentioned earlier in this study, the stock situation in the United 
States at the end of the last war was not such as to put difficulties in 



-41-
' 

the way of large-scale export for relief purposes. The, problem, ;,n-
deed, was not to eke out supplies for relief but rather to dispose of 
sui'pluses. Had ~uch surpluses not been available, it would no doubt 
have proved difficult to arrange at short notice f<>r the large exports 
required. 

(b) Needs to be met. , 
The real needs were obviously never completely met, nor were they 

fully surveyed. They were considered, indeed, almost exclusively in 
terms of calories. That was, perhaps, inevitable, but it is clear that the 
first action required in order to meet such a situation with any hope 
of producing an optimum result is to estimate insofar as possible in 
advance what the real needs of food (including protective· 'foods) and 
such essentials as soap, medicine and clothing are likely to be and how 
far they can be met from the available resources. 

(c) The provision of goods to cover the needs. 
In order to contribute to the food supply of the Allies, and with a 

view to the need for food of Europe as a whole after the war, the 
United States Food Administration had greatly stimulated agricul
tural production. As a result the exportable surplus of foodstuffs in 
the harvest year 1918/I9 was three times as large as the prewar 
annual exports. Large stocks of cereals and pork products existed in 
1918 and this factor was naturally taken into consideration in draw
ing up relief programmes. Certain of the more obvious ·deft!cts, from 
a dietetic standpoint, in the composition of the relief deliveries were 
due to the then state of nutritional knowledge and to the fact that, 
even if the need for vitamins had been understood, there was no way 
of manufacturing them. Today the resources of available food consist 
not only of the stock of provisions at any moment of time but also of 
the industrial equipment for preparing certain categories of protective 
foods in condensed form. 

(d) Transportation. 
It is both clear from past experience and obvious on the, face of it 

that, if the tonnage available is to be utilized to the best advantage at 
a moment of extreme postwar urgency, a joint plan of allocation 
between the demand for the repatriation of troops, for transportation 
of foodstuffs, raw materials and other essentials requi-tes to be 111ade 
in advance. ·' ' 
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(e) Financiql provisions. 
Almu:>t 8o% of the total relief not paid for in cash was granted in 

the form of loans. These loans fell into two classes :o ' 

,. (i) those tb Austria and Hungary which necessitated 
the pledging of certain revenues and specified a 
prior claim fpr service ; 

( ii) those to all other countries against which no, or 
no important, revenues were assigned. According 
to normal practice, however, these loans too in
volved a claim ranking prior to any loans subse
quently issued. 

The wisdom of loans of this sort requires very careful considera
tion. Their merit was that they could be, and we'te, effected without 
giving rise to undue delay. But the disposal of goods in this manner 
against credits bearing rates of interest which, although not very low, 
bore little relationship to the risks involved, constituted a compro
mise between the rival claims of finance and humanity that entailed, 
not unnaturally, unfortunate effects. The service ultimately paid on 
these loans was negligible, and at no moment of time could the major
ity of them have been considered a sound investment, except indi
rectly as a result of the contribution they made to the restoration of 
economic activity in Europe. Looking back now on the hurry of those 
months ili. the light of subsequent events, it is clear that, had it been 
possible, it would have been to the advantage of all concerned if a 

• greater part of the relief had been given outright. All countries, 
including the donors, may well have reaped benefits from the relief 
delivered against these loans far exceeding in value their amount. In . 
circumstances such as obtained in Europe at the end of the last war, it 
may well be sound financial and economic policy for governments in 
a position to do so to make contributions d fonds perdu in order to 
expedite the revival of economic activity in the stricken areas. Nothing 
is gained by dressing such relief in deceptive financial attire. Indeed, • 
the effect of the relief loans granted in 1919 was, in at least one case, 
seriously to impede the vital work of reconstruction and thus to offset 
the very economic advantages that might have been gained from the 
reliej afforded. 

• At the same ,time there is no~ priori reason for assuming that loans 
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for the sale of foodstuffs urgently needed are socially undesirable pr 
financially unsound. A country short of food at the end of a -,..-ar may 
wdl require temporary accommodation and be fully competent to 
meet its obligations later. Food relief is, in fact,.but the first step ,in 
general reconstruction and should be considered as part of the wider 
reconstruction problem. When there is reason to believe that the total 
reconstruction needs are so great that, if disaster is to be avoided, the 
country in question must obtain some direct assistance in the form of 
what ultimately becomes a gift, then it is probably wis~ to make the 
gift and to make it at once. 

In any policy of relief and reconstruction, it is necessary to decide 
first what sacrifice is to be made on purely humanitarian g-rounds and 
what sacrifice it is desirable to make in order to prevent social dis
turbances and to establish such order in war-affected areas as will 
permit of the revival of economic activity. Such considerations should 
determine the amounts of direct aid that may be rendered, the cost of 
the first step in reconstruction. Beyond the limits of such aid pur
chases should be effected either against cash or credit on a sound 
financial basis with or without government assistance. If the first 
step is miscalculated a:nd adequate direct aid is not granted to render 
the country credit-worthy, then any subsequent scheme for reconstruc
tion may break down and the credit granted under such a scheme 
prove unrecoverable. Relief and reconstruction are tw<.' stages in an 
uninterrupted process of transition; and the distinction bet~een them 
is determined not by the class of goods involved but by the conditie>ps, 
or absence of co·nditions, for repayment. 

It is obvious that one of the major difficulties after any great war 
is likely to arise out of the magnitude of fixed money obligations. To 
add further obligations the service of which cannot be met, must 
sooner or later have harmful consequences. The burden of such obli
gations is, of course, determined not simply by the capital sum in
volved, but by the rate of interest and the stipulations regarding 
amortization. Financial transactions, whether for the pr~vision of 
food or raw materials or plant or bank reserves, if they imply repay
ment (as they must), can only be devised within the general frame
work of some agreed anti-depression policy-a policy for the mainte
nance of full employment. Relief, therefore, from the point ~ere 
gifts cease, becomes part of the general proble~ of reconstruction. 



-44-

(f) Withhol!Jing of relief credits fro'm enemy countries. 
The p<inciple in force during the Armistice Period under which the 

enemy states, unlike the allied and liberated countrieg, were requi~d 
to oay in cash so lorg as they had any assets with which to pay, gave 
ris~ in the long run to serious economic repercussions. It affords a 
further illustration of the basic mistake of failing to consider prob
lems of reconstruction at fhe outset. 

(g) Machinery of relief administration. 
This existed before the Armistice and proved of very real value. 

The machinery required only to be expanded, not created. One fact 
that emerged from the actual working of that machinery was the 
great econo.ny of effort, food, and money resulting from communal 
feeding. On the other hand, there was at least a p~rtial failure to test 
the health effects of the food supplied. 

(h) Consideration of costs. 
After the last war there were considerable stocks of foodstuffs 

available in the United States, and large supplies were forthcoming 
owing to the wartime expansion of-production. In considering what 
relief implies to any country granting it, in a situation such as pre
vailed in the United States at the end of the last war, it is necessary 
to take account not only of the accountancy cost of the supplies that 
may be furnished, but also of the real economic cost. When large 
surplus srvcks of commodities are held by Governments, either owned 
outright or held in pledge against loans advanced to farmers, the real 
cost of gifts from these stocks is not the book value of those gifts. 
Any fall in price of the commodities held by the Government since 
the moment when it acquired them constitutes a loss and any rise a 
gain, which the Government incurs anyway. But the real cost of any 
gifts is not equal to the market value of the commodities donated. The 
real cost may be estimated narrowly or broadly. Narrowly estimated, 
it equals the market value of the stocks minus the new value which the 
remaining stocks acquire as a result of the disposal of part of the total. 
If, for instance, a Government held stocks of: 

100 units at a market price of 5, total value 500, and gave away 
25 with the result that the price of the remaining 75 rose 
to IO, 

then• the gove~nmen,t making this gift would derive a net gain of: 
' 750- soo = 250. 
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If it disposed of 50 units with the same effect on the price of the 
remainder, there would be no profit or loss. 

Viewing the problem broadly, it is necessary to consider the effects 
ot such gifts not only on the value of stocks held, but on the whole 
market position and on the chances afforded to farmers and oth~rs 
to continue to produce at a profit. Any action taken to relieve the 
market of the depressing effects of excessive stocks will, of course, 
benefit those engaged in current production. 
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TABLE I 
RELIEF PROGRAMMES AND RELIEF DELIVERIES, ARMISTICE PERIOD 

A. Deliveries • B. Programmes 

QUANTITIES IN TONS (000's) " ~ . . Total 
COUNTRY Bread- Beans, P..ork Cocoa, u. :J. Total Soap, Value 

. ~ stuffs Peas Products Milk Sugar, Army Food Clothing, TOTAl:: $(000,000's) 
and Rice Misc. Food Food! etc. 

~ 

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) 
Finland A 172.3 7.4 2.6 .1 2.2 - 184.6 .3 184.9 :!9.2 

B 60.0 3.0 4.5 1.5 - - 69.0 - - . 
Estonia A 26.7 - . 7 .1 2.8 26.0 56.3 • 4.8 61.1 19.3 

B 10.0 .6 .8 .4 - - 11.8 - ~. -
Latvia 

.. 
A 11.2 .8 .7 .5 - 5.4 18.6 .9 19.5 6.0 
B 6.2 .8 .8 .4 - - 8.2 - -

Lithuania A 2.6 .3 .4 .1 - 4.7 8.1 3.6 11.1 5.5 
B 4.0 .4 .4 .2 - - 5.0 - -

Poland A 227.2 17.9 25.3 3.8 .7 44.3 319.2 83.8 403.0 135.0 
B 224.0 20.0 24.0 5.0 - - 273.0 - -

Czechoslovakia A 354.4 12.4 40.0 3.4 50.5 34.5 495.2 7.8 503.0 105.5· 
B 245.0 - 20.0 4.4 - - 269.4 - -. 

Yugoslavia A 64.5 5.3 3.7 .9 .1 16.3 90.8 30.5 .121.3 43.6 
B 55.0 5.0 3.4 3.1 - - 66.5 - - ~ 

Roumania A 174.8 3.0 3.6 2.8 7.6 17.6 209.4 15.9 225.3 52.1 
B 200.0 - 4.0 5.0 - - 209.0 - -

.Arptenia A 51.4 3.6 - 4.7 7.6 - 67.3 16.5 83.8 20.2 
B 30.0 - - .7 - - 30.7 - -

~ . 
Russia (non-Soviet) A 14.6 .4 2.3 1.1 - - 18.4 7.9 26.3 15.0 

Total, Liberated A 1,099.7 51.1 79.3 17.5 71.5 148.8 1,467.9 172.0 1,639.9 431.4 
Countries B 834.2 29.8 57.9 20.7 - - 942.6 - -

-



-

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10)- --(111 

Germany A 591.6 129.9 149.3 28.1 206.3 - 1,105.2 109.8 1,215.0 282.4 
B 1,000.0 200.0 240.0 30.0 - - 1,470.0 - -

Austria A 389.5 19.7 33.7 4.3 80.9 - 528.1 33.4 561.5 98.8 
B 275.0 12.0 16.0 4.0 - - 307.0 - - -

-
Hungary A - - .3 - - - .3 - .3 .2 

Bulgaria A 22.9 - - - - - 22.9 - 22.9 4.9 
B 16.0 - - - - - 16.0 - -

Turkey A 20.3 - - - - 20.3 - 20.3 ~;j 

B 25.0 - - - - 25.0 - - --
Total, Enemy A 1,024.3 149.6 183.3 32.4 287.2 - 1,676.8 143.2 1,820.0 390.6 

Countries B 1,316.0 212.0 256.0 34.0 - - 1,818.0 - -

Belgium and Northern A 886.9 66.0 86.0 50.0 40.5 37.5 1,166.9 57.1 1,244.0 216.6 
France B 776.0 115.7 145.2 39.9 - - 1,076.8 - -

France A 32.1 - - - 0.8 370.2 403.1 149.5 552.6 218.1 

Italy A 15.0 - - - - - 15.0 - 15.0 2.8 
,, 

Denmark and Netherlands A 44.9 - - - - - 44.9 - 44.9 6.3 
- -

Others A 2.7 - 0.2 - 0.6 
. - 3.5 - 3.5 0.9 

Total, Allies and A 981.6 66.0 86.2 50.0 41.9 407.7 .1,633.4 206.6 1,840.0 444.7 
Neutrals B 776.0 115.7 145.2 39.9 - - 1,076.8 - . - ; 

GRAND TOTAL A 3,105.6 266.7 348.8 99.9 400.6 556.5 4,778.1 521.8 5,299.9 1,266.7 
B 2,926.2 357.5 459.1 94.6 - - 3,837.4 - -

' -

l No details by commoditles are available for the food deliveries fr~m United States Army Stocks. 



TABLE II 

RELIEF DELIVERIES BY COMMODITIES AND PERIODS 

ARMISTICE PERIO::> RECONSTRUCTION PERIOD -
Uanuary to August, 1919) (Middle of 1919 to 1924) 

TOTAL 

~ 
ADULT AND -

~ CHILD RELIEF MISCELLANEOUS RELIEF 

COMMODITY Quantity Estimated 0 Quantity Estimated 
r Value {f.o.b.) c 

Estimated Estimated - Value 
c Quantity Quantity Value (c.i.f.) Value (c.i.f.) 

,.., Tons I % 
Tons I % 

Tons I % To,;s I -% (OOO's) (OOO,OOO's) (OOO's) (000,000' s) (OOO's) (OOO,OOO's) (OOO's) (OOO,OOO's) 

Flour 1,330 170 15 118 8 13 87 6 10" 2,017* 261* 19 
~--

Rice 150 28 2 34 4 6 16 1 2 200 33 3 

Beans, Pea'S 117 23 2 36 7 10 8 1 2 161 31 2 

Pork Products 350 224 20 20 7 10 8 2 4 378 233 17 

Milk 100 37 3 62 22 33 41 12 21 203 71 5 

Cocoa 4 2 - 9 1 1 1 - - 14 3 -
Sugar 57 10 1 27 5 8 11 1 2 95 16 1 

Com Grits - - - 6 - - 97 4 7 103 4 ~ 

Grain 1,773 138 12 - - - ~89 18 30 2,162 156 12 

Misc. Food 338 19 2 1 .4 1 2 - - 341• 19 2 -Army Foods 557 259 23 - - - - - - 557 259 19 

Soap 17 4 - 2 1 1 - - - 19 5 -
Clothing and Miscellaneous 501 233 20 5 11 17 7 5 8 513 249 19 

Med~cine and Hosp. Supplies 4 1 - - - - 8 8 14 12 9 1 
• 

TOTAL 5,298 1,148 100 320 66 100 675 58 100 6,775 1,349 100 

• Includes the third category of activities during the Reconstruction Period, Grain sales: 482,000 tons of flour at a value of $77,000,000. 
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Notes to Table II 

For the Reconstruction Period, the value figures are c.i.f., and the total i' .,equal ''to 
that given in the text table 6. The values given in Table I of the Annex for relief in the 
Arm'istice Period are, however, partly f.o.b. and partly c.i.f.; and the latter are, in many 
cases, f.o.b. values with arbitrary margins added.l The only con~istent way of estinlating 
the values for that period seemed, therefore, to be on an f.o.b. basis. Consequently, ..he 
total reached (1148 million dollars) is considerably below the value of the deliveries 
(1267 million dollars) as given in text table 3 and in Table I. It is repeated that the 
value figures in the present table are only rough estima~es; it is possible that, in a few 
instances, they may differ considerably from the values as actually invoiced. 

Further details regarding the methods of calculation are given below: 

I. Armistice Period. 
(1) Prices used are the estinlated f.o.b. New York prices charged by the Grain 

Corporation to its London office. The f.o.b. values, and the quantities, are given for all 
sales of the Grain Corporation combined, by commodities by periods. Of the deliveries 
to the London office, only quantities and the total value are given. T,~e calculated 
average prices for all sales during the period in which deliveries to the London office 
occurred, multiplied by ~e quantities delivered, yielded a value a few percent below the 
total value as given. The general prices were somewhat increased to absorb this margin. 

(2) No prices were available for the United States Army products. Since quantities 
and total values by countries showed no clear price difference between the foods and 
other articles, the same average price per ton (total value divided by total weight) 
was taken for both. 

(3) Other miscellaneous food consisted, for a large part, of potatoes. The United 
States export price for potatoes has been used for this group. 

II. Reconstruction Period. 
(1) For the flour deliveries, c.i.f. values were given. 
(2) For the other commodities, prices were determined from the total c.i.f. value 

and the weight of one-commodity cargoes. Large samples were taken in this way, but 
the great price fall during the period made many adjustments necessary. The prices found, 
multiplied by the quantities for child and adult relief in (a) Central :F.urope and (b) 
Russia, yielded too high values in the former case and too low ones in the 'iatter. This 
was obviously due to the fact that relief in Russia was in 1922/3 when many prices 
were at half the 1919/20 level. In the four groups, prices were adjusted by sue.'; a 
percentage as to reach the correct total value for each group, after which the figures 
for (i) child relief and (ii) adult and miscellaneous relief were added together for 
(a) Central Europe and (b) Russia. 

1 Cf. Section 5 of the text. 



TABLE III 

CHILD RELIEF IN RECONSTRUCTION PERIOD 
. 

~ 
VALUE OF COMMODITIES DONATED-$(000's) RELIEF, VALUE PER CHILD-$ 

CHILD CHILD FEEDING FEEDII>~u 
~ 

COUNTRY ~ Supplied by POPULATION MONTHS MONTHS PER 
Imported Country in Total (OOO's) Importet!! Total• (OOO's) CHILD 

~ column (1) -
(1) (2) (3) (4) (5) (6) (7) (8) (9) 

Finland . 876 196 1,072 1,066 .82 1.01 1;187 1-1 

Estonia 1,225 299 1,524 282 4.34 5.40 1,203 - 4.3 

Latvia 1,506 65 1,571 446 3.38 3.52 1,368 3.1 

Lithuania"! 463 - 463 624 .74 .74 257 .4 

Poland 23,129 7,659 30,788 9,081 2.55 3.39 27,030 - 3.0 

Czechoslovakia 4,745 693 5,438 3,989 1.19 1.36 7,759 1.9 

Yugoslavia 1,656 534 2,190 4,068 .41 .54 2,320 .6 

Roumania 477 1,024 1,501 5,968 .08 .25 411 .1 

Armenia 746 - 746 453 1.65 1.65 

Danzig 48 9 57 104 .46 .55 63 .6 
" Germany* 7,092 2,392 9,484 17,196 .41 .55 13,109* .8 

~ 

Austria 9,863 1,348 11,211 1,646 5.99 6.81 8,231 5.~ 

Hungary 1,292 266 1,558 2,443 .53 .64 1,167 .5 

U.S.S.R. 12,733 36 12,769 53,781 .24 .24 35,658 .7 

'TOTAL 65,851 14,521 80,372 101,147 .65 .79 99,763 1.0 

• This Table excludes the second period of child feeding in Germany, from January 1924 to April1925. The number of child feeding months during that period may be estimated 
at 10 million. (Cf. L. M. Jones, ""Quakers in Action,"" p. 65/6). 

• Column (2) divided by Column (5). 
'Column (4) divided by Column (5). 



RECIPIENT 
COUNTRIES 

(I) 

LibtTated Countries: 
Finland 
Estonia 
Latvia 
Lithuania 
Poland 
Czechoslovakia 
Yugoslavia 
Roumania 
Armenia 
Russia (NOJ1·Soviet) 

Es-Enemies: 
Germany 
Austria 
Hungary 
Bulgaria -
Turkey 

Es-Ailitd & Various: 
Belgium & N. France' 
France 
Italy 
Neutrals' 
Sundry Other% 

TOTAL 

TABLE IV 
VALUE AND SOURCES OF FINANCE OF RELIEF DELIVERIES-$(000,000's) 

NET VALUE 
VALUE RECEIVED SOURCES OF FINANCE RECEIVED, 

l----,---,-------1---------,---~~~~~~~-.~------------~lo PERCENTAGE 

Gross 
Total 

(2) 

29.2 
19.3 

6.0 
5.5 

135.0 
105.5 
43.6 
52.1 
20.2 
15.0 

431.4 

282.4 
98.8 

0.2 
4.9 
4.3 

390.6 

216.6 
218.1 

2.8 
6.3 
0.9 

444.7 

1,266.7 

Profits 

(3) 

3.3 
-
-
-
-
10.4 

2.7 
4.9 
0.1 
0.1 

21.5 

23.7 
2.8 
0.1 
1.0 
0.9 

28.5 

-
1.0 
0.6 
1.4 
0.2 

----
3.2 

53.2 

NET 

Total 

(4) 

25.8 
19.3 

6.0 
5.5 

135.0 
95.1 
40.9 
47.3 
20.1 
14.9 

409.9 

258.7 
96.0 

0.2 
3.9 
3.5 

362.3 

216.6 
217.1 

2.3 
4.8 
0.7 

---
441.5 

1,213.7 

I Per 
head 

(5) 

7.7 
17.4 

3.3 
2.7 
5.3 
7.0 
3.5 
2.9 

16.6 

5.11 

4.3 
15.0 
0.0 
0.8 
0.2 

----
3.8 

23.5 
5.5 
0.1 
0.5 

---
4.6 

PAID IN CASH RECEIVED ON CREDIT RECEIVED AS GIFTS DISTRIBUTION 

(7) 

TO ~- ~ ~,<~ 
U. S.Government Net 

Total Private Total 
Others U. S. U. K. Others Total Charily Dired I From % % % 

Grants Profits 

(8) r-m(lii)----;ti)(l2)~(14)(15)(16)(17)~(19)1- (20) 

FROM 

Total u.s. 

(6) 

A-Armistice Period . 
18.1 16.0 2.1 9.4 8.3 - 1.1 1.6 0.1 - 1.6 - 1.7 70 37 - 7 
0.7 0.1 0.5 16.0 14.2 1.8 - 2.7 0.1 0.1 2.5 2.7 3 83 i4 
- - - 5.3 5.2 0.1 - 0.7 - - 0.7 0.7 - 88 12 
- - - 5.3 5.3 0.1 - 0.2 - - 0.2 0.2 - 96 4 
- - - 119.1 111.4 7.7 - 16.0 4.3 0.1 11.5 16.0 - 88 12 
26.1 - 26.1 77.2 75.7 1.5 - 2.3 0.4 - 1.9 - 8.1 28 81 - 9 

- - - 43.3 33.7 9.6 - 0.3 0.2 0.1 - -2.4 - 106 - 6 
- - - 51.9 36.5 10.0 5.4 0.3 0.3 - - -4.6 - 110 -10 

- - - 8.1 8.0 0.1 - 12.1 9.5 - 2.6 12.0 - 40 60 
0.4 0.4 - 13.5 13.5 - - 1.1 0.2 - 0.9 1.0 3 91 6 

- ------ - ---------- - ------------ - ------
45.3 16.5 28.7 349.1 311.8 30.9 6.5 37.3 15.1 0.3 21.9 15.8 11 85 4 

-
282.4 158.1 124.3 

-
-23.7 109 - - 9 - - - - - - - -

37.2 3.3 33.9 61.2 - 22.7 38.5 0.4 0.4 - - - 2.4 39 64 - 3 
0.2 0.2 - - - - - - - - - -0.1 121 - -21 
4.9 4.9 - - - - - - - - - - i.O 121 - -21 
4.3 4.3 - - - - - - - - - -0.9 121 - -21 

- --- ---------f.- ---f-
329.0 170.8 158.2 61.2 - 22.7 38.5 0.4 0.4 - - -28.1 91 17 - 8 

' -
- - - 196.4 196.4 - - @.2 20.2 - - 20.2 - 91 9 

5.0 5.J - 213.1 213.1 - - - - - - - 1.0 2 98 -
2.8 2.8 - - - - - - - - - - 0.6 12~ - -2! 

6.3 6.3 - - - - - - - - - - 1.4 121 - -21 

0.5 0.5 - - - - - 0.4 - 0.4 - 0.2 71 - 2-J 
--------r-- ----------f.- -----------!--< ------

14.6 14.6 409.5 409.5 20.6 20.2 0.4 17.4 3 93 4 

r- - f.-
388.9 201.9 186.9 819.8 721.3 53.6 45.0 58.3 35.7 0.7 21.9 5.1 32 68 ,_!!~,. 

(Table conl1nued overleaf) c:J1 



-TABLE IV (Continuecf) 
A 

VALUE RECEIVED SOURCES OF FINANCE N~T VALUE 
R CEIVED, 

PERCENTAGE 

RECIPiENT 
NET PAID IN CASH RECEIVED ON CREDIT RECEIVED AS GIFTS DISTRIBUTION 

TO FROM GROSS . CASH ~~ GIFIS 
COUNT3.IES Gross r---

Total Profits I Per U. S.GOflernmen Net 
Total head To14l Total Private Total 

% % % U.S. Others · U.S. U, K. Others Total Charity Direct I From 
Grants Profits 

(I) "(5")~(7) ""(8) f----------.,---,---------f-------"'-
(2) (3) (4) (9) (10) (11) (12) (13) (14) (IS) (16) (17) (18) (19) (20) 

B-Reconstruction Period 
Liberated Countries: 
Finland 0.9 - 0.9 0.3 - - - - - - - 0.9 - 0.5 0.3 0.9 - - 100 
Estonia 1.4 - 1.4 1.3 - - - - - - - 1.4 0.2 0.5 0.6 1.4 - - 100 
Latvia 1.5 - 1.5 0.8 - - - - - - - 1.5 0.2 0.6 0.8 1.5 - - 100 
Lithuania 0.5 - 0.5 0.2 - - - - - - - 0.5 - 0.3 0.2 0.5 - - 100 
Poland 58.2 - 58.2 2.3 0.9 - 0.9 32.5 24.4 8.1 - 24.8 4.9 4.8 15.1 24.8 2 56 42 
Czechoslovakia 9.2 - 9.2 0.7 0.2 0.2 - 3.8 2.9 1.0 - 5.1 0.8 2.2 2.2 5.1 2 42 56 
Yugoslavia 1.8 - 1.8 0.2 - - - - - - - 1.8 0.2 0.9 0.6 1.8 - - 100 
Roumania 0.5 - 0.5 0.03 - - - - - - -. 0.5 - 0.4 0.1 0.5 - - 100 
Armenia 8.6 - 8.6 7.1 0.9 0.9 - 4.5 3.9 0.6 - 3.2 3.2 - - 3.2 10 53 37 

------------ - ------ - --------- - ------------ - ------
82.6 - 82.6 1.1 2.0 q 0.9 40.8 31.2 9.7 - 39.7 9.5 10.2 19.9 39.7 1 51 ... 48 

&<-Enemies: 
Germany 9.6 - 9.6 0.2 0.4 0.4 - - - - - 9.2 4.2 - 5.0 9.2 4 - 96 
Austria 45.1 - 45.1 7.0 - - - 32.1 24.1 8.0 - 13.0 4.3 3.1 5.6 13.0 - 71 29 
Hungary 4.1 - 4.1 0.5 - - - 2.3 1.7 0.6 - 1.8 0.8 0.1 0.9 1.8 - 56 44 

------------f--------f----------- - ------------ - ------
58.8 - 58.8 0.8 0.4 0.4· - 34.4 25.8 8.6 - 24.0 9.3 3.2 11.5 24.0 1 58 41 • • 

U.S.S.R. 58.6 - 58.6 0.4 11.5 11.4 0.1 - - -· - 47.1 24.5 4.1 18.7 47.1 20 - 80 
Sundry Others 1.4 - 1.4 - - - - - - - 1.4 1.4 - - 1.4 - - 100 

------------f--------f----------- - ------------r--- ------
TOTAL 201.4 - 201.4 13.9 12.9 1.0 75.2 57.0 18.3 - 112.2 44.7 17.5 50.1 112.2 7 37 56 



(I) 

Liberated Countries: 
Finland 
Estonia 
Latvia 
Lithuania 
Poland 
Czechoslovakia 
Yugoslavia 
Roumania 
Armenia 
Russia (Non-Soviet) 

E:~<-Enemies: 

Germany 
Austria 
Hungary 
Bulgaria 
Turkey 

E:~<-Allies &'Various: 
Belgium & N. France• 
France 
Italy 
U.S.S.R. 
Neutrals• 
Sundry Others 

' 
TOTAL - ~ 

GRAND TOTAL 

(2) I (3) I (4) I (5) I (6) I (7) I (8) I (9) I (10) I (11) I (12) I (13)· I (14) I (IS) I (16) I (17) I (18) 1'19) I (20) 

C-Total 

. 30.1 3.3 26.8 
20.7 - 20.7 

7.5 - 7.5 
6.0 - 6.0 

193.2 - 193.2 
114.7 10.4 104.3 
45.4 2.7 42.7 
52.6 4.9 47.7 
28.8 0.1 28.7 
15.0 0.1 14.9 

-------
514.0 21.5 492.5 

292.0 23.7 268.3 
143.9 2.8 141.1 

4.3 0.1 4.2 
4.9 1.0 3.9 
4.3 0.9 3.4 

-------
449.4 28.5 420.9 

216.6 - 216.6 
218.1 1.0 217.1 

2.8 0.6 2.3 
58.6 - 58.6 

6.3 1.4 4.8 
2.3 0.2 2.1 

-------
504.7 3.2 501.5 
-------
1,468.1 53.2• 1,414.9 

' 

8.0 18.1 
18.7 0.7 
4.1 -
2.9 -
7.6 0.9 
7.7 26.3 
3.7 -
2.9 -

23.7 0.9 
0.4 

--1----
6.21 47.3 

4.5 282.8 
22.0 37.2 

0.5 0.2 
0.8 4.9 
0.2 4.3 

---
4.4 329.4 

23.5 -
5.5 5.0 
0.1 2.8 
0.4 11.5 
0.5 6.3 

0.5 
--1----

2.1 26.1 
--1-

402.8 

16. 
0. 

0 
1 

-
-
-
0. 2 
-
-
0. 
0. 

17. 

158. 
3. 
0. 
4. 
4. 

171. 

9 
4 

6 

5 
3 
2 
9 
3 

2 

-
5. 
2. 

11. 
6. 
0. 

26. 

214. 

0 
8 
4 
3 
5 

0 

9 

2.1 9.4 8.3 - 1.1 
0.5 16.0 14.2 1.8 -
- 5.3 5.2 0.1 -
- 5.3 5.3 0.1 -
0.9 151.6 135.8 15.8 -

26.1 81.0 78.6 2.5 -
- 43.3 33.7 9.6 -
- 51.9 36.5 10.0 5.4 
- 12.6 11.9 0.7 -
- 13.5 13.5 - _o 

-- - ------
29.6 389.9 343.0 40.6 6.5 

124.3 - - - -
33.9 93.3 24.1 30.7 38.5 
- 2.3 1.7 0.6 -
- - - - -
- - - - -
-- - ------
168.2 95.6 25.8 31.3 38.5 

- 196.4 196.4 - -
- 213.1 213.1 - -
- - - - -
0.1 - - - -- - - - -
- - - - -
--1----------

0.1 409.5 409.5 - ---1-------
1187.9 895.0 778.3 71.9 45.0 

2.5 0.1 0.5 1.9 -0.8 "68 35 - 3 
4.1 0.3 0.6 3.1 4.1 3 77 20 
2.2 0.2 0.6 1.5 2.2 - 71 29 
0.7 - 0.3 0.4 0.7 - 88 12 

40.9 9.2 4.9 26.6 40.9 - 78 22 
7.4 1.2 2.2 4.1 -3.0 25 78 - 3 
2.1 0.4 1.0 0.6 -0.6 - 101 - 1 
0.8 0.3 0.4 0.1 - 4.1. - 109 

~ 

9 -
15.3 12.7 - 2.6 15.2 3 44 53 

1.1 0.2 - 0.9 1.0 3 91 6 
1---------I----

77.0 24.6 10.5 41.8 55.5 10 79 11 

9.2 4.2 - 5.0 -14.5 105 - - 5 
13.4 4.7 3.1 5.6 10.6 26 66 8 

1.8 0.8 0.1 0.9 1.7 5 55 40 
- - - - - 1.0 126 - -26 
- - - - -0.9 126 - -26 

1------------- --
24.4 9.7 3.2 11.5 -4.1 78 23 - 1 

20.2 20.2 - - 20.2 - 91 9 
- - - - - 1.0 2 98 -
- - - - -0.6 121 - -21 
47.1 24.5 4.1 18.7 47.1 20 - 80 
- - - - - 1.4 121 - -21 
1.8 1.4 0.4 - 1,6 24 - 76 

1---------1-----
69.1 46.1 4.5 18.7 65.9 5 81 14 

1---- --------1-----
170.5 80.4118.2 72.0• 117.3 29 - 63 8 

(Footnotes to Table IV overleaf) .,_ 
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Footnotes to Table IV 

t Lary,ely po:t-annistice deliveries of the Committee for Relief 
armistice C.R.B. deliveries to these countries were composed thus: 

(2) (3) (4) (5) (6) (7) (8)
0 

.373.4 573.4 63.1 117.0 6.3 110.7 

(11) (12) (13) (14) (15) (16) (17) (18) 
109.0 94.2 3o.o 3q.o 3o.o 20 

2 Denmark and the Nether lands. 
• Excluding relief to Russia (Non-Soviet). 
• Cf. General. Note, (ii), below. 

General Notes : 

in Belgium. Pre~ 
c 

(9) (10) 
426.4 223.2 

(19) (20) 
75 5 

(i) Grants by the United States Government from profits earned by the Government 
or its agencies in relief transactions are shown in col. (16) and outright gifts by the 
Government cin col. (15). 

( ii) Profits are deducted from the gross value received to obtain the net value (col. 
(4)); this net value is then shown per head (col. (5) ). T~e total amount of profit 
in col. (16) exceeds that in col. (3) by nearly 19 million dollars; to that amount profits 
earned during the war in transactions with the Allies and Neutrals were released during 
the Reconstruction Period for relief in Russia in 1922/3. 

(iii) Total net gifts (col. (17)) are found by deducting from gross gifts received the 
amount paid in profits-i.e. col. ( 13) minus col. ( 3). 

( iv) The profits deducted in this table to obtain a net value for relief are not given 
by countries in the sources from which the Table has been compiled. The total amount 
of the profits had, therefore, to be imputed on the basis of the value of the sales on 
which they were made. Profits made on the food draft and bulk sale activities were 
generally used in the country where they had been made. In this, as in all other tables, 
such profits have been deducted from the value of the food drafts and bulk sales, which 
are thus given as net values. 

( v) The total value of the deliveries in the Armistice and Reconstruction Periods are 
given as ~1,10L5 and $220.7 millions respectively in "American Food ... ". These 
figures may be reconciled except for small differences due to rounding with those of 
the present Table in the following way. 

1." Armistice Period. 
Tota~ "American Food ... ". 
(a) Addition, Belgium, C.R.B. 
(b) Addition, Belgium, U.S. Food Administration 

(c) Deduction, United Kingdom 
(d) Deduction, Miscellaneous 

(e) Deduction, Duplications 

Totat Table IV 
Details of the adjustments made: 

(a) Deliveries C.R.B., fifth year, f.o.b. value 
Of which to Germany and A.R.A. 

Returned 

10.6 
23.1 

$ ( OOO,OOO's) 
1,101.5 

160.6 
27.6 

33.7 
10.6 

1,289.6 

23.1 

1,266.5 

226.0 
48.9 

177.1 
16.5 

160.6 
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Of this amount 20.2 represent charity, 140.4 was obtained on credit, which has been 
assumed to be provided entirely by the United States. (Cf. C.R.B., "Statistical Revi~w 
of Relief Operations"). , . 

(1>) See "American Food ... ", page 162. 
(c) The commodities represented were delivered to Austria by the United Kingdom; 

this is corrected by an entry of the same value under duplication>. Both are omitted here. 
(d) Consists of 1.1 deliveries to prisoners of war which fall outside the scope' of 

civilian relief, 17.5 miscellaneous transactions of the C.R.B. falling mainly or wholly 
outside relief and 4.5 transfer from the C.R.B. to the A.R.A. which would seem to 
have to be omitted to avoid duplication. (See "American Food ... ",Table 103). 

(e) See (c). 

2. Reconstruction Period. 

Total Tabfe IV 
Value of food nupplied by countries receiving relief 

(Table III, col. 3) 
Profits used in same country (General note, (iv)) 

Total, "American :r"ood ... ". 

$(000,000's) 
201.4 

14.5 
4.8 

220.7 



TOTAL 
COU('<TRIES TABLE United 

IV King-
doml 

Finland 30.1 -
Estonia 20.7 -
Latvi~ 

r· 7.5 -
Lithuania 6.0 -
Poland 193.2 3.9 
Czechoslo-rakia 114.7 -
Yugoslavia 45.4 -
Roumania 52.6 -
Armenia 28.8 -
Total, Liberated Countries 499.0 3.9 

Germany 292.0 -
Austria 143.9 15.6 
Hungary 4.3 -
Bulgaria 4.9 -
Turkey 4.3 -
Russia 73.6 -
ToW/, Ex-Enemy Countries 523.0 15.6 

Belgium and N. France 216.6 -
France 218.1 -
Italy 2.8 -
Greece 1.2 -
Neutrals 6.3 -
Sundry Others 1.1 -
Total, Ex-Allies &c. 446.1 4.0 

GRAND TOTAL 1,468.1 19.5 

TABLE V-vLLUE OF RELIEF BY OTHER AGENCIES 
in so far as no# covered in TalJle IV. $(000,000's) 

GOVERNMENTS PRIVATE ORGANIZATIONS~IO 

Swit-
Italy• Nether- Nor- zer- Swe- Ger- A.R.C. N.E.R.8 J.D.C. A.F. 

lands' way< land• den• many1 S.C. 
---~ ------ ---- - .6 - - - 1':'5 - - -- - • - - - - 2.1 - . - -- - - - - - 2.7 - 0.3 -- - 1.8 - 0.3 - 0.4 - 0.6 -

- 6.2 3.8 - 1.0 - 18.6 - 14.4 0.2 - - - - - 3.0 1.2 - 0.7 -
- - - - - - 5.5 - - -- - - - - - 3.0 - 2.3 -- - - - - - 0.1 14.7 - . -

---
- 6.2 6.2 - 1.3 3.0 35.1 14.7 18.3 0.2 

---------
- 1.0 48.7 - - - - - 0.8 4.9 
4.0 6.7 0.4 4.7 - - 4.9 - 1.9 0.4 
- - - - - - 3.9 - 0.9 -- - - - - - - - - -
- - - - - - 0.3 18.7 0.6 -
- - - - - - 16.7 - 9.5 1.6 

------
4.0 7.7 49.1 4.7 - - 25.8 18.7 13.7 6.9 

------
- - - - - - • 2.6 - - -
- - - - - - 33.9 - - -

12.8 
. - -- - - - - - -

- - - - - - 4.0 6.3 - -
- - - - - - - - - -
- - - - 2.1 - 2.9 0.9 1.5 -
- - - - 2.1 - 56.2 7.2 1.5 -
4.0 13.9 55.3 4.7 1.3 3.0 117.1 40.6 33.5 7.1 

['GRAND 
TOTAL 

U.K.! . 
- 32.2 
- 22.8 
- 10.5 
- 9.1 
- 241.3 
- 119.6" 
- ~0.9 - 7.9 
- 43.6 

- 587.9 

- 347.4 
- 182.5 
- 9.1 
- 4.9 
- 23.9 
- 101.4 

- 669.2 

- 219.2 
- 252.0 ·- 15.6 
- 11.5 
- 6.3 
7.2 16.3 

7.2 520.9 

7.,2 1,775.3 . 
* Pnvate Orgam.zatlons: 
A.R.C.: American Red Cross; N.E.R.: Near East Relief; J.D.C.: American Jewish Joint Distribution Committee; A.F.S.C.: American Friends Service Committee; 
U.K.: United Kingdom Charitable Societies. 

Plj:R 
BEAD 
~ 

. 
9 

21 
6 
5 
9 
9 
4 
4 

3ti • 

7 

6 
29 

1 
1 
2 
1 

.3 

24 
6 
0 
2 
1 

• 
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Footnotes to Table V. 

(1) Determined by comparison of the figures given as "Loans for ;Relief," amot:nt 
outstanding on March 31st, 1921 or 1922 (whichever is the higher) (Statistica.l Abstract 
for :he United Kingdom) and the figures of Col. (11), Table IV. The latter figures are 
equal to, or higher tl.an, those of the first source, except in the cases of Austria and 
Poland. The excess for these two countries is entered in this • table. Conversion rate: 
£1 = $4.76 as in "American Food ... ". j 

(2) Lire 100 million (J. van Walre de Bordes, "The Austrian Crown," London, 
1924, page 8). Conversion rate 100 lire = $4.-, being the approximate rate in the 
latter half of 1920 and the first half in 1921. ' 

(3) League of Nations, "Memorandum on Public Finance," 1922, page 120 (Poland, 
Austria) and 1922-1926, page 343 (Germany). The loan to Germany represents the 
utilized portion at the end of 1924 of a 60,000,000 Gulden loan granted in 1921 for the 
purchase of foodstuffs. 

(4) League of Nations, "Memorandum on Public Finance," 1921, page 105. Part 
of the loan to Germany was repaid in the following years. Cf. also the same Memo
randum, 1922-1926, page 360. 

( 5) de Bordes, op. cit. 
(6) League of Nations, "Memorandum on Public Finance," 1922-1926, page 430. 
(3)-(6) Loans by ex-neutral countries converted at par of exchange. 
(7) Loan of 200 million Marks for purchase of flour (League of Nations, Memoran

dum on Public Finance, 1922-1926, page 156). Loan was granted before the end of 
1921. Dollar value is approxiroate on the basis of rates prevailing in the latter months 
of 1920 and the first half of 1921. 

(8) N. E. R.: Further $18.4 million in Syria, Palestine, Persia and Mesopotamia. 
(9) It proved iropossible to find statistical information concerning the activities of 

British charitable societies engaged in relief. From June 1919, on, however, the British 
Government added £1 to every £ collected by relief societies. £750,000 were distributed 
in this way (Goode, op. cit., page 16). Relief distributed by the United Kingdom, 
private charity, has therefore been taken at twice this amount. Distribution by countries 
is known in respect of less than a quarter of this amount; the whole sum has therefore 
been entered under "Sundry others." 

(10) To arrive at the figures given in this table for relief deliveries l)y private Amer
ican organizations, many rather arbitrary decisions had to be made to allocate ex
penditure between military and relief purposes, between relief and reconstruction 
purposes, between war and postwar activities, and, in some cases, to attribute expe';ldi
ture to individual countries. 
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TABLE VI 

TOTAL DEBT OF RELIEF-RECEIVING COUNTRIES TO THE UNITED STATES TREASURY 

at day of funding or, if unfunded, on Nooember 15t~, 1926 

I 
$(000,000's) 

A-Original amount of indebtedness 
B-Repayments1 

C-Amount outstanding 

PURPOSE: RELIEF DELIVERIES ALL PURPOSES 

Advanas Surplus A.R.A. 
Under War &Grain 

Type: Liberty Mate- Corp. Total o TOTAL 
Bond Acts rials Loans 

Interest: S% S% S%* S%* S%* 

Country A B c A,C A,C A B c A B c 
-------------

Finland - - - - 8 8 - 8 8 - 8 
Estonia - - - 12 2 14 - 14 14 - 14 
Latvia - - - 2 3 s - s 5 - s 
Lithuania - - - 4 1 s - s 5 - 5 
Poland - - - 60 76 136 - 136 160 - 160 
Czechoslovakia 49 - 49 21 9 79 - 79 92 - 92 
Yugoslavia 9 - 9 25 - 34 - 34 52 1 51 
Roumania 23 2 21 13 - 36 2 34 38 2 36 
Annenia' - - - - 12 12 - 12 12 - 12 
Austria' - - - - 24 24 - 24 24 - 24 
Hungary - - - - 2 2 - 2 2 - 2 
Russia' - - - - 5 5 - s 193 - 193 
3elgium1 286 2 284 28 - 314 2 312 379 2 377 
France• 10~ 2 104 213 - 319 2 317 3,405 64 3,341 --

1473 
-----------TOTAL 6 467 378 142 993' 6 987 4,389 69 

• Austria, Hungary: entire amount, Czechoslovakia: Sl million, Poland: S24 million at 6% interest. 

1 Wh~re necessary, the total amount of the payments is distributed between relief and other loans in 
proportion to the relative magnitude of the loans in question. 

• Figures for Belgium and France include credits for all deliveries made by the Commission for Relief 
in Bellrium (C/. footnote 1 to Table IV). Separation of these loans between Belgium and France is 
according to C.R.B., "Statistical Review of Relief Operations'", vol. II, page 6. 

• Thla figure is SS million less than that given in Table IV (Part C, total column \11) plus footnote 1, 
column Ul) ) owing to the fact that a loan of that amount to the Ukraine government included in 
Table IV does not appear in the United States foreign obligations statistics. 

• Unfunded debt; the Austrian debt was funded in 1930. 

GeNnal N ote.s: 
(i) \\'ar loans- to non-~lief countries (United Kingdom, Italy, Greece and Cuba) amounted to 

SS,950,000,000 of whtch $212.000,000, or 3~% had been repaid at day of funding. 
(ii) The advances under the Liberty Bond Acta were demand loans. 
(Hi) The loans for the purchase of surplus war materials were for periods from three to six years 

with the exception of that to France which bad a ten years' currency. 
(iv) The A.R.A. and Grain Corporation loans ran for periods from one to seven years. 

Source: ··c~mbined Annual Reports of the World War Foreign Debt Commission," page 81 and 
l.Jmted State~.Congre~. Senate Comtri.ttee on Finance, '"Refunding of Obligations of F~reie:n 
Governments (61th Congress, 1st Session, Cal. No. 219), pages 4-5. 

4,320 



COUNTRY 

Finland 
Estonia 
Latvia 
Lithuania 
Poland 
Czechoslovakia 
Yugoslavia 
Rournania 
Armenia 
Austria 
Hungary 
Russia 
Belgium 
France 

TOTAL 
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TABLE VII 

SERVICE OP LOANS POR RELIEP PURPOSES 

granted by the United States 

$(000,000's) 

Blank: no payments lobe made 
-: payments in defauU 

PAYMENTS 

UP TO DEC. 15TH, 1923 
Dec.15, 1928 

Surplus A.R.A.& lo 
Liberty Material Grain Corp. Mar.1, 19891 

Loans Loans Loans 

.3 5.2 
- - 1.2 
- .1 .6 
- - 1.2 
1.3 - 17.7 

.2 - - 16.9 

.4 - .8 
2.1 - 2.7 

- -- .9 
- .5 
.2 -

9.6 5.3 - 25.8 
5.7 29.2 - 20.8 

18.0 35.8 .6 94.3 

. 

TOTAL 

5.5 
1.2 
.7 

1.2 
19.0 
17.1 

1.2 
4.8 
-

.9 

.5 

.2 
40.7 
55.7 . -

148.7 

1 Only payments during the last year (March 1st. 1938 to March 1st, 1939): Finland $395,000; 
Hungary $20,000. 
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. TABLE VIII 

POPULATION OF EUROPE, 1920 AND 1940 

19201 19402 

---
Norway 2.7 2.9 

Denmark 3.3 3.8 

Sweden 5.9 6.3 

United Kingdom 44.0 47.7 

Ireland 3.0 2.9 

Netherlands 6.9 8.8 

Spain 21.4 26.0 

Portugal 6.0 7.6 

Switzerland_ 3.9 4.2 

Italy 38.7 43.9 

Total, non-relief countries 135.8 154.1 

Belgium and Luxemburg 7.7 8.7 
France 38.8 42.0 
Germany 60.4 69.3 
Finland 3.4 3.7 
Estonia 1.1 1.1 
Latvia 1.8 2.0 
Lithuania 2.0 2.4 
Poland 25.7 35.1 
Danzig 0.4 0.4 
Czechoslovaki.1 13.6 15.3 
Austria 6.4 6.7 
Hungary 8.0 9.3 
Yugoslavia 11.7 15.7 
Greece 5.0 I 7.2 
Bulgaria 4.8 6.1 
Roumania 16.3 19.9 
Turkey in Europe 1.0 1.4 

Total, relief countries 208.1 246.3 

Total Europe 343.9 400.4 
U.S.S.R. 144.3 172.0 

Europe ana U.S.S.R. 488.2 572.4 
--- --

1 First post-war census, generally 1920. 
• Statistical Year-Book of the League of Nations, 1940/41. Estimates as of the end 

of 1939. Figures relate to 1937 territories. 
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PREFACE 

. At its session in December· 1939, . the C'o~ncil 'of. th~ . League of 
Nations,· foreseeing thaf circu~stances might arise which would 
render the convening of international meetings difficult;.;md anxious 
to safeguard the framework ot the League's technicalorganisations, 
renewed the appeintment of members of League Comiriittees until 
further · notice: Since· then 11either the Economic nor th~ Financiat" 
Committee has met but as a result of consultations. between' certain. . . ' . .. . .. ,;. ' . • '. . , } 

members of. both committees and . the Secretary-Gen~ral; · it . was 
decided, early this year, that the time had come to arrange ~0~ 
a meeting; A joint session of.the two bodies appeared _desirable as. 
they are jointly responsible for approving the lines alpng which the 

,economic and financial work· of the League shouhi tp~~eed and 
arranging for' the co-ordination of work, where'necessary,·:with that · 
o{ other organisations. Owing to the conditions 'of travel it was . 
. difficult .to arrange a single meeting at which all available 'members 

. could be present and it was accordingly decided to hold two meetings, 
one· in England and the otlrer in the New WorJd'. The first was held , 
in London during the course of the week;beginning April ~7ili, the 
second in ·Princeton, N.J., · on August 7th and 8th~. , The following 
is ·a list: of the members and corresponding members who.:were 

. present at the.two meetings; with an indication .oftheir nationalities: 
. . ' 

LONDON MEETING· 

SIR FREDERicK LEITH-:Ross; G.C.M.G., K.C.B., (United .J~iogdom). · 
ChaiYman · 

MR. R. M. CAMPBELL, (New Zealand) 
. l\L F. VAN. LANGENHOVE, (Belgium} 

MR. F. L. 'McDouGALL, C.M.G., (Australia) 
M. ·G. MANTAZAVINos, (Greece) (representing the Fiscal Cqmmittee) 
M.· J. ~owAK, (Poland) · , · · · 

• MR. w.:·w. RIEiLER, .(tt~s.A.) , · 
, . ~ . 

DR. D •. CRENA DEjONGH: (Netherl~ds); wht arrived ia£ngl~d alter the•close 
· Qf th~ Pl~~tin~ •. app~ov~q tll.~ <:lraft report. 



PRINCETON 1\IEETING 

HoN. HENRY F. GRADY, (U.S.A.), Chairman 
liiR. W. C. CLARK, (Canada) 
MR. T. }EFFERSON COOLIDGE, (U.S.A.) 
DR. liiANUEL R. EGANA, (Venezuela) 
DR. L. S. Hsu, (China) 
SIR FREDERICK LEITii-Ross, G.C.M.G., K.C.B., (United Kingdom) 
M. HELlO Lono, (Brazil). (replacing Dr. J. A. Lins de Barros) 
111. MIGUEL LOPEZ PUMAREJO, (Colombia) 
MR. F .. L. McDouGALL, C.11I.G., (Australia) 
DR. A. H. PHILIPSE, (Netherlands). (replacing Dr. D. Crena de Jongh) 
SIR FREDERICK PHILLIPS, G.C.11I.G., C.B., (Unite~ Kingdom) 

The Cm.unittees were fortunate enough to be aole during the 
course of their deliberations, to secure the advice of the following 
persons who attended in their individual capacities for consultation: 

LONDON MEETING 

M. H. ALPHAND, (France) 
DR. J. W. BEYEN, (Netherlands) 
111. J. NECAS, (Czechoslovakia) 
DR. A. RAESTAD, (Norway) 
MR. F. J. DU Ton, (South Africa) 

PRINCETON MEETING 

DR. RAMON BETETA, (Mexico) 
DR. CoNSTANTIN FoTITCH, (Yugoslavia) 
SARDAR H. S. l\IALIK, (India) 

Professor Lindsay Rogers and 111. P. \Vaelbroeck attended the second 
meeting, and 111. V>aelbroeck the first meeting, on behalf of the International t 
Labour Office. 
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REPORT TO THE COUNCIL 
ON THE 

WORK OF THE JOINT COMMITTEE 

I. The Problem of Relief and Reconstruction . 
I. The present. war will undoubtedly create far deeper and mor~ 

widespread dis,ruption of the economic and financial structure of 
society than did the war of Igq-I8. The field of direct"confl.ict is 
more vast; the sociai upheavaJ more profound; many more countries 
have suffered invasion and occupation and blockade. Moreover, 
before the war started, the process of disintegration was already far 
advanced. We shall be faced with the necessity of building a new 
system from the foundations. 

2. Whatever may be the uncertainties of the future, two things 
are certain, that after the war there will be a great dearth of food
stuffs and raw materials both in Europe and in other areas, and that 
there will be a dearth of means, particularly in the countries which 
have suffered most tragically, to pay for the supplies which will be 
coming on to the markets in producing areas. Certain Governments· 
of the United Nations have already inaugurated the preparation8 of 
joint plans to deal with the immediate needs of post-war relief. 
The possibility of restoring some degree of social organisation in 

'many of the war-torn countries wili depend not only on the efforts 
of the countries themselves but also on the effectiveness of these 
joint plans. It seems probable that any such plans can only be imple
mented if the countries whose productivity has not been directly 
curtailed by the ravages of war are able and willing to furnish s~pplies 
and services on the largest possible scale to meet post-~ar relief 
requirements. Such a policy is, we are convinced, in the long-term 
interests of these·countries themselves, as only by the reconstruction 
of world economy can they hope to restore their former markets. 
One of the lessons of the 1914-IS war was the inadequacy o' the 
relief available to the nec~ssitous c~mntries :nd the consequent 
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d:tficulties which they experienced in restoring a balanced economic 
position-difficulties which left a legacy of trade restrictions .:md 
controls in the importing countries and of unmar~•etable surpluses 
of production in exporting countries. History is bound to repeat 
itself unless effective measures can be taken to rebuild the post-war 
world on a basis of international collaboration. 

3. The period of relief, however well it may be organised, cannot 
continue inddinitely, and the aim of every country will undoubtedly 
be to restore peacetime economic activity as rapidly as possible. 
Here lie both a danger and an opportunity. If in each area each 
country, a~ting by itself, bases its plans for reconstruction on its 
own efforts, restrictions-quotas, exchange controls, prohibitions, 
in addition to excessive tariffs-will be intensified and multiply 
like weeds on the battlefields; and new vested interests will be 
rapidly created which it may take years to overcome. If, on the other 
hand, the plans of reconstruction can be solidly based on prearranged 
schemes of international co-operation, a much more rapid revival of 
prosperity and of international exchanges can be assured. The 
disruption and upheaval caused by the war, and the resultant need 
to rebuild, will give an opportunity, such as may not recur, to plan 
the lines of future reconstruction on a new and sounder basis. But 
in order to· take advantage of this opportunity, the framework, 
at any rate, of the plan ought to be settled during the period of the 
wa'". If everything is postponed until peace has been restored, it 
may well be too late. 

4· It is not possible in this report to trace, except in the broadest 
outline, the features of any plan of reconstruction. The first condition, 
of course, must be political security and a general confidence in 
lasting peace. In the international sphere, the next steps are the 
restoration of an effective system of international payments and a 
reopening of multilateral channels for world trade. But these 
conditions, however necessary, are far from adequate. The war 
itself has created a general disequilibrium, and this disequilibrium 
must be remedied before any plans of reconstruction can become 
fully effective. The channels of international trade and payment 
which have been severe~ by. the necessities of war must first be 
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repaired, and the current of exchange restarted and 1j,he distorti,9n 
of prices and price levels readjusted." For these purposes, • a much 
larger degree oi international collaboratiOI). than anything yet 
achieved will "Qe necessary. What alternative is there which oJWrs 
any prospect but a long continuance of economic disorder? The whole 
world is linked together, for better or worse, and no country can long 
improve its position at the expense of othe~s. 

s. Concerted action will also be required with a view to preventing 
wide fluctuations in the prices of raw ma,erials and foodstuffs, such 
as those from wl'lich countries suffered in the inter-war period. Aid 
to countries producing crude materials in achieving a bet,ter balance 
in their national • economics, combined with joint international 
measures designed to secure greater stability of prices and markets 
for primary products and greater equilibrium between prices of 
primary products and those of manufactured products, would go 
far towards realising the objectives in view. But free access to 
raw materials and the benefit to all countries, including the raw 
material producjng countries, which may result from such free access, 
can only be assured if multilateral trade is restored. 

' ' 

6 .. It is possible that for a time after the war the available supplies 
of many commodities may be inadequate to meet potetttial demand. 
In such conditions, demand may need to be controlled ii1. order to 
prevent a further rise in prices beyond the level reached in the 

" war. Such a rise, if not checked, could hardly fail to be followed 
by a collapse, as happened after the last war, intensifying any subse
quent depression. This danger having been avoided, a point will be 
reached sooner or later when the conditions wih be reversed; supplies 
may need to be regulated and demand stimulated. When this happens 
a state of great danger will have been reached unless adequate 
preparation has been made in advance. Under pressure of business 
depression and increasing unemployment, all Governments are 
bound to adopt any measures within their power which wrtl stimulate • 
internal productive activity. Many of the measures which are in fact 
adopted by individual countries !aced by that problem, such as 
measures for the restriction of purchases abroad, are injurious to 
the rest of the world ~nd spread dipression iarther and faster. If 

• 
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th~ proposed"restoration of the channels of world trade is not to be 
a tempDl"ary affair followed by a speedy relapse into the worst c~m
ditions of the thirties, it is essential that plans slwuld have been 
dr<>wn in advance,' particularly on the monetary side, capable of 
applying throughout the world some strong expansionary impulse 
on the approach of a depr~ssion. The best security that international 
trade shall flourish is to be found not so much in treaties and agree
ments as in the maintenance of conditions under. which all countries 
are willing buyers of forei@ products for the reason that their own 
internal prosperity makes fuch acquisition desirable. 

< 

7· It foll~ws from what has been said in the last paragraph that, 
in our opinion, the maintenance of various fgrms of economic 
control will be neces!;ary, in certain cases for a considerable time, 
after the war. There is no doubt that the sudden removal of inter
Allied and national controls after the last war contributed to the 
run-away price movement in 1920, the slump in rg2r and the subse
quent currency chaos in Europe, and that 'it was thus one of the 
decisive causes of the movement towards greater economic isolation 
that characterised the inter-war period. We feel convinced that if 
individual enterprise is to be preserved and multilateral trade 
restored, the transition from a war to a peace -economy mu~t be 
effected by a. gradual and internationally co-ordinated process of 
decontrol.' 

.. 
8. The Governments of the United Nations have already announced 

the general principles which will govern their long-range plans of 
reconstruction in the terms of the Atlantic Charter, and the United 
States~ the United Kingdom, the U.S.S.R., the Chinese and other 
Gowrnments have amplified this statement, as regards commercial 
policies,in the terms of the Mutual Aid Agreements,(') which expressly 

(•) Article 7 of the Agreement between the United States and the United Kingdom 
reads as follows: 

''In the fint.l determination of the benefits to be provided to the United States 
of America by the Government of the United Kingdom in return for aid furnished 
under the Act of Congress of the uth lllarch 19.p, the terms and conditions thereof 
shall be such as not to burden commerce between the two countries, but to promote 
mutually ad,·antageous economic relations between them and the betterment of 
world-wide econ01qic relations. To that end they shall include provision for agreed 
action Ly the United Sta{es of America and the United Kingdom, open to par-

' 
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set forth "the elimination of all forms of discriminato"ry tPetl.tment 
in tnternational commerce" and "the reduction of tariffs and other 
tr.ade barriers" ~s objectives towards which th@ir policies shall.,be 
directed. Inspiring both these declarations lies the ideal of the Four 
Freedoms pronounced by the President of the United States of 
America, and the intention to bring about the fullest collaboration 
between all nations in the economic field with the object of securing 
for all improved labour standards, economic advancemt;nt and social 
security. That collaboration is already in being, and we look forward 
with confidence t.P the practical application of the principles of these 
declarations. • 

g. We believe thM, had it been possible to bring these principles 
into effect twenty years ago, the economic dislocation and tension 
of the inter-war period m~ght well have been sensibly alleviated. 
The issues of war and peace are in essence of a political nature, but. 
economic difficulties help to create that atmosphere of international 
unrest and suspicion which facilitates the outbreak of wars, and it 
must be the aim of all right-minded men to seek every means by 
which these economic strains on international relationships may be 
eased. To-day the peoples of all countries look to their Governments 
to secure, after the present struggle, a just and durable.peace which 
will free them from fear of aggression and give them the opportunity 
of social progress and the prospect of a more prosperous future. The 

a 
final purpose of all production is to satisfy needs and we believe that 
if Governments base their policies in the first instance on a considera
tion of the needs of the consumer and on the ways and means by 
which those needs may be most readily and most amply satisfied, 
they will best promote the welfare, both of the producer and of the 

ticipation by all other countries of like mind, directed to the expansion, by appro
priate international and domestic measures, of production, employment, and the 
exchange and consumption of goods, which arelche material foundations of the liberty 
and welfare of all peoples; to the elimination of all forms of discriminato7 treatment 
in international commerce, and to the reduction of tariffs and other trade barriers; ' 
and, in general, to the attainment of all the economic objectives set forth in the 
Joint Declaration, made on the rzth August 1941, by the President of the United 

. States of America and the Prime Minister of the United Kingdom. At an eaiiy 
convenient date, ·conversations shall be begun between the two Governments with 
a view to determining, in the light of governing economic condition9, the best ~eans 
of attaining the above-stated objectives by th.tlr owd' agreld action and of seeking 
the agreed action of other like-minded Governments. • 
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" ' world ~ a whole. The Governments must be responsible for framing 
the necessary measures of international co-operati~p. The sacrific.es 
w};lich may be needed for this purpose are infinitely smaller than 
those which are willingly accepted for the prosecution of the war, 
and all the sacrifices made during the war will be in vain if the spirit 
of co-operation is allowed to lapse as soon as the fighting ceases. 

II. · Work Undertaken by the League of Nations 

10. In preparing the way for the formulation uf such plans for 
the future,.-the League has, we believe, an important body of experi
ence to contribute and it has, in fact, organised its work since the 
beginning of the war with this consideration in rr{ind. 

II. In December, 1939, the Secretary-General reported to Mem
bers of the League on certain decisions regarding the current and 
future economic and financial work of the League which he had found 
it necessary to take owing to the postponement of the regular 
Assembly meetings and the new circumstances created by the out
break of war.(') He charted a broad field of studies .on international 
economic problems which seemed useful and-in view of previous 
decisions of the Assembly and the special experience and equipment 
of the statf-proper for the Economic, Financial and Transit Depart
m~nt to undertake. To quote from his report: 

"\Vhen war broke out in 1914, there existed a system of 
economic organisation in the world which functioned smoothly 
and which it was generally assumed would be re-established 
with necessary modifications once hostilities ceased. It never 
was fully re-established, and since the depression which began in 
1929, there has been rather a state of quasi-permanent emergency 
than any general operative system. The problems of economic 
organisation that will have1 to be faced after the termination 
of hostilities will therefore prove to be extremely complex 
and•grave. · 

"During the past ten years, these problems have constantly 
occupied the attention of Governments and of international 
bodies sitting at Geneva and elsewhere. l\Iany proposals for 
their solution have been put fonvard. All these problems and 

c these pt0posal't, reqwre careful and constant re-examination. 
l· 

(') League of ~ations docum'ent A.6(a), 1939. 
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Have the proposals put forward failed because of some itlherent 
defect or because the political conditions-that have led to war 
-rendered their application impossible? Has there not been 
rather a lack of will to solve than of ability to find solutions? 
Have any deep-lying economic changes been overlooked? On 
all these subjects there is a vast mass of material at Geneva, and 
on them the Secretariat has a unique ex1;erience and contacts 
with persons all over the world whose concern they are. It is of the 
utmost importance that this experience and these contacts should 
be preserved; and that the material should be reduced to such 
a form as to render it of immediate use and value when the time 
comes. 

"But the "'ar itself is daily giving rise to structural changes and 
structural strains that will produce new problems for ultimate 

· solution. •It will be necessary, therefore, for those engaged 
upontheexaminationoftheissues to which I have just referred 
to keep themselves constantly informed about current develop
ments. This, with the aid of an active Economic Intelligence 
Service, they should be able to do. 

"To one special aspect of this whole range of questions 
the Co-ordination Committee paid special attention in its last 
report.(') 

"Whatever the final outcome of the state of political tension 
may be," it observes, ". . . society will have to readapt itself 
sooner or later to a peacetime economy, and a difficult period 
of adaptation must be foreseen on account of the present diver
sion of plant and labour to armament needs and the growing 
dependence of business on Government spending. We do not 
think Governments can begin to concern themselves too soon 
with the problems to which that transition must give rise. ! .. 

This whole question is one which should, in our opinion, be studied 
in close collaboration with the International Labour Office." 

12. The above report by the Secretary-General was submitted to 
the League Assembly at the brief session which it held in the middle 
of December, 1939. The Assembly took the necessary budgetary 
decisions to keep in being an efficient Economic Intelligence Service, 
adopted a resolution expressing the opinion that "the present 
condition of the world renders it all the more necessary that the 
economic and social work of the League ... should continue on as 
broad a basis as possible" and approved the proposal to create a • 
Central Committee to co-ordinate, direct and supervise the work 
of the League's technical organisations. Circumstances rendered it 
impossible to constitute the Central Committee; but. a meet~g of 

• • (•) League of Nations document A.16, 1939.11. 
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ali organising committee was held in February 1940 at The Hague, 
where the Secretariat was able to discuss with some of the memt>ers 
a preliminary plan of studies. The work which has been do"ne 
in execution of this plan-subsequently revised and amplified as 
a result of conversations with officials and economists concerned with 
post-war economic probl~ms in various countries-is referred to in 

f 
paragraph 22 below. . , 

13. In June, 1940, an invitation was received from Princeton 
University, the Institute for Advanced Study, and the Rockefeller 
Institute for Medical Research, suggesting that the'te~hnical services 
of the League might take up their work in Princeton and offering 
offices and other facilities. In response to this invitation, the Director 
and part of the staft of the Economic, Financial and Transit Depart
ment came to Princeton in August, 1940. The decision to accept 
this offer has been fully justified by experience. New and valuable 
contacts have been established, old contacts renewed, and it is 
possible for the League to conduct its work in touch with centres 
where decisions of policy are being taken day by day. 

14. The work on current economic developments has been so 
divided that the Geneva staff specialise on European developments, 
while those ·on mission at Princeton follow the course of events in 
the rest of the world. The Statistical.Year-Book and theM onthly Bulle
tin··of Statistics-both of which have been published without inter
ruption-are still printed in Switzerland. The World Economic 
Survey, I9J9-I94I· which appeared last autumn, was written in 
Princeton; there, too, the other publications referred to below and 
the great majority of studies on post-war problems are being pre
pared. 

15. We take this opportunity of expressing our deep appreciation 
of the hqspitality extended by Princeton University and the 
Institute for Advanced Study to the Economic, Financial and 
Transit Department, and of the generosity of the Rockefeller 
Foundation which voted a grant of Sso,ooo for the years 1941-42 to 
aid t_he work <'f the Department in Princeton, and has since made 
a further grant to become. avaliable after the close of the current year. 
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I6. The bulk of the economic and financial(•) workoof the De~rt• 
•• ment falls into two parts-first, the preparation of certain volumes 

aealing with <mrrent economic developments and, secondly, the 
initiation of studies likely'to prove useful now ~r later in conne~ion 
with the formulation of economic and financial policies. We shall 
consider each of t):lese facets of the De.partment's programme in 
turn. 

IJ. In regard to the first, we desire to record our satlsfaction at the 
decision taken in 1940 and again in 1941 to maintain-in spite of 
very real difficulties-the pivotal publications of the Economic 

0 

Intelligence Service, namely, the Statistical Year Book,at:he Monthly 
Bulletin of Statistics and the World Economic Survey. Many Govern
ments have greatly curtailed their economic statistics. and informa
tion concerning financial conditions has also been much reduced; 
but this very fact has increased the current-and the future
importance of the collection of such information as is available for 
different parts of the world. When the present conflict is over, the 
existence of the information contained in the statistical publications 
of the Department and of an organisation able to collate rapidly 
additional information frotn all over the world will be essential 
to those responsible for formulating the peace settlement and the 
economic policies of the future. An authoritative re"ie~ of current 
economic developments and government policies, such as that 
furnished by the World Economic Survey, meets, we believe, ,. real 
need. 

r8. These three publications are to be maintained in 1942. and 
we are glad to note that they are being supplemented by a volume 
on Central and Commer~ial Banking statistics entitled Money and 
Banking,I939-42, and a study on Wartime Rationing and Consumption. 
The importance to Governments and the general public of obtaining 
a clear picture of the present state of nutrition and food-rationing 
measures in various countries and of the curtailment of civilia; 
consumption as a central problem of war economy requires no 
emphasis. 

( •) Another part of its work is devoted more particulapy to tll'e study of ~roblems 
dealt with by the League of Nations Organi~atio~ for Communications and Transit. 
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I9. The Secretary-General's latest report('} describes the general 
range of subjects covered by the Department's programme .<>f 
studies relating to post-war problems and the mann\!r in which the 
wor:;: is being approached. 

In the execution of this programme three guiding principles 
are being kept in mind: 

(a) before the future is planned and projected, it is necessary 
to learn.and apply the lessons that may be deduced from the 
failures-and successes-of the recent past; 

(b) such evidence as to the past must itself be supported by an 
adequ;\te basis of fact, so that those responsible for the for
mulation of policy may be able to frame t~~ir own judgment 
upon them; 

(c) Inherent in the organisation of modern society are dynamic 
forces conducive to instability, among which may be distin
guished those that lead to fluctuations in economic activity 
with their train of depressions, stagnation and unemployment 
and those that have their origin in population pressure or the 
~emographic pattern of society. Provided that political 
relations can be settled on a basis which assures the mainte
nance of peace, the core of the social and economic issues of 
the futm;e is likely to be the problem of economic advancement 
with social security. The means by which this goal can be 
reached must therefore constitute the central thread of all 
constructiYe economic thinking for the future. 

20. With this emphasis on the problem of economic advancement 
and social security we are in complete agreement. We approve, 
likewise, the approach indicated under (ll) and (b) above and the 
care taken to avoid blueprinting for an uncertain future and. entering 
into problems of executive detail. At the sariJ.e time, the organs of 
the League, should provide such expert guidance as they can to 
assist Governments in implementing the policies formulated in th~ 
Atlantic Charter-the enjoyment by all states of access on equal 
terms to the trade and raw materials of the world, the fullest col-

(•) '"lkport on th~e Worlrc..:>f the Lea~e, 1941-1942." League of Nations document, 
C.35, liL35. 1942. 
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laboration between all nations with the object of se'curii].g for'all 
hi/proved labour standards, economic advancement and social 
security, the assurance that all men in all land:; may live OU

1

t their 
lives in freedom from fear and want. In the work on these prob~ms 
of free access to raw materials and to the world's trade, of the raising 
of the standards of living and of social security, the Economic and 
Financial Organisation of the League, with it~ommittees have taken 
an active part in the past and will, we hope, continue to do so in the 
future. In this connection we would call attention particularly 
to the pioneeril}g work on problems of nutrition initiated by the 
technical sen~ices in Geneva in 1925. (1) As a result of food shortages 
and rationing during the war, all peoples have become m8re conscious 
of their nutrition problems. We trust that the League will continue 
to furnish a point of focus for international consideration of these 
problems. 

21. As the Secretary-General points out, it is essential that the 
programme of study be kept elastic and adaptable to changing 
conditions and the current requirements of Governments and 
national agencies concerned with reconstruction problems. There 
is, therefore, no advantage in indicating at any moment of time all 
the details of. the plan since those details maybe-are indeed likely 
to be--changed. It is, however, desirable to maKe known the 
broad lines of the programme upon which the Economic, Financial 
and Transit Department is engaged and the very considerabl~pro
gress that has been made in its execution. 

22. The general range of subjects covered by the programme is 
as follows: (•) 

(a) Problems of commercial policy; 
(b) Problems of raw materials; 
(c) Problems of relief and reconstruction; 

• • 
(•) The paper by Drs. Burnet and Aykroyd on "Nutrition and Public Health" was 

issued in 1935, the study of the Technical Commission of the League Health <;om
mittee on "The Physiological Bases of Nutrition" the following year. The final report 
of the Mixed Committee of the League on "The Relation of Nutrition to Health, 
Agriculture and Economic Policy" appeared in 1937. 

(•) The order in which these subjects are s~ out does net neces"sarily corr~pond to 
the order in which the individual studies are heir~ undertaken. 
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(d) Problems of agriculture; 
(e) International currency problems; 
(f) Problep1s of economic depressions and %ocial security ; 
(g) Population problems. 

(a) CoMMERCIAL PoLICY. This, throughout the whole inter-war 
period, was the main field of activity of the Economic Committee 
and its secretariat, a1fl:l to the related work on trade statistics and 
analysis the f;conomic Intelligence Service has devoted particular 
attention. \Ve have had before us a volume on Europe's Trade, 
published by the League in 1941, and two unpublished memoranda, 
the first cllntaining an historical study of recommendations on 
commercial policy adopted by international conferences in the inter
war period, compared with the policies that wer; actually pursued, 
the second containing an analysis of the reasons of the failure
or success-of those recommendations. A companion to the volume 
on Europe's Trade dealing with the trade of the rest of the world is 
shortly to be published under the title "The Network of World 

• Trade," which contains a careful analysis of the structure and 
functioning of the multilateral trading system. Other memoranda, 
dealing inter alia with the economic factors leading to the imposition 
of quantitative restrictions on trade, and with the possibility and 
means of maiptaining effective trading relations between countries 
with a free price economy and those imposing exchange-control or 
maintaining a Government trade monopoly, are also in process of 
prep~ration. 

(b) RAw MATERIALS. In the study of the problems relating to 
raw materials, the Department has also had long experience, dating 
from 1920.(•) The volume published by the League in 1940 under 
the title "Raw Materials and Foodstuffs; Production by Countries," 
provides the factual foundation for the work now being undertaken 
in this field, We have been informed that among the subjects on 
which work is being undertaken are the nature of the obstruction 
to free access to raw materials; the nature, objects, and effects 
of raw material controls; the proposals made in the course of the 

( •) Cfs..-especially ''Report of the CouVnittee for the Study of the Problem of Raw 
Materials," Geneva, 1937, Leagues>f Xations document, A.27, 1937, II.B. 
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inter-war period to assure equal conditions of supply and t~ prev~nt 
viq,lent fluctuations of price, and the extent to which these proposals 
are likely to pr..ove adequate to implement the objectives of the 
Atlantic Charter. ~ 

(c) RELIEF AND FINANCIAL RECONSTRUCTION. The Department 
has made preliminary studies on post-r9r9 relief deliveries and 
relief loans, and these are to be followed by a critical analysis of the 
financial aspects of the reconstruction schemes of the r9zo's. Studies 
are also in hand on the following subjects; the more immediate 
economic problems' arising in connection with financial reconstruc
tion; the bro:der issues of the effects of large internatiBnal capital 
movements on ecmaomic stability; the effects of the various forms 
of international l~nding on the financial and commercial relation
ships of nations; the measures adopted by certain countries in the 
twenties with a view to stopping inflation without foreign aid. 

(d) AGRICULTURE. A study has been almost completed on the 
effect of the First World War on agricultural production in,Europe, 
the causes of the drop in production during the war, and of the 
slowness of recovery. This study is to be followed by an analysis 
of European trade in agricultural products. These and certain 
other background studies(') are intended to lead up to an. estimate 
of the probable nature and proportions of the imme,diate post-war 
agricultural problem, particularly in Europe, and a consideratioJt of 
the forces that tend to influence long-term agricultural policies. 

(e) INTERNATIONAL CuRRENCY PROBLEMS. In this field-which, 
from the beginning, has been the particular concern of the Financial 
Committee, and on which much evidence from the past twenty 
years is available in the Department-the programme is designed 
to cover such questions as the advantages and disadvantages of 
fluctuating or fixed, free or controlled exchanges, the causes of the • 
drift towards monetary autarchy, the principles of policy employed 
in the gold exchange standard in the twenties and the sterling 

(J) A considerable documentation on agriculture was especially }'repared for and 
published by the League in 1939 in connecti<tJI with the f>roposed Europeatf Con-
ference on Rural Life. -· 
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staildard in i?he thirties, exchange equilisation funds as a contri
bution to currency machinery, the conditions essential for the succt<_ss
ful operation of various currency systems. Considerable progress 
has already been made. We have had before us a study on exchange 
stabilisation funds and we understand that first drafts of studies on 
the principles employed il) the Gold Exchange Standard System and 
the Sterling Standard System have also been completed. 

(f) EcoNOMIC DEPRESSIONS AND SociAL SECURITY. The Depart
ment's programme is a continuation of two closely related groups of 
enquiries on which the League has been engaged for,several years, 
namely, th~ enquiry by the Economic Intelligence Service into the 
causes of the recurrence of economic. cycles(') and. the study of the 
practical steps to prevent economic depressions or to mitigate their 
effects which has been under consideration by a Delegation of 
experts composed partly of members of our two committees. The 
work of that Delegation,. which had reached an advanced stage, 
was interrupted by the outbreak of war; we have been informed, 
however, that a great part of the preparatory work for a revised 
draft has now been completed by the Depai:tment. This preparatory 
work covers not only long-term policies but also more immediate 
issues and problems connected with the transition from war to peace· 
economy.< In the execution of its programme, the Department has 
also completed and has communicated to us two memoranda on the· 
economic fluctuations in the United States and the United Kingdom 
in the period rgr8-22. 

(g) POPULATION PROBLEMS. On these problems, too, work by 
a Le~gue Committee instructed to submit a report "of practical value 
to Governments in the determination of their policies" was suspended 
by the outbreak of war. This Demographic Committee had laid down 
a very extensive programme of preparatory work on the subject. 

' An arrangement has been made under which this work is being 
undertaken by the Office of Population Research in Princeton Uni-

(') One. of the several published studies which have resulted from this enquiry, 
an analysis of busmess cycle theories entitled "Prosperity and Depression," by Pro
fessor:(;. Haberle~. has bten reprinted_ six times in English and translated into several 
other .languages. A new and en(,1.rged' edition appeared last autumn. 

I 
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versity under the direction of Dr. Frank Notestein and under"the 
general editorship of the Director of the Economic, Fina~~ial and 
Transit Department of-the League. We welcome this arrangement, 
and are glad to learn that a considerable part of the background Work 
has already been completed by the Office. As the field of study is a 
vast one which has, up to now, been inallequately explored, it was 
decided to start with an examination of the European data, which 
are the most complete. The programme will be carried out as a 
series of independent but closely linked studies. It begins with a 
brief historical note and a general description of the relationship 
of population to resources in pre-war Europe, and moves from this 

0 . 

to a consideration of the trends of population growth, the implication 
of these trends for. the future and the economic problems associated 
with rapid population growth and with actual or incipient population 
decline. This work is being extended to other regions of the world. 

23. The Department has confined its programme to certain groups 
of subjects on which it has specialised for many years and in regard 
to which the League has been the central. organ of international 
action. The programme does not exhaust the subjects falling under 
this category or the aspects of the problems already under considera
tion that require study. We have made certain suggestions to the 
Director of the Economic, Financial and Transit D~pa!;tment re
garding the extension of the programme of work outlined above 
and fee~ that the Secretary-General should be allowed full lati-tude 
not only to modify the plan of studies but also to extend the field of 
the Department's enquiries at his discretion. He will doubtless 
consider in this connection any requests that may be addressed 
to him by Governments or other international bodies such as the 
International Labour Organisation. In the execution of this 
programme it is, we feel, important that .the Department should 
keep in constant contact with the various national reconstruction 
committees or government departments which are studying post-• . 
war economic and financial problems and preparing plans for the ' 
future. 

24. Only two of the studies submitted to us have ~ far beeil pub
lished. In certain cases it is clear~ a<J,visab!e to postpone publi-
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cp.ti:on of individual memoranda until complementary studies in the 
same field have been completed. In other cases, it may be found 
advisable to consult with other bodies ·and nationai> experts before 
dra>ving up a final 'text for publication. But we consider that, in 
principle, the results of the Department's enquiries should be 
published and made available to all interested with the least possible 
delay. This applies equa).ly to the work in preparation for the Demo
graphic Committee.. In regard to the vital problems of mitigating 
cyclical movements in economic activity, we are of the opinion that 
an authoritative statement by the Delegation on Economic De-

/ . 
pressions is now a matter of considerable importance,, and we hope· 
that it rna)!' be possible for the Delegation to meet and issue its 
recommendations without too great delay. 

III. Collaboration with the International Labour Organisation 

25. In the course of our discussions we considered a question which 
has arisen as a result of the Conference of the International Labour 
Organisation held in New York and Washington last autumn, 
namely, how to promote the fullest co-operation possible between 
the Economic, Financial and Transit Department and the Inter
national LabQ.ur Office in their work on reconstruction problems. ,, 

zq, The principal resolution adopted by the Conference contained 
the following passages: 

WHEREAS the close of the war must be followed by immediate 
action, previously planned and arrangep, for the feeding of 
peoples in need, for the reconstruction of the devastated coun
tries, for the provision and transportation of raw materials 
and capital equipment necessary for the restoration of economic 
activity, for the reopening of trade outlets, for the resettlement 
of workers and their families under circumstances in which 
they can work in freedom and security and hope, for the changing 
over ci. industry to the needs of peace, for the maintenance of 
employment, and for the raising of standards of living through
out the world; and 

WHEREAS the International Labour Organisation, which 
'iJOssesses fhe conJ;idence of tee free peoples and includes in its 
structure the represent;Q;ives of workers and employers, is for 
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these reasons peculiarly fitted to take part in this work ih such 
a way as to minimise misunderstanding an~ unrest and to 
promote a s?ble and enduring peace: 

THE CONFERENCE of the International Lafiour Organisa
tion requests the Governing Body: 

. . . to set up from its own membersljip a small tripartite 
committee, instructed to study and prepare (i) measures of 
reconstruction and (ii) emergency measures to deal with 
unemployment, which should be empowered to enlist the 
assistance of technically qualified experts and authorised 
to co-operate with governmental, inter-governmental and 
private agencies engaged in similar studies and with those 
agenci~ whose present activities in the social and economic 
field affect the conditions under which post-war progratilmes 
will be carrie

0
d out. . .. 

27. A meeting of the Emergency Committee, to which the powers 
of the Governing Body have been delegated, was held in London in 

• April to consider the means of giving effect to this and other reso
lutions of the Conference concerning the planning and application of 
measures of reconstruction. At this meeting it was decided to set 
up a Committee composed of men of wide experience in the light of 
whose advice the Governing Body could feel that its own decisions 
were formulated with security and authority. In the report sub~· 
mitted to the Emergency Committee by the Acting Dh'ector of the 

' . . 
International Labour Office, it is explained that:-

"The function of such a Committee would be to study what 
economic provisions should be included in the post-war settle
ment in ,order to make possible the implementation of the social 
objectives 9f the Atlantic Charter and in particular the provision 

- of full employment and a rising standard of living. If such a 
Committee could be composed of outstanding personalities with 
the competenc~nd experience necessary to deal with financial 
and economic problems from an international standpoint, not 
only would its views undoubtedly carry great weight but it would 
be invaluable in helping to direct the work of the Office on these 
vitally important subjects. · 

"A Committee of the kind suggested would act as an adv'isory 
body to the Governing Body for the purposes indicated above. 

It is through the medium of a committee such as that suggested 
above that technical advice might be secured in connection 
with international financing and ec,i)nomic polil:y in it's relation • 
to social objectives," 
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:~.8. From what has been indicated in the earlier chapters of our 
report ffis apparent that these objectives closely parallel our own. 
We are prepared to offer the International Labour Organisation the 
fuUest collaboration in the interests both of accomplishing our 
-::ommon objective and of avoiding needless overlapping of functions 
or duplication of effort.· .Much of the preparatory documentation 
that will be required has already been prepared or is being prepared 
by the Economic, Financial and Transit Department of the League 
and certain l:eague Committees. 

29. Co-ordination of effort should not be difficult, to achieve in 
practice, sir.ce not only have t~e two organisations essentially similar 
aims, but they are specialised in different and, in large measure, 
complementary branches of work. 

30. We do not suggest that there should be a rigid allocation of 
subjects between 'the two organisations, that each should work ~ 
in awater-tight compartment. On the contrary, it is of real impor
tance that each group of problems to be studied should be approached· 
both from the angle of the International Labour Organisation and 
from the governmental angle represented by the League organs. 
Every act of economic policy-for example, the removal or imposition 
of a restriction on trade or the adoption of a given currency or :fiscal 
policy-has social consequences by which it must in large measure 
be ~ udged. Every social measure, on the other hand, has economic 
consequences which may be beneficial or baleful and postulates 
certain' economic conditions that may or may not be capable of 
fulfilment. 

31. The effectiveness of the desired collaboration and co-ordina
tion of functions will of course depend largely on close contact 
between the staffs at Princeton and Montreal, We are glad to note 
that conta.cts of this kind have been regularly maintained. 

32. We for our part are ready to establish whatever form of 
collaboration may prove most appropriate once the proposed l 
Cons\tltative C:>mmittee of the Governing Body of the International 
Labour Office has been set up: With this object in view, we have 
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requested Mr. Henry Grady, Chairman of the Economic Commit~ee, 
to,make whatever arrangements he thinks best when the time comes; 
subject, of cour::le, to the agreement of the Actin~ Secretary-General. 
Dr. Grady has been good enough to comply with !his request. ~ 

IV. Fiscal Questions 

33. We are glad to learn from the Acting Secretary-General's 
report that it has been possible to carry through an appreciable 
part of the prowamme of work drawn up by the Fiscal Committee. 
of the League before the outbreak of war and that the work on the 
principles of taxation and the prevention of double taxalion through 
income and property taxes, carried out by the meetings held at The 
Hague and Mexico City in 1940, has proved to be of particular 
value in several Latin American countries. We understand that it 
is proposed to convene a second conference on ta,x problems in some 
Latin American capital in the course of the present year, and we trust 
that this meeting may be arranged. · 

* * * 
34. In concluding this report we wish to record our warm appre

ciation of the manner in which the Dep~tment and its Director have 
succeeded in maintaining so much of the essential work~ of ~he League 
Economk and Financial Organisation, despite the great difficulties 
of the present time, and of the good progress which has been m.ade 
with the studies comprised in the programme described above. 
We trust that many of these may shortly be published as we believe 
that such studies will be of great value in the formulation of govern
mental economic policies for the future. 
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PREFACE 

As a number of members of the Economic and Fin'anci11l Cm:h
fimittees and other persons who have recently collaborated with · 
them were in th'e United States of America fon the Atlantic City 
Conference on Relief and Rehabilitation, it was thought advisa·~le 
to take advantage of their presence and arrange for a' short session > 

to review the work that has been carried out since the issue of the 
Committees' last report.1 This meeting, which was held at Prince
ton, New Jersey, also afforded an opportunity to discus~ the outlines 
of a report the Committees hope to issue later dealing with certain 
problems of cormnercial policy. • 

The following members and corresponding members were 
" present: 

0 

Hon. Henry F. Grady (U.S.A.), Chairman 
Mr. R. M. Campbell (New Zealand) 
Mr. Mitchell B. Carroll (U.S.A.) (representing the Fiscal Committee) 
Mr. W. C. Clark, C.M.G. (Canada) 
Mr. W. Domaniewski (Poland) (replacing M. J. Nowak)· 
Mr. Fraser Elliott (Canada) (representing the Fiscal Committee) 
Mr. Josias Carneiro Leao (Brazil) (replacing Dr. J. A. Lins de 

Barros) 
Sir Frederick Leith-Ross, G.C.M.G., K.C.B. (United Kingdom) 
M. Walter Loridan (Belgium) (replacing M. F. van Langenhove) 
Mr. F. L. McDougall, C.M.G. (Australia) 

• 
~ 

Dr. D. Crena de Iongh (Netherlands), although prevented from at-
tending, kept in touch with the Committees during the session snd 
approved the report. 

The Committees were fortunate enough to be able to secure the 
advice of the following persons who attended the session in their 
individual capacities for consultation: 

M. Herve Alphand (France) 
Dr. Constantin Fotitch (Yugoslavia) 
Dr. Josef Hanc (Czechoslovakia) 
Dr. Kan Lee (China) 
Mr. H. S. Malik (India) 
Mr. Redveis Opie (United Kingdom) 
Mr. Arne Skaug (Norway) 

1 Report to the Council on the Work of the Joint Session, London, April 27th
May 1st, 1942; Princeton, August 7th-8th, ,i942· Docm.aent C:1;2.M.52-1!}f.!.IIA. 

~ 
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• The Committees h,ave to record, with deep regret, that, since 
~their last Joint Session, the death has occurred of two of the Fi
. n:nci~l·Co~mittee's most valued members: Sir Frederick Phillips, 

G.C.M.G., C.B., Representative of .the British }"reasury in \he 
Urited States and•Chairman of the League of Nations Delegation 
on Economic Depressions; and Dr. V. Pospisil, former Governor of 

e the National"Bank of Czechoslovakia . . 
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Post-War Problems: Recent I!ublications 
of the Department 

I N our last rep!}rt we gave a brief description of the programme 
of work relating to post-war economic problefns which the E<;,o

nomic, Financial and Transit Department had in hand and ex
pressed the view that the results of the Departmen"t's enquiries " 
"should be published and made available to all interested with the 
least possible delay." In compliance with this wish n~ne publica
tions have been issued, of which four deal with international trade 
and commercial policy, three with relief and reconst;uction, and 
two with economjc security.' 

(a) Trade aftd Commercial Policy: 
The Network of World Trade; 
Commercial Policy in the Interwar Period; 
Quantitative Trade Controls: Their Causes and Nature; 
Trade Relations Between Free Market and Controlled Econ-

omies. 

(b) Relief and Reconstruction: 
Relief Deliveries and Relief Loans, 1919-23; 
Europe's Overseas Needs, 1919-20, and How They Were Met; 
Agricultural Production in Continental Europe During the 

1914/18 War and the Reconstruction Period. 

(c) Economic Security 
Economic Fluctuations in the U.S.A. and U.K., 19r8-2~; 
The Transition from War to Peace Economy. 

The last-mentioned document-The Transition from War 0 to 
Peace Economy-is the first part of the Report of the special dele
gation which was charged by the Assembly in 1938 to report on 
measures that might be employed "for preventing and mitigating 
economic depressions." Based very largely on the findings con
tained in the other publications of the Department, it traces in 
broad outline the policies required to meet the major economic 
causes of disequilibrium in the future. All the other documents, 

1 In addition, the following documents issued earlier have been reprfnted: Pros- • 
perity and Depression-Revised edition; Raw Materials and Foodstuffs; Urban and 
Rural Housing; and the following dealing with current events have been issued: 
World Economic Survey, 1941/42; Money and Banking, 1940/42; Wartime Rationing 
and Consumption; Monthly Bulletin of Statistics {since January 1943 published both 
in Geneva and in U.S-A.); Statistical Year-Book, 1941j42 (Geseva an~ U.S-A. edi(ions, 
the latter containing an addendum, 1942/43)- Cl Iii 
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'some directly analyti,cal, some partly historical in form, are, it 
r should be 'observed, designed to throw the light of past experience 
. on thQ' . .problems before us and almost all contain a chapter s~m-

marizing the conclusions reached. • 
These publications provide, in our view, a very valuable and 

authoritative body of evidence as to the lessons that may be drawn 
" from the experience of the past, and their conclusions deserve the 

attention of those responsible for formulating and carrying through 
policies for dealing with the vast problems which will have to be 
faced after the present war. We have thought it well, therefore, to 
attach,- as appendices, the principal conclusions in these documents. 

Four Conditions of Successful Pos!-JYar 
c Economic Policy 

We shall revert in the last section of this report to the question 
of commercial policy and to the work which has been and is being 
done on policies of full employment. It is not our intention to sum
marize the conclusions which have been drawn by the Department; 
indeed, it would be difficult to do so without repeating much that 
has already been said in The Transition from War to Peace Econ
omy. But before turning to consider the work that the Department 
now has iri hand, there are certain points brought out in these 
various publications that we wish to emphasize. 

(1) The first, which is thrown into prominence no matter what 
aspect of ecnnomic life is under consideration, is the imperative 
necessity of effecting an orderly transition from the economy of war 
to the economy of peace; of supplementing measures of relief by 
rehabilitation and rehabilitation in its turn by orderly reconstruc
tion; of maintaining controls imposed to meet conditions of short
ages so long as shortages persist, lifting the controls gradually as 
supplies become more abundant; of preventing a sudden boom 
and collapse of prices, or a financial collapse in any single country, 
from taking place owing to the absence of concerted policies of 
reconstruction. As is stated in the pamphlet on Europe's Overseas 
Needs, after the last war "the problem of reconstruction, of reviv
ing the e,conomic activity of the war areas, was not faced as an 
international issue until the Brussels Conference met in the au
tumn of 1920 nearly two years after the Armistice." 

It was then too late for the successful application of any general 
plan. and wh~n action was taken, after the collapse of currencies, 
"it inevitably assun\ed thf fo1m rather of curing one festering spot 
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after anqther than of attempting to restore health or vitality to the• 
whole economic body of the Continent .... But tl]e effects 9f" 
inflation, still less of hyperinflation, cannot be eradicated! They 
inflbence not only, indeed not so much, the current volume of 
production, but ~the whole organization of soci~ty and its psycho-
logical equilibrium." · 

0 

There are signs that these dangers are more widely realized today 
and that appropriate measures will be taken to avert them. The 
Atlantic Charter and the Mutual Aid Agreements have provided 
the broad foundations for post-war collaboration between the 
United Nations in economic as well as in other fields: and discus
sions are proceeding between the Governments in regard to meas
ures for deali~ ~ith such questions as currency stabilization. The 
Conference at Hot Springs laid down the principles ~ construc
tive action in reg2>rd to food and agriculture, and a permanent 
organization is being set up to develop these principles. An agree
ment setting up the United Nations Relief and Rehabilitation 
Administration was signed in November last by all the United 
Nations, and at the recent Conference at Atlantic City agreement 
has been reached concerning the basic policies which the Admin
istration will implement. 

The difference between the prospects today and what happened 
after 1918 may be illustrated by the following figures showing the 
importsJrom overseas of foodstuffs and raw materials into various 
parts of Europe in 1919/20. 

IMPORTS INTO CONTINENTAL EUROPE FROM OVERSEAS, 1919-1920 

"' Values at r92 7 Prices (in Billions of Dollars) 

Western Allies Neutrals Other Countries 
Raw Food- Raw Food- Raw 

Foodstuffs Materials stuffs Materials stuffs Materials 

1913 ·7 1.6 .8 .8 ·7 1.6 

1919 1.3 1.4 ·5 .6 .6 .1 

1920 .8 1.2 ·4 .6 ·5 ·3 

It will be noted that the imports of overseas raw materials into 
Central and E-astern Europe in 1919 were quite insignificant and in 
1920 were less than one-fifth of the normal. This 51ecessari1Y re
sulted in a very low level of economft: ac~ivity ~nd it was here that 

• 
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\he breakdown took fllace. Today it is propdsed that the liberated 
rAllied co~nt,ries not in a position to provide foreign exchange for 

the re'ifef and rehabilitation goods and services which they 11eed 
shall be assisted by the United Nations Relief a~d Rehabilitation 
Af!ministration (UNRRA) and shall not be reqmred to assume the 

. burden of al;l enduring foreign exchange debt in respect of those 
goods and services. 

The Atlantic City Conference was not concerned with the third 
step in the road from war to peace, the stage of reconstruction, of 
rebuilding what has been destroyed-maybe in a new form-and of 
establishing a smooth working economy. This is under discussion 

• between governments. ,. 
(2) But in a world grown so small, no economy will work 

smoothly in the absence of political security. All the efforts to re
store order in the 'twenties were, as we can see now, rendered vain 
because the machinery established was not adequate to preserve 
peace or to avert the risk of new aggressions. 

(3) Political security in its turn can never be attained in the ab
sence of economic security. If a major disaster such as that of the 
great depression of the 'thirties occurs again, no matter how ef
fective the measures to prevent war between states may be, social 
upheaval may well prove unavoidable and uncontrollable. Political 
and economic security are indeed mutually dependent and con
stitute t~e two prerequisites of progress after this war. 

·It is not for us to put forward suggestions regarding the manner 
in ·which political security may be assured. On the problem of 
economic security, the avoidance of depressions and the mainte
nance of the fullest possible measure of employment, the Depart
ment is now engaged. We shall revert to this aspect of its work 
shortly. 

(4) But we want ~ere to insist on a fourth fact of major impor
tance, namely the inescapable interdependence of the various cate
gories of economic policy. Agriculture and mining are dependent 

, for their prosperity on industry at home and abroad and on the 
standard of living of the industrial workers. The depressions from 
which they have suffered in the recent past-and which spread from 
one country to another-are due rather to factors affecting industry 
than, to factors directly connected with farming or mining· in 

( (I J 

1938 8g% of the trade of the world consisted of goods bought or 



[.ill] 

sold by the twelve major industrial states. B,ut industrial activity< 
in its turnis very largely dependent on the demand o~ t'he farmsr 
for Jllanufactured goods. When the demand of the farmer "Wanes 

··industrial workeJ,;s ·will be thrown out of employment; when un-
employment is widespread agricultural prices must be depress~d 
and surplus stocks accumulate. Agricultural policy, t~erefore, can
not be divorced from industrial and the p9licy of agricultural and 
industrial countries must be in accordance with one another. Eco
nomic policy must be conceived and formulated as a whole, and in 
economic must be embraced financial policy. The trading system 
of the world with its delicate mechanism for the settlement of 
claims along rotl'ndabout routes was strained to breaking-point 
when the flow"'of capital exports was checked in 1928, and broke 
down altogether w,hen capital started moving in search not of 
profit but of safety. The collapse of the multilateral trading system 
led in its turn to the inevitable collapse of the monetary system, 
and once the international functions of money had been curtailed 
the international investment of capital became well-nigh impos
sible. Monetary systems cannot survive if they are based on prin
ciples differing from those of the trading system in force, and 
foreign investment will only take place if there is adequate assur
ance both of stability of exchanges and of prices. 

While we welcome, therefore, the steps which have been taken 
and are being taken to establish international machiaery to deal 
with special aspects of economic life, such as food and agr1culture, 
and with exceptional and urgent problems such as relief and,J"e
habilitation, the success of these mechanisms, especially of those 
of a permanent character will, in our opinion, necessarily be de
pendent on the existence of some over-all organization to coordi
nate policies. To assist in such coordination, there would seem to 
be need for a central investigating and fact-finding body which 
would watch the trend of events in every field of activity, throw 
them into their proper perspective, and draw the appropriate con
clusions from them. This is all the more important as the existence 
of such general coordination would greatly enhance th~ prospect 
of securing effective joint action to maintain full employment, 
which must be the first object of all economic policy. 

With the publication of the documents we have ~entione~ and 
the distribution of certain others ih draft form, a considerable 

..J 
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prop~rtion of the total programme outlined in our last report has 
'b~_en execut~d. Other parts are in an advanced state. 

c. 

Industrialization ·of Undeveloped Countries 
• 

~\t our last meeting we suggested that it would be desirable to 
. supplement tbe various studies on trade and commercial policy by 
an examination of the 'influence on the more economically ad
vanced states of the development of industries in less advanced 
areas. This question is an important one and the views held on it 
are likely to have considerable political influence. We are glad 
to be able to state, therefor~, that it is being studieQ. with great care, 
and that the preliminary ground-work has now bee-:. completed. 

A large 'dmount of work has also been done on various aspects 
of the raw material problem, price stabilization;· buffer stocks, etc., 
and we hope that it may be possible to complete this work in the 
course of the next few months. 

Demographic Questions 

No publications have yet been ·issued on two chapters of the 
programme, namely, those relating respectively to currency prob
lems and to demographic questions. 

The first volume on demographic questions, entitled, The 
Future PopuJation of Europe and the Soviet Union: Population 
Projectiohs, rg4o-Jo is, however, now in the press. It contains an 
analysis and discussion of the prospective changes in the number 
and' age distribution of the population and a discussion of the ef
fects of war on population and the changes likely to take place in 
the age structure of the peoples in this area in the future. This 
analysis and discussion is followed by chapters on man-power, on 
demographic and economic policies affecting women, on the bur
den of dependel}cy, and on the problems of demographic pressure 
and population decline. The volume thus covers a considerable 
part of the whole field of study mapped in the original programme. 

In addition, a great deal of work has been completed on several 
other sections of this pt:ogramme. In particular, a volume on the 
demography of Europe in the interwar period is nearly completed, 
whic~ will tak,e the ~orm of an atlas with brief accompanying text 
showmg the demographic1 social, and economic characteristics of 
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some six hundred areas in Europe. It is designed to illustrafe the! 
intimate connection between demographic, cultural, apd econoll}ic' 
ch~racteristics and trends. • • 

Finally, data pave been assembled and drafting begun on an 
analysis of the levels of living and agricultural production" in 
Europe and on the economic problems of agrari'\n regions of 
rapid population growth. , ) 

It will be recalled that this work is being undertaken for the 
League by the Office of Population Research in Princeton. Al
though it really falls within the competence of the Demographic 
Committee which was oappointed under a resolution of the As
sembly in 1938:' we attach great importance to its economic sig-• 
nificance, and,'hope to be able to comment on it at gre5tter length 
when we have the,first volume before us. 

JJlonetary Policy 

The study made by the Department of the currency experience 
in the interwar period is likewise almost completed, and a number 
of chapters have been distributed to governments and interested 
persons in draft form. The Department laid before us a brief sum
mary of some of the conclusions reached. While we do not propose 
to reproduce these conclusions here, there are certain observations 
arising out of them which we desire to make. 

(a) Exchange fluctuations were one of the major impediments, 
if not the major impediment, to recovery after the last war. 'When 
moderate in scope they constituted an element of risk which, even 
if covered, at a price, by forward operations, necessarily hampered 
international trade. When, as was frequently the case, they proved 
violent and persistent, no insurance against them was possible, and 
they involved, both in the country suffering from them and else
where, constant shifts of labour and other resources from produc
tion for the home market to production for export and uneconomic 
shifts of capital from one country to another. They gave rise, 
moreover, to the imposition of anti-exchange-dumping measures~ 
and high protective tariffs, from which trade never succeeded 
wholly in liberating itself. In their most extreme forms they in
volved the complete financial collapse of certain c~untries. a 

(b) On the other hand, the det~rm~nation of the appropriate 
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equilLrium rate wheiJ. stabilization was effected in a world of 
widely fluctuating prices and shifting trade routes proved, and 
mtist always prove in periods of post-war recovery, extremely di,ffi
~ult. The structural changes caused or necessitate<! by war do not 
m;mifest themselveS' at once, and the interwar period afforded many 
examples of disparities between price levels and the rates at which 
exchanges we~e stabilized-disparities which tended to depress 
business in one area or another and gave rise to import restrictions. 
The risk of such disequilibria arising again after this war will be 
acute, for wiqe divergences have developed between income levels 
and prices in different countries which have been cut off from one 
,:mother during the war years. A period of trial and error would 
seem to be inevitable. (' 

(c) But the uncertainties caused by such trial,. and error in the 
'twenties were rendered unnecessarily grave because each country 
acted alone, and if not without reference to, without prior con
sultation with, others. Moreover, in some cases, owing to lack of 
support, exchange rates had to be fixed below the economic parity 
and constituted a temporary exchange export bounty. In other 
cases, efforts were made to restore the value of currencies even at 
the cost of what was equivalent to an export tax. 

(d) Once costs in the majority of countries had adapted them
selves to the exchanges or the exchanges had been adapted to 
the level of s;osts, the need for further adjustments naturally 
diminisheu, though in certain countries perfect adjustment was 
never achieved. Where a satisfactory adaptation had been achieved 

D > 

adjustments necessary to meet unlike changes in the movements 
of prices in different countries could be, and were, for the most 
part, effected during the years of growing business activity within 
the limits set by the gold standard and gold exchange standard. 

(e) But no means were devised to prevent a simultaneous fall 
in prices and economic activity; the need for coordinated policies 
for the maintenance of national incomes and good conditions of 
employment in all countries was never fully appreciated; and when 
the depress'ion which started in 1929 gradually spread, striking 
country after country with varying violence, price and cost levels 
and exchanges were thrown once more into complete disorder. 
What should be the first object of our policy in the future was 
wholly( lacking in this' period. u 

( 
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(f) The gold standard grew up owing to t,he general recog-llition 
of a more limited objective-exchange stability-and was restoTed 
afttr the war with that primary objective in mind . .If, ~ we.,Peli~ve. 
it is, the new oqjective of maintaining economic activity and em
ployment is generally accepted, then the monetary system will hg.ve 
to be adapted to it. 

(g) This policy, if successfully carried out, would incidentally) 
put an end to the paradoxical condition's in which countries en
deavored to stimulate domestic employment by "improving" their 
trade balances through restrictive measures which inevitably 
tended to disrupt theoequilibrium of international settlements 
and caused unemployment or agricultural depression elsewhere.» 
When productive resources are being employed to the fp.ll, exports 
can no longer be yiewed as a means to provide employment; they 
become the necessary means of paying for what is really required 
and consumed, namely, imports. Thus, the new objective of eco
nomic policy, if realized, should overcome many of the major im
pediments on the road to a saner commercial policy that have 
trammelled us in the past. 

(h) After the breakdown of the international monetary system 
some countries established exchange stabilization funds as a cush
ion against the abnormal demand for their currency arising not 
only from uncertain trading conditions, but also, and indeed to a , 
greater extent, from erratic capital movements. Even if coordinated 
policies for maintaining full employment are devised ana courage
ously pursued after this war, it cannot be anticipated that ,.they 
will, especially at first, be wholly successful, that serious balance 
of payments difficulties will not arise, and that disequilibrating 
short-term capital movements will not take place unless measures 
to check them are enforced. The need of each country for a reserve 
will persist, therefore, and so long as the distribution of gold is as 
uneven as it is today, such reserves can only be established by 
means of some form of exchange standard. 

(i) No monetary system could resist the pressure of short-term 
capital movements of the sort that characterized the first years ot' 
the last decade, and until confidence in political security is fully 
restored and, policies of maintaining employment have been fully 
and successfully tested, the risk of such movements recurring can
not be ignored. For a time, therefo:.oe, it would seen;, probab1e that 

) 
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man}· governments will find themselves forced to maintain some 
ccoatrol ovtr all capital movements, despite the risk of such control 
impedi~;~g trade. If conditions permit of the lifting of this control, 

·other 'measures such as mutual arrangements f_pr reporting all 
ca~ital imports a~d exports, for preven~ing fiscal ~vasion, etc;: 
may well be requHed. But the real solutiOn of the hot money 
~problem lies; in our opinion, in political and economic security. 

(j) Though hot money imposed a strain on the world's monetary 
mechanism which contributed largely to its collapse, it was not the 
initial cause,of the breakdown. More important in the early stages 
of the depression and in the months preceding it was the cessation 

., of capital export and the recall of money which <ha~d been previ
ously exported abroad. Of major importance in the future will be, 
therefore, ~ot only the amount but the steadiness of the rate of 
foreign investment. Equilibrium cannot be ~aintained in tlie . 
world if capital moves in spells or sudden rushes. 

Foreign Investment 

Questions of currency cannot be considered apart from those of 
foreign investment. In addition to the work which is now in hand, 
the original programme included a section dealing with the ques
tion of long-term international investment. On one aspect of this 

< problem, namely, the avoidance of double taxation, the Depart
ment is constantly engaged, and a regional tax conference was 
held last july in Mexico City to consider this and allied questions. 

l.;he discussions of that conference, which was attended by 
revenue officials and economic experts of fifteen countries, were 
centered on the tax relations between capital exporting and capital 
importing countries, and the full confrontation of views which 
thus took place resulted in three coordinated model conventions 
covering in a remarkably complete manner the various aspects of 
international double taxation and fiscal evasion. These model con
ventions, which are destined to serve as a basis of negotiations be

Jween national authorities for the conclusion of bilateral treaties, 
represent the synthesis of the studies concerning double taxation 
and fiscal evasion that have been made by the FiscaJ Committee 
since the General Meeting of Government Experts on Double 
Taxatlon and 'fiscal'Evasion of 1928, and take account of the ex-

( 
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perience gained as a result of the numerous~ treaties conciuded' 
since then. The fundamental conception of these morlel conven-

1 
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tiOI),S is to assure a reciprocity and equivalence in the sacrtfice of 
revenue impliedJor each contracting country by the suppression 
of double taxation and a balance between the taxing rights of t:Jle 
country of domicile or residen~e of the owner of prop,erty situated 
abroad, or the recipient of income from a~road, and the rights of 
the country where the property or source of income is located. 

The conference also made recommendations concerning recip
rocal assistance between tax administrations for the suppression of 
fiscal evasion which shoald prove of value for the development of 
international trade, not only because they render· more acceptable • 
to national treilsuries the sacrifices involved in the eliiPjnation of 
double taxation, bqt also because they discourage flight of capital. 

Important as these questions of double taxation and fiscal evasion 
are, it was felt at the conference that it would be desirable to extend 
the field of study and discussion so as to cover other aspects of the 
whole question of foreign investment. On the one hand, while 
foreign capital is both desired and is necessary in order to promote 
economic progress throughout the world, raise standards of living 
and reduce the present wide differences in national wellbeing, 
borrowing countries are concerned about the risk of uneconomic 
exploitation of their natural resources, about the export of their 
mineral or other wealth in crude form and about the ri-sk of foreign 
companies acquiring excessive control or influence over their eco
nomic and financial life. On the other hand, the flow of neces~ry 
and desired foreign capital may be checked by institutional and 
legal conditions in borrowing countries relating to property rights, 
company organization and administration, export taxes, patent and 
concession regulations, or more generally by social conditions and 
business practices. 

· This question of the conditions conducive at once to the ac
ceptance of foreign capital and to capital export was discussed on 
more than one occasion by the Economic and Financial Commit
tees before this war, and we feel that it would qe desirabi~ to direct ' 
special attention to it today and to arrange for a sub-committee of 
members of t!lese two committees and of the Fiscal Committee to
gether, if necessary, with certain outside experts to s;onsider.)t, if 
the necessary authority can be obtained.) ' 
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• We hope that oth~ aspects of the whole problem of long-term 
' l<(hding may be examined by the Department in the co~use of the 
next fear. The Assembly of the League set up a committee a<few 
years before the outbreak of the war to examine ~he means for im
Ptoving contracts" relating to international loans issued by gov
ernments an.d other public authorities. The report of this com
mittee1 on which both l.ending and borrowing countries were rep
resented, was issued in the summer of 1939 and has consequently 
not received the attention it deserved. We believe that it should 
afford the ~arting point from which the further work required 
by the changes that have taken place sirn:e that date might with 
advantage begin. The Financial Committee ha's had a unique 
experience in the field of financial reconstructior'L having been 
largely responsible for the reconstruction sch~mes carried out in 
a number of European countries in the 'twenties. We believe that 
a record of its experience would prove of value in the future and 
have accordingly requested the Department to prepare the neces
sary material for our consideration at a later meeting. 

Relations with Governments 

In our last report we drew attention to the desirability of the 
Department keeping in constant contact with the various national 
reconstruction committees or government departments which are 
studying.postwar economic and financial problems and preparing 
plans for the future. This has been done, and the Department is 
no\V in regular correspondence with these various agencies. As its 
work on the more general problems which we have been discussing 
advances toward completion, we hope that the Department may be 
able to devote its attention to such regional problems as may be 
suggested by governments. 

Relations with Other International Organizations 

The Agenda of the Hot Springs Conference on Food and Agri
o culture related in part to problems of nutrition, in which the 

..: League has played a leading role. Immediately after its convoca
tion, therefore, the conference requested the Economic and Health 

1 Report of thc!-Commiltee for the ./'tudy of International Loan Contracts, C. 145. 
M. 95· 1939· II. A. c 
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Departments to furnish documentation pertinc;nt to its discussi:bns. 
Certain of the resolutions of the conference requested the Interim 
COID;Jllission, which it set up, and later the Permanent ofgani>~tiog_ 
to undertake wor~ which the Assembly of the League has already 
entrusted to the League Secretariat. The Director· of the Econom~c 
Department accordingly drew the attention of the C,hairman of 
the Interim Commission to this matter, which is now under joint 
consideration. ' 

0 

In August last, the Committee of the Interim Commission 
charged with preparing a plan for the Permanent Organization in
vited Dr. Alexander Lo~day, Director of the Department, and 
Mr. Ansgar Rosenborg to serve on a panel of economic experts to 
advise in the preparation of such a plan. It is understoog that, in 
the report of this papel, a suggestion is put forward regarding the 
manner in which this situation may be met. Subsequently, the 
Department was requested by the Chairman of the Committee to 
take part in its deliberations. We are glad to note that relations 
between these two international organizations have thus been so 
rapidly established and trust that the closest possible contact may 
be maintained and that both may work together with a common 
purpose in view. 

The Department was also invited by the Council of the United 
Nations Relief and Rehabilitation Administration to send two 
observers to attend its first session at Atlantic City. At tl:lat p1eeting 
the following resolution was adopted: 

"RESOLVED 

1. That the Council reaffirms the principle of cooperation between 
the Administration and other intergovernmental agencies as set forth 
in the report of the Temporary Committee on Admission of Observ
ers adopted by the Council on November 12, 1943. 

2. That the Council invite representatives of the League of Nations 
Technical Organizations, the International Labor Organization, the 
Intergovernmental Committee on Refugees, and the United Nations 
Interim Commission on Food and Agriculture (or representatives 
from the Permanent Organization for Food and AgricuHure now 
represented by the Interim Commission), to attend as observers and 
to participate in the meetings of the Council, its committees, and 
subcommitteeS, and in the meetings of regional committees and tech
nical standing committees, in accordance with approprhte provi')ions 
in the Permanent Rules of Procedure~ 

) 
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j. That the Dire£tOr General avail himself of the organizations 
mentioned in paragraph 2 above as the nature of the work and other 

·· circumstauces make appropriate. . . 
{ That the Director General, in pursuance of the prmc1pl~ set 

forth in paragraph 1 above, cooperate to such a aegree a~d. to s~ch 
_extent as he may deem desirable in the int~rests of the Admi~Istration 
with all other intergovernmental agencies whose operations and 
specialized

0

services may be of value to the Administratio!-"-, including 
the sending of his represe~tatives as observers to the m~etmgs _of other 
intergovernmental agencies, as well as those mentioned m para-
graph 2 above." , 

We welc~me the invitation thus exte11ded by UNRRA, as we 
believe that the Department can give valuable.help by making 
available to the Administration the experience i~as gained in 
economiccand financial reconstruction, in transport and nutrition, 
and more generally in international relations" and we trust that 
similar use will be made of the Department's services by any other 
new international organizations that may be created. We also pro
pose that representatives of the organizations we have mentioned 
should be invited to 'attend future meetings of the Economic and 
Financial Committees of the League when questions of interest 
to them are coming up for discussion. 

Commercial Policy 
' 

1. In ourolast report we referred briefly to the economic prin-
ciples of'the Atlantic Charter and their amplification in Article VII 
of ,the Mutual Aid Agreements. Two central objectives, or sets 
of objectives of United Nations post-war economic policy, are set 
forth in the Mutual Aid Agreements.1 The first is "the expansion, 

1 Article VII of the Master Agreement between the United States and the United 
Kingdom reads as follows: 

"In the final determination of the benefits to be provided to the United States of 
America by the Government of the United Kingdom in return for aid furnished 
under the Act of Congress of the nth March '94'• the terms and conditions thereof 
shall be such as not to burden commerce between the two countries, but to promote 
mutually advantageous economic relations between them and the betterment of 
wo~ld-wide ~cono.mic relations. To t_hat end they shall include provision for agreed 
a~t10n by the Umted Sta.tes of ~menc;a and_ the United Kingdom, open to participa
~•on by ~II other countn~s of like mmd, directed to the expansion, by appropriate 
mternatwnal ~nd domestic mea.sures, of production, employment, and the exchange 
and consumptiOn of goods, wh~~ ar~ the material foundations 19£ the liberty and 
~elfare ?f all peoples; to the ehmmatwn of all forms of discriminatory treatment in 
~ntern,;tional COILDlerc~, and to the recluction of tariffs and other trade barriers; and, 
m general, to the attamment o[ all The economic objectives set forth in the Joint 
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by appropriate international and domestic r,neasures, of prGtluc
tion, employment and the exchange and consumption ot goods'~
an o,bjective which should be read in conjunction wit'h thai:', pr5-
pounded in the Atlantic Charter, of "securing for all improved 
labour standards, economic adjustments and social security." T~e 
international and domestic measures by which the ac~ievement of 
stability in an expanding economy may b~ attained are, as we in
dicated above, under consideratiorl by the League· of Nations 
Delegation on Economic Depressions. Since the publication of the 
first part of its report on The Transition from War to Peace Econ
omy, work has been pur.?ued on the second part dealing with the 
long-term problefu of promoting economic stability and full use 
of productive resources, once the difficulties of the early Jransition 
period have been oyercome and war economy has given place to 
peace economy. It is understood that the Delegation proposes to 
issue this second part next year. It is unnecessary for us to stress 
the importance of this subject or of the work that is being done 
on it. 

2. The second of these two objectives of post-war policy is "the 
elimination of all forms of discriminatory treatment in interna
tional commerce" and "the reduction of tariffs and other trade 
barriers."• One of the main lessons brought out by studies on com
mercial policy issued by the Department is the impossibility of 
attaining or maintaining a system of multilateral trade unham-

• 
pered by arbitrary obstructions in the face of the risk of serious 
depression and unemployment. The two objectives of policy toaay 
are necessar~ly interdependent. 

Declaration, made on the 12th August 1941, by the President of the United States of 
America and the Prime Minister of the United Kingdom. At an early convenient 
date, conversations shall be begun between the two Governments with a view to 
determining, in the light of governing economic conditions, the best means of at· 
taining the above-stated objectives by their own agreed action and of seeking the 
agreed action of other like-minded Governments." 

1 The corresponding clause in the Atlantic Charter reads: 
"FOURTH, they will endeavour, 'with due respect for their existing obligations, 

to further the enjoyment by all States, great or small, victor or vanquish\'d• of access, 
on equal terms, to the trade and to the raw materials of the world which are needed ' 
for their economic prosperity." 

The League of Nations Committee for the Study of the Problem of Raw Materials 
reported in 1937 ";hat "the only general and permanent solution of the problem of 
commercial access to raw materials is to be found in a restoration of international 
exchanges on the widest basis." (Report of ti]f Committe<~, Docul1l.ent A. 2j1 '937· 
II. B. p. 30.) 
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, During the greatet: part of the interwar period, the Economic 
'Cclmmittee was largely engaged in preparing for intergovernmental 
action;'in mlitters of commercial policy and for attempting to pro
mote those very aims which the United Nations ,~re now pledged 
to _pursue. In its studies on commercial policy, the Department has 
thrown light on the implications of these aims and on some of the 
problems which will inevitably be encountered in the pursuit of 
them. We think, however, th<it it may be useful for us to make 
available to governments the considered conclusions from our own 
experience. We accordingly propose, as stated in our introductory 
remarks, to draw up a general report on the subject and have re
quested the Department to prepare the necessary ma~erial for con
sideration at our next meeting, to be followed later' by a report on 
the experience of the Financial Committee• in regard to financial 
reconstruction. 

3· In our report on commercial policy, we intend to show (a) 
how we approached the problem of restoring normal international 
trading relationships after the last world war and what are the dif
ferences and the similarities between the conditions which then 
prevailed and those likely to prevail after the present war; (b) that 
while in certain directions the obstacles in the way of the achieve
ment of relatively free and equal international trading may well 
be more serious after this war, much technical work has been ac
complished tl:lat should facilitate the common task of governments 
in the ful'ure, given the will and the power to realize the aims in 
view; (c) what, in our opinion, are the fundamental conditions 
under which alone those aims can be realized. 

Finally, we shall attempt to formulate a series of constructive 
proposals regarding the measures, both international and domestic, 
by which progress might be achieved, stage by stage, towards the 
establishment of trad,ing relationships appropriate to a world of 
greater plenty and greater economic stability. 

There are certain observations under each of these heads which, 
while they will be elaborated in our general report, we feel it 
would be Jesirable to make at the present time. 

4· In 1920, when we began our work, trade in the greater part of 
Europe was still tightly controlled. The prewar commercial treaty 
systen;:_ had lar~ely b~oken down, with the result that not only was 

1 See page _IB above. 
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the application of maximum tariff rates the, rule rather thaa. the' 
exception, but more important, the legal protection against tat'iff' 
disqimination contained in the MFN clause had disappearcEI,. Tge 
trader was expos~d to constant changes both In duties and in the 
formalities and regulations normally covered by commercial trea
ties. Several important European countries were opposed to the 
restoration of MFN and wartime trade restrictions on the European 
continent were widely maintained ind eventually developed into 
instruments of commercial warfare. 

In line with the declared policy of the great majority of govern
ments, we set ourselves :?he following main objectives: 

(a) The establ1shment of "equitable treatment" of the commerce • 
of all countrieS, as provided in the League of Nations .,Covenant; 

(b) The restoration of that freedom of commerce that had ex
isted before the war; 

(c) More specifically, the abolition of prohibitions and quanti
tative restrictions on trade; 

(d) The stabilization of tariff rates and classifications; 
(e) The conclusion of long-term commercial treaties, embodying 

the unconditional MFN clause; 
(f) The improvement and consolidation of the legal, adminis

trative, and fiscal bases of trade. 
Little progress could be made towards the realization of any of 

these objectives except the last until six or seven years after the 
- Armistice. The process would inevitably have been gradual because 

of the time required to re-align prices and readapt production 
structures to new conditions-in many cases, to new frontiers. But 
in Europe the process was delayed and thwarted by the prevailing 
scarcities, not only of food but also of capital goods and raw ma
terials, by the unemployment due both to those scarcities and to 
the consequential defensive measures taken by each country against 
every other, and above all by the collapse of currencies due in 
large part to the efforts to acquire the necessary foreign goods at 
any cost. It was inevitable in such conditions that unessential im
ports and exports of scarce products should be prohibited or re-' 
stricted, that barriers should be raised against dumping, especially 
exchange-dur~1ping, that the conclusion of long-term treaties and 
the stabilization of rates should have been impossible. Vested in-

" :J terests grew up behind the quantitative restrictions that were so .. 



'long.maintained and when these restrictions were eventually r~
, · IIIDved, tariffs were raised in many countries in order that domestic 
prod~i:ers ruight not lose the protection they _had enjoyed .. ( 

5· Today whatever difficulties there may be m .~e restorau~n ~f 
a freer system of trade, the foundations of the legal structure w1thm 
which trade can be conducted have been laid in a number of inter

r national conventions elaborated by the League Committees and 
either adopted by conferences1or used as models in the conclusion 
of bilateral treaties. 

Thus customs formalities were simplified and their application 
rendered non-discriminatory by the International Convention con

e eluded in Geneva in October 1923, which has been. ratified by 35 
countries. 

A body of principles concerning the treatment of foreign na
tionals and enterprises was worked out between 1923 and 1929. 
While an attempt to secure general adoption of these principles by 
international convention failed, the principles enunciated were 
widely used in bilateral and regional commercial agreements. 

With a view to strengthening the safeguards against certain forms 
of unfair competition, a revised Convention for the Protection of 
Industrial Property, which has secured 32 ratifications or accessions, 
was brought about in 1925; the provisions of the Convention were 
further extended in 1934. 

Under th~ international agreements of 1923 and 1927, a legal 
framewmk was erected in which international commercial arbitra
tion could operate effectively. The Protocol of 1923 has been rati
fied by 31 States as well as numerous colonies, mandated territories, 
etc.; the Convention of 1927 has secured 25 ratifications. 

., 

Substantial progress was made as a result of six international con
ventions concluded in 1930 and 1931-which have been ratified 
by a considerable number of countries-in removing the discrepan
cies and conflicts in national legislation on bills of exchange, 
promissory notes and cheques which had long been an impediment 
to trade. 

Betwee1'1 1929 and 1939 over 100 important bilateral agreements 
for the elimination of double taxation, based very largely on 
models drawn up by League experts in 19281 were ccmcluded. The 
significance of this achievement for the future international move-

' ' 
1 See pages 16-17 above. 
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ment of investment funds and' prdmotion of business needJ! no , 
emphasis. 

Aftion may be required to put certain of these <ronver;ion~. 
multilateral or bilateral, into force again; but the long and labori
ous preliminary ~ork has been accomplished. The ground has been 
largely cleared for action on the major issues. J 

6. Of importance also are the results accomplished in two other 
fields. First, a standard simplified curitoms nomenclature was elabo
rated in the course of the ten years following the World Economic 
Conference of 1927; this standard nomenclature has been put into 
force in a number of COIJntries either before the outb~eak of war 
or since. The general adoption of this standard should greatly 
facilitate conceited action for the regulation or reduction of trade 
barriers. Secondly, a common doctrine with regard to 'the Most
Favoured-Nation dause covering its form, its interpretation and 
its application was elaborated by the Economic Committee and 
is now available for use as a basis on which a system of non-discrimi
natory trade agreements may be built once quantitative controls 
can be abolished. 

7· But when we move to the. second broad subject which our 
report must cover-a comparison between the conditions influenc
ing commercial policy likely to prevail after this war and those that 
prevailed in the 192o's-there is no room for easy optimism. Many 
of the short-term problems are likely to be both more ,serious than 
after 1918 and to affect a far wider range of countries. The areas 
overrun by armies and the areas stricken by want are more vast 
than in the last war; the destruction to buildings, to factories~ to 
docks and means of communication is already far greater; agri
culture has been more seriously affected; not only troops but great 
armies of workers will have to be repatriated and 11bsorbed into 
the economic life of their countries; the bitterness between peoples 
has reached a greater intensity; In view of the distortion which the 
economy of Europe and of Asia has suffered, a far greater degree of 
readaptation will be necessary. 

Other reasons are likely to render the attitude of governments , 
and peoples in certain respects less favourable to the abandonment 
of direct conu;;ols over trade than in the 'twenties. 

In the first place, there was then a conscious desire to return to 
the international trading conditioru of I9I3'-'-to a ''system bf in

.J 
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diviqual trading ;egulated only by tariffs; and this factor was of 
., real impo.:tance in the formulation of national policies. But we 
cl.:nno~ now·return to 1913, nor can we wish to return to 193~ or 
any pe;iod in the 193o's. Foreign economic polic_ies have,. in large 
measure, to be developed afresh, and a new common basis sought 
mi which they can be built. 

In the second place, after the experience of the 193o's, com
mercial policy will inevitably ~~e largely conditioned by the search 
for economic security. Governments may well be unwilling to ex
pose their n,ational economies to the hazards of a free world trad
ing system until they feel assured that m~ans have been found to 

'- insure relatively stable and high levels of production and em
ployment. 

Thirdlf, in some countries, the continuation of a relatively high 
degree of direct control over trade may be desired as an instrument 
of national planning, especially during the period required for 
making good the physical damage caused by war. 

8. In view of all these factors (a) it is clear that for some con
siderable time after the war direct control of trade is likely to con
tinue in a large part of the world and (b) it is probable that there
after in many countries the role of the state in the conduct of trade 
will be greater than it was before the great depression. 

The fulfillment of the principles of the Atlantic Charter and the 
Mutual Aid t\greements, however, requires that a world-wide sys
tem of maltilateral trading should be restored and hence that the 
bilateral balancing of trade and the discriminatory policies preva
lent in the 193o's should be abandoned; and that the measures of 
trade control or regulation adopted by governments should be such 
as to impede as little as possible the free movement of goods. How 
far the continued existence of direct controls will be compatible 
with these objects depends on the extent to which, and the pur
poses for which, they are applied. Measures affecting only a small 

, proportion of total imports or limited to special classes of commodi
,ties or evep an extensive system applied in a liberal manner may 
be less restrictive of foreign trade and less dangerous to interna

, tional trade relationships than a very high tariff. 
But. the experience of the 1930's has shown that"' all forms of 

quantl:tative trade control ten~. to involve, from the international 
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point of view, a number of serious disadvantages in comparjson , 
with tariffs: j 

. (1) They lend themselves more effectively than ordinary h}lpOI>t 
duti~s to the application of monopolistic methods in foreigfi 'trad-

• "::> 

ing operations; 
(2) They tend to promote the bilateral balancing of trade a1ld 

thus to prevent the consumer from acquiring foreign ·goods in the 
most favourable market and to disiritegrate the world trading sys
tem on which national economies depend;· 

(3) They lend themselves to discriminatory treatment of the 
trade of different countrit:s and in any case raise international eco
nomic rivalries a!il.d conflicts to the political level; 

(4) Because d the relative disadvantage in which countries with
out a direct system of trade control are often placed, or lis a result 
of retaliation for abuse of the monopoly power they afford, they 
tend to spread from one country to another. 

Because of these disadvantages and dangers, it is clearly desirable 
that the scope and extent of quantitative trade controls other than 
those resulting from international agreement should be reduced as . 
rapidly as is consistent with an orderly transition from war to peace 
economy. 

g. It is furthermore of the greatest importance that while con
trols are in force, vested interests in their maintenance should be 
prevented from growing up. If such vested interests ar!! allowed to 
develop and the trading community is placed in a situation under 
which its profits will be reduced by an expansion of trade or by the 
abandonment of direct controls, then the chances of realizing this 
second objective of the Atlantic Charter and the Mutual Aid Agree
ments will be seriously jeopardized.' Any system of restricting im
ports by means of licenses involves the danger of the recipient of 
the license making an abnormal profit on the goods he is allowed 
to place on the home market. After the last war, as we have seen, 
the problem was not solved; the vested interests were created and 

lit is of interest to note, in this connection, the following resolution adopted by 
the Atlantic City Conference: o 

"That the government or recognized national authority which exercises administra
tive authority in the area should take appropriate measures to insure that insofar as 
the distribution l':jthin a liberated territory of relief and rehabilitation goods is done 
through private trade, the remuneration earned by•private traders for their services 
is no more than is fair and reasonable.'' (Resolution No. 7• Relief l\jld Rehabi'litation 
Policies-Part II, Resolutions on Policy of the 1irst Session 'hf the Council, UNRRA.) , 
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tariffs were raised in order to equalize the effect of quantitative 
' c,pn~rols ;when they 'were removed. It would be in flagrant contra

diction .with Article 7 of the Mutual Aid Agreements if action to 
rais/tariffs in this way were to be taken after the present waf. 

There are three main methods by which thg difficulty may be 
<J/ercome. The first is to create or retain government monopolies 
which would in fact eliminate private trading profits. The second 
is to remove abnormal prof\}s by taxation or other means. The 
third is to maintain domestic price control over all licensed goods. 

The first of these methods requires but brief comment. The 
trader would under a state monopoly b~come in effect the agent 
of the government and occasion for abnormal Rrofit would be ef
fectively eliminated. Such a system involves, howr.ver, the risk of 
sapping t:1e vitality of the trading community and thus rendering 
the reversion of functions to it difficult and hazardous. It involves 
also all those disadvantages and dangers to international relation
ships that we have just enumerated. 

The second is theoretically attractive and has in fact been applied 
in the past in a number of countries. In practice, however, it is 
difficult to adjust the tax or fees so as to absorb all the abnormal 
profit that may be made. 

It may be rendered unnecessary if the third method can be ap
plied-that is to say, if domestic prices are through control kept 
aligned to c.i.f. prices port of arrival; and when this is not the case 
but donwsti'c prices are controlled at some level above those abroad, 
the determination of the correct license fee is of course greatly 
fac.ili ta ted. 

No system is likely to prove perfect in practice; but we would 
urge that on the one hand every endeavour should be made to 
prevent the accrual of abnormal profits to the recipients of import 
or export licenses and on the other that governments should re
frain from increasing their tariffs as the counterpart to relaxing 
trade controls. Only if such restraint is exercised and time afforded 
to formulate long-term comme~cial and tariff policies in the light 

, of the pos,t:-war situation can we hope for the early realization of the 
agreed objectives. 

The measures we have mentioned refer to the prevention of ab
normal profits being derived from the granting of 11censes for im
port \t>r expo:;t. Thf,y would,.not, of course, prevent exceptional 
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profits being earned by producers within the various countries,pro- , 
tected by the quantitative controls and favoured by .a mark!;d , 
shortage of supplies. That more general issue is discm~ed ar.,smr.t! 
length in the report on The Transition from War to PeaclEcon
omy and we shah' refer to certain aspects of it in our next report. 

10. In the present report we have touched briefly on some of Ute 
factors affecting post-war commercial policy, particula'rly those re
sulting from government controls ofJrade. But there are, of course, 
many other factors of equal or even greater importance. All over 
the world the war has created new stresses and disequilibria which 
will call for special reruedies or involve radical readjustments. 
Many of the couQtries which have been devastated by the war will 
have to rebuild, their whole economic system and the future com
mercial policies of these countries will be largely dete1mined by 
the degree of international cooperation on which they can rely for 
their relief, rehabilitation and reconstruction as well as for their 
future development. Other countries, which have not been so 
devastated, have lost, as the result of the war, assets and investments 
accumulated by past generations and their commercial policy will 
inevitably be influenced by the degree to which the gap in their 
balance of payments can be filled by the expansion of exports. Yet 
another group of countries have suffered little direct damage from 
war operations and ~ave intensified their industrial development. 
These countries will wish not only to maintain these industries but 
to carry further the process of industrialization on 'vhich indeed 
the improvement of the standard of living of certain of them will 
undoubtedly depend. In all countries, there will be an immehse 
readjustment of productive industry from war to peace-time re
quirements; and the more their respective policies can be coordi
nated, the easier will be the process of recovery and the better the 
prospects of restoring general business activity. There will in
evitably be problems of interrelationships e.g. between those coun
tries which seek to revive a trade system based on private enterprise 
and those which prefer to maintain a system of governmental con
trol; but we see no reason why satisfactory solutions should not be • 
found for these varying problems. Indeed, the situation in the 
immediate post-war period, when the shortage of goods will reduce 
the incentives''to restrictionist policies, will be exceptionally fluid. 
In our view it is of cardinal impwtance that the~ govern.!il.ents 
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sho~ld formulate, as rapidly as possible, joint policies to mould 
tjlis fluid condition before it has crystallized and to direct the trends 
!luripg .the transition period so as to establish an international 
system of maximum trade with rising living standards and the 
fullest employment of economic resources in all countries un
Lampered by unduly high tariffs, exchange controls, and quantita
tive restrictions. 
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APPENDICES 

PRINCIPAL CONCLUSIONS FROM RECENT ., 
LEAGUE OF NATIONS 

PUBLICATIONS ON POST-WAR PROBLEMS 

Trade and Trai:i)e Policy 

THE NETWORK oF WoRLD TRADE, pp. 7-10. 
International trade is much more than the exchange of goods 

between one country anJ another; it is an intricate network that 
' cannot be rent ,}Vithout loss. A major purpose of this study is to 

describe the pattern of that network as it presented itself 1--,efore the 
present war and to .wnsider how far that pattern was determined 
by the natural distribution of resources and how far by other fac
tors of a more ephemeral or less unalterable character. Commercial 
policy, if it is to promote welfare, must be based on a knowledge 
not of the nature of the trade of the country formulating its policy 
only, but of the nature of the essential oneness of the trade of the 
world. 

Some of the crucial facts and conclusions that emerge from the 
study are as follows: 

1. Trade radiates from the industrial regions. Thus, in 193S 
goods bought or sold abroad by the industrial countries ~f Conti
nental Europe represented 46% of the trade of the world, by Non
Continental Europe (mainly the United Kingdom) 2S%, by the 
United States 23%, by Japan1 7% and by all these countries to
gether S9%· Hence, trade among all the remaining areas amounted 
to only 11% of the world total. 

2. Trade in individual products is highly concentrated. This 
is true both of imports and exports, though naturally the concen
tration of exports is more pronounced. Thus, India supplied 99% 
of the jute entering into trade in 193S, South-East Asia 91% of 
the rubber, S1% of the coconut oil, 75% of the copra <fnd so% 
of the tin, non-tropical Latin America So% of the linseed and 
Japan 7S% of the silk. Similarly, the United Kingdom purchased 
S1% of the pork entering into trade, So% of the beef and mutton 

1 Including Korea and Formosa. 
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and 78% of th~ Butter; the Unit~d States 6g% of the silk, 59% o£ 
t_he.cottQilseed oil, 5'6%·of the bananas and 49% of the coffee. 
,. 3._,The seographical concentration of trade in individual prod
ucts·i~ due in part to differences in the natural conditionS', the 
uneven distribution of available mineral deposhs• throughout the 
w-.orld, differences in climate, differences in accessibility. 

4· But e~en more important perhaps are the disparities in the . 
. relative supply of labour, ca~ital equipment and productive land. 
Capital, for instance, is abundant but land scarce in the United 
Kingdom and certain industrial countrie~ of Continental Europe; 

.labour is normally scarce but land and
0 

capital abundant in the 
United States; land is abundant in certain COUJltries of the tem
perate belts (such as the British Dominions ancl, the Argentine) 
which ha:ve been recently settled; there is an abundant supply of 
cheap labour in certain tropical regions thae are relatively poor 
in capital and equipment. 

5· Natural conditions and the relative scarcity or abundance of 
land, labour and capital tend to det'ermine the nature of each 
area's trade. Although the large area composed of the British Com
monwealth of Nations, the United States and Latin America is rich 
in capital it is so diverse in resources and climate that it has export 
surpluses in the majority of the major crude products entering into 
world trade, and when an excess of imports is recorded that excess 
is often more apparent than real-thus, the net import of animal 
foodstuf!s in 1938 represented only a small fraction of the net ex
ports of feeding stuffs, the net import of vegetable fatty oils was 
mach smaller than the fat content in the net exports of oil seeds, 
the net import of superphosphates represented only a fifth of the 
net exports of natural phosphates, etc. 

6. The demand of the United Kingdom and the United States 
for primary products is rather complementary than competitive. 
The United Kingdom buys large quantities of foodstuffs (meat, 
cereals, fruit and tea), of cotton, wool, zinc, etc., which the United 
States does not import in large amounts (or in balance, exports); 

L and the lJnited State~ buys large quantities of silk, bananas, coffee, 
certain fatty oils, tin, rubber, etc., of which the United Kingdom 
does not import large amounts. But they both compete to a consid
erable extent. with ContiQental Europe whose dema"'nd is normally 
muc~ more el'enly ~read oveJ different primary products. 
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7· The concentration of trade mentioned in (2) above prev~nts 
it from being bilateral; for the countries whos~ exports are largely 
conc11ntrated on one or a few commodities are not likely to tefj'Uire? 

• and do not reqqir~, the particular products of other countries in 
exactly the proportions in which these countries require their 
products. The same is true even in trade between countries wit!!. 
a more diversified trade; it is only less obvious. ' 

8. Tropical regions, the productio:l of which is largely comple
mentary to that of the United States, normally furnished over two
fifths of that country's imports, but only took about ~ne-fifth of 
its exports. The chief United States export markets were Conti
nental Europe, the United Kingdom and the British Dominions. 

g. In the trad~ of the United Kingdom tropical regions were less 
important as suppliers than as export markets: their shale in im
ports was only 14% in 1928 and 18% in 1938, but in exports 25% 
and 20% respectively. The United Kingdom depended chiefly 
upon supplies from the British Dominions, Continental Europe 
and the United States. Trade with each of these three areas resulted 
in a heavy import surplus, although the first two took about half 
of the United Kingdom's exports; the United States only took 5% 
in 1938. 

10. In Continental Europe, intra-trade accounted for 52% of 
imports and 57% of exports in 1938. Non-Continental Europe 
(chiefly the United Kingdom) supplied 18% of the irpports from 
the outside world, and absorbed 34% of the corresponding-exports. 
The resulting export surplus to the United Kingdom helped to 
finance the net imports from other continents upon which Conti
nental Europe depended for its supply of primary commodities. 

11. In the case of other groups too, there were remarkable dif
ferences in the geographical distribution of imports and exports. 
Of Africa's exports over four-fifths went to Europe, but Europe's 
share in imports was smaller (7o% in 1938) as the United States 
was an important supplier to the Union of South Africa. Canada 
and Newfoundland traded chiefly with the United States and the 
United Kingdom; the United States accounted, howe,.er, for a 
much greater share in imports than in exports (6o% and 32% re
spectively in 1938), while the reverse is true of the United King
dom, which accounted for 17% of impmts and 37% of exports. 
The tropical Latin American countries depen8.ed ve'ty largef}r on 

• 
• • 
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th~ United States _in both imports and exports; the non-tropical 
'Countries of Latin America, represented chiefly bY, the A,rgentine, 
c de{;t<,nde(;. principally upon the European export market w~ile de

riving a considerable share of their imports fro~ ~he United States. 
India sold her goods all over the world, but depended very largely 

'Cm the United Kingdom for her imports. South East Asia's chief 
export market was the United States, while imports were deriv.ed 
principally from Europe. Ttte share of the United States was much 
greater in the imports of Oceania than in its exports: 14% and 2% 
respectiv~ly in 1938. · . 

12. Japan's trade underwent a radicd change between 1928 and 
1938; towards the end of this period her ex))orts became more 
focused on Asia. The share of the United States ih exports fell from 
42% to.,. 16% and in imports rose from 28~ to 34%-movements 
which turned the previous export surplus to the United States 
into a heavy deficit. Meanwhile Japan acquired by force a quasi
monopoly in a considerable part of the Chinese market so that the 
share of her exports going to China, including Manchuria, and 
Hongkong rose from 28% to 46%. But as the occupied areas were 
incorporated in the "yen bloc" the export surplus that resulted 
yielded no foreign exchange. 

13. The differences in the geographical distribution of imports 
and exports of each country or group raises the question how claims 
arising frqm trading transactions were settled. Study of the trade 
balances shows that the cases of triangular or multilateral settle
tp.ent within small groups of countries were relatively unimportant 
and that almost all balances belonged to a single world-wide sys
tem which also provided for the transfer, along round-about routes, 
of interest, dividends and other payments due from debtor coun
tries to European creditor countries, particularly the United 
Kingdom. 

14. This system is depicted in Diagrams 6 and 10,1 which show 
the network of trade balances among five groups of countries repre
senting together nine-tenths of world trade: (1) the tropics; (2) the 
United States; (3) other regions of recent settlement in the tem
perate belts; (4) Continental Europe; (5) Non-Continental Eu
rope. Each of these groups had an active balance of trade with each 
suc,cessive group, and a passive balance with each preceding group. 

• These diagra~s are not reprod<1ced in the present document. 
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(The tropics, however, had a passive balance with Non-Continental 
Europe in the 'twenties.) " 

15.,,This system, and accordingly the world economj whit~ itl 
rendered possiblt:, t;ame into being about 1870, largely as a result 
of technical improvements in production and transport. It gradu
ally extended in scope until, at the beginning of the present cen~ 
tury, it embraced almost all countries. After a temporary disruption 
during the 1914-18 ~ar, multilateral tJade governed by the system 
was resumed during the 'twenties and was supported by United 
States capital exports. 

16. The functioning of the system was disturbed by the reduc
tion of these capital exports from the middle of 1928 and the repa
triation of liquid' funds by creditor countries, initiated, it would .. 
seem, by France after, the legal stabilization of the franc in 1928. 
For some time a breakdown of the system was avoided as countries 
exposed to strain were able to settle their international accounts by 
selling gold or drawing upon liquid assets abroad. Apparently the 
system of multilateral trade continued to exist; in re.ality it did 
not function. 

17. The financial strain continued to increase, however, and 
after the financial crisis of 1931 many countries attempted to bal
ance their foreign transactions by increased government control, 
particularly in the form of import restrictions. But while each 
country could generally restrict unchallenged imports from coun· 
tries with which it had an import balance and could frequently 
oblige these countries to take more of its products, it exposed itseJf 
to retaliations if it attempted to restrict imports from other coun
tries. The restrictions imposed were therefore largely discriminatory 
and for this and other reasons tended to balance transactions with 
each country separately rather than in the aggregate. Multilateral 
trade was thus reduced and replaced by bilateral trade. 

18. The disturbances in the system of multilateral trade ever 
since the late 'twenties reduced the amount which certain countries 
could spend on purchases of staple products in the world .market; 
hence arose the problem of "reduced commercial access to raw 
materials." Th\,s reduction in demand, only partly offset by in
creased demand on the part of other coantries, depressed world 
market prices; this, in its turn, beside:.' disturbing economic co'hdi-,, 



[~] 

tions everywhere~ re.duced the yield on foreign investments, many 
6f which" became valueless, and discouraged capital exports. 
0 1!!~[1\ll:o&ern civilization is based on a world economy which!unc
tions through a system of multilateral trade of. aospecific pattern 
that embraces the whole world. The present war, and particularly 
tile reduction of British overseas investments, is likely to modify 
that patter~ in the future. But the need for a world pattern of 
multilateral trade will rematt as long as climates and geological 
deposits continue to vary from one area to another, as long as the 
factors of production are unevenly distributed over the face of the 
globe. o 

Distortions of the original pattern, whether 'laused directly by 
the war, or by measures of commercial policy, mast cause friction 
and may"' threaten the whole functioning of o the system and the 
economic welfare of states dependent on it. Some distortion is 
obviously unavoidable; but only if commercial policy takes ac
count of the universality of the pattern and of the interdependence 
of the various trading areas will a smooth transition from the re
strictions of war to the expansion of peace be possible. 

COMMERCIAL POLICY IN THE INTERWAR PERIOD: 

INTERNATIONAL PROPOSALS AND NATIONAL POLICIES, pp. 156-164. 

The first part of this study compares the commercial policies 
pursued in Jhe interwar period with the recommendations made 
or the attion agreed upon by conferences and other international 
bodies; the second part contains an analysis of the reasons for the 

0 

frequent and striking discrepancy between proposals and policy 
and, in general, for the success or failure of specific recommenda
tions made regarding tariffs, qU:otas, exchange control, M.F.N ., 
preferential customs regimes and other aspects of commercial re
lationships. Finally, conclusions are drawn from this twenty years' 
experience. 

These conclusions are of two distinct orders: first, the broad 
conclusions that may be drawn regarding the practicability and 

c desirabilhy of alternative policies and secondly, more specific con
clusions regarding the suitability of possible procedures for at
taining the objects in view. It is convenie.J~.t tJtreat ~hose two classes 
of deduction in this orde'f. 

~."-concluSions Fiegarding<-Policy. (a) The first obvious lesson 
1,) 
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resulting from both studies is that the chance5 of getting,genlrally : 

• 
adopted a commercial policy designed to promote ratper, t,hJln t,.o 
restl'ict international relations as a whole may be jeopardtied in 
the first post-war-months if governments fail to agree in advance 
upon some orderly process of decontrol and some financially a~d 
economically sane system of reviving the economic life•of countries 
impoverished by the war. Commerc,ifil policy was distorted at the 
outset after the last war by the viofent reaction to the danger of 
exchange dumping. The depreciation in exchanges was due very 
largely to the failure to appreciate that relief and the restarting of 
the machinery of ;roduction were a single problem or to consider 
the effect of th~ relief policies actually adopted on the power of 
States to obtain what was required for industrial reviva~ 

There was indeed a general failure to take any concerted inter
national action to achieve an orderly transition from war to peace 
economy. But this is the first problem that arises and cannot be 
considered in terms of commercial policy alone. • 

(b) Another of the two or three major causes of the failure to get 
more liberal commercial policies adopted was the continuance of 
political insecurity-caused in large part by war-bred political pas
sions. It is clearly not possible to prevent-though something may 
be done by governments to allay and much to promote-interna
tional mistrust. It follows that the first essential for the achieve
ment of commercial policies designed to promote thd~, is the 
establishment of a mechanism for the preservation of peace so ade
quate and sure as to create confidence despite antipathies or mis
trust. Until this is done, governments are likely again to shun the 
world and seek a wholly insecure security in isolation. 

(c) But after the experience of the '3o's, apprehensions resulting 
from economic insecurity have become at least as important as fear 
of the risk of the recurrence of war. Governments faced by the social 
pressures caused by sudden and serious unemployment or rapidly 
shrinking farmers' income endeavoured to secure freedom of action 
for themselves by rendeling their national economies as iry.mune as • 
possible from external economic influences. Commercial policy 
cannot be considered by itself therefore. It must be considered as a 
part of the mote general, constructive p~icies agreed among gov
ernments for the prevention (or mi~gati?n) q,£ ecoDJ>mic d~res
sions and assurance of social stability. 
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cc (dtFailpre to concert such policies will involve the risk of the 
re~ivalof the type of autarkic commercial policies which developed ( f~.r I) L • 

, during; 't:he '3o's and the replacement of a commercial system hy a 
mechanism 'for economic warfare. 

\e) The dependence of commercial policy on 
• 

(1) An orderly transition from war to peace economy 
(2) Political security ~ 
(3) Economic security 

are perhaps"the three major lessons to be deduced from the com
mercial history·of the inter-war period, b'b.t there are others of a 

0 somewhat different order that may clearly be ran'ked as of almost 
equal imwrtance. Of these the first is the absolute necessity of 
adapting commercial policies to the circumstances influencing na
tional balances of payments. Great wars inevitably affect many 
items in those balances, and the changes brought about may require 
a rapid and radical modification of commercial policies in order to 
all~w the flow of goods to adapt itself to the new conditions. If 
creditor countries impede the import of goods with which their 
debts can be paid, if new obligations are created and no commodity 
provision made for their service, if debtor countries obstruct the 
export of the goods with which they may meet the service of their 

c debts, disequilibrium must be caused which will influence the com
mercial p~licy of almost all states. In such a state of disequilibrium 
long-term commercial treaties cannot be concluded, and high tariff 
rat05 or quotas are likely to be employed with which to negotiate 
shor't-term bargains. 

(f) The tendency after the last war for international bodies to 
take a restricted view of their right to concern themselves with the 
economic policies of States resulted in an arbitrary line being 
drawn between commercial policy and other aspects of economic 
policy and in the failure to consider the whole catena of problems-

' relief reconstruction, surplus capacity resulting from the specializa
tion of industries working for the war, etc.-which arose immedi-

< Q 

ately after the Armistice. It led to a failure also to put forward con-
structive proposals later to meet the need of countries anxious to 
promote industrial devel~pment. Adaptation to the longer term 
econ~mic or demographic forces, some of which mav be accelerated 

g • e J. 

by war, cannot be accompljshed by measures of commercial policy 
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alone. To consider such measures independently of other measure~ 
necessary for economic adjustment, as was frequently ·done e?pe~ 
ci21lly in the '2o's, is almost certain to fail to produ~e ~ny: usetul. 
results. Thus,.p!anning for industrial development requires more 
than the imposition of high tariff rates; the execution of such plans 
may require external aid, technical or financial, and play afford an 

• occasion for a careful revision of ~e aided countries' tariff sched-' 
ules. Such a revision may necessitat~ the raising of certain duties to 
protect the new industries and the lowering of many others to 
reduce costs. Trade is more likely to be promoted if the economic 
structure and economic~eeds of each country are carefully consid
ered, than by !feneral declarations regarding commercial policy 
alone. • a 

(g) During the ~o's, the fact that commercial policy was an in
tegral and inseparable part of economic policy as a whole gradually 
became self-evident. Indeed, there was a certain tendency towards 
the end of this decade for those responsible for commercial policy 
to claim that trade could not be released from its shackles until the 
international credit and money mechanism had been restored, until 
. the difficulties arising from international indebtedness had been 
solved, and for those responsible for financial policy to maintain 
that no monetary reform or satisfactory debt arrangements could 
be made while quantitative restrictions on trade continued in 
force. This apparent logical impasse was in fact a•phase in the 
process of understanding the essential unity of the economic and 
financial issues; and the failure to abolish the restrictions wqs in 
the end not due to a lack of understanding of the technical issues 
at stake, which were very thoroughly studied, but to the unwilling
ness of certain States to promote political security or to abandon 
the new system by which they exercised commercial pressure. The 
essential lessons to be learned from the experience of the '3o's 
would seem then to be not tHe difficulty of emerging from the sort 
of impasse that was created-granted good will-but 

1. that the pursuit of uncoordinated recovery programmes 
by great States is likely to involve a disruption of the whole 
mechanism of trade and economic relations in general and 
must inevitably do so if severe quootitative restrictions on 
trade are an•integral part of such.programJpes; o •• 

2. that any important market ca~ if it desires to do so, 
• • • 
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create price disequilibria between not only itself and the rest 
• of the world but between markets largely dependent on it and 
; 'I' ' • . . . the-test of the world, such as to set hm1ts to the scope of mulCI-
lateral trade; but • • 

" 3· that these limits do not necessarily preclude the main
tenance of a free price economy in international trade (such, 
for instance, as that of the ~terling Bloc) among countries not • 
within the orbit of the det~rminate influence of any country 
pursuing an opposed policy. 

(h) The' growing appreciation of th~ need to consider com
mercial policy in a wider setting resulted in two, .in a sense contra
dictory, types of recommendation concerning agrio.Ilture-the first 
in favour~£ restricting the output of certain agricultural products, 
the second in favour of expanding the demand for foodstuffs by 
raising national standards of living and of nutrition. Though to 
some limited extent both types of policy were applied, the problem 
of agricultural excess remained unsolved, and the friction caused 
by the growth of agricultural protectionism was hut slightly miti
gated. But there is no evidence to show that had peace been pre
served and time been available for the development of these poli
cies, agriculture would not have been materially assisted by them 
and the incentive to protect weakened. The first line of policy, 
however, is essentially restrictive, undynamic and unconstructive, 

•· while the second postulates and endeavours to promote a dynamic 
society and general welfare. The success of the second naturally 
les~ens the need, if need there be, for the first. 

(i) The M.F.N. clause, which should have been a means for 
spreading the benefits granted under trade agreements, tended to 
some extent at any rate, to check the granting of such benefits. 
This seems to have been due mainly to three distinct causes: (a) the 
half-hearted belief in the assumptions underlying the clause and 
the greater freedom of trade that it was intended to promote; 
(b) the reluctance of Governments to grant any benefits, even in-

' directly, ~o countries which enforced a non-negotiable tariff and 
high rates or to countries with which political relation~ ~ere 
straine~; (c) the employment of M.F.N. rights ~? prevent the 
formation of customs unicS'ns, or the formation of preferential areas 
in Ekrope, eiJPeciaUy when preferences were being increased else
where. 
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A repetition of conditions in the future similar to those 'rhich, 
obtained in the period under review is likefy to have similar J;e-, 
suits. A whole-hearted belief in the beneficial effects Q,f the, flau;;e 
is dearly once more likely to be dependent on the degree to which 
political secudty• and economic security and activity ~re assured 
and on the removal of the other objections to the clause. The cobl
plete abolition of non-negotiable tariffs would no do?tbt go far to 
overcome the second of the objectiu'ns mentioned; but so long as 
basic rates in any important markets are out of line with those of 
'other countries or with the logic of a balance of payments situa
tion, objections to the cliuse are likely to be raised. ' 

The third grQup of objections, that connected with customs 
unions, raises still more complex issues. 

A greater freedom of trade in the aggregate may ~ attained 
· either by a given degree of universal tariff reductions or by a given 
degree (or varying degrees) of reduction within specific areas. But 
the effects of these two alternatives :J;I~.ay be widely dissimilar. The 
Peace Treaties, by increasing the number, decreased the size of the 
free trade areas and gave some rather restricted scope for their sub-

. sequent enlargement. The opportunity offered was not seized, and 
gradually vested interests within the areas to which that opportun
ity was offered and external opposition acquired sufficient influence 
to prevent agreements being reached. One result of this fact was 
the growth of the scepticism about the M.F.N. clause just men-

• tioned; but the lessons of major importance to be drawn.from this 
experience are (a) that if wider free trade areas are to be estab
lished, they should be created before peace-time vested intefests 
have time to develop, and (b) that if either complete customs 
unions or preferential areas are to be given a chance of developing 
later, it would seem to be necessary to get certain safeguarding prin
ciples agreed upon in advance. The first of these two lessons is 
obvious and requires no exposition. Certain principles concerning 
the latter were· discussed about 1930 but never formulated in an 
authoritative statement. The suggestions under consideration were 
that preferential unions between contiguous States or St~es having. 
close economic affiliations might be recognized if (a) these states 
formed them in order to reduce rates of duty inter se and did not 

0 

raise the rates against other countries, "'and (b) any other (such) 
country whose•rates of duty did no' average tlemora;trably ~igher 

• 
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than tpose of the contracting parties, could join the union by mak
ingconcesstons to those parties comparable to those which they had 
m<fde tQ< e'acl:t other. ~ 
' Were· some such doctrine accepted as a general}y recognized 
derogation from M.F.N., one of the grounds of objection against 
thaf clause would be removed. The acceptance of any such general 

<derogation would not, of course, in any way preclude more radical 
derogations in specific cases. ~ · 

U) The last important point that falls to be mentioned here is 
one which forms a natural link between lessons regarding policy 
and lessons r~garding procedure. The incnnsed rigidity of the eco
,nomic system in all industrial or semi-industrialized States results 
.in any reduction in tariffs causing a greater shock nnd one more 
slowly absof'bed than was the case fifty years ago. Consequently the 
opposition to changes is greater, and indeed the benefit that may 
be derived from a change must be greater than heretofore if it is 
to offset the increased disadvantages resulting from it. Those dis
advantages are greatest in times of falling prices and unemploy
ment. Hence the timing of tariff changes has acquired special im~ 
portance and the procedure adopted is likely to affect not only the 
chances of success of any change in policy, but also the justification 
for success, to a greater extent than previously. 

There was some tendency during the last twenty years to confuse 
•the "young co~ntries" argument with the "young industries" argu
ment, and cto assume that the latter only applied to "young coun
tries.~' The actual force of circumstances went to show that highly · 
indu~trialized countries were tending to reach a stage of economic 
evolution in which their dependence on capital goods industries 
made them peculiarly sensitive to economic depressions. These 
countries felt the need for protecting various forms of consumers' 
industries-"the light industries" -as an insurance against that 
risk. This tendency to seek greater stability in increased diversifica
tion may well make itself felt again and is indeed likely to make 
itself felt immediat.ely after the war owing to the almost universal 
Ol!er-expansion of engineering and heavy industries. 

• 2. Conclusions Regarding Procedure. (a) When applied to 
complex questions, which affected different countries.,in different 
ways and to varying degrees~ and to problems affecting the central 

.issues of' nation!! ecoilOmic poli::ies, the method of general diplo-
e 
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matic conference and convent1on revealed se1'ious limitalions. A 
lesson may be drawn from the experience of certain mpdifilation§ 
of this method attempted by the League: • • 

• • • J• • 
( 1) The !imitation of such conferences to States espedatiy con

cerned in a p~rticular problem and anxious to secure immediate 
results through concerted action and agreements limited to t~ose 
States. The Wheat Agreement of 1933 and the Sugar Agreementl 
of 1937 resulted from limited c~?nferences of this kind. 

(2) The framing of conventions which were not intended to 
be signed and ratified but to be accepted by Goyernments as 
models or standards Jn negotiating and drafting subsequent bi
lateral agreements. Where such a system can be applied, it ha~ 
great advarnages. Not only does it achieve exactly that measure 
of uniformity which is compatible with national fleculiarities 
and differences in economic and financial structure, but it is also 
dynamic: as one country or another develops, it is able-and, ex 
hypothesi, likely to find it expedient-to apply to an increasing 
extent the common principles laid down. This method has been 
used with remarkable success in the matter of double taxation. 

(3) The establishment of standards or norms for adoption, as 
and when changes in national legislation were undertaken, or 
merely to serve' as a guide for the formulation of policy in the 
future. This method was used, for example, in the case of Tariff 
Nomenclature. • • 
(b) For the purpose of achieving tariff reduction, degotiations 

between pairs or groups of countries were clearly shown to be.more 
efficacious than general multilateral negotiations, and an extension 
of the bilateral method may be found appropriate in the future. 
This might take the form of simultaneous negotiations between 
numerous pairs or small groups of countries, directed and co-ordi- • 
nated by an international authority and facilitated both by multi
lateral consultations and, as occasion required, by multilateral 
agreements on specific subjects. 

(c) Diplomatic conferences on complex subjects cannot them~ 
selves work out solutions or produce agreement but cal\ only adopt 
solutions the general lines of which have already been worked oute 
and agreed apon between all-or, at aq,y rate, the prir;tcipal-parties 
concerned .• 
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(d) (rhe exist~rtee of non-negotfable tariffs in c~rtain important 
-countries was an obstacle to the realization of the programme of 
(• [ 

t'!fiff .f~cluc£ion laid down by _the Eco~omic Conferenc~ of 1?27. 
The adoption of freely negouable tanffs by all countnes would 
mark a use£ul advance. < ' 

c{e) Under the system of specific tariffs commonly employed on 
the continent of Europe, the burden of duties is reduced in times of 

() ' 
rising prices and increased in~times of falling prices. That system 
thus tends to aggravate every· depression and contribute to the 
forces making for greater commercial restriction. 

(f) AnotHer fact that is perhaps not quiJe immediately apparent 
from what has been said above relates to the int<irnational equip-

o ment for the preparation of Committee meetings, Cpnferences, etc. 
Each nati~al administration had at its disposal an elaborate ad
ministrative machine at home and consular offid!rs and commercial 
attaches abroad, whose function it was to study trading conditions 
with the object of promoting national trade interests. Bu~ there was 
no similar international organization. Trade and trading policy 
continued in fact to be regarded wholly in terms of rivalry. 

The officials of the League dealing with commercial policy never 
numbered more than half a dozen; there was no attempt at-indeed 
no possibility of-studying in detail the position of different coun
tries on the spot or of keeping, as was required, in constant touch 

' with national administrations throughout the world. There was 
only a very fimited possibility of following the development of 
trade as a whole and quite inadequate equipment for following 
the trade in different commodities. The tendency of international 
bodies to generalize reflected in part the inability of Headquarters 
in these circumstances to make, in advance, detailed studies of the 

< real issues, broken down into their component parts. That failure 
in turn reflected a persistent underestimation by governments of 
the magnitude of the task involved in any attempt to view world 
trade as a world problem. 

[ 

< 

QUANTITATIVE TRADE CONTROLS: 

'THEIR CA~SES AND NATURE, PP· 39-45· 
The purpose of this short study, prepared by Professor Gottfried 

Haberler of Harvard Univ11rsity in collaboration with Mr. Martin 
Hill ot the Leg.gue of Nations~Secretariat, is to condder what are 
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the relative advantages and disadvantages of •quotas and other • 
• quantitative trade controls compared with t'ariffs; wha& were ·tpe 

forces that induced Governments to adopt such con.tro.J.s, in t)&e 
int~rwar- period; whether, in the circumstances, such coptroi~ were 
the most suitable instruments; if so, why they were so generally 
condemned; if not, why they were so widely adopted; whether @ir
,cumstances favourable to their adoption are. likely tb recur after 
the war and in that case, finally, wh!tt policies sh~uld be pursued. 
On this last point, the conclusions i.re as follows: 

Implications and Effects of Quantitative Controls. (1) If the 
trend toward economic Jsolationism, autarky, regimentation and 
State control, chjracteristic of the nineteen-thirties in many parts 
of the world, were to be renewed after the war, quantitative trade 
controls would necessarily play an ever-greater role. Equitibrium in 
the national balances of centrally controlled trade would be main
tained by rigorous exchange control, the means of economic pres
sure and discrimination furnished by which would be at the dis
posal of those states that had the power to use them. Quotas, a 
half-way house between a liberal and a centrally planned trading 
system, would tend to give place-as, in several countries, they 
tended to give place in the 'thirties-to public or semi-public 

· monopolies. Being essentially a method of controlling the import 
activities of private firms, they are ill-adapted to a fully planned 
and socialized economy; nor is there any place in such an economy 

• for the unearned profits which go to the receivers of impoxt licenses 
under the quota system. 

(2) A movement in this direction, however, would not only 11elie 
the intentions of the governments of the United Nations as ex
pressed in the Atlantic Charter and the Lend-Lease Agreements as 
well as innumerable statements of national policies; it would also 
prevent the achievement of those basic economic and social ob
jectives which most of them have proclaimed-greater human wel
fare and full employment, within the framework of a so'cial system 
designed to preserve individual liberty. An expanding interna
tional trade is essential, not as an end in itself, but besause thes~ 
ends cannot be attained without it. And if an expansion of trade, 
though altogether unlikely, is nevertheless conceivable under ~ 

'" comprehensive system of quantitative dmtrols or of State trading, 
a highly contrelled trading system iiincompa•ible, i:i. the lol't"g run, 
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with 'a relatively 'free domestic economy. For qua'ntitative controls 
i,ptr'Oduoe rigidities 'which undermine the functioning of both the 
vric~- ,mec~anism at home and the system of multilateral ~ettle
meriLs; every control imposed tends to call for further controls, 
both of t;ade and of domestic industry. Such ml:lerent character
ittics are perhaps of small consequence when the restrictions affect 
only a small proportion of total imports or are limited to speci~l 
classes of commodities. It i~l clearly impossible, however-except 
over short periods-to have g~nerally regimented and socialized in
ternational trade and a domestic economy based on free enterprise. 

Procedure for the Removal or Relaxation of Controls. (1) Many 
countries will no doubt find it necessary to maintain exchange con
trols for a considerable time after the war, at anqr rate as regards 
capital movements. But, if effective machinery is established to 
overcome the initial difficulties of financing (ne essential needs of 
countries left after the war without adequate means of external 
payment and to facilitate multilateral clearing, it should prove 
possible to liberate commodity trade rapidly from control via the 
exchanges. 

Where quotas' are maintained, some of their more injurious fea
tures might be removed. For example, the efforts frequently made 
in the 'thirties to divert to the national treasury part of the profit 
resulting from the price differences in importing and exporting 
countries might be extended and developed. A method commonly 
adopted.. was to charge a fee or impose a tax on the import license. 
An alternative method might be to sell licenses to the highest bid
der at public auction. If quota profits were completely taxed away 
by some such method, the result would be practically equivalent 
to a system of sliding-scale duties so adjusted as to restrict imports 
to a pre-assigned level. 

(2) Of the circumstances facilitating a removal of import quotas, 
perhaps the most common has been a growth in exports. Quotas 
have been successfully removed also (a) when owing to currency 

, devaluation in the country concerned or a change in domestic de
.. mand or. supply conditions, imports tended to fall short of the 

quota, which consequently ceased to serve any purpose; (b) when 
- tariffs were raised to afford protection equivalent to the quota; 

(c) when owing to a revilfal in business and conseq~ent gr~wth in 
do~stic detpand, lftrger imRorts were necessary; <>(d) when recip-
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rocal concession; were negotiat:d bilaterally ol- by agree~ents 
(e.g., Hague Convention, 1937) between small•groups of oount~ieli. 

Of. these, (c) and (d) were the only circumstances in0 wlilit>y th~ 
removal of a quantitative restriction had an appreciable effe~ on 
the movement of trade. (c) points to the basic fact, which is con
firmed by the whole history of·commercial policy in the interwm
p~eriod, that the difficulties in the way of scaling down the barriers 
to trade are least formidable in times!lof risi"ng prosperity. 

Conditions of Avoiding Widespre~d Recourse to Quantz'tative 
Controls. An analysis of the reasons for the adoption of quantitative 
controls in the interwar fleriod involves, on the one 'hand, the 
question why theq:: was a movement toward greater economic iso
lationism, and, oo the other, the question why quantitative controls 
were preferred to tariff regulation. 

(1) Conditions of'Avoiding a Revival of Autarkic Policies (cf. 
Conclusions from Commercial Policy in 'the Interwar Period, pp. 
36-44 above). 

(2) Conditions of Avoiding Recourse to Quantitative Controls. 
(a) In both the periods we have been considering, the most 

clearly discernible factor leading governments to introduce quanti
tative controls was currency instability accompanied by exchange 
dumping. In the 'thirties, the situation was complicated and ag
gravated by the protracted disequilibrium in nationalprice levels 
resulting from the unwillingness of important countries openly to 

• adjust the value of their currencies. Of no less importam:e, how-
ever-and itself a primary cause of the currency instability-was the 
breakdown of the mechanism of international trade and settfe
ments as a result, in the 'twenties, of the war dislocation and, in 
the 'thirties, of the catastrophic fall in prices. The first lesson to 
be learned from this experience is that an extension of the system 
of quantitative restrictions cannot well be avoided after the present 
war without international action aimed both at maintaining sta
bility of the exchanges and at restoring the credit and the produc
tion and trade of the countries which have most suffered from the 
destruction and dislocation of the war. ' ., 

(b) After the experience of the 'thirties, few countries will in 
future be prepared to undergo a severe internal price deflation, • .. 
with its train of unemployment, in order to maintain or restore 
equilibrium in 'tomparlJ.tive price lej'els and $he balance oft•pay-
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.ments. This equaibrium can be disturbed-and m a dynamic 
,,ecpn~my i-s likely to 'be constantly disturbed-by one or more of 
tlbe fol.lowi!lg factors: rise in inq)mes _and prices (whi_ch _in~l~de 
costs) 'at home; a fall in incomes and pnces abroad; a shift m mter
national d~mand without previous expansion o"r contraction of 
incmmes or prices; capital movements. Under an automatic gold 

, standard, such disturbances, if they involve an over-valuation of thee 
currency, are met by an"outfld'W of gold and corrected by internal 
deflation. If the deflation reqJired is too severe, the disturbances 
may be corrected by currency devaluation. In the 'thirties, they 
were, in many countries, met by quantitative trade restrictions and 
exchange control and were not (or very inadeq"Q.ately) corrected. . . 

·what other courses are open to meet the push and thrust of in-
ternationa~ economic life? This issue is fundamental to our whole 
problem. Discrepancies in national price structures can only be 
overcome by changing prices in terms of domestic purchasing 
power, that is, by deflationary or inflation~ry processes, or by chang
ing the external purchasing power of currencies by a modification 
of the exchange rates. In the immediate post-war period national 
price and costs structures are likely to be so much out of gear with 
each other as to necessitate the latter course. This is one reason in 
favour of the establishment of special machinery by means of which 
credit may be furnished to meet changes in the balances of ac-

' counts, by which orderly changes in currency parities may, if neces
sary, be ca,rrie•d through, by which national monetary policies may 
be co-ordinated and kept in line, and multilateral trade and clear
ing ~acilitated. 

But such machinery requires for its effective working concerted 
measures against economic depressions and for the maintenance of 
full employment, especially among the major creditor countries 
and the world's major markets. The importance for the whole 
world of the maintenance of prosperity in the world's great markets 
cannot be overemphasized. International supervision of com-
·~ercial policies, and possibly some form of international veto, 
s.hould als9 contribute to "reducing disturbances. Finally, inter
national machinery for facilitating industrialization or essential 

r p:.tblic works in backward countries and the economic reorganiza
tion of countries which fottnd it necessary to undert~ke a radical 
reada~ation t~ changing conqitions would be of•quite special 

' . Jmportance, 
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(c) These various elements in a possible long-range plan fs>r th~ 
preservation of an international economic system form aowhole (\Ild, 

to~ether provide a challenge to the constructive visio!il and;the ~~:o
operatiwe spirit of our generation. A return to the ol~ restrictive 
methods-the ~lternative which the forces of inertia and the forces 
of narrow nationalism will no doubt combine to favour-woullt be 
a disaster of incalculable magnitude. • , 

o This brings us to our final point.~he failure to break down the 
system of quantitative restrictions ~n the 'thirties was in the end 
due not so much to a lack of und~rstanding of the tecp.nical issues 
at stake as to the unwilJjngness of certain great States to abandon 
their designs for.political aggrandizement or the methods by which, 
they were abl~ to exercise pressure on others. If wise concerted 
economic measures are one of the bases of a durable f>eace, they 
provide by themselves no solution of the political problem. And on 
the solution of that problem the success of all efforts to create a 
better economic world ultimately depends. 

TRADE RELATIONS BETWEEN FREE-MARKET 

AND CoNTROLLED EcoNoMIEs, pp. 85-92. 

This study by Professor Jacob Viner of the University of Chicago 
deals with the post-war problem of the trading relationships be
tween countries which do and countries which do not subject their 
foreign trade to extensive direct controL The problem is ap-· 

• proached by an analysis of the difficulties with which. countries 
maintaining a substantially free trading system were faced in the 
193o's owing to the growth of quotas, exchange control and Gov
ernment monopolies elsewhere. A critical appraisal of the attempts 
made to meet these difficulties leads to the formulation of the pro
posals for future.policy reproduced below. 

The three major types of direct governmental regulation of for
eign trade are: exchange controls applied to commercial transac
tions; import quota systems; and government monopolies of foreign 
trade. (A closely-related type not dealt with in this memorandum· 
is the regulation of foreign trade by governmentally-sponsored 01 

tolerated cartels of private business membership.) 
Against all three of these, though in different degrees, the charges 

can be made that: '" · 
(1) They ti~ up diplomacy closely with the detailed cormuct of . 
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•fmeign.trade and thus promote international controversy and fa-
cjJ.ir..fe the harmful injection of political and military considera-
tions into tude relations; 0 

· (2) Tiiey l~p.d themselves more effectively than ordinary import 
duties to the application of monopolistic methods to foreign trade, 

·to th~ economic injury of the world as a whole; 
• (3) They promote bilateralism in foreign trade, at the cost partly 
of economically-superior rimltil~teral trade and partly of the sup
pression of profitable foreign tra<le; 

(4) They l~nd themselves to discriminatory treatment of the 
trade of different countries for economic me political purposes; 
• (5) They promote, or even require for their exe£ution, the de

velopment of internal monopolies and the restrictioR of the field 
for private eflterprise, and especially small-scale enterprise; 

(6) By placing other countries not following similar practices in 
a position of relative disadvantage in trade-bargaining, once estab
lished in some countries they tend to spread to other countries. 

Some attempts were made during the 1930's to check the growth 
of these methods, but they proved almost wholly ineffective. Most 
of the countries which did not welcome the new trends nevertheless 
felt themselves compelled to adopt some of them in self-defense. 
The attempt of the United States to check their growth by means of 
the Hull Trade Agreements Programme, under which concessions 
were made fro~ the ordinary American tariff rates in return for, 
among othoc things, pledges to moderate existing direct controls 
or not to introduce new ones, or to administer them in such fashion 
as nor to involve discrimination against American export trade, 
had only a very minor degree of success in obtaining a general 
amelioration either of the extent or of the discriminatory and re-

-strictive character of the direct controls. Endeavours under League 
of Nations and other international auspices to obtain multilateral 
consideration of the situation with a view to finding a multina
tional solution cam~ to nothing. 
• Hope for better results from future attempts to obtain reform in 

this field mvst depend in part on the attainment, through pro
visions for collective security, of a reasonable expectation of a 
pdceful world and therefore on the lessening of the ill\Portance of 
military and political consi<*rations in the determination of na
tional tr!fde poliwes. It must depcmd also on reduction "of the levels 

~ . 
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of ordinary import duties in high-tariff com1tries, on the. attaip- • 
ment of substantial stabilization of currencies, on the esta:bJis!:a
ment of procedures for concerted action to deal wit9 tlile.prohlem 
or maiiS unemployment, and on provision of reasom;ble • facilitieS 
for internation!il credit, short- and long-term. 
· Given assurance that the other measures necessary if the pos~war • 
world is to haye good prospects of being a peaceful ~nd prosperom 
world will be taken, it is probable'-llat some countries will be will
ing on their own initiative or by b1iateral or other forms of interna
tional agreement to abolish outright most if not all of the measures 
of direct regulation o~ foreign trade which they adopted during 
the great depr~ssion or during the war period. Other countrie~ 
however, apFJear to be too strongly committed to direct regu
lation of foreign trade, either for its own sake or as a11corollary of 
their practice of direct regulation of their national economies as a 
whole, to justify any expectation that it will.be possible to obtain 
anything like universal abandonment of direct foreign trade con
trols. It seems advisable, therefore; while aiming at as much move
ment in this direction as possible, to give consideration in advance 
to the procedures which may at the same time lead to the maximum 
possible degree of abolition of such direct controls and establish 
for countries not practising such controls on a substantial scale 
the 'most satisfactory basis attainable for their trade relations with 
each other and with countries which continue to subject therr 

• foreign trade to rigorous direct controls. • 
The grosser abuses and evils of direct regulation of foreign trade 

are, in theory at least, susceptible of elimination or of reduct!on to 
minor proportions without requiring total abolition of such con
trols. In the relations between countries which are anxious to 
return to multilateralism and to the conduct of foreign trade sub-~ 
ject primarily to the regulation of free market forces, substantial 
progress in this direction should be feasible by means of bilateral 
negotiation, provided leadership in such negotiation is not left to 
a single major trading country. From past experience with bilateral 
negotiation, it seems clear, however, that there will bl: no ground 
for expecting substantial and rapid progress unless: 

( 1) Gr~ater success than has as }let been shown will be at
tained in liormulating and obta~ning acceptance,pf unaalbigu- • 
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ous, rational, ana readily enforceable criteria for determining 
die abs~ce or presence of discrimination and of the illegiti
.nat~ 'U!e <a£ monopoly power in trade relations; <, 

(2) Tqe participating countries in their bilat~ral ne~otia
tions will give consideration not only to protection of their 
<Jwn export trade from discrimination or from monopoly pres
sures but a~so to the need for refraining from pressing for or 
even from accepting concessfrns which involve discrimination 
against innocent third countries; and 

(3) Th~re emerges from the bilateral negotiations a com
mon pattern of policy with respect to r~ations with countries 
which continue to adhere to rigorous direct controls of their 
foreign trade. ~ 

There is• scepticism in some quarters as to wjlether much prog
ress can reasonably be expected from the method of bilateral nego
tiation alone in dealing with these aspects of the problem. This 
scepticism may be warranted. In any case, there would be much 
more ground for optimism if there could be reasonable hope that 
the countries at all inclined toward the elimination or substantial 
reduction of direct controls of foreign trade could be persuaded to , 
attempt to deal with the problem through a multilateral confer
ence. It would be an appropriate objective of such a conference to 

.,obtain a multilateral agreement binding the participating coun· 
tries; o 

0 

( 1) To move toward elimination of direct controls on a mu-
tually-agreed time-schedule; 

(2) To define the practices which would not be permissible 
in the trade relations between participating countries; 

(3) To formulate the procedures to be followed in common 
in trade relations with non-participating countries adhering to 
direct controls; and 

(4) To participate in the setting-up of a continuing interna
tional agency, to which questions of violation of the conven
tion, of needed revision of its terms, and of admission of new 

" countries could be referred. 
0 It is conceivable that the sense of mutual advantao-e from adher
ence to the provisions of the! international conventi"o~ would suffice 
to secfue the cyntinwmce of t~ agreement and con~cientious exe-
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cution of .its te;ms. It would be" a wise precaution, nevertheless, to, 
~ 

provide that adherence to the convention shduld bring with it·v,ftl.., 
uable privileges confined to the adhering countries anQ. th.at.seri®s 
depart we from its terms, if proclaimed by the internationar".tgency 
to be aggressive~or otherwise objectionable in chara~ter, should 
bring costly penalties to participating or non-participating coon
tries. There follow some suggestions as to possible Jftivileges and 
·penalties which might be provided Por. • 

The convention should provide that every signatory country re
linquish any claims on other signatory countries which it may have 
under existing treaties ,.or agreements for most-fav~ured-nation 
treatment from s>ther signatory countries, but without obtaining , 
freedom from tjl.e obligation to grant such treatment itself, upon a 
fin4ing by the international supervisory agency that it hiid resorted 
to any practice or J>ractices in violation of the convention and of 
sufficient importance to warrant such penalty. 

The convention should further require all signatory countries to 
terminate at the earliest possible moment consistent with the terms 
of the relevant treaties any outstanding obligations they may have 
to grant most-favoured-nation treatment to non-signatory countries 
and to refrain from establishing new obligations to grant most
favoured-nation treatment to such countries.' 

The convention should impose on the signatory countries the 
obligation not to seek from non-signatory countries, and perhaps ' 

• 
1 Such provisions would be similar in principle to, but would go ferther than, 

some proposals made in recent years for exempting the concessions exchanged in 
multilateral agreements of a "liberalizing" character from any obligations of exteasion 
to non-participating countries under most-favoured-nation agreements. Cf.: the 
Resolution presented by Secretary of State Hull to the Montevideo Conference of 
1933 and adopted by it: "Art. 1, The High Contracting Parties, with respect to their 
relations with one another, will not, except as provided in Art. 2 hereof, invoke the 
obligations of the most-favoured-nation clause for the purpose of obtaining from 
Parties to multilateral conventions of the type hereinafter stated, the advantages or 
benefits enjoyed by the Parties thereto. 

The multilateral economic conventions contemplated in this article are those which 
are of general applicability, which include a trade area of substantial size, which have 
as their objective the liberalization and promotion of international trade or other 
international economic intercourse, and which are open to adoption by all countries." 

Cf. also, the discussion as to the desirability of a provision of this ,character in. 
League of Nations, Recommendations of the Economic Committee Relating to Com
mercial Policy, Geneva, June 18, 1929. (League, Document C. 138, M. 53· 1929. II. 
pp. 13-14), and in Draft Annotated Agenda of the Monetary and Economic Con!. 
ference, January, "193~ [League Document C. 48, 1\'- 18. 1933. II. Spec. 1. V, B. (a)], 
and the proposal submitted to the London Monetary and Economic Confer$fice by 
Secretary Hull in j'\Ily, 1933 (League Docum,..t M. E. 22 '1:1), 193~ p. 43). • 
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even ~ot to accepf, any preferenti:l privileges which would operate 
tp tlie dia~.dvantage of other signatory countries and which were of 
~kind. whi~h signatory countries would not be free to grant under 
the terms of the convention. In case any country makes us~ of cfirect 
regulation of foreign trade as a means of discrilnination between 
ol>her countries, to exploit a monopoly position as buyer or seller, 
or as an instrument of political aggression, to the serious injury of 
any participating country, tHe international agency to be set up, 
upon application of such coudtry, should have the power to require 
all participating countries to take such measures as it prescribes to 
deal with ihe situation. 

"" With respect to exchange control, specific safc;guards against its 
use as an instrument of trade regulation, or at lea.~t against its use 
in a discriminatory fashion, could appropriately be provid<;_d in 
connection with the establishment of an inte\:national agency for 
monetary stabilization. Access to the credit facilities afforded by 
such an agency could be restricted to member countries, and avoid
ance of any restrictions, or of any discriminatory restrictions, on the 
use of foreign exchange for the purpose of paying for current im
ports might be a condition of membership.' 

The technical difficulties of framing and of administering a 
multilateral agreement of this kind would be comparatively mod
erate if wide acceptance could be obtained for definite and un
qualified oqtlawry of the questionable practices, at least after a 
transitiem period had elapsed. If, however, as is likely, many coun
tri;s will be willing to sign such an agreement only if made subject 

1 The draft plan for an international Stabilization Fund issued by the United States 
Treasury in April, 1943, contains the following relevant provisions: 
VI. ""Each member country of the Fund undertakes the following: 

2. To abandon, as soon as the· member country decides that conditions permit, all 
restrictions and controls over foreign exchange transactions (other than those in· 
volving capital transfers) with other member countries, and not to impose any 
additional restrictions without the approval of the Fund. 

The Fund may make representations to member countries that conditions are 
favorabl.e for the abandonment of restrictions and controls over foreign exchange 
transactu;ms, and each member country shall give consideration to such repre
sentations.'' 

In the British White Paper of April 8, 1943, presenting a plan for an Inter
national Clearing Union, it is proposed that: 

""In any case, it should be,.laid down that members of ·th~ Union would not , 
~llo.,w or suffer among themselves any restrictions on the disposal of receipts aris-
mg Out of cur:·ent trade or 'invisibb' income.'' '' 
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to importa~t reservations and qualifications, very serious difficl.l)ties , 
will result. In the light of past experience, the• greatest dahger wi!.l ~ 
be t~at an agreement will be reached with general provi~op.s ad> 
mirable ifl form and substance but almost totally deprive~ of mean
ing or of enforc~ability by the detailed reservations and qualifica
tions incorporated in the agreement. A spurious agreement is likdy 
tg have even worse consequences than acknowledged failure to 
reach an agreement, since in the lattgr case· general recognition of 
the existence of an unsolved proble~ is pr:omoted, and sober sec
ond-thought may lead to a renewal of attempts to reach. a genuine 
solution. • 

On the other hand, since it will in all probability be a prerequi
site for general a(iceptance of a significant agreement that some pro
vision be made for the particular situation or the speci<ii circum
stances of individual countries, a rigid convention not allowing 
of any important exceptions does not appear to be an available 
alternative. The desirable and conceivably attainable solution of 
this difficulty would appear to be an agreement whose general pro
visions were fairly rigorous; but with provision for exemption from 
these provisions in particular cases upon application to the inter
national supervisory agency and approval thereby. 

It cannot too often be repeated, however, that progress in obtain
ing significant agreement in this field will certainly be difficult and 
will probably be impossible to achieve except in con9ection with 
the reaching of international agreement in other fields of•interna
tional economic relations. In particular, in order to obtain sub
stantial elimination or restriction of the application of direct con
trols to foreign trade in an objectionable manner, it will probably 
be necessary also to reach international agreement for the limita
tion of the heights of ordinary tariffs, for the establishment of inter
national credit facilities both for monetary. stabilization and for 
long-term investment purposes, and for international collaboration 
in dealing with the problem of the business cycle and of mass
unemployment. Slow progress in this, as in the other fields, will not 
necessarily be fatal, provided that there is early agreement on the 
direction in which movement shall take place and on procedures of 
negotiation whi_ch will assure that the achievement of one stage of 
reform will lead promptly to endeavour~ to accomplish the next 
stage. 
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Re}ief and Reconstruction . 
- . 
-R~LIEF DELIVERIES AND RELIEF LOANS, 1919-1923, PP· 40-45· 

() . . . 
Tht? study deals with the organization of governmeQt relief 

activities a{ter the last war; the work done by ch;.ritable organiza
ti06ls; the cost of communal feeding; the composition of the meals 
provided to the undernourished children of Europe; the connec
tion between relief and• sociaP and financial stability; the fate of 
relief loans; the effect of relilf deliveries on the price and stock 
situation in the United States, etc. The conclusions based on the 
evidence afforded by this experience are tet out as follows: 

(a) Urgency. The last war ended in the autum~ when the need 
was greatest and the possibility of relying on dmpestic supplies, 
except fore1:ereals, was least. Although the shipment and transship
ment of goods to Europe was expeditiously cafried out and great 
efforts were m<Kie to eff~ct actual deliveries with the least possible 
delay, no substantial deliveries of foodstuffs were made, except in 
Belgium and northern France, before the end of January 1919. 

The major relief period, therefore, was confined to the period from 
February to August 1919. Amongst the initial difficulties that had 
to be faced during the three months between the Armistice and the 
start of regular relief deliveries, the following may be mentioned. 

First, deliveries were inevitably impeded by the continuation of 
olocal fighting and the breakdown of internal administrative organi

zation in Jllany parts of Central and Eastern Europe. Partly as a 
result of these conditions, the system of communications had almost 
completely broken down, and land transport was consequently 
slow and uncertain. 

Secondly, deliveries could not be undertaken without informa
tion regarding local needs; and time was required to obtain trust
worthy reports of the situation in Central and Eastern Europe, the 
seriousness of which, indeed, few persons among the Allied and 
Associated Governments realized before the Armistice. 

, Thirdly, difficulties were encountered in coordinating the relief 
efforts of the United States and the Allies, and, notwithstanding 
the existence of various bodies which had been engaged in relief 

' ixctivities, it took time to create an adequate relief organization on 
the spot. " ' '--

A f&tirth ca\;lse of d-ifficulty was the delay in obtaining legislative 



-' -approval of relief credits. Such approval wa~ in fact, not wanted 
in the United States until the end of February 1919. This diffic~lty, 
however, was largely overcome by provisional arrangerherits~nd oy 
the dri~e and .injtiative of Mr. Hoover; it could hava been pre
vented if funds had been allocated during the war. 

As mentioned earlier in this study, the stock sitqation in 1he 
Vnited States at the end of the Ia~ war .was not such as to put 
difficulties in the way of large-scale txport for relief purposes. The 
problem, indeed, was not tg eke out supplies for relief but rather to 
dispose of surpluses. Had such surpluses not been available, it 
would no doubt have pr~ved difficult to arrange at short notice for 
the large export~ required. 

(b) Needs (d be met. The real needs were obviously never com
pletely met, nor w~re they f~lly surveyed. They were ~onsidered, 
indeed, almost exclusively in terms of calories. That was, perhaps, 
inevitable, but it is clear that the first action required in order to 
meet such a situation with any hope of producing an optimum re
sult is to estimate insofar as possible in advance what the real needs 
of food (including protective foods) and such essentials as soap, 
medicine and clothing are likely to be and how far they can be met 
from the available resources. 

(c) The provision of goods to cover the needs. In order to con
tribute to the food supply of the Allies, and with a view to the, 
need for food of Europe as a whole after the war, the-United States 
Food Administration had greatly stimulated agricultur~l produc
tion. As a result the exportable surplus of foodstuffs in the hasvest 
year 1918/19 was three times as large as the pre-war annual exports. 
Large stocks of cereals and pork products existed in 1918 and this 
factor was naturally taken into consideration in drawing up relief 
programmes. Certain of th~ more obvious defects, from a dietetic 
standpoint, in the composition of the relief deliveries were due to 
the then state of nutritional knowledge and to the fact that, even 
if the need for vitamins had been understood, there was no way of 
manufacturing them. Today the resources of available food consist' 
not only of the stock of provisions at any moment of time but als~ 
of the industrial equipment for preparing certain categories of pr~-
tective foods...in.condensed form. • 

(d) Transp.ortation. It is both clear from past experien&e an4 
obvious on the face of it that, if \he tonm~ge ava'-lable rs to be 

~ 
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c utilized to the best,advantage at a moment of extreme post-war 
" &rgency,'a joint plan of allocation between the demand for the 

iepatiia'i:iou of troops, for transportation of foodstuffs, raw. ma
terial; and, other essentials requires to be made i.n cad van~~-

(e) Financial provisions. Almost So% of the total relief not paid 
f8r in cash was granted in the form of loans. These loans fell into 

0 

two classes: ~ 

(i) those to Austria andtHungary which necessitated the 
pledging of certain revenues and specified a prior claim 
for service; 

(ii) those to all other countries agairfst which no, or no im
portant, revenues were assigned. Accordip.g to normal 
prtctice, however, these loans too involved a claim rank
ing prior to any loans subsequently isslli!d. _ 

The wisdom of loans of this sort requires very careful considera
tion. Their merit was that they could be, and were, effected with
out giving rise to undue delay. But the disposal of goods in this 
manner against credits bearing rates of interest which, although 
not very low, bore little relationship to the risks involved, consti
tuted a compromise between the rival claims of finance and human
ity that entailed, not unnaturally, unfortunate effects. The' service 
ultimately paid on these loans was negligible, and at no moment of 
time could the majority of them have been considered a sound in
vestment, except indirectly as a result of the contribution they 
made to the restoration of economic activity in Europe. Looking 
bat!k now on the hurry of those months in the light of subsequent 
events, it is clear that, had it been possible, it would have been to the 
advantage of all concerned if a greater part of the relief had been 
given outright. All countries, including the donors, may well have 
reaped benefits from the relief delivered against these loans far 
exceeding in value their amount. In circumstances such as obtained 
in Europe at the end of. the last war, it may well be sound financial 
and economic policy for governments in a position to do so to make 

.,contributions a fonds perdu in order to expedite the revival of 
economic activity in the stricken areas. Nothing is gained by 
'dressing such relief in deceptive financial attire. ln~eed, the effect 
of the relief loans granted tn 1919 was, in at least one case, seriously 

·to impede th• vital \vork of reconstruction and th~s to offset the . . 
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very economic advantages that might have been gained p-offi' t.he 
relief afforded. ~ 

At> the same time there is no a priori reason for assttm1n-;, that 
• 0' 

loans for the sale :Pf foodstuffs urgently needed are socially unde-
sirable or financially unsound. A country short of food at the end 

"' of a war may well require temporary accommodation and be fully 
competent to meet its obligations latar. Food relief is, in fact, but 
the first step in general reconstructio~ and should be considered as 
part of the wider reconstruction problem. When there is reason to 
believe that the total reconstruction needs are so great that, if dis
aster is to be avoided, th~ country in question must obtain some 
direct assistance ir\ the form of what ultimately becomes a gift, then 
it is probably wiSe to make the gift and to make it at once. 

In any policy of relief and reconstruction, it is necessary to decide 
first what sacrifice is to be made on purely humanit,arian grounds 
and what sacrifice it is desirable to make in order to prevent social 
disturbances and to establish such order in war-affected areas as will 
permit of the revival of economic activity. Such considerations 
should determine the amounts of direct aid that may be rendered, 
the cost of the first step in reconstruction. Beyond the limits of such 
aid purchases should be effected either against cash or credit on a 
sound financial basis with or without government assistance. If 
the first step is miscalculated and adequate direct aid is not granted 
to render the country credit-worthy, then any subsequent scheme 
for reconstruction may break down and the credit granted under 
such a scheme prove unrecoverable. Relief and reconstructionJI.re 
two stages in an uninterrupted process of transition; and the dis
tinction ,between them is determined not by the class of goods in
volved but by the conditions, or absence of conditions, for repay
ment. 

It is obvious that one of the major difficulties after any great war 
is likely to arise out of the magnitude of fixed money obligations. 
To add further obligations the service of which cannot be met, 
must sooner or later have harmful consequences. The burden of 
such obligations is, of course, determined not simply by the capital~ 
sum involved, but by the rate of interest and the stipulations re:; 
garding amorHzation. Financial transac~ons, whether for the pro
vision of food JJr raw materials or flant or ~ank ~eserve~, j~ they 
imply repayment (as they Illust), can ~nly be dev1sM w1thm the .. 
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'gener~l framework of some agreed anti-depression policy-a policy 
'f6r the n{aintenance of full employment. Relief, therefore, from 

tlie pg{nt waere gifts cease, becomes part of the general fro'!Xem 
of reconstruction. • • · 

(f) Withholding of relief credits from enemy countries. The 
pr~nciple in.force during the Armistice Period under which the 
enemy states, unlike th.e alliv and liberated countries, were re~ 

. quired to pay in cash so longQas they had· any assets with which 
to pay, gave rise in the long run to serious economic repercussions. 
It affords a"further illustration of the basic mistake of failing to 
consider problems of reconstruction at th~ outset. 

(g) Machinery of relief administration. This et.isted before the 
Armistice and proved of very real value. The macli.inery required 

~ 
only to be expanded, not created. One fact tha~ emerged from the 
actual working.of that machinery was the great economy of effort, 
food, and money resulting from communal feeding. On the other 
hand, there was at least a partial failure to test the health effects. 
of the food supplied. 

(h) Consideration of costs. After the last war there were consid
erable stocks of foodstuffs available in the United States, and large 
supplies were forthcoming owing to the wartime expansion of pro
duction. In considering what relief implies to any country granting 

'it, in a situatipn such as prevailed in the United States at the end 
of the lastr war, it is necessary to take account not only of the ac
cou~tancy cost of the supplies that may be furnished, but also of 
the real economic cost. When large surplus stocks of commodities 
are held by Governments, either owned outright or held in pledge 
against loans advanced to farmers, the real cost of gifts from these 
stocks is not the book value of those gifts. Any fall in price of the 
commodities held by the Government since the moment when it 
acquired them constitutes a loss and any rise a gain, which the Gov-

' ernment incurs anyway. But the real cost of any gifts is not equal 
tp the marf.et value of the commodities donated. The real cost mav 
be estimated narrowly or broadly. Narrowly estimated, it equal§ th~. 

' rharket value of the stocks minus the new value which the remain-
. ing stocks acquire as a resuft of the disposal of part of the total. If, 
, for ins'mnce, a Goverl\ment heM stocks.of: " 
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100 un,ts at a market price of 5, total valu~ 500, and -gave 
away 25 with the result that the price of th~ remaining 75 ros& 
tn 10 o • • 
~ ' ~ 

then ti-lt! gove:r;n~ent making this gift would derive a pet giin of: · 
750- soo = 250. 

~ 

If it disposed of 50 units with the same effect on t~ price of the 
"remainder, there would be no profiQor loss. 

Viewing the problem broadly, &t is necessary to consider the 
effects of such gifts not only on the value of stocks held, but on the 
whole market position and on the chances afforded to farmers and 
others to continue to prd'duce at a profit. Any action taken to relieve 
the market of the depressing effects of excessive stocks will, oC 
course, benefit"those engaged in current production . 

• 
EuRoPE's OvERSEAs NEEDS, 1919-1920, 
AND How THEY WERE MET, pp. 46-48. 

The purpose of this study, which is a companion to "Relief De
liveries and Relief Loans> rgrg-23," is to consider what were the 
effects of the lack of any international policy of reconstruction after 
the last war and how and to what extent, in the absence of concerted 
action, Europe was able to provide itself with the raw. materials 
and other essential goods it needed. The post-armistice situation 
is briefly described, the value and the kind of purchases effected,'" 
both by the Continent of Europe as a whole and by variovs regions, 
are shown and an estimate is made of Europe's balance of payments 
during the two years 1919 and 1920. A summary of the findingS>and 
conclusions that emerge from the study are given below. 

(1) Summary of findings. (a) At the end of the war productive 
capacity in Continental Europe was at an extremely low level; in 
1919 industrial production was about one-half, agricultural one
third below normal. 

(b) During the years 1919 and 1920, Continental Europe appears 
to have imported about $17.5 billions' worth of goods for overseas,, 
against an export of only $5 billions. Foodstuffs and fini§hed goo~ 
formed an unusually large proportion of these imports; the imports 
of raw materials were relatively small. Northern and 'Vesterl1 
Europe recei:CJ proportionately much larger supplies than Central 
and Eastern E1lrope. 
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(c) The import surplus of about $I2.5 billions in the two years 
tnentioned··was met from the following main sources: shipping 
services-· (abeut $I,8oo,ooo,ooo), emigrants' remittances (abQ,ut 
$I,40o,ooo,o'lo), expenditures in Continental Europ~of th~Amer· 
ican and British armies (about $I,ooo,ooo,ooo), yield on foreign 
secu~rities (about $7oo,ooo,ooo), intergovernmental loans (about 

'12,8oo,ooo,ooo, of which 
0 

$9oo,goo,ooo were relief loans), liquida- o 

tion of security portfolios and, to an amount very roughly estimated 
a d' at $2,50o,ooo,ooo, from short-term ere Its. 

(d) Food was supplied by relief organizations, mainly during the 
first half of I9I9. Thereafter relief delive!.4es were on a much re-
duced scale. • 

(e) No international plan was evolved for the provision of the 
war areas with the other goods essential for the r~storation oLtheir 
economic life for nearly two years after the armistice. The ter 
Meulen Plan, p-resented to the Brussels Conference in October, 
I920, for raw material credits came too late and failed to material
ize, and States were forced to acquire raw materials within the 
limits of their own financial capacities. 

(f) The absence of provision for raw material credits was an es
sential factor in the process of currency depreciation, inflation and 
hyperinflation. 

(g) Inflation and currency depreciation in their turn caused a 
violent redistribution of national income and wealth and prepared 
the grounG for social unrest and political agitation. 

(2) Considerations of policy. As just stated at the outset inter
national action was almost entirely confined to the provision of 
foodstuffs to starving populations. The problem of reconstruction, 
of reviving the economic activity of the war areas, was not faced as 

,. an international issue until the Brussels Conference met in the 
autumn of I920 nearly two years after the armistice. 

The Brussels Conference itself was more concerned with formu
lating principles of financial and commercial policy than with 
elaborating a general plan of reconstruction. These principles of 
policy in fact exercized a considerable and a beneficial influence 

l·arid a plan for facilitating the purchase of raw materials was put . "' , ~ 
forward. But, whatever the merits or defects of this plan, it came 

• too late: 
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The a~uisition of raw materials and other ~ssential goocls froill ' 
abroad by countries with inadequate mearis for effecting forClligA 
purchases at their immediate disposition was rende:tJed"sf.\ll m~re 
difflcuX by t~e price boom that resulted from the re;no.;a) of all· 
wartime restrictions in the financially stronger countries and the 
indiscriminate rush to return to business as usual. v 

o Governments in many parts of Europe, in which peace was only) 
'I • 

gradually restored, frequently uncertain of the boundaries of the 
states they governed, in possession a of inadequate fiscal machinery, 

. uncertainly controlling an instable political situation, were unable 
to meet their budgetary expenditures without recourse to the 
printing press. >The failure of national production and therefow 
of income to :tevive owing to lack of raw materials and other es
sential goods kept, their power to collect receipts eithei' from taxa
tion or from borrowing at a low ebb and thus contributed directly 
to currency inflation. Simultaneously the pressure on the exchanges 
resulting from the desperate attempts to acquire such goods at any 
cost, depreciated the external value of the currencies of these coun
tries and thus contributed indirectly to further inflation. 

Action was only taken when inflation and the threat of social up
heaval rendered it an unavoidable political necessity. But the 
effects of inflation, still less of hyperinflation, cannot be eradicated. 
They influence not only, indeed not so much, the current volume 
of production, but the whole organization of socie"'ty a.nd its psy
chological equilibrium. 

When action was taken after the collapse of currencies, it in
evitably assumed the form rather of curing one festering spot after 
another than of attempting to restore health and vitality to the 
whole economic body of the continent. 

The League scheme for Austria which, after protracted negotia
tions, came into effect in October 1922 was the first international 
action to deal, within a specific geographical area, with the post-war. 

·economic problem as a whole. It assumed the interdep_endence ~f 
reconstruction, currency stabilization, budget equilibrium and 
capital import and found a workable solution for each of the:~e 
problems. Tf:e •principles adopted wefe first applied in this most 
difficult case 1\rhere a newly createG. state was virtu;;Jly disffitegrat-. . , 
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·~re successful. So were similar international reconstruction 
st!he~(s rtp,lied in the following years in Germany (1924), Jiun- • 
gary ( 192~, Poland ( 1927) and other countrie~. :rhese 'khemes 
may be open to criticism on the grounds that they postulated that 
ec~nomic reconstruction and reorganization would result almost 

• automatically from fina!lcial r;form; that in consequence too littl~ 
attention was paid to problems of economic reconstruction or re-• orientation. But their real weakness was due to the fact that they 
came too late and only after irreparable harm had been done by the 
failure to formulate any general plan fefr reviving European in-

' dustry and furnishing promptly the raw materialg> and other goods 
necessary for that revival. • 

It is impossible to compare the monetary co~t of the reconstruc
tion loans witq what it would have cost to furnish Europe with a 
fair proportion of the raw materials and other goods that were 
available in the two first post-war years. It is more useful to recall 
the magnitude of the disaster that resulted from the absence of any 
general plan, the failure of production and trade to revive, the 
social and political effects of inflation and the extent to which these 
social and political effects were accentuated by the depression 
at the end of the first peace decade, and that depression accentu-

D ated by the b,.urden of debt that Europe had assumed. • 
The d&pression of 1921 passed like a ripple over the inflating 

countries-but when the more serious depression of the 'thirties 
"' occurred, the weight of their external debt coupled, with the dread 

of a recurrence of inflation undermined their powers, both of re
sistence and of recuperation. 

The effects of the failure to face the problem of Europe's post
war requirements of raw materials and essential manufactured 
goods with any imagination or courage comparable to that shown 
in furnishing food relief, were no more local than transitory. The 
cPenury ot European countries induced them to husband their re· 
sources by quantitative restrictions on exports and on imports and 
~he fear of their lowered standard of living induced others to refuse 
to accept their products. tommercial policy was' d~iven from the 

~ 

very otltset drcwn th€ wrong rt-ad and never found 'another. 
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" AGRICULTURAL PRODUCTION IN CONTINENTAL 

EuROPE DuRING THE 1914-18 WAR 

• AND'7THE.,RECONSTRUCTION PERIOD, PP· 52-55· 

This study sur~eys the changes of production which ,took place 
during the war and reconstruction years by regions, countries, a:nd 
~rovincial districts, and examines the various factors> responsible 
for these changes. As a background,~a broad summary is given of 
the trends of production and consunl.ption during the whole inter
war period. Comparisons are also made of the production and trade 
of Europe with those o~the British Isles and Russia; treated as 
regions apart fro10 Continental Europe, and with North America • 
and a group of _cereal-exporting countries of the Southern Hemi
sphere, the two last-mentioned regions being consideredo1.s sources 
from which Europe could cover her import requirements. The 
basic data are brought together in a set of appendices giving de
tailed tables and 44 map-diagrams. 

The following summary is given of the conclusions "yielded by 
the study, the points of similarity and dissimilarity between the 
position in 1943 and the position prevailing in the third or fourth 
year of the last war, and the implications for post-war policy that 
emerge: 

1. In Continental Europe the production and net hnports of 
. cereals and potatoes fell off sharply during the war and remained ' 
low in the early post-war years. In 1919 the aggregate ·con~umption 
of these commodities was about one-third short of the pre-war 
average. 

The fall in the output of livestock products was pmbably at least 
as great, while livestock numbers declined by rather less than one
fifth-cattle by less than one-tenth-on the average. 

2. The post-war recovery in cereal production was slow. The 
r.otato crop passed the pre-war mark as early as 1922, but the aggre
gate cereal crop had still not returned to the 1909-13 level by the 
middle of the 'twenties. Even in 1925-29 this level had not been 
fully regained in Western Europe. > • 

The cereal imports of this region for the same period were, how-
.) 

ever, almost la~<i enough to raise total ~onsumption (though not 
consumption per capita) to the pre-war average. In Eastern EtiJOpe, 
which exporteJ a much smaller proflortion of"its crops in tge late .• 
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' 'twetltie~.than before.the war, total cereal consumption lose slightly 
above,, apd consumption per capita almost equalled, the pre-war 
~gun"'i In the early 'twenties, Eastern Europe was a net tmp~rter 
of cereals. ' 

.~. The fall in Europe's cereal production during the war was due 
in about eqt•al measure to a reduction of the area under cereals and 
a decline in the yield pl:!r unit of area. The main cause of the ared 
reduction was the shortage ot man power, due to the calling of 
men to the colours. The decline in yield was due to a shortage both 
of labour and of important fertilizers, especially phosphates and 
natural manure. The shortage of draugrit power (as horses were 
taken by the armies) and the inadequate repairs 'and replacements 
of productive equipment were additional contributing factors. 

1., 

4· The slow pace of recovery after the war was due to a number 
of factors, the, relative force of which varied from one region or 
country to another. The main initial cause was undoubtedly the 
marked deterioration of the whole productive apparatus, includ
ing land, equipment, livestock and,_ perhaps, even man power, 
which had taken place, in neutral as well as belligerent countries, 
under the strain of war. Actual devastation through military opera
tions was not a major factor. 

Under the economic and social conditions which prevailed on 
the Continent during the early post-war period, a rapid restoration 
of normal pwduction standards could hardly be expected. Agri
culture, 1ike industry, was suffering from the scarcity of capital 
an~ the general disorganization brought about by the inflation. 
War continued to·be waged for some years after 1918 in Eastern 
Europe, and radical land reforms temporarily delayed recovery in 
some countries. 

On the Continent as a whole the recovery in yield took place 
faster than the reconstitution of the area planted under cereals. 
The yield rose above the pre-war level for the first time in 1925 
and, as the trend was upwards, it later reached a higher average 
than before the war. On the other hand, the cereal area was, in the 

'middle df the ;twenties, still noticeably smaller than before the 
.,war. It was only towards the middle of the 'thirties that it climbed 
back to the pre-war aver~e. And this was only aS' a result of the 
policy aiming at the preservation of the peasantry and at lessening 
the d~pendeHce upon imporl§, whicc was widely Ladopted in the 
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course of\the great depression, and which largely restoreq pre--
depression levels of profitability in cereal production. ' 

5; Despite the rise in yields resulting from impro.,ved .tgriet~l

tural teJlhnique, including the extended use of synthetic ferlilizers, 
there was still ~obm at the end of the inter-war period: and there 
will be room after the present war, for further improvement. ln
creased industrialization of backward agricultural 'areas would 
' . 
be a means to that end, for high yields are achieved by intensive 
cultivation, by livestock farming and dairy production which can 
be remuneratively pursued in industrialized areas. In fact, the in
dustrial regions of Continental Europe are more important agri
culturally than a,re the primarily agricultural regions. 

6. Industrialization, where it leads to a rise in the standard of 
living, is generally accompanied by a change in consumells' demand 
in favour of animal and other non-cereal foodstuffs. Indeed, the 
production of these foodstuffs proved, on the who!e, to be more 
remunerative, and therefore expanded more rapidly, than cereal 
production during the inter-war period. Per capita consumption of 
cereals barely returned to the 1909-13 average in the cereal-export
ing Eastern part of the Continent. In the cereal-importing \Vestern 
part it never recovered the pre-war level. In fact, it declined con
siderably in the wake of the agricultural self-sufficiency drive (ac
companied by a marked decrease in cereal imports) in the early 
'thirties and, in the last quinquennium of the inter-\yar period, it 
was apparently almost one-fifth less than in the period 1909-13. 
The local production of cereals was some 12% short of the pre-war 
volume. Nonetheless, the average consumer in \Vestern Europe 
was undoubtedly less inadequately nourished before the present 
·war than before the last war. The change in diet accompanying the 
rise in the standard of living in cereal-importing \Vestern Europe 
would appear therefore to have been one of the underlying causes 
of the unwieldy surplus situation which confronted the cereal pro
ducers of the exporting areas overseas during the 'thirties. The 
long-term trend here referred to should not be ignored in looking 
ahead to the world cereal situation that will have ~o be heed after 
the present war, once the urgent needs of relief and rehabilitation 
have been satisfied. . ' 

7· The relief and reconstruction needs of the Continent will 
depend very largely on the local agricultural situation as it \:xists 
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-at th~ tin1e the war is brought to an end in Europe. Wh[,t, exactly, 
c that situation will b~ cannot, of course, be accurately forecast at 
tl\e prese'nt<;>tage. If, however, we compare the general positiop in 
the third and the fourth years of this war-such a"s it appears from 
the somewhat inprecise and scrappy information available-with 
th~t of the CQrresponding years of the last war, the following points 
of similarity and dissim.ilarit)eemerge: o 

(i) The general course ofCCereal and potato production on the 
Continent as a whole has been fairly similar during the two wars 
and, cli~atic factors apart, for the same basic reasons, namely, a 
shortage of man power and draught power, th<e rundown condi
tion of equipment and the lack of certain fertili~ers. When com
plete al!ld accurate data are made available, the relative fall in 
production, compared with the pre-war average in the two cases, 
may prove to have been not much smaller in 1942 than in 1917. 
The crop prospects in the summer of 1943 seem to promise an 
improvement. It may be recalled in this connection, that though 
the cereal crop (at any rate of Western Europe) was considerably 
larger in 1918 than in 1917, the first post-war year 1919 (under 
the impact of the factors referred to above) yielded a harvest that · 
was even smaller than the poorest of the war period. 

(ii) In contrast to the last war, the course of military events in 
the presen~ war has led to the subjection of practically the whole 
of the Continent to the rigours of a tight blockade. It should also 
be noted that the destruction caused in Spain prior to this war, 
l'iy the Spanish Civil War, was greater than that caused in South
Eastern Europe by the Balkan wars which preceded the last 
world war. 

As a consequence of aerial warfare, the destruction of physical 
capital is much greater in the present than in the iast war and, un
der the German occupation, the civilian population of Europe is 
also suffering greater hardship which may reduce its productive 
capacity for years to come. The population of the Continent as a 
whole !J.as no~ necessarily had less (it may have had more) to eat 
in terms of calories, for the reduction in liYestock (especially 
cattle) has been carried considerably farther in this war, and a 
considerably smaller ~oportion of the suppYy 

0 
of cereals and 

p<hQtoes, eJc., ha&. therefor~ been taken away fnsm human con-
• 
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sumpti0\1 to be transformed into livestock proaucts. Bu'! tiTr dis-., 
tribution of the available supply of vegetable foodstuffs has beon l 
organized in a manner such as to benefit, in the first instance, tr..e 
~ ~ 

populb.tion ~f the ruling power, and there is little floubl: that 
very large groiips of the populations of the other nations are 
more undernourished than in the last war. :~ 

, Further, transportation facilitiej are undergoing'heavier and 
more widespread destruction and disruption than during the last 
war. It is also probable that few~r replacements al).d repairs of 
worn agricultural equipment are being made today, qS the avail
able industrial capacit}bhas been concentrated in a·higher degree 
on the product.ion of implements of war. The heavy reduction in 
livestock means a loss of agricultural capital which cannot be 
made good rapidly and it entails, moreover, a reducr.ion in the 
supply of natural 'manure. Especially since the conquest of North 
Africa by the Allies, the lack of phosphates, which are so im
portant an element in the fertilizer diet that is necessary to keep 
the soil in good condition, must have become at leas't as serious 
as it was during the last war. Finally, the rural population of 
large sections of the Continent has been dispersed, a fact which 
is bound to react unfavourably on agricultural productive 
capacity. 

(iii) When all of the above factors are considered, it is ap-
parent that, fundamentally, the agricultural positioo of the Euro-
pean Continent is weaker at present than it was at the oo.d of the 
last war and is bound to weaken further, the longer the war lasts. 
As nearly the whole of the Continent is now involved, the ~feed 
for initial relief from overseas and for assistance in reconstruc
tion will be the greater and the more urgent. Failing such as
sistance, the process of agricultural recovery may prove to be 
even slower and more painful than it was last time. 

"' 

8. The ta,sk of alleviating the fertilizer shortage in Europe after 
the war may not prove very difficult, at any rate as regards syn
thetic fertilizers, since there will be no lack of ingustria! capacity. 
r1or, in most cases, of the requisite raw materials for their produc
tion. But the import requirements of natural phosphates, the only 
important fertdi'ler raw material that rutture does not provide in 
mfficient amount on the Continent, will have 1io be met and ~rlne is 

..... I.J. J -
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'alWii}'U r:<J_uired befo1e exhausted land can be got b<1l:k to full 
'fehility. 

"For}he teplacement of the agricultural equipment destrored, 
worn out o» rendered obsolete the engineering industries e:kpanded 

~ . 
during the war will, it may be assumed, prove adequate. The prob-
ler:;_ here is ljkely to prove to be one of purchasing power rather 
than of productive capa_!=ity. • o 

A number of years will certainly be required to reconstitute the 
reduced cattle herds and to ciake good the serious deficiency of 
dairy produce .. This livestock problem, which was perhaps the least 
difficult that presented itself last time, is•likely to prove the most 

" serious of those facing European agriculture afte» the present war 
and it therefore deserves particular attention in an}' comprehensive 
reconstrw!tion programme. 

Economic Security 

EcoNOMIC fLUCTUATIONS IN THE UNITED STATES 
AND THE UNITED KINGDOM, 1918-1922, pp. 36-38 and 78-79. 

This is a study of the process of adjustment to a peace economy 
after the First World War. An analysis is given of the course of 
production, employment and prices during the first short recession 
after the Armistice, the boom from the middle of 1919 to the mid-

.., dle of 1920 and the subsequent depression. The economic policies • adopted i,n that period by the United States and the United King-
dom are examined with a view to assisting in the formulation of 
a palicy to mitigate the risk of depression after the present war. The 
principal findings derived from the experience of the two countries 
considered are summarized as follows: 

UNITED STATES OF AMERICA 

(1) Readjustment from war to peace production was accom
plished very quickly after the Armistice; employment declined only 
very slightly for a few months, after which it recovered rapidly . 

• There w'!s no great difficulty in finding work for the demobilized 
soldier. . 
~ (2) Production of both durable and non-durable consumers 

• goods started to improve"between December 19'di and February .. 
<=H)H). f> 
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(3) ActJivity in the heavy industries, on the other hand;'d~clined, 
till the middle of 1919, when recovery set in: J • , • 

(,4) The building industry, greatly restricted duriJlg' t~1e W?~, 
showedla very ~harp increase in activity from the begin11ing <'if 1919 
in both residentii1l and other construction; owing to the rise in oon
structibn costs, however, the movement was reversed later in :the 
~~ . . 

(5) This expansion sprang from rhe accumulation of a back-log 
of requirements, on the one hand/and of financial assets on the 
other, which, though not liquid in form, could easily be,turned into 
money owing to the banliing policy followed. This policy also per
mitted a consideyable expansion of commercial loans. 

(6) Interest r;ates were not raised before the end of 1919, in order 
to facilitate funding of the Government debt at a low r.ate, and so 
credit expansion continued almost unchecked. 

(7) The expansion was further stimulated by Government 
deficits, which continued for a year after the Armistice, and by 
credits, both official and private, granted to foreign countries. 

(8) In view of the limited productive resources and in particular 
the limited supply of raw materials, the expansion quickly devel
oped into a speculative price boom. For a short period (namely, for 
most commodities, the last quarter of 1919 and the first quarter of 
1920) prices rose because demand was high, and demand was high 
because prices were expected to rise further. 

0 
·.:> 

(g) Wages increased with the cost of living. But the ri!)ing prices 
tended to curtail demand from other income groups, and in par
ticular, it would seem, demand for goods of long durability. ~ 

(10) A boom such as this was bound to break. The tightening of 
credit early in 1920 was one of the factors directly contributing to 
this break. 

( 11) At about the same time the special factors tending to stimu
late the United States economy after the war lost part of their force 
as Europe slowly resumed its exports, as stocks in overseas countries 
began to reach their normal markets thanks to the increase in ship- ' 
ping facilities, and as relief credits were discontin<ued. u • 

( 12) The ensuing depression remained moderate during the 
summer of 1920 but rapidly gathered force in the autumn. Prd
duction fell oif• somewhat earlier in rbe non-durable goods in
dustries than in the heavy industri('§. 

~ 
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( 1 ~) 'the depressism was, on the whole, steep but shq;t, the year 
1 ~21 sho~ing approximate stability in industrial production at a 
lt:vel !l!>out~o% below the 1920 peak. < 

(14) This stability conceals a decline in the ~uwut ofCdurable 
gob~ continuing till July 1921 accompanied by a rather sharp re
vi~al of the ,production of non-durable goods as early as January 

· 1921. Construction, too: reviv;d early under the influence of a fal,l 
in building costs. 

( 15) With. the agencies of wlr-time control disbanded almost im
mediatelf aft~r the Armistice, the post-war boom went on prac
tically unchecked by any form of control ~uring its initial months. 

· As the Federal Reserve Banks felt compelled to ad.just their policies 
to the requirements of the Treasury, checks from tlte monetary side 
became irflpossible until the end of 1919. 

(16) The restrictionist banking policy started at the end of 1919 
continued after the 1920 turning point till well into 1921, and this 
fact may b.e held partly responsible for a parallel fall in money 
prices and costs, which tended to aggravate the depression. 

UNITED KINGDOM 

( 1) The Armistice was not followed by a slump, but after a quite 
brief period of disorganization by an extremely rapid boom. The 

, period of unemployment resulting from the demobilization on the 
one hand an~ the need to convert machinery from war to peace re
quiremer.ts on the other only lasted for a few months and towards 
the autumn of 1919 there was a state of almost full employment of 
av.tlable resources. 

(2) This very rapid restoration of economic activity was due to 
the release of consumers' demand which had been pent up by 
rationing, priorities, etc., during the war, and to the demand for 
the adaptation of plant and rather later for the replacement of 
worn out machines. 

(3) As measured by the employment statistics, the demand for 
consumers' goods would seem to have increased earlier (spring of 

• 1919) than thecdemand for producers' goods, which did not rise 
much before the spring of 1920. 

~ (4) Employment recovered most rapidly in the food and cement 
industries-and in coal m'ining where it was, hot.r:ver, affected by 

'strik~!l. It fell off fust in. foo::i and ready-made dothing (spring 
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Ig2o), an<:\ in textiles (summer Ig2o). Not unb.l December
1 

I920, 
did it fall off in the heavy industries, nor until the spring bf I92I in·' 
coa! mining and cement. This is roughly the order that; on theD-
retical ~ound~, might have been expected. , "' 

(5) The release of consumers' demand, to become effective-t<hat 
is, to allow physical needs to express themselves in actual pu'l-ciias-
\ng power-implied some measure of inflation. ~ 

.:) 

(6) The market after the Armistice was' in fact very liquid, and 
the public tended to show a preferehce for equity investment. 

(7) The need of the Government to convert its floating debt 
made it difficult to curtail the boom which resulted from these 
various circumst.J.nces and tendencies by stiffening rates of interest. ' 

(8) The boom was in fact carried beyond the point of optimum 
economic activity and approximately full employment o!iresources, 
and developed into an inflationary price boom. The index of 
wholesale prices rose 25% between October Igi8 and April Ig2o 
and many individual prices reached peaks of so% and more in 
excess of their level at the end of the war at various dates in the 
latter half of I gig and in Ig2o. 

(g) This boom in prices was accentuated inter alia on the supply 
side by lack of skilled labour in certain industries, initial transport 
difficulties, and coal shortages (caused in part by strikes) and on the 
demand side by speculative purchases of raw materials for stock 

~ 

which contributed to the fall in sterling, by the overs~as demand for 
British goods, and by the widespread feeling of relief at .the aboli
tion of control and speculative optimism. It was rendered possible 
by the liquidity of the market, soldiers' bonuses, reductiori in 
taxation, etc. 

(10) There was a close correlation between productive activity 
and the quantum of exports (with a notable exception in I9I9 
when the domestic boom carried production to a relatively high 
level, notwithstanding low exports), the boom in prices favourably 
affecting the purchasing power of the raw materials producing 
countries. 

(II) But even in Ig2o the quantum of British ~xport~, of manu .. 
factured goods was only 76% of what it had been in I913 and the 
quantum of total exports only 71 %· J 

( 12) Rent tontrol prevented any re~overy in private building 
in spite of the~evere housing short~e. Prepantions jtartedil6y th~ 

·J 
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•Govevmfent duri~g the war to stimulate building did ~ot lead to 
carfy· substantial result; until the spring and early summer of 1920. 

~ (13}~Thaoprice boom led inevitably to a subsequent colHtps~ in 
1921 and s~ious unemployment. • Q 

e14) The major problem of the transition from war to peace 
ecc:fnomy therefore proved itself to be not one of getting demo

e> bilized men ·and machi?es r~employed, but one of the cyclical 
effects of the perhaps unavoidably bumpy nature of post-war pent

" up demand .. 

THE TRANS
0

ITfON FROM wAR TO PEACE E~ONOMY: 
c REPORT OF THE DELEGATION ON 

ECONOMIC DEPRESSIONS, PART I, pp. 113-118. 

This re]'Ort is an attempt to map out the methods and measures, 
both domestic and international, by which a' smooth transition 
from war to pdce economy and the maintenance of production and 
employmen.t after the war maybe facilitated. Instead of attempting 
to summarize its numerous recommendations, the Delegation re
quested the Department to prepare as an annex to the report a brief 
analysis of the main issues discussed, section by section. This sum
mary analysis is reproduced below. 

INTRODUCTION 

The repo,rt opens with a statement of the objectives of post-war 
economic policy. These objectives, it is suggested, should be to 
assure 

.. (a) that the fullest possible use is made of the resources of 
production, human and material, of the skill and enterprise 
of the individual, of available scientific discoveries and inven
tions, so as to attain and maintain in all countries a stable 
economy and rising standards of living; 

(b) that in so far as possible, no man or woman able and 
willing to ,work should be unable to obtain employment for 
_periods of time longer than is needed to transfer from one oc
cupa,ion tocanother or, when necessary, to acquire a new skill; 

(c) that in the use of these productive resources, the pro
vision of goods and services to meet the essential physiological 
needs of all classes of•the population in foocf. ~lathing, house 
I"oom an<f medi<l.lll care is (,l prime consideratiol't; 

- e 
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( d)l)that society distribute, as far as possi5le, the r~<sk' to the, 
individual resulting from interruption or reduction bf ea~n'iJilg'' 

,. power; , " 
~e) that the liberty of each individual to choose his o'wn oc-, ' 

cupation is ~espected and is promoted by equal educational 
opportunities; 9 

(f) that the liberty of each co~ntry to share intne markets of , 
the world and thus to obtain access to the raw materials and 
manufactured goods bought arl'd sold on those markets is pro
moted by the progressive removal of obstructions ~o trade; 

(g) that the beneti.ts of modern methods of production are 
made available to all peoples both by the progressiv~ removal , 
of obstructions to trade and by courageous international meas-
ures of reconstruction and development. '!! 

However difficult such objectives may be to attain, their ac
ceptanct'l it is felt, should make it easier to avoid or mitigate eco
nomic depressions in the future. Part II of the Report will deal 
with these longer term issues; Part I now published' is confined 
to problems of the transition period. · 

The emphasis laid on maintaining employment does not imply 
that the disastrous effects of depressions on agricultural countries 
is overlooked. But the responsibility for securing greater eco
nomic stability and for accelerating economic development must 
lie primarily with the industrial countries. ., .0> 

The second objective is discussed at some length iQ, a section 
of the Introduction entitled "The Right to Work." This term 
does not, it is pointed out, imply that no person should beun
employed while in search of a job, but rather that governments 
are responsible for avoiding large-scale and protracted unem
ployment. This they can only hope to do if they have adequate 
powers, the backing of public opinion, and especially the support 
of employers and workers in checking monopolistic practices. 

The last section of the Introduction traces the struggle in the 
'twenties to restore a working and world-wide economic system 
and the breakdown of that system in the 'thirtil?S. Owi11g to that 
breakdown, statesmen will be faced with a triple task 

(a) of reconstructing a world system; 
(b) of ~~s'tiring as smooth as poss"ible a transition from war 

to peace c:\:onomy; 
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11 
(f!J of seeing 0at forces giving rise to renewed ~epressions 

are c6unteracted. 
T~e•report is mainly concerned with the means by whi~h· a 

smooth IJansition may be effected from war to peace &onomy 
and conditions restored under which private enterprise may 
flourish; but no assumption is made regarding the socio-economic 
system or the degree of par~cipation or supervision of the State; 
in economic life that inay be desired in different countries. It is, 
however, P.Ostulated througlfout the report that peace is restored 
in such a, manner as to revive confidence, and that therefore an 
effective system of collective security iSeestablished. 

CHAPTER I 

The irst chapter describes those characteristics of war econ
omy and those effects of the war itself that are likely to involve 
difficult problems of readjustment-the shifts in dflffiand; the 
structural changes, national and international; the pent-up de
mand and purchasing power; the growth of debt; the changes 
in the international distribution of capital, the destruction 
wrought by war, etc. 

CHAPTER II 

The second chapter is primarily concerned with the problems 
of transition in countries in which the possibility of maintaining 

OC> 

full employment after the war is not likely to be impeded by lack 
of raw materials or inability to buy them abroad. It opens with 
a"consideration of the probable nature of post-war demand in 
these countries and the risk of this leading to a runaway price 
boom and subsequent collapse and unemployment. In view of 
this risk it is urged that measures taken to control prices and 
effect an equitable distribution of supplies, whether to the pro
ducer or to the consumer, should not be abandoned suddenly but 
relaxed gradually as shortages are overcome. The different types 
of control, financial and physical, and the different types of de
mand-Jor co&sumers' durable and non-durable goods, for ma
chinery and other capital goods, for raw materials, etc.-are 
'successively surveyed. In every case the main preoccupation is to 
get men re-employed a"n.d production redirecte~ towards con
sul5.1ers' ne~ds Wh!iD the wal(, demand falls off, as .._-apidly as may 
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be poss~\>le without causing a boom and coD.sequenti21 ~~ump.J 
Although the shift from government to private demand will• 

gerhaps be a major characteristic of the transition -pei:io~. go-•
ernm~nt ordoers and public works are bound to play aq important 
role in facilitaling or impeding a smooth transition. Two m<;!jor 
dangers are foreseen: the first is that projects indispensable'for 

, getting the whole national or inte~national economiC mechanism : 
functioning again will not be ready; the second, that govern
ments will hamper economic reEovery by launching too many 
schemes or launching them at the wrong moment. In many 
countries, especially ia Europe and Asia, the rep.air of damage 
suffered durimg the war will be an urgent necessity. But it isJ 
suggested that when projects can be postponed, governments 
should rather endeavour to fill gaps in demand than ~ compete 
with the market:When the first onrush of consumers' demand is 

· spent, pThstponed government undertakings may exercise a useful 
stabilizing influence. . 

Stress is laid in this chapter on the importance of fiscal policies 
which will encourage enterprise and of government schemes for 
teaching new skills to meet the new needs that will arise and for 
helping workers find employment. 

CHAPTER III 

The third chapter deals with the internation~l problems of 
transition and emphasizes in its first two sections tht; need for 
government action and international co-operation. The lack of 
any general international plan for getting business started irl the 
war-stricken areas after the 1918 Armistice was, it is argued, an 
important cause of the economic breakdown in Europe and the 
collapse of currencies in the 'twenties. The difficulties after this 
war are likely to be even greater than they were in 1918 and the 
need for an agreed plan of action imperative. 

Many of the countries whose needs of food and of raw ma
terials and capital goods tQ reconstruct their economic life are ~· 

likely to be most pressing will lack adequate means 9f making 
payments abroad. Their problem is obviously an international 
one, and, unless it is solved, the whole future of internationa\ 
economic rcli'tionships may be jeopi'rdized., . 

Relief. Itt so far as reli<;_f is req~ired, its JYUrpos~shou~c} l'lot b~ 

" 
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sizv.plf to feett and clothe starving populations bu~ to enable 
• them to produce .;nd exchange what they produce and so feed 

• anc!.:clbtk.e themselves. Relief and reconstruction, it is ur$ed, 
sho'uld Qe looked upon as a single problem, the,problem of re
Starting productive activity and world trade. 'It is a problem, 
therefore, in which all nations are concerned, the solution of 
which w~li depend upon thf willingness of states, large or smal~c 
to participate in a common effort. 

Effectiv!! programmes of r'elief and reconstruction will depend 
on the availability of the essential foodstuffs, raw materials and 
other good~ and therefore upon the t!quitable distribution of 
supplies while supplies are short. For this reason an international 
understanding is advocated regarding changes in rations and in 
the ma~imum prices fixed for rationed goods in the early post-
war period. ' 

The In'ternational Demand for Crude Products. <Th. order to 
prevent 1l scramble for raw products, tonnage, etc., it is recom
mended that governments should continue or institute a ma
-chinery for the purchase and international distribution of such 
products and for joint control of tonnage so long as serious short
ages persist. AS supplies of raw materials become more plentiful, 
this machlnery might be employed to stabilise prices by co
ordinating supply and demand and, in some cases, by the crea
tion of buft~r stocks. 

International Demand for Capital and Credit. International 
funds will be required for a number of purposes. There will be 
• (a) in the first instance, a demand for food, raw materials 

and certain finished goods to feed and clothe the populations 
and gradually to restart production in the stricken areas; 

(b) a demand for capital, domestic and foreign, to repair the 
physical damage and make good the wear and tear suffered 
during the war; 

(c) a demand for capital, for the reserves of Banks of Issue 
and for exchange stabilization funds adequate to permit of 
adju.stment!is required on account of balance of payments diffi
culties; 

(d) finally, a demand for capital for the development and 
reorganization of th~ industrial structure irr-~ountries where 
~unda¥es are modified, tv here the existing strficture has been 

. . 
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render\d inappropriate to the post-war wori'cJ.. distrilPidon of 
productive capacity, in countries suffering from demogrlphic , 

..,Pressure and in countries which are in the procei'S of indm, 
tria1ization, and are themselves poor in capital. . •• 
The availability of funds is likely to be dependent,- inter alia, 

upon the relaxation of exchange controls and the possibilities!'Q£ 
• effecting multilateral clearing and c,onducting multilateral trade_ 

For this reason among others, the recent United States and 
British Treasury proposals to esrtlblish some form of interna
tional clearing or equalization fund are welcomed. 

Exchange Control an.d Multilateral Clearing. Amongst other 
objectives thesP. proposals aim at establishing a system by which _! 

( 1) multilateral trade may be resumed as rapidly as possible and 
blocked balances and bilateral clearings rendered u~ecessary; 
(2) national price levels which are out of gear may be brought 

again in~ mesh with one another and (3) the di'Sequilibria in 
balances of payments may be adjusted. These aims are discussed 
with reference to post-war problems, the general outline of which 
is already apparent. 

The Control of Inflation. Attention is drawn to the risk that 
post-war inflation in the war areas may endanger the best laid 
plans unless effective steps are taken to halt it. Adequate assist
ance in the initial provision of foodstuffs, raw materials, etc., the 
institution of such a mechanism. as that just mentjoned for the' 
revival of international trade on a multilateral basis, aiJ.d appro
priate commercial policies should, it is felt, do much to diminish 
this risk. '' 

Various measures have been taken in Continental Europe to 
prevent the currency inflation which has already taken place 
from having its full effect on prices, and measures of this kind 
will no doubt continue to be required after liberation. But much 
will depend on the policies adopted in these areas as they are 
liberated-on.the rate of exchange fixed for their currencies, on 
the extent to which pay received by the Allied armies is ex- -

'"' pendeq on local goods, on the extent to which liberation is ac-' 
companied by economic aid and that aid can be employed br~ 
mopping up:"part of the surplus ctu'<ency. But i:he ability of 

~ 

countries to~heck inflation will depend aboye all on the '0U!thor; 
g I) ') J= 
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" " i"ty ~£•national• governments, on political security 1nd on the 
.av:ilab~lity of foreign markets. 
• Long-ttrm Lending. Certain principles regarding foreign l~nd
ing'~re formulated which anticipate to some extent Part n of the 

• • 
Report, as the question of lending is considered"primarily in con-
flection with the long-term problem of the maintenance of eco
nomic stability. • ,~ 

(a) While it is taken for granted that direct government 
lending_will probably bdndispensable, it is pointed out that 
lending on an equity basis, or failing this by some form of in
come debentures, would impose a cess severe strain on the 
balance of payments of the borrowing countrJ!; when prices fall. 

(b) When loans are made to governments, tlley should be at 
as lo~ a rate of interest as possible and allow contractually for 
the possibility of suspension of amortization in bad times. 

(c) Preference should be given to capital expe~ditures re
quired for the purchase of reproductive commodities,, such as 
machinery or locomotives. 

(d) When such preference proves impossible, careful control 
should be exercised over the import of what to the receiving 
country may be fairly classed as luxury goods. 

(e) Adequate labour standards in the borrowing countries 
should be required. 
Commergat Policy. However important the contribution of 

an int~national clearing fund towards the restoration of world 
trade, that restoration can, the Report points out, neither be 
rumplete nor permanent if commercial policies run counter to 
the fundamental factors in the balance of payments situation. 
The war is producing profound changes in the structure of in
ternational claims and indebtedness which could best be met by 
such changes in commercial policy as will permit a substantial 
increase in the purchase of foreign goods by those countries 
whose creditor 'position has been strengthened. 

Bilateralism and autarky have been largely th~product of eco
nomic;nd p~itical insecurity. But for several reasons the system 
of multilateral trade based on M.F.N. became somewhat dis-

'credited in the inter-war years: , 
"" (a) Countr~s have"been unwilling to exte'hd concessions to 

f<\,hers which ma.de no such concessions. 



. [81] 

(b)~he 
0

M.F.N. clause w~s on certain ocC<tsions use:ll. to pre-. • 
vent the conclusion of special customs arrangements betwe~ o 

small countries. • • · . 0 0 

\\:) One reason for the discriminatory tariff specifi~tions 
0 • 

which often 'tendered the clause of little value to third parties 
was the fear of competition from countries with low standa?ds 
of wages and of living. • 
The first of these difficulties migTtt be partly solved by the total 

abolition of non-negotiable tariff~. There is, it is submitted, no 
· single or simple solution of the others; but a very ;eal service 
might be rendered by om international body with. adequate au
thority which)night help governments devise commercial poli- , 
cies conducive to economic stability in three different ways: 

(a) by studying and analyzing the facts concern\rtg/the de
velopment of t'rade, the interdependence of different trading 
areas~e trade in different groups of commodities, the move
ment in prices, and the changes in the terms of trade; 

• 0 

(b) by giving advice about means for promoting trade, for 
clearing blocked channels of trade, about the difficulties aris
ing from sudden changes in production or in the cqmpetitive 
power of different areas, etc.; 

(c) by mediating, when so requested, in connection with· 
both direct disputes between states, and on such wider issues 
as the formation of customs unions. ~ 

Q 

International Organs. Two points are emphasizeg in con-
clusion: first, that means must be found for co-ordinating the 
policies of the various international organs which may p'i'ove 
necessary; secondly, that economic policy must be correlated 
with political. Military security cannot be devised in an eco
nomic vacuum nor economic security in the face of the threat of 
war. 
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