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PREFACE 

The last World Economic Survey covered the period fro.m the 
autumn of 1939 to the summer of 1941. It dealt ~ainly with ~he 
transition from the economics of peace to the economics of war, With 
the principles of war finance and the manner in _whic~ those principles 
were applied in different countries, the manner m wh1ch the res~>Urces 
of production were progressively mobilized for the prosecutiOn of 
war. 

Like its predecessor the present Survey deals with a world at war, 
and the area of the conflict has been vastly extended since the autumn 
of 1941. The war today is both total and global; the concentration of 

• resources on the war effort has become both more intense and more 
widespread. This volume deals, therefore, at once with this intensifica
tion and the strains it imposes and with the extension in time and 
space of the tendencies that were traced last year. It continues the 
story up to the early autumn of this year, although the various chap
ters have naturally been written at somewhat different dates. 

Governments at war necessarily impose restrictions on the statisti
cal and other information that they publish concerning economic and 
financial developments; and any person endeavouring to follow the 
course of events is forced to a constantly increasing extent to have 
.recourse to such bald statements as may be issued to the public. While 
every effort has been made to check and countercheck the accuracy 
of the information given and to make sure of the responsible nature 
of the sources employed, it can scarcely be that the relationship be
tween a public statement and the fact that lies behind it will in all 
cases have been accurately interpreted. But in total warfare the eco
nomic activities of every citizen are controlled or directed by the State, 
and the State is bound in these circumstances to issue instructions to 
every.citizen-eoncerning rations, price ceilings, labour problems, etc. 
-w~1~h at ~nee Ia.rgely. determin~ and reflect the general economic 
conditions With wh1ch this Survey 1s concerned. While some informa
tion available in times of peace is therefore no longer available much 
of ~his .informa!ion is of minor interest today and much of wh~t is of 
maJor mterest Is not only public but imperative. 

League of Nations, 
• October 1942. 

A. LOVEDAY, 

Director of the Economic, 
Financial and Transit Department. 



CHAPTER I 

•GENERAL OUTLINE OF THE SITUATION IN 
DIFFERENT COUNTRIES 

The German att<1:ck on Russia in the summer of 1941 opened a new, 
momentous phase m the Second World War and had far-reaching 
effects on Germany's domestic war economy, on conditions in Ger
man-controlled Europe and on the economic life of the Soviet Union. 
In this introductory review of developments since the middle of 1941 
these countries will be discussed first. ' 

The fresh outburst of Japanese aggression at the end of 1941 
brought the United States of America into active participation in the 
war on all five continents. After reviewing the situation in China and 
Japan, the course of economic mobilization in the United States is 
accordingly considered next. The war effort of the British Common
wealth of Nations will engage our attention in tlie later part of the 
chapter. A final section is devoted to·the problems of the Latin
American countries. 

GERMAN WAR EcoNOMY 

The repercussions of the Russian campaign were felt in every 
sphere of Germany's internal economy; but it was the labour situation 
that was most seriously affected. Even before, labour had become one 
of the most critical "bottle-necks" in German war economy. Whether 
or not the physical efficiency of labour was maintained, its economic 
efficiency was severely reduced by the blockade, which caused a high 
proportion, of the labour force to be absorbed in the costly processes 
of synthetic production. It was this, combined with the army's de
mand for manpower, that Jed to the progressive extension of the 
drastic labour controls described in the last Survey.1 

In the first t~o years of the war, the course of military operations 
made it possible from time to time to release large numbers of soldiers 
for work in the war industries. Thus in the first two war winters, 
1939-40 and 1940-41, the German industrial machine was kept run
ning at maximum speed· in preparation for the ensuing spring cam-: 
paigns. 

t_World Economic Survey 1939-41, Chap. II. 
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In the-Russian campaign, howeve:, the fightin~ ~reved to be. ~on
tinuous in time and unprecedented m scale, requ1rmg the mobiliza
tion of millions of additional soldiers. Even if the military situation 
in the third war winter ( 1941-42) had permitted if; the gre:J.t dis
tance and the shortage of transport rendered a temporary shift of 
men from the front to the war factories quite impractica:ble. The 
casualty rate at the frqnt, on the contrary, led to a further drain on 
Germany's labour force. , . 

At the end of 1941, according to German sources/ the"nuinber of 
workers employed in Germany, amounting to 23.9 million, was one 
million less than at the outbreak of war in 1939· This was so' in spite 
of the greater utilization of women, accounting for 9·4 million of the 
total as against 8.3 million in 1939; in spite of the importation of 
over 2 million foreign workers ;• and in spite of the employment of 
juvenile labour• and the reemployment of old age pensioners, etc. 
Since the opening of the Russian campaign, the number of men ab
sorbed by Germany's armed forces, including auxiliary formations, 
has risen to more than half of the pre-existing male working popula- · 
tion between the ages of 18 and 45· There is little doubt, therefore, 
that total employment in the Reich declined in the latter half of 1941. 
In addition to the numerical decline, there was, as already mentioned, 
a change in the composition of the total, equivalent to a deterioration· 
in quality. Women, children and old men are not equal in economic 
efficiency td men in their most productive ages. Nor are foreign 
workers-recruited largely in the occupied countries, and largely 
by methods such as the withdrawal of unemployment relie(on the 
one hand, the deliberate closing down of factories on the other the 
curta~lment of food rations, etc.-likely to have proved an ~qual 
su?stitute.• The employment figures just quoted do not include 
pnsoners of war, of whom about 1.5 million seem to have been in 

1 
It is not !mown wh~ther and, if so, to what extent the scope of these statistics 

~ b~en altered by .the mcorporation of territories such as Western Poland, Alsace-
1 rrame, etc. If th1s has been the case, then the figures understate the fall in em p oyment. -

I :!nthSeptembberhi94I,, there were 2.I million foreign workers in Germany In June 
9..- e num er ad r1sen to 2.5 million. ' 

sc~~l f~~dC:e~tf~o:! ~~ direc~on w~ ": decree. issued in April I942 under which 
mobilized f~r farm work {~~mo A~~i~sthn t~e~~~e~~:: ;rS~h ~~ .. age of IO were 4 An ollicml German repo t • th • • ,...... 
territories during the First Wo~ldc\V!.mg te ,recthrultmf e

1
n
1 
t C!£ labour in the occupied 

the n r · r con ams e o owmg statement· "In using desiredC::r~n orce It was possible to send t!te desired number of per;ons to the 
work carefully ~d~iig~~~;n~;P~~aWe s~ot It was n,?t possible to induce them to 
edge was required" (C£ K iu D' Y w ere a certam amount of skill and know!
~. p. I66, quoted iO: R A~de~e e~e,.:. S'E~s-:'~1""!JlllmfgBder ~eselslen Gebiele, Vol. 

• n x,..os allan o elg&Um, p. sz.) 
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Germany at t!l.:t end ?f 1_941 ; but these ~bviously represe!11: an even 
more doub!ful contnbutlon to Germany s productive capacity. 

From this one cannot by any means conclude that there has been 
a corr.espondint( decline in Germanis armament production. If, as 
is likely, total output showed a tendency to fall off after the middle of 
1941,_ ~~r production may still have been maintained, since production 
for avihan needs was further curtailed. An "iron savings" scheme, 
virtually compulsory, was started in October 1941; indirect taxa
tion was increased in November 1941; more and more of the less 
essential consumers' goods became unobtainable; private travel was 
severely restricted; the clothing rationing was tightened up; and in 
April 1942 there followed a sharp cut even in the most essential 
food rations, including bread, meat and fats.' 

There is a point, however, at which a further reduction in con
sumption, even though numerically liberating further resources for 
war production, is more than offset by an all-round decline in pro- . 
ductive efficiency. The central authorities have therefore launched 
a relentless drive to counter the drain on labour supplies by an im
provement in industrial organization rather than by a further cut 
in consumption. All German sources point, in fact, to a thorough
going overhaul of the entire economic structure in the early months 
of 1942. The main slogans of the new programme were: "rationali
zation"; standardization of products; simplification of administra
tive machinery; decentralization of economic organization; concen
tration of industrial production. 

The concentration policy was not entirely new. But on the whole, 
the previous policy-prompted by social, political and military con
siderations--"-had been one of wide dispersal of Government orders. 
Orders were now to be concentrated on the large firms, while the 
smaller and generally less efficient plants were to close down. This 
policy, which clearly favoured the big industrialists, led to a wave 
of mergers and amalgamations among joint-stock companies and 
private firms. · · · 

Furthermore, efforts were made to reduce the complexity of eco
nomic organization and planning so as to release clerical staffs for 
other purposes and, at the same time, &'ive more sco~e t~ the init~a
tive of. private entrepreneurs and c~rtam local orgamzat10ns. Whtle 
the entrepreneur's responsibility and freedom of action. wer.e thus 
enlarged, a decree of March 1942 ordered severe penalties, mcl~d
ing capital punishment, for any misuse of these powers, such as I.n
accurate reporting or misdirection of labour and raw matenal 
supplies. 

1 For details, see Chapter III below. 
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Finall~ in April 194~, a deer~ 'Yas issued settin~ up a unifo~m 
type of regional economic orgamzatl?n under th~ n.ame of Gattwt;t
sclraftskammer and abolishing vano~s pre-eXIstm~ local bo~1es 
such as chambers of commerce and mdustry. The ne~ Gouwzrt
schaftskammer, or Regional Economic Boards, were mtended to 
form the sole intermediary between the Central Gove~nme~t and the 
individual entrepreneur, to eliminate all redun?ant lmks m ~Ire ad
ministrative system and to strengthen the regtonal element m eco
nomic control. The area of jurisdiction of each board •was made 
co-extensive with the "Gau," the regional unit of the National 
Socialist Party, with which trade and industry were accordingly 
brought more closely into line .. While on .the on~ hand there was 
a certain delegation of authonty to the mdustr1al magnates, the 
power of the local party organs was, if possible, still further in
creased. 

It is interesting to note, in passing, a certain similarity in the 
evolution of economic organization in Germany, and in the United 
Kingdom: the two outstanding features of the German plan-in
dustrial concentration and regional planning-were anticipated in 
the United Kingdom, the one by nearly a year, the other by a few 
months.1 

The new tendencies in German industrial policy were reinforced 
by an important change in the methods of price control. In 1938, 
Government contracts had been exempted from the 1936 price-stop 
decree: they were to be based on costs plus a standardized fee or 
profit. As armament production expanded, so the sphere of the price-

. stop contracted. In the winter of 1941/42, however, the "cost-plus" 
principle for Government orders was largely replaced by a system 
of uniform "target prices," based on the costs not of an average but 
of an "efficien~" producer. As in most industries costs varied widely 
between the different firms, two or more target prices were often 
~ed f?r the same article, corresponding to differ:ent "cost groups." 
~ums m the ~owest cost group were to receive preferential treatment 
m. th.e allocation of labour, raw materials, etc. Not only were firms 
w1thm the same cost group driven to reduce their costs to the level 
of the ."efficient" pr.oducer; but there was thus also an inducement 
to quahfy for entry mto the lowest cost group. 

In 1941, all "excess profits," variously defined, had to be sur
re~dered to the Price Commissioner. In March 1942, however, a 
!Jmform excess ~rofit tax was introduced applying to profits exceed
Ing those made m 1938 by more than so%. The profit motive was 

U~i~d 'F!f! ~e seen 3elo~, the regional sys.te!ll of control was strengthened in the 
I!)42. g om un er e new office of Mtmster of Production set. up in February 
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thus stren~he~,ed, b';lt it was placed at the service of th~ general 
cost-reduction campaign. In a word, price control came to be used 
predominantly as a means to secure the utmost economy and effi
ciency•in the uge of labour and other scarce resources. 

The volui"?e of money continued to increase through the expan
sion of credit for Govemment needs; but the additional money as 
it pa3sed into the hands of private consumers and producers' of 
consumers' goods, tended to remain idle and unspendable owing 
to rationin-g and other quantitative controls and restriction~ on the 
supply of goods and productive resources. The accumulation of 
unusable funds and the fear of inflation led to a great increase in 
share prices. With the rigid control of commodity flows, the rise in 
share values represented merely a shift of unspendable funds from 
one holder to another and was in itself powerless to draw away re
sources from the war effort. Nevertheless, the authorities considered 
the rise extremely objectionable .on psychological grounds. At the 
beginning of 1942 ordinary shares had risen to such a level that 
their net percentage yield was far below that of Government bonds. 
Compulsory declaration of share holdings, and other measures of 
this kind, proved of little avail. In June 1942, therefore, a decree 
was issued placing the stock exchanges under strict Government 
control, prohibiting the sale of shares acquired after September 
1939 and authorizing the Reichsbank to take over such shares at 
fixed prices in exchange for Treasury bonds. Thus disappeared the 
last relic_: of a legal free market in Germany. 

SHORTAGES IN CONTINENTAL EUROPE 

Even before the invasion of Russia, transport had become one 
of the most critical bottle-necks in occupied Europe. The reasons 
for this were obvious: the disruption of intra-European sea trans
port by the blockade; the contraction of road traffic owing to lack of 
oil, despite the increased use of producer gas; the destruction of 
railways and rolling stock through land warfare and aerial bom
bardment, etc. 

The invasion of Russia enormously increased the pressure on the 
European transport system. By the end of 1941, Germany, by her 
conquests of Russian territory, had increased her railway net from 
about so,ooo miles to about 70,000 miles, or by 40%, practically 
without any increase in rolling stock.1 Consequently, Germany pro
ceeded to seize or borrow rolling stock from other European coun
tries, occupied or unocc,upied. Thus in France about one-third of ,the 

1 It may be noted that, owing to the virtual absence of Russian rolli.ng stock, the 
additional 2o,ooo miles had to be converted from the broader Russ1an gauge to 
standard gauge. 
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total rollrng stock was requisitioned by Germany.
1 

SW'eden has had to 

d al'lway trucks to Germany to secure the transport of her 
sen many r · · h · f 
coal imports from the German mines. In B;lg!Um, m t e s~mmer o 
rg4r only about 50,000 of the II41000 fre1fht cars oelon&mgoto the 
Belgian railways were left in the country. Everywhe~e 11!- Eur~pe 
passenger services were cut down. In a number ~f countnes, m.cludmg 
Germany, Norway, Finland, Hungar.y, Roumama, etc., tr~velln~ was 
made subject to licence and was permitted, apart from offic~al ~usmess, 
only in cases of urgent need. · 

The transport shortage has profoundly dislocated economic ~nter
course throughout the Continent, and has tended to prevent the lfl:ter
regional equalization of supplies. The result has been a s~r10us 
maldistribution of commodities such as coal, cereals and mmeral 
oil of which there is a general shortage; and severe local shortages 
ha~e arisen even in commodities with which the continent as a 
whole is well supplied. This is the case, for example, with timber, 
which is increasingly required for the manufacture of synthetic 
textile fibres, cellulose fodder, producer gas, etc. 

The economic development of the Continent of Europe was made 
possible, in the past, only by intensive trade wi~ the outside world, 
on which it depended for a wide range of essential commodities.• 
The German conquests in the first two years of the war turned vir
tually the whole continent into an area cut off from the rest of the 
world. Apart from human food and animal fodder, serious defi
ciencies arose, for example, in textile raw materials and in certain 
non-ferrous metals. Efforts were made to alleviate them in the case 
of textiles by the development of artificial fibres, and in the case of 
metals by the collection of scrap and by requisitions from consumers. 

But there was one basic commodity-namely, coal-which could 
not be replaced by substitutes and which indeed was itself required 
to an increased extent for the production of synthetic substitutes 
for .commodities such as petrol and rubber. Before the war, the 
continent depende~ on the outside world, mainly on Great Britain, 
for I2 to 15% of 1ts coal supplies. In the third war winter coal be
came another .crit~cal bottleneck in the continental econo:Uy. Ger
man coal dehve~1es to other countries-including for example, 
S~eden. and Switzerland-fell off, owing to transport and other 
difficulties. The Ruhr district, which accounts for about two-thirds 
of Germany's coal production, suffered from aerial bombardment. 

1 
H. Alpband: Tlze Financial and Economic Situation of Fra11ce (March 1942) 

p. xs . 
• gt•R. ADrdCen)ne: Gennan Exploitation of Belgium (Brookings Institution Wash-
mo~··P·49. ' 

8 Cr. Europe's Trade (League of Nations, 1941). 
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On the other Mnd, owi;11g t.o the exceptio~ally dry and ·cola winter, 
there. was a sharp ~echne m hydro-electr~c power output, particu
larly m France, Swttzerland and Italy, whtch increased the need for 
coal for heating' and for the production of electricity. In Italy the 
basic ration o~ household coal was r~duced to 30% of normal' pre
war consumptiOn, and the consumptiOn of gas and electricity was 
also r~stricted. 

In France, in the autumn of 1941, about 220,000 workers were 
employed in the coal mines as against 249,000 at the beginning of 
1939; and coal production in 1941 has been estimated at 35 to 40 
million tons compared with 46.5 million tons produced in 1939 
and 70-75 million tons normally consumed in pre-war years. The 
monthly rate of coal consumption in the autumn of 1941 is shown 
below by main classes of consumers, and is compared with the rate 
of consumption in 1938: 

France: Monthly Consumption of Coal 

(Thousands of Tons) 

Railways •.•..•.•••••••••••••••••.•.••.•. 
Gas and electricity .••.•••••••••••••••.••..• 
Industry •••••••••••••••••••••••••••.••••• 
Household consumption .•••••••...•...•.•• 

1938 
928 
737 

2,329 
1,671 

Total •••••••••••••••• ~. • • • • • • • • • • • . • • 5,666 

1941 
840 
640 

1,498 
721 

3,699 

Percentage 
change: 
-1o% 
-13% 
-34o/o 
-57% 

-35% 

The fuel shortage was particularly acute in the unoccupied zone. 
The occupied zone, where about 8o% of industry is stated to have 
been working on German orders, 1 was better supplied. The sharp 
drop in industrial coal consumption in France as a whole illustrates 
clearly the condition of French industry. The volume of French 
industrial production in 1941 has, in fact, been estimated at 40% 
below the pre-war level ;• and there is no doubt that the scarcity of 
coal, in addition to that of raw materials, has been the chief obstacle 
to the resumption of activity. In the winter of 1941/42, the fuel 
shortage compelled the Government to impose . severe restric~ions 
on household consumption, to order all factones (except mmes, 
electrical power plants, blast furnaces and bakeries) to close down 
from December 21st to January 4th, and to promote in all possible 
ways the use of peat. 

Belgian coal production in the la~ter part of 19•1;1. was ll:,bout 20% 
below the pre-war leveJ.B Owing to madequate nutnt10n, mmers were 

1 Cf. H. Alp hand: The Finaircial and Eco110mic Situation of France, p. 16. 
2 H. Alphand, op. cit., p. 17. • 
8 R. Ardenne: Gennan Exploitation of Belgrmn, p. 42-
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seeking ~employment requiring less physical effortfl and th?s~ th~t 
remained-about 941o of the pr~-war number-we.re dechmng m 
strength and efficiency. In. the ~mter of 1941/42,. It was report~d 
that owing to transport difficulties, freque~t stoppages occw-:ed ~n 
various industries for lack of coal. I~ view of the r~ductlon m 
Belgium's rolling stock, transport must mdeed have bee~ madequate. 
It may also be noted, however, that a large part of Belgian ectal pro-
duction in 1941 was exported to Germany! . _ 

While in some places shortages of coal have arisen.from transport 
difficulties in others transport has had to be curtailed because of 
the coal shortage. Thus from Norway it is reported that the dearth 
of coal has been largely responsible for the great restriction of rail
way traffic. 2 

• • • • . 

The production of mineral ml m Roumama has greatly declmed, 
partly owing to depletion of the existing wells and partly for other 
reasons. Total output in 1941 has been estimated at less than 5 
million tons as against 8.7 million in 1936, while exports have fallen 
to about 3 million tons as against 6.8 million in 1936. 

The use of producer gas in place of petrol has spread throughout 
the continent. In Sweden, where it seems to have increased most, 
72,000 motor vehicles, or 29% of the number in use at the begin
ning of the war, were propelled by means of producer gas in No
vember 1941. The shortage of tires and lubricants, however, made 
it necessary to restrict all road traffic to the indispensable minimum. 
In countries such as Italy and Switzerland, even producer gas has 
been subjected to rationing. · 

The European food situation in the early part of 1942 is fully 
d~sc~ibed in Chapter III; only a few examples and general. in
dicatiOns need be given here. Everywhere except in Spain, the situa-· 
tion has deteriorated since the middle of 1941; and the general 
shortage has been aggravated by uneven distribution between dif
fe_rent areas. Conditions !n Greece have undoubtedly been tl1e worst, 
w~th parts of Yugoslavia, occupied Russia, Poland, Belgium and 
Fmland probably next in order of distress. Certain foodstuffs have 
become exceedingly scarce ~ven in countries that used to produce 
them .f?r export. .I~ R_oumama, where wheat production was affected 
by military mobihzation as much as by weather conditions bread 
co~sumption .wa~ restri_c~ed at first by "breadless days" and l~ter by 
stnn~ent rationmg. VIsible stocks of wheat declined from 35,870 
tons m June 1'940 to 810 tons in June 1941; and practically no 
exports took place from September 1940 to June 1941, the latest 

1 R. Ardenne, op. cil., p. 43. 
P.".,~· C. Malterud: Norges Niiringsliv under OkknPalionen (Stockholm I942), 
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~onth for whrut figures are available. ~onvegi~~ fishing in 194r 
ytelded about 40% less than normal, owmg to mthtary restrictions 
requisition of boats and shortages of fuel and labour· and of th~ 
smal.ler catch, 1ittle w~s av~ilable for. the Norwegia~ population.· 
Damsh ·butter productiOn, htghly dependent on imported feeding
stuffs,· fell off to such ap. extent that Germany cannot have received 
much•more butter from occupied Denmark in 1941 than she received 
from a free Denmark before the war. The German fat ration was 
reduced•by"20-25% in April 1942. 

In France, according to an official statement, the quantity of fats 
available in 1941 was only 20% of the quantity consumed in 1938. 
The consumption of wine was severely restricted, partly because of 
a deficient crop, partly because wine was used increasingly for the 
manufacture of motor spirit. The legal food rations in the winter 
of 1941/42 provided for a daily supply of only some 1,500 calories 
per consumption unit, compared with the generally accepted mini
mum of 2,400 necessary for health •. The remaining 900 calories 
could sometimes be purchased in the black market, but only at prices 
over four times as high and therefore beyond the reach of common 
people! In Belgium, though the nominal food rations· were some
what higher than in France, the quantities actually obtainable were 
considerably lower. In Finland, Poland and Greece they were much 
lower still. 

Wheat production in Continental Europe (excluding the U.S.S.R.) 
has been estimated at approximately 375 million quintals in 1941 as 
compared with an average harvest of about 425 million in the period 
1934-38. In addition to the fall in output, imports of overseas wheat, 
which covered nearly one-tenth of the continent's needs before the 
war, were almost completely cut off. 

The Italian wheat crop is officially stated to have been 71 million 
metric quintals in 1941 or about the same as in 1940, as compared 
with an average of over 8o million in the three pre-war years. The 
basic bread ration in Italy was reduced by 25% in March 1942. 

The German harvest of 1941, though better than in 1940, was 
still below the· pre-war average; and prospects for the 1942 crop 
were affected by the long and severe winter combined with the 
shortage of farm labour and of certain fertilizers. In consequence 
the German bread ration was reduced in April 1942 by 7 to 20% 
according to classes of consumers. . . 

In Hungary, wheat production was affected by an ag:eement wtth 
Germany under which the area sown to wheat was testn~ted and the 
cultivation of oil-bearing plants made compulsory. Durmg the first 

1 H. Alphand, op. cit., p. 21. 
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half of i942, the bread ration of normal consumers0was .reduced by 
40% (from 250 to 150 grammes per day, as compared w1th average 
peace-time consumption of about 700 grammes per, day). . . 

Spain was the only conti~ent:U count.ry wher.e the bread s!'1uatlon 
improved in 1941 though 1t still remam~d senous. Wheat tmpor!s 
from the Argentine were gre~ter tl~an m 1940, and. t!1e ~o~est1c 
crop rose from 21.6 million qumtals m 1940 to 29.7 milhon m 1941, 
permitting an increase in the bread. ratio~. • . . 

In addition to the general defictency m cereal food supphes m 
Continental Europe, there was a substantial decline in the output 
of animal foodstuffs. The available data are summarized in Chapter 
II; while Chapter III should be consulted for a detailed analysis 

. of food consumption in Continental Europe. 
Birth and death rates have inevitably been affected by the decline 

in living conditions. The consequences of this decline naturally take 
some time to become fully apparent. Nevertheless, it may be of some 
interest to quote the vital statistics for Germany, Italy, France, 
Belgium and the Netherlands from 1938 to 1941, and to compare 
them with those for the United Kingdom and the United States.1 

The figures for the United Kingdom, it should be noted, are affected 
by air raid casualties. Those for Germany, Italy and France exclude 
all military losses. 

Both Germany and Italy registered a sharp drop in the natural 
population increase in 1941. Had it not been for the removal of a 
large part of the German population outside the Reich frontiers, the 
number of deaths in Germany would undoubtedly have shown a rise 
in 1941 as it did in 1939 and 1940. France shows a disastrous in
crease in civilian deaths in 1940. In the first 5 months of 1941, com
pared with 1939, mortality in France increased by 10%, 22% and 
43% in the age groups under 1.5, from 1 5 to 6o and over 6o respec
tively. In ~elgi~m, the death ~ate in th~ first half of 1942 was 21.5 per 
thousand mhabttants, as agamst an average of 13 in the last three 
pre-war year~. In German-occupied Europe as a whole, the rise in 
mfant mortality has been estimated at 40% above normal. In Greece, 
320,0~ deaths were registered from August 1941 to March 1942, 
exceedmg the normal death rate more than five times 

Recent reports concerning morbidity in the occupied countries are 
~qually ominous. All evidence points to a great lowering in the phys
Ical health and strength of the conquered populations. There is little 
~oubt that a more even distribution of the necessities of life in Con
tmental Europe would raise the productive efficiency of the area as 
a whole. On non-economic grounds, however, Germany is intent on 

1 
Cf. Monthly Bulletin of Statistics (League of Nations), Aprilzg42. 
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Births, Deaths !nd Natural Increase of Popldation in Seven t; ountries 

Ger111any:~ ~ 
Bir'lhs •.•••••.••••• ~ ••....• 
Deaths• •••.•.••••••••••..••• 
Increase• •••••••••••••••.••• 

Italy:• 
Births •••.••••••••••••••••• 
Deat,~~s• .................... . 
Increase• •...•.••.•...•..•• 

France:• 

1938 

1,508 
949 
559 

1,037 
615 
422 

Births • . . . • • . • • • . . • • • • • • • • • 612 
Deaths• • • • • •• • •• • • •• • •• •••• 647 
Increase• • • • • • • • • • • • • • • • • • • • -35 

Netherlands: 
Births ••••••••.•••••••••••• 
Deaths •••.•••••••••••••••• 
Increase .....•••••••.•••••• 

Belgi11m: 
Births ••••••••.•••••••.•••. 
Deaths •••••.••••••••••••••• 
Increase .••.••..•••.•.••... 

United Ki11gdot11: 
Births •• : ••••.••••••••..••• 
Deaths •••..•••••••••••••••• 
Increase •••••••••••••••••••• 

United States: 
Births ••••••••••••••••••••• 
Deaths •••••••••••••••••••• 
Increase ••••.•.•••••••••••• 

178 
74 

104 

132 
uo 
22 

736 
559 
177 

2,287 
1,381 

906 

1939 1940 
( ooo's omitted) 

1,633 1,645 
(l,oog) (1,046) 

(624) (599) 

1,040 
591 
449 

181 
76 

105 

129 
u6 

13 

731 
582 
149 

535 
(735) 

(~00) 

185 
88 
97 

• Including Austria, the Sudetenland, Danzig and Memcl. 
• The figures in brackets take no account of war losses. 
• Excluding Alsace-Lorraine in 1940. 
• Probable figures computed on the basis of partial data. 

"1941 

1)528 
~996) 
(532) 

929 
(619) 
(310) 

182 
go 
92 

99 
120 
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2,5oo• 
1,420. 
1,o8o• 

mitigating the decline in her living conditions at the expense of other 
nations; and her policies in relation to the rest of the continent are 
designed with this end in view. 

GERMANY'S RELATIONS WITH THE REST OF THE CONTINENT 

Outright seizure and expropriation have frequently occurred in 
the occupied territories. In general, however, Germany's policy has 
been to "pay" for what she receives. But the payment takes the form 
not of commodities but of money created in the occupied countries 
themselves. These monetary means of payment, as·~as explained in 
the last Survey, are.obtained by occupation levies and loans; by the 
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use of ~aring accounts ; an~, as a temp?rary e~pe~ient in t~e first 
stages of occupation, by the Issue of Re1chskreddkassen_sci_le1ne.1 In 
addition, manipulation of exchange rates ~nd monopolistic control 
of import and export prices have been practised to after the te-rns of 
trade in Germany's favour. Thus after the middle of 1941, the. official 
valuation of the Reichsmark in south-eastern European countnes was 
increased once more; and in her external trade generally, Gefmany 
continued to raise the prices of such goods as she chose to export, 
while keeping down the prices of her imports by strict ifisis'l:ence on 
wage and price stops in the countries of origin. 

In France, the occupation levy, originally fixed at 400 million 
francs per day or 146,000 million per year, was far in excess of what 
the Germans actually needed for occupation costs and of what goods 
and capital assets they could find to buy. As has happened with po
litical tributes before, it was found that the "real transfer" of the levy 
could not be effected in whole. By the end of 1940 the Germans had, 
in consequence, accumulated an unused balance of 41,400 million 
francs at the Bank of France. It was in these circumstances that, as 
an apparent concession, the levy was reduced from 400 to 300 million 
francs per day from May roth, 1941. For 1941 as a whole, therefore, 
the levy amounted to 122,500 million francs. Since the unused balance 
increased further to 64,600 million at the end of 1941, the amount 
actually used during the year was 99,300 million francs. In addition 
the French Treasury was called upon to advance about 20,000 million 
francs on clearing account to Germany. The net total of financial ex
actions thus amounted to about 12o,ooo million francs, or 6,ooo mil
lion marks, financed for the most part by credit expansion by the 
Bank of France. 

Belgium's "occupation costs" have been estimated at an annual 
rate of 15,000 million francs, or 1,200 million marks. In addition 
there was a clearing balance of over ro,ooo million francs at the end 
of April 1942, of which probably one-half accumulated during 1941. 
The total exactions during that year would therefore seem to have 
amounted to about 20,000 million francs, or r,6oo million marks. 

With the abolition of exchange control between the Netherlands 
and Germany on April rst, 1941, the Dutch-German clearing account 
was closed. But thts affected only the bookkeeping mechanism : the 
Dutch authorities continued to finance German orders in the Nether
lands, as a result of. w~ich the Netherlands Bank's foreign (i.e., 
German) Treasu7 btlls mcreased by 914.5 million in 1941 while its 
external book claims rose by 30.0 million guilders, making 944·5 

1 
Abo_ut 4-5 milliard. marks of these notes were outstanding at the end of 1941 

mostly m. Greece ll!ld m the occupied Russian territories. Elsewhere they had bee~ 
most Y Withdrawn m exchange for additional amounts of national currency. 
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million guilders tn all, or 1,260 million marks. This figure r~resents 
only the part financed by t?e central bank. As in France, a part of the 
German charges, for wh1ch recent data are lacking was financed 
outside-the central bank.1 

' 

Norw~y's occupation levy in 1941, financed almost wholly by the 
bank of 1ssue, h~s .been reported at about 2,400 million kroner, equiva
lent to• 1,360 mdhon marks. 

The Dani.sh centr~l bank's "adyances" to the Germans on clearing 
and other accounts mcreased durmg 1941 by 887 million kroner or 
425 million marks. ' 

For these five countries alone, the figures quoted-which, at any 
rate in the case of the Netherlands, are admittedly incomplete-add 
up to a total of 10,650 million marks, equal to practically IO% of 
Germany's national income as estimated for 1941. The real value of 
this contribution, compared with Germany's national income, was still 
greater, since the exchange rates fixed by the Germans in 1940 con
siderably overvalued the Reichsmark in terms of the local-especially 
the French and the Belgian-currencies, so that the purchasing power 
of the mark over goods and services in these countries was higher 
there than at home. 

Germany was even able to obtain financial "assistance" from two 
of the remaining neutral countries. From .Sweden she obtained in the 
summer of 1941 a clearing credit of roo million kronor, of which 75 
million had been utilized at the end of the year; and from Switzerland 
she obtained an export credit of 400. million francs, most of which 
was used up during the latter part of 1941. 
·As already observed, Germany continued in 1941 to increase the 

value of the mark in her exchange clearings with south-eastern 
Europe, so as to cheapen the Reichsmark cost of her imports from 
these countries and to render her exports there more expensive. After 
her occupation of·Yugoslavia, she raised the conversion rate in Ser?ia 
from 17.8 dinars to 20 dinars per Reichsmark, and the new Croatian 
currency unit, the kuna, was fixed at the same level. The new exchange 
rates in these countries ·were fixed at such a level as to remove. the 
previous discount of the Reichsmark in relation to free currencies and 
place the mark at par with the dollar. It may be recalled that in the 
autumn of 1940 the value of the Reichsmark in the. south-eastern 
countries was raised in such a way as to reduce the discount on the 
mark in terms of the dollar tci a: uni(orm level of 201'o.' In 1941 
Germany proceeded to abolish this discount altogether, starting, as 
just mentioned, with Serbia and Croatia. Shortly afterwards, the 
rate was raised in Greece from 48.5 to 6o drachmas to the mark. In 

1 Cf. World Economic Survey 1939/41, p. 156. 
2 Cf. Ibid., p. 158. · 



-22-

Septem6er 1941, Hungary reduced the official.prefhia on free cur-
1encies so as to place them on the same level wtth the mark. In Oc
tober 1941, Bulgaria abolished her 251o premium Ol) ~re7 currencies, 
which had meant a 20% discount on the mark, and a stmtlar measure 
was taken in Roumania. 

Denmark, it may be noted in passing, is the only co~m!ry~ un~er 
German control which has been able to secure an apprec1at10n of tts 
currency so as to reduce the effects of the German tra~e policy on 
its domestic price and income structure. In January 194~ the ex
change value of the Danish krone was raised by 87o, that is, to the 
level of August 1939· 

In most of the countries of south-eastern Europe, clearing claims 
on Germany increased very considerably in 1941. The German 
clearing balance of the Slovak puppet state, for instance, rose above 
2,000 million crowns at the beginning of 1942, to an amount ex
ceeding the total note circulation of the country (1,957 million 
crowns in March 1942). Only a part of this, however, was financed 
by the bank of issue: advances of the National Bank of Slovakia 
against clearing claims rose from 447 million to 845 million crowns 
in the course of 1941. . 

The "foreign assets" of the National Bank of Roumania in
creased from 7,260 million lei at the end of 1940 to 19,664 million 
at the end of 1941. Those of the Bulgarian National Bank rose dur
ing the same period from 2,340 million to II,776 million leva in the 
course of the year. This increase in clearing claims is all the more 
remarkable since Bulgaria, like Slovakia, had a passive balance of 
trade in 1941. The explanation, according to a German authority, 
lies in the fact that the clearing balances arose not only from Bul
garia's exports to Germany, but also from supplies and services to 
German troops stationed in Bulgaria, and from financial transactions 
such as the acquisition by Germany of shares in Bulgarian concerns.' 
The explanation is interesting. It means that Bulgaria, an ally of 
the Axis powers, is treated like any other occupied country except 
that the "occupation costs" are entered in what is called a "clearing 
ac.count"; and it. means that the clearing account, in addition, sup-
phes Germany w1th funds to buy up Bulgarian enterprises. . 

In. sum, the German occupation levies and borrowings through 
cle~n~g accounts and otherwise, provide the Reich with practically 
unhmtt~d moneta?' means for the purchase of goods and services 
and capttal assets m all the occupied territories. The German orders 
on whtch the industries ?f these countries are engaged are paid for 
from the same funds. It 1s not money that sets a limit to the German 

1 Cf. Die Bank, February 25th, I!)42. 
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purchases : it. B the _inc~easing shortage of raw materials 'and food
stuffs, the disorgat;Izatlon. of transport and the general decline in 
output and productive efficiency, to which reference has already been 
made.• _The fa.ct .tha~ !he Germans pay out money for what they buy 
may give th.eir m~Iyidual transactions a semblance of legality. But 
the money IS ad~I~IOnal money which the local central banks are 
forcM to create i It mvolves no real payment by Germany. Germany's 
elabora~e fin~ncial methods do. not therefore, for the time being at 
least, difft!r m essence from simple seizure and expropriation. But 
in comparison with seizure and expropriation they have the dis
advantage of creating incalculable monetary problems for the future. 
It will be shown in Chapter IV how greatly the volume of currency 
and bank deposits has increased throughout occupied Europe as a 
result of the proceedings here described. The vast expansion of pur
chasing power is dammed up for the time being by the stringent con
trols which Germany enforces there and which depend directly, of 
course, on her military and political power. It is clear that ariy change 
leading to a breakdown in these controls would at once release the 
accumulated forces of inflation. 

There remains to •be mentioned one further device used by Ger
many in her dealings with the rest of the continent, a device which 
serves the same ends, out which does not entail the same expansion 
of purchasing power: that is, the manipulation of export and-import 
prices. In 1940 Germany discontinued the system of export subsidies 
which she had practised formerly to compensate for the overvalua
tion of the mark. Since then, she has gone even further, raising 
wherever possible the prices of such goods as she allowed to be 
exported; while in the countries under her control she has insisted 
on the strict enforcement of price and wage controls so as to keep 
down the prices of her imports. This may be observed to some extent 
from the price indices for export and import goods availa~le for 
certain countries whose trade since 1940 has been predommantly 
with Germany.1 These price indices have lost much of their value 
owing to the radical changes in the composition of trade; but they 
.may nevertheless afford a useful illustration. 

Denmark's price index for export goods rose by 7% from March 
1941 to March 1942 while the import price index increased h:>: 3%· 
Finland's price indices, for which only an?ual averages ~re avai}ahl_e, 
rose, in the case of exports, by 18%, while the proportionate rise m 
import prices from 1940 to 1941 was t~i~e as gre~t, n~mely 36%. 
In Switzerland home-produced commodities rose m price by 15% 
between Janua;y 1941 and January 1942 while imported goods ·rose 

1 Cf. Table 2 in Chapter V, below. 
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by 28%. 'Sweden's export price index rose by barely ~% from Octo
ber 1940 to October 1941, whi~e import prices in~re~sed by 25%. 
Bulgaria's export prices, accor~m.g to the ~nnual m.d1ces for 1940 
and 1941, increased by 7%, while Import pnces rose _15y 22%. ~ . 

The fact that countries such as Denmark, Bulgaria and Slovakia, 
whose trade balance was active in 1940, showed an import surplus 
in 1941 is clearly due, in _part if n~t in _whole, ~o th~ deteriol'lltion 
in their terms of trade. Th1s change m pnce relationships meant that, 
even if exports and imports remained the same in val11e_; tire coun
tries trading with Germany received an ever smaller physical volume 
of imports in return for a larger volume of exports; and some of 
them even got into Germany's debt through the increase in German 
export prices. Norway, at the beginning of 1942, had a clearing debt 
of about 200 million kroner, due partly to the great rise in prices 
of German goods, but partly also to the fact that even goods that 
were imported from Germany for the German military authorities 
in Norway were debited to the Norwegian clearing account.1 The 
Finnish trade position, strained in the extreme, was greatly aggra
vated by the widening spread between export and import prices in 
1941. Finnish imports in 1941, excluding military supplies, were 
valued at 8,820 million markkaa, of which less than half (4,188 
million) was paid for by exports; and the foreign liabilities of the 
Bank of Finland alone, consisting mainly of clearing debts, increased 
by 1,903 million markkaa in the course of the year. 

SoVIET RussiA's EcoNoMic PROBLEMS 

The Soviet economy was not unprepared when Germany launched 
her assault. For fifteen years previously Russia's economic life was 
dominated by a vigorous drive for industrialization .. Defence in
dustries were among those to which special attention was devoted; 
and the development of the Eastern territories, rich in natural re
sou~ces, was among the foremost objectives of economic policy. 
Capital formation was pushed forward at a rapid pace; and this 
meant that a relatively high proportion of the country's productive 
forces was engaged in investment industries, that is, in industries 
~enerally well suited for conversion to war purposes. The organiza
!Ion of w_ar. economy. was ready; no essential changes were required 
~n th~ existing machmery. of State control and planning. When the 
mvas10n came, that machmery was at once employed to reduce con
sumption, to divert civilian industries to defence needs to mobilize 
all available manpower and ;raw-material resources and to allocate 
them to the most essential tasks. Bread cards, abolished in 1935, 

1 Cf. 0. C. Malterud, o,. cit., p. 37· 
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were re-introdtaed in the large cities in July 1941, even ti-Rlugh· the 
satis~actory. harvest ~f .1941 assured an adequate food supply for 
the ttme bemg. Restncttous on hours of work were suspended In
dustricd conscri~tion of all men (between. the ages of 16 and. SS) 
~nd .women. (betw:en 16 a?d 45) not servmg_in the army or work
mg .m .war mdustrtes ~as mtrod_uced by a decree of February 1942. 
A sm1tlar decree relatmg to agncultural labour was issued in April 
1942, substantially increasing the minimum quotas of work to be 
perforrrred by members o.f collective farms, and mobilizing children 
of 12 to .16 years for agncultural employment. At the same time the 
"Stakhanovite" campaign for industrial efficiency and increased 
productivity was greatly intensified. 

The loss of territory, up to the spring of 1942, did not involve a 
proportionate loss in productive capacity. Of the total railway net
work, about 35-40% was lost. But the great bulk of the rolling stock 
was saved. The evacuation of rolling stock was indeed part of a great 
movement of men and machines away from the threatened areas. 
Factory equipment was removed as far as possible, together with 
the skilled labour forces. Agricultural workers were also evacuated, 
especially from the Ukraine, together with large numbers of live
stock. The war thus accelerated the shift of productive power to
wards the Eastern territories. This mass migration of workers and 
industries was carried out largely in the autumn of 1941. In the 
winter of 1941/42 the interruption and partial reversal of the Ger
man advance provided the necessary breathing space for the re
settlement and re-organization of the evacuated industries. As a 
complement to the evacuation programme, a "scorched-earth" policy 
was adopted on a large scale aiming at the destruction of buildings 
and installations that could not be removed from the enemy's grip. 

From all accounts it seems that the evacuation was remarkably 
successful. But it could not prevent a serious loss of natural re
sources. The Dniepropetrovsk region alone accounted in 1938 for 
over so% of total extraction of iron ore in the Soviet Union and 
the Don Basin for about 6o1o of the output of coal. Among food
stuffs, the production of sugar was the most affected, since the t:rri
tories under German occupation in the spring of 1942 provtded 
about 85% of the total before the war,. Sugar, acc~rdingly,,has been 
one of the commodities recently furmshed to Sovtet Russta by the 
United States. • 

The Soviet authorities have made strenuous efforts to offset at · 
least part of these losses by thl! opening of ne'Y ~ines and by the 
expansion of farm output in the Eastern ter~ttones. I~ has been 
their policy, in fact, to stimulate local productiOn of ~merals and 
foodstuffs to the utmost, so as to make each separate ;regton as nearly 
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self-suffi::ient as possible, partly with a vi~w to relkving the .strain 
on transport. This tendency to~ards regwna! developm~nt !n the 
Soviet war economy, accompamed by a certam de~ent:ahzatiOn of 
controls, is one which, as mentioned before, has shown Itself' also in 
the United Kingdom and in Germany. 

CHINA'S EcoNOMY IN TRANSFORMATION 

The economic problems of China in the first five years of her re
sistance to Japanese aggression were in some respects s~ilar. to 
those of Soviet Russia during the first year of the German mvasion. 
Evacuation and "scorched earth" policies alike were practised in 
China on a considerable scale. Many important factories were trans
planted from the coastal provinces to the interior of China. Railway 
facilities being wholly inadequate, the equipment, materials, and 
workers were transported by junks and steamers up the main rivers 
(a method which, for geographical reasons, was of little avail in 
Russia). · 

The re-establishment of these factories in the interior laid the 
foundation to the remarkable industrial development which has be
gun in that area. Even more important than the removal of physical 
equipment was the migration of industrial workers, technicians and 
intellectuals. The fruits of modern science, technology and industrial 
organization were thus brought to bear on the vast but hitherto 
dormant resources of inner China; and under the spur of national 
necessity, a spirit of energy and enterprise was infused into com
munities living in a stagnant and feudal condition. 

Three main types of economic organization were evolved in the 
development of the interior provinces. The heavy industries, includ
ing munitions, were developed by the State, and were operated by 
the National Resources Commission, a subsidiary of .the Ministry 
of Ec;momic Affairs. A Central Machine Works, for example, was 
es~abhshed in .t~e provi':lce of Yunnan for the production of ma
chmery and military equipment. A Central Electrical Manufacturing 
Works for the production of electrical equipment is another impor
tant enterprise owned by the National Government. New blast 
furnaces and steel plants have ·been set up in Szechwan and Yunnan, 
provinces rich in iron ore. 

The light industries manufacturing consumers' goods were de-
velop~d by private enterprise. , 

Thi;dly, there has been a great expansion of the industrial co
operative moveii!ent, by which small-scale production is given the 
ben_efits of techmcal knowledge and of large-scale purchasing mar-
ketmg and standardization. ' 

The output of coal in the interior increased from 3·7 million tons 



-27-
. . 

in 19~7 to S·7~il!ion tons in 1940, ~r by over so%. The g-enerating 
~apac1ty of electncal power plants m the south-western provinces 
mcreased by 2S% between 1937 and 1941. In addition to iron and 
steel, othe output of tin, copper, tungsten, antimony, wolfram and 
mercury has also been expanded. The development of roads and 
railways has received particular attention. The serious shortage of 
petroleum for motor transport has been mitigated to some extent 
by the production of alcohol from sugar beets and by the use of 
wood ail ~nd charcoal burners. 

It has been estimated that in 1941 Free China, though containing 
about two-thirds of the total population, had less than half of the 
cultivated area of all China. The agricultural development of the 
interior became consequently one of the foremost objectives of the 
National Government's economic policy. A National Agricultural 
Research Bureau was set up to promote agricultural improvement; 
reclamation and irrigation works were taken in hand on a large 
scale; farmers were encouraged to migrate into the newly developed 
regions; and agricultural production in general was stimulated by 
loans, subsidies, interest reductions, tax concessions and by the 
formation of co-operative societies. 

As was observed in the last Survey/ the requirements of war 
finance, met largely by borrowing from the banks, produced a rapid 
rise of prices. Since the middle of 1941, the Government has taken a 
variety of measures to hold the inflation in check. 

Food prices are reported to have risen from 20 to 30 times during 
the nine months from September 1940 to June 1941. In July 1941, 
a Ministry of Food was set up, with a network of Food Control 
Bureaus in the provinces, in order to check hoarding,• to stimulate out
put and to ration supplies. The effect of these measures was strength
ened by a good harvest and the price of rice is reported to ha~e 
declined by so% in the succeeding six months.2 

A Commodity Administration was founded early in 1942 to en
force a system of price and commodity control on the same lines but 
on a wider scale. · 

As tax assessments could not be adjusted frequently enough to 
keep ·pace with the inflation, the Government introduced a number 
·of fiscal reforms to increase its real revenue. Early in 1942, reviving 
an ancient tradition, it began to collect the land tax in kind; and these 
collections brought in enough to cover a large part of the food re
quirements of the army and the civil service. The Test of these re
quirements was met by compulsory government purchases of food-

1 World Economic Survey 1939/41, Chapters IV at!d V. 
2 Cf. China at War, May I942· 
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stuffs frem landowners paid partly in cash and 1_)'-.rtly in "food 
bonds" expressed in physical units of the product in question. 

Another method to strengthen the central revenue was the creation 
of monopolies. Sugar and salt were placed under governme11t mo
nopoly in January 1942, and the system was later extended to 
matches and tobacco. 

A fiscal reform of far-reaching significance was initiated i1t the 
summer of 1941 when the National Governm~nt. decided t9 take 
over the main sources of revenue of the provmc1al go·1ernments, 
including t11e land tax, in return for fixed grants from the central 
budget to cover the indispensable costs of local administration. A 
uniform and centralized system of taxation thus came 'into being 
for the first time. 

In order to stimulate private saving and to promote the sale of 
Government securities to the public, the Government made use of 
the $500 million loan it received from the United States in February 
1942. On the security of a part of this money it began issuing do
mestic Treasury certificates and bonds ("Gold Savings Certificates" 
and "Victory Gold Bonds") redeemable after one to ten years in 
U.S. dollars or in domestic currency at the rate of the day. 

Finally, the whole system of war finance ?J.nd war economy in 
Free China was further strengthened by the National General Mobi
lization Act, which came into force in May 1942, providing for the 
compulsory purchase or commandeering of private property and 
commodity supplies, for the control of prices and consumption, and 
for the conscription of labour. 

In "occupied" China-that is, in the areas subject to Japanese 
military interference-the resistance of the local population has con
stantly tended to obstruct the Japanese programme of economic ex
ploitation. Japan's policy was to exploit these areas clliefly as a source 
of raw materials. The rural population, however, has tended to re
place "cash crops"-including raw cotton, wool and other materials 
required by Japan-by "subsistence crops," such as Tice and wheat, 
w~ich it cons?mes itself. In consequence, it appears that Japan ob
tams less Chmese wool and cotton than she obtained by normal 
trade before 1937. The follow..ing data are available concerning ex
ports of _five important materials from China to Japan.1 

. Only m the. case of salt and coal was Japan able to obtain more 
111.1940 than 111 1936. Of the other three materials, the quantities 
sh1pped to Japan seem to have been muclllower in 1940 than in 1936 . 
. The loo~ coll~cted by the Japanese army may well have been con

siderable, 111 sp1te of the Chinese "scorclled-earth" policy. But it is 
1 ~ee H. I?· Fong: "Economic Reconstruction in Wartime China," Harvard 

Bu.nness Rnnew, Summer Number, 1942-
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Chi-np,'s Exports of Certai1~ Products to Japa1~ 

(In thousands of metric tons) 
Raw Cotton Wool Salt Coal Iron Ore 

1936 .. • ........ 0 

26 96 312 1,ooo 1,301 
1937 ·········· 23 I6 433 I,275 586 
1938 .......... 96 95 592 1,6II 79 
1939 .......... 5 14 350 2,369 102 
1940 ~ ••••••••• 3 30 679 3.785 230 

one thing t~ seize existing supplies ; it is another to harness the pro
ductive ·forces of a subjected population for the invader's benefit. 

In Manchuria the Japanese have experienced difficulties similar 
t? those !n th~ territories occupied since I937· Agricultural produc
tton dechned m I94I, partly because of a falling off in the annual 
migration of labour from North China. In addition, the peasants 
showed a marked reluctance to deliver their crops to the official col
lecting agencies, in view of the impossibility of purchasing manu
factured goods with the money received. In consequence the authori
ties were forced to adopt a system whereby Japanese cotton goods 
were distributed to farmers in proportion to crop deliveries; and a 
Manchurian Agricultural Produce Corporation was formed with 
the object of controlling the collection, distribution and exportation 
of farm products. . 

EXTENSION OF GOVERNMENT CONTROLS IN JAPAN 
The freezing of Japanese assets in the United States, the British 

Commonwealth and the Netherlands Indies in July I94I was fol
lowed by a great extension of Government controls in Japan for 
the purpose of diverting export industries to other uses, developing 
substitutes for commodities previously imported, and increasing the 
output of war supplies. As exports of raw silk, for example, came to 
a standstill, a campaign was started immediately to divert the land 
from silk to cereal production. Pending the completion of this di
version, steps were taken to use the current output of silk worm 
pupae for the production of oil and fertilizers. Plants were built for 
synthetic petroleum, which subsequently, however, became unneces
sary. Supplies of cotton and woollen textiles became very scarce, and 
the succeeding conquests did nothing to alleviate this shortage. The 
synthetic textiles that began to be made were inadequate in quantity 
and quality. One of the most serious effects of the freezing order 
was the complete cessation of scrap iron and steel imports from the 
United States. In view of the lack of domestic sources of iron and 
coal, efforts were made to speed up the exploitation of such sources 
in the occupied areas on the mainland; to eliminate production fC?r 
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civilian aeeds; and to find substitutes for steel. Th~s a programme 
for the construction of wooden cargo boats was taken in hand early 
in 1942. 

The tightening of Government control in the latfer part of 1941 
affected all branches of manufacture, mining, agriculture, trade and 
transport; but it was particularly drastic in the heavy industries, 
which were placed under the direction of official control organiza
tions for the expansion and concentration of production and for the 
pooling and allocation of labour, equipment and mater~als? Of the 
innumerable decrees and ordinances issued du·ring this period, men
tion may be made of the "National Commodity and Mobilization 
Plan" adopted on August 22nd, 1941, calling for a centralized con
trol in the exploitation of the occupied territories, for a special effort 
in steel and coal production, for a general mobilization of labour 
reserves and for an immediate expansion of armament output. . 

The economic preparations for the attack on the United States, 
the British Commonwealth and the Netherlands Indies were thus 
extremely thorough. These and subsequent measures inevitably en
tailed a further cut in the standard of living of the Japanese popula
tion. In the spring and summer of 1941, the system of rationing, 
previously confined to such commodities as sugar, charcoal, matches, 
etc., was extended to a wide range of foodstuffs including rice, wheat 
flour, food oil, meat, and soya ·bean products. Later in the year, 
orders were issued prohibiting the manufacture -and sale of better
grade textile articles and of the remaining durable consumers' goods. 
The Government took over the purchase and distribution of rice, 
beef, pork, mutton and horse meat, limiting the quantities '!"etained 
by the peasants for their own use. The distribution of petroleum for 
non-essential-purposes was stopped on September Ist. Tlie amount 
of rice allocated for the production of sake (rice wine) was drasti
cally reduced. The quarterly be~r ration in Tokyo was cut from 6 
bottles per household to 4 bottles in the last quarter of 1941. In No
vember a rigid limit was imposed on consumption of electricity, 
which was further reduced by 30% in the following month. A point 
rationing system affecting all articles of clothing was adopted in 
February 1942. Sharp increases in indirect taxation were effected 
just before December 7th, and again in January 1942. The savings 
campaign, virtually compulsory even before, was further intensified, 
and the volume of national savings is reported to have increased 
from about 12,000 million yen in the fiscal year I 940/41 to over 
r6,ooo million in 1941/ 42· 

All this, however, was not enough to meet the needs of the mili
tary machine. A large proportion of the Government's borrowing 
was met by credit creation. The note circulation of the Bank of 
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Japa!l, c~nfined'llto Japan P!oper and not affected by territ'brial ex~ 
panswn, mcreased. by .35%. m the twelve months to April 3oth, I942. 
The. consequent .. nse m pnces tended further to lower civilian pur
chasmtr p~we! m real terms. ~he official cost-of-living and whole
sale-prtce t!ldtces, .after advancmg continuously in I94I, were kept 
~l~os! statwnary m the ~rst four or five months of I942 ;1 but these 
m~tces are b~se~ on officta~ and lar~ely.nominal quotations. Reports 
from J ap<J.n mdtcate a contmued pnce nse. Indeed it appears to ·have 
been the"poil.cy of the Government to allow free scope to the advance 
in commo~ity prices, except. in the case•.of the staple necessities, so 
as to curtatl as much as posstble the phystcal volume of consumption. 

Japan's financial methods of exploitation in the territories recently 
occupied have followed to a large extent the German model. In each 
separate territory, the military authorities have introduced new cur
rency notes which they issue in unlimited amounts in settlement of 
their requisitions and purchases. With the countries under "friendly" 
administrations-Thailand and French Indo-China-the Japanese 
have concluded clearing agreements through which commercial 
transactions are paid for in blocked accounts. They have followed 
the German practice in arbitrarily raising the value of the yen. Thus 
in Thailand the Japanese yen, which previously was worth about 
40% less than the Thai baht, was made equal in value to the baht in 
April I942. In March I942 a South Sea Development Bank was set 
up by the Japanese Government to finance the exploitation of raw 
material sources and "to regulate credit conditions" in the South· 
Sea territo'ries; and in the following month the Bank of Japan, by 
a change in its statutes, was assigned additional functions as a re
serve centre and clearing house for the extended "yen area.'' · 

TRANSITION TO WAR EcoNOMY IN THE UNITED STATES 
Japanese aggression brought the United States into the war as an 

active ·belligerent in December I94I. The economic defence prepara
tions of course had started earlier, and were marked notably by 
the ;doption of 'the domestic rea-rmament programme in June I940 
and by the passage of the Lend-Lease Act in March I94I. Under 
the stimulus of armament contracts, there ·occurred a remarkable 
expansion in the volume of employment and economic activity. Froi:n 
April I940 (just before the announcement of the defence pro
gramme) to December I94I the physi~al volume of industrial pr?
duction rose by so% ; and the expansiOn, though most ma-rked. m 
this field, was not confined to industry. In consequence, as one wnter 

1 Cf. Mo~Jthly Bu/lell"n of Sta#stics (League of Nations). See also Diagram I, 

Chapter V, below. 
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has put~. "the increase in m_il~tar:>: expenditures fro<n ~nder 3 b~llion 
dollars in 1940 to over 13 b1ll1on m 1941, far from bemg associated 
with a reduction in civilian consumption, was actually accompanied 
by the hiahest level of consumption in our history.": " 

These developments are summarized in the following table, show
ing the movement and composition of to~al ~xpenditure OJ.?- _goods 
and services in the United States--or, wh1ch IS the same tlu11g, the 
total output of goods and services in current money value--during 
the three years 1939-41." • • 

Gross National Espendittere (or Output), I9 39-4 I 

$(ooo,ooo,ooo's) 
1939 

Gross national expenditure (or output) . • • . . • . . • . . • • . • • • • • • 86.3 
Government expenditures lor goods and services•. • • • • • • . • • 15.3 

National defence expenditures• • • • . . . . • • • • • • • • • . • • • • . • • 1.4 
Other government expenditures . • • • • • . • • • • • • • • • . . • • • • • 13.9 

Private expenditures for goods and services . • • . • • . . • • • • . • • 71.0 
Private capital expenditure• • . • • • • . • • . . • • . . • • . • • . • • • • • 10.0 

Construction • • • • • • • • • • • • . • • • • • • • • • • • • • • • • • • • • • • . • • 3-7 
Equipment . . • • . • . • • • • . . . • • • • • • . • • • • • . . • • • • • • . . • • • • 4-2 
Increase in foreign assets (net)• . . . . • . . • . • • • • • . • • . . . 0.8 
Increase in inventories (net) • • • • • • • • . • . . • . • . . . • • • . • 1.3 

Private consumption expenditure • • • • . • • . . . . • • • • • • • • . . • 61.0 
Durable goods . • . . • • • . • • . • . . • • • . • • . • . • • . • . • . . . • • • • • 7-2 
Non-durable goods and services • . • . • . . . • • . • • • • • • • • 53.8 

Indices ( 1939 = 100) : 
Gross national expenditure (or output) • • • . • . • . • • . . • • . . . . 100 
Wholesale prices • • • • . . • • . . • • . • • • • . . . • . . • • . • • • • • . . • . . . • 100 
Cost of living . . . • • . . . . • • . • . . . • • • • . • . • . . . • . • . . • • . . • .. . • 100 

1940 
94·3 
16.2 
2.8 

13-4 
78.1 
13.1 

4-4 
5-6 
1.3 
1.8 

65.0 
8.4 

56.6 

109 
102 
101 

1941 
II4.7 
24-7 
13-3 
I1.4 
90.0 
16.2 

5.2 
6.5 
1.5 
3-0 

73.8 
10.5 
63·3 

133 
113 
10? 

• Excluding transfer expenditures, not related to currently produced goods and 
services. 

• Including lend-lease expenditures. 
• "Gross" capital expenditure, including depreciation and depletion charges (f.or 

renewal and replacement of plant, equipment, etc.) estimated at 5.2, 5·4 and 5·9 
billion dollars in 1939,·1940 and 1941 respectively. 

~_Including assets sold in the United States by foreign governments to finance 
m•htary orders. 

Comparing the year-to-year movement of these figures with that 
of. the price indices given at the foot of the table, it is clear that the 
expansion shown by all the component series (except non-military 
Government expenditure) was considerable not only in monetary 
but also in real terms. It may be noted in particular that in addition 
t? the concurrent increase in defence output and civilian consump
tion, there was also a sharp rise in private capital formation. The 

1 Milto!l Gilbert: "War Expenditures and National Production," Survey of Cur
re~l Busmess (U.S. Department of Commerce), March 1942. 

Source: Survey of Current Business (U.S. Department of Commerce) March 
1942, p. II. ' 
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total volume ob output-incl.uding farm products, serviceli, etc., as 
well as manufactures and mmerals-would seem to have increased 
in real terms ·by some 20% from 1939 to 1941. 

After J?ece~er 7th, war productio~ was sharply accelerated un
der the direction of th~ War Pr.o~uctl?n Board set up in. January 
1942. The output of fimshed mumtlons 111 June 1942 wa~ three times 
as Japge as in November 1941, the last month before the declaration 
of war.1 This increas~ was achieved, firstly, by a continued expansion 
of aggr~ga.te .productiOn and secondly, by a large-scale conversion of 
peace-time industries to war-time uses. "Expansion" and "con
version" in the industrial sphere are illustrated in Diagram x be
low. A more comprehensive indication is given by the following 
comparison between the second quarter of 1941 and the second 
quarter of 1942, showing the increase in war expenditure and the 
sources from which it has been met. The amounts shown for the 
second quarter of 1942 are estimated at the prices ruling in the second 
quarter of 1941. The intervening rise in prices has thus been elimi
nated, and the figures consequently reflect the real volume and the 
real sources of war finance.• 

Anmtal rates, adj~tsled for 
~easonal variations. 

$ ( ooo,ooo,ooo's) 
War expenditure ••.•••.••.••••••••.•.•••.•. 

Second quarter : 
1941 1942. 
9.0 39.2 

13.0 12.4 
18.7 12.8 

Other government expenditure ...••••••••.... 
Private capital expenditure ...••.••...•••.••. 
Private consumption expenditure .•••••••••• 75·4 69·4 

Total national expenditure (or output) .•• n6.1 133·8 

• At prices ruling in the second quarter of 1941. 

Increase 
or De

crease(-) 
30.2 

-o.6 
-5·9 
-6.o 

17-7 

From the last column of the table it appears that the reduction in 
consumption and in private inve~tment each provided about one-fifth 
of the increase in war output. More than half of that increase was 
derived from the expansion in aggregate national output. 

This expansion was made possible, in spite of military mobiliza
tion, by a further increase in the labour force employed; by longer · 
working hours• and fuller utilization of plant and equipment; and 

1 The official monthly index of munitions pr_oductic;m, based on N ove'!'ber 1941 = 
100, stood at 303 in June 1942 as compared w1th 59 m June 1941. The mdex covers 
aircraft ships tanks guns a~munition and other war equipment used in the field. 

2 Sou~ce: S;troey ~~ Cu;renl Bnsiness (U.S. Department of Commerce), August 
1942. 

3 The scope available for expansion on this account is shown by the f~ct that the 
:o-verage length of the working-week in 1941 was 40.5 hours, compared w1th over 50 
m the United Kingdom and Germany .. In Febru:o-ry 1942, however, the a~erage 
working week in war production plants in the Umted States was 48 hour~; m the 
machine-tool industry it was as long as 55 hours ( cf. M ontltly Labor Re'lllew, U.S. 
Department of J,.abor, May 1942). . . · 
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by an increase in labour productivity.1 T~e increa~e i~J.labour produc
tivity in turn was due to improvements m orgamzat10n; to transfers 
of labour fro:U industries using relatively little capital equipment to 
highly mechanized industries; and, last but not least,. to t~e pr~e~ing 
investment activity, both private and governmental, which, particu
larly in 1941, greatly increased the stock of capital instruments
machinery and other equipment-per unit of labour employed.'!· The 
capacity of the machine-tool industry was greatly enlarged in 1940 
and 1941; and the output of machine-tools and other ma~;hiP.ery for 
productive uses in the first half of 1942 was more than twice as 
large as two years before. 

Of the war industries in the narrower sense, the greatest relative 
increase occurred in the aircraft industry. To iilustrate the scale of the 
expansion required in that industry, the following passage may be 
quoted from an official statement: "We think of the automotive 
industry as the industrial miracle of the twentieth century, but please 
consider that we are faced with t]le herculean task of building up the 
aircraft industry in three short years-1940, 1941, 1942-from the 
small beginning to a more gigantic output than the automotive in
dustry obtained during 30 years of spectacular development. In other 
words, airplane production, in 1939, was about equal to the auto
mobile production of 1910. But the airplane production of 1942 
must substantially exceed the $3,ooo,ooo,ooo of automobile produc
tion obtained in 1940.na 

Expansion of plant and eql!ipment for war production, though 
it continued on a considerable scale, met increasing difficulties in 
the early half of 1942. The installation of new production facilities 
used up materials that were more urgently required for an immediate 
increase in munitions output with the existing facilities. Shortages 
developed, for instance, in steel plates, t"equired particularly for ship
building, and in copper. The Chairman of the War Production Board 
stated in June 1942 that current production was only limited by the 
supply of materials. In these circumstances the War Production 

1 How great this increase has been in recent years is shown by the fact that 
avera.ge output per man-hour in 1941 was 20o/o higher than in 1937 and 42% higher 
than m 1929. 

2 {\n increa~e in pro~ucti'!ity is «;~f course the norm.al outcome of a process of 
cap1ta\ formation; but m th1s case 1t was war production rather than private con
sumption tha~ ben~fited from the process. The opposite phenomenon tends to occur 
y;here the, ex1genc1es of war economy lead to capital consumption. In Germany, for 
m~t~nce, 1t appears from the annual reports of industrial companies that the in
ablllty. to replace. fully the current wear and tear, of machinery has frequently 
nece~s1tate4 substitution br manual labour; and this has been one of the factors 
tendmg .to mcrea.se the dram on Germany's labour force and to lower her aggregate 
productive capac1ty. 

1 b.zquiry as to Def!•.se Construction (Hearings, House Committee on Military 
AffaJrs), Vol. 2, Apri11941, p. 16. 
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Board decided ·\I> curtail its plant expansion programme ami to con
centrate on further conversion of civilian industries to war require-
ments. • 

Conversion, ii1deed, was taken in hand on a large scale very soon 
after December 7th, and in the first quarter of I942 the movement 
was in full swing. Fears of widespread temporary unemployment' 
arising from the stoppage of civilian output proved unfounded. The 
volume of factory employment decreased by less than I% between 
Januaryo al'l.d· ·114arch · I942, and the industrial production index 
showed only a very slight drop in March (see Diagram I). Con-

Diagram I. IndU,ftrial Pro
duction in the United States 

(A) Total production ( 1935-39 = 
100; adjusted for seasonal varia
tions; monthly movement, January 
1936-June 1942); of which: (B) 
Production for civilian needs (June 
1941 and June 1942) ; (C) Produc
tion for war purposes (June 1941 
and June 1942). 

Source: Federal Reserve Bulletin, 
July 1942, p. 628. 
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'version was in most cases accomplished much more rapidly than was 
generally expected. 

The results of this process, as well as the increase in total produc
tion, may be observed from Diag-ram I. Industrial production for 
civilian needs declined by 28% between June 1941 and June 1942, 
and its share in the total index dropped from 8o% in the former to 
5 I% in the latter month. Production ~or war purposes during the 
same period increased by 275%.' and its share in the total rose from 
20% to 49%· · 

As part of the conversion programme, the manufacture of the 
great majority of durable consumers' goods was prohibited or cur
tailed. In spite of the fact that there existed stocks to draw upon, the 
volume of civilian purchases, as distinct from production, also 
showed a marked fall in the spring of 1942. For the first time in 
• 1 This covers in addition to finished munitions, production of clothing and other 
supplies for th~ armed forces of equipment for war plants and of basic materials 
to be used for war purposes. The official index of munitions output, quoted earlier, 
refers solely to finished implements of wa~. 
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more thatt three years, the total value of retail sales.in April 1942 
was less than in the same month of the preceding year. In May 1942, 
retail sales were 10% less in value than in May 1941; and since in 
the interval retail prices had risen by some 15?"o,. there .was 1: drop 
of over 2o?"o -in volume. Sales of durable goods, m particular, were . 
down by 47% in value and by more than half in volume. 

This slackening in purchases was partly due to the fact that·con
sumers had accumulated large supplies in anticipation of shortages 
and higher prices. Moreover, the official price ceilings anaounced in 
April 19421 removed much of the inducement to forward buying. 
But these were influences of a special and temporary nature. The 
problem created by the gap between consumers' disposable income 
and the volume of civilian goods available-a gap that was widening 
owing to an increase in the former as well as a decrease in the latter 
-became more and more serious. The problem may be illustrated 
by the following figures concerning the disposal of consumers' in
come in the first quarter of 1941 and 1942 :• 

$(ooo,ooo,ooo's) 
First quarter: 
1941 1942 

Total consumers' income ...................... .. 
Less direct personal Federal taxes ••••..•.••.•. 

20.4 25.1 
0.8 1.9 

Increase or 
Decrease (-) 

4-7 
1.1 

Disposable income • .. . . .. • . • . .. .. • . .. .. . • • • • .. • . 19.6 23.2 3.6 
Of which:. Saved• .. .. . .. .. .. .. .. . .. .. .. .. . .. .. . • J.l 5·4 2.3 

Spent on goods and services • • • • • . • • • • . • 16.5 17.8 1.3 
Expenditure on goods and services, valued at price 

ruling in the first quarter of 1941 . • . . . . • . . . . 16.5 15.9 -o.6 
Expenditure dissipated in the form of higher prices. • 1.9 1.9 

• This is largely a residual item and includes, to the extent of about 10% of the 
1941 figure, direct taxes paid to state and local governments. The increase in these 
taxes from 1941 to 1942 was so slight that the change in this item can be wholly 
attributed to savings. 

It appears that the volume of goods and services available to con
sumers in the first quarter of 1942 was 4% less than in the corre
sp?nding period of 1941. :But, even after saving practically two
thtrds of the increase in their disposable income, consumers had 
mor~ ~oney to spend; and their competition for the available com
?todttles served no other purpose than to drive up prices by approx-
Imately 12%. · 

It ha.s ~e~n o~cially estimated that during the year 1942 as a 
whole, _mdlVIdual mcomes wilJ reach a level of $II7 billion dollars, 
of whtch taxes and savings are expected to absorb $31 billions, 

1 See Chapter V, below. 
2 

Source: Survey of Current Business (U.S. Department of Commerce) May 1942, p. 4- • 
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leaving; $86 billions available for spending. Against this, ~e supply 
of a.vaiiable consumers' .goods and services, at the prices ruling in 
April 194~, has been estimated at .no more than $6o billions, leaving 
a gap, wh1ch, .:n the absence of mcreased taxation and/or saving 
would produce a price rise of nearly 25%· . ' 

Higher taxes were, in fact, proposed by the Treasury in the sum
mer of 1942, and at the same time the war savings campaign was in
tensified. As alre:~.dy mentioned, retail price ceilings were introduced 
in AprH; ~nd the cost-of-living index remained practically stable in 
the third quarter of 1942. Ration cards were introduced in May for 
sugar and, in· the eastern states, for gasoline. The restrictions on 
consumers' credit introduced in September 1941 were tightened up 
in March 1942 and again in May. A decision inade by the National 
War Labor Board in July 1942 to link up money wage rates with the 
cost of living so as to stabilize the relation between the two at the 
level of January 1941, though it tended to increase money incomes 
further, implied in effect that the inevitable reduction in consumption 
was to be carried out by such means as increased taxation, savings 
and ·rationing, rather than by a rise in prices unaccompanied by an 
increase in income rates. 

· Having outlined the increase in war production and its two main 
sources-"expansion" and "conversion"-we must also take note of 
the fact that a growing proportion of it was exported. The physical 
volume of total exports from the United States in the first four 
months of 1942 exceeded all previous -records, and was 31% larger 
than in the same months of 1941. In the corresponding period of 1939, 
exports represented approximately.3.6% of the gross national output; 
in 1941 the proportion rose to 4.41'o and in 1942 to 4.9%. 

Imports in the first four months of 1942 were 161'o less than in the 
same period of 1941. The resulting export surplus, the la:rgest in . 
value since 1919, was the largest ever attained in physical volume. 

The export figures include lend-lease shipme~ts, bu.t not shipm.e!1-ts 
to United States armed forces. Lend-lease assistance to the British 
Commonwealth, China, the Soviet Union and the 33 other nations 
eligible for it, accounted in fact for about one-half. of. total exports 
in the early part of 1942. Moreover, there was a s1gmficant change 
in the composition of the lend-lease deliveries .. In 1941 they c~nslsted 
predominantly of agricultural products .and mdus~~1al mate~1als. I~ 
the spring of 1942 more than hal~ consisted of !~~Ihtary equ1~ment. 

To coordinate the war production of the Up.1ted States w1th the 
needs and resources of other members of the United Nations, five 
important agencies were set up in 1942· On January 26th, a Muni-

1 For more details concerning the foreign trade and the lend-lease programme 
of the United States, see Chapter VI. 
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tions Assfgnments Board was set up to pool the muP:ition ·resources 
of the United States and the United Kingdom and to regulate their 
distribution among all the United Nations. On the same date, the 
Chairman of the War Production Board and the British Minister of 
Production formed a Combined Raw Materials Board to secure the 
most efficient distribution, use and expansion of the available raw 
material resources; and a Combined Shipping Adjustment BoaTd was 
created to operate the British and American merchant tonnage as a 
common pool. On June gth, a Combined Production and' R~sources 
Board, consisting of the Chairman of the War 'Production Board 
and the British Minister of Production, was established with the 
object of integrating the production programmes of the two countries. 
On the same day, the United States and the United Kingdom created 
a Combined Food Board "to obtain a planned and expeditious utiliza
tion of the food resources of the United Nations."1 

THE WAR EFFORT OF THE UNITED KINGDOM 

The development of the British war economy is most clearly re
vealed by the official estimates of national income and expenditure 
recently published. • These estimates are expressed in current money 
values and are thus affected by the rise in prices that has taken place 
since the beginning of the war. We may, howeve'!", attempt to evaluate 
the relevant magnitudes at pre-war prices so as to obtain a rough idea 
not only of the growth in the "real" volume of war expenditure but 
also of the "real" sources from which it has been met. The calculation 
is necessarily tentative and more than a purely illustrative value is not 
claimed for it, even though the general order of magnitude of the 
figures presented is probably not very far from the truth.8 

1 C/. Fifth Report to Congress OIJ Lmd-Lease Operations. 
2 Cf. "An Analysis of the Sources of War Finance and an Estimate of the National 

. Income and Expenditure in 1938, 1940 and 1941," Cmd. 6347, April 1942-
• 1 The calculat~on here given follows the method adopted in two articles published 
m Tile Economtst (London) on January 3rd and January Jist, 1942. It is based, 
however, on the revised and up-to-date official data published in April 1942 which 
may be summarized as follows : ' 

~e~ent exp~nditure on goods and services• ..••..•• 
ersona expendtture on consumption• •...•••••.•..•..• 

Net private investment at home ••••.••.•••••••..••...•• 

~otal expenditure ~ ..••.•....•......••..••.•..•..• 
N di !ernment expenditure as ro of total •.•.••.•..••• 
N~ i'!lvestment at home ...•.•.•..•.••....••..•....• 
N JSt.nvestment abroad ..•..••••••••••.•.••••••••.• 

B 
e
1
t na~tonal income ..•••••••.•••..•.••••••••.••••.•• 

a ance ••••••••••••.••••..•••.•....•.....•.•.•••.••• 

Total, as above •••.••••••• , •• , .••••••• , •• , .•• , •••• 

1938 1940 
£(ooo,ooo's) 

833 3,056 
3,584 3,871 

400 

4,823 .6,927 
17 44 

286 
55 759 

4.595 5.585 
173 297 

4,823 6,927 

1941 

4,182 
3,863 

8,045 
"52 
49~ 
798 

6,338 
416 

8,045 

Footnote 3 conti111U!d on p. 39· 
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Nati~al Income and Expenditure in Real Terms-
(i.e., at 1938 prices, expressed as percentages of the net national income in 1938.) 

, . . 1938 1940 I94I 
Gover!11Pent exper.t!tture • • • • • . . .. • .. .. .. .. .. .. • .. .. .. . 17 55 70 
Personal consumption ...................... , .. .. • .. .. 76 70 63 
Investment at home .. .. .. .. .. .. .. .. .. .. .. • .. .. .. .. .. • 8 -
Disinvestment at home .. .. .. .. . .. • .. .. .. .. • .. .. .. • .. .. -6 -8 
Disinves~ment. abroad • .. .. .. .. .. • .. .. .. .. .. .. .. • .. .. -1 -14 -IS 
Net national mcome .......... ...... .............. ... Ioo 105 uo 

The i'ncr'l!ase in Government expenditure from 17 in 1938 to 70 in 
1941 may be taken to represent the country's economic war effort, 
equal to 53% of the 1938 national income.• This increase was met 

. f.rom the following sources: expansion of total current oittput, as 
reflected in national income (10); reduction in consumption (13); 
release of resources from the production of new investment goods 
(8); depletion of commodity stocks and release of resources from 
the production of investment goods for: replacing current wear and 
tear (8) ; liquidation of foreign assets and increase in overseas liabili
ties (14), making a total of 53% of the 1938 national income. 

In the same way, the increase in Government expenditm:e from 
1940 to 1941, equivalent to I51o of the 1938 national income, came 
out of increased production (5), reduced consumption (7), disin
vestment at home (2) and disinvestment abroad (1). 
Footnote 3 co11tiuued from page 38: 

• Including local authorities; excluding transfer payments. 
• Plus Government subsidies; mimu indirect taxes on consumption. 
• Representing certain indirect taxes, local taxes and war insurance premia, of 

which the allocation to component groups of the total is not given. 
The conversion of these figures to the 1938 price-level involves a host of difficulties. 

It is quite probable, for instance, that the prices of goods and services bought by the 
Government and by consumers have not changed in the same degree; but there is no 
means of making allowance for this. Nor is it possible to make precise allowance for 
the changes that have occurred in the compositioll of, for instance, consumers' outlay. 
In computing the indices shown in the text it has been assumed that, on the average, 
prices in 1940 were 15-20% and in 1941 25-30% higher than in 1938. The percentage 
rise of money-wage rates was less; that of the wholesale-price index was greater. 
The latter, however, is heavily weighted with imported goods, which, for special rea
sons, have risen most in price. In percentages of the 1938 level, wage-rates, the cost of 
living and wholesale prices in 1940 and 1941 were as follows: 

1940 1941 
Money wage rates .. .. .. .. • II2 122 
Cost of living .. :.. • .. . .. .. • II9 127 
Wholesale prices . . • . . . • . • . . 135 151 

• This is subject to two qualifi.cations. Firstly, there has been a. decrease _in 
non-war Government expenditure m real terms, so that war expendtture has m
creased by somewhat more than total Government expenditure. Secondly, it should ~e 
remembered that even in 1938 a large part-nea~l:y one-half-of Government exp~ndt
ture {excluding transfer payments) was for mtlttary purposes and that accordmgly 
total military expenditure in 1941 was equivalent to more than 53o/~ of the 1938 
national income. But for the tra•uition problem, what matters is the 111crea.re from 
1938 to 1941. 
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The wrue margin of uncertainty to which these incfces are subject 
precludes further refinements of analysis. But it may be useful, taking 
the figures as shown, to set out the approxim~te prop~rtions in which 
the various sources would seem to have contrtbuted to the war ~ffort: 

Increase in Government expenditure 
from 1938 to 1941 from 1940 to 1941 

Reduction in consumption . • • . • . . . • • . . • • • • . . 2S% 47% 
Increase in total output . • . • . . . • . • . . . . • • • . . . 19% 33% 
Cessation of new investment . . • . . . • • . • . • . • . • IS% L 
Disinvestment at home . . . • . . • . . • . . • . • • . . . • • IS% 13% 
Disinvestment abroad • . • . . . . • . . . • . . • • • • • • • • 26% 7% 

Total •.••..•...••.•.•....•••••......• IOOo/o 

The last item, "disinvestment abroad," does not accurately reflect 
the economic assistance-the "import surplus"-received by the 
United Kingdom from the rest of the world.1 Thus, on the one hand, 
a part of this disinvestment has served to finance military operations 
overseas and has not, to that extent, given rise to any imports into 
the United Kingdom. On the other hand, however, this item takes no 
account of the growing volume of lend-lease shipments received from 
the United States since March 1941, which are not included in British 
Government expenditure. 

It may be better therefore to confine our attention to the domestic 
sources of war finance. The proportions in which they contributed to 
the war effort were approximately as follows : 

Increase in Government expenditure 
on domestic resources 

from 1938 to 1941 from 1940 to 1941 
Reduction in consumption • . • . . • . . . • . • . . . • . • 33% so% 
Increase in total output •••...•••..•••.••.•. 1 26% 36o/o 
Cessation of new investment . • . . . . . • • . . . • • • • 21% 
Disinvestment at home • • • . . . • • • . • . • . . . . • . . 20% 14% 

Total ..•..•.•.•.••••.••••.•..•••..••.. 1oo% 100'}'& 

Disinvestment as a source of war finance decreased in relative 
importance in 1941, while the reduction in consumption-appears to 
have provided about half and the expansion in output about a third of 
the increase in Government requirements over 1940. ' 

From the consumption estimates given earlier, which include in
come received in kind by the armed forces and thus cover the whole 

• 
1.Needless to say, the e:cter~ disinvestme~t has ".'ade possible not only an increase 

m nnports bl!t also a d.1vers10n of export mdustnes to domestic war production. 
The Lancasht_re cotton mdustry, one of the leading export industries in the past, 
may .be mentto!led as an example. Exports of cotton manufactures were greatly 
restrtcted, and m March 1942 they were prohibited altogether. 
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popul~tion, the ;yolume of consumption appears to have dedined by 
some 17% between 1938 and 1941. Further curtailments were effected 
in the ~arly months of 1942. Rationing was extended, for example, to 
soap (1~ Februal"y) and to sweets and chocolates (in July). The basic 
petrol ration was withdrawn altogether· at the end of June. A sharp 
cut was made in the clothing ration. Restrictions were imposed on 
consumption of coal and electricity, even though the introduction of 
a general fuel rationing scheme was temporarily postponed. 

On tlte ether hand, a series of measures were taken to secure a 
further increase in war production, not only by further conversion of 
civilian industries but also by further expansion of aggregate output. 
Thus a new National Service Act made single women aged 20 to 30 
liable for essential war work or, alternatively, for auxiliary military 
service. The policy of industrial concentration initiated in April 1941, 
which during the first year of its operation resulted in the release of 
over 407'o of workers in the industries concerned/ was extended to 
other fields, such as retail trade. 

A Minister of Production, replacing the former Production Execu
tive of the War Cabinet, was appointed in February 1942 and was 
charged with the general direction of the war output programme in
cluding the allocation of raw materials and industrial equipment. The 
cllange in organization was marked by a certain decentralization of 
control increasing the authority and competence of the regional 
boards. 

According to a statement of the Minister of Production, the out
put of all weapons of war as a whole increased by roo% during the 
twelve months to June 1942. 

The expansion of industrial a.ctivity produced an acute shortage 
of coal in the spring of 1942. Exports of coal, it is true, had fallen to 
insignificant proportions. But the decline in exports during the first 
two years of the war had been matched in part by a reduction in total 
output, owing chiefly to the transfer of miners to other industries 
and to the armed forces. In the first half of 1942, however, industrial 
consumption of coal exceeded all previous records; and, in addition 
to certain restrictions imposed on non-industrial uses, strenuous efforts 
were made to secure a return of miners to the pits and to raise their 
average productivity. With this end. in view, coal miners wer.e g~anted 
a·wage increase in June 1942, whtch was followed by a rtse m the 
selling price of coal. In the same month, a Ministry of Fuel and 
Power was created with the object of expanding the production and 
controlling the consumption of coal. 

.1 From July 1939 to April 1941, employment in thes.e jndl!stries had aJready de
chned by roughly one-half, mainly as a result of the Ltmttation of Supphes Orders 
concerning non-essential production. 
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1 . · mmodity prices due largely tt:11 the higher cost 
The genera :ns~ ~~~0 reduction in th~ exchange value of the pound 

of impo:ts owm~ 0
f ~ ht and insurance rates, caused much concern 

and the mcrease m r~~g r the outbreak of war. With "the exter.sion of 
du~in~ the ~rJ!Jt~f:1 ~o~trols and Government subsidies for ~ssential 
ratiOnmg, ~n od th •rate of increase has slowed down constderably, consumers go s, e " 
as is clear from the following figures : 

June 1939 June 1940 "June 1941 
t June 1940 to June 1941 to June 1942 Percentage change in : 0 

+367 +13.4 +48 Wholesale prices • • • · • • • • • · • · • • • • · + 10.5 
Cost ofliving •.•••••. · •·· · ·• •·•· +18.3 + +·5 
Weekly wage rates ........ ..... +10.4 9·4 7.0 

The rise in average wage rates in the twelve months to June 1942 
was mainly due to an increase in agricult~ral wage~, .the effects of 
which on the cost of living were offset by .htgher ~ubstdtes, and to the 
rise in coal miners' wages mentioned earher. Owmg to longer hours, 
wage earnings have, of course, increased much .more t~an .rate.s. But 
rationing, while securing an adequate and eqUitable .dtstrtbubon of 
daily necessities, has closed many outlets of ~xpend!tures; and the 
workers' increased wage earnings, after deduction of mcreased !axes, 
have tended to accumulate in the form of bank notes, depostts or 
savings certificates as a claim on future consumption. 

Tim STERLING AREA 
The contribution made by the members of the sterling group to 

the war effort of the United Kingdom is reflected to some extent in 
their central exchange reserves, which, as was explained in the last 
Survey,! arise largely from British purchases and are invested largely 
in British Treasury bills. The increase in these reserves since the be
ginning of the war is illustrated in the following table. The table, it 
should be noted, does not cover the whole of the sterling area; nor 
does it include, except in two cases, the holdings of commercial banks. 

The risi~g trend in sterling-area exchange reserves was very 
marked durmg 1941, Australia being the only important exception .. 
The total for. ~e s~ven countries shown increased by £85 million, 
from £353 mdl.!On m December 1940 to £438 million in December 
I,94I; an? the t.ncrease continued in the early months of 1942, par
ticularly m Indta, Iraq and Ireland. In addition to the increase in 
exchange reserves-representing largely in effect a short-term ad-
vance to the U 't d K' d ' ' 

m e mg om-some of these countries as will be 
seen below made impo t t 'b . . . ' . . f r an contn ut10ns by repatnatmg long-term 
secuntles ormerly held in the United Kingdom. In these two ways 

1 World Economic Surve" 1939141 ff · 
... • pp. 130 • 
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Excha1tge..Reserues of Certain Sterling Area Count,;es 

Converted into pounds sterling 
Aug. 

Australia: Commonwealth Bank , , •••••• 
New Zealand: Reserve Bank ••••. , •••.. 
New Zealand: Trading Banks ........ .. 
India: "Reserve Bank ................ .. 
Iraq: Currency Board ................ . 
Egypt: Nl\tioJ1411 Bank ................ . 
South Afrtca: Reserve Bank • , ••••..••• 
Ireland: Currency Commission .••••..••• 
Ireland: Irish Banks ................. .. 

1939 
25·3 
4.6 
2.6 

so.2 
5·3 

17.9 
6.4 
7·5 

61.8· 

(ooo,ooo's) 
Dec. 
1940 
69.4 
9·3 
9·6 

141.6 
6.8 

34.1 
0.8 

12.6 
68.8" 

Dec. 
1941 
47·9 
10.7 
9·7 

206.2 
u.s 
51·7 

0.3 
15.9 
83.8" 

• Second quarter 1939. • Fourth quarter. • April. • May. • First quarter. 

June 
1942 
51.0 
17.5 
1o.6• 

242.1 
1s.o• 

1.1 
15.8 
88.o• 

the sterling area has provided a substantial proportion of the external 
financing ("disinvestment abroad") which, as was shown in the 
preceding section, has played so important a part in the United King
dom's war effort.1 

The members of the sterling group are highly dependent on over
seas trade, and the balance of external payments is an important 
element in their economic situation. But we must also take note of the 
domestic factors affecting recent developments in these countries. 

Australia's economic mobilization was sharply intensified in the 
autumn of 1941, when the Federal Government set up a Production 
Executive to make an industrial survey and a register of manpower 
and to divert labour, materials and plant from non-essential activities 
to wa:r production. In December, severe restrictions were imposed on 
imports of consumers' goods. In February 1942, the Government 
adopted a comprehensive "Economic Plan," including a rigid pegging 
of prices and wages at the existing level; a limitation of profits to 
4%; a prohibition of absenteeism and a strict control over transfers 
of labour. Drastic measures were taken to release manpower for the 
war industries and the armed forces. Private building, which had been 
remarkably active in the first two years of the war, was made subject 
to permit, and, in fact, dropped off heavily in the first half of 1942. 
The gold mining industry lost a large pa:rt of its labour force and cur
tailed its output in copsequence. The manufacture of a wide range 
of consumers' goods was prohibited. Judging by the volume of sales 
and employment in retail trade, consumption in the first quarter of 
1942 was slightly higher than a year before, but was beginning to 
fall off as a result of the various restrictions imposed. In May 1942, 

1 It should be mentioned however, that the British Government, in order to help 
producers overseas, has us~d ·some of thes.e funds for !he purchase of prima!'l': pr!Jd
ucts-such as Australian wool and Egypttan cotton-m excess of the quantttles Im
mediately required by it. 
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f . Je the Government ordered a 25% cut in(!>'lales of clothing 
or examp ' . . h f th t' I and clothing materials. A coupon rat10nmg sc erne or ese ar IC es 

was introduced in the following month. . • . 
New Zealand took similar measures at the begmnmg of .;r942 to 

concentrate her resources on the defence effort. In Januarr 1942 the 
Minister of National Services was given .f~ll pov.:e; to direct man
power into essential industries and to mobii.Ize additi~nalla~otfr sup
plies. Private building was restricted; pubhc works e>..-penditure 'Yas 
sharply curtailed, and the Government's employment ptomot10n 
schemes were practically liquidated. Wages were kept unchanged 
in the twelve months to March 1942, while the rise of the cost of 
living was limited to 2% and that of wholesale prices to 5% during 
the same period. . 

India's industrial development) like that of Australia and New 
Zealand has been intensified as a result of the war, and has made nota
ble gain~ in the output of iron ore, steel and a variety of war supplies. 
A limiting factor has been the shortage of skille_d labour. In the spring 
of 1942, the Government expanded its labour training programme; 
and a scheme under which Indian artisans were sent to the United 
Kingdom for six months' training courses completed its first year' 
of operation. Restrictions on motor traffic and coastal shipping, and 
transfers of rolling stock to the Middle East placed a heavy strain 
on the internal transport system; and steps were taken to promote 
domestic manufacture of railway equipment. Wholesale prices having 
risen by over 25% in the preceding twelve months, preparations for a 
general control of prices were taken in hand in the spring of 1942. 
The price of silver rose by over 30ro, reflecting the hoarding demand 
of the peasants, which was met partly from stocks and partly by a 
reduc~ion in the silver content of coins. British purchases of Indian 
supphes were financed not only by a substantial net increase in India's 
sterl~ng balances but also by the repatriation of Indian Government 
sterling bonds amounting to about £100 million from the outbreak of 
war up to the end of 1941. A further £8o million of long-term debt 
was repatri~ted in March 1942; and the last remaining external bonds 
of the Indian Government, amounting to about £78 million were 
called for redemption in January 1943. ' 
. Egypt's a~:iculture, faced with a loss of export markets, was as

sisted by B~1t1sh p~rchases of three-quarters of the 1940 cotton crop. · 
Most of. thts was tn excess of British requirements and was left in 
storage m the country. The support given to cotton growing kept up 
the cotton acreage and led to a decline in cereal production Wheat 
fo~m~r~ an export product, became scarce in 1941, increased. in price' 
Bn .. h to be imported in considerable quantities, In consequence: 

ntis purchases of cotton in 1941 were reduced to one-half of the 
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crop and were mifde conditional upon a 257o reduction in th~ cotton 
acreage, while the Egyptian Government introduced subsidies for in
creased wheat production. The general level of prices rose by some 
so7o du,;ing 1942, and to~ards the end of the year the Government, 
in an effort to check the rise, took various measures including an ex
tension of price fixing, control of distribution, and a ban on the 
export" of a number of foodstuffs. 

In South Africa, the extension of Government control was marked 
by the appointment of a Price Co.ntroller in August 1941 and of a 
Controller of Food Supplies early in 1942, while the Director-General 
of War Supplies was given additional powers to mobilize resources 
for war production. Industrial activity, as reflected, for example, in 
employment of labour and consumption of electricity, continued to 
grow. Progress was made notably in the engineering and metal work
ing industries, ·based on the abundant domestic sources of coal, iron 
ore and other minerals. The gold mining industry reached the end of. 
a long period of expansion, as working costs and taxes increased and 
as the skilled labour, explosives and equipment required by it were in 
demand for more urgent purposes. Towards the end of 1941, the 
Government repatriated over £30 million of long-term bonds from 
the United ~ingdom, while on private account repatriation of gold 
mining shares continued. 

In neutral Ireland, the war has caused a shortage of imported ma
terials, which, in the absence of large-scale war production, has led 
to a fall in industrial and commercial activity. The quantum of im
ports dropped by over 6o% from 1939 to 1941, while that of exports 
declined by 22%. The shortage of coal, only partly relieved by in
creased use of peat, has been particularly severe and has necessitated 
a strict rationing of household fuel and gas and a drastic curtailment 
of railway services; while the lack of petrol has put an end to private 
motoring. Rationing of clothes was introduced in June 1942. Official 
rationing of foodstuffs was confined to suga·r, tea and cocoa; but a · 
shortage of wheat arose in the spring of 1942, leading to informal 
rationing coupled with official appeals for a voluntary reduction in 
bread consumption. The wheat acreage, under a compulsory tillage 
plan, was increased by about so% from 1940 to 1941, largely at the 
expense of pasture; but the yield did not rise in proportion and was 
not sufficient to make up for the decline in imports. Expansion of 
cereal production has been impeded by a lack of artificial manure; and 
an increased use of seaweed as a fertilizer has been possible only in 
coastal areas. In spite of a greater demand for rural labour in cereal 
and peat production, unemployment, though ·relieved to some extent 
by ,migration to the United Kingdom, has remained serious in the 
towns. National defence activities have not been on such a scale as to 
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counter-~alance the decline in private business. Government expendi
ture in the fiscal years 1940/41 and 1941/42 was not more than IO% 
in excess of current revenue. 

CANADA's CoNTRIBUTION 

Though not technically a member of the sterling area, Canada, in 
addition to her domestic war effort, has made important contributions 
to the war economy of the United Kingdom by methods similar to 
those used in the sterling area proper, namely, by the !H:cumulation 
of sterling balances and the repatriation of securities; and she has 
recently gone even further by making a large gift to the United 
Kingdom. 

From the beginning of the war up to March 31st, 1942, the United 
Kingdom's deficit in her financial relations with Canada, amounting 
to $(Can.) 1,870 million or about £420 million, was covered as 
follows: · 

Can. $(ooo,ooo's) 
Payments in gold ••..••.••••••.•••.•••..•..••.•..•.•••..•••.•••••••.•• ; • 250 
Repatrjatjon of Ca:nadian Go~e_rnment and Government guaranteed securities.. 635 
Repatriation of pnvate secunties • • • • • • . • • • • • • • • . . • • • • • • . • . . • • • • . . • • • • • • • • 126 
Accumulation of sterling balances •••••.•.•.••••..•••..••.•.•..... ·• • • • • • • 859 

Total • • . . • • . • . • . . . • . . . • . • • • • • • • • • . • . • • • • • • • • • . . • . . . • • . • • • • . . . . . • . . • 1,870 

The financing of British war purchases was placed on a ·new basis 
at the beginning of 1942 when Canada made a contribution of $I,ooo 
million to the United Kingdom for the financial year beginning on 
April Ist, 1942. Of the Canadian sterling balance, $700 million was 
converted into a long-term loan free of interest for the duration of 
the war. 

The great increase in Canada's export surplus to the United King
dom, accompanied by an increase in imports from the United States 
under the lend-lease arrangement of April 1941,' is shown in detail in 
Chapter VI. 

The war has tended to change Canada not only from a debtor to a 
creditor nation but also from an agricultural to an industrial country. 
The war-time expansion of her economic activity is shown by the fol
lowing indices. (Each of the last three series is a component of the 
preceding.) 

First half First half 
of 1940 ~f 1942 

1935-39 = 100 
Physical volume of business • . • . . • • • . . • • II4.4 136. I 

Industrial production . • . . • . . . • • . • • • . • 125.1 144.7 
Manufacturing • • • . • . • . • . . . . . • • . • • . • • 125.6 151.6 
Steel production . • • . • . • • • • • • • • • . • . . • • 153.6 248.3 

1 C/. World Economic Suroe;y,1939/41, p. 139. 

Percentage 
change 
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The ?utput of ~anufacturing industry in the first half of r~42 was 
20?'o higher than two years before and over so% higher than the 
average of I93S-39· The index of industrial production as a whole 
show~ ~$arly ~s. ~rge gains, but it has been affected by a reduction 
in buddmg actiVIty from 194I to t942 and by the fact that gold min
ing has increased only to a very limited extent since the beginning of 
the wa.r. It has been estimated that in the middle of t942 over 40% 
of Canada's industrial capacity was engaged in war work.1 · 

The industrialization of the Canadian economy is reflected in the 
composition of national output, showing an increase in the share of 
manufacturing to practically one-half and a decline in the share of 
agriculture to about one-fifth of the total. 

Agriculture ...•••...••••.••••.••••••.•••.•••• 
Manufacturing ••••••.••••••••••••••••••••••••• 
Construction, mining, forestry, etc. • •.••••••••• 

1919-28 
37·1 
33·7 
29.2 

Total, net value of production • • • • . . • • • . • • • • 100.0 

1939 
25.5 
39·2 
35·3 

100.0 

194I 
21.0 
47·6 
31·4 

100.0 

In agriculture, there has been a marked shift from wheat to other 
farm products in response to war requirements. The Government has 
endeavoured to reduce wheat production by "acreage reduction pay- · 
ments" of $2 per acre based on the 1940 acreages; and the area sown 
to wheat has thus been reduced by 26% from 28.7 million acres in 
1940 to an estimated 21.3 million in I942. Production of animal food
stuffs, on the other hand, has been encouraged; and the area under 
barley and oats, the two principal feed grains, has greatly increased. 
An increase has likewise occurred in the output of flaxseed, a source 
of vegetable oil which has become particularly important since the 
loss of the coconut and palm oil resources of the Netherlands Indies, 
the Philippines and British Malaya. 

The outstanding event in the latter part of I94I was the general 
price "ceiling" announced on October I rth and enforced as from 
December rst, which meant that prices were not allowed to rise be
yond the highest level reached in the four weeks prior to October I rth. 
A noteworthy feature of this scheme was that it imposed a strict limit 
on wages and salaries as well as commodity prices. • 

Cooperation between Canada and the United States has become 
steadily closer. In April 1941, when the lend-lease principle was ex
tended to materials needed by Canada for the manufacture of war 
supplies for the United Kingdom, it was agreed that "each country 
should provide the other with the defence articles which it is best able 

1 C/. The Canadian Bank of Commerce, Monthly Commercial Letter, July 1942. 
2 Cf. Chapter V, below. 
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to prod~ce . . . and that production programmes sJlould be co-ordi'" 
nated to this end." In November I94I, having already set up Joint 
Economic Committees and a Material Co-ordinating Committee, the 
two countries established a Joint War Production Cc;mmitteerwith the 
object of integrating their industrial effort so as to maximize their 
joint output. For a more effective utilization of their agricultural re
sources, an agreement was concluded in April I942 by whit:h the 
United States undertook to increase her output of oil-bearing plants 
so as to alleviate the impending shortage of vegetable eilsoin North 
America, while Canada engaged herself to expand her acreage of 
barley, oats and flaxseed. 

CONDITIONS IN LATIN AMERICA 

Since the middle of I94I, economic activity in the Latin-American 
countries, dependent to a high degree on foreign trade, has been in
fluenced by a variety of conflicting tendencies, favourable in some 
cases, unfavourable in others. The loss of European markets, which 
caused much anxiety in I940, was subsequently more and more offset 
by an increase in exports to the United States.1 The demand of the 
United States, however, limited by shipping space, became increas
ingly selective, leaving some of the South American surplus products 
unaffected and concentrating notably on minerals and, after December 
I94I, on certain products formerly imported from Asia. While ex
ports, on the whole, recovered, imports became more and more diffi~ 
cult to obtain as the North American and other sources of supply were 
progressively diverted to war production. • The central problem thus 
came to be the shortage of imported products rather than a lack of 
export markets or of foreign exchange. Exchange resources tended, 
indeed, to increase, 8 but, though potentially useful as future reserves, 
they could not be employed to augment the supply of essential im
ports; and their expansive effects on the volume of domestic credit 

1 Cj. Chapter VI, below. 
2 The shipping shortage was probably not a decisive factor in the decline of im

ports as compared with exports, since the tonnage of the latter was for obvious 
reasons generally far greater than that of the former. Colombia, for instance, ex
ported 3,398,000 and imported 372,000 tons in 1941. Peru exported I,977,ooo and 
imported 432,000 tons. In the Argentine, however, the usual relationship was reversed 
in 1941, the total weight of exports ( 6.2 million) being slightly less than that of 
imports ( 6.s million tons). 

1 The Argentine's foreign assets rose from 308 to S70 million pesos in the twelve 
months to May 1942. Brazil's gold reserve increased from 924 to 1,319 millions milreis 
and Uruguay's gold and exchange reserve from 137 to IS2 million pesos during 1941. 
Peru's gold reserve increased from IS to 31 million soles during the year ending May 
1942. Venezuela's gold stock rose from n2 to xs8 million bolivars during the year 
ending February 1942. In the six months from May to November 1941, gold and 
foreign exchange reserves rose from 377 to 6s7 million bolivianos in Bolivia and from 
8o to 89. million sucres in Ecuador. 
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gave added str~gth to inflationary tendencies, present in s9me cases 
for other reasons such as Government expenditure for public works 
or for purchases of surplus crops. 

Priq! control•in the United States was extended to the goods sup
plied to Latin Am~ri~a; b~t in view of the rise in shipping costs and 
the a~sence .of effecttve pnce controls in the receiving countries, the 
scarC'Ity of tmported products was reflected -in a great rise in their 
pi:ices. In Peru and Chile, for example, where separate price indices 
are avatlahle for imported commodities, they showed increases of 
so% and 70% respectively in the twelve months up to the spring of 
I942, while the general indices of wholesale prices in the two coun
tries increased by 32ro and 42% respectively. In Chile the quantum 
of imports fell by II% from I940 to I94I, while that of exports, 
reflecting increased sales of copper, rose by 8% to a level surpassed 
during the last twelve years only in I937· 

The shortage of imports gave a fresh impetus to industrial produc
tion.in the Latin-American countries, so far, at any rate, as it was 
based on domestic raw materials, and so far as the necessary equip
ment was available. In many cases, indeed, industrial development 
was hampered by the difficulty of obtaining imported equipment and 
materials. The Chilean index of manufacturing activity, which was 
I3% higher in I94I than in I939· continued to advance in the first 
two months of I942 compared with the same period a year before. 
In the Argentine, industrial employment in the first four months of 
I942 was I I ro higher than in the corresponding period of 1940. But in 
view of the continued depression in certain sectors of the economy, 
the Government found it necessary to maintain the public works pro
gramme on which 'it had spent 200 million pesos during I941. In 
Venezuela, a programme of public works (including roads, ports and 
land improvements) was set on foot in January I942 in order to 
combat the industrial unemployment caused by the shortage of foreign 
raw materials. · 

Brazil and the other coffee-producing States (including Colombia, 
Venezuela and Salvador) -benefited by the American coffee agree
ment of November 1940, under which each of them was assigned a 
quota 01~ the United States market. This agreement, to which the 
United States was a party, led to a substantial rise i~ c?ffee .Pr~ce~ in 
I941, which more than counterbalanced the quanttta~tve hmttat~on 
of exports. Colombian coffee exports, for examp!e, dechned by a th.trd 
in quantity from I940 to 1941 but rose by ~3% m .value. Coffee ~~~g 
still the principal export product of Braztl, the tmprovement m tts 
price was mainly responsible for the 35% increase m the total value 
of Brazilian exports from I940 to. 1941. 

Apart from Bolivian tin and Chtlean copper, the southern part of 
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South A~erica provided few commodities that were ip great demand 
in the United States. But even the Argentine and D'ruguay, whose 
total exports remained practically unchanged in value and declined in 
quantum, were able to increase their exports to the Ynited St,ates in 
1941, mainly in the form of animal products such as meat, wool and 
hides. 

The Argentine's total exports and imports fell in quantum by•17% 
and 21% respectively from 1940 to 1941. While imports showed a 
welcome improvement during the first half of 1942, beiBg 12ro 
larger in quantum than a year ·before, exports-with the exception 
of meat--continued to decline. Surplus stocks. of agricultural prod
ucts, as shown below, continued to accumulate: 

Tons (ooo,ooo's) 
July Ist: 1940 

Wheat .•.....•..••••••.•••.•••• 1.8 
Maize ...•••••.•••.•••••..•.... 2.6 
Linseed . • . • • • • . • • . . • • . • • • . • • . • • 0.3 

I94I 1942 
4·5 s.s 
8.4 I0.6 
I.2 I.8 

These crops were purchased ·by the Government at fixed prices. 
Efforts were made to curtail production, especially of maize. But in 
spite of an 18% reduction in acreage, the 1941-42 maize crop was 
2oro above the average of 1935-40: . 

As a result of the transport shortage and of the reduction in sup
plies obtained from outside, a notable expansion has taken place in 
trade within Latin America. Thus the trade of the Argentine, Brazil 
and Chile with each other and with other South American countries 
reached a value, in U.S. dollars, of about $270 million in 1941 as 
against $170 million in 1938. The tendency became even more pro
nounced during and after 1941. For example, Peru's exports to her 
five adjacent neighbours (Chile, Bolivia, Brazil, Colombia and Ecua
dor) increased from 20.9 million soles in the first quarter of 1941 
to 34·7 million in the first quarter of 1942, and their share in total 
exports rose from 17% to 28ro. Various measures were taken to 
promote trade between the Latin-American republics. In N oyember 
1941, the Argentine and Brazil signed a treaty by which the products 
of new industries developing in one country were to be admitted free 
of duty by the other. Most-favoured-nation agreements, excepting 
preferences granted to adjacent countries, were concluded between 
the Argentine and Peru in January and between Chile and Mexico in 
March 1942. 

The most far-reaching measures of commercial policy were, how
ever, the agreements concluded ·by Latin-American countries with 
the United States. Cooperation with the United States, indeed, was 
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of outstanding jignificance not only in relieving the immeaiate dif
ficulties of these countries but also in strengthening the foundations 
of their future progress in the industrial development of their re
sources--and in £be .diversificatio~ ~f their agric';lltural economy. On 
the part of the Umted States, stmilarly, the pohcy was inspired not 
only by immediate war needs but also by long-range plans for the 
economic development of the Western Hemisphere. 

The measures adopted in pursuit of these objectives took a variety 
of forms, i'llcluding long-term undertakings by the United States 
concerning the purchase of Latin-American products; supply of 
essential equipment by lend-lease assistance1 or by financial credits; 
technical missions of engineers and other experts, etc. 

With Brazil, for example, the United States made arrangements 
in 1941 for the purchase of the whole available supply of strategic 
materials such as manganese, nickel and bauxite. In March 1942 a 
series of further steps were taken. The United States undertook to 
increase her lend-lease shipments to Brazil. The United States Ex
port-Import Bank granted a loan of $roo million for "the mobiliza
tion. of Brazilian resources. A loan of $14 million was allotted to a 
scheme designed to increase the yield of the rich Brazilian iron ore 
mines, both for the export of ore and for the needs of the domestic 
steel industry. The development of the Amazon valley, the original 
home of rubber, was another important project to which the United 
States contributed both in material equipment and in technical and 
scientific personnel. The United States Rubber Reserve Company 
contributed a fund of $5 million to the Brazilian Amazon Develop
ment Company and agreed to purchase Brazil's rubber output for a 
period of five years. Provision was made for the expansion and im
provement of railway and port facilities both in the Amazon basin 
and in the iron-ore region. 

A similar agreement was concluded between the United States 
and Mexico in April 1942 providing, inter alia, for the development 
of certain basic industries and transport facilities in Mexico. 

Cuba received United States assistance for the development of her 
nickel production. In January 1942, following the interruption of 
sugar imports from the Far East, the United States Defense Sup
plies Corporation contracted to buy virtually the whole Cuban sugar 
crop. Peru was helped by United States purchases of her cotton, 
the bulk of which was previously exported to Japan. 

These examples may suffice to illustrate the general nature of the 
development programmes and commodity schemes un?ertaken in the 
Latin-American countries with the help of the Umted States. In 
• 1 Extension of the lend-lease policy to the Latin-American countries was announced 
m September 1941. 
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addition,•the long-term policy of the United State~5 in favour of 
tariff reductions and most-favoured-nation treatment was carried 
further by the conclusion of a great number of reciprocal trade 
agreements. An important example of these was a freaty signed in 
October 1941 by which the United States halved the tariff on Argen
tine linseed and canned meats and granted concessions on wool, 
hides and other products, while the Argentine reduced her tariff on 
about a third of her imports from the United States. 



CHAPTER II 

PRODUCTION 

FooDSTUFFS 

In Chapter III a brief account is given of the food rations in 
Europe. These rations have been almost consistently declining. That 
decline reflects the deterioration that seems to be taking place in agri
culture, the depletion of stocks and the gradual elimination of imports. 
In 1940, as was shown in last year's Smvey, the production of cereals 
and other vegetable· foodstuffs and of dairy produce had already 
begun to show the effects of the war, though the slaughter of flocks 
and herds helped temporarily to maintain the meat supplies. Mean
while on the American continent, in the U.S.S.R. and in the British 
Isles the production of foodstuffs was increased. Excepting in the 
U.S.S:R., where the German invasion, especially of the rich fields of 
the Ukraine, has wrought havoc or caused havoc to be wrought, these 
tendencies continued during 1941 and, so far as can yet be judged, 
during 1942. But as will be shown below, the cereal and root crops 
on the European continent in 1941 are estimated to have been some 
3% larger in the aggregate than in 194o--an improvement that does 
not seem to have been maintained in 1942. 

From such published statistics and estimates of varying degrees 
of authority as are available, the rough picture furnished by Table I 

presents itself. 

Table I.-Approximate Indices of Foodst1tjf Producti01~. 

Continental Europe •.•..•••.•..•• 
U.S.S.R. •..••..•..••••••..••... 
United Kingdom and Ireland •••.. 
North America •....•...•.•..... 
Latin f>merica .•••.••••••.••..• ·. 
Oceama .....••...•..•.•.••.•••• 
Africa ..•.•••.•.•.•.....•.•••.. 
Asia (excl. U.S.S.R. and China):. 

%SHARE IN 
WORLD TOTAL 

I938 
35·4 
I2.7 
2.8 

I8.5 
8.9 
2.9 
2.3 

I6.s 

INDICES 
(I938 = Ioo) 

I939 I940 
99 (92) 

106 (I09) 
IOI (I03) 
103 I09 
96 IOI 

107 101 
105 (g8) 
IOO (97) 

1941 
(88) 

(105) 
I08 
Ioo 
104 

(roo) 
(98) 

The drop in the figure for Europe from 92 in 1940 to 88 in 1941 
was wholly due to a falling off in animal foodstuffs. The largest 
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slaughter of animals appears to have taken place d'uring the latter 
half of 1940 and the first half of 1941, and its effect on the supply 
of milk and meat gradually made itself felt as the months pa~sed. . 

Europe's aggregate production of cereals and potatoes m 194~ Is 
estimated to have been some 10% short of average annual require
ments (production and net imports) during the five pre-war ,.-ears, 
1934-38. The sugar-beet crop of 1941 seems to have been above the 
pre-war average. On the other hand, the aggregate oul;put,of meat 
and milk is estimated to have been more than IO% below that average. 
If it is true as has been calculated/ that Continental Europe in the 
years 1936-38 furnished ~tself ab~ut go% of its t~tal food r~quire
ments and if, as the avadable evidence suggests, Its product10n of 
foodstuffs in 1941 was some 10% below the average of these pre-war 
years, then there must have been a deficiency of some 20% to be made 
good by curtailment of consumption or changes in consumption and 
by the utilization of such stocks as may have been available and the 
very greatly reduced imports. But these global figures are to some 
extent misleading. A drop in the aggregate production of animal plus 
vegetable foods can normally be met to a considerable extent by a 
shift from animal to vegetable products in the diet; actually, fewer 
animal products are being consumed. in Europe, and certain fodder 
crops, such as oats and barley are being used more for human and 
less for animal consumption. In order to judge the situation accu
rately, therefore, it is necessary to consider the evidence concerning 
different branches of farm production given later. in this chapter. 

The exceptionally severe and protracted winter of 1941-42 in com
bination with shortages of farm labour, draught animals and certain 
fertilizers seriously affected the autumn-sown crops on the Continent, 
particularly in northern, central and eastern Germany and adjacent 
regions. But this was to a considerable extent made good by spring 
sowings, rye and in certain cases barley and potatoes being largely 
substituted for wheat. The harvesting conditions in the summer and 
early autumn of 1942 were relatively favourable. But in spite of this, 
the 1942 harvest of wheat and rye in German-controlled Europe, 
according to the latest reports, is expected to be below the average and 
below the subnormal crop of 1941, rye being better than wheat. Com
pared with 1941, the 1942 wheat crop is estimated to be about the 
same in Italy, Spain and France ;• better in Portugal, Belgium and 
Sweden; and worse in central and south-eastern Europe. The rye 
harvest in central Europe would seem to be slightly smaller, but in 

1 Foreig~ Agriculture (U.S. Department of Commerce), August 1942: "Continen
tal• Europe~ Pre-War Food Balance,'' by J, H. Richter. 

yrance 1s. reported to have been asked to deliver 8oo,ooo metric tons to Germany 
durmg the wmter of 1942-43. 
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northern and e!fstern Europe larger than in 1941. The -19~ harvest 
of barley, oats ~nd mixed grains is estimated to be larger, partly 
because of the.mcre\lsed acreage sown to these crops in place of 
damagM winter wheat. "Present indications are for a large produc
tion of root crops, especially potatoes in Europe as a whole. The actual 
proc41ction of this and other late root crops will depend largely upon 
weather conditions during October, except in southern France where 
severe cjro~ht damage is reported.m 

The 1941 crops in the U.S.S.R. are known to have been good, but 
comprehensive figures are lacking. Part of the crops in the invaded 
regions was lost, mainly owing to deliberate destruction before the 
ground was yielded. Part, especially in the Ukraine, was hastily har
vested, and a large proportion of the livestock is stated to have been 
brought safely into the interior. There would not appear to have 
been any severe food shortage in unoccupied Soviet Russia during 
the 1941/42 season. With the further loss in 1942 of rich agricultural 
regions in the Northern Caucasus, however, the food prospects are 
believed to have seriously worsened despite the fact that good crops 
are reported in Southern Siberia and Central Asia where recent large
scale irrigation works have extended the productive area. In the 
Ukraine there has been starvation. 

Agricultural production has increased steadily in the United King
dom and Ireland. The arable area has been constantly extended, 
especially in England, and the aggregate production of bread cereals, 
sugar and potatoes was very substantially larger in 1941 than in 1938. 
Meat production is also stated to have been !arger than before the 
war, but milk production in the United Kingdom was somewhat 
smaller and the yield of sea-fisheries has naturally declined. Produc
tion of milk, however, increased again in 1942 and was stated by the 
Minister of Agriculture to have been 10 million gallons larger in the 
first six months of this year than it was on the average in the corre
sponding period in the last three pre-war years and 13 million gallons 
more than in the first half of 1941. 

The net effect of the measures taken to stimulate agriculture has 
been very greatly to reduce the dependence of the country on external 
sources of supply. In spite of this and the very favourable harvest 
prospects, the Minister of Agriculture announced in the House of 
Commons in July 1942 that he was asking farmers for a further sub
stantial increase in the tillage area. 2 It was proposed to raise the area 
under wheat in England and Wales by 6oo,ooo acres. Moreover, a 
10% increase in the acreage under potatoes was foreseen in addition 

1 U.S. Office of War Information and Department of Agriculture: Press Release 
of October 13th, 1942· 

2 Hansard, Vol. 352, No. 94-
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to a previous increase of nearly 6o%. One effect o~ t!Te who.le agricul
tural and horticultural effort has been a very large mcrease m the pro
duction of vegetables-from 2,5oo,ooo tons in 1938 t;p 4,ooo,ooo tons 
in 1941. This fact requires to be borne in mind when cons~defing the 
whole dietary situation in the light of the rationing system m force. 

Food production in North America proved almost as large in,.1941 
as the record reached in 1940. The output of the main vegetable food
stuffs (excluding fodder ce~eals and tobacc?) which ar~ ta){en into 
account in the index shown m Table I, declmed by S% and meat by 
3%; but against this decline has to be set as% incr~ase in the pro
duction of milk. The crops of fodder cereals (maize, barley and 
oats) also increased by s-6%. As the stocks of most of the leading 
foodstuffs carried over from 1940/41 w:ere large, plentiful supplies 
were available for lend-lease deliveries despite a marked increase in 
domestic food consumption consequent upon increased civilian and 
military demand. 

In conformity with the war production programme, the acreage 
"for harvest" in 1942 was raised to 336 million acres compared with 
324 million "harvested" in 1941 and an average of 328 million for 
I93Q-39· The wheat acreage, however, was reduced from ss.8 million 
acres in 1941 to 50.6 millions. But an unprecedentedly high wheat 
yield is foreseen this year, 15% higher than in 1941 and 46% above 
the 1930-39 average, and similar increases in yield are expected for 
many other leading crops. According to the latest forecasts, the 
aggregate of crops, including fodder cereals, hay, cotton and tobacco, 
is expected to be 14% higher than in 1941. The production of milk up 
to September 1st was 5% greater than a year earlier. The Department 
of Agriculture ·states that "with record numbers of livestock and 
poultry on hand, with milk and egg production continuing substan
tially above previous levels, with record supplies of feed grains and 
also of hay and forage in sight and with the best fall pastures since 
1915, there seems every reason to expect the production of livestock 
and livestock products to continue higher than in the past until a new 
crop and pasture season develops."1 

On the basis of the August 1st forecasts, total food production in the 
United States was expected to be 9% larger in 1942 than in 1941 
and 25% larger than t.he average for the five years, 1935-39, truck 
crops, sugar, meat and livestock products accounting for most of the 
increase.• These developments conform with the shift from bread 
cereal production to increased output of other forms of vegetable 
food and even more of animal food products which has been the 
~ Gmeral G_rop Report1 Sf!{ltember Is!, 1942, U.S. Department of Agriculture. 

Tfze Agracult,.ral Stl~~alton, U.S. Department ·of Agriculture August 1942: 
"National Food Supply." · ' 
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objective of Alnerican agricultural policy for several years. The 
"Food for Freedom" campaign inaugurated in the United States in 
the summer of ~1941. aims at limiting the production of the "basic" 
crop~wheat, corn, cotton, tobacco-and increasing the production 
of livestock products, oilseeds and vegetables. As stated in Chapter I, 
a sill!ilar policy has been pursued in Canada. Food requirements are 
also considerably larger than last year, for civilian and military use 
and lend-lease exports. Despite the larger production, there was a 
shortage of'meat in certain areas during the summer of 1942 due in 
part to the military and lend-lease demand and in part to an increase 
in civilian demand which has been estimated at 20-25%. 

In Latin America both bread cereal and fodder cereal crops, the 
bulk of which is harvested half a year later than in the Northern 
Hemisphere, were somewhat smaller and the coffee ·crop considerably 
smaller in 1941/42 than in the preceding year; but meat and milk 
production continued to rise, and the oilseed crops were good. Meat 
production in 1941 is estimated to have been 10% and milk produc
tion 8% larger ,than in 1938. It is as yet too early for any reasonably 
accurate forecas.ts to be made for the 1942/43 crops. The total area 
sown this year to wheat, rye, barley, oats and linseed in the Argentine, 
however, is reported to be some 10%, wheat alone about 12%, less 
than last year. This acreage reduction, which may not, in fact, be 
final, is attributable to the drought affecting almost the whole cereal 
zone of the country during the ploughing and seeding season. 

Food production in Oceania, which was affected in 1940/41 by 
the poor wheat crop in Australia, was greater in 1941 than in 1938. 
Meat and milk production on the other hand, which was of record 
size in 1940, dropped a little in 1941, presumably owing to shortage of 
shipping space for e:.-.-ports of livestock products. · 

The 1941 wheat crop in Continental Europe-estimated at 37~ 
million tons,-though better than in 1940, was over a fifth smaller 
than in the favourable year 1938 and about one-tenth smaller than 
the 1933-37 average. During that five-year period the continent's own 
production was supplemented by annual net imports of some 3~ 
million tons of wheat and wheat flour. The 1941 crop, therefore, 
which with such stocks as may have been released and such imports 
as may have been obtained from Africa had to suffice for the con
sumption requirements including the requirements of seed corn 
during the 1941-42 season, only reached about 84% of the average 
annual consumption during the 1933-37 quinquennium. 

According to one source, which takes as its basis of comparison 
the four years 1935-38, the falling off in ~he harvest returns in 1941 
was heaviest in north-western Europe (Sweden, -53%), in the 
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Table 2.-Wheat Crops.1 

Metric Quintals (ooo,ooo's) 

I933-37 I93S I939 I940 ri94I <'I9~ 
Average 

33S 375° (Down) Continental Europe• 4I2 477 446 
United Kingdom and 

IS (22)T (Up) (Up) Ireland 22 I9 
North America 240 352 346 36S 339 435 
Latin America SI I24 52 9S So 
Oceania 45 44 59 25 46" 
Africa 36 3S 46 36 40 
Asia• I6o ISS IS2 (l9I) (I7S) 

Total• 992 I242 uso (IO?S) (Io8o) 

Source: Statistics of the International Institute of Agriculture supplemented by 
revised national .data. 

1 The figures in brackets are rough estimates. 
• Excluding Turkey. 
• Including Turkey. 
• Excluding the U.S.S.R., China, Iraq and Iran. 
• Forecasts. 
e Figure published in ¥arch. by "Rivis? Ital!ana di Scienze Econom!che" on ~he 

basis of data for Europe mcludmg the Umted Kingdom and Ireland pubhshed earher 
in some detail by the International Institute of Agriculture in its 'annual preliminary 
summary of world wheat crops. . 

T Figure published in the summer of I94I by U.S. Department of Agriculture. 

extreme south-east (Bulgaria and Greece, -33%), in Spain 
( -28%) after a marked improvement over I940, in Hungary, Rou
mania and Yugoslavia ( -2 5%) and in Poland and the Czech Pro
tectorate ( -2oro). Available estimates for "Greater Germany" 
suggest a IS% drop. A similar drop is reported for France and a 
decline of 10% for the Netherlands and Belgium. The Italian crop 
is stated to have been but slightly below the average. Wheat stocks in 
Continental Europe are estimated to have declined by 4-5 million 
metric tons, corresponding to 10% or more of a normal year's crop, 
during the I940-4I season.1 

The I94I crop of fodder cereals in German-controlled Europe is 
estimated to have been about IS% short of this pre-war average, the 
geographical pattern of the decline being very much the same as that 
for wheat, though Italy's harvest 'of these cereals was about 20% 
down. 

The potato crop in I94I is estimated to have shown about' the same 
falling off as fodder cereals. But the Italian crop, which is not very 
important, is stated to have been larger than before the war, as was 
also Sweden's. On the other hand, the sugar beet crop almost through
out the continent was good and above the pre-war average; in German-

1 C/. "Worl\1 Wheat Survey and Outlook," Stanford University, September I94I. 
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controlled Euro~e it is estimated to have been about 10% !Ybove the 
1935-38 average. 

The increase i.n sugar production was generally achieved by an ex
tension 'of the area under sugar beet. The acreage under cereals and po
tatoes has, however, also been increased so that the yield per acre must 
have .fallen off seriously. Reference has been made above to several 
factors contributing to this decline, among which the shortage of cer
tain fert,.ilizers is one of the more important. Before the war the con
tinent of Etrope was self-sufficient in nitrates and potash, but was 
dependent on imports for two-thirds of its total supply of phosphates, 
which came mainly from North Africa and North America. Phos
phate imports fell off in 1940 and again in 1941. North African ship
ments in 1941 are reported to have amounted only to about 35% of 
the pre-war phosphate consumption of German-controlled Europe. 
During 1942, however, these shipments have increased. The supply 
of nitrates for agriculture in 1941 is reported to have been about 25% 
less than before the war in Germany ,and the shortage in western 
E.urope to have been still greater. But the supply of potash seems gen
erally to have been well maintained and indeed to have increased in 
certain countries. The shortage of phosphates is more important than 
might at first sight appear, for crop yields depend not only on the 
amounts but also on the proportions of the various fertilizers fed 
to the soil. 

As mentioned earlier in this chapter, the 1942 bread crops in 
German-controlled Europe are .expected to prove lighter than 
those of 1941. But the production of animal foods has diminished 
more than the production of cereals and other vegetable foodstuffs. 
This is partly due to a deliberate switch over to a more vegetarian 
diet and partly to the fact that Europe was before the war largely 
dependent on imported feeding-stuffs for the maintenance of her live
stock population.The whole agricultural economy of the coastal re
gion from Belgium to Denmark was indeed largely based on such 
imports; and Sweden, Finland and Switzerland also relied to a con
siderable though less degree on external sources of supply. The war 
has cut off most of these imports, and the supply of home-grown 
feeds has greatly declined not only because of a series of poor har
vests but also because land has been used for growing foodstuffs 
rather than feeding-stuffs. Moreover, a declining proportion of such 
dual-purpose crops as potatoes and fodder cereals is being fed to 
animals. In Germany, for instance, the cutting of cereal crops. for 
stock has been prohibited this year and all barley must now be mtlled 
in with wheat and rye for bread. . . 

Straw, reeds, potato haulm and cellulo~e are bemg extensr~ely 
used as substitutes for normal forage crops m a number of countnes. 
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These siibstitutes, however, while sufficient to keep ~e animals alive, 
have little fattening value, and the yield of milk has seriously de
clined.1 The maintenance of unproductive stock naturally constitutes 
a drain on such supplies of feeding-stuffs of all kincfs as are ~vailable 
and causes the output of livestock products to decline more than pro
portionally to the decline in total supplies of feed. Such information 
as is available concerning the production of meat and milk in Europe 
points to a progressive deterioration. 

In Sweden, where the total supply of feeding-stuffi during the 
1941-42 season was one-third below normal in spite of certain im
ports from overseas, the cattle population has been reduced since 
the war by some rs%, pigs by about 20% and poultry by one-third. 
In Switzerland the number of cattle had been reduced by the middle 
of 1942 by r8-19%, and a year earlier the number of pigs had already 
been cut down by a sixth and of poultry by a third. The decline in the 
livestock population in Denmark by the summer of 1941 was about 
one-tenth for cattle, one-third for pigs and almost two-thirds for 
poultry. In all continental countries for which data for 1941 are 
available, the decline in poultry is most marked-as much as 75% in 
Belgium-, which largely accounts for the almost complete disappear
ance of eggs throughout the continent. The number of pigs has also 
been very greatly reduced-by one-half in Finland and Spain. Al
though attempts have been made to keep the reduction in cattle within 
narrower limits, a decline of one-third in Poland, one-fourth in Spain 
and one-fifth in Finland is reported. These figures, however, would 
seem to be exceptional, though the slaughter in Greece has been 
greater still. The reduction in France, which is probably more typi
cal, is believed to have been roughly IS% by 1941. 

, Whi!e emergency slaughterings temporarily increase the meat 
supply, their final effect is to curtail it; and when dairy herds are 
reduced, the effect on the milk supply is of course immediate. But 
as far as possible dairy herds have been retained in preference to 
steers. The following figures for Denmark and Sweden illustrate 
recent tendencies. · 
· It will be observed that the production of milk in both Denmark 

and Sweden fell off rapidly from the second quarter of 1940. On the 
other hand, meat production rose in 1940 owing to the reduction of 
l~vestock. I~ 1941 the quantity of veal and pork produced was dras
ttcally curtatled, and although cattle continued to -be slaughtered on a 

1 In Sweden the production of syn~etic fodder. (about 475,ooo tons during the 
1941-42 season) has become the most Important hne of pulp manufacture and has 
helped .together ~i~h the expanding. production of pulp for rayon and staple fibre to 
mamtam the act1v1ty of the chem1cal pulp industry despite a drastic fall in the 
exports and consequently in the production of pulp for paper. 



-61-

Table J.-Animal Products. 
Percentage inc;ease or decre~se in each quarter of I940-42 compared 

w~th correspondmg quarter of I939(=10o). , 
Denmark Sweden 

All 
Beef& Animal 

Milk Veal Pork Products Milk Beef Veal Pork 
I940 I -2 +3 ±o -2 -4 +I2 -s +Io 

II -7 +2s -·I -I -9 +Is -6 +I 
III . .. -2I +7I +24 +4 -II +42 +s -I? 
IV -26 +s -20 --22 -IS +?z -7 --22 

I94I I -34 --27 -38 -39 -I? +24 --28 -I? 
II -34 +z -43 -35 -IS -3 --27 --27 
III -32 -2 -ss -40 -20 +42 -IO -47 
IV -291 +191 -s61 -371 -24 +87 --28 '-46 

I942 I --28 -IO -53 -4I 
II -282 -482 -s9" -ss• 

I940 average -4 +26 ±o -s -7 +36 -3 -7 
I94I average -32 -3 -49 -40 -IS +40 --23 -35 

.1 Oct.-Nov. •April-May. 

large scale during the greater part of the year, the aggregate produc
tion of beef, veal, and pork was 33% lower in Denmark and probably 
IS% lower in Sweden than in 1939. The slaughtering of cattle was 
greatly reduced in Sweden in the first half of 1942; accordingly, the 
total production of meat, including horse meat, mutton and goat, 
during the three months March to May was 37% less than a year 
earlier. 

Total meat production in Norway was estimated at tl1e beginning 
of this year to have shrunk by at least 40% and milk production by 
25-30%. The decline in the French milk production in 1941 would 

· appear to have been of the same order of magnitude. For German
controlled Europe as a whole meat production in 1941 is estimated 
to have been 30% and milk production 18% below the pre-war 
average. . 

In 1941, 7% less butter and 49% less cheese were produced in 
Sweden and 31% less butter in Denmark than in 1939· But butter 
production in Germany has been kept up-at the expense of whole 
milk consumption and cheese production-and would seem to have 
been larger in 1941 than before the war. On the other hand, the con
sumption of cream is forbidden, margarine production has been 
greatly reduced for lack of raw materials, and according to all avail
able evidence, there has been a substantial and progressive reduction 
in the supplies of pig fat. In German-controlled Europe as a whole, 
it is estimated that the total consumption of oils and fats was about 
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a third kss in 1941 than before the war. The redu<.;ion was greatest 
in western Europe, where previously consumptim~ had been highest. 

It will be seen from Table 2 that an exceptionally large North 
American wheat crop is forecast for 1942· In the September ..issue of 
its "Monthly Review of the Wheat Situation" the Dominion Bureau 
of Statistics in Canada comments on this as follows: 

"Great wars and record-breaking yields of wheat in CanaO.a and 
the United States would seem to have an affinity. It was during the 
first world war that North America staggered the agrie>.tlttrral world 
with the production of an enormous wheat crop. The year was 1915 
and the United States then harvested one billion bushels of wheat
a record which still stands-while Canada's Prairie Provinces baffied 
even the most experienced agriculturists with yields per acre over
shadowing anything previously on record. 

"History has repeated itself in the second world war. The yield of 
wheat per acre in bot!}. Canada and the United States in 1942 has 
shattered the 1915 record which stood for· twenty-seven years, while 
Canada has reached new heights in the matter of production. The two 
countries between them have a wheat crop totalling 1,597,000,ooo 
bushels of which the United States produced 982 million and Canada 
615 million bushels. The previous best for Canada was the crop of 
566.7 million bushels produced on a larger acreage in 1928, while in 
the United States the new crop is only some 18 million bushels below 
the record-breaking crop of 1915. 

"Both countries adopted measures in 1942 designed to reduce wheat 
acreage and thereby limit production, whereas in 1915 the acreage 
curve went sharply upward as part of the program at that time to pro
duce more wheat. In both cases, however, the weather factor inter
vened heavily on the side of production and the generous and timely 
rains experienced during the growing season produced a yield per 
acre of record proportions. . . . 

"Not only has North America produced more wheat in 1942 than 
the average production of some 26 countries in Europe (excluding 
Russia), during the ten years preceding the present war, but the com
bined carry-over of old wheat in Canada and the United States ex
ceeded one billion bushels at the opening of the 1942-43 crop year, 
making a total supply on this continent of more than two and one-half 
billion bushels of wheat, a figure difficult for the layman to 
comprehend. . . . 

"Added to the tremendous crops of coarse grain produced in North 
America this year, this wheat supply removes any fear of a shortage 
of feeding stuffs in th.e carrying out of war-time live-stock programs 
underway in both Canada and the United States. It serves also as a 
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stock pile from IVhich Russia and other members of the .United 
Nations may be fUrnished needed supplies of bread grain." 

Latest ad vices regarding the new Australian wheat crop planted on 
an area spme 13?'• smaller than last year suggest a repetition of the 
North American performance, weather conditions having been ex
tremely favourable. In the Argentine, the outlook for the new wheat 
crop, which appeared none too favourable owing to drought at the 
beginning of the 1942 season, has recently improved. 

Thus, all ~vidence points to a new large increase in the already 
v~ry heavy wheat stocks held at the middle of 1942 by the four chief 
exporters. 

Table 4· Wheat Stocks. 
Mid-year1 Surpluses for Export or Carry-over. 

Bushels• (ooo,ooo's) 

1937 1938 1939 1940 1941 1942 
Canada• .............. 37 31 110 300 480 424 
United States• ......... 83 IS3 2S3 282 38S 633 
Argentine ............. 4S 72 230 7S 17S (22S)" 
Australia .............. 41 so so 130 70 (ISO)• 
Four chief exporters 206 306 643 787 IIIO 1432 
Afloat ••....•••....•••• 34 49 48 6o 43 (40)• 
Total •••..•..•...•....• 240 3SS 6gi 847 IIS3 1472 

Sources: "Monthly Review of the Wheat Situation," Dominion Bureau of Statis
tics, Canada; "The Wheat Situation," U.S. Department of Agriculture; "Wheat 
Studies," Food Research Institute, Stanford University. 

• The data for the United States refer to July 1st and those for Canada, the 
Argentine and Australia to July 31st or August 1st. 1 

2 36.7 43 bushels = 1 metric toiL 
• Figures include Canadian wheat in the United States and exclude United States 

wheat in Canada. 
• Figures include United States wheat in Canada and exclude Canadian wheat in 

the United States. 
• Preliminary figures subject to revision. 

As will be seen from the above table, these stocks have grown seven
fold since the low point reached in 1937· The 1942-43 statistical 
position of the United States is as follows: 

Bushels (ooo,ooo's) 
Wheat carry-over on July 1st, 1942 .. .. .. .... .... .. .... .... 633 
Total 1942 crop (September estimate) •••••••.•••.•..••. • •.• 982 

Total Supply .. .. .. • . .. .. . .. . .. . .. .. .. .. .. .. .. • .. .. .. 1,615. 
Estimated home requirements ............. • ... • • .. · ...... • 7SO 

Surplus for export and carry-over ................ · ...... · · 865 

Canada's surplus position in the new season is similar. 
In the last Survey reference was m~de to the c~mference of Gov

ernment representatives of the Argentme, Australia, Canada and the 
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United::-States, chief wheat exporters, and of the J]nited Kingdom, 
principal wheat importer, which met in Was~ing~on in July ~9f1 to 
consider the problems of the world wheat situation. A prehmmary 
report stressing the need for some form of productivn contrQl coupled 
with measures designed to help in solving the problems of post-war 
reconstruction and relief was submitted to the five Governments in 
August 1941. The conference was reconvened in October and met 
subsequently at frequent intervals to elaborate a "Memorandum of 
Agreement" which was approved by the five Government!} and took 
effect on June 27th, 1942· The Memorandum of Agreement provides 
for "the convening by the United States when the time is deemed 
propitious of a conference of all the nations having a substantial in
terest in wheat, whether as consumers or producers ; and there is at
tached to it for consideration at that conference a Draft Convention 
prepared by the Washington Wheat Meeting. In the meantime the 
Memorandum of Agreement requires the adoption and maintenance 
on the part of the four exporting countries of positive measures to 
control production with the object of minimizing the accumulation of 
excessive stocks during the war. 

"The Memorandum of Agreement provides also for the immediate 
establishment of a pool of wheat for inter-governmental relief in 
war-stricken and other necessitous areas so soon as the international 
situation permits. It brings into operation the arrangements in , the 
Draft Convention for contributions to a pool as they may be required 
of IOO,ooo,ooo bushels and additional quantities to be determined 
as the extent of the need becomes known. 

"In order to prevent disorganization and confusion immediately 
after the war and pending the conclusion of a comprehensive interna
tional wheat agreement, the present Memorandum provides for 
bringing into operation for a limited period the provisions of the 
Draft Conyention relating to the control by the four expot:ting coun
tries of production, stocks and exports and for cooperation by all five 
countries in stabilizing prices.'11 

For the administration of these controls and of the relief pool 
an International Wheat Council comprising representatives Qf the five 
Governments was set up in July and held its first meeting early in 
August. 

Although sugar was generally the first foodstuff to be rationed in 
Europe, its supply has been better maintained than that of most others. 
Indeed, it is estimated that sugar production in Europe has increased 
sufficiently to make good the loss of imports. The increase in produc
tion has not, however, resulted in the maintenance of the pre-war 

1 Introduction to the Memorandum. 
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level of consumRtion. On the contrary, as is shown in Ch~ter III 
the rations allowed are generally well below the amounts norman; 
consumed in peace-time. This is largely due to the fact that sugar 
is being..extensiv\!ly used for other purposes, includina the manufac
ture of alcohol to replace motor spirit. In the U.S.S.R~the major part 
of the ~ugar beet area was lost as a result of the German invasion and 
the supplies available for the 1941-42 season are estimated to have 
shrunk by over two-thirds in comparison with the preceding season. 

Supplib ~utside Europe and the U.S.S.R. declined in 1941-42 
mainly owing to a drop in the sugar crop of India and in production 
and stocks in Java. The supplies of the Netherlands Indies and the 
Philippines became inaccessible to the United Nations as a result of 
the Japanese invasion of these countries early in 1942. Of the 7 million 
tons of raw sugar annually consumed in the United States before the 
war, nearly 8oo,ooo tons or 12-13% were imported from the Philip
pines. Ample alternative sources of supply to meet this loss and the 
United Kingdom's pre-war imports from the Netherlands Indies 
(146,ooo tons in, 1938) exist in the Western Hemisphere and else
where. But the diversion of shipping space to more immediate war 
needs is increasingly affecting the movement of sugar supplies from 
the surplus areas. The consumption of raw sugar for various purposes 
has therefore been reduced in the United Kingdom and Ireland dur
ing the war, and in December 1941 the United States instituted a 
partial and in May. 1942 a complete system o~ sugar rationing . 

. RAW MATERIALS 

In Continental Europe, the supply of a number of essential raw 
materials and of fuels had run very short by the summer of 1941; the 
situation further deteriorated in the third year of war. Elsewhere the 
extension of the conflict to the Western Hemisphere and the Far 
East had immediate and far-reaching effects. The raw material re
sources of South-Eastern Asia, of whicl1 the chief are rubber, tin, 
tungsten, petroleum, vegetable fats and oils and hemp and certain 
other textile fibres, are no longer accessible to the United Nations; 
while the effective exploitation of certain of these resources by Japan 
has been prevented for some time by the scorched earth policy applied 
in the invaded territories. 

The following table indicates the share of the Far East in the 
world output of the raw materials refe~red t~ a~ove in the ye~rs 
1936-38. The area covered includes the vast terntones whose foretgn 
trade is now under Japanese control, as well as free China, whose ex-



-66-

port ch;p1nels have been almost entire~y blocked. E:igures excluding 
(a) and including (b) the whole of Chma are shown. 

Rubber • . . • • . • • . . • • • • • • ~;~ ~~ Tin · · · · • • • • • · • ·: · • · · • · · £:~o ig~ 
Vegetable-Oil materials • 16% 28% Tungsten •... •. • • • · · .. · · 30% 66% 
Textile fibres • • . . • • • • • • uo/o 17% Petroleum •..•........ · J.so/'o 3-5% 

Almost the entire plantation production of rubber and some two
thirds of the world's normal resources of tin and tungstc;p a~;e thus no 
longer accessible to the world market. The proportionate loss o.f vege
table-oil materials is much smaller and compensatory productiOn can 
more easily be developed elsewhere, while the loss of natural te>.'tile 
fibres is of relatively minor importance. On the other hand, although 
the petroleum output of the Netherlands Indies, British Borneo and 
Burma represented only a small part of the world total, these areas 
were an important source of supply for British India, Australia and 
New Zealand. · 

Published statistics of production, especially of non-agricultural 
goods, have become increasingly scarce with the extension of the war. 
For raw materials of agricultural origin, however, estimates are avail
able for 1941 or for the 1941/42 crop year which, even though they 
are very rough in some cases, still make it possible to illustrate in 
index form the general direction of the changes in output by conti
nental groups (excluding Soviet Russia). Indices of non-agricultural 
raw material production up to the end of 1941 can be given for the 
Western Hemisphere. 

Continental and world indices of the production of vegetable-oil 
materials, natural textile fibres and rubber are given in Tables 5, 6 
and 8 below. 

While the production of whale oil (omitted in Table 5) is bound 
to have declined heavily during the course of the war, world produc
tion of vegetable-oil materials appears to have been well maintained 
up to 1941. Significant changes have taken place, however, in different 
p~rts of the wo.rld. In ~ontine~tal Europe, whiCh has been deprived, 
smce 1940, of Its previous maJor share in the whale oil production, 
the sho.rtage of f~ts w~s enhanced by the poor yield of olive oil in I 940, 
a very Im~orta?t Item I~ the Continent's own supplies of vegetable oils. 
The heav1er ohve crop m 1941 did not go far to mitigate the shortage 
of ~ats. Th~ efforts made under German instigation to push the culti
vation of Oil seeds and more especially of rapeseed in Germany and 
soya a~d sunfi~wer seed in south-eastern and southern Europe only 
met With partial succe~s and imports from outside Europe into 
German-controlled Europe were confined after June 1941 to those 
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Table s-.-Vegetable-.Oil Materials a11d Crude Oils.'-
Production by Continental Groups. 

Contin~ntal Europe , ••.....•••• 
U.S.S.R. •••••••••.•••.••..••.• 
Asia ••••••••••••.•• · •...••..•.. 
Africa •• • •• ,;'\ •••..•••••...••.. 
Oceania , ••.••...• , ••...•••••.. 
North America •.•• : ••..••..... 
Latin America ....•.•.......... 
World ••.••••••••.••••.••.••..• 
World excluding U.S.S.R. ••••.• 

Percentage 
Distribution 
' 1936-38 
(a) {b) 
14.3 13.5 
s.s 6.o 

44.1 45.0 
12.2 12.4 
0.9 0.9 

13.3 I3.7 
s.s s.s 

100.02 IOO.O 
94-2 94-0 

Indices (1938= 1oo)(b) 
1939 1940* 1941* 

136 (Sg) (Ill) 
101 ( I07) 
97 (IOO) (90) 

103 (96) (94) 
103 I01 101 
II4 12'9 127 
90 106 II4 

105 (103) 
105 (103). (ioi). 

(a) Including whale oil. (b) Excluding whale oil. 
*The index figures in brackets are largely based on provisional data and rough 

estimates. · . 
1 For lack of recent production data for whale oil, this product is omitted. In 

1936-38 whale oil represented some 3% of the basic value aggregate of all the oil 
materials then covered by the world index and 14o/o of the aggregate of those covered 
by the sub-index for Europe including the United Kingdom. 

2 Including British whale oil production, 0.9% ; the production of vegetable-oil 
. materials being negligible, at any rate in the past, in the United Kingdom and 

Ireland, this territorial group is not shown separately in the table. 

from French West Africa. This shortage of supply forced Germany 
to reduce fats made available to the soap industry by more than three
quarters. 

In ·the Western Hemisphere, on the other hand, a very marked 
increase. in the production of vegetable oils has taken place which, in 
conjunction with a more moderate increase in Africa, outweighed the 

· sharp drop in Asia's output, especially of groundnuts i.n 1941. Copra 
production in Asia has shrunk steadily since 1938 (probably 30% by 
1941). In 1942 production continued to expand rapidly in South and 
North America according to the latest in formation available. 

The steep decline in the world production of natural textiles in 1941 
shown in Table 6 was largely confined to two important crops, namely 
cotton, principally in the United States, and jute in India. Total 
cotton crops (excluding the unrecorded crop of the U.S.S.R.) would 
seem to have dropped by about 8% and the jute crop by no less than 
58% compared with 1940, when the jute crop, however, was excep
tionally heavy. Latest estimates for 1942 predict another very large 
cotton crop in the United States far exceeding that of i940. Includ
ing the output of rayon and staple fibre, which was almost doubled 
between 1938 and 1941, last year's North American textile produc
tion was 12% larger than in 1938 and but little smaller than in 1940. 
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Table 6.-Textile Fibres! 
Production by Continental Groups. 

Percentage Indices (1938;= Ioo)(b) 
Distribution 

1936 1938 
(a) (b) 

1939 1940* I94I* 

12.8 6.8 
10.2 12.5 
29.2 29·3 
6.o 7·5 
6.2 7·8 
2.5 o.8 

25.7 26.2 
7·4 9.1 

xoo.o xoo.o 
8g.8 87.5 

Continental Europe ••.•••••••••• 
U.S.S.R. ..................... . 
Asia ......................... . 
Africa ...................... .. 
Oceania ..................... .. 
U.K. & Ireland .............. .. 
North America .............. .. 
Latin America ................ . 
World ....................... . 
World excluding U.S.S.R. ... .. 

J07 (103) . (99) 
107 . (97) 

ci~i> 103 (IIS) 
103 ~<xo!!) (104) 
109 Il2 II2 
102 (IOI) (Ioo) 
99 105 95 

103 II3 108 
104 (108) 
103 (no) (IOI) 

(a) Including rayon and staple fibre. 
(b) Excluding rayon and staple fibre. 
*The index figures in brackets are partly based on provisional data and rough 

estimates. . 
1 For lack of sufficiently precise information on the output m 1941 of rayon and 

staple fibre in the principal countries of production in Europe and Asia, these prod
ucts have been omitted from the series. In 1936-38 they represented some 20o/o and 
by 1940 probably almost a quarter of the aggregate value of all textile materia)s 
produced in the world. In Continental Europe the share of rayon and staple fibre m 
the local production of textile materials amounted to 58% in 1936-38 and about 
64% in 1940, in the United Kingdom and lrelahd approximately 75% and 74o/o, in 
Asia about 18 and 17% and in North America 18 and 27P'o respectively. In the last 
mentioned area, the share of the synthetic products rose to 32o/o in 1941. Between 
1938 and 1940 the output of rayon and staple fibre rose by some IS% in the world 
as a whole, by 21o/o in Continental Eurepe and in North America by ss% or, up to 
1941 inclusive, by SsP'o. The output of these products is stated to have been falling 
in Japan since 1937 (by almost one-third up to 1940) and also in the United Kingdom 
since 1939-

In Continental Europe, the production of raw textiles, including 
rayon and staple fibre, would seem to have been approximately one
fifth greater in 1941 than in 1938. In spite of this increase, a serious 
stringency made itself felt owing to the cutting off of imports from 
other continents )Vhich normally covered more than half of the Euro
pean requirements, and the depletion of reserves. As shown in Chapter 
III, strict rationing of clothes became the rule all over the Continent 
in 1941. · 

Shipments of crude rubber from producing countries during 1941, 
appea~ ~o have increased by some I so,ooo tons to a total of about 
1.5 mtlhon tons {Table 8). Nearly all went to the United Nations 
and friendly neutrals. 

The trend of the figures published up to the end of October 1941 
sugges!s that the_ stocks held in the United States and in primary 
producmg countnes or afloat, by the end of the year, must have 
amounted to a total of about one million tons. It will be observed 
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Table 7:-Cotton Production. 
In thousands of bales of 478 lbs. 

1937 . 1938 1939 1940 
United Slates • · • • · • • • • · • • • · • • 18,964 II,943 II,8t7 12,566 
India ...... • • • • • • • · • • • • • • • • • •• 4,788 4,248 4,136 4,841 
China and Manchuria • • . • • • • • . • 3,600 2,300 1,883 2,354 
U.S.S.R. ••••••• ····:········· 3,7oo 3,8oo 4.000 3,000 
Egypt • • • • • • • • • • • • • • • • • • • • • • • 2,281 1;728 1,8o1 1,900 
Brazil • • • • • • • • • • • • • • • • • • • • • • • 2,075 1,989 2,140 2,5o8 
Argentine,• Per41, Mexico • • • • • • 953 1,030 I,oso 917 
Anglo-Egyptian. Sudan, Uganda 613 516 503 soo 
Turkey • . • • • • . • • • . . • • • • • • • • • •. 299 306 300 218 
All other countries :. • • • • • • • • • • 1,345 1,240 1,270 1,556 

1941 
Io.9761 

4,869 
2,406 

... 2 

1,671 
2,073 
1,035 ... • 

166 

World • • • • • • • • • • • • • • • • • • • • • • • 38,6oo 29,100 29,000 30,360 28,26o• 

Source: U.S. Department of Agriculture: Tile Cotton Sit11ation and Foreign Crop.r 
a11d Markets. 
1 The 1942 crop as officially forecast on September tst is anticipated to reach 

14,028,ooo bales, the yield per acre-289.3 lbs.-being the highest on record, exceed-
ing by 7% the previous record yield of 269.9 lbs. in 1937. · 

2 Acreage under cotton approximately the same as in 1940. 
a Information lacking for Anglo-Egyptian Sudan; Uganda 268,000 bales (1940, 

272,000). 
• Preliminary estimate. 

Table 8.-Rubber Shipments from Producing Cotmtries. 
Long tons· (ooo's) of 2,240 lbs. 

1938 1939 1940 19411 

Ceylon and India .. .......... ........ sS.o 70.2 100.4 (go) 
Burma .............................. 6.7 6.6 9·7 (IO) 
Thailand .. • .. .. .. • .. • .. • .. .. • .. . .. • 41.6 41.8 43·9 (47) 
French Indo-China • • • • • • . • • • . • • • • • • • 59.2 65.2 64-4 (55) 
Malaya .... • .. .. .. .. • .. .. ... .. .. .. .. 372.0 376.8 540.4 (590) 
British North Borneo & Sarawak...... 27.3 35·9 52.8 (58) 
Netherlands Indies................... 298.1 372.0 536.7 645 
Philippines (and Oceania) ........... -:;;,=2:::.o:...,_ __ ,:2~.I:-----:=2:><.3'-~;---'(=2f-) _ 
Total Asia .. .. • . .. .... .. .. .... • .. .. • 864.9 970.6 1,350.7 (1,497) 
Africa .. .. .. .. • .... .. ............... II.9 14.8 • 17.3 (18) 
Latin America .. .. .. .. .. .. .. .. • .. .. .. 18.1 19.0 21.7 (25) 

World .. .... .. • .. .. .. ... .. .. .. 894.9 1,004-4 1,389.7 (1,540) 

Percentage 
distribution Indices (1938 = 100) 

1936-38 1939 1940 1941 
Asia .. • .. .. • .. .. • .. .. .. .. .. .. • .. .. • .. .. 97.0 II2 156 (173) 
Africa ......................... .-....... I. I 124 145 (151) 
Latin America .. .. ... ... .. .. .... ...... • 1.9 105 120 (138) 
World ................................ Ioo.o II2 ISS (172) 

Source: International Rubber Regulation Committee: "Statistical B11llcti,._ 
1 Estimates based on monthly data for shipments in January-November and sup

plementary information. 
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that the ~tocks in the producing countries only coqstituted a minor 
part of the total, being recorded at 165,000 tons at the end of October 
(Table g). 

Table 9.-Rttbber Stocks. 
Long tons (ooo's) at the end of: 

July July Oct. Jan. • Apr. July • Oct. 
1939 1940 1940 1941 1941 1941 1941 

I. Stocks in producing coun-
138.7 131.6 128.2 149.2 160.7 ~ 16=!.3 165.0 tries1 ················ 2. Stocks afloat ........... 105.0 245.0 255.0 250.0 270.0 270.0 285.o 

3. Stocks in the U.S.A.: •• 165.5 175·4 135·4 309·4 329.8 395·2 454·7 
3a. Manufacturers, im-

165.5 178.2 175.2 152.0 176.4 189.0 porters, dealers, etc. • ~ 11·4 
3b. Government Barter 

Stocks ............ 340 53-4 77·2 79·9 90.2 90·4 
3c. Government Reserve 

3.8 57.0 97·9 128.6 175.3 Stocks ............. 
Total (I + 2 + 3) 1• •. 409·2 552.0 6r8.6 708.6 760.5 829·5 904·7 

Source: International Rubber Regulation Committ~e: Sta~islical Bulleti11. 
1 Excluding stocks in India and French Indo-Chma whtch amounted to some 

14,000 tons at the end of 1939 and probably to som~what less ~Y ~he end of 1940 
when the Indian Stock figures ceased to be made avatlable; pubhcatlon of those for 
Indo-China ceased earlier in that year. · 

• Excluding stocks in the United Kingdom amounting to 77,000 tons at the end of 
July 1939; stocks in public warehouses and manufacturers' stocks in that country 
have not been disclosed since August 1939 and May 1940 respectively. 

Figures of world shipments and imports, consumption and changes 
in stocks in the United States in the period from 1938 to October 
1941 are given in Table xo. 

In the United States, some 8oo,ooo long tons of crude and 250,000 
tons of reclaimed rubber are estimated to have been consumed by the 
manufacturing industry in 1941. Over and above the 455,000 tons 
of crude rubber held in stock at the end of October, further supplies 
were received in the next several months. No separate data for the 
United Kingdom, the second largest consumer of crude rubber, have 
been made public since early in 1940. 

The occupation of most of the rubber producing regions of Asia 
early in 1942 changed the supply situation. Less than ten per cent of 
the normal world production-that of Ceylon and India Africa and 
Latin America-remained outside Japanese control. P~actically all 
of the producers' stocks shown as item (I) in Table 9 are known 
to have b~en burnt in order to prevent their falling into Japanese 
han?s, whtle nearly 40,000 tons of crude rubber went down in East 
Indian waters. The current output of French Indo-China and Thai
l~nd is believed to sat!sfy Japan's requirements. As drying installa
tto~s and refinery equtpment were destroyed in other occupied terri
tones, no large-scale exploitation of their rubber resources, which 



Total 
"ship-
mcnts 
from Afloat . pro- at end 

ducing of• 
coun- period 
~ries. ~ % 
(a) (b) 

1938 895 8.9 
1939 1,004 15.1 
1940 1,390 17.6 
Jan.-Oct. 
1941 1,258 22.7 

* Preliminary figure. 
t Reclaimed rubber : 
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Table 10.-Cr"de R"bber. 
Long tons (ooo's). 

Ab-
sorp-

Ratio Changes in U.S. tion 
Net of Stocks: by 
im- (c) Gov- Manu- u.s . 

ports to ern- factur- manu .. 
into (a) ment ers' factur-

U.S.A. o/o stocks stocks Total ers1 
(c) (d) (e) (f) (g) (h) 
406 45-4 +i -31 -31 437 
486 48.4 -107 -100 592 
812 58.4 +1n +52 +163 649 

(829)* 65.9 +153 +13 +166 663 

Absorption by U.S. manufacturers (long tons, ooo's) 
Ratio of reclaimed to crude absorption, % ......... . 

Jan.
Oct. 

1938 1939 1940 1941 
121 170 190 214 

27.6 28.7 29·3 32-4 

account for about 85% of the 1941 world production, is likely to be 
attempted in the near future. . 

The prospects of utilizing alternative sources of supply in the 
United States were set out as follows in the S1trvey of C1trrent Busi
ness for February 1942: "Reclaimed rubber can take the place of 
crude to a limited extent, though it cannot be used for all purposes. 
Output is now at an annual rate in excess of 300,000 long tons. Esti
mates of available scrap indicate that an annual output of soo,ooo 
tons can be maintained for about 3 years. This will require a substan
tial increase in reclaimed plant capacity. At present, production of 
crude rubber in the Western Hemisphere ... is quite limited and 
cannot be quickly expanded. The only large immediate source of new 
rubber is from synthesis. Output of synthetic rubber in 1941 was 
about 12,000 tons. A 400,000 ton expansion program has been an
nounced, half of which may be in production early in 1943." 

The question of the expansion of synthetic production has since 
been the subject of much attention and the programme of production 
has been stepped up, while efforts have been made to develop the 
natural rubber resources of Latin America. Agreements have been 
or are being negotiated with various Latin-American countries, pro
viding for United States assistance in this programme and for pur
chase by the Rubber Reserve Company for five years of all rubber 
produced above what is required for essential domestic needs. 

To conserve supplies for military requirements, rigid restrictions 
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on the manufacture a'nd sale of rubber products for ~vilian use, simi
lar to those already prevailing in all European count~ies, were imposed 
in the United States towards the end of 1941 and, m February 1942, 
a drastic rationing and control programme came info effect. -Accord
ing to the report of the Baruch Committee, the stock pc:?Sition on 
July xst, 1942, and anticipated requirements of crude rubber in the 
United States up to January xst, 1944 were as foUows: 

,. .Longtons. 
Stock pile on hand; July 1st, 1942 .................... " ...... · .. · · .. • .. 528,000 
Estimated imports up to Jan. 1st, 1944 ...................... · ..... ·.... 53,000 

Total ............ ·....................................... 631,000 
Estimated essential demand up to Jan. 1st, 1944 • • • . • • • • • • • • • • • • • • • . . • • • 842,000 
Deficit to be met by production of synthetic rubber before January Ist, 1944 2u,ooo 

Indices of the production of non-agricultural raw materials as a 
whole for recent years can only be computed for the Western Hemi
sphere. Such indices, broken down into four main commodity groups, 
are given separately for North and Latin America in Table I I. Indices 
of fuel and power production in the same years can be computed for 
Asia, Africa and Oceania and are given in a footnote to the table for 
purposes of comparison. 

Table II.-Non-Agricult11ral Raw Materials. 

Indices of Production in North and Latin America 

North An1trica 
Wood products .............. , 
Fuel and powerl ......... , .. .. 
Metals• .............. , ..... .. 
Non-metallic minerals • , , , , , .. , 

Total ................. .. 
Latin America 
(Wood products)• .......... .. 
Fuel and powerl ............ .. 
Metals• ...................... , 
Non-metallic minerals ......... . 

Total .. , ,' .............. , 

Percent
age dis
tribution 
1936-38 

16.9 
59.6 
17.8 
5·7 

100.0 

Indices (1938= 100) 
1939 1940 1941 
122 140 156 
108 II9 127 
135 173 210 
III 122 149 
II7 133 149 

(o.6) (142) (II3) 
51·7 106 103 

(136) 

34-7 95 97 
13.0 102 IOS 

100.0 102 IOI 

us 
II9 
Io6 
n6 

1 Fuel and power: Asia .. .. .. .. .. . .. . 104 102 
Africa .. .. .. .. .. .. 109 n6 

99 
123 
III 2 

M Oceania .......... , II4 no 

U
etal content ,of ores mined; excluding gold and silver. 

1 nrepresentahve, 

(1937= 
100) 
1941 
126 
II3 
133 
133 
120 

(142) 
114 
u8 
I07 
usr 
IOI' 
I30 
I09 

I!l 1936-38, North A~erica's share i,n world production of the non
agncultural raw matenals here considered was 39% and that of 
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Latin America i7~! The shares .in world pro"duction of tuels and 
power alone w~re: North Amertca 45.6%, Latin America 5.1%, 
Asia 8.s%, Afnca o.8% and Oceania 0.7%.2 

Unde,r the impetus of rearmament and the lend-lease programme 
the Nortl;i American output of all four categories of raw material~ 
covered in Table II expanded rapidly in 1941. This is also true, as 
regartls metals ancl fuels, of Latin America, where the initial set-back 
caused l;>y the disruption of trade relations with Europe was soon 
overcome th•mks to the increase in United States' demand. United 
States investments in Latin America have been greatly increased and 
numerous raw material purchase agreements, similar in nature or 
purpose to the rubber agreements referred to above, have been 
concluded. 

Throughout the old world, the war effort has, with its draining of 
labour resources and burdening of the transport system, led to short
ages of fuel and power. 

The British Government announced in June 1942 that "the present 
rate of production is not yielding enough coal to cover unrestricted 
domestic and industrial demands. It is therefore necessary that imme
diate steps should be taken to increase the production, and to eliminate 
unnecessary consumption of coal."" Exports, which absorbed about a 
quarter of British output before the war, have practically ceased, 
except to Ireland. With a view to increasing output, the Government 
has assumed full control over the operation of the mines and has set 
up a Ministry of Fuel, Light and Power, and a National Coal Board. 
The shortage of labour has been partially met by returning some 
II,ooo ex-miners from the armed forces and war industry. Parallel 
action has been taken to reduce industrial consumption without dam
age to war production by an allocation system. Certain restrictions 
have also been applied to domestic consumption; but direct household 
rationing has so far been avoided. . 

In many European countries, an extreme shortage of fuel has de
veloped. In the face 'of vastly increased absorption of coal by war 
industry in Germany and German-occupied countries, and particularly 
the large amounts required for synthetic products, supplies have 
dwindled as a result, not only, of the cessation of imports, but also 
of decline in production, though the production of lignite in Germany 
has increased. Coal production in the Netherlands is reported to have 
dropped some ro% since the late autumn of 1941 and Belgian output 

1 Corresponding shares were: United Kingdom and Ireland 6%, Continental 
Europe 25.1%, U.S.S.R. n.3%, Asia 9.3%, Africa 2.6% and Oceant~ I.I%. 

2 Corresponding shares: United Kingdom and Ireland 10.4%, Contmental Europe 
19.7%, U.S.S.R. 9.1%. 

8 Cmd. 6364. 
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is als~ down. The level of French production appears to have been 
maintain"ed, having risen in the occupied and fallen in the unoccupied 
zone. But France used to import about 30% of her coal aqd French 
industry is suffering from a co~l.shorta~e. Transpo~;t difficultJes have 
contributed to create local scarcities. Th1s factor appears to have been 
the main cause of the 30% drop in German coal deliveries to Sweden-
between the first half of 1941 and the first half of J942. · • 

Shortage of labour-the principal reason for the decline in produc
tion-and transport difficulties set narrow limits to the ~ffer.tive sub
stitution of wood and wood derivatives for coal and petroleum. The 
growth of electrical power has only very partially offset the fuel 
shortage. German output of electricity is reported to have increased 
substantially since the outbreak of war, but expansion slowed down 
in 1941 and appears to have ceased in the early part of 1942. Italian 
production is reported tb have been about 20% greater in 1941 than 
in 1939. The shortage of fuel has had to be met by drastic curtailment 
of civilian consumption. 

In Africa and Oceania, the production of fuel and power has been 
e>..1Janding since the outbreak of the war, but there has been a decline 
in the output of Asia. 

In 1939 the leading steel producers among the countries which later 
became allied as the United Nations accounted for over 6o% of world 
steel production as shown below: 

Production of Steelbtgots a11d Casti11gs i11 I939· 

Metric tons 
( ooo,ooo' s) % 

United States .............. :.. .. .. • .. .. .. .. .. . 47-9 34.9 
British Empire ...................... •. . .. . . • . . . 17.6 12.8 
U.S.S.R. • .. • .. .. .. • . .. .. .. .. .. . . .. • .. .. .. .. . 18.8 • 13.7 
Continental Europe .......................... : 44.7 32.5 
Japan, Korea and Manchukuo . . . . . • . . • • . . . . • • . • 6.8 4.9 
Other countries • .. .. .. . .. .. . . . .. .. .. .. .. .. . . .. 1.7 1.2 

World .. .. .. .. .. . .. .. .. . .. . .. .. .. .. .. 137.5 100.0 

. The German steel output representing nearly 6o% of that of C~n
tll1ent.al Europe had been pushed very close to the limit of existing 
c~pacity before the war and the plant was being extended. The expan
Sion of Ger~any's production which took place in 1940 appears to 
have stopped 111 1941, co~pan_y reports for that year pointing out that 
output had only b~en ma111t~med o~ the level of the preceding year. 
The reason. for this slackemng, which led to further restrictions on 
!he use of Iron and steel for non-military purposes, is to be sought 
111 the labour and transport factors mentioned above and in the short
~ge of co~e. _It _may be recalled that in the third year of the last war 

ermany s pig-Iron output had fallen to 70% of the pre-war level. 
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Steel producti~n in the occupied territories of Western Europe is 
known to have dropped consideJ;"ably duri.ng the first year ot occupa
tion. TholJgh it recovered later and was adapted largely to meet Ger
man neefls, such information as is available suggests that, in the first 

·half of 1942, it still fell appreciably short of the 1939 level. Total 
steel production of Continental Europe, therefore, is not likely to be 
very much larger t!;tan in 1939 and this is true also of Japan. 

No authoritative information is available concerning the effect of 
Germanyls iQ.vasion on the U.S.S.R.'s supplies of industrial raw 
materials. The invaded territories contained important iron and coal 
mines and also produced the greater part of Russia's sugar crop. But, 
as the capacity of previously dormant raw material resources in the 
Urals and Siberia effectively opened up for exploitation in recent 
years, has not been made known, it is not possible to gauge even ap
proximately the relative importance of the areas occupied. 

The Russian production of steel increased continuously until the 
destruction of the important steel plants situated in the territories 
occupied by the German armies. However great the· decline in the 

Table I2.-Petrolettm Production. 
Metric tons (ooo,ooo's) 

North America •••.•••.•••.••••• , .••• 
Latin America .•.•..••••..•.•.••••••• 
U.S.S.R. •••...•.••••.•••••.•.••..••• 

1938 
165.2 
44-3 
28.9 

1939 
171-9 
47.8 
29-5 

Iran, Iraq, India, Arabia, Bahrein Is-
lands, Egypt • . • . . . • • • • • • • . • • • • . . • • . 16.5 16.9 

Nether lands Indies, Borneo, Burma • • . 9-4 10.0 

1940 1941* 
183.9 191.0 
45.6 51.4 
29-7 33-2 

15.0 13.4 
g.8 8.8 
0.4 0.4 Japan and Formosa • .. .. .. .. .. .. .. .. • 0.4 0.4 

Continental Europe .. .. .. . .. . .. • .. .. .. _,::8,.o'----;:7!.!'9:!....--..t.:::.'----'-"'--
World .. .. .. .. .. .. .. .. .. .. .. .. 272.7 284.4 292.2 

7.8 7-5 
305-7 

Sources: Statistical Year-Book and M on/lily Bnlletin of Statistics, League of 
Nations; World Petroleum (New York). 

* Preliminary data. 
N ole. It will be observed that of the estimated world total for 1941, only 5l4% 

was derived from Continental Europe, Japan and those Asiatic territories which were 
occupied by Japan in the early months of 1942. The conquest of Netherlands Indies, 
Borneo and Burma did not appreciably increase Japan's petroleum supply for 1942, 
as stocks and refinery plants were destroyed and the oil wells were damaged or 
blocked by concrete before falling irito enemy hands. For the same reasons, the recent 
conquest of certain Russian oil fields by the German armies has had no immediate 
effect on the petroleum shortage in Continental Eurc;>pe. . 

The European production shown aboye does no~ mclude. the outp~t o! synt_hetlc 
petroleum. According to the highest est1mates available, th1s production 1s beheved 
not to exceed 4 million tons for the present year. 

Russian output may have been, it is heavily outweighed by the increase 
in United States production which rose to 75.2 milli01i metric tons 
in 1941 (6o.8 millions in 1940) and promises to approach a total for 
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1942 of.. some 8o million tons. In view of these fa~s and the steady 
increase in the production of the British Empire, the United Nations 
probably account a:t present for about two-thirds of the cur~ent world 
production or twice the Continental European and ]'apanese (IIUtput of 
this essential war material. · 

The relative distribution of current supplies is even more favourable 
to the United Nations as regards crude petroleum ~Table 12), copper, 
nickel and most other strategic minerals and metals with two major 
exceptions-tin (Table 13) and tungsten. In 193,9, <?anada·and ~ew 
Caledonia alone accounted for 93% of the worlds mckel production, 
the third largest producer being the U.S.S.R. Of the world production 
of copper in that year, the American continent, Africa, the U.S.S.R., 
India and Australia accounted for 86%. 

Deposits of bauxite, the raw material for aluminium, are very 
widely scattered throughout the globe. The production of aluminium 

Table IJ.-Tin Production.1 

Metric tons (ooo's) 

Calendar years : 

I. Latin America: 
1938 1939 1940 

Bolivia . • . • • . • • . • • . • . • • • • • . • • 25.9 
Other countries • • • • . . • . • • • • • . 2.3 

II. Africa: 

27.6 
2.0 

38.5 
2.0 

Belgian Congo and Nigeria . . 18.2 19.4 24-8 
Other countries• . • • • . • • • . • • • . • 3.0 3.5 3.8* 

III. Oceania • • • • • • . • • . • • . • • . . • • • • . • . 3.4 3.6 3.6 
IV. Europe" • • . • • . . • • . • • • • . • . • • • • • • 3.5 3·5 3.9* 
V. Asia: 

] anuary-October 
1940 1941 

29.0 34-5• 
G • 

16.3 26.3 
a • 

Malaya and Nether lands Indies 71.6 83.6 130.7 105.3 II3.7 
Thailand • • . • • • • • • . • . . • . • . . . . • 14.9 17.2 17.7 14.1 13.7 
China and Burma • • • . . . . . • • . . 16.3 16.4 14.6* G a 
Japan and French Indo-China . 3.9 3.2 3.9* G G 

VI. Unspecified •...• : • .••..••..••.. -;...:..:...-~..:..:...-__;..:..:... _ _::2;:;6.,_5 _ __:2:::4:<.·7_ 
World ..•••.•••.••.•••••• 163.0 18o.o 243.5 191.2 212.9 

Source: Statistical Year-Book, League of Nations; Statistical Bulletin of tile Tin 
Research lnstit11te (Greenford, England) ; National Statistics; Minerals Year-Book, 
U.S. Bureau of Mines (up to 1940); Year-Book and Reports of the American 
Bureau of Metal Statistics. 

~ fart!y b~sed on. est_imates. 1 Metal content of ores mined. • Almost exclusively 
Brttish Empt!e temtortes. a Almost exclusively the Uqited Kingdom and Portugal. 
• Output durmg the whole year 1941 totalled 42,700 tons. a Included in Group VI, 
"Unspecified" (according to the Tin Research Institute). 

N!Jt~. World prod~ction during the first ten months of 1941, according to the 
prebm!nary !iata avatla]lle was n% higher .than during the same period of 1940. 
Applymg th1~ rat~ of mcrease to t~e complete figur~ for 1940, a total of about' 
270,000. tons IS arrtved at for 1941. Out of this estimated total the Asiatic countries, 
sho~ m Group V. above, account.ed for about two-thirds, the remaining third being 
dertved almost entirely from terntorles readily accessible to the United Nations in 
1942. The latest reported figure for tin stocks was 52,000 tons at the end of October 1941. . ' 
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i!self continues W increase both. in North America and in the con
tment of E?rope at an acceleratmg rate. But according to the latest 
reports av~ulable, the former area is rapidly outstripping the latter. 

INDUSTRIAL AcTIVITY 

Industrial activity on ·the Continent of Europe is now almost com
pletely gea~ed ~o tke requirements of the German war machine. Ger
man orgamzat10n permeates the annexed and occupied territories the 
countries• allii!d with Germany, and unoccupied France; and of the 
few remaining neutrals, Sweden and Switzerland are in a· large 
degree cut off from the outside world by the blockade, and the volume 
and direction of their production is largely determined by the quanti
ties of raw materials and fuel ~ermany ·is willing to release to them 
in exchange for the commodities she wants to obtain. Thus. almost 
the entire economic activity of the Continent, with a population of 
nearly 35o,ooo,ooo plus some so,ooo,ooo in the occupied provinces 
of the Soviet Union, is directed from Berlin; and this direction makes 
itself felt most strongly in industrial production where expansion or 
contraction, adjustment to· the needs of the war, and even physical 
displacement are much more readily possible than in agriculture or 
mining. 

Of the main war industries situated in this area (excluding the 
occupied parts of Russia) some 6o% are contained within the pre
I938 boundaries of Germany. Since the beginning of I94I and in 
particular since the invasion of Russia, the opportunities-for an over
all expansion of German industrial production have been narrowly 
limited by the shortages of labour, fuel and raw materials. Thus, 
apart from the assistance provided by the exploitation of the resources 
of the rest of the Continent, main reliance for any possible expansion 
of the production of armaments has had to be placed on a further 
reduction in the satisfaction of civilian needs and on increased effi
ciency. Evidence of the curtailment of consumption is found in the 
extension of the coupon rationing and buying permit system to the 
few commodities not previously affected.1 The proportion of the con
sumption goods industries in total industrial production declined from 
6o% before the war to 20% at the beginning of I942, when a fur
ther reduction was still considered necessary. • 

Both consumption and war industries have been subjected to a 
drastic process of concentration and specialization. In the cigarette 
industry, for instance, it was hoped to save over 40% of the number of 
workers by the closing down, in the spring of I942,of all factories with 
a low output per man, and letting the remaining, mainly the larger ones, 

1 Cf. Chapter III. 
• Kiilnische Zeitung, quoted in Neue Zurcher Zeit1mg, March 6th, 1942. 
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run 24 b,ours a day. Many textile mills have be~n clos~d down especially , 
in the regions where the workers cou~d ~as!ly be absorbed by war 
industries; and production has been dtstrtbuted over the~other fac
tories in such a way that each produced the partkular ga-:-ment in 
which it showed the greatest technical skill. "Rationaliz~tion engi
neers" are being sent from one factory to another to compare effi
ciency and to advise on measures to increase it~ Secret production 
processes are made available for general use by all the factories 
concerned. .. 

This widespread application of something like the American 
Taylor system has been accompanied by an imitation of the Russian 
Stakhanovite movement to stimulate the workers' output. Competi
tions are organized, and prizes are given to workers whose output is 
exceptionally high. As explained in Chapter I, the system of price 
control has also recently been modified so as to benefit firms with the 
lowest costs and stimulate competition in efficiency. In the spring of 
1942 a thoroughgoing reorganization of administrative machinery 
was carried out in order to eliminate redundant office staffs. 

It is impossible to estimate to what extent all these measures have 
sufficed to counteract the factors tending to reduce productivity. 
Owing in particular to the needs arising out of the Russian campaign 
and the losses incurred, industry has been drained of the greater part 
of its most productive manpower. These men have been replaced, 
though not fully, by women, youths, older men and foreign workers. 
All of these are less efficient. In the building industry, for instance, 
which employs many foreign workers, it was observed that labour 
productivity declined by some 20% in the course of 1941.' The work
ers' efficiency further suffers from fatigue owing to long hours, 
inadequate transport facilities from home to work, sub-normal nutri
tion and lack of sleep owing to air-raid alarms. More workers are 
needed than before as machinery wears out and cannot be replaced. • 

The use of the industrial potential of the occupied and allied coun
tries, though directed to one main aim, has shown a great variety of 
methods. Germany, always remaining the centre of the administration 
and the whole territ?rial organization, has requisitioned and bought 
stocks of raw material~ to keep her own industries going; as a rule, 
she exports raw matertals only to the extent that they are required 
~or the fulfilh;nent of specific German orders, and not for general use 
m the countnes concerned. The "value added" to the raw materials 
sent is not ~aid for in any real sense but simply goes to swell the 
froz~n clearmg balances. These and occupation costs, in addition, 
furmsh the means for buying any other goods, coming from stocks 

! ~~\tuGer~ Vfar Economy, VI," Eco11omic Jour114l, June-September 1942. 
an r er tlhmg quoted by Tile New York Times, August 7th, 1942. 
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or current outp~, that Germany may find to buy in the gccupied 
countries. Coal is sent from Holland and Belgium to Germany; but 
Germany exports coal to Italy, as well as to Sweden and Switzerland. 
Machin~y has bten removed !rom some of the occupied areas, but 
Germany ,produces other machmery for export, for instance to Italy 
and installs factories in Norway. With respect to labour, however' 
there §eems to have been, up to now, mainly a one-way traffic, though 
thousands of experts, engineers, price-controllers, etc .. are sent all 
over the Continent to stimulate and control production. The number 
of foreign workers excluding prisoners of war was about 2.1 millions 
in September 1941 and February 1942, of which about half were in 
industrial occupations. Since then, a further increase is reported up to 
over 2.5 millions in June, and it is estimated that the figure will be 
well above 3 millions by the end of the year.' The potential supply of 
industrial manpower has recently been increased by a French decree of 
September 14th, 1942 conscripting all men between the ages of 18 
and so and all unmarried women between 21 and 35 for "any work 
the government may judge necessary in the superior interests of the 
nation." 

The flow of workers to Germany has made necessary, and has 
sometimes been deliberately stimulated by, the closing down of fac
tories. The main impact of the reduction in output of the Continent 
as a whole has thus come to fall on the periphery of Europe rather 
than on Germany herself. The reduction in total industrial production 
has been imposed not only by the absorption of labour in the armies 
but also by the shortage of raw materials and fuel. In France and 
even in Belgium the lack of coal has seriously affected industrial 
production. In both of these countries industrial consumption of 
coal has been cut by at least a third below the pre-war level. The lack 
of raw materials is felt in particular in textile production. Before the 
war, the Continent of Europe could meet only about 25% of its 
consumption of raw natural textile materials from its own pro
duction. This percentage is increased, but to not more than 35%, if 
yarns from artificial fibres are included. The expansion in the produc
tion of artificial fibres since 1939, though considerable in itself, has 
not been anywhere adequate to keep the textile industries fully em
ployed. This is shown in Table 14, which compares the general index 
of manufacturing production and some of its sub-indices for those 
European countries for which relatively recent information is still 
available. • Activity in the textile industry in the early part of 1942 

1 De11tsche VolkStuirt, July 17th, I9!12· . • • • . 
2 Bulgaria also publishes a productton tndex wluch ts shown tn Dtagram I, but 

it is too much affected by the seasonal variation of a few industries to be of use in a 
comparison as that given in Table I4- . 
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Table .14.-btdustrial Production btdices of C~tain European 
Countries, 1940 and 1941 

1939= IOO 

General Metal 
Index Industries* Textiles· 

Country 1940 1941 1940 1941 1940 1941 
Sweden• • • • • • • 91 84 105 xos 108 ~ 
Norway ••••••• 8g 88• 101 II3° 82 6r• 
Denmark •••••• 81 8x 79 78• 83 78& 
Hungary •••••• 105 1osb xn ro8b ro1 85b 

*Hungary: heavy industries; Sweden: iron and steel. 
a First eight months of 1941. 

All Coh'sumers' 
Goods 

1940 1941 
8g i9 
92 Ss• 
84 • 78 

103 104b 

b First three quarters of 1941. · . 
c Figures for Sweden for the first five months of 1942 show httle change from the 

1941 average. They are as follows: General index: 85; iron and steel: no; textiles: 
83 ; all consumers' goods : So. · 

was 17% below the 1939level in Sweden; during the major part of 
1941 it was IS% below the pre-war" level in Hungary, 22% in Den
mark and 39% in Norway. But the reduction was much greater in 
some other countries. In France, production in the textile industry 
was only IS% of normal early in 1942/ and the number of textile 
workers employed in Belgium declined by 70% between M.arch 1940 
and June 1942.• The paper, leather and rubber industries are also 
hard hit almost everywhere. On the other hand, the metal and machin
ery industries have generally been in full activity all over the. con
tinent, producing mainly, of course, for the German war require
ments. Thus it is reported concerning Hungary that, though steel 
output was at a record level in the second half of 1941, the output 
of agricultural machinery had to be reduced. But in France, even the 
production for German military orders has frequently been inter
rupted by lack of raw materials or electricity. 

The changes in industrial activity occasioned by the war are not 
merely represented by temporary reduction in one branch and expan
sion in another. Under German direction, the whole fabric of the 
European industrial system is being altered in a way which it may 
be extremely difficult to undo afterwards. As far as possible, Ger
m:my c?n~entrates the industries, and in particular the heavy indus
tnes, wtthin her own borders, leaving to the outer regions the function 
of supplying raw materials, semi-manufactured goods or parts. Thus 
the ~on-ferrous metals of Norway, the production of which has been 
constder~bly expanded recently, are being worked up in Germany, 
though tt would be more economical to do so at the mines with 

1 Alphand, op. cit., p. x6. 
• News from Belgium, September sth, 1942. 
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Norwegian hydraulic electricity.1 The production of munitions in the 
General .Goverm~ent of Poland is stated to b~ confined to th~ making 
of certau:1, parts, the final stages of production being carried out in 
Germany. But a great many exceptions to this general principle have 
had to oe accepted. in view of the limitations imposed by the local 
supply of ra~ ~aterials a~d power, and b~ the acute shortage of 
transport facthttes~o The penphery of Europe 1s also made industrially 
dependent on Germany by the creation of new industries for which 
only Germany can supply the raw materials or the technical installa
tion. This has, for instance, occurred in Belgium. Where the depend
ence of an industry on German supplies is limited, its activities are 
subordinated to Germany's industrial interests by a great extension of 
Kartel-agreements, such as the Franco-German dyestuffs agreement 
concluded in December 1941, and by the purchase of large blocks of 
shares of the main industries of the occupied countries. 

General indices of manufacturing production and employment are 
shown in Diagram I to the extent that these data have.been published 
more or less regularly, that is, for a few of the smaller European 
countries, as well as for a number of countries outside Europe. The 
Finnish index refers to the export industries; it brings out clearly 
the steep fall in activity during the first period of the war with Russia 
in the winter of 1939/40 and the renewed decline, after one year of 
moderate recovery, in June 1941. In Hungary, Denmark and Sweden 
aggregate production was maintained at a relatively stable level 
during the second half of 1940, the whole of 1941, and, as the figures 
for the last two countries indicate, the first half of 1942, at a level, 
howevet;, substantially below that attained during the latter part of 
1939. As is brought out by the sub-indices of Table 14, to which 
reference has already been made, the restriction in activity was mainly 
c:oncentrated in the consumers' goods industries. 

In the two neutral industrial countries of the Continent, Switzer
land and Sweden, industrial activity continued to be relatively satis
factory in spite and, in part, because of the shortages prevailing. In 
Sweden 70,000 to 8o,o.oo mc;>re workers were employed in the forestry 
industry in 1941 than in 1939, additional timber being needed for 
the production of fuel wood and charcoal to replace coal; alcohol and 
producer gas to replace petrol; fodder cellulose to replace natural 
feeding-stuffs; and rayon and staple fibre to replace natural textile 
materials. The heavy industries are occupied on war orders, on manu
facturing plant for the new substitute industrie~, and on the produc
tion of producer-gas equipment for motor cars. These activities, com
bined with the· maintenance of a relatively large army, have created 

1 Malterud, op. cit., page II3. 
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a serious shortag.e of labour. Similar factors have been operative in 
Switzerland, where employment has continued to increase gradually 
during 19~0 and 1941. 

In Spain, a IOJ~g-range programme of industrialization was initi
ated by 'the Government in 1941 with a view to making the country 
more self:sufficient in manufactured goods. It is reported that at the 
beginning of 1942. a plan for the investment of 900 million pesetas 
(some $8o million) had been drawn up. Nearly one-half of this 
sum was.intended for the chemical and over a quarter for the textile 
industries. The execution of the programme has, however, been 
retarded on account of the lack of coal and other factors. 

In the United Kingdom unemployment was down to under 150,000 
persons in March 1942, having been about I~ million in the same 
month of 1939, one million in 1940 and 40o,ooo in March 1941. The 
number of industrial women workers has been increased by 4,ooo,ooo. 
During 1941, workers, factory space and machinery were made 
available for war production by the concentration of the minimum 
production of consumers' goods in a relatively small number of 
"nucleus" firms, by the closing down of luxury industries, and by a 
reduction in the output of other non-war industries to 10-35% of 
normal. Production for export was greatly reduced after the passage 
of the Lend-Lease Act in the United States in March 1941; and from 
May 17th, 1942 the export of cotton goods was prohibited. As a 
result of all th:ese measures, war production was doubled in the year 
from June 1941 to June 1942.1 

The most striking increase in manufacturing production during 
the last two years is to be observed in the United States of America. 
From May 1940 to May 1941 the production index shown in Dia
gram I increased by 38%; during the next 16 months, it increased by 
another 20%; and in August 1942, it was authoritatively stated that 
the American "economy had by no means yet reached its ceiling of 
output.m The increase in output was rendered possible by a great 
increase in industrial employment, from 9·7 miiiions in 1939 to 13.1 
miiiions in June 1942, by an increase in average weekly working 
hours from 37.6 to 42.6 over the same period, and by a number of 
other factors such as the shift of workers £rpm industries with a 
low to those with a high output per head, and the rise in efficiency. 

While industrial production as a whole increased by I I% from 
June 1941 to June 1942, production for war purposes increased by 
275%.8 Munitions production, a somewhat more limited concept as 

1 Statement by the Minister of Production, reported in Tile New York Times, 
June 1oth, 1942. 

2 Survey of C11rrent Btuine.s.s, August 1942. 
8 Cf. Diagram in Chapter I, page 35· 
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it excludes the production of consumption goods for Jhe armed forces, 
equipment for war plant and.basic materials .to be used for war P?r
poses, was five times as large m June I 942 as m June I 941. 1.\,ccordmg 
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Diagram. 2 , 

Inde~ of 
Production of Mu1iitions 

in the U1zited States 
November 1941 = 100 • 

to an official statement, the muni
tions output of the United States 
overtook that of the United King

dom in June I942 or shortly before;' and since British munitions 
output is officially stated to have doubled between June I 94I and June 
1942, it may be concluded that the armament production of the two 
countries combined was approximately tripled in these twelve months. 

Diagram 2 shows the index of munitions production in the United 
States as published by the War Production Board. The level of pro
duction in November I94I, immediately before the entry of the 
United States into the war, is taken as IOO. Since then, the rate of 
increase has been on the average I6% per month; and "the big push 
in war output" was stated to be "just about to get under way in 
earnest"' by August 1942 as many war plants, both new and con
verted, were only just getting into operation. 

To assure adequate supplies of metal, the production of some of the 
major durable consumers' goods, such as motor cars and refrig
erators, has been stopped, the production of others has been greatly 
r~duced, and the use of a number of critical materials in the produc
tion .of many ot~er consumers' goods has been forbidden. The pro
duction of certam other durable consumers' goods, such as bicycles 
and stoves, which still continues, is being concentrated in a few firms. 

In September I942 an important change was made in the control 
of raw material supplies. The War Production Board issued instruc-

1 Cf, note (I) on page 83. 
1 Survey of Cn"enl Business, August 1942. 
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tion~ designed t~ replac~ the existing ~ystem of priorities by a system 
Jinkmg up t~e d1S\nbut1on o~ productio~ contracts among th?! differ
ent plants,with a corresponding allocation of materials. 

According to l} statement of the War Manpower Commission 
120 miili,on .workers w.er.e engaged in direct war work on July 1st: 
1942, as against 6.9 million on January 1st, 1942; an increase of 
81% in half a year4 During the same period the output of munitions 
increased by about 140%. To the extent that the two sets of figures 
are comparable this would indicate an increase in production per man 
of about one-third in six months. This rapid improvement is to be 
attributed to the introduction of new processes of mass production 
and to the return to a longer working week after the partial interrup
tion of production necessitated by the conversion of plant to war 
purposes early in the year. 

Taken over the whole year, however, from June 1941 to June 
1942, the number of hours worked per week increased but little: from 
41.1 to 42.6 hours for all manufacturing industries and from 43.0 
to 45.1 hours for the durable goods industries. Even in the typical 
war industries, the average working week is still substantially shorter 
than in industry in general in some of the other belligerent countries, 
the figures for June ~942 being 42.6 hours in the iron and steel indus
tries, 48.1 hours in the machinery industries and 46.7 hours in the 
industries producing transportation equipment (aircraft, motor ca~s, 
shipbuilding, etc.). 

In Latin America, the growing difficulties experienced in the im
portation of manufactured goods and also to some extent in the 
exportation of raw materials have tended to stimulate industrial 
production at home. In the absence of adequate statistical information, 
it is difficult to gauge the extent of industrial expansion that has taken 
place. It would certainly have been greater had it not been for the 
difficulties that the countries in Latin America experienced in obtain
ing additional plant and in certain cases raw materials. Moreover, 
though the incentive to expand has been stimulated by the war, it 
must not be overlooked that almost the whole of this area has been 
undergoing a rapid process of industrialization during the last twenty 
years. In Chile, which is the only Latin-American country publishing 
a monthly index of production, manufacturing activity on the basis 
of 1938 = xoo was 99 in 1939, xog in 1940 and 112 in 194i; during 
the first four months of 1942 it was 10% higher than in the same 
period of .1941. Industrial employment in the Argentine shows an 
increase of r I% during the first six months of 1942 as compared 
with the same period of 1940. The increase is most pronounced in the 
industries using domestic materials, such as the smelting of lead, tin 
and other non-ferrous metals (+75%), preparation of meat 



-86-

(+39%), the production of edible oils (+38%); and there was 
a consltlerable decline in the production of motor cars and trucks 
(-34%) and galvanized iron (-3o1o). . . r. 

In many South American countries the textile;. 1~dustry has ex
panded considerably. during the l~st two years. 'l'hus m U ;u~uay the 
industrial consumptwn of wool mcreased from 3,000 tons m 1940 
to 4,100 tons in 1941; the consumption for 1~42 is estim&ted at 
7 ooo tons, and the mills are reported to be workmg 24 hours a day. 
Uruguay, as well as Brazil, is building up. an expo;t trfde ;n ~extiles. 
Their main customers are the other Latm-Amencan countnes, but 
considerable orders have also been obtained from the United States. 

In Peru industry is reported to be working at full capacity, and the 
Government is stimulating the establishment of new industries such 
as those producing condensed milk, glassware, and manufactur~d 
iron goods. · 

Plans have been taken in hand in many countries which will have an 
important bearing on the later industrialization of Latin America, as 
they aim at the establishment of heavy industries. In June 1942, a 
coil!pany was formed in Mexico for the production of steel and tin 
plating, the construction of the plant being expected to start shortly 
afterwards. In September of the same year, the Peruvian Govern
ment signed a contract with United States contractors for the exploi
tation of iron and coal deposits, the ·installation of a blast furnace, 
and steel producing and finishing mills. The establishment of a cement 
industry using blast furnace slag as one of its raw materials is re
ported to be under consideration. The Minister of Finance of Brazil 
stated in March 1942 that the Government intended to create an 
organization to investigate and promote the development of strategic 
materials and other natural resources of Brazil. This programme 
includes, among other things, the construction of a new iron and steel 
mill which will fill about half of the country's requirements. 

These projects will eventually render the Latin-American economy 
more diversified. Their execution is, however, dependent on assist
ance from the United States for the supply of machinery and the 
means to finance the necessary imports. The United States Export
Import Bank has opened substantial credits for the execution of these 
industr!alization programmes: $xoo,ooo,ooo to Brazil; $1o,ooo,ooo 
to Mextco and $xs,ooo,ooo to Peru; and on the occasion of the grant
ing of the first of these loans, the Under-Secretary of State stated 
that machinery, equipment and other materials would be made avail
able for any project which would "contribute in an important manner 
to t~e progress of the American war effort and to the security of the 
hemtsphere."1 In the early autumn ·of 1942, a joint technical mission 

1 Tile New York Ti111e.r, March 4th, 1942. 
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constituted by the ~razilian an~. American governments started to 
work on the conlerston of Brazthan plants to war producti~n.t 

India iii the natural source of supplies for the Middle East· and 
with the heavy i~dustries already well developed before the war' con
siderable advance Q.as been made during recent years. By May\942 
the outpu1 of finished steel was so% higher than before the war and 
a large variety ofo steels is being produced. There has been a iarge 
expansion in the production of munitions, army boots and blankets. 
The prorluction of aluminium sheets and of certain classes of machin
ery and machine tools is now being undertaken. 

A similar development is to be observed on a much smaller scale 
in Palestine. The employment index for this country, shown in Dia
gram I, indicates a very rapid expansion of industrial production, 
particularly from the middle of 1941. It has been stated that in the 
middle of 1942 the metal, textile, food and leather industries were 
providing more than twice as many man-days of work as in 1939. • 

In both Canada" and Australia there has been a great and con
tinuous rise in industrial employment, as is shown by the following 
indices: 

1938 1939 1940 1941 1942 • 
Australia . . . . . • . . . • • • • • 100 101 uo 123 129 (4 months) 
Canada ................ 100 101 120 ISS 183 (6months) 

In Canada there has been a particularly sharp rise in employment 
in the war industries. Thus between July 1941 and July 1942, the 
general index of manufacturing employment increased by 21%. But 
employment in most consumers' goods industries increased but little, 
if at all, while a 70% rise was shown in the chemical industries, 
45% in the iron and steel industries and as much as 140% in the 
shipyards. 

The number of factory workers in Australia has increased by 
30% from 540,000 before the war to 7oo,ooo in the summer of 1942. 
Of the pre-war number nearly all were engaged in ordinary peace
time production, while in the summer of 1942 only 2oo,ooo were 
employed in civilian industries.' Production for civilian needs thus 
appears to have been cut down to less than 40% of the pre-war 
volume. 

1 Tlte New York Times, September 26th, 1942. 
• The Economist, August ISth, 1942. • · • • • 

• 8 The index of factory employment apl?ears to g1ve a bet~er tnd1cabo?n of ~he 
mdustrial development in Canada than the mdex of manufacturmg productiOn wh1ch 
is partly affected by changes in imports of raw materials and exports of manufac-
tured goods. . 

4 Cf. Budget Speech of the Commonwealth Treasurer, September 2nd, I942· 



CHAPTER III 

CONSUMPTION AND RATIONING1 

The supply of foodstuffs and other consumption gorilds decreased 
during the third year of war. The decrease 'Yas <;aused by a ~educt!on 
in agricultural output in many European countnes, by the disruption 
of international trade and by the transfer of a constantly higher 
proportion of national resources to direct war purposes. Conse
quently, control of consumption was. extended and such control is 
one of the most important instruments of war economy. 

Consumption control assumes two main forms. The first is direct 
rationing by means of individual cards. It is applied generally to 
goods-food, clothing, etc.-the consumption of which is essential 
to the maintenance of health and efficiency. The second, indirect · 
method, uses a number of devices to restrict or eliminate consump
tion of non-essential goods, and in particular durable consumption 
goods which most directly compete with war production for men, 
plant and materials. During the initial stages of the war effort, these 
measures were chiefly devised so as to restrict final consumers' de
mand, for instance, by increasing the relative prices of "non-essen
tial" goods, introducing "meatless" days, standardizing qualities, 
limiting consumers' credit, etc. Such measures have not been aban
doned, but they have become subordinated to production control, 
coupled with direct regulation of import and supply. By this means, 
production of luxury and "non-essential" goods is drastically cur
tailed at the source or, in many cases, altogether stopped. These 
goods therefore tend to disappear from the market, and only excep
tionally, as in the case of automobiles, tires and lately of farm ma
chinery in the United States, has it been possible to introduce ration
ing; even so it is on the basis of proven individual needs and not a 
general system applicable to all. 

The combination of these policies has n~cessarily led to a situa
tion in which the "essentials" of life-in particular food-represent a 
larger portion of consumption than before the war. 

1 ~e present chapter !s largely b~sed on the study W arlime Ralianing a11d Con
'"ft11PIIon, League .of Nattons, 1942· The reader is referred to this study for a discus
SIO!!- of the techn1cal .problems of rationing and for more detailed information on 
rations and consumption. 
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" In ~he absence of direct statistics? a study of present food con-
sumptwn-1!1ust be based on an ~nalys1s of data on food rations. Such 
data, hq,wever, ~'ie often·unrehab!e measures of actual consumption~ 
In .some .fountnes,•lar~e consu.mer groups. cannot afford to buy full 
rations; m others, particularly m the occup1ed areas, rationed articles 
are frequently not. obtainable. Rations, therefore, frequently exceed 
the average quantities consumed.1 

Table i su111marizes the most recent available information on food 
rations. These ;tre throughout converted into grammes per week and 
have been arrariged into eleven food groups. 

As may be' seen from the table, rations in one and the same coun
try differ considerably according to the age, sex, occupation, etc. of 
the consumer. Inf~rmation on the numerical strength of the differ
ent groups is lacking and it is in almost all cases impossible to 
calculate ave.rage consumption by country. This being so .it may be 
convenient to consider first the "normal consumers" as being the 
most representative single consumer category, and later to study the. 
influence of rationing as a whole on consumption of typical workers' 
families. • 

Bread,· cereals and potatoes. These foodstuffs are largely inter
changeable and supply in western nations the bulk of the body's 
energy requirements. A decrease in the consumption of other foods, 

. in particular· sugar, meat and fats, would normally lead to an in
creased consumption of bread and/or potatoes. 

The United Kingdom, Switzerland, Ireland and Portugal ration 
neither bread nor potatoes.• The first two coun~ries had high stand
ards of living before the war, and the national diets relied relatively 
little on these foods; hence as other foods have become scarce, con
sumption could be increased; in'the United Kingdom, it is stated that 
bread consumption has increased by as much as 20%. In this way the 
bread consumption in these countries may have fulfilled its normal 
function as a budget regulator. During the second year of war many 
countries, including Germany, though rationing bread, still left 
potatoes unrationed. By the spring and summer of 1942, potatoes 
were subjected to rationing in most European countries, though this 
has not ·been done in Sweden and Denmark. As bread consumption 
has decreased or become stabilized at pre-war levels, the loss of 
calories caused by rationing has to be met largely by increased potato 
consumption. In ·both Sweden and Denmark, however, the reduction 

1 Cf, Wartime Ratio11i11g and Co11sumptio11. . • 
2 Rationing of bread and milk was introduced in Switzerland in: October 1942. 



~ · Tal 
Legal Food Ratio,~ 

(Gramme· 
Explanations: r: ratione~, amount of ratio1~ 11ot known: 

9read 
Country CoiJSU!IIer category Date • {fr 

flour 
Cereals 

United Kingdom: NORMAL CONSUMER August.I942 Free • Free 
Children under 6 yrs. Free Free .. 6-17 .. F!ee Free 

Italy: NORMAL CONSUMERl Swnmeri942 I,OSO soo-6252 
Light worker I,7SO 
Heavy worker 2,450 63o-7ss Very heavy worker 3,150 

Gennany: NoRMAL CoNSUME!!. August I942 2,000 ISO 
Children under 3 y~s. 900 27S .. 3-6 1,200 210 

6-IO " I,700 ISO 
Io-14 2,6oo 150 Young persons 14-20 " 2,6oo ISO Night worker 2,600 ISO 

Heavy worker 3.400 ISO 
Very heavy worker 4.400 ISO 

Baltic States: NORMAL CONSUMERl I,700 ISO Children under 3 yrs. 775 . 275 
II 3-6 U 

1,000 2IO 
Young persons 6-18 2,200 / ISO Light worker 2,200 ISO . Heavy worker 2,900/ / ISO Very heavy worker 3,700 ISO 

Belgium: NoRMAL CoNSUMEI!.t Summeri942 I,S70 IS Light worker 2,020 IS Heavy worker 2,470 IS Very heavy worker 2,920 IS Miners J,820 IS 
Bulgaria: NoRMAL CoNSUMER Summeri942 2,IOO 2SO Heavy worker 4,200 2SO Very heavy worker 5,2SO 2SO 
Czecho-Slovakia: NoRMAL CoNSUMER August I942 2,000 12S I) Protectorate of Children under 3 yrs. 900 I25 Bohemia and II 3-6 U 

1,200 6o Moravia " . 6-to " I,700 6o 
Young persons 1o-20 " 2,600 I2S Night worker 2,6oo I25 Heavy worker J,400 12S Very heavy worker 4.400 125 

2) Slovakia NORMAL CONSUMER Swnmeri942 1,500 Children under 6 yrs. 1,000 Heavy worker I,700 Very heavy worker J,OOO 
FOOTNOTEs: See pp. 94-96. 



leI 1 in the Smmner or 1942" 
per week)" 
l.r.: locally ratio11ed; blank: ~~~ information 

'Jam, Meat•& Liquid 
Eggs Coffee, 

Potatoes S11gar honey, • meat Fats• milk Cheese tea (italics), 
~ lrod. (whole) (pieces) 

etc. - --- --- ---sh.d. 
Free 22S. IOS ~ I/21 22S I,4202 ss I 553 
Free 22S IOS -17 22S 3.98o ss I 55 Free 22S . IOS I/2 22S I,ggo ss I 55 • 
soo us • Ioo-2002 9S r IOO I nil 
soo IIS I00-200 9S r IOO I nil 
soo us I00-200 9S r IOO I nil 
soo IIS I00-200 9S r IOO I nil 

2,SOO 22S ISO 300 20S nil• 30 o.s• So· 
2,500 22S I So ISO I2S S,2SO 30 o.s nil 
2,500 22S ISO ISO I90 3,500 30 o.s 8o 
2,500 22S 230 3SO 26S I,7SO 30 o.s 8o 
2,500 22S 230 350 26s I,7SO 30 o.s So 
2,500 22S ISO 3SO 270 nil 30 o.s 8o 
2,SOO 22S ISO 4SO 22S nil 30 o.s So 
2,500 22S ISO 6oo 30S nil 30 o.s So 
4,ooot 22S ISO sso S7S nil 30 o.s 8o 

l.r. ISO r 2SO I8o r r so• 
l.r. 200 r I2S IOO S,2SO r r nil 
t.r. 200 r I2S I6o 3,500 r r 8o 
J.r. ISO r 300 230 I,7so• r r 8o 
t.r. ISO r 37S I90 r r 8o 
l.r. ISO r soo 260 r r 8o 
l.r. ISO r 72S 490 r r 8o 

2,too2 460 IOS I40 70 nil3 nil' 40. 
2,IOO 400 IOS 2IO I3S nil nil 40 
2,IOO 460 IOS 2SO 200 nil nil 40 
2,100 400 IOS 3SO 270 nil nil 40 
2,IOO 460 IOS 420 66s nil nil 40 

Free Free 200 200 so Free Free 
Free Free Free Free 
Free Free Free Free 

2,000 300 20S 300 I3S . I,7SO I Ioo• 
2,000 300 23S ISO I2S 3.soo I IOO 
2,000 300 23S ISO I2S 3.soo I IOO 
2,000 300 23S 3SO 200 3.soo I IOO 
2,000 300 20S 3SO 200 3,500 I IOO 
2,000 300 20S 4SO ISS I,7SO I IOO 
2,000 300 20S 6oo 27S I,7SO I IOO 
2,000 300 20S sso 54S I,7SO I IOO 

Free I40-ISS 400 ISO I,700 Free I2+7 
Free I6o-2So S,2SO Free I2+7 
Free I6o-28o 6oo Free I*7 Free I6o-28o Free I*7 



r 
Table 1 

r.· Legal Food Ration~ 
(Grammes 

Explanations: r: rationed, amorm~ of ration not known; 

Bread 
CoHIIIry Consumer category Datl ~& Cereals 

flour 

Denmark: No!WAL CoNSUMER Summer'1:942 2,280 250 
Children under 6 yrs, 1,190 250 
Heavy worker 

~ 
2,980 375 

Very heavy worker 3,68o 500 

Finland: No!WAL CoNSUMER Summer1942 1,750 
Children under 3 yrs. I,o5o 

" 3-7 Cl 1,400 
Heavy worker 2, I00·2,8oo 
Very heavy worker 3.590 

France: NoRMAL CoNSUMER August I942 I,925' nil 
Children under 3 yrs. 775 70 

Cl 3-6 " I,47S 4S 
6-I3 .. I,92S 6o 

Young persons I3·2I " 2,450 6o 
Persons over 70 I,47S nil 
Heavy worker 2,4SO nil 
Very heavy worker 2A50 nil 

Greece: NomAL CoNSUMER Summeri942 I,48o1 

Hungary: NomAL CoNSUMER Summeri942 I,66o IOO 
Heavy worker 3,0SO IOO 
Very heavy worker 4.450 IOO 

Netherlands : N OIWAL CoNsuMER August I942 I,Soo ISO 
Children under 4 yrs. 900 27S 

" 4-14 u I,Soo ISO 
Young persons I4·2I " 2,200 ISO 
Heavy worker 2,700 ISO 
Very heavy worker 3,600 ISO 

Norway: NomAL CoNsUMER Summer1942 1,820 2S 
Children under 2 yrs. 910 2S 
Light manual worker 2,27S 2S 
Heavy worker 2,730 2S 
Very heavy worker 3.640 25 

Poland: NoRMAL CoNSUMER' Dec. 1941 Incorporated Children under 6 yrs. 
Provinces : Poles " 6-14 f( 

Government NomAL CoNSUMER Oct. 1941 1,490 General: Poles Children 1,040 
Jews sao 

Roumania: NomAL CoNSUMER' Summer1942 2,3so• Heavy worker 4,700 
FOOI'NOIES: See pp. 94-96. 



' Continued) 
1 the Swmner of 1942' 
~n»eek)" 11 

•.: /ocolly rationed; b(l'nk: 110 information 

-
'ototoes -Free 
Free 
Free 
Free 

l.r. 
l.r. 
l.r. 
l.r. 
l.r. 

930 
930 
930 
930 
930 
930 
930 
930 

t.r. 
t.r. 
t.r. 

3,0001 

1,500 
3,000 
4,500 
4,500 
6,ooo 

2,8oo 

2,500 
soo 2, 

2 .soo 
soo 2, 

2 .soo 

Free 
Free 

Sugar 

---r 
soo 
soo 
soo 
soo 

2SO 
2SO 
250 
3I5 
3IS 

us 
:23S 
us 
us 
us 
us 
us 
ns 

UO 

8o-26o 

:250 
250 
:zso 
2SO 
2SO 
2SO 

200 
200 
200 
200 
200 

22S 
225 
22S 

IOO 
IOO 
40 

ISO 

~Jam, .A-! cat• & 
lrpney, nil: at Fats• 

etc. prod. ---
~ 300 

300 

' 300 .. 300 

125 IS5 ss 
12S. IS5 ss 
I25 ISS ss 
I:25 :23S UO 
1:25 

r I8o• 100 
r ISO IOO 
r I So 100 
r ISO IOO 
r 26s IOO 
r I8o IOO 
r 2Ss 170 
r 390 :240 

ir. I60 
t.r. :zso 
l.r. 

I:ZS 300 14S 
I:25 ISO I4S 
I:ZS 300 I7S 
I:25 300 I7S 
I:ZS 4SO 220 
I2S 7SO 440 

rt I20 
r I20 
r I20 
r 245 
r 3IS 

ISO 8o 
8o 8o 

ISO So 

I30 30 
I30 30 

:zso 3SO 

Liquid Coffee, 
111ilk Clrees; Eggs tea (italics), 

(whole) (pieces) etc. ---
Free Free• Free 30 
Free Free Free nil 
Free Free Free 30 
Free Free Free 30 

1,400 2 6o" 
3,SOO 6o 
3.Soo 6o 
1,400 6o 
I,400 6o 

nil so 3S" 
5,:2SO so nil 
S,2SO so nil 
1,7SO so 3S 

nil so 3S 
nil so 3S 
nil so 3S 
nil so 3S 

l.r. 
l.r. 
t.r. 

1 7S Free 6o• 
s.:zso 7S Free 6o 
3.soo 7S Free 6o 

nil 7S Free 6o 
nit 7S Free 6o 
nil 7S Free 6o 

nil 6o• 
S,2SO 6o 

nil 6o 
nil 6o 
nil 6o 

nil nil nil 
3,000 
I,SOO 

nil 

' 



· r Table 1 
Legal Food Rati01~ 

(Gramme. 
. ~ I . Explanations: r: raholleu, a11101111t o rahon not kno'llln 

Country 

Yugoslavia: 
I) Croatia 

2) Serbi!!

Ireland: 

Spain: 

Sweden: 

Switzerland: 

Japan: 

Cons&mler category Date~ 

NoRMAL CoNSUMER Summer1942 
Heavy worker ~ 

NoiWAL CONSUMER1 Summer1942 

NoRMAL CoNSUMER Summer1942 

NoRMAL CoNSUMER Summeri942 

NoRMAL CONSUMER Summer 1942 
Children under 6 yrs. 
Young persons 6-18 " 
Heavy worker 

NORMAL CoNSUMER August 1942 
Children under 5 yrs. 
Young persons 13-18 " 
Light worker 
Heavy worker 
Very heavy worker 

NoRMAL CoNSUMER 
Children under 4 

.. 5-9 
Heavy worker 

yrs. .. 

x,o5o 
2,roo" 

1,390 

56o-x,oso1 

2,750 

Free 
Free 
Free 
Free 
Free 
Free 

Cereals 

70 

Free 

r 

100 
IOO 
100 
100 

245 
450 
270 
27,0 
300 
300 

• Several countries not given in the table above, ration one or more commodities, namely ( 
grammes per week) : 

Bread: 
Rice: 
Sugar: 

Turkey (2,100) 
Morocco (6o-Ioo) 
U.S.A. (225) 
New Zealand (340) 
Tunisia {150) 
Tangier ( 125) 

Tangier (2A50) 
Tangier (250) 
Canada (225) 
Algeria ( 125) 
Morocco ( 125) 

Meal: Morocco, parts of Tunisia. 
Fats: Morocco, Algeria, Tunisia, Tangier. 
Milk: Morocco, Algeria, Tunisia. 

An incomplete list of commodities locally or informally rationed is as follows: 
Fish: Germany, Italy, Belgium, Finland, France. 
Fruits: Germany, Czecho-Slovakia, Italy, Belgium, France. 
Vegetables: Germany, Czecho-Slovakia, Italy, Belgium, France. 
Chocolate: (to children) Germany, France, Sweden. 

"Weekly rations; calculated on basis of 4·3 weeks per month. 
. • f\s purchased, including bone, waste, etc., excluding poultry and game, when not otherW 
md&cated. ' 

• Total fats: including butter, margarine, lard, vegetable oil, etc. 
• Substitute only. 

United Kingdom: 
1 Meat (defined as beef, veal, mutton and pork) is rationed according to value. In the spri 



lrcontinued} , • 
fin the Sm!"ner of I942 
per week) 
1

1
, • locally ratio11ed; blank: no.,ll/ormatioll 
.• r .. 

Po tatoes 

l.r. 
t.r. 

Fr ee 

r 

ree 
Free 
F 
Fr 
Fr 

ee 
ee 

ee 
ee 
ee 

Fr 
Fr 
Fr 
Fr 
Fr 
Fr 

ee 
ee 
ee 

Sugar 

- 12S . 
ISO 

340 

2So2 

430 
430 
430 
430 

us 
17S 
us 
us 
IIS 
us 

300 
300 
300 
300 

Jl.lll, 
Jzoney, 

etc. 
__s_ 

. 
~ 

Free 

r 
r 
r 
r 
r 
r 

Meat• & 
>meat Fats• 
fJ'q)d. ----
ISO 100 
• 

12S 

Free Free 

r 200 

1701 2SO 
170 2SO 
170 250 
340 37S 

us 17S 
9S I30 

I7S 200 
17S 200 
23S 220 
23S 220 

r r 
r r 
r r 
r r 

Liquid Eggs Coffee, 
milk Clzeese tea (italics), 

(wlzole} (pieces) 
etc. ----

Free Free Free 15 

Free 30 o.s IOOr 5 
Free 30 o.s 
Free 30 o.s 
Free 30 o.s 

l.r. 140 o.s 6o 
t.r. 4S o.s 6o 
l.r. 160 o.s 6o 
t.r. I6o o.s 6o 
l.r. IBS o.s 6o 
l.r. 185 o.s 6o 

of 1942 it was estimated that sh 1/2 d bought al a11 average 4SO grammes per week. In addition 
lacon was specifically rationed at us grammes a week. Total rationed meat thus amounts to 
~)lout 550 grammes. It should be remarked, however, that some meat products (sausages in par
ticular) were unrationed, and that certain quantities of meat products and fish were obtained 
ander the point rationing system of canned goods. . 

2 From March 1942 dairymen were authorized to allow three (instead of previously two) pints 
a week to non-priority consumers, and from the last week of May sales were free. 

3 Tea only; coffee and cocoa not specifically rationed. 

Italy: 
1 Children are reported to receive in general normal adult rations. 
2 Differing according to locality. 
1 Jam rationed; persons under 18 years of age receive 125 grammes a week. 

'Jennany: 
1 Miners only. 
: Skit.nmed milk locally rationed. 

Rattons change according to supply. 

~altic Stales: 
~Jam, cheese, eggs, and fish distributed from time to time according to available. supplies. 

Up to 14 years of age. 

3clgi"'": 
· 

1 Children are reported to receive normal adult rations. 
(Notes conli11ued 01~ next page.) 



(Notes to Tobit I, continued.) 
2 Rations reported to be frequently unavailable; in this case bread may be purchased: 500 

grammes potatoes equalling so grammes of bread. . 
a :Milk reserved for children; rations reported to be the same as '"'Germany. Skimmed milk 

locally rationed. 
• Eggs reserved for small children and expectant mothers. 

Cs:echo-Slovakia: 
Protectorate of Bohemia and Moravia: 
1 For children up to 14 years only. 
2 Fat content of liquid milk reduced from 3.6% to 2.5%. 

Slovakia: . · . , 
1 140 and 16o grammes respectively in urban, 185 and 28o m rural areas. 

Denmark: 
1 Unrationed, but restricted. 
• Fat content of cheese legally restricted to 20%. 

Finland: 
1 Cereals may be purchased instead of bread 
• Included in fat ration. 

France: 
1 Prefects may impose temporary reduction of rations. 
• In rural areas ; in cities 250 grammes. · 

Greece: 
1 Athens and Piraeus only. 

Hungary: 
1 6o grammes in rural areas, 260 in Budapest. 

Nether lands: 
1 During July cut down to 1,000 grammes. 
• 1,750 grammes skinl milk. Whole milk in certain districts. 

Norway: f I · " b II ". . II d "I bl 1 Meat too scarce or regu ar ratlonmg, ut sma quantities are occas1ona y rna e ava1 a e. 
2 Rations are frequently unobtainable. 

Poland: 
1 Information on rationing in Poland is incomplete and frequently contradictory. The adminis

trative division of the country together with the discrimination with regard to different racial and 
national consumer groups makes it difficult to obtain a picture of conditions; furthermore, legal 
rations are often unobtainable. The figures given in the table relate to October and December 
1941; later but partial reports indicate further decreases in rations, particularly for bread and 
meat. Thus, according to the "Polish Feature and News Service," No. 35, the bread rations for 
Poles in the "Government General" are now about 1,000 grammes per week and meat rations So 
grammes per week. 
Roumania: 

1 Bucharest only; local rationing in other towns. 
• Of which 1,6oo for normal consumer and 3,200 for heavy worker are maize bread. 

Yugoslavia : ' 
Serbia: 
1 Belgrade only; local rationing in other towns. 

Spain: 
1 Rations vary inversely to income. 
• Figures from 1941. 

Sweden: 
1 Pure meat, excluding bones. 

Switzerkznd: 
1 Including flour. 

Japan: 
1 Rice. 
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in calorie consumption has been relatively small, and considerably less 
than could be made good b! increased potato consumption.• 

Germany, ~erman occupi~d areas (except Denmark), Italy, Spain 
and ~od!upied France ration bread, cereals and potatoes. Rations 
for thiS> f~od grb~p. as a whole, th~refore, can be compared with 
correspomhng peacetime figures. Estimates for Germany would in
dicate that calorie. consumption in the starch group as a whole has 
decreased by some 20%.' The figures suggest that the decline in the 
calorie c,pntent of the rations in Poland and Italy was between 50 
and 6o% of"the pre-war consumption, in Norway and the Nether
lands perhaps between 20 and 25%; estimates for Belgium and 
Czecho-Slovakia are more doubtful ; in both cases, however, the situ
ation appears worse than in the Netherlands and worse than the 
legal, though not universally available, rations in Norway. The situa
tion is still serious in Spain, in spite of Argentine shipments of 
wheat; and there is famine in Greece. In all these cases, it should be 
noted, cereal-potato consumption has been depressed below pre-war 
levels, leaving no important food free to compensate for the loss of 
calories following upon the decrease in consumption of other staple 
foods. 

Sugar. The national differences in rations are large, but differ
ences in consumption were very large before the war. Too great a 
significance should not therefore be attached to the sugar rations as 
such. In Italy, for instance, consumption may perhaps be higher than 
before the war when it was exceptionally low, while it has not 
greatly decreased in Germany. Some reduction has taken place in the 
United Kingdom, France and Switzerland. Sugar is now rationed in 
the United States and Canada. ' 

Meat. Meat covers a great many varieties of food and comparable 
estimates of consumption and rations are difficult. It is frequently 
reported that legal rations are not obtainable; moreover, absence of 
meat rationing may, as in Norway, indicate not plenty but such ex
treme scarcity that regular rationing cannot be maintained. The 
highest meat rations, though below peacetime averages, are in the 
United Kingdom. Swedish and German rations have been further 
reduced and are at present I 70 grammes and 300 grammes respec
tively, or· only a fraction of the pre-war consumption. • The level of 
consumption, though not necessarily the rate of decrease, is lower in 
Italy and the German occupied areas; quantities available in Norway, 

1 It has been announced that the weekly rations of bread, meat and potatoes in 
Germany are to be increased, for normal consumers, to 2250, 350 and 4500 grammes 
respectively, as from October 19th, 1942· • . . 

• For Germany, however, cf. the announcement referred to. m ·the precedmg 
footnote. 
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S . Greece parts of Poland and Yugoslavia are trag.ically low and 
. pamm, _are~ practically nil. Fish is generally ulflratiOned; it was· 
m so ... B · · h d' t b t important. in Scandinavian and ntiS 1e s, u , except for the 
Swedish, catches have been ~enerally much reduced ov.:fng to the 
war. Had fish been included w1th meat, the comp~rts~n With-pre-war 
tandards would certainly have presented a darker picture; 

s Fats. As shown by e>.."Perience during the last war, large decreases 
in fat consumption have serious effects on healtf1, morale and effi
ciency. The continent of.Europe was dependent t~ a la~ge fXtent on 
overseas imports of feedmg stuff~ for the production o"i. ammal fats, 
and with the cessation of these Imports fats became the most gen
erally and most severe!~ rationed foo~stuff. Ratio.ns throug?out are · . 
much lower than previOus consumptiOn. The highest rations are 
found in Denmark, followed :by the United _l{ingd?n:t and Germany; 
in many of the occupied a_:eas they ar~ almost neg!Igible .. 

Milk. Milk, the most Important smgle food, IS non;_tmally unra
tioned in Denmark, the Netherlands and Sweden. This, however, does 
not necessarily imply the absence of scarcities. In Germany and most 
of the occupied areas, "normal consumers" receive no whole milk, 
which is reserved for children, expectant mothers, etc.; in the United 
Kingdom normal consumers receive what remains after priority 
groups (children, expectant mothers, etc.) have received their full 
rations. 

Cheese and eggs. Consumption of cheese and eggs has almost 
everywhere been drastically reduced, and in most German-occupied 
countries these foods cannot be obtained by normal consumers. 

Coffee, tea and cocoa. Imports from overseas to the continent of 
Europe have been practically stopped, and rations of coffee, tea and 
cocoa are small or non-existent. Tea is rationed in the United King
dom and Ireland. 

Fruits au.d vegetables. Owing to the uneven supply and the pe~ish
~ble character o.f f~uits and vegetables, it is difficult to include them 
m a regular rat10mng scheme; they were rarely rationed during the 
first _Years of war. Demand, however, has frequently outrun supplies, 
~eadmg to shortages and inequalities in distribution. Some sort of 
mfor~al rationing has theref9re frequently had to be introduced. 
Thus, In Germ~ny, si?ce the late spring of 1942 townspeople are not 
allowed to obtam fruits and vegetables by direct purchase from pro~ 
~ucers i the whole output is collected by official marketing organiza
ti~ns. In the towns, rationing is enforced either by coupons or by 
tym.g consumers to one particular retailer who is responsible for 
eqwtabl d' t 'b · . e IS n ution amongst his customers In Berlin for instance, 
m July 1942, each consumer was restricted ;o a weeki; allowance of 
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one pound. Scarcities and local rationing are reported also from 
many of the occ·i!pied areas. " 
Wh~le rationing of food is still practised widely only in European 

countnes and Japan, the spread of the war in the Pacific has caused 
partial starcities ?n Other parts of the globe. The rationing of sugar 
in the Unxed States and Canada has been mentioned above and 'with 
the progress of the. war, scarcities of other goods have' arisen or 
threaten to arise. In the United States the military demand for meat 
has causl\d loc!ll shortages of civilian supplies and general rationing 

"is under consrderation. Australia, in September 1942, introduced two 
"heelless" days a week, and Jamaica a little earlier introduced three 
meatless days a week. The shortage of shipping has also led to 
scarcities in the United States of coffee, te,a, spices, etc. In no case, 
however, is the general diet· affected to anything like the same extent 
as in Europe. · · 

The above discussion has related to "normal" consumers only. As 
seen from Table I above, however, rations are highly differentiated 
according to consumer category. Heavy and very heavy workers , 
generally receive considerable extra rations of the chief energy 
yielding foods; children, expectant mothers and in many cases sick 
people and invalids receive preference in the. distribution of the chief 
protective foods, in particular milk, eggs, cod liver oil, fruit juices, 
etc. Even though the differentiation of rations is generally .based on 
physiological needs, it appears that in terms of relative needs, infants, 
small children and women are better off than adult males who are 
normal consumers. As most men live in family groups and actual 
consumption depends on the total rations of the various family mem
bers,· it

1
is necessary in order to obtain a more reliable picture of 

average consumption to study family consumption.1
. 

In the League of Nations study on "Wartime Consumption and 
Rationing," peacetime consumption of typical workers' families is 
compared with the wartime rations of a hypothetical family composed 

1 Significant redistribution of the individual rations may take place within the 
family group. Thus, according to a study by Mr. F. de Gros Clark, published in a 
recent number of the Lancet (as reported in Tile New York Times, Sept. 14th, 1942) 
in forty average British working-class families averaging six members, the father 
received half or more of the family ration of meat and cheese and frequently more 
than his share of eggs. Children under 5 received little or no meat and children 
between s-18 some 70 to 8o per cent of their share. On the other hand children re
ceived nearly the entire family ration of milk, in addition to the milk allowance at 
school. rhey received th~ir full egg ration. Fis~, b.rea~, vegetables and desse~ foods 
were fa1rly evenly distributed. Thus, the redistributiOn of food relates chiefly to 
animal proteins and the diets which are most likely to be deficient in this respect are 
those of mothe~s and children who have left school. In countries where the total 
rations are below physiological requirements, it may be assumed that the. r.elative 
position of the housewife is even more serious as regards not only the composition but 
also the absolute level of her food intake. 
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f "normal consumer" husband, a wife and three children. In both 
0 a d · k"l li' • cases consumption is expresse m ~ ogramme~ per consumption unit 
per annum.• Certain general concluswns emergmg from the§e data are 
summarized below. . . ~ . ,. · 

A practically complet~ syst.em of r~twnmg co.vermg 9<;! per. cent 
or more of calories obtamed m pe~cetime from foods now rationed 
is in force in Germany, the occu~Ied ar.eas ( ex~pt Denmark' and 
Italy. The percentage of food r~twned IS lowe~ m Swed~n (7S%) 
and Denmark (65%) and relatively moderate 111 the Pmt:ed King-
dom (57%) and Switzerlan.d (less than S<?% ~. . 

The question whether diets are quantitatively sufficient or not 
depends first on the s~ze of the rationed portion a.nd secondly on the 
supply of such unratwned foods as may be available. In countries 
where rationing is practically complete, such additions as can be 
legally obtained consist mainly of vegetables, fruit, fish, skim milk 
or poultry, which cannot make up for any serious calorie deficiency 
as even in normal times they contribute few calories to the average 
diet. They are, of course, important as sources of other nutritive 
elements. Moreover, during the spring and summer of I942, sup
plies of these foods became increasingly inadequate, and in Germany 
and many of the occupied areas, subject either to general or local 
rationing. When legal rations are actually available, and food is not 
purchased illegally in the black market, rations in these countries 
would approximate fairly closely to total consumption. In reality, of 
course, rations, particularly in the occupied areas, are not always 
obtainable and workers frequently lack the necessary income to buy 
them. On the other hand, numerous reports testify to a considerable 
g;owth. of black markets, supplying naturally in the first instance the 
higher mcome groups able to pay the often exorbitant prices.2 

These facts require to be borne in mind. when considerinO' the fol
~owing ro.ugh ~stimates of the calorie content of the totalleg~l rations 
m countnes with complete rationing. The figures show calories per 

~ T.he "consumption unit" is represented by an "adult male" and is based on the 
b.one needs of persons of different age and sex the needs of women and children 
emg exp.ressed. as a fraction of that of an adult ~ale. In order to obtain figures per 

cofnsumptlon. umt, .the consumption of the family is divided by its equivalent number 
o consumption umts · . 
tO:.Sit ib estima:ted th~t of the 1942 wheat harvest in France of six and a half million 
tion'b~ o~t a SIX!h wlil go into the black market. As regards meat the 1942 produc
a thirii een estimated at a~out a m.illion tons, of which some 300,~00 tons or n~arly 
s t 5 expected to find Its way mto the black market. (The New York Tunes, 
m'itr~psr~) ~n.slme of th~ occupied areas it is stated that "the German ocC\1P:l;
pal suppliers tooth Cia 5 are so hberally supplied with food that ••. they are the prmci
Rationing Unde Ae bl!lcRk m

1
arket." (Interallied Information Committee, London, 19'12-

r XIS II e, 1942, Vol. 2.) 
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consumption unit and must not be confused with the figures for the 
normal consumer"which would, of course, be considerably lotver. 

Germ"any 
2'510 

BelgiUm 
• 2135 

Netherlands 
•• 2745 

France 
0 1830 

Norway 
2500 

Finland 
1615 

Czecho-Slovakia 
2390 

Italy Pola,nd 
1510 1370 

These .ligutes should be compared with physiologically recognized 
requirements of 2400-3000 calories a day per consumption unit, 
though these requirements change with climate, occupation, etc. It 
should be recalled also that agricultural and heavy industrial work
ers (as well as the men in the armed forces) receive extra rations, not 
included above; the figures, therefore, are throughout lower than 
they would have been if it had been possible to take this factor into 
account. But nevertheless they suggest an intake :below physiological 
standards, though perhaps not critically so, in Germany, Nether
lands, Norway and Czecho-Slovakia and more or less serious defi
ciencies in Belgium, France, Finland, Italy and Poland. In cotnpar
ing the German figures with those of the other countries, it should 
be observed that rations, according to all reports, are more fre
quently obtainable in Germany, so that the relative position of Ger
man consumers is, no doubt, more favourable tha!l indicated by these 
figutes. The.situation in France shows great local variations, condi
tions generally being much worse in urban areas, although the legal 
rations may often be supplemented by foods acquired in the black 
market. The situation in parts of Yugoslavia and Poland, in Greece, 
and according to available information in occupied Russia, must be 
characterized as a state of or near famine. During the summer of 
1942, the inauguration of regular relief shipments of Canadian 
wheat to Greece has slightly improved the appalling situation in that 
country. 

It is more difficult to estimate actual consumption in countries 
which leave one or more of the important staple foods unrationed, 
for it can be. taken for granted that the enforced decrease in rationed 
foods is accompanied by an increase in the still unrationed foods. 
The figures below show the calorie value of rationed foods per con
sumption unit in countries in this category for which it has been 
possible to make estimates. 

United Kingdom 
1325 

Denmark 
2090 

Sweden Switzerland 
1840 1030 
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In Sweden and Denmark, additions of some goo ~nd 1200 calories 
respectively of unrationed foods are required to bring the d!et up to 
physiologically desirable levels. In Denma~~ potatoes, fj:utt,, vege
tables, milk and cheese are free, and supphes appear suffictent to 
maintain the desired calorie levels. In Sweden, the consumption of 
unrationed potatoes, which has increased by 26%, and of milk, 
which has increased by x6%, is adequate to ma~ntain consumption 
even above the 3000 calorie standard. In the United Kingdom 
the peacetime consumption of unrationed goods is,.estimated to 
have amounted to I 580 calories. If this consumption is assumed to 
have remained unchanged, total consumption would amount to about 
2900 calories. In fact, consumption of certain items, fruit in particu
lar, has gone down, but on the other hand bread consumption has 
gone up by some 20 per cent. On balance, therefore, it seems permis
sible to assume that consumption from these sources has not sunk 
below the pre-war standard. In addition, however, meals provided 
outside the ration in canteens, restaurants, etc., while absorbing a 
part of the increased bread consumption, may perhaps be assumed 
to add on an average about 400 calories per consumption unit a day, 
making a grand total of perhaps as much as 3300 calories a day. 

An analysis of the composition of the diet with respect to the 
nutritional pr.operties necessary to prevent malnutrition is even more 
difficult. Fats, the most concentrated source of energy, have greatly 
decreased. Proteins, the main body-building constituents in the 
diet, are obtained from both vegetable and mineral foods. A serious 
lack of vegetable proteins is likely only in countries where bread 
consumption has greatly decreased and potatoes have been substi
tuted, as in Poland. Consumption of animal proteins has been seri
ously reduced. It remains on relatively high levels in Denmark, 
Sweden and Switzerland and appears satisfactory in the United 
Kingdom; ·but in Germany, the Netherlands, Finland. and Czecho
Slovakia absolute consumption is considerably below pre-war stand
ards; in Norway and Belgium consumption is much lower, and is 
lower still in Italy, Poland, Greece and Spain. . 

Deficiencies of dietary phosphorous and calcium have developed 
where milk and egg consumption has decreased, particularly as it 
has not been generally compensated for ·by increased consumption of 
green veget;ables. Serious deficiencies in this respect have therefore 
devel?ped in continental Europe. 

!Vtth regard to vitamins, the situation would appear relatively 
satisfactory-at any rate not greatly more unfavourable than before 
the war-in the United Kingdom, Sweden, Denmark and Switzer
l~d. In Germany, the diet would appear particularly lacking in vita
roms A and D, and the situation in this respect is even more serious 
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in the ?~cupied ~reas. B:>: and hirge, the survey suggests that the 
compositiOn of C!Iets deteriorates together with the decrease" in quan
tity, and that malnutrition is most serious where the quantity of food 
has decreased m~st. · 

Ratio'hing naturv.IIy tends to equalize consumption of the different 
income g}oups. The legal rations .are larger and better composed in 
some countnes th.an the actual diets of the poorest income groups 
before the war. Thi~ raises th~ question of whether or not the poor 
are able. to ~uy their full ratiOns. Most governments subsidize, in 
one form or the other, the prices of staple foods, distribute foods
particularly milk-free or at .greatly reduced prices to needy families, 
supply school lunch to the children, etc. Measures of this nature have 
gone farthest in the United Kingdom, but are important also in such 
countries as Sweden, Switzerland and France. 

Gooos OTHER THAN Fooo 

Rationing of clothes is at present as frequently imposed as is food 
rationing. It is applied in the United Kingdom, Ireland, New 
Zealand, Australia, Italy, Germany and occupied Europe, as well as 
in Sweden, Switzerland, Spain and Japan. 

Owing to the variety of needs, recourse has been had to group 
rationing based on the "point" system. Under this system, each 
rationed article is valued at so many "points," and each individual 
is given a certain number of points, which he may use according to 
his own preference within his point income. In other words, total 
demand is limited while. freedom of consumers' choice is main
tained. Obviously, however, the total purchasing power is deter
mined both by the number of coupons and the '"price" of commodi
ties in points; little significance, therefore, attaches to the number of 
points issued in different countries. Moreover, the scope of rationing 
differs from country to country. Thus in the United Kingdom protec
tive garments, hats and clothes for children under four years of age 
are exempted. In Sweden and Switzerland shoes and garments made 
of artificial fibre are not rationed. In Germany and occupied Europe, 
the scope of the group rationing has been progressively narrowed by 
the wider use of the system of special buying permits (Bezzegs
scheine). In Germany shoes and certain articles containing a high 
proportion of wool, linen or cotton can b~ obtaine? only after the 
consumer has proved his need for the!ll. Durmg the wmter of 1941/42 
the population was even obliged to give up heavy woollens, ski boots, 
furs, etc. already in their possession. . . . 
. In the occupied areas the German group syste.m IS adopted m prm

Ciple, but it has an even narrower scope than m Germany, and the 
rigid system of buying permits, varying according to the degree of 
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local scarcity, has assumed a more dominant position. Shoes and 
heavy cl6thing are often difficult or impossible to ot'iain even with a 
buying permit. . . . ,. 

Estimates of the effect of clothmg rat10nmg on the level of con
sumption are not generally available. In Germany, 'however( civilian 
purchases of clothing during the first half of 1941 are stated to have 
declined by some so% in volume as compared witl;t the pre-wadevel. 
In the United Kingdom, the "Retail Trade Committee" in its Second 
Interim Report (January 2oth, 1942) estimates that during ~42 "the 
total quantity of clothes for which coupons-the only legal currency 
-are available is about one-half of what it was before the war." It 
estimates too that the total supply of footwear "may be one-third 
lower than in pre-war days." 

The national levels of consumption varied. widely before the war. 
The table below is intended as a rough illustration of the present levels 
of clothing rations in the United Kingdom, Germany and Italy. 

Table 2.-Relative Point Val1tes of Representative Items of Clothing 

(Total point values in each country for a period of 12 months = 100) 

MEN WOMEN 
Pair 

of 
Wool- wool-

len Cot- Pair Wool- Dresses len Pair 
over- ton of len Wool- Cot- stock- of 
coat Suit shirt shoes coat len ton ings shoes 

United ------ r---
Kingdom' 3S SI IO 14 3S 22 14 4 IO 

Germany• 132 8g 33 132 67 so 7 
Italy' 67 63 8 so-63 31 IS 2 s6-s8 

• Rationing period: beginning June Ist, 1942. 
• Rationing period: beginning September Is!, I941. Heavy clothing and shoes are 

regularly obtainable only through special purchasing permits. The figures in the 
above table are ratings relating to the summer of I94I when these articles were 
temporarily obtainable on the rationing cards. 

• Rationing period: beginning November Is!, I941. 

Even when full allowance is made for differences in the date and 
in the scope of rationing, the table suggests that clothes rationing is 
more severe in Germany and Italy than in the United Kingdom. The 
need for warm clothes in Italy, however, is of course less than in 
mo:e northerly countries. The scope of rationing in Sweden and 
Sw1tz~rland is narrower than in Germany and the United KJngdom, 
and. d1rect comparisons are therefore impossible. On the basis of 
available ?at3;, h~wever, it appears safe to conclude that permitted 
consumption 1s h1gher than in Germany, while it is certain that it is 
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lower in the Ger~an-occupied countri~s, with the possible exception 
of Denmark, than in Germany. • 

The qu~nti.tative limitation on purchases has led practically every
where to an n;cr~sed demand for goods of high quality. As these 
generaiit requ1re a.,greater outlay of scarce resources, the "price" in 
"points" nas generaiiy been progressively increased for wooiien 
goods, while it has been decreased for the cheaper qualities and 
goods made of substitute or domestic materials. Indeed, the pricing 
in pointsohas.tended more and more to be based on considerations of 
real cost. 

Economy is enforced also by means of standardization. As a first 
step, governments limit styles, either "freezing" prevailing fashions 
or insisting on some changes to economize material. Such measures 
have been adopted not only in Germany, the United Kingdom and 
most European countries; but also in the United States. A further 
step is to prescribe the quality of clothing material produced. In the 
United Kingdom, standardized materials, "utility'' cloth, have been 
introduced, and it was reported in the spring of 1942 that the trade is 
graduaiiy concentrating on the manufacture of this material. In Ger
many, working clothes have been standardized in design, quality and 
price. The need has been felt, as in the case of food, for a differential 
system of rationing. Thus in the United Kingdom protective cloth
ing has not been rationed, and in other countries low point values 
are assigned to this type of clothing. In some countries, the number 
of points issued to men, women and children differ. Expectant moth
ers, children and adolescents frequently receive extra points. Reports 
from practically all countries that apply clothes rationing, neverthe
less, indicate that the problem of black markets and trade in "points" 
is serious. 

As mentioned above, it has not proved practicable to apply coupon 
rationing to durable consumers' goods-automobiles, radios, refrig
erators, washing machines, etc.-and the necessary restriction of 
supply is affected by control of production, the individual special 
permit system often being applied to retail sale. A different problem, 
however, is presented by household essentials current!! c~nsu.med, in 
particular fuel and light. In Europe .the. problem of d1str~bu!10n was 
first generally met by more or less md1rect measures; for mstance, 
the supply of hot water was limited to certain days a we.ek or month; 
a permissible maximum temperature for homes was 1mposed,. and 
the heating season limited by law: Later,. consumer~ were perm1~ted 
a certain quota of their consumption durmg a spec1fied base per~od. 
In cases of even more severe shortage, resort was had to direct 
rationing. Thus in Belgium the coal ;ation is de.termil;ed by t~e size 
of the family, the per capita allocation decreasmg w1th the s1ze of 
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the family. Germany has introduced a complicated point system di
viding the country into climatic zones, consideratiO'n being given to 
the total number of persons and rooms per household .. E':~n in Eng
land, which normally has a large export surplus, .ratlonmg of coal 
for household use has been seriously considered. Gas and ~ectricity 
have become scarce in many European countries owing Co the coal 
shortage. lndirect restrictions on their use are oommon, but 'tlirect 
.rationing has so far been comparatively rare. 

Other household goods .in common use generally subject ~o ration
ing are soap, and other washing and cleaning materials. Soap rations 
are often almost negligible; in Finland, for instance, the ration is 
25 grammes per head for 3 months, but in the United Kingdom, the 
weekly allowance to each individual is I I 5 grammes of household 
soap, 85 grammes of toilet soap, 85 grammes of flakes or chips or 
I70 to 340 grammes (depending on quality) of soft soap powder. 

Motor spirit is scarce everywhere in Europe, and civilian con
sumption has :been restricted to physicians and other persons per
forming essential public or social services. Since the entry of the 
United States into the war, local scarcities have arisen in many coun
tries outside Europe, ·and rationing has been introduced in parts of 
the United States and South America, and in the British Common
wealth. Tires are now severely rationed even in areas where motor 
traffic was not already curtailed by lack of fuel, and the United States 
has stopped the sale of tires to all civilian consumers other than 
doctors and other specified priority groups. Local rationing boards 
control the sale to priority users. 

The war has also imposed limitations on railway travel. The war 
effort itself places a heavy strain on the railroads, while the curtail
ment or cessation of motor travel has tended to increase civilian de
mand for railway transportation. In Germany and the occupied areas, 
the purchase of long-distance railway tickets has been made subject 
to special authorization, which is granted sparingly and only for 
travel considered to be in the public interest. · 

A number of articles of common consumption-tobacco, beer, 
spirits, etc.-have been subjected to increased sales and excise taxes. 
Because of the reduced possibilities of expenditure in other directions 
-largely an effect of rationing--even drastic increases in taxation 
have not been sufficient so to curtail demand as to obviate shortages, 
ev;n where, as in the case of cigarettes in Germany and the United 
Kmgdom, the amount manufactured is greater than in peacetime. 
It has become necessary, therefore, to supplement taxation by various 
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measures of direct though often informal rationing. Increased taxes 
have also been ifuposed on amusements-such as cinemas/theatres, 
races, etc. In the United Kingdom, sports events have beett curtailed 
and limits"' impos~d on the amounts which may be spent on meals· in 
luxury 1"\::staurants., .,. 



CHAPTER IV 

FINANCE AND BANKING 

The financial methods of war economy in various cC?-untfies show 
a certain uniformity. In order to "make room" for war production, 
civilian demands must be restricted. In the first place, taxation is in
creased. There is no instance, however, where taxation alone has 
solved the problem. The State is obliged to borrow. If it cannot get 
enough by voluntary loans from the public, three ways are open. The 
State creates fresh credit by borrowing from the banks, and, by spend
ing it, drives up prices and forces the public to lower its level of con
sumption. In this war in contrast to the last, war finance through price 
inflation can hardly be said to have played a dominant role so far, 
except in China, Italy, Roumania and a small number of other 
countries. 

Another method is to block a part of consumers' incomes by com
pulsory saving. This device, though introduced in an increasing 

' number of countries, has not so far proved of great importance 
1 quantitatively, not even in the United Kingdom where it was first 

adopted. 
The third approach to the problem of Government borrowing is a 

by-product, as it were, of the direct restrictions on purchases of pri
vate consumers and producers of goods for civilian use. Money in
comes are maintained or even increased; but outlets for civilian 
expenditure are closed by rationing, allocation and priorities; and the 
unspendable funds become available to the State either by direct in
vestment in war bonds or indirectly by way of the banking system. 
The war economy of today being increasingly characterized by State 
regulation of prices, production, distribution and labour, this alterna
tive form of "compulsory saving"-enforced by direct controls on 
the commodity side-has become increasingly important. 

To the extent that the funds which the public is unable to spend on 
·goods are held in bank notes, deposits and saving accounts rather 
than in Government securities, it is the banks-the central, commer
cial and savings banks-that take up the loans issued by the State. 
The result is a cumulative increase in the volume of money; and as 
the public becomes more and more "liquid," so security prices rise and 
interest rates decline. 
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In accordance with this simple outline, the four sections of this 
chapter will.deallvith the following.points: (I) Government'l:axation 
and borrowmg to mee~ the mountmg volume of war expenditures; 
(2) the dlanges affectmg the assets of the banking system the in
crease i~':' G~vernmt:n! loans b;it;g ~l~i~f among them; (3) 'the cor
respondmj mcrease m banks hab!lthes, that is, in the supply of 
money; (4) the ef!iects of t)tat .increase on the movement of security 
values, mone! rat~s and bond y1elds. The effects on commodity prices 
will be exam~ned m a separate chapter. 

GOVERNMENT EXPENDITURE, TAXATION AND BORROWING 

The course of Government finance in recent years is summarized 
for I8 countries in Table I. Differences in accounting methods and 
in the scope of the national budgets limit the comparability of these 
figures from country to country. But their general trend is clear 
enough. As a result of the expenditures arising from the war, the 
total volume of Government spending shows a steep increase not 
only in the belligerent but also in most of the remaining neutral states. 

The distinction between military and non-military expenditure is 
of course not always clear and varies in fact in different countries. 
Taking the figures as given, however, it may be noticed that in 194I, 
or the fiscal year I94I/ 42, the share of military in total expenditure 
was, for instance, 85% in the United Kingdom, 8o% in the United 
States, 79% in Switzerland and 70% in Finland.1 In Canada the pro
portion was 7I%; but in the financial year I942/ 43 the estimated 
share of war expenditure rose to 82% of total Canadian Government 
expenditure, largely on account of a contribution made to the United 
Kingdom in the form of a $I,ooo million gift to cover the United 
Kingdom's war purchases in Canada. Previously these purchases 
were financed outside the budget through debt repatriation and accu
mulation of sterling balances. Lend-lease expenditure is included in 
the war expenditure of the United States. Among the countries 
receiving lend-lease aid from the United States, the United King
dom and Australia exclude it from their budget accounts while India 
includes it and New Zealand has entered it as a loan of £NZ IO mil
lion in its budget estimates for 1942/ 43·2 

In some cases a part of Government expenditure is financ~d by 
special funds and does not appear in the budget accounts as pubhshed. 

1 This comparison is obviously aff~cted by the differences in the distrib?~ion of 
non-military expenditure between the central government and local authortttes. In 
a federal state the non-military expenditure of the central government tends to be 
relatively low. • . 

2 For detailed information concerning the lend-lease shtpments of the Umted 
States, reference should be made to Chapter VI. 



Table I.-Government E:¥penditure, Ta:¥ Receipts and Borrowing 
National currencies (ooo.ooo's) • 

(For notes seep u2) 

a Increase or Decrease ( ) 
Exoenditure in Domestic Debt . 

Country - Of which Tax l,ong& Short 
Currency Fiscal Total War Exp. Receipts Total medium term 

Fiscal Year Year (a) (b) (c) Ja> (f') (f) 
~ -D 

BELGIUM 1938 14482 III31 ~287 740. 547 
Franc 1939 14291E II7IOE 2676 297 2379 
Jan.-Dec. 1940 26246E u68sE 12178 882 II296 

1941 32226E 12173E 19408 ~76 9932 
1942 ... 146o7E 10700& 38o9a 69sxa 

D 
-126 BULGAIIIA 1938 7207 1870 7659 369 495 Lev 1939 8290 2833 84os 1357 -128 1485 

Jan.-Dec. 1940 9571 3378 9431 3217 -84 3301 
1941 16424 6791 13778 3577 61 3SI6 
1942 178ooE 786oE 14402E 4141b 4897b -1'S6b 

D 
FINLAND 1938 4839 5035 102 221 ,--II9 Markka 1939 Sos6 5512 *1302 ... . .. Jan.-Dec. 1940 *21200 6719 9421 ... . .. 

1941 *20000 *14000 BosS 9630 ... ... 
1942 ... . .. *88ooE 2781° ... ... 

FRANCE 1938 89078 46963 *57573 
xo8x"84 Franc 1939 *193097E 5763oE 251874 143694 Jan.-Dec. 1940 *269832E 66os7E} 429383• 24i85• 405198° 1941 *273194E 57018E 

1942 *258444E 663osE 72385r 6846f 65539r 
GERMANY 38/39 17712 II222 7463 3759 Reichsmark 39/40 23575 21240 5723 ISSI7 Apr.-Ma~cb 40/41 27221 376o8 17888 19720 

41/42 *31944 52393 23074 29319 
42/43 *35oooE 14781S s969B 88121 

JAPAN 38/39 8o84E 6097E 1814E 4588 4548 40 Yen 39/40 8952E 6468E 2247E s666 5563 103 Apr.-March 40/41 10034E 6764E 3168E 7435 6983 452 
41/42 20253E 15730E 3868E ... 10639 ... 
42/43 243IIE 18o79E 5767E ... . .. ... 

SWEDEN 38/39 1578 234 nos 204 g8 lo6 Krona 39/40 288o 128g 1369 991 423 s6B July-June 40/41 3878 2o6g 1597 1545 1206 339 41/42 4314E 2510E 1714E 97!J' 427h 552b 
42/43 *3833E *2041E *x858E ... . .. ... 

SWITZERLAND 1938 
D 

67s 539 95 -II 106 Franc 1939 1038 392 6o3 332 287 45 Jan.-Dec. 1940 1665 II27 795 972 725 247 1941 1776 1309 872 953 736 217 1942 · 1819E 1310E 703E ... . .. ... 
UNITED 38!39 1068 400 896 152 74 78 KlNGDOll[ 39/40 1821 II4I 1017 782 213 569 £ 40/41 3884 3220 1359 2467 1143 1324 Apr.-Marcb 41/42 4788 4o85 1962 2566 2067 499 42/4a S286E 4~ooE 2361E 429' ax~' n~' 



Table I.-Government Espe11ditureJ Tas Receipts a11d Bo"owing 
• ( C o11ti11ued) 

National currencies (ooo.ooo's) 
(For notes see p II2) • • 

~ 
Increase or Decrease (-) • Expenditure in Domestic Debt 

CountrY . Of which Tax Long& Short 
Currency Fiscal • Total War Exp. Receipts Total medium term 

Fiscal Year \Year (a) (b) (c) (d) (e) (f) 

38/39 
I 

8707 I206 UNITED STATES 5480 3278 3970 -6g2 
$ 39/40 8g98 I6S7 s6s2 2526 2349 I77 
July-June ' 40j4I I2711 6JOI 7754 ooo8 5002 946 

41 42 32397 20011 I3382 23443 16307 7I36 
42143 8oo44E 74oooE 22065E 53021E ... . .. 

CANADA 38/39 553 436 86 54 32 
C.$ 39/40 681 u8 468 403 395 8 
Apr.-March 40/41 I2SO 752 778 870 824 46 

41/42 1895 1352 1361 1791 I666 I25 
42/43 39ooE 32ooE 2040E .... ... . .. 

AusTRALIA 38/39 97 14 74 I8 14 4 
£A. 39/40 I38 ss go 47 46 I 
July-June 40/41 252 170 125 74 6I 13 

4I/42 4I5 319 I79 I62l 8Jl 791 
42/43 ssoE 440E 219E ... ... ... 

NEW ZEALAND 38/39 36 3 32 I4 - I4 
£N.Z. 39140 42 7 35 I8 9 9 
Apr.-March 40/41 62 27 so 26 2I s 

4I/42 88 52 57 4I 32 9 
42/43 16SE I33E 67E ... ... . .. 

INDIA 38/39 IJOS 52 I 746 . 
x78 Rupee 39/40 IJOI 503 813 I24 54 

Apr.-March 40/4I 1583 748 779 I334 I266 68 
41/42 18g2E I038E 954E 811 376 435 
42/43 2287E I3SOE II47E ... ... ... 

SOUTH AFRICA 38/39 64 2 33 x6 7 9 
£S.A. 39140 68 4 34 8 8 -
Apr.-March 40/41 122 6o so 53 36 17 

41/42 132 72 64E 83 83 -
42/43 *x44E *8oE *64E ... ... ... 

ARGENTINE 1938 1278 253 795 
36i Peso 1939 1400 227 754 390 -29 

Jan.-Dec. 1940 1320 223 715 437 148 28g 

1941 *1367 246 68o 603 347 256 

1942 *I243E *291E *73oE ... ... ... 
q 

BRAZIL I938 4144 3880 960 soo 400 
Milreis 3795 go6 833 73 1939 4335 8s Jan.-Dec. I940 4630 4037 I2I6 IIJI 

1941 *488IE *I2Q7E *412sE ... ... ... 
1942 *5026E *1488E *4J8gE ... ... ... 

CHILE 1938 1664 443 1394 -13 -35 22 

Peso 1378 411 2QI 210 
1939 1777 449 I48 Jan.-Dec. 1940 22Q2 ss6 1597 219 71 

263 
I94I 276I 676 *18g2 254 -9 

- 1942 2631E 2043E ... ... ... ... 
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Noles to Table r--Govenunent Expenditure, Tax Receipts and Borrowing. 
E: ~stimates. *Provisional figures. 0 Including reven!Uf other than tax 
rcce1pts. 
• Dec.• 31st, 194I-June 30th, I942. b Dec. 31st, 1941-June aoth, I942· 0 Dec. 
31st, 1941-March 31st, 1942. d Jan. Ist, 1939-August 31st, I939· ""5cpt. Ist, 
1939-Dec. 31st, I941. f Dec. Jist, 194I-May 31st, 1942. s,JVIarch Jist, 1942-
June 30th, 1942. h June 30th, I94I-Dec. 31st, 194I. 1 lvf.arch 31st, Ig42-June 
30th, 1942. l June 30th, 194I-March 31st, 1942. I' 

General. For more detailed information on budget acco;nts and public debt see 
the Statistical Year-Book of tile Leag11e of Nations 1940/41 and 1941/42 (in prepara
tion). This volume may be referred to in particular for the ab$olute• amounts of 
internal public debt and also for data on external debt, not shown in Table I. Where 
significant changes have occurred in the external debt, these are mentioned in the 
notes below. 

Belgi11111. Cols. (a)-(b) : Including occupation costs in 1940 (4,600 million) and 
1941 ( 15,150 million). Excluding advances to public undertakings and food sub
sidies. With these included, total expenditure in I94I was 36,640 million. 

Bulgaria. Col. (c): In 1942, including extraordinary receipts from loans and 
surplus from preceding year. 

Finland. CoL (d): Changes in external debt: -358, +545, +I,96I and +547 
million respectively in I938, I939, 1940 and the first II months of I94I. 

France. Cols. (a)-(b) : Including special credits for national defence up to June 
I940 and occupation costs thereafter. Col. (c): Excluding receipts of the Amortiza
tion Fund. Col. (f) : Including debt to Bank of France on account of occupation 
costs. 

Germany. Col. (d): Including tax certificates, advances by the Reicilskreditkassm 
and, since January 1942, industrial11on-interest-bearing deposits with the Treasury 
against tax facilities after the war. 

Japan. Cols. (a)-(c): General Account plus Special War Account, with adjust
ments for transfers between the two accounts. 

Sweden. Cols. (a)-(b): Current and capital expenditure and, in 1941/42 and 
I942/ 43, special budget for national defense. · 

Swit::erland. Col. (c) : Including a part of the Exchange Equalization Fund 
allocated to the Federal Government (250 million for military expenditure and 75 
million forpublic works). . 

United Kingdom. Cols. (a)-(b): Excluding lend-lease supplies. 
United States. 1942/43 : Revised estimates of October 3rd, 1942. 
Canada. Cols. (a)-(b): Including in 1942/43 $I,ooo million gift to the United 

Kingdom. Col. (c): Including in I942/43 $95 million of tax receipts refundable after 
the war. Col. {d): Changes in external debt: -82, -78 and -I70 million in 
1939/40, 1940/41 and 1941/42 respectively. 

Australia. Cols. (a)-{c) : Consolidated Revenue Fund and Loan Fund plus expen
diture from excess receipts of previous years. Col. (d) : Including debt of the states. 
Changes in external debt: +2, -I and +u million in I938/39, 1939/40 and 1940/41. 

New Zealand. Cols. (a)-(c): Consolidated Fund plus War Expenses Account, 
with adjustments for transfers. . 

In.dia. Cols. (a)-(c): Revenue .Accounts plriS Capital Outlay. According to an 
oll)cral statement, the sum shown m col. (b) represents only a fraction of the total 
berng spent in India on the war; expenditures effected under the financial settlement 
with the United Kingdom are estimated at 4,000 million rupees in I942/43· Col. (d): 
External debt: .-266, --976 and -I,649 million rupees in I939/ 40, 1940/ 4I and 
1941/42 respectively. 

Union of Soutil Africa. Cols. (a)-(c): Consolidated Revenue Fund plus Loan 
Fund. Col. (d): Changes in external debt: +5, -8 and -38 million in 1939/40, 
1940/41 and I94I/42. 

Argentine. Col. (a) : Excluding capital expenditure in I942. 
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It is for this reas~n that Denmark, f?r example, is omitted from 
Table I. penmlrk s budgetary expenditure in I941/42, Clillounting 
to 917 million kroner, was more than covered by 933 mill4>n of cur
rent reveftues; but an extra-budgetary fund was created in 1941 with 
auth?ritwr to bort'!w up t.o 6oo millio~ kroner for the financing of 
pubhc wcwks; and expenditure from this fund has not been disclosed. 

I» comparison SJf Government expenditure with national income 
cannot usefully be attempted here for two reasons. First lack of 
data maJ<es it in most cases impossible to render sucli nation~! income 
estimates as• are available sufficiently comparable. Secondly as the 
economic war effort is intensified, an increasing share of it is'derived' 
from the disinvestment of existing capital resources through deple
tion of stocks, failure to maintain plant and equipment, etc. Foreign 
contributions have also become increasingly important in some cases. 
In other words, a growing part of war expenditure is met not out 
of current national income or output but by drafts on national capital 
and by foreign resources. A comparison of war expenditure with 
total resources, and not merely national income, is given in Chapter I 
for the United Kingdom and the United States, where comprehensive 
and authoritative estimates of the kind required have been published. 
Such data as are available for Germany concerning national income, 
disinvestment and external contributions will be referred to· later in 
this section. 

On the basis of the figures given in Table I, the proportion of 
Government expenditure covered by tax receipts in 1941 or I941/42 
appears to have been less than 20% in Japan, 40% in Finland, 41% 
in the United Kingdom and the United States, so% in Switzerland, 
65% in New Zealand, 70% in the Argentine. In Italy, a country 
which for lack of data is not included in Table I, the proportion is 
reported to have been less than a third.' 

Tax receipts have nowhere kept pace with the growth of expendi
ture. Yet they have shown a considerable increase if! most countri7s, 
reflecting the increase in tax rates combined in varymg degrees with 
a rise in money income and turnover. The composition of the tax 
revenue in some of the countries included in Table I is shown in 
Table 2; and from this it appears that direct taxation has risen m~st, 
while the share of customs and excise duties has tended to declme 
with the reduction in private trade and consumption. In some coun
tries, however, taxes on indiviaual and corporate incomes have been 
pushed up to such an extent that the more recent tax increases have 
been confined to indirect taxation. Thus in the United Kingdom the 
budget for 1942/43, while leaving the income tax unchanged, raised· 

1 Neue Zurcher Zeittmg, December 8th, 1941. 



Table 2.-Government Tas Revenue 
Millions of national currency units. E: Budgetary Estimates. 

Country,. I938/39 I939/ 40 I940/ 41, I94I/ 42 I942/ 43 

UNITED KI~GDOM: (£) 
Fiscal years: April to March 

Income Tax and Surtax • • • • • • • • • 398 46o 602 
National Defence Contribution . • 22 27 24 
Excess Profits Tax • . . • . . • . • • • • r72 
Estate Duties • • • • • • • . . • • . . . • • • • 'l'l 78 8I 
Stamp Duties • • . • • • • • . • • . . . . . • . 2I I'/ •14 
Motor Vehicle Duties • . • . . . . . • . • 36 34 38 
Excise • . • • • • • • • • . • • . . • . . • • • . . • II4 I38 224 
Customs • • • • • • • • • • • • • . . • . . • . • . • 226 262 305 
Miscellaneous . . • • . . . • . . . • • • • • . • 2 I I 

Total • . • • • • • • • • • • • • . • • • • • • • • 8g6 IOI'/ I359 

AusTRALIA: (£A) 
Fiscal years: July to June 

Income and War Company Tax . I2 I6 43 
Land Tax •••••.••.•.•..•• ,. . • . • 2 2 3 
Estate Duty • • • • . • • • . • . . • . . • . . • 2 2 2 
Sales Tax • • • • • • • . . • • • . • • • • • . • • 9 I2 20 
Excise • • • • • • • • • • • • • • • • • . • • • . . . I6 I9 } 

54 Customs • • • • • . • • • • • • • • • • • • • • • • . 3I 35 
Miscellaneous • • • • • • • • • • • • . • . . . • 2 4 

Total •..•••..••••.•.• •..••.• 74 90 

CANADA: ($C) 

3 
I25 

Income tax on Individuals and 
Fiscal years: April to March 

Corporations • • . • • . . • . . • . • . . • . I32 
National Defence Tax ...••.•••• 
Tax on Dividends and Interest • . IO 
Excess Profits Tax .••••.•.•... 
Succession Duties .•••..•••.•••• 
Sales Tax • . • • • • • • • • • • • . • . . • • • . I22 
Excise •.••.•• •• •• • . . . • . • . . . . . • . 'IS 
Customs and Other Taxes on Im-

ports . .. .• • •••• .•••. ••• ... . •• 94 
Miscellaneous • • • • .. • . • . • .. • . . • • 3 

Total ....................... 436 

NEW ZEALAND: (£NZ) 

I23 

II 

I37 
88 

I06 
3 

468 

207 
28 
I3 
24 

I8o 
I92 

I32 
2 

778 

Fiscal years: April to March 
Consolid. and War Exp. Accounts: · 

Income Tax .. .. .. .. • .. • .. .. • .. • 9 I2 IS 
National Security Tax • .... ..... 6 
Land Tax .. .. .. .. .. .. • .. .. .. .. I I I 
Stamp and Death Duties • • • • • . . 3 4 5 
Highway Taxes .. • .. • .. .. .. .. .. 3 3 2 
Sales Tax • .. • .. .. .. .. . .. • .. • .. 4 4 6 
Customs and Excise • • • . . • • • . . . . I2 II I2 

Total .. .. .. .. • .. .. .. • .. .. .. . 32 35 so 

UNION OF SOUTH AFRICA: (£SA) 
Fiscal years: April to March 

Income Tax • .. .. .. .. .. .. • .. .. . I'l I8 25 
Mines Contribution .. .. .. .. .. .. • 5 
Excess Profits Duty .. .. .. .. .. .. 3 
Stal)lp and Death Duties • . • • • • • • 3 3 2 

84s 
22') 

2.p 
9I 
I4 
38 

326 
• 378. 

I 
I962 

86 
4 
3 

27 
3I 
25 
3 

I'/9 

375 
I07 
28 

I35 
'l 

236 
327 

143 
3 

I36I 

I9 
IO 

I 
6 
2 

'l 
I2 
S'l 

E 
28 
'l 
'l 
2 

E 
99I 

}42s 
• 90 

IS 
34 

367 
438 

I 
236I 

E 
u6 

4 
3 

30 
40 
22 

4 
2I9 

E 

}8Io 
28 

465 
IS 

2I8 
273 

23I 

2040 

E 
22 
IS 

I 

s 
2 

10 
I3 
67 



1Table 2.-Government Tas Revenue (Continued) 
Millions of national currency units. E: Budgetary Estimates. 

Country (\ I938/39 I939/40 1940/41 
Excise ························ 3 3 4 Customs -~····················· 9 9 10 
Miscellaneous .................... I I 1 

Total':> ••.•••.. · ••• , •••••.•••.• 33 34 so 
... 

UNITFP STATES : {$) • 
. Fiscal years : July to June 

Income Taxes • • . • • • • • . • . . . • • . • 2189 2I2S 3470 
Social Sitcurity Taxes • • • . • • • • . • 740 833 92S 
Other Internal Taxes • • • • • • • . • • 2232 234S 2967 
Customs . • . • • • • • • . • • • • • • • • • • . • • 3I9 349 392 

Total •.•••••••• • •••••••• • • . • • 548o s6s2 7754 

ARGENTINE: (Peso) 
Fiscal years : Jan. to Dec. 

Income Tax • • . • • • • • . • • • • • • • • • • xo8 II2 126 
Inheritance Tax • • • • • • • • • • • • • • • . 17 18 IS 
Land Tax . . . • • • • • • • . . • • • • • . • • • 30 32 32 
Stamp Duties • • . • • • • • • • . • • • • • . . 63 63 64 
Sales Tax . • . • • • • • . • • . • • • . • • • • • 34 37 37 
Excise (Unified Taxes) • • . • • • • • 166 172 I70 
Customs • • • • . . . • • • • • • • • • • . • • • • • 377 320 271 

Total • . • • • • • . • • . . • . • • • . • • . . . 79S 7S4 7IS 

FRANCE: (Franc) 
Fiscal years : Jan. to Dec. 

E E 
Direct Taxation ··············· 9248 14107 15480 
Registration and Stamp Taxes •. 66o8 6816 4735 
Taxes on Bourse Operations and 

6oo8 69n Capital Yields ............... 5374 
Customs Receipts •••.•••••••••• 8823 I0401 15290 
Indirect Taxes ••••.•••••..••••. 5I22 5744 4749 
Business Turnover Tax •..••••• 9844 ll872 ll673 
Armament Tax •.•••.•.•••••••• 7020 
Tax on Transactions •...••••••• 
Sugar and Monopolies Taxes ••• 1310 1779 1736 

Total ....................... 46963 57630 66057 

SWEDEN: (Krona) 
Fiscal years : July to June 

Income and Property Tax 368 3S5 464 
Defence Tax • • • • • • . • • • . . . . . . . • ISS 266 
War Profits Tax • • • . . • • • • • • • • • • 21 
Stamp and Death Duties • • . • • • • • 70 64 49 
Motor Vehicle Dutiesb • . . • • • . • . 130 138 sS 
Turnover Tax • • • . • • • . • • . • • • • • • 74 
Duties on Spirits, Wines, Tobacco, 

4
s8 

etc. • . . • •• • . .• •• • . .• • ••. • . . . . 301 389 
Duties on Artificial Fats, Coffee, 

Silk, etc ..••.•.•.•••••.•.••.•• 
Tax on Commodities •••••••••.• 
Customs • . . . • . • . • . . . • • • . • • • • . • 207 

Total • .• . • . • • • . . •• • •• . •• •• •. nos 

57 

208 
1369 

a Excluding tax increases voted in <;>ctober I942· 
b Including additional duty on gasohne. 

79 

128 
1597 

1941/4' 
!' 

12 
I 

64 

7960 
n86 
3847 
389 

13382 

E 
127 
21 
32 
66 
40 

I77 
217 
68o 

E 
Is8oo 
6105 

5583 
2150 
70S2 

I2g8o 

6500 
848 

S70I8 

E 
453 
26s 
35 
55 
35 

220 

1942/43 

7 
IO 
I 

"64 

E 
I2031 
I830 
3959 

24S 
x8o6s• 

E 
I6I 
23 
32 
70 
42 

187 
21S 
730 

E 
18370 
7904 

6868 
2426 
6017 

1003S 

7090 
I595 

66305 

E 



-116-

the duties on beer, spirits and tobacco and doubled the purchase tax 
on a loflg list of non-essential goods from 33! %. to 66.! % of 
their whOlesale value. In Germany a number of exc1se d,.,u~1es were 
sharply increased in November 1941: I? Japan, also~ the tax mcreases 
effected in November 1941 and agam m January ..1942 were"confined 
to indirect taxes. "' 

Methods of direct taxation have been changed .in various w~ys to 
make them more effective. Collection at the source, for example, tend
ing to eliminate the lag between earr~:ing.s and .tax P.!LY~~nts, has 
become more wide-spread. Canada, whtle mcreasmg her mcome-tax 
rates very substantially, adopted a system of this sort in April 1942, 
following to some extent the methods applied earlier in the United 
Kingdom. Centralization of fiscal powers is another tendency of which 
there are recent instances. Following the policy introduced in Canada 
in 1941, the Australian Commonwealth Government took over the 
collection of income tax (including company tax) from the state 
governments in July 1942. Under this arrangement, which was limited 
to the duration of war, the states were compensated by grants from 
the Commonwealth budget. In China, the National Government took 
over the provincial land taxes in the latter part of 1941. 

In April 1941, a scheme was introduced in the United Kingdom 
whereby a part of the income tax, especially in the case of the lower 
incomes, was made refundable, without interest, in the form of post
war credit certificates. The yield of these "compulsory savings" (in
cluded in the revenue return in the total yield of income tax) was 
estimated at about £125 million in 1941/42 or about s% of total 
Government revenue. Similarly, a part of the Excess Profits Duty 
was made refundable after the war. This principle was subsequently 
adopted in a number of other countries. In South Africa, 10% of all 
income-tax payments after March 1942 were credited to the tax
payers on savings accounts repayable after the war. In India, an 
increase in income tax in the same month was coupled with a provi
sion by which certain low-income groups were given the alternative 
of either paying the tax or depositing 1 ;4 times the amount due in a 
special savings bank account. At the same time, one-tenth of the 
excess profits tax was made refundable on condition that the tax
payer deposited twice the refundable amount in a reserve fund to be 
released for the re-equipment of industry after the war with 2% 
interest. Under the Canadian budget of June 1942 the rate of income 
tax was sharply increased, but one-half of the tax, within limits of 
$8oo and $1,000 a year for single and married persons respectively, 
was ~ade refundable after the war with 2% interest,· and a similar 
prov1s1on was applied to the excess profits tax. The refundable por-
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tions of the income tax and the excess profits tax are estimated at 
$70 mil!ion and ~2 5 milli~n respectively. in I 942/43. • 

Bra~Il,,.after her entry mto the war, 1ssued a loan in Oc'ober I942 
of wh1ch all tax,payers had to purchase amounts equal to their last 
income--tax payme&tts. 

According. to regulations enforced in Italy in I942, any excess 
profits not d1rectly taxed away must be invested in Government se
curities on blocked accounts. At the same time the Italian Government 
effected•a r~ductio~ i~ its cash expenditure by paying a part of the 
allowances to soldiers dependants into accounts that are to remain 
blocked till after the war. It may be mentioned that in the United 
Kingdom and Australia a part of Government expenditure-namely, 
a part of the pay of the armed forces-has similarly been defrayed not 
in cash but in post-war credits. 

Germany introduced a scheme of "iron savings" in November I94I, 
under which wage earners were relieved of part of their direct tax 
obligations if they deposited regularly a part of their income in blocked 
accounts repayable after the war with 3J4% interest. A man earning 
300 marks a month, for instance, had his monthly tax bill reduced 
by I I marks if he undertook to save 26 marks a month; but once he 
had joined the scheme, the saving became compulsory and was regu
larly deducted at the source by the employer. The yield of the "iron 
savings" campaign was estimated at I,ooo to 2,000 million marks a 
year. A similar method was applied to the funds accumulating in busi
ness firms as a result of their inability to replace their plant and com
modity stocks. Such funds were to be deposited at the Treasury free 
of interest in return for a promise of tax concessions after the end of 
the war. 

Thus the building up of post-war purchasing power has become 
an integral part of the fiscal system in a great number of countries. 
But .the same process results on a much wider scale from Govern
ment borrowing financed by credit expansion and accompanied by 
direct restrictions on private spending; for in these circumstances the 
counterpart of the war-time reduction of consumption and disinvest
ment of capital is an accumulation of purchasing power which, if 
unspendable for the present, remains in existence as a claim on the 
future. 

This accumulation of "blocked" purchasing power has been char
acteristic especially of Gert'nan war finance from the very outset. In 
the fiscal year I94I/42, German Government borrowing amounted to 
some 52,000 million marks, most of which was taken up by the ban~
ing system. The approximate total of German Go':ernment expendi
ture in that year can be indirectly arrived at by addmg up t~e volume 
of borrowing ( 52,000 million marks), the. tax revenue (estimated at 
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32,000 million), other internal revenues (about 6,ooo million) and 
the occu~ation costs paid to Germany by other countries ( approxi
mately rc:t,ooo million•). Of the total of about 1oo,ooo million marks, 
some 12,000 million represented transfer expenditure, sud; as allow
ances to soldiers' dependants, etc. After deducting this, Go"fernment 
e.'tpenditure on goods and services appears to have been abeiut 88,ooo 
million, of which probably 10,000 million was required" for 
'non-military purposes, leaving more than 75,000 million for war 
expenditure. • 

This volume of expenditure, however, does not reflect Germany's 
own effort alone. To obtain an estimate of the expenditure covered 
from domestic sources, foreign contributions must be deducted. These 
have been estimated at some 17,000 million marks,2 consisting not 
only of the Io,ooo million of occupation costs, but also of some 7,000 
million of German Government borrowing financed outside Germany 
by three principal methods: by the acquisition of German Govern
ment paper by central and commercial banks in the German-controlled 
countries; by the growing clearing balances which Germany owes to 
these and other countries and which the German Clearing Office 
invests in German Government loans; and by the issue of "occupa
tion marks."' Government expenditure financed by domestic resources 
thus amounted to approximately 70,000 million marks in 1941/42. 
Germany's national income is stated to have been II5,ooo million 
marks in 1941, but probably some 20,000 million of indirect and other 
taxes entering into the market value of output, though not into indi
vidual and corporate incomes, should be added to this sum in order 
to obtain the national income at market prices. In addition, disinvest
ment of domestic capital resources is reported to have taken place in· 
1941 to an extent of some 5-1o,ooo million marks.• 

Italy's war expenditure, on the basis of an official statement has been 
estimated at an annual rate of 6o,ooo million lire in the latter part of 
1941, or 8,000 million marks at the official conversion rate. This 
amount equals little more than one-tenth of Germany's total ~ar 
expenditure and about one-half of what the occupied and other coun
tries contributed to Germany. 

~ Inc)uding the contribution imposed on the Czech Protectorate. 
. T~1s amount represents, for the most part, contributions out of current produc

tiOn; 1! does not take into a~cc;'unt supplies obtained without the medium of money, 
consisting l~rgely of p~e-ex1sttng commodity stocks, armaments and capital assets 
~en over !n the ot;eup1ed a~eas . 

• The R.esc11fkredstktusen Issue these notes against a "short-term advance" to the 
Re1ch, wh1ch IS mcluded in the public debt return 

• Bank-Archiv, February 15th and May 1st, Ig.p. 
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EXPANSION OF BANK CREDIT 
3 .. 

Governme~t borrowing has come to dominate the bankin~tsituation 
in all the,.J:Jelhgerent and many of the neutral countries. In this sec
tion we :re conc~rned w_ith the move!Dent of banking assets, that is, 
with the factors underlymg the war-time expansion in the volume of 
money; and the increase in bank holdings of Government paper will 
be considered first'. Significant changes in other items among banks' 
assets will be noted later. 

A few examples will suffice to illustrate the large part of Govern
ment borrowing taken up by the banking system. In Germany, where 
the internal public debt increased by 81,000 million marks in the two 
years 1940 and 1941, it has been estimated that only 1o,ooo-n,ooo 
million of this, or about 13%, was taken up by private investors. The 
remaining 87% was acquired mostly by banks and partly by institu
tional investors such as insurance companies.' In Bulgaria and Fin
land, over 8o% of the increase in domestic public debt in 1941 was 
absorbed by the central bank alone. During the first half of 1941, the 
latest period for which figures are available, the Japanese commercial 
banks increased their holdings of Government bonds by an amount 
equal to 84% of the increase in the total volume of these bonds during 
the same period. 

In the United States the increase in the public debt since the end of 
1940 has been distributed as follows: 

Changes i'! Holdings of U.S. Government Secttrities.• 
$(ooo,ooo,ooo's) 

Dec. 31st, 1940 June 30th, 1941 Dec. 31st, 1941 
to to to 

June 3oth, 1941 Dec. 31st, 1941 June 3oth, 1942 
Federal Reserve Banks • • • • . • • • . • • • • • • O.I 0.4 
Commercial banks .. .. .. .. .. .. .. .. .. • 2.3 I.? 4·3 
Savings banks • .. .. .. .. .. .. .. .. .. • .. • 0.2 0.3 0.2 
I0nsurance companies .. .. .. .. .. .. .. .. • -o~o::=~----=~·=-~----;:":~:;--ther private holdings .. .. .. .. .. .. .. • _ · 

Total marketable issuesb • • • • . • • • • . 2.4 3·'1 '1·1 
Non-marketable issues• .... . .. .. • .. .. I. I 4·3 4·5 
Federal Government agenciesd • • • . • • • . 0.9 1.0 1.1 

Total public debt .. .. .. .. .. .. • .. .. 4-4 9.0 12.1 

a !~eluding securities guaranteed by the Federal Gover.nment. 
b Including insignificant amounts of non-marketable 1ssues held by banks and 

insurance companies. · 
• Mainly savings bonds held by private inyestors. • . . 
d Represents mainly social security taxes mvested m spec1al Government 1ssues. 

Commercial banks' purchases of U.S. Go~ernment securiti~s fell 
off in the second half of 1941, when a sharp mcrease occurred m the 

1 Cf. Bank-Archiv, June 15th, I9'12· · 
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sale of savings bonds to the public. In the first half of 1942 purchases 
by com~ercial banks increased, and the Federal R~erve Banks also 
added a 'substantial amount to their holdings. These t}YO groups 
together absorbed about two-thirds of the incre~se in marketable 
Government securities and nearly two-fifths of .the growth in the 
total debt in that period. " 

Similar figures are not available for the Unitoo Kingdom; out it 
may be useful to compare the increase in the national debt with cer
tain bank holdings consisting largely of Government d,ebt: • 

United Kingdom: l11crease in National Debt and in Certain 
Bank Holdings. 

£(ooo,ooo's) 

June 3oth, 1940to June 3oth, 194110 
June 3oth, 1941 ]une3oth, 1942 

Internal Government debt ••.••.....•.•••.•• '. • • 2,709 2,391 
Bank of England: Securities• . • . . • . • • • • . • . • . • . . 31 160 
London Clearing Banks : Securities and short-term 

assetsb • . • . • • • • • • . . . • . . • • • . • . • . . • . • • • • • • . • . . 512 342 

a As shown in last weekly return of the month. 
b Call loans (mainly to the discount market for investment in Treasury bills), 

discounts (mainly Treasury bills), Treasury Deposit Receipts, and "Investments." 

The decline in Government borrowing in the United Kingdom 
was due, of course, to the partial exhaustion of dollar assets and the 
passage of the United States lend-lease bill. Even if it is recalled that 
the eleven clearing banks are riot the only commercial banks in the 
United Kingdom, and that a1 decrease probably occurred in the 
amounts of non-government paper included in some of the items 
chosen to represent their Government loans, it would seem that the 
proportion of Government borrowing met by the banking system has 
been smaller in the United Kingdom than in the United States. A 
special factor accounting for this is the liquidation of foreign assets, 
more particularly the re-investment in domestic Government se.curi
ties of the funds received by private investors in exchange for the 
foreign securities they have had to surrender to the Government. 
Moreover, large amounts of the floating debt have been taken up by 
sterling area central banks. 

The proportion of total borrowing taken up by the banking system 
clearly tends to depend on the public's preference to hold money rather 
than Government securities. The distribution of Government bor
rowings as between the central bank and the commercial banks, in 
turn, depends on the extent to which the public prefers to. hold bank 
notes rather than deposits. In countries where the public is less accus
tomed ?r less willing to hold deposits than bank notes, the Govern
ment wtll have to do more of its bank borrowing at the ~ank of issue, 
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as has been the case for example in ~ulgaria and .Finland. The part 
played by the c<!ntral as compared With the. commercial ba!ks in the 
financing of Government loans is consequently reflected oin the in
crease in • note issues as compared. with commercial bank deposits 
which wm be sho"w.n in the next section (see Diagram r). ' 

In cou!'ltries such as the United Kingdom and the United States 
whet~ the pu.blic.is a~customed to h?ld its money mostly in bank 
deposits, the mcrease m central banks Government securities, while 
meeting" def\lands for currency in circulation, has been mainly de
signed to keep up the reserve balances of the commercial banks at their 
traditional or legal ratio, so as to enable them to take up Government 
loans. In this way the cash ratio of the London Clearing Banks has 
been maintained at the traditional level of ro-rr% in spite of the 
large increase in deposits resulting from their purchases of Govern
ment paper. As these purchases have consisted largely of short-term 
paper (particularly Treasury Deposit Receipts), their ratio of "quick 
assets" to total deposits has increased from the traditional 30% to 
over 40% ; and in order to ensure a smooth and adequate supply 
of cash-the most liquid of the "quick assets"-a system of direct 
transactions in Government paper has been adopted between the Bank 
of England and the Clearing Banks without the traditional medium 
of the discount market. 

In the United States, excess reserves of the member banks declined 
from nearly $7,000 million at the beginning of 1941 to little more 
than $2,000 million in July 1942, the two main reasons being the 
drain of cash into circulation and the increase in the l~gally required 
reserves due to the expansion of deposits. In order to ease the reserve 
position, the Federal Reserve Banks bought $400 million of Govern
ment securities in the first half of 1942, and a further $8oo million 
in the following seven weeks. Moreover, the reserve requirements 
against demand deposits in the central reserve cities-New York and 
Chicago-were reduced from 26% to 24% on August 2oth and again 
to 22% on September 14th. It was in these two centres that·excess 
reserves had declined most, as the funds raised there by Government 
borrowing and taxation were largely spent in other parts of the 
country. 

The movement of central bank assets in 47 countries is shown in 
detail in Money and Banking 1940/42,1 and only a brief commentary 
is needed here. Among central bank assets other than Government 
securities, commercial discounts and advances have generally tended 

•League of Nations: Money a11d Ba11ki11g 1940/42, Ta~le II: "Pri.ncip~\ Assets 
of Central Banks." Reference may also be made to the spec1al ~able entl~led, C:entral 
Banks: Advances to Governments and Gove~nment Secuhty Holdmgs tn the 
Mo11thly Bulleti11 of Statistics (League of Nat1ons), March 1942. 
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to decline with the increased liquidity resulting from Government 
loan exp!:nditure. Gold and foreign exchange reserves, on the other 
hand, ha\'e in certain countries greatly contributed to the expansion 
of credit. • ,.. 

The gold reserve of the United States, after gJ:owing enC!lrmously 
for many years, stopped increasing in 1941. The highestrlevel was 
reached in October 1941, after which there was a slight decline. Owing 
to the rise in working costs and the shortages of labour and equip
ment caused by the war, world production of gold .(ourside the 
U.S.S.R.) declined by overs% from the first half of 1941 to the first 
half of 1942. Even so, output remained very considerable, and the 
United States continued to be the chief buyer of the newly mined 
metal. The United States, however, passed it on to other countries. 
Among the countries that gained gold, Sweden and Switzerland did so 
by converting their existing dollar balances/ while a number of 
Latin-American countries, as observed earlier, increased their re
serves as a result of their favourable balance of payments. • 

As was shown in Chapter I, the central exchange reserves of cer
tain sterling area countries-particularly India, Iraq, Egypt and 
Ireland-increased considerably during 1941 and the early months 
of 1942. Gold reserves in the sterling area outside the United King
dom showed practically no change, except in South Africa where they 
fluctuated continually but rose only slightly on balance. 

The most striking increase in central banks' foreign assets has 
occurred in certain European countries, as may be seen from the 
following examples : 

Foreign Exchange Reserves of Central Banks. 
(National currencies, ooo,ooo's) 

Latest month 
End of: I940 I94I I942 

(I) (2) (3) 

Belgium (franc) 
Bulgaria (leva) ........ . 
Denmark (krone) ...... . 
Netherlands (gulden) ••.. 
Roumania (leu) ......... 

• January 2nd, 1941. 

4.338• 
2,314 

423 
IS 

7,26o 

12,919 
10,696 

876 
930 

I9,664 

IS,I6I (March) 
14,356 (June) 

983 (May) 
1,036 (May) 

13,395 (March) 

Col. (3) as 
%of note 

circulation 
on same date 

29% 
104% 
n8% 
45o/'o 
14% 

Needless to say, t~ese assets represent almost exclusively German. 
Government borrowmg and cons1st of German Treasury bills and 

1 
From June 194I to Jun: ~942, the Swedish Riksbank reduced its foreign exchange 

keserve fro~ 8o3 to 5~3 mtlh?n and increased its gold stock from 424 to 681 million 
rono~, _whlle th,e Sw1ss National Bank reduced its foreign exchange from 1,3II to 

14~ mllhon and mcreased its gold reserve from 2,283 to 3,442 million francs. 
· See Chapter I, page 48 above. 
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clearing balances. The last column is intended to illustrate thei~ con
tribution to the •expansion of currency; and it will be seel\ that in 
Bulgaria and Denmark they have come to exceed the amolirlt of notes 
in circulat1on. In, Bulgaria, however, the rise in the note circulation 
has partly been concealed by the issue of Treasury notes. In Denmark 
the rise in 'the central bank's German clearing balances and in advances 
to tli.e occupation•authorities ("other assets," not included in the 
figures given above) has had its counterpart in an increase in com
mercial bank~' cash reserves even more than in the note circulation; 
and to some extent it has been offset by a decline in domestic assets : 
commercial discounts and Government securities. In the balance-sheet 
of the National Bank of Hungary an item caiied "advances to foreign 
countries" made its appearance in 1941 and rose steadily thereafter 
equalling 16% of the note issue in May 1942. 
· In the conditions obtaining in the occupied countries, the distinction 
between foreign and domestic central bank assets has often become 
quite indeterminate. When the local Government borrows from the 
central bank to finance its payments to Germany, the process is hardly 
different from German borrowing direct from the local bank of issue. 
In the spring of 1942 the local administration at The Hague took over 
a part of the Netherlands Bank's German Treasury bills in exchange 
for its own Treasury bills. In Roumania, the reduction in "foreign 
assets" in the first quarter of 1942 was accompanied by an increase 
in "other assets," indicating a similar bookkeeping transfer. "Sundry 
assets," indeed, have become an increasingly important item in cen
tral banks' balance-sheets in the occupied countries, not only in Rou
mania and Denmark, as already mentioned, but also in Bulgaria, 
"Bohemia and Moravia" and "Siovakia."1 At the end of 1941, prac
ticaily four-fifths of the total assets of the National Bank of Bohemia 
and Moravia consisted of "other assets," an item which is known t~ 
contain "floating claims in respect of German liabilities." 

In France, "advances for occupation costs" .is the item that cor
responds to "foreign assets" in some of the other countries under 
German control." More than half of France's tribute to Germany was 
financed by these central-bank advances in the first five months of 
1942; and Germany not only spent the whole of the funds thus 
obtained but also began to draw heavily on its accumulated balances 
at the Bank of France· and thereby contributed further to the expan
sion of currency. As ~as mentioned in Chapter I, Germany, being 
unable to spend all the francs received, accumulated an i?le deposit 
at the Bank of France. This unused balance, after reachmg a peak 
level of 64,580 million francs at the end of 1941, was reduced to 

i See Table II, Money oml Bonking 1940/4Z. 
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39,900 million seven months later, so that nearly 25,000 million 
additio11!1.1 francs were put into circulation by this ~eans alone. 

Govert~ment borrowing has been the principal factor in the ex
pansion of commercial-bank as well as central:bank credit. For rea
sons of space, a full statistical analysis of com.mercial-ba,nk assets 
cannot be given here. As in the case of central banks, the reader is 
referred to Money and Banking 1940/42, wh~re a table will be 
found (Table V) summarizing the quarterly movement of commer
cial-bank accounts in 43 countries since the middle of !939> 

In most of the countries involved in the war, commercial banks 
have had to absorb not only short-term Government loans, so far 
as these have not been taken up by the central bank; but they have also 
been called upon to acquire large amounts of the long-term bonds 
issued by the Government. In the United States, the member banks 
took up over half of the Treasury bonds issued in the twelve months 
to June 1942. In the United Kingdom, the clearing banks' "invest
ments," rising from £88o million to £1,058 million during that period, 
became by far the largest of the assets of these banks. The Govern
ment-bond holdings of the New Zealand trading banks rose by 31% 
in 1941, while those of the South African commercial banks rose by 
36%. In Canada, where great efforts were made to place Government 
bond issues among the public, the rise in the holdings of the char
tered banks was Jess marked, amounting to 16% during 1941. The 
Argentine commercial banks, on the other hand, practically doubled 
their security holdings during the year. 

In Germany, the Treasury bonds and Reicl1 loans held by the five 
leading commercial banks constituted 56% of their total assets at the 
end of 1941, as against 28% in 1939; and in addition these banks 
held large amounts of Treasury bills. One of them has stated that 
Government paper of all kinds accounted for 69% of its total assets 
at the end of 1941. In France and the Netherlands, Government 
borrowing from the commercial banks has been entirely on short 
term. The bill portfolio of the four leading French banks, the great 
bulk of which now consists of Treasury bills, was equal to three
fourths of the total assets of these banks at the end of March 1942. 
On the same date the five principal joint-stock banks in the Nether
lands held 70% of their assets in Treasury bills. 

The security holdings of the Swedish commercial banks doubled 
during 1941 and those of the Swiss and the Danish banks increased 
by a quarter. 

In the great majority of countries, Government Joan expenditure 
has rendered private business increasingly liquid, while Government 
con~rols have tended to enforce a reduction in physical working 
capital by preventing private traders and -industrialists from replen-
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ishi~g the~r stocks .. In consequ~nce, as wa~ noted in last year's Sur
vey, the mcre~~e m com~erc1.al ba~ks' Government holdings has 
been accompamed by a decline m the1r commercial advancts which 
however, has off~et only a small part of the creation of cr~dit fo; 
Government purpo~es. 

But the£e was a large group of countries where the banks' com
I?ercial loans inc.r~ased d.uring 194~, a group which includes prac
tically all the Latm-Amencan republics. An expansion in commercial 
loans oc~urr\fd even in the Argentine and Mexico, where the banks 
increased their security holdings. On the whole, of course, Govern
ment spending was less important in Latin America than elsewhere · 
similarly, Government controls were less extensive; and the rise i~ 
prices and in private business activity naturally led to an increased 
demand for bank advances. 

In the United States the increase in member banks' loans stopped 
at the end of 1941 and gave way to an appreciable decline in the first 
half of 1942. At the same time, a growing proportion of total loans
about a third in the spring of 19422-went to finance war production. 
ln this part of their business the banks have had to consider not so 
much the financial condition of the borrowing firms as their ability to 
perform their war production contractS,:J!ayment by the Government 
being dependent on the satisfactory fulfillment of contract require
ments.• In the United Kingdom, bank finance for war production 
contracts has been furnished largely against "progress certificates" 
issued after physical examination by inspectors of the Ministry of 
Supply, a system which provides both a check on the efficiency of 
production and a security for bank loans.4 

Commercial-bank advances have shown a marked decline in Aus
tralia and South Africa. In the United Kingdom, they have declined 
to less than 25% of the banks' total assets. In Germany they have 
declined to less thim 20%. Though the percentage share of commer
cial loans continued to fall in Germany in 1941, there was, in con
trast to 1940, some increase in absolute amount, the reason being that 
the Treasury stopped making advance payments on Government 
contracts. 

Elsewhere in Europe, commercial-bank loans declined i~ 1941 in 
Belgium, Denmark, the Netherland~ and s,yeden. They '.ncreased, 

· on the other hand; in Italy, Roumama and Fml.and, ~ountnes where 
Government controls have remained comparatively mcomplete and 
where prices have risen rapidly. 

1 World Eco11omic S11rvcv 19?9/41, pp. 105 and ro6. 
2 Fcd~ral Reserve Bul/eti11, September 1942, p. 882. 
8 Cf. Roy A. Foulke: Credit Problems ina War Eco11o111y (Dun and Bradstreet, 

New York, 1942). . 
• Cf. "The Finance of Supply," in The Banker, March 1942· 
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THE VoLUME OF MoNEY 

The '"orld-wide expansion of currency and credfr is illustrated in 
Diagram•l, showing notes in circulation and deposits witl:;t commer
cial banks in 28 countries in percentages of the pre.-war level. It may 
be useful to summarize the data by setting out in tabular 'form the 
net percentage increase from the middle of 1939 to the latest Ill,Onth 
available for 1942 and also the net percentage incrl:ase during the last 
twelve months (1941/42). The table includes some countries which 
for lack of continuous figures, or for lack of space, are•not ~hown in 
the diagram. The countries are arranged in the order of the increase 
in note circulation since July 1939: 

Note Circulation and Commercial Bank Deposits 

Latest Percentage increase from 
month I uly 1939 to latest month Percentage increase in 

in in 1942: last 12 months: 
Countries rg.pe Notes Deposits Notes Deposits 

Greece •••••••••••••• May 
Bulgaria •••••.•••••• july(May) 
Finland ............. June 
Iraq ................ May(March) 
Turkey ..••••••••••• July(March) 
Canada ............. July 
Egypt .............. March 
India ............... May(March) 
Hungary ............ July(April) 
Belgium ••..•.•.•••. july(March) 
Roumania ••••••••••. June 
France ............. June(May) 
Netherlands ......... July(May) 
Germany ............ June 
Portugal .•.•••••.•.. June(April) 
Japan • : ............ April(Feb.) 
Bolivia ............. March 
Australia ........... June · 
Peru .............. June(May) 
Denmark ........... July(June) 
Chile ............... June(April) 
Mexico ............. June 
Un. of South Africa •. May 
United States ....... June 
Sweden ............ July (June) 
Czecho-Slovakia4 •••• Tune 
New Zealand : ....... June 
United Kingdom ..... June 
Irela!ld ............. July(March) 
Brazil : .. ........... June(Feb.) 
Colomb1a • .. .. • • • • • • May 
Argentina ........... June 
Switzerland ......... July(June) 

g8o 
378 
266 
214 
183 I 

170 
163 
rs8 
156 
rs6 
ISO 
147 
136 
133 
ir7 

' II7 
Il2 
IIO 
107 
97 

~ 
84 
~ 
63 
62 
s6 
54 
52 
35 
32 
29 

37 
49 
41 

123 
75 

roo• 
209 
6g 

23 
6o 
45 
24 

6~ 
37 
7 

35 
46 
25 
43 
40 
31 

9 

255 
47 
3I 
93 
21 
39 
39 
6g 
27 
4I 
27 
29 
44 
35 
42 
35 
33 
49 
42 
14 
32 

. 3I 
26 
27 
r8 
47 
17 
25 
22 
30 
I6 
18 
6 

2I 
34 
91 
26 
20 

19 
2I 
19 

r6 
20 
26° 
68 
21 

8 
20 
19 
12 

r6 
5 

13 

9 
II 
IO 
2I 
I3 
IS 

I 

: M_onths in. brackets refer to deposits. b Increase from the end of I939-
F1Ve Berlm Banks: increase from the end of 1938 to the end of 1941 and from 

the end of 1940 to the end of 1941 respectively. d "Bohemia and Moravia." 
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Nearly everywhere the note circulation has increased much mote 
than th~ volume 10.£ deposits, not only over the whole peri~d since 
July 19~9 but also m ~~e last twelve months from 1941 to 1942. This 
change m t'he composition of the money supply has shown itself not 
only in c~ntries w~ere n~tes are the ~hie£ means of payment, as for 
example 1n. France, BelgiUm, Bulgaria and Roumania but also in 
countries such as t~ United States, Canada, Australia a~d the United 
Kingdom, where deposits constitute by far the greater part of the 
~otal vol~1me ,?f .mone~. In the latter countries a given percentage 
mcrease m note circulation represents, of course, a smaller proportion
ate addition to the total than in the former. The relative importance 
of notes and deposits in a large number of countries is shown in 
M o11ey and Banking I940/ 42 (Table I: "Currency Composition and 
Movements") and need not be dwelt upon here. 

The reasons for the shift from deposits to notes are various and 
apply in different degrees to di'fferent countries. The movement of 
population arising from military mobilization, the estaolishment of 
war industries or evacuation of civilians has been among the factors 
tending to increase the need for currency in the hands of the public. 
The growth in employment and in the share of the national income · 
going to low-income groups has been an important factor in Canada, 
the United States, the United Kingdom and other countries. The 
decline in interest rates may also have played some part since it has 
compelled banks to reduce their deposit rates or even to impose service 
cl1arges on their customers' cheque accounts. In some countries, cur
rency hoarding may reflect simply a general nervousness and fear of 
unforeseeable emergencies. 

Especially in German-controlled Europe, a further strong motive 
for holding cash rather than bank deposits is the desire to conceal 
illegal transactions. Apart from barter, only cash is an acceptable 
means of settlement on the "black market"; and the increasing turn- v 
over on that market requires increasing amounts of currency. Con
versely, the desire to suppress the black ma,rket has been one of the 
motives for the constant campaign of prohibitions, threats and pun
ishments by whicl1 the authorities in the German-controlled areas 
have tried to stamp out currency hoarding. In Germany, hoarding ~as 
made a criminal offence at the outset of the war, and the same !me 
was taken in the occupied countries. The qecree issue'd by the Frencl1 
Government·in November 1940, prohibiting the use of currency notes 
for payments above a certain amount,' was reinforced in the occupied 
zone by the German authorities .. In June 1942 •. th~ military com
mander. issued a severe order agamst note hoardmg m BelgiUm and 
Northern France. 

1 Cf. World Econo111ic S11rvcy 1939/41, p. 102. 
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Diagram I · 

" Note Circulation and Commercial Bank,.Deposits 
A: Noffi Circulation B: Demand Deposits C: Total Deposits 
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Diagram I ( continned) 
Note c;ircnlation and Commercial Bmzk Deposits 
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The figures for some of the occupied countries in Europe under
state the rise in note circulation. In the first place, thpy do not include 
the Reicfiskreditkassenscheine issued by the German authorities. At 
the begimfing of 1942 there were about s,ooo million of th~se "occu
pation marks" in circulation, an amount equal to one-fourth of Ger
many's own note circulation. Their geographical ciistributi9n has not 
been made public, but it is known that in Western Europe they P.ave 
been largely withdrawn, in exchange, of courS'e, for additional 
amounts of local currency. In Belgium, where the occupation marks 
remained in. circulation longer than elsewhere in this are<r, they ceased 
to be legal tender in the spring of 1942. The great bulk of these notes 
now circulate in occupied Russia and south-eastern Europe. In the 
Ukraine the Germans set up a new bank of issue in June 1942 and 
introduced a new currency unit, the Karbovanetz (equal to one Soviet 
rouble or one-tenth of a mark), which was placed in circulation along
side the occupation mark, the Soviet rouble being withdrawn. 

In some of the occupied countries, moreover, measures have been 
taken to conceal the rise in the domestic note circulation. In Bulgaria, 
under a decree of February 1942;large amounts of Treasury notes 
were issued in small denominations and people were urged to use 
them as means of payment. The supplementary currency thus created 
did not figure in any published return. The published note circulation 
of the National Bank rose from 6,500 to 13,500 miilion leva during 
1941, and not much more than 1,000 miiiion of the increase is esti
mated to have been due to the accession of territory. In Belgium the 
authorities have made their payments in Treasury bills since October 
1941 in order to keep down the published note circulation; and similar 
devices have been adopted elsewhere in Europe. Lastly, there is a 
group of countries, including Italy and Norway, where the note circu
lation is not published at all. The only statistical indication of credit 
inflation in Italy is a 33% increase in deposits with three commercial 
banks during 1941,' a figure which by no means represents total 
bank credit in Italy. The note circulation in Norway has been esti
mated at about 1,500 million kroner at the end of 1941 as against 6oo 
million in March 1940; deposits with the Norwegian joint-stock 
banks in the spring of 1942 were more than twice as large as before 
the occupation. 

No dat~ have become available for China since June 1940. During 
the precedmg two years the Chinese note circulation had increased by 
130%; and all indications point to a further increase since then, as 
the National Goyernment has had to meet its financial requirements 
~or .the .wa~ ag.amst Japan largely by borrowing from its own note
Issumg mstitutions. 

1 C/. Money and BaJ>king 1940/42 (League of Nations), p. 53. 
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Within the total volume of commercial-bank deposits there has 
~een almost evarywhe~e a marked shift from time depositos and sav
mgs accounts to deposits payable on demand, due in varyiilg degrees 
to the pu'blic's desire for increased liquidity, to the low or declining 
interest.paid o~ ~itpe dep~sits, or to an increase in monetary turnover. 
A gl~nce.at DI~gram I ~hows that- in the majority of cases line B 
( th'l! mdex of sigl;J.t deposits) stands well above C (the index of total 
deposits) and that the spread between the two has tended to widen 
· The ~~ntrolled and rationed type of war economy prevalent toda~ 

has entailed• significant changes in the functions of money as means 
of payment. The state has introduced a second kind of "money"
ration cards, coupons and buying permits-distributed according to. 
need, while money in the form of currency and bank deposits con- •· 
tinues to be distributed according to earnings from work or property. 
Private purchases require both kinds of money. Government pur
chases require only one; and as the volume of currency and deposits 
created by the banking system and spent by the government increases, 
while the quantity of goods for private needs is restricted by rationing 
and allocation, the result tends to be an accumulation of idle funds in 
the hands of consumers and businessmen, or, in other words, a fall 
in the "velocity of circulation." 

Needless to say, leakages may occur in a system of this sort, as 
people may try to find some use for their money in illegal transactions. 
The quantitative importance of such leakages is obviously very diffi
cult to ascertain; but it depends in general not only on the severity of ~ 
control but also on the disproportion between the rations distributed 
and the money available. As this disproportion is particularly great 
in certain parts of continental Europe, "black markets" have become 
increasingly widespread there. The need for cash rather than cheque 
payments in the black market was mentioned above. But there is a 
type of black market where the use of money is abandoned altogether 
and resort is had to barter. In Germany and elsewhere in Europe, 
drastic orders have been issued by the authorities in an effort to stop 
the practice of barter. From these measures and froiT!- other indica
tions it seems, however, that illicit barter transactions have become 
increasingly common, especially among the peasants, w~o often fi~d 
that there is little or nothing to buy with the money received for their 
products. The spread of barter means, of course, a further decline in 
the average velocity of circulation. . . 

A rough indication of the rate at which mm;ey Is. turned over may 
be obtained by comparing the volume of deposits with the movement 
of bank clearings. The indication is ?f limi~ed vatu~ since it takes ~o 
account of the note circulation,-!ln mcreasmg and m many countnes 
a preponderant part of the total supply of money. Where the turnover-
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rate of deposits has declined, that of notes may well have declined 
even mort•, as the expansion in notes has b~en greater'lthan i~ de~osits. 
Nevertheless it may be of interest to cons1der the. figures g•ven m the 
adjoining table, showing th~ r~tio of bank clea~mg! to ( <0 d~mand 
deposits and (b) total deposits m each quarter sm~e the begJ.nnmg of 
1940 as a percentage of the ratio in 1938. The indices thu.c; obtained 
are rough and approximate, and should be taken tQ- illustrate changes 
in direction rather than in degree! 

Velocity of Circulation of Commercial Bank Deposits 
I!13S = 100 

A: Demand Deposits. B: Total Deposits. 

1940 1941 1942 
Quarter I II III IV I II III IV I II 

Argentine •••••••••..• A !18 IOI 8!1 !14 ss' 88 !13 97 ss S3 
B Io6 10!1 94 100 gS 104 IIO 120 III xo6 

Canada •·•••••••••·•· A 75 S2 70 S3 71 70 64 7S 64 69 
B 88 99 88 106 93 104 '101 II4 99 IO!j 

Czecho-Slovakia• ••••• A IIS 94 90 47 42 
B u6 93 90 51 47 

Hungary ............ A 130 277 I !II ISS 153 176 
B 140 I 56 20S 205 172 204 

New Zealand ••••.••• A ss S1 71 74 S2 6g 70 69 71 
B 97 93 S3 ss 101 S6 ss S3' 96 

Peru ................ A ss 97 91 S3 7S ss 94 88 So 
B SJ. 94 89 ss S2 91 IOI 97 Sg 

Roumania •••••••.••.• A 159 20S 1!15 lSI lSI 165 2II 
B IS4 240 231 ISO 176 192 239 

Switzerland •••••..•.• A ss 93 66 74 63 72 59 S1 70 
B 97 102 73 S4 72 S3 69 94 7S 

Un. of South Africa .• A 100 Sg S3 8o 79 6S. 77 76 76 
B 104 !14 89 ss ss So 91 ss 91 United Kingdom ••••• A 107 70 76 6g 77 92 70 70 
B IIO 99 S2 76 S7 104 So S2 

"86 United Statesb •....•• A S7 S6 S3 S7 S7 8!1 90 93 90 

• "Bohemia and Moravia" ; based on deposits and clearings in the first half of 1940. 
b Index of velocity of circulation of demand deposits outside New York City; 

based on average 1935-39 = 100; adjusted for seasonal variations. Source: Federal 
Reserve Bank of New York. 

The public, if free to do so, usually react to an inflation of prices by 
speeding up the rate at which they spend their money receipts. It is 
therefore not surprising that Hungary and Roumania, where govern
~ent cont~ols have remained comparatively ineffective and prices have 
~1sen con~1derably, should be the only two countries, among the eleven 
II!-clude~ m the table, w~ich show a marked increase in the velocity of 
Cl~culaho~ o~ commercial-bank deposits. In most of the other coun
tnes the md1ces show a substantial decline below the pre-war level. 
fi 

1 
Poss!ble sources of error are, for example, changes in the scope of the clearing 

gures, mcompleteness of the deposit figures, changes in the proportion of cheques 
cleared to cheques drawn, etc. 
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In view of the close si!Tiilarity of co.nditions in Germany and in the 
Protectorate ?f~oh~mta and.Moravta, the figures for the mtter may 
afford so,tne mdtcatton also m regard to the Reich. Swhzerland is 
another Europe~n country where the turnover of deposits has slowed 
down appreciably. A significant decline seems to have occurred also 
in the United Kingdom. In the .United States the index remained 
below the pre-wat" level throughout the period under consideration 
showing a rise from the third quarter of 1940 to the end of I94I and 
a declin~ the,reafter. It would of course be rash to attribute the decline 
in the average turnover-rate of the growing volume of deposits in the 
United States or in such countries as New Zealand, Peru and South 
Africa wholly or even largely to restrictions on private spending; the 
public of their own accord have probably been content to leave some 
of the new money unused. 

INTEREST RATES AND SECURITY PRICES 

As a result of the growing liquidity due to monetary expansion and 
government controls, the decline in interest rates described in last 
year's Survey continued in many countries during the period here 
reviewed. As may be seen from Diagram 2, long-term interest rates 
as reflected in the yield of government bonds declined from the middle 
of I94I to the middle of I942 in a number of countries, including the 
Argentine, Canada, Sweden, Switzerland, France, Belgium and the 
Netherlands. I).'l the United Kingdom, government-bond yields in the 
first half of I942 were lower than at any time since I936. . 
· This decline in,yields, reflecting a rise in market quotations, oc

curred in spite of the continued increase in the amount of government 
bonds outstanding. It enabled governments not only to issue new loans 
on cheaper terms but also, in a number of cases, to float conversion 
loans with a view to reducing the interest on their pre-existing debt. 
Such conversion operations, during the year under review, were car
ried out notably in the Argentine, France, Germany and the Scan
dinavian countries, either by governments or by other public bodies. 

Short-term money rates, though frequently "pegged" at stable 
levels agreed upon by the banks, have also shown a continued down
ward tendency in some countries, including Germany, France and the 
Netherlands (see Diagram 2). The only changes in central-bank dis
count rates since the middle of I94I have been reductions in New 
Zealand (from 2% to I~% in July I94I), Greece (from 6% to 
5% in March I942) and the United States (from I~% to I% in ten 
of the .twelve Federal Reserve districts in March and April I942). 

The only country shown in Diagram 2 where inte:est rates have 
!l-Ot declined is Italy. The high level of long-~erm rates m that co!lntry 
1s reflected not only in the yield of outstandmg bonds as shown m the 



-134-

Diagram 2 

Bond Yields and Money Rates 

A Government bonds. 
B Commercial bills or acceptances. 

C Treasury bills. 
D f>ay-to-da,y money. 
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diagram, but also in the terms at which the Government has had to 
borrow on the domestic capital market. Most of its borrowing from 
the market, as distinct from the central bank, has been in the form of 
S% Treas~ry bonds issued at 97.0% of the redemption value .and 
r~payable I? 9 years. ~part from Italy, interest rates have ~emamed 
h1gh also m Roumama, where Government bonds still y1eld over 
7%, and in Finland. These three countries have this in common that 
ratio~ing and other government controls have only been partially 
effective ~her~, and that "'!Onetary expansion has consequently led !o 
<1: gx;eat nse m commodity prices and not simply to an increase m 
hqUid funds. 
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. In the three. countries just mentioned, shares have increased ·in price 
1~1 common w1tl1 g?o~s, a natural development in condition~ of infla
twn. But fJ. &'reat nse m ~hare values has also occurred in other Euro
pean countnes V<here pnce and commodity controls have been more 
<;ompret'ensive an& more strictly enforced. No doubt the pressure of 
unspenda'ble funds has tended to raise share values as well as bond 

· prices. But the rise in the former in some German-controlled countries 
ha~ be.en so. com~iderable that ~t can o_nly be accounted for by a fear of 
pnce.1~11latum! m the .fut~re If not m the present. In the belligerent 
countnes outside c<;>ntmental Eu~ope, on the other _hand, share prices 
have tended to dechne under the mfluence of war-t1me taxation price 
and pr.ofit r~strictions, etc. The contrast. between !~~ tw:o gro~ps of 
countnes, w1th neutral Sweden and Switzerland m an mtermediate 
position, is brought out clearly in the following table. 

Prices of Industrial Shares 
A: Percentage change from July 1939 to June 1942 (or earlier month in 1942, as 

indicated). 
B: Percentage change during last twelve months (1941/42). 

A B A B 
France .•...••••..• +341% +6z% Sweden ............ +7% +26% 
Belgiumb .......... +224% +3o% Switzerland + 2o/o -4% 
Hungary• ......... +224% +x6% United Kingd'a~':::: -4% +x6'}"o 
Finland •....••.••. +n4% +48% Australia• ......... -20% -21% 
Netherlands ....... +So% +27% United States ...... -26% -IS% 
Germany + 6o% +4% Canada ............ -33% -2% 

• March bApril •May 

The rise in share prices in continental Europe is all the more 
remarkable in view of the various government measures taken against 
"speculation." In Germany such measures have been particularly 
drastic, including compulsory declaration, registration and price con
trol of securities. In fact, as may be seen from Diagram 3, the rise in 
values, which had brought down the yield of shares below that of 
Government bonds, was stopped in the latter part of 1941. New 
measures were taken in the first half of 1942 to stem the "flight into 
real assets." Thus the sale of real 'estate was prohibited except by 
special permission ; and as share quotations were recovering from the 
setback they had suffered at the end of 1941, a decree was issued in 
June by which the sale of shares was also prohibited, unless they were 

. first offered to the Reichsbank. The Reichsbank was empowered to 
take them over, at the prices quoted on December 31st, 1941, _in ex
change for Treasury bonds which were blocked ~or the duration of 
the war and remained in the Bank's own possessiOn. The decree ap-
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lied to all ~hare ~oldings acquired since !h~, beg!?sfing of the war 
~ceedin~ a value of 100,000 marks. As thts free al?o~mt coul~ ~e 
lowered al: any moment, the buying of shares even wtthm.,that hmtt 
was effectively discouraged. · 
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Italy decreed a compulsory registration of shares in September 
1941. This led to a decline in values, but according to press reports of 
market quotations, the rise was resumed later in the year. Norway, 
Belgium and the Netherlands are among the countries where restric
tions on dividends and stock exchange dealings have recently been 
imposed; but even though in some cases the rise has been checked 
since the end of 1941, prices have remained abnormally high. In 
France, attempts have been made, in conjunction with maximum price 



regulations, to· curtail the private demand for shares on the stock 
exchanges by methods akin to rationing. As Germany has l:een mak
ing purch~ses of industrial equities in France and othero occupied 
countries, financ~d by occupation levies or otherwise, the measures 
taken in ~hose countr-ies to curb the rise in share prices have obviously 
suit~d Gennany's interest. 



CHAPTER V 

PRICE MOVEMENTS AND PRICE CONT:R:OL .. 
PRICE MovEMENTS 

A glance at Diagram I on pages 140 and I4I will sh6w that prices 
continued to rise everywhere during the last year.1 Important changes 
are however, to be noted in the rate at which prices advanced in 
var'ious parts of the world. Table r brings into relief the more sig
nificant changes in wholesale price movements. In this table two major 
areas are segregated, (I) Europe and the Near East and (II) the rest 
of the world; within both groups the countries are arranged accord
ing to the rate of price increase during 1941. In the former area 
prices had been rising during 1940 at a rate of between 20 and 40% 
in most countries. In 1941 a pronounced divergence of the rate of 
increase became evident. Owing to increasingly rigid control, the 
advance of prices in Western and Central Europe remained within 
moderate proportions and in fact below the rate of increase during 
1940. In Eastern and Southern Europe, on the other hand, as well as 
in the Middle East, prices appear to have been rising at an increasing 
rate. In countries such as Greece, where the official cost-of-living 
index rose by ISS% in ten months, Yugoslavia and Roumania, price 
inflation seems to be in full swing. 
~o regular indices are available to illustrate the movement of prices 

in France• and Italy; but there is no doubt that th~ movement was 
1 Afty price-~dices in war-time contain a certain arbitrary element. When a 

certam commodity ceases to be regularly available, either a nominal price is used 
?r the item is drppped from the index. When the quantity of a commodity consumed 
!S severe!y restricted, for instance by rationing, its weight in the cost-of-living index 
1s sometimes reduced (Sweden). The presumption is probably correct that such 
procedures us~ally tend to lower the indices; but the magnitude of their effect should 
!lOt be ov~restlmate1; The accuracr, of price indices is, of course, much more dubious 
m 2Coun~nes w~er!l black market tr!lde is of great importance. 

We1ghted md1ces of wholesale pnces and the cost of living have recently been 
C!Jmputed by M. J, Dessirier and published in La Co,.jollclure eco11omique el jillall
c•ere. They are as follows : 

Wholesale prices 
Cost of living 

August 1939 = xoo 
1939 1940 1941 1942 
Dec. June Dec. June · Dec. March May 
128 137 162 173 • 196 199 • 200 
III Il9 130 142 ISO 153 154 

However, since th~se "!dices are entirely based on official prices "which sometimes 
~ea,r no close !elat1on~h1p to the pric~s at which business is actually done" they are of 
hm1ted value m gaugmg the real pnce development in France. 
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Table I.-Percentage Increase in Wholesale Prices i~£ Certain 
(}ountries (December to December) •':, .... 

~ 1940 1941 19"40 1941 I. E11rope and Near ~asl II. Otller Cormlrie.s 
Germany ., 3 I Venezuela 5 3 United Kingdom 21 5 Australia IO 4 Portupl • 24 IO New Zealand 14 9 Denmark " 34 10 Japan 0 II 
Sweden 2I 12 Canada 4 II 
Norway . 26 16 Union of S. Africa 9 I2 
Slovakia I7 Mexico -I I3 
Finland 29 18 United States I I7 
Switzerland 31 21 Costa Rica -6 I9 
Spain 2I 24 Peru 9 27 
Hunga!Y. 22 26 India -13 29 
Bulgarra 25 28 Netherlands Indies -I 32. 
Egypt IS 29 Argentina 2 37 
Turkey 25 41 Chile· 5 37 
Iran II 45 China 6s Il3. 
Palestine 25 48 
Roumania 53 s6•• 
Yugoslavia 58 6o 
Iraq 26 74 
Greece IO 153 •• 

• November 1940-November I94I. • September 1940-September I94I. 'June I94G-
June I94I. • January I94I-November I94I (ten months). • Increase in cost-of-living 
mdex. 

inflationary. An inquiry made by a French newspaper late in 1941 
showed the cost of a "food basket" for a worker's family in occupied 
France to be three times as high as in 1939.' At the end of 1941, it 
was estimated that as much as half of all trade was transacted in the 
"black market," and the lack of confidence of the population in the 
currency manifests itself in an increase in barter 'trade.• There are 
many indirect indications of the rise in prices in Italy. It is significant' 
of the popular anxiety concerning the future value of savings that a 
former Minister of Finance recently suggested that the Government 
issue bonds, the interest and capital of which should be adjusted on 
the basis of a wage or price index! General dissatisfaction with the 
rise in prices during 1941, which forced the Government to relax the 
"wage-stop,'' led to the authority over price control being transferred 
to the Fascist party. Notwithstanding a general order to reduce prices 
by 20% and large subsidies to maintain or raise the prices paid to 
farmers, control by the party did not prove successful and in January 
194~ authority was given to the Mini~try of Corporations to fix prices 
and wages. 

1 Petit Jor~rnal, December 30th, I94I. 
2 Nerte Ziircller Zeitrmg, December 21st, I94I. 
8 N e~~e Ziircller Zeitruig, April 17th, 1942· 
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Diagram I 

" Wholesale Prices a"d Cost of Living 
First half of 1939 = 100 
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Diagram I (continued) 

·Wholesale Prices and Cost of Living 
First half of I939 = IOO 
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All over Europe, prices of agricultural p.roducts and incomes of 
agricultural producers continued to rise in compqrison with other 
prices a"nd incomes. Thus, in Hungary, owing to the rise in agricul
tural pri~es during 1941, farmers attained a better relative position 
than before the great depression; agriculture in Switz&.-land was 
stated to have received a greater share of the n~tional inccnne in.r941 
than in 1940; and from April 1941 to Apnl 1'942 wage rates of 
agricultural workers in Great Britain increased by 24%, reaching a 
level of 73ro over August 1939, while the rates earned by aft workers 
together increased by 7% over the last year to a level 26% over 
August 1939· 

It will be noticed that the rise in prices in Germany was much less 
than that in the surrounding countries. Nevertheless, as shown by 
Table 2, certain of the latter countries suffered a further loss during 
1 941 in the terms at which they exchanged their national products 

Table 2.-lndices of Prices of hnports and Exports 
in Certain Countries 

!-Import price index. E-Export price index. 
R-Ratio of export price index over import price index. 

I938= 100 

First 
quarter 

I939 I940 I94I I942* 

I IOI I40 173 185 
Bulgaria' E III II3 127 I 57 

R IIO 8I 73 85 

I IIO 177 209 218 
Denmark E 102 130 I78 I82 

R 93 73 85 83 

I 102 I6I 200 ... 
Finland E 97 I23 I43 I63 

R 95 76 72 ... 
I III 165 212 232 

Sweden E 97 123 I32 I45 
R 87 75 62 63 

I 181 209 
Switzerland E 13I I 59 

R 72 76 

* Provisional. 
'
1
The rise !n prices of imported goods is underestimated since goods which can 

!lo onged.er be unported are entered in the index at the prices at which they were last 
unport 



Diagram 2 

Wholesale Prices, of Cer
tai" Pritl!R''Y Products 

Jute: Calcutta, rp. pet'1400 lb. 
Rubber: Ba~via, gold cents per 
~kg. • 

Beef: 'Buenos Aires, pe~ per roo 
kg. 0 J 0 0 Coffee : Rto de anetro, rets per 
IO kg. • • • 

Tea: Calcutta, annas per lb. 
Hides: Buenos Aires, pes. per 

IO kg. 
Linseed: Buenos Aires, pes. per 

IOO kg. 
Wheat: Buenos Aires, pes. per 

IOO kg. 
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LN69 

against imports.1 This loss 
·reflects a gain in Germany's 
terms of trade since Ger
many accounted for the 
bulk of the foreign trade 
of each of these countries. 
The figures available for 
the first quarter of 1942 
would seem to indicate that 
the terms of trade of the 
countries in Germany's 
economic orbit have not 
further deteriorated re
cently, and in the agree
ments concluded by Ger
many in the latter part of 
1941 with Italy, Sweden and Hungary the two parties undertook not 
to raise prices in their mutual trade. Germany also accepted, in J anu
ary 1942, to pay the increase in mark prices corresponding to the 
appreciation of the Danish krone2 without raising her export prices; 
and she prevented exporters to Holland from charging more than the 
German maximum price as from May 1st, 1942.• 
. 1 Hungary, which in the absence of a continuous series of ligures is not included 
tn the table, paid rs% higher prices for her imports (mainly from Germany) during 
the first nine months of 1941 than in 1940; export prices were only ro% higher. 

2 See Chapter I . 
. a The corresponding prohibition of exports from Holland to Germany at prices 

htgher than those in the former countr.y had been introduced in August 1941. 
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In the countries shown in Group II in Table I, with the notable 
exception of China,1 the rise in prices during I!MO had been very 
moderafe, as the prices of many world staples, after a short specula
tive flurry in the autumn of I939, had s~gged t.o low l(Vels .. (Dia
gram 2.) During I94I, however, these prices, wifu the exception of 
that of wheat, showed a considerable rise. At tli.e same time goods 
which were normally imported became scarce and, on this account 
and on account of high freight rates, expensive. In certain countries 
of Latin America, the consequential rise in the wholesj,lle price indices 
during I94I was greater than in Western Europe. The 'apward move
ment in the prices of some of their export products came to an end 
in the autumn of I94I, largely because of the restriction on exports 
imposed by the shortage of ships. A number of products, however, 
were in great demand in the United States and were exported in 
increasing quantities under long-term buying agreements concluded 
with the United States; and as prices of imported goods continued to 
advance, the general level of wholesale prices increased further by 
about 8% in the Argentine and Chile in the first four months of I942 
and by Io% and 7% in Peru and Mexico respectively in the first five 
months of the year. 

For a few other South American countries only cost-of-living in
dices are available. They show the following movement; 

First half of 1939= 100. 

Bolivia* 
1939 

Brazil 102 
Colombia 94 
Uruguay 104 

• ] anuary 1940 = Ioo. 

December: 
1940 
ns 
Io8 
89 

107 

1941 
ISS 
122 
91 

IOS 

In Europe the price tendencies outlined in the preceding pages per
sisted during the first half of I942 (See Diagram I). In Western 
Europe wholesale prices rose but little. In fact, in Denmark, the 
ind~ remained for the first time stable for a period of four months, 
o'!mg partly no doubt to the appreciation of the krone in January of 
t~I~ Y.ear. The German wholesale price index also continued to be 
rigidly stable; but the cost-of-living ip.dex showed a rise of 4% in 
spite of increased subsidies on agricultural products, particularly 
fats.' ~o recent figures are available for Eastern Europe, except for 
Bulgana and Hungary where prices continued their steady increase. 

1 The index .shown for China refers to prices in Shanghai. According to a state
ment of .the D1~ector of the Commodity Administration of the Chinese Ministry of 
E;conom~c Affa1rs, prices in Free China in February 1942 were about 29 times as 
h1~h as m the summer of 1937·. (See Chitl4 at War, March 1942.) •• 

(D The costs of these subs1d1es were recently estimated at I ooo mllhon marks 
eutsche Volkswirl, July 21st, 1942). ' . 
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PRICE CONTROL ., 
Important changes have been brought about during the•past year 

in the sc~~tpe and methods of price control in Canada ~he United 
States and Germany. In the first mentioned country, w'here the rise 
in .prices' ~ad been•relati':ely moderate, a "ceiling" was applied to the 
pru:es of goods and servtces at all stages of production and distribu- · 
tion in November'1941. In the following eight months the indices of 
wholes1!,le prices and cost of living advanced by only ~bout 2%. 

A somewhat similar policy was adopted in the United States in 
April 1942. In that country, prices had been advancing rapidly during 

. the preceding twelve months. The rise of the general index was mostly 
due, as is evident from Diagram 3, to the rise in farm prices under 
the triple stimulus of increased domestic demand, lend-lease deliveries 
and Government support. This rise was in sharp contrast with the 
relative stability of metal prices, made possible, notwithstanding an 
almost unlimited potential demand, by selective price control from 
the spring of 1941 and an elaborate system of priorities and alloca
tion of supplies. A more extensive control of prices was introduced 
by the General Maximum Price Regulation of April 28th, 1942, under 
which sellers of any commodity or service were prevented from charg
ing more than the highest price charged during March 1942. It was 
not expected that this would completely rule out further increases in 
indices of wholesale prices or the cost of living, since, apart from 
some exceptions of minor importance, all raw farm products were 
exempt from the ceiling! In fact, under the then existing legislation, 
no maximum could be imposed· on the prices of any farm products 
which would be lower than (1) IIO% of its "parity price"" or (2) 
its market price on October 1st, 1941 or (3) its market price on 
December 15th, 1941 or (4) its average price in the period of 1919 
to 1929.8 

The maintenance of a rigid ceiling over selling prices when all 
cost factors are not brought under control at the same time may 
remove all profits in the production of certain commodities and thus 

1 It has been estimated that these exemptions cover about 40% of the expenditure 
on food of a working class family (United States Department of Labor, M ont/&ly 
Labor Review, July 1942). . : 

• The "parity price" is the price which gives the farmer the same purchasmg 
power over non-farm commodities as he obtained during the base period August 
1909 to July 1914. 

8 However Congress passed an important amendment to the Emergency Price 
Control Act' on October 2nd, 1942 on. the stren~h of w!tich the President, b~ !in 
executive order of October 3rd, established max1mum pr1ces for farm commod1t1es 
and the products manufactured therefrom at the level of Septem)>er 15th, 1942. 

The new legislation also provides for crop loans of go% of parltr up to two years 
after the war for cotton corn, wheat, rice, tobacco, and peanuts With a view to pre
venting an abrupt post-;.,ar price fall. 
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Diagra.m 3 

Wholesale Prices in the United States 

First half of 1939 = IOO. 

A-General index 
B-Metals and metal products 
C-Farm products ~ 
D-Commodities other than farm products and foodstuffs 

A --
,' r /J 

~ ~ 
fl 

1939 1940 1941 1942 1939 1~0 

0 

c 1.7 

I 
l.f/~ D 
~ 

1941 

200 

180. 

160 

140 

120 

100 

1942 
L.M'70 
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impede supply. In Canada, strains of this nature were felt owing to 
the rise of the prices of imported commodities; in the United States 
such strains were mainly due to the possibility left for a further rise 
of farm prices and wages. An endeavour was made in both countries 
to have the rise in costs absorbed at any earlier stages of production 
where profits were considered sufficiently large. This "rolling back 
of the squeeze," however, has not always been possible. In such 
cases, the Canadian price control system provides for the payment 
of Government subsidies. Since the price control authorities in the 
United States have no power to grant subsidies,• they allowed the 
ceiling to be pierced in a few instances, such as canned fruits, shortly 
after its imposition. 

The system of subsidies to stabilize the price level has found its 
most general application in the United Kingdom. During the last 
year the policy announced by the Chancellor of the Exchequer on 
April 7th, 1941 to prevent the cost-of-living index from rising 'above 

•-r:he Recon~truction. Finance Corporation is, however, absorbing a loss on 
certam domestic and Imported materials such as . gasoline, scrap, sugar and 
molasses. 
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125-130% of the pre-war level has met with success (see Dia
gram I). This1success has been achieved at the cost of £;o millions 
in subsidies in 1940 and £139 millions in 1941.1 The l;ltter figure 
represen~s over ten per cent of the country's estimated total con
sumptiqn expen"djture on food in 1941.2 

There. is a general tendency for price control to spread over into 
other fields of w9-r-time control. This development has perhaps gone 
furt~est in Ger~any, where the Price Co~m!ssioner has gradually 
acqmr~d ver'f wtde powers. He can lower mdtrect taxes in order to 
s~abilize prlces! he compels producers to maint~in a certain propor-

. t10n of cheap hnes; he promotes the concentratiOn of production on 
the most efficient enterprises ; and he has also wide discretion in the 
allocation of raw m~terials, fuel and labour.• German price control 
has been particularly concerned with the promotion of efficiency in 
production. In the civilian sector of production main reliance seems 
to be placed on the "competition of the price control officials. The 
official who finds no further scope for price reduction risks his repu
tation and his job."' In production for the Government a system of 
"target prices" was introduced in November 1941, whereby public 
contracts are based on the costs of an efficient firm. This system, 
which led to great losses for high cost producers, was refined in 
February 1942 when different "target prices" were set for different 
groups of producers of the same type of output. Special inducements 
were given to those enterprises which chose to enter the lowest price 
group. They are to have priority in the procurement of raw ma
terials, etc., and whatever excess profits they are able to make at the 
price set for this group are not subject to excess profits taxation. 

In Canada the price ceiling has also been a starting point for 
further economic controls. Thus much emphasis is placed on the 
concentration of industries and trade, the simplification of products 
and the elimination of unnecessary lines of production as measures 
to enable producers to sell at the ceiling prices without incurring 
losses. Foreign trade has also come under the power of the price 
control authorities as imports of commodities which are considered 

·luxuries or which can be suitably replaced by goods. produced in 
Canada are not eligible for subsidies to meet a rise in their price 
abroad. 

In Australia, prices of goods and services were "frozen" at the 
1 "An analysis of the sources of war finance •.. ", Cmd. 6347. • • • 
2 Such· expenditure was estimated at between £1285 and £1385 mdhons m the 

Bulletin of the Oxford Institute of Statistics, Vol. 4, No. 6. . . . . 
3 In the spring of 1942, however, some of the powers of the Prrce Commrssroner 

were transferred to other controllers. 
'Frank/tt.rler Zeiltmg, quoted from Economic lormral, April 1942, page· 18. 
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level prevailing on April 15th, 1942· Provision .was made, however, 
for adjustments in cases of subsequent changes m co~s; and exemp
tions were accorded to certain primary products and to goods and 
services supplied by the state governments or other l~cal authorities. 

WAGES AND WAGE CoNTROL 

The adjoining table gives some information coRcerning the de
velopment of money wage rates or earnings per hour/ the cost of 
living and "real" wages. In the interpretation of the ~l\,St s~ries it 
should be borne in mind that an index of "real wage rates" does not 
by any means reflect the amount of consum~tion goods a worker 
can buy with his income. In the first place, h1s total money income 
depends also on the degree of employment, overtime, etc. His spend
able income is affected by taxes, savings (voluntary or compulsory) 
and in some countries by "voluntary contributions." Finally the 
amount of goods the net income will purchase depends on the avail
ability of goods and the system of rationing. 

Notwithstanding these qualifications it is of interest to compare 
the movement of "real" wage rates in various countries. From June 
1940 to June 1941, real wages generally continued to fall on the 
continent of Europe, and rose elsewhere. Since June 1941, however, 
in the period for which figures are available-up to June 1942 in 
some countries and December 1941 in others-real wages have 
shown a remarkable stability at various levels ranging from about 
25% below pre-war in Norway to about IO% above in the United 
States.• The only important change occurred in the United King
dpm, where a considerable rise in money wages·, combined with a 
stable cost of living, brought the index of real wages back to the 
pre-war level. 

The restriction of wage increases, be it by legal means as in 
Germany and Canada, by collective contract as in Sweden, or by a 
tacit understanding as in the United Kingdom, is an essential condi
tion for the effective control of prices. Inversely, wages cannot be 
stable if the price movement gets out of control. An extreme example 
of this is found in the case of Greece, where the Government ordered 
a rise in wages varying from rro to 140% between July and No~ 

1 The figures. shown are indes-numbers of wages, ~d generally these indices 
are constructed 10 a way which understates the rise in average wage rates resulting 
!rom ~e tran~fer of workers from low-wage industries to the metal and machinery 
mdu~tnes. which usually pay higher wage rates. Thus in Germany average hourly 
earmngs mc_reased ~Y 5% between the third quarter of I940 and the third quarter 
of I94I, while the,mdex sh~wn on Table 3 rose by only I%. (See "The German 
W

2
ar Economy, y, Efonom•c lournai,,Apri! I942.) • 
Real .wages 1n Sw1tzerland, for wh1ch country no regular wage statistics ex1st, 

were estimated to be about IS% below pre-war in the autumn of I94I. 



-149-

Table 3.-H ourly Money Wages, the Cost of Living and J?eal Wages" 

MW-Mon~y Wages. CL-Cost of Living. RW-Real Wag~s. 1 

"' . First half of 1939 = 100 • 

' 
June June Dec. 

• 1940 1941 1942 1940 1941 1941 u.s.*.: Australia: 
MW IOS ~ us I3I MW 104 II2· II4 
CL 102 106 uS CL 104 109 II2 
RW . I03 108 III RW IOO 103 102 

U.K.: • .. Germany: 
MW III 120 130 MW 100 101 IOI 
CL 122 129 129 CL 104 106 106 
RW 91 93 IOI RW 96 9S 9S 

Sweden: Hungary: 
MW 109 us 126 MW IOO us I30 
CL us I33 143 CL 107 123 I40 
RW 9S 86 88 RW 93 93 93 

France: Denmark: 
MW II3b II3 MW 114 12I I23. 
CL (II9~ (I42) (ISO) CL 127 Is~ IS2 
RW (9S (So) RW 90 8I 

Belgium: Norway: 
MW IOS n8 MW I06 Io6 I06 
CL no I73° CL n6 I40 I44 
RW 25 68 RW 9I 76 74 

• Source of MW and CL series: lntenrall'onal Labo11r Review and League of 
Nations M onlhly B11lletin of Statistics, except as noted below: Sweden, MW: col
lective contracts. Belgium, CL: I94I: Ner1e Ziwclzer Zeitrmg May 9th, I94I. Nor
way, MW: figure for June I940 maintained through 1941 in view of rigorous "wage
stop." Hungary, MW: Based on prescribed wage increases. France, MW: Con
jonctllrc Economiq~~e et Finonciere, 1941; CL: Figures from page 138, note 2. 

• October. · 
"May. 

vember 1941.1 In other countries on the continent of Europe the 
Government, during the last year, had to relax the wage stop (Italy, 
France) or to order a general wage increase (Hungary, Belgium). 
On the other hand, the "wage-stop" decreed after the occupation 
seems to have been rigidly maintained in Norway and the Nether
lands. The same applies to·Germany. 

An almost complete stability of inc'Ome rates has been achieved in 
Canada since the autumn of 1941. In that country wage rates, sal
aries and directors' fees are frozen at the level of November 15th, 
1941. Wages are to be adjusted to changes in the cost-of-living 
index, but this index was practically stable and no adjustment had 
to be made until August 1942, when a bonus of 2.4% was granted. 

No general system of wage control, except in "essential occupa
tions," has as yet been introduced in the United Kingdom, though 

1 The official cost-of-living index in the latter month was over three times as 
high as in January 1940. 
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it is understood that wage rates will not, in general, be increased as 
long as ihe Government maintains the stability of fllie cost-of-living 
index. Inothe United States the War Labor Board-a trip,rrtite body 
which had no jurisdiction over voluntary wage ~adjustments-an
nounced in July 1942 that it would not grant wage increaSP.s, except 
in the case of "sub-standard" wages, which would raise "real wages" 
above the level prevailing in January 1941. Wage-oorners whose rates 
had not increased by 15% since that date-that .is, by the same per
centage as the cost-of-living index-were declared "entitleCi to have 
their peace-time standards re-established.m, • 

lin fact, average rates had increased as much as 18.9% between January 1941 
and April 1942 but some groups of workers had not fully shared in this rise. 

• Since this was written, the authority of the War Labor Board has been increased 
by an executive order of the President of October 3rd, 1942 to cover all changes in 
wage rates, and the Board has been directed not to approve any increase above the 
rates prevailing on September 15th, 1942, "unless such increase is necessary to cor
rect maladjustments or inequalities, to eliminate substandards of living, to correct 
gross inequities, or to aid in the effective prosecution of the war." At the same time 
any increase in salaries which were in excess of $5,000 a year was made subject t~ 
the approval of the Economic Stabilization Director. 



CHAPTER VI 

·INTERNATIONAL TRADE 

In the pa~t·year, as the hostilities spread over a wider area, inter
national trade, as well as other economic activities, was mobilized in 
almost all major countries for the conduct of war, and was gravely 
affected by the hazards of war. 

Traditional trading channels were further disrupted. While during 
the second year of war the world was split into two great trading 
areas separated by blockade lines-Continental Europe and the rest 
of the world-the Japanese conquests during the early part of 1942 
implied the establishment of a third area in eastern and south-eastern 
Asia. As this area produces various primary products which cannot 
be obtained in adequate quantities elsewhere, its severance from the 
rest of the world created difficult supply problems, particularly for the 
United States. The loss of trade was felt so much the more as a con
siderable portion of the goods obtained from this region were paid 
for not by exports but from the yield of investments accruing to the 
United Nations. 

Transport difficulties added to the disturbances of trade. Tonnage 
losses in the first half of 1942 are reported to have been heavy/ and 
an increasing amount of mercantile tonnage and in Europe of railway 
rolling stock was required for the transport of troops and war mate
rial. The lack of transport facilities necessitated a drastic curtailment 
of "normal" commercial transactions. 

As trade ceased to meet normal requirements, additional strain was 
placed on the countries within each of the three regions referred to 
above. Germany and Japan in the areas they dominated endeavoured 
to shift this strain onto the countries under their control. Within the 
area of free nations, international collaboration tended to distribute 
the burden according to each country's capacity. British purchases 
continued to relieve certain debtor countries of unexportable surpluses 
of primary goods, at the same time as they helped them to repatriate 
outstanding debts and reduce their annual interest payments. The 
United States also extended its policy of large scale purchases of 
primary goods, and expanded her lend-lease aid to allied and other 
friendly nations. 

1 C/. Chapter VII. 



Table I. The World except Conti1tental Eterope: Quarterly Mercha1tdise Imports 
In U.S. $(ooo,ooo's). Special Trade. 

Country or Group 
Quarterly average 1941 1942 

1938 1939 1940 1941 ---2---1---~3 __ .,_~4~-~---~--1--2---
Africa •••••••••••••••••••.•••••• 

Algeria, Tunis, French Morocco. 
Union of South Africa •..•..••. 
Egypt ••••••.••• ; •.•••••••••••• 
Gold Coast .•••••••..••....•••. 
Mozambique .••••..••••...•.••. 
Other countries •••••.••..•••••• 

362 
62 

Il2 

45 
9 
5 

129 

NOt"th America • . . . . . . • • • • • . • • . . 664 
United States • • . . • • • • • . • • • • • • . 488 
Canada, N.F.L. and other coun-

tries • • • • . • . • • • . . . • • • • • • • • • • . 176 

Mesko and CaribbeaJJ •••.••••••. 
Mexico ••••..••••••••••.•••••. 
Cura.;ao .••••.•..••••••••••• 
Other countries •••.•••••.•••••• 

South America •••••..••.•••••••• 
Argentina •..••••••••••••••••• 
Brazil •••••.•••••••••••.••••.• 
Venezuela •..•••••..•••• : • .••.. 
Chile •••.•••••••••.••••••••••. 
Peru ........••.......•.•...... 
Other countries •••..•.....••••. 

Aria •. : •••••.•••••••••••••.••••• 
India, Burma, Ceylon •••..•.•... 
British Malaya ..•..•••.••.••.. 
French Indo-China ..•••...•.••. 

157 
27 
53 
77 

301 
III 
74 
24 
26 
IS 
51 

8s6 
177 
78 
14 

98 
38 
8 
4 

(II7) 

(756) 
569 

(187) 

30 

(77) 

(264) 
88 
6s 
26 
21 
1!21 

(52) 

(897) 
r67 
8o 
22 

99 
30 
7 
4 

6 
4 

(888) ( 1,144) 
635 8o6 

(2S3) (338) 

31 

(72) 

(275) 
99 
63 
23 
26 
13 

(SI) 

(936) 
156 
97 

(12) 

47 

84 

(266) 
8s 
70 

(19) 
27 
14 

(51) 

88 . 
5 
3 

5 
4 

6 
5 

7 
5 

9 

(972) (1,143) (1,179) (1,28o) (1,126) 
695 817 8o4 907 747 

(277) (326) (37S) (373) (379) 

39 

(76) 

(204) 
59 
s8 
12 
22 
12 

(41) 

154 
97 

44 

(84> 
(244) 

77 
62 
17 
25 
12 

(51) 

• I 

so 

(84) 

(299) 
roo 
79 
22 
28 
IS 

(55) 

(175) 

: I 

54 

(g~) 

• • (319) 
ro6 
82 

. • (25) 
32 
17 

(57) 

0 

95 
• 0 74. 

28 
12 

9 

Q • 

33 
12 

-en. 
N 



Netherlands Indies .••••••••.••. 
Philippines .•.........••••.•... 
Japan, Korea, Formosa, Man-

churia •••.••.•.•.•••.•••••.. 
China ••••••.••••.•••••••••••• 
Other countries •• : ....•.•••..•. 

Oceania •..•••.•.•...•••••••..... 
Australia ••..•••.•.•••.•..•... 
New Zealand •.•••..•...••••••. 
Other countries .••.•••.••..•.•. 

Non-continental E11rope ••••.•..•. 
- United Kingdom ••.•••••.••.••. 
· Ireland, Iceland •••••. • •••••.••.. 

1>7 
33 

28S 
69 

133 

190 
128 
54 
8 

1,103 
1,049 

54 

U.S.S.R. .••..•... ....•.•... .. .. 66 

Total •.•••.. · • • • • • • • • • • • • 3,699 

For Note to Tablet, see page 156. 
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Table 2. World except Continental Europe: Quarterly Merchandise Exports 
In U.S. $(ooo,ooo's). Special Trade. 

Quarterly average 1941 
Country or Group 

1938 I939 1940 1941 I 2 3 4 ---------------
A/rica .......................... 274 

Algeria, Tunis, French Morocco. 6I 
36 Union of South Africa ...•..... 36 34 25 

Egypt ••....•.....•••........•. 36 37 62 
Gold Coast .......•...•.•...... 14 14 ·14 13 14 IS 13 IO 
Mozambique ...•.....•.•....•.. 3 I 2 2 2 2 2 2 
Other countries ................ 124 (II4) 

Nortlo America ................. I,OII (I,OI2) (I,264) (I,636) (x,s68) (1,475) (I,624) (I,877) 
United States 764 781 984 I,255 1,294 1,078 I,I93 1,453 
Canada, N.F.L: -~~d. ~th~~. ~~~~: 

tries ........................ 247 (23I) (280) (38I) (274) (397) (431) (424) 

Me~ico a11d Caribbean ·······.···· 171 
36 Mexico ....................... 47 44 44 37 33 35 43 

Cura~ao .................... 46 ,. 
Other countries •.••..•......... 78 (77) (70) (92) (78) (lOS) (go) (93) 

• 
South America .................. 362 (376) (348) (395) (339) (416) (407) ' (419) 

Argentina· .................... IIO II7 I08 IIO 97 I22 109 II2 
Brazil 74 77 66 8s 69 87 88 , . 97 
Venezu~l~·::::::::::::::::::::: 68 75 63 70 s8 6s 79 78 
Chile ························· 35 34 35 39 3I 40 44 43 
Peru ..•.........•.•..•.••....• I9 IS 17 20 20 I9 2I x8 
Other countries ......• ! ........ s6 (55) (59) (71) (64) (83) (66) (71) 

Asia ............................ 853 {go8) (gs8> 
(287> India, Burma, Ceylon ••..••..•. 216 220 225 (244) 203 2II (275) 

British Malaya •••.•.•.•••..••. 8! 94 133 I3I 
French Indo-China ...•.....•... 24 24 (24) . . .. ···" 

1942 

I 2 - ---. 

IS 6 

(2,0I2) 
I,SSI I,8II 

(461) 

. 
'. '") 

~ 
I36., I32 ... 93 

37 48 
20 19 

.. . 
.. -~ .. .. .. 



Netherlands Indies ••••.••...•.. 92 102 125 130 125 148 

\ 
\ : Philippines .................... 37 38 39 40 45 

Japan, Korea, Formosa, Man-
churia ······················ 249 294 (264) 

China 38 28 29 33 45 44 
Other c~~~t~i~~·::::::::::::: :·:: II6 (108) (II9) 

Oceania ......................... (198) (168) (187) (177) (183) (181) (174) (170) 
Australia ..................... 130 105 120 II2 II2 II4 II3 • .. 110 .. 
New Zealand .................. 57 52 s6 54 61 s6 so 49 

., 
67 ~ 

Other countries ................ (II) (II) (II) (H) (10) (II) (II) . (II) 
~ 

Non-continental Et~rope ·········· 6oS 524 458 ~ 
United Kingdom ............... 575 491 418 .. .. . 
Ireland, Iceland ................ 33 33 40 41 35 35 35 6o 46 4 0 

U.S.S.R. ······················· 62 

Total ................... 3.539 

For Note to Table 2, see page 156. 
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TRADE OuTSIDE CoNTINENTAL EuROPE 

The statistical information on trade has become inc[easingly scanty, 
and the fig"..tres for total trade values summarized in Tabl~ 1-2 fail 
to give a comprehensive picture. The figures are nev~theless interest
ing, suggesting as they do that, as a general rule, trade has tended to 
increase rather than decrease in value, though it may have" fallen,. in 
quantum. As this tendency is noticeable in exports ~ well as imports, 
it cannot be attributed solely to the rise in transport costs (inctuded in 
the import figures of the majority of countries). ~ ~ • 

More and more, in the course of the war, the United States has 
come to occupy a key position in trade. With the expansion of her 
armament production, she has absorbed various strategic materials 
in growing quantities. Detailed information on United States trade, 
available only up to September 1941, shows the resulting change in 
the composition of imports (see Table 3). 

The countries of eastern and south-eastern Asia, with which trade 
was discontinued as the result of the war with Japan, had accounted 

Table 3.-United States Imports, January-September I939-I94I 

Copper unworked .................... . 
Tin, unworked and tin ore (tin content) 
Lead unworked ..................... .. 
Nickel and alloys .................... . 
Rubber ............................. . 
Wool, raw .......................... . 
Wood, sawmill products •......•....••. 
Hides and skins, raw ................. . 
Jute, including yam, burlap, etc. . .••..• 
Manila hemp ....................... .. 

· Total .......................... . 
Percentage movement (I939 = Ioo): 

Above articles .................... .. 
All other goods .................... . 

• MiJJiard board feet. 

$(ooo,ooo's) Lb.(ooo,ooo's) 
I939 I940 I94I I939 I940 I94I 

I.O 6.3 67.2 I2 58 695 
45·7 93·3 I37·2 IOO 206 293 

.I ·4 I5·9 4 IS 450 
I9.8 29.8 . 39·0 90 I33 I87 

II9.4 223.7 3II.3 76I I,282 I,7II 
34-6 56.6 I63.3 I77 236 666 
I3.4 I6.8 32.4 •488 a 522 •970 
33·7 37.6 56.9 238 252 438 
26.4 44-I 43.8 454 5I2 s63 

2.5 4.I .8.2 66 92 I,477 
296.6 5I2.7 875.2 

IOO I73 295 
IOO I02 I09 

Note to Tables I, 2 and 9· Where not otherwise indicated, the figures represent 
special trade in merchandise only, even in the case of countries which are producers 
and major exporters of gold. 

The figures refer to U.S.A. dollars according to the 1934 parity, equalling 0.88867 
gramme of fine gold, or 59.o6o/o of the "old" gold dollar employed in certain earlier 
publications. Conversion from national currencies has been made in accordance with 
the principles stated in Review of World Trade, 1938, Annex I (pp. 58-59). The 
difli~ulty of making international comparison of trade values increased very much 
dunng the war. owing to the adoption of exchange control in almost all countries 
~d to blockades. Account should be taken of the fact that, particularly from the 
m1ddle of I940, trade was conducted on a higher price level in Continental Europe 
than elsewhere. · 

The figures given in brackets are partly estimated. 



-157-

for over two-fifths of the United States imports of raw materials and 
semi-man~facture;t. A!most ~he whole s~pply of rubber-whir.h repre
sented a ht~her share m Umted. Sta~es tmpo:ts than any otMr article 
-was cut off, as ~as. that o~ tm, stlk, mamla hemp, kapok and qui
nine; and .. a substar;ttlal portion of the imports of articles such as 
chroVtite, manganese ore, tungsten, sugar, coconut oil and copra was 
also affected. Impo!its from south-eastern Asia continued, in fact on 
a large scale during the early months of 1942; but the menace to t;ade 
with this J-egiQn, occurring at a time when the demand for industrial 
raw materials was rapidly increasing, precipitated measures to develop 
domestic and Latin-American supplies of the articles concerned. An 
extensive programme of inter-American collaboration was outlined, 
and at the Pan-American Conference in Rio de Janeiro in January 
1942 the American republics virtually agreed to organize their 
economy for the support of the war effort of the United Nations. 

Agreements concluded since May 1941 with various Latin-Amer
ican countries provide for the purchase by United States government 
agencies 'of practically the entire Latin-American output of numerous 
strategic materials, in particular non-ferrous metals and rubber. 
Moreover, the United States has agreed to purchase from certain 
Latin-American countries their production of various materials of 
little strategic importance (for instance, cotton) even when shipment 
to the United States may not be possible under prevailing conditions 
or is not intended in the. future. These arrangements have the char
acter of financial assistance and meet the same purpose in Latin Amer
ica as the British purchasing agreements in certain other areas. 

Other agreements recently concluded with Latin-American coun
tries aim primarily at promoting their economic development by 
loans granted through the United States Export-Import Bank. The 
principal recent borrower is Brazil, who in March 1942 negotiated a 
credit of $too million in addition to $120 million previously raised 
for the exploitation of her natural resources. The chief projects to be 
financed by these credits are the opening up of the Amazon Basin and 
the exploitation of the iron ore deposits in Minas Geraes. Bolivia has 
been granted a credit for road and railway construction;· and the 
Argentine, for the acquisition of railway material. Other Latin
American credits have been granted for public works, for the pur
chase of industrial machinery, for developing rubber production, etc. 
Certain of the credits have been extended by Government agencies 
other than the Export-Import Bank. Further, private United States 
investments have been made with a view to increasing the production 
of strategic materials. Finally, the following up of the United States 
trade agreeements programme resulted in new agreements with the 
Argentine (effective November 15th, 1941), Cuba (supplementary 
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agreement effective January 5th, 1942), Peru (July 9th, 1942), and 
Urugua-y.' l'l 

As tm following figures show, United States trade,.. with Latin 
America was expanding rapidly even before the ~ergency situation 
arose late -in 1941. ,. 

Table 4· United States Trade with Lati1l! Am.erica 

Imports (general) from Latin America: 
in $(ooo,ooo's) •.....•.••••.••.•..•••....••••. 
percentage of total imports •.•.•.••......•.•••.. 

Exports (including re-exports) to Latin America: 
in $(ooo,ooo's) ..•...•...•.••....•.••.••.•••... 
percentage of total exports ..••••......•..•.•..• 

Import (-) or export (+) balance with 
Latin America •. , ..••....••••..••••..•••••...• 

January-September 
1939 r I9iO 1941 

390 490 760 
24-0 25.2 31.8 

423 sso. 662 
19.3 19.2 19.9 

+33 +go -106 

The increase •in imports was far greater than in exports, and in 
1941 the previous export surplus to Latin-American countries was 
replaced by an excess of imports. While the United States demand 
for Latin-American goods was very heavy, exports to Latin America 
were hampered by the increasing domestic demand, by lend-lease aid 
to the United Kingdom and elsewhere, and by transport difficulties. 
Delivery on Latin-American orders placed in the United States was 
thus delayed. In these circumstances a rapid utilization of the credits 
put at the disposal of Latin-American countries could hardly be 
expected. The following figures show the approximate amounts of the 
Export-Import Bank's outstanding commitments on account of 
credits to Latin America, and the extent to which these credits have 
been utilized : 

. $(ooo,ooo's) 
Credits Credits 

authorized utilized 
March 1941 . • • • . • • • • . • . . • . • . • • • • . . • . • • • • • • • . . • • • . . • 220 34 
December 1941 • • • • . . • • • • • • • • • • • • • • • • • • • • • • • • • . • • • • • 320 92 
June 1942 . • . • • • • • • . . . . • . • • . • . . . • • • . • • • . • • • . • • • • . . • 66o ISO 

United States trade with the Old Wodd was to an increasing extent 
dominated by the lend-lease aid supplied to countries "whose defense 
the President deems vital to the defense of the United States." The 
basic principles of such aid were established by the first "organic" 
Lend-Lease Act passed on March 11th, 1941, which in addition 
authorized the shipment of defense articles in stock or procured from 
earlier appropriations to the extent of $1,300 million. The Defense 

1 Agreement signed July· 21, 1942, effective thirty days after exchange of instru
ments of ratification and proclamation. 
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Aid Supplemental Appropriation Act o"'f March 27th, 1941 appro
priated $7,000 million to carry out provisions of the "organis" ·Lend
Lease Act ind gave the President power to reimburse tho~ depart
ments and agenci~s which disposed under the Lend-Lease Act of 
defense ai."ticles procured from appropriations made prior to March 
lit~ 1941:' 

Late; appropriati~:ms have increased the amounts of possible lend
lease atd .very constderably. The second Lend-Lease Appropriation 
Act, passtd on'October 28th, 1941, made available to the President 
an additional $5,985 miiJion. From the entry of the United States into 
the war, the financing of lend-lease aid was changed in that funds 
appropriated to the President ar.e used only for non-military aid (for 
instance, foodstuffs and raw materials employed by armament indus
tries). The third lend-lease appropriation, amounting to $5,425 mil
lion and approved on March 5th, 1942, provided only for such aid. 
Military equipment, on the other hand, is being transferred from 
appropriations which have been made directly to the Army, Navy and 
Maritime Commission; the total of such appropriations, up to the 
beginning of September 1942, amounted to $44,535 million. The total 
of all appropriations available for lend-lease aid thus reached the 
enormous sum of $62,945 million. Total lend-lease aid actually ren
dered up to that date was little more than a tenth of this amount, or 
$6,489 million, but expenditure in the middle of 1942 was at a 
monthly rate equivalent to $8,ooo million a year. The rapidity with 
which the aid has increased is illustrated by Table 5, showing lend
lease expenditure by quarters and distribution by principal categories 
of goods and services. Over the wh.ole period covered, goods exported 
exceeded half the total aid rendered. Attention should be paid to the 
rapid expansion in lend-lease exports that occurred early in 1942. 

A measure of the relative magnitude of the lend-lease aid is 
afforded by comparison with United States exports. As the last line 
of Table 5 shows, exports other than under lend-lease at least up to 
March 1942 were maintained at a value of about $1,000 million 
quarterly. From then on, however, the rise in lend-lease shipments 
was accompanied by a fall in other exports. In the quarter ending 
May 1942 such exports represented only 74% of lend-lease exports 
and 40% of total lend-lease aid (including services and lend-lease 
goods not yet exported). The diagram on page 161 helps to visualize 
certain of the values set out in Table 5· 

Complete information on the geographical distribution of lend
lease aid is not available, but the last official report on lend-lease opera
tions indicates that, at first, lend-lease exports went primarily to the 
United Kingdom, to help in the battle of Britain and that, as the war 
spread, aid was sent to Africa, the Middle East, Australia, China and, 
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Table 5· United States Lend-Lease Aid, in $(ooo,ooo's) 
.. "' Total 

Dec. March 
March- June- Sept.- 1941- March- JUne- 1941-
May Aug. Nov. Feb. May Aug. Aug. 

Typeofaid 1941 1941 1941 1942 "1942 1!7-12 1942 
Goods: 

, 
Exported .............. 23 167 405 sos "1,038. 1,387 3,525 
Transferred but not ex-

El4° ported• ............... 52 4 72 183 15;_ 527 
Increase in goods awaiting .. 
transfer or in process of 

166 66 384 456 288 1,360 manufactureb • , •••••••• 

Services: 
Servicing and repair of 
ships• ................. 47 31 

Rental of ships, ferrying 
128 of aircraft, etc. d •••••• 75 172 151 253° 1,077 

Production facilities in the 
United States ••.••••••• 95 . Il3 

Facilities for supplying 
bases abroad, etc. . •..••. 3 9 

Total lend-lease aid •• uS 369 715 1,368 1,927 1,992 6,489 
For comparison: 
Goods exported other than 
lend-lease ............. 1,079 944 1,130 1,079 771 

a Inventories of finished articles at points of export, ships, etc. 
b "Articles in process of manufacture" include expenditures for items such as ships, 

upon which payment is made by the Government as the work progresses. The amounts 
do not include the great majority of lend-lease articles in process of manufacture, 
which are not paid for until delivered. 

• Cost of repairing, servicing and reconditioning ships of lend-lease countries in 
United States ports. 

d Cost of transporting lend-lease cargoes to foreign countries. 
• Approximate figures. 

from October 1941, to the U.S.S.R. "Currently, about 35% of 
lend-lease exports are going to the United Kingdom, 35% to 
U.S.S.R., and 30% to the Middle East, Australia, and other areas.111 

The list of nations now eligible for lend-lease assistance includes the 
members of the British Commonwealth of Nations and 35 other 
nations: · . 
British Commonwealth Cuba Haiti Panama 
Argentina Czecho-Slovakia Honduras Paraguay 
Belgium Dominican Republic Iceland Peru 
Bolivia Ecuador Iran Poland 
Brazil Egypt Iraq Turkey 
Chile El Salvador Mexico U S S R. 
China France (Fighting) Netherlands U~u~ay 
Colombia Greece Nicaragua Venezuela 
Costa Rica Guatemala Norway Yugoslavia 

1 SU:Ih Reporllo Congress on Lend-Lease Operalions for lhe Period Ended SeP-
Iember 11, 1942, pages 8-9. · 



United States: Letul-Lease Aid and Exports, in $(ooo,ooo's) 

A· Lend-lease articles exported. 
B : Lend-lease articles transferred but not exported. 
C: Lend-lease articles awaiting transfer, services, etc. 
D ': Exports other t@an lend-lease (not available for June-August 1942). 
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The distribution of lend-lease aid by commodities may be shown 
by the following figures referring to the period froll}. March I94I to 
May Ig~ inclusive. Total lend-lease expenditure on commodities 
(including~ commodities not yet exported) for this period'tlmounted 
to $3,673 million (cf. Table S); of this sum, $3 •• SU7 million1 were 
distributed as follows : ~" 

$(ooo,ooo's' 
Ordnance and stores •••.•.•......................... ~ .••. r. • 394 
Aircraft • • . • . • • . • . . • • . . • • • • . • . . . . . • . • . . • . . . . . . . . • . • • • . . • . • • 690 
Tanks and other vehicles ..••.•.•....•....•..••.•••••••.• ~ • . ~48 
Miscellaneous military equipment •...••..............•.•.•. ! . · 73 
Watercraft • • • • • . • • • • • . • . • . • • . . . • • . . . • • • • . . • . • . . • • . • . . . • • • • 47 5 
Agricultural and industrial commodities . . • . • • . • . . . . . . . . . • . . • . • 1,527 

Total . • . . . . . . . . . . . . . • . • . . • . • . . . . • • . • • . . . • • . • . . . • • • • • 3,507 

The "agricultural and industrial commodities," representing 43% 
of the total, consisted largely of meat and dairy products, raw tobacco, 
mineral oils, iron and steel and non-ferrous metals. The farm products 
transferred for lend-lease shipments over the period just considered 
total 2.3 million tons with a value of $70I million distributed as 
follows: 

Farm products: $(ooo,ooo's) 
Dairy products and eggs . . . . • . • • • • • . . • . . . • . . • . . . . • . . . .. .. • 2244 
Meat, fish and fowl . . • . • • . . . • . • . • • • • . • • • • . • . • . • . . • . • . • . . . • 2II.6 
Fruit and vegetables • • • • • • • . • . . • • . . • • • . • . • . • • . . • • • . • . . . . . • 54·9 
Grain and cereal products .. .. .. .. .. .. .. .. .. .. .. • . . . . . .. .. • 27.7 
Lard, fats, oils............................................ 56.r 
Other foodstuffs .. .. . . .. .. • .... .. • .. .. .. . . .. .. . . . .. .. .. . .. 5.r 
Non-foodstuffs .. . .. . . . . . .. .. . .. • .. .. .. .. .. .. .. . .. . . .. . . .. 121.4 

Several of the articles in question had earlier not been exported in 
large quantities. Figures concerning the "transferred" quantity of 
certain of the more important non-military items during the period 
up to the end of February I942-that is, for almost one year-may 
be compared with total exports of the same items during 1938 
(Table 6). 

It will be observed, for example, that the transfer of meat and fish 
products was nearly three times, and that of milk products over four
teen times the I938 exports. The high proportion of concentrated 
foodstuffs, such as dairy products, meat and fats, in lend-lease ship
ments is due to the scarcity of shipping space. The export of food
stuffs under lend-lease.was still increasing rapidly in the summer of 
I 942 ; thus the quantity shipped in June (I 87 million lb.) was more 
than twice the figure for May. 

The lend-lease programme should be regarded as an expression of 
1 The. ~ifference ($r66 million) between this sum and the total expenditure on 

commodities appears to have represented chiefly military and naval equipment. 
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Table 6. United States: Quantities of Certain Len{j-Lease Articles 
Transferred l.!Qfch IIth, 1941-February 28th, 1942, as Compared 

, wtth Exports of the Same Articles in 1938 .," • 

Commodity Unit 

Meat and fish products ••••••••• Million lb. 
Milk products ... • • • • • • • • • • . • • • " 
Egg prodOcts .• •••.•••••••••••• 
Fruits and vegetables ••••••••• 
Grain and Cereal products ••••• 
Sugar and related products •.•• 
Cotton linters •••••••••••••••• 
Raw cotton 1 • ••••••••••••••••• 

Leaf tobacco .•••••.••••••••••• 

Petroleum products .••.•••••.•• 

Fertilizers ................... . 

Iron and steel ................ . 
Non-ferrous metals ••••••••••• 

.. .. 
Thousand 

bales 
Thousand 
hogsheads 

Million 
barrels 

Thousand 
tons .. .. 

I II I 
Lend-Lease Exports as percent-
transferred in age 
up to Feb. 1938 of II 
28th, 1942 

SIS 
664 
129 
814 

1,019 
23 
35 

499 

153 

•45 

567 

2,099 
204 

276 
47 

335 
2,66o 

16,175 
335 
154 

4.316 

462 

93 

427 

4.788 
416 

295 
1,418 

38• 
31 
6 
7 

23 
12 

33 

48 

133 

44 
40 

Note. Owing to discrepancies in the classifications employed, the comparison be
tween I and II is in certain cases only approximately correct. 

a This percentage greatly understates the relative magnitude of lend-lease ship
ments since the bulk.of the eggs exported under lend-lease were dried. 

the policy of pooling the resources of the United Nations which in 
1942 resulted in the establishment of the combined agencies of the 
United States and the United Kipgdom to which reference was made 
in Chapter I. 

The United States has received lend-lease aid from the nations she 
has supplied, but has been chiefly a supplier on lend-lease account. 
The assistance she has afforded has not only eased the exchange 
difficulties of the receiving nations but it has also implied a more 
rational use of the scarce shipping facilities of the United Nations, 
as the distance from the United States to the United Kingdom is 
much shorter than from most other suppliers of raw materials and 
foodstuffs. • 

The maintenance of non-lend-lease exports from the United States 
at a relatively stable level up to March 1942 (see the last line of Table 
S) is remarkable in view of the loss of certain markets and the restric
tions placed upon private trade. It is undoubtedly due to increased 
sales to other countries of the Western Hemisphere, in particular to 
Canada whose recorded imports from the United States during the 
financial year ending March 1942 increased 40% over the previous 
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yeat, thus reaching the highest figure for any 12-month period on 
record. Part of the exports to Canada, however, r~presented lend
lease go~cfs (see below). Non-lend-lease exports to the United King
dom appea; to have continued at a high level in fulfillment o~contracts 
concluded before the adoption of the lend-lease pro_gramme. 

The trade policy of the United Kingdom was modified '¥-hen, as a 
result of lend-lease aid from the United States, tht;. reqpirements of 
dollar currency to finance purchases outside the sterling bloc were 
reduced. While during the early part of the war much P.mph~sis had 
been placed on the necessity of maintaining British exports to oversea 
countries, exports were now allowed to decline rapidly. Thus, during 
the first six months of 1941 exports of iron and steel manufactures 
fell below the level of 1940 by 51%, of machinery by 46% and of 
cotton piece goods by ss%! In September 1941 it was announced 
that the country's export trade was to be restricted "to the irreducible 
minimum necessary to supply or obtain materials essential to the war 
effort." Domestic production could thus be more completely utilized 
for war purposes. There are indications that the balance of trade 
(excluding lend-lease imports) did not change materially and that the 
financial sacrifices the United Kingdom assumed in pursuance of the 
war would not have been reduced had it not been for the assistance 
received from Canada. The balance of payments deficit (on account 
of current items), recorded at £55 million in 1938, rose to £75o-8oo 
million annually during the early part of the war. It has been officially 
reported at £759 million in 1940 and £798 million in 1941, and the 
advance estimate published in April 1942 for the financial year 
ending March 31, 1943, was £775 million, in which figure, however, 
the contri.bution from Canada (£225 million; see below) is included." 
It may be of interest to consider the geographical composition of this 
"oversea disinvestment"-including not only liquidation of oversea 
assets but also increase in liabilities overseas-of over £2,000 million 
during the first three years of war. 

During the first two years of war, transactions with the United 
States resulted in a deficit of not far from £700 million, met by the 
sale of gold (over £400 million), withdrawal of dollar balances (£6o 
million) and liquidation of long-term investments (over £200 mil
lion).' Owing to the increase in lend-lease aid, the United Kingdom 
may not have had to draw upon its investments in the third year of 

1 Cf. Second Re~ort u~er the Act of March II, 1941 (Lend-Lease Act). Trade 
re~rns for the ,Umted Kmgdom after 1940 have not been published. 

An Anal:v.n.s of !he S!Jurces of War Finance and an Estimate of the National 
Income and Expend•ture •n ~938, 1940 and 1941, Presented b:v the Financial Secre
tar:v to the Treasur:v to Parlrament by Command of Hi.s Majest:v Apri.l1942 (Cmd 
6347). ' . 

• Cf. Federal Reserve Bulletin, December 1941. 
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war, but any surplus that may have accrued to her would have been 
abs.orb~d in liqo.idation. of commitments arising from coqtr..acts for 
dehvertes,of war matenal concluded before the adoption qf the lend
lease policy.1 

The United KJngdom's transactions with Canada resulted in a 
deficit amounting, from the beginning of the war to the end of 
March 19:J-2rto b42o U:illion, n;et by the sale of gold (£56 million), 
accumu{at~o~ of Cana~t~n sterlmg bal3;nces (ov~r £190 million) and 
the repatnatt~n of Bnttsh-held Canadtan secunties (£170 million). 
The deficit with Canada tended to increase, as is obvious from the 
fact that, of the £420 million just considered, almost 6o% arose 
during the financial year ended March 31, 1942.2 

According to information supplied in Chapter I, India increased 
her sterling balances by £192 million between August 1939 ·and June 
1942 and repatriated government sterling debt of £182 million during 
the same period. As part of the sterling bonds included in the last
mentioned figure were already in Indian hands, the payment to the 
United Kingdom may have been less than £182 million; on the other 
hand, certain private Indian sterling debts have also been liquidated. 

Further, there was a deficit with the Union of South Africa (which 
repatriated Government securities to about £40 million besides pur
chasing considerable amounts of South African mining shares held in 
the United Kingdom), as well as with Ireland, British Malaya, Por
tugal and certain Latin-American countries which have accumulated 
sterling balances and, in some instances, reduced their long-term debt 
to the United Kingdom. 

This disinvestment of oversea assets has continued in spite of the 
restriction of imports of consumption goods to the bare necessities of 
life. But the financial support to the British Dominions and colonies, 
Egypt, Free French Africa and Belgian Congo in the form of pur
chases for storage of exportable goods which, in the circumstances, 
could not be shipped has continued and the value of the stocks of 
goods held abroad must of course be set off against the losses of 
financial assets. 

Purchases for shipment to the United Kingdom are being largely 
made through the Government. Thus, in the course of 1941, two 
Government deals, each concerning the delivery of three million tons 
of wheat, were made with Canada. In October of the same year, an 

1 The Federal Reserve Bulletin for December 1941 anticipated that a surplus would 
accrue to the United Kingdom providing the means for liquidating the commitments 
in question before the end of October 1942· There can be no doubt, howe_v~r, that the 
extension of the area of war since December 1941 has affected the Bnbsh balance 
with the United States unfavourably. • . . . 

2 C/. Budget Speech, delivered by Hon. J. L. llsley, Munster of Fsnance, 111 the 
House of Commons, June 23, 1942 (Ottawa). · 
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agreement was concluded with the Argenti~e concerning the delivery 
f soo,pqp tons of frozen meat over a pertod of 12...rnonths. A later 

~rrangemr.nt (in 1942) provides fo~ the purchase by the United 
Kingdom of Argentine meat for Umted States as,. well <!:; her own 
account until the end of the war. • ,.. 

In pursuing her war effort, Canada expanded her collaborAtion V?ith 
the United States and the United !<ingdon:' duri:ng the past year. 
Trade figures, available up to Apnl 1942 mclusiVe, show. a rapid 
increase in trade with both these countnes. " • 

Table 7· Canada: Foreig1~ Merchandise Trade, in$( ooo,ooo's) 
Trade during 12-month periods 

May-April with 
United United Other 
States Kingdom countries World 

General Imports. 
584 126 162 872 1939-40 ............................. 

1940-41 ............................. 825 134 220 1,179 
1941·42 0 0 • 0 ••••• 0 ~ •••••••• 0 •• 0 •••••• 1,135 18o 280 1,595 

Domestic Exports. 
384 1939-40 ............................. 399 222 1,005 

194D-41 ............................. 483 543 •231 1,257 
1941-42 ............................. 683 721 a473 1,877 

1940-41 1941-42 
•Of which: Egypt 14 127 

India 20 68 

Imports from the United States rose most while exports expanded 
in various directions,' but particularly to the United Kingdom. The 
difficultY, of financing the import surplus from the United States, 
owing to the fact that cash payments on account of the export surplus 
to the United Kingdom (and to other countries for the account of 
the United Kingdom) could not be obtained/ was partly solved by 
the extension of lend-lease assistance for component parts and mate
rials used in the equipment and munitions which Canada is producing 
for the United Kingdom, as arranged by the so-called Hyde Park 
Agreement between the United States and Canada of April 1941. 
Steps were taken to reduce the heavy claim on the United Kingdom 
that had arisen in spite of the liquidation of all but about $1,ooo 
million of the British investments in Canada, which before the war 
exceeded $2,500 million. Thus, $700 million of Canada's sterling 
balances (totalling $900 million in June 1942) is being converted into 
a long-term loan, .free of interest until the end o.f the war· moreover, 
a contribution of $z,ooo million granted to the United Kingdom 

1 C/. last year's Survey, pp. 231-2. 
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earlier in the year is estimated to offset the new claims on that country 
likely to a;ise u~ to the early part of 1943. . ., .. 
. Australia. and New Zealand hav~ been ~eavlly engaged. in produc

tiOn for t'he1r 0~1_1 defence, and the1r fore1gn transactions appear not 
to have.resulted 1,11 a large export sut:plus that could be used in the 
re.(iemptiQn of debt. Their imports, even from countries within the 
British Comptonwealth, 'Yere restricted in 1941. Similar restrictions 
were also imposed by other members of the British Commonwealth 
as a m~ans~of curtailing local consumption and of rendering funds 
and productive resources available for purposes related to the war. 
Variou~ influences tended to change the pattern of Latin-American 

trade in 1941 and 1942. The demand for Latin-American products 
remained very active but continued to shift over to raw materials of 
strategic. value and to animal foodstuffs, while the disposal of other 
raw materials and certain vegetable foodstuffs, such as grain and 
bananas, met with difficulties ~wing to the scarcity of shipping space. 
The supply of foreign manufactured goods declined as British exports 
dwindled in the course of 1941 and as, towards the end of that year, 
imports from Japan were discontinued while production in the United 
States was increasingly absorbed by war requirements. The consider
able sales of goods to the United States and the United Kingdom, and 
the difficulties of importing essential requirements rendered the trade 
balance increasingly active. This fact, and the credits received from 
the United States, tended to create a rather paradoxical situation: on 
the one hand, the currency difficulties to which most Latin-American 
countries had long been exposed tended to disappear; on the other, 
there was a shortage of essential import products. In these circum
stances the incentive to industrialization naturally grew stronger, and 
the trade of Latin-American countries among themselves increased. 

The Argentine affords an example of these tendencies. While in 
1941 the weight of exports of livestock products (meat, wool, hides, 
dairy goods) reached the highest level of the past fifteen years, 
exports of cereals and linseed were the lowest since 1917 and large 
quantities of maize were stored, lost, or used as fuel. Exports to the 
United States more than doubled, and though those to the United 
Kingdom fell off, the Argentine acquired a heavy sterling balance, 
exceeding 300 million peso!i in the early part of 1942. Total imports 
fell off and the export surplus rose from $35 million in 1940 to $g8 
million in 1941. The currency situation improved rapidly; late in 
1941 it was decided not to make use of a credit of $110 million nego
tiated with the United States, and in May 1942 the exchange restric
tions were lifted in order to encourage imports .. 

Brazil's export balance rose from $13 million in 1940 to $6o mil
lion in 1941, Venezuela's from $x6o to $204 million, and that of the 
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rest of South America from $85 to $153 million. Brazil and certain 
other tliOwcal countries profited from the high price C!'f co~ee, and the 
mineral-p~ducing countries found a ready market for thetr products 
in the United States and the United Kingdom. A plentifuf supply of 
sterling accrued to several of them; in the case or Per?, tl:le deficit 
with the sterling area was turned into a surplus early m ;o;942. " 

The following figures illustrate the increase in mtraJ.atin-Amer
ican trade: 

• 
Table 8.-Latin.-American Republics: Trade with Latin America 

Imports Exports 
I938 I940 I94I I938 I940 I94I 

All ( 20) republics : 
I,388 I,467 I,83S a. Total trade in $(ooo,ooo's) •• I,493 I,73I I,99I 

b. 0£ which with Latin America I38 I66 •2I8 113 I20 ai77 
c. b as percentage of a • ........ 9 I2 IS 6 7 9 

Percentage share of Latin America 
in the trade of : 

Argentine ··················· II I6 2S II IO I3 
Brazil ······················ I4 IS bxs 6 II biS 
Chile ....................... I4 IS bi3 4 6 IO 
Cuba •....••••••.••••....•.• 2 2 4 I 3 
Mexico ····················· 2 • 3 2 • 4 
Peru •..••.•..•••...•••.•.••• IO II I4 20 2S 30 
Uruguay .................... 17 27 28 I3 8 8 
I3 other republics •..•..••.•.• 6 8 •Is 3 3 • 4 

a Partly estimated. 
b January-November. 
• January-October. 

Trade in the Far East was overshadowed by war. The freezing by 
the United States, the British Commonwealth of Nations and the 
Netherla~ds Indies of Japanese assets in July 1941 after the virtual 
occupation by Japan of Indo-China reduced by about two-thirds 
Japan's trade with countries outside the "yen bloc." After her attack 
on Pearl Harbor Japan's trade was, of course, practically confined to 
the area under her military domination. The scanty information that 
has become available concerning her commercial relations with the 
areas she has recently occupied indicates that she is organizing her 
trade with them on a pattern similar to that of Germany's trade with 
the invaded areas in Europe. Her commercial agreement with French 
Indo-China, concluded in May 1941, gave her a factual monopoly in 
the trade of that country preparing the way for her penetration into 
its domestic economy, and provided for large purchases of rice on 
credit. An agreement with Thailand in April 1942 provided for the 
devaluation of the baht, in terms of yen, by 36%, following upon a 
less severe devaluation earlier in the year. Japan's barter terms of 
trade with Thailand were thus substantially improved. But quite apart 
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from the economic pressure which Japan was able in the circlun
stances to emi?liy, ~he countr~es. of south-eastern Asia-and.,Particu
larly those wtth htghly spectahzed production for dispo~al on the 
world mlrket-must have been seriously impoverisheCt by their 
inco~pot;atio'! ~·japan's. "co-prosperity sphere." Japan herself could 
ob,tam onJy hmtted supphes from the conquered areas during the first 
months of tl;te oc;cupation. Shipments of goods to Japan from these 
areas d~ring the. ~our months up to the end of April 1942, facilitated 
by the 1,1se qii mtlttary transports on their return voyages, were offi
cially reported at 70o,ooo tons, a figure representing only a fraction 
of normal peacetime imports from the same area. 

The foreign trade of Free China was at first almost stifled when 
Japan obtained control of the China Sea and the Burma Road. The 
effectiveness of the lend-lease aid extended to China and the financial 
aid-represented by the loans granted early in 1942 by the United 
States and the United. Kingdom of $soo million and £so million 
respectively-will naturally depend upon the opening up of alternative 
routes. 

TRADE IN CONTINENTAL EUROPE 

Supplies to Continental Europe from the outside world, severely 
cut during the first two years of war, were reduced to a mere trickle 
during the third year. There were no more imports from the U.S.S.R. 
of soya beans and other products of the Far East. Trade advantages 
which Switzerland granted Germany in July I941 led to the partial 
loss of the facilities for importing from overseas which Switzerland 
had enjoyed: supplies of industrial raw materials were almost stopped, 
but shipments to Switzerland of foodstuffs and fodder wece permit
ted within certain limits. Sweden's trade with oversea countries, ren
dered possible by agreement with both the belligerent parties, was 
discontinued in the spring of I941 owing to shipping losses suffered 
but was resumed with greater success in July. For the year 194I as 
a whole, this trade is recorded at 22I million kronor1 of imports 
and 120 million of exports (13% and 9% of total imports and 
exports respectively); the figures for the first five months of I942 are 
I94 and 84 million respectively. Spain, Portugal and Turkey have 
also maintained their trade with the non-European world, but no · 
up-to-date statistics are available. z Spain has negotiated a series of 

1 r krona = $0.24-
• Spain's imports and exports during the first half of 194! amounted to 193.8 and 

198.4 gold pesetas respectively (r gold peseta= $0.33). Of lll!Ports, 21.4% were de
rived from the Argentine, 8% from Brazil, 7.8'}'o .from ~he Umted States, s.6% from 
French overseas possessions, 4.2% from the Umted Kmgd<!m and 9.2% from Ger
many. Of exports, 46.5% went to Germany, 12.2% to the Umted States, ro.3% to the 
United Kingdom and 9.4% to Italy. 
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agreements with the Argentine enabling her to import wheat on 
credit. f. new agreement, signed early in Septembe10 1942, provides 
for the d~livery by the Argentine of one million tons of wheat and 
3,500 tons of tobacco within 18 months in exchange for !ihips, iron 
and steel, and the use of Spanish ships for trans11,Grting ga,:;oline to 
the Argentine. . ,. • 

Trade among European countries was mainly d~termined by Ger
man demand and by the commercial and exchange policy pursued by 
Germany. Other factors that entered into the picture Wet"lf the;'severity 
of the winter of 1941/42, which added to the transport difficulties; 
the failure of crops in several countries and the resulting decline in 
exports of vegetable foodstuffs, particularly from south-eastern 
Europe; and the general impoverishment that resulted from the deple
tion of stocks and the deterioration of equipment. 

Available trade figures for Continental Europe are shown in Table 
9· The conversion of the trade figures into United States dollars does 
not imply that the values shown for the war years are comparable 
with those for other areas in Tables I and 2. Price discrepancies and 
exchange controls in fact render any comparison between the trade 
values of Continental Europe and any other area very uncertain. 

The table is admittedly insufficient for an analysis of recent move
ments of trade in Continental Europe. The countries recording their 
trade in 1941 represent only about a fifth of the "normal" trade of 
that area and the information for the early part of 1942 is even more 
limited. In particular, figures are lacking for the trade of Germany 
and ·a number of the surrounding countries occupied by Germany. 
However, German statements claim that in 1940 the value of both 
German imports and exports reached its pre-war level and that since 
then German trade has exceeded that level by a third, the quantum of 
trade1 remaining, however, 20% lower than before the war. This 
statement would imply that the prices of goods entering into German 
trade have increased, on an average, by over 6o%. Imports are known 
to have risen far less in price than exports. But the surrounding coun
tries, where trade has been absorbed by Germany to an increasing 
extent, have experienced a deterioration in their terms of trade. The 
few indices given in Table 2 of Chapter V suggest that at the end of 
1941 the import prices of these countries had roughly doubled but 
that their export prices had risen by only about a half. This change in 
price relations has resulted not only from fixing the exchange value of 
the occupied countries' currencies (favouring exports to Germany 
and rendering imports more expensive) but also from the suppression 

th 
1 

Affchange ~ the quantum <!f trade· equals the change in value after. elimination of 
e e ect of pnce changes durmg the period considered. 
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?f Germ~n export P!emia and. from the direct control of export prices 
m occupied co111ntnes. Certam of the trade agreements cqncluded 
between Germany and other countries regulate the pric~~ at which 
goods ar~to be exchanged. 

The «;xtent til, which European countries have maintained their 
tr~de var~es w!thin wide li.mits. From 1938 to 1941, Bulgaria's im
ports doubled m.value while her exports rose by two-thirds· as the 
prices of the goods constituting this trade increased less ther~ was a 
rise in t,he qt."antum of both imports and exports. Hung~ry's imports 
rose in value over the same period by three-fourths and her exports 
by almost half. Portugal doubled the value of her exports. Swiss 
imports as well as exports rose in value but not enough to prevent a 
considerable decline in the quantum of trade, particularly of imports. 
Sweden's trade declined over the three years by 25-30% in value and 
by over half in quantum : 

Quant~tm of Sweden's Trade (r938= roo)l 

1938 1939 1940 1941 1942 
Imports: Year 100 II7.7 70.8 45.8 

January-May 100 121.4 1o8.5 50.1 39·7 
Exports: Year 100 109.6 00.9 54·3 

January-May 100 105.2 72.6 48.0 32-7 
1 Source: Meddelande11 fran Konjsmklurin.slilulet. 

Finland's exports declined in value by half between 1938 and 1941, 
and Greece's imports as well as exports fell to a fraction of their 
normal value. 

To an increasing extent the trade of Continental E\lrop~ has been 
dominated by Germany. As is explained in Chapter I, Germany cre
ated large claims on the occupied countries under the heading of 
occupation costs and piled up clearing debts on account of trading 
transactions which, largely owing to the rates of exchange fixed in 
the clearing agreements, tended to result in an excess of imports from 
the occupied countries. With the funds created and credits obtained 
Germany.was able to acquire control of a growing number of indus
trial and financial enterprises in these areas, and by the control of raw 
material supplies she could directly affect both production and trade. 
The raw material priorities granted to factories working for German 
account coupled with the general scarcity led to the closing down of a 
number of plants and compelled the workers thrown out of work to 
seek employment in the export industry or in Germany. · 

German orders placed in France in 1941 have been estimated at 



Table 9· Quarterly Merchandise Trade of Continental Europe 
in U.S. $(ooo,ooo's). Special Trade 

For Note to Table 9, see page rs6. 

Quarterly average I94I 
Country or group 

I93S I 1939 I 1940 I I94I I 2 3 ------
Imporls 

Germany, Austria ••.•.••••• 610 

Bulgaria •••••.•••••••••••• IS r6 21 3I 22 IS 37 
Finland ••.•••••••••••.•••. 46 42 25 44 27 ss 44 
Hungary ················· 30 35 43 53 39 so 57 
Italy ..................... 146 
Roumania •••••••••••••..•• 34 41 34 21 24 

4 

47 
4S 
6s 

' 
Denmark ················· Sg 8g 66 64 55 74 66 ~ 59. 
Greece •••••••.•••••••••.•• s (S) (S) 33 25 20 (II) ' (II) 
Norway .••••..••••.•••••• 72 79 54 47 S7 6S 
Other occupied countriesa .. 909 , ' . 
Portqgal ••.•..•.•.....•••• 25 21 22 25 12 26 26 34 
Spain ••••••.•••.•.•••••••• (3S) (10) (I4) 
Sweden ·················· 131 149 II9 IOO 74 us 99 no 
Switzerland ••••..•.•••.••.. 92 106 IOS uS 104 109 I30 130 
Turkey ··················· so 23 13 14 

Total Continental Europe • 2,300 

1942 

I 2 

22 42 
33 53 
6s 

> .. ., 
37 77 

., 
l 

' 
r6 . 
66 

. 
113 

107 137 . . 
• I . 



Esports 

Germany, Austria ••.•.•.••• 

Bulgaria .••••••.•..••••.•. 
Finland ••.•••••••••••.•••. 
Hungary ..••••..••...•••. 
Italy •..•••.•••••.•••.•..• 
Roumania ••.••••.••••.••.. 

Denmark .•••••••••...••.• 
Greece ..•••••.•.•.•••••... 
Norway •..••••••••••.•••• 
Other occupied countriesn •• 

Portugal •••••••••••••••••• 
Spain ••••••••••.••••.••••• 
Swede,t •••••••••••.•••••• 
Switzerland •...••••••.••••• 
Turkey .•.••••••.••.•••••• 

I7 
45 
39 

137 
40 

84 
22 
47 

745 

I3 
(25) 
n6 
75 
29 

Total Continental Europe • 2,001 

t8 
42 
43 

47 

8o 
IB 
47 

I3 
(9) 

I13 
72 
25 

2I 
I4 
36 

46 

73 
IS 
35 

IS 
(9) 
So 
75 
20 

28 
2I 
57 

27 

81 
85 

17 
II 

44 

31 

s6 
(12) 
31 

IS 

52 
76 
35 

IS 
27 
44 

47 

73 
(4) 
41 

26 
24 
55 

s8 
(S) 
30 

91 
86 

55 
23 
8s . ~ 
6o 

;, .. (5}1 

. ~ 
38 

s8 
100 

a Including the whole of France. Available quarterly averages for the countries in question are: 

Imports Exports Imports 
1938 1939 1940 1938 1939 '1940 1938 1939 1940 

France ........... 331 
16s 

219 Poland-Danzig •••• 62 
Belgium-Lux. .... 191 181 184 Czecho-Slovakia •• 73 
Estonia .......... 7 6 7 7 Yugoslavia ••••••• 28 27 34 
Latvia II 10 II II Albania .......... 2 
Lithuani~ ......... 9 7 IO 9 
Netherlands ...... 195 202 II7 143 129 77 Total 909 

I 

24 
• 7 

72 

41. 

55 

43 
8~ 

88 
86 

Exports 
1938 1939 1940 

55 
8g 
29 31 38 
1 

745 

·The quarterly averages for "Slovakia" in 1939-I94I are, respectively, imports IJ, 25 and 30; exports 19, 27 and 27. , 
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RM 1,500 million.1 German orders placed in the Netherlands from 
May 19.~0 up to the end of 1941 are recorded by the German Chamber 

. of Co~nferce in that country at approximately RM 2,500 million. 
Dutch exports to Germany, which since the occupation haw~ exceeded 
imports from that country, increased by 40% ~n. 19'-P; earl>; in 1942 
they were estimated at a monthly rate of so mtlhon gulden of Dutch 
produce plus 100 million of "value added" in wor~ing~ up materials 
supplied by Germany for German war orders. Since then a further 
increase is likely to have taken place, particularly in view of tfie aboli
tion in March 1942 of all restrictions on exports to Germany. For 
exports to other countries a license is required. 

Germany's imports from Western Europe are by no means con
fined to manufactured goods. The Nether lands are exporting very 
greatly increased quantities of fruit and vegetables to the Reich. 
Large quantities of French foodstuffs also are being delivered to 
Germany; heavy demands for such deliveries are reported to have 
been made in the early part of 1942. Of France's imports from her 
oversea territories, consisting largely of phosphates, oilseeds, wheat 
and other foodstuffs from North Africa, the great bulk-according 
to press reports, usually 6o-8o%-is being reserved by Germany and 
Italy. From Norway large quantities of fish are obtained. 

The neutral nations were, of course, in a better bargaining position 
than the occupied territories. A trade agreement which Turkey con
cluded with Germany in October 1941, providing for the exchange 
of Turkish ores, olive oil, cotton, etc. against iron and steel, machinery 
and rolling stock, stipulates that the Turkish goods were not to leave 
the country until the corresponding German goods had arrived in 
Turkey . .Sweden was able to prevent a further deterioration in her 
terms of trade with Germany by linking the price of Swedish ore to 
that of German coal and iron and by raising her export prices on 
certain other products. The commercial credit she granted Germanr 
was intended to offset the Swedish· clearing claims that accumulated 
owing to the failure of Germany to deliver the amounts of coal and 
iron that had been agreed : 

German exports to Sweden in 
metric tons (ooo's) in 1941: 

Agreed 
Coal ............................ 4,000 
Coke ............................ 1,700 
Rolled iron .. . .. .. .. .. . .. .. .. .. .. 305 

Delivered 
3,200 
x,6oo 

230 
1 Tht .B.conomist, February 21st, 1942. Press reports put French imports in 1941 

at 24 mdhard francs and French exports at 14 milliard francs (RM I 200 and 700 
million respectively at the current exchange rate of I RM = 20 franc~). It would 
appear that these figures do not include goods involved in the execution of German 
war orders. 

2 Cf. Chapter I. 
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T~e agreed figure for Ger~~n deliveries of c~al and coke in 1942 
remams unchang;ed.at ~·7 milhon tons; but durmg the perio~ from 
January to July, dehvenes amounted to only about 1.5 milliCln tons as 
against 2 million tons in the corresponding period of 1941. Swiss 
credits to Germai'ly, much bigger than those of Sweden, have also 
been granted with a view to maintaining the functioning of the clear-
. ' "' "th G mg system w~ .ermany. . 

Italy's trade with Germany rose from RM 547 million in 1938 to 
659 million in .. 1939, 1,232 million in 1940 and over 2,000 million in 
1941. Ifer imports of steel from Germany are reported to have 
doubled in 1941; those of coal were maintained in that year at approx
imately the level of one million tons monthly but subsequently fell 
off. In connectipn with this shortage of coal deliveries in 1942, it 
should be observed that in 1941 the general balance of trade between 
the two countries was rapidly turning in Italy's favour. Remittances 
from Italian workers in Germany are estimated at over RM I million 
daily. 

Finland also imported largely from Germany in 1941. Finland's 
clearing debts, due chiefly to Germany and Denmark, rose from 25 
million markkaa1 at the end of 1939 to 1,490 million at the end of 
1941, and the increase is likely to have continued in view of the heavy 
import surplus in the early months of 1942. The current account in 
Finland's balance of payments resulted in a surplus of 450 million 
markkaa in 1940 but in a deficit of about 3,500 million in 1941. 

The rise in the trade values of Bulgaria and Hungary. to which 
reference was made above has been mainly due to the adaptation of 
the economy of these countries to German requirements. Roumania's 
sales to Germany appear, however, to have declined. Her tot:4 exports 
of grain in 1941 fell to a fraction of their normal size, owing to the 
failure of crops: 

Roumania's exports of: 

Tons (ooo's) 
January-November 
1940 1941 

Wheat •..•••••••.•••••.•••..••••••••..•••••.•. • . • •• . . 379 2.5 
Rye ••••••••••• .•.••.• •••••••••. •••••••••••• .••••••.. 61 
Barley •..• : •••••..•.•..•.•••••••..••• • • • • • • • · · • • · · • • • 4I 7.5 
Maize • . . . • • • • • . • • . • . . • • • . . . . • • • . . . • • • • • • • • . . . • • • • • . • s64 II7 

Roumanian oil exports, having fallen from 4.2 million tons in 1939 
to 3·5 million in 1940, dropped further to 3.1 million in 1941 owing 
to the decline in the yield of the wells. Nevertheless, the foreign assets 
of the National Bank of Roumania-like those of Bulgaria-in
creased during·the year.• Hungary has had to finance her exports to 

1 r markka = $o.o2. 
• Cf. Chapter I. 
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Germany herself; her assistance has recently taken the form of pengo 
advancs;s to German banks, rising from 71 million pengo at the end 
of Augus"': 1941 to 377 million on June 23rd, 1942· 

If transactions between two countries are settled through bilateral 
clearing, the formation of a large and growing bahnce in favour of 
one of the countries usually leads to stagnation of trade as the ex
porters of that country have to wait long befor~: be~1gr paid. i'he 
continuation of Germany's trade with several countries of Continental 
Europe-neutrals as well as allies and occupied states......-has aepended 
upon arrangements by which the claims on Germany have been trans
ferred from the individual exporters to the central banks or special 
government agencies. In trade amongst other European countries, on 
the other hand, Germany has supported the principle of multilateral 
settlement, and the special clearing system she had instituted to 
achieve such settlement amongst a number of the occupied countries, 
and between these countries and certain neutral countries, was some
what extended in the course of the past year. But information that 
has become available has corroborated the statement made last year 
that the arrangement did not constitute anything like a general multi
lateral settlement in Continental Europe. Thus, according to a semi
official German source, the monthly value of ilie transactions settled 
through the system amounted to only RM 145 million. Indeed, the 
occupied countries, owing to the tapping of their resources by Ger
many, had very small possibilities of trading with other countries. 



CHAPTER VII 

T.fiE TRANSPORT SITUATION 

" Durir:~g t9.€ third year of war numerous lines of communication 
were cut and established trade relations severed. On the other hand, 
the need for transporting troops, armaments and raw materials for 
the armament industry over vast distances increased and certain routes 
of transportation grew much more important than in peace-time. As 
existing transport facilities became more fully engaged directly in the 
war effort, tonnage available for other purposes naturally grew 
scarcer. 

THE TRANSPORT PROBLEM OF THE UNITED NATIONS 

The outstanding events during the year were connected with the 
transport situation of the United States. The heavy shipping losses of 
the United Kingdom during the early part of I941 and the adoption 
of the lend-lease programme necessitated a revision of the shipping 
policy of the United States. The principal provisions of the Neutrality 
Act of November 1939, which had prohibited the ar1')1ing of United 
States merchant ships and barred such ships, as well as United States 
citizens, from journeys within the combat areas/ were revoked in 
November 1941. Thereafter United States vessels were allowed to 
travel in any section of the world, and arrangements were 1nade for 
the arming of merchant ships. Goods could now be exported from the 
·United States to the United Kingdom in American ships and a sub
stantial portion of the merchant marine became engaged in the ship
ment of lend-lease goods. 

Upon the entrance of the United States and Japan into the conflict, 
the United Nations were faced with new problems of shipping both 
in the Atlantic and in the Pacific where long supply lines had to be pro
tected. The need for a coordination of British and American shipping 
led to the formation in January I942 of the Combined Shipping Ad-
-justment Board. · 

In the United Kingdom the control of shipping established in the 
course of the two first years of war has since the spring of I941 been 
exercised by the Ministry of War Transport. In the United States 
the War Shipping Administration, formed in February 1942, is in 

1 For details, see ~ast year's Survey, page 253. 



-178-

charge of the acquisition and operation of ships, while the Maritime 
Commi~sion, which had previously exercised these fupctions, remains 
in charge 'bf the shipbuilding programme. By April 1942 practically 
all ocean-going ships of the United States merchant mari~, and the 
foreign-flag vessels owned by United States citizens (some 100 ves
sels, largely tankers, of Panama, Honduras and other Latin-.Kmerican 
republics) had been requisitioned by the War Ship,Ping AGministra
tion. The ships were returned for operation under government con
trol to private shipping companies which receive ;t mahagerial 
"agents' fee." Freight rates, which now include a variab1e surcharge 
in compensation for increases in operation costs incurred since Sep
tember 1940, are controlled by the War Shipping Administration. 
Newly constructed ships, though remaining in government owner
ship, are also assigned to private agents. 

Figures concerning the world,s merchant marine by the middle of 
1939, including all vessels of 100 tons gross or more, were given in 
last year's Survey. More recent complete information of this kind is 
not available; but the following summary information referring to 
the beginning of 1940 and. 1941, published by the American Bureau 
of Shipping, is rather more significant since it refers only to ships of 
2,000 gross tons or more and thus excludes the majority of the vessels 
that are not ocean-going. 

British Commonwealth of 
Nations •.•••...•••••. 

United States ••.••..•••• 
Japan .. ··~· •...••.••.•• 
Norway ...•...........• 
Germany ....•..••••••.• 
Italy •.•...•...••••.... 
Nether lands ..•.••.....• 
France •.•....••••..•... 
Other countries ••..••..• 

Number of Ships at 
the beginning of : 
1940 1941 

2,529 2,664 
1,2¢ 1,150 

873 8g8 
698 649 
579 517 
505 473 
405 396 
414 364 

World . . . . • . . . . . . 9,161 

Of which: 

8,885 

Combination passenger
cargo ships ....••.••.. 

Freighters •••.•....•••• 
Tankers •.•........•••. 

1,202 
6,403 
1,556 

1,u6 
6,234 
1,535 

Gross tons (ooo,ooo's) 
at the beginning of: 

1940 1941 

16.3 16.8 
7-9 7.1 
4-6 4·8 
3·9 3-7 
3-4 3-0 
2.9 2.7 
2.5 2.4 
2.4 2.1 
8.1 7-'l 

52.0 50-3 

Sinkings during the first half of 1941, together with marine losses, 
exceeded ~e product!on of ships: At the middle of 1941, therefore, 
th~ yvorld s ocean-gomg. mercantile marine was rather less than 50 
mtlhon gr?ss to~s, of whtch tota~ some three-fifths was at the disposal 
of the Umted Kmgdom, her Alhes and the United States. 
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No figures of war losses have been published since the middle of 
1941. It is kno\l{n, however, that during the autumn of 194,1 ~fter the 
institution by the United States of the Atlantic patrol sys~em and the 
occupatiOil of Iceland early in July 1941 total sinkings of British, 
Allied and neutrJ.l tonnage declined rapidly. The British Chamber of 
Shipping puts the total shipping losses up to the end of 1941 at 
8,3oo,ood tops.• J'he last official return gave the losses up to the end 
of June 1941 at 7,100,000. The Chamber of Shipping's estimate 
would t!tereftire show a loss of 200,000 tons per month including the 
exceptional1osses incurred during the last fortnight of December in 
the Far ~ast. The monthly average apart from these losses was 
x8o,ooo. 

As in both 1940 and 1941 the situation deteriorated in the early 
part of 1942 and in his speech of February 24th the British Prime 
Minister stated that during the two preceding months there had been 
"a most serious increase in shipping losses." Many factors contributed 
to the situation that developed in the first half of 1942: the sinkings 
and scuttling of ships in the Far East, the losses suffered by United 
States shipping off the Atlantic coast, in the Caribbean and in the 
Gulf of Mexico, the exposure of convoys to attack in the wide flung 
shipping lanes to Iceland, to Murmansk and from time to time through 
the Mediterranean. It will be observed, however, from Table I, which 
gives the war risk insurance rates on cargo for selected routes, that 
the rates from the Atlantic ports of the United States to the United 
Kingdom rose relatively little and that rates tended to decline in the 
third quarter of the year. On certain routes other than those shown in 
the table the decline set in much earlier. Thus the British rates on 
cargoes to India's East coast via the Cape, after rising from 8% in 
the beginning of February to 20% in April, when shipping in the 
Indian ocean was menaced, fell again to 9% in June. When examining 
Table x; attention should be paid to the movement of the rates rather 
than to their level which obviously greatly exceedt:d the rate of the 
actual losses of ships or cargoes· as a result of naval action. In trade 
between the United Kingdom and other countries no general increase 
in insurance rates of the same order of magnitude as those mentioned 
occurred. 

While on the one hand, therefore, in the summer losses diminished, 
on the other hand the production of new vessels proceeded at an ac
celerated pace particularly in the United States. 

When the last World Economic St~rvey was written, the United 
1 Not including losses of ships used as naval auxiliaries, estimated by the Cham

ber of Shipping at 300,ooo gross tons, nor marine losses, estimated at about a million 
gross tons for the world as a whole from the middle of 1939 to the end of 1941 ( cf. 
Chamber of S/&ipping of the United Ki.Jgdom, 1941-1942, Annual Report). 
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Ta6le I.-United States: War Risk Insurance Rates on Cargo for 
Selgcted Routes, as Quoted by Commercial Unperwriters"' 

• 
Percentages 

" I94I I942 

Dec. Jan. March May July Auf. Sept. 
xstb ISth ISth ISth ISth I~h IStil 

From Atlantic ports to: ~ 

United Kingdom (west coast) 7·S 7-5 7·S IO IO IO IO 
Egypt .•••••.•••••••••...•• 6• 6 6 IO 2S ,. 30. 2S 
Red Sea ports ••••.••.•••. 2.S s.s s.s IO 20 < 2S ~ 20 
India (Calcutta) •••.....•.. 2 4 IO 30 2S 30 2S 
Caribbean ••••.....••..•••. 0.07S o.s 4 6 IS IS IS 
South America south of 

Paramaribo ............. O.I I.S 4·S 7·S 20 2S 20 
Gulf of Mexico (coastal) •• o.os 0.2S 4 6 IS IS IS 
Australia, New Zealand, via 

6 2S Panama ••..•..•.•••.•••• I 4 I2 20 20 

From Pacific ports to 
6 Australia, New Zealand •••. 0.7S· 4 6 7·S 7-5 7·S 

a See current issues of Tile Jounral of Commerce ond Commercial (New York). 
b United States ships only. 
• Imports (exports 7·S%) ; foreign ships only. 

States Government had decided to increase its construction pro
gramme from deliveries of 0.9 million gross tons in I94I to 2.2 mil
lion tons in I942 and 3.2 million tons in I943· Since then the pro
gramme has been repeatedly revised upwards. In December I94I the 
production goal for I942 and I943 was set at 8 million gross tons or I2 
million deadweight tons,1 in January I 942 at I 8 million, and in F ebru
ary at 23 million, which figure was subsequently raised to 24 million 
deadweig'ht tons (of which 8 million in I942 and I6 million in I943) 
representing 2,300 ocean-going ships, not counting about 700 smaller 
craft for which no tonnage figures are given. Some idea of the nature 
of the ships being built is afforded by the following data, extracted · 
from a table presented to Congress by the Maritime Commission in 
January I942· The total in this table, representing in part ships to be 
delivered after I943, exceeds 30 million deadweight tons. 

It will be noted that the shipbuilding effort is largely concentrated 
on the production of the "Liberty" ships which has made great strides 
as a result of the adoption of new methods (assembly lines, prefabri
cation, substitution of welding for riveting, etc.). The time required 
for the production of a Liberty ship is officially reported to have de-

1 Dead~eight tonnage !s the weight in long tons of cargo, passengers, fuel and 
stores whtch ?n be earned by a vessel when fully loaded (thus, the difference be
tween t!te werght of a vessel wh~ unloaded and fully loaded). The figure for the 
deadwe1ght tonnage of average-stzed ships exceeds that of the gross (capacity) 
tonna~re by about so%. 
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Table 2.-Shipbuilding Programme of the United States Maritime· 
.,Commission as of Jamtary 31st, I942 • • . 

\ Type of vessel 
Number of 

vessels 
598 

!lead weight 
tons ( ooo's) 

s,859 Standard .£high-quaftw vessels of standard design) 
"J,;iberty" (cargo ships of simplified construction 

suited to ~ss production) . • • • • • • . • • • • . . • • • • 1,972 20,706 
Tankers •••.. ~ .... ~. • • . . • . • • • • • • • . • • • • • . • • . • • 261• 4,094 
TransporJs an.d tenders for Army and Navy..... 6 42 
Concrete bargeS? ocean tugs . . • . . . • . • • . . . . . . . . . 40 134 
Harbour lugs, 'Eureka power boats, wooden barges 686 not given 

a The number of tankers to be constructed was l~ter raised to over 300. 

clined from an average of 242 days in September 1941 to 83 days in 
August 1942 and 70 days in September 1942. 

Actual production in the United States, as the following figures 
show, made rapid headway in the first half of 1942 and by the middle 
of the year had reached a level about seven times as high as in 1941 : 

Table 3.-United States Ship Completio11s, as Reported by the 
Maritime Commission 

Quarter 
I ................... . 

II ................... . 
III ................... . 
IV .............••..•.. 

1939. 
49 
92 

I09 
92 . 

Deadweight tons (ooo's) 
1940 1941 
107 197 
168 286 
151 280 
208 326 

342 635 I,o8g 

Number 
January . . • • • . . 16 
February • . . . • 26 
March ••••.••• 26 
April •••••••.• 36 
May ..•....••. 58 

a Approximate figures. 
b Planned output. 

Monthly figures for I942: 

Deadweight 
tons (ooo's) 

198 
290 
291 
40I 
632 

Number 
June . • • • • • .• • • 66 
July • • • •• • . •. . 71 
August • • •• . . • 68 
September 93 

• 

1942 
778 

1,766 
2,544. 

(8,ooo)b 

Deadweight 
tons (coo's) 

732 
790 
754 

1,ooo& 

The check to production in August was due to temporary difficulties 
arising in supplying the shipyards with stee~ rather tha~ to lack. of 
construction facilities! In September production rose agam, reachmg 
a level not far from that attained during the whole year 1941. In a 
report made public on September 26th, Rear Admiral Emory S. 

1 According to Maritime Commission schedul~s •. app:oximately 8 million. long tons 
of steel (6)4 million tons in plates and 1Y. m1lhon m shapes) are requ1red for a 
planned ship production of 23 million deadweight tons. 
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Land, the Chairman of the Maritime Commission, stated that the goal 
of 8 million deadweight tons for 1942 would be attaip.ed and that the 
goal of Ib_ million tons for I943 appeared "reasonably certain of 
accomplishment." ' 

The rate of merchant ship construction in the United Kingdom 
has been largely determined by the huge naval pr~grammz,~ and tpe 
·amount of repair work to be done. The output of ..mers:haht vessels 
from the beginning of war up to December I94I (2 I/3 years) is 
reported to have amounted to I~ million gross tons, at~ igaibst over 
I million tons in the year 1938. Recently, production has been sub
stantially increased; early in 1942 the output during that year was 
expected to reach 1.2 million gross tons.' Canada's production has 
been stepped up and is planned to include 88 ships of Io,ooo tons each 
and Io of s,ooo tons in 1942. 

Authoritative statements afford some indication of the relationship 
between the construction and the losses of ships during the past year. 
On December 9th, 1941, Rear Admiral Land testified before the 
Appropriations Committee of the United States Congress (House of 
Representatives) that the shipbuilding programme of the United 
Nations was forging ahead of losses at sea. The situation changed 
with the intensification of the submarine warfare in 1942. At a press 
conference on July Ist, Rear Admiral Howard L. Vickery, Vice
Chairman of the Maritime Commission, stated that production, 
though increased, was exceeded by sinkings. But in his speech of 
September 8th Mr. Churchill, after having disclosed a decline in the 
losses during July and August, and September as far as it had run, 
stated "during the same months, the line of new buildings of mer'\. 
chant ships by the United Nations has definitely crossed and main
tained itself on graphs over the line of sinkings." 

Certain of the measures which have helped to stretch the shipping 
resources of the United Nations during the past year should also be 
mentioned. A number of the large United States and Canadian mer- · 
chant vessels operating on the Great Lakes have been transferred to 
the Atlantic Ocean. Of the ships engaged in coastwise and inter
coastal shipping of the United States-in peace-time representing 
approximately half of that country's merchant marine-all those 
suitable to deep sea service have been diverted to transoceanic routes. 
Fourteen French ships, totalling over I so,ooo tons, laid up in United 
States ports were requisitioned late in 1941 and early in I942. Various 
Latin-American cquntries seized or purchased German and Italian 
ships laid up in their ports; thus in August 194I the Argentine Gov
ernment bought 16 Italian ships totalling 88,ooo tons. Ship repairs 

1 Shipping World, January 14th, 1942. 
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have been speeded up, particularly in the Unit~d Kingdom, wliere 
damaged ships are now being taken care of almost upon arrival 
whereas in the ;'pring of 1941 hundreds of ships were awaiting repair 
facilities. !)Private trade with foreign countries has beetl regulated 
through the systwn of shipping priorities or otherwise with a view to 
husband1ng shippi'ng facilities. In the United Kingdom such regula~ 
tions W!!rt!lintroduced in the early part of the war; in the United States • 
similar measures "became fully developed in the first half of 1942. At 
the tim~ oi' writing, practically all shipping made available in the 
United 5tat~s is used for transports essential to the war effort, non
essential goods (for instance, bananas imported from the Caribbean) 
being shipped only to utilize spare shipping space at hand. Lend-lease 
exports of foodstuffs from the United States replace to some extent 
British purchases of foodstuffs from countries such as Australia or 
the Argentine which, because of the longer hauls involved, require 
more shipping. Various foodstuffs are treated so as to require less 
shipping space, particularly in lend-lease exports. Dehydration (in 
some cases combined with compression) is used to reduce the volume 
of eggs, meat and certain other foodstuffs to about 10 to 30% of the 
normal. In certain countries, low grade domestic ores, which nor
mally cannot be economically utilized, have replaced imported high 
grade ores. 

The strain upon United States ocean shipping affected the impor
tant inland· transport system of that country in various ways. As 
coastal shipping traffic was substantially ·reduced,· while industrial 
activity expanded, the demand for railway transport naturally rose. 
The quarteriy (adjusted) index of freight car loadings during the 
second quarter of 1942 was a third higher than during t~e corre
sponding quarter of 1940: 

United States, freight car loadings, 
combined index {adjusted) ; 
1935-39 = 100 

Quarter 1940 1941 
I 109 124 
II 107 128 

III III 136 
IV IIS 133 

1942 
138 
142 

A factor contributing to this increase was the curtailment of road 
transport that began in 1942 as a result of the rubber shortage fol
lowing the outbreak of war with Japan. From the middle of 1942 road 
transport was further reduced by the curtailment of petrol consump
tion in the eastern Atlantic States, caused by the virtual suspension 
of mineral oil shipments by tanker from the Gulf. Normally 95% of 
the 1,6oo,ooo barrels used daily in the eastern seaboard region of the 
United States were transported by tankers. At the beginning of Sep
tember 1942, shipments other than by tankers had risen to 1,225,000 
barrels daily, of which 8oo,ooo were carried by railway tankcars·and 
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the' remainder by pipelines and inland waterways; such shipments are 
expecte~ to reach 1,425,000 barrels by the end of the year. 

The U.S.S.R. has had to master difficult transport problems during 
the past year. After Japan entered the war, the chief supply routes to 
the U.S.S.R. were the sea-routes to Murmansk andrArchangel in the 
Arctic, the latter not being accessible in winter, and land roQtes over 

·Iran, India and Afghanistan from the Persian Gu}f a~d the Indian 
Ocean. The U.S.S.R. became dependent upon these routes not only 
for her supply of war material from her new allies, but. a:lso Of sugar 
and certain other commodities which had formerly beet~ supplied by 
the Ukraine. The internal transport situation became strained as, in 
the autumn of 1941, an area including well over a third of the total 
railway mileage of the U.S.S.R. was occupied by Germany. The 
evacuation of a large part of the population and equipment of this 
area presented a stupendous task. The bulk of the railway stock of the 
occupied zones was saved, however, a,nd was used to increase traffic 
on railways remaining in Russian control.1 With the renewed German 
offensive in the summer of 1942, Russian communications were again 
threatened, particularly barge shipping on the Volga, through which 
the central and northern regions of European Russia were being sup
plied with military equipment, oil, etc. 

In China, as in the U.S.S.R., the industrial equipment of large 
areas threatened by the enemy has been evacuated to safer inland 

. points. The rapid economic development of southern China naturally 
requires a simultaneous development of the transport facilities, and 
an effort is being made to extend the system of roads, railways and 
inland waterways. A special system of "stage transportation," relying 
upon hup,-tan or animal traction by relays is being developed; the net
work of such roads radiating from Chungking alone, that was organ
ized in 1941 and the early part of 1942, includes 7 principal lines and 
189 subsidiary lines measuring 8,6oo and 29,500 kilometers respec
tively. Similar transport services are being organized elsewhere in 
Free China. Japan's military advance has gradually deprived China 
of her chief means of communication with the outside world. Exit by 
the sea ports in South China that remain under Chinese control was 
blocked in December 1941 when Japan assumed full control of the 

1 The following excerpt from an article ("Soviet Railways") in The Economist 
for April 4th, 1942, gives some indication of the nature of the transport problems 
!hat ha~ to be s~lved during the latt~r half of 1941 : "The evacuation of endangered 
mdustnes was m fact an automatic evacuation of the railway stock. • . . For 
months, an avalanch~ of evacuees, machines, raw materials and cattle moved east
wards :'-long the fragile spokes of the Russian railway system, while a steady stream 
of sold1ers, arm~ and n:'unitio!ls was being carried in the opposite direction towards 
tl}e front. In. sp1te of mtermmable delays and constant congestion, particularly on 
smgle track bnes, transport managed to reach its destination ..•• " 
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China Sea. The Yunnan railway lost its importance as a supply route 
with the partiaJ occupation of French Indo-China by Ja.Plijl in the 
third quarter of I940. The Burma Road, linking the Ran~oon-Lashio 
railway h Burma with Kunming in South China was cut in I942. 
There remains a•road between Central China and the U.S.S.R. (over 
Sjnkiang). A ne~· road now under construction will link south-west 
China w~h ~;~ort4-east India. 

" ? JAPAN'S SHIPPING DIFFICULTIES 
Japa~'s t;ansport problem is naturally one of shipping. Even before 

the World War a growing part of Japan's merchant marine had to be 
diverted from transoceanic service to local trade routes. Out of a total 
tramp mercantile tonnage of 5·5 million deadweight tons in Novem
ber I940, 68% was engaged in coastal and Chinese trade or was under 
repair, while trade with other Asiatic countries and Australia ab
sorbed I8% and trade with America I4%· After Japan's attack on 
Pearl Harbor her total mercantile tonnage may have represented 
about 6 million gross tons plus over 1.5 million tons of sailing vessels. 
Her shipping losses during the early part of I942 have been esti
mated at about 0.5 million gross tons or more, but are likely to have 
been largely offset by tonnage chartered for Japan in Thailand and 
Indo-China and seized in China and south-east Asia. Japan's ship
building was stepped up in the late 'thirties and reached a record level 
of over 0.5 million tons in I940; but may have been affected later by 
the discontinuation of imports of steel plates after the middle of I94I. 
With the extension of the area in which her troops have to be supplied, 
reinforced and replaced, Japan's shipping resources have had to be 
stretched to the utmost. 

TRANSPORT IN CoNTINENTAL EuROPE 
Owing to the blockade and war-time shortages of petrol and tires, 

almost the entire burden of transport in Continental Europe has fallen 
on the railways and inland waterways. Long distance maritime trans
port of, for instance, coal from Germany to Italy or oil from Rou
mania to Germany, has been eliminated, and coastwise shipping has 
Leen severely restricted : North Sea coastal traffic is largely confined 
to ports north of Rotterdam.1 The reduction in motor transport may 
be illustrated by the following figures for the Nether lands :2 

1 It is interesting to note in this connection that of the total sea-borne world trade 
in 1937, viz. 280 million tons, 86 million tons (31%) were carried between ports in 
Northern and Western Europe and 49 million tons ( 17o/o) between the Mediterranean 
and Northern and Western European ports. (Cf. Johannes Humlum, Die Gross
schiffallrtswege des Weltilalldels.) 

2 Eco11omisciJ Slatislisclle Berichlen, January 14th, 1942. 



-186-

Percentage of Internal Trade carried by 
Inland 

Waterways Railways Roads 
1937 so 21 29 
1939 ss 22 20 
1941 . 73 26 I '· 

0 ·"' For the Continent as a whole, the railways carry, even
0
in peacl!-

time, by far the largest share of the total tonnage of--the.goods trans
ported. It may, therefore, be helpful to an appreciation of).;he railway 
situation on the Continent to show the distribution of, thee rolling 
stock before the war even though considerable changes in rolling stock 
have no doubt occurred since. 

Table 4.-Continent of E"rope: Railway Rolling Stock 
Number (ooo's) 

The figures refer mainly to the years i936-38. 
· Locomo- Passenger 

Country tives Cars 
Germany and Austria ••••• •• • • • • . • • ••• • . . • . • • • 23 70 
France • • • • • • • • • • . • . • • . • . . • • • • . . . • • • . • • • • . • • • • 19 33 
Poland• •• • • • . . . . .• . • • . .• • . • . • • . .• • • . • • . • • • . • • 5 12 
Italy • • . • . . . • • •• • . . . . . . . .• • . • . . . .• • • . . • . . • • • • • 6 7 
Czecho-Slovakia • • • . . . • . . • • • . • . . • . • • . . . . . • .. .. • 4 9 

Freight 
Cars 
6n 
503 
160 
127 
34 

Belgium, Luxemburg, Netherlands, Denmark, 
Norway • • . • . . • . • • • • . • . • • • • • • • • • • • . . . • • • . . • • 6 14 157 

South-Eastern Europe • . . . . . • • • • • • • • • • • . • • • • . . • 9 12 172 
Finland and the Baltic States• •••••.••••...••.•. ~2~ __ --,ll3c...._ __ ~40~-

Total • . . . • • • • • . • . • • • • • • • • . • • • • . • . . . • . . . 74 160 1,864 

Spain and Portugal • • . . . • . • • . . • • . . • • • • . • • • .. .. • 3 5 74 
Sweden • • . • • • • • • • . • • • • • • • • • • • . • • • • • • • • • • • • . . • • 2 4 48 
Switzerland, •..•...•...••••••••.•.••...•...•••• ----"1~----!!4'--.! __ ....!:16~-

Totaf ••.....••••..••••.•••••.•••••.•.•• ~6!__ __ _:1~3 ___ ..!1.ol:38~-
Continent of Europe ( excl. U.S.S.R.) • . • . • . . . • • 8o 173 2,002 

• Part of the rolling stock of these countries has been evacuated to the U.S.S.R. 

No recent figures are available for the U.S.S.R., but the ton
mileage of her railways in 1937 was twice as large as the ton-mileage 
of all continental· European railways combined, the permanent way 
having been used very intensively in the last ten pre-war years.1 

At present, German carriers are not allowed to accept any mer
chandise for transport between Germany, the occupied countries of 
Western and Northern Europe, Sweden and Finland, on the one hand, 
and south-eastern Europe on the other hand without a permit from 

1 In 1937 the Russian railways transported 4-2 million ton-kilometres per kilometre 
of track; the comparable figure for the United States and Germany in the boom 
year 1929 was 1.6 and 1.2 respectively. (Quarterly Bullelin of SOTiiet-Russian Eco
nomics, November 1939.) · · · · 
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a transport office in Berlin. This office, which has branch office~ in 
the south-easteJ'n countries, determines the priority of e;>elr request 
for transport, and the means and the route by which it will be effec
tuated, thtl.s in f~ct controlling the trade between these various sectors 
of Europe. ~ 

•The d~mag~ to roadbeds and rolling stock resulting from the 
campaign in 'the '1.Nest was reported to have been repaired by the end 
of 194~; b.J.l~ rail traffic in various parts of Eastern Europe, for 
instance- bet-ween Turkey and Bulgaria, interrupted owing to the 
destruction wrought during the spring campaign of 1941, was not 
resumed before the middle of 1942. The 2o,ooo miles of the Russian 
railway system which had come under German control by the end of 
1941 had to be converted to standard gauge; and the additional lines 
acquired in the summer of 1942 were reported to have been "com
pletely destroyed.,. The Russian rolling stock had been evacuated 
before the areas in question were occupied. 

When the war broke out, the German rolling stock, which consti
tuted about 30% of the total stock of Continental Europe, was over
aged, as the normal replacement programme had been much slowed 
down in the years 1933-1938. A substantial part of Poland's rolling 
stock had been evacuated to the East at the beginning of the war and 
had thus fallen into Russian hands. In the first year of the German 
campaign in the U.S.S.R. many locomotives were put out of order by 
insufficient protection against frost, and a large number of passenger 
cars were tied up on the Russian front during the winter to serve as 
soldiers' quarters. Lack of axle gr~ase has hampered traffic to an 
increasing extent; and the supply of rolling stock has further been 
reduced by direct military action, and normal and abrior'inal wear 
and tear. 

In the face of these difficulties the demand for transport has in
creased, especially since the summer of 1941. The Russian front is 
being kept supplied at a distance of from 1500 to 2000 miles from the 
main industrial regions of Germany. The growing German produc
tion of substitute materials requires long hauls of coal and timber. 
German railway statistics for 1941 show an i11crease in ton-mileage 
of 32% over 19402

; and in Sweden, Switzerland, Denmark, Czecho
Slovakia and Belgium there was also an increase over the previous 
year and, except in Belgium, over the pre-war level. 

A variety of measures has been taken to cope with the growing 
demands on the railway system. The production of railway trucks 
in Germany in 1941 is reported to have been double that of 1940, and 

1 Address by Reich Chancellor Hitler on September 30th, 1942. 
I "The German War Economy, VI" in Economic Journal, June-September 1942. 
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~he production of locomotives increased by 6S%· During the course 
of this yea,;, further measures have been taken both in Germany and 
in occupied.,territories to expedite the manufacture of rolling stock. 

The rolling stock at Germany's disposal has also been ef.larged by 
acquisitions from the occupied countries. By the csummer flf 1942 
Germany was reported to have taken about a quarter of *e FrenGh 
locomotives and almost half the number of railway-trucks owned in 
France before the war. Some 6o,ooo Belgian trucks, mo~;e than half 
of the pre-war stock, were reported permanently outside the country's 
borders in the summer of 1941. From the Netherlands, 70% of the 
freight cars and ISO out of 24o·of the heaviest locomotives have been 
requisitioned. Germany also secured a share of the Yugoslav trucks, 
some 37,000 in number, which were allocated to her and to Italy, 
Hungary and Croatia in the autumn of 1941. In addition, a certain 
number of Swiss and Swedish freight cars are permanently employed 
in Germany. It would appear that from these. sources alone the railway 
trucks at Germany's disposal must have been increased by over so% 
in comparison with what she had "in the summer of 1939. 

The rolling stock left in the occupied countries is of course by no 
means entirely available for the civilian transport of those countries 
themselves. In 1941 the tonnage of paying freight moved in Belgium 
was 30% less than in 1g38 while the reduction in the mileage run by 
freight trains was only 6%; the discrepancy between these two figures 
is attributed, in the Annual Report of the Belgian Railways, to the 
large volume of goods transported for the German army. 

Measures to increase the manufacture of rolling stock have been 
complemented by measures to assure the fullest and most economical 
use of the-stock available. Thus the authorized load of German freight 
cars was increased by up to one ton after the outbreak of war and by 
a similar amount in the summer of 1942; the total increase is equiva
lent to about IS%· 

To cut down demand for transport facilities, the non-essential use 
of the railways has been reduced time and again. At present, travelling 
for pleasure, and in general any travelling without a licence, is pro
hibite~ over the greater part of the Continent. All regular passenger 
traffic m Germany was interrupted for some time during the autumn 
of 1941, when large troop movements coincided with the exception
ally heavy seasonal demand for transporting the potato and turnip 
crops. The reduced activity in the industries working to meet civilian 
demand alleviates the transport situation to a certain extent, and fur
ther restrictions on consumption were considered early in 1942 with 
this end in view.1 In spite of the difficulties encountered, the heavy 

1 "The German War Economy, VI" in Eco11omic Journal, June-September, 1942. 
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coal traffic from Germany to Italy was maintained during the ~hole 
of 1941; thou~h as stated elsewhere' there was a falling ~ff'lin deliv
eries in 1}142 .. Work on a second tunnel on the St. Gotharo route was 
started early m }942." 

A ccnsiderabla amount of freight has been directed to the inland 
waterwa:'(S,8 in particular the Rhine and its system of connecting 
canals, and the Danube. New construction has been undertaken for 
instance wit~in the Elbe-Oder-Danube system to improve the ~ater 
connect-ion£< between the industrial regions of Germany and south
eastern Europe and to shorten t~e inl~nd water route from Hamburg 
to the Black Sea. The Danube IS bemg kept open for long-distance 
traffic by shifting cargoes for short distances, such as the Regensburg
Vienna haul, to the railways. In order to relieve the traffic congestion 
on the lower Danube an oil pipe line from Ploesti to the Iron Gates 
was reported under construction in the autumn of 1941; to obtain 
the necessary material, the 200-mile French pipe line from Nantes to 
Paris was dismantled. A large number of barges have been requisi
tioned in the occupied countries, and economies in the building of new 
barges have been obtained by the standardization of models. 

The unusual severity of the winter of 1941/42, like that of 
1939/40, caused additional strain on the continental transport sys
tem in spite of the increased use of ice-breakers to keep the canals 
open. 

Transport by road has been greatly restricted since the beginning 
of the war on account of lack of petrol. Much ingenuity has been 
spent in the last three years in finding substitutes such as alcohol and 
producer gas. At first producer gas was mainly obtained from char
coal or wood; but as wood became scarce everywhere except1n Sweden 
and Finland, coal, peat and lignite were also used as raw materials. 
In Sweden, 6o% of all registered motor vehicles were running on 
wood producer gas by June 1942; but in Germany it was decided in the 
beginning of 1942 to grant licences for motor lorries only for non
wood burners. Other shortages have also limited the volume of motor 
transport: the lack of motor lorries and buses and of producer &as 
units; lack of tires which has up to now mainly been met by the stnp
ping of laid-up ca~s ; and the shortage ?f lub~ica~ts. At presen~ the 
use of private motor cars as well as tax! cabs IS e1.ther suppressed or 
severely restricted everywhere in Continental Europe. 

1 Cf. Chapter VI. . 
2 Recently, however, the delivery of Belgian coal to Italy has been repo~ted. Thts 

transport can go entirely by water following the Albert Canal, the Rhme-Rhon
1

cle 
Canal, the Saone the Rhone and th~ Mediterranean coast (Tile New York Hera 
Tribu11e, Oct. 4th 1942) · 

8 The tonnage ~f carg~ carried by German waterways in 1941 exceeded that of 
1940 by 21%, reaching the highest peace-time level. 
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Producer gas is also being used for water transport, in farm trac
tors and ~n stationary engines. In Germany, for tinstance, Diesel 
engines on> rivercraft were supplied with producer gas units in the 
spring of 1942. Since July 1942, all tractors sold have <!o be gas
generated; and machinery for quarrying, brick-making, etc., must 
now be driven by non-liquid fuel. ~' • 

Maritime transport has been kept moderately active -in the Baltic, 
and French ships continue to ply between France and N,orth. Africa 
and elsewhere. Since the beginning of 1942, the only regular; service 
between the Continent and the United States is run by a Portuguese 
company with two sailings monthly in each direction, but several 
Spanish and Portuguese companies are still providing a highly profit
able passenger traffic across the Atlantic. The movements of Spanish 
vessels have been curtailed by lack of coal: an agreement between 
Spanish ship owners and the Argentine Government was reported in 
the autumn of 1941, according to which the Argentine, although 
herself short of coal, would provide bunker coal for the return voyage 
of Spanish vessels. Though a number of these vessels have in fact 
been laid up for lack of coal, a substantial amount of tonnage ( 140,
ooo tons) is under construction in Spanish ports, which will offset 
in part the tonnage lost since the beginning of the Civil War. 

A trickle of other inter-Continental traffic has continued to be 
allowed through the blockade. A restricted number of Swedish ships 
have been permitted to trade with other continents/ and some 35,000 
tons of sea-going vessels flying the Swiss flag help to maintain 
Switzerland's overseas trade. These ships unload in Portugal, Spain 
or Italy, the goods being further transported by coastal traffic, rail 
and lorl)"service. 

1 Cf. Chapter VI. 



CHAPTER VIII 

~ SUMMARY OF LATEST EVENTSl 

GERMANY AND GERMAN-CONTROLLED EUROPE 

Germany's ~ar economy, in the period covered by this Survey, has 
been faced w1th the tw?fold prob~em of supplying the manpower 
needed on the vast Russ1an front and of enforcing a further rise in 
war production at home, in view especially of the rapid growth of 
military output in the United States after that country's entry into 
the war. 

A thoroughgoing reorganization of industrial controls, as described 
in Chapter I, was part of Germany's immense effort to meet the situa
tion. The new phase in German war economy is marked by a still more 
intensive concentration of available resources on war production for 
immediate needs, regardless of future consequences. Indeed, a decree 
published in the summer of 1942 expressly prohibits firms and insti
tutions from making post-war plans or from allowing post-war con
siderations of any kind to influence their present war activities. 

The same disregard for the future is manifest in the great scrap 
collection drive which was started in July 1942 with the object of 
mobilizing all remaining reserves of iron and steel. In contrast to the 
salvage campaigns recently undertaken in the United Kirgdom and 
the United States, the collection included not only "normal" iron and 
steel scrap, but even modern machinery and equipment that was not 
adaptable for immediate use in armament production. This large
scale destruction of capital affected particularly the installations of 
closed-down plants in the consumers' industries. Undoubtedly a great 
deal of labour, coal and transport could be saved by smelting scrap 
instead of ore; but the a.dvantages gained were obviously temporary. 

The administrative simplification which was part. of the general 
reorganization scheme is illustrated by a minor but interesting i~o
vation which came into effect in October 1942, when the prev1ous 
method of raw-material allocation was replaced by a system of 
"cheq~es" for the distribution of iron, non-ferrous metals ~nd textile 
materials to firms. engaged on military orders and to their sub
contractors.· 

1 Concluded in October 1942-
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During the summer months there was a renewed comb-out of work
ers for fhi~tary service, and the labour shortage bec'J.me even more 
acute, espec1ally in agriculture. Control of the remaining workers was 
tightened up further and civilian production was ~again 11curtailed. 
But the chief means of filling the gap was the importation of workers 
from outside the Reich. ~ ~ 

The occupied countries (excluding Germany's alli€s) do not .supply 
Germany with armies but are instead called upon to reul~e the Ger
man workers withdrawn for military service; and instead. of fnilitary . 
conscription, they have had to introduce conscription of labour. Thus 
in Belgium and the Netherlands, compulsory labour was decreed in · 
March 1942; in Norway a compulsory scheme of recruitment was 
announced in June; and in France conscription of labour was pro
vided for by a decree of September 14th, 1942. 

The last official estimate of the Reich Labour Ministry placed the 
number of foreign workers at 2.5 million in June.1942, as compared 
with 2.1 million in September 1941. In a speech !pade on October 4th, 
1942, however, Marshal GOring stated that, apart from prisoners· of 
war, 6 million foreigners were working in Germany. Even though a 
considerable increase is likely to have occurred during the three inter
vening months (covering the harvesting period), the latter figure is 
difficult to reconcile with the June estimate and may, in fact, include 
the non-German residents of incorporated areas, who are not regarded 
as German citizens. 

But even if the exact number were known, it would hardly repre
sent an adequate measure of the productive contribution of foreign 
workers to Germany's war economy. There is, in the first place, con
siderable iloubt as to the efficiency with which they can be made to 
work in Germany. The transfer of labour from the occupied countries 
to the Reich takes place more and more by forcible methods; and there 
is evidence of widespread resistance to it on the part of the workers. 
In the second place, it is clear that this transfer, even though it may 
help to maintain Germany's own output, necessarily reduces the ca
pacity of the occupied countries to produce goods for export to 
Germany. Faced with the alternative of either placing orders in these 
countries or demanding their labour, Germany appears to an increas
ing extent to have adopted the latter course, tending to concentrate 
still further the Continent's industrial activity within the Reich. 

A striking increase occurred in Germany's expenditure in France 
during the summer months of 1942; but this seems to have been due 
to special factors and cannot be taken to reflect an increase in French 
~ports to Germany. Up to the end of 1941, the German authorities 
m France spent less than they received on account of occupation costs, 
and thus accumulated a large balance at the Bank of France. In the 
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four months from June to S~p.tember 1942, however, they not ~nly .. 
spent the whol@of th~ 300 mt~hon francs of occupation c~t~per day 
b?t also dr_ew so _heavt}y on the1r unused balance that their-total expen
dtture du~ng th1s penod rose to an average of soo million francs per 
day, The. main o'hjects of this expenditure, though not officially dis
closed, are hardly open to doubt in view of various measures taken 
in the occ"tpied z~ne during that time, including, for example, a com
plete pr.ohihit~on of all private building activity both in the devastated 
towns a.nd elsewhere. 

As a result of the increase in German expenditure, there was a sharp 
rise in the rate of increase of the French note circulation. 

In Denmark, on the othe~ hand, the monetary expansion due to 
German spending was at least temporarily arrested by a scheme for 
the "sterilization" of purchasing power, under which the Government 
issued loans to the pub'lic and transferred the proceeds to an inactive 
account at the central bank. 

The food situation in Continental Europe outside Germany has 
tended to deteriorate further. Switzerland, which, except for Portugal, 
was the last continental country to maintain an unrationed bread sup
ply, introduced rationing of bread and milk in October. In Germany, 
the cut made in April 1942 in the bread ration was restored in October. 
But the German standard loaf now contains 2o<fo barley and 3% 
potato flour in addition to rye and wheat. 

As regards the 1942 harvest in ContinentafEurope, there is as yet 
no fuller information to supplement the general outline given in 
Chapter II pointing to a less unfavourable harvest than might have 
been expected but a harvest still below the subnormal one of the pre
ceding year. There· is, however, considerable evidence of an intensified 
drive for the collection of agricultural output as distinct from output 
itself. Continental Europe is predominantly an area of peasant farm
ing, and the control of many millions of small and scattered peasant 

. holdings presents obvious difficulties. Especially in south-eastern 
Europe, the peasants, finding little to buy with their money, have bee!! 
showing a stubborn reluctance to deliver their products to the authon
ties at the official prices or even to sell them in the black ma:ket, and 
often prefer to use them up in their own ho~seholds or stmply to 
hoard them. , · . 

Practically everywhere in German-controlled Europe the authori
ties, in order to ensure proper deliveries, have had resort to monetary 
inducements on the one hand and to force and punishments on the 
other. In a number of countries, including Germany and Italy, prices 
of farm products have been increased and special premiu;ns granted 
for quick delivery, while threshing and other" farm operations a~ well 
as the peasants' own food and seed requirements have been subjected 



-194-

to detailed control. Threshing by flails has been forbidden. in most 
areas. ':Go render the control more effective a state o£;,emergency was 
proclaimed'..in Poland for the harvesting period in I942 and.special 
courts were set up· in Belgium to deal with infringements af.. the agri
cultural regulations; the death penalty for such iJ[fringem~ts was 
introduced in both these countries. • 

From such information as is available it does l?,Ot seem that the 
exploitation of the occupied Russian territories has y~t p;oduced 
any considerable agricultural surpluses for transfer"~o G#!rmany. 
Farm production in these territories has suffered a disastrous decline. 
Such supplies as can be collected are mostly consumed by the army. 
The army's food requirements have even had to be supplemented to a 
large extent from other German-controlled ·areas. The local population 
in many parts of occupied Russia has had to starve. 

JAPAN's "Co-PRoSPERITY SPHERE" 

The economic consequences of the Japanese conquests in south
eastern Asia have been referred to before in this volume so far as they 
affect the rest of the world. Here we may consider the consequences 
in the occupied region itself, which are now becoming increasingly 
apparent. 

According to the latest estimates, the total population of the six 
main areas concerned-the Philippines, the Netherlands Indies, Indo
China, Thailand, Malaya and Burma-is approximately I 50 million, 
or greater than that of the United States and twice as large as that of 
Japan. The welfare of these I so million people has been very closely 
dependent on the world market. In I938, only 6% of the total exports 
of the sbr. countries went to Japan and only n% of their imports 
came from Japan.> The Japanese occupation has completely cut them 
off from the markets and the sources of supply on which their eco
nomic life was based. Japan is unable to absorb more than a fraction 
of their output. She is unable to supply them with the manufactured 
commodities' they need, including the textile goods she used to supply. 
Incorporation in the "Co-Prosperity Sphere" has brought distress to 
these countries. Unemployment is widespread, prices of export 
products are falling and unmarketable surpluses accumulating, while 
~ported goods are becoming increasingly scarce and· are rising in 
pnce. 

Sugar, rubber, tin and vegetable oils, for example, have become 
surplus products in ~is area, even though Japan is taking all she elm 
use or all she can shtp. Japan has obtained valuable additions to her · 
supplies of, for example, bauxite and phosphates. But her main de-

• 
1 The~e figur~ are b!lsed on th~ net exports and imports of the six countries com-

bmed, disregarding thetr trade wtth each other, which was relatively small. · 
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ficiencies are in iron, copper, cotton and wool, and of these commqdi-:, 
ties the are~ h<ij little or ~othing !o ~ffer: ~al~ya and thejl!ilippin~ 
have some Iron ore, but Its explOitation IS hmtted by the.shortage of 
smelting :;capacity. The natural conditions in this area, apart from 
Burma;.. are noe $Uitable for cotton plantation. But Japan's cotton 
shortage is. acute, and she is making great efforts to expand the culti
vation of"thi-s crep in place of others. In the Philippines, for instance, 
she is e11for_fing a change-over from sugar to cotton, in Thailand from 
rice to r.ottQ}l~ Burma's cotton output is equal to no more than a tenth 
of Japan's requirements, but prospects for expansion are regarded as 
favourable. Rice, on the other hand, has become a surplus product in 
Burma as its principal market-India-is closed and as there are not 
enough ships to carry it to those occupied areas that are in need of it. 
Malaya especially, where only one-third of the rice consumed before 
the war was grown at home, is consequently suffering from a serious 
food shortage. In the Nether lands Indies, petroleum production ap
pears to be the only important industry that has shown some recovery 
from the first effects of the invasion. But owing to the lack of drilling 
equipment, production has had to be concentrated mainly on the 
shallow oil fields of Borneo. 

THE UNITED KINGDOM 

In the United Kingdom, the country with the highest war output 
per capita, a number of measures have recently been taken to raise that 
output even higher. In July I942 it was announced that a further 
concentration of certain civilian industries was being carried out in 
order to r.elease labour and factory space for the war effort. A "Con
trol of Manufacture and Supply Order" came into effect i'l1 August, 

· extending the cc;mcentration policy to certain goods previously outside 
its scope and applying new and more direct methods of control in the 
civilian sector of industry. The extent to which production has been 
affected by war requirements is illustrated by an official statement 
made in September, from which it appears, for example, that 93% of 
current steel supplies are used for military purposes, and that civilian 
consumption of textiles has been cut to about'25% of the pre-war 
level (clothing to 45% and household textiles to 10%). The increase 
in military traffic necessitated the introduction in September 1942 of 
various restrictions on private travel, including the withdrawal of 
long-distance bus services and the suppression of cheap railway facili
ties. In October, the Minister of Production announced a plan involv
ing far-reaching changes in the allocation of labour and plant so as to 
secure the most efficient distribution of resources engaged in the war 
industries. 
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.As was observed in Chapter I, the rise in industrial consumption of 
~oal to~t~,er with a fall in mining output created a rerious shortage 
of coal in "3pite of the decline in exports. From June to September 
1942, however, the output of coal recovered by about 5% o~ing partly 
to the release of a number of miners from the army and pa-rtly to a · 
rise in productivity per head as a result of a new systell}, of bonus 
payments. Steps have been taken to close the "coal defici~ by a further 
increase in output, by various restrictions on consump~iQn a~rd by an 
intensive campaign for voluntary saving of fuel. 

THE UNITED STATES 

By virtue of an act adopted by Congress on October 2nd, the Presi
dent set up an Office of Economic Stabilization, prohibited wage 
increases or decreases except with the approval of the National War 
Labor Board and ordered farm prices to be stabilized at the level of 
September I 5th, 1942. The price ceiling imposed in April was ex
tended so as to cover about 9o1o of the nation's food consumption 
instead of about 6o% as before; and rent control was applied to 
areas previously exempt. 

These measures placed a check on the further rise of money in
comes; but even at the existing income levels, there was a widening 
gap between consumers' purchasing power and the supply of goods 
available to the public at the existing prices. Accordingly, a new tax 
bill was adopted on October 21st, raising the estimated annual revenue 
by about $8,ooo million to over $25,000 million. Excise duties on a 
large number of commodities were increased; but the main increase 
was in direct taxation. Collection at the source was applied to wages 
and salar~s; and a part of the higher tax was made refundable after 
the war. 

At the same time, restrictions on consumers' spending were increased 
through .rationing. Steps were taken to extend gasoline rationing to 
the whole country as from November 2211d and to start the rationing 
of coffee on November 29th. Wholesale deliveries of meat for civilian 
use in the last quarter of 1942, compared with the last quarter of 
1941, were reduced to 75% for pork, soro for beef and 95% for 
mutton. 

In the early autumn of 1942 more than half of the country's indus
trial output was for war purposes. But as stocks of most consumers' 
goo~s were still at a high level, the increasing concentration of pro
ductive resources on the war effort had not yet shown its full effects 
in the civilian economy. 

As a result of the enormous demands of war production and the 
mobiliza~ion of men for military service, a growing shortage of labour 
was makmg itself felt not only in manufacturing industries but also 
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in agriculture. In many parts of the country the harvesting•of tlie 
record crop of Jj)42 encountered· difficulties owing to lacklhlabou~ 
In Septe'mber, the 'vVar Manpower Commission designated 2 weste(Il 
states as "cl'iticallabour areas," and in certain industries (non-ferrous 
metals aqd !umbel~ workers in those areas were forbidden to change 
th&ir emplo.;;ment without obtaining a "certificate of separation" from 
the United States-Employment Service. In October, gold mines were 
ordered .to <;Jose, and arrangements were made for the immediate 
transfer ~f tqetr workers to other occupations. . 

According to the latest estimates, 54 million persons were employed 
in August 1942 as against 51 million a year before. Women accounted 
for over 2 million of the total increase' of 3 million. The number of 
unemployed dropped from 5·4 to 2.2 million during this period: The 
average working week in manufacturing establishments in August 
1942 was 42.8 hours. While the war industries were able to pay for 
overtime and were in most cases working much longer hours than the 
average, the legal 40-hour standard in conjunction with the price 
ceiling tended to make an extension of the working week unprofitable 
in the industries catering for civilian needs. 

With the continuing expansion of war production, the volume of 
goods transferred and services rendered under the lend-fease pro
gramme rose to a new peak of $643 million in September 1942, ex

. ceeding the previous monthly record-attained in July-by about 
$So million. 

The lend-lease programme was adopted at a time when the United 
States was not a belligerent country. Since the entry of the United 
States into the war the position has naturally changed. In the United 
Nations' declaration of January 1st, •1942, the contractin~ govern
ments pledged themselves to employ their full resources in the com
mon war effort. The countries concerned have, in effect, undertaken to 

. pool their supplies for the most efficient prosecution of the war. The 
United States itself has accordingly received material aid from its 
allies. In particular, many of the supplies required by United States 
armed forces abroad have been furnished by other members· of the 
United Nations from their local resources. On September 3rd, 1942, 
the United States concluded agreements with the United Kingdom, 
Australia, New Zealand and Fighting France, giving formal expres
sion to the principle of reciprocal aid, in order to ensure that "the war 
production and war resources of each nation should be used by all 
United Nations forces in ways which 'most effectively utilize the 
available materials, manpower, production facilities and shipping 
space.m 

S 
1 S1'xt" Report to Congress on Le11d-Lease Operatwns, for t"e Period .Ended 
ePfember II, I942, p. 14 . 



"The 'President's Fifth Lend-Lease Report to Congress set f9rth ~ 
~incipre for distributing the financial burden of the:bwar among the 
t.J~ited N c:tions in· accordance with their ability to contribute to the 
common pool. The following is a quotation from that repdh: · 

"The real costs of the war cannot be measured, mor compared, nor 
paid for iiJ>money. They must and are being met in blood a!],d toil. But 
the financial costs of the war can and should be met iii' a way which 
will serve the needs of lasting peace and mutual econowic well-being .. 

"All the United Nations are seeking maximum conv~rsion to war 
production, in the light' of their special resources. If each· country 
devotes roughly the sa~:pe fraction of its national production to the 
war, then the financial burden of war is distributed equally among the 
United Nations in accordance with their ability to pay. And although 
the nations richest in resources are able to make larger contributions, 
the claim of war agait).st each is relatively the same. Such a distribu
tion of the financial costs of war means that no nation will grow rich 
from the war effort of it~ allies. The money costs·of the war will fall 
according to the rule of equality in sacrifice, as in effort.'11 

>Fifth Report to Congress on Lend-Lease OperatioJJS, for tile Period Ended lime 
II, 1942, pp. 22 and 23. · · ·· ' . 


